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Item 8. LASAAC 21/03/13
To: 

LASAAC     
From:

Gareth Davies
Date:

21 March 2013 [AMENDED VERSION]
Subject: 
Landfill Restoration and Other Decommissioning Costs
Context (As Previously Notified to LASAAC)
1. The following paragraphs on context have previously been noted by LASAAC.
2. The potential requirement to recognise provisions for landfill site re-instatement and potentially for aftercare costs has been the subject of audit focus in England and Wales. The matter has also been raised by a Scottish authority following discussion during the audit process.

3. Potentially where a provision is required it may be subject to capitalisation as part of the initial measurement of cost of property, plant and equipment. (See Appendix A for Code 12/13 references)

4. Wales Audit Office guidance appears to indicate that “A review of the accounts of a number of private sector companies indicates that sectoral practice is for provisions to be established in respect for both restoration and aftercare costs.”
5. LASAAC may wish to discuss the application of the Code requirements in Scotland, particularly with reference to SEPA terms and conditions for Waste Management or Pollution Prevention and Control licences.
6. LASAAC may also wish to note that debate has arisen concerning the application of IFRIC 1  “Changes in Existing Decommissioning, Restoration and Similar Liabilities”. A representative of the Wales Audit Office has suggested that, due to the treatment of changes in estimated decommissioning costs, it is possible that a ‘negative’ balance may arise in the Revaluation Reserve for an affected asset. This is generally contrary to the normally accepted situation that losses that would impact on historic cost are chargeable to the SDPS.
7. Consideration may be given to the following:

· Achieving sufficient consistency for Whole of Government Accounts purposes

· The funding implications arising

· The potential impact on the Prudential Code, especially the Capital Financing Requirement, and on capital borrowing. 

· The potential for a ‘negative balance’ on the Revaluation Reserve, dependent on interpretation of IFRIC 1.

Survey of Current Treatment
8. LASAAC requested that a survey of current practice be undertaken. Appendix A provides details of the responses, split between landfill sites and other items.

Landfill Sites

9. Summary of survey responses:
	General Information

	No. of responses
	20
	

	No. of nil responses
	7
	Councils indicated no landfill sites, or owned & operated by a contractor



	No. of affected councils responding


	13
	

	No. of landfill sites identified


	29
	Open to some interpretation

	Value of provisions as at 31/3/2012 


	£0m
	No provisions reported 

	Value of earmarked funds identified for restoration &/or aftercare at 31/3/12
	£5.042m
	3 Councils

£1.512m re aftercare costs;

£3.530m re restoration etc



	Application of Provision Criteria

	Present obligation (legal/constructive) due to a past event

	8
	8 councils suggested this was met for  their landfill sites

	Probable outflow of benefits / service potential to settle the obligation


	7
	7 councils expected an outflow of economic benefits or service potential

	A reliable estimate can be made

	4
	One council noted that appropriate treatment could be as a contingent liability until a reasonable estimate could be made


	IFRIC 1 Application issues
	
	1 council indicated that IFRIC 1 was not clear and that an example would be helpful



	All three criteria met?
	3
	3 councils noted that all three tests could be met.

Some councils indicated that no provision was necessary since future revenue and capital budgets included allowance for costs. [4 councils indicated an allowance in capital plans, 5 indicated allowance in revenue budget]
One council noted that lack of clarity was a key reason for not creating a provision.

One council noted that no obligating event had occurred as yet (no details of what would be regarded as an obligating event)



	Timing of obligating event

	n/a
	Since no provisions were created few details were provided



	Indication of Scale

	Possible full cost of decommissioning (excluding aftercare where possible)


	£39.5m
	Figures from 7 councils = average of £5.6m. Note that these costs could be anticipated to be incurred over a number of years.



	Possible full cost of aftercare
	£12.8m
	7 councils – average £1.8m, but note that while most figures are ‘whole life cost’, others appear to be ‘per annum’, therefore whole life costs may be understated




Other Assets
10. Summary of survey responses:

	General Information

	No. of affected councils responding


	5
	Assets concerned included:

Wind turbines (1 council, planned scheme)

Dilapidations (4 councils, >13 assets, including rationalisation plans)

Recycling centres (1 council, 9 assets)

Waste Transfer Stations (1 council, 4 assets)



	Value of provisions as at 31/3/2012 


	£0.9m
	1 council re office dilapidations
Note: estimate apparently based on independent valuation exercise



	Value of earmarked funds identified for restoration &/or aftercare at 31/3/12


	£5.251m
	2 Councils (one of £5.179m)


	Application of provisions criteria

	
	One council indicated that provision criteria were not met as there were no plans to cease use of the assets.


	Possible full costs of decommissioning (excl after care)


	£2.2m
	3 councils

	Possible aftercare costs

	£0.1m
	1 council


Comments on Survey Responses
11. There are apparently no current provisions for landfill decommissioning or aftercare in Scotland, although some councils indicate that all three criteria for provisions may be met. Some councils regard future budgeting arrangements as negating the need to create a provision.

