BVACOP 2010/11

Consultation on Proposed Changes to the Section 2: The Definition of Total Cost

Introduction
1
CIPFA is committed to keeping BVACOP up to date by reviewing it each year and developing it in response to:

· changes in the external environment, including legislative changes and changes in the Code of Practice on Local Authority Accounting in the United Kingdom (which is based on IFRS for the first time this year); and

· suggestions made for the improvement or clarification of specific issues.

2 The Code of Practice on Local Authority Accounting in the United Kingdom for 2010/11 will, for the first time, be based on IFRS.  This consultation should therefore be read in the context of the consultation on the IFRS-based Code that can be found at http://www.cipfa.org.uk/pt/cipfalasaac/ifrs.cfm.  The move to IFRS will result in some changes in accounting treatments, and these are reflected in the proposals for BVACOP.  Other changes are also proposed, but these are limited.

3 This consultation paper proposes changes to the BVACOP definition of ‘Total Cost’ that will be mandatory for authorities in preparing financial information for the following:

· 2010/11 Budgets

· 2010/11 Performance Indicators

· 2010/11 Statements of Accounts

Proposed Changes

4 The main proposed changes to Section 2: The Definition of Total Cost relate to:

· Changes to reflect IFRS – BVACOP has been updated to reflect the requirements of IFRS as follows:

· Terminology has been changed to reflect the terminology used in the IFRS-based Code (e.g. the names of the financial statements);

· The position in the financial statements for some elements have changed (note that a consequence of this would be that discontinued operations would not form part of the net cost of services);

· Definitions have been changed to reflect the definitions used in the IFRS-based Code (e.g. pensions service costs);

· Under IFRS, impairment losses will only be charged to service revenue accounts once the revaluation reserve has been exhausted;

· Impairment of surplus assets amended to recognise the IFRS classification of non-current assets held for sale, and to recognise that not all surplus assets will fall into this category;

· Accounts will need to be restated to correct material errors (previously only required to correct fundamental errors);

· References to joint ventures have been amended to reflect the three types recognised by IFRS – jointly controlled entities, jointly controlled operations and jointly controlled assets.

· In group accounts, goodwill is no longer subject to amortisation but will be subject to impairment;

· The treatment of Government Grants Deferred may also need to be amended following decisions regarding the IFRS Code.

· Impairment of Assets under Construction – it is proposed that the impairment of assets under construction should be charged to service revenue accounts, to ensure consistency with other requirements of BVACOP.

· Definition of trading operations – it is proposed to include the definition of the various types of trading operation in the mandatory section of BVACOP rather than in guidance, as other mandatory paragraphs refer to this definition.

5 The consultation also proposes changes to the Recommended Standard Subjective Analysis.  Again, most of the changes reflect the transition to IFRS.  The main proposed changes relate to:

· Changes to reflect IFRS – BVACOP has been updated to reflect the requirements of IFRS as follows:

· BVACOP 2008 amended the subjective analysis for PFI/PPP schemes, subject to decisions regarding the 2009 SORP.  The accounting requirements for these schemes under the IFRS-based Code follows the anticipated changes to the 2009 SORP, and BVACOP has therefore been updated to confirm the subjective analysis, to clarify the analysis in some areas and to remove some ambiguities that had been identified;

· The subjective analysis of impairment and revaluation losses is clarified following the amendments to the accounting treatment outlined above;

· BVACOP includes the appropriate subjective analysis of movements in the fair value of investment properties.

· Members' Allowances – BVACOP has been amended to clarify that members’ allowances (including attendance allowances and special responsibility allowances) should be reported in Group 4 Supplies and Services.

6 CIPFA would welcome comments and feedback on any aspect of this consultation paper or BVACOP generally but the questions at the end of this consultation paper on the proposed change may assist respondents.

Change of Name

7 The Best Value Accounting Code of Practice was introduced a number of years ago to support the introduction of the Best Value regime and Best Value reporting.  Following the removal of the requirement to produce Best Value Performance Plans, CIPFA believes that it would be appropriate to change the name of the Best Value Accounting Code of Practice to reflect its role in providing guidance on costing and on the classification of costs for external reporting.  We would welcome your views on an appropriate name that would reflect its current role.
Responding to the Consultation

8 Responses to this consultation paper should be sent preferably by email (paul.mason@cipfa.org.uk) to:

Paul Mason
CIPFA

3 Robert Street

London WC2N 6RL

To arrive no later than noon on 18th September 2009.

