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Item 6 LASAAC 02/03/2017
To: 

LASAAC     
From:

Statutory Adjustments Review Working Group
Date:

2 March 2017
Subject: 
Statutory Adjustments Review: Analysis of Unusable Reserves
Purpose of Paper
1. To provide the Committee with details of balances held on Unusable Reserves.
Background for the Review 
2. There are a number of different aspects which provide the background and rationale for this review. These include:

A.  Simplification of the accounts as part of the CIPFA-LASAAC workplan. CIPFA-LASAAC is considering further progress to simplify the annual accounts. Following discussion of this at CIPFA-LASAAC, the members of LASAAC agreed that a review of the statutory adjustment arrangements in Scotland should inform the direction of simplification.
B. The Scottish Government have indicated that some consolidation and simplification of the legislation supporting statutory adjustments would be desirable.

C. The Scottish Government is considering the development of Whole of Scottish Government Accounts. A review of local government statutory adjustments and presentation practices may assist in the development of these accounts.
D. LASAAC has proposed a review of Management Commentary practices to identify good practice. Examination of the nature and potential presentation of statutory adjustments would assist in this respect.
LASAAC Meeting 17 November 2016
3. At its last meeting LASAAC considered a number of recommendations of the review group. Before agreeing any proposals LASAAC agreed that further financial information from Councils on unusable reserves was required. The Scottish Government agreed to collect this information on behalf of LASAAC. This report covers the statutory adjustments for Short-Term Accumulating Compensated Absences (STACA), Financial Instruments and Icelandic Banks. Unusable Reserves Balances were extracted by the Scottish Government from the 2015-16 audited Annual Accounts. Councils were requested to provide a breakdown of the STACA account and the Financial Instruments account. No Council had recorded any Icelandic bank adjustments in their Accounts but when requesting information Councils were given the opportunity to identify any Icelandic bank balances. 
4. At the time of writing this report 18 responses had been received. 

ACCUMULATED ABSENCES (STACA) ACCRUAL

5. Accumulated Absences (from minutes of the 17 November meeting)
(STACA – Short-Term Accumulating Compensated Absences)

· The retention of an adjustment for teachers’ STACA was agreed. Removal of adjustment for non-teachers, TOIL and flexi-leave was proposed.

· Ian had noted the financial impact was a matter for consideration and queried whether removing non-teacher adjustments would be helpful.

· TOIL and flexi-leave were not considered material.

· Different leave year ends for authorities could affect the volatility of the accrual for non-teachers. One practitioner had analysed their statutory adjustment:

· £7.02m balance of which: £4.7m teachers; £2.1m non-teachers, residual TOIL/ flexi (non-teachers total pay budget some £160m)

· Non-teachers accrual volatility over last few years had been analysed. The move per year could be £200K. This level of volatility may be challenging in the current financial climate.

· Materiality of the change in each year was the crucial element

· Even allowing for tapering the removal of the statutory adjustments would see a reduction in General Fund balances

· Evidence of the financial impact would be required 
6. The total on the Employee Statutory Adjustment Account for 32 Councils as at 31 March 2016 was £212.67 million. 
7. The table below summarises the position for the 18 Councils. 
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31/03/2016

Employee Statutory Adjustment Account 154,164

The breakdown of this account:

Teachers - holiday 85,822

Non-teachers - holiday 65,024

Flexi-time 3,285

Time off in lieu 33

Total  154,164


8. Based on these returns it is evident that the non-teachers accrual is more material than had been assumed. For one City Council the non-teachers accrual was significantly more than the teacher’s accrual. When questioned the reason provided was this was due to the leave year end for non-teachers.
9. Based on these returns the assumption that the flexi and time off in lieu are not material is confirmed.
FINANCIAL INSTRUMENTS

10. Financial Instruments (from minutes of the 17 November meeting)

The statutory adjustments cover a number of different elements

· Premiums on the early redemption of debt:

· Feedback indicates that significant historic amounts are still being amortised, but that new premiums are rare. On this basis no change is proposed.

· Stepped interest borrowing:

· Evidence on the amounts involved is to be sought

· Soft loans:

· The statutory adjustment relates only to pre 1/4/07 soft loans. Evidence to be sought on the materiality of the remaining balance of these.

11. The total on the Financial Instruments Statutory Adjustment Account for 32 Councils as at 31 March 2016 was £410.319 million. 
12. The table below summarises the position for the 18 Councils. 
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31/03/2016

Financial Instruments Adjustment Account  309,387

The breakdown of this account:

Premiums or discounts associated with the refinancing of debt 262,455

Borrowing where the loan has a stepped interest rate 44,940

Loans to third parties granted at less than market interest rates 1,992

Total 309,387


13. Of the 18 councils that made a return 16 of these councils had balances for loans with a stepped interest rate. When asked when the statutory adjustment for stepped interest rates loans would cease the latest date returned was 31 March 2079.
14. Of the 18 councils that made a return 5 of these councils had loans to third parties at less than market interest rates. Of these 5 councils £1,829 of the total balance relates to a single council. The statutory adjustment will cease to apply to this loan/s in 2021.  
15. Outstanding returns will be chased and an update will be provided at the meeting.
ICELANDIC BANKS
16. Icelandic Banks (from minutes of the 17 November meeting)
· References are to be dropped from the Code of Practice.

· Confirmation to be sought that no balances are held in statutory adjustment  accounts
17. No Council had recorded any Icelandic bank adjustments in their 2015-16 Accounts but when requesting information Councils were given the opportunity to identify any Icelandic bank balances. None of the 18 councils that made a return identified any Icelandic bank statutory adjustments.
Committee Action 
18. The Committee is requested to 
· Discuss the financial information collected for STACA with a view to retaining the statutory adjustment for both teacher and non-teachers holiday accruals but remove the statutory adjustment for flexi and TOIL. 
· Discuss the financial information collected for Financial Instruments. 
· Request the Scottish Government withdraw the statutory adjustment for Icelandic banks from 1 April 2017.
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