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Item 6 (ii). LASAAC 13/02/18
To: 

LASAAC     
From:

Gareth Davies, Hazel Black
Date:

13 February 2018
Subject: 
CIPFA-LASAAC – Statutory Adjustments Presentation 

Purpose of Paper
1. This paper relates to LASAAC proposals regarding the presentation of statutory adjustments. It provides information on:
· Section A: Feedback on the extent to which the current (17/18) Code permits some of the presentation proposals

· Section B: Recommendations regarding how CIPFA-LASAAC may be requested to proceed with other aspects of the proposals

Section A: Code 2017/18 Permissiveness
2. On 23 August 2017 LASAAC considered proposals regarding the presentation of statutory adjustments in Scottish local government annual accounts. A copy of a paper from August 2017 which provides an illustration of the proposals is attached as Appendix B.
3. The proposals were submitted to the CIPFA-LASAAC Secretary for consideration regarding whether there were any apparent conflicts with the requirements of the current (2017/18) Code.

4. Regarding the disaggregation of unusable reserves the CIPFA-LASAAC Secretary noted that the Capital Adjustment Account (CAA) is not purely a statutory adjustment account. This is because of the decision made, on establishment of the Revaluation Reserve from 1 April 2007, that the Revaluation Reserve balance would start from ‘zero’ with no requirement for retrospective restatement to provide an opening balance:
 “The 2007 SORP requires the change to be made prospectively and consequently the opening Revaluation Reserve will be zero. The balance on the Capital Adjustment Account should be shown as the combined total of the Fixed Asset Restatement Account and Capital Financing Account.” (Local Authority SORP 2007 para 3.113)

5. The CIPFA-LASAAC secretary noted this means that the CAA will include (pre 2007) unrealised gains and losses.

6. It has therefore been suggested that, if the proposed disaggregation of unusable reserves were to be progressed, this limitation should be explained with a cross-reference from the balance sheet to an explanatory note.

Explanatory Disclosures to support Unusable Reserve Disaggregation
7. The note can state that, due to the establishment of the Revaluation Reserve in 2007, the Revaluation Reserve only relates to revaluation gains since 1 April 2007, and that revaluation gains before that date are reflected in the balance of the Capital Adjustment Account. 
8. It was suggested that the line item descriptions to disaggregate the unusable reserves would also benefit from more clearer specification or description, for example:
· Unusable Reserves - Statutory Adjustment Accounts 

(including pre 1/4/07 PPE unrealised gains & losses) [see Note **]

· Unusable Reserves - Unrealised gains/ losses

(excluding pre 1/4/17 PPE unrealised gains / losses) [see Note **]
9. It is recommended that LASAAC determine:

· Whether to proceed, taking account of advice received, with the development of LASAAC guidance to support the implementation of Scottish specific presentation requirements that are consistent with the existing Code requirements

· The stakeholder engagement appropriate for the development of guidance

· The date of implementation of any such guidance

Section B: Identification of Statutory Adjustments and Reserve Transfers
10. Previous discussions at CIPFA-LASAAC have focused on the clarity of whether two particular adjustments should be classified and presented as statutory adjustments:

· The revaluation element of depreciation and impairment charges supported by the Revaluation Reserve.
· Under IFRS it is permitted, but not a requirement, for an entity to make this transfer (IAS 16 para 41) for example as the asset is consumed (eg depreciation is charged).
· This adjustment is currently shown as a statutory adjustment (see Appendix A Example A below, per 17/18 Code 3.4.2.54 first bullet point)

· The re-measurement of the net defined (pensions) benefit liability (asset).

·  IAS 19 Employee Benefits (para 120 (c)) requires that these are recognised in other comprehensive income.

· IAS 19 para 122 notes “However, the entity may transfer those amounts recognised in other comprehensive income within equity”.

· Private sector practice appears to generally be to transfer the re-measurement changes to retained earnings on, it is understood, the basis that they affect distributable profit. Distributable profit is not part of the financial regulatory framework for local government.
· The Code currently excludes the re-measurement of pensions benefit from the list of statutory adjustments. It is required to be charged to the Pensions Reserve (see Appendix A Example B below, per 17/18 Code 6.4.3.37)
11. CIPFA-LASAAC previously indicated that both of these adjustments should be considered to assess the full implications for the Code.

12. It is recognised that relevant government administrations may differ in how they specify the identification of statutory adjustments.
Code 19/20 Development Proposal: Revaluation Element of Depreciation & Impairment 
13. It is proposed that the Code 2019/20 consultation process includes a question regarding whether, for Scottish local government, the revaluation element of depreciation and impairment charges supported by the Revaluation Reserve should be clearly identified as being a reserves transfer made under accounting standards.
14. If this is supported by consultation responses and agreed for enactment in the Code, this places reliance on Scottish local government using the option in IAS 16 to voluntarily use the Revaluation Reserve to absorb the revaluation element of depreciation and impairment charges. 
15. The historic cost element of depreciation and impairment would still require a statutory adjustment to be in place. 

