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Introduction

In total there were 35 responses (listed at Appendix A) to the public consultation
on the draft 2019/20 Code of Practice on Local Authority Accounting in the United
Kingdom (the Code). CIPFA/LASAAC consulted on the 2019/20 Code amendments
from 18 July to 8 October 2018. Note that two of the respondents did provide
responses for a number of local authorities. This is substantially lower than last
year’'s consultation response rate of 49 responses and the separate consultation
on IFRS 16 Leases. The Secretariat is of the view that the substantial response to
the IFRS 16 consultation may have led to this reduced response rate. However,
the Secretariat would note that this still remains reasonable compared to other
standard setter response rates.

The Secretariat followed the same publication approaches as in previous years
including articles in Public Finance and Spreadsheet, writing to the Treasurers
Societies and the CIPFA Finance Advisory Network Service subscribers,
newsletters etc. The Secretariat also informed the relevant bodies as required
under CIPFA/LASAAC’s Terms of Reference and used social media to advertise the
consultation.

The responses received are summarised in the remainder of this report with more
detailed analysis in Appendix B, section by section, followed by the Secretariat’s
comments and suggestions. Issues of principle are considered in the main body of
the report. The statistical analysis of all the responses and individual comments
are included in Appendix B. Minor corrections or other minor issues are not
included in this analysis but may be included in amendments to the Exposure
Drafts of the Code (now referred to as Code Drafts).

Copies of the responses received will be made available to Board members
electronically on request. The names of the confidential interested parties
responding to the consultation will need to remain confidential. For the avoidance
of doubt the body of the report does not refer to the individuals or entities.

the people
in public finance
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Analysis of Consultation Responses

Overall respondents positively supported CIPFA/LASAAC's proposals in the
consultation papers. The papers also considered conceptual issues on a humber of
development themes and therefore not all of the issues arising in this paper will
mean changes to the 2019/20 Code.

Amendments to IAS 19 Employee Benefits: Plan Amendment, Curtailment
or Settlement

The majority of respondents agreed with the proposed approach in the
consultation papers. This section will consider together questions 1 and 2 in the
consultation papers.

An actuary and a number of the actuary’s clients were very concerned about the
impact of the amendments to the standard to local authorities in the Local
Government Pension Scheme (LGPS).

The actuary is of the view that:

‘we believe that the change is unnecessary and may, in some circumstances, be
entirely impractical’.

The comments focussed on the impact of the transfers of staff to academies might
have on the remeasurement process and noted the frequency of these
transactions. In response to the practical issues that arise a supporting authority
referred to such transactions happening on a monthly basis and noted that the
impact of each transaction was likely to be immaterial. The actuary and a number
of authorities indicated that substantially there were no benefits for authorities
and detailed the practical impacts (see Appendix B row 2.1).

The Secretariat would note that the IASB was clear on the advantages of the
move for the users of the financial statements. These were cited by at least one
respondent.

The consultation papers and the amendment to the standard refer to the need to
remeasure material changes but the actuary considers it will be very difficult to
determine materiality.

There appear to be no technical circumstances that would require an adaptation or
interpretation. However, the fundamental nature of the practical concerns raised
by the actuary does also raise some substantial issues for the adoption of the
amendments to the standard in the Code, and if there are substantial cost benefit
issues they could be addressed under the Memorandum of Understanding between
the Relevant Authorities (see Appendix B row 1.2).

The Secretariat is, however, of the view that before resorting to an adaptation the
Board would need more evidence as these comments have only been provided by
one actuary. It should also be noted that the amendments to the standard were
supported by the majority of respondents. The Secretariat has therefore
approached the other local authority actuaries requesting them to comment on
the questions in the consultation paper. The Secretariat will update the Board
when the relevant information is provided.
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The Secretariat considers that there might be an option in the drafting of the
amendments to the Code to make it clear that remeasurements must only take
place for amendments to plan assets or settlements or curtailments that will have
a material impact on the financial statements. The Secretariat is of the view that
this option could still be explored despite the actuary’s comments on materiality
and has added a sentence to the end of paragraph 6.4.3.5 to demonstrate this
this.

The Secretariat considers that there appear to be two choices dependent on the
evidence from the actuaries:

e include an adaptation which does not adopt the amendment; however, the
difficulty that arises is that this would ignore material plan amendments,
curtailments and settlements which might take place (ie which do not arise on
the transfer of staff to academies)

e amend the Code and make it a requirement that the remeasurements are
only made for material transactions.

CIPFA/LASAAC’s views are sought on these choices. Currently the
Secretariat has followed the second option to demonstrate a possible
drafting approach.

CIPFA/LASAAC is also invited to consider the other practical issues arising from
the adoption of the amendments to the standard and the Secretariat’s response in
rows 2.2 to 2.4 of Appendix B.

