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Item 7. LASAAC 13/02/18
To: 

LASAAC     
From:

Gareth Davies
Date:

13 February 2018
Subject: 
Annual Accounts 2017/18 – Presentation of Internal Transactions in the CIES 
Purpose of Paper
1. To discuss the implications for 2017/18 annual accounts of the 2018/19 Code changes to the CIES. 
2016/17 CIES Presentation Requirements 
2. The implementation of the Expenditure and Funding Analysis and the removal of the Service Expenditure Analysis enacted in the 16/17 Code allowed service lines in the CIES to include internal (to the council) transactions.
3. This did not change reported ‘net expenditure’ at the Cost of Services level. It did however mean that the ‘gross expenditure’ and ‘gross income’ figures could be affected.

4. Presentation approaches differed between councils. Some councils elected to show an ‘elimination of internal transactions’ line so that gross and expenditure and gross income figures excluded such items. East Ayrshire Council’s CIES is an example:
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2017/18 CIES Presentation Requirements 
5. The 2017/18 CIES presentation requirements are effectively not changed from 2016/17 in this respect. No Code Update was issued during 2017/18 to amend the reporting requirements. 

2018/19 Presentation requirements 
6. The 2018/19 Code states in paragraph 3.4.2.39 states that: 

“As the service segments in the Comprehensive Income and Expenditure Statement are not intended to cover the reporting requirements for IFRS 8 then transactions between segments are not permitted in the service analysis section of the Statement.”

7. This implies that 17/18 service figures are expected to need to be restated in 18/19 accounts. Authorities which include an ‘elimination of internal transactions’ line in the 17/18 CIES are more likely to be able to readily identify the restatement adjustments required.
Stakeholder Observations
8. Audit representatives have noted a desire for clarity regarding the requirements for 2017/18, particularly to assist all parties in determining whether a true and fair view has been provided based on the requirements.

9. Regulatory stakeholders, particularly those who use the annual accounts as a source for statistics, have noted the challenges that inclusion of internal transactions in the CIES pose for the consistency and comparability of financial reporting information. 

10. Dependent on practitioner and other stakeholder views, LASAAC may wish to consider supporting and encouraging early preparation for the 2018/19 requirements; and a move towards more consistent and comparable ‘gross expenditure’ and ‘gross income’ figures.

Recommendation: Advisory LASAAC Guidance
11. It is recommended that advisory (non-mandatory) LASAAC guidance for 2017/18 annual accounts regarding the presentation of internal transactions in the CIES is developed.
12. Following earlier e-mail exchanges with LASAAC members the following illustrative model provides a basis for discussion:

	
	Spend
	Income
	Net

	Segment A
	
	
	

	Segment B
	
	
	

	
	
	
	

	Segment G
	
	
	

	
	
	
	

	Cost of Services: 

Including Internal Transactions
	1,000
	(250)
	750

	
	
	
	

	Elimination of Internal Transactions
	(100)
	100
	0

	
	
	
	

	Cost of Services: 
Excluding External Transactions

	900
	(150)
	750


13. Consideration may be given to the provision of two ‘Cost of Services’ lines. In particular this may create some confusion when cross referencing within the annual accounts; or when referenced by other documents (both existing and new), for example LFR guidance. The Code compliant East Ayrshire Council extract noted earlier did not include the first sub-total line.

Committee Action 
14. The Committee is requested to 

· Approve or amend the recommendation to develop advisory guidance for 2017/18
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