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A.  Reporting to Parliament and Treasury

Under the National Heritage Act the Secretary of State (in practice, the Secretary of State for Culture Media and Sport) is required to make various reports to Parliament. 

The report must state the number and the amount or value of contingent liabilities arising from the undertakings she has given under section 16 of the Act, namely the number and amount and value of indemnities that she has issued (under section 16 of the National Heritage Act) to owners through the borrowers, such as the national institutions.

To ensure an accurate report, the DCMS requires borrowing institutions to provide information which will feed into the reports.  They provide this to the Museums, Libraries and Archives Council – the MLA – which is the body that administers the scheme on a day to day basis.
The types of Reports produced under the GIS are:
1.  Indemnity profile estimates
2.  Annual reviews of contingent and actual liabilities

3.  Six monthly reports of indemnities and their liabilities to Parliament 

1.  Indemnity profile estimates 

These are requested from the institutions, museums, galleries, libraries, etc in advance of each financial year. They are included in the “Supply Estimates” statement to Parliament. Supply Estimates are a forecast of expenditure by the DCMS.  The forecast value of objects proposed for loan and expected to be covered by GIS has to be included in these Estimates. This is because they are classed as “contingent liabilities”. 
2.  Annual reviews of contingent and actual liabilities
DCMS has to prepare this at the end of each financial year. It goes to the Treasury (Finance Ministry) and is a follow-up to the Supply Estimates. It details all the statutory/non-statutory actual and contingent liabilities held by the DCMS, as at 31 March (- the end of the UK Financial Year). DCMS also asks for a figure giving the total value of loans out from those national institutions which are funded by DCMS.
3.  Six monthly reports of indemnities and their liabilities to Parliament 
In addition to the annual review of actual and contingent liabilities, DCMS also has to make two reports a year to Parliament in each financial year, covering contingent liabilities. This is a statutory requirement. The reports cover two six month periods: 1 April to 30 September and 1 October to 31 March. 
What information does the DCMS request from museums?

The MLA (who administer the scheme) write to the museums and institutions that it funds in early April and early October, asking for the following information from:

· National Museums

· Non-national Museums 
· The Government Art Collection

· The Welsh Assembly

· The Scottish Executive

They ask them about “Loans In” 
A figure giving the total amount (in pounds sterling), of the loans in to museums and institutions which are covered by section 16 indemnities:  and which remained outstanding at 31 March (the April letter) or 30 September (the October letter) – namely, the total contingent liabilities applying (that is still active) on that date, in respect of loans covered by section 16 indemnity. This includes both short and long-term loans.
And they ask them about “Loans Out”
A single figure giving the total amount of value (in pounds sterling) of loans out by national institutions both to other national institutions and to non national institutions as remained outstanding at 31 March (this is for the April letter only)
B.  Monitoring by the National Audit Office

The role of the National Audit Office (NAO) is to conduct financial audits of all government departments and agencies and, for our Department, this includes the Government Indemnity Scheme and its Contingent Liabilities.

The NAO examines public spending on behalf of Parliament. It is totally independent of Government. It audits and certifies the accounts of all Government departments and a wide range of other public sector bodies; and has statutory authority to report to Parliament on the economy, efficiency and effectiveness with which departments and other bodies have used their resources.

The GIS Scheme is audited every year, and as a result of these audits, the NAO questions certain parts of the scheme that may seem to be inefficient, incomplete or incorrect. An example of this exercise is the observations made by them in 2004:

They looked at valuations and monitoring:  and they noted that the absence of a robust validation process increased the risk that errors or omissions in the figures provided by the museums and galleries could go unnoticed,  leading to an overall  misstatement of contingent liabilities in the DCMS accounts.

Following these comments from the NAO, DCMS wrote to the National Museums requesting a description of the procedures they have in place to monitor the valuations and therefore the liability to the scheme and the ability to accurately state the value of Section 16 indemnities.  
The Museums wrote back with descriptions of their systems.  The responses were varied because each museum has a system that suits its type of collection, size and function. However they all coincided in the fact that the valuations were agreed by the curators, the lenders and in some case by third parties such as colleagues and auction houses.  Also, the monitoring of the Loans is managed by the departments within the Museum that deal with the specific loans, by the Registrars responsible for recording valuations and with the use of collections management systems, such as databases and Excel spreadsheets that summarise the position of the loans.
A few museums did not seem to show they had a satisfactory system in place. So we in DCMS requested further descriptions of how they handle the valuations and monitoring processes.  As a result of this DCMS has gained a better understanding of the particular circumstances of each museum. 

In conclusion, NAO recommend that DCMS should: request a list of individual items making up the indemnity balance for each body as at 31st March, to give DCMS its own record and facilitate sample testing; and that we should perform spot checks of processes and of valuations, confirming that the entry on the database agrees to the original valuation and that the item is held by the body (but not to question the valuation itself).   We now have to do this.  