Amendments to IFRS 9 Financial Instruments: Prepayment Features with
Negative Compensation

Prepayment Features with Negative Compensation

The majority of respondents indicated that they agreed with the approach to the
adoption of the amendments. There were no dissenting views. A number of
respondents indicated that they were of the view that local authorities did not
substantially enter into these transactions. However, a Treasury Management
Advisor indicated that he was of the view that

‘..we understand that some local authorities hold financial assets that can be
repaid early at a discount, for example on-lending of PWLB loans on identical
terms...’

This could therefore give rise to the relevant transaction.

The Treasury Management Advisor recommended that to ensure consistent
treatment for the classification issues raised by the amendment CIPFA/LASAAC
allows early adoption of these sets of amendments ie so that they can apply to the
2018/19 year. The Secretariat concurs and has therefore added a new paragraph
to the transitional reporting arrangements (see paragraph 7.1.5.11).

CIPFA/LASAAC'’s views are sought on whether it is content with the
approach in the Code Draft (see CD A) and whether it is content to permit
early adoption of the amendments to IFRS 9 in the Code.
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Modification or Exchange of a Financial Liability that does not Result in
Derecognition

The majority of respondents agreed to the approach in the Code in relation to the
probable changes in accounting policy in relation to modification or exchanges of
financial liabilities that do not result in a derecognition, brought about by a
commentary included in the basis of conclusions to the standard’s amendments.
A number of respondents and a Treasury Management Advisor took a similar view
to the Secretariat that these transactions were not frequent for local authorities.

A second Treasury Management Advisor was of the view that there were still a
number of authorities (the advisor indicated that six of its clients were in this
position) with pre 2007 transactions of this type and the total value of the
liabilities were of the order of £250 million. The Secretariat therefore has
established a task and finish sub group of LAAP as this is largely an application
issue rather than one for the Code. The author of the CIPFA Early Guide to IFRS 9
has drafted the text of a CIPFA Bulletin to set out the change in accounting
practice and the impact of the changes. An early draft of this Bulletin is attached
at Appendix D.

A number of issues arise from this change in accounting practice announced in the
basis of conclusions of the amendments to IFRS 9:

. as there is a change in accounting practice do the main Code provisions on
the exchanges of financial liabilities need to be updated?

. as this is not a change in accounting standard at what point do the changes
impact on local authority financial statements?

. what are the transitional arrangements for the changes in accounting
practice
" what are the implications for local authorities with such transactions?

These issues are considered below.

Changes to the Code’s Provisions in Relation to Modifications or Exchanges or
Financial Liabilities that do not Result in Derecognition

The Secretariat is of the view included in CIPFA/LASAAC’s consultation papers that
as the provisions of IFRS 9 have not changed in this area, then any change risks
adapting or interpreting the Code. The updated accounting practices will be able
to be communicated more quickly by means of the CIPFA Bulletin. The Secretariat
would therefore recommend maintaining the original position in the consultation
papers and not amending the Code.

As these Changes have not Amended IFRS but were Introduced by an Amendment
in the Basis of Conclusions of a Standard When Do They Apply?

The Secretariat is of the view that the changes set out the IASB’s interpretation of
the relevant provisions of IFRS 9 and therefore the change in accounting practice
is likely to apply as of 1 April 2018, unless CIPFA/LASAAC takes an alternative
decision. A number of respondents to the consultation appear to agree with this
position.
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What are the Transitional Arrangements for the Changes in Accounting Practice?

As these changes to accounting practice apply on adoption of IFRS 9, it could be
that these amendments would be picked up by the normal application of IAS 8
Accounting Policies, Changes in Accounting Estimates and Errors. However, as
these changes have been confirmed quite late by accounting standards (and to be
consistent with the other reporting arrangements for the adoption of IFRS 9) the
Secretariat would recommend that the IFRS 9 cumulative catch-up approach to
retrospective restatement be applied. The impact of the changes in accounting
policy would therefore be reported by means of an adjustment to reserves with no
restatement of preceding year information. CIPFA/LASAAC’s views are sought on
whether this would be best communicated by additionally reporting this change in
an Update to the 2018/19 Code.

What are the Implications of the New Accounting Practices on Local Authorities?

The accounting implications are set out in the draft CIPFA Bulletin. This will mean
a change in the reported amortised cost for local authorities in question. The
resultant gain or loss would need to be recognised immediately in the 2018/19
financial statements. The view of the CIPFA Bulletin is these gains and losses are
technical adjustments that it would be difficult to recognise as General Fund
Balances. The Secretariat has already brought this issue to the attention of the
government and the devolved administrations. Some respondents to the
consultation are of the view that it is not the case that existing statutory
adjustments will apply. However, it is not clear as yet as to whether there are
strong views. It is also not clear at this juncture the regional application of these
issues. The Bulletin also currently includes two different treatments of premiums
and CIPFA/LASAAC's views are sought on the two options.

