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Protocol for members of the public wishing to report on meetings of the London
Borough of Havering

Members of the public are entitled to report on meetings of Council, Committees and Cabinet,
except in circumstances where the public have been excluded as permitted by law.

Reporting means:-

e filming, photographing or making an audio recording of the proceedings of the meeting;

e using any other means for enabling persons not present to see or hear proceedings at
a meeting as it takes place or later; or

e reporting or providing commentary on proceedings at a meeting, orally or in writing, so
that the report or commentary is available as the meeting takes place or later if the
person is not present.

Anyone present at a meeting as it takes place is not permitted to carry out an oral commentary
or report. This is to prevent the business of the meeting being disrupted.

Anyone attending a meeting is asked to advise Democratic Services staff on 01708 433076
that they wish to report on the meeting and how they wish to do so. This is to enable
employees to guide anyone choosing to report on proceedings to an appropriate place from
which to be able to report effectively.

Members of the public are asked to remain seated throughout the meeting as standing up and
walking around could distract from the business in hand.
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DECLARING INTERESTS FLOWCHART — QUESTIONS TO ASK YOURSELF

What matters are being discussed?

A4

D
P Does the business relate to or is it likely to affect a disclosable pecuniary interest. These will include the
interests of a spouse or civil partner (and co-habitees):
| = any employment, office, trade, profession or vocation that they carry on for profit or gain;
+ any sponsorship that they receive including contributions to their expenses as a councillor; or the
councillor's election expenses from a Trade Union;
+ any land licence or tenancy they have in Havering
= any current contracts leases or tenancies between the Council and them;
« any current contracts leases or tenancies between the Council and any organisation with land in Havering
in they are a partner, a paid Director, or have a relevant interest in its shares and securities;
« any organisation which has land or a place of business in Havering and in which they have a relevant interest in its
shares or its securities.
N
o YES Declare Interest and Leave
P Might a decision in relation to that business be reasonably be regarded as affecting (to a greater extent than
E the majority of other Council Tax payers, ratepayers or inhabitants of ward affected by the decision)
R * Your well-being or financial position; or
S * The well-being or financial position of:
o
N o A member of your family or any person with whom you have a close association; or
A - Any person or body who employs or has appointed such persons, any firm in which they are
a partner, or any company of which they are directors;
L - Any person or body in whom such persons have a beneficial interest in a class of securities
exceeding the nominal value of £25,000;
1
N o Any body of which you are a member or in a position of general control or management and to
T which you are appointed or nominated by your Authority; or
E o Any body exercising functions of a public nature, directed to charitable purposes or whose
R principal includes the influence of public opinion or policy (including any political party or trade union) of which you are a
E member or in a position of general control or management?
S
T S
I N
You must disclose the fo)
existence and nature of your
personal interests
P
E
c N/
u Would a member of the public, with . )
N knowledge of the relevant facts, You can participate in the
I reasonably regard your personal meeting and vote (or
interest to be so significant that it is NO remain in the room if not a
A likely to prejudice your member of the meeting)
R Y
Y E
S
] - Does the matter affect your financial position or the financial position of any person or body
N through whom you have a personal interest?
- Does the matter relate to an approval, consent, licence, permission or registration that affects
T you or any person or body with which you have a personal interest? NO
E - Does the matter not fall within one of the exempt categories of decisions?
R Y
E E
S s
T
Speak to Monitoring Officer in advance of the meeting to avoid allegations of
corruption or bias




Audit Committee, 24 February 2021

10

AGENDA ITEMS

CHAIRMAN'S ANNOUNCEMENTS

The Chairman will announce details of the arrangements in case of fire or other
events that might require the meeting room or building’s evacuation.

APOLOGIES FOR ABSENCE AND ANNOUNCEMENT OF SUBSTITUTE
MEMBERS

(if any) — received.
DISCLOSURE OF INTERESTS

Members are invited to declare any interest in any of the items on the agenda at this
point of the meeting.

Members may still disclose any interest in any item at any time prior to the
consideration of the matter.

PROTOCOL FOR VIRTUAL MEETING (Pages 1 - 4)
Protocol attached for noting
MINUTES OF THE MEETING (Pages 5 - 6)

To approve as correct the minutes of the meeting held on 27 October 2020 and
authorise the Chairman to sign them.

ACCOUNTING POLICIES 2021-22 (Pages 7 - 30)

Report and appendix attached

CLOSEDOWN TIMETABLE 2020-21 (Pages 31 - 36)

Report attached

LBH COUNCIL & PENSION FUND ANNUAL STATEMENT 2019-20 (Pages 37 - 296)
Report and appendices attached

AGS 2019-20 SIGNIFICANT ISSUES UPDATE (Pages 297 - 306)

Report and appendix attached

CORPORATE RISK REGISTER (Pages 307 - 314)

Report and appendix attached
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12

13

2021/22 DRAFT INTERNAL AUDIT PLAN (Pages 315 - 320)

Report and appendix attached

INTERNAL AUDIT & COUNTER FRAUD PROGRESS REPORT (Pages 321 - 338)
Report and appendices attached

TREASURY MANAGEMENT STRATEGY STATEMENT 2021-22 (Pages 339 - 374)

Report attached

Andrew Beesley
Committee Administration
Manager
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LONDON BOROUGH OF HAVERING

PROTOCOL ON THE OPERATION OF AUDIT COMMITTEE MEETINGS DURING THE
COVID-19 PANDEMIC RESTRICTIONS

1. Introduction

In accordance with the Local Authority and Police Crime Panels (Coronavirus) (Flexibility of
Local Authority and Police and Crime Panels Meetings (England and Wales) Regulations
2020, all meetings of Audit Committee held during the Covid-19 restrictions will take place in
a ‘virtual’ format. This document aims to give details on how the meetings will take place and
establish some rules of procedure to ensure that all parties find the meetings productive.

2. Notification of Meeting

Once the date for a meeting has been set, an electronic appointment will be sent to all
relevant parties. This will include a link to access the virtual meeting as well as guidance on
the use of the technology involved.

3. Format

For the duration of the Covid-19 restrictions period, Audit Committee meetings will be
delivered through video conference call, using Zoom software. Instructions sent with meeting
appointments will cover how to use the software. Additional IT support will also be provided
to any Member requesting this in advance of the meeting.

4. Structure of the Meeting

Although held in a virtual format, the Audit Committee Meeting will follow, as far as is
possible, the standard procedure for these meetings, with the following principal stages:

e Chairnan’s annoucnements

e Apologies for absence

e Disclosures of interest

e Minutes of the previous meeting

e Presentation and consideration of reports

5. Technology Issues

Agendas setting out the items for the meeting will be issued in advance in the normal way, to
all parties, in accordance with statutory timetables. The agenda will also be published on the
Council’'s website — www.havering.gov.uk in the normal way. The guidance below explains
how the meeting is to be conducted, including advice on what to do if participants cannot
hear the speaker and etiquette of participants during the meeting.

Remote access for members of the public together with access for the Press will be provided

via a webcast of the meeting at www.havepig' ggé)vauk.


http://www.havering.gov.uk/
http://www.havering.gov.uk/
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If the Chairman is made aware that the meeting is not accessible to the public through
remote means, due to any technological or other failure of provision, then the Chairman shall
temporarily adjourn the meeting immediately. If the provision of access through remote
means cannot be restored within a reasonable period as determined by the Chairman in
consultation with the Clerk, then the remaining business will be considered at a time and
date fixed by the Chairman. If he or she does not fix a date, the remaining business will be
considered at the next scheduled ordinary meeting of the Audit Committee.

6. Management of Remote Meetings for Members

The attendance of Members at the meeting will be recorded by the Democratic Services
Officer clerking the meeting. The normal quorum requirements for meetings as set out in the
Council’s Constitution will also apply to a virtual meeting of Audit Committee.

Democratic Services Officers will monitor participant involvement during the virtual call to
ensure that there are no drop outs. Members will be informed at the beginning of the meeting
to use the chat function if they have missed part of the debate, and to request for the clerk or
Chairman to recap briefly over what was said.

In the event that a Member’s video feed has failed but he/she is able to hear what is being
said then the Member should confirm as such using the chat function to the clerk.

In the event that a Member’s audio and video feed has failed then the Chairman will invite
the Committee to determine whether to proceed or adjourn the meeting to a later date.

7. Etiquette at the meeting

For some participants, this will be their first virtual meeting. In order to make the hearing
productive for everyone, the following rules must be adhered to and etiquette observed:

e The meeting will be presided over by the Chairman who will invite participants to
speak individually at appropriate points. All other participants must remain silent or
muted until invited to speak by the Chairman;

e If invited to contribute, participants should make their statement, then wait until invited
to speak again if required;

e |If it is possible, participants should find a quiet location to participate in the Zoom
meeting where they will not be disturbed as background noise can affect participants.

e If there are intermittent technological faults during the meeting then the Chairman will
ask the speaker to repeat from the point where the disruption started. Whilst
intermittent disruption is frustrating, it is important that all participants remain
professional and courteous.

e The Committee Procedure Rules as shown in the Council’'s Constitution will apply to

the meeting in the normal way, as far as is practicable.

Page 2
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8. Meeting Procedures

Democratic Services Officers will facilitate the meeting. Their role will be to control
conferencing technology employed for remote access and attendance and to administer
Member interaction, engagement and connections on the instruction of the Chairman.

The Council has put in place a technological solution that will enable Members participating
in meetings remotely to indicate their wish to speak via this solution. This will be via the ‘raise
hand’ function in the Participants field of the Zoom software used for the meeting.

The Chairman will follow the rules set out in the Council’s Constitution when determining who
may speak, as well as the order and priority of speakers and the content and length of
speeches in the normal way.

The Chairman, at the beginning of the meeting, will make reference to the protocol for the
meeting.

Mempers are asked to adhere to the following etiquette during remote attendance at the
meeting:

e All Councillors and participating officers are asked to join the meeting no later than
twenty minutes before the start to allow themselves and Democratic Services Officers
the opportunity to test the equipment.

e Any camera (video-feed) should show a non-descript background or, where possible,
a virtual background relating to Havering and Members should be careful to not allow
any exempt or confidential papers to be seen in the video-feed.

e During general discussion, rather than raising one’s hand or rising to be recognised or
to speak, Members attending remotely should avail themselves of the remote process
for requesting to be heard and use the ‘raise hand’ function in the participants field of
the Zoom software.

e Members may only speak when invited to by the Chairman of the meeting.

e Only one person may speak at any one time.

e All speakers and attendees, both Councillors and members of the public, are welcome
to remain on the Zoom call until the conclusion of the meeting. The meeting will also
be webcast so that it can be viewed by non-participants.

e When referring to a specific report, agenda page, or slide, participants should mention

the report, page number, or slide so that all Members have a clear understanding of

what is being discussed at all times

Any voting will be conducted using the electronic voting function within Zoom. The
Democratic Services Officer will announce the result of the vote and the Chairman will then
move on to the next agenda item.

A record of votes and how individual Members voted will be appended to the minutes,

Page 3
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following the meeting.

Any Member participating in a remote meeting who declares a disclosable pecuniary interest,
or other declarable interest, in any item of business that would normally require them to leave
the room, must also leave the remote meeting. The Democratic Services Officer or meeting
facilitator will move the Member to the Zoom waiting room until the item is complete, and then
return them to the meeting.

9. Public Access to Meeting Documentation following the Meeting

Members of the public may access minutes, decision notices and other relevant documents
through the Council’s website. www.havering.gov.uk

For any further information on the meeting, please contact luke.phimister@onesource.co.uk,
tel: 01708 434619.

