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To: 		LASAAC 

From:		Gareth Davies

Date:		24 May 2018

Subject: 	Insurance Accounting Questionnaire Responses 


[bookmark: OLE_LINK2][bookmark: OLE_LINK1]Purpose of Report

1. To provide an overview of responses received to LASAAC’s Insurance Accounting Questionnaire as a basis for determining future LASAAC action on this topic.

Responses Received

2. Thirteen responses were received (11 councils, 2 audit responses).

3. LASAAC thanks all those who invested their time and expertise in responding to the questionnaire. 

Responses Received

4. The table in Appendix A summarises the responses to the questions, in case this is of assistance of members. 

5. A separate excel workbook summary of responses will be provided to members. Copies of the responses can be made available to members on request.

Comments on the Responses

6. LASAAC may wish to consider the following points which appear to arise from the responses received:

	a.
	There are a variety of views expressed regarding the majority of areas questioned i.e. there is not overall consensus on all issues.


	b.
	The operation of an Insurance Account as a management and monitoring tool for insurance management purposes appears to be supported.


	c.
	There are differences between the expectations of the existing LASAAC guidance on insurance accounting and the current accounting requirements of the Code of Practice. 


	d.
	In particular the representation of internal premiums as expenditure may be considered a concern, especially in the light of the requirement to remove internal transactions in the 2018/19 annual accounts (CIES).


	e.
	The removal of the Service Expenditure Analysis (SEA), and move towards management based segment reports, appears to remove the need to separate out an ‘Insurance Account’ from the main ‘cost of services’ block in the CIES. 


	f.
	The implementation of the EFA provides an opportunity for internal premiums to be included in management information; but for them to be excluded from the CIES.


	g.
	The treatment of insurance costs relating to separate funds (eg HRA, Harbour Accounts) should be given particular consideration.


	h.
	Comparability of insurance arrangements is not considered to be feasible based purely on information in the annual accounts. Consequently inclusion of internal premiums in service expenditure may not be of assistance in supporting comparability for insurance cost purposes.


	i
	The elimination of the SEA means that service spend in the CIES is no longer directly used for benchmarking purposes. Therefore inclusion of internal premiums is not directly relevant for comparability at service level. The comparability of the ‘Cost of Services’ sub-total may however be considered by LASAAC.


	j.
	Consideration could be given to achieving a consistent approach to the funding of the Insurance Fund, such that there is no difference between internal premiums and funding transfers.


	k.
	It does not appear to be pragmatic to differentiate provisions relating to insurance events between those where external insurance applies and those which are uninsured (i.e. self-insured).


	l
	The impact of any changes in accounting on LFR data in terms of (a) service comparability, (b) trend analysis for service spend, and (c ) form completion should be considered.











Recommendations

7. It is recommended that LASAAC develops an excel workbook model to develop, test and illustrate one or more potential options for accounting presentation where an Insurance Fund is used.

8. Following LASAAC consideration of the model(s) a consultation process on replacement guidance should be initiated. 


Requested Action 

9. LASAAAC is requested to:

Approve or amend the proposed actions in paragraphs 7 & 8

__________________________________________________






APPENDIX A

Summary of Responses

	Q4
	Do you consider that the existing requirement to use an Insurance Account, with the surplus or deficit transferred to the Insurance Fund at the year end, should be maintained? Please briefly explain the reasoning for your response.

	
	Concept of no direct reserve accounting  widely supported.
Some benefits of an IA noted (eg for management & monitoring purposes).
An audit respondent noted there is no formal requirement to maintain an Insurance Account, other options avoiding direct reserve accounting are permitted.
An audit respondent noted Code generally does not permit direct reserve accounting.
One council does not operate an IF


	Q5
	Do you consider that comparability of service expenditure between authorities, specifically between those operating an Insurance Fund and those which do not, should be a stated principle in any updated guidance? Please briefly explain the reasoning for your response.

	
	Eight respondents did not support this.
· Concerns re variations in insurance cover and claim experience were noted.
· The differences in segment line descriptions since 16/17 were also noted. 

