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GMCA Audit Committee 
 
Date:  27 April 2021 
 
Subject:  Accounting Policies and Critical Accounting Judgements 2020/21 
 
Report of:  Steve Wilson, Treasurer, GMCA 
 

 
PURPOSE OF REPORT 
 
This report requests approval by the Audit Committee of the accounting policies and critical 
accounting judgements that the Authority proposes to adopt in the preparation of the 
Annual Statement of Accounts 2020/21. 
 
The report also outlines the impact of changes to the Code of Practice on Local Government 
Accounting and the production of the 2020/21 Annual Statement of Accounts. 

 
RECOMMENDATIONS: 
 
The Audit Committee is requested to: 
 
1. Approve the Accounting Policies detailed at Appendix 1 (page 4) to this report. 

 
2. Approve the Critical Accounting Judgements detailed at Appendix 2 (page 26) to this 

report. 
 

3. Note that any subsequent amendments or changes to these policies and the associated 
financial implications will be reported back to this Committee. 

 

 
CONTACT OFFICERS: 
 
Steve Wilson, Treasurer, GMCA 
steve.wilson@greatermanchester-ca.gov.uk 
 
 
FINANCIAL CONSEQUENCES 

There are no direct financial implications arising from this report. 

 

1. INTRODUCTION 
 
1.1  The Accounting Policies adopted by the Authority determine the accounting 

treatment that is applied to transactions during the financial year and in the 
preparation of the Annual Statement of Accounts. They determine the specific 
principles, bases, conventions, rules, and practices that will be applied by the 
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Authority in preparing and presenting its financial statements. The accounting policies 
themselves are published within the Annual Statement of Accounts in accordance 
with International Financial Reporting Standards (IFRS) and International Accounting 
Standards (IAB), as adopted by the Chartered Institute of Public Finance and 
Accountancy’s (CIPFA) Code of Practice on Local Authority Accounting (‘the Code’). 

 
1.2 The approval of the accounting policies to be applied by the Authority demonstrates 

that due consideration is being given to which policies to adopt and apply and that 
those charged with corporate governance are informed of the policies that are being 
adopted, prior to the commencement of the preparation of the Annual Statement of 
Accounts. 

 
1.3 As per the practice adopted in previous years, the Committee are requested to 

endorse the use of the policies underpinning the financial statements within the 
Annual Statement of Accounts. 
 

 
2. UPDATES TO THE 2020/21 CODE OF PRACTICE ON LOCAL AUTHORITY ACCOUNTING 
 

2.1 The accounting policies are reviewed each year by officers to ensure all accounting 
policies previously approved are still relevant and are in accordance with the latest 
version of the Code of Practice and IFRS requirements.  Any new requirements are 
added and any policies which are no longer relevant or have no material effect to the 
Statement of Accounts are removed. 
 

2.2 The following international accounting standards (IAB’s) have been amended by the 
Code of Practice in 2020/21: 
 

 IAS 1 and IAS 8 - Changes to the definition of material 

 IAS 28 - Investments in Associates and Joint Ventures: Long-Term Interests in 
Associates and Joint Ventures 

 Annual Improvements to IFRS Standards 2015–2017 Cycle 

 IAS 19 - Employee Benefits: Plan Amendment, Curtailment or Settlement 
 

2.3 The amendments make changes to the wording of existing accounting standards to 
add clarity to interpretation and understanding of the standards.  They are not new 
accounting standards. They do not have any material effect and have not resulted in 
any changes to Authority’s accounting policies. 

 
 
3. COVID FUNDING 2020/21 
 

3.1  During 2020/21 the Authority has received a number of COVID grant funding streams. 
Each of these grants has different terms and conditions attached to it, and the 
accounting treatment will be determined by the restrictions placed on the funding.  An 
exercise is currently being undertaken to review and confirm the correct accounting 
treatment for these different funding streams. 
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4. LEASES (IFRS 16) 
 
4.1 The revised accounting standard IFRS 16 relates to the treatment of assets that are used 

under lease arrangements.   The CIPFA/LASAAC Code Board has determined that the 
Code of Practice on Local Authority Accounting will adopt the principles of IFRS 16 
Leases, for the first time from 2022/23.  Previously there had been an expectation 
that this accounting standard would apply from 2021/22, but this has been deferred. 

 
4.2 IFRS 16 will replace the existing leasing standard, IAS 17, and will introduce 

significant changes to the way the Authority accounts for leases from 1 April 2022.  
The most significant changes will be in respect of lessee accounting (where a body 
leases property or equipment from another entity).  The existing distinction between 
operating and finance leases will be removed and instead, the new standard will 
require a right of use asset and an associated lease liability to be recognised on the 
lessee’s Balance Sheet. 

 
4.3 In order to meet the requirements of IFRS 16, work is being undertaken to identify 

and assess all lease arrangements in place within the Authority.  The information 
gathered will be reviewed and updated during the 2021/22 financial year in 
preparation for the revised adoption date of 1 April 2022. 
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Accounting Concepts and Policies                                                   Appendix 1 

 
1.1. General Principles 
 
The Statement of Accounts summarises the Authority’s transactions for the 2020/21 financial 

year and its position at the year-end of 31 March 2021. The Authority is required to prepare 

an annual Statement of Accounts by the Accounts and Audit Regulations 2015. These 

regulations require the Accounts to be prepared in accordance with proper accounting 

practices.  

 

These practices primarily comprise the Code of Practice on Local Authority Accounting in the 

United Kingdom 2020/21, supported by International Financial Reporting Standards (IFRS) 

and statutory guidance issued under section 12 of the Local Government Act 2003. 

 

The accounting convention adopted in the Statement of Accounts is principally historical cost, 
modified by the revaluation of certain categories of non-current assets and financial 
instruments. 
 
1.2. Accounting Concepts 
 
The accounts are prepared on a going concern basis. This assumes that the Authority will 
continue in operation for the foreseeable future. 
 
As a combined authority, the GMCA has to operate within its powers. The services provided 
by the GMCA include waste disposal functions, fire and rescue functions, police and crime 
commissioner, transport, economic development and regeneration. These services are 
funded by levies paid by the 10 Greater Manchester authorities, precepts collected by the 10 
Greater Manchester authorities and grants provided by central government. The Authority 
does not anticipate that these levies, precepts or grants will cease in the foreseeable future 
given the statutory requirements placed on the GMCA to provide these services.  
 
The group includes TfGM, which provides the transport network across Greater Manchester, 
and although transport related borrowing sits on the GMCA balance sheet, all the transport 
assets sit on TFGM's balance sheet. GMCA carries sufficient reserves in respect of each of its 
functions to provide resilience in the event of volatility in its various funding sources. 
 
1.3. Accruals of Income and Expenditure 

 

Activity is accounted for in the year that it takes place, not simply when cash payments are 

made or received. In particular: 

 

 Supplies are recorded as expenditure when they are consumed. Where there is a 

gap between the date supplies are received and their consumption they are carried 

as inventories on the Balance Sheet; 
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 Expenses relating to services received (including services provided by employees) 

are recorded as expenditure when the services are received rather than when 

payments are made; 

 Interest receivable on investments and payable on borrowings is accounted for 

respectively as income and expenditure on the basis of the effective interest rate 

for the relevant financial instrument rather than on the basis of the cash flows fixed 

or determined by the contract; 

 Where revenue and expenditure have been recognised but cash has not been 

received or paid, a debtor or creditor for the relevant amount is recorded in the 

Balance sheet. 

 
1.4. Cash and Cash Equivalents 

 

Cash is represented by cash in hand and deposits with financial institutions and local 

authorities, repayable without penalty on notice of no more than 24 hours.  

 

Cash equivalents are highly liquid investments that mature in no more than three months 

from the balance sheet date and that are readily convertible to known amounts of cash with 

insignificant risk of change in value. 

 

In the Cash Flow Statement, cash and cash equivalents are shown net of bank overdrafts that 
are repayable on demand and form an integral part of the Authority’s cash management. 
 
1.5. Prior Period Adjustments, Changes in Accounting Policies and Estimates and Errors 

 

Prior period adjustments may arise as a result of a change in accounting policies, or to correct 

a material error. Changes in accounting estimates are accounted for prospectively, in other 

words, in the current and future years affected by the change and do not give rise to a prior 

period adjustment. 

 

Changes in accounting policies are only made when required by proper accounting practices 

or the change provides more reliable or relevant information about the effect of transactions, 

other events and conditions on the Authority’s financial position or financial performance.  

 

Where a change is made, it is applied retrospectively (unless stated otherwise) by adjusting 
opening balances and comparative amounts for the prior period as if the new policy had 
always been applied. If material errors are discovered in a prior period, figures are corrected 
retrospectively, by amending opening balances and comparative amounts for the prior 
period. 
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1.6. Charges to Revenue for Non-Current Assets 

 

The Comprehensive Income and Expenditure Statement is debited with the following 

amounts to record the cost of holding non-current assets during the year: 

 

 Depreciation attributable to the assets used by the relevant service; 

 Revaluation and impairment losses on assets used by the service where there are 

no accumulated gains in the Revaluation Reserve against which the losses can be 

written off; 

 Amortisation of intangible non-current assets attributable to the service. 

 

The Authority is not required to raise precepts, levies or GM authority contributions to fund 

depreciation, revaluation and impairment losses or amortisations. However, it is required to 

make an annual contribution from revenue towards the reduction in its overall borrowing 

requirement equal to a minimum revenue provision (MRP) amount calculated on a prudent 

basis determined by the Authority in accordance with statutory guidance.  

 

Depreciation, revaluation and impairment losses and amortisations are therefore replaced by 
the MRP contribution in the General Fund Balance, by way of an adjusting transaction with 
the Capital Adjustment Account in the Movement in Reserves Statement for the difference 
between the two. 
 
1.7. Termination Benefits 

 

Termination benefits are amounts payable, as a result of a decision by the Authority, to 

terminate an Officer’s employment or an Officer’s decision to accept voluntary redundancy 

in exchange for those benefits and are charged on an accruals basis to the appropriate service 

in the Comprehensive Income and Expenditure Statement when the Authority is 

demonstrably committed to the termination of the employment of an Officer or group of 

Officers or making an offer to encourage voluntary redundancy.  

 

Where termination benefits involve the enhancement of pensions, statutory provisions 
require the General Fund Balance to be charged with the amount payable by the Authority to 
the pension fund or pensioner in the year, not the amount calculated according to the 
relevant accounting standards. In the Movement in Reserves Statement, appropriations are 
made to and from the Pensions Reserve to remove the notional debits and credits for pension 
enhancement termination benefits and replace them with debits for the cash paid to the 
pension fund and pensioners and any such amounts payable but unpaid at the year-end. 
 
1.8. Post-Employment Benefits – Pensions 

 

Employees of the Authority are divided between three separate pension schemes: The 

Firefighters’ Pension Scheme for its uniformed firefighters and the Local Government Pension 

Scheme for all other staff. 
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In accordance with proper practices the Authority has fully complied with the International 
Accounting Standard IAS19 (Employee Benefits). All Pension schemes are classified as 
‘defined benefit’ schemes under IAS19 and the accounting principles and their effect on the 
financial statements are explained below. 
 
1.8.1. The Firefighters’ Pension Scheme 

 

This is a defined benefit scheme, the rules of which are set out in the Firefighters’ Pension 
Regulations. The scheme is wholly unfunded. No investment assets have been built up to 
meet liabilities and cash had to be generated from employee and employer contributions to 
meet actual pension payments as they fall due. 

The Combined Authority as an employer, and firefighters as members, pay pension 
contribution based on a percentage of pensionable pay into the Firefighters’ Pension Fund 
Account. Pension benefits are paid out of the Pension Fund Account. 

The amounts payable into and out of the Pension Fund Account are specified by regulations. 
Any surplus or deficit on the Pension Fund Account must be transferred to or from the 
Combined Authority and ultimately repaid to or received from the Home Office. 

Injury awards are not part of the pension scheme and are charged directly to the 
Comprehensive Income and Expenditure Statement. However, liabilities in respect of injury 
awards are disclosed as part of the overall pensions liability. 

Other than references to assets, these schemes are accounted for in the same way as the 
Local Government Pension Scheme set out below. 
 
