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Item 12. LASAAC 24/05/18
To: 

LASAAC     
From:

Hazel Black
Date:

24 May 2018
Subject: 
Pension Accounting and Statutory Adjustments 
Purpose of Paper
1. The Code currently excludes the re-measurement of pensions benefit from the list of statutory adjustments. CIPFA-LASAAC has recently considered the Code treatment for this item. This paper is to advise the Committee that revised statutory guidance is currently being drafted and how this guidance intends to treat this item.
Statutory adjustments for pensions and other post-employment benefits
2. In Scotland the statutory adjustments required for pensions and other post-employment benefits are currently set out in both legislation (The Local Government Pension Reserve Fund (Scotland) Regulations 2003) and statutory guidance Local Government Finance Circular 4/2016).  
3. The issue of statutory guidance in 2016 addressed an issue which arose from new pension legislation passed in 2014 not being covered by the 2003 Regulations. The Scottish Government recognised this guidance was a short term solution and that the position needed to be harmonised with the statutory adjustment for pensions and other post-employment benefits to be set out in statutory guidance only. 

Accounting for the re-measurement of the net defined (pensions) benefit liability (asset)
4. LASAAC asked CIPFA-LASAAC to consider the accounting treatment of this item as set out in the Code. CIPFA-LASAAC considered this at its meeting held 12 March 2018, Paper CL 08 03 18. CIPFA/LASAAC -
· confirms the re-measurement of the net defined benefit liability (asset) is a charge to retained earnings in private sector financial statements;
· recognises that the Code has been drafted to support the English and Welsh legislation and that the Scottish statutory reporting position may be different to that in England and Wales;
Companies

5. When researching the impact of IFRS 9 for companies, presented as a separate paper to this meeting, I drew on guidance issued in April 2017 by ICAEW and ICAS who jointly issued technical release Guidance on realised and distributable profits under the Companies Act 2006 (Technical Release 02/17BL). (ISBN 978-178363-932-8).
6. Technical Release 02/17BL provides guidance on realised and distributable profits under the Companies Act 2016. Its purpose is to identify, interpret and apply the principles relating to the determination of realised profits and losses for the purpose of making distributions under the Act.
7. For retirement benefit schemes Technical Release 02/17BL covers both defined contribution schemes and defined benefit schemes.
8. For defined contribution schemes the cost charged to profit and loss under IAS 19 is a realised loss. (Technical Release 02/17BL para 8.2).

9. For a defined benefit scheme, it is the cumulative amounts charged or credited to reserves which must be assessed as realised or unrealised. This is true irrespective of whether these amounts have been reported in profit or loss or in other comprehensive income. 
· A cumulative charge is a realised loss (para 8.4). 
· A cumulative credit is a realised profit only to the extent that it is represented by an asset that is to be recovered by refunds that have been agreed for a specific amount by the pension scheme trustees at the balance sheet date of the relevant accounts and the refunds will take the form of cash or other qualifying consideration. Being eligible for a refund when the scheme is wound up would not be sufficient (para 8.5)
Treatment of this item for statutory guidance purposes
10. Reflecting the treatment for companies as being a realised loss this item would normally flow to the General Fund. The statutory guidance currently being drafted will therefore include this item as part of the statutory adjustment to be made.
11. LASAAC is recommended to:
· Note the report.
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