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TITLE 

IFRS International Financial Reporting Standards

RECOMMENDATIONS 


It is recommended that members:

a) consider the contents of the report and, should they wish, request further detail on any issue of concern;

b) note the requirement to produce accounts compliant with the IFRS code;

c) note the IFRS project team’s progress; 
d) provide leadership and support at a corporate level, when and if this becomes necessary, to ensure the smooth implementation of IFRS across the Council

EXECUTIVE SUMMARY
Until 2008/09, the statutory basis for the Council’s accounts has been the Statement of Recommended Practice (SORP) which is CIPFA/LASAAC’s interpretation of UK generally-accepted accounting practice (UK GAAP). The statutory basis will change to International Financial Reporting Standards (IFRS) in full for 2010/11 and in part for the 2009/10 accounts.

BACKGROUND DOCUMENTS 


Draft IFRS code of practice (CIPFA)
Local Government Accounts Workshop 2009/10 hosted by the Audit Commission on 13 January 2010 
Various other resources listed on the IFRS intranet page

ASSESSMENT OF RISK 


Medium. 
The Finance division has robust financial reporting processes and works closely with Audit Commission auditors. However, IFRS treatment includes some significant differences from SORP standards. There are therefore risks of error in its first-time adoption, particularly that the requirements of the code may be misinterpreted or that insufficient data is captured to properly account for some transactions.

The government has expressed its intent to issue regulations to mitigate the impact of IFRS where its different treatment has a bottom-line effect. However, such regulations are as yet unconfirmed and, for example, an initial measurement of the impact of the IFRS holiday accruals rules is a £10.5 million call on the general fund balance.

The timeliness and quality of the Statement of Accounts under IFRS will contribute to the Financial Reporting key line of enquiry within the CAA Use of Resources assessment.
	


SOURCE OF FUNDING 
The finance division revenue budget will absorb additional report preparation costs arising from IFRS. 
IFRS project work is carried out within existing staff resources and the IFRS team has deliberately avoided bringing in consultants in order to keep costs down. However, should a need for a particular specialist resource arise that cannot be met from the team, this policy will be reconsidered. 
Additional valuation work to allow for IFRS compliant fixed assets accounting will incur a relatively small additional fee from Urban Vision, which can be absorbed within the finance division budget.
	


LEGAL ADVICE OBTAINED 
Not applicable.

	


FINANCIAL ADVICE OBTAINED 
This report has been produced by the Finance division. 
	


CONTACT OFFICERS


Chris Hesketh

Tel: 793 2668




e-mail: chris.hesketh@salford.gov.uk
Geoff Topping
Tel: 793 3240



e-mail: geoff.topping@salford.gov.uk

	


WARD(S) TO WHICH REPORT RELATE(S) 
All

	


KEY COUNCIL POLICIES 


Budget Strategy; Capital Strategy


REPORT DETAILS

1. Introduction
1.1 In an increasingly global economy, the need for a consistent, high quality set of accounting standards, applicable internationally, has become ever greater. Many countries have therefore begun to adopt International Financial Reporting Standards (IFRS).  The EU has prescribed IFRS for listed companies and UK government has committed to their adoption across the public sector.
1.2 Up until 2008/09, the statutory basis for the Council’s accounts has been the Statement of Recommended Practice (SORP) which is CIPFA/LASAAC’s application of UK generally-accepted accounting practice (UK GAAP) for the public sector. 
1.3 The statutory basis for the Council’s financial reporting will change to IFRS in full for 2010/11 and in part for the 2009/10 accounts. 
1.4 This report outlines the timetable for transition to IFRS and the planning process implemented in Finance to ensure the transition is carried out successfully.

2. Project team

2.1 The Finance division has set up a core project team to implement IFRS. This comprises primarily members of the corporate accountancy team with strong technical accounting skills. Other specialists are invited/consulted with as the need arises, for example finance colleagues with detailed knowledge of PFI schemes and Urban Vision valuers.
2.2 The work of the team has so far included:
· assessing the impact of each section of the draft code as it appears on the CIPFA website
· reporting to senior finance management as required
· capturing sample data on absence accruals across the Council
· liaison with valuers in Urban Vision to ensure that adequate asset information will be available
· introductory training to accountants
· capturing data on leases
2.3 Details of the team’s activities are held on its intranet page at http://intranet.salford.gov.uk/customer/finance/finance-accountancy/ifrs.htm. 
2.4 The team is now beginning to focus on assessing the Council’s leases, which is an area of significant change under IFRS and one that has caused previous adopters, including the NHS, particular problems.
2.5 The implementation process has recently been audited by internal audit with a satisfactory outcome. 

