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This table summarises the key findings and other matters arising from the statutory audits of the London Borough of Hammersmith and Fulham (‘the Council’) and Hammersmith and

Fulham Pension Fund (‘the Fund’) and the preparation of the Council and Fund's financial statements for the year ended 31 March 2020 for those charged with governance.

Covid-19 The outbreak of the Covid-19 coronavirus pandemic has had a 

significant impact on the normal operations of the Council. 

The Council has faced extensive front-line challenges as a result 

of the pandemic such as administration of grants to businesses 

and closure of schools, with additional complexities of reopening 

services under new government guidelines.

Authorities are still required to prepare financial statements in 

accordance with the relevant accounting standards and the Code 

of Audit Practice, albeit to an extended deadline for the 

preparation of the financial statements up to 31 August 2020 and 

the date for audited financials statements to 30 November 2020.

We updated our audit risk assessment to consider the impact of the pandemic on our audit and issued 

an audit plan addendum in April 2020. In that addendum we reported an additional financial statement 

risk in respect of Covid -19 and highlighted the possible impact on our VfM approach. Further detail is 

set out on page 6.

Restrictions for non-essential travel have meant that Council and audit staff have undertaken the 

accounts closedown and audit process remotely making use of remote access to financial systems and 

video conferencing, including screen sharing to verify information provided by the entity.

The financial statements were published and provided to the audit team on 24 August 2020.

No significant challenges were encountered in interactions between the Council finance team and the 

audit team as a result of remote working although, by its nature, remote working takes significantly 

longer than auditing onsite. 

Financial

Statements

Under International Standards of Audit (UK) (ISAs) and the

National Audit Office (NAO) Code of Audit Practice ('the Code'),

we are required to report whether, in our opinion, the Council and

Pension Fund's financial statements:

• give  a true and fair view of the financial position of the 

Council and Pension Fund and Council and Pension Fund’s 

income and expenditure for the year; and

• have been properly prepared in accordance with the 

CIPFA/LASAAC code of practice on local authority accounting 

and prepared in accordance with the Local Audit and 

Accountability Act 2014.

We are also required to report whether other information 

published together with the audited financial statements 

(including the Annual Governance Statement (AGS), Narrative 

Report and Pension Fund Financial Statements),  is materially

inconsistent with the financial statements or our knowledge 

obtained in the audit or otherwise appears to be materially 

misstated.

Our audit work has been completed remotely since receipt of the draft financial statements on 24 August 

2020. Our findings to date are summarised on pages 6 to 18. We have identified no adjustments to the 

financial statements to date that have resulted in an adjustment to the Council’s Comprehensive Income 

and Expenditure Statement. We have identified one adjustment which has resulted in a £3.1 million 

adjustment to the Pension Fund’s Fund Account and Net Assets Statement. This position will be updated 

to the date of issuing our auditors reports. Audit adjustments are detailed in Appendix C. We have also 

raised recommendations for management as a result of our audit work in Appendix A. Our follow up of 

recommendations from the prior year’s audits are detailed in Appendix B.

Our work on the audits of the Council and Pension Fund remains underway and completion is subject to 

the outstanding matters outlined on page 5 of this report.

We have concluded that the other information to be published with the financial statements is consistent 

with our knowledge of your organisation. 

At the time of writing we are discussing with officers outstanding matters affecting both the Council and 

Pension Fund in relation to the valuation of a material pension fund investment. This is due solely to a 

qualified audit opinion on the financial statements of the investment fund by the fund's auditor. The audit 

team is working closely with officers to identify whether any other assurances can be obtained to provide 

sufficient and appropriate evidence that the valuation is not materially misstated. The issues concerned 

have no impact on the General Fund as a result of statutory accounting requirements for pensions items.

Our audit opinion for the Council will include an Emphasis of Matter paragraph, highlighting material 

uncertainties around the valuation of land and buildings, investment properties and pension fund 

property and infrastructure investments as at 31 March 2020. See page 6 for more details.

Our audit opinion for the Pension Fund will also include an Emphasis of Matter, highlighting material 

uncertainties around the valuation of property and infrastructure investments as at 31 March 2020. See 

page 6 for more details.

Headlines

Headlines
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Financial

Statements 

(continued)

The Emphasis of Matter paragraphs do not constitute a qualification of the opinion and refer 

to valuation uncertainty as a result of the coronavirus pandemic. These are expected to be 

included sector-wide.

Value for Money 

arrangements

Under the National Audit Office (NAO) Code of Audit Practice ('the

Code'), we are required to report if, in our opinion, the Council has

made proper arrangements to secure economy, efficiency and

effectiveness in its use of resources ('the value for money (VFM)

conclusion’).

We have completed our risk based review of the Council’s value for money arrangements. We 

have concluded that the London Borough of Hammersmith and Fulham has proper 

arrangements to secure economy, efficiency and effectiveness in its use of resources.

We have updated our VfM risk assessment to document our understanding of your 

arrangements to ensure critical business continuity in the current environment. We have not 

identified any new VfM risks in relation to Covid-19.

We therefore anticipate issuing an unqualified value for money conclusion, as detailed in 

Appendix E. Our findings are summarised on pages 19 to 29.

Statutory duties The Local Audit and Accountability Act 2014 (‘the Act’) also

requires us to:

• report to you if we have applied any of the additional powers

and duties ascribed to us under the Act; and

• To certify the closure of the audit.

We have not exercised any of our additional statutory powers or duties.

We have completed the majority of work under the Code but are unable to issue our 

completion certificate until we complete the procedures required in respect of the Whole of 

Government Accounts Assurance Statement, the requirements for which at the time of writing 

are yet to be confirmed by the NAO.

Headlines

Headlines
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Overview of the scope of our audit

This Audit Findings Report presents the observations arising from the audit that are 

significant to the responsibility of those charged with governance to oversee the financial 

reporting process, as required by International Standard on Auditing (UK) 260 and the Code 

of Audit Practice (‘the Code’). Its contents have been discussed with management. 

As auditor we are responsible for performing the audit, in accordance with International 

Standards on Auditing (UK) and the Code, which is directed towards forming and expressing 

an opinion on the financial statements that have been prepared by management with the 

oversight of those charged with governance. The audit of the financial statements does not 

relieve management or those charged with governance of their responsibilities for the 

preparation of the financial statements.

Audit approach

Our audit approach was based on a thorough understanding of the Council and Pension 

Fund's business and is risk based, and in particular included:

• An evaluation of the Council and Pension Fund's internal controls environments, 

including its IT systems and controls; and

• Substantive testing on significant transactions and material account balances, including 

the procedures outlined in this report in relation to the key audit risks

We had to alter our audit plan, as communicated to the Audit and Pensions Committee  in 

April 2020, to reflect our response to the Covid-19 pandemic and its impact on the Council 

and Pension Fund’s financial statements and the Council’s value for money arrangements. 

Conclusion

Our audit procedures relating to the Council and Fund financial statements remain underway 

and the following areas remain outstanding:

• Resolution of issues identified around infrastructure asset valuation held by the pension 

fund

• Receipt and review of outstanding supporting documentation in relation to sample-testing 

of of journal entries, operating expenditure, short-term creditors, short-term debtors, fees 

and charges income, payroll expenditure (including schools payroll), officer remuneration 

and Collection Fund debtors

• Receipt of information from management regarding methodologies used for accounting 

estimates including impairment allowances for doubtful debts and long and short-term 

provisions

• Responses to queries raised around the Narrative Report and disclosures relating to 

estimation uncertainty

• Testing of outstanding land and buildings valuations

• Receipt of outstanding short-term investment confirmations from third parties

• Response to queries raised around events after the reporting date

• Audit manager, partner and review partner review of the audit file and satisfactory 

resolution of any residual queries raised

• Receipt of management representation letter; and

• Receipt and review of the final set of financial statements.

Our approach to materiality

The concept of materiality is fundamental to the preparation of the financial statements and 

the audit process and applies not only to the monetary misstatements but also to disclosure 

requirements and adherence to acceptable accounting practice and applicable law. 

Materiality levels remain the same as reported in our audit plan. 

Financial statements 

Council Amount

(£)

Pension Fund Amount

(£)

Materiality for the financial 

statements

10,000,000 10,000,000

Performance materiality 7,500,000 7,500,000

Trivial matters 500,000 500,000

Materiality for officer remuneration 

and key management personnel 

disclosures

100,000 100,000

Audit approach
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Risks identified in our Audit Plan Applicable to Auditor commentary

Covid– 19

The global outbreak of the Covid-19 virus pandemic has 

led to unprecedented uncertainty for all organisations, 

requiring urgent business continuity arrangements to be 

implemented. We expect current circumstances will have 

an impact on the production and audit of the financial 

statements for the year ended 31 March 2020, including 

and not limited to;

- Remote working arrangements and redeployment of 

staff to critical front line duties may impact on the 

quality and timing of the production of the financial 

statements, and the evidence we can obtain through 

physical observation

- Volatility of financial and property markets will 

increase the uncertainty of assumptions applied by 

management to asset valuation and receivable 

recovery estimates, and the reliability of evidence we 

can obtain to corroborate management estimates

- Financial uncertainty will require management to 

reconsider financial forecasts supporting their going 

concern assessment and whether material 

uncertainties for a period of at least 12 months from 

the anticipated date of approval of the audited 

financial statements have arisen; and 

- Disclosures within the financial statements will 

require significant revision to reflect the 

unprecedented situation and its impact on the 

preparation of the financial statements as at 31 

March 2020 in accordance with IAS1, particularly in 

relation to material uncertainties.

We therefore identified the global outbreak of the Covid-

19 virus as a significant risk, which was one of the most 

significant assessed risks of material misstatement.

Council and 

Pension Fund

Audit procedures undertaken in response to the identified risk included:

• working with management to understand the implications the response to the Covid-19 pandemic had on 

the organisation’s ability to prepare the financial statements and update financial forecasts and assessed 

the implications for our materiality calculations. No changes were made to materiality levels previously 

reported as a result of Covid-19 specifically. The draft financial statements were provided on 24 August 

2020;

• liaison with other audit suppliers, regulators and government departments to co-ordinate practical cross-

sector responses to issues as and when they arose. Examples include the material uncertainty disclosed 

by the Council’s property valuation expert;

• evaluating the adequacy of the disclosures in the financial statements that arose in light of the Covid-19 

pandemic;

• evaluating of whether sufficient audit evidence could be obtained through remote technology;

• evaluating whether sufficient audit evidence could be obtained to corroborate significant management 

estimates such as assets and the pension fund liability valuations ;

• evaluating management’s assumptions that underpin the revised financial forecasts and the impact on 

management’s going concern assessment;

• discussion with management the implications for our audit report where we have been unable to obtain 

sufficient audit evidence.

The Council’s property valuation specialists reported that valuations of land and buildings were subject to

‘material valuation uncertainty’ as at 31 March 2020, as a result of the impact of the Covid-19 pandemic on

market activity in the real estate sector, meaning that less certainty, and a higher degree of caution, should be

placed on the recorded valuation of these assets than would otherwise be the case.

In addition, the fund managers for the Pension Fund’s pooled property investments declared material

valuation uncertainties around the valuation of these investments on the same basis. This impacts upon both

the valuation of investments in the Pension Fund net assets statement and the valuation of the net defined

benefit liability in the Council’s balance sheet.