1.8.2. Local Government Pension Scheme 

 

The Local Government Pension Scheme is accounted for as a defined benefits scheme. Both 
employer and employees pay pension contributions based on a percentage of pensionable 
pay into the scheme. 
 

 The liabilities of the Greater Manchester Pension Fund attributable to the authority 
are included in the balance sheet on an actuarial basis using the projected unit method 
– i.e. an assessment of the future payments that will be made in relation to retirement 
benefits earned to date by employees, based on assumptions about mortality rates, 
employee turnover rates, etc. and projected earnings for current employees 

 

 Liabilities are discounted to their value at current prices, using a discount rate based 
on the rate of return on high quality corporate bonds constructed on the constituents 
of the iBoxx AA corporate bond index. The discount rate reflects the weighted average 
duration of the benefit obligation 

 
  

Page 7



8 
 

 The assets of Greater Manchester Pension Fund pension fund attributable to the 
authority are included in the balance sheet at their fair value:  

- quoted securities – current bid price  

- unquoted securities – professional estimate  

- unitised securities – current bid price  

- property – market value.  

 
1.8.3. Net Pensions Liability 
 
The change in the net pensions liability is analysed into the following components: 
 
1.8.3.1. Service cost comprising: 

 Current service cost – the increase in liabilities as a result of years of service earned this 
year, allocated in the comprehensive income and expenditure statement to the services 
for which the employees worked;  

 Past service cost – the increase in liabilities as a result of a scheme amendment or 
curtailment whose effect relates to years of service earned in earlier years, debited to 
the surplus or deficit on the provision of services in the comprehensive income and 
expenditure statement; and  

 Net interest on the net defined benefit liability, i.e. net interest expense for the 
authority, – the change during the period in the net defined benefit liability that arises 
from the passage of time charged to the financing and investment income and 
expenditure line of the comprehensive income and expenditure statement – this is 
calculated by applying the discount rate used to measure the defined benefit obligation 
at the beginning of the period to the net defined benefit liability at the beginning of the 
period – taking into account any changes in the net defined benefit liability during the 
period as a result of contribution and benefit payments.  

 
1.8.3.2. Remeasurements comprising: 
 

 Return on plan assets – excluding amounts included in net interest on the net defined 
benefit liability – charged to the pensions reserve as other comprehensive income and 
expenditure;  

 Actuarial gains and losses – changes in the net pensions liability that arise because 
events have not coincided with assumptions made at the last actuarial valuation or 
because the actuaries have updated their assumptions – charged to the pensions 
reserve as other comprehensive income and expenditure; and 

 Contributions paid to the Greater Manchester Pension Fund – cash paid as employer’s 
contributions to the pension fund in settlement of liabilities; not accounted for as an 
expense.  

 
In relation to retirement benefits, statutory provisions require the general fund balance to be 
charged with the amount payable by the group to the pension fund or directly to pensioners 
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in the year, not the amount calculated according to the relevant accounting standards. In the 
movement in reserves statement, this means that there are transfers to and from the 
pensions reserve to remove the notional debits and credits for retirement benefits and 
replace them with debits for the cash paid to the pension fund and pensioners and any such 
amounts payable but unpaid at the year-end. The negative balance that arises on the pensions 
reserve thereby measures the beneficial impact to the general fund of being required to 
account for retirement benefits on the basis of cash flows rather than as benefits are earned 
by employees.  
 
1.8.4. Discretionary benefits  
 
The authority also has restricted powers to make discretionary awards of retirement benefits 

in the event of early retirements. Any liabilities estimated to arise as a result of an award to 

any member of staff are accrued in the year of the decision to make the award and accounted 

for using the same policies as are applied to the Local Government Pension Scheme. 

 

1.9. Property, Plant and Equipment and Assets under Construction 

 

Assets that have physical substance and are held for use in the production or supply of goods 

or services, for rental to others, or for administrative purposes and that are expected to be 

used during more than one financial year are classified as property, plant and equipment. 

 

1.9.1. Recognition 

 

Expenditure on the acquisition, creation or enhancement of property, plant and equipment 

is capitalised on an accruals basis, provided that it is probable that the future economic 

benefits or service potential associated with the item will flow to the authority and the cost 

of the item can be measured reliably. The authority has a £20,000 de minimis level for the 

recognition of property, plant and equipment. Exceptions to this are traffic signals and 

vehicles, which are capitalised with no minimum level. 

 

Expenditure that maintains but does not add to an asset’s potential to deliver future 

economic benefits or service potential (i.e. repairs and maintenance) is charged as an expense 

when it is incurred. 

 

1.9.2. Measurement  

 

Assets are initially measured at cost, comprising: 

 

 the purchase price; 

 

 any costs attributable to bringing the asset to the location and condition necessary 

for it to be capable of operating in the manner intended by management; and 
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 the initial estimate of the costs of dismantling and removing the item and restoring 

the site on which it is located. 

The authority does not capitalise borrowing costs incurred while assets are under 

construction. 

 

The cost of assets acquired other than by purchase is deemed to be its fair value, unless the 

acquisition does not have commercial substance (i.e. it will not lead to a variation in the cash 

flows of the authority). In the latter case, where an asset is acquired via an exchange, the cost 

of the acquisition is the carrying amount of the asset given up by the authority.  

 

Donated assets are measured initially at fair value. The difference between fair value and any 

consideration paid is credited to the taxation and non-specific grant income line of the 

comprehensive income and expenditure statement, unless the donation has been made 

conditionally. Until conditions are satisfied, the gain is held in the donated assets account. 

Where gains are credited to the comprehensive income and expenditure statement, they are 

reversed out of the general fund balance to the capital adjustment account in the movement 

in reserves statement 

 

Assets are then carried in the balance sheet using the following measurement bases: 

 

 assets under construction and infrastructure assets – depreciated historical cost; 

 

 surplus assets – fair value, estimated at highest and best use from a market 

participants perspective; and 

 

 all other assets – current value, determined as the amount that would be paid for the 

asset in its existing use (existing use value – EUV). 

Where there is no market-based evidence of current value because of the specialist nature of 

an asset, depreciated replacement cost (DRC) is used as an estimate of current value.  

 

Where non-property assets have short useful lives or low values (or both), the depreciated 

historical cost basis is used as a proxy for current value. 

 

Assets included in the balance sheet at current value are revalued sufficiently regularly, as a 

minimum every five years, to ensure that their carrying amount is not materially different 

from their current value at the year-end. Increases in valuations are matched by credits to the 

revaluation reserve to recognise unrealised gains. Exceptionally, gains might be credited to 

the surplus or deficit on the provision of services where they arise from the reversal of a loss 

previously charged to a service. 

 

Where decreases in value are identified, they are accounted for as follows:  
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 where there is a balance of revaluation gains for the asset in the revaluation reserve, 

the carrying amount of the asset is written down against that balance (up to the 

amount of the accumulated gains);  

 

 where there is no balance in the revaluation reserve or an insufficient balance, the 

carrying amount of the asset is written down against the relevant service line(s) in the 

comprehensive income and expenditure statement. 

 

The revaluation reserve contains revaluation gains recognised since 1 April 2007 only, the 

date of its formal implementation. Gains arising before that date have been consolidated into 

the capital adjustment account. 

 

1.9.3. Impairment 

 

Assets are assessed at each year-end as to whether there are indications that an asset may 

be impaired. Where reliable indications exist and differences are estimated to be material, 

the recoverable amount of the asset is estimated and, where this is less than the carrying 

amount of the asset, an impairment loss is recognised for the shortfall. Where impairment 

losses are identified, they are accounted for as follows: 

 

 where there is a balance of revaluation gains for the asset in the revaluation reserve, 

the carrying amount of the asset is written down against that balance (up to the 

amount of the accumulated gains); 

 

 where there is no balance in the revaluation reserve or an insufficient balance, the 

carrying amount of the asset is written down against the relevant service line(s) in 

the comprehensive income and expenditure statement. 

Where an impairment loss is reversed subsequently, the reversal is credited to the relevant 

service line(s) in the comprehensive income and expenditure statement, up to the amount of 

the original loss, adjusted for depreciation that would have been charged if the loss had not 

been recognised. 

 

1.9.4. Depreciation 

 

Depreciation is provided for on all property, plant and equipment assets by the systematic 

allocation of their depreciable amounts over their useful lives. An exception is made for assets 

without a determinable finite useful life (i.e. freehold land) and assets that are not yet 

available for use (i.e. assets under construction). 

 

Depreciation is calculated on the following bases: 

 

 infrastructure assets – straight-line allocation over the useful life of the assets as 

estimated by Transport for Greater Manchester (TfGM); 
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 buildings – straight-line allocation over the useful life of the property as estimated by 

the valuer; and 

 

 vehicles, plant and equipment – straight-line allocation over the useful life of the asset 

as advised by a suitably qualified officer. 

Where an item of property, plant and equipment asset has major components whose cost is 

significant in relation to the total cost of the item, the components are depreciated 

separately. Where there is more than one significant part of the same asset that has the same 

useful life and depreciation method, such parts may be grouped in determining the 

depreciation charge. In practice, this can be achieved by only separately accounting for 

significant components that have different useful lives. The requirement for 

componentisation for depreciation purposes is applicable to enhancement and acquisition 

expenditure incurred and revaluations carried out from 1 April 2010. 

 

Revaluation gains are also depreciated, with an amount equal to the difference between 

current value depreciation charged on assets and the depreciation that would have been 

chargeable based on their historical cost being transferred each year from the revaluation 

reserve to the capital adjustment account. 

 

1.9.5. Non-current assets held for sale 

 

When it becomes probable that the carrying amount of an asset will be recovered principally 

through a sale transaction rather than through its continuing use, it is reclassified as an asset 

held for sale. The asset is re-valued immediately before reclassification and then carried at 

the lower of this amount and fair value less costs to sell. Where there is a subsequent 

decrease to fair value less costs to sell, the loss is posted to the other operating expenditure 

line in the comprehensive income and expenditure statement . Gains in fair value are 

recognised only up to the amount of any previously recognised losses in the surplus or deficit 

on provision of services. Depreciation is not charged on assets held for sale.  

 

If assets no longer meet the criteria to be classified as assets held for sale, they are reclassified 

back to non-current assets and valued at the lower of their carrying amount before they were 

classified as held for sale; adjusted for depreciation, amortisation or revaluations that would 

have been recognised had they not been classified as held for sale, and their recoverable 

amount at the date of the decision not to sell.  

 

Assets that are to be abandoned or scrapped are not reclassified as assets held for sale.  

 

1.9.6. Disposals  

 

When an asset is disposed of or decommissioned, the carrying amount of the asset in the 

balance sheet (whether property, plant and equipment or assets held for sale) is written off 

to the other operating expenditure line in the comprehensive income and expenditure 
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statement as part of the gain or loss on disposal. Receipts from disposals (if any) are credited 

to the same line in the comprehensive income and expenditure statement also as part of the 

gain or loss on disposal (i.e. netted off against the carrying value of the asset at the time of 

disposal). Any revaluation gains accumulated for the asset in the revaluation reserve are 

transferred to the capital adjustment account. 

 

Amounts received for a disposal of £10,000 or more are categorised as capital receipts and 

credited to the Capital Receipts Reserve (CRR). They can then only be used for new capital 

investment or set aside to reduce the Authority's underlying need to borrow (the capital 

financing requirement). Receipts are appropriated to the Mayoral or GMCA CRR from the 

relevant Mayoral or GMCA Balances in the movement in reserves statement. 

 

The written-off value of disposals is not a charge against statutory funding, as the cost of non-

current assets is fully provided for under separate arrangements for capital financing. 

Amounts are appropriated to the capital adjustment account from the relevant general fund 

balance in the movement in reserves statement. 

 

1.10. Intangible Assets 
 
Expenditure on non-monetary assets that do not have physical substance but are controlled 
by the Authority as a result of past events (e.g. software licences) is capitalised when it is 
expected that future economic benefits or service potential will flow from the intangible asset 
to the Authority. 
 
Internally generated assets are capitalised where it is demonstrable that the project is 
technically feasible and is intended to be completed (with adequate resources being available) 
and the Authority will be able to generate future economic benefits or deliver service 
potential by being able to sell or use the asset. Expenditure is capitalised where it can be 
measured reliably as attributable to the asset and is restricted to that incurred during the 
development phase (research expenditure cannot be capitalised). Expenditure on the 
development of websites is not capitalised if the website is solely or primarily intended to 
promote or advertise the Authorities goods or services. 
 
