


Private and confidential 
Tim Judson 
North London Waste Authority 
Lee Valley Technopark 
Block 1 b 
Unit 169 Ashley Road 
Tottenham 
London 
N17 9LN 

Dear Tim 

19 January 2010 

Direct line: 0117 981 2050 

Email:  

Indicative accounting treatment for the purposes of Resource and 
National Accounting 

In accordance with the terms of our Framework Agreement with the North London Waste 
Authority ('the Authority') dated 27 April 2007 we have prepared a report that considers the 
indicative accounting treatment of the Waste Services and Fuel Use Waste PFI contracts 
(together, 'the Project') . 

Background 

In HM Treasury's Consolidated Budgeting Guidance for 2009-10 (IFRS updated), HM 
Treasury sets out proposed changes to the budgeting rules to make them consistent with 
International Financial Reporting Standards ('IFRS'). 

From 1 April 2009, the accounting and budgetary treatments in relation to PFI and similar 
transactions will diverge. Departmental resource accounts will follow the guidance in IFRIC 
12 as amended in the IFRS-based Financial Reporting Manual ('iFReM'). Departmental 
budgets must follow National Accounting standards, as set out in the Manual on Government 
Deficit and Debt ('MGDD') that provides guidance on the application of the European System 
of Accounts 1995 ('ESA 95'), and the guidance set out in the Draft HM Treasury Technical 
Guidance dated 2 September 2009 ('HMT Technical Guidance') on the Application of the 
Standards used in the production of National Accounts to PFI and Similar Transactions. 

In accordance with the Local Government PFI Project Support Guide (2009-2010) -
1

st 
Revision (September 2009):

"Authorities should take an early view on the likely treatment, and confirm in their OBC, that 
the project is a service concession within the meaning of /FRIG 12 such that the provisions of 
/FRIG 12 need to be considered. It is good practice for the authority to seek a view from its 
external auditor on whether the view is reasonable". 

Providing that for financial accounting purposes the transaction has the general 
characteristics of a service concession, then the OBC also needs to include an initial view on 
the likely National Accounts balance sheet treatment used for departmental budgetary 
purposes." 

Scope of work 

In this report, we provide preliminary advice in respect of the accounting treatment of the 
Project, and specifically the Reference Project, for the purposes of Resource and National 
Accounting. This analysis has been undertaken on the basis of our understanding of the 
Project as at November 2009, based in turn on information contained in the OBC and the 
draft payment mechanisms developed to date. Any significant change to the final 
documentation may result in a change to the analysis and the result. 

Ernst & Young I i 



The analysis in this report is general in nature and only gives a summary of the relevant 
pronouncements. It does not take into account the specific policies and circumstances of any 
public body. 

The final decision on the balance sheet treatment is the responsibility of the relevant 
Accounting Officer in conjunction with the Authority's auditors. We therefore recommend that, 
in accordance with the HMT Guidance, you discuss this assessment with your auditors as 
soon as possible. The appropriate treatment will ultimately need to be agreed with HM 
Treasury and the Office of National Statistics ('ONS'). We can give no representations that 
HM Treasury or the ONS would agree with the analysis presented. 

The analysis presented in this note is based on relevant guidance and interpretations 
effective at the date of this note, and we are not responsible for advising of any changes in 
guidance or interpretations subsequent to the date of this note. We note that the HMT 
Technical Guidance is draft and therefore subject to possible change before a final version is 
issued. Accordingly, we note that should the final version contain different requirements, or 
should the nature of the Reference Project change, the analysis and conclusions reached 
may change. 

Purpose of our report and restrictions on its use 

This report was prepared on your instructions solely for the purpose of the Authority and 
should not be relied upon for any other purpose. Because others may seek to use it for 
different purposes, this report should not be quoted, referred to or shown to any other parties 
unless so required by court order or a regulatory authority, without our prior consent in 
writing. In carrying out our work and preparing our paper, we have worked solely on the 
instructions of the Authority and for the Authority's purposes. 

The paper has been prepared to assist you in considering the balance sheet treatment of the 
Project for the purposes of Departmental Resource Accounting and National Accounting. We 
note that we owe no responsibility or liability whatsoever to any party other than the Authority. 

Our paper may not have considered issues relevant to any third parties. Any use such third 
parties may choose to make of our paper is entirely at their own risk and we shall have no 
responsibility whatsoever in relation to any such use. This paper should not be provided to 
any third parties without our prior approval and without them recognising in writing that we 
assume no responsibility or liability whatsoever to them in respect of the contents of our 
del iv era bi es. 

If you would like to clarify any aspect of this review or discuss other related matters then 
please do not hesitate to contact me. 

Yours faithfully 

Director 

Ernst & Young LLP 
United Kingdom 
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