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Summary This report presents the annual audit report issued by KPMG, London

Recommendations

Councils’ external auditor, following the completion of its audit of London
Councils accounts for the year ended 31 March 2019. The Audit
Committee considered the contents of the audit report at its meeting on
18 September 2019.

The Leaders’ Committee is asked to note the contents of the Annual Audit
Report for 2018/19 which can be found at Appendix A.






Annual Audit Report 2018/19
Background

1. Atits meeting on 18 September 2019, London Councils’ Audit Committee considered the
annual audit report issued by KPMG following the completion of its audit of London
Councils 2018/19 accounts. The audit report reflects the outcome of KPMG’s audit of
London Councils accounts for 2018/19. The accounts were approved by the Audit
Committee on 18 September 2019 and KPMG issued unqualified audit opinions on all

three committee accounts.

2. The audit report will be posted on London Councils’ Website
(www.londoncouncils.gov.uk under the “About us” sub-category) and a link to the
document sent to all members of the Leaders’ Committee, the Transport and

Environment Committee, the Grants Committee and borough Chief Executives.

Financial Implications for London Councils
None

Legal Implications for London Councils

None

Equalities Implications for London Councils
None

Appendices

Appendix A — KPMG External Audit Report 2018/19
Background Papers

Annual Audit Report 2018/19 — Report to London Councils Audit Committee 18 September
2019; and

Final accounts working files 2018/19.


http://www.alg.gov.uk/
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1 Materiality and reporting of audit differences
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stephen.lucas@kpmg.co.uk Audt differences

2
3 Audit independence
4

Audit quality framew ork

This report is addressed to London Councils and has been prepared for the sole use of London Councils. We takeno responsibility to any member of staff actingin their
individual capacities, or to third parties.

External auditors do notact as a substitute for the audited body’s own responsibility for putting in place proper arrangements to ensure that public businessis conducted
in accordance with the law and proper standards, and that public money is safeguarded and properly accounted for, and usedeconomically, efficiently and effectively.

We are committed to providing youwith a high quality setvice. If you have any concerns or are dissatisfied with any part of KPMG’s work, in thefirstinstance you should
contact Neil Hewitson, the engagement lead to London Councils, who will try to resolve your complaint..

m © 2019 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a 2
Swiss entity. All rights reserved.
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mportantnotce

Circulation of this report is
restricted. The content of this
report is based solely on the
procedures necessary for our
audit. This report is addressed
to London Councils and has
been prepared for your use
only. We accept no
responsibility tow ards any
member of staff acting on their
ow n, or to any third parties.

External auditors do not act as
a substitute for London
Councils’ ow nresponsibility for
putting in place proper
arrangements to ensure that

public business is conducted in
accordance w ith the law and
proper standards, and that
public money is safeguarded
and properly accounted for, and
used economically, efficiently
and effectively.

KPMG

© 2019 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a
Swiss entity. All rights reserved.

Basis of preparation: This Report is made to London Councils’ Audit Committee in order to communicate matters as required by
International Audit Standards (ISAs) (UK and Ireland) and other matters coming to our attention during our audit workon the Joint
Committee, Transport and Environment Committee and Grants Committee financial statements that w e consider might be of interest and
for no other purpose. To the fullest extent permitted by law w e do not accept or assume responsibility to anyone (beyond that w hichwe
may have as auditors) for this Report or forthe opinions w e have formed in respect of this Report.

Limitations onwork performed: This Report is separate from our audit opinion and does not provide an additional opinion on London
Councils’ financial statements nor does it add to or extend or alter our duties and responsibilities as auditors. We have not designed or

performed procedures outside those required of us as auditors for the purpose of identifying or communicating any of the matters covered
by this Report. The matters reported are based on the know ledge gained as a result of being your auditors. We have not verified the
accuracy or completeness of any such information other than in connection with and to the extent required for the purposes of our audit.

Status of our audit: Our audit is not yet complete and matters communicated in this Report may change pending signature of our audit
reports. We will provide an oral update on the status of our audit at the Audit Committee meeting. Aspects of our final closedow n
procedures including final quality review processes and receiving the management representation letters are still ongoing.

