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Foreword 
Technical bulletins are prepared by Audit Scotland's Technical Services Unit (TSU), and 

approved by the Assistant Auditor General, to provide external auditors appointed by the 

Accounts Commission and Auditor General for Scotland with 

 information on the main public sector technical developments in the quarter that are 

relevant to their audit appointment 

 guidance from the TSU on any emerging risks identified in the quarter. 

Technical bulletins are available to external auditors from Audit Scotland's Technical reference 

library, and published on the Audit Scotland website so that audited bodies and other 

stakeholders can access them. 

It is important that auditors read this technical bulletin promptly so they are familiar with the 

information and guidance provided.  The auditor action checklist section at the end of each 

chapter should be completed by a senior member of the audit team.   

The articles on technical developments are intended to highlight the key points that the TSU 

considers external auditors require to be aware of.  It may still be necessary for auditors to 

read the source material where greater detail is required.  The documents referred to in the 

articles can be obtained by using the hyperlinks, where available.  They are also available to 

external auditors from Audit Scotland's Technical reference library. 

While auditors act independently, and are responsible for their own conclusions and opinions, 

the TSU has a role in ensuring that those conclusions and opinions are reached on the basis 

of informed judgement.  Consistency in similar circumstances is important and Audit 

Scotland's Code of audit practice therefore states that auditors should normally follow 

TSU guidance.  Auditors should advise the TSU promptly if they intend not to follow guidance 

provided in this technical bulletin on an emerging risk. 

The TSU encourages feedback on this technical bulletin.  Comments should be sent to 

pobrien@audit-scotland.gov.uk. 

More in-depth and extensive guidance is provided in separate technical guidance notes 

published by the TSU.  Technical guidance notes published in the quarter are referred to in 

this technical bulletin, and can be obtained by using the hyperlinks to the Audit Scotland 

website.  

 

 

 

 

 

Audit Scotland makes no representation as to the completeness or accuracy of the contents of technical 

bulletins or that legal or technical guidance is correct.  Points of law, in particular, can ultimately be decided 

only by the Courts.  Audit Scotland accepts no responsibility for any loss or damage caused as a result of 

any person relying upon anything contained in this technical bulletin. 

http://www.audit-scotland.gov.uk/our-work/technical-guidance#bulletins
mailto:pobrien@audit-scotland.gov.uk
http://www.audit-scotland.gov.uk/our-work/technical-guidance#notes
http://www.audit-scotland.gov.uk/work/technical_guidance.php#reports
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Headlines 
This chapter provides brief headlines for the articles on technical developments and 

guidance in this technical bulletin, classified by the audit year to which it relates, and 

referenced to the paragraphs containing the main article. 

Cross sector chapter 

 

Paragraphs  

2016/17 audit year 

Technical developments 

The PAF has issued an exposure draft of proposed changes to the 

practice note on auditing financial statements of public sector bodies. 
1-5 

 

Local authority chapter 

 

Paragraphs 

2016/17 audit year 

Technical developments 

CIPFA has issued a revised code of practice on the highways network 

asset, guidance notes, and accounting guidance. 
22-38 

The Scottish Government has issued statutory guidance on loans fund 

accounting. 
31-53 

CIPFA has issued revised guidance on accounting for local 

government pension scheme management expenses.   
54-70 

The DWP has issued various circulars on housing benefit. 71-78 

2017/18 audit year 

Technical developments 

CIPFA/LASAAC has issued an exposure draft of proposed changes to 

the accounting code for 2017/18. 
7-21 

 

Central government chapter 

 

Paragraphs 

There are no items in this technical bulletin specific to central government bodies 
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Health chapter 

 

Paragraphs 

There are no items in this technical bulletin specific to health boards 

 

Further education chapter 

 

Paragraphs 

2015/16 audit year 

Technical developments 

The SFC has issued the 2015/16 accounts direction. 80-86 

The SFC has issued guidance to support the 2015/16 accounts 

direction. 
87-88 

The SFC has issued guidance on the early retirement provision. 89-90 

The TSU has issued a technical guidance note on performing the 

audit of the 2015/16 annual report and accounts. 
91-93 

The TSU has issued a technical guidance note on 2015/16 model 

independent auditor's reports. 
94-97 

Audit Scotland has issued a report on the further education sector. 

 

98-100 

 

Fraud and irregularity chapter 

 

Paragraphs 

The TSU has provided a summary of reported fraud cases. 103-110 
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Cross-sectoral chapter 
Introduction 

This chapter contains technical developments and guidance from the TSU on emerging 

risks in the quarter that are relevant to all sectors. 

It should be read by all external auditors.  Information on developments and guidance from 

the TSU in the quarter that are relevant to only one sector are covered in the relevant 

sector-specific chapter. 

Auditing developments 

Proposed revisions to PN 10 

1. The Public Audit Forum (PAF) has issued an exposure draft of proposed changes to the 

practice note on auditing financial statements of public sector bodies in the UK (PN 10). 

2. PN 10 sets out how public sector auditors apply auditing standards to their work on financial 

statements.  The aim of the PN is to support consistency in the application of auditing 

standards while also recognising the specific legislative and regulatory frameworks that apply 

to the audits of public sector bodies.   

3. The exposure draft for the revised PN10 has two main parts 

 Part 1 on the application of auditing standards 

 Part 2 on the audit of regularity. 

4. The annex to the invitation to comment includes a list of the revisions to PN 10 together with 

the rationale for the specific changes that are being proposed.  In summary, the revised PN 10 

has been amended to 

 make it more principles-based and applicable to all public sector auditors 

 reflect recent changes to auditing standards 

 reflect current practice across the UK in relation to auditors’ work on regularity and the 

relevant legislative requirements that apply to this work 

 replace references to the Audit Commission with the new local audit arrangements that 

apply in England. 

