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Recommendation(s) for action or decision: 

 

The Combined Authority Board is recommended to:  

 

1. Approve the adoption of Transfer of WMPTE and WMITA to West Midlands Combined 

Authority by Merger Accounting treatment. 
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1.0 Purpose 
 
1.1 To gain approval to Merger Accounting Treatment for the Statutory Accounting transfer in 

relation to the transition of WMPTE (Centro) and WMITA to West Midlands Combined 
Authority. 

 
2.0 Background 
 
2.1 Centro and the ITA prepared statutory accounts under the CIPFA Code of Practice (The 

Code). The Code sets out two alternative treatments for accounting for the transfer to the CA 
on 1 June 2016, “Transfer by Absorption” or “Transfer by Merger”. 

 
Under Transfer by Absorption part year accounts to 16 May 2016 would have to be produced 
for Centro and the ITA up to the point they are abolished. This would also mean producing 2 
months and 16 days Group Accounts and 2 months and 16 days ITA Pension Fund accounts. 
The Combined Authority would then produce just under 10 months accounts for the period 
from 17 June.   

 
Under Transfer by Merger, part year accounts would not be produced and the Combined 
Authority when it produces its accounts to the end of the 2016/17 financial year would 
produce them as if the functions transferred from Centro and the ITA had always been 
included within it.   

 
We are recommending that the Transfer by Merger treatment is adopted. We believe that 
maintaining 12 months accounts represents the true and fair presentation of the financial 
position for the 2016/17 year as the management and operation of the organisation has not 
changed.  The establishment of the Combined Authority by Statutory Order is a rare and 
exceptional transaction and is allowable under a condition of the Code for adopting this 
accounting treatment. 

 
Under the regulations it is the body that the entity is transferring to that must endorse the 
decision regarding the accounting treatment. Hence reporting for noting the Centro Executive 
Board in April and reporting for decision to the ITA and Combined Authority Management 
Board in May and the Combined Authority Main Board in June. 

 
3.0 Information 
 

Transfer of PTE and ITA functions to WMCA  
 
The Code notes that IFRS 3 Business Combinations excludes from its scope business 
combinations involving entities or businesses under common control. Public sector bodies 
are deemed to be under common control. The combination of two or more public sector 
bodies into one new body, or the transfer of functions from the responsibility of one part of 
the public sector to another, will be accounted for as either a Transfer by Merger or as a 
Transfer by Absorption. 

 
The Code sets out when merger accounting can be applied, which is where the entity in which 
the interest has been acquired was 100% in public sector ownership both before and after 
acquisition. The principle established in section 2.5 of the Code is such that local authorities 
are deemed to be under common control even when bodies are combined into one new body. 
Therefore, overall government control of the body is unchanged, and management of the 
CA (as the body to which the functions are being transferred) consider that in 
substance for a true and fair presentation the financial statements would be best 
presented as if the entity had always existed in its newly combined form. Transfer by 



 

 
 

merger would mean that 2 month accounts would not be produced and the combined 
authority when it produces its accounts at the end of the 2016/17 financial year would produce 
them as if the functions transferred from the transport authority and executive had always 
been included within it. 

 
The above guidance applies equally in this case to both the PTE and ITA but an important 
aspect to note is that it is the management of the organisation to which functions are being 
transferred who determine the approach to be taken. So in this case ultimately the 
management of the Combined Authority. 

 
True and Fair Presentation 
 

At 17 June 2016, the 2016/17 ITA and Centro Transport Delivery Plan and approved 
Revenue and Capital Budgets were adopted by the Combined Authority. Delivery of 
responsibilities and substance of functions and plans in regard to Transport Delivery will 
remain largely unchanged and will simply be a continuation of service. 
 
Those charged with governance of the new body need to reasonably be able to approve the 
accounts of the combined entity in relation to the full year including the 2 months pre-WMCA. 
This will be possible as financial, performance and delivery reporting will also remain 
substantially unchanged and will reflect and report progress in all regards throughout the year 
and for the full year (1 April 2016 to 31 March 2017). There will be no separation for pre and 
post CA transfer and hence it is considered that Merger Accounting Treatment from a 
Statuary Accounting position better reflects the continuation of accountabilities for financial 
performance. 
 
In addition the PTE and ITA already operated a financial monitoring process whereby a full 
month end close is processed each and every month including the production of a full monthly 
balance sheet. The Financial Monitoring Information produced as at 31 May 2016 will 
therefore be robust and complete from a financial control, management and monitoring 
perspective. The adoption of a Merger approach will simply mean that this reported financial 
position at 31 May (including June results pro-rated to the 16th) will not have to be converted 
into a produced and externally audited 2 month set of statutory accounts. 
 

Audit View 
 

Opinion from the existing ITA and PTE External Auditors has been sought and their view is 
that they consider that the approach to be taken is not mandated and is at the discretion of 
management to determine and which they would expect to see as a critical judgement in the 
accounts and be appropriately documented and evidenced. A final view will need to be 
confirmed by the Combined Authority Auditors once appointed by the Public Sector Audit 
Appointments Limited expected in September. 

 
Specific Accounting Code Extracts 
 

Attached at Appendix 1 are the specific Accounting Code paragraphs used to inform this 
recommendation 
 

 
Impact on Final PTE Corporation Taxation Position 
 

Independent Tax advice has been sought with regard to the impact of the adoption of merger 
accounting on the ability of the PTE to submit it’s Corporation Tax return for the 2+ months 
to 16 June 2016 ; there will be no impact as the tax requirement where part year accounts 



 

 

have been produced is simply for a fair proportion over the full year to be assessed and this 
will be achievable due to the monthly financial close and reporting processes already in place 
for the ITA and Centro.  