Document Classification: KPMG Confidential



Section One

sUmmary

Financial statements audit—see section 2for further details

Subject to the final closedow n being satisfactorily completed w e intend to issue an unqualified audit opinion on London Councils’ Joint Committee, Transport and Environment
Committee and Grants Committee financial statements, follow ing the Audit Committee adopting them and receipt of the management representations letters.

We have completed our audit of the consolidated Joint Committee financial statements w hich comprises the Joint Committee, Transport and Environment Committee, Grants
Committee and London Councils Limited financial statements, and the Transport and Environment Committee and Grants Committee financial statements. We have read the
Narrative Report and review ed the Annual Governance Statements (AGS). Our key findings are:

There are no unadjusted audit differences.

We agreed one audit adjustment relating to the net pension liability that was made follow ing the McCloud and Sargeant Court ruling and minor presentational changes to all
three financial statements with officers.

We are not seeking any specific management representations beyond those considered as standard for any of the three Committees;

We review ed the Narrative Reports and Annual Governance Statements and have no matters to raise.

Other matters

ISA 260 requires us to communicate by exception ‘audit matters of governance interest that arise from the audit of the financial statements’ w hich include:

Significant difficulties encountered during the audit;
Significant matters arising fromthe audit that w ere discussed, or subject to correspondence w ith management;
Other matters, if arising from the audit that, in the auditor's professional judgment, are significant to the oversight of the financial reporting process;and

Matters specifically required by other auditing standards to be communicated to those charged with governance (e.g. significant deficiencies in internal control; issues
relating to fraud, compliance w ithlaw s and regulations, subsequent events, non disclosure, related party, opening balances, etc.).

There are no other matters w hichw e wishtodraw to your attention in addition to those highlighted in this report or our previous reports relating to the audit of London Councils
2018/19 financial statements.

We have made no recommendations as a result of our 2018/19 work. This is similar to the 2017/18 audit.

Document Classification: KPMG Confidential



Section Two

Hnancidl Statements aud

We audit your financial statements by undertaking the follow ing:

Accounts production stage

Work Performed Before During After

1. Business understanding: review your operations v v -

2. Controls: assess the control framew ork v - -

3. Prepared by Client Request (PBC): issue our prepared by client request 4 - -

4. Accounting standards: agree the impact of any new accounting standards v 4 -

5. Accounts production:review the accounts production process v v v

6. Testing:test and confirm material or significant balances and disclosures - v v

7. Representations and opinions:seek and provide representations before issuing our opinions v v 4

We have completed the firstsix stages and report our key findings below :

1. Business In our 2018/19 audit plan w e assessed your operations to identify significant issues that might have a financial statements consequence. We confirmed this

Tale IS e=gle[lg[s M risk assessment as part of our audit work. We provide an update on each of the risks identified later in this section.

AR Mol \We assessed the effectiveness of your key financial system controls that prevent and detect material fraud and error. We found that the financial controls
the control on w hichw e seek to place reliance are operating effectively. We review ed w orkundertaken by internal audit in accordance with ISA 610 and used the

environment findings to inform our work.

B (=1 eE1=To o)V \\Ve produced the PBC to summarise the working papers and evidence w e ask you to collate as part of the preparation of the financial statements. We
(o] [T AT IS discussed and tailored our request withthe Chief Accountant and this was issued as a final document to the finance team. We are pleased to report that

(PBC) this has resulted in good-quality w orking papers with clear audit trails.

. Accounting We w orkw ith you to understand changes to accounting standards and other technical issues. For 2018/19 the key changes related to the implementation
standards of IFRS 9 and 15.

There were no issues arising fromthese changes that w e need to report to you.

Document Classification: KPMG Confidential



Section Two

Hnancidl Statements aud

S. ACCOUF_ltS We received complete draft financial statements for all three Committees on 15 July 2019. The accounting policies, accounting estimates and financial
production statement disclosures are in line withthe requirements of the Code of Practice on Local Authority Accounting in the United Kingdom 2018/19.