5. Comments should be sent to PracticeNote10@public-audit-forum.org.uk by 23 September 

2016.   

TSU contact for cross-sector chapter  

6. The contact in the TSU for this chapter is Paul O'Brien, Senior Manager (Technical) - 0131 

625 1795 or pobrien@audit-scotland.gov.uk.   

http://www.public-audit-forum.org.uk/
http://www.public-audit-forum.org.uk/publications/
mailto:PracticeNote10@public-audit-forum.org.uk
mailto:pobrien@audit-scotland.gov.uk
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Local authority sector 
Introduction 

This chapter contains information on the main technical developments, and guidance from 

the TSU on any emerging risks, in the quarter that are relevant to the local authority sector. 

It should be read by external auditors with appointments in the local authority sector.  

Auditors should also read the cross-sectoral chapter. 

Accounting developments 

General accounting 

Draft 2017/18 accounting code 

7. The CIPFA/LASAAC Local Authority Code Board has issued an exposure draft of proposed 

changes to the Code of practice on local authority accounting in the UK 2017/18 (the draft 

accounting code) which sets out local authority accounting requirements from 2017/18. It 

comprises an invitation to comment as well as extracts from the draft code with the proposed 

amendments set out. 

8. There are few proposed changes applicable from 2017/18.  However, the exposure draft 

proposes two new appendices (F and G) which contain the provisions for two new standards, 

i.e. IFRS 9 Financial instruments and IFRS 15 Revenue from contracts with customers. These 

standards will not apply until 2018/19 but they have been included in the 2017/18 code as 

they are likely to require substantial preparation. 

9. Responses should be submitted to code.responses@cipfa.org by 7 October 2016. 

Changes applicable from 2017/18 

10. The main proposed changes applicable to Scottish local authorities that will apply from 

2017/18 include the following 

 Chapter one of the code has been restructured to separate the statutory requirements 

that apply in Scotland, England, Northern Ireland, and Wales. 

 Paragraph 3.4.2.87 has been amended to encourage authorities to only include 

significant accounting policies in their financial statements.  A local authority should 

consider whether disclosure would assist users in understanding how transactions, other 

events and conditions are reflected.  It should also ensure that the accounting policies 

reflect those normally expected by the users of local authority financial statements.  The 

listing of accounting policies has been moved from the main body of section 3.4 to an 

annex to provide examples of the accounting policies most likely to be significant.  

http://www.cipfa.org/policy-and-guidance/technical-panels-and-boards/cipfa-lasaac-local-authority-code-board
http://www.cipfa.org/policy-and-guidance/consultations/201718-code-of-practice-on-local-authority-accounting-in-the-united-kingdom-invitation-to-comment
mailto:code.responses@cipfa.org
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 There is a proposed change at paragraph 3.4.4.1 to reflect an amendment to IAS 7 

Statement of cash flows (Disclosure initiative) which requires disclosures that enable 

users of financial statements to evaluate changes in liabilities arising from financing 

activities.  

 There is a proposal to change the disclosure for pension fund transaction costs in 

paragraph 6.5.5.2 from a recommendation to a requirement.  

IFRS 9 Financial instruments 

11. IFRS 9 applies a single classification and measurement approach to all types of financial 

asset.  The existing classifications of held-to-maturity, loans and receivables and available-for-

sale financial assets have been removed and replaced with the following 

 Financial assets measured at amortised cost applies where a financial asset meets the 

criterion that its contractual cash flows are solely payments of principal and interest 

(known as SPPI) and it is held to collect contractual cash flows. 

 Financial assets measured at fair value through other comprehensive income applies to 

financial assets that meet the criterion of SPPI and are held not only to collect cash flows 

but also to be sold. 

 Financial assets measured at fair value through profit or loss applies to all other financial 

assets. 

12. IFRS 9 permits designations to a fair value through profit or loss classification in certain 

circumstances.  There is therefore a proposal to remove the adaptation in the code that 

prohibits such designations.  There are no proposed interpretations or adaptations to the 

general provisions of IFRS 9 for classification and measurement to reflect local government 

circumstances.   

13. The new impairment requirements under IFRS 9 are intended to provide more useful 

information about an entity’s expected credit losses on financial instruments. IFRS 9 replaces 

the incurred loss model under IAS 39 with the expected loss model. The guiding principle for 

the model is that it requires an authority to recognise expected credit losses at all times and to 

update the amount of expected credit losses recognised at each reporting date to reflect 

changes in the credit risk of financial instruments.  The amount of expected credit losses 

recognised as a loss allowance or provision depends on the extent of credit deterioration 

since initial recognition.  

14. IFRS 9 includes substantial new reporting requirements to disclose 

 the new classifications and resultant accounting treatments introduced by IFRS 9 

 the decisions that entities make under the standard 

 the impact of expected credit losses under the new impairment model in IFRS 9. 

15. It is proposed that the option allowed by IFRS 9 to not restate comparatives information is 

adopted.  However, restated information for 2017/18 will still need to be estimated for inclusion 

in the adjustments to reserves for the opening balance as at 1 April 2018.  There are other 
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proposed detailed transitional requirements and practical expedients including exceptions on 

transition for undue cost or effort. 

IFRS 15 Revenue from contracts with customers 

16. IFRS 15 applies to all contracts with customers except those within the scope of other 

standards.  The core principle in IFRS 15 is that entities should recognise revenue to depict 

the transfer of promised goods or services to the customer in an amount that reflects the 

consideration to which the entity expects to be entitled in exchange for those goods or 

services. 

17. In order for a contract to be within the scope of IFRS 15, the criteria set out in paragraph 

2.7.2.13 of the draft code requires to be met. The criteria includes 

 the contract has commercial substance and has been approved by the parties who are 

committed to perform their respective obligations 

 the authority can identify each party’s rights and the payment terms 

 it is probable that the authority will collect the consideration to which it will be entitled. 