16. LASAAC is recommended to consider whether it wishes to:
· Determine whether to request that CIPFA/LASAAC include a question in the Code 2019/20 consultation seeking views on the removal, for Scotland, of the revaluation element of depreciation and impairment from the list of statutory adjustments in the Code of Practice (17/18 Code para 3.4.2.54)

Or

· Consider whether the Scottish Government should be requested to consult on whether the revaluation element of depreciation and impairment should be regarded as a statutory adjustment

Code 19/20 Development Proposal: re-measurement of the net defined (pensions) benefit liability (asset).
17. CIPFA-LASAAC is currently undertaking a Post Implementation Review of IFRS – call for evidence which closes on 28 April. The review focuses on feedback in three key areas, including disclosure requirements, namely:

· Employee Benefits (incl pensions etc)

· Service Concession Arrangements (PFI/PPP)

· Group Accounts

18. The call for evidence is expected to inform CIPFA-LASAAC discussion of Code development for 19/20 affecting the consultation process, and for future years.

19. There has been recent public focus on financial sustainability in both the public, private and third sectors. Some of the media and regulator attention has focused on pension contributions and the security of pension arrangements for employees. 

20. The review may therefore provide CIPFA-LASAAC with feedback affecting pension benefit presentation and disclosures. The manner in which local authority accounts, including the required disclosures, explain both the differences from, and similarities with, the financial framework for private sector pension schemes may be given specific consideration.

21. CIPFA-LASAAC in reviewing the responses to the review’s request for comments, may specifically include consideration of the presentation of the classification of the re-measurement of pension benefits as either:

· A statutory adjustment; or
· A reserves transfer made under accounting standards

22. LASAAC is recommended to consider whether it wishes to:
· Raise the issue of whether CIPFA-LASAAC should consider the classification of the re-measurement of pension benefits as a statutory adjustment or an accounting transfer as part of the Post Implementation Review of IFRS.

Code 19/20 Development: Transfers to/from Other Statutory Usable Reserves
23. Prior to 2016/17 the Code specified that a line should be provided in the MiRS for “transfers to or from……other statutory reserves (Scotland)”. This was removed from the relevant paragraph in 16/17 (17/18 Code para 3.4.2.53) on implementation of the Expenditure and Funding Analysis.

24. The need for this line however still exists since in Scotland the legal ability to hold ‘other statutory usable reserves’ (eg an Insurance Fund) and the legal ability to transfer funds from or to such funds still exists.

25. To date some authorities have, correctly, relied upon the ‘true and fair’ overriding requirement, and the Code allowance that additional items may be provided (17/18 Code para 1.2.5), to provide such a line (see Appendix A Example C below). 
26. It would assist in clarity and consistency for the line to be re-instated in the 19/20 Code. On the basis that it’s use is required, and already permitted by the Code, to provide a true and clear view no specific consultation is required regarding the re-instatement.
27. LASAAC is recommended to:
· Request that in the development of the 2019/20 Code CIPFA-LASAAC reinstates, for Scotland, the MiRS line for “transfers to or from other statutory usable reserves (Scotland)” in the 19/20 Code

Committee Action 
28. LASAAC is recommended to determine:

· Whether to proceed, taking account of advice received, with the development of LASAAC guidance to support the implementation of Scottish specific presentation requirements that are consistent with the existing Code requirements

· The stakeholder engagement appropriate for the development of guidance

· The date of implementation of any such guidance

29. LASAAC is recommended to consider whether it wishes to:
· Determine whether to request that CIPFA/LASAAC include a question in the Code 2019/20 consultation seeking views on the removal, for Scotland, of the revaluation element of depreciation and impairment from the list of statutory adjustments in the Code of Practice (17/18 Code para 3.4.2.54)

Or

· Consider whether the Scottish Government should be requested to consult on whether the revaluation element of depreciation and impairment should be regarded as a statutory adjustment

30. LASAAC is recommended to consider whether it wishes to:
· Raise the issue of whether CIPFA-LASAAC should consider the classification of the re-measurement of pension benefits as a statutory adjustment or an accounting transfer as part of the Post Implementation Review of IFRS.

31. LASAAC is recommended to:
· Request that in the development of the 2019/20 Code CIPFA-LASAAC reinstates, for Scotland, the MiRS line for “transfers to or from other statutory usable reserves (Scotland)” in the 19/20 Code
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Example A: Example Existing Presentation of the Revaluation Element of Depreciation and Impairment (Glasgow City Council 2016/17)
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Example B: Example Existing Presentation of the Re-measurement of the defined liability (Glasgow City Council 2016/17)
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NB the net of £112m costs and £70m employer contributions, being £42m, is shown as the statutory adjustment (see below) excluding the re-measurement element of £406m.
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Example C: Example inclusion of Transfers to/from Other Statutory Reserves line to provide a ‘true and fair’ view (Glasgow City Council 2016/17)
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Notes 5107 on pages 3210 32 provide furher detals on he Movement i Reserves Statement





LASAAC is funded by:
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The Scottish Government

[image: image6.png][image: image7.jpg]_1115728758

