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This sector briefing is one of the ways that we hope to continue to 
support you and your organisation in an environment that is constantly 
changing and evolving. It covers issues which may have an impact on 
your organisation, the Local government sector and the audits that we 
undertake. The public sector audit specialists who transferred from the 
Audit Commission form part of EY’s national Government and Public 
Sector (GPS) team. Their extensive public sector knowledge is now 
supported by the rich resource of wider expertise across EY’s UK and 
international business. This briefing reflects this, bringing together not 
only technical issues relevant to the local government sector but wider 
matters of potential interest to you and your organisation.

Links to where you can find out more on any of the articles featured can 
be found at the end of the briefing, as well as some examples of areas 
where EY can provide support to Local Authority bodies. We hope that 
you find the briefing informative and should this raise any issues that you 
would like to discuss further please do contact your local audit team. 
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Government and economic news

EY Item Club Spring 2015 Forecast
In its latest quarterly forecast the EY Item Club forecasts strong 
economic performance with GDP growth of 2.8% this year, rising to 
3% in 2016. The Consumer Prices Index (CPI) Inflation is expected 
to average 0.1% for 2015, but expected to rise above 1% this 
winter, paving the way for possible base rate rises in spring 2016. 
Consumption is forecast to grow by 2.8% this year (mainly due to a 
real income increase of 3.7%) and strong growth over the medium 
term supported by buoyant incomes rather than borrowing. An 
additional driver for growth is the fall in the Euro against the 
pound. Business surveys indicate that the effect of this exchange 
rate move on export competitiveness has been countered by the 
strength of the European market.

The report highlights that its forecasts are far more positive than 
the Office of Budget Responsibility (OBR) which it accepts needs 
to be cautious, seeing room for expansion in the consumer and 
housing markets without significant adverse effect on household 
debt or house prices. Additionally long term output growth 
prospects are better than indicated by OBR projections. The 
forecast suggests that the outlook for the government post-
election will be more positive than official statistics.

Manchester devolution
On the 27 February 2015, a memorandum of understanding was 
signed between Greater Manchester’s 10 local authorities, 12 
NHS clinical commissioning groups and 15 NHS providers, as well 
as NHS England chief executive Simon Stevens and Chancellor 
George Osborne. This memorandum builds on the devolution 

settlement for Manchester which was signed in November 2014, 
and proposed the devolution of powers to Greater Manchester in 
various areas including transport, planning and housing.

NHS England worked with the Manchester bodies to develop a 
plan for further joined up and integrated health and social care. 
The next stage will be the development of a roadmap, followed by 
production of a business plan. Due for publication in October, the 
outline business plan will outline the scope for possible savings 
through integration; as well as setting out the capital investment 
that will be needed to deliver the proposed shift from acute care to 
the primary and community sectors.

Under the plan, a new joint decision-making process for all £6bn 
of health and social care spending will be developed. A Greater 
Manchester Strategic Health and Social Care Partnership Board 
will be set up, and will oversee the development of the health 
and care system. A joint commissioning board will be responsible 
for financial plans and budget proposals for the sizeable budget, 
which represents approximately a quarter of all public spending in 
the region.

George Osborne has said that this reform was “exactly what we 
want to see more of in our health care.”

Greater Manchester Combined Authority chair Lord Peter Smith 
confirmed his commitment to working with NHS colleagues in 
the city: “By ensuring that decisions about health for Greater 
Manchester are taken in Greater Manchester, we can ensure 
we have a system specifically tailored to the needs of people in 
our area.”
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Government and economic news

This radical change follows on from the Community Budget 
programme, of which Manchester was one of the four pilots. 
This programme was intended to pool funds to improve the 
effectiveness of public spending across the city’s 10 councils. 
An analysis from EY commissioned by the Local Government 
Association concluded that more than £4bn could be saved every 
year if all areas adopted a Community Budget approach and were 
able to cut the unnecessary waste, duplication and red tape. Of 
these, it was estimated 80% would come from the budgets of 
central government departments and agencies.

DWP Welfare Reforms
The NAO has produced a report which considers the changes 
made by the Department for Work & Pensions (DWP) over the 
past five years and its mixed record of implementation. The 
report is intended to provide the DWP and other readers with an 
opportunity to learn from experience. They have also produced a 
briefing with more general relevance — ‘Lessons for major service 
transformation’ which draws out broader principles from their DWP 
review.

