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Item 7 LASAAC 02/03/2017
To: 

LASAAC     
From:

Statutory Adjustments Review Working Group
Date:

2 March 2017
Subject: 
Statutory Adjustments Review: Proposal for revised statements and disclosures
Purpose of Paper
1. To provide the Committee with a proposal for revised statements and disclosures for statutory adjustments. The purpose is two-fold – to more clearly separate statutory adjustments from accounting unusable reserves and to simplify the annual accounts.
Background for the Review 
2. There are a number of different aspects which provide the background and rationale for this review. These include:

A.  Simplification of the accounts as part of the CIPFA-LASAAC workplan. CIPFA-LASAAC is considering further progress to simplify the annual accounts. Following discussion of this at CIPFA-LASAAC, the members of LASAAC agreed that a review of the statutory adjustment arrangements in Scotland should inform the direction of simplification.
B. The Scottish Government have indicated that some consolidation and simplification of the legislation supporting statutory adjustments would be desirable.

C. The Scottish Government is considering the development of Whole of Scottish Government Accounts. A review of local government statutory adjustments and presentation practices may assist in the development of these accounts.
D. LASAAC has proposed a review of Management Commentary practices to identify good practice. Examination of the nature and potential presentation of statutory adjustments would assist in this respect.
LASAAC Meeting 17 November 2016
3. LASAAC agreed to support the separation of unusable reserves into statutory adjustment accounts and accounting unusable reserves:
Reserves (from minutes of the 17 November meeting)
The possible separation of unusable reserves was discussed, disaggregating into:

Statutory Adjustment Accounts

Accounting revaluation reserves

The proposal was generally supported. The Revaluation Reserve balance however commenced at zero on 1 April 2007. This may suggest that increased prominence could require increased explanation and interpretation of the figures presented.

It was agreed that the MiRS presentation should reflect that on the balance sheet.

Action:

CIPFA-LASAAC to be requested to consider inclusion of possible distinction between statutory adjustment accounts and accounting revaluation reserves in the future development of the Code of Practice
The proposal is as follows:
	Category
	Description

	Usable Reserves


	Reserves representing taxpayer resources which can, under the relevant statutory framework and in line with any subsequent restrictions, be applied to support services.



	Statutory Adjustment Accounts
	Accounts which represent the effect of the statutory framework on the taxpayer resources that can be applied to support services. The statutory adjustments are applied to the normal accounting definition of reserves

	Sub-Total: 

	This represents the equivalent of the private sector presentation. This may be particularly helpful to non-lay private sector readers, since the aggregation of the two elements above provides a more familiar reference figure.

	Unusable Reserves
	Reserves which, under standard accounting practice, represent changes in the net assets of the organisation which cannot yet be considered to have been realised. Consequently such changes are not considered to be available to the owners (or taxpayers) and are not available to support services.



	Total Reserves


	This total is equivalent to the FReM’s terminology of ‘Total Taxpayers’ Equity’.


4. The above would imply that the MiRS should also reflect the same approach, with separate columns for Statutory Adjustment Accounts and Unusable Reserves.

MiRS: Movements on Revaluation Reserve

5. It is considered that only movements based on statutory adjustments should be presented in ‘adjustments between accounting basis and funding basis under statutory provisions’. As such entries affecting standard accounting ‘unusable’ reserves (eg revaluation reserve) should not be included. This would therefore exclude the adjustment made to charge the current value element of depreciation against the Revaluation Reserve. 
6. Taking the principle of separating Unusable Reserves into Statutory Adjustment Accounts and accounting Unusable Reserves further work has been undertaken to consider the presentation of statutory adjustments and statutory adjustment accounts in key statements and associated disclosures. 
7. A review of 32 Councils statutory Annual Accounts for 2015-16 identified a duplication of information relating to the statutory adjustments. The disclosure note ‘Adjustment between accounting basis and funding basis under statutory provisions’ lists out the statutory adjustments made and attempts to align them with the statutory adjustment account to which they relate to. The same information, with a slightly different layout, is then disclosed within the disclosure note on unusable reserves. Each statutory adjustment account details both the nature of each statutory adjustment and the associated value.
8. The changes being proposed are detailed below. A worked example using East Ayrshire’s statutory Annual Accounts values is provided as Annex A. Annex B is a copy of the relevant statements and disclosures from the Council’s Annual Accounts.
Annex A contains illustrations of:

Balance Sheet 
As proposed at the 16 November meeting and as set out at paragraph 3 above. 
Movement in Reserves Statement (MiRS)
The current MiRS ignores Other Comprehensive Income and Expenditure yet there is a statutory adjustment made to the Pensions Account. This is not disclosed as a statutory adjustment in the disclosure note on Adjustment between accounting basis and funding basis under statutory provisions. This is addressed in the revised MiRS being proposed. 
The revised MiRS also addresses the accounting adjustment treated as a statutory adjustment – see paragraphs 4 and 5 above. 

Disclosure note on Adjustment between Accounting basis and Funding basis under statute

The proposal sees the disclosure set out the statutory adjustments analysed by the part of the CIES that it adjusts, i.e. Net Cost of Services, Net Operating Expenditure, Taxation and Non-specific grant income etc.

This seems to be what the new Expenditure and Funding Analysis (EFA) funding statement seeks to achieve. 

Disclosure note on Statutory Adjustment Accounts 
This will be a separate disclosure note from the accounting Unusable Reserves disclosure note. The proposal sees the detail of the statutory adjustments within this disclosure.  Taking each of the statutory adjustment lines in the Disclosure note on Adjustment between Accounting basis and Funding basis under statute each statutory adjustment account will detail each adjustment made. 
Code Development Process

9. With the Expenditure and Funding Analysis (EFA) having been implemented for 2016/17, the continuing calls for reducing complexity, and also some pressure to reduce the time and resources used to close the accounts, the stakeholder reactions to further proposals need to be considered and managed by both LASAAC and CIPFA-LASAAC. The development of the 2018/19 Code of Practice through the CIPFA-LASAAC joint board is the anticipated route for changes.

Committee Action 
10. The Committee is requested to 
· Discuss the proposals for revised statements and disclosures
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