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Item 14. LASAAC 24/05/18
To: 

LASAAC     
From:

Gareth Davies
Date:

24 May 2018
Subject: 
Elimination of Internal Transactions in 2018/19 
Purpose of Paper
1. To raise items regarding the Code of Practices requirements for 2018/19 for discussion by LASAAC. 
LASAAC Advisory Notice for 2017/18
2. Earlier in 2018 LASAAC issued Internal Transactions and Operating Segments Reporting 2017/18.

3. It noted that for 2018/19 the Code of Practice states

“As the service segments in the Comprehensive Income and Expenditure Statement are not intended to cover the reporting requirements for IFRS 8 then transactions between segments are not permitted in the service analysis section of the Statement”

4. LASAAC may wish to consider the following for 2018/19.
Method of Elimination
5. The 2017/18 advisory notice illustrated a ‘straight’ elimination of internal transactions (i.e. the internal transaction is removed so as to show the position as if the internal transaction never existed). As such the original expenditure remains with the service segment which originally purchased the good / service.

6. One council has noted that this method of elimination is not transparent as it does not indicate which service segment actually benefitted from (or used) the good /service.

7. Consequently an alternative elimination method would be to amend the income and expenditure of the service segment receiving the income (Segment A) so that:

· The income for Segment A is reduced by the amount charged
· The expenditure for Segment A is reduced by the same amount

8. This ‘same segment’ elimination method would appear to be consistent with the Code requirements cited above in that it removes transactions between segments.
9. This method may also assist regarding the presentation of charges made to the HRA and other separate (non-General Fund) accounts.

Charges between Different Funds eg HRA
10. The treatment of internal transactions between different funds eg charges between the General Fund, the HRA and Harbour Funds. Removal of these charges using a ‘straight’ elimination approach may potentially give rise to :

· A requirement to reconcile individual statements (eg the HRA and Harbour Fund) to the figures cited in the CIES

· Potential difficulty for readers of the accounts in interpreting the information on HRA income and expenditure that is provided in the CIES (eg if central support charges are removed). This may apply especially where the HRA is reported as a segment in the CIES. 
Insurance Account – Internal Premiums
11. A separate paper on accounting for Insurance Funds is provided. The use of a ‘same segment’ elimination method would support the reporting of insurance costs as part of all relevant segment lines in the CIES ‘cost of services’.
12. Consideration however should be given to a position where, potentially, there is a material difference between the internal premiums charged and the actual costs, in accounting terms, borne by the Insurance Account for the year (e.g. a significant balance on the Insurance Account for the year). 

Recommendation 
13. It is recommended that LASAAC agrees in principle that the ‘same segment’ elimination of internal transactions is an acceptable methodology to comply with the 2018/19 Code of Practice.

14. It is recommended that LASAAC undertake further work to assess and illustrate the application of this principle.

Committee Action 
15. The Committee is requested to 
· Approve or amend the recommendations in paragraphs 13-14
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