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The Local Authority (Scotland) Accounts Advisory Committee (LASAAC) is funded by the Chartered Institute of Public Finance & Accountancy (CIPFA), Audit Scotland and the Scottish Government. The members of LASAAC are volunteers representing the funding bodies or participating as appointed or co-opted members. LASAAC is primarily concerned with the development and promotion of proper accounting practices for Scottish local authorities.  A key task in achieving this is LASAAC’s contribution to the development of the ‘Code of Practice on Local Authority Accounting in the United Kingdom’ (‘the Code’).  


Further information about LASAAC can be obtained at 

http://www.cipfa.org/regions/scotland/policy-and-technical/local-authority-scotland-accounts-advisory-committee 

CIPFA provide secretariat support for LASAAC. Please direct any correspondence to lasaac@cipfa.org.uk or contact: 



Gareth Davies



Policy & Technical Manager


CIPFA in Scotland


160 Dundee Street


Edinburgh


EH11 1DQ

gareth.davies@cipfa.org 

Further information about LASAAC can be obtained at http://www.cipfascotland.org.uk/technical/lasaac.cfm
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SCOTTISH LOCAL GOVERNMENT 

ACCOUNTING FOR INSURANCE FUNDS
STAKEHOLDER QUESTIONNAIRE

1.0 Background, Objectives and Response Submission
1.1 This questionnaire seeks stakeholder views and comments in relation to a proposal to update and amend existing the LASAAC guidance “Accounting For Insurance In Local Authorities In Scotland” (2005).
1.2 Updating of the guidance is considered to be appropriate due to the following:

a. Some apparent inconsistency, between authorities which have an Insurance Fund, of Insurance Fund presentation practices in completing Local Financial Returns (LFRs).

b. IFRS implementation (2010/11) and other accounting changes which mean that some of the specific terminology in the 2005 guidance is outdated.

c. The removal of the Service Expenditure Analysis from the Comprehensive Income and Expenditure Statement and the implementation of the Expenditure and Funding Analysis (2016/17). This specifically affects service expenditure classification and subsequent presentation in the LFR.

d. The expectation that the guidance should reflect current good practice and any recent developments in the proper management of an Insurance Fund.
1.3 The overall objectives of this consultation, in  accordance with LASAAC’s overarching outcome and objectives, are:
a. The determination and application of proper accounting practices to support appropriate financial reporting 

b. To develop and promote proper accounting practice for local government in Scotland in line with the legislative framework
c. To continuously strive for improvement in the quality and relevance of Scottish local government financial reporting

d. To support stakeholder discussion
1.4 Any updated guidance is expected, taking due consideration of the annual accounts requirements for a ‘true and fair view’ and to apply materiality, to support consistency and comparability of treatment between authorities.
1.7 Responses are requested by end of day XXXX YY ZZZ 2018 and should be returned, preferably by e-mail to lasaac@cipfa.org 
1.8 If you have any comments or questions on this consultation please do not hesitate to contact Gareth Davies (LASAAC Secretary) on 0131-221-8644 or at the above e-mail address.
1.9 If you are completing this questionnaire the following information would be greatly appreciated:
	Organisation Name

(if applicable)
	

	Your Name

(key contact)
	

	Post Title 

(if applicable)


	

	E-mail
	

	Telephone
	

	Postal Address


	


	Q1
	Can LASAAC make your response publicly available?

(Please delete the non-applicable response)


	YES
	NO

	Q2
	Would you be willing to discuss your response in more detail with LASAAC?

(Please delete the non-applicable response)


	YES
	NO

	Q3
	Please indicate if you are responding on behalf of an organisation or as an individual

(Please delete the non-applicable response)


	ORGANISATION
	INDIVIDUAL


2.0 Specific Areas Where Responses are Requested 
2.1 Stakeholder responses relating to the following areas in particular are sought:

a. The principles underlying the treatment and presentation of  Insurance Fund arrangements in authority annual accounts

b. Insurance Fund premiums charged to services

c. Initial and Additional Contributions from the General Fund and services (also rebates provided to the General Fund / services)
d. The presentation within the authority’s Comprehensive Income and Expenditure Statement of the Insurance Account surplus or deficit for the year 
e. The treatment and presentation of provisions created in respect of anticipated losses or damages.
f. Any other areas for guidance. 
3.0 Underlying Principles
3.1 The existing guidance adopts the principle that there should be no direct reserve accounting. Transactions in the year are currently required to be recorded in an Insurance Account, with the surplus or deficit transferred to the Insurance Fund at the year end.
	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.

