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Integration of Health and Social Care: Background
1. The integration of health and social care services under the terms of the Public Bodies (Joint Working) (Scotland) Act 2014 and associated secondary legislation is a significant undertaking for both Scottish local government and Scottish NHS Boards.
2. The integration of services may be undertaken through the creation of Integration Joint Boards (IJBs). IJBs are specified in legislation as ‘section 106’ bodies under the terms of the Local Government (Scotland) Act 1973
. Consequently IJBs are expected to prepare their financial statements in compliance with the Code of Practice on Accounting for Local Authorities in the United Kingdom.
Existing Guidance on Financial Reporting for Integration 
3. The Integrated Resource Advisory Group (IRAG) has issued guidance on financial aspects of the integration process. This includes initial example accounts for an IJB and also jointly developed LASAAC-TAG
 Guidance regarding the principles and expectations relating to financial reporting requirements. 

4. This paper should be read in conjunction with, and with reference to, the guidance identified above. 
Objective of the Guidance
5. A number of stakeholders in Scottish local government financial reporting identified areas where detailed guidance would be of assistance. Consequently this guidance has been developed to support consistency of treatment, and the appropriate implementation of financial reporting for integration arrangements. LASAAC thanks all those who have contributed to the development of this guidance.

6. This guidance does not abrogate the requirement for financial statements to provide a 'true and fair view’. Therefore, where necessary, departure from this guidance may occur in order to provide a true and fair view.

Areas Addressed by the Guidance
7. Areas where additional guidance was considered to be beneficial, both for IJB and local authority annual accounts, were identified. This guidance considers:
· The Period of Account for an IJB in 2015/16
· IJB Operating Costs

· Remuneration Reports in the IJB and Local Authority Partner

· Service Expenditure Analysis (SEA) in the IJB and the Local Authority

· Presentation in the Local Authority CIES
· Related Party Disclosures 
· Treatment of Part Year Services for 2015/16
· Application of Statutory Mitigation

· Cash Flow Statement
The Period of Account for an IJB in 2015/16

8. For 2015/16 the period of account for an IJB will be from the date specified in the order establishing the IJB (the date of establishment)
 to the 31 March 2016. Retaining a copy of the IJB establishment order is therefore recommended.
Commencement of Transactions (IJB Operating Costs) 
9. A clear distinction should be made between transactions relating to a shadow board and transactions which are the responsibility of the IJB. It is considered that the IJB should only be held accountable for decisions, such as the use of resources, that it has control of or statutory responsibility for.

10.  It is anticipated that the shadow board will cease operation from the date of establishment of the IJB that is specified in the relevant order
.From this date, unless otherwise indicated, resources required for IJB operation will be anticipated to be reflected in the accounts of the IJB. In particular where a Chief Officer for the IJB has already been appointed before the establishment date, their costs should be charged to the IJB from the date of establishment.

	Q: Is this supported? Is there any documentation which specifies the responsibility differentiation between the Shadow Board and the IJB itself which would define a ‘clear division’ between the shadow board and the IJB?


11. Where a Chief Officer is appointed after the IJB establishment date the costs become the responsibility of the IJB and should be recognised in the IJB annual accounts from the date of assumption of the post.

12. Other examples of the need to distinguish between the shadow board and the IJB may arise. For example costs of consultations may be been incurred before the IJB’s establishent. It is considered that the resources involved will be recognised in IJB accounts from the date of establishment of the IJB as specified in the relevant order
, on the basis that this is the date from which the IJB assumed responsibility for, and control of, the resources.
	Q: Is this supported? It potentially leaves a gap or period of uncertainty where for example the establishment date was 2/4/15 but the first IJB meeting date was 20/4/15. The above would regard all costs from 2/4/15 as IJB costs.


13. The above may also assist in clarity concerning the VAT treatment of shadow board costs. Irrecoverable VAT borne by the IJB should be treated as expenditure
.
14. If the shadow board arrangements formally transferred any funding balance to the IJB this should be recognised as income for the IJB.

Integration Start Day (Joint Service Delivery) 
15. The date from which joint service delivery costs will be reflected in IJB accounts as commissioning expenditure, and in local authority accounts as commissioning income and service expenditure, will be the ‘integration start day’ as defined in legislation
. Where the ‘integration start day’ is during 2015/16, the IJB is required to specify the start day in its first strategic plan
.
16. The integration start day may be 1 April 2016, in which event the IJB annual accounts for 2015/16 are anticipated to consist primarily of agreed partner funding contributions and IJB operating costs incurred since the establishment date.

IJB Operating Costs
17. Between the establishment date and the integration start day, IJBs are anticipated to have operating costs for 2015/16. These may include Chief Officer costs, board member expenses, costs relating to public consultation and engagement, preparation of the strategic plan and professional advice and other support costs. 

18. Operating costs may include resources used to run the IJB such as information technology, financial management, office space and other administration support. The LASAAC-TAG accounting paper included in the IRAG guidance states “It is anticipated, unless there are grounds for rebuttal, that IJB operating costs will include the cost of services provided by the partners.”
19. Costs relating to the overheads required by partners to provide the services commissioned by the IJB are not regarded as IJB operating costs. Service provision overheads may include human resources, payroll, payment of suppliers, financial monitoring, information technology systems and accommodation. Where the partner contributions included allowance for these costs, the commissioning income for each partner will include an element to cover these overheads.  Where these elements were not included in the partner contributions the service provision overheads will be retained by the partners and not routed through the IJB.
Grossing Up of Expenditure and Income
20. IJB operating resources, for example IJB ledger and financial services or preparation of the Strategic Plan, may be provided by a local authority partner. Where a reduction in the partner contribution is agreed as compensation or consideration for the provision of the services, the authority’s partner contribution in the IJB accounts should be grossed up with the cost of the services recognised as IJB expenditure (operating costs) to balance this. 