9 During the consultation period, any questions or queries about the changes proposed should be directed to Paul Mason on:

Telephone
0207 5435691

Or e-mail
paul.mason@cipfa.org.uk
CONSULTATION ON SECTION 2: THE DEFINITION OF TOTAL COST IN THE PROPOSED BVACOP 2010/11
THE PURPOSE OF ‘TOTAL COST’

10
‘Total cost’ is a key BVACOP concept.  It was established to provide a consistent basis for all statutory financial disclosures in relation to formal financial reporting and performance indicators.  Total cost must also be used for reporting the cost of services in the Income and Expenditure Account.  

CHANGES TO REFLECT IFRS
11
The draft IFRS-based Code of Practice on Local Authority Accounting in the United Kingdom uses terminology that is derived from IFRS.  In many cases, this is same as used in UK GAAP.  However, there are some cases where the terminology is different, and BVACOP has been updated to reflect the new terminology.  As an example, BVACOP now refers to the Comprehensive Income and Expenditure Statement (which replaces the Income and Expenditure Account and Statement of Total Recognised Gains and Losses).
12
The format of the financial statements under IFRS is different to those under the previous SORP.  The Code has also adopted the principle of requiring the minimum level of detail on the face of the financial statements (but encouraging authorities to include more detail where it is appropriate for their users).  As a result, some of the specific lines in the statements specified in the 2009 SORP are no longer a requirement.  Where appropriate, the proposals specify the lines to be used in the statements where the minimum level of detail is adopted.
13
Under the new formats, discontinued operations would not form part of the net cost of services.  Respondents are asked to comment on this presentation.

14
Where definitions have changed in the IFRS-based Code, BVACOP has been amended to reflect the revised definitions.  An example is the definition of past service costs in relation to pensions.  The definition used in the IFRS-based Code is repeated in the proposed BVACOP text.

15
The SORP required impairment losses arising from a clear consumption of economic benefits to be charged to service revenue accounts.  The IFRS-based Code requires all impairment losses to be charged initially to the revaluation reserve, and only to service revenue accounts when the balance on the revaluation reserve for the specific asset has been exhausted.  The proposals amend the accounting treatment in BVACOP to reflect this change; they also refer to both impairments and revaluation losses separately to avoid any doubt as to the correct treatment.
16
BVACOP requires impairments of surplus assets held for disposal to be charged to Non-Distributed Costs (NDC).  The proposals retain this treatment, but amend the text to reflect the classification of assets under the IFRS-based Code as ‘non-current assets held for sale’.  Not all surplus assets held for disposal will meet the criteria to be classified as ‘non-current assets held for sale’ and the proposal address this issue.

17
The SORP required authorities to restate prior years’ accounts to correct fundamental errors.  The IFRS-based Code requires authorities to restate prior years’ accounts to correct material errors.  This could lead to more restatements being required.  The proposals amend BVACOP to reflect the revised requirements.

18
BVACOP provides guidance on the accounting treatment of partnerships, which were accounted for as joint ventures under the SORP.  The IFRS-based Code refers to three types of joint venture.  These are jointly controlled entities (consolidated in the group accounts); jointly controlled operations (accounted for in the single entity accounts); and (jointly controlled assets accounted for in the single entity accounts).  The proposals amend the text of BVACOP relating to accounting for partnerships to reflect the IFRS-based Code treatment.  Similarly, the proposals also update the group accounts text.
19
The SORP required goodwill to be amortised in the group accounts.  Under the IFRS-based Code, goodwill is not amortised but is instead assessed for impairment.  The proposals amend the text of BVACOP to reflect this change.

