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Item 11. LASAAC 02/03/2017
To: 

LASAAC     
From:

Scottish Government
Date:

2 March 2017
Subject: 
Capital Grants and Contributions
Purpose of Paper
1. To seek the Committee’s view on the treatment of capital grants and contributions in some local authority statutory Annual Accounts.
CIPFA-LASAAC Code of Practice on Local Authority Accounting
2. Paragraph 2.3.2.9 requires that grants and contributions relating to capital and revenue expenditure shall be accounted for on an accruals basis, and recognised immediately (subject to criteria being met) in the Comprehensive Income and Expenditure Statement (except to the extent that conditions apply).

3. Paragraph 3.4.2.38 sets out the line items for the Comprehensive Income and Expenditure Statement. Item e) deals with Taxation and non-specific grant income and expenditure. The Code identifies that this comprises council tax income, NDR distribution, non-domestic rates income and expenditure, unringfenced government grants and all capital grants and contributions.
4. For 2015-16 data the Scottish Government returns which collect financial information (Local Financial Returns (LFRs) were changed. The return assumed that the capital grants and contributions value recorded within the taxation and non-specific grant income line would be equal to the reversal of this sum as a statutory adjustment and validated the return on this basis.

5. Six Councils made returns to the Scottish Government where the value of the capital grants and contributions recorded as part of the taxation line was not equal to the statutory adjustment reversal. These councils had treated some of the capital grant income as service income. One council treated all capital grant as service income.
6. Two councils were asked for an explanation as to why they had treated capital grants and contributions as service income. One response advised that, after a check of the Code, they would in future treat all capital grant and contributions as part of taxation and non-specific grant income. At the time of writing this report no response had been received from the other council. A verbal update will be provided at the meeting.

Scottish Government Finance Circular 6/2011
7.  This circular provides statutory guidance which requires the statutory adjustment to be made for capital grants and contributions. This guidance permits capital grant to be treated as service income under certain circumstances (e.g. the general capital grant may be used to fund capital grants to third parties). In this case there is no statutory adjustment as the capital income is matched with revenue expenditure.
8. Paragraph 2.3.2.9 of the Code does not specify where in the CIES this income is to be recorded, but paragraph 3.4.2.38 is clear that all capital grants and contributions should be recorded as part of taxation and non-specific grant income. The differing treatment by these six councils could just be a Code compliance matter.

9. All local authorities should be treating this income in the same way, and differing treatment gives rise to validation issues in the Scottish Government returns and impacts the ability to compare the cost of services across councils. The Committee is asked to discuss the matter and consider whether any changes to the Code are required. The Scottish Government could issue revised statutory guidance to address this issue setting out how the Code and the statutory guidance requires capital grants and contributions to be accounted for.

Committee Action 
10. The Committee is requested to 
· Discuss the treatment of capital grants and contributions and consider if this is a Code compliance matter or if further guidance is required.   
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