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1 Introduction 
 
As part of the 2015/16 Internal Audit Plan, we have undertaken internal audit work on Trading 
Accounts in the London Borough of Hammersmith and Fulham. 

 

Trading accounts are maintained where services are provided on a basis other than a 
straightforward recharge of costs or on a cash limited vote basis, such as a quoted price or 
schedule of rates. Trading accounts have taken on more importance as local authorities have 
developed a more commercial culture and seek to increase revenue. 

 

Service Reporting Code of Practice (SeRCOP) Section 2, 2.33 defines the two main types of 
external trading accounts that may be run by authorities as: 

a) Trading services or undertakings with the public or with other third parties. These include, 
inter alia, catering undertakings, markets, trade refuse collection and industrial units. 

b) External trading organisations which have won contracts from other public bodies, for 
example under the Local Authorities (Goods & Services) Act 1970. 

The Council’s 2014/15 Statement of Accounts showed the following for traded services: 

 

 Turnover Expenditure 
(Surplus)/ 

Deficit 

Highways Division (811) 790 (21) 

Industrial Estates and Misc Properties (2,514) 107 (2,407) 

Other (316) 719 403 

Net surplus on trading operations (3,641) 1 ,616 (2,025) 
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2 Executive Summary  
 

2.1 Assurance Opinion 

 

 Nil Limited Satisfactory Substantial 

Audit Opinion  
 

  

 
2.2 Recommendations Summary  

 
The following table highlights the number and categories of recommendations made. The 
Action Plan at Appendix 1 details the specific recommendations made, as well as the agreed 
management actions to implement them. 

 

Area of Scope Adequacy Effectiveness Recommendations Raised 

High Medium Low 

Policies and Procedures   1 0 0 

Set up and Review of Trading 
Accounts 

  
0 1 0 

Service Provision   1 0 0 

Invoicing and Debt Recovery   0 1 0 

Financial and Performance 
Management 

  
*0 1 0 

Total 2 3 0 

*A recommendation related to this area has been raised under Service Provision 
 
Please refer to the Appendix 2 for a definition of the audit opinions and recommendation 
priorities. 
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3 Summary of Findings 
 

In Internal Audit’s opinion, Limited Assurance can be given to Members, the Chief Executive and 
other officers that the controls relied upon at the time of the audit were suitably designed, 
consistently applied and effective in their application. 

 

The key findings and an assessment of controls are summarised below. 

 

Design of and compliance with controls to address the key risks identified  

 

 LBHF Financial Regulations briefly outline the purpose of trading accounts. Traded services are 
classified into internal (between departments) and external (with parties outside the council). 
The Council’s Financial Regulations outline controls regarding internal recharges between 
departments and high level responsibilities in respect of external trading accounts. However, no 
detailed guidelines are in place regarding the end to end processes for setting up and operating 
trading accounts. 

 At present, Heads of Services are responsible for managing trading accounts and there is no 
officer within the Council coordinating or having oversight of trading accounts. 

 The following traded services were selected for testing: 

o Commercial Waste; 

o Pest Control; 

o Markets and Street Trading; 

o Cemeteries; 

o Sports Bookings; 

o Hiring of Council Buildings; 

o Building Control; and  

o Premises Licensing.  

 For the eight traded services tested, business plans were drafted providing both financial and 
non-financial targets for seven of the services, the exception being the Sports Booking service. 
It should be noted that the Sports Booking service is delivered by an external contractor and the 
contract stipulates that the contractor’s performance is to be measured against the standards 
and targets set out in the contract documents, the operational plan and any other local or 
national key performance indicators relevant to the services. 

 For the seven out of the eight traded services where a business plan was in place, these did not 
include profitability and growth targets. We were unable to confirm these targets were in place 
and monitored against. 

