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Item 10. LASAAC 12/03/14
To: 

LASAAC     
From:

Hazel Black, Gareth Davies
Date:

12 March 2014 
Subject: 
Scottish Government Update  
1. A verbal update on Scottish Government matters is anticipated. This may be anticipated to include:
· Replacement of the 1985 accounts and audit regulations (discussion on application for s106 bodies (not charities) based on the information set out in Annex A)
· Non-Domestic Rates: BRIS 12/13 and 13/14

· Non-Domestic Rates: Tax Incremental Financing

· Integration of Adult Health & Social Care
Committee Action 
2. The Committee is requested to 
· Note the contents of this report
The Local Authority Accounts (Scotland) Regulations
Consultation responses received asked the Scottish Government to consider whether the regulations should apply in full to smaller bodies. No details were provided as to which regulations may require amendment or non-application.  This report sets out research undertaken on requirements placed on smaller bodies in other jurisdictions. This paper only considers smaller section 106 bodies.  It does not consider charities.

Audit Scotland has provided a list of section 106 bodies for 2013-14. These total 33. These have been ordered by type of body:

	LG Sector bodies (non council) 2013/14
	Type

	Forth Estuary Transport Authority
	Bridge

	Tay Road Bridge JB
	Bridge

	Clyde Muirshiel Park Authority JC
	JC

	Clyde Valley Learning and Development JC
	JC

	Dams to Darnley Country Park JC
	JC

	East of Scotland European Consortium
	JC

	Mugdock Country Park JC
	JC

	Scotland Excel
	JC

	Strathclyde Concessionary Travel Scheme JC
	JC

	Tayside Contracts JC
	JC

	West of Scotland Archaeology Service JC
	JC

	West of Scotland European Forum
	JC

	HITRANS
	RTP

	NESTRANS
	RTP

	SESTRAN
	RTP

	South West RTP
	RTP

	Strathclyde Partnership for Transport
	RTP

	TACTRAN
	RTP

	ZetTrans
	RTP

	Aberdeen City and Shire SDPA
	SDPA

	Edinburgh and SE Scotland SDPA
	SDPA

	Glasgow and Clyde Valley SDPA
	SDPA

	Tayside SDPA
	SDPA

	Ayrshire VJB
	VJB

	Central Scotland VJB
	VJB

	Dunbartonshire and Argyll and Bute VJB
	VJB

	Grampian VJB
	VJB

	Highland and Western Isles VJB
	VJB

	Lanarkshire VJB
	VJB

	Lothian VJB
	VJB

	Orkney and Shetland VJB
	VJB

	Renfrewshire VJB
	VJB

	Tayside VJB
	VJB


Regulation proposals:

Annual Governance Statement
The current requirement (Code requirement) is for the annual accounts to include a statement of internal financial control. This applies to all bodies regardless of size. The new regulations require bodies to undertake an annual review, to report on the findings of that review, and to approve an annual governance statement.  This is to be prepared in accordance with proper practices.  Proper practices are those set out in the CIPFA/SOLACE Delivering Good Governance in local Government Framework. The Briefing note to the Framework identifies that “Governance arrangements must be proportionate to the risks involved.” 
The English regulations identify larger and smaller relevant authorities.  A smaller relevant body has a qualifying condition that the body’s gross income or gross expenditure (whichever is the higher) is not more than £6.5 million. 
The English regulations make it a statutory duty for a body, regardless of size, to take responsibility for financial management, for an annual review and to report on that review.
Internal audit

The English regulations require all relevant bodies to undertake an adequate and effective internal audit of its accounting records and of its system of internal control in accordance with proper practices. Smaller relevant bodies are not required to undertake a review an annual review of the effectiveness of its internal audit.
Consultation responses identified that proper practices are now the Public Sector Internal Audit Standards (PSIAS). Following discussion with the Scottish Local Authority Internal Audit Group the regulations will reflect the new standards. The proposed regulations are as follows:
Para 7(1) “A local authority must make provision for a professional, independent and objective internal auditing service. This service must be provided in accordance with recognised standards and practices in relation to internal auditing.” 

Para 7(2) (a) “Any officer or member of a local authority must – (a) make available such documents of that authority which relates to its accounting and any other records as appear to be necessary for the purpose of any internal audit; and (b) supply internal audit with such information and explanation as internal audit considers necessary for that purpose”

Para 7(3) “A local authority must make provision for the periodic assessment of the efficiency and effectiveness of the internal audit activity in accordance with recognised standards and practices in relation to internal auditing.”

