
CHAPTER FOUR\ NON-CURRENT ASSETS 

4.9.3 Statutory Accounting Requirements 

Derecognition 

4.9.3.1 The statutory accounting requirements in relation to the treatment of gains or losses on 

disposal are set out in section 4.1 of the Code in relation to property, plant and equipment 

and section 4.5 of the Code in relation to intangible assets. 

Re-measurement of carrying amounts 

4.9.3.2 In some instances General Fund accounts, central support services, trading accounts and the 

Housing Revenue Account (as defined in CIPFA's Best Value Accounting Code of Practice) shall 

be charged with the re-measurement of an asset's carrying .amount (ie before or subsequent 

to classification as held for sale and changes to a plan of sale). 

4.9.3.3 Adj.ustments to the carrying amo.unt of an asset that have been charged to Surplus or 

Deficit on the Provision of Services are not proper charges to the General Fund (see part 2 

of Appendix B for the legislative basis). Such amounts shall be transferred to the Capital 

Adjustment Account and reported in the Movement in Reserves Statement. 

4.9.4 Disclosure Requirements 

4.9.4.1 Disclosure of accounting policies in relation to non-current assets held for sale and 

discontinued operations is required (see section 3.4 of the Code). 

4.9.4.2 Having regard to paragraph 3.4.2.25 of the Presentation of Financial Statements section of the 

Code, authorities shall disclose the following notes in relation to non-current assets held for 

sale: 

1) The breakdown of any revaluation gain or loss recognised in accordance with paragraphs 
4.9.2.21 and 4.9.2.22. 

4.9.5 Statutory Disclosure Requirements 

4.9.s.1 There are no statutory disclosures required in relation to non-current assets held for sale and 

discontinued operations. 

4.9.6 Changes since SORP 2009 

4.9.6.1 The Code requires an authority to measure an asset classified as held for sale at the lower 

of its carrying value and fair value less costs to sell. Where the carrying amount is lower, 

this will lead to a different valuation when compared to the valuation under the SORP which 

required the asset to be measured at market val.ue less expected selling costs. This change 

will potentially result in more gains being recognised in an authority's Comprehensive 

Income and Expenditure Statement. 

4.9.6.2 The SORP does not include any criteria that an authority has to meet in order to classify an 

asset as surplus. In contrast this section of the Code sets out strict criteria (see paragraph 

4.9.2.13), all of which have to be met before an authority can classify an asset as held for 

sale. 
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4.9.6.3 The classification of surplus assets are categorised within the fixed asset heading under the 

SORP. Under this section of the Code, assets held for sale that satisfy the definition of current 

assets shall be classified under this heading within the Balance Sheet. 

4.9.6.4 When the sale is expected to occur beyond one year, authorities shall measure the cost to 

sell at their present value. Any increase in the present value of the costs to sell that arises 

from the passage of time shall be presented in the Comprehensive Income and Expenditure 

Statement as a financing cost. The SORP does not require the costs to sell to be measure at 

their present value where sale is expected to occur beyond one year. 

4.9.6.s A non-current asset (or disposal group) classified as held for sale shall not be depreciated (or 

amortised in relation to intangible assets). The SORP states that assets held for sale are not 

exempt from depreciation. 

4.9.6.6 The SORP included an asset classification of 'surplus assets'. This classification will remain 

(as a sub-classification of property, plant and equipment) and will include assets that are 

surplus to service needs but that do not meet the definition of either investment property or 
assets held for sale. The 'assets held for sale' classification is a new classification that will 

include only those assets that meet the definition of assets held for sale as set out in this 

section of the Code. 

4.9.6.7 The Code int.roduces the concept 0f a 'disposal group' in relation to assets that are to be 

gro.uped and sold in a single transaction. 

4.9.6.B On initial or subsequent increase in fair value le.ss costs to sell an asset, revaluation gains 

were not limited under the SORP. In contrast, under the Code any initial or subsequent 

gains are recognised but not in excess of the cumulative impairment loss or revaluation loss 
(adjusted for depreciation) that has been recognised in the Surplus or Deficit on the Provision 

of Services under this .section of the Code or previously in accordance with section 4. 7 or 

section 4.1 of the Code. 

4.9.6.9 Any initial or subsequent decrease to fair value less costs to sell following reclassification is 

recognised in the Surplus or Deficit on the Provision of Services (even where there is balance 

on the Revaluation Reserve). The SORP required impairment or revaluation losses to be 

recognised in the Revaluation Reserve. 

4.9.6. t o The definition of discontinued operations within the SORP and associated guidance notes 

encompasses local government reorganisation. In contrast the definition within the Code 

does not include local government reorganisation since any 'machinery of government' 

changes are not discontinued operations. However, authorities are encouraged to separately 
identify the amounts associated with local government reorganisation, on the face of the 

financial statements to enable users of the financial statements to evaluate the financial 

effects of the reorganisation. The Code requires prior periods to be restated for discontinued 
operations, so that the current and prior periods relate to all operations that have been 

discontinued by the end 0f the reporting period being presented. The restatement of prior 

periods is not required by the SORP. 
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5.1.1 Introduction 

5.1.1.1 Authorities shall account for inventories (see paragraph 5.1.2.4 for definition) in accordance 

with IAS 2 Inventories, except where interpretations or adaptations to fit the public .sector are 

detailed in the Code. 

5.1.1.2 IPSAS 12 Inventories is based on IAS 2, and provides additional guidance for public sector 

bodies. 

5.1.1.J This section of the Code applies to all inventories except for: 

• work in progress arising under construction contracts, including directly related service 

contracts in accordance with section 5.2 of the Code (also see IAS 11) 

• financial instruments in accordance with section 7 .1 of the Code (also see IAS 39) 

• biological assets in accordance with Appendix A, paragraph A.1.5 (also see IAS 41). 

5.1.1.4 This section of the Code does not apply to the measurement of inventories held by authorities 

who produce agricultural and forest products, agricultural produce .after harvest, and minerals 

and mineral products. Such assets are not expected to be common in local authorities. 

Where authorities have such assets, they shall measure for them in accordance with Appendix 

A, paragraph A.1.5 (also see IAS 41 and IFRS 6). 

Interpretation and adaptation for the public sector context 

5.1.1.5 IPSAS 12 includes a number of public sector interpretations which the Code has adopted. The 

interpretations are as follows: 

Measurement 

• Inventories shall be measured at the lower of cost and net realisable value, except where 

inventories are acquired through a non-exchange transaction in which case their cost is 

deemed to be their fair value a.s at the date of acquisition. 

• Inventories shall be measured at the lower of cost .and current replacement cost where 

they are held for distribution at no charge or for a nominal charge; or consumption in the 

production process of goods to be distributed at no charge or for a nominal charge. 
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5.1.2 Accounting Requirements 

Definitions 

5.1.2.1 Current replacement cost is the cost the entity would incur to acquire the asset on the 
reporting date. 

5.1.2.2 Exchange transactions are transactions in which one entity receives assets or services, or 
has liabilities extinguished, and directly gives approximately equal value (primarily in the 
form of cash, goods, services, or use of assets) to another entity in exchange. 

5.1.2.J Fair value is the amount for which an asset could be exchanged between knowledgeable, 
willing parties in an arm's-length transaction. 

5.1.2.4 Inventories are assets: 

a) in the form of materials or supplies to be consumed in the production process 

b) in the form of materials or supplies to be consumed or distributed in the rendering of 
• serv1ces 

c) held for sale or distribution in the ordinary course of operations, or 

ct) in the process of production for sale or distribution. 

5.1.2.5 Net realisable value is the estimated selling price in the ordinary course of operations less 
the estimated costs of completion and the estimated costs necessary to make the sale, 
exchange or distribution. 

5.1.2.6 Non-exchange transactions are transactions that are not exchange transactions. In a non
exchange transacti0n, an entity either receives value from another entity with0ut directly 
giving approximately equal value in exchange, or gives value to another entity without 
directly receiving approximately equal value in exchange. 

Measurement 

5.1.2.1 Inventories shall be measured at the lower of cost and net realisable value, except where 
paragraph 5.1. 2.8 applies. 

5.1.2.s Where inventories are acquired through a non-exchange transaction, their cost is deemed 
to be their fair value as at the date of acquisition. Where inventories have been acquired fer 
less than fair value (ie a non-exchange transaction), the difference between the fair value 
of the inventories and the consideration paid shall be recognised in Surplus or Deficit on 
the Provision of Services, as income when the inventories are sold, or in the event that the 
inventories have not been sold, recognised in the Donated Inventories Account until such 
time as the inventory has been sold (see paragraph 5.1.2.18). 

5.1.2.9 Inventories shall be measured at the lower of cost and current replacement cost where 
they are held for distrib.ution at no charge or for a nominal charge; or consumption in the 
production process of goods to be distributed at no charge or for a nominal charge. 

5.1.2.10 The cost of inventories shall comprise all costs of purchase, costs of conversion and other 
costs incurred in bringing the inventories to their present location and condition. 

5.1.2.11 An authority may purchase inventories 0n deferred settlement terms. The difference 
between the purchase price for normal credit terms and the amount paid (ie the arrangement 
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effectively contains a financing element) is recognised as interest over the period of the credit 

in Surplus or Deficit on the Provision of Services. 

5.1.2.12 Much of the output of authorities is in the form of services rather than goods. To the extent 

that an authority as a service provider has inventories (work in progress) , they shall measure 

them at the costs of their production . These costs consist primarily of the labour and other 

costs of personnel directly engaged in providing the service, including supervisory personnel, 

and attributable overheads. The costs of labour not engaged in providing the service are not 

included. Labour and other costs relating to sales and general administrative personnel are 

not included but are recognised as expenses in the period in which they are incurred. 

5.1.2.13 The .standard cost method or retail methods are techniques to mea.sure the cost of inventories 

where approximate costs are used for convenience as opposed to actual costs. Where 

authorities deem that these techniques are relevant they should refer to IAS 2. 

5.1.2.14 The cost of inventories shall be attributed to identified items of inventory. Where this is 

not possible the cost of inventories shall be assigned using the first-in , first-out (FIFO) or 

weighted average cost formula. The Code does not allow the use of the last-in, first-out (LIFO) 

cost formula. An authority shall use the same cost formula for all inventories having a similar 

nature and use to the authority. For inventories with a different nature or use, different cost 

formulas may be justified. 