 We were able to confirm that fee increases were presented to the Cabinet Members for 
approval for our sample. However, documentation could not be provided to demonstrate how 
the costs of the service were calculated, how the initial fees were set, and detailed calculation 
supporting any changes in fees. The Council do not have guidelines on the fee setting 
processes for the different traded services. In the cases tested, any amendment to fees were 
generally a percentage increase across the fees charged for that service. 
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 The Council’s Financial Regulations stipulates that separate accounts should be maintained to 
record all income and relevant expenditure relating to the trading accounts. However, for the 
sample of eight traded services tested, separate accounts were not being maintained. For 
sports booking, a financial analysis showing profitability of the service is prepared by the 
contractor. For PEST control, a copy of annual report was provided and this included their 
performance compared against the previous year. However, the report did not cover the service 
profitability (taking account of all associated costs including corporate overheads), achievement 
against target outcome, and non-financial performance such as customer feedback on the 
quality of services. These were also not reported on for the remaining six services.  

 For the sample of services tested, we were able to confirm that a contract is used for six 
services setting out the terms and conditions of the services being provided. Cemeteries do not 
issue a contract but an invoice is issued to the customer confirming the fee charged and 
description of the service provided. This is considered to be reasonable given the nature of the 
service. For sports booking, day to day operation is managed by the contractor and we did not 
test whether the contractor issue any contract to its customers as their operation was beyond 
the scope of this work; however, we would not expect a contract for casual bookings.  

 The Council has in place a complaints policy which is available on the website to guide 
customers to raise a complaint when they are not satisfied with the service received from the 
Council. Each of the traded services in our sample had a page on the website which included 
contact numbers and emails to provide a platform for communication between the customers 
and the Council. 

 The Council has an income recovery team who follow up outstanding debts. Updates are 
provided to budget holders on progress made in debt recovery. A bad debts provision is in place 
to cover any unrecovered debt. The final aged debt position is reported at the end of the 
financial year and compared with the previous financial year. There was however no separate 
debtors report prepared and analysed specifically for trading accounts. 

 Guidance has been prepared setting out the types of services that should incur VAT and those 
that are exempt from VAT.  A review of VAT is to be undertaken this financial year and therefore 
no further testing has been undertaken in this area. 

 Best Value Accounting Code of Practice (BVACOP) requires that where a trading account has 
sustained a deficit, disclosure must include the remedial actions and the results of any such 
actions. In the 2014/15 financial year, the Council had a deficit on trading accounts of £430,000. 
This deficit was reported in the financial statements but was not accompanied by the required 
disclosure indicated above. 
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Appendix 1: Management Action Plan 

 
1. Policies and Procedures – Traded Services Guidelines 

Priority Issue Risk Recommendation 

High No detailed guidelines are in place 
regarding the end to end processes 
for the set up and operation of 
trading accounts. 

At present, the Heads of Services 
are responsible for managing 
trading accounts and there is no 
officer within the Council 
coordinating or having corporate 
oversight of the trading accounts in 
operation across the Council. 

All trading accounts tested were 
long standing so we were unable to 
review the initial business case and 
approval to set up the trading 
account. 

Where detailed guidelines are not 
in place and communicated to staff, 
there is a risk that staff may not be 
aware of their responsibilities and 
the traded accounts may not be 
managed adequately to fulfil their 
intended purpose. Without clear 
guidance and oversight ineffective 
or inconsistent working practices 
may develop and this may result in 
non-compliance with management 
and legislative requirements. 

The Council should consider assigning an officer the 
responsibility for central oversight of trading accounts 
across the Council, to put in place governance 
processes and monitor compliance with these.   

The Council should develop guidelines for the end to end 
process over the management of trading accounts. As 
minimum the guidelines should include the following: 

 Steps to be undertaken for the set-up of trading 
accounts including business case preparation, 
scrutiny and approval; 

 Consideration of the Council’s risk appetite in respect 
of providing traded services; 

 Agreeing objectives, profitability & growth targets for 
the service; 

 Recording income and expenditure associated with 
the service; 

 Billing and Debt Management including vetting of 
customers or measures to prevent default payments 
where possible; and 

 A performance management framework on financial 
(revenue and profitability) and non-financial (quality 
of service and customer feedback) performance.  

