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Item 10. LASAAC 23/10/18
To: 

LASAAC     
From:

Gareth Davies
Date:

23 October 2018
Subject: 
Insurance Accounting – Development of 18/19 Guidance


Elimination of Internal Transactions
 

Purpose of Paper
1. This paper is intended to inform discussion of the development of LASAAC guidance for 2018/19 on Insurance Accounting presentation where internal insurance arrangements, such as self-insurance, exist.

Background
2. The need for guidance arises due to a number of factors including:

· The Code 2018/19 prohibits the inclusion of internal transactions between segments in the CIES (Code 18/19 3.4.2.39)

· Current practices in presentation of internal Insurance Accounting currently appear to differ, for example in terms of which lines in the CIES the surplus / deficit on the Insurance Account for the year should appear.

3. A survey on Insurance Accounting was undertaken by LASAAC in February 2018.

4. LASAAC has agreed the principles on which new guidance should be developed (see Appendix A).
Initial Models
5. To assist and inform in the development of guidance a modelling approach was undertaken with an excel format to illustrate and identify aspects of implementation formulated.

6. The workbook (Appendix B1) seeks to illustrate, with an example Expenditure and Funding Analysis (EFA) and CIES, the following:

· A reported management out-turn position; insurance account income and expenditure; and a closing reserves position.

· Approach 1- Straight (direct) elimination of internal insurance premiums.

· Approach 2 -  ‘Same segment’ elimination of internal transactions and re-apportionment to segment lines of any under/over recovery (surplus/deficit) by the internal arrangements

· Approach 3 – ‘Same segment’ elimination of internal transactions with no re-apportionment of any under/over recovery (surplus/deficit) by the internal arrangements (i.e. the surplus / deficit is shown as a separate line or included within a single line eg support services)
7. The same workbook (Appendix B2) was used to illustrate both an ‘Insurance Account’ deficit and an Insurance Account surplus position (i.e. there are two versions of the same workbook).
8. At present no MIRS example presentation has been included but this can be undertaken.

Consideration: Method of Elimination of Internal Transactions
9. The method of elimination of internal transactions utilised is a key decision which will affect and influence expectations regarding elimination of any internal transactions from the CIES.

10. The Code 18/18 para 3.4.2.39 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.”

11. LASAAC has previously discussed the implementation of this with key points being that:

· A ‘straight elimination’ approach results in a CIES which reflects which segment acquired the resources 

· A ‘same segment’ approach results in a CIES which reflects which service utilised the resources (based on the assumption that the internal charge equates to the cost of the resources).

12. A LASAAC member has noted

“the ‘same segment’ elimination can be viewed as only a partial elimination of the internal transaction because the cost is shown in the receiving service……..rather than the providing service (…). The accounting code requires the external cost of providing each service to be shown in the CIES (regardless of any internal arrangement). I therefore favour the ‘straight elimination’ as it more clearly complies with the accounting code.

“However, an authority could choose to in effect use a ‘same segment elimination’ for internal reporting purposes if it felt that provided more useful information.” 

13. A key consideration for LASAAC may be anticipated to be the needs and expectations of accounts users when referring to the CIES. This may be of particular relevance in relation to the HRA where use of a straight elimination approach may result in a significantly different figure in the council CIES compared to the HRA Income & Expenditure Statement.

14. An alternative approach of stripping internal recharges out of the HRA I&E Statement, and adjusting for them (i.e. adding them back in) in the Movement on the Housing Revenue Account Statement may also be considered. It may not however be desirable as it may not aid transparency regarding expenditure incurred for services to HRA tenants.
15. Application of the straight elimination method to HRA transactions, with no change in current practice regarding the HRA I&E Statement, would be anticipated to require a reconciliation between the HRA figure in the CIES and the HRA I&E Statement. 

Other Considerations Arising
16. The following are identified as specific aspects where LASAAC consideration is desirable.