21. Where this is undertaken a similar approach should be taken in the authority partner’s annual accounts: the contribution made should be grossed up and income should be credited to recognise the effective payment made by the IJB for the services.
	Q: Based on the desire for consistency – although it may not be material for an authority partner so arguably LASAAC could allow for differential treatment. This may however pose some issues in reconciliations & in WGA returns. Does LASAAC wish to allow for differential treatment?


Services Provided as a Non-Exchange Transaction (Services in Kind)
22. The only situation where authority provided support for operating costs would not be anticipated to feature in the IJB accounts would be where there is clear evidence that the support or services have been provided free of charge by a partner in a non-exchange transaction
. In a situation where the support is provided as a ‘service in kind’ there is no requirement for the IJB to recognise the value of services received as expenditure by the IJB
. 
23. If an authority provides services to the IJB on this basis it is recommended that evidence to support the treatment as ‘free of charge’ is retained, for example the minutes of a committee meeting authorising the non-compensated provision of services. Additionally evidence detailing the calculation of the authority’s contribution to the IJB should be retained. 

24. An assessment of whether a VAT liability will arise for the IJB from a non-exchange transaction will be necessary since irrecoverable VAT borne by the IJB should be treated as expenditure
. In particular the VAT requirements may distinguish between the ‘supply of staff’, such as the Chief Financial Officer, and the ‘supply of services’. 
25. Where services are provided as ’services in kind’ and the provision is regarded as material, it is recommended that the IJB discloses the arrangement in a note to the annual accounts, potentially indicating the scale of support. Equally, if material to the authority, the authority may also disclose the arrangement.
	Q. This does not specifically require consistency of treatment between the IJB & the LA. Is LASAAC content with this?


Remuneration Reports in the IJB and Local Authority Partner

26. Both the IJB and local authority partners are required to comply with the Local Authority Accounts (Scotland) Regulations 2014 (SSI 2014/200). The Schedule included in the regulations specifies the contents of the Remuneration Report. The Scottish Government has also issued guidance on the Remuneration Report in Finance Circular 8/2011.
27. The following guidance is intended to assist stakeholders in the interpretation of the requirements however this guidance should not be regarded as a definitive interpretation of the legal requirements. 
28. The following specific categories of individuals are considered:
· Treatment of voting Board Members 

· The IJB Chief Officer

· Other officers (including the IJB Chief Financial Officer)

Voting Board Members
29. SSI 2014/285 relates to the operating arrangements for IJBs. 
30. Voting IJB Board members are defined in section 1 (2) and, in summary, constitute councillors nominated as board members by constituent authorities and NHS representatives nominated by the NHS Board. 
31. Non-voting IJB Board members will include the Chief Officer of the IJB, a chief social work officer (of an authority), the Chief Financial Officer (s95
) of the IJB, a registered medical practitioner (primary care), a registered nurse and a registered medical practitioner (non-primary care).
Voting Board Members: Definition of Relevant Person

32. It is considered that voting board members do not meet the definition of a ‘relevant person’ under the legislation (see Appendix A). In relation to the treatment of joint boards however Finance Circular 8/2011 states that best practice is to regard convenors and vice-convenors as equivalent to Senior Councillors
.

33. The Chairperson and the Vice-Chairperson of the IJB should therefore be included in the IJB remuneration report.
Voting Board Members: Remuneration
34. It is currently considered that voting IJB Board Members are not expected to receive remuneration such as allowances from the IJB (see Appendix A). Expenses may however be paid
. Where these are not chargeable against income tax they would not be required to be included in the Remuneration Report.
35. In the event that a voting Board member is remunerated by the IJB it should be noted that the contractual liability for employer pension contributions is considered to rest with the partner organisation, since the IJB is not expected to be a member or scheduled body of a pension scheme. As such it is not anticipated that the IJB will show a pension liability for voting Board members on the IJB balance sheet.

Voting Board Members: Suggested Treatment
36. Based on the above it is suggested that the Remuneration Report should include the following information:

· The names and partner organisations of the Chairperson and Vice-Chairperson.
· The report may voluntarily disclose the names and partner organisations of the other voting Board Members.

· A statement, if applicable, that the IJB does not pay allowances or remuneration to voting board members but that voting board members are remunerated by their relevant IJB partner organisation. This could include reference to whether the IJB pays non-taxable expenses. Quantification would not be considered to be necessary. 
· In the event that the Chair and Vice-Chairperson do receive remuneration, as defined by the Remuneration Report regulations (see Appendix A) and including taxable expenses, voluntary disclosure of the remuneration specific to the IJB, in the form required by the  Local Authority Accounts (Scotland) Regulations 2014 (SSI 2014/200) is suggested.  

	Q. The working group did not reach a unanimous opinion whether there should be multiple disclosures for a person across a number of different remuneration reports (eg both in the IJB and the LA). 
LASAAC views on the principle to be applied are requested.
 One consideration of multiple disclosures is the presentation of pensions remuneration (i.e. pensions may need to be split, probably based on the employer funding arrangement percentages).


