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Item 6. LASAAC 12/11/15
To: 

LASAAC     
From:

Gareth Davies
Date:

12 November 2015
Subject: 
CIPFA-LASAAC Code Board 

Purpose of Paper
1. This paper relates to:
· LASAAC representation on CIPFA-LASAAC

· Code 2016/17 Consultation

· Telling the Story Consultation

· IFRS Related Developments

· Other Code Development Factors
LASAAC Representation on CIPFA-LASAAC 
2. The current LASAAC representatives are:

Nick Bennett
Fiona Kordiak (LASAAC Chair)

Derek Yule (substituting for LASAAC Vice Chair)

Russell Frith
Joseph McLachlan
Named substitutes are: Ian Lorimer and George Murphy.
The Scottish Government has an ‘observer’ status member on CIPFA-LASAAC. 

3. Under the LASAAC terms of reference the Chair and Vice Chair will normally be representatives on CIPFA-LASAAC. 
4. CIPFA-LASAAC nominated Derek Yule as the finance practitioner representative on the Financial Reporting Advisory Board (FRAB).
5. CIPFA-LASAAC met on the 4 November. Further meetings for 2015 and 2016 are:
	Date
	Location
	Expected Key Focus re Code Development

	03/03/16
	London
	Early consideration of the 2017/18 Code consultation process

	07/06/16
	Edinburgh
	Finalisation of the 2017/18 Code consultation

	09/11/15
	London
	Consideration of the Code 2017/18 consultation responses


6. Due to the 4 November date for the recent CIPFA-LASAAC meeting this paper outlines the main issues addressed in the meeting papers. Verbal updates will be provided regarding the discussions and decisions at the meeting. Text in bold italics indicates key CIPFA-LASAAC conclusions.
Code 2016/17 – Highways Network Assets (HNA)
7.  Overall positive responses for HNA (Questions 1-4) with Highways Authorities generally agreeing with the proposals (72% to 78%).

8. Responses received included 9 Scottish authorities and Audit Scotland.

9. Issues where responses raised queries included:

· Retrospective restatement

· Verification of inputs to valuation (noted as raised by a Scottish authority)
· Whether Highways should be a ‘single asset’

· Whether HRA road assets would be affected by the HNA requirements 
· Whether the Code was clear in terms of the difference between revenue and capital maintenance expenditure

· Whether the Transport Infrastructure Code was suitable for reliance when assessing accounting implementation.

· The treatment of accumulated depreciation
· Alignment with the FReM (Central Government financial reporting)

· Assumptions on de-recognition of components (that no service potential remains)

· Whether the calculation of historical cost depreciation would be affected by the HNA proposals

· Councillors in a Scottish authority had queried the relevance of current value

10. The Project Implementation Steering Group (PISG) also consulted on preparedness. The majority of authorities (81%) were very confident or slightly confident regarding implementation for 2017/18, although progress in achieving key milestones for implementation varied.

11. The paper identified three main options to consider:

· Follow the exposure draft proposal: full implementation in 2016/17, with 2015/16 restatement 

· Defer full implementation to 2017/18, with 2016/17 restatement

· Implement a ‘disclosures requirement’ approach for 2016/17, with no prior year restatement and no change to valuation on the 2016/17 balance sheet 

12. CIPFA-LASAAC concluded that 2016/17 implementation should proceed but without a need to restate the 2015/16 prior year figures. This provides 18 months to resolve issues, including audit qualification risks.
Code 2016/17 – Other Proposals
13. Responses included 12 Scottish organisations, including Audit Scotland, ICAS and the CIPFA Directors of Finance Section.

14. Other proposals and comments included:

· Pension Fund Statements (LGPS)

· Responses largely supportive

· Management expenses presentation a concern

· Concerns re presentation of ‘net’ rents

· IFRS 13 fair value application generally supported

· Differing views on presentation of the Actuarial Value of Promised Benefits

· Concerns regarding transaction cost disclosure, especially regarding clarity of definition

· Differing views on inclusion of the Annex showing applicability of other Code sections to LGPS

· Suggested amendment to wording regarding Scottish requirements

· Mandatory elimination of accumulated depreciation on revaluation for non-HNA assets

· Some comments about inconsistency arising due to this approach  
· A new appendix was suggested to detail new or amended accounting standards referenced by the Code

15. CIPFA-LASAAC concluded that making disclosure of LGPS Management Expenses / Transaction Costs mandatory should be considered as part of the 2017/18 Code development.
Telling the Story Consultation
16. Responses included 12 Scottish organisations, including Audit Scotland, ICAS and the CIPFA Directors of Finance Section.