	
	Aspect
	Comments

	a.
	The method of elimination of internal transactions 


	See separate text above 


	b.
	Presentation of any internal insurance account arrangements (surplus / deficit for the year) in the net cost of services 


	This would be a change in practice for many authorities. Potentially also some items may need to be recognised below the Net Cost of Services line eg:

· Insurance costs relating to areas or activities outside the Net Cost of Services (eg STOs)

· Income or expenditure items relating to the internal insurance account which are required to be presented below Net Cost of Services



	c.
	Restatement of 2017/18 presentation


	A prior year comparative has not been included. LASAAC may wish to provide specific guidance on transition.



	d.
	Internal premiums are eliminated in the CIES rather than being presented as a transfer to an Insurance Fund or equivalent.


	This is consistent with the Code 18/19.

	e.
	Where there is a surplus / deficit on the Insurance Account (i.e. internal charges <> expenditure incurred) the balance remains in the CIES.


	The treatment of the balance may include:

· Leave as a separate line (or include within a single segment eg corporate services)

· Re-apportion or re-allocate across ‘client’ services

The latter option may pose challenges regarding the method or accuracy of apportionment (in some instances some weighting towards specific services may be justified). Additionally. there may not be clear additional benefits gained from any such re-apportionment. 
The latter option however may arguably be consistent with the view that the CIES (and not just the EFA) should reflect the service benefitting from expenditure incurred (not just showing the service which initially authorised purchase / acquisition of the resources).

LASAAC may wish to consider whether permitting authorities to use either approach as befits their circumstances is a suitable approach.

Potentially re-apportionment may be specified to only be required for material residual balances. This would be consistent with existing guidance (SeRCOP).



	f. 
	As a consequence of the above, the models present a ‘transfer to / from the Insurance Fund’ at the foot of the EFA. This represents:
· The net surplus / deficit on the Insurance Account for the year; adjusted for

· Any additional contribution to or from the General Fund (eg retention of part of the Insurance Account surplus by the GF or return of balance to the General Fund)


	This may more clearly present the net funding movements undertaken by the council.


	f.
	Charges to other funds:
· HRA treated as a service in the Net Cost of Services

· Internal insurance charges to other funds (eg common good, trust funds etc) 


	Dependent on elimination method a reconciliation between the HRA line in the CIES and the HRA I&E Statement may be required. 

The alternative approach of stripping internal recharges out of the HRA I&E statement may not be desired as it may not aid transparency regarding expenditure incurred for services to HRA tenants.
‘Internal’ insurance charges to Common Good and trust funds etc may arguably, due to the statutory and presentational differentiation of the funds, be treated as external income for the single entity accounts. Materiality may also be a consideration.




17. Members may also identify other aspects which should also be considered in discussion.
Committee Action 
18. The Committee is requested to 

· Discuss the considerations identified in paragraphs 9 to 17 above and provide an indication of direction for guidance development
Appendix A – Principles for Insurance Accounting Guidance 

Agreed by LASAAC on 23 August 2018

	a.
	Internal transactions between segments should not appear in the Comprehensive Income and Expenditure Statement (CIES).



	b.
	The segment lines in the CIES and the Expenditure and Funding Analysis (EFA) should reflect the management arrangements of the entity.



	c.
	The treatment of insurance charges to / from separate ring-fenced funds should be given specific consideration.



	d.
	The comparability of insurance costs for benchmarking purposes is not a primary function of the annual accounts. The provision of a ‘true and fair view’ in accordance with the Code of Practice can be anticipated to take precedence.



	e. 
	It is unlikely to be pragmatic to differentiate between insured and uninsured (self-insured) provisions on the balance sheet. 



	f.
	LASAAC guidance may be specifically restricted to the requirements regarding treatment and presentation in the annual accounts.



	g.
	Transition arrangements and disclosures of changes from the 17/18 comparative year will require consideration.
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