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Item 6. LASAAC 23/08/18
To: 

LASAAC     
From:

Hazel Black
Date:

23 August 2018
Subject: 
IFRS 9 Financial Instruments - Investments
Purpose of Paper
1. At the last meeting I presented a paper which considered the need for a statutory intervention for IFRS 9, specifically for investments, recognising there may a financial impact (positive or negative) on General Fund balances from its adoption.
2. It was agreed that I would draft up statutory guidance which requires unrealised profits from investments to be the subject of a statutory adjustment. 
Statutory guidance - adjustment for unrealised profits (Option A – Annex A)
3. Annex A sets out the draft statutory guidance. Part 1 is complete and explains the approach. Part 2 is incomplete at this time.
4. The statutory adjustment calculation can be complex where a local authority has gains and losses (realised and unrealised) in both the General Fund and Financial Instruments Revaluation Reserve.   This can be seen in the flowchart created to illustrate the calculation and the resultant statutory adjustment.
Statutory guidance – statutory disclosure only (Option B – Annex B)
5. Given the complexities an alternative is to make the statutory intervention a statutory disclosure requirement, with each local authority required to act prudently when considering the balances in the General fund that are available to fund services in any financial year. 
6. Annex B sets out draft statutory guidance for a statutory disclosure based on realised and unrealised profits and losses as determined by the ICAEW and ICAS jointly issued technical release Guidance on realised and distributable profits under the Companies Act 2006 (Technical Release 02/17BL).
7. Since the last LASAAC meeting the Ministry of Housing, Communities and Local Government has issued their consultation on IFRS 9. It is proposing a time limited (three years to April 2021) statutory override to address losses on pooled investment funds.
8. No representation has been made to the Scottish Government by Scottish local authorities regarding losses from investments that will need to be charged to the General Fund from 1 April 2018. Representation has been made by a local authority raising concerns about holding unrealised profits in the General Fund.
9. Not requiring Scottish local authorities to transfer unrealised profits to a statutory adjustment account would be consistent with the approach being proposed for England. Requiring a disclosure to be made would make the amount of unrealised profits held in the General Fund transparent.
10. Having undertaken the work to draft the statutory guidance for both approaches the statutory intervention the Scottish Government proposes is this second option.
11. LASAAC is recommended to:
· Comment on the Scottish Government’s proposal to limit the statutory intervention to a statutory disclosure.
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