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Item 6. LASAAC 10/03/16
To: 

LASAAC     
From:

Gareth Davies
Date:

10 March 2016
Subject: 
CIPFA-LASAAC Code Board 

Purpose of Paper
1. This paper relates to:
· LASAAC representation on CIPFA-LASAAC

· Update to ‘How to Tell The Story’ 
· Development of 17/18 Code of Practice
· IFRS 9: Financial Instruments
· IFRS 15: Revenue from Contracts with Customers
· IFRS 16: Leases
LASAAC Representation on CIPFA-LASAAC 
2. The current LASAAC representatives are:

Nick Bennett
Fiona Kordiak (LASAAC Chair)

Derek Yule (substituting for LASAAC Vice Chair)

Russell Frith
Joseph McLachlan
Named substitutes are: Ian Lorimer and George Murphy.
The Scottish Government has an ‘observer’ status member on CIPFA-LASAAC. 

3. Under the LASAAC terms of reference the Chair and Vice Chair will normally be representatives on CIPFA-LASAAC. 
4. CIPFA-LASAAC met on the 4 November. Further meetings for 2015 and 2016 are:
	Date
	Location
	Expected Key Focus re Code Development

	03/03/16
	London
	Early consideration of the 2017/18 Code consultation process

	07/06/16
	Edinburgh
	Finalisation of the 2017/18 Code consultation

	09/11/15
	London
	Consideration of the Code 2017/18 consultation responses


5. Due to the 3 March date for the recent CIPFA-LASAAC meeting this paper outlines the main issues addressed in the meeting papers. Verbal updates will be provided regarding the discussions and decisions at the meeting. Text in italics is provided as commentary and does not necessarily reflect the CIPFA-LASAAC paper.
6. The key agenda items for 3 March are:

· Update to ‘How to Tell The Story’ explanation of the accounts

· Development of 17/18 Code of Practice

· IFRS 9 Financial Instruments 
· IFRS 15 Revenue from Contracts with Customers 
· Highways Network Asset

Update to ‘How to Tell The Story’ 
7. The existing ‘How to Tell the Story’ document, which provides guidance on how to explain the annual accounts, is to be updated for the changes made to the 2016/17 Code, primarily:

· Expenditure & Funding Statement

· CIEs and MiRS changes

8. As well as the existing inclusion of an article entitled ‘clear out the clutter’ which includes advice on materiality, an additional article ‘small isn’t always beautiful’ is also included expanding on why the accounts can appear to be complex.
Development of 17/18 Code of Practice
9. An outline of items to be considered for inclusion in the 2017/18 Code includes:

· English Regulations: disclosures relating to Employee Contributions. The UK Government Actuary’s Department has requested that LGPS accounts provide an analysis of benefits between pre and post 2014 service. This is noted here in case a similar request is made in respect of the Scottish LGPS.
· The Local Authority (Capital Finance and Accounting) (Scotland) Regulations 2016 (SSI 2016/123 ). Reference updating will be required but no major changes to Code are requirements envisaged.
· Possible developments concerning the integration of health and social care. LASAAC may wish to consider whether Code changes are indicated.
· Going Concern- clarification of disclosure requirement as a result of the ongoing financial pressures for UK local government.
· Review of Code structure: following feedback a possible restructuring of devolved administration requirements (eg re approval of the accounts) on an ‘administration by administration’ basis rather than trying to be generic for all areas. Other structural amendments may also be suggested.
· Review of statutory adjustments: decisions regarding how to progress this CIPFA-LASAAC project, probably in conjunction with each devolved administration, are anticipated.
· IFRS amendments and anticipated developments

· IAS 12 Income Taxes – may affect group accounts
· IAS 7 Cash Flows – affects disclosures about changes in financing liabilities
· IFRS 2 Share based Payments – may apply to group accounts

· IAS 1 – Presentation of Financial Statements – clarification of current/ non-current liability definition for the balance sheet 

· Standards due to be brought into the 18/19 Code. Due to the significance of the standards and preparation required early consultation as part of the 17/18 Code process is recommended for:

· IFRS 9 Financial Instruments

· IFRS 15 Revenue from Contracts with Customers (& will also need to refer to IFRS transition guidance issued)

IFRS 9: Financial Instruments
10. The CIPFA-LASAAC paper outlines key areas and issues of the new standard. Reference to IFRS 9 Financial Instrument Project Summary may be helpful, particularly the classification flowchart on page 7.
11. Key changes to the requirements are:

· Classification of financial instruments (criteria, classification categories and accounting treatment). Notes:
· Liabilities are largely unchanged (except for ‘own credit status’ for fair Value through Profit or Loss’)

· Asset classification based on nature of cash flows (eg Solely Payments of Principal and Interest [SPPI])  and the business model for management of the instrument