We thank Finance for their cooperation throughout the visit w hich allow ed the audit to progress and complete w ithin the allocated timeframe.

6. Testing We have summarised the findings from our testing of significant risks and areas of judgement in the financial statements on the follow ing pages. During
the audit w e identified only minor presentational issues w hich have been adjusted.

[ARGECSCHIEUSI Y ou are required to provide us with representations on specific matters such as your going concern assertion and w hether the transactions in the
accounts are legal and unaffected by fraud. We provided a draft of this representation letter to the Chief Accountant on 6 September 2019. We draw
attention to the requirement in our representation letter for you to confirm to us that you have disclosed all relevant related parties to us. We are not
seeking any specific management representations beyond those considered as standard.

ISA 260 requires us to communicate to you by exception ‘audit matters of governance interest that arise fromthe audit of the financial statements’ w hich include:
— Significant difficulties encountered during the audit;

— Significant matters arising fromthe audit that w ere discussed, or subject to correspondence w ith Management;

— Other matters, if arising from the audit that, in the auditor's professional judgment, are significant to the oversight of the financial reporting process; and

— Matters specifically required by other auditing standards to be communicated to those charged with governance (e.g. significant deficiencies in internal control; issues relating
to fraud, compliance withlaw s and regulations, subsequent events, non disclosure, related party, opening balances, public interest reporting, questions/objections, etc.).

There are no others matters w hichwew ishto draw to your attention in addition to those highlighted in this report or our previous reports. To ensure that w e provide a
comprehensive summary of our work, w e have over the next pages set out:

— The results of the procedures w e performed over the annual IAS 19 valuation w hichw as identified as a significant risk w ithin our audit plan;
— The results of our procedures to review the required risks of the fraudulent risk of revenue recognition and management override of control; and

— Our view of the level of prudence applied to key balances in the financial statements.

Document Classification: KPMG Confidential



Section Two

Hnancidl Statements aud

SIGNIFICANT audit risk | Account balances effected |Summary of findings

All three Committees:

Pension assets and
liabilities

Net Pension Liability as at 31
March 2019 - Joint
Committee:

Pension assets
£56.79 million
PY £52.70 million
Pension liability
£83.42 million
PY £80.72 million
Net pension liability
£26.63 million,
PY £28.02 million

The net pension liability represents a material element of the balance sheet. London Councils is an admitted body
of London Pension Fund Authority w hich had its last triennial valuation at 31 March 2016. This forms the basis of
the valuation as at 31 March 2019.

The calculation of London Councils’ pension liability relies on the actuary’s methodology and uses financial and
demographic assumptions such as the discount rate, inflation rates, mortality rates etc. These assumptions should
reflect the profile of the entity’s employees and should be based on appropriate data. For pension assets, the main
assumptions relate to the rate of return of investments during the year. The basis of the assumptions is derived on
a consistent basis year to year, updated to reflect changes.

There is arisk that the assumptions and methodology used in the valuation of pension assets and liabilities are not
reasonable. This could have a material impact to net pension liability accounted for.

We evaluated the competency, objectivity and independence of Barnett Waddingham, your actuarial expert. We
used our KPMG actuarial expert to review the appropriateness of the key assumptions made, compared them to
expected ranges and found them to be appropriate. As part of our workw e corresponded w ith the administrating
authority to gain comfort over the rate of return estimate used by the actuary (see below). We checked the
disclosures in the financial statements w ere complete and supported by appropriate evidence.

After London Councils had received their IAS 19 report from Barnet Waddingham that w as usedto prepare the draft
financial statements, the Government Actuary Department reported its methodology to estimate the impact of the
December 2018 Court of Appeal judgement in relation to the McCloud and Sargeant cases w hichrelated to age
discrimination. In addition, on 27June 2019 the Government w as refused leave to appeal against this decision

w hich meant that additional liabilities w ould exist. London Councils engaged Barnett Waddingham to estimate the
impact. The outcome was an increase to the pension liability of £575K to the Consolidated Joint Committee
accounts and smaller adjustments to the Transport and Environment Committee and Grants Committee. Atthe
same time, Barnet Waddingham review ed its estimate forthe rate of return for the year based on year end figures
by ¢.1% w hichincreased pension assets overall by £425K.

