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PURPOSE OF THE TEMPLATE:

The purposes of these instructions and the attached template are to:

a) Provide municipal governments with a tool that will aid in the development of annual budgets.  The tab “decision template-1” is a template to summarize a number of key decisions in determining the amount of annual taxes that will be levied including decisions on whether or not to fund amortization, whether to fund capital expenditures from current taxes or from accumulated surplus or debt, and whether current operating requirements will be funded from existing accumulated surpluses.  

b) The second purpose of this template is to provide an illustrative link from those decisions to a sample set of financial statements.  The financial statements included in the template are at a summary level and do not include a statement of financial position.  They are not intended to replace Alberta Municipal Affair’s (AMA) Town of Sampleford financial statements.  

c) The final purpose of this template is to provide illustrative links between the existing and new PSAB accounting standards.  Elimination of fund accounting and implementation of the new TCA standards will be a significant change in financial reporting as discussed above.

The decision template (or a summary excerpt) could be presented to Council as a budget summary document and the key decisions included in this template could be a subject of discussion during the budget process.
BACKGROUND
For fiscal years beginning on or after January 1, 2009, there are a number of significant accounting and reporting changes impacting municipalities across Canada.  The changes to the accounting standards will have a pervasive impact on the measurement and presentation of municipalities’ annual operating results and financial position.  They will not however affect the standards for sound and prudent fiscal management.  
Currently, municipalities budget and account for capital asset acquisitions as current year expenditures.   New standards effective January 1, 2009 will require that the cost of capital assets be accounted for as assets on the statement of financial position and require that the costs be amortized over the useful life of the assets. When these new standards become effective, capital assets acquired prior to January 1, 2009 will be recorded at cost (using estimates or actual costs) less accumulated amortization.  Future annual amortization expense will include amortization expense for all assets owned by the municipality regardless of when they were acquired.  The new standards do not explicitly require that comparative figures be restated in the year the standards are adopted, however we would expect that, in most instances, retroactive restatement would be expected unless the information was not otherwise determinable.

The second important series of changes impacting municipal financial reporting is referred to as the new government reporting model.  The new reporting model is similar to the one used by Federal, Provincial and Territorial governments.  The most significant changes are as follows:

· Statement of financial position will be presented using a net debt model.  Net debt will be made up of financial assets less financial liabilities.  Non-financial assets (tangible capital assets, inventories of supplies and prepaid expenses) will be shown after net debt.  Net debt plus non-financial assets will equal accumulated surplus.  The accumulated surplus will represent the government’s net economic resources and it will provide an indication whether the government is able to continue to provide services.

· Under the new PSAB reporting model, accumulated surplus is shown as one number on the face of the statement of financial position.  It may still be appropriate for a municipality to disclose a breakdown of its accumulated surplus into separate categories such as unrestricted surplus, restricted surplus (i.e. reserves) and equity in tangible capital assets.  

· The individual non-consolidated fund statements (operating fund, capital fund, reserve funds) will be eliminated and only one single statement of operations will be included in the summary financial statements.

· The statement of operations will be prepared on an expense basis rather than expenditure basis.  Items like debt proceeds, debt repayments, proceeds on sale of capital assets etc. will not be shown on the statement of operations.  These items will be disclosed on the statement of cash flow.

The following table summarizes the major changes by statement:

	Statement
	Current Rules (refer to Town of Sampleford financial statements December 2007) 
	New Standards

	Statement of Financial Position 
	Presents total assets, total liabilities and municipal equity.
Municipal equity was typically broken into the following categories:   operating fund, capital fund reserve funds, and equity in tangible capital assets.
 
	Presents financial assets, financial liabilities and net debt.  

Non-financial assets are added to net debt to compute accumulated surplus.

New reporting model suggests one line for accumulated surplus to replace municipal equity section detail. Note disclosure of reserves and other equity components will be permitted.  

	Statement of Financial Activities
	Currently done on an 

“expenditure basis”

Capital asset acquisitions are shown as expenditures.  

Debt proceeds/payments are included on statement – sometimes more prominently shown as revenue or expenditure, other times as increases/deductions after Excess (Deficiency) of revenue over expenditures.   
	Will change presentation to “expense” based.  

Suggested name change will be Statement of Operations.  

Capital transactions such as debt repayments and capital acquisitions will not be included as expenses.  



	Statement of changes in fund balance (or changes in accumulated surplus)
	Typically combined with statement of financial activities.

Debt proceeds/repayments shown as addition to/deduction from Excess (Deficiency) of Revenue over Expenditures 

Inter-fund transfers are required to be eliminated
	Name will change to “statement of changes in accumulated surplus”.  This statement will likely be separate from the statement of financial activities as there will be more items on the statement.   

Will include debt proceeds and repayments.

Will include capital asset transactions including acquisitions, gains/losses.  



	Statement of Changes in Financial Position (or Statement of Cash Flows)
	Generally presented in three categories – operations, investing and financing.  
	Capital asset additions and proceeds from disposal of capital assets will be shown as part of investing activities.  