Page 4


http://www.havering.gov.uk/

Public Document Pack Agenda Iltem 5

MINUTES OF A MEETING OF THE
AUDIT COMMITTEE
Virtual Meeting
28 October 2020 (Times Not Specified)

Present:
COUNCILLORS:

Conservative Group Roger Ramsey, Judith Holt and Robby Misir (In place
of Viddy Persaud)

Residents’ Group Gerry O'Sullivan

Upminster & Cranham Gillian Ford
Residents’ Group

North Havering Martin Goode (Chair)
Residents Group

Apologies were received for the absence of Councillors Persaud.35 members of the
public and a representative of the Press were present.

Unless otherwise indicated all decisions were agreed with no vote against.

Through the Chairman, announcements were made regarding emergency evacuation
arrangements and the decision making process followed by the Committee.

54 MINUTES OF THE MEETING

The minutes of the meeting of the Committee held on 28 July 2020 were agreed as
a correct record and, due to COVID-19, will be signed by the Chairman at a later
date.

55 HEAD OF ASSURANCE - PROGRESS REPORT QUARTERS ONE AND TWO
2020/21

The report presented to the Committee outlined the work that had been undertaken
by the Assurance Service during the period of 1st April to 30th September 2020.

It was noted by the Committee that as schools had been closed due to COVID-19,
the audit had to be completed remotely and the audit of housing was ongoing with
high risk recommendations having been implemented with updates being tracked
through the Governance and Assurance Board. A full list of updates from the Board
would be brought to the next Audit Committee meeting.

The members noted that the Council’'s fraud work had been disrupted due to
COVID-19 but internal referrals had stayed steady. Issues relating to cyber security
was then presented to the Committee and it as noted that the Council had some
issues with regards to the resilience of the firewall but fixes had been implemented.

The Committee noted the report. Page 5
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57

58

59

TREASURY MANAGEMENT MID YEAR REPORT 2020-21

The report presented to the Committee was an update on the mid-year Treasury
Management which had been approved by full council on 26th February 2020.
Members noted that this report was to ensure investment of surplus cash and to
have an adequate for borough funding. Members noted that £90million had been
invested in other Local Authorities as they provided better rates. It was also noted
that the PWLB fund’s rate was high and the consultation with the requirement of
long-term borrowing had been published. Members were updated that the cash
balance was £120.9million and Rockfire Capital Ltd had repaid their amount early
with accrued interest.

The Committee noted the report.
WHISTLEBLOWING POLICY

The report presented to the Committee gave an update on the Council’s
Whistleblowing Policy which had been agreed in January 2020 but last reviewed in
2015. The document was updated and included newer contact details. The
Committee noted that all new staff receive training on whistleblowing as part of the
induction and updated training for managers had been rolled out. Members
commented that the document gave residents and staff the confidence to contact
relevant officers confidentially.

The Committee noted the report and approved the updated Confidential
Reporting Policy.

EXCLUSION OF THE PUBLIC
PREPARATIONS FOR THE END OF THE EU TRANSITION PERIOD

The report presented to the Committee advised Members on the ongoing
preparations for the end of the European Union (EU) Transition Period.

The Committee noted the report.

Chairman

Page 6
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AUDIT COMMITTEE

Subject Heading:

SLT Lead:

Report Author and contact details:

Policy context:

Financial summary:

Accounting Policies 2020/21 & 2021/22

Jane West

Kevin Miles

Designation: Financial Reporting Accountant
Financial Control

Telephone: 01708 434551

E-mail address:
kevin.miles@havering.gov.uk

This report advises the Audit Committee of
amendments required to the accounting
policies adopted for preparation of the
accounts for the financial year 2020/21 &
2021/22

There are no direct financial implications to
the report.

The subject matter of this report deals with the following Council

Objectives

Communities making Havering
Places making Havering

Opportunities making Havering
Connections making Havering

(]
(]
(X]
(]
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SUMMARY

This report summarises the main contents of the accounting policies adopted by the
Council and the required changes to ensure the accounts for 2020/21 are prepared
in accordance with accounting regulations. Any further changes to accounting
regulations may require the policies to be changed further, however none are
anticipated at this stage. Any significant changes to the 2020/21 policies will be
highlighted to the committee in the Statement of Accounts report in July 2021.

e The report presents the accounting policies applicable to the financial year
2020/21 and will be reflected in the published statement of accounts. These
policies will also provide the basis for the 2021/22 policies. At this stage
there are no changes for 2020/21 identified. The Leasing Standard IFRS 16
which was due to be adopted on 15t April 2020 by Local Government has
been delayed till the 2022/23 financial year— this will bring leased assets
worth over £10,000 onto the balance sheet where the lease period exceeds
one yeatr.

e The CIPFA Better Governance Forum has produced a tool-kit for local
authority Audit Committees that recommends Members review accounting
policies on an annual basis. Adoption of the 2021/22 policies also means
draft policies are in place for the start of the financial year to which they
relate.

Appendix A includes the revised accounting policies for 2020/21 and 2021/22
combined into one document — differences are highlighted. The policies for both
years are the same except where marked for leased assets and the changes to
policy section. Relevant dates will be updated for the 2021/22 policies.

‘ RECOMMENDATIONS ‘

The Committee is asked to note and comment on the accounting policies applicable
to financial year 2020/21 & 2021/22

‘ REPORT DETAIL ‘

1. Introduction

1.1  This report sets out the revised accounting policies that will be applied during
the financial years 2020/21 and 2021/22 in preparation of the Council’s financial
statements. The full policies are shown in appendix A to this report and will be
included in the Statement of Accounts. The policies are prepared under the
International Financial Reporting Standards (IFRS). Members of the Audit
Committee are invited to note these policies and make comment. Reviewing of
accounting policies by Members ensures that the Council and Audit Committee

Page 8
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follow the CIPFA Better Governance Forum toolkit for local authority Audit
Committees.

1.2 Unless there are major changes to accounting rules and regulation,
accounting policies do not change significantly between years because the accounts
would not be comparable from one year to the next.

1.3 The audited Statement of Accounts for 2020/21 will be presented to the July
2021 Audit Committee for approval. The accounting policies statement will be
included within the accounts and any changes made during the course of the
closedown programme and/or audit will be highlighted and explained by officers.

Purpose of Accounting Policies

2.1 The Code of Practice for Local Authority Accounting defines accounting
policies as "the principles, bases, conventions, rules and practices applied by
an authority that specify how the effects of transactions and other events are
to be reflected in its financial statements through recognising, selecting
measurement bases for, and presenting assets, liabilities, gains, losses and
changes in reserves".

2.2  The application of accounting policies supports the implementation of the
main accounting concepts of best practice. These ensure financial reports:

e Are relevant — providing appropriate information on the stewardship of
Authority monies.

e Are reliable — financial information can be relied upon and is without bias
and free from error, within the bounds of materiality and has been prudently
prepared.

¢ Allow comparability — the interpretation of financial reports is enhanced
by being able to compare information across other accounting periods and
other organisations.

e Are understandable — though financial reports have to contain certain
information, they have to be understandable.

e Reflect material information — significant transactions must be
incorporated in the financial reports.

e Prepared on a going concern basis — the assumption that the authority
will continue in operational existence for the foreseeable future.

e Prepared on an accruals basis — accounts are prepared to reflect the
benefit of goods and services received and provided rather than when cash
transactions occur when invoices are paid in a later accounting period.

2.3  The accounting policies currently adopted by the Council are in line with the
concepts set out in 2.2.

3. Contents of Accounting Policies

Page 9
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3.1 The appendix contains all of the Council's accounting policies. The more
significant policies cover the treatment of the following:

1.

Property Plant and Equipment — the basis for valuing major long-term
assets, such as council dwellings and offices.

. Impairment — The carrying value of assets is reviewed annually to

determine whether there is a material change in value and the basis on
which impairment losses are written off.

. Depreciation — Depreciation is charged to spread the value of an asset

over its useful life.

Provisions and reserves — A provision is created because the Council
will have to make a future payment to settle a financial obligation and a
reasonable estimate can be made of the amount payable. Provisions are
charged to the relevant service area. A reserve is created for a planned
future purpose or maintained as a general contingency. These are
recorded separately on the Movement in Reserves Statement.

. Accruals of Income and Expenditure — The Council raises accruals to

comply with the concept of accounting to measure when payments or
receipts are due rather than where cash is transferred to settle the liability

. Pensions — This note describes the three pension schemes Council

employees contribute to (teachers, health workers and Local Government
Pension Scheme). The policy includes detail on the investment valuation
basis used and the calculations made of future liability.

. Value Added Tax - As the vast majority of VAT paid by the Council is

recoverable from H.M. Revenue & Customs, recoverable VAT is excluded
from the cost of services within the accounts.

4. Changes in Accounting Policies for 2020/21

4.1  The application of most accounting policies is applied consistently from year
to year. Changes are required when new accounting regulations are introduced or
updated or if there is a significant change within the financial activities of the

Council.

4.2  There are no material changes proposed to Havering’s accounting policies
for the 2020/21 accounts.

5. Changes in Accounting Policies for 2021/22 and 2022/23

No material changes to the 2021/22 policies are expected. . From 1 April 2022 all
leased in assets (where the agreement is longer than one year) have to be brought
onto the balance sheet from 1 April 2022. Officers are working to identify all leased
assets and will agree the proposed accounting treatment with EY prior to the
2022/23 closedown. An item of consideration will be if the de-minimis level.

Page 10
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Guidance refers to the value of a small vehicle as being a guideline minimum level
for consideration. Therefore a £10,000 de-minimis has been selected. A number of
other Councils are adopting the same lower limit. This change in accounting
treatment will not have a material impact upon the Council’s usable financial
resources as the amounts payable under the leases will remain the same.

IMPLICATIONS AND RISKS

Financial implications and risks:

There are no direct financial implications arising from the publication or approval of
accounting policies. There are no material changes to policy impacting upon the
Councils financial position.

Legal implications and risks:
There are no apparent legal implications in noting the content of the Report.

Human Resources implications and risks:
No implications

Equalities implications and risks:
No implications

The Public Sector Equality Duty (PSED) under section 149 of the Equality Act 2010
requires the Council, when exercising its functions, to have ‘due regard’ to:

(i) The need to eliminate discrimination, harassment, victimisation and any other
conduct that is prohibited by or under the Equality Act 2010;

(i) The need to advance equality of opportunity between persons who share protected
characteristics and those who do not, and;

(i) Foster good relations between those who have protected characteristics and those
who do not.

Note: ‘Protected characteristics’ are age, disability, gender reassignment, marriage and
civil partnerships, pregnancy and maternity, race, religion or belief, sex/gender, and
sexual orientation.

The Council is committed to all of the above in the provision, procurement and
commissioning of its services, and the employment of its workforce. In addition, the
Council is also committed to improving the quality of life and wellbeing for all
Havering residents in respect of socio-economics and health determinants.
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Notes to the Core Financial Statements

1. Accounting Policies

Going Concern

The concept of a going concern assumes that an authority, its functions and services will continue in operational
existence for the foreseeable future. Where this is not the case, particular care will be needed in the valuation of
assets, as inventories and property, plant and equipment may not be realisable at their book values and
provisions may be needed for closure costs or redundancies. An inability to apply the going concern concept can
have a fundamental impact on the financial statements.

Accounts drawn up under the Code assume that a local authority’s services will continue to operate for the
foreseeable future. This assumption is made because local authorities carry out functions essential to the local
community and are themselves revenue-raising bodies (with limits on their revenue-raising powers arising only at
the discretion of Central Government). If an authority was in financial difficulty, the prospects are thus that
alternative arrangements might be made by Central Government either for the continuation of the services it
provides or for assistance with the recovery of a deficit over more than one financial year.

i. General Principles

The Statement of Accounts summarises the Authority’s transactions for the 2020/21 financial year and its position
at the year end of 31 March 2021. The Authority is required to prepare an annual Statement of Accounts by 31
May 2021, which the Accounts and Audit (England) Regulations 2015 require to be prepared in accordance with
proper accounting practices. These practices primarily comprise the Code of Practice on Local Authority
Accounting in the United Kingdom 2020/21, supported by International Financial Reporting Standards (IFRS) and
statutory guidance issued under section 12 of the Local Government Act 2003.