One respondent noted that specifying this may not be worth stating in the guidance.
Four respondents supported this, but one noted a need for clarity on what is charged to services.


	Q6
	Do you consider that for comparability purposes (eg benchmarking) the full cost of Insurance Fund premiums (including elements for self-insurance) should be charged against service lines in the CIES? Please briefly explain the reasoning for your response.

	
	Six respondents supported this, generally citing that full insurance costs (including self insurance) should be charged to services

Five disagreed, some noting it is not consistent with current accounting requirements. 

One response implied that the Insurance Accounts should not charge services. 

Two respondents provided mixed or balanced responses


	Q7
	Do you consider that there should be a distinction between initial (Fund establishment) and additional (later) contributions to the Insurance Fund? 

Please briefly explain the reasoning for your response.

	
	Nine respondents indicated no differentiation should be made, generally on the basis that such funding contributions were the same in substance (eg a transfer between reserves, not 'expenditure'). 

Four respondents supported a differentiation, some citing that the source of the funding differed.


	Q8
	Do you consider that either or both initial and additional (later year) contributions to the Insurance Fund should be presented in the MiRS, not as service expenditure in the CIES?

Please briefly explain the reasoning for your response.

	
	Six respondents indicated these should be shown in the MiRS.
Four indicated the CIES. 
Two noted that either the MIRS or CIES should be used dependent on funding source.
One respondent indicated no preference.


	Q9
	Would it be feasible in practice to differentiate between an in-year adjustment to Insurance Fund premiums charged to services and an additional contribution to (or rebate from) the Insurance Fund that is not related to specific services? 

For example are some transactions clearly made with the ‘General Fund’ in total, with others being clearly identifiable to individual services in the CIES? 

Please briefly explain the reasoning for your response.

	
	Eight respondents indicated a differentiation was possible.

Two respondents indicated that they should all be seen as funding transfers between IF and GF (eg via MiRS). 

One noted that additional contributions or rebates were never made.

One respondent noted that transactions were identified at Fund level (eg HRA, GF, Harbour Fund). One respondent did not indicate a view.


	Q10
	Where do you consider the Insurance Fund Account surplus or deficit should be presented in the CIES?

Please briefly explain the reasoning for your response.

	
	Five respondents indicated that the Insurance Account should be included in the cost of services line.

It was noted that internal transactions could be removed in the EFA. 

Three respondents advocated the Financing and Investment Income and Expenditure line. 

Two respondents supported the use of Other operating expenditure line.

One respondent noted that a surplus / deficit was not expected to arise.

One respondent had no preference.


	Q11
	What presentation treatment or treatments should be specified or allowed where there is a material balance on the Insurance Account for the year?

Please briefly explain the reasoning for your response.

	
	Some of the responses are open to interpretation. Allowing for this:

Six respondents supported funding transfers in the MiRS; three supported entries in the CIES;  and two indicated that disclosures could be made. 

Two respondents did not identify a preference.


	Q12
	Do you consider that provisions should continue to be charged to the Insurance Account? Should there be a distinction between provisions for externally insured and self-insured losses, and could this be achieved in practice?

Please briefly explain the reasoning for your response.

	
	Seven respondents supported charging the Insurance Account with provisions; four advocated charging the CIES.

Six respondents did not support splitting provisions between internally (i.e. uninsured) and externally insured provisions. Practical difficulties were cited (eg identifying policy excesses, some losses would have an element of external & uninsured losses etc). 

One respondent indicated that it would be possible to separate the provisions.


	Q13
	Are there any other aspects of accounting for Insurance Funds which LASAAC should consider in updating or replacing the existing guidance?

Please briefly explain the reasoning for your response.

	
	(A) The original guidance refers to 'administration costs' - the definition is queried eg inclusion of staff time / charges 

(B) LFR/ benchmarking includes Insurance as a finance function - definition / items included queried 

(C ) Purpose of an Insurance Fund could be clarified
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