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	LASAAC [The Local Authority (Scotland) Accounts Advisory Committee] is constituted of volunteer members, including representatives of the four funding bodies: CIPFA, Audit Scotland and the Scottish Government. LASAAC is primarily concerned with the development and promotion of proper accounting practice for Scottish local government.  A key task in achieving this is LASAAC’s representation on CIPFA-LASAAC which produces the UK-wide ‘Code of Practice on Local Authority Accounting in the United Kingdom’.  




Further information about LASAAC can be obtained at http://www.cipfascotland.org.uk/technical/lasaac.cfm
The Chartered Institute of Public Finance and Accountancy (CIPFA) provide secretariat support for LASAAC. If you would like to contact LASAAC please communicate with 
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Background

Guidance was issued by LASAAC on Accounting for Insurance in December 2005. This Guidance replaces the Guidance issued in December 2005.

Part of the LASAAC work programme for 2016-17 was to review current LASAAC guidance to ensure it remained relevant given the presentational changes to the financial statements made by the Code of Practice on Local Authority Accounting in the UK (the Code).

There has been no change to primary legislation in the period since the issue of the 2005 Guidance.  

This paper does not provide wider guidance on, nor indeed seek to comment upon, the appropriateness of any particular local authority’s decision to operate an insurance fund.  That is a matter for each local authority.

Scope and Status of this Paper
Section 12 of The Local Government in Scotland Act 2003 places a duty on a local authority to observe proper accounting practices. Section 12 (2) sets out the sources of proper accounting practices. This includes “generally recognised, published codes or otherwise”. The Code is a recognised code for statutory purposes. LASAAC guidance is regarded as generally recognised guidance for Scottish local authorities.

This paper provides guidance f
or practitioners on the application of the Code when accounting for insurance funds in Scotland.  

Legislative Framework for Insurance Funds

The legislative framework for a local authority insurance fund is set out in Schedule 3, Paragraphs 22 and 24 of The Local Government Scotland Act 1975 (as inserted by the Local Government etc (Scotland) Act 1994).

Paragraph 22 of the 1975 Act contains the following provisions in respect of the use of insurance funds:

“(ba) an insurance fund, to be used for the following purposes, namely-

(i) where the authority could have insured against a risk but have not done so, defraying any loss or damage suffered, or expenses incurred, by the authority as a consequence of that risk;

(ii)
paying premiums on a policy of insurance against a risk”   

Paragraph 24 (1) provides that 

 “(1) A local authority by whom a renewal and repair fund, or an insurance fund, is established under paragraph 22 above may from time to time pay into that fund such sums as they may by resolution direct”
Primary legislation therefore provides the ability to establish and maintain an insurance fund by a local authority.  The legislation is however silent on the accounting treatment for insurance funds.  

The Code requires that “An authority shall recognise all items of income and expense in a period in Surplus or deficit on the provision of Services unless the Code requires or permits otherwise”. 
The Code defines income and expenditure as flows or changes in economic benefits or service potential that increase or decrease reserves. 
This means that all income and expenditure should be included in the Comprehensive Income and Expenditure statement. No income or expenditure should be charged direct to any reserve.

This aligns with Section 93 [General Fund] of the Local Government (Scotland) Act 1973 which requires provides that 

“(1) Every local authority shall have a general fund and, subject to subsection (2) below—

(a) all sums received by or on behalf of the authority shall be paid into that fund;

(b) all fees, commissions, discounts allowed on payment of accounts and expenses payable to or recovered by any officer of a local authority in respect of any business relating to the authority whether by reason of his office or otherwise shall be accounted for and paid into that fund;

and all sums payable by the authority shall be paid out of that fund.

(2) Subsection (1) above shall not apply to sums received or payable—

(a) which relate to funds or property held by a local authority as trustees for any purpose under any deed of trust or other instrument;

(b) which relate to the common good of the council;

(c) with respect to which it is otherwise provided in any other provision of this Act or in any other enactment.

(d) with respect to which regulations made by the Scottish Ministers provide that they be paid into or out of a fund (other than the general fund) established by the local authority for the purposes of this paragraph.”
The Committee recognises that the wording of the legislation relating to insurance funds could be interpreted as permitting insurance premiums to be charged directly to the fund.  LASAAC considers that it is possible to apply proper accounting practices whilst still recognising the legislative intent that an insurance fund may be maintained to fund insurance activities.  