Annual Improvements to IFRS Standards 2015 - 2017 Cycle

A substantial majority of respondents (59%) agreed to the Code’s approach to the
adoption of the amendments to the standards introduced by the Annual
Improvements to IFRS Standards 2015 -2017 Cycle. One of the respondents
considered that the Code should signpost these changes. Such signposting was
introduced by Appendix D which lists the new standards to be adopted by the
Code. To assist with signposting the Secretariat has outlined the individual
amendments introduced by this set of Annual Improvements.

The Secretariat would note that a representative body raised an issue which it
considers is best dealt with in application guidance (see Appendix B row 5.3).

The Secretariat would note that these amendments have not yet been adopted by
the European Union (EU) but currently are anticipated to be adopted by the 1
January 2019 date for inclusion in the Code.

CIPFA/LASAAC is invited to agree the approach to the adoption of the
Annual Improvements to IFRS Standards 2015 -2017 Cycle.

IFRIC 23 Uncertainty over Income Tax Treatments

The majority of respondents agreed with the approach to the adoption of IFRIC 23
Uncertainty over Income Tax Treatments. There were no dissenting views. The
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Secretariat would note that IFRIC 23 has been adopted by the EU and therefore
can be adopted in the 2019/20 Code.

CIPFA/LASAAC is invited to agree the approach to IFRIC 23.

Scottish Local Authorities: Presentation of Transfers to or from Other
Statutory Reserves

There was not a substantial response to this consultation question; only four
respondents expressed a view. No substantial issues were raised.

CIPFA/LASAAC is invited to agree the approach to Scottish Local
Authorities: Presentation of Transfers to or from Other Statutory
Reserves

Scottish Local Authorities: Presentation of Statutory Adjustments for the
Revaluation Element of Depreciation

Again there was not a substantial response for this question. A firm raised the
issue that the text of the amendment was not consistent with the text in IAS 16
Property, Plant and Equipment paragraph 41. The Secretariat has therefore
redrafted the relevant paragraph to more closely align with paragraph 41.

As this is not a statutory adjustment the Secretariat has moved the text of the
paragraph to the revaluation provisions in section 4.1. The firm also requested
confirmation as to whether this approach was voluntary. The Secretariat would
note that the consultation papers proposed a voluntary approach to this
amendment. LASAAC may decide to mandate this approach for Scottish local
authorities.

Only one audit body suggested that the position could be extended across the UK.
However, no other respondents raised this issue. The Secretary would note that
the statutory position in relation to capital accounting is different across the UK on
this issue and therefore has maintained this change as a Scottish issue in
accordance with the proposals.

CIPFA/LASAAC is invited to agree the approach to Scottish Local
Authorities: Presentation of Transfers to or from Other Statutory
Reserves

Apprenticeship Levy

The majority of respondents (69%) agreed with the approach to the
Apprenticeship Levy as outlined in the consultation papers.

A number of the dissenting views appeared to be in relation to the fact that there
were no cash transactions. The Secretariat is of the view, however, that this does
not negate the accounting approach recommended by the Code.

An audit body indicated that this was a departure from the normal process in the
Code ie normally application guidance (even application guidance from accounting
standards) was not included in the Code. The Secretariat concurs with this view.

A firm indicated that it was of the view that there should be a different accounting
treatment and therefore if an Update of the 2018/19 Code provisions were issued
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then these provisions should be included with that. The Secretariat does not
concur that application guidance should be issued in an Update to the 2018/19
Code.

A representative body and a firm referred to application issues. More detail is
provided in Appendix B rows 10.3 and 10.6.

CIPFA/LASAAC is invited to consider the points raised above and confirm
its approach to the Apprenticeship Levy.

References to Legislation

The majority of respondents agreed with the approach to the references to
legislation. There were no dissenting views.

CIPFA/LASAAC is invited to agree the approach to references to
legislation.

It is anticipated that amendments to the Local Authorities (Capital Finance and
Accounting) Regulations 2003 will cover the IFRS 9 statutory overrides.
CIPFA/LASAAC is invited to consider whether it wishes to issue an Update to the
2018/19 Code.

IFRS Conceptual Framework for Financial Reporting (March 2018)
Framework

An overwhelming majority of respondents to the consultation (97%) either made
no comment or supported the proposals for Chapter Two.