5.1.2.15 Inventories should not be carried in excess of amounts expected to be realised from their 

sale or use. Where inventories are damaged or become wholly or partially obsolete, or if their 

selling prices have declined, this may indicate t.hat the cost of inventories are not recoverable, 

in which case their cost shall be written down to net realisable value (see paragraph 5.1 .. 2. 7) or 

current replacement cost (see paragraph 5.1.2.9). 

5.1.2.16 When the circumstances that previously caused inventories to be written down below cost 

no longer exist or when there is clear evidence of an increase in net realisable value or 

current replacement cost because of a change in economic circumstances, the amount of 

the write-down is reversed so the new carrying amount is the lower of cost and the revised 

net realisable value (see paragraph 5.1 .2.7) or ls the lower of cost and the revised current 

replacement cost (see paragraph 5.1.2.9). Any reversal ls limited to the amount of the 

original write-down. 

5.1.2.11 An authority may hold inventories whose future economic benefits or service potential are 

not directly related to their ability to generate net cash inflows. These types of inventories 

may arise when an authority has determined to distribute certain goods at no charge or for 

a nominal amount. In these cases, the future economic benefits or service potential of the 

inventory for financial reporting purposes is reflected by the amount the authority would 

need to pay to acquire the economic benefits or service potential if this was necessary to 

achieve the objectives of the authority . Where the economic benefits or service potential 

cannot be acquired in the market, an estimate of replacement cost will need to be made. If 

the purpose for which the inventory is held changes, then the inventory is valued using the 

provisions of paragraph 5.1.2.7. 
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Recognition as an expense 

5.1.2.1s When inventories are sold, exchanged or distributed, the carrying amount of those inventories 
shall be recognised as an expense in the period in which the related revenue is recognised. 
If there is no related revenue, the expense is recognised when the goods are distributed or 
related service ts rendered. The amount of any write-down ·Of inventories (ie to net realisable 
value or current replacement costs - see paragraphs 5.1.2. 7 and 5.1.2.9 respectively) and all 
lesses 0f inventories shall be recognised as an expense in the period the write-d0wn or loss 
occurs. The amount of any reversal of any write-down of inventories shall be recognised as 
a reduction in the amount of inventories recognised as an expense in the period in which the 
reversal occurs. 

5.1.2.19 For .a service provider, the point when inventories are recognised as expenses normally occurs 
when services are rendered, or upon billing for chargeable services. 

5.1.3 Statutory Accounting Requirements 

5.1.3.1 There are no statutory accounting requirements in relation to inventories. 

5.1.4 Disclosure Requirements 

5.1.4.1 Disclosure of accounting policies in relation to inventories is required (see .section 3.4 of the 
Code). 

5.1.4.2 Having regard to paragraph 3.4.2 .. 25 of the Presentation of Financial Statements section of the 
Code, authorities shall disclose the following notes in relation to inventories: 

1) The financial statements shall disclose: 

a) the total carrying amount of inventories and the carrying amount in classifications 
appropriate to the authority 

b) the amount of inventories recognised as an expense during the period 

c) the amount of any write-down of inventories recognised as an expense in the period in 
accordance with this section of the Code 

d) the amount ·Of any reversal of any write-down that is recognised as a reduction in the 
amount of inventories recognised as expense in the period in ac.cordance with this 
secti0n of the Code, and 

e) the circumstances or events that led to the reversal of a write-down of inventories in 
accordance with this section of the Code. 

5.1.5 Statutory Disclosure Requirements 

5.1.5.1 There are no statutory disclosures required in relation to inventories. 

5.1.6 Changes since SORP 2009 

5.1.6.1 The SORP 2009 required inventories to be measured at the lower of cost and net realisable 
value. In contrast the Code requires that where inventories are acquired through a non
exchange transaction, their cost is measured at their fair value as at the date of acquisition, 
and where inventories are provided at no charge or for a n0minal charge, they are to be 
valued at the lower of cost and current replacement cost. It is not expected that there will be 
a change in the measurement for many inventories held by authorities. 

Page 140 

VVED00000643 0154 



CHAPTER FIVE\ CURRENT ASSETS 

5.1.6.2 An authority may purchase inventories on deferred settlement terms. The difference 

between the purchase price for normal credit terms and the amount paid (ie the arrangement 

effectively contains a financing element) is recognised as interest over the period of the 

credit in Surplus or Deficit on the Provision of Services. It is not expected that this occurrence 

will be common in authorities and the SORP is silent on this issue although the measurement 

is implicit in FRS 26. 

5.1.6.3 The Code does not allow the use of LIFO cost formula . SSAP 9 Stock and Long Term Contracts 

refers to the use of last-in, first-out (LIFO) cost formula as one of the options to use as a basis 

for cost valuation for stock, although it discourages its use. The use of cost formula is not 

specifically stated in the SORP. 

5.1.6.4 The Code requires that an authority must use the same cost formula for all inventories having 

a similar nature and use to the entity. This is not specifically stated in SSAP 9 or the SORP, 

although the principle of consistency under FRS 18 Accounting Policies set out in the SORP 

should lead to a similar treatment. 

5. 2 WORK IN PROGRESS (CONSTRUCTION CONTRACTS) 

5.2.1 Introduction 

5.2.1.1 Authorities shall account for work in progress (construction contracts) in accordance with IAS 

11 Construction Contracts, except where interpretations or adaptations to fit the public sector 

are detailed in the Code. 

5.2.1.2 IPSAS 11 Construction Contracts is based on IAS 11, and provides additional guidance for 

public sector bodies. 

5.2.1.3 This section of the Code applies to all construction contracts in the financial statements of 

contractors and therefore only applies to construction that authorities are undertaking for 

their customers. This section of the Code does not apply to assets under construction (ie the 

authority is the customer rather than the contractor), where the relevant section of the Code 

shall apply (see section 4.1 or section 4.4 of the Code) . Material balances on trading accounts 

fer work provided internally to the authority shall be reapportioned on consolidation within 

the authority's single entity accounts. 

5.2.1.4 Construction contracts entered into by local authorities may be established on a commercial 

basis or a non-commercial full or partial cost recovery basis. In these cases, the primary 

issue in accounting for construction contracts is the allocation of both contract revenue and 

contract costs to the reporting periods in which construction work is performed. 

Interpretation and adaptation for the public sector context 

5.2.1.5 IPSAS 11 includes a number of public sector interpretations which the Code has adopted. The 

interpretations are as follows. 

Scope 

• 'Cost based' and 'non-commercial contracts' are within the scope of construction 

contracts. 
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Definitions 

• The definition of construction contract includes 'binding arrangements' that do not take 

the form of a legal contract. 

Recognition of expected losses 

• The requirement to recognise an expected deficit on a contract immediately it becomes 

probable that contract costs will exceed total contract revenues applies only to contracts 

in which it is intended at inception of the contract that contract costs are to be fully 

recovered from the parties to that contract. 

5.2.2 Accounting Requirements 

Definitions 

5.2.2.1 A construction contract is a contract, or a similar binding arrangement, specifically 

negotiated for the construction of an asset or a combination of assets that are closely 

interrelated or interdependent in terms oft.heir design, technology and function or their 

ultimate purpose or .use. Construction contracts include contracts for the rendering of 

services which are directly related to the construction of an asset (for example those for the 

services of project managers and architects), contracts for the destruction er restoration of 

assets, and the restoration of the environment following the demolition of assets. 

5.2.2.2 A contractor is an entity that performs construction work pursuant to a construction 

contract. 

5.2.2.3 Further definitions of fixed price contrac.t, cost plus contract and cost based contract are 

contained in IAS 11 and IPSAS 11. 

Combining and segmenting construction contracts 

5.2.2.4 The requirements of this section of the Code usually apply to each construction contract. 
However, in certain circumstances, it is necessary to apply this section of the Code to the 

separately identifiable components of a single contract or to a group of contracts. The criteria 

for each of these .situations are set out in paragraphs 5.2.2.5 to 5.2 .2. 7 below. 

5.2.2.5 When a contract covers a number of assets, the construction of each asset shall be treated .as 

a se.parate construction contract when: 

• separate proposals have been submitted for each asset 

• each asset has been subject to separate negotiation and the contractor and customer 

have been able to accept or reject that part of the contract relating to each asset, and 

• the costs and revenue.s of each asset can be identified. 

5.2.2.6 A group of contracts, whether with a single customer or with several customers, shall be 

treat.ed as a single construction contract when: 

• the group of contracts is negotiated as a single package 

• the contracts are so closely interrelated that they are, in effect, part of a single project 
with an overall margin, if an.y, and 

• the contracts are performed concurrently or in a continuous sequence. 
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5.2.2.1 A contract may provide for the construction of an additional asset at the option of the 

customer or may be amended to include the construction of an additional asset. The 

construction of the additional asset shall be treated as a separate construction contract when: 

• the asset differs significantly in design, technology or function from the asset er assets 
covered by the original contract, or 

• the price of the asset is negotiated without regard to the original contract price. 

Contract revenue 

5.2.2.s Contract revenue shall comprise: 

• the initial amount of revenue agreed in the contract, and 

• variations in contract work, claims and incentive payments to the extent that it is 

probable that they will result in revenue, and they are capable of being reliably measured. 

5.2.2.9 Contract revenue shall be measured at the fair value of the consideration received or 

receivable. Estimates of contract revenue shall be revised as events occur and uncertainties 

are resolved. 

Contract costs 

5.2.2.10 Contract costs shall comprise: 

• costs that relate directly to the specific contract 

• costs that are attributable to contract activity in general and c.an be allocated to the 

contract on a systematic and rational basis, and 

• such other costs as are specifically chargeable to the customer under the terms of the 

contract. 

Recognition of contract revenue and expenses 

5.2.2.11 When the outcome of a construction contract can be estimated reliably, the percentage 

of completion method shall be used to recognise revenue and expenses, at the end of the 

reporting period. An expected deficit on a construction contract to which paragraph 5.2.2.18 

applies shall be recognised as an expense immediately in accordance with paragraph 

5.2.2.18. 

5.2.2.12 In the case of a fixed price contract, the outcome of a construction contract can be estimated 

reliably when all the following conditions are satisfied: 

• total contract revenue, if any, can be measured reliably 

• it is probable that the economic benefits or service potential associated with the contract 

will flow to the entity 

• both the contract costs to complete the contract and the stage of contract completion at 
the reporting date can be measured reliably, and 

• the contract costs attributable to the contract can be clearly identified and measured 

reliably so that actual contract costs incurred c.an be compared with prior estimates. 