Eleven lessons are identified which may be helpful for authorities 
seeking to transform services and processes in the face of 
budget constraints:

 ► Transformation programmes raise the greatest risks of failure

 ► Set realistic goals and be honest about what really matters

 ► Policy development must take account of implementation

 ► Don’t be tempted to score benefits early

 ► Do identify tangible short-term gains

 ► Recognise the (senior) organisational cost of transformation

 ► Don’t underestimate what you can learn from engagement

 ► Recognise the value of learning and market development

 ► Do anticipate the need to make changes in live running

 ► Recognise the opportunities and limits of technology

 ► Set out clear decision-making and challenge
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Accounting, auditing and governance

Transport Infrastructure Assets
What are transport infrastructure assets (TIA) and why are they 
relevant to highway and non-highway authorities?

The Code of Practice on Transport Infrastructure Assets (TIA Code) 
was first published in 2010 and updated in 2013. The key aim of 
this document was to improve the asset management of TIA. The 
TIA Code classified TIA as:

 ► Carriageways

 ► Footways and Cycleways

 ► Structures

 ► Street Lighting

 ► Traffic Management Systems

 ► Street Furniture

The TIA Code also sought to provide the basis for improved 
financial information by setting out a move to valuation of such 
assets on a Depreciated Replacement Cost (DRC) basis, which 
in simple terms is the difference between the current costs of 
replacing an asset less an allowance (depreciation) for the age of 
the current asset.

Local Government continued to use depreciated historic cost 
(DHC) as the valuation approach for infrastructure assets when 
the Code of Practice on Local Authority Accounts in the United 
Kingdom (Accounting Code) moved to an IFRS basis effective from 
1 April 2010. Thus one of the key elements for full implementation 
of the TIA Code, valuing assets using DRC, was not in place within 
Local Government.

Following consultations over a number of years, CIPFA initially 
announced through the 2014/15 Accounting Code, and confirmed 
in the 2015/16 Accounting Code, that TIA within local government 

will be valued at DRC with effect from 1 April 2016. It has been 
estimated centrally that this will add some £200bn to the net 
worth of local government balance sheets. Our work to date with 
clients suggests that this is a significant underestimate. At an 
individual client level the inclusion of TIA, at this different valuation 
basis, will transform the balance sheet.

Although the above will apply to all highway authorities there will 
also be a number of non-highway authorities who hold material TIA 
under the new valuation basis. In particular, cycleways, structures 
and roads on industrial estates may lead to material levels of TIA 
at non-highway authorities. It is important to note that for those 
non-highway authorities the full requirements of the TIA Code will 
have to be met.

What are the implications?

This is a fundamental change in approach which will require new 
accounting and estimation approaches as well as amendments 
to existing systems, or implementation of new systems design 
and operation. Early engagement and project planning were 
highlighted as core requirements in LAAP BULLETIN 100: Project 
Plan for Implementation of the Measurement Requirements for 
Transport Infrastructure Assets by 2016/17, to the effective 
delivery of this change within the tight timetable.

The change is to be applied retrospectively and thus will require 
valuations as at 1 April 2015 and comparative values for 2015/16. 
CIPFA issued specific Guidance Notes on TIA in May 2015 and have 
identified a number of proposed changes to the Accounting Code 
for 2016/17 that will be consulted upon over the summer.

Close working through the implementation period with 
external auditors is highlighted as being pivotal to successful 
implementation. We have identified a number of areas that are 
crucial to the delivery of this project and will be discussing these 
with officers over the coming months. 
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Accounting, auditing and governance

The additional audit work involved in this area was recognised by 
the Audit Commission in their 2015/16 fee consultation. It did 
not however, identify a fee; leaving that to local negotiation due 
to the scale of work required. Following local fee discussions we 
will be looking to have carried out initial detailed work for all audit 
clients by the end of the calendar year. This work could range from 
confirming with non-highway authorities that they do not have 
material TIAs and therefore do not have to implement the changes, 
to major systems reviews at highway authorities.

At all authorities with material TIA, further work will be required 
to address the results of the changes proposed in CIPFA’s 
consultation on the 2016/17 Accounting Code. Our intention is to 
have reviewed the remaining areas of implementation before the 
end of the 2015/16 financial year at all audit clients. 

Working together

In addition to the work undertaken locally, following requests from 
clients, we will be running specific transport infrastructure assets 
workshops for officers of highway authorities across the country in 
July and August at the following venues:

 ► 28 July 2015 — London Becket House

 ► 29 July 2015 — EY Birmingham Office

 ► 5 August 2015 — London Becket House

 ► 6 August 2015 — EY Newcastle Office

 ► 13 August 2015 — EY Manchester Office

 ► 14 August 2015 — London MLP

Formal invitations will be issued in early June. If you have any 
questions regarding these events please contact Neil Gibson on 
ngibson@uk.ey.com. 