Management Response 

Agreed – proposals will be brought to SLT by the Commercial Director to action these recommendations  

Responsible Officer Deadline 

Commercial Director 1 April 2017 

2. Set Up and Review of Trading Accounts – Fee Setting 
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Priority Issue Risk Recommendation 

Medium Documentation could not be provided to 
demonstrate how the costs of the traded 
service were calculated, how the initial 
fees were set, and detailed calculations 
supporting the fee increases. 

The Council does not maintain guidelines 
for the fee setting processes for traded 
services. 

Where the fees and increases are not 
supported with a robust rationale, there is 
a risk that the service may be delivered at 
a loss or the fees may be set too high 
compared with the Council’s competitors. 
This may result in losses for the Council 
from reduced profitability, or loss of 
business from potential customers due to 
uncompetitive fees. 

A fee setting framework should be 
developed for all traded services. This 
should include the steps to be taken in 
determining the fees including any factors 
such as overheads, direct/indirect costs to 
consider. 

Assumptions used and calculations 
supporting the fee setting should be 
documented and retained. 

Management Response 

Agreed 

Responsible Officer Deadline 

Commercial Director 1 April 2017 
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3. Service Provision – Monitoring of Traded Services 

Priority Issue Risk Recommendation 

High For the sample of eight traded services 
tested, separate accounts were not 
being maintained for seven of the 
services. Income and expenditure for 
traded services was included in the 
overall budget for that area. 

Traded services do not have 
documented profitability and growth 
targets set at the beginning of each 
year. 

For Pest Control, a copy of annual 
report was provided and this included 
their performance compared against the 
previous year. However, the report did 
not cover the service profitability (taking 
account of all associated costs including 
overheads), achievement against target 
outcome, and non-financial 
performance such as customer 
feedback on the quality of services. 
These factors were also not reported on 
for the remaining six services.  

Where separate accounts are not 
maintained to record income and 
expenditure relating to traded services, 
service is not meeting the requirement 
set out in the Council’s Financial 
Regulation and the true profitability of 
traded services cannot be ascertained. 

Where profitability and other financial 
performance of the traded service is not 
monitored regularly there is an increased 
risk that the services may be delivered at 
a loss to the Council and the service may 
be sustainable financially.  

Where non-financial performance of 
traded services is not monitored and 
reported, there is a risk that poor 
performance may not be remedied and 
the Council may suffer a loss of custom 
from dissatisfied customers. 

Separate accounts should be maintained to 
record all income and related expenditure 
including overheads and any other direct and 
indirect costs of providing the traded service. 

Trading accounts should be monitored 
regularly to check whether the profitability and 
growth targets are being achieved. Where the 
required profitability is not achieved, remedial 
action should be taken. 

Non-financial performance should also be 
monitored regularly to assess customer 
satisfaction and quality of services provided. 

Continuing viability of the traded services 
should be reviewed periodically to make a 
decision on whether the service should 
continue.  

Management Response 

Agreed 

Responsible Officer Deadline 

Setting up separate accounts – Strategic Finance Director 

Other parts of this recommendation – Commercial Director 

1 April 2017 

1 April 2017 
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4. Invoicing and Debt Recovery – Debt Management 

Priority Issue Risk Recommendation 

Medium Trading account debts are not currently 
identified and separated from statutory 
services debt to identify the debtors of 
traded services and determine whether 
measures should be put in place to 
improve debt prevention and recovery. 

Where trading account debts are not 
identified and separated from statutory 
services debts, there is a risk that the 
level of debt associated with the traded 
service is unknown. 

Where the debtor balances relating to the 
trading accounts are not known, there is 
also an increased risk that the cost of 
debtors (such as write offs) may not be 
correctly reflected in the trading account 
and the financial performance of the 
traded service may be inaccurate. 

Trading account debtors should be monitored 
separately from other non-traded services. 

Management Response 

Agreed 

Responsible Officer Deadline 

Commercial director and Strategic Finance Director 1 April 2017 
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5. Finance and Performance Management – Reporting of Remedial Actions against Trading Accounts Deficit 

Priority Issue Risk Recommendation 

Low Best Value Accounting code of Practice 
(BVACOP) requires that, where a 
trading account has sustained a deficit, 
disclosure must include reporting the 
remedial actions and the results of any 
such actions.  