Users of financial statements

A respondent from an audit body suggested that there was an apparent
inconsistency between the financial statements being produced for service
recipients and the requirement for readers to have knowledge of the authority’s
business and economic circumstances. The Secretariat has added a footnote to
clarify that the requirement for readers to be knowledgeable still applies.

(More detail is provided at Appendix (B) row 12.2).

Measurement

A respondent from a local authority expressed disagreement with the proposals.
They suggest that the material on measurement based on the 2018 conceptual
framework was unclear and proposed various amendments. The Secretariat agree
that one of the sentences from the conceptual framework is unclear and
unhelpfully refers to terms which have not yet been defined; deleting this
sentence improves clarity without adverse effect. Reviewing the respondent’s
other proposed amendments highlighted a number of issues in the pre-2018/19
drafting that may be confusing, particularly in the light of the increased focus on
measurement bases. The Secretariat has made amendments to the Code Draft to
simplify and clarify in line with the respondent’s comments. (More detail is
provided at Appendix (B) row 12.3).

CIPFA/LASAAC is invited to agree the approach to the Conceptual
Framework
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Adaptations/Interpretations and Statutory Adjustments

The majority of respondents agreed with the approach to adaptations and
interpretations. An audit body considered that it may be useful to link the two.
The Secretariat is not clear on the proposal but is wary that this may create more
confusion and has not made any further changes.

CIPFA/LASAAC is invited to agree the approach to commentary in the
Code on adaptations/interpretations and statutory adjustments.

On the change to the Memorandum of Understanding between the Relevant
Authorities it appeared that the Manuals under the MoU would only refer to
adaptations and therefore in 2013/14 most of the references to ‘interpretation’
were removed and these were replaced by the term ‘adaptations’. This hasn't
been the case and indeed the Code has introduced a small number of
interpretations. Following the clarification of the terms ‘adaptation’ and
‘interpretation’ the Secretariat suggests that it is now necessary to reinstate the
previous references to interpretations at the beginning of each section of the
Code.

CIPFA/LASAAC is invited to agree this approach.
Post Implementation Reviews and Other Issues
Group Accounts - Prominence

The majority of respondents over 20 (primarily local authorities) were of the view
that the current approach in the Code allowed local authority circumstances to be
properly reflected. Local authority respondents largely indicated as the council tax
setting body that the single entity financial statements should still be paramount
and these statements were the most relevant to the users of local authority
financial statements. The Code allowed Group transactions to be properly
represented in that context.

Two of the detailed commentaries by local authorities are included in Appendix B
row 14.1A. They illustrate local authorities’ views that the Code allows local
authorities to appropriately reflect transactions and reflect local circumstances.
This is perhaps best demonstrated by comments by police bodies that are able to
produce Group Accounts as this best represents the financial circumstances and
relationship for the Police and Crime Commissioners and the Chief Constables as
corporates sole and the Police Fund is best assessed from the Group Accounts
perspective between these two bodies.

A small number of entities mainly represented by firms indicated that there were
issues with local authority Group Accounts - one firm set out issues relating to
presentation and disclosure in both questions 14 and 15 (see rows 14.2 and 15.3
of Appendix B). The Secretariat is of the view that these are application issues and
not (yet) an issue for the Code.

A second firm suggested including commentary in the Code on positioning.
However, it is of the view that this may impact on streamlining and suggested a
columnar approach to group presentation. An audit body also suggested
consideration of a columnar approach. The Secretariat does not recommend this
as the depth of local authority response to this question is that:
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. users should be able to understand the primary sovereign nature of local
authorities as a part of the council tax setting process - local authorities are
not like other public sector organisations in this regard

. where Group Accounts become more prominent local authorities have the
ability to reflect those circumstances.

13.5 The responses to the second question on Group Accounts (question 15) indicated
that most respondents were of the view that the Code provided appropriate
signals in relation to Group Accounts disclosures. As noted above audit firms
indicated that more signals could be given.

13.6 The Secretariat is of the view that currently most of the issues appear to be issues
of application. The Secretariat would highlight that CIPFA's principal publication on
Group Accounts is due to be updated next year and application issues can be
considered in the update of that publication. The Secretariat would recommend
that CIPFA/LASAAC does not make any changes to the Code at this juncture but
includes this on the work programme for a follow up review in (say) year three of
CIPFA/LASAAC's five year work programme. The issues raised can also be
considered within any future streamlining project.

CIPFA/LASAAC is invited to consider its approach to the development
programme for Group Accounts.

Public Sector/Business Combinations

13.7 The largest response rate (which indicated a preference) to the question of
whether more guidance might be needed on the application of IFRS 3 Business
Combinations indicated that 29 per cent (10) respondents did not consider that
additional provisions needed to be included in the Code. This was whilst 23 per
cent considered that additional guidance was needed. Rows 16.2 and 16.3 show
balanced differing views from the audit firms with one considering extra guidance
was needed and the other firm and some local authorities considering that the
Code did not need further guidance. The largest response rate, however, was from
respondents not commenting on this issue.