18. To recognise revenue, IFRS 15 sets out the following five steps 

 Step 1 – identify the contract with the customer.  It is proposed that references in the 

code should be to ‘service recipients’ rather than ‘customers’.  A service recipient is a 

party that has contracted with an authority to obtain goods or services in exchange for 

consideration.   

 Step 2 – identify the performance obligations in the contract.  Performance obligations 

are promises to transfer to a service recipient goods or services that are distinct. 

 Step 3 – determine the transaction price.  The transaction price is the amount of 

consideration to which an authority expects to be entitled in exchange for transferring 

promised goods or services to a service recipient, excluding amounts collected on behalf 

of third parties. 

 Step 4 – allocate the transaction price to performance obligations.  The best evidence of 

the transaction price (a standalone selling price) is an observable price from standalone 

sales of that good or service separately in similar circumstances and to similar 

customers. If a standalone selling price is not observable, the authority is required to 

estimate it. 

 Step 5 – recognise revenue when a performance obligation is satisfied.  An authority is 

required to recognise revenue when (or as) it satisfies a performance obligation by 

transferring a promised good or service (an asset) to a service recipient. A good or 

service is generally considered to be transferred when the service recipient obtains 

control.  Control of an asset refers to the ability to direct the use of and obtain 

substantially all of the remaining benefits from the asset.  This is different from the current 

approach which focuses on a transfer of risk and rewards.  

19. There are no proposed adaptations or interpretations for the five step process for the local 

government context. 
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20. The disclosures under IFRS 15 are substantially more detailed than under IAS 18.  It requires 

disclosures to help users understand the nature, amount, timing and uncertainty of revenue 

and cash flows arising from contracts with customers. 

21. It is proposed that IFRS 15 should be applied retrospectively with adjustments made to the 

appropriate opening balances of the current period on transition.  Contracts that were 

determined to be complete using previous revenue guidance would not need to be restated. It 

is still necessary to determine the transition adjustments in the opening balances in 

reserves/other components of equity, as appropriate. 

Highways network asset 

Revised code of practice  

22. The Chartered Institute of Public Finance and Accountancy (CIPFA) has issued a revised 

Code of practice on the highways network asset to support an asset management-based 

approach to the provision of financial information about the local authority highways network 

asset (HNA) from 2016/17.  This third edition of the HNA code, previously titled the Code of 

practice on transport infrastructure assets, has been updated to reflect changes to the 

2016/17 accounting code.   

23. The format of the HNA code has been revised so that 

 the paragraphs in bold purple font provide the principles to be applied in order to meet the 

financial reporting requirements of the accounting code 

 the grey shaded paragraphs represent key asset management principles  

 explanatory statements in standard type assist with interpreting the HNA code. 

24. The HNA is a network and grouping of interconnected inalienable components, expenditure 

on which is only recoverable by continued use of the asset created, i.e. there is no prospect of 

sale or alternative use. The interconnected network is made up of carriageways, footways and 

cycletracks and the structures, street lighting and other components that are directly 

associated with them. 

25. An authority’s network needs to cover all the roads, and the components associated with 

them, that are included in the register kept in accordance with Section 1 of the Roads 

(Scotland) Act 1984.  In Scotland, the term ‘highway’ should be interpreted as ‘public road’ as 

defined by the 1984 Act. 

26. The HNA code uses depreciated replacement cost (DRC) to value the HNA.  DRC is a method 

of valuation defined in the accounting code as the current cost of replacing an asset with its 

modern equivalent asset (MEA), less deductions for all physical deterioration and all relevant 

forms of obsolescence and optimisation. To estimate DRC, gross replacement cost (GRC) is 

based on the cost of constructing an MEA. The difference between the GRC and DRC is the 

value of the asset that has been consumed by the authority during its useful life.  As it is not 

possible to estimate or quantify technical obsolescence in the GRC/MEA measurements, only 

physical obsolescence is taken into account. 

http://www.cipfa.org/about-cipfa
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27. The calculations for GRC are based on a combination of centrally provided rates with 

adjustment factors and locally derived rates, dependent on component type. For example, for 

carriageways, inventory data for the area of carriageway is multiplied by the rate and a 

regional adjustment to give the cost of calculating an MEA. Where rates are provided centrally 

they are indexed each year with a benchmark valuation every five years. 

28. The GRC is not further split over some of the HNA components which are finite or indefinite 

(i.e. to identify depreciable components) and therefore it is not possible to calculate the 

amount consumed for each component. The HNA code therefore provides a methodology to 

estimate accumulated depreciation using the depreciable components. For example, for 

carriageways, an estimate is made of the value consumed of the depreciable surface layers of 

a carriageway with the underlying layers having an indefinite life. 

29. For certain components of the HNA, in order to estimate the accumulated depreciation, it is 

necessary to establish the age of the component compared to its life, the size of the network 

and the current cost of renewal. Where age information is sparse, the HNA code permits the 

use of condition data to estimate the age of the asset, which enables an estimate to be made 

of the accumulated depreciation percentage to date. The methodology for carriageways has 

established a deterioration curve which plots the deterioration of surface layers over time 

using historical data gathered for asset management purposes.  This deterioration curve is 

used to estimate age using condition which is then translated into an accumulated 

depreciation line. 

30. The accumulated depreciation percentage is then multiplied by the network area and renewal 

rate in order to estimate the amount the asset has deteriorated and thus the amount that has 

been consumed, by using the costs of replacement as an estimation for the value of the 

accumulated depreciation. 

31. The resulting accumulated depreciation is the total estimated for the finite life components. 

This, along with impairment, is then deducted from the GRC total to provide the DRC for 

carriageways. 

32. This methodology of using the current replacement cost for the depreciable components in 

order to estimate the amount of an asset’s value that has been consumed is also used for 

structures and footways. 