For non-highway authorities with material TIA we will, in addition 
to our local work, facilitate contact between clients and, if there is 
demand, arrange similar workshops for them.

As with all major changes, early engagement with your local audit 
team will assist in a smooth implementation of the changes.

Thought leadership — board effectiveness
EY has worked with The Investment Association to produce a 
thought leadership report ‘Board effectiveness — continuing the 
journey’. The report is based on debates on board effectiveness 
held as a series of individual meetings and roundtables with 
leading chairmen, board directors and senior investors. Whilst the 
report recognises that all boards are different, it aims to identify 
leading practice and point to new ideas for boards to improve and 
demonstrate their effectiveness. It addresses board effectiveness 
across seven themes:

 ► Role of the chairman

 ► The role of non-executive directors (NEDs)

 ► Progress on diversity

 ► Board succession and the work of the nomination committee

 ► The purpose and impact of board evaluations

 ► Information flows to the board

 ► The role of investors

To encourage discussion between management, NEDs and 
stakeholders, the report includes a checklist of questions under 
each of the seven themes.
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2015–16 work programme and scales of fees
Public Sector Audit Appointments Ltd (PSAA) has now confirmed 
the work programme and scale fees for the audit of the accounts 
for 2015–16 for local government, fire, police and health bodies.

For most local government, fire, and police bodies scale fees show 
a reduction of 25% to the fees applicable for 2014–15. This does 
not, however, apply to pension fund audits (where fee pressures 
have been rising due to the increasing complexity of the funds 
audited) or to local government audited bodies with 2014/15 scale 
audit fees below £20,000. 

The current expectation is that these fee reductions will apply until 
the end of the audit contracts (subject to annual review).

The current contracts with audit suppliers run until 2017, with a 
possible extension for up to three years. Under its responsibility 
to manage the audit contracts, PSAA is required to consult on and 
set fees for 2016–17. 

In addition to the core accounts audit work, auditors have a 
responsibility to satisfy themselves about an audited body’s 
arrangements to secure economy, efficiency and effectiveness in 
its use of resources, and in some cases certification of claims. Fees 
to cover the costs of any special investigations, (e.g., arising from 
disclosures under the Public Interest Disclosure Act 1998) are 
charged as a variation to the scale fee.

The scale audit fees for individual bodies and the work programme 
are published on the PSAA website, with the aim of supporting 
transparency and helping audited bodies compare their fees with 
those of similar bodies. They are based on the expectation that 
audited bodies are able to provide the auditor with complete and 
materially accurate financial statements, with supporting working 
papers, within agreed timeframes.

It is a matter for the auditor to decide the work necessary to 
complete the audit. Where an auditor considers more or less work 

is required than is represented in the scale fee, they are required 
under the audit contracts to seek approval from PSAA for a 
variation to the scale fee, and to agree the amount of this variation 
with the audited body. PSAA also consider the reasonableness of 
the explanations provided before agreeing to any variation to the 
scale fee.

Whole of Government Accounts: 2013–2014
The Comptroller and Auditor General, Amyas Morse, released 
his audit report on the 2013/14 Whole of Government Accounts 
at the end of March. This is the fifth year that the Treasury has 
produced the Whole of Government Accounts, which is intended to 
show in a single document the overall financial position of the UK 
public sector by consolidating the financial activities of more than 
5,400 organisations across the public sector into a single set of 
audited accounts. The bodies that are consolidated include central 
and local government bodies, as well as other public corporations 
including the Bank of England. 

The audit opinion has again been qualified this year on six counts:

 ► The application of the WGA accounting boundary

 ► Inconsistencies in the underlying accounting treatments within 
the WGA

 ► Disagreement on the accounting treatment of 3G/4G 
mobile licences

 ► Lack of evidence in support of the completeness and valuation 
of school assets

 ► Underlying material qualifications of the Department for 
Education and Ministry of Defence accounts

 ► Inaccuracies in the elimination of intragroup transactions 
and balances

Accounting, auditing and governance
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Overall, Amyas Morse has commended the progress made by HM 
Treasury, whilst noting areas for improvement:

“ We are strongly supportive of the way HM Treasury is moving 
forward with the Whole of Government Accounts project. 
The Department is improving the content of the WGA and the 
document has been produced faster than ever. This is welcome 
and represents a significant step forward for the WGA. The 
Department is also taking steps to make sure that more 
information is being given to taxpayers on how government 
spends their money and longer terms risks on the balance 
sheet are being highlighted. However, there are opportunities 
to exploit the WGA’s potential more fully and to improve the 
WGA to enable me to remove my qualifications. The Treasury 
also needs to work with the bodies that provide data to improve 
the timeliness and accuracy of the information that it receives. 
Furthermore, better analysis by the Department of trends in 
government’s assets and liabilities will help to demonstrate the 
full financial impact of changes in the delivery of public service 
in the next Parliament.”

