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Item 10. LASAAC 07/11/13
To: 

LASAAC     
From:

Gareth Davies
Date:

7 November 2013
Subject: 
Group Accounts 
Background
1. The presentation and treatment of group accounts in Scottish local government will be affected by, for 2013/14, the removal of police and fire boards. For 2014/15 the anticipated implementation of revised IFRS group accounts requirements are likely to apply.
Purpose of Paper

2. This paper is intended to provide a basis for discussion of whether LASAAC action is desirable.

Police & Fire Board Removal
Single Entity Statements

3. The Code 2013/14 requirements have been considered as follows:
4. It is concluded that the change is not an accounting policy change (3.3.2.9 etc); a change in accounting estimate (3.3.2.14 etc); or an errors (3.3.2.18 etc).
5. It is concluded that the situation is not a 'discontinued operation' (4.9.2.4, 4.9.2.33-34). This view was also stated in Audit Scotland Notes for Guidance 2013-1 (LA) which stated (para 503) :" Police and fire services should therefore not be treated as discontinued operations")
6. Section 2.5 ‘local government re-organisations & other combinations’ was reviewed with the conclusion that paragraph 2.5.4.2 is the most directly relevant:

"Functions (or functions in relation to a geographic area) transferred to another authority or other public sector body shall be disclosed separately in the comparative year. Where the transfer requires reporting in the notes to the accounts, a separate line disclosing the transfer shall be included after the balance brought forward from the previous year. A new sub-total shall be inserted to disclose the restated opening Balance Sheet figures. These lines will be required in the notes showing the movements in assets, liabilities and reserves, including the Movement in Reserves Statement and the Movement on the Housing Revenue Account Statement."

7. In broad terms it is therefore suggested that 

· Prior year comparatives would need to include police & fire balances / transactions but to show them separately so that the 2013/14 figures could be directly compared to equivalent 2012/13 prior year figures (i.e. excluding police & fire).

· a '3rd' balance sheet is required

Group Accounts
8. Section 9.1.1.4 of Code is regarded as applicable, which would suggest that section 2.5 would apply (as above), with no change to the prior year. For example 2012/13 year comparatives would need to include police & fire balances and transactions but to show them separately so that the 2013/14 figures could be directly compared to the 2012/13 equivalent figures (excluding police & fire).
9. Key areas of judgement that may arise in terms of whether an authority prepares group accounts following the removal of police and fire boards may include

· The materiality of the remaining group entities (in aggregate). In particular the assessment of materiality is likely to involve:

· Quantitative analysis. This implies that some work to establish materiality of remaining group interests would be needed.

· Qualitative assessment. This will presumably require an appreciation of the group relationships and an assessment of reader needs.

10. Where the remaining group interests are not quantitatively material but are qualitatively significant judgement may be required as to whether quantitative information is necessary to provide readers with a ‘true and fair view’, or whether appropriate explanatory disclosures would sufficiently fulfil this function.

11. In the potential situation where there are no group interests in 2013/14 it is assumed that judgement would suggest that there is no material requirement to provide group accounts purely for the provision of 2012/13 comparatives.
Other Factors For Consideration
12. In determing whether action for 13/14 is indicated LASAAC may wish to consider the following:

· The 2014/15 requirements may affect the determination of control, particularly in respect of leisure trusts where control is effectively exercised through the contractual arrangements

· For 2014/15 IFRS 12 is expected to place more emphasis on explanatory text to explain the relationship with group and non-consolidated group entities
· IASB is planning to consider the application of materiality: “The IASB plans to start a project on materiality. This project will look at how materiality is applied in practice in IFRS financial statements and consider whether further guidance is needed”

· IPSAS has recently issued exposure drafts to implement the revised IFRS group requirements

Committee Action 

13. The Committee is requested to 
· Consider whether any action is desirable in respect of group accounts for 2013/14
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