33. Where an authority is using its own rates for calculating accumulated and annual depreciation, 

the rates must be updated annually using actual rates where available. If up-to-date rates are 

not available between revaluations, rates shall be indexed using an appropriate index. 

34. Table 4.1 in the HNA code defines the components of the HNA in the accounting code.  The 

overall classification has three levels defined as 

 Level 1: component type – broad categories based on the general function of the 

components. They divide the HNA into categories of components and provide an 

appropriate basis for high-level management information. 
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 Level 2: component groups – used to distinguish between component types that have a 

similar function and form. 

 Level 3: elements – distinguishes between components that, at least when systems 

become well developed, may require individual depreciation and impairment models, 

such as different service lives and/or rates of deterioration. 

Revised guidance notes 

35. CIPFA has also issued revised guidance notes to support the implementation of the HNA 

code.  The guidance notes aim to  

 provide finance teams with an understanding of the valuation approaches required to be 

undertaken by engineers and the systems and processes involved  

 explain to engineers details of the information required by accountants to ensure that the 

accounting code requirements are met. 

36. The guidance notes have been updated to reflect the changes to the 2016/17 accounting 

code.   

New accounting guidance 

37. CIPFA has issued accounting guidance which exemplifies the specifications of the 2016/17 

accounting code and the HNA code where they relate specifically to the accounting 

requirements.  It is intended to supplement the accounting code by providing practical 

assistance to enable authorities to comply with those accounting requirements. 

38. Figure 2.1 on page 6 of the guidance provides an overview of the measurement process for 

the HNA while further discussion and guidance is provided throughout the publication. 

Financial instruments 

New statutory guidance on loans fund accounting 

39. The Scottish Government has issued Finance circular 7/2016 The Local Authority (Capital 

Financing and Accounting)(Scotland) Regulations 2016 - loans fund accounting to provide 

statutory guidance on proper accounting practices in respect of the loans fund.   

40. The guidance is in respect of The Local Authority (Capital Finance and Accounting) (Scotland) 

Regulations 2016 which came into force on 1 April 2016 and replaced the statutory provisions 

for local authority borrowing, lending and loans funds as set out in Schedule 3 of the Local 

Authority (Scotland) Act 1975.  The regulations contain the following provisions in respect of 

the loan fund 

 Regulation 12 places a duty on a local authority to maintain a loans fund, which is to be 

administered in accordance with the proper accounting practices and prudent financial 

management.   

http://www.gov.scot/About
http://www.gov.scot/Topics/Government/local-government/17999/11203/StatutoryGuidanceLoansFundAccounting
http://www.gov.scot/Topics/Government/local-government/17999/11203/StatutoryGuidanceLoansFundAccounting
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 Regulation 13 requires a local authority to make loans fund advances each year for 

expenditure of, or lending to third parties by, the local authority which it has determined 

should be met from borrowing. 

 Regulation 14 requires a local authority to determine for each loans fund advance the 

period over which it will be repaid and the amount of each repayment. Both the period 

and the annual amounts must be considered by the authority to be prudent.  

41. The change in the legislative basis from prescriptive under the 1975 Act to prudent represents 

a change in accounting policy. Local authorities should reflect this change in their accounting 

policies disclosure in the annual accounts. As the legislation is prospective from 1 April 2016, 

the change in accounting policy is also to be applied prospectively from that date. 

42. From 1 April 2016, the statutory purpose of the loans fund is to 

 recognise, by making advances from the loans fund, the expenditure incurred, or loans 

made, by the authority which it has determined are to be financed from borrowing 

 record the opening balance, new advances, repayments, and closing balance  

 record the annual repayment to be made to revenue for each loans fund advance. This 

will provide an authority with a profile of annual charges representing the amount of 

statutory repayment of debt to be charged to the general fund/housing revenue account 

(HRA) in any financial year. 

43. Regulation 2 of the 2016 regulations sets out the purposes for which a local authority may 

borrow.  Only expenditure on these purposes (excluding treasury management) may be the 

subject of a loans fund advance 

 Capital expenditure of a local authority met from borrowing should be accounted for in 

accordance with the accounting code. 

 Capital grants to third parties and expenditure on third party tangible assets should be 

accounted for in accordance with the accounting code as revenue expenditure.  For 

statutory capital framework purposes, the expenditure is to be treated as capital 

expenditure. A statutory adjustment is required which involves a debit to the capital 

adjustment account and the general fund (or HRA) credited. 

 Lending to third parties should be accounted for in accordance with the accounting code 

and recognised as a debtor.  For statutory capital framework purposes, the loans are to 

be treated as a capital transaction. 

44. Depreciation, revaluation and impairment movements charged to the surplus or deficit on the 

provision of services are not proper charges to the general fund.  These amounts require to be 

transferred to the capital adjustment account.  A local authority is required to debit the general 

fund and credit the capital adjustment account with the value of loans fund repayments.  

45. Paragraphs 61 to 68 of the statutory guidance sets out reporting requirements that should be 

included in the annual strategy and annual report on capital investment, borrowing and the 

investment of money.  This includes disclosing the policy for the repayment of loans fund 

advances, as well as information on the advances and repayments for the year, and an 
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analysis of the liability to make future repayments of loans fund advances.  The management 

commentary in the annual accounts is required to direct the reader to this information in the 

annual strategy and annual report. 

46. Paragraph 31 of the statutory guidance identifies that the broad aim of prudent repayment is 

to ensure that the repayments of a loans fund advance, in relation to repayment period and 

each year’s repayment amount, are reasonably commensurate with the period and pattern of 

the benefits provided to the community from capital expenditure. 

47. Paragraphs 63 to 96 of the statutory guidance identify four options that are considered 

prudent, though it is for each authority to decide what option to follow. A local authority need 

not select a single option but may select different options for different capital schemes or 

projects, though it should be consistent in applying options. 