 
4.0 Financial implications 
 
4.1  The financial implications are included in the body of this report 
 
5.0 Legal implications 
 
5.1 The legal implications are included in the body of this report 
 
6.0 Equalities implications 
 
6.1 There a no implications 
 
7.0 Other implications 
 
7.1 None 
 
8.0 Schedule of background papers 
 
8.1 None 
 
  



 

 

Appendix 1 Analysis of Statutory Reporting Frameworks 
 
 
The ITA and PTE accounts are covered by the Accounts and Audit Regulations 2015, which require financial statements 
to be prepared in accordance with proper practices – the CIPFA Code of Practice. Under the Local Audit and 
Accountability Act 2014 (refer Schedule 2), a combined authority is a relevant authority and therefore under the Accounts 
and Audit Regulations 2015 needs to prepare accounts in line with proper practices (ie the CIPFA LG Code) also. 
Addressing the potential accounting treatments in 2 parts – the PTE function transferring to the ITA, and the ITA 
transferring to the combined authority. 
 
PTE transferring to the ITA 
 
The Code includes an adaptation of IFRS 3 Business Combinations that excludes from its scope business 
combinations involving entities or businesses under common control. Public sector bodies are deemed to be under 
common control. 
 
The transfer of the PTE functions, property, rights and liabilities to the ITA meets the Code definition of a transfer of 
a function to or from a local authority. As per Code para 2.5.2.1 'a transfer of a function in this section of the Code is 
defined as a transfer of an identifiable service or business operation with an integrated set of activities, staff and 
recognised assets and/or liabilities that are capable of being conducted and managed to achieve the objectives of 
that service or business operation.'  
 
Per Code para 2.5.2.2, the combination of two or more local authorities into one new authority/transfer of functions 
from one authority to another 'shall be accounted for using the principles that apply to group reconstructions and 
shall be accounted for as either a transfer by absorption or a transfer by merger.  
 
As per the Code: 
Para 2.5.2.3 'Transfers from one local authority to another or from one authority to another part of the public sector 
are normally (and have historically been) accounted for as a transfer by absorption, ie as specified in paragraph 
2.5.2.6…, taking the date of the transfer of a function or a public sector combination as the starting point of the newly 
combined authority or function.'  

Para 2.5.2.4 'Transfers by merger are rare transactions in local government but may occur when legal 
transfers take place and management of the local government entity consider that in substance for a true and 
fair presentation the financial statements would be best presented as if the entity had always existed in its 
newly combined form. The results and cash flows of all of the combining bodies (or functions) should be brought into 

the financial statements of the combined body from the beginning of the financial year in which the combination 
occurred. To ensure symmetrical accounting treatment to the other public sector entity transfer by merger shall not 
occur when a local government body is transferring to another part of the public sector, ie outside of local government, 
and vice versa.'  
 
Para 2.5.2.5 'For both types of transaction the accounting treatment for transfers of function under common control 
should be determined by aligning the reporting with the accountability for financial performance. The underlying 
objective is to ensure the financial reporting supports the accountability for the transferring function, and to do so in a 
symmetrical way with the other public sector body to ensure there is no transparency gap.' 
 
Para 2.5.2.8 'Local government transfers of functions that take place during the financial year are also relatively rare 
occurrences. Where they do take place they will need to be reported in accordance with the principles of transfers by 
absorption, ie from the date that the transfer took place, or, in rare cases where management consider that a true 
and fair presentation requires this to be presented as a transfer by merger, the resultant transfer would be reported 
as if the newly combined body or functions has always existed.' 
 
The Code Guidance notes on pg 86 also provide guidance in determining whether or not to take the transfer by 
merger approach as follows: 
 
E19 '….the financial reporting and presentation requirements would need to represent the combined entity as a 
result of the transfer. Substantially the combined entity would need to have combined in such a way as the 
substance of the functions that the combined entity performs remains largely unchanged. Possible indications of this 
might be, for example:  

 the management structure of the combined entity is (substantially) unchanged (this is also supported by the 
objectives of reporting a transfer, ie aligning the reporting with the accountability for financial performance – 
see paragraph 2.5.2.5 of the Code)  

 the functions of the future operation of the combined entity remain (substantially) unchanged, and  

http://www.legislation.gov.uk/ukpga/2014/2/schedule/2/enacted


 

 

 those charged with governance are reasonably able to approve the accounts of the combined entity, having 
responsibility for the transactions and sufficient access to information and explanations to perform their duties. 

In order to come to the conclusion that the transfer represents a transfer by merger, an authority might need to 
consider the specific legislation requiring the change including primary and secondary legislation and/or other 
contractual arrangements which bring about the combined entity.' 
 
Therefore, for the transfer of the function from the PTE to the ITA, the Code does not mandate an approach and 
therefore it is down to management judgement as to the approach to be taken. The Code notes that transfers by 
merger would be considered rare, therefore this indicates a rebuttable presumption that transfer by absorption would 
be used. The management judgement would therefore need to conclude that that transfer by merger better reflects 
the accountability for financial performance and is required for a true and fair presentation.  
 
ITA transferring to the combined authority 
 
All the points under the 'PTE transferring to the ITA' would need to be considered, however, it would be the 
judgement of the management of the combined authority as to the approach taken. How the combined authority 
chooses to account for the transfer would then need to be mirrored by the ITA. 
 
Note that LAAP 104 makes reference to combined authorities. LAAP expects amendments to the Accounts and Audit 
Regulations 2015 for 2016/17 'to reflect the governance and accountability arrangements of combined authorities' (pg 
20). It also comments on pg 23 that 'Local authorities that are accounting for formal combinations of public sector bodies 
will need to consider the provisions of section 2.5 of the Code (Local Government Reorganisations and Other 
Combinations).'  
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