Management have disclosed these uncertainties in Note 36 to the Council’s financial statements and Note 4

to the Pension Fund financial statements. These disclosures will be referred to in our auditor’s reports for the

Council and Pension Fund respectively in emphasis of matter paragraphs. These references do not constitute

qualifications of the audit opinions.

To date, no further issues have been identified which are required to be reported to those charged with

governance. We will update this position to the date of issuing our auditor’s report.

Financial statements 

Significant audit risks
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Risks identified in our Audit Plan Applicable to Auditor commentary

The revenue cycle includes fraudulent transactions 

(rebutted)

Council and 

Pension Fund

Under ISA (UK) 240 there is a rebuttable presumed risk that revenue may be misstated due to the

improper recognition of revenue.

In our audit plan we reported that having considered the risk factors set out in ISA240 and the nature of 

the revenue streams at the Council, we had determined that the risk of fraud arising from revenue 

recognition could be rebutted, because:

• there is little incentive to manipulate revenue recognition

• opportunities to manipulate revenue recognition are very limited

• the culture and ethical frameworks of local authorities, including the London Borough of Hammersmith 

and Fulham, mean that all forms of fraud are seen as unacceptable

Therefore we did not consider this to be a significant risk for the Council or Pension Fund. Our 

assessment remains consistent with that reported in our audit plan.

Management override of controls

Under ISA (UK) 240 there is a non-rebuttable presumed 

risk that the risk of management over-ride of controls is 

present in all entities. 

In particular journals, management estimates and 

transactions outside the course of business are areas 

susceptible to management override.

Council and 

Pension Fund

Audit procedures undertaken in response to the identified risk included:

• evaluation of the design effectiveness of management controls over journals

• analysis of the journals listing and determine the criteria for selecting high risk unusual journals 

• testing unusual journals recorded during the year and after the draft accounts stage for 

appropriateness and corroboration

• gaining an understanding of the accounting estimates and critical  judgements applied made by 

management and consider their reasonableness with regard to corroborative evidence

• evaluating the rationale for any changes in accounting policies, estimates or significant unusual 

transactions.

At the time of writing, our audit procedures in this area remain underway and subject to resolution of 

queries arising from audit management review of the testing undertaken.

To date, no issues have been identified which are required to be reported to those charged with 

governance. Should any issues arise that require reporting, we will do so before issuing our auditor’s 

report.

Financial statements 

Significant audit risks
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Risks identified in our Audit Plan Applicable to Auditor commentary

Valuation of land and buildings

The Council revalues its land and buildings on a rolling four-

yearly basis. Council dwellings are revalued annually. This 

valuation represents a significant estimate by management 

in the financial statements due to the size of the numbers 

involved (£1.6 billion) and the sensitivity of this estimate to 

changes in key assumptions. Additionally, management will 

need to ensure the carrying value in the Council’s financial 

statements is not materially different from the current value 

or the fair value (for surplus assets) at the financial 

statements date, where a rolling programme is used.

Management have engaged the services of a valuer, Wilks 

Head and Eve, to estimate the current value as at 31 March 

2020. 

We therefore identified valuation of land and buildings, 

particularly revaluations and impairments, as a significant 

risk, which was one of the most significant assessed risks of 

material misstatement.

Council Audit procedures undertaken in response to the identified risk included:

• evaluation of management's processes and assumptions for the calculation of the estimate, the

instructions issued to valuation experts and the scope of their work

• evaluation of the competence, capabilities and objectivity of the valuation expert

• writing to the valuer to confirm the basis on which the valuation was carried out to ensure that the

requirements of the Code are met

• engaging our own valuer, Gerald Eve, to assess the instructions to the Council’s valuer, the

Council’s valuer’s report and the assumptions that underpin the valuation.

• testing revaluations made during the year to see if they had been input correctly into the Council’s

asset register

• assessing the value of a sample of assets in relation to market rates for comparable properties.

• testing a sample of beacon properties in respect of council dwellings to consider whether their

valuation assumptions are appropriate and whether they are truly representative of the other

properties within that beacon group.

At the time of writing, our audit procedures in this area remain in progress and are not complete.

As discussed under ‘Covid-19’ above, the Council’s property valuation specialists reported that

valuations of land and buildings, including investment properties and council dwellings, were subject to

‘material valuation uncertainty’ as at 31 March 2020, as a result of the impact of the Covid-19 pandemic

on market activity in the real estate sector, meaning that less certainty, and a higher degree of caution,

should be placed on the recorded valuation of these assets than would otherwise be the case. We

have agreed additional disclosures with management relating to Note 36 in financial statements. This

disclosure will be referred to in our auditor’s report in an emphasis of matter paragraph. This does not

constitute a qualification of the audit opinion.

To date, no further issues have been identified which are required to be reported to those charged with

governance. Should any issues arise that require reporting, we will do so before issuing our auditor’s

report.

Financial statements

Significant audit risks
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Risks identified in our Audit Plan Applicable to Auditor commentary

Valuation of pension fund net liability

The Council's pension fund net liability, as 

reflected in its balance sheet as the net 

defined benefit liability, represents a 

significant estimate in the financial 

statements.

The pension fund net liability is considered 

a significant estimate due to the size of 

the numbers involved (£498.4m in the 

Council’s balance sheet) and the 

sensitivity of the estimate to changes in 

key assumptions.

Council Audit procedures undertaken in response to the identified risk included:

• updating our understanding of the processes and controls put in place by management to ensure that the Council’s 

pension fund net liability is not materially misstated and evaluate the design of the associated controls

• evaluation of the instructions issued by management  to their management expert (an actuary) for this estimate and 

the scope of the actuary’s work

• assessing competence, capabilities and objectivity of the actuary who carried out the Council’s pension fund valuation

• assessment of the reasonableness of the actuary’s assumptions and calculations in-line with  relevant standards, 

including their consideration of the ongoing impact of the McCloud and Guaranteed Minimum Pension cases.

• assessing the accuracy and completeness of information to the actuary to estimate the liability

• testing the consistency of the pension fund asset and liability and disclosures in the notes to the core financial 

statements with the actuarial report from the actuary

• undertaking procedures to confirm the reasonableness of the actuarial assumptions made by reviewing the report of 

the consulting actuary (as auditor’s expert) and performing additional procedures suggested within the report

• obtaining assurances from our audit of the Pension Fund as to the controls surrounding the validity and accuracy of 

membership data, contributions data and benefits data sent to the actuary by the pension fund and the fund assets 

valuation in the pension fund financial statements

Our testing found that an Investment Fund (Level 3 investment) that the Council’s Pension Fund had a material 

investment in, had their financial statements as at the 31 December 2019 qualified. The Investment Fund’s auditors 

qualified their audit opinion because they concluded they were unable to obtain sufficient appropriate audit evidence 

regarding claims made against a Limited Partnership, 100% owned by the Fund. This affects the Council’s accounts 

because 88% of the Pension Fund’s assets are attributable to the Council as the administering authority and this 

impacts the valuation of the net defined benefit liability in the Council’s balance sheet.  The audit team is working 

closely with officers to identify whether any other assurances can be obtained to provide sufficient and appropriate 

evidence that the valuation is not materially misstated. Due to statutory accounting requirements in place for pensions 

items, there is no direct financial impact on the Council’s General Fund position.

Additionally, the fund managers for the Pension Fund’s pooled property and infrastructure investments reported that 

valuations of these investments were subject to ‘material valuation uncertainty’ as at 31 March 2020, as a result of the 

impact of the Covid-19 pandemic on market activity in the real estate sector, meaning that less certainty, and a higher 

degree of caution, should be placed on the recorded valuation of these assets than would otherwise be the case. As 

88% of the Pension Fund’s assets are attributable to the Council as the administering authority, this material 

uncertainty impacts in turn upon the valuation of the net defined benefit liability in the Council’s balance sheet.

Management has disclosed this uncertainty in Note 36 to the financial statements. This disclosure will be referred to in 

our auditor’s report in an emphasis of matter paragraph. This does not constitute a qualification of the audit opinion.

Financial statements

Significant audit risks
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Risks identified in our Audit Plan Applicable to Auditor commentary

Valuation of level 3 investments

The Fund values its investments on an annual basis to 

ensure that the carrying value is not materially 

different from the fair value at the financial statements 

date.

By their nature Level 3 investment valuations lack 

observable inputs. These valuations therefore 

represent a significant estimate by management in the 

financial statements due to the size of the numbers 

involved (£73.8 million) and the sensitivity of this 

estimate to changes in key assumptions

Under ISA 315 significant risks often relate to 

significant non-routine transactions and judgemental 

matters.  Level 3 investments by their very nature 

require a significant degree of judgement to reach an 

appropriate valuation at year end.

Management utilise the services of investment 

managers and/or custodians as valuation experts to 

estimate the fair value as at 31 March 2020. 

Pension Fund Audit procedures undertaken in response to the identified risk included:

• evaluation of management's processes for valuing Level 3 investments

• reviewing the nature and basis of estimated values and consider what assurance management has over the

year end valuations provided for these types of investments; to ensure that the requirements of the Code

are met

• independently requesting year-end confirmations from investment managers and/or custodian(s)

• for a sample of investments, testing the valuation by obtaining and reviewing the audited accounts, (where 

available) at the latest date for individual investments and agreeing these to the fund manager reports at 

that date. Reconcile those values to the values at 31 March 2020 with reference to known movements in 

the intervening period and

• in the absence of available audited accounts, evaluating the competence, capabilities and objectivity of the 

valuation expert

• testing revaluations made during the year to see if they had been input correctly into the Pension Fund’s 

asset register

• where available, reviewing investment manager service auditor report on design effectiveness of internal 

controls.

As per page 9, our testing found an issue in relation to material Level 3 investment held by the Council 

Pension Fund. The Investment Fund, in which the Council Pension Fund had a share, had their financial 

statements as at the 31 December 2019 qualified. The Investment Fund’s auditors qualified their audit 

opinion because they concluded there were unable to obtain sufficient appropriate audit evidence regarding 

claims made against a Limited Partnership 100% owned by the Fund. The audit team is working closely with 

officers to identify whether any other assurances can be obtained to provide sufficient and appropriate 

evidence that the valuation is not materially misstated.

Additionally, the fund managers for the Pension Fund’s pooled property and infrastructure investments 

reported that valuations of these investments were subject to ‘material valuation uncertainty’ as at 31 March 

2020, as a result of the impact of the Covid-19 pandemic on market activity in the real estate sector, meaning 

that less certainty, and a higher degree of caution, should be placed on the recorded valuation of these 

assets than would otherwise be the case. Management has disclosed this uncertainty in Note 4 to the Fund’s 

financial statements. This disclosure will be referred to in our auditor’s report in an emphasis of matter 

paragraph. This does not constitute a qualification of the audit opinion.

Financial statements

Significant audit risks
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Financial statements

This section provides commentary on new issues and risks which were identified during the course of the audit that were not previously communicated in the Audit Plan and a 

summary of any significant control deficiencies identified during the year.

Issue Commentary Auditor view

IFRS 16 implementation has been delayed by one 

year

Although the implementation of IFRS 16 has been 

delayed to 1 April 2021, audited bodies still need to 

include disclosure in their 2019/2020 statements to 

comply with the requirement of IAS 8 para 31. As a 

minimum, we would expect audited bodies to disclose 

the title of the standard, the date of initial application 

and the nature of the changes in accounting policy for 

leases.