Option 1 – statutory method 

48. Under the statutory method, all loans fund advances made prior to 1 April 2016 should 

continue to be repaid as if paragraph 15 of Schedule 3 of the 1975 Act had not been repealed. 

49. The statutory method may continue to be used for a transition period of 5 years commencing 

on 1 April 2016.  After calculation of the annuity, the principal amount of the annuity 

calculation is to be treated as fixed and should not to be changed in future years to reflect 

changes in actual interest costs. 

Option 2 – depreciation method 

50. Under the depreciation method, the annual loans fund repayment is equal to 

 depreciation for the asset as charged to the surplus or deficit on the provision of services; 

less 

 the difference between depreciation based on the revalued carrying amount of the asset 

and depreciation based on the asset’s original cost; plus 

 any impairment or decrease in the carrying amount required to be recognised in the 

surplus or deficit on the provision of services; less 

 any reversal of a revaluation decrease or impairment previously recognised in the surplus 

or deficit on the provision of services. 

Option 3 – asset life method 

51. The asset life method differs from the depreciation method as the residual value of an asset is 

not taken into consideration. Repayments continue to be based on the initial life and value of 

an asset and do not change if the asset life is subsequently varied or is subject to impairment. 

52. The annual repayments are calculated as either equal instalments or by the annuity method.  

The annuity method links the repayment of the borrowing to the flow of benefits from an asset 

where the benefits are expected to increase in later years. A local authority is required to use 

an appropriate interest rate to calculate the annual repayment of the loans fund advance. 

Once calculated it is only the principal element of the calculation that represents the annual 
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repayment of the loans fund advance. Interest is to be disregarded after calculation, the 

principal element being fixed at the time of the calculation. 

Option 4 – funding/income profile method 

53. Under option 4, the annual repayments of a loans fund advance are profiled to reflect a 

funding or other income stream that can reasonably be associated with the asset/loan to a 

third party. The repayment of the loans fund advance will therefore have a unique profile. 

Pension funds 

Revised guidance on accounting for management expenses 

54. CIPFA has issued a revised version of Accounting for local government pension scheme 

management expenses.  This revised guidance sets out a framework for the consistent 

reporting of data on local government pension scheme (LGPS) management expenses.  It 

updates the guidance issued in 2014 in light of practitioners’ experiences and to provide 

additional practical guidance on some of the more complex areas. 

55. Administering authorities are required to account for the LGPS in accordance with the 

accounting code.  The accounting code recommends that authorities have due regard to this 

guidance when preparing pension fund financial statements.  This edition of the guidance 

applies from 2016/17, though the recommendations may be implemented earlier. 

56. The guidance recommends that the total of management expenses reported on the face of the 

fund account should include the following three categories of expenditure supported by 

analysis in the notes  

 Administration expenses. 

 Oversight and governance costs. 

 Investment management costs. 

57. While many management expenses will be readily and directly attributable to LGPS 

administrative activity, some will be derived from internal recharges. It is important therefore 

that the recharge methodology is robust and fit for purpose. 

58. Pension administration expenses consist of  

 expenses related to members and pensioners, including all activities the pension scheme 

must perform to administer entitlements and provide members with scheme and benefit 

entitlement information 

 expenses related to interaction with scheme employers, e.g. data collection and 

verification, contributions collection and reconciliation 

 associated project expenses. 

59. Administration expenses does not include any costs incurred by the administering authority in 

its role as an employer in the fund, nor does it include any costs associated with the 

administration of any other scheme with which the administering authority is associated. 
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60. Oversight and governance expenses are listed at paragraph 35 of the guidance and include 

 the selection, appointment, performance management and monitoring of external fund 

managers 

 investment advisory services 

 the operation and support of the pensions committee 

 internal or external reporting 

 legal services in connection with investment management. 

61. Investment management expenses are defined at paragraph 36 as any expenses incurred in 

relation to the management of pension fund assets and financial instruments entered into in 

relation to the management of fund assets. This includes expenses that are directly invoiced 

by investment fund managers and any fees that are payable to fund managers which are 

deducted from fund assets. 

62. As a change from the 2014 edition, the guidance recommends that investment management 

expenses should be further analysed over the following 

 Transaction costs which are all costs associated with the acquisition, issue or disposal of 

fund assets and associated financial instruments.  They are usually a flat rate fee 

charged quarterly or half-yearly. They includes transaction costs on financial instruments 

as they are not capitalised under the accounting code (in contrast with the pension 

SORP) and should instead be reported gross in the fund account.  However, they do not 

include transaction costs on investment property which the accounting code does require 

to be capitalised. 

 Management fees which are calculated and charged periodically depending on contract 

terms and usually linked to fund value.  

 Performance fees which become payable to a manager when a minimum level of 

performance is achieved.  

 Custody fees are fees charged by a custodian. 

63. The guidance covers some specific areas such as those in the following paragraphs. 

64. It is common practice in pooled funds for fund management fees to be deducted from the pool 

at source, effectively through the redemption of units in the fund. The value of the pooled fund 

is then reported at the end of the reporting period net of the units redeemed.  Paragraph 49 of 

the guidance advises that the value of the fees can usually be measured by applying the year 

end unit offer price to the units redeemed or by contacting the fund manager directly. 

65. Certain types of investment (such as private equity and hedge funds) are commonly accessed 

through a fund of funds structure. Costs incurred at each tier in the investment structure 

should be reported.  The 2014 edition of the guidance required costs to be reported up to the 

authority where the investments are actually made.  The guidance in this revised edition has 

been amended to clarify that costs should be reported up to the level where the pension fund 

has 
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 contractual liability to pay; and 

 control. 

66. Authorities should avoid double-counting expenditure in relation to costs associated with sub-

funds when fees charged directly by fund of fund managers already recharge a proportion of 

these costs. 

67. Any significant judgements or estimates in adopting the appropriate accounting treatment 

should be disclosed in the statement of accounting policies, along with additional narrative 

disclosure. 