Financial reporting simplification agenda
The need to simplify and streamline local government financial 
statements has been a topic of discussion since the introduction 
of International Financial Reporting Standards (IFRS) in 2010/11. 
In December 2013 CIPFA issued Financial Statements: A Good 
Practice Guide for Local Authorities which includes a chapter 
around materiality and clutter. The report highlighted the negative 
impact of two types of clutter identified by the Financial Reporting 
Council in their report Cutting Clutter, namely: 

 ► Immaterial disclosures that inhibit the reader’s ability to 
identify and interpret relevant information

 ► Explanatory information that remains unchanged from year 
to year

Since the publication of the good practice guide, CIPFA carried 
out a specific consultation on the potential for simplifying and 
streamlining local authority accounts during the summer of 2014. 
As a result greater emphasis was placed in the Code of Practice on 
Local Authority Accounting in the United Kingdom 2014/15 and 
2015/16 on removing immaterial disclosures. CIPFA also issued a 
second edition of its report How to Tell the Story: Local Authority 
Financial Statements, including this within the Code of Practice on 
Local Authority Accounting in the United Kingdom: Guidance Notes 
for Practitioners 2014/15. 

CIPFA/LASAAC and CIPFA remain committed to enable the 
financial reporting of local government bodies to relate a more 
streamlined story that is understandable to the varied users of 
their financial statements. It has been stated that the consultations 
on the Code of Practice on Local Authority Accounting in the 
United Kingdom 2016/17 will include more fundamental changes.

Key proposals are expected to include a:

 ► New funding statement that more clearly reconciles the 
accounting and funding regimes

 ► Refocussing of the Comprehensive Income and Expenditure 
Statement

 ► Revision of the existing Movement in Reserves Statement

The progress on these changes will impact on the detailed 
approach that local government bodies make to achieve the earlier 
closedown requirements from 2018. Thus that work should be 
fully integrated with the streamlining agenda.

EY has also produced a think piece on earlier closedown; if you 
have not already received a copy, please contact your audit team 
for more information.

Accounting, auditing and governance
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Regulation news

The Transparency Code
The Local Government Transparency Code 2014, intended to 
increase democratic accountability by giving people the tools 
and information they need to enable them to contribute to 
the local decision making process, was published by DCLG on 
3 October 2014.

It is governed by three main principles:

 ► Demand led — new technology should support transparency 
and accountability. Public bodies should release data in a way 
that allows the public and other interested parties to use it

 ► Open — availability of public data should be promoted and 
publicised. Presentation should be helpful and accessible

 ► Timely — data should be made public as soon as possible 
following production

The Code is a statutory requirement for local government bodies; 
however, it does not apply to Police and Crime Commissioners. 
It sets out the minimum data and information that all local 
authorities must publish; the frequency at which it should be 
published and how it should be published. 

One of the mandatory disclosures contained in the Code is the 
requirement to publish information on senior managers’ salaries. 
The Accounts and Audit (England) Regulations (2011) and section 
3.4 of the Accounting Code set out the disclosure requirements 
in relation to senior management remuneration required for the 
financial statements.
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Key questions for the audit committee

What questions should the Audit Committee be 
asking itself?

 ► Have we fully considered opportunities for integration with 
other local services and whether this could offer improvements 
to service delivery as well as cost savings?

 ► Have we reviewed the NAO briefing ‘Lessons for major service 
transformation’ and is there anything that could be taken from 
it to increase the likelihood of successful implementation of 
projects?

 ► Are we as an organisation fully aware of the implication of 
future accounting requirements for TIA and do we have a plan 
in place to meet these? 

 ► Have we considered the EY report ‘Board effectiveness —  
continuing the journey’ and whether it can support the 
improvement and effectiveness of our Committee?

 ► Are we aware of the 2015–16 scale fee/work programme and 
confident that arrangements ensure that accounts provided for 
audit are materially correct and fully supported, and that it has 
sufficient resources to support the audit process? 

