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CANNOCK CHASE COUNCIL 

AUDIT & GOVERNANCE COMMITTEE 

18 MARCH 2010 

REPORT OF HEAD OF FINANCIAL MANAGEMENT 

IMPLEMENTATION OF INTERNAL FINANCIAL REPORTING STANDARDS 

1. Purpose of Report 

1.1 The purpose of this report is to advise Members of the Council on progress towards the 
transition from UK GAAP (Generally Accepted Accounting Principles) to International Financial 
Reporting Standards (IFRS). 

 

3. Summary (inc. brief overview of relevant background history) 

3.1 International Financial Reporting Standards (IFRS) for Local Government will be introduced 
from 1st April 2010 with transitional and comparative actions being required during the financial 
year 2009-10.  

3.2 The move to IFRS is ultimately an undertaking to allow the same reporting standards to be 
applicable in different countries making the Financial Statements more comparable. The move 
towards IFRS started firstly with public listed companies e.g. all public listed European 
Companies have been required to use IFRS since 2005. The Financial Statements of the NHS 
will be produced using IFRS from 2009-10. UK Local Authorities will adopt the IFRS framework 
for the financial year 2010-11. 

3.3 Members may be already aware that there are a number of International Financial Reporting 
Standards. The International Financial Reporting Standards listed below are published by the 
International Accounting Standards Board.   

• International Financial Reporting Standards (IFRS) issued after 2001 

• International Accounting Standards (IAS) issued before 2001 

• International Financial Reporting Interpretations Committee (IFRIC) issued after 2001 

2. Recommendations 

2.1 That Members:  

a) note the progress on the transition to International Financial Reporting Standards.  

b) note the further work still required to complete the transition. 
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• Standards Interpretations Committee (SIC) issued before 2001 

3.4 A further body The International Public Sector Accounting Standards Board (IPSASB) issues 
International Public Sector Accounting Standards (IPSAS) based on IFRS but IPSAS adapts 
IFRS to a public sector context. IPSAS generally maintains the IFRS accounting treatment and 
original text of the IFRS unless there is a significant public sector issue requiring a different 
treatment from an IFRS.  

3.5 The Chartered Institute of Public Finance and Accountancy recently issued its Code of Practice 
on Local Authority Accounting 2010-11 “The Code” based on International Financial Reporting 
Standards.  

3.6 Key changes from 2009 Financial Statements to 2010/11 are as follows: 

• Change in treatment of Grants and Contributions for capital purposes  

• Revised Financial Statements including a requirement for Segmental Reporting 

• Property leases may be required to be treated as separate leases of land and buildings 

• Investment Property to be measured at Fair Value and different treatments for revaluations 

• New non current asset category Assets Held for Sale introduced 

• Employee Benefits are accounted for as they are earned by the employee 

• Component Accounting concept is introduced prospectively from 1st April 2010 

4. Key Issues 

4.1 The introduction of IFRS has and will continue in the short term to require significant changes 
and workloads for Local Authorities. The officers have been working through the key IFRS 
issues that could effect the Financial Statements of this Council.  

4.2 Officers have been following a project timetable and plan which is based on a model CIPFA 
IFRS Plan adapted for this Council.  

4.3 The Audit Commission recently published a document titled Countdown to IFRS which details 
the progress made nationally and offers guidance on how to achieve the implementation.  

4.4 This does mention that the transition has not been aided in that official guidance and 
information has either not been released quickly enough, in a definitive format or is not 
currently available from CIPFA. This has lead to some confusion and panic. The 2010/11 
CIPFA guidance notes giving detailed information and building on the 2010/11 Code of Practice 
are not going to be issued until July 2010.  

4.5 Therefore, officers have been liaising with other officers at neighbouring authorities and have 
shared information and progressed key matters. Officers have been using what information is 
available to progress matters as far as practical. 
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4.6 Officers have also been liaising with the Council’s external auditors on the Project Timetable 
and Plan including progress on the key issues. 

4.7 After a praise of the key issues below a table is included detailing implementation progress and 
issues outstanding. 

4.8 Classification of Leases 

4.9 The Council has been required in previous financial years to determine whether leases are 
either operating or finance leases. A finance lease is a lease that transfers substantially all the 
risks and rewards incidental to ownership of an asset. An operating lease is not a finance 
lease.  