5.2.2.13 In the case of a cost plus or cost based contract, the outcome of a construction contract can 

be estimated reliably when all the following conditions are satisfied: 
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• it is probable that the economic benefits or service potential associated with the contract 

will flow to the entity, and 

• the contract costs attributable to the contract, whether or not specifically reimbursable, 

can be clearly identified and measured reliably. 

5.2.2.14 Under the percentage of completion method,. contract revenue is matched with the contract 

costs incurred in reaching the stage of completion, resulting in the reporting of revenue, 

expenses and surplus/deficit which can be attributed to the proportion of work completed. 

s.2.2.15 The percentage of completion may be assessed based on, for example, costs incurred for work 

performed to date, surveys of work performed or completion of the physical proportion of the 

contract work. Progress payments and advances received from customers often do not reflect 

the work performed. 

5.2.2.16 When the outcome of a construction contract cannot be estimated reliably: 

• revenue shall be recognised only to the extent of contracts costs incurred that it is 

probable will be recoverable, and 

• contract costs shall be recognised as an expense in the period in which they are incurred. 

5.2.2.11 When the uncertainties that prevented the outcome of the contract being estimated reliably 

no longer exist, revenue and expenses associated with the construction contract shall be 

recognised in accordance with paragraph 5.2.2.11 rather than in accordance with paragraph 

5.2.2.16 above. 

Recognition of expected losses 

5.2.2.1s In respect of construction contracts in which it is intended at inception of the contract that 

contract costs are to be fully recovered from the parties to the construction contract, when it 

is probable that total contract costs will exceed total contract revenue, the expected deficit 

shall be recognised as an expense immediately. 

5.2.3 Statutory Accounting Requirements 

5.2.3.1 There are no statutory accounting requirements in relation to construction contracts. 

5.2.4 Disclosure Requirements 

5.2.4.1 Disclosure of accounting policies in relation to construction contracts is required (see section 

3.4 of the Code). 

5.2.4.2 Having regard to paragraph 3.4.2 .. 25 of the Presentation of Financial Statements section of the 

Code, authorities shall disclose the following notes in relation to construction contracts: 

1) An authority shall disclose.: 

a) the amount of contract revenue recognised as revenue in the period 

b) the methods used to determine the contract revenue recognised in the period, and 

c) the methods used to determine the stage of completion of contracts in progress. 

2) An authority shall disclose each of the following for contracts in progress at the Balance 
Sheet date: 
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a) the aggregate amount of costs incurred and recognised profits (less recognised losses) 

to date 

b) the amount of advances received, and 

c) the .amount of retentions. 

3) An authority discloses any contingent liabilities and contingent assets in accordance with 
section 8.2 of the Code. Contingent liabilities and contingent assets may arise from such 
items as warranty costs, claims, penalties or possible losses. 

5.2.5 Statutory Disclosure Requirements 

5.2.5.1 There are no statutory disclosures required in relation to construction contracts. 

5.2.6 Changes since SORP 2009 

5.2.6.1 The SORP includes the broader scope of SSAP 9 Stock and Long Term Contracts, which 

includes contracts for the 'provision of services'. Contracts for the provision of services which 

are directly related to the construction of the asset are covered by this section of the Cede (for 

example, the services of project managers and architects) . Provision of services other than 

those directly relating to the construction of the asset are covered by section 2. 7 of the Code, 

which refers back to the principles in this section of the Code (see IAS 11 and IAS 18). As a 

res.ult there is expected to be no differences with regard to the accounting of contracts for the 

'provision of services'. 

5.2.6.2 The SORP follows a similar approach to the 'percentage of completion method' with the 

adoption of FRS 5 Application Note G Revenue Recognition which allows a similar method, 

but specifically only permits revenue to be recognised once the authority has obtained the 

right to consideration as a result of performing an identifiable element of its contractual 

obligations. The Code may therefore allow earlier recognition of contract revenue; however, 

this is not expected to be common. 

5.3 DEBTORS 

5.3.1 Introduction 

5.3.1.1 Authorities shall account for debtors in accordance with IAS 18 Revenue, IPSAS 23 Revenue 

from Non-Exchange Transactions (Taxes and Transfers) and IAS 39 Financial Instruments: 

Recognition and Measurement, except where interpretations or adaptations to fit the public 

sector are detailed in the Code. 

5.3.1.2 IPSAS 9 Revenue from Exchange Transactions is based on IAS 18, and provides additional 

guidance for public sector bodies. 

5.3.1.3 This section of the Cede must be read in conjuncti0n with secti0n 2. 7 (Revenue Recognition) 

and section 7 .3 (Accounting for Financial Assets after Initial Recognition) of the Code. 
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Interpretation and adaptation for the public sector context 

5.3.1.4 No interpretations or adaptations of IAS 18 and IPSAS 23 are required for the public sector 

context; these standards are applied in full in relation to the recognition and measurement of 

debtors. 

5.3.1.5 TPSAS 9 includes a public sector adaptation which the Code has adopted. The adaptation ts 

as follows: 

Definitions: 

• The definition of revenue excludes the reference to 'ordinary activities'. 

5.3.1.6 The Code includes an interpretation of IAS 39 a.s follows: 

Recognition and measurement: 

• Financial assets relating to such things as council tax, general rates, etc shall be measured 

at the full amount receivable (net of any impairment losses) as they are non-contractual, 

non-exchange transactions and there can be no difference between the delivery and 

payment dates. 

5.3.2 Accounting Requirements 

Definitions 

5.3.2.1 Exchange transactions are transactions in which one entity receives assets or services, or 

has liabilities extinguished, and directly gives approximately equal value (primarily in the 

form of cash, goods, services, or use of assets) to another entity in exchange. 

5.3.2.2 Fair value is the amount for which an asset could be exchanged, or a liability settled, 

between knowledgeable, willing parties in an arm's-length transaction. 

5.3.2.3 Non-exchange transactions are transactions that are not exchange transactions. In a non

exchange transaction, an entity either receives value from another entity without directly 

giving approximately equal value in exchange, or gives value to another entity without 

directly receiving approximately equal value in exchange. 

5.3.2.4 R.evenue is the gross inflow of economic benefits or service potential during the reporting 

period when those inflows result in an increase in net worth . 

5.3.2.5 Debtors are financial assets not traded in an active market with fixed 0r determinable 

payments that are contractual rights to receive cash or cash equivalents. 

Recognition and measurement 

5.3.2.6 Debtors are not recognised when an authority becomes committed to supply the goods or 

services but when the ordered goods or services have been delivered or rendered. 

5.3.2.7 Debtors shall be recognised and measured at the fair value of the consideration receivable 

when revenue has been recognised under section 2. 7 of the Code, exc.ept for a financial asset 

that is measured under chapter seven of the Code. 

5.3.2.s In most cases, the consideration receivable ts in the form of cash and cash equivalents and 

the amount of revenue is the amount of cash and cash equivalents receivable. However, if 
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payment is on deferred terms (ie beyond normal credit terms), the consideration receivable 
is recognised initially at the cash price equivalent (that is the discounted amount). The 
difference between this amount .and the total payments received is recognised as interest 
revenue in Surplus or Deficit on the Provision of Services. Short duration receivables with no 
stated interest rate may be measured at original invoice amount if the effect of discounting is 
immaterial (see chapter seven of the Code). 

5.3.2.9 There is no difference between the delivery and payment dates for non-contractual, non
exchange transactions, ie revenue relating to council tax and general rates, and therefore 
these transactions shall be measured at their full amount receivable (see chapter seven). 

5.3.2.10 In the event that consideration has been paid in advance of the receipt of goods or services 
other benefit, .an authority shall recognise a debtor (ie payment in advance) in respect of that 
outflow of resources. 

5.3.3 Statutory Accounting Requirements 

5.3.3.1 There are no statutory accounting requirements in relation to debtors. 

5.3.4 Disclosure Requirements 

s.3.4.1 Disclosure of accounting policies in relation to debtors is required (see section 3.4 of the 
Code). 

5.3.4.2 Having regard to paragraph 3.4.2.25 of the Presentation of Financial Statements section of the 
Code, authorities shall disclose the following notes in relation to debtors: 

1) An analysis of the amount of debtors between: 

a) central government bodies 

b) other local authorities 

c) NHS bodies 

d) public corporations and trading funds 

e) bodies external to general government (ie all other bodies). 

2) Disclosures as set out in the Financial Instruments section (see chapter seven), where 
payment is on deferred settlement terms. 

5.3.5 Statutory Disclosure Requirements 

5.3.5.1 There .are no statutory disclosures required in relation to debtors. 

5.3.6 Changes since SORP 2009 

5.3.6.1 There have been no changes in accounting for debtors since SORP 2009. 
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6 .1 INTRODUCTION AND DEFINITIONS 

6.1.1 Introduction 

6.1.1.1 There are four Code sections related to employee benefits. These are: 

• Section 6.2 - benefits payable during employment 

• Section 6.3 - termination benefits 

• Section 6.4 - pest-employment benefits 

• Section 6.5 - pension fund accounts. 

Sections 6.2 to 6.4. are based on IAS 19 Employee Benefits, which covers all types of employee 

benefits except share-based payment (which is based on IFRS 2) . Section 6.5 ts based on IAS 

26 Retirement Benefit Plans. IPSAS 25 Employee Benefits ls based on IAS 19 and provides 

additional guidance to public sector bodies. There is no IPSAS standard based on IAS 26. 

6.1.1.2 Benefits payable during employment covers: 

a). Short-term employee benefits, such as wages and salaries, paid annual leave and paid 
sick leave, bonuses and non-monetary benefits (eg cars) for current employees. 

b) Benefits earned by current employees but payable 12 months or more after the end of the 
reporting period, such as long-service leave or jubilee payments and long-term disability 
benefits. 

6.1.1.J Termination benefits are payable as a result of either an employer's decision to terminate 

an employee's employment before the normal retirement date, or an employee's decision 

to accept voluntary redundancy in exchange for those benefits. They are often lump-sum 

payments, but also include enhancement of retirement b.enefitS; and salary until the end of 

a specified notice period if the employee renders no further service that provides economic 

benefits to the entity. 

6.1.1.4 Post-employment benefits covers not only pensions but also other benefits payable post

employment such as life ins.urance and medical care. 

6.1.1.s Pension fund accounts covers accounting and reporting by pension funds to all fund 

participants as a group rather than being concerned with determination of the cost of 

retirement benefits in the financial statements of employers. 

