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Item 7. LASAAC 20/08/19
To: 

LASAAC     
From:

Gareth Davies
Date:

20 August 2019
Subject: 
CIPFA-LASAAC Strategic Discussion Papers 

Purpose of Paper
1. This paper relates to imminent CIPFA/LASAAC discussion papers relating to:
· Differential reporting

· Code strategy

Extracts of Draft Papers

2. Drafts are currently in progress to be made publicly available. To minimise LASAAC member time and review, and support focus on Scottish interests, the draft executive summary and relevant extracts are provided in Appendix A (Differential Reporting) and Appendix B (Code Strategy).

Committee Action 
3. The Committee is requested to 

· Discuss the outline drafts of the discussion papers with specific consideration of application to Scottish local government
Appendix A – Differential Reporting Extracts (PRE-PUBLICATION DRAFT)
[image: image2.png]Executive summary

Local govemment n the UK is  awerse group o some 583 etites. Some 188 UK local government bodies, 32% of
he total, wereresponsible for txpayer SuppoTtad expenditure of under €156 each i 2017/18. At the other end
of the spectrum 263 authoriies, 45% of the total, were esponsibi fo expenditure of over €120 each.

s iscussion paper mitates consideration of whether a singie financial eporting framework s appiopriate and

‘mecessary for all authorites. of Whether diffrental reportng requirements should be explored. The fllowing
Prowdes an ovenview of the key sstes aadressec:

Curent Issues | @ Concers ave been expressed that ocal government amnual accounts are o0 1ong
‘ana compie forusers needs.
= Additionally,concern exist that the burden and CostinVoNed i preparing the
‘accounts i ot commensurate with the benefits poviaed to users.

Koy Assessment | m In eviewing the arrangements CIPFA/LASAAC consides tat the folowing should be
considerations the key considerations

~ Relovance of the nformation for users of the financalreports or that entity
~ Costofproviting the nformation Justified by the benefis to users.

isting = The Code of Pracice equirements appiy o all autnorities regardess o sze or type.
AMangements | w mis oxciudes parsh,town and community councils.
= For Engiand, the JPAG framework fo parisn councits focuses on governance

ana control.
UKCompany | W Differentia egimes apply dependent on the ize and compIeXity of tne orgamisation.
Financial = Each regime generaly aaheres toa common setofrecogrition and.
Reporting ‘measurement approaches.
= ey aiferences between the requirements relatetothe number of
primary statements the extent of isclosures and abilty to chocse some:
accounting treatments.
UK centrat ‘= Contral goverment does not operate a iferental reporting approach.
Covemment |y Local government differential reporting Would be 2 sigrificant change for wider
pubiic sector financia information arrangements, particulay i relaion to Whole of
‘Government Accounts (WG).
‘UK charity ‘= The charity sector s required. dependent on sizeCriteia, to eiher prepare cash based
Sector ‘accounts or applythe Chariies SORP (based on FRS 102).
= The SORP boardis apparently contempiating a review of the arangements with
potentialfo ifferential reportng ters o be mplemented Wit the SORP.
NowZoaland | m A fourter approach i applied. based on a combination o
‘Public sector

— Whetner there i responsibilty 0 deDt Roiders eg enders) Shareholders andor he.
entity i nolaing asets in  iduciary capacity; combined witn

~ scate, based on expenditure

= Reflectins on implementation ndicate positive changes, but tat behavioural
changes are important to ensure tht user needs are met.





[image: image3.png]e focus should be on users needs and the cost/ beneft balance of the requirements.

“Tnere are a number of Gifferent scale measurement criteria which could be applied.
either singly or i combination

A number of factorsto consider aise, including Whole of Govermment Accourts.
threshala dentifcation, group accounts, and classification volatity.

Atematively, an approach based on authoriy cass could be xplored.
T woula b differet for each admiristation:

— England: snire disricts may stand ut a5  potential Specific group, SUbJect 1o
furtnerwork.

~ Wales: unitany authorities appear feasonabiy consistent i scate.

~ Scottand: a relatively uniform Stnucture i terms ofresponsidiities includes some
significant differences n scale. 1785 may beneft from specific consideration.

~ Northern Irland: councils ar relatvely uifor, witn some differences in scale
e foleofthe accounts i the budget and tax stting pocess snould be
Specificany considerea.

ANy Specification changes WoUId Tequire govemment suppor, otemtially voiving
Statutory amenaments.

