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Item 10. LASAAC 02/03/17
To: 

LASAAC     
From:

Gareth Davies
Date:

2 March 2017
Subject: 
Expenditure and Funding Analysis
Purpose of Paper
1. To provide an indication of potential implementation practices for 2016/17 annual accounts relating to the Expenditure and Funding Analysis (EFA).
Overview
2. The application of the Code requirements are dependent upon the management structures, reporting practices and resource allocation practices of each authority. It is therefore anticipated that variation in application and presentation decisions will occur. 

3. A skeleton outline of an EFA and a CIES are provided at appendix A for ease of reference and as a basis for discussion.

4. The following observations are made based on queries raised to date.

Presentation of Statutory Based Out-turn in Column 1
Identification of Segments
5. The identification of segments is expected to comply with the Code requirements (including 3.4.2.38 (a) and 3.4.2.90-3.4.2.95). It is anticipated that the number of segments reported by authorities may differ markedly.
6. In terms of the Housing Revenue Account it is possible that some authorities may show this as a specific segment, whereas others may include it as part of a wider directorate or department.

7. The treatment of corporate expenditure in the EFA is addressed in a Frequently Asked Questions paper provided on the CIPFA website. 
8. This notes 
“there is no longer an absolute requirement to apportion support service overheads to services in the Comprehensive Income and Expenditure Statement. Local authorities’ financial reporting requirements will follow the internal management processes.”

and

“there is no requirement in the Code to include the line items previously included in the SeRCOP service expenditure analysis such as Corporate and Democratic Core (CDC) or Non-Distributed Costs (NDC).”

9. Generally it is not anticipated that support services will be shown as, or in, specific segment lines (eg ‘Central and Corporate Services’).
10. Where however charges for support services, trading operations or other recharges are included in the column 1 (out-turn) figures for segment lines there may be an expectation, where material, that the statutory adjustments included in (i.e. generally ‘netting down’) these charges should be added back to those recharges in order to reflect the accounting based cost (eg including depreciation of support service or STO assets and IAS 19 Pension Costs of support / STO staff) to appear in the CIES.
Other Income and Expenditure

11. Authorities may make different assessments of which items, if any, to include in the ‘Other income and expenditure’ line in column 1.

12. For example some authorities may include council tax income, General Revenue Grant and repayment of loans fund advances in this figure.

13. Other councils however may report and regard these as part of a ‘segment’ and determine that they should be shown in column above the ‘net cost of services’ line. Potentially some councils may show all the statutory out-turn figures in column 1 above the ‘Net Cost of Services’ line.

Transfers to/from Reserves
14. It is possible that authorities may include transfers to and from other reserves as part of their budgetary out-turn. For example a transfer to a Renewal and Repair Fund may reflected in a budget out-turn report.
15. The definition of column 1 given in the code of Practice (3.4.2.97 (I) (a)) states it refers to “Net expenditure chargeable…” and (b) “Other income and expenditure..”. From this it is suggested that transfers between reserves would not be included in column 1 since they do not represent expenditure, in either statutory or accounting terms.

16. It is therefore anticipated that transfers to/from other reserves will be included as a separate line in the reconciliation below the main EFA table, as per the illustration in Appendix A.
Internal Recharges
17. The Frequently Asked Questions paper referred to earlier also comments on the treatment of internal recharges. These may generally be defined as recharges, arising from a ‘business arrangement’, which are part of one segment’s controllable budget expenditure, and where the income is part of another segment’s controllable income.

18. The FAQ paper concludes:
“The income and expenditure in the top section of the Comprehensive Income and Expenditure Statement will include expenditure and income incurred for other segments within the corporate departments and the (other) service segments will include expenditure that has been charged for, in respect of their use of the corporate departments services.”

19. This would not of course affect the Net Cost of Services total in the CIES. It may however impact on the Gross Expenditure and Gross Income totals on the ‘Cost of Services’ line. 

20. Where the impact is material authorities may seek to allow for this through the inclusion of an additional line in the CIES for the elimination of internal recharges (see Appendix A). The net expenditure would naturally be nil.

