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Item 9. LASAAC 21/03/13
To: 

LASAAC     
From:

Gareth Davies
Date:

21 March 2013 
Subject: 
Accounting issues for 2012/13
Police & Fire Reform
1. Audit Scotland have issued Notes for Guidance 2013-1 (Local Authorities) (see http://www.audit-scotland.gov.uk/about/docs/nfg_2013-1_la_financial_statements.pdf . paragraphs 501 to 505 refer to police and fire reform presentation for 2012/13.  In summary:
· The Code 12/13 (2.1.2.4) requires that a ‘going concern’ basis is adopted. Transfers of services within the public sector do not negate the ‘going concern’ presumption. Therefore for 2012/13 joint boards and the two unitary authorities will adopt a going concern assumption, but will generally be expected to disclose and explain the transfer of services [LASAAC secretary comment: For example as an ‘Event After The Reporting Period’. Such events may be adjusting events (evidence of conditions that existed as at the end of the reporting period) or non-adjusting (relating to conditions after the reporting period)].

· Since the service operations are continuing there is no requirement to separately present any ‘discontinued operation’ figures as specified in the Code 12/13 (4.9.2.32 /33).
· Non-unitary councils may consider disclosures for their group accounts for 2013/14, however for either or both single entity and group statements 
· The mechanics of reserve balance transfers at the end of 2012/13 has not yet been fully finalised. This may involve adjustments to the requisitions to reduce reserve balances in the joint boards. Audit Scotland is anticipated to issue further guidance for auditors once the mechanisms are determined.
2. For 2012/13 non-unitary councils could be anticipated to disclose the transfer situation in an ‘Event After The Reporting Period’ note. This may be considered relevant to both the single entity and group accounts.
3. Additionally for 2012/13 councils may wish to include an explanatory note in their single entity and group accounts where the requisition or service spend in 2012/13 is significantly different to that for 2011/12.
4. As indicated above the mechanisms relating to balance transfers have not yet been finalised. Where there are adjustments to be made via 2013/14 grant funding levels this may impact on General Fund balances at 31 March 2013. Where the Council has a ‘reserves policy’ (e.g. minimum level of contingency element to be maintained) the application of the policy may be affected. Councils may therefore wish to refer to anticipated adjustment to grant funding in 2013/14, potentially reflecting the anticipated adjustments as ‘ear-marked portions’ of fund balances so as to exclude them from the determination of uncommitted (contingency) balances. 
5. Although not anticipated to arise all councils may additionally wish to consider for 2012/13 whether there are any additional factors that could constitute an asset or a liability (see Appendix A).Where there is uncertainty as to the existence or measurement of an asset or liability authorities may wish to consider whether any aspects of Section 8.2 (Provisions, Contingent Liabilities and Contingent Assets) of the Code 12/13 apply.
Adult Health & Social Care
6. For many councils there may be minimal impact on 2012/13 financial statements, potentially with the exception of an ‘Event After The Reporting Period’ disclosure where considered relevant.

7. For Highland Council, which has proceeded with integration, the financial statements will need to reflect the new arrangements. For example staff transfers will be reflected. In some cases this may require disclosure of the changes to employee benefits, including the employer’s pension liabilities in respect of staff transferred in, those transferred out and any ‘pensions guarantees’ given.

Changes to Joint Working Regulations
8. Audit Scotland have noted that “The Community Care (Joint Working etc.) (Scotland) Amendment Regulations 2012” (SSI 2012-65 http://www.legislation.gov.uk/ssi/2012/65/made/data.pdf) have amended the original joint working regulations (SSI 2002-533, http://www.legislation.gov.uk/ssi/2002/533/made/data.pdf).

9. The amendments include changes to the following areas:
· Definition of ‘delegated’ added

· Change to conditions before payments can be made by the NHS (removal of requirement to agree re capital costs, removal of requirement to be satisfied that local authority intends to meet the balance of costs)
· Removal of requirement for an agreement to specify some terms in the agreement (NHS responsibility to monitor, account and audit payments and function performance; removal of requirement to specify that audited accounts need to be provided to the local authority)
· Changes to local authority and NHS services which can be delivered by joint working

· Insertion of requirement that ‘non-fund’ payments under an agreement are treated as expenditure (the presumed implication is that grant treatment and a focus on whether the terms & conditions of the payment have been met would be irrelevant)
· For a joint working fund the requirement to prepare quarterly reports, annual return, an audited memorandum account, and other information is now replaced by a general requirement to prepare ‘such information as is reasonably required’