The accounting convention adopted in the Statement of Accounts is principally historical cost, modified by the
revaluation of certain categories of non-current assets and financial instruments.

ii. Accruals of Income and Expenditure

Activity is accounted for in the year that it takes place, not simply when cash payments are made or received. In
particular:

e Revenue from contracts with service recipients, whether for services or the provision of goods, is
recognised when (or as) the goods or services are transferred to the service recipient in accordance
with the performance obligations in the contract.

e supplies are recorded as expenditure when they are consumed — where there is a gap between the date
supplies are received and their consumption, they are carried as inventories on the Balance Sheet;

e expenses in relation to services received (including services provided by employees) are recorded as
expenditure when the services are received rather than when payments are made. Outstanding
creditors are written out of the accounts if they have not been billed for by the supplier after a period of
one year, however a sample of outstanding balances will be sampled and adjusted for if required;
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e interest receivable on investments and payable on borrowings is accounted for respectively as income
and expenditure on the basis of the effective interest rate for the relevant financial instrument rather than
the cash flows fixed or determined by the contract.

e where revenue and expenditure have been recognised but cash has not been received or paid, a debtor
or creditor for the relevant amount is recorded in the Balance Sheet. Where debts may not be settled,
the balance of debtors is written down and a charge made to revenue for the income that might not be
collected; and

e most accruals are automatically generated by the feeder system concerned, but a de minimis is applied
in respect of accruals raised manually unless material to grant funding streams or to individual budgets.
The de-minimis for 2020/21 remains at £50,000.

iii. Cash and Cash Equivalents

Cash is represented by cash in hand and deposits with financial institutions, repayable without penalty on notice
of not more than 24 hours. Cash equivalents are highly liquid investments that mature in one month or less from
the date of acquisition or notice accounts of no more than 3 months and that are readily convertible to known
amounts of cash with insignificant risk of change in value.

In the Cash Flow Statement, cash and cash equivalents are shown net of bank overdrafts that are repayable on
demand and form an integral part of the Authority’s cash management.

iv. Prior Period Adjustments, Changes in Accounting Policies and Estimates and Errors

Prior period adjustments may arise as a result of a change in accounting policies or to correct a material error.
Changes in accounting estimates are accounted for prospectively, i.e. in the current and future years affected by
the change and do not give rise to a prior period adjustment.

Changes in accounting policies are only made when required by proper accounting practices or the change
provides more reliable or relevant information about the effect of transactions, other events and conditions on the
Authority’s financial position or financial performance. Where a change is made, it is applied retrospectively
(unless stated otherwise) by adjusting opening balances and comparative amounts for the prior period as if the
new policy had always been applied. Material errors discovered in prior period figures are corrected
retrospectively by amending opening balances and comparative amounts for the prior period.

Within the accounts the Comprehensive Income and Expenditure Statement has been restated to comply with
the CIPFA code; ‘Telling the story’. This is to improve the presentation and transparency of the Council’s
financial statements.

v. Charges to Revenue for Non-Current Assets
Services are debited with the following amounts to record the cost of holding fixed assets during the year:
e depreciation attributable to the assets used by the relevant service;

e revaluation and impairment losses on assets used by the service where there are no accumulated gains
in the Revaluation Reserve against which the losses can be written off; and

e amortisation of intangible non-current assets attributable to the service.
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The Authority is not required to raise council tax to fund depreciation, revaluation and impairment losses or
amortisations. However, it is required to make an annual contribution from revenue towards the reduction in its
overall borrowing requirement equal to an amount calculated on a prudent basis determined by the Authority in
accordance with statutory guidance (the Minimum Revenue Provision). Depreciation, revaluation and impairment
losses, and amortisations are therefore replaced by an adjusting transfer to the General Fund Balance from the
Capital Adjustment Account in the Movement in Reserves Statement for the difference between the two.

vi. Council Tax and Non-Domestic Rates

Billing authorities act as agents, collecting council tax and non-domestic rates (NDR) on behalf of the major
preceptors (including Central Government for NDR) and, as principals, collecting council tax and NDR for
themselves. Billing authorities are required by statute to maintain a separate fund (i.e. the Collection Fund) for the
collection and distribution of amounts due in respect of council tax and NDR. Under the legislative framework for
the Collection Fund, billing authorities, major preceptors and Central Government share proportionately the risks
and rewards that the amount of council tax and NDR collected could be less or more than predicted.

Accounting for Council Tax and NDR

The council tax and NDR income included in the Comprehensive Income and Expenditure Statement is the
Authority’s share of accrued income for the year. However, regulations determine the amount of council tax and
NDR that must be included in the authority’s General Fund. Therefore, the difference between the income
included in the Comprehensive Income and Expenditure Statement and the amount required by regulation to be
credited to the General Fund is taken to the Collection Fund Adjustment Account and included as a reconciling
item in the Movement in Reserves Statement.

The Balance Sheet includes the Authority’s share of the end of year balances in respect of council tax and NDR
relating to arrears, impairment allowances for doubtful debts, overpayments and prepayments and appeals.
Where debtor balances for the above are identified as impaired because of a likelihood arising from a past event
that payments due under the statutory arrangements will not be made (fixed or determinable payments), the
asset is written down and a charge made to the Financing and Investment Income and Expenditure line in the
CIES. The impairment loss is measured as the difference between the carrying amount and the revised future
cash flows.

vii. Employee Benefits
Benefits Payable During Employment

Short-term employee benefits are those due to be settled within 12 months of the year end. They include such
benefits as salaries, paid annual leave and paid sick leave, bonuses and non-monetary benefits for current
employees and are recognised as an expense for services in the year in which employees render service to the
Authority. An accrual is made for the cost of holiday entitlements (or any form of leave, e.g. flexitime) earned by
employees but not taken before the year end which employees can carry forward into the next financial year. The
accrual is made at the salary rates applicable in the following accounting year, being the period in which the
employee takes the benefit. The accrual is charged to Surplus or Deficit on the Provision of Services, but then
reversed out through the Movement in Reserves Statement so that holiday benefits are charged to revenue in the
financial year in which the holiday absence occurs.

Termination Benefits

Termination benefits are amounts payable as a result of a decision by the Authority to terminate an officer’s
employment before the normal retirement date, or an officer's decision to accept voluntary redundancy in
exchange for those benefits. They are charged on an accruals basis to the relevant service line or, where
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applicable, to the Non Distributed Costs line in the Comprehensive Income and Expenditure Statement when the
Authority can no longer withdraw the offer of those benefits or when the Authority recognises costs for a
restructuring.

Where termination benefits involve the enhancement of pensions, statutory provisions require the General Fund
and Housing Revenue Account balances to be charged with the amount payable by the Authority to the Pension
Fund or pensioner in the year, not the amount calculated according to the relevant accounting standards. In the
Movement in Reserves Statement, appropriations are required to and from the Pensions Reserve to remove the
notional debits and credits for pension enhancement termination benefits and replace them with debits for the
cash paid to the Pension Fund and pensioners and any such amounts payable but unpaid at the year end.

Post-Employment Benefits
Employees of the Authority are members of three separate pension schemes:

e the Teachers’ Pension Scheme, administered by Capita Teachers’ Pensions on behalf of the
Department for Education (DfE);

o the National Health Service Pension Scheme, administered by the National Health Service; and
e the Local Government Pension Scheme, administered by the Authority.

All three schemes provide defined benefits to members (retirement lump sums and pensions), earned as
employees work for the Authority. However, the arrangements for the Teachers’ and National Health Service
schemes mean that liabilities for these benefits cannot ordinarily be identified specifically to the Authority. Those
schemes are therefore accounted for as if they were defined contribution scheme and no liability for future
payments of benefits is recognised in the Balance Sheet. The Children’s and Education and Public Health
Services lines in the Comprehensive Income and Expenditure Statement are charged with the employer’s
contributions payable to the Teachers’ and National Health Service Pensions Scheme in the year.

The Local Government Pension Scheme
The Local Government Scheme is accounted for as a defined benefits scheme.

e The liabilities of the London Borough of Havering Pension Fund attributable to the Authority are included
in the Balance Sheet on an actuarial basis using the projected unit method — i.e. an assessment of the
future payments that will be made in relation to retirement benefits earned to date by employees, based
on assumptions about mortality rates, employee turnover rates, etc., and projections of projected
earnings for current employees

e Liabilities are discounted to their value at current prices, using a discount rate of 4.5% based on the
indicative rate of return on high quality corporate bonds.

e The assets of the London Borough of Havering Pension Fund attributable to the Authority are included
in the Balance Sheet at their fair value:

o quoted securities — current bid price;
o unquoted securities — professional estimate;
o unitised securities — current bid price; and
o property — market value.
The change in the net pension liability is analysed into the following components:

e  Service cost comprising:
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o current service cost — the increase in liabilities as a result of years of service earned this year —
allocated in the Comprehensive Income and Expenditure Statement to the services for which
the employees worked

o past service cost — the increase in liabilities as a result of a scheme amendment or curtailment
whose effect relates to years of service earned in earlier years — debited to the Surplus or
Deficit on the Provision of Services in the Comprehensive Income and Expenditure Statement
as part of Non Distributed Costs

o netinterest on the net defined benefit liability (asset), i.e. net interest expense for the Authority
— the change during the period in the net defined benefit liability (asset) that arises from the
passage of time charged to the Financing and Investment Income and Expenditure line of the
Comprehensive Income and Expenditure Statement — this is calculated by applying the
discount rate used to measure the defined benefit obligation at the beginning of the period to
the net defined benefit liability (asset) at the beginning of the period — taking into account any
changes in the net defined benefit liability (asset) during the period as a result of contribution
and benefit payments.

e Re-measurements comprising:

o the return on plan assets — excluding amounts included in net interest on the net defined
benefit liability (asset) — charged to the Pensions Reserve as other comprehensive income and
expenditure;

o actuarial gains and losses — changes in the net pensions liability that arise because events
have not coincided with assumptions made at the last actuarial valuation or because the
actuaries have updated their assumptions — charged to the Pensions Reserve as other
comprehensive income and expenditure;

o contributions paid to the London Borough of Havering pension fund — cash paid as employer’'s
contributions to the pension fund in settlement of liabilities; not accounted for as an expense.

In relation to retirement benefits, statutory provisions require the General Fund Balance to be charged with the
amount payable by the Authority to the Pension Fund or directly to pensioners in the year, not the amount
calculated according to the relevant accounting standards. In the Movement in Reserves Statement, this means
that there are appropriations to and from the Pensions Reserve to remove the notional debits and credits for
retirement benefits and replace them with debits for the cash paid to the Pension Fund and pensioners and any
such amounts payable but unpaid at the year end. The negative balance that arises on the Pensions Reserve
thereby measures the beneficial impact to the General Fund of being required to account for retirement benefits
on the basis of cash flows rather than as benefits are earned by employees.

Discretionary Benefits

The Authority also has restricted powers to make discretionary awards of retirement benefits in the event of early
retirements. Any liabilities estimated to arise as a result of an award to any member of staff (including teachers)
are accrued in the year of the decision to make the award and accounted for using the same policies as are
applied to the Local Government Pension Scheme.

viii. Events After the Reporting Period

Events after the Balance Sheet date are those events, both favourable and unfavourable, that occur between the
end of the reporting period and the date when the Statement of Accounts is authorised for issue. Two types of
events can be identified:

Page 17



London Borough of Havering M -
Statement of Accounts 2020/21 '?%«i;‘ H a Ve r I n q

LONDON BOROUGH

e those that provide evidence of conditions that existed at the end of the reporting period — the Statement
of Accounts is adjusted to reflect such events; and

e those that are indicative of conditions that arose after the reporting period — the Statement of Accounts
are not adjusted to reflect such events, but where a category of events would have a material effect,
disclosure is made in the notes of the nature of the events and their estimated financial effect.