6.1.2 Definitions 

6.1.2.1 A number of definitions are common to all the IAS 19 based sections of the Code. The - - - -

following terms are used in the Code with meaning below: 
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Actuarial gains and losses comprise: 

a) experience adjustments (the effects of differences between the previous actuarial 
assumptions and what has actually occurred), and 

b) the effects of change.s in .actuarial assumptions. 

Assets held by a tong-term employee benefit fund are assets (other than non-transferable 

financial instruments issued by the reporting entity) that: 

a) are held by an entity (a fund) that is legally separate from the reporting entity and exists 
solely to pay er fund employee benefits, and 

b) are available to be used only to pay or fund employee benefits, are not available to the 
reporting entity's own creditors (even in bankruptcy), and cannot be returned to the 
reporting entity, unless either: 

i) the remaining assets of the fund are sufficient to meet all the related employee 
benefit obligations of the plan or the reporting entity, or 

ii) the assets are returned to the reporting entity to reimburse it for employee benefits 
already paid. 

Current service cost is the increase in the present value of a defined benefit obligation 

resulting from employee service in the current period. 

Defined benefit plans are post-employment benefit plans other than defined contribution 

plans. 

Defined contribution plans are post-employment benefit plans under which an entity 

pays fixed contributions into a separate entity (a fund) and will have no legal or constructive 

obligation to pay further contributions if the fund does not hold sufficient assets to pay all 

employee benefits relating to employee service in the current and prior periods. 

Employee benefits are all forms of consideration given by an entity in exchange for service 

rendered by employees. 

Interest cost is the increase during a period in the present value of a defined benefit 

obligation which .arises because the benefits are one period closer to settlement. 

Multi-employer plans are defined contribution plans (other than state plans) or defined 

benefit plans (other than state plans) that: 

a) pool the assets contributed by various entities that are not under common control, and 

b) use those assets to provide benefits to employees of more than one entity, on the basis 
that contribution and benefit levels are determined without regard to the identity of the 
entity that employs the employees concerned. 

Other long-term employee benefits are employee benefits (other than post-employment 

benefits and termination benefits) which do not fall due wholly within 12 months after the 

end of the period in which the employees render the related service. 

Past service cost is the increase in the present value of the defined benefit obligation for 

employee service in prior periods, resulting in the current period from the introduction of, or 

changes to, post-employment benefits or other long-term employee benefits. Past service 

cost may be either positive (where benefits are introduced or improved) or negative (where 

existing benefits are reduced). 
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Plan assets comprise: 

a) assets held by a long-term employee benefit fund, and 

b) qualifying insurance policies. 

Post-employment benefits are employee benefits (other than termination benefits) which 

are payable after the completion of employment. 

Post-employment benefit plans are formal or informal arrangements under which an entity 

provides post-employment benefits for one or more employees. 

The present value of a defined benefit obligation is the present value, without deducting 

any plan assets, of expected future payments required to settle the obligation resulting from 

employee service in the current and prior periods. 

A qualifying insurance policy is an insurance policy issued by an insurer that is not a 

related party (as defined in IAS 24 Related Party Disclosures) of the reporting entity, if the 

proceeds of the policy: 

a) can be used only to pay or fund employee benefits under a defined benefit plan, and 

b) are not available to the reporting entity's own creditors (even in bankruptcy) and cannot 
be paid to the reporting entity, unless either: 

i) the proceeds represent surplus assets that are not needed for the policy to meet all t.he 
related employee benefit obligations, or 

ii) the proceeds are returned to the reporting entity to reimburse it for employee benefits 
already paid. 

The return on plan assets is interest, dividends and other revenue derived from the plan 
assets, together with realised and unrealised gains or losses on the plan assets, less any costs 

of administering the plan and less any tax payable by the plan itself. 

Short-term employee benefits are employee benefits (other than termination benefits) that 

fall due wholly within 12 months after the end of the period in whtch the employees render 

the related service. 

Termination benefits are employee benefits payable as a result of either: 

a) an entity's decision to terminate an employee's employment before the normal 
retirement date, or 

b) an employee's decision to accept voluntary redundancy in exchange for those benefits. 

Vested employee benefits are employee benefits that are not conditional on future 

employment. 

6.2 BENEFITS PAYABLE DURING EMPLOYMENT 

6.2.1 Introduction 

6.2.1.1 Authorities shall account for benefits payable during employment in accordance with IAS 19 

Employee Benefits, except where interpretations or adaptations to fit the public sector are 

detailed in the Code. IPSAS 25 Employee Benefits is based on IAS 19, and provides additional 

guidance for public sector bodies. 
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6.2.1.2 Benefits payable during employment include: 

a) shorter-term employee benefits, and 

b) other longer-term employee benefits. 

6.2.1.3 Shorter-term employee benefits are those falling due wholly within 12 months after the end 
of the period in which the employees render the related service. Other longer-term benefits 
are those not falling wholly within 12 months of the Balance Sheet date. The approach to 
ac.counting for other longer-term benefits payable during employment is fundamentally 
different from short-term employee benefits. With certain exceptions other longer-term 
benefits are accounted for in the same way as defined benefit post-employment benefits. 

Interpretations for the public sector context 

6.2.1.4 The Code includes the following interpretations: 

a) IAS 19 permits alternative approaches to the recognition of actuarial gains and losses. 
The first is that only those actuarial gains and losses falling outside an agreed corridor 
are recognised in Surplus or Deficit on the Provision of Services; the second is that all 
actuarial gains and losses are recognised in reserves (ie in Other Comprehensive Income 
and Expenditure). Only the second of these approaches is permitted; that is, the use of 
the corridor approach is removed. 

b) The discount rate to be used to discount liabilities shall be based on yields on high quality 
corporate bonds in accordance with IAS 19. The adaptation contained in IPSAS 25 to 
apply a disco.unt rate that reflects the 'time value of money' has not been adopted by the 
Code. 

c) IAS 19 requires long-term disability benefit to be accounted for as 'other long-term 
benefit'. An IPSAS 25 interpretation of IAS 19 requires that in certain circumstan.ce an 
authority should consider whether some or all long-term disability payments should be 
accounted for in the same way as defined benefit post-employment benefits rather than 
as 'other long-term benefit'. The IPSAS 25 interpretation has been adopted by the Code 

6.2.2 Short-term Employee Benefits 

Introduction 

6.2.2.1 Short-term employee benefits are employee benefits (other than termination benefits) that 
are due to be settled within 12 months after the year end of the period in which the employee 
renders the service. Short-term employee benefits include: 

a) wages, salaries and social security contributions 

b) short-term compensated absences 

c) bonuses and similar payments 

d) non-monetary benefits. 

Accounting requirements 

Wages, salaries and social security contributions 

6.2.2.2 A liability (accrued expense) shall be recognised as an expense (unless the Code requires 
or permits inclusion in the cost of an asset). If the amount paid in the accounting period 
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exceeds the accrued expense, an asset (prepaid expense) shall be recognised to the extent 

that the prepayment will lead to a reduction in future payments or a cash refund. 

Short-te11·1·1 compensated absences 

6.2.2.3 Compensated absences are periods during which an employee does not provide services 

to the employer, but benefits continue to be paid. Compensated absences may be 

accumulating or non-accumulating. The distinction is important as it determines the timing 

of recognising an expense. 

6.2.2.4 Accumulating absences are those that are carried forward and can be used in future periods 

if the current period entitlement is not used in full . In local authorities, annual leave, flexi

time and time in lieu would usually be accumulating . Accumulating absences may be either 

vesting or non-vesting. Where vesting, employees who leave are entitled to a cash payment 

in respect of any unused entitlement; where non-vesting, benefits lapse if an employee leaves 

before the vesting date. 

6.2.2.s Short-term accumulating compensated absences shall be: 

a) recognised when employees render services that increases their entitlement to future 
compensated absences 

b) measured as the additional amount that the authority expects to pay as a result of 
unused entitlement that has accumulated at the Balance Sheet date including associated 
employer's national insurance and pension contributions. 

The obligation is recognised even if the compensating absences have not yet vested at the 

reporting date. The p0ssibility that employees may leave before they use an accumulating 

non-vesting entitlement and their entitlement lost shall be taken into account in measuring 

the obligation. 

6.2.2.6 Non-accumulating absences are those that cannot be carried forward for use in future periods 

if the current period entitlement is not .used in full . Sick leave., maternity leave, paternity 

leave and jury service will usually be non-accumulating. Non-accumulating compensated 

absences shall be recognised when the absence occurs. 

Bonuses and similar payments 

6.2.2.1 Additional remuneration - a bonus - may be paid where some measure of performance, 

whether of the individual, work group or organisation, is achieve.ct. In local authorities such 

arrangements can take a number of forms. including arrangements similar to profit sharing in 

the privat.e sector. The expected cost of bonuses shall be recognised, when, and only when: 

a) the authority ha.s a present legal or constructive obligation to make such payments as a 
result of past events, and 

b) a reliable estimate of the obligation can be made. 

A present obligation exists when, and only when , the entity has no realistic alternative but 

to make the payments. An entity can make a reliable estimate of its legal or constructive 

obligation under a bonus plan when, and only when: 

a) the formal terms of the plan contain a formula for determining the amount of the benefit 
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b) the entity determines the amounts to be paid before the financial statements are 
authorised for issue, or 

c) past practice gives clear evidence of the amount of the entity's constructive obligation. 

6.2.2.s Under some arrangements, employees receive their bonus only if they remain employed for a 

specified period (ie there is a vesting period). Such plans create a constructive obligation as 

employees render service that increases the amount to be paid if they remain in service until 

the end 0f the vesting period. The measurement 0f such constructive obligations shall reflect 

the possibility that some employees may leave without receiving bonus payments. 

Non-monetary benefits 

6.2.2.9 The cost of providing non-monetary benefits (ie benefits in kind), including housing, cars and 

free or subsidised good.s or services, shall be recognised according to the same principles as 

benefits payable in cash. The amount recognised as a liability and an expense shall be the 

cost to the employer of providing the benefit. 