13.8 The Secretariat is therefore of the view that a clear case has not been made to
augment the guidance on IFRS 3 in the Code and would therefore recommend
that no further changes are made to the Code at this juncture but that
CIPFA/LASAAC hold this issue for long-term review.

CIPFA/LASAAC is invited to consider its approach to the adoption of IFRS
3 in the Code.

Local Government Reorganisations and Other Combinations

13.9 The majority of respondents (expressing a preference) indicated that they were of
the view that no further changes be made to the Code in this area. There was not
substantial detailed commentary but CIPFA/LASAAC is invited to note the
comments in rows 17.2 to 17.4 of Appendix B. The Secretariat can see no
compelling argument to amend the Code.

CIPFA/LASAAC is invited to consider its approach to local government
reorganisations and other combinations.
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Recognition of Income for Third Party Payments for Service Concession
Arrangements

13.10 The majority of respondents expressing a view on this issue considered that it
would be useful to specify a treatment for the recognition of income for third party
payments for service concession arrangements. It would appear that the majority
of respondents providing commentaries considered that the approach in IPSAS 32
Service Concession Arrangements: Grantor should be used (ie a deferred income
approach). This included a firm that produced a detailed paper on the issue and a
Treasury Management Advisor (with supporting local authorities). The Secretariat
would note that this is at odds with the position in UK GAAP.

13.11 As was recommended in paper 07 11-18 (a) the Secretariat is of the view that a
sub group be established next year to consider service concession arrangement
accounting. The Secretariat would recommend that the accounting requirements
for service concession arrangements as a whole be reviewed with a focus on the
measurement of the service concession arrangement liability and the recognition
of income for third party payments.

13.12 The Secretariat would recommend that a group be established with local
authorities that have service concession arrangements and experts in the field.
The sub group should also consider the approach taken by UK GAAP on the
recognition of third party payments.

CIPFA/LASAAC is invited to consider the comments above and whether it
agrees with the establishment of a sub group on accounting for service
concession arrangements.

Streamlining - Trading Operations Disclosure

13.13 The response to question 19 was finely balanced with a larger number of
respondents finding the information on trading operations useful. A number of
respondents did not. It is therefore difficult to recommend the removal of the
disclosure if respondents consider the information useful.

13.14 The Secretariat has based its recommendations on two responses. The response
of a firm indicated (as did the consultation documentation) that as this disclosure
was not required by either IFRS or statutory provision it should not be included in
the Code. Additionally, the representative body commented:

‘any initiative to reduce the burden on preparers is welcome. Where authorities
felt that trading operations were significant they would still have discretion to
make disclosures’

13.15 The Secretariat would therefore recommend that CIPFA/LASAAC removes this
disclosure for local authorities in England, Northern Ireland and Wales. As noted
by the representative body if this transaction is material or significant to a local
authority it can and should include the relevant disclosures consistent with IFRS.

CIPFA/LASAAC is invited to consider whether it wishes to remove the
trading operations disclosure for local authorities in England, Northern
Ireland and Wales.
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IASB Materiality Practice Statement

13.16 The majority of respondents agreed with the approach outlined in the consultation
papers that the IASB Materiality Practice Statement should not be referred to in
the Code and therefore the Secretariat has not made those amendments. A small
number of authorities considered that the Code should include it by means of
cross reference. The Secretariat is of the view that this may cause confusion
particularly as the Practice Statement is written from the perspective of private
sector entities.

13.17 The Secretariat would also highlight those comments which indicated that CIPFA
could consider issuing a form of application guidance based on the principles
included in the Practice Statement. The Secretariat would note that the
Streamlining guidance currently being drafted does this. The Secretariat will keep
this issue under review.

CIPFA/LASAAC is invited to confirm the position in the ITC that the Code
will not refer to the IASB Materiality Practice Statement.

Complex Financial Instruments

13.18 The largest number of respondents indicated that there were no complex
instruments which require specific focus in the Code. A firm and other respondents
were of the view that the financial instruments standards covered by the Code
provided sufficient guidance.

13.19 One firm particularly requested that the interpretation on contracts with Lender
Option Borrower Option (LOBO) clauses should be rearticulated in respect of the
call options to which it refers and the contracts to which it applies. The Secretariat
takes the point but is of the view that this is addressed by the clarification
statement issued by CIPFA/LASAAC. It is also concerned that by attempting to
define these complex concepts that there is a possibility that more confusion may
arise. However, it would welcome CIPFA/LASAAC's views on this issue.