Events taking place after the date of authorisation for issue are not reflected in the Statement of Accounts.

iXx. Financial Instruments
Financial Liabilities

Financial liabilities are recognised on the Balance Sheet when the Authority becomes a party to the contractual
provisions of a financial instrument and are initially measured at fair value and are carried at their amortised cost.
Annual charges to the Financing and Investment Income and Expenditure line in the Comprehensive Income and
Expenditure Statement for interest payable are based on the carrying amount of the liability, multiplied by the
effective rate of interest for the instrument. The effective interest rate is the rate that exactly discounts estimated
future cash payments over the life of the instrument to the amount at which it was originally recognised.

For most of the borrowings that the Authority has, this means that the amount presented in the Balance Sheet is
the outstanding principal repayable (plus accrued interest); and interest charged to the Comprehensive Income
and Expenditure Statement is the amount payable for the year according to the loan agreement.

Gains and losses on the repurchase or early settlement of borrowing are credited and debited to the
Comprehensive Income and Expenditure Statement in the year of repurchase/settlement. However, where
repurchase has taken place as part of a restructuring of the loan portfolio that involves the modification or
exchange of existing instruments, the premium or discount is respectively deducted from or added to the
amortised cost of the new or modified loan and the write-down to the Comprehensive Income and Expenditure
Statement is spread over the life of the loan by an adjustment to the effective interest rate.

Where premiums and discounts have been charged to the Comprehensive Income and Expenditure Statement,
regulations allow the impact on the General Fund Balance to be spread over future years. The Authority has a
policy of spreading the gain or loss over the term that was remaining on the loan against which the premium was
payable or discount receivable when it was repaid. The reconciliation of amounts charged to the Comprehensive
Income and Expenditure Statement to the net charge required against the General Fund Balance is managed by
a transfer to or from the Financial Instruments Adjustment Account in the Movement in Reserves Statement.

Financial Assets

Financial assets are classified based on a classification and measurement approach that reflects the business
model for holding the financial assets and their cash flow characteristics. There are three main classes of
financial assets measured at:

e amortised cost
e fair value through profit or loss (FVPL), and
e fair value through other comprehensive income (FVOCI)

The authority’s business model is to hold investments to collect contractual cash flows. Financial assets are
therefore classified as amortised cost, except for those whose contractual payments are not solely payment of
principal and interest (i.e. where the cash flows do not take the form of a basic debt instrument).
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Financial Assets Measured at Amortised Cost

Financial assets measured at amortised cost are recognised on the Balance Sheet when the authority becomes a
party to the contractual provisions of a financial instrument and are initially measured at fair value. They are
subsequently measured at their amortised cost. Annual credits to the Financing and Investment Income and
Expenditure line in the Comprehensive Income and Expenditure Statement (CIES) for interest receivable are
based on the carrying amount of the asset multiplied by the effective rate of interest for Statements the
instrument. For most of the financial assets held by the authority, this means that the amount presented in the
Balance Sheet is the outstanding principal receivable (plus accrued interest) and interest credited to the CIES is
the amount receivable for the year in the loan agreement.

Any gains and losses that arise on the de-recognition of an asset are credited or debited to the Financing and
Investment Income and Expenditure line in the CIES.

Expected Credit Loss Model

The authority recognises expected credit losses on all of its financial assets held at amortised cost [or where
relevant FVOCI], either on a 12-month or lifetime basis. The expected credit loss model also applies to lease
receivables and contract assets. Only lifetime losses are recognised for trade receivables (debtors) held by the
authority.

Impairment losses are calculated to reflect the expectation that the future cash flows might not take place
because the borrower could default on their obligations. Credit risk plays a crucial part in assessing losses.
Where risk has increased significantly since an instrument was initially recognised, losses are assessed on a
lifetime basis. Where risk has not increased significantly or remains low, losses are assessed on the basis of 12-
month expected losses.

Financial Assets Measured at Fair Value through Profit of Loss (FVPL)

Financial assets that are measured at FVPL are recognised on the Balance Sheet when the authority becomes a
party to the contractual provisions of a financial instrument and are initially measured and carried at fair value.
Fair value gains and losses are recognised as they arrive in the Surplus or Deficit on the Provision of Services.

The fair value measurements of the financial assets are based on the following techniques:

e instruments with quoted market prices — the market price
e other instruments with fixed and determinable payments — discounted cash flow analysis.

The inputs to the measurement techniques are categorised in accordance with the following three levels:

e Level 1 inputs — quoted prices (unadjusted) in active markets for identical assets that the authority can
access at the measurement date.

e Level 2 inputs — inputs other than quoted prices included within Level 1 that are observable for the
asset, either directly or indirectly.

e Level 3 inputs — unobservable inputs for the asset. Any gains and losses that arise on the de-recognition
of the asset are credited or debited to the Financing and Investment Income and Expenditure line in the
Comprehensive Income and Expenditure Statement.
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x. Foreign Currency Translation

Where the Authority has entered into a transaction denominated in a foreign currency, the transaction is
converted into sterling at the exchange rate applicable on the date the transaction was effective. Where amounts
in foreign currency are outstanding at the year end, they are reconverted at the spot exchange rate at 31 March.
Resulting gains or losses are recognised in the Financing and Investment Income and Expenditure line in the
Comprehensive Income and Expenditure Statement.

xi. Government Grants and Contributions

Whether paid on account, by instalments or in arrears, government grants and third party contributions and
donations are recognised as due to the Authority when there is reasonable assurance that:

e the Authority will comply with the conditions attached to the payments; and
e the grants or contributions will be received.

Amounts recognised as due to the Authority are not credited to the Comprehensive Income and Expenditure
Statement until conditions attached to the grant or contribution has been satisfied. Conditions are stipulations that
specify that the future economic benefits or service potential embodied in the asset in the form of the grant or
contribution are required to be consumed by the recipient as specified, or future economic benefits or service
potential must be returned to the transferor.

Monies advanced as grants and contributions for which conditions have not been satisfied are carried in the
Balance Sheet as creditors. When conditions are satisfied, the grant or contribution is credited to the relevant
service line (attributable revenue grants and contributions) or Taxation and Non-Specific Grant Income (non ring-
fenced revenue grants and all capital grants) in the Comprehensive Income and Expenditure Statement.

All Town and Country Planning Act 1990 (as amended) Section 106 contributions, because of their complex
nature and numerous legal conditions, are only recognised through the Comprehensive Income and Expenditure
Statement once they have been spent. Only then are we certain all conditions have been met and there is no
return obligation.

Where capital grants are credited to the Comprehensive Income and Expenditure Statement, they are reversed
out of the General Fund and Housing Revenue Account balances in the Movement in Reserves Statement.
Where the grant has yet to be used to finance capital expenditure, it is posted to the Capital Grants Unapplied
Reserve. Where it has been applied, it is posted to the Capital Adjustment Account. Amounts in the Capital
Grants Unapplied Reserve are transferred to the Capital Adjustment Account once they have been applied to
fund capital expenditure.

Non Ring-fenced Grants

These are allocated by Central Government directly to local authorities as additional revenue funding. They are
not ring-fenced and are credited to the Taxation and Non-Specific Grant Income in the Comprehensive Income
and Expenditure Statement.

Business Improvement Districts

The Authority is the billing authority for the London Riverside Business Improvement District (BID) managed by
Ferry Lane Action Group, which provides a cleaner, safer, more secure business environment and promotes the
interests of the business community within the BID. The Authority acts as principal under the scheme, and
accounts for income received and expenditure incurred (including contributions to the BID project) on the balance
sheet. The Authority has similar arrangements for the Romford Town Centre BID, which went live during
2018/19.
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xii. Heritage Assets

The Authority’s Heritage Assets are split into two categories
e Civic Regalia; and
e Heritage Buildings.

Civic Regalia

The collection of civic regalia includes the Mayor’s and the Deputy Mayor’s chains, which are worn on ceremonial
duties and various items with civic insignia. They are valued based on manufacturing costs and do not include
any element for rarity or collectable value, retail mark-up or VAT.

Heritage Buildings

The Authority owns one building that meets the definition of a heritage asset and this is Upminster Windmill. The
building has been valued by professional valuers who have stated that the most appropriate means of valuing
this building is by its historic cost.

The carrying amounts of heritage assets are reviewed where there is evidence of impairment for heritage assets,
e.g. where an item has suffered physical deterioration or breakage or where doubts arise as to its authenticity.
Any impairment is recognised and measured in accordance with the Authority’s general policies on impairment.

xiii. Intangible Assets

Expenditure on non-monetary assets that do not have physical substance but are controlled by the Authority as a
result of past events (e.g. software licences) is capitalised when it is expected that future economic benefits or
service potential will flow from the intangible asset to the Authority.

Internally generated assets are capitalised where it is demonstrable that the project is technically feasible and is
intended to be completed (with adequate resources being available) and the Authority will be able to generate
future economic benefits or deliver service potential by being able to sell or use the asset. Expenditure is
capitalised where it can be measured reliably as attributable to the asset and is restricted to that incurred during
the development phase (research expenditure cannot be capitalised). Expenditure on the development of
websites is not capitalised if the website is solely or primarily intended to promote or advertise the Authority’s
goods or services.

Intangible assets are measured initially at cost. Amounts are only revalued where the fair value of the assets held
by the Authority can be determined by reference to an active market. In practice, no intangible asset held by the
Authority meets this criterion, and they are therefore carried at amortised cost. The depreciable amount of an
intangible asset is amortised over its useful life to the relevant service line(s) in the Comprehensive Income and
Expenditure Statement. An asset is tested for impairment whenever there is an indication that the asset might be
impaired — any losses recognised are posted to the relevant service line(s) in the Comprehensive Income and
Expenditure Statement. Any gain or loss arising on the disposal or abandonment of an intangible asset is posted
to the Other Operating Expenditure line in the Comprehensive Income and Expenditure Statement.

Where expenditure on intangible assets qualifies as capital expenditure for statutory purposes, amortisation,
impairment losses and disposal gains and losses are not permitted to have an impact on the General Fund
Balance. The gains and losses are therefore reversed out of the General Fund Balance in the Movement in
Reserves Statement and posted to the Capital Adjustment Account and (for any sale proceeds greater than
£10,000) the Capital Receipts Reserve.
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Xiv. Inventories

The Authority has a small number of inventories. These are included in the Balance Sheet at the lower of cost
and net realisable value. The cost of inventories is assigned predominantly using the first in first out (FIFO)
costing formula.

XV. Investment Property

Investment properties are those that are used solely to earn rentals and/or for capital appreciation. The definition
is not met if the property is used in any way to facilitate the delivery of services or production of goods or is held
for sale.

Investment properties are measured initially at cost and subsequently at fair value, based on the amount at which
the asset could be exchanged between knowledgeable parties at arm’s length. Properties are not depreciated but
are revalued annually according to market conditions at the year end. Gains and losses on revaluation are posted
to the Financing and Investment Income and Expenditure line in the Comprehensive Income and Expenditure
Statement. The same treatment is applied to gains and losses on disposal.