In the 2014/15 financial year, the 
Council had a deficit on trading 
accounts (category – others) of 
£430,000. This deficit was reported in 
the financial statements but it was not 
accompanied by the required disclosure 
as indicated above. 

Where remedial action and result of the 
action is not reported, the Council is not 
complying with the BVACOP requirement 
and there is a risk that the deficit may 
continue in future due to a lack of 
remedial actions.  

The Council should disclose the remedial 
action proposed or already implemented for all 
trading accounts that have sustained a deficit 
in each financial year including the results of 
such actions as required by BVACOP. 

Management Response 

Agreed 

Responsible Officer Deadline 

Strategic Finance Director and Commercial Director 1 April 2017 
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Appendix 2: Definition of Assurance Opinions and Recommendation 
Priorities 
In order to help put the audit opinion and recommendation priority ratings in context the following 
tables detail the current ratings used by Internal Audit. 

 

Rating Description 

 There is a sound system of control designed to achieve the objectives. Compliance 
with the control process is considered to be substantial and no material errors or 
weaknesses were found. 

 While there is a basically sound system, there are weaknesses and/or omissions 
which put some of the system objectives at risk, and/or there is evidence that the 
level of non-compliance with some of the controls may put some of the system 
objectives at risk. 

 Weaknesses and / or omissions in the system of controls are such as to put the 
system objectives at risk, and/or the level of non-compliance puts the system 
objectives at risk. 

 Control is generally weak, leaving the system open to significant error or abuse, 
and/or significant non-compliance with basic controls leaves the system open to error 
or abuse. 

 

 Priority Description 

High Recommendation addresses fundamental weaknesses, which seriously compromise 
the effective accomplishment of the system’s objectives.   Risks presented by the 
control weaknesses could be damaging in the short term. The management action 
required should be implemented as soon as possible, certainly within 0-3 months. 

Medium Recommendation addresses serious weakness, which affect the reliance to be 
placed on the system.  Risks presented by control weaknesses could be damaging in 
the medium term. Management action is required within 0-6 months.  

Low Recommendation addresses minor weaknesses, or suggests a desirable 
improvement. Risks presented by control weaknesses are unlikely and 
inconsequential. Management action is recommended to address concerns within 0-
9 months. 

   

Su 

N 

L 

Sa 
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Appendix 3: Audit Scope and Limitations 
 
This audit was a full risk based review of the arrangements for Trading Accounts, and included the 
following areas: 
 

Ref 
Audit Area - 
Description 

Comments on Coverage / Area Objectives 

01 Policies and Procedures The circumstances under which trading accounts can be set up how 
they should be managed has been defined and communicated to staff. 

All staff across the Council are aware of, and act in compliance with, 
documented policies and procedures that reflect management and 
regulatory requirements. 

02 Set up and Review of 
Trading Accounts 

Trading accounts are only set up where there is a sound business case 
and the Council will make a sufficient return. 

The risks associated with setting up a trading account have been 
considered prior to setting up the traded service. 

Fees and charges have been set at an appropriate level to provide a 
service to the community, attract custom, and generate sufficient 
income for the Council. 

Trading accounts are subject to periodic review to confirm they 
continue to provide sufficient benefit to the Council. Opportunities to 
increase income or reduce the costs of running the service are 
identified and investigated. 

03 Service Provision Services are only provided to customers where there a sufficient return 
to the Council and an acceptable level of risk. 

Formal agreements are entered into with customers where appropriate. 

Services provided are monitored to ensure they are completed to the 
required quality standards. 

04 Invoicing and Debt 
Recovery 

Accurate invoices are promptly raised for all services delivered. 

All income due is received in full, on a timely basis. Where income is 
not received, effective action is taken to recover monies owed. 

05 Financial and 
Performance 
Management 

Suitable performance measures (including financial performance 
measures such as profitability and growth) have been set to monitor 
performance of the traded service. 