The financial statements for all three Committees w ere adjusted accordingly. Our review of the adjustments and
assumptions underlying them indicated they w erereasonable. We set out our view of the assumptions used in
valuing pension assets and liabilities at page 9.

Document Classification: KPMG Confidential



Section Two

Hnancidl Statements aud

Risks that ISAs

require us to Our findings from the audit
assess inallcases

All three Professional standards require us to make a rebuttable presumption that the fraud risk from revenue recognition is a | There are no matters arising from
Committees significant risk. this workthat w e need to bring to

. . . N . . . . . our attention.
Fraud risk from We do not consider this to be a significant risk for any of the committee’s income as there is unlikely to be an y

revenue recognition | incentive to fraudulently recognise revenue.

All three Management is typically in a pow erful position to perpetrate fraud ow ing to its ability to manipulate accounting There are no matters arising from
Committees records and prepare fraudulent financial statements by overriding controls that otherw ise appear to be operating this workthat w e need to bring to
effectively. Our audit methodology incorporates the risk of management override as a default significant risk. your attention.

Fraud risk from
management In line with our methodology, w e carry out appropriate controls testing and substantive procedures, including over
override of controls | journal entries, accounting estimates and significant transactions that are outside the normal course of business, or
are otherw ise unusual.

We have not identified any specific additional risks of management override relating to this audit.
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Section Two

Fnancidl Statements audit

Judgementsinyour financial statements

We consider the level of prudence in key judgements in your financial statements. We summarise our view below using the follow ing scale:

Level of prudence

0O0BOO0606

Cautious Balanced  Optimisti
\
Y

»
»
C

Audit difference

1
1
1
:
Audit difference |
1

J

Acceptable range

Assessment of subjective areas

Asset/liability Balance
class CY PY (Em) KPMG comment

Accruals 9 9 £1.97M For each Committee, w e agreed a sample of the accruals recorded in the financial statements to supporting documentation,
including confirmation of post-year end payment. We review ed a sample of post-year end payments to check the cut-off of

PY £1.70M ] . ) o
expenditure recorded in the period and ensured there are no unrecorded liabilities at the year end.
We believe London Councils assessment for all three Committees represent a balanced view of future payables.
Pensions 9 9 £26.63M | We used our KPMG actuarial expert to review the key actuarial assumptions of discount rate, CPl inflation, salary increases and
liability PY £28.02M mortality rates used in the IAS 19 valuation and concluded they are reasonable and w ere w ithin our expected range of values. In

addition w e review ed the rate of return used by Barnet Waddingham, as revised in its updated July 2019 report, and found it to be
reasonable.

We believe London Councils assumptions for all three Committees represent a balanced view.

Last year it was noted there w as c.1% difference in the estimated rate of return used and the actual year end position and we
assessed the liability as slightly optimistic but w ithin our acceptable range.
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Section Two

Hnancid Statements audt

Narrative Reportand Annual Governance Statement
We review ed the Narrative Report and Annual Governance Statement and confirmed that they are consistent w ith the financial statements and our understanding of the entity.
Audit fees

Our fee for the audit was £37,100 excluding VAT (£35,100 excluding VAT in 2017/18). This feewas in line w ith that highlighted in our audit plan approved by the Audit
Committee in March 2019. Our fee for London Councils Limited was £900 excluding VAT (£900 excluding VAT in 2017/18).

We have not performed any non-audit workduring the year or in 2017/18.

Document Classification: KPMG Confidential
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Appendix 1

Materialty and reporting of audit direrences

The assessment of w hatis material is a matter of professional judgment and includes consideration of three aspects:

* Material errors by value are those w hich are simply of significant numerical size to distort the reader’s perception of the financial statements. Our assessment of the
threshold for this depends upon the size of key figures in the financial statements, as w ellas other factors such as the level of public interest in the financial statements;

« Errors whichare material by nature may not be large in value, but may concern accounting disclosures of key importance and sensitivity, for example the salaries of senior
staff; and

« FErrors that are material by context are those that would alter key figures in the financial statements from one result to another — for example, errors that change successful
performance against a target to failure.