Rentals received in relation to investment properties are credited to the Financing and Investment Income line
and result in a gain for the General Fund Balance. However, revaluation and disposal gains and losses are not
permitted by statutory arrangements to have an impact on the General Fund Balance. The gains and losses are
therefore reversed out of the General Fund Balance in the Movement in Reserves Statement and posted to the
Capital Adjustment Account and (for any sale proceeds greater than £10,000) the Capital Receipts Reserve.

xvi. Interests in Companies and Other Entities

The code requires local authorities with, in aggregate, material interest in subsidiaries and associated companies
and joint ventures to prepare group financial statements.

The Group’s financial statement incorporate the financial statements of the London borough of Havering and its
subsidiaries prepared as at the year end date. As part of the consolidation process, Havering has aligned the
accounting policies of the subsidiaries with those of the Council and made consolidation adjustments where
necessary. It has consolidated the financial statements of the subsidiaries with those of the Council on a line by
line basis; eliminated in full balances, transactions, income and expenses between the Council and the

partnerships.

xvii. Interest in Joint Committee

oneSource is a participative arrangement created by the Authority, the London Borough of Newham and the
London Borough of Bexley to share back office operations. In 2020, the London Borough of Bexley withdrew all
back office operations from oneSource and the London Borough of Newham withdrew its Professional
Accountancy Services. It is governed by a joint committee and is not deemed to meet the definition of joint
control; hence the assets, liabilities, income, expenditure and cash flows of the joint committee are not
consolidated into the Authority’s group accounts. Instead, the Authority accounts for its own transactions arising
within the agreement, including the assets, liabilities, income, expenditure and cash flows, in its single entity
financial statements. Cost and savings are shared between the three authorities on the basis of an agreed
formula and are allocated on an annual basis.
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xviii. Leases

All current leases are classified as operating leases. Where a lease covers both land and buildings, the land and
buildings elements are considered separately for classification. Arrangements that do not have the legal status of
a lease, but convey a right to use an asset in return for payment are accounted for under this policy where
fulfilment of the arrangement is dependent on the use of specific assets.

The Authority as Lessee

Rentals paid under operating leases are charged to the Comprehensive Income and Expenditure Statement as
an expense of the services benefitting from use of the leased property, plant or equipment. Charges are made on
a straight-line basis over the life of the lease; even if this does not match the pattern of payments (e.g. there is a
rent-free period at the commencement of the lease).

The Authority as Lessor

Where the Authority grants an operating lease over a property or an item of plant or equipment, the asset is
retained on the Balance Sheet. Rental income is credited to the Other Operating Expenditure line in the
Comprehensive Income and Expenditure Statement. Credits are made on a straight-line basis over the life of the
lease, even if this does not match the pattern of payments (e.g. there is a premium paid at the commencement of
the lease). Initial direct costs incurred in negotiating and arranging the lease are added to the carrying amount of
the relevant asset and charged as an expense over the lease term on the same basis as rental income.

Leases (2022/23 Revised Policy)

The Authority as Lessee

From 1 April 2022, where the Council is leasing an asset for more than 12 months and has a value in excess of
£10,000, the asset will be accounted as if the asset was owned by the Council. Costs for assets Items under the
de-minimis level are recognised as revenue expenditure.

The initial recognition of the asset is at fair value of the property the Council has a right to use. A liability is also
recognised which will reduce as lease payments are made.

The Authority as Lessor

Where the Council is the lessor for a lease, the asset is not recognised on the balance sheet, however a long
term debtor at the present value of minimum lease payments is recognised. Income received is split between
capital — credited against the debtor and finance income — credited to the Comprehensive Income and
Expenditure Statement as interest receivable.

xix. Overheads and Support Services

The costs of overheads and support services are charged to those that benefit from the supply or service. The
total absorption costing principle is used — the full cost of overheads and support services are shared between
users in proportion to the benefits received

xX. Property, Plant and Equipment

Assets that have physical substance and are held for use in the production or supply of goods or services, for
rental to others, or for administrative purposes and that are expected to be used during more than one financial
year are classified as Property, Plant and Equipment.

Recognition

Expenditure on the acquisition, creation or enhancement of Property, Plant and Equipment is capitalised on an
accruals basis, provided that it is probable that the future economic benefits or service potential associated with
the item will flow to the Authority and the cost of the item can be measured reliably. Expenditure that maintains
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but does not add to an asset’s potential to deliver future economic benefits or service potential (i.e. repairs and
maintenance) is charged as an expense when it is incurred.

Measurement
Assets are initially measured at cost, comprising:
e the purchase price

e any costs attributable to bringing the asset to the location and condition necessary for it to be capable of
operating in the manner intended by management

e the initial estimate of the costs of dismantling and removing the item and restoring the site on which it is
located.

Finance costs are excluded in valuations for all assets.

Havering has applied the following de minimis criteria for the capitalisation of expenditure, so that schemes which
cost less than this are classified as revenue rather than capital: -

e works to buildings £5,000
e infrastructure £5,000
e office and information technology £5,000
e other furniture and equipment £5,000

There are no de minimis limits for the following categories: land acquisition, vehicles and plant, energy
conservation work, health and safety improvements, aids and adaptations for the disabled.

These de minimis rules may be waived where grant or borrowing consent is made available for items of capital
expenditure below £5,000.

The cost of assets acquired other than by purchase is deemed to be its fair value, unless the acquisition does not
have commercial substance (i.e. it will not lead to a variation in the cash flows of the Authority). In the latter case,
where an asset is acquired via an exchange, the cost of the acquisition is the carrying amount of the asset given
up by the Authority.

Assets are then carried in the Balance Sheet using the following measurement bases:
e infrastructure, community assets and assets under construction — depreciated historical cost;
o dwellings — current value, determined using the basis of existing use value for social housing (EUVSH);

e council offices — current value, determined as the amount that would be paid for the asset in its existing
use (existing use value — EUV);

e school buildings — current value, but because of their specialist nature, are measured at depreciated
replacement cost which is used as an estimate of current value;

o surplus assets — the current value measurement base is fair value, estimated at highest and best use
from a market participant's perspective;

e all other assets — current value, determined as the amount that would be paid for the asset in its existing
use (existing use value — EUV).

Where there is no market-based evidence of fair value because of the specialist nature of an asset, depreciated
replacement cost (DRC) is used as an estimate of fair value. Where non-property assets that have short useful
lives or low values (or both), depreciated historical cost basis is used as a proxy for fair value.
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Assets included in the Balance Sheet at fair value are re-valued as a minimum every five years, with high value
assets being re-valued annually, to ensure their carrying amount is not materially different from their fair value at
the year end. In addition, an independent review is carried out annually. Increases in valuations are matched by
credits to the Revaluation Reserve to recognise unrealised gains. (Exceptionally, gains might be credited to the
Comprehensive Income and Expenditure Statement where they arise from the reversal of a loss previously
charged to a service.)

Where decreases in value are identified, they are accounted for as follows:

e where there is a balance of revaluation gains for the asset in the Revaluation Reserve, the carrying
amount of the asset is written down against that balance (up to the amount of the accumulated gains);
and

e where there is no balance in the Revaluation Reserve or an insufficient balance, the carrying amount of
the asset is written down against the relevant service line(s) in the Comprehensive Income and
Expenditure Statement.

The Revaluation Reserve contains revaluation gains recognised since 1 April 2007 only, the date of its
formal implementation. Gains arising before that date have been consolidated into the Capital Adjustment
Account

Development Costs

General Feasibility studies are automatically treated as revenue, unless in very rare circumstances when they
lead to the creation of an asset. This is because they are typically an options review of what schemes may or
may not be considered for the capital programme. They do not in and of themselves produce an asset. There
would need to be an accompanying business case justification as to why this expenditure could be capitalised
and as such, this would normally only occur in relation to large-scale regeneration schemes.

The watershed moment between the feasibility and the development stage, when concrete designs are reviewed
is normally the point at which expenditure may be considered for capitalisation. The Council’s policy at this stage
is to treat the expenditure as capital and then if the scheme did not go ahead or was stopped at an early stage
without producing any assets, would treat the expenditure as an abortive revenue cost. This policy could be
broadly described as capitalising at risk and all schemes that were cancelled without producing an asset would
need to be reviewed for the potential for these abortive costs.

Impairment

Assets are assessed at each year end as to whether there is any indication that an asset may be impaired.
Where indications exist and any possible differences are estimated to be material, the recoverable amount of the
asset is estimated and, where this is less than the carrying amount of the asset, an impairment loss is recognised
for the shortfall. Where impairment losses are identified, they are accounted for as follows:

e« where there is a balance of revaluation gains for the asset in the Revaluation Reserve, the carrying
amount of the asset is written down against that balance (up to the amount of the accumulated gains);
and

e where there is no balance in the Revaluation Reserve or an insufficient balance, the carrying amount of
the asset is written down against the relevant service line(s) in the Comprehensive Income and
Expenditure Statement.

Where an impairment loss is reversed subsequently, the reversal is credited to the relevant service line(s) in the
Comprehensive Income and Expenditure Statement, up to the amount of the original loss, adjusted for
depreciation that would have been charged if the loss had not been recognised.
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Depreciation

Depreciation is provided for on all property, plant and equipment by the systematic allocation of their depreciable
amounts over their useful lives. An exception is made for assets without a determinable finite useful life (i.e.
freehold land and certain community assets) and assets that are not yet available for use (i.e. assets under
construction). Depreciation is not charged in the year of acquisition but is charged in full during the year of
disposal.

Depreciation is calculated on the following bases:

e dwellings and other buildings — straight-line allocation over the useful life of the property as estimated by
the valuer;

e vehicles, plant, furniture and equipment — straight-line allocation over a five year period unless a suitably
qualified officer determines a more appropriate period; and

e infrastructure — straight-line allocation over 20 years.

Where an item of Property, Plant and Equipment has major components whose cost is significant in relation to
the total cost of the item, the Code requires that these components are depreciated separately.

Major components which have materially different asset lives will be identified in respect of:
e new capital expenditure as it arises; and
e existing assets as they become subject to revaluation.

Assets will not be valued on a componentised basis in the following circumstances on the basis that the impact
upon asset valuation and depreciation is not material to the accounting disclosures:

e capital expenditure of less than £300,000 per scheme; and
e assets valued at less than £3,000,000.

As a consequence of the application of this policy the Authority has not identified any major components with
materially different asset lives. However, the application of this policy will be reviewed on an on-going basis to
ensure that the carrying value of assets is not materially affected.

Revaluation gains are also depreciated, with an amount equal to the difference between current value
depreciation charged on assets and the depreciation that would have been chargeable based on their historical
cost being transferred each year from the Revaluation Reserve to the Capital Adjustment Account.

Disposals and Non-current Assets Held for Sale

When it becomes probable that the carrying amount of an asset will be recovered principally through a sale
transaction rather than through its continuing use, it is reclassified as an Asset Held for Sale. The asset is
revalued immediately before reclassification and then carried at the lower of this amount and fair value less costs
to sell. Where there is a subsequent decrease to fair value less costs to sell, the loss is posted to the Other
Operating Expenditure line in the Comprehensive Income and Expenditure Statement. Gains in fair value are
recognised only up to the amount of any losses previously recognised in the Surplus or Deficit on Provision of
Services. Depreciation is not charged on Assets Held for Sale.

If assets no longer meet the criteria to be classified as Assets Held for Sale, they are reclassified back to
noncurrent assets and valued at the lower of their carrying amount before they were classified as held for sale;
adjusted for depreciation, amortisation or revaluations that would have been recognised had they not been
classified as Held for Sale, and their recoverable amount at the date of the decision not to sell.