37. Disclosures required may potentially include related pension remuneration. Quantitative information should be disclosed in the remuneration report. The Remuneration Report should however include an explanation to the effect that the statutory liability for pension contributions rests with the relevant partner organisation. The disclosure should note that on this basis there is no pensions liability reflected on the IJB balance sheet. 

	Q. Do LASAAC concur that pension liabilities (eg those for the Chief Officer) should not be reported on the IJB balance sheet? 


IJB Chief Officer
38. The appointment of an IJB Chief Officer is required by section 10 of the Public Bodies (Joint Working) (Scotland) Act 2014 .which includes the statement “An integration joint board is to appoint, as a member of staff, a chief officer”
. 

39. The IJB however is not empowered to directly employ the Chief Officer. The contract of employment must be with one of the partner organisations
  Scottish Ministers may, by order
, allow direct employment by the IJB but, at the present date, this power does not appear to have been exercised.
40. The indirect nature of the IJB Chief Officer employment requires some judgement regarding the application of the Remuneration Report requirements
. It is considered that, given the specific legal requirement to appoint a Chief Officer and the special legal regime that applies to the employment contract arrangements, for the purposes of the Remuneration Report the IJB Chief Officer should be regarded as an employee of the IJB.
IJB Chief Officer: Definition of Relevant Person

41. On the basis that the Chief Officer is effectively an employee of the IJB, the Chief Officer is anticipated to be a ‘relevant person’ (see Appendix B). 

IJB Chief Officer: Definition of Remuneration
42. The definition of remuneration given in the regulations
 is noted in Appendix A. The application of this and the resultant disclosures required by the regulations are not anticipated to give rise to specific difficulties except in relation to pensions.
	Q. The working group did not reach a unanimous opinion on whether there should be multiple disclosures for the Chief Officer across a number of different remuneration reports (eg both in the IJB and the LA).
LASAAC views on the principle to be applied are requested.
One consideration of multiple disclosures is the presentation of pensions remuneration (i.e. pensions may need to be split).

Where multiple disclosures are to be avoided the remuneration report where they appear would require a note explaining the presentation and the fact that not all remuneration is related to the body concerned.




	Q. Where a CO is hosted by the LA but recharged to the IJB the treatment of the costs / income by the LA may benefit from specification (eg should it be seen as agency & the spend / income eliminated from the LA accounts & included in the ‘agency spend’ note?)




43. The contractual liability for employer pension contributions is considered to rest with the partner organisation which is the contractual employer. As such it is not anticipated that the IJB will show a pension liability for the Chief Officer on the IJB balance sheet.

	Q. Do LASAAC concur that pension liabilities should not be reported on the IJB balance sheet? 


44. The Remuneration Report should therefore include an explanation to the effect that 

· the Chief Officer is regarded as an employee of the IJB although their contract of employment is with the local authority / NHS Board
· the post is funded by the IJB

· the statutory responsibility for employer pension liabilities rests with the employing partner organisation

· the IJB will be expected to fund employer pension contributions as they become payable during the Chief Officer’s period of service.

	Q. Re the final bullet point – on leaving post a CO will normally have pension benefits earned but unpaid relating to their period of service to the IJB.

It is not clear that the IJB has responsibility (i.e. a liability / commitment) for funding of these commitments. This therefore means that the employing partner will (in future) be responsible for funding (unless the IJB is required to provide a settlement when the CO leaves office or has ongoing future funding obligations).

 If the IJB is regarded as responsible for a settlement or for ongoing future pension commitments relating to the departed CO, an argument would exist for presentation of a pension liability on the IJB balance sheet.

It is currently assumed that the IJB does not have this liability. Does LASAAC agree?
  


45. An assessment of whether a VAT liability will arise for the IJB from the arrangements for the appointment of the Chief Officer will be necessary since irrecoverable VAT borne by the IJB should be treated as expenditure
. At the time of publication clarification of the HMRC position is being sought by the Scottish Government. In particular a view as to whether a ‘special legal regime’ applies or the arrangement is seen as a secondment of staff is being requested.
Other Officers and Staff 
46. The appointment of non-voting board members is specified in SSI 2014/285 (see paragraph 31 above for examples).The services of an IJB Chief Financial Officer (CFO) have to be secured under the requirements of section 95 of the Local Government (Scotland) Act 1973. Other staff employed by the partner organisations may also provide services to the IJB.
47. Other officers and staff are not regarded as employees of the IJB. On this basis it is considered unlikely that they will meet the definition of a ‘relevant person’ (see Appendix B). Therefore such officers are not anticipated to feature in the remuneration report.
48. Remuneration for such officers, including that paid by the employing partner for the performance of IJB related tasks, may feature in the remuneration report of the employing partner.

49. An assessment of whether a VAT liability will arise for the IJB from the activities of staff employed by partners will be necessary since irrecoverable VAT borne by the IJB should be treated as expenditure
. In particular the VAT requirements may distinguish between the ‘supply of staff’ and the ‘supply of services’. 