Intangible assets are measured initially at cost. Amounts are only revalued where the fair value 
of the assets held by the Authority can be determined by reference to an active market. In 
practice, no intangible asset held by the Authority meets this criterion, and they are therefore 
carried at amortised cost. The depreciable amount of an intangible asset is amortised over its 
useful life to the relevant area in the Comprehensive Income and Expenditure Statement. An 
asset is tested for impairment whenever there is an indication that the asset might be 
impaired – any losses recognised are posted to the relevant area in the Comprehensive 
Income and Expenditure Statement. Any gain or loss arising on the disposal or abandonment 
of an intangible asset is posted to the Other Operating Expenditure line in the Comprehensive 
Income and Expenditure Statement. 
 
Where expenditure on intangible assets qualifies as capital expenditure for statutory 
purposes, amortisation, impairment losses and disposal gains and losses are not permitted to 
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have an impact on the General Fund Balance. The gains and losses are therefore reversed out 
of the General Fund Balance in the Movement in Reserves Statement and posted to the Capital 
Adjustment Account and (for any sale proceeds greater than £10,000) the Capital Receipts 
Reserve. 
 
1.11. Fair Value 

 

The Authority measures some of its non-financial assets, such as Investment Properties and 

Surplus Assets, and some of its financial instruments at fair value at each reporting date, if 

material. Fair value is the price that would be received to sell an asset or paid to transfer a 

liability in an orderly transaction between market participants at the measurement date. The 

fair value measurement assumes that the transaction to sell the asset or transfer the liability 

takes place either: 

 

 In the principal market for the asset; or 

 In the absence of a principal market, in the most advantageous market for the asset. 

 

The Authority uses valuers to provide a valuation of its assets and liabilities in line with the 

highest and best use definition within the accounting standard. The highest and best use of 

the asset or liability being valued is considered from the perspective of a market participant 

in terms of pricing (assuming those market participants were acting in their economic best 

interest). 

 

When measuring the fair value of a non-financial asset, the Authority takes into account a 

market participant’s ability to generate economic benefits by using the asset in its highest and 

best use or by selling it to another market participant that would use the asset in its highest 

and best use. 

 

Unquoted Equity Investments are recognised on the trade date, i.e. the date the Authority 

becomes committed to the purchase and would not be able to avoid acquiring it without 

breaking the contract, rather than the date the settlement takes place, if this is a later date. 

 

If there is no quoted market price for the asset, then a reliable valuation technique should be 

applied. This could be a discounted cash flow analysis of dividends received or a valuation of 

the Authority’s share of the company.  

 

Where financial liabilities and financial assets are carried in the balance sheet at amortised 

cost, they are shown below. Their fair value can be assessed by calculating the present value 

of the cash flows that will take place over the remaining term of the instruments, using the 

following assumptions: 

 

 For loans from the PWLB, new borrowing rates from the PWLB have been applied to 

provide the fair value; 
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 For non-PWLB loans payable, prevailing market rates have been applied to provide 

the fair value; 

 The fair value of trade and other receivables and creditors is taken to be the invoiced 

or billed amount; 

 

The Authority uses appropriate valuation techniques for each circumstance, maximising the 

use of relevant known data and minimising the use of estimates or unknowns. This takes into 

account the three levels of categories for inputs to valuations for fair value assets: 

 

 Level 1 inputs – quoted prices in active markets for identical assets that the Authority 

can access at the measurement date; 

 Level 2 inputs – inputs other than quoted prices included within Level 1 that are 

observable for the asset or liability, either directly or indirectly; 

 Level 3 inputs – unobservable inputs for the asset or liability where market data is 

not available. 

 

1.12. Revenue Expenditure Funded by Capital Under Statute 

 

Revenue Expenditure Funded by Capital under Statute (REFCUS) is expenditure of a capital 

nature that does not result in the creation of a non-current asset on the Balance Sheet. 

Expenditure is charged to the Deficit / (Surplus) on the Provision of Services as the 

expenditure is incurred. This is reversed out through the Movement in Reserves Statement 

and a transfer made to the Capital Adjustment Account. 

 

1.13. Minimum Revenue Provision 

 

The Authority is required to make a provision for the repayment of an element of the 

accumulated capital expenditure each year, financed by borrowing, through a revenue 

charge, in accordance with the Minimum Revenue Provision (MRP) requirements. Regulations 

have replaced the detailed formula for calculating MRP with a requirement to be prudent. 

The MRP policy is included within the annual Treasury Management Strategy agreed by the 

Authority, which details the guidance and options for the basis of the provision. The GMCA 

has adopted the following policy: 

 

 MRP in relation to capital expenditure incurred before 1 April 2008 will be based upon 
4% of the adjusted Capital Financing Requirement (CFR) in accordance with Option 1: 
the Regulatory method. 

 For capital expenditure incurred between 1 April 2008 and 31 March 2018 the 
following will apply (being the policies adopted by the previous organisations): 

o For capital expenditure incurred on the Metrolink and Transport Delivery 
Programme schemes and Waste Disposal assets, MRP will be calculated using 
Option 3b: the Asset life (Annuity) method.  
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o For capital expenditure incurred on PCC assets MRP will be calculated using 
Option 3a: the Asset Life (Equal Instalment) method. 

o For capital expenditure incurred on GM Fire assets MRP will be calculated 
using Option 4: the Depreciation method. 

 For capital expenditure incurred on or after 1 April 2018, MRP will be calculated 

using Option 3b: the Asset life (Annuity) method for all classes of asset. The interest 

rate applied will be linked to market interest rates and the useful life of the asset.  

 MRP in respect of on balance sheet leases and PFI contracts is regarded as met by the 
amount that writes down the balance sheet liability. 

 MRP will generally commence in the financial year following the one in which the 
expenditure was incurred. However, for long life assets, the authority will postpone 
the commencement of MRP until the financial year following the one in which the 
asset becomes operational. 

 Estimated asset lives will reflect the life assigned to the asset on the asset register 
unless the GMCA considers a different life is more appropriate.  Estimated asset lives 
will be determined in the year that MRP commences and may not subsequently be 
revised. To the extent that expenditure is not on the creation of an asset and is of a 
type that is subject to estimated life periods that are referred to in the guidance, these 
periods will generally be adopted by the GMCA. However, the GMCA reserves the right 
to determine useful life periods and prudent MRP in exceptional circumstances where 
the recommendations of the guidance would not be appropriate. 

 

1.14. Capital and Revenue Grants and Contributions 

 

1.14.1. Revenue Grants and Contributions 

 

Revenue grants and contributions received by the Authority can either be classified as non-

specific for general purposes or specific for use in relation to a service and/or function. Where 

conditions have been met, specific revenue grants and contributions are credited to the 

relevant service line within Cost of Services; non-specific grants are credited to Taxation and 

Non-Specific Grant Income.  

 

When the expenditure relating to specific grants has not been incurred, the Authority has 

elected to make a contribution equivalent to the unspent amount of grant to an earmarked 

reserve. This reserve will be released in future financial years when the expenditure to which 

the grant relates is incurred. 

 

Monies advanced as grants and contributions for which conditions have not been satisfied 

are carried in the Balance Sheet as receipts in advance. When conditions are satisfied, the 

grant or contribution is credited to the relevant service line (attributable revenue grants and 

contributions) or Taxation and Non-Specific Grant Income (non-ringfenced revenue grants 

and all capital grants) in the Comprehensive Income and Expenditure Statement. 
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1.14.2. Capital Grants and Contributions 

 

Where conditions have been met, capital grants and contributions are credited to Taxation 

and Non-Specific Grant Income in the Comprehensive Income and Expenditure Statement. 

The balance of the grant or contribution that has not been used to finance expenditure is 

transferred to the Capital Grants Unapplied Account via the Movement in Reserves 

Statement. The amount of grant or contribution that has been used to finance expenditure is 

transferred to the Capital Adjustment Account via the Movement in Reserves Statement. 

Amounts in the Capital Grants Unapplied Account are transferred to the Capital Adjustment 

Account when they have been applied to fund capital expenditure. 

 

1.14.3. Grants and Contributions relating to Revenue Expenditure funded by Capital under 

Statute (REFCUS) 

 

Where conditions have been met, grants and contributions to fund expenditure not 

attributable to assets owned by the Authority (Revenue Expenditure Funded by Capital Under 

Statute) are credited to the non-specific income line within the Cost of Services. They are then 

transferred to the Capital Adjustment Account when the related expenditure has been 

incurred via the Movement in Reserves Statement. If the grant is not spent it goes to the 

Capital Grants Unapplied Reserve via the Movement in Reserves Statement. When spent, it 

is transferred from the Capital Grants Unapplied Reserve to the Capital Adjustment Account. 

 

Any capital grants and contributions that have been received from the Department for 
Transport which relate to non-GMCA projects are credited to the Creditors Account. When a 
grant and contribution is paid to the relevant GM Authority the Creditors Account is reduced 
accordingly. 
 
1.15. Local Taxation 

 

1.15.1. Council Tax 

 

Following the abolishment of GM Fire and Rescue Authority and GM Office for the Police and 

Crime Commissioner, the Mayor now collects funds via the Mayoral General Fund and the 

Mayoral Police Fund respectively. 

 

In their capacity as billing authorities the 10 GM Authorities act as agents: they collect and 

distribute council tax income on behalf of the major preceptors and themselves. The cash 

collected by the billing authorities from council tax debtors belongs proportionately to the 

billing authorities and the major preceptors. There will therefore be a debtor/creditor 

position between the billing authorities and GMCA to be recognised since the net cash paid 

to GMCA in the year will not be its share of cash collected from council taxpayers.  
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1.15.2. NNDR 

 

From 1 April 2013 the 10 GM Authorities as billing authorities of Greater Manchester have 

acted as agents; they have collected National Non-Domestic Rates (NNDR) income on behalf 

of Central Government, the GMCA and themselves. 

 

The NNDR income distributed to each of the parties is the amount after deducting an 

allowance for the GM Authorities’ cost of collection. The NNDR cash collected by the billing 

authorities through the national scheme belongs proportionately to Central Government, the 

GM Authorities and GMCA; there will therefore be a debtor/creditor position between these 

parties to be recognised since the net cash paid in the year to each party will not be their 

share of the cash collected from business ratepayers. 

 

In 2020/21 Greater Manchester continues to be a pilot area for the 100% Business Rates 

Retention Scheme and the relevant shares of NNDR income for 2020/21 are Central 

Government (0%), GM Authorities (99%) and GMCA (1%). 

 

For both council tax and NNDR, the income reflected in the CIES in 2020/21 is the GMCA’s 

share of the income relating to that year. However, the amount of council tax / NNDR income 

that can be credited to the General Fund for the year is determined by statute and may be 

different from the accrued income position shown in the CIES. An adjustment is made via the 

Movement in Reserves Statement for the difference between the income due under proper 

accounting practice and the income per statute. 

 

1.16. Financial Assets 

 

Financial Assets such as investments (excluding those in companies included in the 
Authority’s group accounts) and debtors are classified into three types; amortised cost, fair 
value through other comprehensive income (FVOCI) and fair value through profit or loss 
(FVPL). 
 
The categorisation of financial assets into these types is dependent on the reason for holding 
the assets, which can be to collect cash flows, to sell assets or achieve objectives by other 
means. 
 
Financial assets are introduced onto the balance sheet at fair value when the Authority 
becomes a party to any contractual provision. 
 
1.16.1. Amortised Cost 
 
These assets relate to financial instruments where the amounts received are solely principal 
and interest and they are held in a hold to collect business model (e.g. investments of surplus 
cash with the government’s debt management office or loans to third parties). 
 
The interest received on these assets is measured using the Effective Interest Rate model. 
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1.16.2. Fair Value through Other Comprehensive Income (FVOCI) 
 
These assets relate to financial instruments where the amounts received are solely principal 
and interest but they are held to collect cash and have the ability sell the assets (e.g. money 
market funds). 
 
The interest received on these assets is measured using the Effective Interest Rate model. 
 
All gains and losses due to changes in the fair value of these assets are accounted for through 
an unusable reserve (the Financial Instruments Revaluation Reserve) and charged to Other 
Comprehensive Income and Expenditure. 
 