4.10 Previous accounting regulations required an analysis of whether a lease was a finance lease or 
an operating lease to be undertaken but the scope of whether a finance lease exists has been 
widened to now include consideration of arrangements which could be deemed to be a lease 
by their substance rather than their legal form. E.g. hire purchase, out sourcing arrangements,  

4.11 The Code potentially requires the land and buildings elements of a lease to be classified and 
accounted for separately. Previously these leases were accounted for as a single unit.  

4.12 Fixed Assets 

4.13 Investment Property – A property used solely to earn rentals or for capital appreciation or both 

4.14 An assessment of the Council’s asset portfolio has been undertaken and some re-classification 
will be required. On going discussions will take place with the internal valuer and agreement 
with the external auditors will be required. 

4.15 Assets Held for Sale – The code introduces a new classification with specific criteria. An 
assessment has been undertaken of any Council fixed assets that fall into this category. It is 
not believed any fixed assets fall into this category. 

4.16 Valuations – The Code introduces the concept of “Fair Value”. Whilst this is not major change 
from the previous valuations basis it has meant involving the internal valuer at key stages. Fair 
Value is the amount an asset could be exchanged between knowledgeable willing parties in an 
arm’s length transaction. Depending on their categorisation Council Fixed Assets will be valued 
at either Historical Cost, Fair Value or Existing use Social Housing 

4.17 Short Term Employee Benefits 

4.18 Previously there was no UK accounting standard that dealt with these benefits. The Code, in 
accordance with standard IAS 19 Employee Benefits, requires short term benefits which are 
due to be settled within 12 months of the year end to be recognised as a liability in the period 
earned. Examples of short term benefits relevant to the Council are Annual Leave, Flexi Time 
and Time in Lieu. This information will now have to be collected each financial year. 

4.19 In recognising this initial expense it will have a negative impact on the General Fund reserves. 
The method of how this expense is to be recorded has not been determined and CIPFA are 
consulting with stakeholders as to how the effect on General Fund will be mitigated. The most 
likely outcome will be the established of a new Employee Benefits Reserve. 
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4.20 Fixed Asset Components 

4.21 Individual fixed assets can be made up of many components parts e.g. a heating system within 
a building. From 1st April 2010 The Code requires the Council when incurring enhancement 
and acquisition expenditure on fixed assets to consider whether the component parts of an 
asset need to be shown separately for depreciation and revaluation purposes. This should only 
be considered, where the cost/value of those components is significant, in relation to the 
cost/value of the whole asset and the components useful life’s are different to the main asset.  

4.22 This part of the Code has received plenty of hype and CIPFA and RICS recently issued 
Valuations in Capital Accounting in which they said that componentisation is unlikely to prove a 
major issue and practically each new enhancement / acquisition needs to be considered on its 
merits in conjunction with the Council’s valuer.  

4.23 Financial Statements and notes 

4.24 Changes will be made to the Financial Statements and the notes. The Code 2010/11 details 
the changes in the text. However, no published revised financial statements showing the new 
format are available. The table below shows the revised statements. 

 

Order Old Name IFRS Name IFRS Code of Practice 

1 Statement of Movement on 
General Fund Balances 

Statement of Changes 
in Equity 

Movement in Reserves 
Statement 

2 Income and Expenditure 
Account and Statement of 
Realised Gains and Losses 

Statement of 
Comprehensive Income 

Comprehensive Income 
and Expenditure 
Statement 

3 Balance Sheet Statement of Financial 
Position 

Balance Sheet 

4 Cash Flow Statement Cash Flow Statement Cash Flow Statement 

5 Notes to the Accounts Notes to the Accounts Notes to the Accounts 

 

4.25 Balance Sheet 

4.26 The Balance Sheet of the Council will have to be re-stated as at 1st April 2009 to allow for 
comparatives between financial years. If there are material differences between 2009-10 under 
the Statement of Recommended Practice 2009 and The Code on an IFRS basis then 
disclosure in the notes will be required.  

4.27 Segmental Reporting 
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4.28 Segmental Reporting is a new requirement and will be used to disclose information of the 
activities of the Council. It is not intended to be onerous but the Council will have to select a 
presentation of information consistent with that already produced.  

4.29 Implementation Progress 

4.30 An assessment has been made of the keys impact areas that officers believe will impact on the 
Financial Statements and effort has been concentrated in these key areas tabled below. 

Area Work Undertaken Work to be Undertaken 

Leases A list of property and equipment 
leases has been collated. An 
assessment has been made of 
these leases.  

Liaise with external auditors to 
ensure that this assessment is 
correct. 