Service Expenditure Analysis (SEA) in the IJB and the Local Authority 
50. The Service Expenditure Analysis (SEA), as contained within the Service reporting Code of Practice, applies to the IJB and the local authority
. IJBs would therefore be expected to analyse their expenditure and income, in particular the services commissioned by the IJB to be provided by the relevant partners, in terms of the existing SEA. The following elements may be particularly relevant:
· Local Authority Services

i. Social Work

ii. Housing

iii. Cultural and Related Services

· Health Care (see paragraph 54 below)
· Corporate and Democratic Core (CDC)

i. Democratic Representation and Management (DRM)

ii. Corporate Management

IJB: Local Authority Services

51. For annual accounts purposes local authorities will normally disclose a single line for Social Work income and expenditure, as defined in the SEA. IJBs may also specifically commission services that are not classified as Social Work within the SEA. Examples may be services related to Housing or Cultural and Related Services. 
52. Note that these services may be undertaken by either the local authority or the NHS Board. The choice of service provider does not directly determine the SEA classification. Therefore a local authority may potentially also report ‘Health care’ expenditure.
53. IJBs would therefore be expected to analyse their expenditure, in particular the services commissioned by the IJB to be provided by the relevant partners, in terms of the existing SEA. 

54. The local authority partner may have retained elements of service provision overheads rather than include these in the partner contribution to the IJB (see paragraph 19 above). Where this is the case the local authority should include these as part of the cost of service for the relevant Service Expenditure Analysis line in the CIES.

IJB: Health Care
55. There is currently no SEA category for ‘Health Care’ related expenditure. It is however considered that this should be separately presented in the Comprehensive Income and Expenditure Statement (CIES) on a line entitled ‘Health Care’. A note should explain that this relates to services commissioned which are the statutory responsibility of the NHS.

56. Note that these services may be undertaken by either the local authority or the NHS Board. The choice of service provider does not directly determine the classification.

IJB: Corporate and Democratic Core

57. Some expenditure and income of the IJB may meet the definition of Corporate and Democratic Core (see SeRCOP 2015/16 Section 3 page 366 on, also Section 2 para 2.38-2.45). Consideration may be given to the materiality of the income and expenditure meeting the definition in determining whether this classification is relevant in the IJB CIES. 

IJB: Presentation of Funding and Income
58. Unhypothecated funding received by the IJB, anticipated to primarily consist of partner funding contributions, is expected to be presented as ‘Taxation and Non-specific grant income and expenditure’, not as service related income. This also applies to any ‘set aside’ element for large hospital services on the basis that the utilisation of the underlying resources is within the remit of the IJB’s commissioning decision.

	Q. Does LASAAC wish to specify a specific line heading within ‘taxation and non-specific grant income’? For example:  ‘Partner Contributions to the IJB’. 


59. Where income is received in return for the provision of a specific service this should be presented as income on the relevant service line.
IJB: Annual Performance Report 
60. It should be noted that the Public Bodies (Joint Working) (Content of Performance Reports) (Scotland) Regulations 2014 (SSI 2014/326) requires a specific analysis of expenditure incurred by the IJB. IJBs will therefore need to ensure that this analysis can be provided. There is no specific requirement to provide this analysis in the IJB annual accounts, but voluntary disclosure may be considered.
Presentation in the Local Authority CIES
61. The LASAAC-TAG Guidance concluded that the IJB was acting as principal in its own right. This conclusion lead to the guidance that an authority’s contribution to IJB funding should be treated as a distinct and separate transaction from the commissioning income received, and the subsequent service expenditure incurred by the authority.

62. The consequence of this is that the local authority’s gross expenditure and gross income will increase, although the net expenditure will remain relatively stable (dependent on the net difference between the contribution made and the commissioning income received).

63. It is considered desirable to maintain as much transparency as possible on the face of the authority’s CIES in relation to the cost of service provision as distinguished from the contribution made to the IJB. To support this transparency the following example presentation is recommended:
	Service (SEA Analysis)
	Spend
	Income
	Net

	
	£m
	£m
	£m

	
	
	
	

	Social Work: Contribution to IJB
	aa.aaa
	
	aa.aaa

	
	
	
	

	Social Work: Provision of Services
	bb.bbb
	cc.ccc
	dd.ddd

	Housing
	e.eee
	f.fff
	g.ggg

	
	
	
	

	Cost of Services
	hh.hhh
	ii.iii
	jj.jjj

	
	
	
	


	Q. This is a critical determination.
One advantage of a ‘split’ like this is that it should enable clearer reconciliation in the lFR 3 and other returns as it specifically continues to require an audited ‘ gross cost of service provision’ figure for comparative / trend purposes.

The working group also identified an alternative approach (see spreadsheet) which would show the Contribution & commissioning income on one line, thus presenting a ‘net income/ spend’ figure. The cost of service provision & all other income would appear on a ‘Social Work: Provision of Service’ line. This may pose some issues where the IJB commissions non-social work services.

LASAAC views requested.




Related Party Disclosures
Local Authority Related Party Disclosures
64. The Accounting Code Of Practice 2015/16 states
 that a related party relationship exists if “one entity is an associate or joint venture of the other entity”. On this basis the IJB is a related party of the local authority.

65. The disclosure requirements of the Accounting Code of Practice are amended for some public sector bodies
, however this is not regarded as applicable to IJBs. 

	Q. LASAAC views on applicability of Code para 3.9.4.4 would be welcomed – it states

“The disclosure requirements of paragraph 3.9.4.1 do not apply to related party transactions with central government departments, government agencies, NHS bodies and other local authorities.”  

It does however require some disclosures “in sufficient detail to enable users of the reporting entity’s financial statements to understand the effect of related party transactions on its financial statements”. 

Therefore even if 3.9.4.4 applies there may be little difference to the suggestions made below.




