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Item 5. LASAAC 29/08/13
To: 

LASAAC     
From:

Gareth Davies
Date:

29 August 2013
Subject: 
CIPFA-LASAAC Code Board 
LASAAC Representation / Next Meeting
1. The current LASAAC representatives are:

Nick Bennett
Fiona Kordiak (LASAAC Vice Chair)

Derek Yule (LASAAC Chair)

Bruce West
Russell Frith

Named substitutes are: Ian Robbie; Ian Lorimer. 

2. Under the LASAAC constitution the Chair and Vice Chair are ‘ex officio’ members of CIPFA-LASAAC. 
3. The next meeting of CIPFA-LASAAC is on 12 November [Edinburgh] and is expected to consider the responses to the Invitation To Comment (ITC) (more details below).
Consultations Issued
4. The following relevant consultations have now been issued:

· CIPFA-LASAAC consultation on the 14/15 Code of Practice [closes 11 Oct]
http://www.cipfa.org/policy-and-guidance/consultations/201415-code-of-practice-on-local-authority-accounting-consultation 
· CIPFA-LASAAC consultation (brief) on simplifying financial statements [closes 11 Oct]

http://www.cipfa.org/policy-and-guidance/consultations/simplifying-and-streamlining-financial-statements
· CIPFA - consultation on the Transport Infrastructure code of practice [closes 13 Sept]

http://www.cipfa.org/policy-and-guidance/consultations/code-of-practice-on-infrastructure-assets-itc
Code of Practice 14/15 Invitation To Comment (ITC) - Summary
5. A tabular summary of the ITC is attached as Appendix A. In brief the key elements of the proposals for 14/15 include:

IFRS 13 – Fair Value Measurement
6.  The proposal is likely to affect the valuation of some assets, particularly those where “service prescriptions or geographical constraints” would not prevent the ‘highest and best use’ of the asset, which could result in a requirement to value the asset on a ‘market basis’. Additional disclosures may also be required to explain the valuation bases used.

Group Accounts – (IFRS 10,11, 12 etc)
7. These proposals may have some impact on the group boundary, presentation and disclosures. 

· IFRS 10 – Proposal that the new definition of control (based on power to affect returns) should include consideration of non-financial benefits (eg service benefits) as ‘returns’.

· IFRS 11 – Joint arrangements generally require unanimous agreement for decisions. A joint arrangement is classified as one of the following:

· joint operation: For example where there is no separate entity created. The accounting only requires recognition of the authority’s share of transactions, assets and liabilities etc.

· joint entity: For example where a right to the ‘net assets’ of the entity exists. The equity method of accounting 9e.g. as per an associate) is used in the group accounts.
· IFRS 12 – disclosures required to explain the significance and impact of interests in entities

8. It is worth noting that the definition of a ‘structured entity’ may also affect the classification of entities as an associate or a subsidiary.

Local Government Re-organisations & Combinations
9. Following changes in the central government FReM this section includes proposed re-wording and new definitions although the general intention is to affirm the previous overall approach to ‘transfer of a function’. Merger accounting may still be applicable in some cases.
Transport Infrastructure Valuation
10. The proposals are generally that 2014/15 should be a ‘dry run’ year for valuing relevant assets using Depreciated Replacement Cost (i.e. current value), with disclosures made either via the Explanatory Foreword or in the ‘standards yet to be adopted’ note. Full implementation would be anticipated in 2015/16.

11. It should be noted that some infrastructure assets would not be included (e.g. piers, harbours etc).
12. It may be worth noting that the Whole of Government Accounts (WGA) additional highways return for 2013/14 requires an analysis of the ‘in year’ movements to reconcile the opening and closing DRC valuation. Some councils have indicated that their information systems are not currently able to supply this information, and that being able to do so would imply that the authority was already able to implement the Transport Infrastructure Code.

Committee Action 

13. The Committee is requested to 
· Note the contents of this report
 APPENDIX A
OVERVIEW OF THE CODE 14/15 INIVITATION TO COMMENT
IFRS 13: Fair Value Measurement

Group Accounts [IFRS 10,11,12, IAS 27, 28] 

Other Proposals
Transport Infrastructure Valuation

Accounting Policy Changes 13/14 and 14/15

a) IFRS 13: Fair Value Measurement

	
	Summary Overview of Proposals

	Fair Value Determination

(especially re PP&E)
	· Presumption that Fair Value = value in ‘highest & best’ use, which may be the market price (not adjusted for transaction costs).

· IFRS 13 states that ‘highest & best use’ may be affected by:

· Physical possible (e.g. size & location of asset may affect possible physical use)

· Legally permissible (e.g. planning restrictions attached to land)

· Financially feasible (e.g. would use of the asset allow for a financial return that market participants, eg potential buyers, would require)

· Presumption of ‘highest & best’ can be rebutted where full range of economic benefits cannot be accessed due to

· Service prescriptions 

· Geographical constraints 

· This leads to three proposed routes to valuation (see helpful flowchart ITC Appendix A para 19).