6.2.3 Other Long-term Employee Benefits 

Introduction 

6.2.3.1 Other long-term employee benefits are employee benefits (other than post-employment 

benefits and termination benefits) that do not fall due wholly within 12 months after the 

end of the period in which the employees render the related services. They would often 

not be significant at local authorities either because they rarely occur or because the sums 

involved are insignificant; although long-term disability benefit may be significant at some 

auth0rities. Other l0ng-term employee benefits include: 

a) long-term compensated absences such as long service or sabbatical leave 

b) jubilee or other long-service benefits 

c) long-term disability benefits 

d) bonuses payable 12 months or more after the end of the period in which the employees 
render the related service 

e) deferred compensation paid 12 months or more after the period in which it is earned. 

Accounting requirements 

6.2.3.2 Other long-term employee benefits are .accounted for on similar principles to post-retirement 

benefits but their measurement is not subject to the same degree of uncertainty as the 

measurement of post-employment benefits, and therefore a simplified method of accounting 

is used. This differs from the accounting required for post-employment benefits in the 

following ways: 

a) actuarial gains and losses are recognised immediately in Surplus or Deficit on the 
Provision of Services, and 

b) all past service cost is recognised immediately in Surplus or Deficit on the Provision of 
Services. 

6.2.3.3 The amount recognised as a liability for other long-term employee benefits shall be the net 

total of the following amounts: 
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a). the present value of the defined benefit obligation at the Balance Sheet date 

b) minus the fair value at the Balance Sheet date of plan assets (including any 
re-imbursement right, if any) out of which the obligations are to be settled directly. 

6.2.3.4 The amount recognised as an expense shall be the net total of the following amounts. All 

of which shall be recognised immediately in Surplus or Deficit on the Provision of Services 

(unless the Code requires or permits inclusion in the cost of an asset): 

a) current service cost 

b) interest cost 

c) the expected return on any plan assets and on any reimbursement right recognised as an 
asset 

ct) actuarial gains and losses 

e) past service cost., and 

f) the effect of any curtailments or settlements. 

It is possible that the amount to be recognised will be income rather than an expense, in 

which c.ase the amount to be recognised is the lower of a) to f) above and the present value of 

an.y economic benefits available in the form of refunds from the plan or reductions in future 

contributions to the plan. 

Long-term disability benefit 

6.2.3.s Under the Code long-term disability benefits are usually accounted for as an 'other longer

term benefit' since in accordance with IAS 19 they are presumed not to be subject to the 

same degree of uncertainty as the measurement of post-employment benefits. However, in 

accordance with IPSAS 25 this is a rebuttable presumption under the Code; and where this 

presumption is rebutted an authority shall consider whether some or all long-term disability 

payments should be accounted for in the same way .as defined benefit post-employment 

benefits. This interpretation of IAS 19 was introduced by IPSAS 25 because disability benefits. 

related to certain areas of service provision, such as the military, may be financially highly 

significant and related gains and losses highly volatile. This has been adopted by the Code 

since similar considerations may apply to certain local authority services such as police 

forces and fire and rescue services, where long-term disability benefit may be both material 

and volatile. 

6.2.3.6 If the level of long-term disability benefit depends on the length of service, an obligation 

arises when the service ts rendered. Measurement of that obligation reflects the probability 

that payment will be required and the length of time for which payment is expected to be 

made. If the level 0f benefit is the same for any disabled employee regardless of years 0f 

service, the expected cost ·O·f those benefits is recognised when an event occurs that causes a 

long-term disability. 

6.2.4 Disclosure 

6.2.4.1 There are no specific disclosure requirements but other provisions of the Code may require 

disclosures; for example., where the expense resulting from such benefits is material. 
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6.2.5 Statutory accounting and disclosure requirements 

6.2.s.1 At the ttme of publication, there were no statutory accounting requirements or disclosure 

requirements specifically relating to benefits payable during employment. If any such 

requirements are introduced subsequently, authorities shall comply with those requirements. 

6.2.6 Changes since SORP 2009 

6.2.6.1 Short-term employee benefits were not covered by the SORP. There is no UK accounting 

standard that deals with short-term employee benefits. As a result, differing accounting 

treatments of items such as annual leave may have developed. An approach based on IAS 19 

will necessitate a change in accounting policies for many authorities. 

6.2.6.2 Long-term employee benefits were not covered by the SORP, except for long-term disability 

benefits (called incapacity benefit in the SORP). Long-term disability benefits. are treated as 

a type of defined benefit pension benefit in the SORP. In the Code they are not classed as 

post-retirement benefits but rather as other long-term employee benefits. The difference is 

that under the Code the net total expense is charged to Surplus or Deficit on the Provision 

of Services; whereas under the SORP, the difference between the expected cost and amount 

actually incurred was treated as an actuarial gain or loss and charged to the STRGL. However, 

the Code has adopted an IPSAS 25 interpretation that allows long-term disability benefits to 

be accounted as defined benefit retirement benefits in certain circumstances (see paragraph 

6.2.3.5). 

6.3 TERMINATION BENEFITS 

6.3.1 Introduction 

6.3.1.1 Authorities shall account for termination benefits in accordance with IAS 19 Employee 

Benefits, except where interpretations or adaptations to fit the public sector are detailed in 

the Code. IPSAS 25 Employee Benefits is based on IAS 19, and provides additional guidance 

for public sector bodies. Termination benefits are dealt with separately from other employee 

benefits because the event which gives rise to an obligation is the termination rather than 

employee service. Termination benefits are payable as a result of either: 

a) an employer's decision to terminate an employee's employment before the normal 
retirement date, or 

b) an employee's decision to accept voluntary redundancy in exchange for those benefits. 

Voluntary early retirement under scheme rules is not a termination benefit since such 

benefit is a right of all scheme members. They are post-employment benefits rather than 

termination benefits and shall be accounted for as post-employment benefits. 

6.3.1.2 Termination benefits are often lump-sum payments, but also include: 

a) enhancement of retirement benefits, and 

b) salary until the end of a specified notice period if the employee renders no further service 
that provides economic benefits to the entity. 
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Interpretations for the public sector context 

6.3.1.3 There are no interpretations for the public sector context. 

6.3.2 Accounting requirements 

6.3.2.1 Termination benefits shall be recognised as .a liability and an expense when, and only when, 

the entity is demonstrably committed to either: 

a) terminate the employment of an employee or group of employees before the normal 
retirement date, or 

b) provide termination benefits as a res.ult of an offer made in order to encourage voluntary 
termination of employment. 

6.3.2.2 An authority is demonstrably committed to a termination when, and only when, it has a 

detailed formal plan for the termination and is without realistic possibility of withdrawal. The 

detailed plan shall include., as a minimum: 

a). the location, function, and approximate number of employees whose services are to be 
terminated 

b) the termination benefits for each job classification or function, and 

c) the time at which the plan will be implemented - implementation shall begin as soon as 
possible and the period of time to complete implementation shall be such that material 
changes to the plan are not likely. 

An authority may be committed, by legislation, by contractual or other agreements with 

employees or their representatives or by a constructive obligation based on business 

practice, custom or a desire to act equitably, to make payments (or provide other benefits) to 

employees when it terminates their employment. 

6.3.2.3 Termination benefits do not provide an authority with future economic benefits and are 

recognised in Surplus or Deficit on the Provision of Services immediately. Where termination 

benefits are recognised, the authority may also have to account for a curtailment of 

retirement benefits or other employee benefits. 

6.3.2.4 Where termination benefits fall due more than 12 months after the Balance Sheet date, they 

shall be discounted using the discount rate determined by reference to market yields at the 

Balance Sheet date on high quality corporate bonds. 

6.3.2.s In the case of an offer made to encourage voluntary redundancy, the measurement of 

termination benefits shall be based on the number of employees expected to accept the offer. 

6.3.3 Disclosure 

6.3.3.1 Where there is uncertainty about the number of employees who will accept an offer of 
termination benefits, a contingent liability exists. Disclosure of the contingent liability shall 

be made unless the possibility of an outflow in settlement is remote. 

6.3.3.2 Termination benefits may need to be disclosed where the nature and amount of an expense is 

material. 

Page 157 

VVED00000643 0171 



CODE OF PRACTICE ON LOCAL AUTHORITY ACCOUNTING IN THE UNITED KINGDOM 2010/11 
BASED ON INTERNATIONAL FINANCIAL REPORTING STANDARDS 

6.3.4 Statutory accounting and disclosure requirements 

6.3.4.1 There are no statutory accounting requirements or disclosure requirements relating to 

termination benefits. However, where termination benefits are in the form of pension 

enhancements (usually in the form of added years), they shall be treated as pensi0n costs fer 

the purposes of the statutory transfer between the Pension Reserve and the General Fund of 

the amount by which pension costs calculated in accordance with the Code are different from 

the contributions due under the pension scheme regulations. 

6.3.5 Changes since SORP 2009 

6.3.s.1 The SORP did not cover all termination benefits (eg lump sum payments on termination of 

employment not associated with retirement) - it only covered termination benefits awarded 

as an enhancement of pension benefits, usually in the form of added years of service. The 

SORP treated these a.s a retirement benefit and classified them as one type of past service 

cost. The Code, in accordance with IAS 19; covers all forms of termination benefits .and does 

not treat them as post-employment benefits, but as a separate category of employment 

benefit. Under the SORP the added years or other pension enhancement was recognised in 

the Income and Expenditure Account on a straight-line basis over the period in which the 

increase in benefit ve.sts. The Code in accordance with IAS 19 requires termination benefits 

to be charged to Surplus or Deficit on the Provision of Services immediately whether they 

vest immediately or not. In practice, in local authoritie.s pension enhancements granted for 

termination of employment would usually vest immediately and so under the SORP would 

usually have been charged to the Income and Expenditure Account immediately. 

6.4 POST- EMPLOYMENT BENEFITS 

6.4.1 Introduction 

6.4.1.1 Authorities .shall account for post-employment benefits in accordance with IAS 19 Employee 

Benefits, except where interpretations or adaptations to fit the public sector are detailed in 

the Code. IPSAS 25 Employee Benefits is based on IAS 19 and provides additional guidance 

to public sector bodies. Post-employment benefits include not only pensions but also 

other benefits s.uch as life insurance and medical care that is provided post-employment. 

The pension plans in which local authority employees participate in effect provide post

employment life insurance in the form of guaranteeing that a minimum of, say, five years' 

pension will be paid if the pensioner dies before the end of the guaranteed period. Such 

minimum payment guarantees do not result in any different accounting requirements from 

other pension benefits. 

6.4.1.2 The pension plans in which local authority employe.es participate do not provide medical 

benefits or free-standing post-employment life insurance, so the matter is not covered in 

detail by the Code. Where such non-pension post-employment benefits are provided, the 

relevant requirements of TAS 19 apply. 