66. Related party disclosures for IJBs, unless immaterial, are therefore anticipated to feature in local authority 2015/16 annual accounts. Related party disclosures normally relate to the transactions only, such as income received, and the balances at the year end, such as any funding still due to the IJB. The disclosure note could therefore be anticipated to include:

· the contribution made to the IJB

· the commissioning income received from the IJB
· any creditor balance with the IJB, for example funding still due to the IJB

· any debtor balance with the IJB
· details of support provided for IJB operation, both ‘services in kind’ and those charged for

	Q. The above treatment is consistent with existing practices for related party disclosures.

If LASAAC considers that this does not provide sufficient transparency an alternative more detailed tabular approach is illustrated below.




IJB – Related Party Disclosures
67. The Accounting Code of Practice 2015/16 requirements will also apply to the IJB. It is recommended that the IJB discloses the contributions received from each partner, the commissioning expenditure provided to each partner and other transactions (e.g. services in kind or expenditure on operating support received). Any other material disclosures required by the Accounting Code of Practice should be supplied.

Treatment of Part Year Services for 2015/16
Integration Start Day in 2015/16 Financial Year

68. Where the Integration Start Day (see paragraph 15 above) is in the 2015/16 financial year the annual accounts of the IJB and the local authority may need to reflect the services commissioned by the IJB.

	Q. The working group noted that if the normal disclosure treatment of related party disclosures above is adopted then there is unlikely to be a specific requirement, for annual accounts purposes, to split the cost of the authority’s relevant social work service provision between pre & post integration start day. 

This would significantly simplify financial statements preparation.

It should be noted that paragraphs 4.3.1.5 & 4.3.1.6 of the IRAG Guidance can require the return of underspends by partners (i.e. where the partner spends less than the commissioning income received) to the IJB. This implies that there must (for management purposes) be a ‘cost of service’ split for 15/16 part year services.

LASAAC is requested to consider whether, in the event of an integration start day in 2015/16, Social work care service provision costs would need to be split between pre and post integration start day periods for:

· Annual accounts purposes

Or

· For any other reason e.g.

· government returns / statistics

· public interest
· audit (or other party) verification that IJB income received has been utilised appropriately to deliver the commissioned services  
 


IJB: Integration Start Day in 2015/16

69. The IJB annual accounts will be expected to show the payment provided to the partners for the provision of services in 2015/16. As noted above this should be presented in the CIES in accordance with the Service Expenditure Analysis, with Health Care related services shown as a separate line. This will not necessarily indicate the extent of payment made to each partner. 

Local Authority: Integration Start Day in 2015/16
70. It is considered that the local authority annual accounts will need to reflect the commissioning income received, and the cost of services related to that commissioning income.

71. On this basis the authority will need to be able to clearly distinguish:
· The cost of services provided before the Integration Start Day

· The cost of IJB commissioned services provided on or after Integration Start Day

72. This implies that a reasonable approach to the estimation of these different costs is made. Exact determination is not regarded as appropriate or necessary. Estimation techniques may therefore be used in respect of items such as:

· Creditors relating to pre-integration services as at Integration Start Day

· Debtors relating to pre-integration services as at Integration Start Day

· Provisions relating to pre-integration services as at Integration Start Day

· Employee Costs, including annual leave entitlement and pensions liabilities, as at Integration Start day. Potentially a pro-rata approach may be regarded as appropriate. It should be noted that if such items were excluded from the Integration Budget contribution there should be no need to separate these items between ‘pre’ and ‘post’ integration periods. This also applies to depreciation and intangible asset amortisation charges.
Application of Statutory Mitigation
73. The practical application of statutory mitigation to the IJB is anticipated to be extremely limited. In particular IJBs are not currently anticipated to

· hold property, plant & equipment which is subject to depreciation or impairment 

· hold intangible assets which are subject to amortisation

· show a pension liability on the balance sheet

· hold complex financial instruments affected by statutory mitigation

74. Where an IJB anticipates that statutory mitigation will be relevant the underlying legislation should be reviewed prior to reliance being placed on its applicability to the IJB. The Accounting Code of Practice 2015/16 Appendix B includes details of statutory mitigation legislation.

75. Potentially the treatment of the Chief Officer as an employee for Remuneration Report purposes may, if CO costs are treated as employee costs of the IJB, lead to the need for the calculation of liabilities for short-term paid (compensated) absences, which may be subject to statutory mitigation under Finance Circular 3/2010. This implies that the mitigation also extends to IJBs
.
76. It is not anticipated that the value of accumulated absences for the IJB would be material. Finance Circular 3/2010 uses the term ‘shall’ rather than ‘may’ for the application of mitigation
. If however the amount is not material there would be no accounting charge to be made, and therefore no requirement to apply the mitigation. If an accounting entry is required application of the mitigation is mandatory. 

	Q. LASAAC is requested to confirm or amend the comments on the application of statutory mitigation



Cash Flow Statement  - Notes as a basis for discussion

	Q. The working group were unable to reach a definitive conclusion on whether the IJB would present any ‘cash & cash equivalents’ (C&CE) on its balance sheet.

Therefore guidance itself has not been drafted but the following notes below set out the key issues that affect this judgement, and the likely presentation requirements flowing from the judgement.
It should be noted that while, initially, no significant change in the relative cash expenditure between the LA & the HB is anticipated, if this changes in future years more significant cash flow transfers may be required to reflect & support the changes in commissioned services. 

