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I refer to the above inquiry and I am pleased, on behalf of the Chartered Institute of Public Finance 
and Accountancy (CIPFA), to provide the following response.  Given CIPFA’s key role in the 
Scottish public sector, the principal purpose of this response is to set out some key areas of 
developments in public sector finance which the Committee will undoubtedly require to consider.  In 
addition, it is appropriate to indicate at the outset CIPFA’s willingness to provide further 
professional support to the Committee’s inquiry beyond these initial comments.  Support from 
CIPFA could be the initial opportunity to expand upon, and explore with the Committee, the 
following short, but substantive comments.  .  Further support from CIPFA could be additional 
research and investigation and/or participation in round-table debate. 
 
The Prudential Code for Capital Finance in Local Authorities 

The Committee will be aware that CIPFA designed and authored the Prudential Code for Capital 
Finance in Local Authorities.  The Code underpins the overall system of capital investment within 
local government, generally referred to as the prudential framework.  The Code is applicable to the 
United Kingdom as a whole.  It was developed with assistance from, and in partnership with, key 
stakeholders including central government and the devolved administrations. 
 
At the outset of the introduction of the code, CIPFA stated in its preliminary guidance that: 
 
“..decisions about the financing of individual projects..are..skewed by government financial support 
being tied to the use of the Private Finance Initiative..” 
 
It was considered at that time that the full potential of the Code would not be realised if financial 
support continued to be directed towards particular financing options.  The Code, after three full 
financial years of operation, is now capable of being assessed in operational terms and also in 
relation to other financing methods.  CIPFA would welcome the opportunity to explore with the 
Committee how this might be progressed. 
 
Future Developments – International Financial Reporting Standards 

It is understood that the Committee also wishes to consider future developments and that in 
particular, the expected proposal from the Scottish Government on a proposed Futures Trust.  It is 
also essential however for the Committee to have regard to other developments, in particular 
developments in public sector financial accounting and reporting.   
 
In March of this year, HM Treasury announced that public sector bodies would be required, from 
2008/9, to report under international financial reporting standards (IFRS).  The implementation and 
consequences of IFRS in the public sector are currently being developed and assessed by CIPFA.  
One of the major issues that has emerged however is the treatment of assets which have been 
constructed using PFI contracts.  Changes to the current accounting treatment of PFI transactions 
may be required.  If these changes are realised this could possibly mean that assets arising from 
PFI contracts together with the outstanding debt, presently accounted for ‘off-balance sheet’, may 
require to be recognised on the balance sheet of public bodies. 
 
A further area of change will be in the treatment of leases.  Some leases which are, operational 
leases and presently charged as revenue expenditure may be reclassified as finance leases and 
then recognised on the balance sheet as the consequence of capital expenditure..   
 
The technical as well as the practical consequences of IFRS are currently being considered in 
detail.  The full impact on public sector finance is therefore not yet clear.  It will be essential 
however that the Committee is kept informed on this matter as it develops. 
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Future Developments – Investments: Section 40 of the Local Government in Scotland Act 
2003 

It is anticipated that the Scottish Government will bring forward proposals for regulation of 
investments by local authorities under S40 of the Local Government in Scotland Act 2003.  The 
thrust of the proposals will be to set a regulated guidance framework for the investment of local 
authority funds.  The main focus of the regulations will be short-term investments.  It is understood 
however that the proposals will also cover investment properties, the construction of which, may 
have been the subject of initial capital investment.  Again it will be important for the Committee to 
be aware of and to consider all wider developments in its review of capital financing. 
 

 