Amortization expense and other non-cash capital charges (write downs, loss on disposal) will be added back  in the statement of operations (or excluded from expenses if using the direct method).  

	Schedule of Operating Fund Financial Activities

Schedule of Capital Fund Financial Activities

Schedule of Reserves Fund Financial Activities.  
	Currently these three statements are included in summary financial statements.
	Statements will be eliminated from summary financial statements.  May still be included in supplementary schedules. 


Future reported operating results and financial position will be significantly different as a result of these changes.  
OVERVIEW OF THE TEMPLATE AND ITS WORKSHEETS
The template is divided into 2 separate worksheets as follows:
The first is called “Decision Template” with a supplementary schedule beginning on line 67.  This template includes summary budget information that will flow out of the budget process.  The decision template is divided into three sections:
a) Operating Cash Requirements

b) Capital Cash Requirements

c) Future Financial Plans

The information entered into schedules A through D will automatically populate the illustrative financial statements and decision template.  
The second worksheet, “FS Links” provides an illustrative link between the decisions made in the budgeting process to the annual financial statements.  Columns B through F on this worksheet include the summary financial results under existing PSAB standards as follows:

	Column
	Reference to Town of Sampleford  Financial Statements December 31, 2007
	Name of Schedule under Existing PSAB Standards as illustrated on December 31, 2007 Sampleford Financial Statements

	B
	Schedule 1
	Schedule of Operating Fund Financial Activities 

	C
	Schedule 2
	Schedule of Capital Fund Financial Activities

	D
	Schedule 3
	Schedule of Reserve Fund Financial Activities

	E
	Schedule 4
	Schedule of Equity in Capital Assets

	F
	
	Consolidated Statement of Financial Activities

	
	
	


Column H illustrates and provides linkages between the consolidated statement of financial activities (Col F) and the new PSAB standards which will be included in the single statement of operations.  There are coloured highlights that show where there are differences between the existing and the new standards.  these links between the existing and new standards.  Links are highlighted by different colours to 
LINE BY LINE INSTRUCTIONS – DECISION TEMPLATE

The following provides a line-by-line description of the decision template worksheet:  

	Line Number
	Line Description
	Description/Explanation

	1
	Operating costs excluding non-cash items and interest expense
	

	2
	Other Operating Revenue – Schedule A
	Schedule A (beginning on row 76) should be populated from the Budget.  The total of this schedule is linked to line 2 of the decision template.  

	3
	Operating debt interest
	

	4a and 4b


	Anticipated draws from accumulated surplus


	This represents the portion of operating requirements funded from prior year surplus.  

The term “restricted” surplus includes municipal reserve accounts.

	
	DECISION POINT
	The totals of column 1-4 represent total tax levy for operating requirements.  It does not include amortization expense which is discussed below on lines 13 and 14

	5
	Capital Expenditures


	

	6
	Capital debt interest


	

	7
	Capital debt Principal Payments


	

	8
	Capital Revenue (Grants, Proceeds, Special Levies) - Schedule B


	Schedule B  (beginning on row 89) should be populated from the Budget.  The total of this schedule is linked to line 8 of the decision template.  

	9
	Proceeds on disposal of capital assets – Schedule C


	Schedule C  (beginning on row 99) should be populated from the Budget.  The total of this schedule is linked to line 9 of the decision template.  The proceeds and net book value should be entered as positive numbers.  

	
	DECISION POINT
	The totals of lines 5-9 represent the cash required to fund current capital needs and is net of anticipated capital revenue sources such as grants, proceeds from disposal of assets.

	10
	Proceeds from new debt 


	

	11a and 11b
	Anticipated draw from prior year accumulated surplus


	This represents the portion of capital requirements funded from prior year surplus. 

The term “restricted” surplus includes municipal reserve accounts.  

In the 2007 Sampleford example template, this is equal to the anticipated excess of revenue over expenses and principal debt proceeds from the “capital fund”.

	
	DECISION POINTS
	After considering capital revenue, remaining capital requirements funded from debt or surplus are decided in lines 10 and 11.   

After determining the tax levy for capital and operating, the sub total “Minimum Tax Levy” is determined.  This sub-total represents the minimum tax levy that will be required before levying any taxes for future capital or operating needs. 

	12
	Operation Stabilization/Specific Operating Future Requirements.


	From a decision point of view, it represents how much levy should be collected for future operating needs.

In the 2007 Sampleford example template, this is equal to the anticipated excess of revenue over expenses and debt repayment from the “operating fund”. 

	13
	Annual amortization expense/write downs/gains or losses on disposals – 
	This represents budgeted amortization expense as calculated under new PSAB standards and any gain/loss on disposal of capital assets and any potential write-downs of capital assets.  Schedule D  (beginning on row 107) should be populated from the Budget.  The total of this schedule is linked to line 13 of the decision template.

	14
	Amortization expense not funded by current taxes
	This is a key decision point on whether or not to fund current amortization and other non-cash capital expenses from taxes.  

	15
	Future capital requirements
	

	
	DECISION POINTS
	Each item in line 12-15 (future financial plans) represent separate decision points for staff and council.  
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