LASAAC is requested to consider and determine whether the IJB should present C&CE.



It is understood (perhaps incorrectly) that IJBs will not have significant cash balances or bank accounts in their own right. If this is correct cash flow presentation requires a key decision of principle:

· If the IJB does not expend all its resources in the first year (i.e. it has a surplus for the year) does the IJB have 
· a ‘cash & cash equivalent’ (C&CE) asset on the balance sheet 
OR
·  a debtor (the amounts of cash that the partners owe as the balance of their contributions)

Code requirements for the Cash Flow Statement – see 3.4.2.62 (page 74) onwards

The Code provides the following definitions:

3.4.2.1 cash comprises cash on hand and demand deposits

3.4.2.2 cash equivalents are short-term, highly liquid investments that are readily convertible to known amounts of cash and which are subject to an insignificant risk of changes in value
Generally the options are:

· the IJB has cash / cash equivalent – reflecting the IJBs underlying control of, and right to, the cash. i.e. the cash belongs to the IJB but is held by one or more partners on the IJB’s behalf – in effect a ‘demand deposit’
· No – the IJB does not control the cash itself but is owed the balance from one or more partners 

The cash flow treatment will generally follow from this decision of principle.

IJB Arrangements/ IRAG Guidance
Generally it is understood that the IJB has a ‘draw down’ arrangement – i.e. it can direct the partners to pay cash as it directs. It is not anticipated that the IJB will necessarily receive or hold any cash per se. 
The working group noted that while the position may be generally regarded as the partner (eg the local authority) acting as a ‘bank’ it should be clearly understood that this was not a legal determination, as councils did not generally adopt the banking licencing and regulatory requirements.

Considerations: are the partners acting as ‘agents’ by holding cash on behalf of the IJB. This would support presentation of C&CE on the IJB balance sheet. It would also agree with the concept that control of cash implies (or confers) control of resources.

IRAG Guidance Para 1.3.0.2 (emphasis added)  includes “This term does not necessitate cash transactions and it is recommended that the majority of the accounting for these be via book entries within the ledgers of the Health Board and Local Authority, one of which should host the accounts of the Integration Joint Board"
Illustrative IJB accounts in the guidance do not include a Cash Flow Statement.
It is not clear whether the IJB would be entitled to Interest on Revenue Balances (i.e. interest on the cash held on its behalf) from the partners. This may depend on the Integration Scheme.

Example Treatment of Cash held by Councils on behalf of trusts & funds
Comparison may be drawn with the situation where a local authority (single entity accounts) holds cash balances from Trust Funds, although the relationship with the IJB (in particular the relationship with & rights of the IJB) may differ. 

Fife Council presents the following:

Single entity Balance sheet Cash & cash Equivalents

[image: image5.emf]
Trusts Balance Sheet

[image: image6.emf]
A. If IJB Would Present Cash & Cash Equivalents
In summary the treatment would be considered to include:

· If IJB has a surplus the balance reflects a Cash / Cash Equivalent balance

· IJB balance sheet

· Would include ‘cash & cash equivalent’ for the funding outstanding

· IJB Cash Flow Statement (see Code 3.4.2.62-3.4.2.77)
· Operating activities would reflect cash in: Grants (contributions from partners)

· Cash Out: Cash paid to & on behalf of employees (Chief Officer)

· Cash Out: Cash paid to suppliers of goods / services [incl support costs and commissioned services]

· The local authority balance sheet presentation may be argued to be one of:

· LA would present its FULL cash holdings as C&CE, and a separate liability for the amount due to the IJB. NOTE: This would appear to correlate with the presentation in Lloyds Bank Annual Accounts 2014 where assets include “Cash and balances at central banks” with liabilities including “Customer deposits”

Or potentially 

· LA would exclude the amount of cash held on behalf of the IJB when it is reporting its own C&CE (i.e net the cash off against the creditor /amount owed to the IJB). Generally the Code does not normally permit the offsetting of assets and liabilities (see Code 3.4.2.27, 7.4.2.4, 7.4.5.1 see also the footnote below
)

· LA Cash Flow Statement (see Code 3.4.2.62-3.4.2.77)
· Operating activities cash out: normal cash costs of service provision together with, under ‘Other payments for operating activities’, the contribution to the IJB

· Operating activities cash in: ‘sales of goods and rendering of services’ for commissioning income

B. If IJB has no cash / cash equivalent 

· IJB: No cash transactions, so no cash flow (see Code 3.4.2.75)

· The local authority balance sheet presentation may be argued to be:

· LA would present its FULL cash holdings as C&CE, and a separate liability for the amount due to the IJB. NOTE: This would appear to correlate with the presentation in Lloyds Bank Annual Accounts 2014 where assets include “Cash and balances at central banks” with liabilities including “Customer deposits”

· If the IJB is not presenting C&CE it may be regarded, from the point of view of consistency of approach, as inappropriate to net the local authority’s creditor to the IJB off against the authority’s cash balances. 