· Additional requirements to be included in an agreement, including

· Risk management

· The systems for financial management and payment arrangements

· A dedicated lead officer responsible for outcomes 
Welfare Reform 
10. While the impact of welfare reform is largely anticipated to occur in 2013/14 councils may wish to consider whether an explanation of the impact on the authority is appropriate. This may potentially be part of the Explanatory Foreword (or where more details emerge after 31 March an ‘Event After The Reporting Period’ disclosure). Councils may wish to specifically refer to:

· The impact of the reforms on the likely level of housing rents (and other relevant debtor accounts)

· The move from a ‘Council Tax Benefit’ system to a ‘Council Tax Relief’ system.

Teachers’ Accruals
Background
11. Teachers’ SNCT terms and conditions were changed during the 2011/12 financial year. In particular the calculation of the daily rate changed, as a result of a decision to recognise some days as ‘school closure days’ for which no pay is made. There is generally no right to carry forward unused school closure days (with some exceptions noted below). See Appendix C for a comparison of the conditions.
12. CIPFA’s LAAP Bulletin 93 “Closure of the 2011/12 Accounts and Related Matters” stated the following:

“The following comments are provided as interpretative guidance:
a) Some days within school holiday periods are now ‘school closure’ days. The SNCT view of these would appear to be that (with some exceptions for specific circumstances) these are ‘non-accumulating’ absence days
b) This change is therefore likely to lead to a change in the calculation of the accumulating annual leave entitlement for teachers as at 31 March 2012
c) The change may also affect the ‘normal’ accrual of salary at the 31 March 2012
d) The exact impact will be specific to each authority since each authority may have a different pattern of ‘school closure’ days throughout the year (although the SNCT does require that the days are spread proportionately to each school holiday period).”

13. In reviewing the 2011/12 financial statements Audit Scotland noted that for some councils there was a significant change in the year end accrual for short-term accumulating compensated absences (STACA), with a corresponding impact on the teachers annual pay costs charged to the Comprehensive Income and Expenditure Statement. It was indicated that the impact was significant for some councils, but less for others. No authority accounts were qualified.

14. It was however considered desirable to review the situation in order to identify a potential root cause and assess whether there were implications for future years.

Review of Practices
15. A number of councils responded to a request for details of the calculations made for 2011/12 financial statements. Comparison of councils is complicated by the number of factors which can influence the calculation of accruals.
16. Some councils noted that changing the non-STACA accrual calculation could have significant funding implications since this accrual is not subject to statutory mitigation. In comparison statutory mitigation does apply to the STACA accrual which therefore does not affect the General Fund balance.
17. A comparison of possible calculations using a standard annual pay rate of £40,000 and assuming static school holiday dates from year to year was undertaken. The school leave basis used was:

18. Based on an assumed pattern of school days the calculation below indicates what would occur if the SNCT daily rates were used during 2011/12:

	
	Previous 

SNCT
	New

SNCT
	Annual

Charge
	Underlying 

Cost
	Diff

£
	Diff.

%

	Annual Pay (incl on-costs)
	40,000.00
	40,000.00
	
	
	
	

	Number of days paid for per SNCT
	261
	235
	
	
	
	

	Daily rate per SNCT
	153.26
	170.21
	
	
	
	

	Days Paid
	97.00
	157.00
	
	
	
	

	Period cost per SNCT rate
	14,865.90
	26,723.40
	41,589.30
	40,000.00
	1,589.30
	3.97%


19. This however contrasts with the underlying known cost for a year of £40,000. To understand this, the requirements of IAS 19 were examined (see Appendix B).
20. The key aspect of IAS 19 is that the cost of employee benefits provided should be related to the days of service rendered. In effect the standard can be interpreted as regarding a ‘day worked’ by an employee as the ‘cost driver’ for employee benefit costs and, on this basis, requiring relevant (short term) employee benefits to be ‘absorbed’ into each day of work provided (i.e. an absorption costing approach to determine the cost of each day of service).

21. In the case of teaching staff this may suggest that for IAS 19 compliance it is the number of days of ‘staff service’, not the number of days (including annual leave) that should be used as the basis for calculating annual charges to the CIES. Taking this approach to the example above there would not have been a change to the annual charge to the CIES, as indicated below:

	
	Previous 

SNCT
	New
SNCT
	Annual
Charge
	Underlying 
Cost

	Annual Pay (incl on-costs)
	40,000.00
	40,000.00
	
	

	Number of days worked
	195
	195
	
	

	Daily rate per SNCT
	205.13
	205.13
	
	

	Days Paid
	54
	141
	
	

	Period cost per  ‘day worked’ rate
	11,076.92
	28,923.08
	40,000.00
	40,000.00


Implications
22. The above suggests that accrual calculations using a ‘per day worked’ basis may be regarded as more consistent with adherence to IAS 19. Careful consideration however is required regarding the practical implications if all councils were to adopt this approach.