68. It is common practice for fund managers to net off costs and fees against income, and 

therefore likely that not all fees are routinely reported back to the pension fund.  Pension funds 

should request that the manager provides the necessary information.  If it is not provided, 

reasonable estimation techniques should be used, with any limitations disclosed in the notes. 

69. Management fees and profit shares paid to venture capitalists should be accounted for in the 

same way as other fees but require the use of more sophisticated estimation techniques and 

perhaps independent experts to arrive at year end valuations which cannot generally be 

calculated with certainty until the fund has been wound up. 

70. Auditors should refer to this guidance when auditing management expenses in the 2016/17 

pension fund financial statements and assess whether the authority has paid it due regard. 

Other developments 

Housing benefit 

Guidance on 2015/16 subsidy claims  

71. Module 4 of the 2015/16 HB COUNT has been issued. This is the analytical review tool 

component of the HB COUNT approach to the certification of 2015/16 housing benefit subsidy 

claims. 

72. It provides a number of useful worksheets including the following two which require to be 

completed 

 The year-to-year worksheet where 2014/15 claim data is entered manually for 

comparison against 2015/16 data.  

 The key ratios worksheet that allows comparison with other authorities.  

Data matching 

73. The Department for Work and Pensions (DWP) has issued HB circular A5/2016: Optional real 

time information bulk data matching initiative advising that the DWP will start providing 

optional data matches between HM Revenue & Customs’ Real time information (RTI) system 

and council housing benefit systems from June 2016. 

74. Existing subsidy arrangements will continue to apply. 

https://www.gov.uk/government/organisations/department-for-work-pensions
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/528910/a5-2016.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/528910/a5-2016.pdf
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Changes to temporary absence rules 

75. The DWP has issued HB Circular A7/2016: The Housing Benefit and State Pension Credit 

(Temporary Absence) (Amendment) Regulations 2016 to provide information about 

amendments to regulations which change the temporary absence rules.  

76. The regulations introduce a distinction between temporary absences from the main home 

within Great Britain (GB) and outside GB for both working age and state pension credit age 

claims.  

77. The allowable period of temporary absence outside of GB has been reduced from 13 weeks to 

4 weeks, subject to some exceptions set out at paragraphs 11 to 17 of the circular.  

Miscellaneous funding circulars 

78. The DWP has issued the following circulars on funding allocations 

 HB Circular S8/2016:New Burdens payment for the implementation of the 2016 benefit 

cap changes advises of funding allocated to local authorities to help meet costs incurred 

in implementing the 2016 benefit cap changes. 

 HB Circular S9/2016 New burdens payment 2016/17: removal of temporary 

accommodation management fee in housing benefit subsidy advises of funding allocated 

to local authorities affected by the Universal credit full service during 2016/17. 

TSU contacts for local authority chapter 

79. The contacts in the TSU for this chapter are 

 Paul O'Brien, Senior Manager (Technical) - 0131 625 1795 or pobrien@audit-

scotland.gov.uk.   

 Anne Cairns, Manager – Benefits (Technical) - 0131 625 1926 or acairns@audit-

scotland.gov.uk (for housing benefit).  
 
  

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/540417/a7-2016.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/540417/a7-2016.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/536303/s8-2016.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/536303/s8-2016.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/546248/s9-2016.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/546248/s9-2016.pdf
mailto:pobrien@audit-scotland.gov.uk
mailto:pobrien@audit-scotland.gov.uk
mailto:acairns@audit-scotland.gov.uk
mailto:acairns@audit-scotland.gov.uk
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Further education chapter 
Introduction 

This chapter contains technical developments and guidance from the TSU on emerging 

risks that are relevant to the further education sector. 

It should be read by external auditors with appointments in the further education sector. 

Auditors should also read the central government sector and cross-sectoral chapter. 

Accounting developments 

General accounting 

2015/16 accounts direction 

80. The Scottish Funding Council (SFC) has issued their accounts direction for colleges for 

2015/16.  The direction requires colleges to comply with the 2015 Statement of recommended 

practice: Accounting for further and higher education (the 2015 SORP) in preparing their 

financial statements, and to follow the additional disclosures required by the 2015/16 

Government financial reporting manual (the FReM). 

81. Specific mandatory disclosure requirements for colleges are set out in Appendix 2 to the 

direction.  The most significant change is that colleges are required to include a performance 

report and accountability report in their annual report and accounts in accordance with the 

FReM. 

82. The requirement for a performance report replaces the previous requirement for an operating 

and financial review, and the SFC has confirmed that it supersedes the 2015 SORP's 

requirement for a strategic report.  In addition to the content required by the FReM, the 

direction requires the following additional specific disclosures  

 An explanation of any deficit resulting from using cash-funding provided for depreciation 

on other purposes.  An illustrative form of wording is provided at Appendix 5. 

 Confirmation of compliance with the Scottish Government sustainability reporting 

requirements should be included. 

 A statement describing the payment practice code or policy adopted regarding the 

payment of suppliers and the performance achieved, together with disclosure of any 

interest paid under the Late Payment of Commercial Debts (Interest) Act 1998, or a 

statement that there were no matters to disclose. 

 Details of the college's financial position for the financial year including a statement of the 

outturn against resource and capital budgets with explanation of any variances. 

83. The accounts direction requires the performance report to be signed by the College Principal. 

http://www.sfc.ac.uk/
http://www.sfc.ac.uk/web/FILES/Guidance_Governance/Accounts_direction_2015-16.pdf
http://www.bufdg.ac.uk/sorp
http://www.bufdg.ac.uk/sorp
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/488328/2015-16_FReM__December_2015_.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/488328/2015-16_FReM__December_2015_.pdf
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84. In line with changes to the 2015/16 FReM, the remuneration report is part of the accountability 

report and has been renamed the remuneration and staff report. It has been expanded to 

include disclosures on, for example, sickness absence data and exit packages.  An example 

report is provided at Appendix 4.  