Recharges within a Single Segment (Service) line
21. It is assumed that, for CIES presentation purposes, internal transactions within a single segment will be eliminated (eg internal charges between departments which are both included within the same ‘directorate’ level segment line).
22. Given the proposal above to use a separate and specific line to eliminate internal recharges an alternative approach may be to allow all internal transactions to be shown in CIES service lines, and to eliminate them all via a possible separate and specific ‘elimination’ line. This creates a possibility that all internal transactions, including support service charges and management cost allocations, may be treated in this manner and the scale of the eliminations could be significant. 
Internal Recharges and the HRA
23. This may particularly require judgement in application to the HRA. Where the HRA is a single segment line it would be anticipated that most transactions with General Fund (Council Tax) services would be open to treatment as internal recharges (see above), since they are normally controllable budget items charged against HRA rent income resources. This could potentially apply to:

· Central support charges (eg finance, HR)

· Charges for corporate items (eg previously Corporate & Democratic Core items)

24. Where the HRA is part of a wider ‘directorate’ segment line there may be a need to distinguish between internal charges within the segment and those with other segment lines.

25. The Code of Practice 16/17 paragraph 3.5.3.1 (p) and (q) requires an adjustment to the HRA I&E Statement for the HRA share of General Fund expenditure items (eg the historic CDC or other spend).

26. It is suggested that for 16/17 it is possible that:

· 3.5.3.1 (p) and (q) will primarily be relevant where the HRA is included as part of a segment line (eg a larger directorate) and internal charges within the directorate have been eliminated (i.e. p & q are required to add these charges back in to HRA expenditure to show the correct HRA balance)
· 3.5.3.1 (p) and (q) will potentially not be required where the HRA is treated as its own segment line in the CIES. This is on the assumption that all the recharges from other council segments will be included in the CIES figures for the HRA, with elimination achieved through the inclusion of a specific and separate line in the CIES to remove internal transactions.
Internal Recharges for Statutory Charges
27. In some instances charges either within a single segment line or between different segment lines may be due to a statutory requirement. Building warrants, licensing fees and other similar charges may be examples. Where these are not material they are not anticipated to require specific elimination. 
Presentation of Adjustments (Column 2)
28. It is anticipated that column 2 will include:

· The impact of statutory adjustments

· Presentational changes to move items between the Net Cost of Services block and the Other Income and Expenditure line

29. The net total of column 2 is however still expected to agree with the ‘adjustments between accounting basis and funding basis under statutory provisions’, since the net total for presentation adjustments should be nil.

Group CIES Presentation
30. The group CIES service lines are anticipated to reflect the group arrangements for management and resource allocation. 

31. Based on this the treatment of subsidiary income and expenditure may potentially include:

· Inclusion in a service / directorate line for similar services managed by the council eg a subsidiary leisure trust may be included in a ‘leisure and community’ directorate. This may arise where the trust’s activities are managed, and resource allocation is aligned with, the council’s single entity service provision arrangements.
· A separate line for the subsidiary (or possibly a group of subsidiaries). This is most likely to arise where management reporting and resource allocation for subsidiaries is clearly separate from the arrangements for the council’s single entity services.

· Potentially the Group CIES may not treat all subsidiaries the same in this respect if different management reporting and resource allocation arrangements apply to the each subsidiary.

Committee Action 
32. The Committee is requested to 

· Note the contents of this report
Expenditure and Funding Analysis: Skeleton Structure
[NB Comparative information is required]
	
	Column 1
	Column 2
	Column 3

	
	Net Expenditure Chargeable to GF and HRA
	Adjustments

(Statutory Adjustments & Presentational Changes)
	Net Expenditure in the CIES

	Segment A
	
	
	

	Segment B
	
	
	

	Segment C
	
	
	

	Segment D
	
	
	

	Net Cost of Services
	
	
	

	Other Income & Expenditure 
	
	
	

	Surplus or Deficit
	
	
	

	
	
	
	

	Opening GF and HRA Balance
	
	
	

	Less/plus Surplus or Deficit on GF and HRA (Statutory basis)
	
	
	

	Transfers to/from other reserves
	
	
	

	Closing GF and HRA Balance
	
	
	


CIES: Skeleton Structure (Net Cost of Services Section only)
[NB Comparative information is required]
	
	Column 1
	Column 2
	Column 3

	
	Gross Expenditure
	Gross Income
	Net Expenditure

	Segment A
	
	
	

	Segment B
	
	
	

	Segment C
	
	
	

	Segment D
	
	
	

	Elimination of Internal Transactions
	(XXX,XXX)
	XXX,XXX
	0

	Net Cost of Services
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