
THE SCOTTISH EXECUTIVE

CAPITAL RETURN: GENERAL GUIDANCE FOR 2005-06
INTRODUCTION

1.1
The Capital Return (CR) collects information on capital expenditure and capital receipts raised on an accruals basis, for 2005-06.   The services covered by the CR returns include Non-HRA Housing.

1.2
The CR provides information on net expenditure on all non-housing services. Net expenditure is calculated as capital expenditure not funded from revenue less capital receipts used. The CR separately identifies receipts raised from asset sales. These data will be used to monitor forecast expenditure and receipts data and to provide HM Treasury with regular updates.
1.3
Please note that from 2004-05 onwards, this form is to be recorded on an ACCRUALS basis. This was agreed with the majority of local authorities, and brings the CR in line with BVACOP requirements. The change to accruals on the CR return will also save the duplication of work that was required in order to complete the returns on a cash basis.
DEFINITION OF CAPITAL EXPENDITURE
2.1
This should be the total of planned capital expenditure on an accruals basis.

2.2
Capital expenditure is defined as in section 39 of the Local Government in Scotland Act 2003 as that expenditure of the authority which falls to be capitalised in accordance with proper accounting practice.  All such expenditure should be included in the return.
2.3
For the purpose of the CR we also require you to report the following:
a) planned repayments of any grant or other financial assistance given to the local authority for the purposes of expenditure which is capital expenditure

b) planned expenditure on software and software licensing (ie the acquisition or preparation of a computer program, including expenditure on the acquisition of a right to use the program) if the authority is to acquire or prepare the program for use for a period of at least one year for any purpose relevant to its functions)

c) the planned acquisition of share capital or loan capital in any body corporate;
d) planned expenditure to decontaminate land or works for public benefit
e) any planned advances, grants or other financial assistance which would, if incurred by the authority, be capital expenditure
, except where this goes to persons who will be using the assistance for their own benefit rather than to create, improve, or enhance the value or lifespan of a public sector asset or to provide a public service.  This means that the other party to the planned transaction should be:

· another local authority;

· a public authority or body;
· a person who enters into a contract in order to provide the local authority with goods or services, and the local authority considers that the provision of the goods or services under the contract will be thereby facilitated;
· a person or body who, not being a public body, has functions of a public nature or engages in activities of that nature and the purpose or effect is to facilitate discharge by that person of those functions or that person’s engagement in those activities.

LEASES
3.1
Capital expenditure also INCLUDES the market value of assets acquired by lease or similar arrangement where the authority is lessee in certain circumstances:

3.1.1  Land and buildings leased for a period of more than 20 years.   Leases of land and buildings for 20 years or less which are extended beyond 20 years or provide for renewal beyond 20 years at the authority's option or relate to a building specifically constructed at the authority's request count as if they were leases for more than 20 years.

3.1.2  Vehicles, vessels, plant and equipment on finance leases.  The lease rental of operating lease agreements should be treated as current expenditure.  Operating lease agreements (or any associated agreements) are those which do not provide for any of the following: -

· the ownership of the asset to transfer to the authority at the end of the lease; or

· the renewal or extension of the lease at less than the market rental; or

· the residual value to accrue to the authority; and

· a residual value of less than 10% of the initial value.

Other leases of vehicles, vessels, plant and equipment are finance leases, and the value of the asset scores as capital expenditure.

3.2
"Market Value" means the price that could be expected to be paid on the sale of the asset with vacant possession on the open market by a willing seller to a willing buyer and at the date of entry into the lease or termination thereof.
COVENANT SCHEMES

4.
Capital expenditure also INCLUDES the expenditure generated through covenant scheme arrangements.
CAPITAL EXPENDITURE
5.1
Capital expenditure EXCLUDES:

5.1.1  Expenditure on ordinary repairs and maintenance.  These should be charged to a revenue account.

5.1.2  Expenditure from revenue, renewals or reserve accounts for small assets whose cost does not exceed £6,000.

5.1.3  The cost of works executed by a local authority as an agent for someone else (for example, a Government department, a Government agency like Scottish Enterprise, a private developer) but not for another authority (see note 8.1 below).  This is expenditure incurred when a local authority is delegated or authorised by another party and for which that other party agrees to reimburse the authority.

5.1.4  Appropriation of capital assets from one service to another and or charging for services within the same authority. N.B. In no circumstances should authorities include negative expenditure figures on the CR.



5.1.5  Repayment of money the authority has borrowed or the investment of its cash.


5.1.6  Purchase of existing assets from other local authorities as a result of local government boundary changes.

AVOIDING DOUBLE COUNTING

6.
There are conventions to avoid DOUBLE COUNTING:

6.1  Agency work: Where one authority does work for another, only the authority for which the work is done should include the capital expenditure on its form.


6.2  Acquisitions: Where one authority acquires an asset from another, the acquiring authority should include the expenditure on its form, and the selling authority should include the receipt on its form.


6.3  Contributions: Where one authority contributes to the expenses of another, the contributing authority should include its contribution as expenditure, and the receiving authority should include its own expenses net of the contribution.  

6.4  Support financing: Where an authority does work on a project which has support finance from its local health board, the authority should include its expenses net of the health board contribution (that is, not recording the expenses gross nor the contribution as a receipt).  


6.5  Joint boards: capital expenditure should be recorded on its own CR form; constituent authorities should not include expenditure to or on behalf of such joint boards.

OTHER POINTS

7.1
Authorities are asked to give a breakdown of capital expenditure financed from revenue, (i.e. CFCR).  It is accepted that authorities may not be able to give precise figures for CFCR early in the financial year, but it is important that you provide as accurate an estimate as possible where precise figures are not known.

7.2
The CR should include all receipts.  The receipts should be recorded against the service from which they were generated, NOT the service on which the additional expenditure (as a result of the receipt) was incurred.

7.3
CR Q1 to CR Q3 require details of receipts to date, and forecast receipts for the whole financial year. CR Q4 and CR FIN5 only require details of receipts for the whole financial year.

7.4
The point of contact at the Scottish Executive is:




Neil White



The Scottish Executive




Finance and Central Services Department
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Victoria Quay




EDINBURGH




EH6 6QQ




TEL: 0131 244 7030



e-mail: lgfstats@scotland.gsi.gov.uk
Statistical Support for Local Government website http://www.scotland.gov.uk/stats/lgfstats
� Please note this should not include grant streams managed on behalf of the SE, ie expenditure funded by grants received from the SE for the purpose of being passed on as grant to other recipients, such as the Communities Scotland Development programme.
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