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Dear Hazel,   

Request for Statutory Mitigation in respect of Asset Decommissioning Obligations
As you are aware from your membership of LASAAC, the subject of Asset Decommissioning Obligations in Scotland has been the focus of considerable attention recently. The matter has become prominent in Scotland due to issues associated with privately owned open cast mining operations
. In particular, the extent of the obligations to restore the operational sites only became evident when the companies involved went into liquidation.

In consequence, the treatment in local authority financial statements of potential asset decommissioning obligations related to local authority controlled assets, including local authority landfill sites, has been the subject of review. 

LASAAC’s work on this subject indicates that for affected Scottish local authorities a restatement of accounting treatment may be required to comply with proper accounting practice. The consequences of such restatement include:

a. Previously unrecognised capital expenditure (the discounted decommissioning costs) will be required to be added to the balance sheet, and funding of that capital expenditure will be required, for instance through the application of capital receipts or a loans fund advance

b. Previously unrecognised imputed interest (the unwinding of the discount as the need to undertake work to settle the obligation approaches) will, being revenue expenditure, be immediately chargeable to the General Fund
Following LASAAC consideration and debate of these implications, particularly on the financial management and financial position of affected Scottish local authorities, the Committee agreed to request the implementation of statutory mitigation by the Scottish Government. This would, by reducing the immediate financial impact of the application of proper accounting practice, allow and support a managed transition process for Scottish local government.

LASAAC recognises that policy decisions in this respect are a matter for the Scottish Government to determine. The Committee however suggests and recommends that the following be given due consideration:

a. Confirmation that relevant existing loans fund advances up to and including the 2012/13 financial year are unaffected and that existing repayment arrangements will not change

b. That any historic (restated) imputed interest charge which is required to be charged to the General Fund on restatement can be treated as capital expenditure for statutory purposes, and that a loans fund advance can be utilised to support this cost.
c. That the fixed period for the repayment of a loans fund advance for an asset with related decommissioning obligations (such as a landfill site) should be equal to the useful life of the asset. Where this would cause a new financial pressure, for example where such an asset already exists and is approaching the end of its useful life, permission to extend the fixed period for loans fund advance repayments is recommended. A period of up to 20 years, from 2013/14, is suggested.  
LASAAC would welcome the Scottish Government’s consideration of and response to the request made above for statutory mitigation. On determination of the policy approach to statutory mitigation LASAAC intends finalising an existing exposure draft of accounting guidance which will assist all stakeholders in the application of proper accounting practice.

If you have any questions on the above please do not hesitate to contact the Committee.
Yours sincerely,
Fiona Kordiak
Chair of LASAAC 
� Principally in relation to Scottish Coal Company Limited and Aardvark TMC Limited
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