6.4.1.3 Post-empl0yment benefit plans are classified as either: 

a) defined contribution plans, or 

b) defined benefit plans. 
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If a pension plan does not meet the definition of a defined contribution plan it shall be 

classified as a defined benefit plan. 

6.4. 1.4 Under defined contribution plans the employer's obligation is limite.d to the amount that it 

has agreed to contribute tot.he fund. In consequence, actuarial risk (that benefits will be less 
. 

than expected) and investment risk (that assets invested will be insufficient to meet expected 

benefits) fall on the employee. Under defined benefit plans the employer bears at least some 

of the actuarial and investment risks associated with the plan and often bears substantially 

all of the risk. 

Interpretation for the public sector context 

Approach to recognising actuarial gains and losses 

6.4.1.s IAS 19 permits alternative approaches to the recognition of actuarial gains and losses. The 

first is that only those actuarial gains and losses falling outside an agreed 'corridor' are 

recognised in Surplus or Deficit on the Provision of Services; the second is that all actuarial 

gains and losses are recognised in Other Comprehensive Income and Expenditure. Only the 

second of these alternatives is permitted; that is, the use of the corridor approach is removed. 

Classification of schemes 

6.4.1.6 Authorities' pension costs arising from the following schemes shall be accounted for in 

accordance with the Code's requirements for defined benefit pension plans: 

a) the Local Government Pension Scheme (in England and Wales), except as allowed for in 
paragraph 6.4.1.9 b) 

b) the Local Government Pension Scheme (in Scotland), except as allowed in paragraph 
6.4.1.9 b) 

c) the Northern Ireland Local Government Officers S.uperannuation Scheme 

ct) the Police and Firefighters' pension schemes. 

Termination benefits paid in the form of an enhancement of pension benefits shall be 

accounted for in accordance with Code section 6.3 on Termination Benefits. 

6.4.1.7 Where the authority participates in any other material defined benefit pension plans they 

shall be accounted for in accordance with the Code's requirements for defined benefit pension 

plans. 

6.4. 1.B In certain circumstances an entity whose pension plan provides defined benefit pension 

benefits to its employees is required to account for the pension plan as if it were a defined 

contribution plan. The circumstances are where: 

a) The entity's only obligation is to pay contributions as they fall due and the entity has no 
obligation to pay future benefits. 

b) Where an entity is not able to identify its share of the underlying financial position and 
performance of the plan with sufficient reliability for accounting purposes. This may 
occur if: 

i) the entity does not have access to information abo.ut the plan that satisfies the above 
requirement, or 
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ii) the plan exposes the participating entities to actuarial risks associated with the 
current and former employees of other entities, with the result that there is no 
consistent and reliable basis for allocating the obligation, plan assets and cost to 
individual entitie.s participating in the plan. 

6.4.1.9 Defined benefits schemes that meet the criteria in paragraph 6.4.1.8 include: 

a) The Teachers' Pension Scheme administered by the Department for Children, Schools and 
Families for England and Wales and by the Scottish Government for Scotland. 

b) The Local Government Pension Scheme (LGPS) in relation to the participation of 
minor non-principal authorities (such as joint committees, port health authorities and 
conservation boards and other bodies per Appendix A of CLG Circular 03/2006 as updated) 
that prepare their accounts in accordance with the Code, unless contributions are set on 
the basis of the authority's specific circumstances. 

Entity combinations 

6.4.1.10 IAS 19 contains provisions concerning accounting by the acquiring entity for pension assets 
and liabilities assumed on a business combination. IPSAS 25 Employee Benefits uses the 
term 'entity combination' (rather than 'business combination') and this term has been 
adopted by the Code. 

Dete1·1·11ining the present value of the defined benefit obligations with sufficient regularity 

6.4.1.11 The IAS 19 requirement that the present value ·O·f the defined benefit obligations and fair 
value of any plan assets shall be determined with 'sufficient regularity' has been interpreted 
by the Code to mean ''between the formal actuarial valuations every three years, there shall 

be approximate assessments in intervening years. Acceptable approximations shall include 

adjusting full valuation results using latest membership data'' (see paragraph 6.4.3.26). 

6.4.2 Defined Contribution Plans (and defined benefit plans required 
to be accounted as if they were defined contribution plans - see 
paragraphs 6.4.1.8 and 6.4.1.9) 

Accounting requirement 

6.4.2.1 When an employee has rendered service to an entity during a period, the authority shall 
re.cognise the contribution pay.able in exchange for that service: 

a) As a liability (accrued expense). If the contribution already paid exceeds the contribution 
due for service before the balance sheet date, an entity shall recognise that excess as 
an asset (prepaid expense) to the extent that the prepayment will lead to, for example, a 
reduction in future payments or a cash refund. 

And 

b) As an expense, unless the Code requires or permits the inclusion of the contribution in the 
c0st of an asset. 

An asset or liability is recognised in the period-end Balance Sheet only to the extent that 
there are prepaid or outstanding contributions at the Balance Sheet date. 
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Statutory accounting requirements 

6.4.2.2 There are no statutory accounting requirement for defined contribution plans and defined 

benefit plans required to be accounted for as if they were defined contribution plans. 

Disclosure 

6.4.2.3 An authority shall disclose the amount recognised as an expense for defined contribution 

plans. 

6.4.2.4 The following additional information shall be disclosed where a pension plan which provides 

defined benefits to employees is required by the Code to be accounted for by an employer as 

if it were a defined contribution plan: 

a) the fact that the plan is a defined benefit plan 

b) the reason why .sufficient information is not available to enable the entity to account for 
the plan as a defined benefit plan 

c) to the extent that a surplus or deficit in the plan may affect the amount of future 
contributions, disclose in addition: 

i) any available information about that surplus or deficit 

ii) the basis used to determine that surplus or deficit 

iii) the implications, if any, for the authority 

ct) In respect of Teachers' Pension Scheme administered by the DCSF for England and Wales 
and the Scottish Government for Scotland, the rate of contributi0n set and t.he amounts 
paid over, together with information regarding any termination benefits awarded by the 
authority. 

Statutory disclosure requirements 

6.4.2.s There are no statutory disclosures required for defined contribution plans and defined benefit 

plans required to be accounted for as if they were defined contribution plans. 

6.4.3 Defined Benefit Plans 

Accounting requirements 

Accounting for the constructive obligation 

6.4.3.1 An authority shall account not only for its legal obligation under the formal terms of a 

defined benefit plan, but also for any constructive obligation that arises from the entity's 

informal practices. Informal practices give rise to a constructive obligation where the entity 

has no realistic alternative but to pay employee benefits. 

Recognition and measurement 

6.4.3.2 Accounting by an authority for defined benefit plans involves the following steps: 

a) e.stimating the benefit that employees have earned 

b) discounting the benefit to determine the present value of the defined benefit obligation 

c) determining the fair value of any plan assets (and reimbursement rights, if any) 
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ct) determining the amount of actuarial gains and losses 

e) where a plan has been changed, determining the resulting past service cost 

f) where a plan has been curtailed or settled, determining the resulting gain or loss. 

Estimating the benefit that employees have earned 

6.4.3.3 Actuarial techniques are used to: 

a) Estimate the variables that will determine the ultimate cost of providing post-employment 
benefits. The main actuarial assumpti0ns for pension benefits comprise demographic 
assumptions such as mortality, employee turnover and expected early retirement where 
the employee has the right under the plan rules; and financial assumptions such as the 
discount rate and salary and benefit levels. 

b) Determine how much benefit is attributable to the current and prior periods. Benefits 
shall be attributed to periods of service in accordance with a plan's benefit formula. 
However, if an employee's service in later years will lead to a materially higher level of 
benefit than in earlier years, benefit shall be attributed on a straight-line basis until the 
date when further service by the employee will lead to no material .amount of further 
benefits. 

6.4.3.4 Actuarial assumptions shall be unbiased and mutually compatible. They are unbiased if they 

are ne.ither imprudent nor excessively conservative. Financial assumptions shall be based 

on market expectations, at the end of the reporting period, for the period over which the 

obligations are to be settled. 

6.4.3.s Where a benefit does not vest immediately (eg because of a qualifying period of service), the 

probability that some employees may not satisfy the vesting conditions and not become 

entitled to the benefit shall be taken into account in measuring the pension obligation. 

Discounting the benefit to determine the present value of the defined benefit 
obligation 

6.4.3.6 The projected unit credit method shall be .used to determine the present value of an 

authority's defined benefit obligation and the related current service cost and, where 

applicable, past service cost. This method views each period of service a.s giving rise to an 

additional .unit of benefit entitlement, with each unit being measured separately to butld up 

the obligation. 

6.4.3.7 The rate used to discount post-employment benefit obligations .shall be determined by 

reference to market yields .at the Balance Sheet date on high quality corporate bonds. 

The currency and term of the corporate bonds shall be consistent with the currency and 

estimated term of the post-employment benefit obligations. The interest cost shall be 

computed by multiplying the discount rate as determined at the start of the period by the 

present value of the defined benefit obligation throughout that period, taking account of any 

material changes in the obligation. 

Determining the fair value of any plan assets 

6.4.3.B The fair value of any plan assets is deducted in determining the defined benefit liability. 
When no market price is available, the fair value of plan assets is estimated; for example, 
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by discounting expected future cash flows using a discount rate that reflects both the risk 

associated with the plan assets and the maturity or expected disposal date of those assets. 

Plan assets exclude unpaid contributions due from the reporting entity to the fund. Plan 

assets are reduced by any liabilities of the fund that do not relate to employee benefits, 

for example, trade and other payables and liabilities resulting from derivative financial 

instruments. 

6.4.3.9 Sometimes, an authority is able to look to another party, such as an insurer, to reimburse 

some of the expenditure required to settle a defined benefit obligation. Qualifying insurance 

policies as defined in paragraph 6.1 .2.1 are plan assets and are accounted for as other plan 

assets. Other reimbursement (such as non-qualifying insurance policies and the pension 

top-.up grants received by police and fire and rescue service authorities from their sponsoring 

departments) are not included in plan assets but rather recognised as a separate asset. The 

reimbursement right shall be recognised when, and only when, it is virtually certain that 

another party will reimburse some or all of the expenditure required to settle a defined 

benefit obligation. The reimbursement asset shall be recognised at fair value. In all other 

respects, t.he reimbursement asset is t.reated in the same way as ether plan assets. 