The cumulative gain or loss is debited or credited to the surplus/deficit on provision of services 
when an asset is disposed of. 
 
1.16.3. Fair Value through Profit and Loss (FVPL) 
 
These assets relate to financial instruments where the amounts received are not principal 
and interest (e.g. equity investments). 
 
Charges in fair value are charged to the surplus / deficit on the net provision of services as 
they occur. 
 
Under capital accounting regulations where these assets were treated as capital expenditure 
the gain or loss is reversed through the Movement in Reserves Statement and charged to the 
Capital Adjustment Account, which is an unusable reserve.  
 
An equity instrument that has been classed as FVPL can be designated as FVOCI if it is not 
held for trading (e.g. a strategic investment). Once this designation has been made it cannot 
be reversed. This designation would mean that any gains and losses would be held in the 
Financial Instruments Revaluation Reserve. 
 
1.16.4. Credit loss 
The Authority will recognise a loss allowance for expected credit losses, if applicable, on 
assets where cash flows are solely principal and interest (i.e. financial instruments measured 
at amortised cost or FVOCI). This does not apply where the counterparty is central 
government or another local authority. 

 

At each year end, the loss allowance for a financial instrument is calculated as equal to the 
lifetime expected credit losses if the credit risk on that financial instrument has increased 
significantly since initial recognition. 
 
If at the year end, the credit risk has not increased significantly since initial recognition the 
loss allowance is measured at an amount equal to twelve month expected credit losses. 
 
Where the financial asset was treated as capital expenditure, any losses will be reversed via 
the Movement in Reserves Statement to the Capital Adjustment Account. 
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1.17. Financial Liabilities 

 

Financial liabilities are recognised on the Balance Sheet when the Authority becomes a party 

to the contractual provisions of a financial instrument and are initially measured at fair value 

and carried at their amortised cost. Annual charges to the Financing and Investment Income 

and Expenditure line in the Comprehensive Income and Expenditure Statement for interest 

payable are based on the carrying amount of the liability, multiplied by the effective rate of 

interest for the instrument. The effective interest rate is the rate that exactly discounts 

estimated future cash payments over the life of the instrument to the amount at which it was 

originally recognised.  

 

For most of the borrowings that the Authority has, this means that the amount presented in 

the Balance Sheet is the outstanding principal repayable plus accrued interest. The interest 

charged to the Comprehensive Income and Expenditure Statement is the amount payable for 

the year according to the loan agreement. 

 

For Lender Option Borrower Option (LOBO) loans, the effective interest rate has been 

calculated over the life of the loan. This is an average and differs from the amounts actually 

paid in the year. The difference between the calculated interest charge and interest paid has 

been adjusted in the carrying amount of the loan and the amount charged in the 

Comprehensive Income and Expenditure Statement is the effective interest rate for the life 

of the loan rather than the amount payable per the loan agreement. A statutory over-ride 

allows the reversal of this difference through the Movement in Reserves Statement in order 

to charge the actual interest payable to the General Fund. 

 

1.18. Impairment of non-financial assets 

 

Assets are assessed at each year-end as to whether there is any indication that an asset may 

be impaired. Where indications exist and any possible differences are estimated to be 

material, the recoverable amount of the asset is estimated and, where this is less than the 

carrying amount of the asset, an impairment loss is recognised for the shortfall. 

 

Where impairment losses are identified, they are accounted for as follows: 

 

 Where there is a balance of revaluation gains for the asset in the Revaluation Reserve, 

the carrying amount of the asset is written down against that balance (up to the 

amount of the accumulated gains) 

 Where there is no balance in the Revaluation Reserve or an insufficient balance, the 

carrying amount of the asset is written down against the relevant service line(s) in the 

Comprehensive Income and Expenditure Statement. 

Where an impairment loss is subsequently reversed, the reversal is credited to the relevant 

service line(s) in the Comprehensive Income and Expenditure Statement, up to the amount 
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of the original loss, adjusted for depreciation that would have been charged if the loss had 

not been recognised. 

 

1.19. Value Added Tax (VAT) 

 

VAT payable is included as an expense only to the extent that it is not recoverable from Her 

Majesty’s Revenue and Customs. VAT receivable is excluded from income. 

 

 

1.20. Reserves and Balances 

 

The Authority sets aside specific amounts as reserves for future policy purposes or to cover 

contingencies. Reserves are created by appropriating amounts out of the General Fund 

Balance in the Movement in Reserves Statement. When expenditure to be financed from a 

reserve is incurred, it is charged to the appropriate service in that year to score against the 

Surplus and Deficit on the Provision of Services in the Comprehensive Income and 

Expenditure Statement. The reserve is then appropriated back into the General Fund Balance 

in the Movement in Reserves Statement so that there is no net charge for the expenditure. 

 

Certain reserves are kept to manage the accounting processes for non-current assets, 

financial instruments and retirement and employee benefits and they do not represent usable 

resources for the Authority. 

 

The Authority produces memorandum accounts to hold the ring-fenced reserves and 

balances relating to the Mayoral General Fund and the Mayoral Police Fund.  

 

1.21. Revenue 

 

Revenue is a sub-set of income and is defined as the gross inflow of economic benefits or 

service potential during the reporting period when those inflows result in an increase in net 

worth. 

 

Revenue from contracts with service recipients, whether for services or the provision of 

goods, is recognised when (or as) the goods or services are transferred to the service recipient 

in accordance with the performance obligations in the contract.  

Interest receivable on investments and payable on borrowings is accounted for respectively 

as income and expenditure on the basis of the effective interest rate for the relevant financial 

instrument rather than the cash flows fixed or determined by the contract. 

 

Where revenue has been recognised but cash has not been received or paid, a debtor for the 

relevant amount is recorded in the Balance Sheet. Where debts may not be settled, the 

balance of debtors is written down and a charge made to revenue for the income that might 

not be collected. 
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Rentals receivable under operating leases and secondary rentals received and retained by the 

group under finance leases are credited to income as they arise. Any premia or incentives 

within the lease are recognised within income on an equal basis over the term of the lease. 

 

1.22. Contingent assets 

 

A contingent asset arises where an event has taken place that gives the Authority a possible 

asset whose existence will only be confirmed by the occurrence or otherwise of uncertain 

future events not wholly within the control of the Authority. 

Contingent assets are not recognised in the Balance Sheet but disclosed in a note to the 

accounts where it is probable that there will be an inflow of economic benefits or service 

potential. 

 

1.23. Contingent liabilities 

 

A contingent liability arises where an event has taken place that gives the Authority a possible 

obligation whose existence will only be confirmed by the occurrence or otherwise of 

uncertain future events not wholly within the control of the Authority. Contingent liabilities 

also arise in circumstances where a provision would otherwise be made but either it is not 

probable that an outflow of resources will be required or the amount of the obligation cannot 

be measured reliably. 

 

Contingent liabilities are not recognised in the Balance Sheet but disclosed in a note to the 

accounts. 

 

1.24. Provisions 

 

Provisions are made where an event has taken place that gives the Authority a legal or 

constructive obligation that probably requires settlement by a transfer of economic benefits 

or service potential, and a reliable estimate can be made of the amount of the obligation. For 

instance, the Authority may be involved in a court case that could eventually result in the 

making of a settlement or the payment of compensation.  

 

Provisions are charged as an expense to the appropriate service line in the Comprehensive 

Income and Expenditure Statement in the year that the authority becomes aware of the 

obligation, and are measured at the best estimate at the balance sheet date of the 

expenditure required to settle the obligation, taking into account relevant risks and 

uncertainties. 

 

When payments are eventually made, they are charged to the provision carried in the Balance 

Sheet. Estimated settlements are reviewed at the end of each financial year – where it 

becomes less than probable that a transfer of economic benefits will now be required (or a 

lower settlement than anticipated is made), the provision is reversed and credited back to the 

relevant service. 
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Where some or all of the payment required to settle a provision is expected to be recovered 

from another party (e.g. from an insurance claim), this is only recognised as income for the 

relevant service if it is virtually certain that reimbursement will be received if the authority 

settles the obligation. 

 
1.25. Events after the Reporting Period 

 

Events after the reporting period are those events that occur between the balance sheet date 

and the date when the Statement of Accounts is authorised for issue. 

 

Where these provide evidence of conditions in existence at the balance sheet date, the 

amounts recognised in the accounts are adjusted.  

 

Where these are indicative of conditions that arose after the balance sheet date the amounts 

in the accounts are not adjusted. This is known as a non-adjusting event and is disclosed as a 

note to the accounts. 

 

Events taking place after the date of authorisation for issue are not reflected in the Statement 

of Accounts. 

 

1.26. Interests in Companies and Other Entities - Group Accounts 

 

The Authority is required to produce group accounts where it has interests in subsidiaries, 

associates and/or joint ventures unless interest is considered not material. The group 

boundary is dependent upon the extent of the Authority’s control or significant influence over 

the entity, which is based on the requirements of IFRS10, IFRS11 and IAS 28. 

 

Inclusion in the group is dependent upon the extent of the Authority’s interest and power to 

influence an entity. The Authority is considered to control an entity if it has power over the 

entity, exposure or rights to variable returns from its interest with the entity and the ability 

to use its power to affect the level of returns. The determining factor for assessing the extent 

of interest and power to influence is either through ownership of an entity, or representation 

on an entity’s board of directors/trustees. 

 

An assessment of all the Authority’s interests has been carried out during the year, in 

accordance with the Code of Practice, to determine the relationships that exist and whether 

they should be included within the Authority’s group accounts. As such, in 2020/21 group 

accounts have been prepared for the Authority to include Transport for Greater Manchester, 

Greater Manchester Police, NW Evergreen Holdings LP and GM Fund of Funds LP.  

 

1.27. Benefits Payable During Employment 

 

Short-term employee benefits are those due to be settled within 12 months of the year-end. 

They include such benefits as wages and salaries, paid annual leave and paid sick leave, 
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bonuses and non-monetary benefits (e.g. cars) for current employees, and are recognised as 

an expense for services in the year in which employees render service to the Authority.  

 

The Authority has adopted a policy of not accruing for employee benefits if the value of the 

adjustment is considered immaterial. An annual assessment is made each year and should 

this result in an adjustment that would be material then these benefits will be accrued. 

 

For the cost of holiday entitlements (or any form of leave, e.g. time off in lieu) earned by 

employees but not taken before the year-end, which employees could carry forward into the 

next financial year: 

 An accrual will be introduced at the wage and salary rates applicable in the following 

accounting year, being the period in which the employee will take the benefit. The 

accrual will be charged to the Surplus or Deficit on the Provision of Services, but then 

reversed out through the Movement in Reserves Statement, so that holiday benefits 

are charged to the General Fund in the financial year in which the holiday absence 

occurs.   

 

1.28. Private Finance Initiative (PFI) 

 

PFI and similar contracts are agreements to receive services, where the responsibility for 

making available the property, plant and equipment needed to provide the services passes to 

the PFI contractor. As the Authority is deemed to control the services that are provided under 

these PFI schemes, and as ownership of the property, plant and equipment will pass to the 

Authority at the end of the contracts for no additional charge, the Authority carries the assets 

used under the contracts on his Balance Sheet as part of Property, Plant and Equipment.  

 

The original recognition of these assets at fair value (based on the cost to purchase the 

property, plant and equipment) is balanced by the recognition of a liability for amounts due 

to the scheme operator to pay for the capital investment. When establishing the recognition 

point of an asset, the Authority considers when probable and future benefits of the asset will 

flow to it and the extent to which the cost of the asset can be reliably measured. 

 

PFI and similar contracts recognised on the Balance Sheet are revalued and depreciated in the 

same way as property, plant and equipment owned by the Authority. 

 

The amounts payable to the PFI operators each year are analysed into the following elements: 

 

 Fair value of the services received during the year – debited to the relevant service 

in the Comprehensive Income and Expenditure Statement; 

 Finance costs – an interest charge on the outstanding Balance Sheet liability, debited 

to the Financing and Investment Income and Expenditure line in the Comprehensive 

Income and Expenditure Statement; 
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 Contingent Rents – Increases in the amount to be paid for the property arising during 

the contract, debited to the Financing and Investment Income and Expenditure line in 

the Comprehensive Income and Expenditure Statement; 

 Payment towards liability – applied to write down the Balance Sheet liability towards 

the PFI operator (the profile of write-downs is calculated using the same principles as 

for a finance lease); 

 Lifecycle replacement costs – proportion of the amounts payable is posted to the 

Balance Sheet as a prepayment and then recognised as additions to Property, Plant 

and Equipment when the relevant works are eventually carried out.  