3. Timetable

3.1 The first full year of IFRS accounting will be 2010/11. However, 2010/11 accounts will require full comparative figures for the previous year (2009/10) and thus an opening (transition) IFRS balance sheet will be required as at 1 April 2009. In fact, 2010/11 IFRS accounts will contain completely restated balance sheets for both 2009/10 and 2008/09. 
3.2 Furthermore, the IFRS rules on PFI schemes will be implemented a year early in 2009/10, ie this financial reporting year. This means that we are already well underway with the IFRS transition.
3.3 The IFRS team have a more detailed implementation timetable breaking down each step to adoption of IFRS. Progress against this timetable is satisfactory. Providing that the team continues to receive cooperation from other directorates, it is anticipated that IFRS will be successfully implemented on-time at a minimal cost. 
4. Key areas

4.1 Under IFRS, accounting policy changes are retrospective. That is, they are reflected n the opening balance sheet as if the Council had always accounted under IFRS. This affects the accounting treatment of various areas, primarily as set out below.
Holiday accruals 
4.2 For employees with untaken leave, banked leave or accrued flexitime at 31 March, an accrual for the value of this leave will need to be included in the balance sheet as it represents a liability of the Council, and balances adjusted accordingly. 
4.3 The effect on the general fund balance on first-time adoption is estimated at £10.5 million, which it is hoped and expected will be reversed by an accounting adjustment under mitigating regulations. Thereafter, the fluctuation from year-to-year will be less, although it cannot yet be quantified. 
4.4 The Council’s change to individual leave years will make the measurement more difficult although, providing adequate information is able to be captured on a significant sample of employees, this should not be too much of a problem.
Service concessions
4.5 IFRS contains rules to determine whether a contract or arrangement counts as a “service concession”. This applies where, although the Council may not in legal form own an asset used in the provision of a service, its control over the use of the asset or a residual interest in it requires it nevertheless to be included on the Council’s balance sheet and depreciated over the life of the arrangement. Key problems are identifying all potential arrangements, assessing them against IFRS criteria and then calculating relatively complex accounting consequences, including an MRP charge. 
4.6 Service concessions include:
· PFI schemes which, as noted earlier, need to be accounted for under IFRS this year
· possibly LIFT/Gateway buildings: our current assessment is that the Eccles scheme will be caught under these rules
· possibly the “homes to trust” arrangement within community health and social care
· possibly other, as-yet-unidentified arrangements: service accountants have been asked to consider what else might be caught
Leases 
4.7 The definition of operating leases changes under IFRS and some existing operating leases may be reclassified as finance leases. These will need to be accounted for as separate leases of land and buildings, and will also appear on the balance sheet. 
4.8 An important part of preparing the transition balance sheet is reviewing all the Council’s leases, both as lessor and lessee, and identifying any reclassifications. The IFRS team is currently assessing property leases, where contributions from Urban Vision colleagues have been invaluable, and vehicle leases. The team is aware of a number of equipment leases, for example MFPs and ICT equipment that need to be brought into consideration. 
4.9 While the accounting is more complex where a lease requires treatment as a finance lease, this is again not too much of a problem provided that the data can be captured. Again, the problem is to identify all arrangements, with leases entered into by schools being potentially the most difficult to collate. IFRS furthermore requires that a part of any arrangement that is in effect a lease, even if the arrangement is not so-called, are treated the same. Previous adopters of IFRS have had particular difficulties in identifying these “embedded leases”. Service accountants have been asked to assist in identifying all lease and embedded lease arrangements.
Property plant and equipment accounting
4.10 Fixed asset classifications change under IFRS. In most cases, this reclassification will not cause particular difficulties, although it will require some assets to be valued/revalued on a different basis. The main problem introduced by IFRS is component accounting, whereby different components of an asset that have a cost significant in relation to the total cost of the item have to be identified and depreciated separately, potentially over different periods. Components might be different buildings on a site but they might equally be the roof, the rest of the structure or associated plant. Valuation of components will increase the workload of valuers and a group accountant on the IFRS team has worked closely with Urban Vision colleagues to ensure that IFRS requirements can be met. 
Other
4.11 There are other areas affecting calculations and disclosures within the statement of accounts, although none where a significant burden is expected. Experience in other organisations that have already adopted IFRS suggests that the statement of accounts can be up to twice as large with the additional reporting requirements.
Mitigation
4.12 The government has expressed its intent to issue regulations to mitigate the impact of IFRS where its different treatment has a bottom-line effect. However, such regulations are as yet unconfirmed and, for example, an initial measurement of the impact of the IFRS holiday accruals rules is a £10.5 million call on the general fund balance without a mitigating adjustment.

5. Conclusions and recommendations
5.1 Accounting under IFRS has areas of significant difference to the current accounting basis. The Finance division has set up a project team and is on target to successfully implement IFRS requirements. Some potential problems have been identified, particularly around the rules for service concessions (including PFI) and leases, and in valuing components of fixed assets.
5.2 It is recommended that members:

· consider the contents of the report and, should they wish, request further detail on any issue of concern;

· note the requirement to produce accounts compliant with the IFRS code;

· note the IFRS project team’s progress; 

· provide leadership and support at a corporate level, when and if this becomes necessary, to ensure the smooth implementation of IFRS across the Council

John Spink

City Treasurer