23. Possible implications include:

· The impact on funding, since this approach would change the weighting and value of the underlying pay (i.e. non-STACA) accrual
· The same principle should naturally be extended to all employee groups, potentially significantly enhancing the impact on fund balances

· A change would presumably result in a significant ‘one-off’ and permanent change in the year of implementation (whether done ‘in year’ with no prior period adjustment, or enacted through a prior period adjustment with amendment of opening balances)

· The data required for calculation, particularly of those employees not on ‘fixed’ holidays may present logistical difficulties or require a sampling approach
· Once implemented, and assuming no further changes, the charge to the CIES for each year would, it is assumed, resume stability. This is also expected to be the case with the change to the SNCT conditions.
· It may be possible to request statutory mitigation for the additional impact on fund balances, however issues may arise regarding the prioritisation given to this and the wording required.

· There may be implications for consistency of treatment by other parts of the public sector and other territories which could impact on Whole of Government Accounts 

LAAP Bulletin
24. The LAAP year end bulletin is anticipated to suggest:

“Councils with a significant change in their teachers’ charges to the CIES between 2010/11 and 2011/12 may wish to identify the precise cause to confirm it is valid. Any errors identified may have to be corrected, where material, as a prior year adjustment.”

Committee Action 
25. The Committee is requested to 
· Note the contents of the paper
Appendix A
IFRS – DEFINITIONS OF ASSETS AND LIABILITIES

The IFRS ‘Conceptual Framework’ (para 4.4) states:

· “An asset is a resource controlled by the entity as a result of past events and from which future economic benefits are expected to flow to the entity”

· “A liability is a present obligation of the entity arising from past events, the settlement of which is expected to result in an outflow from the entity of resources embodying economic benefits”

Appendix B

IAS 19 _ Review of Extracts

The following extracts from IAS 19 indicate the basic principles of IAS19. 
Objective: “The objective of this Standard is to prescribe the accounting and disclosure for employee benefits. The Standard requires an entity to recognise:

(a) a liability when an employee has provided service in exchange for employee benefits to be paid in the future; and

(b) an expense when the entity consumes the economic benefit arising from service provided by an employee in exchange for employee benefits.”

Definitions: “Employee benefits are all forms of consideration given by an entity in exchange for service rendered by employees.”

Recognition and measurement of short-term employee benefits (paragraph 10): “When an employee has rendered service to an entity during an accounting period, the entity shall recognise the undiscounted amount of short-term employee benefits expected to be paid in exchange for that service…”
Appendix C
Change in SNCT Terms & Conditions
	
	PREVIOUS
	NEW

	Total days (excl weekends) for year:
	261
	261

	School Closure Days*1 & *2
	
	26

	Days regarded as being paid for
	261
	235

	
	
	

	Working Days 
	195
	195

	
	
	

	Annual Leave Entitlement
	66
	40

	
	
	

	Leave entitlement per working day
	0.3385
	0.2051

	
	
	

	Per SNCT para 5.4
	0.3385
	0.2051

	
	
	

	*1 School closure days are allocated locally by 'Local Agreement' (LNCT). SNCT para 5.6 requires a proportionate allocation throughout the year. The LNCT pattern will directly affect the calculation of any short-term accumulated compensated absences as at 31 March.

	*2 School closure days may now potentially be regarded as 'non-accumulating' (i.e. there is no carry forward entitlement for compensation or later use) with the exception of situations outlined in SNCT para 5.7 (i.e. maternity leave, adoption leave and paternity leave situations imply an entitlement).


Assumed Pattern of School Days
	Analysis of Financial Year under SNCT (same pattern assumed every year)

	
	School Year A

1/4 to Sept
	School Year B

Sept to 31/3
	Whole Financial Year

	
	
	
	

	Days Worked
	54
	141
	195

	School Closures
	19
	7
	26

	Annual Leave
	24
	16
	40

	
	
	
	

	Days payable 
	
	
	

	Previous SNCT
	97
	164
	261

	New SNCT

(excluding school closures)
	78
	157
	235
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