6.4.3.10 The pension top-up grant received from their sponsoring government departments by police 

and fire and rescue service authorities can sometimes be a negative amount because of 

the way the formula operates. In such a case the obligation to make a payment to the 

sponsoring department shall be recognised as a separate liability rather than included as an 

addition in determining the defined benefit liability . 

6.4.3.11 Where the right to reimbursement which arises under an insurance policy or a legally binding 

agre.ement exactly matches the amount and timing of some or .all of the benefits payable 

under the plan, the fair value of those insurance policies is deemed to be the present value of 

the related obligations. 

Deter111ining the amount of actuarial gains and losses 

6.4.3.12 IAS 19 defines actuarial gains and losses as: 

a). experience adjustments (t.he effects of differences between the previous actuarial 
assumptions and what has actually occurred), and 

b) the effects of changes in actuarial assumptions. 

6.4.3.13 The movement tn actuarial gains and losses for the year shall be recognised in the Pension 

Reserve. 

Where a plan has been changed, determining the resulting past service cost 

6.4.3.14 Past service cost usually arises when the benefits payable for past service under an existing 

defined benefit plan are changed (they also arise when a defined benefit plan is introduced 

that attributes benefits to past service). Past service cost is measured as the change in the 

liability resulting from the amendment. Where the amendment vests immediately, the past 

service costs shall be recognised immediately regardless of the fact that the cost refers to 

employee service in previous periods. Sometimes there is a vesting period, in which case the 

past service cost shall be amortised on a straight-line basis over the average period until the 
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benefits become vested. The amortisation schedule for past service cost is fixed when the 

amendment is introdu.ced and shall not be revised unless there is a curtailment or settlement. 

6.4.3.15 Where benefits payable under an existing defined benefit plan attributable to past service are 

changed so that the present value of the defined benefit obligation decreases, the resulting 

reduction in the defined benefit ltability shall be recognised as (negative) past service cost 
over the average period until the change in benefits becomes vested. Where, at the same 

time as the reducti0n in liability, other changes are made that result in an increase in the 

liability under the plan for the same employees, the change shall be treated as a single net 

change. 

Where a plan has been curtailed or settled, determining the resulting gain or loss 

6.4.3.16 Curtailments and settlements are events that change the liabilities relating to a defined 

benefit pension plan and that are not covered by normal actuarial assumptions. 

6.4.3.17 A curtailment occurs when an authority either: 

a) is demonstrably committed to making a significant reduction in the number of employees 
covered by a plan, or 

b) amends the terms of a defined benefit plan so that a significant element of future service 
by current employees will no longer qualify for benefits, or will qualify only for reduced 
benefits. 

When a plan amendment reduces benefits, only the effect of the reduction for future service 

is a curtailment. The effect of any reduction for past service is a negative past service cost. 

6.4.3.18 A curtailment may arise from an isolated event, such as the discontinuance of an activity, or 

a reduction in the extent to which future salary increases are linked to the benefits payable 

for past service. Curtailments are often linked with a restructuring. When this is the case, an 

entity accounts for a curtailment at the same time as for a related restructuring. 

6.4.3.19 A settlement arises when an entity enters into a transaction that eliminates all further legal 

or constructive obligation for part or all of the benefits provided under a defined benefit 

plan. Settlements have the effect of extinguishing a portion of the plan liabilities, usually 
by transferring plan .assets to or on behalf of plan members to their new employer or an 

insurance company in settlement of the obligation. 

6.4.3.20 Gains or losses on the curtailment or settlement of a defined benefit plan are recognised in 

the Surplus or Deficit on the Provision of Services when the curtailment or settlement occurs. 

The gain or loss shall comprise: 

a) any resulting change in the present value of the defined benefit obligation 

b) any resulting change in the fair value of the plan assets 

c) any unamortised related past service costs. 

6.4.3.21 Before determining the effect of a curtailment or settlement, the obligation shall be 
re-measured (and the related plan assets, if any) using current act.uarial ass.umptions 

(including current market intere.st rates and other current market prices). 
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Entity combinations 

6.4.3.22 Where an authority assumes pension assets and liabilities relating to employees transferring 
to it on taking over all or part of another authority's geographical area or all or some of its 

functi0ns, the authority recognises assets and liabilities arising from post-employment 

benefits at the present value of the obltgation less the fair value ·O·f any plan assets. The 
present value of the obligation includes all of the following, even if the employees' previous 

authority had not yet recognised them at the date the employees transferred to the 

authority: 

a). actuarial gains and losses that arose before the transfer date 

b) past service cost that arose from benefit changes, or the introduction of a plan, before the 
transfer date 

c) amounts that, under the transitional provisions of the Code, the authority transferring 
employees had not recognised. 

6.4.3.23 The authority whose geographical area or functions have in whole or in part been transferred 

shall account for the transfer of pension liabilities and associated pension assets under the 

standard provisions of the Code as a settlement. The reduction in plan members may also 

effect the actuarial calculations on which the plan liabilities associated with employees 
continuing in employment are based; there may therefore also be need to account for a 

curtailment. 

Balance Sheet 

6.4.3.24 The amount recognised as a defined benefit liability shall be the net total of the following 

amounts: 

a) the present value of the defined benefit obligation at the Balance Sheet date (see 
paragraph 6.4.3.6) 

b) minus any past service cost not yet recognised (le past service costs that have not vested 
at the Balance Sheet date) 

c) minus the fair value at the Balance Sheet date of plan assets (if any) out of which the 
obligations are to be settled directly (see paragraphs 6.4.3.8 and 6.4.3 .9). 

6.4.3.25 The defined benefit liability determined under paragraph 6.4.3.24 may be negative (ie an 

asset). Where this is the case there is a limit on the amount that can be recognised on the 

Balance Sheet as an asset. Any Minimum Funding Re.quirement of the pension plan may also 

affect the amount that can be recognised as an asset. Where paragraph 6.4.3.24 indicates 

a negative liability (ie an asset) , the amount to be recognised on the Balance Sheet shall 

be determined in .accordance with IAS 19 paragraphs 58 to 588 and IFRIC Interpretation 14 

IAS 19 - The Limit on a Defined &enefit Asset, Minimum Funding Requirements and their 

Interaction. 

6.4.3.26 The present value of defined benefit obligations and the fair value of any plan assets shall 

be determined with sufficient regularity that the amounts recognised in the financial 

statements do not differ materially from the amounts that would be determined at the 

Balance Sheet date. This. shall be interpreted to mean that between the formal actuarial 

valuations every three years, there shall be approximate assessments in intervening years. 
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Acceptable approximations shall include adjusting full valuation results using the latest 

available membership data. 

Surplus or Deficit on the Provision of Services 

6.4.3.27 The net total ·O·f the following amounts shall be recognised in Surplus or Deficit on the 

Provision of Service.s except to the extent that the Code requires or permits their inclusion in 

the cost of an asset: 

a) current service cost (see paragraphs 6.4.3.3 to 6.4.3.6) 

b) interest cost (see paragraph 6.4.3. 7) 

c) the expected return on any plan assets (see paragraph 6.4.3.8) and on any reimbursement 
rights (see paragraphs 6.4.3.9 .and 6.4.3.11) 

ct} past service cost (see paragraph 6.4.3.14 and 6.4.3.15) 

e) the effect of any curtailments or settlements (see paragraphs 6.4.3.16 to 6.4.3.21). 

Statutory accounting requirements 

Pensions Reserve 

6.4.3.28 Local authorities in England, Scotland and Wales are required not to charge to revenue 

expenditure in respect of liabilities for retirement benefits and to maintain a Pensions Reserve 

to which the pensions liabilities are charged (see part 2 of Appendix B for the legislative 

basis). Under local government finance legislation, 'revenue' means the General Fund (or 

General Fund equivalent such as the Police Fund), or the Housing Revenue Account. 

6.4.3.29 The amount that shall be charged to the General Fund for providing pensions for employees is 

the amount payable for the year in accordance with the statutory requirements governing the 

particular pension schemes or funds in which the authority participates. Where this amount 

does not match the amount charged to Surplus or Deficit on the Provision of Services for the 

year under the Code, the difference shall be taken to the Pensions Reserve. 

6.4.3.30 The amount that shall be charged to the Housing Revenue Account for providing pensions for 

employees is the amount payable for the year in accordance with the statutory requirements 

governing the particular pension schemes or funds in which the authority participates. 

Where the amount payable for the year in accordance with the scheme requirements does not 

match the amount included in the HRA Income and Expenditure Statement for the year, the 

recognised cost ·O·f pensions borne by the HRA will not match the amount required by statute. 

This should be dealt with by showing the difference as a reconciling item in the Statement of 

Movement on the Housing Revenue Account Balance. 

6.4.3.31 Where the pension costs charged to Surplus or Deficit on the Provision of Services or HRA 

Income and Expenditure Statement under the Code are: 

• larger than the amount payable for the year in accordance with the scheme requirements, 

the General Fund Balance or HRA Reserve as appropriate should be credited and the 

Pensions Reserve debited with the difference 

• smaller than the amount payable for the year in accordance with the scheme 

requirements, the General Fund Balance or HRA Reserve as appropriate should be debited 

and the Pensions Reserve credited with the difference. 
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Disclosures 

6.4.3.32 An authority shall disclose the following in respect of post-emplo.yment benefit plans it 

accounts for on a define.ct benefit basis: 

a) A general description of the type of plan. 

b) Information that enables users of financial statements to evaluate the nature of its 
defined benefit plans and the financial effects of changes in those plans during the 
period. 

c) Accounting policy for recognising actuarial gains and losses. 

ct) A reconciliation of opening and closing balances of the present value of the defined 
benefit obligation showing separately, if applicable, the effects during the period 
attributable to each of the following: 

i) current service cost 

ii) interest cost 

iii) contributions by plan participants 

iv) actuarial gains and losses 

v) benefits paid 

vi) past service cost 

vii) entity combinations (eg effects on the obligation of combining authoritie.s or taking 
over part of the geographical area of another local authority or acquiring new 
functions s.uch as on becoming a unitary authority) 

viii) curtailments 

ix) settlements. 

e) An analysis of the defin.ed benefit obligation into amounts arising from plans that are 
wholly unfunded and amounts arising from plans that are wholly or partly funded. 

f) A reconciliation of the opening and closing balances of the fair value of plan assets; and 
of the opening and closing balances of any reimbursement right recognised as a separate 
asset in accordance with paragraphs 6.4.3.8 to 6.4.3.9 showing separately, tf applicable, 
the effects during the period attributable to each of the following: 

i) expected return on plan assets 

ii) actuarial gains and losses 

iii) contributions by the employer 

iv) contributions by plan participants 

v) benefits paid 

vi) entity combinations 

vii) settlements. 

g) A reconciliation of the present value ·O·f the defined benefit obligation in d) and the fair 
value of the plan assets in f) to the assets and liabilities recognised in the Balance Sheet, 
showing at least: 

i) Any past service cost not recognised in the Balance Sheet (see paragraph 6.4.3.14) 
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ii) any amount not recognised as an asset, because of the limit on the amount of surplus 
that can be recovered through reduced contributions in accordance with paragraph 
6.4.3.25 

iii) the fair value at the Balance Sheet date of any reimbursement right recognised as an 
asset in accordance with paragraph 6.4.3.9 (with a brief description of the link between 
the reimbursement right and the related obligation) 

iv) the other amounts recognised in the Balance Sheet. 

h) The total expense recognised in income and expenditure for each of the following, and the 
line item(s) in which they are included: 

i) current service cost 

ii) interest cost 

iii) expected return on plan assets 

iv) expected return on any reimbursement right recognised as an asset in accordance 
with paragraph 6.4.3.9 

v) actuarial gains and losses 

vi) past service cost 

vii) the effect of any curtailment or settlement 

viii)the effect of the limit in paragraph 6.4.3.25. 

