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Item 11. LASAAC 21/03/13
To: 

LASAAC     
From:

Gareth Davies
Date:

21 March 2013 
Subject: 
Embedded Financial Guarantees – LASAAC Guidance 
Background
1. LASAAC requested that guidance be drafted relating to the separation or disaggregation of financial guarantees from a host financial instrument.

2. Draft guidance is attached at Appendix A

LASAAC considerations
3. The draft guidance has been phrased to apply specifically to financial guarantees, and it only requires the financial guarantee element to be separated out.

4. LASAAC may wish to consider whether it would desire a wider guidance note which requires any material element of a combination financial instrument, not necessarily just a financial guarantee, to be separated out.

Committee Action 
5. The Committee is requested to 
· Approve or amend the draft .LASAAC Guidance
Appendix A
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LASAAC GUIDANCE ON EMBEDDED FINANCIAL GUARANTEES

[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 Guidance: Background

1. In the current economic climate local authorities are considering a variety of initiatives to support a variety of citizen groups. An example is the consideration being given to schemes to support home buyers, particularly in enabling or encouraging the provision of mortgages by private sector institutions.

2. Some schemes appear to be based upon ‘combination’ financial instruments, such as the making of a deposit with a financial institution which will act as security for on-lending by the financial institution as mortgages to home buyers. This deposit may attract a higher rate of interest in return for the security provided to the financial institution.

LASAAC Considerations
3. LASAAC consider that transparency in respect of combination financial instruments is desirable.

4. In particular debate or a lack of clarity may arise as to the appropriate classification, and therefore accounting treatment, of such instruments within the ‘financial instruments’ requirements of the Code of Practice.

5. In order to promote transparency and clarity LASAAC consider that, where the financial guarantee element is material, the financial guarantee element should be separately identified, measured and accounted for. 

LASAAC Guidance
6. LASAAC requires that a financial guarantee which exists as part of a combination financial instrument is, where material, separated out from the host combination financial instrument.

7. Where material the financial guarantee element should be separately identified, evaluated, measured, disclosed and accounted for as a financial guarantee according to the Code of Practice requirements.
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