· LA: cash flow statement

· No cash transactions between IJB & LA (Code 3.4.2.75 would apply)

· There would be a change in the debtor/creditor balance with the IJB 
APPENDIX A: REMUNERATION REPORT – VOTING BOARD MEMBERS
Voting Board Members: Definition of Relevant Person

1. In respect of whether voting Board members meet the definition of a ‘relevant person’
 the regulations refer to:

a. Leader of the Council: “means the convener of a local authority elected in terms of section 4(1)(election of convener)(4) of the Local Government etc. (Scotland) Act 1994 or such other councillor as that local authority decides has the title of Leader of the Council for the purposes of payment of remuneration;”
. By this definition it is considered that it is unlikely that there will be a Leader of the Council for an IJB.

b. Civic Head : “means the depute convener of a local authority elected in terms of section 4(2) of the 1994 Act or such other councillor as that local authority decides has the title of Civic Head for the purposes of payment of remuneration;”
. By this definition it is considered that it is unlikely that there will be a Civic Head of the IJB.

c. Senior Councillor: “means, for the purpose of payment of remuneration, a councillor who is designated as such by the local authority of which that person is an elected member;”
. By this definition it is considered that it is unlikely that there will be a Senior Councillor of the IJB.

Voting Board Members: Definition of Remuneration
2. The Remuneration Report regulations
 define remuneration as meaning:

“.. salary, fees and bonuses, whether paid to or receivable by a person, by or from a local authority or local authority subsidiary body, and includes sums paid or due by way of expenses allowance (so far as those sums are chargeable to United Kingdom income tax) and the estimated monetary value of any other benefits received by a person otherwise than in cash, and—

(a) includes any sum paid as compensation for loss of employment or termination of a contract for provision of services; but
(b) excludes any sum that has been paid by the local authority or local authority subsidiary body as a contribution to the person’s pension;”

APPENDIX B: REMUNERATION REPORT – CHIEF OFFICER
IJB Chief Officer: Definition of Relevant Person

1. In respect of whether the IJB Chief Officer meets the definition of a ‘relevant person’
 the regulations refer to the following :

a. A senior employee (a)
 : ”responsibility for management of the local authority to the extent that the person has power to direct or control the major activities of the authority..”. This is considered to apply to the Chief Officer.
b. A senior employee (b)
: “..holds a post that is politically restricted by reason of section 2(1)(a), (b) or (c) of the Local Government and Housing Act 1989”. In summary this relates to the head of the paid service, statutory officers and non-statutory chief officers. This is considered to apply to the Chief Officer.
c. A senior employee (c)
: whose annual remuneration (on a full time equivalent basis) is £150,000 or more. This criteria will depend on local remuneration arrangements.

d. An employee of a local authority subsidiary
 (Chief Executive of subsidiary &/or those with annual remuneration > £150,000 (pro rata). This is not considered to apply for the IJB.
APPENDIX C: REMUNERATION REPORT –IJB CHIEF FINANCIAL OFFICER
Chief Financial Officer (CFO) Status
1. In relation to the CFO the 1973 Act s95 states “every local authority shall make arrangements for the proper administration of their financial affairs and shall secure that the proper officer of the authority has responsibility for the administration of those affairs”.
2. This does not require the officer to be an employee of the body their services are secured for. For example s95 officers for the Police and Fire Joint Boards were not normally employees of the IJB. 
3. Additionally there is no requirement to ‘appoint’ the CFO to a post, rather the requirement is to ‘make arrangements’ and ‘secure’ the services of an appropriate individual. This is regarded as distinct and different to the need to ‘appoint’ an IJB Chief Officer (CO) to a post. Furthermore it is not clear that the IJB duties involved will, in all instances, constitute a full time undertaking. Therefore, unless rebutted, it is not anticipated that the IJB CFO will be regarded as an employee of the IJB.
POSSIBLE MORE DETAILED DISCLOSURE





Based on the objective of providing an indication of the effect of the related party transactions on the local authority’s accounts it is recommended that the disclosures made should not be limited to the commissioning income received but should also specify the cost of service provision. An example presentation (no comparatives included) is:
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� Section 106 of the 1973 Act was amended by section 13 of the Public Bodies (Joint Working) (Scotland) Act 2014


� TAG is the Technical Accounting Group which has oversight of the development of accounting guidance for Scottish NHS Boards. 


� For an example see SSI 2015/8 � HYPERLINK "http://www.legislation.gov.uk/ssi/2015/88/pdfs/ssi_20150088_en.pdf" ��The Public Bodies (Joint Working) (Integration Joint Board Establishment) (Scotland) Order 2015� which establishes the three Ayrshire IJBs from 1 April 2015 (as specified in the schedule).


� For an example see SSI 2015/8 � HYPERLINK "http://www.legislation.gov.uk/ssi/2015/88/pdfs/ssi_20150088_en.pdf" ��The Public Bodies (Joint Working) (Integration Joint Board Establishment) (Scotland) Order 2015� which establishes the three Ayrshire IJBs from 1 April 2015 (as specified in the schedule).


� For an example see SSI 2015/8 � HYPERLINK "http://www.legislation.gov.uk/ssi/2015/88/pdfs/ssi_20150088_en.pdf" ��The Public Bodies (Joint Working) (Integration Joint Board Establishment) (Scotland) Order 2015� which establishes the three Ayrshire IJBs from 1 April 2015 (as specified in the schedule).


� See the Accounting Code of Practice 2015/16 2.9.2.7


� As defined in the 2014 Act section 29 (6). Section 29 (5) states “The first strategic plan of an integration authority is to be prepared before the integration start day.”


� See � HYPERLINK "http://www.legislation.gov.uk/asp/2014/9/contents" ��Public Bodies (Joint Working) (Scotland) Act 2014� section 29(4) which states “If the functions of the integration authority are to be delegated to the authority before the day prescribed under section 9(3) or, as the case may be, section 15(2), the first strategic plan must specify the day on which functions are to be delegated to the authority.”


