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	Procedure 775 
Accounting for Internal Service Funds


G

enerally accepted accounting principles (GAAP) permit that internal service funds may be used "to report any activity that provides goods or services to other funds, departments, or agencies of the primary government and its component units, or to other governments, on a cost‑reimbursement basis." GAAP never requires the use of an internal service fund.

Internal service funds use the economic resources measurement focus and the accrual basis of accounting, similar to private-sector business enterprises. Costs relating to a given activity are accumulated so that they can be allocated to benefiting funds in the form of fees and charges. 
Purpose of an Internal Service Fund

The purpose of an internal service fund is to measure the full cost of providing goods or services with the intent of fully recovering that cost, including some measure of the cost of capital assets, through user fees and charges. The use of an internal service fund is not appropriate for activities that a local educational agency (LEA) only partially intends to finance through fees and charges.
An internal service fund should be used only if the reporting LEA is the predominant participant in the internal service activity. If the LEA is not the predominant participant, the service is not “internal” and an enterprise fund should be used instead.

A surplus or a deficit in an internal service fund may indicate that the funds and programs benefiting from the internal service activity are being over- or under-charged for the costs of the goods or services they receive from the internal service activity.

Self‑Insurance Fund

Self-insurance activities are subject to various statutory provisions found in Education Code Section 17566 and Government Code Section 53205, and to accounting standards found in Governmental Accounting Standards Board (GASB) Statements 10 and 30. An actuarial valuation of the annual cost of self-insured benefits is required at least every three years.

LEAs may establish separate funds for each type of self‑insurance activity, such as workers' compensation, health and welfare, and deductible property loss (Education Code Section 17566). If an LEA establishes more than one self-insurance fund, the LEA must roll these funds up to Fund 67, Self-Insurance Fund, when reporting data to CDE. 

LEAs may also assign locally defined resource codes in the 0001–0999 range for their different self-insurance activities. The LEA must roll these resources up to Resource 0000, Unrestricted, when reporting to CDE.

Amounts contributed to a self‑insurance fund are treated as expenditures of the fund from which the moneys are contributed and as revenue in the self-insurance fund. For example, a contribution from the general fund to a self‑insurance fund for property and liability insurance should be recorded as an expenditure in the general fund using Object 5400, Insurance, and as revenue in the property and liability self‑insurance fund using Object 8674, In‑District Premiums/Contributions.
Sample Journal Entries

	General Fund
	
	
	

	Date
	Object Title
	SACS Account String
	Debit
	Credit

	11-30-xx
	Insurance
	01-0000-0-0000-7200-5400
	$3,000
	

	
	Cash in County Treasury
	01-0000-0-0000-0000-9110
	
	$3,000

	
	To record payment of property and liability insurance premiums for November.
	
	


	Self-Insurance Fund
	
	
	

	Date
	Object Title
	SACS Account String
	Debit
	Credit

	11-30-xx
	Cash in County Treasury
	67-0000-0-0000-0000-9110
	$3,000
	

	
	In-District Premiums/Contributions
	67-0000-0-0000-0000-8674
	
	$3,000

	
	To record receipt of property and liability insurance premiums for November.
	
	


Other expenditure accounts, descriptive of the type of insurance being provided, are used to record the expenditure in the fund that provides the contribution/premium. 
For example, LEAs record a contribution from the general fund to a self‑insurance fund for workers' compensation using the appropriate object and the same resource, goal, and function as the salaries of the individuals being insured:

	General Fund
	
	
	

	Date
	Object Title
	SACS Account String
	Debit
	Credit

	11-30-xx
	Workers' Comp. Insurance (Cert)
	01-2430-0-3550-1000-3601  
	$1,000
	

	
	Workers' Comp. Insurance (Class)
	01-2430-0-3550-2100-3602
	$1,000
	

	
	Cash in County Treasury
	01-2430-0-0000-0000-9110
	
	$2,000

	
	To record payment of Work Comp insurance premiums for November.
	
	


	Self-Insurance Fund
	
	
	

	Date
	Object Title
	SACS Account String
	Debit
	Credit

	11-30-xx
	Cash in County Treasury
	67-0000-0-0000-0000-9110
	$2,000
	

	
	In-District Premiums/Contributions
	67-0000-0-0000-0000-8674
	
	$2,000

	
	To record receipt of Work Comp insurance premiums for November.
	
	


Payments from the self-insurance fund for claims or judgments and payments to independent contractors for administrative services are recorded using Object 5800, Professional/Consulting Services and Operating Expenditures. 

A trust account may be established for the payment of claims by a contracting firm. The balance in the trust account is recorded in the self‑insurance fund in Object 9135, Cash with a Fiscal Agent/Trustee. Claims paid from the trust account are replenished by payments from the self-insurance fund in amounts equal to claims paid. These payments are recorded in the self‑insurance fund in Object 5800. 

The cost of excess insurance to provide coverage over and above self‑insurance capabilities should be recorded as an expense of the self‑insurance fund using Object 5450, Other Insurance. 

Self‑insurance activities are reported in Function 6000, Enterprise.
	Self-Insurance Fund
	
	
	

	Date
	Object Title
	SACS Account String
	Debit
	Credit

	11-30-xx
	Other Insurance
	67-0000-0-0000-6000-5450
	$1,500
	

	
	Cash in County Treasury
	67-0000-0-0000-0000-9110
	
	$1,500

	
	To record the purchase of excess insurance to provide coverage over and above self‑insurance capabilities.
	