· ‘available for sale’ category ceases. Consequently some assets may be treated as ‘Fair Value through Profit or Loss’ leading to a potential for some impact on the General Fund balance

· Asset categories are 
· ‘Amortised Cost’ (SPPI & held for contractual cash flows); 
· Fair Value through Other Comprehensive Income (SPPI but the asset may be sold; OR designated equity instrument not held for trading)

· Fair Value through Profit or Loss (all other assets)

· Adoption of a forward looking ‘expected loss’ approach to impairment of financial assets (rather than backward looking evidence based)

· Stage 1 – On initial recognition & going forwards - 12 month expected credit loss (portion of lifetime credit loss possible within 12 months). The impairment is held as an ‘allowance’ and does not affect the interest calculation which is on the gross asset amount. 
· Stage 2 – on a significant increase in credit risk the impairment reflects the lifetime expected credit loss. The impairment is held as an ‘allowance’ and does not affect the interest calculation which is on the gross asset amount.
· Stage 3 – on objective evidence of impairment the asset is directly impaired and interest is calculated on the amount net of impairment.
· Some assets may qualify for a simplified impairment approach
· New Hedge Accounting requirements

· Reliance on direct reference to the underlying standard seems likely to be maintained

· Disclosures

· Changes to disclosures include credit risk management and exposure (eg in relation to the new impairment model)
· Transition arrangements

· The transitional arrangements may be complex to implement. Potentially, dependent on additional disclosures, restatement of the prior year may be avoided. The cost and benefits of implementation will need to be considered.
IFRS 15: Revenue from Contracts with Customers
12. The CIPFA-LASAAC paper outlines key areas and issues of the new standard. Reference to the IFRS 15 Revenue Recognition Project Summary may be helpful.
13. Key changes to the requirements are:

· Generally the approach is based on a ‘performance under the contract’ principle with a five step process:

1. Identify the contract with the customer Note: some revenue is likely to fall outside the scope of IFRS 15, although IFRS 15 addresses some revenue arising where no contract exists. Some contracts may have to be combined.
2. Identify the performance obligations

3. Determine the transaction price. Variable elements are only included where they are ‘highly probable’. Adjustments for financing (eg deferred payment terms) may also be made.
4. Allocate the transaction price to the performance obligations

5. Recognise revenue when a performance obligation is satisfied. Generally the obligation is regarded as met when the customer obtains ‘control’. A performance obligation may be met at a point in time (eg specific event / date) or over time.
· Costs to obtain a contract
· Incremental costs may, subject to criteria, be recognised as an asset
· Costs to fulfil a contract

· If not covered by other standards these costs may be recognised as an asset subject to meeting specific criteria

· Disclosures

· More detailed disclosures including analyses of revenue categories, contracts (receivables balances and movements in year), performance obligations
· Transition
· Generally two potential approaches: full retrospective application or in year opening balance restatement accompanied by additional disclosures. The cost and benefits of implementation will need to be considered.
IFRS 16: Leases
14. The following is not based on CIPFA-LASAAC papers but is provided as a short overview of the recently issued IFRS 16 Leases.

15. IFRS 16 Leases is effective for IFRS purposes for accounting periods starting on or after 1 January 2019. A webinar and other information is available. A project summary and an effects analysis are also available.

16. The standard is subject to EU adoption and also to HM Treasury / FRAB and CIPFA-LASAAC considerations concerning implementation and financial management implications. The absolute earliest adoption for Scottish Local Government would presumably be 2019/20.
17. In general outline terms for lessees the standard discards the ‘operational or finance’ lease classification and replaces it with a ‘right of use’ asset (where criteria are met) and a related liability for future payments. This may see obligations (& a proportion of the assets) related to leases currently treated as operating leases recognised on the balance sheet. Short term leases (<12 months) and leases of low value assets would generally not be recognised.
18. Lessor accounting is generally not significantly affected.

19. IFRS 16 itself includes some provisional transition arrangements to reduce the transition burden (eg no restatement, simplified measurement on transition).
20. It is suggested that
· HM Treasury decisions as to how this might affect public debt measurement and objectives will be critical

· There is likely to be a need to quantify the impact, but the exact impact may depend upon implementation decisions

· Assets affected could include property leases, vehicle & plant leases, printers/copiers/ MFDs and IT equipment etc.

· Property sharing arrangements (eg with NHS etc) may be affected.

· Some attention may be paid to IFRIC 4 (substance of a lease) arrangements 

· PPP arrangements may need to be reviewed to see if any elements not already treated as capital would now come on balance sheet.  

Committee Action 
a. The Committee is requested to 

· Note the contents of this report
LASAAC is funded by:
[image: image2.jpg]d-\uow SCOTLAND



                       [image: image3.jpg]< : IPFA The Chartered Institute of
Public Finance & Accountancy




[image: image4.jpg]


                            The Scottish Government
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