� The Code of Practice 2015/16 2.7.1.1 requires compliance with IAS 18 Revenue and IPSAS 23 Revenue from Non-Exchange Transactions (Taxes and Transfers).  For an explanation of non-exchange transactions see IPSAS 23 paras 8 to 11. 


� IPSAS 23 paragraph 98 states in relation to services in kind “An entity may, but is not required to, recognize services in-kind as revenue and as an asset.” Paragraphs 99-103 provide more details.


� See the Accounting Code of Practice 2015/16 2.9.2.7


� As required by � HYPERLINK "http://www.legislation.gov.uk/ukpga/1973/65/section/95" ��section 95 of the Local Government (Scotland) Act 1973�


� See para 13 & 14 of � HYPERLINK "http://www.gov.scot/Topics/Government/local-government/17999/11203/LGFC8-2011" ��Finance Circular 8/2011� which includes “In the interest of transparency and in recognition that these council members act in a senior capacity best practice is to treat any Convenor and any Vice-Convenor as a Senior Councillor for remuneration disclosure purposes.”


� Per � HYPERLINK "http://www.legislation.gov.uk/ssi/2014/285/contents/made" ��SSI 2014/285� section 16


� Per sub-section 1 of section 10


� Per sub-sections 3 & 4 of section 10


� Per sub-section 5 of section 10


� Per � HYPERLINK "http://www.legislation.gov.uk/ssi/2014/200/pdfs/ssi_20140200_en.pdf" ��Local Authority Accounts (Scotland) Regulations 2014� (SSI 2014/200)


� Per � HYPERLINK "http://www.legislation.gov.uk/ssi/2014/200/pdfs/ssi_20140200_en.pdf" ��Local Authority Accounts (Scotland) Regulations 2014� (SSI 2014/200) Schedule section 1


� See the Accounting Code of Practice 2015/16 2.9.2.7


� See the Accounting Code of Practice 2015/16 2.9.2.7


� Per the Accounting Code of Practice 2015/16 paragraph 1.2.8 


� See Accounting Code of Practice 2015/16 3.9.2.7 


� See Accounting Code of Practice 2015/16 3.9.4.4. 


� Finance Circular 3/2010 indicates that it applies to “a council constituted under section 2 of the Local Government etc. Act 1994 (c.39) and other bodies to which section 12 of the 2003


Act applies.” 





Section 14 of the Local Government in Scotland Act 2003 states “This Part of this Act applies also to those bodies to which Part VII (finance) of the 1973 Act applies by virtue of section 106(1) of that Act (application to committees, joint committees and joint boards the members of which are appointed by local authorities and to charities etc. the trustees of which are local authorities or their members).”





 Section 13 of the � HYPERLINK "http://www.legislation.gov.uk/asp/2014/9/contents" ��Public Bodies (Joint Working) (Scotland) Act 2014� amends s106 (1) of the 1973 act to include IJBs.





� For example “A sum equal to any accounting charge made for short term accumulating compensated absences and charged to the General Fund in any financial year shall be transferred to the Employee Statutory Adjustment Account”


� Code 15/16 7.4.5.1 - the potential for offsetting exists when the authority “intends either to settle on a net basis, or to realise the asset and settle the liability simultaneously (when applying this criterion authorities shall also refer to IAS 32 as amended in 2011) (see paragraphs AG38E to AG38F). 





IAS 32 includes ”This will occur if, and only if, the gross settlement mechanism has features that eliminate or result in insignificant credit and liquidity risk, and that will process receivables and payables in a single settlement process or cycle.”





On this basis the issue of whether the LA should offset the creditor for the IJB against the LA C&CE holding may be largely informed by the actual cash management practice – i.e. if the cash is ring-fenced (i.e. the authority always ensures it has a C&CE balance that will cover the creditor) then arguably offsetting may be appropriate, but if the cash is not ring-fenced (i.e. the C&CE balance is permitted to be less than the creditor) offsetting may be inappropriate.


� As defined in SSI 2014/200 Schedule (1)


� As defined in section 3 of SSI 2014/200


� as defined in � HYPERLINK "http://www.legislation.gov.uk/ssi/2007/183/contents/made" ��Local Governance (Scotland) Act 2004 (Remuneration) Regulations 2007� (section 2)


� as defined in � HYPERLINK "http://www.legislation.gov.uk/ssi/2007/183/contents/made" ��Local Governance (Scotland) Act 2004 (Remuneration) Regulations 2007� (section 2)


� Per � HYPERLINK "http://www.legislation.gov.uk/ssi/2014/200/pdfs/ssi_20140200_en.pdf" ��Local Authority Accounts (Scotland) Regulations 2014� (SSI 2014/200) Schedule section 1


� As defined in SSI 2014/200 Schedule (1)


� See SSI 2014/200 Schedule (1) for more details


� See SSI 2014/200 Schedule (1) for more details


� See SSI 2014/200 Schedule (1) for more details


� See SSI 2014/200 Schedule (7) for more details





�To working group – please note


�Working group please note


�If we are showing the CO as employee costs it is assumed that the cash payment should also be reflected as employee costs, unless regarded as immaterial


�Working group PLEASE NOTE and please read the footnote which continues onto the fott of the next page (hopefully it makes sense)


�Working group PLEASE NOTE and please read the footnote which continues onto the foot of the next page (hopefully it makes sense)
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