20
A further change that might be required relates to the amortisation of government grants deferred.  CIPFA/LASAAC is consulting on two options for the IFRS-based Code.  One option would retain the existing treatment (ie amortisation of the grant to match depreciation).  The second option would require immediate recognition of capital grants as income.  It is proposed to amend the text of BVACOP if the second option is implemented in the IFRS-based Code.
IMPAIRMENT OF ASSETS UNDER CONSTRUCTION

21
BVACOP 2008 required impairment of assets under construction to be charged to Non Distributed Costs.  This is seen as inconsistent with other aspects of BVACOP (for example the requirement that the costs of abortive capital schemes are charged to service revenue accounts).  It is therefore proposed to require the impairment of assets under construction to be charged to service revenue accounts to ensure consistency with other elements of the Code.

DEFINITION OF TRADING OPERATIONS

22
The guidance in previous editions of BVACOP has included the definition of different types of trading operations.  As these definitions are relied on elsewhere in the mandatory sections of BVACOP, it is proposed to include the definitions in the mandatory sections of BVACOP.

THE PURPOSE OF THE RECOMMENDED STANDARD SUBJECTIVE ANALYSIS
23
A common subjective analysis improves consistency and therefore helps authorities to make effective comparisons for financial reporting requirements.  In addition, a subjective analysis provides further information that would be useful for benchmarking analyses and for analysing costs in reviews.
CHANGES TO REFLECT IFRS

24
BVACOP 2008 anticipated the requirements of the 2009 SORP by specifying the subjective analysis for on Balance Sheet PFI/PPP schemes and related grants.  The proposals retain this analysis, but amend the wording to remove the uncertainty arising from the fact that the 2009 SORP had not been issued when BVACOP 2008 was published.  In addition, the proposed text provides additional clarification and removes ambiguities on some points (eg matching the grant to the elements of the payment).
25
As discussed above, accounting for impairment will change under the IFRS-based Code.  The proposals recommend that impairment losses and revaluation losses are recorded separately; this will assist in the preparation of notes to the accounts.
26
Under the IFRS-based Code, investment properties will be carried at fair value, and movements in fair value will be debited or credited to the Surplus or Deficit on the Provision of Services.  The proposals recommend that these movements are separately identified in the subjective analysis (albeit that the net cost of services does not include movements in the fair value of investment properties).

MEMBERS’ SALARIES

27
A number of queries have arisen about where to record members’ allowances, as BVACOP has not been explicit about this in the past.  The proposals include clarification that members’ allowances should be recorded in Group 4 Supplies and Services.  This covers all allowances including attendance allowances and special responsibility allowances.  This treatment is consistent with that required for the Whole of Government Accounts.
CHANGE OF NAME

28
The Best Value Accounting Code of Practice was introduced a number of years ago to support the introduction of the Best Value regime and Best Value reporting.  Following the removal of the requirement to produce Best Value Performance Plans, CIPFA believes that it would be appropriate to change the name of the Best Value Accounting Code of Practice to reflect its current role in providing guidance on costing and on the classification of costs for external reporting.  The classification of costs for external reporting within BVACOP forms the basis of reporting to central government.  We would welcome your views on an appropriate name that would reflect its current role.

INVITATION TO COMMENT QUESTIONS

29
It would be helpful if you could support your answers to the following questions with reasons.
	q1
	Do the proposals accurately reflect the requirements of the IFRS-based Code in respect of:
a) Terminology used in the IFRS-based Code
b) Lines to be used in financial statements

c) Definitions used in the IFRS-based Code
d) Amended treatment of impairment losses

e) Impairment of surplus assets

f) Restatement of prior year accounts

g) Treatment of joint ventures

h) Treatment of goodwill in group accounts

	Q2
	Do you agree that discontinued operations should not form part of the net cost of services?

	Q3
	Do you agree that the text in BVACOP should be amended if the IFRS-based Code adopts immediate recognition of capital grants rather than deferring income to match depreciation?

	Q4
	Do you agree that the impairment of assets under construction should be charged to service revenue accounts?

	Q5
	Do you agree that the definitions of trading operations should be included in the mandatory section of BVACOP?

	Q6
	Do you agree that the proposed Recommended Standard Subjective Analysis reflects the requirements of the IFRS-based Code in respect of:

a) PFI/PPP Schemes

b) Impairment and revaluation losses

c) Movements in the fair value of investment properties

	Q7
	Do you agree that members’ salaries (as opposed to members’ allowances) should be recorded in the employees group?

	Q8
	Do you have a suggested name to replace “Best Value Accounting Code of Practice”?