85. In preparing their governance statement, which is also within the accountability report, 

colleges are required to give due regard to the guidance contained in Appendix 3 and the 

specific requirements of the Scottish public finance manual. 

86. Auditors should confirm that colleges have complied with the accounts direction.    

Guidance on 2015/16 financial statements  

87. The SFC has issued Detailed notes for guidance on completion of the 2015/16 financial 

statements which are designed to supplement the accounts direction for 2015/16.  The 

guidance covers key disclosures in the financial statements, including model disclosure notes 

set out at Annexes A to E.   

88. The guidance notes remain largely unchanged from 2014/15, although some of the guidance 

provided on account areas in 2014/15 has been removed (e.g. tangible fixed assets). They 

have also been updated to reflect that 

 the comparative figures will be for the 16 months to 31 July 2015 

 colleges should disclose in the notes the unitary charge for non-profit distributing projects 

split between the running cost and loan repayment elements. 

Provisions and contingencies 

Guidance for early retirement provision 

89. The SFC has issued Guidance for early retirement provision spreadsheet completion to advise 

that the suggested net interest rate for early retirement pension calculations in 2015/16 has 

been changed to 0.50%. 

90. Auditors should confirm their colleges have used an appropriate discount rate when 

calculating their early retirement provision, and have paid due regard to the rate suggested by 

the SFC. 

Auditing developments 

Technical guidance notes 

Audit of 2015/16 annual report and accounts 

91. The TSU has published Audit of 2015/16 annual report and accounts (further education) - 

technical guidance note 2016/8(FE) to provide auditors with guidance on performing the audit 

of the 2015/16 further education annual report and accounts.  

92. The technical guidance note comprises a number of modules that  

http://www.gov.scot/Topics/Government/Finance/spfm/govstate
http://www.sfc.ac.uk/web/FILES/Guidance_Governance/Accounts_direction_2015-16_guidance_notes.pdf
http://www.sfc.ac.uk/web/FILES/Guidance_Governance/Accounts_direction_2015-16_guidance_notes.pdf
http://www.sfc.ac.uk/web/FILES/Guidance_Governance/Early_retirement_provision_guidance_July_2016.pdf
http://www.audit-scotland.gov.uk/uploads/docs/um/tgn_2016-8_further_education.pdf
http://www.audit-scotland.gov.uk/uploads/docs/um/tgn_2016-8_further_education.pdf
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 highlight the main risks of misstatement in each financial statement area, and sets out 

actions for auditors to undertake to assess whether colleges have followed the required 

treatment 

 provides guidance on auditors' responsibilities in respect of auditing the regularity of 

transactions, the performance report, the remuneration and staff report, and the 

governance statement. 

93. Auditors should use the technical guidance note when performing the audit of the 2015/16 

further education annual report and accounts. 

2015/16 model independent auditor's reports 

94. The TSU has issued 2015/16 Independent auditor's report (further education) - technical 

guidance note 2016/9(FE) to provide auditors with the model independent auditor's reports 

which should be used for the 2015/16 annual accounts.  The technical guidance note also 

provides application guidance on their use. 

95. In the interests of consistency, auditors are required to use the model wording in the 

appendices to the technical guidance note as a condition of their audit appointment.  The only 

exception is any amendments required to tailor the terminology to reflect local circumstances.  

It should be noted that the requirement to follow the model wording in the appendices applies 

to the 'Bannerman' paragraph.   

96. Any proposed modifications to any audit opinion or conclusion in the model reports, or the 

inclusion of 'emphasis of matter' or 'other matter' paragraphs, should be discussed with the 

TSU in advance of finalising the report. 

97. Auditors should use this technical guidance note when reporting on the audit of the 2015/16 

annual reports and accounts.  They should complete the checklist at Appendix 3 which 

provides a list of the key auditor actions. 

Report on sector 

98. Audit Scotland has issued Scotland's colleges 2016 to provide the results of its annual review 

of the further education sector. 

99. Part 3 of the report considers college finances.  The sector reported an overall deficit of £28 

million in 2014/15 in audited accounts. After adjustments to remove the effect of property 

asset valuation reductions, pension adjustments, and donations to arm's-length foundations, 

the deficit decreases to £3 million. 

100. Paragraphs 69 to 71 of the report sets out the complex approach to funding colleges for 

depreciation.  The report highlights that, while the SFC recommended that colleges disclose 

the impact of this on their operating position, this was not disclosed by all colleges.  

 

  

http://www.audit-scotland.gov.uk/uploads/docs/um/tgn_2016-9_further_education.pdf
http://www.audit-scotland.gov.uk/uploads/docs/um/tgn_2016-9_further_education.pdf
http://www.audit-scotland.gov.uk/about-us/audit-scotland
http://www.audit-scotland.gov.uk/report/scotlands-colleges-2016-0
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Auditor action checklist 

 Yes/No/N/A Initials/date W/P ref 

1 Have you carried out the action recommended 

at paragraph 86 in respect of the accounts direction? 

   

2 Have you carried out the action recommended 

at paragraph 90 in respect of the early retirement 

provision? 

   

3 Have you carried out the action required at 

paragraph 93 in respect of performing the audit of the 

2015/16 annual report and accounts? 

   

4 Have you carried out the action required at 

paragraph 97 in respect of reporting the audit of the 

2015/16 annual report and accounts? 
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Fraud and irregularities 
Introduction 

This chapter contains a summary of cases of fraud and other irregularities arising at 

audited bodies that have recently been reported by external auditors to the TSU. 

Auditors should consider whether the weaknesses in internal control that facilitated each 

case may also exist at their audited bodies and take the appropriate action. 

Expenditure 

Procurement purchases for personal use 

103. An employee in an NDPB used a corporate purchase card to make a variety of personal 

purchases totalling £8,000.  