Operational Context

The use of an insurance fund enables local authorities to determine the most cost effective method of managing and financing risk.  This may see the use of both self-insurance using an insurance fund and the purchase of external insurance.  Where using an insurance fund the cost of risk is charged to service departments b
y the charging of internal premiums. This will reflect the amount of funding required to contribute to the cost of managing risk. It will include any external premiums, and may be adjusted for other factors such as previous losses.

An authority determines an appropriate level of “excess” for each type of insurance purchased, based on its assessment of risk and previous claims history.

Where an insurance fund is operated, it is good practice to obtain a regular independent valuation of the cumulative value of the fund relative to its known claims, outstanding liabilities and projection of incidents incurred but not yet reported.  Where a valuation is considered appropriate, the period of review is a matter for each local authority.

Where a deficit arises as a result of an actuarial review this should be recovered from service departments over an appropriate period through an increase in the internal insurance premium or contribution
 
from the service revenue account.  The recovery period should be consistent with the valuation period.

Accounting for Insurance Funds
Insurance Account

To comply with the Code’s requirements, a local authority should manage in year insurance fund transactions through the use of an Insurance Account within the general fund.  Local authorities should maintain records relating to insurance transactions to support the preparation of an Insurance Account at any point during the year.
An amount equivalent to the balance, whether a surplus or a deficit, on the Insurance Account at the end of the financial year shall be transferred to the Insurance Fund. This shall be presented in the Movement in Reserves Statement as a ‘transfer to/from other statutory reserves’ 
between the General Fund and the Insurance Fund,
In-year transactions for the Insurance Account
The insurance account should be debited/credited as the items arise throughout the year.  The account is separately distinguishable from the statutory insurance fund. Any surplus or deficit on the insurance account at the end of each financial year is to be presented in accordance with the Code of Practice requirements for “the surplus or deficit of trading operations which are not allocated back to services”. This will determine the appropriate section of the Comprehensive Income and Expenditure Statement (CIES)
. Where material any surplus or deficit should clearly be identified as relating to the operation of an Insurance Fund.
At the end of each financial year the balance on the Insurance Account must be charged in full to the Surplus or Deficit on the Provision of Service. .

Income to the Insurance Account
· Initial contributions from the service revenue account to establish the insurance fund

· Premiums charged to services

· Administration fees and recoveries

· Recoveries from insurers, third parties and other agencies

· Any additional contributions from the service revenue account to increase the value of the insurance fund as determined by the authority.


Expenditure charged to the Insurance account
· Consultancy fees

· Administration costs

· Statutory inspections? 

· Payment of internal insurance claims settled
· Payment of necessary legal expenses

· Purchase of insurance cover

See Example 1 in the Annex for the accounting entries. 
The Annex also provides the accounting entries for a personal injury claim – Example 3, and a provision made for a personal injury claim – Example 4.
Insurance Fund (Reserve)

Transfers to / from the Insurance Fund (Reserve)

Any surplus or deficit on the insurance account at the end of each financial year is to be accounted within the appropriate section of the Comprehensive Income and Expenditure Statement (CIES) in accordance with the treatment of “the surplus or deficit of trading operations which are not allocated back to services”. Surpluses or deficits on the insurance account at the end of each financial year will therefore automatically flow through to the General Fund.
Transfers to / from the Insurance Fund may only be with the General Fund/HRA. Any transfer between the General Fund/HRA and the Insurance Fund are to be recognised in the Movement in Reserves Statement (MIRS).
Authorities will determine for themselves the amount of any transfer to/ from the General Fund/HRA reserve. This will include any recognition of 
· Initial contributions to establish the insurance fund

· Any additional contributions to increase the value of the insurance fund as determined by the authority.


· Investment income on balances

Surplus balances on an insurance fund should be invested in accordance with each authority’s overall investment policies.

Comprehensive Income and Expenditure Statement (CIES)

Service revenue accounts should be charged with 

· Any impairment of an asset caused by a consumption of economic benefits e.g. fire damage.

Impairment costs may not be charged to the Insurance Account or the Insurance Fund. These costs must be charged to the service revenue account.
Scottish Government Guidance
The Scottish Government issued guidance in June 2013 (Local Government Finance Circular 5/2013) on the treatment of insurance receipts. The guidance specifically addresses the question as to whether an insurance receipt is to be treated as a capital receipt. The guidance advices that an insurance receipt is not required to be treated as a capital receipt, but there should be prudent use of an insurance receipt. The guidance sets out what is considered prudent i.e.
· Where a non-current asset is damaged or destroyed and the local authority replaces or rebuilds the non-current asset it is considered prudent that the insurance receipt is used to fund any capital expenditure.  Prudence in this regard extends beyond the strict application of an exact replacement or rebuild of an asset, and encompasses any capital expenditure to restore or continue service provision the subject of the insurance claim.