Public sector consistency s a major consideration and requires futher
Stakenolder engagement.

Complexty of ransactions is also  factor i assessing Users needs.
Change Woul be a cost and uture Work il e {0 consider Eis aspect arefuly





[image: image4.png]‘SCotland nas a efatively uniform StTucture for auENorities, NOWever this Uiformity incudes
Some significant ifferences i scale wthin each cass

51 councits range fom some £91m to £1,614m.
sn integrationfoint boards (115 ange from £47m to £1,156m.

= OtherScottisn bodies includes regional nSport parinersnips (Max entityscale £40)
valuation it boarts (max entity scale €7.2m): and other smallerbodies

1t snoutd benoted thatforthese tatstc, unding ransfers etween councils and Bs are
ot aiminated flom spending (e both JB spend and counci spend wilffectvely nclude
the figures as expenditure). Tisreflect the separate responsIDiity tat each body nas for
it management of the resources

1 Scottana a consideration may be the extent (o which the actites and batance sneet
Profis of each cass is niqueto that class's oz, operation and responsibity for
pubic resources
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England: Revenue outtum summar (25) 2017-2018 - revised. Measure: Revenue EXpenditre (ine 800)
‘Wales: Welsh Govermment. Revenue Outturn (R0, 2017/15, (5@ Reveni Outturn expenditure summary, by
‘2Uthority). Measure: Gross feven expenditure (column CW on detaled excel &port)

Scotlan (Councis): Aucit Scotiand database (SUDMitled accounts 2017/18, Sngle enity, Measure: Netcostof
Senvices, lus other operating income/ @xpenditure and fnancing and ivestment incomelexpenditure.

Scotlan (JBs): Integration Jint EGard annual accouts 2017718 (Sngle ntity). Measure: Netcostofservices,
PIUS other Operating income expenditure and inancing and ivestment incom@/RXpenditre.

Scottand (Other): Dependent on body: LER 2017/18 AL (accounts based data, F16, F22,F48) of annual accounts
(singie entity) Measure: Nt costof Sevices, L oEher OpEr1ing income/expenditure and financing and
investment incomelexpenditure

Northern Iretands: Local government annual accounts 2017/ 18 (sngle entit). Measure: Netcostof ervices, pus.
othe operating income/ expenditute and financing and iveStMNt ncome/eXpenituTe.
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Table: Distribution of UK local authorities
by taxpayer funded expenditure (2017/18)

ww |10 |eisem |ciom— | caom— | over
f10im |m56m |-siom |fsom | £12om | £12om | Towm

London boroughs - - - - n »

- - - - £ 3
[Erep—— 1 - 1 1 B 56
Snire counties - - - - - El 2
Snire alsricts 1 125 s - - - 201
‘other Engiisn m m 15 o el o1
autnorities
‘Wetsn unirarie - - - - 2 2
‘other wetsn 5 - - 1 3 1
autnorities
Scottish counclls - - - 2 0 2
Scottisn 78 - - 3 - El 3
‘Other Scottisn m 1 - - - 2
bodies
Nortnern - - 3 1 1 5
bodies

0 %0 ) i 263 £
‘Autnorits Note2]
percentage oftotal

% a5 |1m 2% 100%

Note 2}

"Note 1: The measurement for expenditure reflects the Nt expenditure Whic feies on Laxpayer funding. More
detals ar provided in the sources secton below.

"Note 2: Due tothe diferent information source for each area andor type of rganisation the information ata UK
Tovel should beregaraed only 2 indicativeof expenditure rofes based o readily avaiable data Measurement i
regaraed as consistent for ach fow.

'Note3: The analusis excudes Engish fown and parish councis, Welh W and community councis and Scottisn
comMURity counCs. ¢ therafore reflects Ehose authriies cATTEntY 3pPING the code of practce on local
‘authority accounting.




Appendix B – Code Strategy Extracts (PRE-PUBLICATION DRAFT)
EXECUTIVE SUMMARY

Local government financial reporting needs to support the needs of the users local government annual accounts. CIPFA/LASAAC’s vision statement sets this as the key ambition and target for local government accounts. This should be undertaken with an awareness of the cost-benefit balance involved in the reporting process. 

This discussion paper is intended to secure stakeholder dialogue and participation in achieving this objective. It seeks to explore the current position, particularly those areas where existing stakeholder comments indicate concerns that the desired objective is not being met. For each area some of the key considerations involved are outlined, and potential questions to promote and inform discussion between stakeholder groups are put forward.