	
	


3.2 The existing guidance does not specifically indicate that comparability between authorities, whether they operate an Insurance Fund or not, is required to support analysis and benchmarking of front-line service costs. 
	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.

	
	


4.0 Insurance Fund Premiums Charged to Services
4.1 In order to achieve comparability the actual ‘cost to the council’ of risk management arrangements for each service would potentially be required to be shown in the Comprehensive Income and Expenditure Statement (CIES).
4.2 Insurance Fund premiums charged to services will presumably include:

i. The 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.

ii. 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.

4.3 In strict IFRS terms therefore the gross expenditure by front line services shown in the ‘Cost of Services’ may potentially be argued to be overstated, unless the ‘self-insurance’ element is removed.

	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.

	
	


5.0 Initial and Additional Contributions (Rebates) to (from) the Insurance Fund
5.1 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 Fund 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 Movement in Reserves Statement (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’.

5.2 The existing guidance appears to treat both initial contributions and additional contributions as income to the Insurance Account.

5.3 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. 
5.4 The treatment of rebates made to the General Fund / Services would be anticipated to be treated and presented in a similar manner to additional contributions.

	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.

	
	

	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.

	
	

	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.

	
	


6.0 Presentation in the CIES of the Insurance Account Surplus / Deficit 
6.1 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”. CIPFA-LASAAC may consider changing this requirement in future. To cater for this the guidance may simply state that treatment is ‘equivalent to the balance on a trading operation’.
6.2 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’. 
· This may result in some difficulty in comparison between authorities, especially if a material surplus / deficit on the Insurance Account arises. 

· This would not historically normally have occurred for trading operations due to the requirement to re-allocate material balances to service lines. 
· Following the removal of the Service Expenditure Analysis (SEA) however authorities may feasibly include any trading operation material balance within a single service line in the CIES.

· Dependent on guidance regarding additional contributions or rebates (see discussion above) a material balance on the Insurance Account could effectively be corrected via the MiRS, rather than adjusting Insurance Fund premiums (and therefore the CIES) This would exclude it from the ‘cost of services’ line and the Council’s total Surplus or Deficit on the Provision of Services.
	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.

	
	

	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.

	
	


7.0 Presentation of Provisions
7.1 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. 

7.2 Potentially the charge for the provision, if an additional charge was required, would be reflected in increased service premiums from all services to the Insurance Account (or via additional contributions to the Insurance Fund via the MIRS dependent on the issues discussed above).
7.3 The existing guidance does not specifically list ‘provisions’ as a charge to the Insurance Account. LASAAC may wish to revise this to include provisions.
7.4 Additionally Example 4 appears to apply to both externally insured and self-insured provisions. An authority which does not operate an Insurance Fund would presumably charge any provision, whether insured or uninsured, directly against the service affected. Arguably this may reduce comparability, since the impact for an Insurance Fund authority may be spread across several different service lines.
	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.

	
	


8.0 Any Other Areas for Guidance 
8.1 LASAAC would appreciate any other comments, for example to identify other aspects of Insurance Fund accounting that should be considered in updating or replacing the existing guidance. Examples may include addressing a lack of clarity, ambiguity, inconsistency of presentation practice, change in legislation or changes in practices which have occurred since the existing guidance was issued. 

	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.

	
	


LASAAC thanks you for completing this survey. 
Please submit completed returns to lasaac@cipfa.org by XXX XXX 2018.
LASAAC is funded by

  [image: image4.png]                                         [image: image5.jpg]< : IPFA The Chartered Institute of
Public Finance & Accountancy




The Scottish Government

[image: image5.jpg]_1115728758

