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Item 8 APPENDIX B. LASAAC 12/03/14
To: 

LASAAC     
From:

Gareth Davies
Date:

12 March 2014
Subject: 
Asset Decommissioning Obligations
Appendix B – Comments on Consultation Responses

Summary of Responses –Notes

The following notes on the responses are provided instead of a full formal report.

CIPFA’s Local Authority Accounting Panel stated: 

“As the scope of the topic is complex and covers a wide range of issues we are considering proposing to LAAP that a sub-group is established to carry out a more detailed review of this issue with a view to providing application guidance if required (CIPFA/LASAAC agreed at its June 2013 meeting that accounting for landfill is an issue for application guidance). In addition, the Secretariat invited the Panel, at its October 2013 meeting, to provide examples of the problems created by this issue. It was agreed that these should be supplied by the Panel. It would therefore be impossible to pre-empt LAAP’s findings and conclusions by commenting on the LASAAC guidance in advance of this project being completed.

Once the accounting solutions have been agreed upon by LAAP, the associated impact on capital financing (eg CFR/MRP) can be given due consideration.  Unfortunately it is not possible to reach an appropriate conclusion on the impact on these issues in advance of this above process being carried out.”

Responses Received:

The responses received were all extremely relevant, informative and provided reasons for the views expressed. 

Responses: 12 [8 councils, 2 individuals, 1 treasury advisor, 1 auditor]

A. CFR calculation:

Provision should affect CFR: [6 respondents supported]

Respondents noted

· the provision of flexibility in how to finance and fund a provision is favoured, and also to allow reserves to be charged with the impact when the commitment is made so as to avoid overstating the available reserves.

· treatment of accrued capital expenditure cited as a similar principle, noting these are not 'netted off' within the CFR calculation

Provision should not affect CFR [5]

Respondents noted:

· Need to borrow does not exist until the obligation has to be settled

· Risk of undertaking borrowing in advance of need noted

· Uncertainty over the actual costs (& therefore the actual need to borrow) is highlighted as not providing a sufficient basis for establishing a clear 'need to borrow'

B. Prior Period Restatement: Determination of Capital Expenditure

Treatment of Full Estimated Costs as Capital Expenditure when Prior Period Restatement is Required [10]

[i.e. expenditure can be supported from capital sources (e.g. borrowing, capital receipts).]

Comments included:

· borrowing point is not directly related to the provision recognition point and prior period restatement should not affect this (2 respondents suggested this)

· Depreciation charges are not a charge to the general fund and should not influence the funding position

· Noted that authorities should be able to re-assess and re-evaluate the depreciation profile as time progresses & resource consumption can be more clearly identified. Barring previously depreciated elements from capitalisation may restrict or affect authorities options regarding the choice of depreciation profiles

· Objective should be to keep stability in existing funding arrangements. If this is not likely statutory mitigation should be requested to achieve the same aim.

Restated Depreciated Cost should not be Capitalised [1]

C. Funding Impact
· 2 councils estimated additional provisions [£1.8m; £2.3m]

· 1 council noted that it had capital expenditure planned for the next 5-10 years (scale not indicated, potential provision or liability not quantified). NOTE: This is in respect of non-operational (ceased use) landfill sites.

· 1 council stated it planned to support future asset decommissioning costs from capital sources

D. Other Selected Comments

· More focus on materiality considerations requested [various respondents referred to materiality]

· Guidance should emphasise the key point is to determine what is capital expenditure [2 respondents]

· Significant concern expressed over the potential volatility of an annual review of any provision, particularly due to changes in the discount rate.

· Annual valuation of decommissioning costs - should only be relevant where material change is envisaged or suspected. Otherwise normal valuation cycle practices should suffice.

· Clarification of term (period) for loans fund advance desirable

· Establishing useful life is not clear: e.g. is the life of a 'cell lining' the life of the landfill site when in use OR is it the period during which it prevents spoilage of the land

· Ear-marking of reserves may assist

_1115728758