The following provides an overview of the key issues addressed:
	Primary Users and Statutory Adjustments
	· A clearer statement on the primary users of the annual accounts and their needs may assist with ensuring that clarity and focus is supported in the annual accounts

· For local government this may potentially be specified to relate to a user’s interest in an authority’s accountability for public resources

· Dependent on agreement, such primary users can be anticipated to have a core interest in the care and application of taxpayers’ funds provided for service provision

· Potentially a specific section or summary in the accounts for this purpose would improve clarity and focus

· The balance between Code adaptations or interpretations, to determine the impact on usable reserve balances, and reliance on statutory adjustments could be discussed subject to governments’ views



	Primary Statements


	· The Comprehensive Income and Expenditure Statement (CIES), and particularly the Surplus or Deficit on Provision of Services (SDPS), could potentially be adapted to more clearly present the impact on taxpayer funds (usable reserves) for the year

· The Balance Sheet may be largely regarded as identifying the key assets and liabilities affecting an authority’s position. Potentially improvement relating to the identification of Revenue Funded from Capital Under Statute (REFCUS) could be considered.

· Subject to clarity on taxpayer funding use being more appropriately presented elsewhere for primary users, the Movement in Reserves Statement could potentially be streamlined.

· Consideration could be given to relaxing, in some circumstances, the requirement for and/or disclosures accompanying the Cash Flow Statement



	Capital
	· The need of primary users for information on statutory charges for capital, historical cost and current value should be explicitly discussed.

· Current value information is considered to be relevant for longer term financial management, particularly for informing asset management planning

· A key issue arising however is the degree of accuracy required for current value data in the annual accounts, given the requirements of the primary users are not considered to be those which would apply in the private sector

· Potentially specification could seek to support an appropriate degree of estimation for annual accounts purposes which better reflects the costs and benefits arising from current value information provision

· Implications for Whole of Government Accounts (WGA) and group accounts would require identification

· The alignment of depreciation charges and statutory charges for capital assets could be sought. The replacement of depreciation by statutory charges, or the cessation of statutory charges and reliance on depreciation, would require governments’ support and may be a complex undertaking.



	Pensions 
	· The need of primary users for information on pension liabilities, and particularly the relevance of IAS 19 Employee Benefits based figures compared to those which are used for establishing the funding required for pensions, should be discussed.

· Following central government practices, and subject to stakeholder views, discussions could be initiated regarded whether pension liabilities should be reported in local authority employer accounts, or whether reliance could be placed for WGA purposes on data in individual pension fund (eg LGPS) accounts.

· The requirements of regulatory bodies, such as The Pensions Regulator, and the WGA implications would require further discussion.

· The statutory adjustments framework may not normally apply for group entities.

· In the event that measurement of pension liabilities reflects funding valuations, consideration of any mechanism to reflect annual changes in liabilities between formal funding valuations will be required.



	Financial Instruments
	· The need of primary users for information based on the accounting standards to be presented in the annual accounts should be assessed.

· A particular focus is likely to be required in relation to complex instruments and those involving more significant risks

· Potentially specification to support more proportionate requirements for ‘basic’ instruments might be considered

· This however would place more emphasis and reliance on appropriate professional judgement at an entity level, and on each entity’s governance arrangements for financial instruments.

· Safeguards to ensure that complex instruments and significant risks are properly presented would be required.

· The potential to disapply ‘fair value’ requirements for some instruments could be discussed, however this would require clarity and unambiguous specification as to which instruments it may be relevant for.



	Group Accounts


	· The relevance of group accounts presentation for primary users would benefit from discussion.

· The focus on the authority’s (single entity) General Fund in the authority budget setting process may be regarded as affecting the perceived relevance of group accounts.

· The potential for replacing group accounts with more specific and targeted disclosures relating to group entities has been raised.

· A wider discussion on the nature of group arrangements, and their impact on the financial management of public resources, would help to inform the consideration of financial reporting requirements. 



	Code Format and Structure 
	· The structure and format of the Code needs to appropriately support all professional experts in supporting the achievement of clarity and focus in the annual accounts.

· A fundamental review of the Code structure and format is proposed, with due consideration of practices and specifications in other standard setting environments

· Initial feedback from preliminary discussions with a small number of stakeholders has been gathered

· Wider professional stakeholder feedback is requested
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