17. The proposals generally related to:
· The removal of the requirement to apply the Service Expenditure Analysis (SEA) in the CIES (Comprehensive Income and Expenditure Statement)

· The need to balance report on both the funding (statutory) performance and accounting performance

· The inclusion of a Funding Analysis 

18. Matters raised in the responses included:

· Broad support for the proposals

· Removal of SEA would assist in local accountability

· Some respondents supported retention of the SEA

· One Scottish authority noted that removal would reduce comparability between councils

· Council restructuring could require restatement of the prior year

· Some respondents would prefer full IFRS with no statutory adjustments

· Funding analysis
· Concerns regarding inclusion in the Narrative Report / Management Commentary.

· Further amendment to make reconciliation to the accounting based information simpler (consolidation of non-service related lines)

· ‘Funding analysis’ as a title was questioned

· Prior year information generally supported

· More user consultation suggested

· Council restructuring could require restatement of the prior year

· CIES : 
· Most respondents preferred a ‘direct costs’ approach for service lines, although this is not clearly defined or consistent. A minority supported a ‘total cost’ (including overheads) approach.
· Balance sheet:

· Concerns (mainly in England as it would be a change of practice) regarding not separating out earmarked and non-earmarked fund balances on the balance sheet

· Segmental analysis:

· One respondents was concerned about relying on the CIES and the Funding Analysis for segment information

· Implementation timing: 

· 63% supported implementation in 2016/17

· Some respondents considered that more time was required to prepare for implementation, especially given resource limitations

· Potentially CIPFA-LASAAC could mandate implementation for 2017/18 with early adoption in 2016/17 permitted

19. CIPFA-LASAAC concluded:
· The Funding Analysis should be re-titled (possibly Expenditure and Funding Analysis)
· The Funding Analysis should be a disclosure note not a primary statement

· Service lines in the CIES should include depreciation, impairment & IAS 19 based pension costs

· The Code segmental analysis requirements should be simplified and condensed, since the new presentation should lessen the need for additional segmental reporting

· Implementation for 2016/17 is anticipated 
IFRS Related Developments
20. The CIPFA-LASAAC consultation also included IFRS issues which may affect future Code editions:
· IFRS 9 Financial Instruments: has been amended with new requirements such as:
· Removal of the ‘Available for Sale’ classification. Concerns regarded an increased volatility of impact on the General Fund

· Determination of impairment based on expected loss model

· Transition arrangements may be complex and are likely to be of interest

· IFRS 15 Revenue Recognition from Contracts with Customers: 

· No significant concerns raised
21. LASAAC may also wish to note the following:

· The IASB has issued an exposure draft of ‘IFRS Practice Statement: Application of Materiality to Financial Statements’. A summary snapshot is also available. The consultation closes on 26 February 2016. The practice statement would not be a mandatory element of IFRS. It addresses

· Characteristics of materiality

· Application when presenting information

· Assessing whether omissions or misstatements are material

· Lease dilapidations: An IASB update (20th October) has been issued which indicates that “A lessee should include an initial estimate of costs [i.e. for re-instatement obligations] to be incurred in the measurement of the right-of-use asset, and should account for any changes in the obligation as an adjustment to the carrying amount of the right-of-use asset in accordance with IFRIC 1 Changes in Existing Decommissioning, Restoration and Similar Liabilities.”

Other Code Development Factors 
22. Other CIPFA-LASAAC papers refer to future development areas including:
· Government Actuary Department request for LGPS accounts to analyse benefits paid between ‘old’ and ‘new’ scheme terms; and to analyse employee contributions on the same basis

· Areas for further review include EUV-SH for council dwellings 

Committee Action 
23. The Committee is requested to 

· Note the contents of this report
LASAAC is funded by:
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                            The Scottish Government
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