	


Measurement and Recognition of Expenses and Liabilities 
LEAs that self-insure for workers' compensation, current year health and welfare benefits for active employees, and deductible property loss should recognize claims expenses and liabilities in accordance with GASB Statements 10 and 30. Liabilities for claims, including liabilities for incurred but not reported (IBNR) claims, should be based on the total estimated cost of settling the claims, including claim adjustment costs, net of any estimated recoveries.

LEAs that self-insure for postemployment benefits other than pensions (OPEB) should recognize OPEB expenses and liabilities in accordance with GASB Statement 45. LEAs should report a net OPEB obligation (or asset) equal to the cumulative difference between annual OPEB cost and the LEA’s employer contributions. The accounting for OPEB costs and employer contributions is discussed in Procedure 785.
Surpluses and Deficits in a Self-Insurance Fund

Amounts contributed to a self‑insurance fund are lawfully restricted for that purpose (Education Code Section 17566 and Government Code Section 53205). 
If amounts held in a self‑insurance fund are in excess of the amounts required as determined on an actuarial basis (a surplus), current and/or future contributions may be reduced by adjusting the rates used to charge the contributing funds.
If amounts charged by the self-insurance fund to the contributing funds do not recover the full cost of the self-insured benefits over a reasonable period of time, any deficit fund balance in the self-insurance fund should be charged back to the contributing funds by adjusting the rates used to charge those funds. 
Warehouse Revolving Fund

Education Code sections 42830–42833 authorize and prescribe procedures for the establishment of a revolving warehouse stock fund, more commonly called the Warehouse Revolving Fund. Permission is also given for two or more LEAs to establish a common revolving fund for this purpose. 

The Warehouse Revolving Fund is an internal service fund that may be used to account for all the costs of an LEA's warehousing operations, including the purchase of inventories and the costs of receiving, storing and delivering them. Its use is optional. For additional discussion of inventories, see Procedure 405. 

The Warehouse Revolving Fund is reimbursed for all items furnished from warehouse stock to any office or school. The transactions of the warehouse revolving fund are to be conducted insofar as possible without a profit or loss and are accounted for on the accrual basis of accounting. 

LEAs using the Warehouse Revolving Fund record the following in this fund:

1. 
The cost of the inventory.
2. 
The salaries and benefits of personnel working in the warehouse 
operation.
3. 
New acquisitions of land, building, and equipment for the warehouse. These items are recorded as capital assets and depreciated over their estimated useful lives.

4. 
The cost of other expenses for maintaining the warehouse such as utilities, noncapitalized warehouse equipment, warehouse maintenance, and warehouse operation supplies.
5. 
Depreciation expense on buildings and equipment used for the warehouse.
Warehouse Revolving Fund activities are reported in Function 6000, Enterprise.
Sample Journal Entries

When inventory is purchased, the following entry is made: 
	Warehouse Revolving Fund
	
	
	

	Date
	Object Title
	SACS Account String
	Debit
	Credit

	10-11-xx
	Stores
	66-0000-0-0000-0000-9320
	$25,000
	

	
	Cash in County Treasury
	66-0000-0-0000-0000-9110
	
	$25,000

	
	To record purchase of inventory for the warehouse.
	
	


This entry increases an asset account for the purchase of inventory and reduces the cash account for the payment. 

The cost of the inventory debited at the time of receipt of goods includes the total cost of the merchandise, including sales tax, postage, freight, and other charges.

When items are requisitioned from the warehouse by site, program, or department staff, the following entries are recorded:

	Warehouse Revolving Fund
	
	
	

	Date
	Object Title
	SACS Account String
	Debit
	Credit

	11-30-xx
	Cash in County Treasury
	66-0000-0-0000-0000-9110
	$336
	

	
	All Other Sales
	66-0000-0-0000-0000-8639
	
	$336

	
	Materials and Supplies
	66-0000-0-0000-6000-4300
	$300
	

	
	Stores
	66-0000-0-0000-0000-9320
	
	$300

	
	To record the sale of items requisitioned from the warehouse, including overhead.
	
	


This entry increases the cash account, recognizes revenue from the sale of inventory items, reduces the inventory account, and records the cost of goods sold.
	General Fund
	
	
	

	Date
	Object Title
	SACS Account String
	Debit
	Credit

	11-30-xx
	Materials and Supplies
	01-0000-0-0000-8100-4300
	$336
	

	
	Cash in County Treasury
	01-0000-0-0000-0000-9110
	
	$336

	
	To record the receipt of custodial supplies requisitioned from the warehouse, and payment by cash.
	
	


This entry recognizes the cost of custodial supplies received and payment by cash.

Note that LEAs using a warehouse revolving fund include a charge for overhead in the price of the goods charged to school sites, programs, or departments. In this example, the overhead charge is 12 percent ($300 cost of goods sold + 12% = $336). If the calculation of the overhead rate is reasonable, at the end of the year the amount of sales recorded in the Warehouse Revolving Fund will approximately equal the total costs incurred in that fund. The calculation of overhead is discussed in Procedure 405.
There are several accepted methods for determining the cost to be assigned to inventory requisitioned from the warehouse. These methods are discussed in Procedure 405.

The LEA should take a physical count of the inventory at least once a year. Procedures for conducting a physical inventory and adjusting the books to accurately reflect the physical inventory are provided in Procedures 410 and 405.
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