Assets that are to be abandoned or scrapped are not reclassified as Assets Held for Sale. When an asset is
disposed of or decommissioned, the carrying amount of the asset in the Balance Sheet (whether Property, Plant
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and Equipment or Assets Held for Sale) is written off to the Other Operating Expenditure line in the
Comprehensive Income and Expenditure Statement as part of the gain or loss on disposal. Where an Asset is
fully depreciated and therefore has a zero net book value, it is deemed as being abandoned or scrapped and
treated as such (This will not have an effect on the Comprehensive Income and Expenditure Statement as the
gross book value and the accumulated depreciation are equal). Receipts from disposals (if any) are credited to
the same line in the Comprehensive Income and Expenditure Statement also as part of the gain or loss on
disposal (i.e. netted off against the carrying value of the asset at the time of disposal). Any revaluation gains
accumulated for the asset in the Revaluation Reserve are transferred to the Capital Adjustment Account.

Amounts received for a disposal in excess of £10,000 are categorised as capital receipts. A proportion of receipts
relating to housing disposals (75% for dwellings, 50% for land and other assets, net of statutory deductions and
allowances) is payable to the Government. The balance of receipts is required to be credited to the Capital
Receipts Reserve, and can then only be used for new capital investment or set aside to reduce the Authority’s
underlying need to borrow (the capital financing requirement). Receipts are appropriated to the Reserve from the
General Fund Balance in the Movement in Reserves Statement.

The written-off value of disposals is not a charge against council tax, as the cost of fixed assets is fully provided
for under separate arrangements for capital financing. Amounts are appropriated to the Capital Adjustment
Account.

Annual Minimum Revenue Provision Statement

Where the Council finances capital expenditure by borrowing, it must put aside resources to repay that debt in
later years. The amount charged to the revenue budget for the repayment of debt is known as Minimum
Revenue Provision (MRP), although there has been no statutory minimum provision since 2008. The Local
Government Act 2003 requires the Authority to have regard to the Department for Communities and Local
Government's (DCLG) Guidance on Minimum Revenue Provision issued in 2012.

The broad aim of the DCLG Guidance is to ensure that debt is repaid over a period that is either reasonably
commensurate with that over which the capital expenditure provides benefits, or, in the case of borrowing
supported by Government Revenue Support Grant, reasonably commensurate with the period implicit in the
determination of that grant.

For capital expenditure incurred after 31st March 2008, MRP will be determined by charging the expenditure over
the expected useful life of the relevant assets in equal instalments, starting in the year after the asset becomes
operational.

For assets acquired by finance leases or the Private Finance Initiative, MRP will be determined as being equal to
the element of the rent or charge that goes to write down the balance sheet liability.

Third party loans — Under statutory requirements the payment of the loan will normally be treated as capital
expenditure. The subsequent loan repayments, (which are treated as capital receipts under statutory
requirements); will be used to reduce the long term liability and consequently the CFR. As a result MRP will not
generally be charged on the loan as it is not appropriate to do so.

xXi. Provisions, Contingent Liabilities and Contingent Assets
Provisions

Provisions are made where an event has taken place that gives the Authority a legal or constructive obligation
that probably requires settlement by a transfer of economic benefits or service potential, and a reliable estimate
can be made of the amount of the obligation. For instance, the Authority may be involved in a court case that
could eventually result in the making of a settlement or the payment of compensation. Provisions are charged as
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an expense to the appropriate service line in the Comprehensive Income and Expenditure Statement in the year
that the Authority becomes aware of the obligation, and are measured at the best estimate at the Balance Sheet
date of the expenditure required to settle the obligation, taking into account relevant risks and uncertainties.

When payments are eventually made, they are charged to the provision carried in the Balance Sheet. Estimated
settlements are reviewed at the end of each financial year — where it becomes less than probable that a transfer
of economic benefits will now be required (or a lower settlement than anticipated is made), the provision is
reversed and credited back to the relevant service.

Where some or all of the payment required to settle a provision is expected to be recovered from another party
(e.g. from an insurance claim), this is only recognised as income for the relevant service if it is virtually certain
that reimbursement will be received if the Authority settles the obligation.

Contingent Liabilities

A contingent liability arises where an event has taken place that gives the Authority a possible obligation whose
existence will only be confirmed by the occurrence or otherwise of uncertain future events not wholly within the
control of the Authority. Contingent liabilities also arise in circumstances where a provision would otherwise be
made but either it is not probable that an outflow of resources will be required or the amount of the obligation
cannot be measured reliably. Contingent liabilities are not recognised in the Balance Sheet but disclosed in a
note to the Accounts.

Contingent Assets

A contingent asset arises where an event has taken place that gives the Authority a possible asset whose
existence will only be confirmed by the occurrence or otherwise of uncertain future events not wholly within the
control of the Authority. Contingent assets are not recognised in the Balance Sheet but disclosed in a note to the
Accounts where it is probable that there will be an inflow of economic benefits or service potential.

xXii. Reserves

The Authority sets aside specific amounts as reserves for future policy purposes or to cover contingencies.
Reserves created by appropriating amounts out of the General Fund Balance in the Movement in Reserves
Statement. When expenditure to be financed from a reserve is incurred, it is charged to the appropriate service in
that year to score against the Surplus or Deficit on the Provision of Services in the Comprehensive Income and
Expenditure Statement. The reserve is then appropriated back into the General Fund Balance in the Movement in
Reserves Statement so that there is no net charge against council tax for the expenditure. Certain reserves are
kept to manage the accounting processes for non-current assets, financial instruments, retirement, and employee
benefits and do not represent usable resources for the Authority — these reserves are explained in the relevant
policies.

xxiii Revenue Expenditure Funded from Capital under Statute

Expenditure incurred during the year that may be capitalised under statutory provisions but that does not result in
the creation of a non-current asset has been charged as expenditure to the relevant service in the
Comprehensive Income and Expenditure Statement in the year. Where the Authority has determined to meet the
cost of this expenditure from existing capital resources or by borrowing, a transfer in the Movement in Reserves
Statement from the General Fund Balance to the Capital Adjustment Account then reverses out the amounts
charged so that there is no impact on the level of council tax.
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xxiv. Schools

The Code of Practice on Local Authority Accounting in the United Kingdom confirms that the balance of control
for local authority maintained schools (i.e. those categories of school identified in the School Standards and
Framework Act 1998, as amended) lies with the local authority. The Code also stipulates that those schools’
assets, liabilities, reserves and cash flows are recognised in the local authority financial statements (and not the
Group Accounts). Schools’ transactions, cash flows and balances are therefore recognised in each of the
financial statements of the Authority as if they were the transactions, cash flows and balances of the Authority.

xxv. VAT and Tax Duty

VAT payable is included as an expense only to the extent that it is not recoverable from Her Majesty’s Revenue
and Customs. VAT receivable is excluded from income. If any tax duty is payable on goods purchased from EU,
this will be part of the purchase cost and is not recoverable from HMRC.

xxvi Fair Value Measurement

The authority measures some of its non-financial assets such as surplus assets and investment properties and
some of its financial instruments such as equity shareholdings [other financial instruments as applicable] at fair
value at each reporting date. Fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. The fair value
measurement assumes that the transaction to sell the asset or transfer the liability takes place either:

a) in the principal market for the asset or liability, or
b) in the absence of a principal market, in the most advantageous market for the asset or liability.

The authority measures the fair value of an asset or liability using the assumptions that market participants would
use when pricing the asset or liability, assuming that market participants act in their economic best interest.

When measuring the fair value of a non-financial asset, the authority takes into account a market participant’s
ability to generate economic benefits by using the asset in its highest and best use or by selling it to another
market participant that would use the asset in its highest and best use.

The authority uses valuation techniques that are appropriate in the circumstances and for which sufficient data is
available, maximising the use of relevant observable inputs and minimising the use of unobservable inputs.
Inputs to the valuation techniques in respect of assets and liabilities for which fair value is measured or disclosed
in the authority’s financial statements are categorised within the fair value hierarchy, as follows:

Level 1 — quoted prices (unadjusted) in active markets for identical assets or liabilities that the authority can
access at the measurement date

Level 2 — inputs other than quoted prices included within Level 1 that are observable for the asset or liability,
either directly or indirectly

Level 3 — unobservable inputs for the asset or liability.

2. Accounting Standards That Have Been Issued but Have Not Yet Been Adopted

(2020/21Policy Document only will be updated for draft accounts following receipt of CIPFA guidance)
The Authority is required to disclose information relating to the impact of an accounting change that will be

required by a new standard that has been issued but not yet adopted. The following key accounting policy
changes has been identified:
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(@) Amendments to IFRS 9 Financial instruments

Amendment relates to prepayment features with negative compensation, to make clear that amortised cost
should be used where prepayments are substantially lower than the unpaid principal and interest. The Authority
has no loans of this nature.

(b) Amendments to IFRS 16 — Leases

The new standard requires lessees to recognise nearly all leases on the balance sheet which will reflect their
right to use an asset for a period of time and the associated liability for payments. IFRS 16 eliminates the current
dual accounting model for lessees, which distinguishes between on-balance sheet finance leases and off-balance
sheet operating leases. Instead, there is a single, on-balance sheet accounting model that is similar to current
finance lease accounting. CIPFA/LASAAC have deferred implementation of IFRS16 for local government to 1
April 2022.

(c) Amendments to IAS 40 Investment Property - Transfers of Investment Property

This provides further explanation of the instances in which a property can be reclassified as investment property.
This will have no impact on the Authority as it already complies.

(d) Other accounting standards for awareness::

IFRIC 22 Foreign Currency Transactions and Advance Consideration, IFRIC 23 Uncertainty over Income Tax
Treatments, IFRS 1 First Time Adoption of International Financial Reporting Standards, IFRS 12

Disclosure of Interests in Other Entities, IAS 28 Investment in Associates and Joint Ventures. These standards
do not have a material relevance for this Authority.
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allows the Council to plan its future financial
strategy with more certainty
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‘ SUMMARY ‘

This report advises the Audit Committee of the progress to date in preparing for the
closure of the 2020/21 Accounts.

‘ RECOMMENDATIONS ‘

The Committee is asked to note the content of the report in particular the risk areas and
the key dates in connection with the closure of the 2020/21 accounts.

2.1

‘ REPORT DETAIL ‘

Background

The Council closed its accounts and prepared its Financial Statements for
2019/20 in the first week of July 2020. However the external audit of the
accounts is still ongoing at January 2021 — it was due to be completed by the
30" November 2020 extension for Covid-19 (normally 31st July).

The priority for the closure programme is to ensure that all key activities have
been captured in the timetable, and that roles and responsibilities have been
identified and understood.

Preparing for Closedown

The statutory deadline under the Accounts and Audit Regulation is for having
the 2020/21 draft accounts published by 31st May 2021 and the statutory
deadline to have the accounts audited is 315t July 2021. At the time of writing,
draft legislation subject to consultation has been published. The publication of
draft accounts is to be no later than the first working day in August and the audit
deadline is 30" September. Once the legislation has been confirmed, the then
the timetable will be finalised, however there is still the need from a Corporate
financial management point of view to report the revenue outturn to Cabinet in
May even if some technical adjustments that no not affect usuable resources
(such as for IAS19) can be made to the accounting statements afterwards.
Legislation that defers the publication date would give scope for fewer
estimates to be used in areas such as investment values in the IAS19 report —
this would reduce the need for the audit review of estimates against actuals.
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2.2

To be able to meet the statutory deadlines, it's imperative that the key dates
within the closedown timetable are met. Any delay from one activity has a
cascading impact which could jeopardise Havering closing its accounts within
the required timeframe. This will mean Committee papers will be out earlier as
well in line with this timescales. There will be a training session for members of
the Audit Committee between the end of May and the approval Committee, to
familiarise members with the Statement of Accounts. It is also key for SLT
Members to be aware of the key deadlines and support to ensure that the
outturn report is produced on time but also the deadline for the accounts
publication is achieved.

Closedown Timetable

Following consultation with key officers, the 2020/21 closedown timetable
was issued which incorporates the feedback from the consultation, and in
line with project management methodology clearly sets out the critical path
and named owners for each activity. This is being monitored regularly by
Financial Control. Any slippages identified will be addressed before year-
end.