Materiality for the Joint Committee consolidated financial statements w as set at £1,250K w hich equates to c¢.2% of gross expenditure. For the Joint Committee core statements
w e have used £200K for materiality.

Materiality for the Transport and Environment Committee financial statements w as setat £900K w hich equates to ¢.2% of gross expenditure.
Materiality for the Grants Committee financial statements was setat £150K w hich equates to ¢.2% of gross expenditure.

We design our procedures to detect errors in specific accounts at a low er level of precision.

Reporting to Audit Committee

Whilst our audit procedures are designed to identify misstatements w hich are material to our opinion on the financial statements as a w hole, w e nevertheless report to the Audit
Committee any misstatements of lesser amounts to the extent that these are identified by our audit work. Under ISA 260, w e are obliged to report omissions or misstatements
other than those w hich are ‘clearly trivial' to those charged with governance. ISA 260 defines ‘clearly trivial' as matters that are clearly inconsequential, w hether taken
individually or in aggregate and w hether judged by any quantitative or qualitative criteria. ISA 450 requires us to request that uncorrected misstatements are corrected.

In the context of London Councils, an individual difference could normally be considered to be clearly trivial if it is less than £62,500 for the Joint Committee overall with £10,000
forits core activities, £45,000 for the Transport and Environment Committee and £7,500 for the Grants Committee.

Where management have corrected material misstatements identified during the course of the audit, we willconsider w hether those corrections should be communicated to the
Audit Committee to assist it in fulfilling its governance responsibilities.
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Appendix 2

Auditdiferences

Unadjusted audit differences

Under UK auditing standards (ISA (UK&I) 260) w e are required to provide the Audit Committee witha summary of unadjusted audit differences (including disclosure
misstatements) identified during the course of our audit, other than those w hich are ‘clearly trivial’, whichare not reflected in the financial statements. We are pleased to report
that there are no unadjusted audit differences.

Adjusted audit differences

To assist the Audit Committee in fulfiling its governance responsibilities w e present below a summary of non-trivial adjusted audit differences identified during our audit. It is
noted that the three adjustments below arose as a result of the Government being refused leave to appeal in the McCloud and Sargeant cases in June 2019 w hich meant
additional liabilities w ould exist and should be included in the financial statements.

Adjusted audit differences (£'000) — Consolidated Joint Com mittee

(\(o} Detall CIES Dir/(cr) BS Dr/(cr)

1 Dr Cost of Services £575 Adjustment to reflect the impact of the McCloud and Sargeant Court ruling and to update
Cr Other Comprehensive Income and £475 the rate of return used using latest available information.
expenditure — actuarial gains
Cr Net pension liability £150

Total £575 £575

Adjusted audit differences (£'000) — Transport and Environment Com mittee

(\o} Detall CIES Dir/(cr) BS Dr/(cr) Comments
1 Dr Cost of Services £176 Adjustment to reflect the impact of the McCloud and Sargeant Court ruling and to update
. the rate of return used using latest available information.
Cr Other Comprehensive Income and £129
expenditure — actuarial gains
Cr Net pension liability £47
Total £176 £176

repe 2
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Appendix 2

Auditdiferences

Adjusted audit differences (Continued)

Adjusted audit differences (£'000) — Grants Committee

\(o}

Detall

CIES Dr/(cr)

BS Dr/(cr)

1 Dr Cost of Services £22 Adjustment to reflect the impact of the McCloud and Sargeant Court ruling and to update
. the rate of return used using latest available information.
Cr Other Comprehensive Income and £17
expenditure — actuarial gains
Cr Net pension liability £5
Total £22 £22

There were minor adjustments to the notes to the financial statements, none of w hich need draw ing to the Audit Committee’s attention.