The current service cost, the past service cost, the effect of any curtailment or settlement 

shall be included within the service expenditure analysis. The interest cost and expected 

return on assets shall be included in finance and investment income and expenditure. 

i) The total amount recognised in Other Comprehensive Income and Expenditure for each of 
the following: 

i) actuarial gains and losses 

ii) the effect of the limit in paragraph 6.4.3.25. 

j) The cumulative amount of actuarial gains and losses recognised in Other Comprehensive 
Income and Expenditure. 

k) For each major category of plan assets, which shall include, but is not limited to, equity 
instruments, debt instruments, property, and all other assets, the percentage or amount 
that each major category constitutes of the fair value of the total plan assets. 

I) The amounts included in the fair value of plan assets for any property occupied, or other 
assets used, by the entity. 

m) A narrative description of the basis used to determine the overall expected rate of return 
on assets, including the effect of the major categories of plan assets. 

n) The actual return on plan assets, as well as the actual return on any reimbursement right 
recognised as an asset in accordance with paragraph 6.4.3.9. 

o) The principal actuarial assumptions used as at the Balance Sheet date, including, when 
applicable: 
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iii) the expected rates of return for the periods presented in the financial statements on 
any reimbursement right recognised as an asset in accordance with paragraph 6.4.3.9 

iv) the expected rates of salary increases (and of changes in an index or other variable 
specified in the formal or constructive terms of a plan as the basis for future benefit 
increases) 

v) the mortality rates 

vi) any other material actuarial assumptions used. 

p) The amounts for the current annual period and previous four annual periods (except that, 
in the case of authorities in Northern Ireland, previous periods commencing prior to 1 
April 2009 need not be presented) of: 

i) the present value of the defined benefit obligation, the fair value of the plan assets 
and the surplus or deficit in the plan, and 

ii) the experience adjustments arising on: 

the plan liabilities expressed as a percentage of the plan liabilities at the Balance 

Sheet date, and 

- the plan a.ssets expressed as a percentage of the plan assets at the Balance Sheet 

date. 

q) An estimate ·O·f contributions expected to be paid to the plan during the annual period 
beginning after the Balance Sheet dat.e. 

Statutory disclosure requirements 

6.4.3.33 There are no statutory disclos.ure requirements for defined benefit plans. 

6.4.4 Changes since SORP 2009 

6.4.4.t The 2009 SORP included the Northern Ireland Local Government Officers Superannuation 

Scheme, which provides defined benefit pensions, as one that met the FRS 17 requirement 

to be accounted for by authorities as if it were a defined contribution scheme. For 2010/11 

the Northern Ireland Local Government Officers Superannuation Scheme does not meet the 

IAS 19 requirements to be accounted for by authorities as if it were a defined contribution 

scheme and consequently authorities are required to account on a defined benefit basis. 

This will result in a different charge to Surplus or Deficit on the Provision of Services for 

pension costs; actuarial gains and losses being taken to Other Comprehensive Income and 

Expenditure; and the Balance Sheet including a net defined benefit pension liability or asset. 

6.4.4.2 The net impact of the changes will be a charge (or credit) to the District Fund unless the 

Northern Ireland Department of the Environment introduces regulations or an accounts 

direction requiring the charge to the District Fund to be calculated on a different basis. If 
such a regulation or accounts direction is introduced, authorities shall follow the regulations 

or accounts direction. 
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6.5 ACCOUNTING AND REPORTING BY PENSION FUNDS 

6.5.1 Introduction 

6.s.1.1 The objective of IAS 26 Retirement Benefit Plans is to provide guidance on the form and 

content of the financial statements prepared by retirement benefit plans (which were referred 

to as Pension Funds in the 2009 SORP). However, IAS 26 does not require retirement benefit 

plan statements to be prepared; rather it requires IAS 26 to be applied 'where such statements 

are prepared'. It complements IAS 19 Employee Benefits, which deals with the determination 

of the cost of retirement benefits in the financial statements of employers. Authorities shall 

account for retirement benefit plans in accordance with IAS 26, except where interpretations 

or adaptations to fit the public sector are detailed in the Code. 

6.5.1.2 IAS 26 (unlike the Pension SORP under UK GAAP, on which the local authority SORP 

requirements were based) does not set out to comprehensively specify the requirements for 

preparing financial statements for a retirement benefit plan; and other relevant provisions of 

IFRS apply to the extent that they are not superseded by specific IAS 26 requirements. So, 

for example, to the extent that they are not superseded by specific IAS 26 requirements: 

• the IFRS financial instruments standards (IAS 39, IAS 32 and IFRS 7) govern the 

recognition, measurement, presentation and disclosure of financial instruments (although 

many requirements are inapplicable since all material financial instrument are carried at 

fair value through profit or loss), and 

• the section of IAS 19 on post-employment benefits governs the measurement of a plan's 

obligation to provide pension benefits .. 

6.5.1.3 Similarly, this se.ction of the Code does not by itself specify all the requirements for preparing 

retirement benefit plan financial statements; other relevant provisions of the Code apply 

to the extent they are not superseded by this section of the Code. However, to facilitate 

preparation of retirement benefit plan statements, this Code includes some requirements 

drawn from other parts of IFRS and legislation where these are clearly applicable (eg because 

a plan holds financial instruments) in addition to specific IAS 26-based requirements. 

6.5.1.4 Under IAS 26 and the Code, a retirement benefit plan is a reporting entity separate from the 

employers of the participants in the fund for financial reporting purposes. This is congruent 

with 2009 SORP, which required authorities that administer pension funds (administering 

authorities) to include pension fund accounts in their Statements of Accounts. Retirement 

benefit plans are more commonly referred to in the UK as pension funds and 'pension fund is 

the terminology adopted by the Code. 

Pension fund annual reports 

6.5.1.5 From 2008/09 under the Local Government Pension Scheme (Administration) Regulations 

2008, administering authorities of LGPS funds in England and Wales have been required 

to prepare a pension fund annual report. There is no similar requirement in Scotland. The 

annual re.port is not required to be included in the administering authority's main Statement 

of Accounts, but is required to be published separately. Section 768 of the Local Government 

Pen.sion Scheme Regulations requires pension fund annual reports to include a 'Fund Account 
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and Net Assets Statement with supporting notes and disclosures prepared in accordance with 

proper practices'. 

6.5.1.6 The proper practices for the preparation of both the pension fund accounts included in an 

administering authority 's Statement of Accounts and those required to be included in the 

pension fund annual report in England and Wales are contained in the Code. The Code would 

also provide appropriate guidance for pension fund accounts that authorities in Scotland may 

include in any pensi0n fund annual report they prepare voluntarily. 

6.5.1.7 After consulting with key stakeholders on the matter, CIPFA/LASAAC has concluded that the 

statutory requirement for administering authorities in England and Wales to prepare pension 

fund annual reports does not change the requirement for them to include pension fund 

accounts in their Statements of Accounts. CIPFA/LASAAC has raised with key stakeholders 

the issue of whether for the future legislation should be amended to allow administering 

authorities that publish an annual pension fund report containing pension fund accounts 

prepared in accordance with proper practices not to include pension fund accounts in their 

main Statement of Accounts, but rather to disclose how the pension fund annual report can 

be accessed or obtained. 

6.5.2 Interpretation for the Public Sector Context 

Requirement to prepare pension fund accounts 

6.5.2.1 IAS 26 does not require pension fund accounts to be prepared or indicate the circumstances 

that it would be appropriate to prepare pension fund accounts. Police and fire and rescue 

service pension funds are single employer and unfunded and therefore the benefit of 

preparing IAS 26-compliant pension fund accounts is reduced since the police or fire and 

rescue services main Statement of Accounts will contain mu.ch of the relevant information. 

The Code does not require police and fire and rescue service authorities to prepare IAS 
• 

26-based pension fund accounts. However, each individual police authority and fire and 

rescue service authority (FRSA) in England and Wales is required by legislation to operate 

a pension fund and include pension fund accounts in its Statement of Accounts. This 

requirement was introduced in 2007 /08 in England and Wales, when the funding arrangement 

changed from one where the police or FRSA met pension benefits directly, to one where the 

employer was required to pay an employer's contribution at a specified percentage rate and 

operate a pension fund. 

6.5.2.2 In Scotland,. police authorities and FRSAs still pay pension benefits directly, do not operate 

a pension fund, and are not required by legislation to include pension fund accounts in 

their Statements of Accounts. Since each individual police authority in Scotland operates a 

single employer retirement benefit plan, appropriate disclosure is s.ubstantially achieved by 

complying with the Code section on post-employment benefits. Police and fire and rescue 

service authorities in Scotland are not required under the Code to prepare pension fund 

accounts. 

6.5.2.3 For pension funds participating in the following pension schemes, pension fund accounts 

in accordance with paragraphs 6.5.3.1 to 6.5.5.1 of the Code shall be prepared by the local 

authority that administers the Pension Fund: 

a) the Local Government Pension Scheme (in England and Wales) 
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