CIPFA/LASAAC is invited to comment on whether it considers the
interpretation in relation to contracts with LOBO clauses should be
rearticulated.

13.20 The same firm was of the view that more guidance should be issued on particular
examples of contracts with LOBO clauses. The Secretariat would note that the
Local Authority Accounting Panel considered this issue in detail in a single issue
meeting on the subject and decided not to issue detailed application guidance.

CIPFA/LASAAC is invited to note the comments above.

13.21 A Treasury Management Advisor and a number of authorities were of the view
that index linked bonds needed to be considered by CIPFA/LASAAC. The
Secretariat is not clear what particular aspect requires special treatment in the
Code. The Secretariat would note that differing treatment may not necessarily
mean that the accounting treatment is incorrect. The application of paragraph
B5.4.5 is a complex area. The Secretariat would caveat that this is likely to be an
issue of application rather than for specific provision in the Code.
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CIPFA/LASAAC is invited to consider whether it wishes to include
accounting for index linked bonds in the development programme for the
Code next year.

English Local Authorities: Accounting for Non-domestic Rates for the 100 Percent
Rate Retention Pilot Authorities

13.22 A substantial majority of respondents agreed with the proposals in the
consultation documents with a number indicating that the percentages for the
relevant shares would change but the accounting principles/requirements would
remain the same.

13.23 One authority raised an issue in relation to the business rate pooling - see row
22.2 in Appendix B. However, the Secretariat is of the view that this is not as a
result of the provisions in the Code. The Secretariat will consider whether
application guidance on business rate pooling will resolve this issue and will keep
CIPFA/LASAAC updated.

CIPFA/LASAAC is invited to agree that it will not make any amendments
to its provisions on business rate for the 100 per cent rate retention pilot
authorities.

14 Further Areas Question

14.1 The responses to the question inviting interested parties to consider whether there
are any areas of the Code where its provisions may be augmented are listed in
Appendix C. The Secretariat would note that most of these issues are either issues
of application or issues which could be usefully be considered under different
projects of CIPFA/LASAAC’s work programme.

CIPFA/LASAAC is invited to comment on the Secretariat’s analysis of
these issues.

14.2 The Secretariat would also highlight a comment included annually by a firm either
in its covering letter or in the response to this question that the Code should
follow the approach of the FReM and only include the provisions where there are
formal adaptations or interpretations. CIPFA/LASAAC has been clear that it does
not want to adopt this approach, although the Away Day did agree a review of the
numbering and some of the formatting of the Code. This latter issue is included in
the first draft of the five year work programme.

CIPFA/LASAAC's is reconfirm this position.
15 Draft 2019/20 Code

15.1 In addition to the amendments outlined above a number of other changes to the
2019/20 Code will need to be made:

. The amendments to the Code that were not EU adopted in time for inclusion
in the 2018/19 Code ie Amendments to IAS 40 Investment Property:
Transfers of Investment Property, and Annual Improvements to IFRS
Standards 2014-2016 Cycle have now been adopted by the EU and have
been included in the Code Draft.
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. IPSAS 41 Financial Instruments has been issued by IPSASB (the IPSASB
equivalent of IFRS 9). The Secretariat is of the view that references to IPSAS
41 will need to replace IPSAS 29 Financial Instruments: Recognition and
Measurement in Chapter Seven (Financial Instruments) of the Code.

. At the end of each section, areas which have been updated substantially will
be noted whilst those which have not changed will be described as such.

. A number of minor amendments identified as a result of the consultation
process or final review will be corrected by the Secretariat.

CIPFA/LASAAC is invited to note the comments

Recommendation

CIPFA/LASAAC is invited to consider the individual issues brought to its attention
above and consider the 2019/20 Code for approval.
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List of Respondents

Appendix A

Bridgend County Borough
Council

Calderdale Metropolitan
Borough Council

Cleveland Police and Crime
Commissioner and Chief
Constable

Daventry District Council

East Ayrshire Council

Essex County Council

Gwynydd County Borough
Council

Hampshire County Council

Greater Manchester Fire and
Rescue Service

Greater Manchester
Combined Authority

Kent County Council

Kettering Borough Council

Leeds City Council

London Borough of Hillingdon

London Borough of Sutton

Manchester City Council

Neath Port Talbot County
Borough Council

North Somerset Council

Oxfordshire County Council

Orbis*

Plymouth City Council

Royal Borough of Kingston
Upon Thames

Sheffield City Council /
Sheffield City Region
Combined Authority

South Lanarkshire Council

Southampton City Council

Torfaen County Borough
Council

Wakefield Council

Society of District Council
Treasurers

Audit Scotland

BDO LLP

Hymans Robertson LLP

Ernst & Young LLP

Grant Thornton UK LLP

Arlingclose Limited

Link Asset Services Limited

Orbis for (Brighton and Hove County Council, East Sussex County Council and Surrey
County Council) and on behalf of the East Sussex Fire Authority
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CL 08 11 18 Appendix B