Management disclosed in Note 40 to the financial 

statements the title, date of initial application and the nature 

of changes in accounting policy which would arise from 

IFRS 16 implementation.

The impact of the new standard is likely to be material given 

the Council currently has future minimum lease payments of 

£34.m relating to operating leases. 

For 2020/21, management will need to be in a position to 

provide a monetary estimate of the impact on assets, 

liabilities, income, expenditure and reserves of the transition to 

IFRS 16 to allow for auditor assessment of the adequacy of 

associated disclosures in the financial statements.

Dedicated Schools Grant

The Council had a cumulative overspend against the 

Dedicated Schools Grant (DSG) of £19.1m as 31 March 

2020 due to insufficient government funding. We have 

reviewed the statement from CIPFA which confirms the 

guidance in LAAP bulletin 99 Local Authority Reserves 

and Balances remains extant i.e. it “neither anticipates 

nor allows for a voluntary earmarked balance to be 

presented in a deficit position.”

We wrote to management in May 2020 setting out Grant 

Thornton UK LLP’s position on accounting for accumulated 

DSG deficits in light of CIPFA’s Bulletin 05 on closure of the 

2019/20 accounts.

In our response to the DfE’s consultation we disagreed that 

changing the conditions of the grant would be sufficient in 

isolation to achieve the Government’s intention to require 

overspends to be carried forward and not charged against 

general reserves, as this would be at odds with the 

requirements of proper accounting practice and the Code. 

Management have presented the accumulated deficit in an 

earmarked DSG reserve, offset by sufficient useable funds to 

demonstrate the Council’s ability to meet this deficit from its 

own resources if required to do so in the future. 

We do however note that the proposed statutory override 

proposed by MHCLG for the period 2020/21 to 2022/23 

negates this risk in the short to medium tern as deficits will be 

accounted for in an unusable statutory reserve.

Significant findings – other issues
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Financial statements

Accounting area Summary of management’s policy Auditor commentary Assessment

Provisions for NNDR 

appeals – £28.5m

The Council are responsible for repaying a proportion of 

successful rateable value appeals. In 2019/20, management 

used an external organisation, Analyse Local, to calculate the 

level of provision required. Analyse Local’s calculation is based 

upon the latest information about outstanding rates appeals 

provided by the Valuation Office Agency (VOA) and previous 

success rates. 

• The methodology used is consistent with comparable local 

authorities

• The disclosure of the estimate in the financial statements was found 

to be adequate. 

Land and Buildings –

Council Housing –

£1.3bn

The Council owns 12,023 dwellings and is required to revalue 

these properties in accordance with DCLG’s Stock Valuation for 

Resource Accounting guidance. The guidance requires the use 

of beacon methodology, in which a detailed valuation of 

representative property types is then applied to similar 

properties.

The Council has engaged its internal valuer to complete the 

valuation of these properties. The year end valuation of Council 

Housing was £1.3bn, a net increase of £56.6m from 2018/19 

(£1.26bn). 

• As outlined earlier in the report, our work in this area remains 

ongoing. From the work performed to date, no material issues have 

arisen in relation to the valuation of the Council’s housing stock 

included within the accounts.

TBC

Land and Buildings –

Other – £341.6m

Other land and buildings comprises of £341.6m of assets 

ranging from specialised assets that are valued at depreciated 

replacement cost (DRC) and non-specialised assets value at at

existing use value (EUV). 

In line with RICS guidance, the Council’s valuer disclosed a 

material uncertainty in the valuation of the Council’s land and 

buildings at 31 March 2020 as a result of Covid-19. The Council 

has included disclosures on this issue in Note 36.

• As outlined earlier in the report, our work in this area remains 

ongoing. From the work performed to date, no material issues have 

arisen in relation to the valuation of the other land and buildings 

included within the accounts.

• We will refer to the material valuation uncertainties disclosed in an 

Emphasis of Matter paragraph in our audit opinion. This does not 

constitute a modification of the auditor’s report.

TBC

Assessment

 We disagree with the estimation process or judgements that underpin the estimate and consider the estimate to be potentially materially misstated

 We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptions we consider optimistic

 We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptions we consider cautious  

 We consider management’s process is appropriate and key assumptions are neither optimistic or cautious

Significant findings – key estimates and judgements 
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Financial statements

Accounting area Summary of management’s policy Auditor commentary Assessment

Net pension 

liability – £498.4m 

The Council’s total net pension liability 

at 31 March 2020 is £498.4m (PY 

£623.7m) comprising liabilities relating 

to the Hammersmith and Fulham 

Pension Fund and London Pension 

Fund Authority Local Government 

Pension Schemes and an immaterial 

amount of unfunded defined benefit 

pension scheme obligations. The 

Council uses Barnett Waddingham to 

provide actuarial valuations of the 

Council’s assets and liabilities derived 

from these schemes. A full actuarial 

valuation is required every three years. 

The latest full actuarial valuation was 

completed as at 31 March 2019. A roll 

forward approach is used in intervening 

periods which utilises key assumptions 

such as life expectancy, discount rates, 

salary growth and investment return. 

This has led to material experience 

liabilities arising during 2019/20 as 

assumptions used were normalised for 

actual data.

Given the significant value of the net 

pension fund liability, small changes in 

assumptions can result in significant 

valuation movements. There has been 

a £125.3m net actuarial gain during 

2019/20.

• We have assessed the actuary, Barnett Waddingham, to be competent, capable and objective.

• We have performed additional tests in relation to accuracy of contribution figures and benefits 

paid to gain assurance over the 2019/20 calculation carried out by the actuary. 

• We have used PwC as our auditor’s expert to assess the actuary and assumptions made by the 

actuary – see table below for out comparison of actuarial assumptions:

• We have confirmed the controls and processes over the completeness and accuracy of the 

underlying information used to determine the estimate.

• Whilst our work on the estimation process has not identified any weaknesses we have identified 

an issue regarding the valuation of the net defined benefit liability in the Council’s balance sheet 

due to a qualification of an Investment Fund the Pension Fund holds an material investment in. 

The auditors of the Investment Fund qualified their audit opinion because they concluded there 

were unable to obtain sufficient appropriate audit evidence regarding claims made against a 

Limited Partnership 100% owned by the Fund. The audit team is working closely with officers to 

identify whether any other assurances can be obtained to provide sufficient and appropriate 

evidence that the valuation is not materially misstated.





Assessment

 We disagree with the estimation process or judgements that underpin the estimate and consider the estimate to be potentially materially misstated

 We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptions we consider optimistic

 We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptions we consider cautious  

 We consider management’s process is appropriate and key assumptions are neither optimistic or cautious

Assumption Actuary 

Value

PwC range Assessment

Discount rate 2.35% 2.35% 

Pension increase rate 1.9% 1.85% -

1.95%


Salary growth 2.9% 1% above 

CPI


Life expectancy – Males currently aged 45 / 65 23.2 / 21.8 22.8 – 24.7 / 

21.4 – 23.3


Life expectancy – Females currently aged 45 / 65 25.8 / 24.4 25.2 – 26.2 / 

23.7 – 24.7


Significant findings – key estimates and judgements
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Financial statements

Accounting area Summary of management’s policy Auditor commentary Assessment

Level 3 investments The Pension Fund has investments in private equity 

funds that in total are valued on the net assets 

statement as at 31 March 2020 at £73.8m. 

These  investments are not traded on an open 

exchange/market and the valuation of the investment is 

highly subjective due to a lack of observable inputs. In 

order to determine the value, management relies on 

information provided by the General Partners to the 

private equity funds, who prepare valuations in 

accordance with the International Private Equity and 

Venture Capital Valuation Guidelines, and produce 

accounts to 31 December 2019 which are audited. The 

value of the investment has decreased by £2.7in 

2019/20, largely due to purchases and changes in 

market value. 

• We have assessed the appropriateness of the underlying information used 

to determine the estimate, including fund manager and custodian reports, 

and audited accounts of the private equity funds as at 31 December 2019

• We have assessed the consistency of the estimate against peers and 

industry practice

• We have reviewed the reasonableness of the increase in the estimate

• We have assessed the adequacy of disclosure of estimate in the financial 

statements

• We have noted the material uncertainty disclosed in relation to 

infrastructure investments that sit in Level 3

• We found that a material Level 3 investment held by the Council had their 

financial statements as at the 31 December 2019 qualified. The Investment 

Fund’s auditors qualified their audit opinion because they concluded there 

were unable to obtain sufficient appropriate audit evidence regarding claims 

made against a Limited Partnership 100% owned by the Fund. The audit 

team is working closely with officers to identify whether any other 

assurances can be obtained to provide sufficient and appropriate evidence 

that the valuation is not materially misstated.



Level 2 investments The Pension Fund have investments in pooled equity 

and property funds that in total are valued on the 

balance sheet as at 31 March 2020 at £876.2m. 

The  investments are not traded on an open 

exchange/market and the valuation of the investment is 

subjective. In order to determine the value, management 

make use of evaluated price feeds, with the exception of 

the valuation of property investments which is based on 

evaluation of market data. The value of the investment 

has decreased by £82.2m in 2019/20, largely due to 

sales and changes in market value. 

• We have assessed the appropriateness of the underlying information used 

to determine the estimate

• We have assessed the consistency of the estimate against peers and 

industry practice

• We have reviewed the reasonableness of the increase in the estimate

• We have assessed the adequacy of disclosure of estimate in the financial 

statements

• We have noted the material uncertainty disclosed in relation to pooled 

property related investments that sit in Level 2



Assessment

 We disagree with the estimation process or judgements that underpin the estimate and consider the estimate to be potentially materially misstated

 We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptions we consider optimistic

 We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptions we consider cautious  

 We consider management’s process is appropriate and key assumptions are neither optimistic or cautious

Significant findings – key estimates and judgements – Pension Fund
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Financial statements

Significant matter Commentary Auditor view

Events after the 

balance sheet date –

Thames Water legal 

case

The Council entered into a contract in 2000, whereby it collected water 

charges from its tenants on behalf of Thames Water and was paid a 

commission for doing so.

In December 2019, the Royal Borough of Kingston-Upon-Thames lost a 

case brought against it by a tenant who held that their contract was for 

resale of water under which the recovery of commission was limited by 

law. The key issue in the case was whether the Council was acting as an 

‘agent’ for Thames Water or a ‘customer’ in which case it was reselling 

water services and should have passed savings onto tenants.

The Council, along with several other local authorities, had sought legal 

advice as part of a collective under the umbrella of the Local Government 

Association (LGA) pending the outcome of the appeal lodged by Royal 

Borough of Kingston-Upon-Thames.

In October 2020, the Royal Borough of Kingston-Upon-Thames lost its 

appeal to the Court of Appeal over the High Court ruling.

The court decision occurred towards the end of the audit and therefore the 

Council did not have the information available when preparing their draft 

financial statements.

Previously, this potential liability was disclosed within the notes to the 

financial statements as a contingent liability – the liability being contingent 

on the outcome of the court case, which has now materialised.

As the court decision relates to a past event, appropriate accounting 

treatment is to recognise the impact of this liability as an adjusting event 

within the financial statements, specifically as a provision under IAS37. 

Management acknowledge that the conclusion of the case gives rise to a present 

obligation and associated liability as at 31 March 2020, and is as such an 

adjusting post-balance sheet event in accordance with IAS 10. The associated 

payments will be financed from the HRA earmarked reserves.