1. No service prescriptions or geographical constraints. 

Accounting: Direct application of IFRS 13 – asset measured at ‘highest & best use’ (eg market value) even if that is not the current use of the asset. Disclosure of why ‘highest & best’ use not achieved.
2. Restrictions & constraints exist such that:

· Assets have unique characteristics not measured by market valuation

· Constraints per IFRS 13 exist (not:  physically possible, legally permissible, sufficient investment return). 

Accounting: Existing Use Value using: (i) market value with constraints taken into consideration (ii) cost techniques (eg Depreciated Replacement Cost) or (iii) more rarely an income approach (eg use of discounted cash flows to determine EUV-SH for social housing).Possible significant disclosure requirements for calculation based values (eg DRC). 
3. Asset needed in specific location to provide services or asset market restricted by geographic limitations (e.g. housing office for a specific area / estate; community centre)

Accounting: Existing Use Value. Possible significant disclosure requirements for calculation based values (eg DRC).


	Transition
	· To apply prospectively from 1/4/14

· ‘Director valuation’ (desk top index valuation) allowed for up to 3 years



	Impact on Asset Categories
	· The Code would not regard the use of ‘market value’ and EUV within the same asset class as a conflict of accounting policies, since ‘fair value’ is the overarching requirement for each class (as specified by the Code for that specific class) [see Exposure draft 1 para 2.1.2.30].

· ITC Appendix A (para 19) includes a table showing expected impact per class. In summary :

Council Dwellings

No change expected

Land & Buildings

Some changes for specific assets. No change anticipated re schools or where service provision requires specific location of asset

Vehicles, Plant, Furniture & Equipment

No significant change anticipated (most use DHC as proxy for FV)

Infrastructure

No change expected

(unless Code moves from Cost basis – see below)

Community Assets

No change expected

Surplus Assets within PPE

Changes anticipated (probably move to market value)

Assets Under Construction

No change expected

· Other areas of the Code affected (amended by the Exposure daft) include:

· Intangible Assets

· Impairment of Assets

· Financial Instruments



	Liabilities
	· IFRS 13 also applies to liabilities, generally requiring the use of ‘transfer price’ (e.g. what would a 3rd party need to be paid to take over the liability?) rather than the figure actually owed. This requires consideration of ‘non-performance risk’ (possibly involving another party).

· The ITC Appendix A para 31 notes this has been problematic in the private sector.

· Non-transferrable liabilities (eg PWLB debt) may exist

· No adaptation of the IFRS 13 requirements are currently proposed



	Disclosures
	· The disclosure requirements are potentially very detailed, and impact on more than just PP&E (e.g. also on Impairment of Assets, Financial Instruments) 

· Some judgement is allowed in determining the extent of disclosures (see Exposure Draft 1 para 2.10.4.1 (2)




b) Group Accounts [IFRS 10,11,12, IAS 27, 28] [ED 2]

	
	Summary Overview of Proposals

	Definition of control (Subsidiary)
	The Code proposal implements a revised definition of control. For subsidiaries this is shown in Exposure Draft 2 para 9.1.2.27-30. This requires power; exposure or rights to variable returns; and ability to use its power to affect the returns.

Crucially para 9.1.2.31 notes that returns can include:

· Dividends etc; investment value changes; remuneration (eg fees charged); residual interest on liquidation; tax benefits; access to liquidity; economies of scale; cost savings; other (non-financial) returns such as service potential
Para 9.1.2.33 would require authorities to consider the following in assessing control: e.g. purpose & design of entity; activities undertaken; decision making process; existing rights / exposures; ability to use power to affect returns.



	Significant Influence

(associate)


	No change in definition

	Joint Venture


	Previous approach of defining jointly controlled assets, jointly controlled operations and joint controlled entity no longer applies. Now all under the umbrella of ‘joint arrangements’.

Joint Venture now defined as “..a joint arrangement whereby the parties that have joint control of the arrangement have rights to the net assets of the arrangement”.

Joint venture key aspects:

· 2 or more parties have joint control

· Joint control (briefly)= contractually agreed sharing of control requiring the unanimous consent of the parties sharing control

· Separate vehicle / entity 

· Rights to the net assets 

· NB not all separate entities will be joint ventures e.g. if no rights to net assets they may be classified as joint operations

· Accounting: equity method (NB proportionate consolidation (‘line by line’) not allowed)

Joint operation – no right to net assets. Authority accounts for its share of assets, liabilities, revenue & expenditure.