The Authority is deemed to control the services provided under its PFI arrangement for the 

Stretford Fire Station site. The Authority also has a PFI contract for the construction and 

maintenance of 17 police stations across Greater Manchester whereby the contractor will 

operate and service the stations for 25 years after which ownership will revert to the Mayor 

of Greater Manchester for nil consideration. The accounting policy for PFIs and similar 

arrangements has been applied to these arrangements and the assets are recognised as 

Property, Plant and Equipment in the Balance Sheet. 
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Critical Accounting Judgements                                                                                     Appendix 2 

 
In applying the accounting policies set out in the notes to the accounts, the Authority has had 

to make certain judgements about complex in year transactions or those involving uncertainty 

about future events. The following are significant management judgements made in applying 

the accounting policies of the Authority that have the most significant effect on the Statement 

of Accounts. Material estimation uncertainties are described in the notes to the accounts. 

 

Government Funding 

There is a degree of uncertainty about future levels of some of the major funding streams for 

parts of the Authority and Local Government as a whole. The Authority has had to consider a 

range of options on how to continue to provide some elements of its services with a reduced 

level of funding. 

 

As part of these deliberations, a possible reduction in its asset base across the Police and 

Crime and Fire and Rescue functions has been considered. However, there is not currently a 

sufficient indication that the assets of the Authority might be impaired as a result of a need 

to close facilities and reduce levels of service provision. 

 

 
Private Finance Initiative (PFI) 

The Authority has entered into Private Finance Initiative (PFI) agreements for the Stretford 
Fire Station and 17 new Police Stations across 16 sites. The ownership of the buildings is 
determined by who holds the balance of control in line with accounting standards. The 
Authority considers the buildings and equipment associated with these sites should be 
included on its Balance Sheet because: 

 The reversion clause within the PFI agreement results in the Authority having a 

residual interest in the buildings at the end of the agreement. 

 The services provided and the use of the building is controlled by the Authority 

through the PFI agreement; and 

 The PFI agreement is between the PFI contractor and the Authority. 

 

Group Accounts Considerations 

A review of the entities related to the Authority in 2020/21 has taken place and the 

conclusions are provided below: 

 

Chief Constable of Greater Manchester Police (GMP) 

GMP is included in the Authority’s group accounts from 8 May 2017. The Mayor is responsible 

for the formal oversight of GMP, including provision of all funding, budget setting, 

performance scrutiny and strategic policy development, and for ensuring GMP is run 

efficiently and effectively. Operational decision-making on day-to-day policing including the 

employment of police staff remains the responsibility of the Chief Constable. 
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Under the legislative framework and local arrangements, the Authority under sole instruction 

from the Mayor, is responsible for the finances of the Mayoral Police Fund including assets, 

liabilities, and reserves. The Authority has responsibility for entering into contracts and 

establishing the contractual framework under which the Chief Constable’s officers and staff 

operate. The Authority receives all income and funding and makes all the payments for the 

policing activity from the Mayoral Police Fund. Details of the Mayoral Police Fund are 

disclosed in the notes to the accounts.  

 

Transport for Greater Manchester (TfGM) 

TfGM will continue to be included in the Authority’s group accounts. The Authority and/or 

the Mayor sets local public transport policy and is responsible for deciding how funds are 

spent on supporting and improving Greater Manchester’s public transport network. The 

decisions of the Authority and/or the Mayor are implemented by TfGM and TfGM is 

responsible for implementing the policies of the Authority. TfGM’s net expenditure after 

taking into account all sources of income and expenditure, is financed by way of a Revenue 

Grant from the Authority. TfGM’s corporate objectives are derived from the Authority’s policy 

priorities, stakeholder consultation and its principal statutory obligations. Strategic objectives 

and targets are set out in the Authority/TfGM Business and Performance Plan. 

 

For information, details of transactions with TfGM will be included within the related parties 

note. 

 

Greater Manchester Fund of Funds Limited Partnership (FoFLP) 

In November 2016 the authority established FoFLP to act as a holding fund for ERDF funding. 

In May 2017, the fund received £15m funding from ERDF and £0.5m from the Authority. FoFLP 

will invest in sub funds that seek to support the shift towards a low carbon economy and for 

research and innovation. The fund has secured an additional £45m ERDF funding, £15m of 

which was drawn down in March 2020. On the grounds of materiality, it has been decided 

that FoFLP will be included in the group accounts this year, and the prior year restated. 

 

NW Evergreen Holdings Limited Partnership (NWEGHLP) 

NWEGHLP will continue to be included in the Authority’s group accounts. In September 2016 

the Authority established NWEGHLP to act as a holding fund for earlier tranches of ERDF 

funding. The Fund has received over £60m of funding from ERDF and will invest in sub funds 

that provide opportunities to identify, research and negotiate investment opportunities in 

properties in the North West of England.  

 

NW Fire Control Company 

The NW Fire Control Limited Company (NWFCC) operates a regional control centre based in 

Warrington. The company has four equal partners namely: Greater Manchester Combined 

Authority, Cheshire, Cumbria County Council and Lancashire Fire and Rescue Authorities. 

 

NWFCC became operational during 2014/15 and it meets with the definition of a joint 

operation for group accounts purposes. However, on the grounds of immateriality it has been 

decided that NWFCC will not be included in the group accounts. 
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Greater Manchester Accessible Transport Limited (GMATL) 

GMATL is a private company limited by guarantee without share capital. The Authority is the 

person with significant control and has previously included GMATL in its group accounts. The 

balance sheet value is approximately £2.3m. On the grounds of immateriality, it has been 

decided that GMATL will not be included in the group accounts.  

 

Manchester Investment and Development Agency Service (MIDAS) 
MIDAS is a private company limited by guarantee without share capital. The Authority is the 
person with significant control and has previously included MIDAS in its group accounts. The 
balance sheet value is approximately £2.2m. On the grounds of immateriality, it has been 
decided that MIDAS will not be included in the group accounts.  
 
HIVE Homes  

HIVE Homes is a joint venture with 10 Registered Housing providers and has been 
incorporated to acquire sites in Greater Manchester and then develop them for sale as 
residential use. From March 2019 the Authority has a 20% share within the company, 
however to date £489,820 has been invested. On the grounds of immateriality, it has been 
decided that HIVE Homes will not be included in the group accounts. 
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Appendix – Key communication points

This document is to be regarded as confidential to Greater Manchester Combined Authority. It has been prepared for the sole use of the Audit Committee as the appropriate sub-committee charged with governance. No 

responsibility is accepted to any other person in respect of the whole or part of its contents. Our written consent must first be obtained before this document, or any part of it, is disclosed to a third party.
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Members of the Audit Committee
Greater Manchester Combined Authority
Churchgate House
56 Oxford Street
Manchester
M1 6EU

19 April 2021

Dear Sirs / Madams

Audit Strategy Memorandum – Year ending 31 March 2021 

We are pleased to present our Audit Strategy Memorandum for Greater Manchester Combined Authority for the year ending 31 March 2021. The purpose of this document is to summarise our audit approach, highlight significant 
audit risks and areas of key judgements and provide you with the details of our audit team. As it is a fundamental requirement that an auditor is, and is seen to be, independent of its clients, section 7 of this document also 
summarises our considerations and conclusions on our independence as auditors. We consider two-way communication with you to be key to a successful audit and important in:

• reaching a mutual understanding of the scope of the audit and the responsibilities of each of us;

• sharing information to assist each of us to fulfil our respective responsibilities;

• providing you with constructive observations arising from the audit process; and

• ensuring that we, as external auditors, gain an understanding of your attitude and views in respect of the internal and external operational, financial, compliance and other risks facing Greater Manchester Combined Authority 
which may affect the audit, including the likelihood of those risks materialising and how they are monitored and managed.

With that in mind, we see this document, which has been prepared following our initial planning discussions with management, as being the basis for a discussion around our audit approach, any questions, concerns or input you 
may have on our approach or role as auditor. This document also contains an appendix that outlines our key communications with you during the course of the audit,

Client service is extremely important to us and we strive to provide technical excellence with the highest level of service quality, together with continuous improvement to exceed your expectations so, if you have any concerns or 
comments about this document or audit approach, please contact me on 07795 506766.

Yours faithfully

Mark Dalton

Mazars LLP

Mazars LLP

One St Peter’s Square

Manchester

M2 3DE

Mazars LLP – One St Peter’s Square, Manchester, M2 3DE

Tel: 0161 234 9200 – www.mazars.co.uk

Mazars LLP is the UK firm of Mazars, an integrated international advisory and accountancy organisation. Mazars LLP is a limited liability partnership registered in England and Wales with registered number OC308299 and with its registered office at Tower Bridge House, St Katharine’s Way, 

London E1W 1DD.

We are registered to carry on audit work in the UK by the Institute of Chartered Accountants in England and Wales. Details about our audit registration can be viewed at www.auditregister.org.uk under reference number C001139861. VAT number: 839 8356 73
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5

1. Engagement and responsibilities summary

Overview of engagement

We are appointed to perform the external audit of Greater Manchester Combined Authority (the Authority) for the year to 31 March 2021. The scope of our engagement is set out in the Statement of Responsibilities of Auditors 

and Audited Bodies, issued by Public Sector Audit Appointments Ltd (PSAA) available from the PSAA website: https://www.psaa.co.uk/managing-audit-quality/statement-of-responsibilities-of-auditors-and-audited-bodies/. Our 

responsibilities are principally derived from the Local Audit and Accountability Act 2014 (the 2014 Act) and the Code of Audit Practice issued by the National Audit Office (NAO), as outlined below.

Audit opinion
We are responsible for forming and expressing an opinion on the financial statements. Our 

audit does not relieve management or the Audit Committee, as those charged with 

governance, of their responsibilities.

Going concern
The Authority is required to prepare its financial statements on a going concern basis by the 

Code of Practice on Local Authority Accounting. The Treasurer is responsible for the 

assessment of whether is it appropriate for the Authority to prepare it’s accounts on a going 

concern. basis As auditors, we are required to obtain sufficient appropriate audit evidence 

regarding, and conclude on the appropriateness of the Treasurer’s use of the going concern 

basis of accounting in the preparation of the financial statements and the adequacy of 

disclosures made.

Fraud
The responsibility for safeguarding assets and for the prevention and detection of fraud, 

error and non-compliance with law or regulations rests with both those charged with 

governance and management. This includes establishing and maintaining internal controls 

over reliability of financial reporting.  

As part of our audit procedures in relation to fraud we are required to enquire of those 

charged with governance, including key management as to their knowledge of instances of 

fraud, the risk of fraud and their views on internal controls that mitigate the fraud risks. In 

accordance with International Standards on Auditing (UK), we plan and perform our audit so 

as to obtain reasonable assurance that the financial statements taken as a whole are free 

from material misstatement, whether caused by fraud or error. However our audit should not 

be relied upon to identify all such misstatements.

Reporting to the NAO
We report to the NAO on the consistency of the Authority’s financial statements with its

Whole of Government Accounts (WGA) submission.
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Value for money
We are also responsible for forming a view on the arrangements that the Authority has in 

place to secure economy, efficiency and effectiveness in its use of resources.  We discuss 

our approach to Value for Money work further in section 5 of this report.

Electors’ rights
The 2014 Act requires us to give an elector, or any representative of the elector, the opportunity to question us about the accounting records of the Authority and consider any objection made to the accounts.  

We also have a broad range of reporting responsibilities and powers that are unique to the audit of local authorities in the United Kingdom
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2. Your audit engagement team
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Your external audit service continues to be led by Mark Dalton. A summary of key team members are 
detailed below:

Who Role E-mail

Mark Dalton Engagement Lead mark.dalton@mazars.co.uk

Daniel Watson Engagement Senior Manager
daniel.watson@mazars.co.uk

Dawn Watson Engagement Assistant Manager
dawn.watson@mazars.co.uk

In addition, an engagement quality control reviewer has been appointed for this engagement.
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3. Audit scope, approach and timeline

Audit scope

Our audit approach is designed to provide an audit that complies with all professional requirements.