 ► What steps are we taking to plan for the earlier financial 
statement closedown arrangements for 2017/18?

 ► Have we critically reviewed the accounts and identified 
areas where they can be streamlined?

 ► Have we identified any disclosures or other areas which 
could be prepared early?

 ► Is resourcing within finance areas sufficient? Are there any 
areas which will need additional support?

 ► Do we have plans in place to start producing interim 
financial statements at month nine if this is something that 
we do not already do?

 ► Do we engage in early discussions with our auditors 
over working paper requirements and any proposed 
amendments to the accounts compared to the prior year?

 ► Do we engage in early discussions with our auditors over 
key areas of judgement and technical accounting areas well 
before closedown?

 ► Are we aware of the disclosure requirements contained in the 
transparency code and are we actively monitoring compliance?

 ► Have we engaged with our local communities to identify the 
areas where there is an appetite for more data to be shared?

 ► Do we publicise the access that is available to public data?

 ► Is the data that we make publicly available easily accessible 
both in terms of its location and its format?

11
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Find out more

EY Item Club spring 2015 forecast
For details of the EY Item Club’s latest forecast, see http://www.
ey.com/UK/en/Issues/Business-environment/Financial-markets-
and-economy/ITEM---Forecast-headlines-and-projections

Manchester devolution
For a copy of the Memorandum of Understanding for Greater 
Manchester Health and Social Care devolution,  
see http://www.agma.gov.uk/cms_media/files/mou.pdf

DWP Welfare Reforms
For copies of the NAO’s reports, see http://www.nao.org.uk/wp-
content/uploads/2015/05/Welfare-reform-executive-summary.
pdf and http://www.nao.org.uk/wp-content/uploads/2015/05/
Briefing_Lessons_for_major_service_transformation.pdf

Transport Infrastructure Assets
For more information about Transport Infrastructure Assets, 
please contact Neil Gibson for details of how to attend one of the 
EY courses. 

Thought leadership — board effectiveness
The report can be found at http://www.ey.com/Publication/
vwLUAssets/EY-UK-board-effectiveness-report/$FILE/EY-UK-
board-effectiveness-report.pdf

2015–16 work programme and scales of fees
Details of the 2015–16 work programme and scales of fees 
are at http://www.psaa.co.uk/wp-content/uploads/2015/03/
Work-programme-and-scales-of-fees-2015-16-Local-Gov-
FINAL-250215.pdf

Whole of Government Accounts: 2013–14
For the Certificate and Report of the Comptroller and Auditor 
General on the 2013–14 Whole of Government Accounts, see 
http://www.nao.org.uk/wp-content/uploads/2015/03/Whole-
government-account-2013-14.pdf

Financial reporting simplification
For more information about the Financial reporting simplification 
agenda, please contact your local audit team. 

The Transparency Code
For a copy of the new transparency code, see https://www.gov.
uk/government/uploads/system/uploads/attachment_data/
file/360711/Local_Government_Transparency_Code_2014.pdf
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Note
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About EY
EY is a global leader in assurance, tax, transaction and advisory services. 
The insights and quality services we deliver help build trust and confidence 
in the capital markets and in economies the world over. We develop 
outstanding leaders who team to deliver on our promises to all of 
our stakeholders. In so doing, we play a critical role in building a better 
working world for our people, for our clients and for our communities.

EY refers to the global organization, and may refer to one or more, of the 
member firms of Ernst & Young Global Limited, each of which is a separate 
legal entity. Ernst & Young Global Limited, a UK company limited by 
guarantee, does not provide services to clients. For more information about 
our organization, please visit ey.com.

Ernst & Young LLP
The UK firm Ernst & Young LLP is a limited liability partnership registered in England and Wales 
with registered number OC300001 and is a member firm of Ernst & Young Global Limited.

Ernst & Young LLP, 1 More London Place, London, SE1 2AF.

© 2015 Ernst & Young LLP. Published in the UK.  
All Rights Reserved.

ED None

1597390.indd (UK) 06/15. Artwork by Creative Services Group Design.

In line with EY’s commitment to minimise its impact on the environment, this document 
has been printed on paper with a high recycled content.

Information in this publication is intended to provide only a general outline of the subjects covered. 
It should neither be regarded as comprehensive nor sufficient for making decisions, nor should it be 
used in place of professional advice. Ernst & Young LLP accepts no responsibility for any loss arising 
from any action taken or not taken by anyone using this material.

ey.com/uk
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