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1
PURPOSE

1.1 To inform members of the impending introduction of International Financial Reporting Standards to local authorities. This report also highlights the likely timeframes for introduction and the possible impact this may have on resources.

1.2 Relevance to the Council’s ambitions and priorities:

· Whilst not directly linked to the council’s ambitions, this report links most closely with the overarching ambition to be a well-managed council providing efficient services based on customer needs.

2
BACKGROUND

2.1 The annual financial statements for this council and all other local authority entities are currently prepared using accounting policies based on UK Generally Accepted Accounting Practice (UKGAAP).

2.2 In order to bring benefits in consistency and comparability between financial reports in the global economy and to follow private sector best practice, local government bodies are to move to preparing their financial statements using International Financial Reporting Standards (IFRS). These standards will be adapted as necessary for the public sector.

2.3 We now know that 2010/11 will be the first year for IFRS-based local authority accounts, but prior to that date we will need to prepare for the transition to this new basis. 

2.4 One year ahead of local government is the introduction of IFRS to Central Government and NHS Foundation Trusts. It is envisaged that it will be possible to learn valuable lessons from these bodies, as well as from the experiences of the private sector.

3 HOW WILL IFRS BE DIFFERENT

3.1 At the current time the full details of the impact IFRS will have on the council is not known. CIPFA anticipates that the 2009 Statement of Recommended Practice will be issued in September 2009. Consultation on the first IFRS-based Code of Practice on Local Authority Accounting is expected to begin in Spring 2009.

3.2 There are a number of unique features to local authority accounting such as Council Tax setting rules. It may be that there is a requirement for the CIPFA IFRS-based Code to provide certain interpretations of IFRS, but from the application of IFRS to central government and the NHS it would seem that special interpretations for the public sector are rare.

3.3 One of the key differences under IFRS is the accounting treatment of Private Finance Initiatives (PFI) accounting. Here at Ribble Valley we do not currently have any assets financed under PFI and therefore this major change will not affect us at the moment.

3.4 A number of areas where it is possible IFRS changes may impact on the council are:

· Fixed Assets – IFRS requires fixed assets to be held at ‘fair value’ as opposed to the current requirements for ‘current value’

· Leases – IFRS requires that the leases of land and buildings to be accounted for and disclosed separately. Also reassessment as to whether leases are finance or operating leases (basis has changed)
· Joint ventures and associates – under IFRS a local authority only needs the power to influence another entity (rather than to actually exercise it) for it to be treated as part of the group
· Financial Instruments – local government is introducing these early. They are quite complex and cover a large part of the balance sheet. There are a number of new and extensive disclosures.
· Investment Property – the IFRS based Financial Reporting Manual (I-FReM) interpretation states that these are properties held only for the purpose of earning rentals or for capital appreciation or both.
· Employee Benefits – under IFRS the council must account for untaken annual leave and lieu time on the balance sheet. 

3.5  These and other potential areas will need to be examined further over the coming months to establish the level of impact. 

4 KEY ACTIONS TO BE TAKEN

4.1 Although the council’s 2010/11 accounts will be the first to be prepared on an IFRS basis, there will be a number of key tasks to be undertaken prior to that time. These include.

· restating the 2009/10 accounts on an IFRS basis;

· the opening balances at 1 April 2009 will need to be on an IFRS basis

· Whole of Government Accounts (WGA) will be on an IFRS basis from 2009/10; and 

· The impact on budgets, the council tax, our systems and staff training are all areas which need to be considered.

4.2 It is recognised that in the private sector, introduction of IFRS was most successful where functions other than finance were also involved at an early stage, such as estates, procurement and IT.

4.3 In the private sector, 70% of the effort of the IFRS transition was seen to be in restating the balance sheet to be on an IFRS basis.

4.4 Shown at Annex 1 are some of the key actions that will need to be considered. In some instances it may not be possible to make substantial progress until further guidance is provided.

4.5 It is important that we engage with our external auditors throughout the transition period in order to establish any audit trail or working paper expectations, materiality considerations, preliminary views on accounting treatment, audit timetable and arrangements for ongoing communication.

5 CURRENT POSITION

5.1 A number of seminars on the introduction of IFRS have been attended and it is envisaged that further seminars will be attended over the coming months as further clarification on its application is given.

5.2 Discussions have taken place at countywide finance officer meetings on the possibility of arranging joint training, potentially in the early part of the new-year.

5.3 Consultation on the IFRS based Code of Practice for 2010 is currently expected to be in Spring 2009, although some elements have already been approved for such areas as leases.

6 CONCLUSION

6.1 Introduction of IFRS is a major change to public sector accounting and due to the nature and complexity of the conversion to IFRS adopting a structured approach to its implementation should ensure a smooth transition.

6.2 Although the council’s 2010/2011 accounts will be the first to be published under the new IFRS, there is much work to be carried out in the meanwhile.

6.3 Some of the preparatory work that is required before the full implementation of the IFRS may require the assistance of other service sections.

7 RECOMMENDED THAT COMMITTEE

7.1 Note the contents of the report.
7.2 Request further update reports as implementation of IFRS progresses.
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ANNEX 1

ACTIONS TO BE CONSIDERED

	Managing the IFRS conversion project
	

	Project set-up and management

	· Develop a working group of staff, utilising all affected services
	

	Project Governance

	· Inform Accounts and Audit Committee of potential implications of IFRS and regularly report to committee on progress made 

· Increase awareness at Management team level
	

	Resource levels and training

	· Review staffing resources and the current level of skills and any conflicting commitments

· Review any training needed to help facilitate the introduction of IFRS
	

	Internal and External Reporting
	

	Impacts on Performance Measurement

	· Review any strategic financial implications such as impact on estimates

· Any impact on measured performance against council ambitions.
	

	IFRS Financial Statements

	· Gain an understanding on what the likely impact will be on the presentation of the income and expenditure statement and balance sheet.

· Address any changes required due to new disclosure requirements
	

	Management Information and Internal Communications

	· Develop any changes needed to internal communications and management information.
	

	Reporting to external stakeholders

	· Establish ways in which to enhance the information published in such documents as the annual report
	

	Data, systems, processes and controls
	

	Data modelling and requirements

	· Establish how the required information is to be gathered in order to enable the transition

· Establish controls over data quality and data capture
	

	System enhancements and developments

	· Identify any system enhancements needed to meet any additional requirements under IFRS  
	

	Internal control environment, process development and other initiatives

	· Identify any other changes occurring across the authority which may need to be integrated with IFRS
· Process changes and controls – documentation compliant with corporate governance requirements
	


DECISION








Page 1

