





Item 10. LASAAC 23/05/17

To: 		LASAAC     

From:		Hazel Black, Gareth Davies 

Date:		23 May 2017

Subject: 	Accounting for Insurance 


Purpose of Paper

1. To consider potential revision and updating of existing LASAAC guidance on accounting for Insurance Funds. 

Background

2. In reviewing Local Financial Returns (LFRs) the Scottish Government has identified some apparent variations in accounting practice relating to Insurance Funds. 

3. A meeting to discuss the appropriate treatment was held with:
a. Hazel Black (Scottish Government)
b. Paul O’Brien (Audit Scotland)
c. Gareth Davies (LASAAC secretary)

4. The existing LASAAC guidance (2005, attached as Appendix A) was reviewed and areas for updating, revision and clarification were raised. The potential for updating the LASAAC guidance was raised.

5. Areas specifically noted for LASAAC consideration are outlined below.

Aspects for LASAAC Consideration

Insurance Account

6. The core principle that there should be no direct reserve accounting is proposed to be maintained. Transactions in the year should be recorded in an Insurance Account, with the surplus or deficit transferred to the Insurance Fund at the year end.

Insurance Fund Premiums Treatment

7. The premiums charged by services to the Insurance Fund may constitute:

· A recharge of actual expenditure incurred (eg the recharge or apportionment of premiums paid to external insurance providers). These charges would represent expenditure for the council in IFRS terms.

· An internal transfer between funds (eg where the authority is self-insuring and is increasing the balance on the Insurance Fund to reflect this). In strict IFRS terms these charges to service accounts may not meet the definition of expenditure on the part of the council.

8. The existing LASAAC guidance does not differentiate between the two elements. All premiums charged are treated as service (segment) expenditure. Therefore, with strict application of IFRS, gross expenditure may be argued to be overstated at a ‘cost of services’ level.

9. The current treatment however may support better comparability between authorities by reflecting the cost of self-insurance.

Treatment of Additional Contributions

10. The treatment of initial contributions (to establish an Insurance Fund) or additional contributions (to increase the Insurance Fund balance) may be considered to require either:

a. Treatment as (effectively) a service premium. This would be consistent with the view that such charges for self-insurance should be represented as a ‘cost of service’. It may also be challenging in practical terms to differentiate between an adjustment to insurance premiums already charged (or recharged) and a transfer between reserves. A comparison may be drawn with the re-allocation of internal service under/over charges, where these are normally simply treated as an adjustment to the charges made.

b. Treatment as a transfer between reserves (ie through the MiRS, not through the Insurance Account). This could reflect the position that there are no ‘external’ transactions involved. However where the adjustment is due to the under-recovery of external insurance premiums it may be considered that this should be reflected in the ‘cost of services’.

11. The existing guidance treats both initial contributions and additional contributions as income to the Insurance Account.

12. The potential exists for specifying the treatment of initial contributions on establishing an Insurance Fund as being a transfer between reserves. This could potentially be expanded to additional contributions. LASAAC may wish to consider whether this would raise any issues of principle or inconsistency.

Presentation in CIES of the Surplus / Deficit on the Insurance Account

13. The appropriate line in the CIES to reflect the surplus / deficit on the Insurance Account may include:

· Financing and Investment Income and Expenditure: the Code 16/17 para 3.4.2.38 (c ) states this line includes “the surplus or deficit of trading operations which are not allocated back to services”. Presentation in this line would therefore regard the Insurance Account as similar to an internal trading arrangement (eg a central support activity recovered through charges rather than apportionment). . 

· Other Operating Expenditure – This may however require a change to the Code (para 3.4.2.38 (b) which specifies the line as “comprising precepts (paid to non-principal authorities in England and all authorities in Wales) and levies; payments to the Housing Capital Receipts Pool; and gains or losses on the disposal of non-current assets”

· Alternatively it is possible that management reporting arrangements could result in some authorities considering inclusion of the Insurance Account in the CIES segment (service) lines as part of ‘Cost of Services’. LASAAC may wish to consider whether this would be appropriate.

Provisions Charged to Insurance Account

14. The existing guidance, in Example 4, includes the charging of a provision, in respect of a claim against the council, to the Insurance Account. Consequently the relevant segment / service line(s) in the CIES would not directly include this charge. 

15. Potentially the charge for the provision would be reflected in increased service contributions or premiums, from all services, to the Insurance Fund.

16. The existing guidance does not specifically list ‘provisions’ as a charge to the Insurance Account. LASAAC may wish to revise this to include provisions.


Potential Revised Guidance: Recommendations

17. Subject to LASAAC agreement that the existing guidance should be amended to affect the 2017/18 financial year, the following key actions are recommended:

· Development of updated and revised guidance, in collaboration with Insurance Fund practitioners (eg Insurance Fund managers and accountants)

· Approval by LASAAC of draft guidance to be subject to public consultation

· Public consultation process


Committee Action 

18. The Committee is requested to 

· [bookmark: _GoBack]Discuss and approve or amend the recommendations in paragraph 17
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