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Item 10. LASAAC 21/03/13
To: 

LASAAC     
From:

Gareth Davies
Date:

21 March 2013 
Subject: 
Significant Trading Operations – LASAAC Recommendations 
Background
1. The legislative requirements in respect of Significant Trading Operations were queried at the LASAAC October 2012 meeting.
2. It was noted that there was no formal publication summarising the Trading Operations Review Group (TORG, 2008-2009) conclusions.

3. The attached paper (Appendix A) is a draft LASAAC paper providing recommendations based in the review group draft minutes. 
Committee Action 
4. The Committee is requested to 
· Approve or amend the contents of the draft recommendations.
Appendix A
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RECOMMENDATIONS ON SIGNIFICANT TRADING OPERATIONS

(TRADING OPERATIONS REVIEW GROUP FINDINGS)

[DRAFT]
MARCH 2013
	LASAAC [The Local Authority (Scotland) Accounts Advisory Committee] is constituted of volunteer members representing the five funding bodies: CIPFA, ACCA, ICAS, Audit Scotland and the Scottish Government. LASAAC is primarily concerned with the development and promotion of proper accounting practice for Scottish local government.  A key task in achieving this is LASAAC’s representation on CIPFA-LASAAC which produces the UK-wide ‘Code of Practice on Local Authority Accounting in the United Kingdom’.  




 

Further information about LASAAC can be obtained at http://www.cipfascotland.org.uk/technical/lasaac.cfm
The Chartered Institute of Public Finance and Accountancy (CIPFA) provide secretariat support for LASAAC. If you would like to contact LASAAC please communicate with 

Contact:
Gareth Davies



Policy & Technical Officer


CIPFA in Scotland


Beaverbank Business Park

22 Logie Mill

Edinburgh


EH7 4HG
lasaac@cipfa.org.uk 

LASAAC Recommendations : Background

1. The ‘Trading Operations Review Group’ (TORG) was established by the Scottish Government in 2008 to consider the implementation of the Local Government in Scotland Act 2003, particularly in respect of the requirements relating to ‘Significant Trading Operations’ (STOs)
 and the requirement to achieve Best Value
.

2. The following guidance is based on the draft minutes of the Trading Operations Review Group of 30 July 2009.

TORG Consideration: 

Legislative STO Requirements Relate to External Trading
3. The draft minutes of the review group indicate that:

· “The group agreed that any statutory control over trading operations should only be applied to external trading situations.  Based on the report submitted by Directors of Finance and CIPFA the definition of external should be any transaction or activity which was external to the local authority as single entity”

· “Where services were provided internally, trading accounts could still be operated but this would be the choice of the local authority.  Any internal trading would only be subject to the legislative duty of local authorities to secure best value and not the legislation relating to trading operations and accounts.”

· Examples were given of situation where the significant trading operations requirements would not apply:

i. “..care home services wouldn’t be covered, because while these are provided by both private sector and LA they are statutory services”

ii. “some environmental health services, such as pest control, which are statutory and, while [the local authority] charges for these services, the fees are fixed by the Scottish Government”

TORG Consideration: 

State Aid
4. The working group also considered the impact of State Aid rules. These restrictions exist to support the European Treaty requirement to ensure that competition and trade between member states is not distorted. Generally any measure such as grant, subsidy or the non-competitive awarding of work to a non-governmental body has the potential to be considered as state aid. More details on State Aid restrictions are available from the Scottish Government
.

5. The draft minutes indicate that :

· local authorities “do, as required, keep separate records for State aid / procurement purposes for any relevant activity they undertake”

and

· “that generally governance within [local authorities] provided a framework to ensure compliance with procurement legislation”

TORG Consideration: 

Procurement / Shared Services
6. The treatment of shared services was discussed by the group. No definitive recommendations were made.

7.  It was suggested that shared services could generally be regarded as a ‘procurement’ issue, rather than a trading operation as such. 

LASAAC Recommendations
8. LASAAC notes that the conclusions of TORG do not appear to have been formally endorsed or confirmed by the Scottish Ministers. 

9. LASAAC recommends that, in determining the appropriate identification and treatment of STOs, local authorities and external auditors should have regard to the considerations noted above. In particular:

i. The identification of an STO may reasonably focus only on those services or activities which are external to the ‘single entity’ local authority and which are not statutory in nature.
ii. Evidence should be retained to demonstrate compliance with State Aid rules 
iii. With reference to shared services evidence should be retained, including legal advice where appropriate, to demonstrate compliance with procurement legislation and regulations

� See section 10 of the Local Government in Scotland Act 2003 � HYPERLINK "http://www.legislation.gov.uk/asp/2003/1/contents" �http://www.legislation.gov.uk/asp/2003/1/contents� 


� See Part 1 of the Local Government in Scotland Act 2003 � HYPERLINK "http://www.legislation.gov.uk/asp/2003/1/contents" �http://www.legislation.gov.uk/asp/2003/1/contents�


� See � HYPERLINK "http://www.scotland.gov.uk/Topics/Government/Finance/spfm/stateaidrules" �http://www.scotland.gov.uk/Topics/Government/Finance/spfm/stateaidrules� 
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