Interim Audit

For 2020/21, the Financial Control team are focusing on some of the risk areas
identified last year but also to improve streamlining the preparation of accounts
where possible. Also during this period, the Financial Control team is working
with the external auditors in order to provide the required information for the
interim audit in early 2021. The interim audit is likely to focus on walk-through
process testing and confirmation that the Fusion opening balances match the
Oracle closure balances. Fusion is the Council’s new financial management
system. The date of the final audit will be confirmed in the audit plan to be
tabled at Committee in April. Officers will be working closely with the auditors
to ensure the audit opinion for 2020/21 is provided quickly — progress of the
audit will be closely monitored to ensure it is progressing and potential delays
are addressed

Risk areas

The closedown planning process began in earnest in November 2020 which we
have identified a number of risk areas that could cause delays or problems with
the audit. These have been reviewed and a plan to mitigate the risks included.
One of the more complex areas is the formation of group accounts. As
Havering has a 100% subsidiary and three joint ventures, a line by line
consolidation is needed to incorporate the entity into Havering’s accounts. In
order for this to be completed, the draft set of Mercury Land Holdings and the
joint venture accounts would need to be provided in late April. In addition an
audited version would need to be prepared and signed off in May in order to
avoid any amendments to Havering’'s accounts. In the event of any changes to
the accounts in June or July, there is a risk that these changes could prompt an
ISA260 comment as part of the Annual Audit Report.
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5.2

5.3

5.4

The ongoing 2019/20 audit is presenting a risk to the 2020/21 closedown
process as the roll over of the fixed asset accounting module cannot be done
until the auditors have confirmed they will not request any changes to the 315t

March 2020 balances.

A risk to the closedown is if the reconciliation of debtors and creditors on the
balance sheet is not kept up to date during the year. During 2020/21, finance
and service staff has been asked to reconcile on a quarterly basis to check this
are taking place sufficiently. Currently the Financial Control team is working
with specific services to ensure that reconciliation are sufficient and are
provided in a timely manner now the new Fusion system is in place.

The key deadlines in the draft timetable include the following:

Deadline

Task

Thursday 25" March
2021

Final deadline for service capital journals

Friday 26" March
2021

Final date for invoices to be raised and paid for to be
automatically included in 2020/21 accounts

Tuesday 6th April Final deadline for Services journals to be provided to
2021 business partnering for review

Tuesday 13" April Open CP (Collaborative Planning) module to allow
2021 outturn variance reasons be recorded on system

(Subject to change)

Friday 16™ April 2021

Final Corporate adjustments

Friday 16" April 2021

All Balance Sheet reconciliations provided to Financial
Control

Friday 30" April 2021

Receipt of Group Accounts from Mercury Land Holdings
and Joint Ventures.

Tuesday 4" May
2021 (tbc)

SLT Business Meeting - Capital Outturn Report, Final
confirmatory Outturn Report

Thursday 27" May

Draft Statement of Accounts signed by Section 151

2021 (tbc) Officer. Draft legislation subject to consultation defers the
draft accounts publication date to no later than the first
working day in August

Friday 30" July 2021 | Audit sign off of the Accounts per current Accounts and

(tbc) Audit Regulations. This is likely to be deferred, the draft

legislation has an audit deadline of 30" September
2021.

The above timetable is intended to be a guide to key closedown dates, however
dates might be amended as matters arise.
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IMPLICATIONS AND RISKS

Financial implications and risks: There are no direct financial implications arising
from the publication or approval of accounting policies. There are no material changes
to policy impacting upon the Council’s financial position.

Legal implications and risks:
There are no apparent legal implications in noting the content of the report.

Human Resources implications and risks:
There are no apparent human resources implications in noting the content of the
report.

Equalities implications and risks:

The Public Sector Equality Duty (PSED) under section 149 of the Equality Act 2010
requires the Council, when exercising its functions, to have due regard to:

(i) the need to eliminate discrimination, harassment, victimisation and any other
conduct that is prohibited by or under the Equality Act 2010;

(ii) the need to advance equality of opportunity between persons who share protected
characteristics and those who do not, and;

(iii) foster good relations between those who have protected characteristics and those
who do not.

Note: ‘Protected characteristics’ are: age, sex, race, disability, sexual orientation,
marriage and civil partnerships, religion or belief, pregnancy and maternity and gender
reassignment.

The Council is committed to all of the above in the provision, procurement and
commissioning of its services, and the employment of its workforce. In addition, the
Council is also committed to improving the quality of life and wellbeing for all Havering
residents in respect of socio-economics and health determinants.

There are no Equality implications regarding this matter.
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with Governance

SLT Lead: Jane West

Report Author and contact details: Kevin Miles

Designation: Financial Reporting
Accountant Financial Control
Telephone: 01708 434551
E-mail address:
kevin.miles@havering.gov.uk

Policy context: Audit Committee responsible for
approving accounts

Financial summary: There are no direct financial implications to
the report

The subject matter of this report deals with the following Council
Objectives

Communities making Havering [
Places making Havering [
Opportunities making Havering (X]
Connections making Havering 1

SUMMARY

The Council’s Statement of Accounts is required to be published after the
conclusion of the external audit of accounts. The accounts timetable for 2019/20
has been extended until 30 November due to COVID19, therefore officers are
tabling the audited accounts for 2019/20 at this Audit Committee for approval. The
draft accounts were published on the Council website on the 6th July 2020.
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Members are invited to ask questions on the accounts. It would be appreciated if
any questions are emailed in advance of the meeting to provide an opportunity to
provide a response at the committee meeting.

RECOMMENDATIONS

The Committee is asked to:

a)

b)

f)

1.

Consider the contents of this report and the Statement of Accounts (Appendix
A), alongside the “External Audit Report to those charged with Governance”
(Appendix B — to follow) and any verbal updates by the External Auditor under
that agenda item, following their examination of the Council’s accounts.

Note that the audited accounts must be published at the earliest opportunity
following the audit.

Note any requested amendments to the accounts arising from the audit. At
the time of writing no material amendments had been recommended that
changed usable resources of the Council.

Approve the Statement of Accounts for the financial year ended 31st March
2020, having regard for the auditor’'s Report.

Agree that the Chair of the Committee, in consultation with the Chief Operating
Officer (Statutory Chief Finance Officer) be delegated to approve any
subsequent amendments to the Statement of Accounts that may be necessary
as a result of audit completion procedures.

To approve the Letter of Representation (Appendix C —to follow).

REPORT DETAIL

Statement of Accounts 2019/20

1.1 The Accounts and Audit Regulations 2015 require that the authority must

prepare and publish its approved draft and audited accounts by 31st May and
31st July respectively. However due to disruption caused by the COVID 19 virus,
legislation was passed to delay the statutory publication date until 31st August
and the audit opinion until the 30th November 2020. EY were not able to
complete their audit by November, so the accounts are being tabled at this
meeting.

1.2 The Council published the draft accounts on the website on 6th July 2020.

These were approved for issue by the Chief Operating Officer. The Council
external auditors, Ernst and Young (EY), conducted their main audit programme
in August and September. Some interim audit work was conducted in February
and March. The draft audit opinion is being presented to this Committee. This
will also include a Value for Money opinion.
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1.3 The Statement of Accounts and Annual Audit report are attached to this report
to the Audit Committee. No further material changes to the Accounts are
expected. The draft accounts were tabled at an earlier Committee and a training
session on the financial statements was provided prior to the October meeting.

1.4 Property, Plant & Equipment

No amendments to the 2019/20 property, plant and equipment valuations on the
31st March 2020 balance sheet have been requested by the auditors at the time
of writing this report.

1.5 Earmarked Reserves

£11.6m of earmarked reserves were applied during 2019/20 — mainly £5.3m of
school reserves and £6.1m of the risk reserve. Other reserves have increased
by £7.2m due to COVID19 funding from the Government — it is likely that this will
be used during 2020/21.

1.6 Collection Fund

There is no surplus at 31st March 2020 for Council Tax, in line with the January
2020 forecast. However the NNDR element of the collection fund shows a £2.9m
deficit — this is due to lower NNDR being collectable, mainly as a result of
appeals. The Council’s share of the £2.9m deficit is £1.5m and has been
factored into the medium term financial strategy. Membership of the London
wide NNDR pool has generated income that will help offset some of this deficit.

Housing Revenue Account

1.7The HRA is a separate ring-fenced account showing the expenditure and income
relating to the management and maintenance of the Council’s social housing
stock of some 9,128 dwellings. The HRA balance as at 31st March 2020 is £9.8
million, up £4.9 million — this is mainly due to lower expenditure in the year.

Pension Fund Liability

1.8 The IAS19 pension valuation report shows that the estimated pension fund deficit
had fallen by around £116m during the year. This was mainly due to a higher
discount rate used to calculate the net present value of future pension payments.
This change has no impact on the usable financial reserves of the Council.

1.9 Presentational

1.10 There are no significant format changes from the previous year.

1.11 The Accounts closing team have taken full consideration of the issues raised in
the 2018/19 audit and made arrangements to ensure every issue raised is
reviewed in detail and steps are in place to improve the process to reduce such
errors.

1.12 Following approval of the recommendations by this Committee, the accounts
and Letters of Representation must be signed by the Chair of the Committee
and the Chief Financial Officer.
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2. Accounting Policies

The Audit Committee meeting of 28th January 2020 noted the accounting policies
to be applied to the financial year 2019/20, and these are reflected in the draft
Statement of Accounts. The accounting arrangement around the group has been
applied to consolidate Mercury Land Holdings within Havering’s accounts as per
last year along with the three joint venture arrangements for the first time.

IMPLICATIONS AND RISKS

Financial implications and risks:

There are no direct financial implications arising from the publication or approval of
accounting policies. There are no material changes to policy impacting upon the
Council’s financial position.

Legal implications and risks:
The Audit Committee is the decision making body in relation to the approval of the
Annual Statement of Accounts which is one of the miscellaneous functions not to

be the responsibility of the Executive.

As stated above the Accounts and Audit (Coronavirus) (Amendment) Regulations
2020/404 amended the timetable for Local Authority accounts.

The guidance letter accompanying the Regulations from MHCLG dated 22 April
stated the effect of the amendments as follows:

“The publication date for final, audited, accounts will move from 31 July for
Category 1 authorities and 30 September for Category 2 authorities to 30
November 2020 for all local authority bodies.

The Authority has failed to approve and publish the final, audited Accounts within
the extended statutory timetable for the reasons set out in the Report. The
consequences of this failure, if any, can be mitigated by approving the Accounts
now, albeit late.

Otherwise there are no apparent legal implications in adopting the
recommendations set out in this Report.

Human Resources implications and risks:

Not applicable.
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Audit Committee, 23 February 2021

Equalities implications and risks:

The Public Sector Equality Duty (PSED) under section 149 of the Equality Act 2010
requires the Council, when exercising its functions, to have ‘due regard’ to:

0] The need to eliminate discrimination, harassment, victimisation and any
other conduct that is prohibited by or under the Equality Act 2010;

(i) The need to advance equality of opportunity between persons who share
protected characteristics and those who do not, and,;

(i)  Foster good relations between those who have protected characteristics and
those who do not.

Note: ‘Protected characteristics’ are age, disability, gender reassignment, marriage
and civil partnerships, pregnancy and maternity, race, religion or belief,
sex/gender, and sexual orientation.

The Council is committed to all of the above in the provision, procurement and
commissioning of its services, and the employment of its workforce. In addition, the
Council is also committed to improving the quality of life and wellbeing for all
Havering residents in respect of socio-economics and health determinants.
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Havering Pension Fund 24 February 2021

Dear Audit Committee Members,

We are pleased to attach our Audit Results Report for the forthcoming meeting of the Audit Committee. This report summarises our
audit conclusion in relation to the audit of Havering Pension Fund for 2019/20.

