Journal of Co-operative Studies, No 65, June 1989©



Journal of Co-operative Studies, No 65, June 1989©



buildings—an exceptionally conservativestanceandat variance with accounting
standards which do not allow land to be depreciated. Three societies did not
depreciate either frechold land or buildings. The typical justification is
provided by the Leicestershire society note: ‘In the opinion of the directors,
having regard to the regular refurbishment and maintenance referred to above,
the estimated residual values of such buildings at the end of their economic
life, based on prices prevailing at the time when the assets were acquired is not
significantly different from the historic cost at which they are included in the
accounts. Consequently any depreciation charge would not be material.’

Depreciation measures the wearing out, consumption or other loss of value
of afixed asset and therefore the Leicestershire approach is arguably justified.
Nevertheless the accounting standard clearly states buildings ‘should be
depreciated having regard to the same criteria as in the case of other fixed
assets.” The variety of approaches adopted to account for the depreciation of
assets makes the comparability of performance between societies difficult.

(iii) Exceptional and Extraordinary Items, There was a lack of consistency in
the treatment of surpluses on the sale of assets, usually properties, and
redundancy costs in the accounts of the societies surveyed.

Three options exist: the items may be deemed ‘normal’ and accounted for in
arriving at the surplus for the year; the items may be described as ‘exceptional’,
which leads to them being disclosed separately and accounted for after the
surplus for the year; and the items may be classificd as ‘extraordinary’ and be
dealt with after the surplus for the year after taxation and distributions have
been calculated. The problem of classifying items in this way is not unique to
Co-operatives. The decision hinges, first,on whether the itemsare sufficiently
large to warrant separate disclosure and, second, on whether the transactions
fall within or outside the ordinary activities of the business. Ordinary
activities for this purpose include not only trading butalso activities which are
frequently or usually undertaken. For the decision taken to be appreciated by
users of the accounts, it might be expected that a note to the accounts would
detail the rationale behind any classification. Only two of the societies gave
a policy note and in both cases it was to justify income and charges from
rationalisation as being extraordinary.

Often the amounts involved are extremely significant. In the year ended
January 1988 approximately a third of the surplus before distributions in the
societies surveyed arose from the sale of assets with approximately equal
amounts being treated as exceptional and extraordinary. In the accounts
surveyed, ten societies classified the asset sales as exceptional, five as
extraordinary and twoclassified the sale of trade properties as exceptional and

13

Journal of Co-operative Studies, No 65, June 1989©



Journal of Co-operative Studies, No 65, June 1989©



Journal of Co-operative Studies, No 65, June 1989©