SUMMARY OF CONSULTATION RESPONSES

Note — a group of interested parties best described as professional accounting firms that audit
local authorities is abbreviated in this Appendix to “firm”’ or “firms”

Amendments to IAS 19 Employee Benefits: Plan Amendment,
Curtailment or Settlement

Question Agree Disagree No
Comment
1 Do you agree with the approach to 18 7 10
adoption of the Amendments to IAS 19
Employee Benefits: Plan Amendment, (51%) (20%) (29%)
Curtailment or Settlement? If not, why
not? What alternatives do you suggest?

Question

2 What do you consider the practical impact of the adoption of the Amendments to
IAS 19 Employee Benefits: Plan Amendment, Curtailment or Settlement will be for
you or your organisation? Please provide details.

Issue Secretariat Response

Question 1- Agree with the Approach to the Adoption of the IAS 19
Amendments?

1.1 The majority of respondents support The Secretariat has no further
the approach outlined in the Exposure | comments.

Draft in relation to these
amendments. A small number of local
authority respondents commented it
would represent a better
measurement. A firm commented:

‘we believe using updated
assumptions to determine current
service cost and net interest for the
remainder of an annual reporting
period following a change will provide
more useful information to users of
the financial statements.’

1.2 Most dissenting respondents either The Secretariat would note that the IASB
referred to a response by an actuary in the basis of conclusions is clear that:
or provided a similar response to the
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Issue

Secretariat Response

actuary that provided its comments to
the IASB’s consultation. The actuary
is of the view that:

‘we believe that the change is
unnecessary and may, in some
circumstances, be entirely
impractical’.

The actuary continued that:

‘The proposal could make budgeting
more difficult, or could lead to
sponsors "gaming” the system’

and most importantly commented:

‘There is a more material issue arising
in the Local Government Pension
Scheme in the UK, which is a funded
defined benefit plan typically operated
by local authorities. It is not unusual
for a given authority to oversee a
multiple number of curtailment events
in a given year, for instance due to
outsourcings or academy school
conversions. The proposals as drafted
would appear to require the re-
measurement of net interest cost and
current service cost after each and
every one of these events.’

‘it is inappropriate to ignore the updated
assumptions ... In the Board’s view,
using updated assumptions to determine
current service cost and net interest for
the remainder of the annual reporting
period provides more useful information
to users of financial statements and
enhances the understandability of
financial statements.’

The Secretariat is of the view that overall
there are no particular local government
circumstances which would technically
require an adaptation or interpretation.
However, as CIPFA/LASAAC is aware the
Memorandum of Understanding between
the Relevant Authorities does include as
an indicator for adaptation:

‘Practical difficulties with implementation
in the public sector or cost/benefit
considerations’.

CIPFA/LASAAC is invited to consider the
practical issues below to assess whether
they are such that an adaptation might
be required because of the practical
difficulties that arise.

1.3

An authority commented:

‘Doing so is also unlikely to be helpful
to the users of the accounts; adds to
the cost and time to undertake the
calculations, and lengthens the
disclosure due to the additional
assumptions being disclosed
particularly if there are multiple
events during the year at different
dates. The current proposals may add
unnecessary complexity to both the
calculation of IAS 19 figures and their
disclosure. For example, many local
authorities transfer staff to academy
schools on a monthly basis. At the

The Secretariat would request that
CIPFA/LASAAC notes this commentary
on the cost of application. The
Secretariat would note that an
option might be to require that the
Code only makes the
remeasurements for material
changes to schemes’ liabilities.

See below.
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Issue

Secretariat Response

extreme, if each transfer is material
at authority level, the proposed
changes to IAS 19 would require re-
measurement of P&L items on a
monthly basis, using a different set of
financial assumptions for each month,
and disclosure of up to 12 sets of
assumptions in the pensions note, yet
overall liabilities transferring could be
no more than 1% of the employer’s
liabilities. A proportionate and
pragmatic approach should be
encouraged and therefore if these
proposals are to be adopted we would
like to see some guidance permitting
local authorities to not apply the
requirement of (existing) 6.4.3.14, or
the new proposals, if doing so would
not have a material impact on the
amounts recognised.’

Question 2 - Practical Impacts

2.1

Most of the practical issues are covered by the actuary’s response which was also

provided either in full or in part by a small number of authorities:

‘We feel that in the majority of circumstances the adoption would be entirely
impractical to implement. The following practical aspects would be impacted:

»  significant increase in the complexity of the IAS19 process and calculations
we would have to carry out for local authorities.

