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Item 8 LASAAC 23/08/2017
To: 

LASAAC     
From:

Scottish Government
Date:

23 August 2017
Subject: 
Statutory Adjustments Review: Proposal for revised statements and disclosures
Purpose of Paper
1. To provide the Committee with an updated proposal for statements and disclosures for statutory adjustments, together with an analysis of Code requirements to assess Code permissiveness of the proposals. 
2. This report is from the Scottish Government as it has not been possible to share this with working group members in advance of this meeting. The Scottish Government apologises for having to bring this directly to LASAAC but wishes to progress this item.
CIPFA LASAAC Meeting 6 June 2017
3. LASAAC presented a paper to the CIPFA/LASAAC meeting held 6 June. This was a discussion paper that raised 2 items:

· raised a question on the treatment in the Code for the revaluation element of depreciation and pension remeasurement of the net defined benefit liability (asset).
· set out LASAAC’s thinking on presenting statutory adjustments.
4. For the first item the CIPFA/LASAAC minutes record “In its wide-ranging discussion of the paper the Board were sympathetic to its intentions but were anxious to ensure that any change in reporting would be UK wide. In addition, given that the statutory adjustments principles adopted by the Code are currently made at Surplus or Deficit on the Provision of Services line, a fuller understanding was needed of the full implications of the proposed changes for the Code as a whole. This would be undertaken by the CIPFA/LASAAC Secretariat”. 
5. On the second item the minutes record “Having expressed a reluctance to include the proposals in the current ITC, the Board was keen that issues are reviewed. In addition it took the view that it was not its intention that the treatment of usable/unusable reserves in the Code should prevent the type of analysis proposed. It therefore asked that either it be confirmed that the drafting of the Code on this point is sufficiently permissive or, failing that, the ITC consults on a revised working that meets this requirement”. 

6. This paper is limited to the second item – the presentation of statutory adjustments and whether the Code is sufficiently permissive to support changes to the reporting of statutory adjustments in Annual Accounts.
Work undertaken since the last LASAAC meeting
7. When proposing to present a paper to CIPFA/LASAAC it was acknowledged that further work on the actual disclosures would be desirable given the introduction of the Expenditure and Funding Analysis in the Annual Accounts. As part of the work this year on the Local Financial Returns (LFRs) further thought has been given to the disclosure of statutory adjustments.
8. Following the CIPFA/LASAAC meeting an analysis of the Code has been undertaken to assess its permissiveness to changes in presentation of statutory adjustments. 
9. Full details of the revised proposals, together with an assessment of the Code in relation to the proposals is set out in Annex A. Annex B provides an illustration of the presentation proposals. 
Summary of revised proposals and Code position
	Balance sheet

The proposal is unchanged. The proposal is for the disaggregation of the unusable reserve line item on the basis that this is relevant to the understanding of the authority's financial position.

Proposed new wording for the disaggregation of the unusable reserves line:

· Unusable Reserves - Statutory Adjustment Accounts

· Unusable Reserves - Unrealised gains / losses

The Code is considered to be permissive of the presentation proposal.



	Movement in Reserves Statement (MiRS) 

The proposal for the disclosure of the 2 types of unusable reserves in separate columns is unchanged.
The Code is considered to be permissive of the presentation proposal.



	Movement in Reserves Statement (MiRS) 

The proposal for the inclusion of an additional line in the MiRS for Transfers to / from Other Statutory Reserves is unchanged.

The Code is not permissive of this presentation proposal. However, Scottish authorities have included this line in their Accounts as it is not possible to disclose reserve balances at the end of the reporting period without this additional line. 

More generally the requirements of the Code at 2.1.2.7 regarding ‘relevance’ and ‘faithful representation’ could be cited. This would support requiring the presentation of the line, in accordance with the Code overarching requirements.



	Movement in Reserves Statement (MiRS) 

The proposal for a single line item for statutory adjustments has been replaced with a proposal for the adjustments to be presented on three lines analysed into ‘capital’, ‘pensions’ and ‘other’. Whilst not in the Code the Code guidance notes suggest this analysis for the EFA Note.

The proposal that the detail of the statutory adjustments is not included in the MiRS itself remains unchanged. The disclosure of the details of the statutory adjustments has moved from a disclosure as part of the reserves disclosure to a MiRS note. The MiRs note analyses the adjustments by capital, pensions and other. This change has been made to ensure the analysis continues to identify adjustments for the General Fund separately from the HRA.  
The Code does not set out how the analysis of statutory adjustments should be disclosed. The Code is considered to be permissive of the presentation proposal. 

The LASAAC proposal would take away the option for Scottish local authorities to provide the analysis of statutory adjustments in the MiRS itself which is permissible by the Code.

LASAAC or Scottish Government Guidance would identify which statutory adjustments are to be included in each category.


	Expenditure and Funding Analysis (EFA) - note to the EFA

This is a new proposal for the Committee.

The Code requires a note to the EFA providing an analysis of the adjustment column which adjusts from a funding basis to the accounting basis for the CIES. The Code does not make it a requirement to separately identify statutory adjustments from presentational adjustments.

The proposal is that LASAAC requires a separation between statutory adjustments and presentational adjustments. Further, the proposal is that the statutory adjustments are shown in 3 columns – capital, pension and other. This is a suggested disclosure analysis in the Code guidance notes.

The Code does not set out how the analysis of column II should be disclosed. The Code is considered to be permissive of this presentation proposal. 

 

	Disclosure in notes (description and purpose of each reserve …)

The original proposal saw the detail of the statutory adjustments being disclosed as part of the note on reserves which sets out their purpose, opening balance, movements, and a closing balance. The revised proposal sees the detailed disclosure on statutory adjustments as being a note to the MiRS. 

Most Scottish local authorities currently provide both a detailed breakdown of the statutory adjustments either in the MiRS or a MiRS note and the note on reserves. The note on reserves can be simplified with just a one line disclosure on movements in the year if this is cross-referenced to the MiRS note on statutory adjustments.

The LASAAC proposal simplifies the disclosure currently being made. 

The Code is considered to be permissive of this presentation proposal.




Committee Action 
10. The Committee is requested to 
· Discuss the proposals for revised statements and disclosures
· Agree next steps
LASAAC is funded by:
[image: image2.jpg]d-\uow SCOTLAND



                       [image: image3.jpg]< : IPFA The Chartered Institute of
Public Finance & Accountancy




The Scottish Government

[image: image2.jpg][image: image3.jpg]_1115728758

