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Item 10. LASAAC 25/05/16
To: 

LASAAC     
From:

Gareth Davies
Date:

25 May 2016

Subject: 
Borrowing Legislation Replacement – LASAAC Guidance 
Purpose of Paper
1. This paper notes that legislation affecting Scottish authority borrowing has changed, and considers the impact on LASAAC guidance.
Replacement Legislation 
2. The borrowing framework previously specified in Schedule 3 of the Local Government (Scotland) Act 1973 has been replaced by The Local Authority (Capital Finance and Accounting) (Scotland) Regulations 2016 (SSI 2016/123 ).

3. The new legislation addresses the following areas:

· Purposes for which an authority may borrow

· Includes grants for capital spend by 3rd parties and treasury management activities

· Debt incurred through credit arrangements (eg PPP, finance leases)

· Authorised limit for external debt

· Security of money borrowed (based on revenues not property)

· Borrowing to lend money (specified bodies only)

· Loans Fund
· To be administered according to “regulations, proper accounting practices and prudent financial management”

· Excludes borrowing for treasury management purposes and debt re credit arrangements

· Determination of repayment schedule for the advance
Draft Statutory Guidance
4. Statutory Guidance to accompany the new legislation is to be issued shortly. 
5. The statutory guidance is anticipated to state that the statutory role of the Loans Fund is to record the advances made to, and repaid by, relevant borrowing funds (eg General Fund, HRA balance). 

6. This is expected to clearly exclude the payment of interest on external borrowing i.e. interest payments, whether in relation to external borrowing or charges made for ‘internal borrowing’ (use of reserve balances), are not part of the statutory role of the Loans Fund. This also applies to cash deposits and investments, interest received on investments and to loans fund operation expenses.
7. The allocation of external interest charges and expenses between relevant funds (especially the General Fund and the HRA balance) will therefore be a matter for each authority in accordance with legislation (eg Schedule 15 of the Housing (Scotland) Act 1987, and the Scottish Government’s HRA Operation Guidance ).

8. It is understood that authorities may be able to continue current internal management practices regarding interest treatment but this would not be part of the statutory definition of the Loans Fund.

Existing LASAAC Guidance
9. Currently LASAAC guidance on interest allocation includes:
A. LASAAC Guidance Note No.2 (1991) [Appendix A]
· The guidance states it is to “ensure that the Loans Fund average interest rates and expense rates are calculated on a common basis..” and to separately identify “interest on revenue balances and interest on capital balances…”.
B. LASAAC Guidance re Interest on Reserves (2007) [Appendix B]
· This brief guidance requires that all interest income must be presented in the CIES prior to being transferred or allocated to a specific reserve.

10. Formal withdrawal of these LASAAC Guidance notes may be supported on the following bases:

· LASAAC Guidance Note No.2 (1991)

The guidance is no longer in alignment with the statutory framework. Additionally practical implementation appears to have varied between authorities (see below).

· LASAAC Guidance re Interest on Reserves (2007)

Authorities are now expected to comply, in all material respects, with the accounting requirements of the IFRS-based Code and this specific guidance should no longer be required. 

Previous LASAAC Review of Loans Fund Practices
11. LASAAC has previously reviewed the accounting treatment of the Loans Fund by authorities as detailed below.
12. LASAAC March 2010 (Item 13): This report analysed a LASAAC questionnaire of Loans Fund practices. Findings included inconsistencies regarding the calculation of the LFPR (Loans Fund Pool Rate) and whether investments / cash balances were regarded as part of the Loans Fund.
13. LASAAC June 2011 (Item 7): This report considered potential changes in approach for specific areas of Loans Fund practices. Relevant areas addressed included:

· IORB (Interest on Revenue Balances): excessive costs compared to the benefits of achieving absolute consistency was regarded as a significant risk. A principles / objectives based approach was suggested rather than specification of an exact approach.

· LFPR: Consultation over possible changes was suggested. The use of statutory based interest costs (i.e. the interested related charges made to useable reserves) was also suggested (rather than IFRS based interest as shown in the CIES). The use of the LFPR as a comparator between authorities was noted as being affected by the difference between external borrowing and the level of loans fund advances outstanding. 
14. Both papers are available on request.

Implications of Withdrawal of LASAAC Guidance
15. The withdrawal of the existing LASAAC Guidance may have implications including:

· Scope for more differential practices between authorities, particularly in relation to the allocation of interest between the General Fund and the HRA
· The loss of a clearly specified approach to calculation of the Loans Fund Pool Rate. This may be of particular relevance to Treasury Management staff. 

16. LASAAC may wish to consider whether additional or replacement guidance is appropriate. In this respect LASAAC’s terms of reference indicate:

The LASAAC outcome should be ““The determination and application of proper accounting practices to support appropriate financial reporting by Scottish local government.”
LASAAC objectives include: “To develop and promote proper accounting practice for local government in Scotland in line with the legislative framework for Scottish local government” and “To act as a forum for Scottish local government financial reporting stakeholder discussion on local government accounting matters”

17. LASAAC Guidance may potentially address IORB calculation, the allocation of interest and expenses between different funds (eg General Fund Council tax balance and HRA balance) and an alternative approach to LFPR calculation.
Recommendations
18. It is recommended that LASAAC formally withdraws:

· LASAAC Guidance Note No.2 (1991)

· LASAAC Guidance re Interest on Reserves (2007)

19. It is recommended that LASAAC determines:

· whether it is desirable and within the LASAAC remit to develop further guidance

· which areas any such guidance should address
Committee Action 
20. The Committee is requested to 

· Approve or amend the recommendations above (paragraphs 18 and 19)
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