At the time of writing, we are discussing with management the scale of this 

provision and any accounting entries which will be processed in the final draft of 

the financial statements.

Significant findings – matters discussed with management
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Going concern commentary

Management's assessment process

The Council’s financial statements have been prepared on a going concern basis, as disclosed in the Narrative Report. We have requested that management include their statement 

relating to the going concern basis of preparation within the Notes to the financial statements.

Management provided a narrative going concern assessment, cash flow forecast to March 2022, Reserves Forecast and Medium Term Financial Forecast extending over the four-

year period to March 2025.

As a result of increased expenditure and diminished income, for instance from parking and commercial rents, due to the Covid-19 pandemic, the original 2020/21 budget is now 

forecast to overspend by over £40m. The majority of this will be offset by government funding, use of the corporate contingency which had been set aside for the year and the option 

to defer Collection Fund deficits over a three-year period. The residual £5.9m overspend will be filled through identification of additional savings opportunities or, if necessary, use of 

reserves.

The situation beyond 2020/21 is more uncertain as the longer-term impact of the pandemic on individuals and businesses in the borough, and by consequence demand for services, 

remains unclear. However, management are confident that the Council retains sufficient levels of useable reserves which as a last resort can be used to withstand the pressures faced 

during the period of their assessment.

Work performed 

We reviewed management’s disclosures, going concern assessment, cash flow forecasts and Medium Term Financial Strategy, corroborating key inputs and assumptions to our wider 

knowledge gained through the audit process, and where applicable to supporting documentation. We considered, based on our understanding of the entity and the wider political and 

economic climate, whether material uncertainties may exist which were not explicitly covered by management’s assessment.

We are satisfied that management’s assessment is based on accurate information including prudent assumptions around future income and expenditure levels, and likely shortfalls 

based on known events and best available information. We are satisfied that the Council holds sufficient useable reserves to mitigate the risk of any short-term funding shortfalls which 

may arise throughout the period of management’s assessment.

Concluding comments

We are satisfied from the work performed that:

• the going concern basis of preparation is appropriate for the Council’s financial statements

• no events or conditions exist which may give rise to material uncertainties casting significant doubt on the Council’s ability to continue as a going concern

• the disclosures in the Council’s financial statements relating to going concern are adequate.

Our audit opinion in respect of going concern will be unmodified.

Financial statements

Our responsibility

As auditors, we are required to “obtain sufficient appropriate audit evidence about the appropriateness of management's use of the going concern assumption in the preparation and 

presentation of the financial statements and to conclude whether there is a material uncertainty about the entity's ability to continue as a going concern” (ISA (UK) 570). 

Going concern – Council 
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Going concern commentary

Management's assessment process

The Pension Fund’s financial statements have been prepared on the going concern basis. As disclosed in Note 2 to the financial statements:

The LGPS is a statutory, state back scheme that is 125% funded on a conservative basis and backed by an administering authority with tax raising powers. As such, the Pension Fund 

Accounts have been prepared on a going concern basis. It is recognised that the current environment gives rise to a risk of uncertainty and volatility in investment markets and the Fund 

has reviewed fund managers assessments and no material uncertainty has been identified. The Fund continues to monitor cashflows and invests in a diverse range of investment 

vehicles including availability to liquid assets. 

The CIPFA Code requires that the Pension Fund’s financial statements be prepared on a going concern basis, with paragraph 2.1.2.29 stating:

an authority’s financial statements shall be prepared on a going concern basis; that is, the accounts should be prepared on the assumption that the functions of the authority will continue 

in operational existence for the foreseeable future (see also paragraph 3.4.2.23 for bodies that follow the Code but may be discontinued without statutory prescription). Transfers of 

services under combinations of public sector bodies (such as local government reorganisation) do not negate the presumption of going concern.

Management provided a written going concern assessment and supporting cash flow forecast, covering the period to March 2022.

Work performed 

We reviewed management’s disclosures, going concern assessment and cash flow forecasts, corroborating key inputs to our wider knowledge and supporting documentation. We 

considered, based on our understanding of the entity and the wider political and economic climate, whether material uncertainties may exist which were not explicitly covered by 

management’s assessment. None were identified.

We are satisfied that management’s assessment is based on accurate information including assessments over funding levels provided by the Fund’s actuary, and prudent assumptions 

around future income and expenditure levels, based on the best available information. We are satisfied that the Fund holds sufficient liquid assets to enable any short-term funding 

shortfalls which may arise to be met throughout the period of management’s assessment.

We identified that cash flow forecasting and budget monitoring are processes which have only recently been adopted by the Fund and there is scope for refinement in management’s 

arrangements. We have raised a control recommendation in this regard within the Action Plan at Appendix A.

Concluding comments

We are satisfied from the work performed that:

• the going concern basis of preparation is appropriate for the Pension Fund financial statements

• no events or conditions exist which may give rise to material uncertainties casting significant doubt on the Pension Fund’s ability to continue as a going concern

• the disclosures in the Pension Fund financial statements relating to going concern are adequate.

Our audit opinion in respect of going concern will be unmodified.

Financial statements

Our responsibility

As auditors, we are required to “obtain sufficient appropriate audit evidence about the appropriateness of management's use of the going concern assumption in the preparation and 

presentation of the financial statements and to conclude whether there is a material uncertainty about the entity's ability to continue as a going concern” (ISA (UK) 570). 

Going concern – Pension Fund
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Financial statements

We set out below details of other matters which we, as auditors, are required by auditing standards and the Code to communicate to those charged with governance.

Issue Auditor commentary

Matters in relation to fraud We have previously discussed the risk of fraud with the Audit and Pensions Committee. We have not been made aware of any incidents in the 

period and no issues have been identified during the course of our audit procedures.

Matters in relation to related 

parties

We are not aware of any related parties or related party transactions which have not been disclosed.

Matters in relation to laws and 

regulations

You have not made us aware of any significant incidences of non-compliance with relevant laws and regulations and we have not identified any 

incidences from our audit work.

Written representations A letter of representation has been requested from the Council and Pension Fund, which are included at appendix G and H.

Confirmation requests from third 

parties 

We requested from management permission to send confirmation requests to all banking and investment counterparties. This permission was 

granted and the requests were sent.  

Disclosures Our review of disclosures found no material omissions in the financial statements of either the Council. We have agreed a small number of 

amendments to disclosure notes but these were minor in nature.

Audit evidence and 

explanations/significant 

difficulties

All information and explanations requested from management was provided.

Other matters for communication
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Financial statements

Issue Commentary

Other information We are required to give an opinion on whether the other information published together with the audited financial statements (including the 

Annual Governance Statement and Narrative Report) is materially inconsistent with the financial statements or our knowledge obtained in the 

audit or otherwise appears to be materially misstated.

No inconsistencies have been identified.

Matters on which we report by 

exception

We are required to report on a number of matters by exception in a numbers of areas:

• If the Annual Governance Statement does not meet the disclosure requirements set out in the CIPFA/SOLACE guidance or is misleading 

or inconsistent with the other information of which we are aware from our audit

• If we have applied any of our statutory powers or duties

We have nothing to report on these matters.

Specified procedures for Whole 

of Government Accounts 

We are required to carry out specified procedures (on behalf of the NAO) on the Whole of Government Accounts (WGA) consolidation pack 

under WGA group audit instructions. 

As the Council exceeds the specified group reporting threshold of £500m, we examine and report on the consistency of the WGA 

consolidation pack with the Council's audited financial statements.

The work will begin shortly with the aim of meeting the revised submission deadline of 4 December 2020. 

Certification of the closure of the 

audit

We have completed the majority of work under the Code and plan to issue our certificate upon completion of the WGA submission.

Other responsibilities under the Code
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Value for Money

Risk assessment 

We carried out an initial risk assessment in early 2020 and identified a number of 

significant risks in respect of specific areas of proper arrangements using the guidance 

contained in AGN03. We communicated these risks to you in our Audit Plan dated 

March 2020.

We have continued our review of relevant documents up to the date of giving our report, 

and have not identified any further significant risks where we need to perform further 

work.

We have not identified any new VfM risks in relation to Covid-19, however we have 

considered and commented on the potential impact of Covid-19 on the Council’s future 

financial sustainability, and plans for addressing the arising issues, as part of our work 

in addressing the previously identified significant VfM risk around the arrangements in 

place for Medium Term Financial Planning

We carried out further work only in respect of the significant risk we identified from our 

initial and ongoing risk assessment. Where our consideration of the significant risk 

determined that arrangements were not operating effectively, we have used the 

examples of proper arrangements from AGN 03 to explain the gaps in proper 

arrangements that we have reported in our VFM conclusion.

Background to our VFM approach

We are required to satisfy ourselves that the Council has made proper arrangements for 

securing economy, efficiency and effectiveness in its use of resources. This is known as 

the Value for Money (VFM) conclusion. 

We are required to carry out sufficient work to satisfy ourselves that proper arrangements 

are in place at the Council. In carrying out this work, we are required to follow the NAO's 

Auditor Guidance Note 3 (AGN 03) issued in April 2020. AGN 03 identifies one single 

criterion for auditors to evaluate: 

“In all significant respects, the audited body takes properly informed decisions and deploys

resources to achieve planned and sustainable outcomes for taxpayers and local people.”

This is supported by three sub-criteria, as set out below:

Informed 

decision 

making

Value for 

Money 

arrangements 

criteria
Sustainable 

resource 

deployment

Working 

with partners 

& other third 

parties

Value for Money
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Our work

AGN 03 requires us to disclose our views on significant qualitative aspects of the Council's 

arrangements for delivering economy, efficiency and effectiveness.

We have focused our work on the significant risks that we identified in the Council's 

arrangements. In arriving at our conclusion, our main considerations were:

• Revenue and capital outturn for 2019/20

• Approved revenue and capital budget for 2020/21

• Officer assessment of the impact of Covid-19 on forecasted costs and income for 

2020/21 and future years, as reported to members

• Medium term financial plan for 2021/22-2024/25

• Analysis of reserves position relative to other comparable local authorities

We have set out more detail on the risks we identified, the results of the work we 

performed, and the conclusions we drew from this work on pages 21 to 28

Overall conclusion

Based on the work we performed to address the significant risks, we are satisfied that the 

Council had proper arrangements for securing economy, efficiency and effectiveness in its 

use of resources. 

The text of our report, which confirms this can be found at Appendix E.

Recommendations for improvement

We discussed findings arising from our work with management and have agreed 

recommendations for improvement.

Our recommendations and management's response to these can be found in the 

Action Plan at Appendix A

Significant difficulties in undertaking our work

We did not identify any significant difficulties in undertaking our work on your 

arrangements which we wish to draw to your attention.

Significant matters discussed with management

There were no matters where no other evidence was available or matters of such 

significance to our conclusion or that we required written representation from 

management or those charged with governance.

Value for Money

Value for Money
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Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents. 

Significant risk Findings and conclusions

Medium Term Financial Planning

As outlined in our Audit Plan, issued prior to the outbreak of the 

Covid-19 pandemic but reported to members in September 2020, 

the Council faced a number of financial challenges over the both 

the short and medium term, including managing the impact of 

reductions in government funding, increasing demand for services, 

the impact of changes to business rates retention and the outcome 

of the Government’s fairer funding review. At the risk assessment 

stage, the Council was forecasting a budget shortfall of £7.7 million 

for the year and although mitigating actions were being developed, 

any shortfall would need to be met from reserves.