12. There is scope for other assets to potentially be assessed in terms of the need for the creation of a provision for de-commissioning costs. The most universal, but not the only, example is lease dilapidation commitments.
13. Given the review of treatment in other territories there is a risk of lack of consistency in Whole of Government Accounts (WGA), although materiality for WGA should be taken into consideration.
14. If achieving more consistency is desired it is likely that:

·  more clarity regarding the timing of the obligating event may be required. For landfill sites potentially there are three key possible obligating events: the granting of planning permission with restoration responsibilities; the granting of a SEPA licence; and the disposal of refuse in the site. It is suggested that any guidance may usefully emphasise that the determination of an obligation will generally relate to the certainty of economic (or service potential) outflow. This may therefore require greater clarity in cost estimation relating to:

· The minimum decommissioning costs that would be incurred even if the site was never used (e.g. this may lead to an obligating event on the granting of planning permission or a SEPA licence)
· The pattern of decommissioning costs as site usage occurs (e.g. on a ‘cell by cell’ basis). Where the cost pattern is reasonably consistent with the extent to which the cell is filled a ‘provision per tonne’ approach may be supported. This may require supporting evidence rather than be a default assumption (see Appendix B for more details).

· An indication of the interpretation of IFRIC 1 may be helpful. This may be a matter for CIPFA-LASAAC to consider.
· Clarification of the application of the Prudential Code and statutory requirements to the funding of provisions created for future costs.

Potential Actions
15. The Committee may wish to consider the following options, which are not mutually exclusive:

· Raise the matter for discussion at CIPFA-LASAAC, with particular focus on the interpretation of IFRIC 1.This may result in amendments for the 14/15 Code.

· Issue guidance to Scottish Councils for 12/13 and 13/14. Guidance may note that where uncertainty of estimated costs exists, disclosure of a contingent liability may be warranted. Where a provision is capitalised as part of the cost of an asset the impact on fund balances will be affected by the interpretation of how existing statutory mitigation applies. Where re-statement of prior periods is involved this may lead to some impact on fund balances, but may also depend on the interpretation and application of statutory mitigation.
Committee Action 
16. The Committee is requested to 
· Discuss the options identified in paragraph 15 and indicate a preferred course of action
Appendix A

LANDFILL SITES

1. The Code 12/13 states:

para 8.2.2.13 “A provision shall be recognised when:
· an authority has a present obligation (legal or constructive) as a result of a past event
· it is probable that an outflow of resources embodying economic benefits or service potential will be required to settle the obligation, 
and

· a reliable estimate can be made of the amount of the obligation.”
para 4.1.2.22 The measurement of cost for property, plant & equipment includes “the initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located.”

Appendix B

LANDFILL SITES

TIMING OF OBLIGATING EVENT

The consideration of the timing of the obligating event, in particular the possible use of a ‘provision per tonne of refuse disposed of’ may be affected by the following:

1. IAS 16 Basis for Conclusions
Audit guidance, potentially originating from the Wales Audit Office, notes that:

“Paragraph 15 of the Basis for Conclusions of IAS16 clarifies that the IASB consider that ‘whether the obligation is incurred upon acquisition of an item or while it is being used, its underlying nature and its association with the asset is the same.’ The Board therefore decided that the cost of an item should include the estimated costs of restoration arising as a consequence of using an item.”

2. Private Sector Guidance – Oil Rigs Example (IAS 37 Appendix C)
Private sector guidance (PWC, manual of Accounting; IFRS for the UK 2011, para 21.219) refers to an example in Appendix C of IAS 37 of an oil rig. The example notes that 90% of the costs of decommissioning relate to removing the rig and restoring the site. The further 10% arises from damage caused by the extraction of the oil. At the balance sheet date the rig has been constructed but no oil has been extracted.

The example states that a provision should be made for the 90% of the costs:

· A legal obligation exists (licence conditions, probable to arise)

· Obligating event is rig installation

· Costs incurred do not relate to future operations

· Obligation will result in outflow of economic benefits

· Difficult area is whether a reasonable estimate can be made (reasonable estimates are generally expected to be possible)
No provision is required for the 10% since no oil has been extracted. These costs will be accrued as the damage is caused.
3. IAS 37 Provisions
The above should also be informed by IAS 37 para 19 which includes:
“It is only those obligations arising from past events existing independently of an entity’s future actions (ie the future conduct of its business) that are recognised as provisions. Examples of such obligations are penalties or clean-up costs for unlawful environmental damage, both of which would lead to an outflow of resources embodying economic benefits in settlement regardless of the future actions of the entity. Similarly, an entity recognises a provision for the decommissioning costs of an oil installation or a nuclear power station to the extent that the entity is obliged to rectify damage already caused. In contrast, because of commercial pressures or legal requirements, an entity may intend or need to carry out expenditure to operate in a particular way in the future (for example, by fitting smoke filters in a certain type of factory). Because the entity can avoid the future expenditure by its future actions, for example by changing its method of operation, it has no present obligation for that future expenditure and no provision is recognised.”  (bold emphasis added)
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