Our audit of the financial statements will be conducted in accordance with International Standards on Auditing (UK), relevant ethical and professional standards, our own audit approach and in accordance with the terms of our 
engagement. Our work is focused on those aspects of your business which we consider to have a higher risk of material misstatement, such as those impacted by management judgement and estimation, application of new 
accounting standards, changes of accounting policy, changes to operations or areas which have been found to contain material errors in the past.

Audit approach

Our audit approach is a risk based approach primarily driven by the risks we consider to result in a higher risk of material misstatement of the financial statements. Once we have completed our risk assessment, we develop our 
audit strategy and design audit procedures in response to this assessment.

If we conclude that appropriately designed controls are in place then we may plan to test and rely upon these controls. If we decide controls are not appropriately designed, or we decide it would be more efficient to do so, we may 
take a wholly substantive approach to our audit testing. Substantive procedures are audit procedures designed to detect material misstatements at the assertion level and comprise: tests of details (of classes of transactions, 
account balances, and disclosures); and substantive analytical procedures. Irrespective of the assessed risks of material misstatement, which take into account our evaluation of the operating effectiveness of controls, we are 
required to design and perform substantive procedures for each material class of transactions, account balance, and disclosure.

Our audit will be planned and performed so as to provide reasonable assurance that the financial statements are free from material misstatement and give a true and fair view. The concept of materiality and how we define a 
misstatement is explained in more detail in section 8.

The diagram on the next page outlines the procedures we perform at the different stages of the audit.

COVID-19 working arrangements and impact on our auditor’s report 

The accounts preparation and audit will once again be significantly impacted by the COVID-19 remote working arrangements and it is important that we continue to keep in close contact with the finance team and are able to 

respond to emerging issues. The outline timetable on the following page is based on our current understanding of the national deadlines and the current working arrangements.

9

Engagement and 
responsibilities summary

Your audit
engagement team

Audit scope,
approach and timeline

Significant risks and key 
judgement areas

Value for money
Fees for audit and

other services
Our commitment to 

independence
Materiality and 
misstatements

Appendices

P
age 37



10

3. Audit scope, approach and timeline

Planning - March 2021

• Planning visit and developing our understanding of the Authority

• Initial opinion and value for money risk assessments

• Considering proposed accounting treatments and accounting policies

• Developing the audit strategy and planning the audit work to be performed

• Agreeing timetable and deadlines

Completion - September 2021 

• Final review and disclosure checklist of financial statements

• Final partner and Engagement Quality Control Reviewer review

• Agreeing content of letter of representation

• Reporting to the Audit Committee

• Reviewing subsequent events

• Signing the auditor’s report

Interim - April 2021

• Documenting systems and controls

• Performing walkthroughs

• Preliminary analytical review

• Early substantive testing of transactions

• Reassessment of audit plan and revision if necessary

Fieldwork - August - September 2021

• Receiving and reviewing draft financial statements

• Reassessment of audit plan and revision if necessary

• Executing the strategy starting with significant risks and high risk areas

• Communicating progress and issues

• Clearance meeting
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3. Audit scope, approach and timeline

Group audit approach

The Authority prepares Group accounts and consolidates the following bodies

• Chief Constable of Greater Manchester Police (GMP) – under public sector accounting treatment consolidated into the GMCA Group

• Transport for Greater Manchester (TfGM) – consolidated into the GMCA Group as the Authority’s executive body for delivery of transport services

• NW Evergreen Holdings Limited Partnership (NWEH)

• Greater Manchester Fund of Funds (FoF) Limited Partnership

Mazars UK are the appointed auditor for the Chief Constable and Transport for Greater Manchester. As such we are the appointed auditor for 99% of the Group’s total expenditure.

The approach to the Group audit is set out below:

Entity Auditor Scope Planned audit approach

Chief Constable of Greater 

Manchester Police
Mazars LLP

Full-scope audit 

procedures

We will: 

• complete full-scope audit procedures on the Chief Constable of Greater Manchester’s financial statements;

• review the consolidation process and adjustments made by GMCA in preparing group financial statements.

Transport for Greater 

Manchester
Mazars LLP

Full-scope audit 

procedures

We will: 

• complete full-scope audit procedures on Transport for Greater Manchester’s financial statements;

• review the consolidation process and adjustments made by GMCA in preparing group financial statements.

NW Evergreen Holdings 

Limited Partnership
Kreston Reeves Targeted procedures

Our work will be focused on the material elements of NW Evergreen Holdings Limited Partnership’s financial statements. We will: 

• complete analytical procedures on NW Evergreen Holdings Limited Partnership’s financial statements;

• request third party confirmation of the company’s bank balance;

• request third party confirmation of the company’s debtor balance; and

• review the consolidation process and adjustments made by GMCA in preparing group financial statements.

Greater Manchester FoF

Limited Partnership
Kreston Reeves Targeted procedures

Our work will be focused on the material elements of Greater Manchester FoF Limited Partnership’s financial statements. We will: 

• complete analytical procedures on Greater Manchester FoF Limited Partnership’s financial statements;

• request third party confirmation of the company’s bank balance; and

• review the consolidation process and adjustments made by GMCA in preparing group financial statements.
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3. Audit scope, approach and timeline

Group audit approach continued

We apply a separate materiality for the audit of the Group accounts as set out in Section 8.

The Authority also holds investments and interests in other bodies. Management carry out an annual assessment to see if these bodies have become sufficiently material to warrant consolidation into the Group accounts. NW Fire

Control Company, Commission for New Economy Limited, Greater Manchester Accessible Transport Limited and Manchester Investment and Development Agency Service were not consolidated in 2019/20 because their

inclusion would not materially alter the accounts. We will revisit management’s assessment of the Group for 2020/21.

We have not identified any significant risks for Group accounts purposes in relation to the components. The significant risks and areas of audit focus for the Authority as a single-entity are set out in section 4. Based on our initial

planning discussions we do not consider these significant risks to be risks for the component subsidiary companies.
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3. Audit scope, approach and timeline

Working with internal audit

We will utilise the work performed by internal audit to inform our audit risk assessment procedures. We will

meet with internal audit on a regular basis throughout the audit to discuss the progress and findings of their

work.

Management’s and our experts

Management makes use of experts in specific areas when preparing the Authority’s financial statements. We

also use experts to assist us to obtain sufficient appropriate audit evidence on specific items of account.

Service organisations

International Auditing Standards (UK) (ISAs) define service organisations as third party organisations that

provide services to the Authority that are part of its information systems relevant to financial reporting. We are

required to obtain an understanding of the services provided by service organisations as well as evaluating the

design and implementation of controls over those services. The table below summarises the service

organisations used by the Authority and our planned audit approach.

Item of account Management’s expert Our expert

Defined benefit liability

Hymans Robertson (Greater 

Manchester Pension Fund) and the 

Government Actuary Department 

(Firefighters’ Pension Scheme)

PwC as NAO’s consulting actuary

Property, plant and 

equipment valuation

Salford City Council, Avison Young

and Hilco Valuation Services

We will use available third party information 

to challenge the valuer’s key assumptions. 

For the valuation of the Authority’s waste 

assets we will engage a valuations 

specialist as an auditor expert to review the 

underlying assumptions for a sample of 

valuations.

Financial instrument 

disclosures
Link Asset Services

We will review the expert’s methodology in 

calculating the fair value disclosures to 

confirm the reasonableness of assumptions 

used

Items of account Service organisation Audit approach

Treasury Management Manchester City Council

We have access to all the relevant 

data we need in order to gain 

assurance over the Authority’s 

treasury management balances.

BACS bureau
Wigan Metropolitan Borough

Council

We have access to all the relevant 

data we need in order to gain 

assurance over the Authority’s 

BACS payments.
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4. Significant risks and other key judgement areas

Following the risk assessment approach discussed in section 3 of this document, we have identified relevant 
risks to the audit of financial statements. The risks that we identify are categorised as significant, enhanced or 
standard. The definitions of the level of risk rating are  given below:

Significant risk

A significant risk is an identified and assessed risk of material misstatement that, in the auditor’s judgment, 
requires special audit consideration. For any significant risk, the auditor shall obtain an understanding of the 
entity’s controls, including control activities relevant to that risk.

Enhanced risk

An enhanced risk is an area of higher assessed risk of material misstatement (‘RMM’) at audit assertion level 
other than a significant risk. Enhanced risks require additional consideration but does not rise to the level of a 
significant risk, these include but may not be limited to:

• key areas of management judgement, including accounting estimates which are material but are not 
considered to give rise to a significant risk of material misstatement; and

• other audit assertion risks arising from significant events or transactions that occurred during the period.

Standard risk

This is related to relatively routine, non-complex transactions that tend to be subject to systematic processing 
and require little management judgement. Although it is considered that there is a risk of material misstatement 
(RMM), there are no elevated or special factors related to the nature, the likely magnitude of the potential 
misstatements or the likelihood of the risk occurring. 

Revenue recognition

International Standard on Auditing (ISA) 240 includes a rebuttable presumption that the fraud risk from revenue 
recognition is a significant audit risk.

We recognise that the nature of revenue in local government differs significantly to the sources of income in the 
private sector. We also consider that there are limited incentives and opportunities to manipulate the way 
income is recognised in local government.

Based on our understanding of the Authority’s revenue streams we have rebutted the presumption that revenue 
recognition is a significant risk at the Authority. Our testing of revenue is focused on our standard procedures 
and does not incorporate specific work on the risk of fraud in recognising revenue.

Personal Protective Equipment

As a result of the Covid-19 pandemic GMCA are holding a significant amount of personal protective equipment 
as at 31 March 2021. The Authority’s finance team are in the process of determining the accounting treatment 
for the equipment and whether the value of this is material to the financial statements and / or will be disclosed 
as year end inventory. If the equipment is disclosed as a material year-end inventory balance, this is likely to 
result in a limitation of scope within the audit opinion as we were unable to attend the year-end stock take of 
such equipment. This is an area we will keep under review.
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4. Significant risks and other key judgement areas

Specific identified audit risks and planned testing strategy

We have presented below in more detail the reasons for the risk assessment highlighted above, and also our testing approach with respect to significant risks. An audit is a dynamic process, should we change our view of risk or 
approach to address the identified risks during the course of our audit, we will report this to the Audit Committee.

Significant risks

Description Fraud Error Judgement Planned response

1 Management override of controls 

This is a mandatory significant risk on all audits due to the 

unpredictable way in which such override could occur.

Management at various levels within an organisation are in a unique 

position to perpetrate fraud because of their ability to manipulate 

accounting records and prepare fraudulent financial statements by 

overriding controls that otherwise appear to be operating effectively. 

Due to the unpredictable way in which such override could occur 

there is a risk of material misstatement due to fraud on 

all audits.

We plan to address the management override of controls risk through 

performing audit work over accounting estimates, journal entries and 

significant transactions outside the normal course of business or otherwise 

unusual. 
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4. Significant risks and other key judgement areas

Significant risks

Description Fraud Error Judgement Planned response

2 Net defined benefit liability valuation

The net pension liability represents a material element of the 

Authority’s balance sheet. The Authority’s liability is split between 

the Greater Manchester Pension Scheme and the Fire Fighters 

Pension Scheme. 

The valuation of the pension scheme liabilities relies on a number of 

assumptions, most notably around the actuarial assumptions, and 

actuarial methodology which results in the Authority’s overall 

valuation.

There are financial assumptions and demographic assumptions 

used in the calculation of the Authority’s valuation, such as the 

discount rate, inflation rates and mortality rates. The assumptions 

should also reflect the profile of the Authority’s employees, and 

should be based on appropriate data. The basis of the assumptions 

is derived on a consistent basis year to year, or updated to reflect 

any changes.

There is a risk that the assumptions and methodology used in 

valuing the Authority’s pension obligations are not reasonable or 

appropriate to the Authority’s circumstances. This could have a 

material impact to the net pension liability in 2020/21

In relation to the valuation of the Authority’s defined benefit pension liability 

we will:

• Critically assess the competency, objectivity and independence of the 

Greater Manchester Pension Fund’s Actuary, Hymans Robertson and the 

Fire Fighters Pension Scheme Actuary, the Government Actuary 

Department (GAD);

• Liaise with the auditors of the Greater Manchester Pension Fund to gain 

assurance that the controls in place at the Pension Fund are operating 

effectively. This will include the processes and controls in place to ensure 

data provided to the Actuary by the Pension Fund for the purposes of the 

IAS19 valuation is complete and accurate;

• Review the appropriateness of the Pension Asset and Liability valuation 

methodologies applied by the Pension Fund Actuaries, and the key 

assumptions included within the valuations. This will include comparing 

them to expected ranges, utilising information provided by PWC, 

consulting actuary engaged by the National Audit Office;

• Agree the data in the IAS 19 valuation reports provided by the Funds 

Actuaries for accounting purposes to the pension accounting entries and 

disclosures in the Authority’s financial statements.