Part of the Council’s response to these challenges related to 

increasing capital development and regeneration in the Borough, 

as well as internally considering issues such as work space for 

employees and refining recruitment practices to enable better 

management of staffing costs.

Overspends predicted in the high needs and early years block of 

the Dedicated Schools Grant, which remained the key area of 

pressure, were also planned to be funded through reserves. The 

Council had begun to make use of business information and data 

to aim to better understand the drivers of increasing costs.

A balanced budget had been set for 2020/21 although the four-

year medium term financial forecast showed increasing budget 

gaps in future years, with a range of growth and savings proposals 

being proposed.

In response to this risk, we planned to:

• review the arrangements in place to monitor and report 

performance against budget and savings plans

• consider arrangements for setting the Medium Term Financial 

Forecast and examine underlying assumptions and 

dependencies for robustness. 

2019/20 outturn

In 2019/20, the Council recorded an overall net revenue overspend within the General Fund of £6.9 million, which 

formed a call on useable earmarked reserves. This represented 1.1% of the gross General Fund budget and 

compared to a net overspend of £1.6 million recorded in the prior year. This position was also reached through 

use of central contingency allocated through the budget setting process at the start of the year, with the year-end 

overspend against original departmental budgets for services amounting to £9.5 million.

The General Fund overspend was driven primarily by demand growth in Children’s Services coupled with 

increased complexity of need, which led to a gross budget overspend of £8.2 million for the directorate. In 

conjunction with this the Council recorded an overspend in the High Needs Block (HNB) of the Dedicated Schools 

Grant (DSG), which amounted to £5.5 million during the year, bringing the cumulative overspend in this area to 

£19.1 million as at 31 March 2020.

Discussions between MHCLG and the Department for Education (DfE) remain ongoing around a sustainable 

sector-wide solution for addressing DSG cumulative deficits in the longer term and ensuring that the system 

enables greater sustainability. Whilst the magnitude of the in-year deficit is forecast to reduce during 2020/21, the 

cumulative deficit is still projected to increase by £3.6 million. Proposals are in place for a statutory override, to be 

effective from 2020/21, which would result in DSG deficits being ringfenced into an unusable statutory reserve for 

the next three years. Until a central longer-term solution is formalised, there is a risk that this could form a call on 

the Council’s useable reserves position in the short- or medium-term. However the Council is one of a handful of 

local authorities who have been invited to engage in formal discussions with DfE around support and funding for 

historic deficits, with the initial meeting planned for mid-December.

The Council has engaged proactively with DfE in respect of its DSG deficit has submitted a deficit recovery plan 

based on reasonable assumptions, including forecast growth in demand and complexity of caseload. The Council 

has a good understanding of the reasons behind the increased pressures on its forthcoming budgets. The current 

and anticipated position, associated risks and actions being taken have been communicated to members 

periodically throughout the year.

The Housing Revenue Account (HRA) outturn for the year amounted to a net £1.5 million underspend against 

budget, which largely relates to accounting adjustments including provisions and depreciation.

The impact of Covid-19 on the revenue outturn for 2019/20 was minimal, due to the pandemic only arising within 

the final few weeks of the period. However, as explored below, the impact on the 2020/21 budget is significant 

both in respect of increased expenditure and loss of income, and may also have a significant impact on the 

Council’s ability to realise planned savings and efficiency programmes, deliver service transformation within 

planned timeframes, and sustain its planned levels of capital investment.

Value for Money

Value for Money
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Significant risk Findings and conclusions

Medium Term Financial Planning

• examine the savings plans 

aimed at reducing future funding 

gaps, as well as likely outcomes 

from existing schemes in place.

During the year, the Council invested £113.1 million on its Capital Programme. Significant investment was made in the Civic Campus 

redevelopment programme (£11.4 million), £19.6 million in acquisition costs for the previously-leased King Street office site to improve long-term 

value for money, improvement in the Borough’s highways (£13.1 million) and within the HRA, £21.1 million relating to works and refurbishment of 

housing stock, including fire safety and £10.0 million relating to demolition of the Hartopp and Lannoy Points developments. These projects were 

in accordance with the original capital budget for the year and aligned to the Council’s strategic priorities.

In addition, in November 2019 the Council terminated the Earl’s Court Conditional Land Sale Agreement resulting in £15.8 mill ion of capital 

spend to reacquire the former Gibbs Green school and Farm Lane sites. This decision was taken following a change in the structure of the 

underlying partnership which had previously acquired the development sites, increasing ongoing commercial risk to the Council , in order to 

protect the residences in these sites and progress the Council’s overarching housing strategy. The revenue implications of this decision, in terms 

of reductions in capital receipts and corresponding increases in future need for borrowing, were considered as part of the decision-making 

process and are built in to future forecasts.

2020/21 budget

Original budget

The Council approved a balanced budget for 2020/21 during February 2020, which incorporated the maximum permissible 1.99% Council Tax 

increase alongside an additional 2% for the Adult Social Care precept. In the budget report to members, the Council’s executive leadership 

emphasised that Central Government funding mechanisms were predicated on the basis that local authorities would implement the maximum 

possible increases to local taxation levels. This will be a particularly important consideration going forward in light of the budgetary and financial 

resilience implications of the Covid-19 pandemic, further explored below, and the ongoing uncertainties in regards to the future funding formula 

to be established.

The budget included investment of £8.3 million to meet assumed growth arising from demographic, service and demand pressures and the 

realisation of key resident priorities. These assumptions were based on modelling by service managers, and most significantly related to 

Children’s Social Care (where significant overspends had previously been observed), and Council-wide issues including increased borrowing 

costs to meet the requirements of the Council’s ambitious Capital Programme.

Key assumptions underpinning anticipated income and expenditure included evidence-based increases for pay and price inflation, and approved 

levels of fees and charges. Government grant funding built in to the forecast was based on known allocations and a consistent level of capital 

contributions are able to be used to support general fund expenditure as had been the case in the previous year.

The budget also included a planned £12.9 million of savings to bridge the gap and maintain financial balance. Most significantly, corporate 

savings were expected as a result of benefits from participation in the London Business Rates pool (£1.9 million) and reduced pension 

contributions expenditure as a result of the improved funding position of the pension fund following the triennial valuation (£2.1 million). 

Employee-related efficiencies of £1.3 million were incorporated as a result of new ways of working, and recharges to the HRA were forecast to 

reduce by £1.7 million following in-sourcing and staffing restructures. Finally, relating specifically to services, £1.5 million of savings were 

anticipated in respect of Adult Social Care as a result of better and more timely management of discharge arrangements from acute hospital 

settings.
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Partially in response to prior year audit findings, the budget also sought to improve financial resilience by making a contribution of £7.2 million to 

reserves during the year and increasing the annual unallocated contingency from £2.1 million to £3.0 million, in acknowledgement of future 

financial risk arising from unknown outcome of the Government’s funding review, the potential impact of Brexit and increasing service demand. 

Budget risks were reported to members alongside the approved position in order to transparently demonstrate the impact of a downside 

scenario.

Alongside the revenue budget, the Council also approved the four year capital strategy for 2020 to 2024. The gross programme for 2020/21 

totalled £141.4 million of which £79.9 million related to housing investment, aligned to the Council’s HRA Asset Management and Compliance 

Programme supporting sustainable provision of high quality social housing in the Borough. The total spend over the four-year period was 

forecasted at £492.2 million, which management acknowledged would result in an increase in the Capital Financing Requirement and associated 

revenue charges over the period and beyond.

Impact of Covid-19

As a result of the Covid-19 pandemic, the original 2020/21 budget as set in February 2020 is now predicted to overspend by around £42.5 

million. This forecast overspend includes additional spending pressures relating to Covid-19 amounting to £17.5 million combined with expected 

loss of income compared to budget of £25.0 million. This position is being carefully monitored by management and monthly returns in respect of 

cost and income pressures are being compiled and submitted to MHCLG.

From the outset of the pandemic, the Council’s executive leadership were acutely aware of the need to ensure that spend relating to the Covid-

19 response was carefully monitored and recorded in a clear and transparent way within the Council’s financial systems. A comprehensive 

coding system was implemented which has instilled a sense of discipline in terms of properly understanding the costs and represents robust 

financial management practices. 

For 2020/21, the most significant areas of projected expenditure pressure relate to purchase of personal protective equipment (PPE) (£3.0 

million), increased support to Adults’ social care combined with increased demand pressure in these services (£3.6 million), as well as other 

direct costs associated with response to the pandemic (£4.4 million), including support for homelessness and rough sleepers, implementation of 

social distancing enforcement across the Borough and increased mortuary capacity.

In respect of income, the Council are forecasting a reduction of £11.9 million compared to budget for income from parking enforcement and 

traffic management collectable during 2020/21, £3.1 million lower than forecast income from other fees and charges and £1.5 million reduction in 

HRA rental revenues.

Central Government has recognised the challenges faced by local authorities in respect of Covid-19 and in March and April 2020 allocated two 

tranches of central funding which totalled £3.2 billion nationwide. The Council’s share of this income amounted to £11.5 million. A further 

package of support was announced in July 2020 and a fourth tranche in October. The Council will be directly eligible to receive a further £6.6 

million in un-ringfenced grant funding. This funding will offset a total of £18.1 million of the expenditure and income pressures outlined above.

In addition, the Government has announced proposals to fund 75% of 95% of net lost budgeted fees and charges income for local authorities, 

which can unavoidably not be recovered in 2020/21 and are not already offset by other support. The guidance provided by MHCLG makes clear
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however that this does not include investment income or commercial rents, and only covers income directly related to the provision of services. 

Management’s best estimate is that around £6 million of the Council’s lost general fund income could be eligible to be reclaimed from the 

Government through this scheme, which would offset a further proportion of the forecast overspend for the year. The final allocation in respect of 

this scheme is yet to be confirmed.

Finally, the Government has also announced the re-phasing of repayments to meet Collection Fund deficits accrued in 2020/21 over three years 

rather than one. This will be beneficial to the Council in the short-term due to anticipated significant reductions in the Council’s share of 

associated income of around £7.9 million, particularly relating to Business Rates and Council Tax collection rates in 2020/21, as well as an 

increase in working-age taxpayers eligible for discounts and support, reducing the overall revenue collectible. However, in terms of the Council’s 

medium- to long-term financial sustainability, this does not alleviate the impact as deficits will still need to be met from available resources by 

2023/24, with no current indicative commitment from the Government to provide additional compensatory funding in forthcoming finance 

settlements. In our view, it is vital the Council utlilses the tax increases that are available in 2021/22 and beyond in terms of council tax levels and 

the adult care precept should that be available.

Management are conscious that the current position is not indicative that central government will fully fund the costs of response and lost revenue 

in respect of the Covid-19 pandemic, and that this will have a significant effect on the Council’s reserves and medium term financial planning. This 

has been clearly communicated to members as part of the 2019/20 outturn reporting and within further Cabinet briefing papers.