· Where a non-current asset is damaged or destroyed and the local authority does not replace or rebuild the non-current asset, it is for the local authority to determine what is prudent. In making such a determination a local authority is expected to consider whether there is any outstanding borrowing on the non-current asset and the long term capital investment plans of the local authority.  The materiality of the insurance receipt should also be taken into account. If a local authority maintains a statutory Insurance Fund a prudent application of the receipt may be a transfer to the Insurance Fund.

Example 2 in the Annex sets out the accounting treatment where an insurance receipt is used to fund capital expenditure incurred to replace or rebuild an asset.
ANNEX
Example 1: Insurance Account transactions and year end balances
In-year transactions on the Insurance Account

Internal income

	DR
	Service segment (CIES)

	CR


	Insurance account 


	
	In-year transactions internal income to the Insurance account:

· Initial contributions from the service segment to establish the insurance fund

· Internal premium being charged to each service

· Administration fees and recoveries

· Any additional contributions from the service segment to increase the value of the insurance fund as determined by the authority



External Income

	DR
	Bank (Balance Sheet)

	CR


	Insurance account 


	
	In-year transactions for external income to the Insurance account:

· Recoveries from insurers, third parties and other agencies


Internal expenditure

	DR
	Insurance account

	CR


	Service revenue account (CIES) recharge of support costs?



	
	In-year transactions for internal costs chargeable to the insurance account
· Payment of internal insurance claims settled

· Administration costs including any internal legal fees incurred


External expenditure

	DR
	Insurance account

	CR


	Bank (Balance Sheet)


	
	In-year transactions for external costs

· Purchase of insurance cover 
· Purchase of Consultancy fees

· Statutory inspections?

· Payment of necessary legal expenses


Transfer any surplus or deficits

Any balance on the Insurance Account at the end of the financial year should be charged or credited to the Surplus or Deficit on the Provision of Services. The relevant balance initially reflected in the General Fund should then be transferred, as a Transfer to/from Other Statutory Reserves, to the Insurance Fund in the Movement in Reserves Statement.

Example 2: Capital expenditure incurred to replace / reinstate asset e.g. fire damage to a school funded from insurance receipt.
Recognising the impairment loss
	DR
	Service segment (CIES)

	CR


	Property, plant and equipment (Balance Sheet)


Insurance receipt being received from insurance company (if any)
	DR
	Bank (Balance Sheet)

	CR


	Insurance account




Passing any external insurance receipts to the service (off-sets the impairment loss charged to the Service).
	DR
	Insurance account

	CR


	Service revenue account (CIES)



If no external receipt payment from the insurance account to settle claim (compensates for 
the impairment loss charged to the Service).
	DR
	Insurance account

	CR


	Service revenue account (CIES)



Incurring the capital expenditure to rebuild/ reinstate
	DR
	Property, plant and equipment (Balance Sheet)

	CR


	Bank (Balance Sheet)



Statutory adjustment for the impairment loss (but only to extent not chargeable to the Revaluation Reserve?) 
Movement in Reserves Statement.
	DR
	Capital Adjustment Account 

	CR


	General Fund/HRA



Statutory adjustment for use of the insurance receipt as a Revenue Contribution to Capital. Movement in Reserves Statement.
	DR
	General Fund/HRA

	CR


	Capital Adjustment Account



Example 3: Personal injury claim
Recognising any external income from insurance company

	DR
	Bank

	CR


	Insurance account



	
	Insurance proceeds being received from insurance company (if any).


Payment made to claimant

	DR
	Insurance account

	CR


	Bank




Example 4: Provision for personal injury claim (where the Code conditions are met)

Recognising the provision
	DR
	Insurance account

	CR


	Provision




Transfer of Surplus on the insurance account at the financial year end

	DR
	Insurance account

	CR


	Other Operating Expenditure (CIES)



Transfer of Deficit on the insurance account at the financial year end

	DR
	Other Operating Expenditure (CIES)

	CR


	Insurance account


Recognising any external insurance proceeds for claim in later year
	DR
	Bank

	CR


	Insurance account




Payment made to claimant in later year
	DR
	Provision

	CR


	Bank




GLOSSARY

The following terms are in use for the operation of, and accounting for an insurance fund, and which have been used in this guidance.  
	Claims Experience

	A detailed record of all settled and outstanding claims within a period of insurance.