• In line with 2019/20 and the continuing Covid-19 pandemic, we will 

monitor the valuation approach and whether a material uncertainty 

disclosure will be required for 2020/21.
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4. Significant risks and other key judgement areas

Significant risks

Description Fraud Error Judgement Planned response

3 Valuation of property, plant and equipment

The CIPFA Code requires that where assets are 

subject to revaluation, their year end carrying 

value should reflect the fair value at that date. 

The Authority has adopted a rolling revaluation 

model which sees all land and buildings 

revalued in a five year cycle. 

The valuation of Property, Plant & Equipment 

involves the use of a management expert (the 

valuers), and incorporates assumptions and 

estimates which impact materially on the 

reported value. There are risks relating to the 

valuation process.

As a result of the rolling programme of 

revaluations, there is a risk that individual 

assets which have not been revalued for up to 

four years are not valued at their materially 

correct fair value. In addition, as the valuations 

are undertaken through the year there is a risk 

that the fair value as the assets is materially 

different at the year end.

In relation to the valuation of property, plant & equipment we will: 

• Critically assess the Authority’s valuer’s scope of work, qualifications, objectivity and 

independence to carry out the Authority’s programme of revaluations;

• Consider whether the overall revaluation methodology used by the Authority’s valuers is in 

line with industry practice, the CIPFA Code of Practice and the Authority's accounting 

policies;

• Reconcile the valuer's report to the fixed asset register and ensure that the values per the 

report have been correctly input, in total, to the asset register;

• Critically assess the appropriateness of the underlying data and the key assumptions used 

in the valuer’s, using available third party evidence; 

• Engage a valuations specialist to review the underlying assumptions in the Authority’s 

valuations of its waste assets;

• Review the basis of valuation and confirm that this is appropriate and agrees to the asset 

register; 

• Critically assess the treatment of the upward and downward revaluations in the Authority’s 

financial statements with regards to the requirements of the CIPFA Code of Practice; and

• Assess the movement in market indices between the revaluation dates and the year end 

to determine whether there have been material movements over that time;

• Critically assess the approach that the Authority adopts to ensure that assets not subject 

to revaluation in 2020/21 are materially correct, including considering the robustness of 

that approach in light of the valuation information reported by the Authority’s valuers.

• In line with 2019/20 and the continuing Covid-19 pandemic, we will monitor the valuation 

approach and whether a material uncertainty disclosure will be required for 2020/21.
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4. Significant risks and other key judgement areas

Other key areas of management judgement and enhanced risks
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Description Fraud Error Judgement Planned response

4 Private Finance Initiative (PFI) scheme

The Authority has no new PFI schemes in 2020/21. However, the 

Authority continues to make judgements that result in the Authority’s 

accounting for the PFI assets and liabilities in its financial 

statements.

We will consider the continued accounting treatment of the PFI scheme 

assets and liabilities as being in the Authority’s financial statements
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5. Value for Money

The framework for Value for Money work

We are required to form a view as to whether the Authority has made proper arrangements for securing 
economy, efficiency and effectiveness in its use of resources.  The NAO issues guidance to auditors that 
underpins the work we are required to carry out in order to form our view, and sets out the overall criterion 
and sub-criteria that we are required to consider. 

The new Code of Audit Practice (the Code) has changed the way in which we report our findings in relation 
to Value for Money (VFM) arrangements from 2020/21.  Whilst we are still required to be satisfied that the 
Authority has proper arrangements in place, we will now report by exception in our auditor’s report where we 
have identified significant weakness in those arrangements.  This is a significant change to the requirements 
under the previous Code which required us to give a conclusion on the Authority’s arrangements as part of 
our auditor’s report.   

Under the new Code, the key output of our work on VFM arrangements will be a commentary on those 
arrangements which will form part of the Auditor’s Annual Report.  

Specified reporting criteria

The Code requires us to structure our commentary to report under three specified criteria:

1. Financial sustainability – how the Authority plans and manages its resources to ensure it can 

continue to deliver its services

2. Governance – how the Authority ensures that it makes informed decisions and properly manages its 

risks

3. Improving economy, efficiency and effectiveness – how the Authority uses information about its 

costs and performance to improve the way it manages and delivers its services

Further details of the specified reporting criteria are provided on the following page.

Our approach

Our work falls into three primary phases as outlined opposite.  We need to gather sufficient evidence to 
support our commentary on the Authority’s arrangements and to identify and report on any significant 
weaknesses in arrangements.  Where significant weaknesses are identified we are required to report these 
to the Authority and make recommendations for improvement.  Such recommendations can be made at any 
point during the audit cycle and we are not expected to wait until issuing our overall commentary to do so.
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Planning and risk 

assessment

Obtaining an understanding of the Authority’s arrangements for each 

specified reporting criteria.  Relevant information sources will include:

• NAO guidance and supporting information

• Information from internal and external sources including regulators

• Knowledge from previous audits and other audit work undertaken in the 

year

• Interviews and discussions with staff and members

Additional risk 

based 

procedures and 

evaluation

Reporting

Where our planning work identifies risks of significant weaknesses, we will 

undertake additional procedures to determine whether there is a significant 

weakness.

We will provide a summary of the work we have undertaken and our 

judgements against each of the specified reporting criteria as part of our 

commentary on arrangements.  This will form part of the Auditor’s Annual 

Report.  

Our commentary will also highlight:

• Significant weaknesses identified and our recommendations for 

improvement

• Emerging issues or other matters that do not represent significant 

weaknesses but still require attention from the Authority. 
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• how the body ensures that it identifies all the significant financial 
pressures that are relevant to its short and medium-term plans and 
builds these into them

• how the body plans to bridge its funding gaps and identifies 
achievable savings

• how the body plans finances to support the sustainable delivery of 
services in accordance with strategic and statutory priorities

• how the body ensures that its financial plan is consistent with other 
plans such as workforce, capital, investment, and other operational 
planning which may include working with other local public bodies as 
part of a wider system

• how the body identifies and manages risks to financial resilience, 
e.g. unplanned changes in demand, including challenge of the 
assumptions underlying its plans.

• how the body monitors and assesses risk and how the body gains 
assurance over the effective operation of internal controls, including 
arrangements to prevent and detect fraud

• how the body approaches and carries out its annual budget setting 
process

• how the body ensures effective processes and systems are in place 
to ensure budgetary control; to communicate relevant, accurate and 
timely management information (including non-financial information 
where appropriate); supports its statutory financial reporting 
requirements; and ensures corrective action is taken where needed

• how the body ensures it makes properly informed decisions, 
supported by appropriate evidence and allowing for challenge and 
transparency. This includes arrangements for effective challenge 
from those charged with governance/audit committee

• how the body monitors and ensures appropriate standards, such as 
meeting legislative/regulatory requirements and standards in terms 
of officer or member behaviour (such as gifts and hospitality or 
declarations/conflicts of interests).

• how financial and performance information has been used to assess 
performance to identify areas for improvement

• how the body evaluates the services it provides to assess 
performance and identify areas for improvement

• how the body ensures it delivers its role within significant 
partnerships, engages with stakeholders it has identified, monitors 
performance against expectations, and ensures action is taken 
where necessary to improve

• where the body commissions or procures services, how the body 
ensures that this is done in accordance with relevant legislation, 
professional standards and internal policies, and how the body 
assesses whether it is realising the expected benefits.
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Under the 2020 Code, we are required to structure our commentary on the Council’s ‘proper arrangements’ under three specified reporting criteria, which are expanded in the supporting guidance notes produced by the National 
Audit Office:

Financial sustainability: how the body plans and manages its 

resources to ensure it can continue to deliver its services

Governance: how the body ensures that it makes informed decisions 

and properly manages its risks, including

Improving VFM: how the body uses information about its costs and 

performance to improve the way it manages and delivers its services

5. Value for money conclusion
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5. Value for Money

Engagement and 
responsibilities summary

Your audit
engagement team

Audit scope,
approach and timeline

Significant risks and key 
judgement areas

Value for money
Fees for audit and

other services
Our commitment to 

independence
Materiality and 
misstatements

Appendices

Identified risks of significant weaknesses in arrangements

The NAO’s guidance requires us to carry out work at the planning stage to understand the Authority’s arrangements and to identify risks that significant weaknesses in arrangements may exist.  

Although we have not fully completed our planning and risk assessment work, the table below outlines the risks of significant weaknesses in arrangements that we have identified to date.  We will report any further identified risks 

to the Audit Committee on completion of our planning and risk identification work.  

Risk of significant weakness in arrangements
Financial

sustainability 
Governance Improving the 3Es Planned procedures

1 Greater Manchester Police - HMICFRS Report

The December 2020 HMICFRS inspection report in relation to the service provided to 

victims of crime by Greater Manchester Police identified weaknesses in relation to the 

reporting of crime in Greater Manchester with over one in five crimes failing to be 

recorded, and more than one in every four violent crimes.

This highlights weaknesses in the governance arrangements for providing effective 

oversight of Greater Manchester Police through the Mayor’s statutory responsibilities 

for Police and Crime, in particular due to the lack of accurate data in respect of 

recorded crime, and indicates risks of significant weaknesses in proper arrangements 

against the specified value for money reporting criteria areas of:

“Improving economy, efficiency and effectiveness” including:

• how performance information has been used to assess performance to identify 

areas for improvement; and

• how the body evaluates the services it provides to assess performance and 

identify areas for improvement;

“Governance” including:

• how the body ensures effective processes and systems are in place to 

communicate relevant, accurate and timely management information and ensures 

corrective action is taken where needed;

• how the body ensures it makes properly informed decisions, supported by 

appropriate evidence and allowing for challenge and transparency.

We will discuss with management the planned 

response to the report and progress against the 

planned improvements. We will obtain and review 

supporting documentation which details the response, 

actions taken and processes followed.

We will evaluate the governance arrangements which 

have been put in place in response to the HMICFRS 

report and obtain evidence to ensure the arrangements 

are adequate and appropriate. We will specifically 

evaluate arrangements against the adjacent sub 

criteria.
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Section 06:

Fees for audit and other services

24

P
age 52



6. Fees for audit and other services

Fees for work as the Authority’s appointed auditor

Details of the proposed 2019/20 and 2020/21 fees are set out below: 

Area of work 2020/21 Proposed Fee 2019/20 Actual Fee

Scale Audit Fee £70,000 £70,000

Fee Variations

Additional Testing on Defined Benefit Pensions Schemes and Property, 

Plant and Equipment
£10,0001 £10,000

Additional testing as a result of the implementation of new auditing 

standards: ISA 220 (Revised): Quality control of an audit of financial 

statements; ISA 540 (Revised): Auditing accounting estimates and 

related disclosures; and ISA570 (Revised) Going Concern; 

£2,0002 -

Other additional costs TBC3 £18,725

Sub-total £82,000 £98,725

Additional work arising from the change in the Code of Audit Practice TBC4 -

Total £82,0005 £98,725
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1 The scale fee has been adjusted to take into account the additional 

work required as a result of increased regulatory expectations in these 

areas.

2 For 2020/21, new auditing standards have been introduced which will 

lead to additional audit work not reflected in the scale fee. The 

implementation of IFRS 16 Leases is deferred to the financial year 

2021/22.

3 The additional audit cost in 2019/20 relates to the work of our auditor 

expert in assessing the waste asset valuations, additional testing and 

reporting of uncertainties in key estimates, the impact of legal cases on 

the Authority’s defined benefit pension liabilities and delays in singing 

our opinion due to errors requiring revision to the accounts. Further 

detail will be set out in our Annual Audit Letter which will be issued 

following completion of the Whole of Government Accounts work.