The net shortfall for 2020/21 is forecast at present to be £13.7 million, of which £7.9 million relates to the Collection Fund to be spread over future 

years. This figure has been reached following mitigating actions already implemented, resulting in expenditure reductions of £4.7 million, however 

before considering any impact of a second wave or subsequent lockdown phase. The Council continues to seek additional ways to manage the 

in-year pressures. This includes further scrutiny over staffing position, progressing only essential recruitment during the Covid-19 period, reducing 

agency staff costs and tighter control of fixed term contract extensions, as well as review of contracts and procurement strategies ensuring that 

maximum value and economies of scale are achieved wherever possible. The Council’s planned review of workspace requirements for corporate 

employees has been drawn into sharper focus given remote working requirements under lockdown and social distancing restrictions. Review of 

whether planned savings schemes for 2021/22 can be brought forward is also underway. Any residual budget gap or net overspend will need to 

be met from existing reserves.

Management also acknowledge that further uncertainties exist both in-year, for instance the impact of the second wave and second lockdown, 

future measures of government support – for instance to compensate local authorities for additional enforcement responsibilities taken on – and in 

the context of the medium term financial plan, explored further below, lack of clarity at the time of writing around the form of the funding settlement 

for 2021/22. Management are continually updating their forecasts and feeding back to members on a regular basis.

Cabinet approved the recommendation in November 2020 that the Council should not enter into any significant new unfunded financial 

commitments, which will be critical in ensuring that the impact on the Council’s reserves position is minimised – refer to further analysis of the 

Council’s useable reserves below. Action now will help address this future budget challenge and potential further calls on reserves and enable the 

Council to continue to play a lead role in the continued Covid-19 response and economic recovery of the borough. 

The Covid-19 pandemic has also led to slippages in the Capital Programme, with a significant proportion of spend (totalling £36.4 million at the
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end of quarter 1) being re-phased to future years. Elements of the Capital Programme were also contingent on funding sources which are now 

less certain, for instance Community Infrastructure Levy (CIL) and S106 receipts for social housing, and grant funding from third parties such as 

Transport for London, which itself is facing significant financial challenge due to the pandemic. The Council will need to consider whether the 

associated schemes continue to represent value for money should they subsequently need to be funded from alternative sources such as 

external borrowing, impacting on the revenue account. Management are conscious of this and the key risks and considerations are being 

periodically reported to members.

Medium-term financial planning

Planning for 2021/22 and the medium-term is being conducted against a backdrop of significant uncertainty, with central settlement funding not 

yet confirmed at the time of writing and the ‘fair funding’ review postponed in light of the pandemic. Uncertainty also exists in future models of 

funding for social care, which represents the most significant element of the Council’s budget and is the cause of a high proportion of the 

budget variances observed over recent years. There is an ongoing risk that as the pandemic has placed considerable strain on a number of 

providers, additional burden arising from anticipated demand and demographic pressures may fall on the Council in the medium term. In 

addition, the shape of the impact of the UK’s impending withdrawal from the European Union is yet to be determined.

Budget assumptions continue to be modelled for a range of potential scenarios, but under the circumstances which management consider most 

likely, management expect to need to balance a funding gap of £18.9 million in 2021/22 before the identification of savings, which in the context 

of ongoing leadership of the local Covid response and repeated historic reductions in government funding, poses a considerable challenge.

Moreover, the anticipated economic downturn which could result in an extended period of national recession, will be a considerable factor in the 

years beyond 2021/22 due to likely impact on increase in demand-led services and ongoing reductions in a range of income streams. It is 

difficult for management to predict the future pattern of service demand, commercial activity in the Borough, permanent changes to work, 

leisure and travel patterns and how these will impact on financial and operational sustainability.

Management’s forecast is that a potential cumulative budget gap of £58.4 million could arise by 2024/25.

Planning assumptions resulting in this scenario are prudent, for instance being based on:

• Allowance for the ongoing impact of Covid-19 such as reduction in Council Tax receipts and collectible revenue, and no benefit being 

assumed from participation in the London Business Rates pool as a result of the pending recession.

• Allowance for the risk that reforms to government grant modelling and permitted Council Tax increases will adversely impact on the Council 

– for instance Council Tax rates will be frozen, no allowance will be made for the adult social care precept, and government grant income 

will reduce under the fair funding scheme

• Allowances built in for pay and price inflation in line with actuals observed during 2020/21

• Borrowing costs being assumed on the basis of full realisation of the capital programme
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However, this does not detract from the fact that a significant volume of savings will need to be identified in order for the Council to meet its 

statutory duty to approve a realistic balanced budget in 2021/22 and future years over the course of the medium-term forecast.

One of the Council’s key strategic priorities is being Ruthlessly Financially Efficient. Elements of the Council’s stated action plan for 

implementing this priority include embedding tighter financial controls and disciplines across the leadership structure throughout the 

organisation, ensuring value is extracted from assets and contracts, reviewing the Council’s most significant contracts as part of Zero-Based

Budgeting and service redesign, reviewing procurement opportunities for Social Value benefits, reducing agency spend and robust monitoring 

of capital expenditure and section 106 monies. The measures taken to date, and continuing to be taken in response to the Covid-19 pandemic 

are broadly indicative that the Council remains focused on aligning actions with financial implications to meet this core priority.

Sustainability of reserves

The pressures outlined above and their impact on the Council’s financial resilience over the medium term must be considered in the context of 

the available resources which the Council has at its disposal.

The first graph below illustrates the position of the Council’s useable general fund and earmarked reserves in comparison to other London 

Boroughs as at 31 March 2020:

Graph 1:
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The second graph (overleaf) demonstrates the position as a percentage of net service revenue expenditure.

Whilst the Council does have a level of general and earmarked reserves available, totalling £80.2 million as at 31 March 2020, this must be 

considered in the context that a number of these are either restricted in use or are otherwise designated for specific purposes to support the 

Council’s future investment in delivery and re-design of service provision. For instance, the Community Infrastructure Levy reserve is 

anticipated to be fully utilised to fund elements of the new Civic Campus project and such capital contributions have restrictions on their use

under the applicable accounting framework. In addition, the Council must set aside reserve balances to fund forecast deficits on the Dedicated 

Schools Grant as outlined above, until such a time as a central solution is finalised.

Graph 2:

The above analysis demonstrates that by both metrics, the Council’s useable reserves position as at 31 March 2020 is below the average for 

comparable local authorities, in a wider environment where finances for all local authorities overall are strained.
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In the current situation of extensive uncertainty around future cost and income pressures, it is therefore prudent that the Council have taken the 

decision not to commit to any significant unfunded expenditure schemes. It is essential to consider that reserves are finite resources and that 

any in-year appropriations must be re-built in future years to ensure adequate funds for future investment or unexpected eventualities, as has 

been demonstrated by the pandemic. It is critical however that that members and officers do not become complacent or lose sight of the longer-

term challenges in determining an appropriate response to the current crisis. 

Conclusion

The financial outlook for the Council remains extremely challenging and ongoing financial resilience is dependent on a number of factors with 

as-yet uncertain outcomes. During 2019/20 and in the period since the year-end, officers have put in place robust arrangements to ensure that 

risks and uncertainties are given due consideration in short and medium-term financial planning and the impact is effectively modelled to the 

best of their ability, drawing on external support where knowledge gaps or wider unknowns are identified.

The Council’s response to the outturn position for 2019/20 in terms of pre-Covid forward planning for 2020/21 and beyond is broadly indicative 

that management’s understanding of the key drivers for income and expenditure relating to core services and ability to understand impact of 

decisions taken is strong, and plans have been put in place for improvement to processes where significant variances were identified.

As a result of Government Funding and initiatives, prior year accumulated reserves and prudent financial planning including setting aside 

contingencies in the budget-setting process, the Council has sufficient resources in place to meet the expected shortfalls in income and 

increases in expenditure for 2020/21 arising from the Covid-19 pandemic and is not facing the kinds of challenging decisions in the immediate 

term around service cuts or Section 114 notices which comparable local authorities could be subject to.

In the medium term, the picture remains far more uncertain as the longer-lasting impact of the pandemic on the economy, in the context of 

wider financial risks beyond the control of officers or members, remain significant unknowns. Management are conscious of the need to remain 

responsive to emerging circumstances, whilst keeping sight of longer term strategic goals which underpin future investment decisions from use 

of reserves or other sources.

Management should ensure that prudent decisions continue to be made and that the implications of spending or budget-setting decisions are 

thoroughly communicated to members.

In overall terms the Council has a strong record of driving efficiencies from a council tax base that reflects political decisions over many years 

about the importance of keeping council tax levels down. This strategy, coupled with both housing and business growth in the borough and a 

commitment to sound financial management  has meant the Council has maintained sound finance. However, the many challenges that the 

Council faces, as outlined in our summary report,  suggest some very hard decisions ahead. The Council fully recognises the macro- economic 

impact of Covid-19 and Brexit but measuring it is difficult at this stage. As outlined on the earlier graphics, the Council’s reserve position is 

reasonable but allows no room for complacency or further diminution of those reserves. We would urge that members fully digest the lessons 

from recent Public Interest Reports and other commentary from sector financial experts as they approach the 2021/22 budget setting round.

The Council reacted quickly to the Covid-19 pandemic and has spent significant time focusing on measures to achieve financial sustainability. 

We believe members are fully aware of the risks that have impacted other councils and the dangers of running down reserves. The Council 

has a lower level of reserves than some other London Boroughs. Covid-19 represents an existential threat to the financial sustainability of
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many councils. Members should be aware at all times, not to choose the pathways taken by those Councils who have recently subject to public 

interest reports. Members have a fiduciary duty to maintain sound finance and not to take steps that would mortgage the future. Investment is 

certainly required to drive the Council, its residents and business forward. This must be done in considered and balanced way.

From the procedures undertaken, we are satisfied that the Council had sufficient arrangements in place during the year to mitigate the risk 

identified.

Value for Money

Value for Money



© 2020 Grant Thornton UK LLP  |  Audit Findings Report for the London Borough of Hammersmith and Fulham and Hammersmith and Fulham Pension Fund  |  2019/20

DRAFT
Commercial in confidence

31

We confirm that there are no significant facts or matters that impact on our independence as auditors that we are required or wish to draw to your attention. We have complied with the 

Financial Reporting Council's Ethical Standard and confirm that we, as a firm, and each covered person, are independent and are able to express an objective opinion on the financial 

statements 

We confirm that we have implemented policies and procedures to meet the requirements of the Financial Reporting Council’s Ethical Standard and we as a firm, and each covered 

person, confirm that we are independent and are able to express an objective opinion on the financial statements.

Further, we have complied with the requirements of the National Audit Office’s Auditor Guidance Note 01 issued in May 2020 which sets out supplementary guidance on ethical 

requirements for auditors of local public bodies.

Details of fees charged are detailed in Appendix D

Independence and ethics
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Independence and ethics

Audit and Non-audit services

For the purposes of our audit we have made enquiries of all Grant Thornton UK LLP teams providing services to the Council. The following non-audit services were identified, as well 

as the threats to our independence and safeguards that have been applied to mitigate these threats.

Fees £ Threats identified Safeguards

Audit related

Agreed upon procedures 

relating to pooling of 

housing capital receipts 

(Council)

5,000 Self-Interest (because this is a 

recurring fee)

Self review (because GT 

provides audit services)

The level of this recurring fee taken on its own is not considered a significant threat to independence as the fee  

for this work is £5,000 in comparison to the total fee for the audit of £152,242 and in particular relative to Grant 

Thornton UK LLP’s turnover overall. Further, it is a fixed fee and there is no contingent element to it. These 

factors all mitigate the perceived self-interest threat to an acceptable level.

