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Item 6. LASAAC 25/08/16
To: 

LASAAC     
From:

Hazel Black
Date:

25 August 2016
Subject: 
Statutory Adjustments Review 

Purpose of Paper
1. This paper sets out the legislative position as it relates to the Annual Accounts and the statutory adjustments required or permitted to be made to those accounts for funding purposes – work strand B.
Background for the Review (as agreed at the last meeting)
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.
Project Work Strands
3. The three core work strands:
	A
	Illustration of Statutory Adjustment Removal

	To quantify the impact of statutory adjustments the development of a set of IFRS-based compliant accounts, with no statutory adjustments applied.

The accounts are expected to be based on a changeover as at the date of implementation of IFRS accounts. This is expected to illustrate the impact that statutory adjustments have on the financial management and position of the authority. 


	B
	Review of Statutory Adjustments

	To provide a basis for possible consolidation and streamlining of the statutory adjustment framework a review of each statutory adjustment.

The review to provide information on:
· The rationale or purpose of each statutory adjustment

· The legislative source (primary or secondary regulations) and scope for amendment

· The frequency of use and value of each statutory adjustment (potentially on a ‘sample’ basis)


	C
	Identification of Key Information Elements for Readers

	To assist in the determination of appropriate presentation the identification of the key information elements that readers of the accounts are considered to focus upon is suggested.

This may involve:

· Establishing the key principle or objective to be followed and the aspect of local government finance that readers would wish to be informed of e.g. a clear explanation of the finances of local government finances. 

· Key areas to consider when establishing reader interests may include the sources and application of taxpayer funds; liabilities incurred and assets held that will affect future taxpayers; and how existing liabilities will be settled in future.

· Specification of the key items of information that are required to explain and illustrate the finances of an authority, and which should therefore be prominent in the accounts.

· This is likely to require both IFRS-based accounting information as specified by the Code, and information relating to taxpayer resources. 


The Legislative Sources

4. See Annex A – separate document setting out legislative position.
5. Annex B (separate document) identifies whether the legislative position relates to capital or revenue, and separating out the statutory guidance that has no impact on the financial statements.  
Initial thoughts on scope for amendment

6. Revenue items

Icelandic banks - Circular 5/2011. Withdraw as no longer required. 

Short term accumulating compensated absences – Circular 3/2010. Consider (i) withdrawing circular (ii) restricting it only to teachers (the original reason for extending it to all staff was police and fire, no longer part of local government).

Financial instruments - Circular 4/2007. This circular covers a number of items – (a) premium and discounts from refinancing, (b) loans to third parties granted at less than market interest rates and (c) borrowing where the loan has a stepped interest rate. For both (b) (soft loans), and (c) LOBOS), the statutory guidance only covers loans/borrowing outstanding as at 31 March 2007 and not new loans. We could consider taking away the statutory adjustment for these pre 1 April 2007 loans/borrowing.   
Equal pay and severance – Circular 4/2015. This is time limited and will cease to apply from 1 April 2018.

Pension costs – 2003 Regulations and Circular 4/2016. Continue the review which resulted in Circular 4/2016. 

7. Capital Items
The legislation and statutory guidance issued all support the overall capital legislative framework. This needs further work to consider the arrangements in the round.

Recommendation 
8. Discuss and agree that all legislation and guidance has been identified.

9. Discuss potential options for changes in statutory arrangements. 
10. To note further work to be undertaken to set out the rationale/ purpose for capital statutory adjustments and pension statutory adjustments. 
11. To note further work needs to be undertaken to assess the frequency of use and value of each statutory adjustment (potentially on a ‘sample’ basis).

Committee Action 
a. The Committee is requested to 

· Discuss Items 8 and 9 to agree the legislative sources and identify potential options.
· Note Items 10 and 11.
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