Document Classification: KPMG Confidential
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Appendix 3

Auditindependence

ASSESSMENT OF OUR OBJECTIVITY AND INDEPENDENCE AS AUDITOR OF LONDON COUNCILS

Professional ethical standards require us to provide to you at the conclusion of the audit a w ritten disclosure of relationships (including the provision of non-audit services) that
bear on KPMG LLP's objectivity and independence, the threats to KPMG LLP's independence that these create, any safeguards that have been put in place and w hy they
address such threats, together with any other information necessary to enable KPMG LLPs objectivity and independence to be assessed.

In considering issues of independence and objectivity w e consider relevant professional, regulatory and legal requirements and guidance, including the provisions of the Code of
Audit Practice, the requirements of the FRC Ethical Standard and the requirements of Auditor Guidance Note 1 - General Guidance Supporting Local Audit (AGNO1) issued by
the National Audit Office (‘NAQO’) on behalf of the Comptroller and Auditor General.

This Statement is intended to comply with this requirement and facilitate a subsequent discussion with you on audit independence and addresses: general procedures to
safeguard independence and objectivity; breaches of applicable ethical standards; independence and objectivity considerations relating to the provision of non-audit services;
and independence and objectivity considerations relating to other matters.

General proceduresto safeguard independence and objectivity

KPMG LLP is committed to being and being seen to be independent. As part of our ethics and independence policies, all KPMG LLP partners, Audit Directors and staff annually
confirm their compliance w ith our ethics and independence policies and procedures. Our ethics and independence policies and procedures are fully consistent with the
requirements of the FRC Ethical Standard. As a result w e have underlying safeguards in place to maintain independence through: instilling professional values;
communications; internal accountability; risk management; and independent reviews.

We are satisfied that our general procedures support our independence and objectivity.

Independence and objectivity considerations relating to other matters

There are no other matters that, in our professional judgment, bear on our independence w hich need to be disclosed to the Audit Committee.
Confirmation of audit independence

We confirm that as of the date of this report, in our professional judgment, KPMG LLP is independent w ithin the meaning of regulatory and professional requirements and the
objectivity of the Audit Director and audit staff is not impaired.

This report is intended solely forthe information of the Audit Committee of London Councils and should not be used for any other purposes.

We would be very happy to discuss the matters identified above (or any other matters relating to our objectivity and independence) should you wishto do so.

KPMG LLP

KPMG 14
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Appendix A

AUCITQualty framework

Audit quality is at the core of everything we do at KPMG and w e believe that it is not just about reaching the right opinion, but how w e reach that opinion. To ensure that every
partner and employee concentrates on the fundamental skills and behaviours required to deliver an appropriate and independent opinion, w e have developed our global Audit
Quality Framew ork

- Comprehensive effective monitoring processes - Select clientswithin risktolerance
- Proactive identification of emerging risks and - Manage audit responsesto risk
opportunitiesto improve quality and provide insights - Robust client and engagement acceptance and
- Obtain feedbackfrom key stakeholders continuance processes
- Evaluate and appropriately respond to feedbackand - Client portfoliomanagement
findings
Commitment to Association
continuous with the right
improvement— clients

- Professional judgement and scepticism - KPMG Audit and RiskManagement Manuals
- Direction, supervision and review - Audit technology tools, templatesand guidance
- Ongoing mentoring and on the job coaching - Independence policies
- Critical assessment of audit evidence
- Appropriately supported and documented conclusions PETIONTIENEE @i Clear standards

oy effective and and robust audit
- Relationshipsbuilt on mutual respect e ;

efficient audits tools

- Insightful, open and honest two way communications

Commitment Recruitment,
to technical developmentand
excellence assignment of

- Technicaltraining and support &l qua|_|ty service approprlately - Recruitment, promotion, retention
delivery qualified personnel

- Accreditationand licensing - Development of core competencies, skillsand
personal qualities

- Access to specialist networks
- Consultation processes - Recognitionand reward for quality work

- Business understanding andindustry knowledge - Capacity and resource management
- Capacity to deliver valuedinsights - Assignment of team membersand specialists

A

m © 2019 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a 15
Swiss entity. All rights reserved.
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