Management information is accurate and complete (including all costs 
and overheads). Receipt of data, collation, and review of management 
information take place in a timely manner. 

VAT is accounted for correctly in financial statements. 

The service is delivered within in line with the agreed performance 
measures and that any variances or irregularities are identified, and 
prompt corrective action taken. 
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Key risks  

The risk listed below is a potential inherent risk which is common for any system of this type: 

 Trading accounts may be set up where the Council will not make a sufficient return or in areas 
where it would be inappropriate or of high risk to do so. 

 Trading accounts may not be managed and monitored effectively leading to profit and growth 
targets not being achieved. 

 The true financial position of the trading account may be unknown leading to poor decision 
making. 

 Trading accounts may continue to operate where the market has changed and there is no 
longer a commercial reason to do so. 

 

Limitations to the Scope of the Audit 

The following limitations to the scope of the audit were agreed when planning the audit: 

 This is a high level review and will be based on examination of documentation and interviews 
with key officers with limited testing undertaken; 

 The audit review does not provide absolute assurance that material error, loss or fraud does not 
exist. 
 

Management should be aware that our internal audit work was performed in accordance with the 
Public Sector Internal; Audit Standards which are different from audits performed in accordance with 
International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board.   
  
Similarly, the assurance gradings provided in our internal audit report are not comparable with the 
International Standard on Assurance Engagements (ISAE 3000) issued by the International Audit 
and Assurance Standards Board. 
 
Our internal audit testing was performed on a judgemental sample basis and focussed on the key 
controls mitigating risks. Internal audit testing is designed to assess the adequacy and effectiveness 
of key controls in operation at the time of the audit.   
 
Please note that, in relation to the agreed scope, whilst our internal audit will assess the efficiency 
and effectiveness of key controls from an operational perspective, it is not within our remit as 
internal auditors to assess the efficiency and effectiveness of policy decisions. 
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Appendix 4: Timetable and Distribution List 
 

Stage Date 

End of Fieldwork 19/07/2016 

Draft Report Issued 27/07/2016 

Responses 
Received 

05/10/2016 

Final Report Issued 06/10/2016 

 

Audit Team 

Client Engagement Manager:  

Auditor:  

Auditee 

Michael Hainge – Commercial Director 

Client Sponsor 

Hitesh Jolapara – Strategic Finance Director 

 

Report Distribution List  

Michael Hainge – Commercial Director 

Copy Recipients of Report 

Hitesh Jolapara – Strategic Finance Director 

 
 
The matters raised in this report are only those which came to our attention during our internal audit work and are not necessarily a 
comprehensive statement of all the weaknesses that exist, or of all the improvements that may be required.  Recommendations for 
improvements should be assessed by management for their full impact before they are implemented.  The performance of internal audit 
work is not and should not be taken as a substitute for management’s responsibilities for the application of sound management practices.  
We emphasise that the responsibility for a sound system of internal controls and the prevention and detection of fraud and other 
irregularities rests with management and work performed by internal audit should not be relied upon to identify all strengths and 
weaknesses in internal controls, nor relied upon to identify all circumstances of fraud or irregularity.  Auditors, in conducting their work, 
are required to have regards to the possibility of fraud or irregularities.  Even sound systems of internal control can only provide 
reasonable and not absolute assurance and may not be proof against collusive fraud.  Internal audit procedures are designed to focus on 
areas as identified by management as being of greatest risk and significance and as such we rely on management to provide us full 
access to their accounting records and transactions for the purposes of our audit work and to ensure the authenticity of these documents.  
Effective and timely implementation of our recommendations by management is important for the maintenance of a reliable internal 
control system. 

 

This report is prepared solely for the use of Audit Committee and senior management of the London Borough of Hammersmith and 
Fulham.  Details may be made available to specified external agencies, including external auditors, but otherwise the report should not be 
quoted or referred to in whole or in part without prior consent.  No responsibility to any third party is accepted as the report has not been 
prepared, and is not intended for any other purpose. 