To mitigate against the self review threat, this work will take place after the audit is completed. The amounts 

involved are not material to our opinion meaning that the likelihood of material errors in the financial statements 

arising as a result of this work is low. The Council has informed management who will decide whether to amend 

returns for our findings, and agree the accuracy of our reports.

Agreed upon procedures 

relating to the Teachers’ 

Pensions End of Year 

Certificate (Council)

5,000 Self-Interest (because this is a 

recurring fee)

Self review (because GT 

provides audit services)

The level of this recurring fee taken on its own is not considered a significant threat to independence as the fee  

for this work is £5,000 in comparison to the total fee for the audit of £152,242 and in particular relative to Grant 

Thornton UK LLP’s turnover overall. Further, it is a fixed fee and there is no contingent element to it. These 

factors all mitigate the perceived self-interest threat to an acceptable level.

To mitigate against the self review threat, this work will take place after the audit is completed. The amounts 

involved are not material to our opinion meaning that the likelihood of material errors in the financial statements 

arising as a result of this work is low. The Council has informed management who will decide whether to amend 

returns for our findings, and agree the accuracy of our reports.

Certification of Housing 

Benefit Subsidy Claim 

(Council)

19,500 Self-Interest (because this is a 

recurring fee)

Self review (because GT 

provides audit services)

The level of this recurring fee taken on its own is not considered a significant threat to independence as the fee  

for this work is £20,000 in comparison to the total fee for the audit of £152,242 and in particular relative to Grant 

Thornton UK LLP’s turnover overall. Further, it is a fixed fee and there is no contingent element to it. These 

factors all mitigate the perceived self-interest threat to an acceptable level.

To mitigate against the self review threat, this work will take place after the audit is completed. The amounts 

involved are not material to our opinion meaning that the likelihood of material errors in the financial statements 

arising as a result of this work is low. The Council has informed management who will decide whether to amend 

returns for our findings, and agree the accuracy of our reports.
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Fees £ Threats identified Safeguards

Non-audit related

CFO Insights Subscription 

(Council) 

12,500 Self-Interest (because this is a 

recurring fee)

The level of this recurring fee taken on its own is not considered a significant threat to independence as the fee  

for this work is £12,500 in comparison to the total fee for the audit of £152,242, and in particular relative to Grant 

Thornton UK LLP’s turnover overall. Further, it is a fixed fee and there is no contingent element to it. These 

factors all mitigate the perceived self-interest threat to an acceptable level.

The CFO insights service provides the Council with access to various data sources, which they decide how to 

use and make their own decisions about the delivery of services, therefore we do not believe there is an impact 

on the value for money conclusion. 
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We have identified a number of recommendations for the Council as a result of issues identified during the course of our audit and will agreed our recommendations with management in 
advance of issuing our auditor’s report. We will report on progress on these recommendations during the course of the 2020/21 audit. 

Appendix A

Action plan – Council – to follow
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We have identified a number of recommendations for the Fund as a result of issues identified during the course of our audit and will agreed our recommendations with management in 
advance of issuing our auditor’s report. We will report on progress on these recommendations during the course of the 2020/21 audit. 

Appendix A

Action plan – Pension Fund – to follow
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We identified the following issues in the audit of the London Borough of Hammersmith and Fulham’s 2018/19 financial statements, which resulted in seven recommendations being 

reported in our 2018/19 Audit Findings report. We have followed up on the implementation of our recommendations and note that a number of these are still to be completed.

Appendix B

Assessment Issue and risk previously communicated Update on actions taken to address the issue

x Bank reconciliation

The Council provided a full bank reconciliation at 31 March 2019. Due to the 

transition to SAP and the need to improve the bank reconciliation process with 

the Hampshire IBC, the Council needs to develop its bank reconciliation 

process to ensure that this is completed promptly on a monthly basis.    

We recommended that the Council should review the bank reconciliation  

process with  Hampshire IBC to ensure the bank reconciliation process can be 

performed promptly. 

Management response

A new process has been embedded after a successful internal audit in 2019-20.

Auditor commentary

A further issue was identified in respect of testing of the Council’s bank 

reconciliation as at 31 March 2020, in that the cash book figure in the bank 

reconciliation did not agree to the year-end general ledger position. Management 

explained that this was due to team members continuing to post transactions 

during the day when the bank reconciliation had been performed.

We recommend that management ensure that after completion of the year-end 

bank reconciliation during closedown, no transactions are subsequently posted 

until the new financial year has been opened on the general ledger.

TBC Debtors and creditors

We found receipts received that had not been matched against invoices in a 

timely manner due to the configuration of the new system.

We found credit notes that have not been matched against invoices in a timely 

manner due to the configuration of the new system.

We recommended that creditors and debtors should be reviewed regularly to 

consider whether any unmatched amounts should be written off or reclassified. 

Management response

While there will inevitably be some items which cannot be easily matched the 

Council has throughout the year made improvements in this area through regular 

circulation of the unmatched items exceptions reports. 

Auditor commentary

As outlined earlier in this report, our audit procedures in respect of debtors and 

creditors held at 31 March 2020 remain underway at the time of writing.

This narrative will be updated to the date of issuing our auditor’s report.

TBC Impairment Allowance for Doubtful Debts

We found outstanding debts which should be matched against receipts or 

written off if they exceed Council’s debt write off policies.

We recommended that a review of all historic balances should be conducted to 

determine the appropriate treatment

Management response

The Council undertook a debt write off review in March 2020 and will continue to 

review this area.

Auditor commentary

As outlined earlier in this report, our audit procedures in respect of impairment 

allowance for doubtful debts as at 31 March 2020 remain underway at the time of 

writing.

This narrative will be updated to the date of issuing our auditor’s report.

Assessment

✓ Action completed

X Not yet addressed

Follow up of prior year recommendations – Council
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Appendix B

Assessment Issue and risk previously communicated Update on actions taken to address the issue

x IT Control - Insufficient details from SOC report demonstrated  that the 

controls are designed adequately for SAP.

We noted that there were insufficient details to demonstrate that the controls listed 

below were designed adequately:

• Duties of security personnel do not include programming or IT management

• User IDs required to be unique

• Passwords are encrypted

• Unauthorised access attempts are logged, investigated and follow-up actions 

documented.

The risk would be that management would not have complete assurance over the 

design adequacy of the controls

We recommended that management confirm the arrangements that HCC have 

implemented on behalf of LBHF with respect to the following controls to ensure 

that:

• Duties of security personnel do not include programming or IT management.

• User ids are unique.

• Passwords are encrypted.

• Unauthorised access attempts are logged, investigated and follow-up actions 

documented.

Management response

Work on this recommendation is ongoing.

Auditor commentary

This recommendation will be carried forward to 2020/21.

x IT Control - SAP Password Controls

Weak password controls could give rise to compromise of accounts through 

password guessing or cracking.

The risk would be that weak password controls could give rise to compromise of 

accounts through password guessing or cracking.

We recommended that management review the adequacy of the current password 

criteria regarding length in light of NCSC advice to strengthen those passwords 

that are not changed by business users. 

Management response

Work on this recommendation is ongoing.

Auditor commentary

This recommendation will be carried forward to 2020/21.

Assessment

✓ Action completed

X Not yet addressed

Follow up of prior year recommendations – Council
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Appendix B

Assessment Issue and risk previously communicated Update on actions taken to address the issue

x Financial Sustainability  

The Council is using its reserves to meet ongoing pressures on Dedicated 

Schools Grant funding and to invest in regeneration projects.  Whilst the 

Council’s reserves are currently sufficient, this will not be sustainable in the 

medium term.   

We recommended that the Council needs to manage reserves carefully to ensure 

that they remain sufficient.  We would strongly recommend that use of reserves 

for new projects is limited in future years other than for specifically earmarked 

schemes.  In addition, the Council needs to identify sustainable solutions to 

address the ongoing pressures on Dedicated Schools Grant funding.

Management response

This continues to be reviewed and the Council eagerly awaits resolution of the 

treatment of the DSG deficit.

Auditor commentary

As noted in our commentary on the Council’s arrangements for ensuring 

economy, efficiency and effectiveness in its use of resources, in light of the 

Covid-19 pandemic, the Council have put a hold on any significant new 

unfunded financial commitments. However, the Council incurred a net revenue 

overspend in 2019/20 which was met from existing reserves, and is 

forecasting a net revenue overspend again in 2020/21.

This recommendation will therefore be carried forward to 2020/21.

x Employee Contracts

We reviewed, on a sample basis, employee contracts held by the Council. 

Contracts were on file for the sample of employees reviewed but they were not 

signed by the respective employees.

We recommended that the Council’s HR team reviews the documentation on file to 

ensure each employee has a signed contract. There is a risk that the Council could 

end up in litigation if complaints/cases are filed by employees against the Council. 

In addition, HR teams to ensure that a review of all new starters are checked on a 

monthly basis to ensure they have obtained a signed copy of the contracts.

Management response

Work on this recommendation is ongoing.

Auditor commentary

This recommendation will be carried forward to 2020/21.

Assessment

✓ Action completed

X Not yet addressed

Follow up of prior year recommendations – Council
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We identified the following issue in the audit of Hammersmith and Fulham Pension Fund’s 2018/19 financial statements, which resulted in a recommendation being reported in our 

2018/19 Audit Findings report. We are pleased to report that management have implemented all of our recommendations.

Appendix B

Assessment Issue and risk previously communicated Update on actions taken to address the issue

✓ Third party Confirmation from Fund Manager-Invesco UK 

Limited

The external confirmation received from Invesco UK Limited had 

provided a balance as at 31 December 2018 as opposed to 31 

March 2019 which is the Pension Fund’s year end.

We recommended that management ensures that fund 

managers are aware that data and balances should be provided 

and kept on hand for the Pension Fund’s reporting date which is 

the 31 March.

Management response

We reiterated to Invesco that we require the information in a timely manner (all other 

fund managers have no issue providing the balances)

The balance outstanding with Invesco is probably immaterial this year and we expect 

to have received all the funds back by the end of 2020.

Auditor commentary

The investment balance held with Invesco as at 31 March 2020 was immaterial and as 

such we are satisfied that this recommendation can be closed.

Assessment

✓ Action completed

X Not yet addressed

Follow up of prior year recommendations – Pension Fund
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We are required to report all non trivial misstatements to those charged with governance, whether or not the accounts have been adjusted by management. 

Impact of adjusted and unadjusted misstatements

At the time of writing, no non-trivial misstatements have been identified which impact upon the Council’s reported financial performance during 2019/20 or its reported financial position 

as at 31 March 2020. As outlined earlier in this report, our audit procedures in a range of areas remain underway. This posit ion will therefore be updated to the date of issuing our 

auditor’s report.

Misclassification and disclosure changes

The table below provides details of misclassification and disclosure changes identified during the audit which have been made in the final set of financial statements. This position will be 

updated to the date of issuing our auditor’s report.

A number of further minor presentational amendments were made to the draft financial statements which have not been separately reported.

Disclosure amendment Adjusted?

Assumptions made about the future and other major sources of estimation uncertainty 

We anticipate that management will make amendments to Note 36 (Assumptions made about the future and other major sources of estimation uncertainty) to fully 

reflect material valuation uncertainties declared by management experts in respect of valuations of property assets and pension fund investment assets.

At the time of writing, we are yet to review management’s updated disclosure. 