	Excess (also known as Deductible)

	The first part of each and every loss which is not met by the insurer, but has to be borne by the insured.

	Impairment
	A reduction in the value of a fixed asset below its carrying amount.

	Premium
	The consideration paid by the insured to the insurer in return for the insurance protection given.

	Provision
	Provisions are required where liabilities have been incurred but where timing or amount is uncertain.  The specific conditions under which a provision is required are set out in the Code.

	Fund or Reserve
	Amounts set aside for purposes falling outside the definition of provisions should be considered as reserves where the statutory power to hold a fund (reserve) exists, and transfers to and from them should be distinguished from service expenditure disclosed in the Comprehensive Income and expenditure statement (CIES). 

	Risk
	Any event, non-event or uncertainty that may enhance or impede an organisation’s ability to achieve its current or future objectives.

	Risk Financing
	Methods by which costs arising from adverse events and accidents, which may result in losses and/or claims for compensation, are met by an organisation.

	Self-Funding
	Where the organisation itself decides to bear the losses directly, it may choose to meet the costs out of normal operating budgets, or create an insurance fund (reserve) to meet these costs.  See also Risk Financing above.

	Service Revenue Account
	Generic term used for those costs included in the line item within the Comprehensive Income and Expenditure Statement (CIES) for continuing operations analysed by service.

	Statutory Adjustment Account
	


�The status of LASAAC guidance in the proper accounting practice hierarchy has been queried.


�Or ‘proper accounting practice’?


�– refers to 3.4.2.45


�See Code 16/17 paras 2.1.2.28-29. This does however raise the issue of whether ‘internal’ transactions (service premiums charged for self-insured items) are actually income / expenditure. Strictly speaking they are not. This has some parallels to the comments made regarding the inclusion of internal recharges in the CIES in relation to the Expenditure and Funding Analysis


�It has been suggested that references should be to ‘service segments’


�question as to whether any additional contributions are a true service cost 


�Treating the two items differently may be problematic since arguably internal insurance premiums for self-insured items are also just a transfer between reserves. i.e it is not recharging the service for ‘true’ expenditure (an external insurance premium). Instead it is just separating out some of the General Fund balance (like a special ear-marked reserve) for future self-insured costs. Generally a private insurer might possibly regard it all as increased premium which is necessary to cover the actual cost of claims. So if the objective is to present a comparable service as if they were paying for external insurance arguably all premiums or increased contributions should be included in service costs.


Argument against this: ear-marking of balances is a reserves issue not an accounting one (i.e. if there is no ‘provision’ or external premium behind or causing the increase in contribution then it should not be shown as an accounting cost). Separation of premiums and contributions may also support budgetary practices in authorities.


�Important – note that the Code 17/18 does not currently include a line that permits this in the MiRS. LASAAC guidance would therefore be an amendment of the existing Code. 


�Currently this is specified as ‘Financing and investment income and expenditure’ as specified by Code 16/17  3.4.2.38 (c ). This may however change in future.


�This was the subject of some discussion and debate in terms of the difference between this and a premium


�Is this correct? Or should this be a movement in usable reserves from GF to Ins Fund? 





�This was the subject of some discussion and debate in terms of the difference between this and a premium


�A reviewer commented: This was included in the 1995 best practice guidance (on which the 2005 guidance was based).  I am not sure but I think it was concerned with the need to have, for example, a health and safety inspection after remedial work to repair damage to a property had been carried out.  The cost could be charged to the insurance fund because it was an ‘expense incurred by the authority as a consequence of the risk’.


�See my comment on transactions on insurance account


�See my comment on transactions on insurance account 


�See earlier comments on whether to distinguish between internal premiums and contributions 


�This may not be necessary and is arguably outside of LASAAC’s remit.


�see comment in guidance on whether this should be a service charge or just a movement in reserves


�see comment in guidance on whether this should be a service charge or just a movement in reserves





�Potentially this should be specified as ‘Support Service Income’ for support charges to the Insurance Account. 


�See earlier comment


�This was subject to some discussion


�Using ‘offset’ might make some think it cancels the need for the impairment charge (i.e. it is acceptable to do as a single net transactions). The transactions need to be kept distinct.


�Agreed.


�A reviewer queried whether the term was actually used in the guidamce
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