= each local authority report effectively being produced in a batch of 1
(removing the benefits of economies of scale within our typical LGPS

reporting exercises)

» significantly increased actuarial fees to handle the added complexity of the

calculations and reporting

* a new reporting framework may have to be agreed upon (by who?) to
capture the level of detail local authorities show in their accounts on the
methodology and assumptions used for each known date a material
amendment, curtailment or settlement occurred

» extended timescales for the production of IAS19 reports.
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Issue Secretariat Response

‘If the change was incorporated into the CIPFA 19/20 Code, we simply feel there
is no tangible gain for local authorities. The change goes against the grain of
public sector best value accounting (fast and cost effective IAS19 reporting for
the taxpayer).

‘Finally, we do note the comment under point 25 regarding materially
considerations. However, there are also further practical considerations in this
regard.

»  How would a local authority and its auditor determine materiality? In our
experience local authorities and (in particular) their auditors take different
views on certain accounting aspects, so that (for instance) what is
considered immaterial in one case is regarded as material in another; the
unpredictability and unevenness of the likely reactions to this change would
in itself add cost and delay to the pension accounting process.

=  We are finding it difficult to construct scenarios where an amendment,
curtailment or settlement (i.e. an academy conversions) could be considered
material enough to the local authority to justify the additional reporting costs
required to comply strictly with the IAS19 standard.

'As a result of the above and in the absence of explicit guidance from CIPFA, we
currently have no intention of adopting this change within our annual local
authority IAS19 exercises, and instead will state that we assume the settlements
occurring during the year would be considered immaterial for this purpose. We
believe our local authority clients would not welcome the alternative additional
complexities or the additional costs of reporting.

'Please note we will be sharing our above consultation response with our local
authority clients as some have asked us for our views on these IAS19
amendment questions.

2.1R

The Secretariat invites CIPFA/LASAAC to note this response. The
Secretariat would note that it would be for the authority to set its own materiality
based on the specifications of the Code. The Secretariat has sought the views of
other actuaries to give more consideration to the practical issues that arise.

The Secretariat is of the view that there appear to be two choices dependent on
the evidence from the actuaries:

1) include an adaptation to not amend the Code for such transactions,
however, the difficulty that arises is that this would ignore material plan
amendments, curtailments and settlements.

2) amend the Code and make it a requirement that the remeasurements are
only made for material transactions.
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Issue

Secretariat Response

drafting approach.

CIPFA/LASAAC'’s views are sought on these choices. Currently the
Secretariat has followed the second option to demonstrate a possible

impact of restructuring as it was a
part of the Northamptonshire area.

2.2 Other respondents also noted the The Secretariat is of the view that the
costs of the change, particularly the estimates would need to take into
costs of the work of actuaries. Two account material changes in
authorities sought the views on how circumstances, in this case the
the estimation processes would work amendments, curtailments and
as they supplied data for months 1 to | settlements in question for the remaining
10 with the actuaries forecasting the two months.
remaining information.

No further amendments to the Code
Draft.

2.3 A firm responded that it was of the The Secretariat is of the view that the
view that CIPFA/LASAAC should Code should not include application
provide application guidance on guidance on materiality for one issue
materiality as this is a complex area. even where it is complex.

No further amendments to the Code
Draft.
2.4 Another authority sought views on the | The Secretariat would note that this

would be an issue to be considered with
government on the finalisation of local
government reorganisation of an area.

No further amendments to the Code
Draft.

Amendments to IFRS 9 Financial Instruments: Prepayment

Features with Negative Compensation

Question

Agree Disagree No Comment

Do you agree with the approach to
adoption of the Amendments to IFRS 9
Financial Instruments: Prepayment
Features with Negative Compensation? If
not, why not? What alternatives do you
suggest? Please also comment on
whether this may have any financial
impact on local authority transactions.

23 0 12

(66%)

(0) (34%)

Do you agree with CIPFA/LASAAC that
the amendments in relation to

15 7 13
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modifications or exchanges of financial
liabilities that do not result in
derecognition do not require change to
the Code? If not, why not? What
alternatives do you suggest? Please also
comment on whether this may impact on
local authorities accounting policies in
this area.

(43%) (20%) (37%)

Issue

Secretariat Response

Question 3- Approach to IFRS 9 - Prepayment Features with Negative

Compensation
3.1 | The approach was supported by the No further commentary.
majority of respondents to the Code
consultation.
3.2 | A small number of respondents The Code had been drafted from the
indicated that they were of the view perspective that this was not a
that this was not a common transaction | common transaction for local
for local authorities. A Treasury authorities.
Management Advisor indicated that it
did not have any clients with relevant
transactions.
3.3 | A small number of 