TBC

Earmarked reserves

In Note 4 (Transfers to and from Earmarked Reserves), a number of non-trivial adjustments were identified in that management identified upon review that the 

transaction listing relating to the Corporate Demand Pressures, NDR Deficit Support and Civic Campus reserves included reversals which had been erroneously 

included within transfers out and transfers in, meaning that both were overstated by £6,888k, £7,425k and £1,894k for each reserve respectively. The net impact 

upon year-end earmarked reserves balances is nil.

✓

Financial instruments

We identified through testing that in Note 21 (Financial Instruments), management had disclosed the carrying value of short-term debtors and creditors categorized 

as financial instruments as equivalent to ‘Trade Debtors’ and ‘Trade Creditors’ figures in the Balance Sheet disclosure notes. Management subsequently performed 

an additional analysis and identified that other elements of ‘Debtors’ and ‘Creditors’ recognised in the Balance Sheet also met the definition of financial instruments. 

This resulted in short-term debtors as disclosed in Note 21 being amended to £8,164k (decrease of £25,504k) and short-term creditors being amended to £62,331k 

(increase of £58,316k). The net impact on the Council’s financial position as at 31 March 2020 is nil.

✓

Fair value disclosures

In the first draft of the financial statements, management had included information around the fair value of financial liabil ities on two valuation bases. This included 

narrative within Note 21 that ‘if the premature repayment rate were to be used the fair value would be £298.925m as at 31 March 2020’. This valuation could not be 

substantiated to supporting evidence. Given that this was additional information which is not required by the CIPFA Code, management have removed this narrative 

in the final draft of the financial statements.

✓

Appendix C

Audit adjustments – Council
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Impact of prior year unadjusted misstatements

The table below provides details of adjustments identified during the prior year audit which had not been made within the final set of 2018/19 financial statements. 

Detail 2019/20 impact

Potential impact of McCloud judgement

The legal ruling around age discrimination (McCloud – Court of Appeal) has implications 

for pension schemes where transitional arrangements on changing benefits had been 

implemented.

At the time of issuing our auditor’s report on the 2018/19 financial statements, discussion 

was ongoing in the sector regarding the potential impact on the financial statements of 

Local Government bodies.

The Council had requested an estimate from its actuary of the potential impact of the 

McCloud ruling. The actuary’s estimate was of a potential increase in pension liabilities 

of £6,642k (0.5% of pension liabilities as at 31 March 2019) for the 2019/20 year.

We satisfied ourselves that there was not a risk of material error as a result of this issue. 

We acknowledged the significant uncertainties relating to the estimation of the impact on 

the Council’s liability. 

In the 2018/19 Audit Findings Report we reported that management had concluded that the 

figures provided by the actuary were an estimate, and not a formal actuarial valuation. 

Although management were of the view that there was sufficient evidence to indicate that a 

liability was probable, they were satisfied that the differences were not likely to be material.

In 2019/20, management’s actuary took account of the impact of the McCloud ruling in 

providing their schedule of valuations for the financial statements as at 31 March 2020.

Management have correctly accounted for this impact as a past service cost in the 

Comprehensive Income and Expenditure Statement and a net increase to the net defined 

benefit liability in the Balance Sheet.

As such, we are satisfied that the prior year finding does not have an impact on the 

2019/20 financial statements.

Appendix C

Audit adjustments – Council
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We are required to report all non trivial misstatements to those charged with governance, whether or not the accounts have been adjusted by management. 

Impact of adjusted misstatements

As outlined earlier in this report, our audit procedures in a number of areas remain underway at the date of writing. Adjusted misstatements identified to date are set out in detail below 

along with the impact on the key statements and the reported net expenditure for the year ending 31 March 2020. This position will be updated to the date of issuing our auditor’s report.

Misclassification and disclosure changes

The table below provides details of misclassification and disclosure changes identified during the audit which have been made in the final set of financial statements. This position will be 

updated to the date of issuing our auditor’s report.

Detail

Fund Account

£‘000

Net Assets Statement

£’000

Carrying value of Private Equity and Infrastructure Assets

In our testing of Investment Assets we identified two differences between the Fund Manager 

valuations and Custodian report. Management explained that this was due to February 2020 reports 

being used by the Custodian and in the initial draft of the financial statements as a result of time 

delays. As the audit has occurred late into 2020 as a result of the Covid-19 pandemic, management 

are aware of the updated March 2020 figures.

As this is due to the Custodian's systems being shut down before the March 2020 valuations are 

received, we do not consider this to be a misstatement as a result of a control deficiency, but due to 

timings. This adjustment will impact the Net Asset Statement, Notes 11, 12, 14, 15 and 16.

3,183 (3,183) 

Overall impact £3,183 (£3,183)

Disclosure amendment Adjusted?

Sensitivity of assets valued at Level 3

In the first draft of the financial statements, the carrying value of the investment in Partners Group Infrastructure was misstated at £27,523k. This was 

amended to correctly reflect the figure in the Net Assets Statement of £25,347k (decrease of £2,176k).

✓

Appendix C

Audit adjustments – Pension Fund



© 2020 Grant Thornton UK LLP  |  Audit Findings Report for the London Borough of Hammersmith and Fulham and Hammersmith and Fulham Pension Fund  |  2019/20

DRAFT
Commercial in confidence

43

Misclassification and disclosure changes – continued

The table below provides details of misclassification and disclosure changes identified during the audit which have been made in the final set of financial statements. This position will be 

updated to the date of issuing our auditor’s report.

A number of other minor presentational amendments including adjustment of prior period comparatives to match the audited 2018/19 financial statements were made during the audit.

Disclosure amendment Adjusted?

Nature and extent of risks arising from financial instruments

A number of non-trivial misstatements were identified in the currency risk calculation table. Management have adjusted for these amendments in the final 

draft of the financial statements. The net impact on the Fund Account and Net Assets Statement is nil.

✓

Funding arrangements

Information relating to the latest triennial valuation as at 31 March 2019 had been omitted from the initial draft of the disclosure note relating to funding 

arrangements as this did not directly impact upon the contribution rates applied for the 2019/20 reporting period. Additional narrative was included to 

explain the funding position of the Fund as at 31 March 2020 as a result of the 31 March 2019 triennial valuation.

✓

Appendix C

Audit adjustments – Pension Fund
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Impact of unadjusted misstatements

At the time of writing, no non-trivial misstatements have been identified which impact upon the Council’s reported financial performance during 2019/20 or its reported financial position 

as at 31 March 2020, which have not been adjusted for by management. As outlined earlier in this report, our audit procedures in a range of areas remain underway. This position will 

therefore be updated to the date of issuing our auditor’s report.

Impact of prior year unadjusted misstatements

The table below provides details of adjustments identified during the prior year audit which had not been made within the final set of 2018/19 financial statements. 

We also reported in the 2018/19 Audit Findings Report that management had not adjusted their disclosure in relation to the actuarial present value of promised retirement benefits to 

reflect the impact of the McCloud transitional protection ruling. Given that this figure does not form part of the Fund’s financial statements, and that the McCloud ruling has been taken 

into account in the actuarial assessment of the corresponding figure as at 31 March 2020, we are satisfied that this issue is not relevant for consideration of cumulative unadjusted errors 

as at 31 March 2020.

Detail

Fund Account

£‘000

Net Assets Statement

£’000 Reason for not adjusting

Investment Fund Month 11 Balances used

Audit work performed on investment balances noted that the

custodian reported the valuation as at Month 11 for one of the 

investments, Partners Infrastructures. The Month 12 balances were 

subsequently £1.1m higher ( which would be 0.1% of total Investments) 

than the balances disclosed in the financial statements.

(1,069) 1,069 The adjustment is not material 

and management have decided 

not to adjust the financial 

statements.

This is well below performance

materiality, therefore, we are

satisfied that the impact on the

accounts is immaterial

Overall impact (£1,069) £1,069

Appendix C

Audit adjustments – Pension Fund
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We confirm below our final fees charged for the audit and provision of non-audit services.

Audit fees Proposed fee Final fee (Note 1)

Council Audit £152,242 £175,078

Pension Fund Audit £25,000 £28,750

Total audit fees (excluding VAT) £177,242 £203,828

Appendix D

Fees

Note 1

We are proposing an uplift to our audit fees for 2019/20 of 15% to reflect the additional work required as a result of the COVID-19 pandemic and additional work associated with the 

impact of the qualified investment fund for both the Council’s accounts and Pension Fund.

. The impact of Covid-19 on the audit of the financial statements for 2019/20 has been multifaceted. This includes:

• Revisiting planning - we have needed to revisit our planning and refresh risk assessments, materiality and testing levels. This has resulted in the identification of a significant risk at 

the financial statements level in respect of Covid-19 necessitating the issuing of an addendum to our original audit plan as well as additional work on areas such as going concern 

and disclosures in accordance with IAS1 particularly in respect to material uncertainties.

• Management’s assumptions and estimates - there is increased uncertainty over many estimates including property, pension and other investment valuations. Many of these 

valuations are impacted by the reduction in economic activity and we are required to understand and challenge the assumptions applied by management. There are similar 

challenges on areas such as credit loss allowances, financial guarantees, and other provisions. We have include an Emphasis of Matter in the Audit Report in respect of the 

material uncertainty on property values.

• Financial resilience assessment – we have been required to consider the financial resilience of audited bodies. Our experience to date indicates that Covid-19 has impacted on the 

financial resilience of all local government bodies. This has increased the amount of work that we need to undertake on the sustainable resource deployment element of the VFM 

criteria necessitating enhanced and more detailed reporting in our ISA260. 

• Remote working – the most significant impact in terms of delivery is the move to remote working. Working remotely is inherently less efficient. Gaining an understanding of working 

papers and supporting evidence via Microsoft Teams, Zoom or via phone is more time consuming then sitting with a officer as we would usually do.

We have been discussing this issue with PSAA over the last few months and note these issues are similar to those experienced in the commercial sector and NHS. In both sectors there 

has been a recognition audits will take longer with commercial audit deadlines being extended by 4 months and NHS deadline by a month. The FRC has also issued guidance to 

companies and auditors setting out its expectation that audit standards remain high and of additional work needed across all audits. The link attached https://www.frc.org.uk/covid-19-

guidance-and-advice (see guidance for auditors) sets out the expectations of the FRC. Please note that these proposed additional fees are subject to approval by PSAA in line with the 

Terms of Appointment.

https://www.frc.org.uk/covid-19-guidance-and-advice
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Appendix D

Non-audit fees for other services Proposed fee Final fee

Certification of Housing Benefits subsidy claim £19,500 TBC upon completion of work

Agreed upon procedures engagement relating to the Teachers’ Pensions End of Year Certificate £5,000 TBC upon completion of work

Agreed upon procedures engagement relating to  Pooling of Housing Capital Receipts £5,000 TBC upon completion of work

CFO Insights Subscription (Council) £12,500 £12,500

Total non- audit fees (excluding VAT) £42,000 TBC upon completion of work

Fees
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We anticipate we will provide the Fund with the following audit report

Text to follow.

Appendix E

Audit opinion – Council
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We anticipate we will provide the Fund with the following audit report

Text to follow.

Appendix F

Audit opinion – Pension Fund
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Appendix G

Management letter of representation – Council 
Text to follow.
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Appendix H

Management letter of representation – Pension Fund
Text to follow.
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