Para 7(4) “The findings of assessments referred to in paragraph (3) must be considered, as part of the consideration of the system of internal control referred to in regulation 5(2), at the meeting referred to in regulation 5(3).” 

There is no mention in the regulations of an annual review.  Rather, the PSIAS sets out the review processes. This includes annual reporting.
The PSIAS document sets out the types of organisations in which the PSIAS should be applied. This includes all local authorities in the UK. For England and Wales the PSIAS applies to national park authorities, joint committees and joint boards in the UK. For Scotland only the Strathclyde Partnership for Transport is listed. 
The PSIAS document does not set out what public sectors bodies it does not apply to.
The CIPFA application note advises:
“The PSIAS replace the Code of Practice for Internal Audit in Local Government in the United Kingdom, last revised in 2006. In local government, the PSIAS are mandatory for all principal local authorities and other relevant bodies subject to the Accounts and Audit (England) Regulations 2011, the Accounts and Audit (Wales) (Amended) Regulations 2010, Section 95 of the Local Government (Scotland) Act 1973, and Section 54 of the Local Government Act (Northern Ireland) 1972. The PSIAS are also mandatory for the Office of the Police and Crime Commissioner, constabularies, fire authorities, national park authorities, joint committees and joint boards in the United Kingdom.”

Annual Accounts and their consideration and approval
The English Accounts and Audit Regulations make separate provision for smaller relevant bodies. The consultation on the resultant regulations provides some insight into the thinking on separate provision.

The classification for a smaller body is based on the Companies Act value of turnover, translated for the public sector to be gross expenditure or gross income whichever is higher.  The value set is £6.5m.
However, some bodies are excluded.  The consultation recognised that this may bring some categories of local authority into the smaller category that for compelling reasons should be in the larger category.  The reason identified for this exclusion is the freedom they have under the prudential system and for whole of government account returns.  For these reasons the consultation considered that the highest levels of accounting and audit requirements should continue to apply to them
Section 16 of the Local Government (Scotland) Act 1975 identifies that schedule 3 of this Act shall have effect with respect to the powers of local authorities and joint boards to borrow and lend money. Section 3(7) of the Transport (Scotland) Act provides Regional Transport Partnerships with the ability to borrow money for the purposes of its capital expenditure.
Smaller bodies have a different approval process for their accounts. Larger English bodies are required to follow a similar process to that proposed for Scotland, i.e. by 30 June unaudited accounts certified by financial officer and submitted to audit.  By 30 Sept consideration of the audited accounts by elected members and approved for signature. The reason cited in the consultation document for a different process for smaller bodies is that this would not be compatible with the requirements of the Audit Commission’s limited assurance regime. This regime sees significant savings in audit input (and also in audit charges) which the UK Government indicated it would not wish to see lost. The new regulations proposed therefore continue with an existing regime which sees the annual return for smaller bodies requiring member approval not later than 30 June. The approval is for the purposes of the submission to the auditor.  The consultation indicates that smaller bodies may wish, as a matter of good practice, to consider and approve the audited return, but the regulations will not make this a requirement.  The 2011 Regulations reflect this consultation position.
The English 2011 regulations identify the accounting statements which are required to be prepared by smaller bodies.  A smaller relevant body must prepare for each year either “(a) an income and expenditure statement and a statement of balances in accordance and in the form specified in any Annual Return required by proper practices in relation to accounts;” The alternative is that the body may prepare accounts as for larger bodies.  The regulations permit a smaller body with gross income or expenditure of not more than £200,000 to prepare a record of receipts and payments.

The Annual Return appears to be a scheme run by the Audit Commission in England whereby smaller local councils and bodies complete a form for audit.  There is both a paper and an electronic version of the form.  Proper practices are identified in the form as being Governance and Accountability for Local Councils in England – A Practitioners’ Guide which is available from local NALC and SLCC representatives or from www.nalc.gov.uk or www.slcc.co.uk
The guidance indicates this scheme has been in operation from 1 April 2001.  The latest version of the guidance I could find was 2010 – before the new English regulations were issued.
Remuneration report

There is no requirement for a remuneration report for smaller bodies in the English regulations.
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