Fixed Assets Work with the internal valuer is 
ongoing on all IFRS Fixed 
Assets implications. An 
assessment has been made on 
four main areas: 

 

- Investment Property 

 

- Assets Held for Sale 

- Valuations 

 

On going discussions are taking 
place with the valuer on the 
areas listed.  

 

 

Assessment of property 
completed 

Assessment of property 
completed 

Information shared with valuer 
on valuation implications and 
Fixed Asset categorisation 

Employee Benefits A calculation has been made of 
the value of short term leave 
due to employees which 
includes outstanding annual 
leave, flexi time and lieu time. 

Council’s are awaiting CIPFA 
guidance on the treatment in the 
Financial Statements and the 
General Fund impact and any 
possible mitigation.  

Component Accounting Introduction is prospective from 
1st April 2010. Only “significant” 
components which are material 
to the overall asset value should 
be considered.  

Discussions will need take place 
with the internal valuer where 
future enhancements or new 
capital expenditure occurs. 
Current expenditure is not 
thought to be “significant” in 
relation to the individual value of 
related assets. 

Financial Statements A set of revised IFRS financial 
statement applicable to Local 

Started working through the 
changes that will be required for 
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and notes Government has yet to be 
published. The Code of Practice 
has been published which gives 
guidance on the changes 
between 2009 and 2010.  

the financial statements 

Balance Sheet Re-
Statement 

A set of revised IFRS financial 
statement applicable to Local 
Government has yet to be 
published. The Code of Practice 
has been published which gives 
guidance on the changes 
between 2009 and 2010.  

Started working through the 
changes that will be required for 
the Restatement of the opening 
Balance Sheet 1st April 2009 will 
be required for comparative 
purposes. 

 

Segmental Reporting The Code 2010-11 introduces 
Segmental Reporting. These 
segments can be based on the 
Council’s internal management 
reporting. 

No work has been undertaken 
on this area at present. 
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REPORT INDEX 

Contribution to Council Priorities (i.e. CHASE, Corporate Priorities) Section 1 

Contribution to Promoting Community Engagement Section 2 

Financial Implications Section 3 

Legal Implications Section 4 

Human Resource Implications Section 5 

Section 17 (Crime Prevention) Implications Section 6 

Human Rights Act Implications Section 7 

Data Protection Act Implications Section 8 

Risk Management Implications Section 9 

Equality & Diversity Implications Section 10 

List of Background Papers Section 11 

Other Options Considered Section 12 

Annexes to the Report i.e. copies of correspondence, plans etc. Annex 1,2 … 
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Section 1 

1. Contribution to Council Priorities (i.e. CHASE, Corporate Plan) 
 
1.1 The report deals with the transition to new International Financial Reporting Standards from 1st 

April 2010. The Financial Statements represent the agreed financial reporting of the outturn for 
revenue budgets and capital programmes. These approved budgets represent the agreed 
priorities of the Council as determined by the Delivery Change process and hence have directly 
contributed to the objectives of CHASE as part of the Medium Term Financial Strategy.  

 
Section 2 

2. Contribution to Promoting Community Engagement 
 
2.1 Not applicable. 

 
Section 3 

 
3. Financial Implications 
 
3.1 The transition towards IFRS will be maintained within existing budgets. 

 
Section 4 

4. Legal Implications 
 
4.1 The Legal implications are set out throughout the report. 

 
Section 5 

5. Human Resource Implications 

5.1 There are no Human Resource implications arising from this report.  
 

Section 6 
6. Section 17 Implications 
 
6.1 There are no identified implications in respect of Section 17 arising from this report. 
 

Section 7 
7. Human Rights Implications 
 
7.1 There are no identified implications in respect of the Human Rights Act 1998 arising from this 

report. 
 

Section 8 
8. Data Protection Act Implications 
 
8.1 There are no identified implications in respect of the Data Protection Act. 

Section 9 
 
9. Risk Management Implications 
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9.1 The Council needs to achieve all IFRS deadlines and abide by all guidance otherwise the 

Council will be at risk of it’s financial statements being qualified. 
Section 10 

 
10. Equality and Diversity Implications 
 
10.1 There are no direct implications arising from the report.  
 
 

Section 11 
11. List of Background Papers 
 
11.1 There are no background papers. 
 

Section 12 
12. Other Options Considered 
 
12.1 No other options have been considered. 

 
 
Annexes 
 
None 
 