4 The new Code of Audit Practice and associated changes to the way 

in which we undertake and report our value for money work in 2020/21 

(as detailed in section 9) will require additional audit input. We expect 

the fee impact to be 15-20% of the statutory audit fee. The final fee will 

take into account the extent of the additional work actually required. 

We will continue to liaise with Management on any proposed changes 

to the fee. 

5 This is a proposed fee for 2020/21 at the point of the issue of our 

ASM. This figure is subject to change and additional costs will be 

discussed with management.
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6. Fees for audit and other services

Services provided to other entities within the Authority's group

Area of work 2020/21 Proposed Fee 2019/20 Actual Fee

Chief Constable of Greater Manchester Police 

audit
£46,498 £48,047

Transport for Greater Manchester audit £38,670 £41,702

Total £85,168 £89,749
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Section 07:

Our commitment to independence
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7. Our commitment to independence

We are committed to independence and are required by the Financial Reporting Council to confirm to you at 
least annually in writing that we comply with the FRC’s Ethical Standard. In addition, we communicate any 
matters or relationship which we believe may have a bearing on our independence or the objectivity of the 
audit team.

Based on the information provided by you and our own internal procedures to safeguard our independence as 
auditors, we confirm that in our professional judgement there are no relationships between us and any of our 
related or subsidiary entities, and you and your related entities creating any unacceptable threats to our 
independence within the regulatory or professional requirements governing us as your auditors.

We have policies and procedures in place which are designed to ensure that we carry out our work with 
integrity, objectivity and independence. These policies include:

• All partners and staff are required to complete an annual independence declaration;

• All new partners and staff are required to complete an independence confirmation and also complete 
computer based ethical training;

• Rotation policies covering audit engagement partners and other key members of the audit team; and

• Use by managers and partners of our client and engagement acceptance system which requires all non-
audit services to be approved in advance by the audit engagement partner.

We confirm, as at the date of this document, that the engagement team and others in the firm as appropriate, 
Mazars LLP are independent and comply with relevant ethical requirements. However, if at any time you have 
concerns or questions about our integrity, objectivity or independence please discuss these with Mark Dalton in 
the first instance.

Prior to the provision of any non-audit services Mark Dalton will undertake appropriate procedures to consider 
and fully assess the impact that providing the service may have on our auditor independence.

No threats to our independence have been identified.   

Any emerging independence threats and associated identified safeguards will be communicated in our Audit 
Completion Report.
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Section 08:

Materiality and other misstatements
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8. Materiality and misstatements

Summary of initial materiality thresholds

Materiality

Materiality is an expression of the relative significance or importance of a particular matter in the context of 
financial statements as a whole. 

Misstatements in financial statements are considered to be material if they, individually or in aggregate, could 
reasonably be expected to influence the economic decisions of users taken on the basis of the financial 
statements. 

Judgements on materiality are made in light of surrounding circumstances and are affected by the size and 
nature of a misstatement, or a combination of both. Judgements about materiality are based on consideration of 
the common financial information needs of users as a group and not on specific individual users.

The assessment of what is material is a matter of professional judgement and is affected by our perception of 
the financial information needs of the users of the financial statements. In making our assessment we assume 
that users:

• Have a reasonable knowledge of business, economic activities and accounts; 

• Have a willingness to study the information in the financial statements with reasonable diligence;

• Understand that financial statements are prepared, presented and audited to levels of materiality;

• Recognise the uncertainties inherent in the measurement of amounts based on the use of estimates, 
judgement and the consideration of future events; and

• Will make reasonable economic decisions on the basis of the information in the financial statements.

We consider materiality whilst planning and performing our audit based on quantitative and qualitative factors. 

Whilst planning, we make judgements about the size of misstatements which we consider to be material and which 
provides a basis for determining the nature, timing and extent of risk assessment procedures, identifying and 
assessing the risk of material misstatement and determining the nature, timing and extent of further audit procedures.

The materiality determined at the planning stage does not necessarily establish an amount below which 
uncorrected misstatements, either individually or in aggregate, will be considered as immaterial. 

We revise materiality for the financial statements as our audit progresses should we become aware of 
information that would have caused us to determine a different amount had we been aware of that information 
at the planning stage.

Our provisional materiality is set based on a benchmark of gross expenditure at the surplus/deficit on provision 
of services level. We will identify a figure for materiality but identify separate levels for procedures design to 
detect individual errors, and also a level above which all identified errors will be reported to the Audit 
Committee.

We consider that the gross expenditure at the surplus/deficit on provision of services remains the key focus of 
users of the financial statements and, as such, we base our materiality levels around this benchmark. 
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Threshold

GMCA initial 

threshold

£’000s

Group initial 

threshold  

£’000s

Overall materiality 30,000 35,000

Performance materiality 15,000 17,500

Specific materiality – Senior officer remuneration 

disclosures including any associated exit packages
5 5

Specific materiality – Related party transactions 50 50

Trivial threshold for errors to be reported to the Audit 

Committee
900 1,050

Engagement and 
responsibilities summary

Your audit
engagement team

Audit scope,
approach and timeline

Significant risks and key 
judgement areas

Value for money
Fees for audit and

other services
Our commitment to 

independence
Materiality and 
misstatements

Appendices

P
age 58



8. Materiality and misstatements

Materiality (continued)

We expect to set a materiality threshold at c. 1.8% of gross expenditure at the surplus/deficit on provision of 
services. Based on the prior year audited accounts we anticipate the overall materiality for the year ending 31 
March 2021 to be in the region of £30m (£27m in the prior year) for the single entity accounts and £35m 
(£31.5m in the prior year) for the group accounts.

After setting initial materiality, we continue to monitor materiality throughout the audit to ensure that it is set at 
an appropriate level.

Performance Materiality

Performance materiality is the amount or amounts set by the auditor at less than materiality for the financial 
statements as a whole to reduce, to an appropriately low level, the probability that the aggregate of uncorrected 
and undetected misstatements exceeds materiality for the financial statements as a whole. Due to the number 
of errors identified during the 2019/20 audit process we have applied 50% of overall materiality as performance 
materiality.

Misstatements

We accumulate misstatements identified during the audit that are other than clearly trivial.  We set a level of 
triviality for individual errors identified (a reporting threshold) for reporting to the Audit Committee that is 
consistent with the level of triviality that we consider would not need to be accumulated because we expect that 
the accumulation of such amounts would not have a material effect on the financial statements.  Based on our 
preliminary assessment of overall materiality, our proposed triviality threshold is £0.9m for the single entity 
accounts and £1.05m for the group accounts based on 3% of overall materiality.  If you have any queries about 
this, please do not hesitate to raise these with Mark Dalton.

Reporting to the Audit Committee

The following three types of audit differences will be presented to the Audit Committee:

• summary of adjusted audit differences;

• summary of unadjusted audit differences; and 

• summary of disclosure differences (adjusted and unadjusted).
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Appendix: Key communication points
A
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Appendix: Key communication points

We value communication with Those Charged With Governance as a two way feedback process at the heart of 
our client service commitment. ISA 260 (UK) ‘Communication with Those Charged with Governance’ and ISA 
265 (UK) ‘Communicating Deficiencies In Internal Control To Those Charged With Governance And 
Management’ specifically require us to communicate a number of points with you.

Relevant points that need to be communicated with you at each stage of the audit are outlined below.

Form, timing and content of our communications

We will present the following reports:

• Our Audit Strategy Memorandum;

• Our Audit Completion Report; and

• Auditor’s Annual Report

These documents will be discussed with management prior to being presented to yourselves and their 
comments will be incorporated as appropriate.

Key communication points at the planning stage as included in this Audit 
Strategy Memorandum

• Our responsibilities in relation to the audit of the financial statements;

• The planned scope and timing of the audit;

• Significant audit risks and areas of management judgement;

• Our commitment to independence;

• Responsibilities for preventing and detecting errors;

• Materiality and misstatements; and

• Fees for audit and other services.

Key communication points at the completion stage to be included in our 
Audit Completion Report

• Significant deficiencies in internal control;

• Significant findings from the audit;

• Significant matters discussed with management;

• Our conclusions on the significant audit risks and areas of 
management judgement;

• Summary of misstatements;

• Management representation letter;

• Our proposed draft audit report; and

• Independence.
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Appendix: Key communication points

ISA (UK) 260 ‘Communication with Those Charged with Governance’, ISA (UK) 265 ‘Communicating Deficiencies In Internal Control To Those Charged With Governance And Management’ and other ISAs (UK) specifically require 
us to communicate the following:

Required communication Where addressed

Our responsibilities in relation to the financial statement audit and those of management and those charged 

with governance.

Audit Strategy Memorandum

The planned scope and timing of the audit including any limitations, specifically including with respect to 

significant risks.

Audit Strategy Memorandum

With respect to misstatements:

• Uncorrected misstatements and their effect on our audit opinion;

• The effect of uncorrected misstatements related to prior periods;

• A request that any uncorrected misstatement is corrected; and

• In writing, corrected misstatements that are significant.

Audit Completion Report

With respect to fraud communications:

• Enquiries of the Audit Committee to determine whether they have a knowledge of any actual, suspected or 

alleged fraud affecting the entity;

• Any fraud that we have identified or information we have obtained that indicates that fraud may exist; and

• A discussion of any other matters related to fraud.

Audit Completion Report and discussion at Audit Committee, 

Audit Planning and Clearance meetings
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Appendix: Key communication points

Required communication Where addressed

Significant matters arising during the audit in connection with the entity’s related parties including, 

when applicable:

• Non-disclosure by management;

• Inappropriate authorisation and approval of transactions;

• Disagreement over disclosures;

• Non-compliance with laws and regulations; and

• Difficulty in identifying the party that ultimately controls the entity.

Audit Completion Report

Significant findings from the audit including:

• Our view about the significant qualitative aspects of accounting practices including accounting policies, 

accounting estimates and financial statement disclosures;

• Significant difficulties, if any, encountered during the audit;

• Significant matters, if any, arising from the audit that were discussed with management or were the subject 

of correspondence with management;

• Written representations that we are seeking;

• Expected modifications to the audit report; and

• Other matters, if any, significant to the oversight of the financial reporting process or otherwise identified in the 

course of the audit that we believe will be relevant to the Audit Committee in the context of fulfilling their 

responsibilities.

Audit Completion Report

Significant deficiencies in internal controls identified during the audit. Audit Completion Report

Where relevant, any issues identified with respect to authority to obtain external confirmations or inability to 

obtain relevant and reliable audit evidence from other procedures.

Audit Completion Report
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Appendix: Key communication points

Required communication Where addressed

Audit findings regarding non-compliance with laws and regulations where the non-compliance is material and 

believed to be intentional (subject to compliance with legislation on tipping off) and enquiry of the Audit 

Committee into possible instances of non-compliance with laws and regulations that may have a material effect 

on the financial statements and that the Audit Committee may be aware of.

Audit Completion Report and Audit Committee meetings

With respect to going concern, events or conditions identified that may cast significant doubt on the entity’s 

ability to continue as a going concern, including:

• Whether the events or conditions constitute a material uncertainty;

• Whether the use of the going concern assumption is appropriate in the preparation and presentation of the 

financial statements; and

• The adequacy of related disclosures in the financial statements.

Audit Completion Report

Reporting on the valuation methods applied to the various items in the consolidated financial statements 

including any impact of changes of such methods

Audit Completion Report 

Explanation of the scope of consolidation and the exclusion criteria applied by the entity to the non-consolidated 

entities, if any, and whether those criteria applied are in accordance with the relevant financial reporting 

framework.

Audit Strategy Memorandum and/or Audit Completion Report as appropriate

Where applicable, identification of any audit work performed by component auditors in relation to the audit of the 

consolidated financial statements other than by Mazars’ member firms

Audit Strategy Memorandum and/or Audit Completion Report as appropriate

Indication of whether all requested explanations and documents were provided by the entity Audit Completion Report 
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Mazars

Mazars is an internationally integrated partnership, specialising in audit, accountancy, advisory, tax 

and legal services*. Operating in over 90 countries and territories around the world, we draw on the 

expertise of 40,400 professionals – 24,400 in Mazars’ integrated partnership and 16,000 via the 

Mazars North America Alliance – to assist clients of all sizes at every stage in their development.

*where permitted under applicable country laws.

One St Peter’s Square
Manchester
M2 3DE

Mark Dalton, Director – Public Services
mark.dalton@mazars.co.uk
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