Key features 

The employee used the purchase card to make a number of personal retail and 

internet purchases. The fraud was possible as the defaulter failed to submit the 

required list of invoices, receipts and other supporting documentation for the 

purchases and neither the line manager nor the procurement department 

chased them up.  

The fraud was identified by the finance department during a regular VAT 

recovery audit when it was highlighted that there was a backlog of purchase 

card logs, and supporting documentation which had not been submitted by 

employees including the defaulter.  

Upon questioning, the employee admitted misuse of the card. The employee 

was dismissed, and the matter reported to Police Scotland.  

A review of expenditure on all purchase cards has since been completed with 

managers required to confirm that all expenditure is legitimate, and all 

cardholders reminded of the policy for the use of purchase cards. 

Purchases for personal use 

104. A council clerical assistant used a council procurement card to purchase goods valued at 

£16,000 for their personal use. 
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Key features 

The clerical assistant used the procurement card to purchase additional goods 

for their personal use when purchasing goods for the council.  

The fraud was identified when the manager responsible for authorising the 

transactions identified two specific transactions of which he had no knowledge 

and for which no supporting paperwork could be found.  

The fraud was possible because transactions were approved without supporting 

documentation being available.  

Officers have been reminded of the procedures to be followed and guidance has 

been updated to detail how to escalate potential fraudulent activity. 

Invalid social care payments 

105. In two separate cases, the relatives of care home resident's defrauded a total of £40,000 by 

failing to declare capital in an application for council funded care.  

Key features 

The defaulters held capital for the care home residents which they had not 

reported in the application for the council funded care in the care home.  

The frauds were discovered during separate investigations by the council in 

respect of the defaulters' claims for other benefits after a match from the 

Department for Work and Pensions' Housing benefit matching service indicated 

that they had capital which had not been declared.  

The debts are being repaid. 
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Contract procurement 

107. Three council roads employees awarded contracts totalling £210,000 over a three year period 

which did not comply with the contract award framework. 

Key features 

The council framework for awarding work in respect of any minor roads works 

requires checks to be carried out to ensure that the contractor holds the 

necessary health and safety competence and insurance cover. The 

perpetrators awarded 47 items of work to a company that was not on the 

approved list.  

The irregularity was identified after the council received an anonymous note 

alleging that a roads employee was awarding work to a contractor without 

going through the official procurement process.  

After investigation, it transpired that three roads employees involved in 

awarding this work were aware that the company was not properly approved or 

included in the framework.  

The practice went undetected for three years due to separation of duties 

requirements not being applied and existing procedural requirements for 

prospective companies being entered on to the framework not being followed.  

One of the employees resigned; the second received a final written warning; 

and the third (who was the most senior of the three) was dismissed. The 

company is now in liquidation. 

Income 

School funds 

108. A business support manager misappropriated over £20,000 of cash from a school fund. 

Key features 

The fraud was identified following receipt of an allegation made via the council's 

whistleblowing line.  

Internal audit's subsequent investigations confirmed that funds were missing and 

identified that a lack of supervision and controls being overridden led to the theft.  

The council has since introduced several controls including online payments 

across schools, proper accounting records for excursions, a revised daily cash 

sheet, restricted access to safes and restricted access to the procurement 

system. The matter has been reported to the police. 
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Personal funds 

Social work client bank account 

109. A council social work employee defrauded £130,600 from clients’ bank accounts by taking 

money for her own use. 

Key features 

The fraud was identified after the social work team identified inconsistencies in 

the benefits income of one client and also that the client had failed to pay a 

number of their homecare invoices. Subsequent investigations identified that 

there was limited evidence to support the amounts being drawn from the client 

account.  

A review of the employee’s caseload identified that another client may also 

have suffered a similar financial loss. 

The fraud was possible due to a lack of review and challenge of the work and 

actions of the employee.  

An action plan is in the process of being agreed which addresses authorisation 

controls, client account monitoring processes and homecare invoice monitoring 

arrangements as well as reiterating the importance of implementing existing 

procedures.  

The employee has been charged with embezzlement and is also subject to the 

council’s internal disciplinary procedures. 
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Theft 

Photographic equipment 

111. An unknown defaulter stole photographic equipment worth £8,000 from an NDPB.  

Key features 

The equipment was discovered to be missing when the Digital Imaging Unit 

team were relocating to new premises.  

The theft was possible as  

 the equipment was not stored securely  

 the room in which it was stored was unsecure, accessible by members of 

the public and not covered by CCTV  

 the equipment was not asset tagged.  

A review has been undertaken of the security arrangements in the new location. 

Entry is now via a coded keypad and an improved asset management 

receipting, recording and monitoring process is being implemented. 

TSU contact for fraud and irregularity chapter 

112. The contact in the TSU for this chapter is Anne Cairns, Manager – Benefits (Technical) - 0131 

625 1926 or acairns@audit-scotland.gov.uk.  

   

mailto:acairns@audit-scotland.gov.uk
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Technical Services Unit 
Audit Scotland's Technical Services Unit (TSU) informs the professional judgement of 

appointed external auditors on technical matters and encourages the proper exercise of 

professional scepticism to improve the quality of the audit delivered to the Accounts 

Commission and Auditor General for Scotland.  The TSU provides authoritative guidance and 

practical assistance to support appointed auditors in carrying out their responsibilities under 

the Code of audit practice to 

 provide an opinion on audited bodies’ financial statements and, where required, the 

regularity of transactions 

 review and report on other information published with the financial statements, including 

governance statements and remuneration reports 

 examine and report on approved grant claims and other returns submitted by local 

authorities 

 review and report on whole of government accounts returns. 

Contact details for relevant TSU staff are included at the end of each chapter. 

 

 

 

Feedback on technical bulletins is encouraged and should be sent to 

pobrien@audit-scotland.gov.uk   
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