	Transition

(Exposure Draft para 9.1.2.61 onwards)
	· No retrospective adjustments if consolidation judgements have not changed

· If an entity is now included that was previously omitted 

· Measure assets, liabilities & minority interests on initial consolidation date

· retrospective adjustment / prior period restatement

· If assets, liabilities & minor interests cannot be established use the acquisition method (may still involve prior year re-statement)

· If an entity is now excluded from consolidation:

· Measure interest on the relevant date

· Retrospective adjustment / prior period restatement

· If interest in investee at relevant date cannot be established then de-recognise at earliest date possible (when interest can be measured?). May involve prior year restatement.

· If there is a change from proportionate to equity consolidation (eg as a joint venture):

· Combine balances at start of the prior year to establish the initial investment

· Assess initial (deemed) investment for impairment

· If negative ‘investment’ – assess if obligations exist. If none charge to reserves.

· If there is a change from equity to ‘share of assets etc (eg from JCE to joint operation):

· Derecognise investment at start of the prior year, replace with share of assets etc at same date

· Any difference:

· If higher than ‘euity’ investment offset against goodwill with any remaining balance adjusted in reserves

· If lower than ‘equity’ investment charge against reserves



	Structured entity (IFRS 12)


	An entity structured so that contractual arrangements not voting rights are the dominant factor in control. (IFRS 12: “such as when any voting rights relate to administrative tasks only”). The structured entity may also have been designed to pass on exposure of risks or rewards (this is not enough to assess control).

.

Other indicators of control:

· Authority involved with design of entity & has sufficient rights to give it power

· Contractual arrangements relate to integral part of the entity’s activities

· Direction of activities and ‘returns’ may be predetermined unless specific circumstances occur



	Disclosures
	Includes impact of IFRS 12 ‘Disclosure of Interests in Other Entities’ which is intended to support evaluation of

· Interests in other entities (nature, risks etc)

· Impact on interests on financial position, financial performance & cash flows

Items include:

· Significant judgements & estimations  (eg details on assessment of control)

· Information on interests (eg risks, nature etc relating to subsidiaries, joint arrangements, associates & unconsolidated structured entities)

· Additional information as necessary

· Judgement over level of detail




c) Other Proposals
	
	Summary Overview of Proposals

	IAS 32 Financial Instruments (offsetting) [ED 3]
	Some clarification of situations covered. Additional disclosures where they occur.

	Annual improvements to IFRS [ED 4]
	IAS 1 – Some clarification of comparative information requirements, generally supporting current approach

Para 3.4.2.17 – what a set of financial statements comprises



	Transfer of a Function [ED 5]
	· Definition specified (5.2.2.1)

· Account for transfers either:

· Absorption: generally no change in the requirements- no retrospective restatement (no comparatives), gains / losses on transfer recognised in reserves

· Merger: new provisions which may be relevant (but less common) in order to present a ‘true and fair view’. Statements presented as if the combined body had always existed (comparatives required). NB do not use where transfer is within public sector but outside of local government.

· Assets / liabilities normally transferred at carrying value.

· Transfers shown in MIRS / OCIE

· Disclosure of situation required



	Minor Amendments [ED6]
	Technical clarification that the Annual Governance Statement for LGPS report should meet the requirements of an SSIFC. If it does not then additional SSIFC based disclosures will be required.




d) Transport Infrastructure Valuation

	
	Summary Overview of Proposals

	Transport Infrastructure Valuation – DRY RUN

[ED 7]
	Generally that 14/15 shold be a ‘dry run’ year, with disclosures made either via the Explanatory Foreword or in the ‘standards yet to be adopted’ note.

Explanatory foreword: would include statement that 15/16 valuation will be on a Depreciated Replacement Cost (DRC i.e. current cost) not Depreciated Historic Cost (DHC) basis providing:

· Comparison of balance sheet value of DRC to DHC

· Comparison of figures in CIES on a DRC basis compared to a DHC basis

· If no comparison possible a statement explaining this

· Standards Yet to be Adopted: (Code Appendix C – see draft Appdx C): Explain that from 1 April 2015 Transport Infrastructure will be valued at DRC. Include quantification of impact (or explain that it is not available).

NOTE: Proposals only relate to assets under the Transport Infrastructure Code (e.g. excludes coastal defences, trams, light rail etc).




e) Accounting Policy Changes 13/14 and 14/15

	
	Summary Overview of Proposals

	2013/14
	2013/14 disclosures anticipated for:

· IFRS 13 Fair value Measurement

· Group Accounts [IFRS10,11,12; IAS 27, 28]

· IAS 32 Financial Instruments Presentation

· Annual Improvements to IFRSs



	2014/15
	· IFRS 13 Fair Value & IAS 32  – no 3rd balance sheet required

· Group Accounts & Annual Improvements: 3rd balance sheet may be required

· Explain that from 1 April 2015 Transport Infrastructure will be valued at DRC. Include quantification of impact (or explain that it is not available).
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