At the date of this report our audit of the Fund’s accounts for the year ended 31 March 2020 is substantially complete, subject to
concluding the outstanding matters listed in our report. We anticipate issuing an unqualified audit opinion on the financial
statements in the form at Section 3 of this report. The Covid-19 pandemic has impacted the Pension Fund’s financial statements
and also the scope of audit procedures we were required to perform as outlined in our Audit Planning Report.

We would like to thank your officers for their assistance during the audit given the additional pressures they have faced responding
to the pandemic and working remotely.

We welcome the opportunity to discuss the contents of this report with you, as well as provide a verbal update, at the Audit
Committee meeting on 24 February 2021.

This report is intended solely for the use of the Audit Committee, other members of the Authority, and senior management. It
should not be used for any other purpose or given to any other party without obtaining our written consent.

Yours faithfully

Debbie Hanson
Associate Partner

For and on behalf of Ernst & Young LLP
Enc

A& o B
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Public Sector Audit Appointments Ltd (PSAA) have issued a ‘Statement of responsibilities of auditors and audited bodies’. It is available from the Chief Executive of each audited body and via the PSAA
website (www.psaa.co.uk). This Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different
responsibilities of auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas.

The ‘Terms of Appointment (updated April 2018)’ issued by PSAA sets out additional requirements that auditors must comply with, over and above those set out in the National Audit Office Code of
Audit Practice (the Code) and statute, and covers matters of practice and procedure which are of a recurring nature.

This Audit Results Report is prepared in the context of the Statement of responsibilities / Terms and Conditions of Engagement. It is addressed to the Members of the audited body, and is prepared for
their sole use. We, as appointed auditor, take no responsibility to any third party.

Our Complaints Procedure - If at any time you would like to discuss with us how our service to you could be improved, or if you are dissatisfied with the service you are receiving, you may take the issue
up with your usual partner or director contact. If you prefer an alternative route, please contact Hywel Ball, our Managing Partner, 1 More London Place, London SE1 2AF. We undertake to look into any
complaint carefully and promptly and to do all we can to explain the position to you. Should you remain dissatisfied with any aspect of our service, you may of course take matters up with our
professional institute. We can provide further information on how you may contact our professional institute.
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5 Executive Summary

Scope update

In our Audit Planning Report presented to the Audit Committee meeting on 28 July 2020, we provided you with an overview of our audit scope and
approach for the audit of the Pension Fund’s 2019/20 financial statements. The Covid-19 pandemic has impacted both the scope and delivery of the
Pension Fund’s financial statement audit for the year end 31 March 2020. The key changes were outlined in our Audit Plan. We have delivered our audit
as outlined in our Plan with the following updates.

Changes to reporting timescales

As a result of Covid-19, new regulations, the Accounts and Audit (Coronavirus) (Amendment) Regulations 2020 No. 404, have been published and came
into force on 30 April 2020. This announced a change to publication date for final, audited accounts from 31 July to 30 November 2020 for all relevant
authorities.

Changes in materiality

We updated our planning materiality assessment using the draft financial statements and have also reconsidered our risk assessment. The updated
Lglateriality figures are set out below.

@D
—

Our planning materiality Performance materiality We will report all uncorrected misstatements
represents 1% of the prior represents 75% of planning related to the primary statements (net asset
year’s net assets, consistenton  materiality and is the top of our  statement and fund account) greater than 5% of
year on year. range, consistent year on year planning materiality

Planned £7.33 million £5.5 million £0.37 million

Final £7.28 million £5.46 million £0.36 million



5 Executive Summary

Status of the audit
We have substantially completed our audit of Havering Pension Fund’s financial statements for the year 31 March 2020 and have performed the

procedures outlined in our Audit Plan.

Subject to satisfactory completion of the outstanding items noted in Appendix B of this report, we expect to issue an unqualified opinion on the financial
statements in the form which appears at Section 3. However until work is complete, further amendments may arise.

Audit differences
\J
To date we have identified audit differences totalling £2.9 million, in relation to investment valuations. Management’s view is that this difference is not

ﬁaterial to the Pension Fund accounts, and they have therefore elected not to make the amendments.

&r audit has also identified a small number of disclosure differences which management has agreed to adjust. We include further details in Section 4



5 Executive Summary

Areas of audit focus

Our Audit Plan identified significant risks and areas of focus for our audit of the Fund’s financial statements. We summarise below our latest findings.

Significant risk Findings & conclusions
Misstatements due to fraud or error - We have completed our audit procedures in relation to this risk and we have found no indications of
Incorrect posting of journals relating to misstatements due to fraud or error as a result management override of controls. We have no issues
investment income and assets
to report.
Valuation of complex investments We have completed our audit procedures in relation to this risk and we have identified an audit
(Level 3 investments including pooled difference totalling £2.9 million in respect of investment valuations as at 31 March 2020.
property funds)
.6)ther area of audit focus Findings & conclusions
&
ICGoing concern disclosures (to reflect the We are currently completing our going concern procedures. This includes, reviewing the evidence
mpact of Covid-19) provided (going concern assessment including cash flow forecast) and accompanying disclosure for
© the financial statements, to ensure they reflect the impact of Covid-19. We will also consult internally

on the adequacy of the going concern disclosures.

Disclosures of events after the balance sheet | We have reviewed the disclosures in the accounts and has assessed them as adequate and
date (in context of Covid-19) appropriate.




5 Executive Summary

Areas of audit focus (continued)

We request that you review these and other matters set out in this report to ensure:

e There are no residual further considerations or matters that could impact these issues

e You concur with the resolution of the issue

e There are no further significant issues you are aware of to be considered before the financial report is finalised

There are no matters, other than those reported by management or disclosed in this report, which we believe should be brought to the attention of the
Audit Committee.

Control observations

have not identified any significant deficiencies in the design or operation of an internal control that might result in a material misstatement in your
(g.nancial statements and which is unknown to you.

D

Ul

Other reporting issues

We are required to give a consistency opinion on the Pension Fund’s Annual Report. Our final review and consistency check procedures, comparing the

Pension Fund’s Annual Report to the Pension Fund’s financial statements, are currently in progress. We anticipate that we will have no matters to report
in relation to this.

Independence

Please refer to Section 7 for our update on Independence.






Areas of Audit Focus
Significant risk

What is the risk?

Misstatements due to As identified in ISA (UK and Ireland) 240, management is in a unique position to perpetrate fraud because of its ability

fraud and error

engagement.

to manipulate accounting records directly or indirectly and prepare fraudulent financial statements by overriding
controls that otherwise appear to be operating effectively. We identify and respond to this fraud risk on every audit

We have concluded that the main area where management override may occur is the incorrect posting of investment
journals posted into the general ledger. We have outlined our response to this risk on the next slide.

T
jab)

wWhat judgements are we focused on?
O
M addition to the standard areas of risk related to fraud and error we have
identified management override of controls relating to the posting of journals
relating to the valuation of investment assets, as the main area of risk.

What are our conclusions?

Based on our procedures performed to date, which are substantially complete:

* We have not identified any material weaknesses in controls or evidence of
material management override.

» We have not identified any instances of inappropriate judgements being
applied.

» We did not identify any other transactions during our audit which appeared
unusual or outside the Fund‘s normal course of business.

What did we do?

In order to address this risk we:

Identified potential fraud risks during the planning stages of the audit

Made inquires of management about risks of fraud and the controls
put in place to address those risks.

Made inquires of those charged with governance to understanding
the oversight given in management’s processes over fraud.

Considered the effectiveness of management’s controls designed to
address the risk of fraud.

Performed mandatory procedures regardless of specifically identified
fraud risks which included:

e Testing of journal entries and other adjustments in the
preparation of the financial statements,

< Review of material estimates for evidence of management
bias,

* Review of any significant unusual transactions for the Pension
Fund.
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Areas of Audit Focus
Significant risk

Misstatements due to

fraud and error: Incorrect The Pension Fund posts year end manual journals in relation to the valuation of its investments as well as
posting of investment investment income. There is a risk that, due to fraud or error, investment journals posted into the general

ledger are incorrect. This could result in a misstatement of year-end investment values and in year
investment income.

valuation journals

V/hat did we do and what judgements did we focus on?

(1)
up respect of year end investment valuations and investment income journal entries we have:
D

8} Verified agreement of the Custodian’s valuation report to that of individual Fund Manager valuation reports for the pension fund’s investment assets
valuations as of 31 March 2020 and investment income recognised during 2019/20

« Agreed the reconciliation of holdings included in the Net Assets Statement to the source reports from the Pension Fund’s Custodian and Investment
Fund Managers.

What are our conclusions?

We did not identify any differences between the valuation of investment or investment income, as recognised in the Pension Fund’s net asset statement
and fund account, and independent third party valuation reports. We are therefore satisfied that there is no evidence of incorrect posting of investment
valuation and investment income journals for the year end 31 March 2020.

11



Areas of Audit Focus

Significant risk
Valuation of complex

investments (Leve| 3 The Fund’s investments include complex investments, such as pooled property investments. The valuation of such
0 . 0 investments are classified under IFRS 13 as Level 3 investments. As such the valuation of Level 3 investments are based on
investments including -unobservable’ inputs.

pooled property funds)
Judgements are taken by the Investment Managers to value those investments whose prices are not publicly available. The
material nature of Investments means that any error in judgement could result in a material valuation error. Market
volatility means such judgments can quickly become outdated, especially when there is a significant time period between
the latest available audited information and the fund year end. Such variations could have a material impact on the
financial statements.

Covid-19 has created an uncertain economic environment immediately prior to the Pension Fund’s reporting date of 31

March 2020. As a result, the valuation of these complex investment assets as of 31 March 2020 are subject to increased
estimation and potentially significant judgements as to the valuation method adopted.

What did we do and what judgements did we focus on?

To gain assurance over the valuation of complex investments, for a sample of Level 3 investments, including pooled property funds we have:

G abed

» Made enquiries of the Pension Fund and it’s Investment Managers to understand how the valuation impact of Covid-19 has been assessed.

» Reviewed the basis of valuation for level 3 investments and assessed the appropriateness of valuation methods used.

» Compared the investment value included in the Pension Fund’s financial statements to direct confirmations from the Fund Managers.

» Reviewed the latest audited financial statements of the investment funds to corroborate net asset values used in determination of investment valuations.

» Performed analytical procedures, in light of Covid-19, to verify the valuation output (from fund managers) for reasonableness against our own expectations.

» Reviewed investment valuation disclosures to verify that significant judgements surrounding the valuation of Level 3 investments have been appropriately
made in the Pension Fund’s financial statements.

12



Areas of Audit Focus
Significant risk

Valuation of complex investments (Level 3 investments including pooled property funds)

What are our conclusions?

We have identified audit differences with a net impact of £2.9 million, in relation to the valuation investment assets. Management have chosen not on amend these
based on their assessment that these differences are not material to the Pension Fund accounts.

Consideration of the potential impact of Covid-19 on the valuation of Level 3 investment assets including pooled property funds

0 The Royal Institute of Chartered Surveyors (RICS) issued guidance in light of Covid-19 advising the use of a material valuation uncertainty clause in 31
g March 2020 valuations due to the uncertainty associated with the market value of property. Upon the receipt of the draft 2019/20 financial

(D statements it was confirmed that such material valuation uncertainty clauses have been included across some of the pooled property funds included in
01 the Pension Fund financial statements.

*  The value of the pension fund’s Level 3 investments, including pooled property funds, as at 31 March 2020, was £133.7 million (18.9% of the pension
fund’s total net assets).

We will need to consult on whether we need to include an ‘Emphasis of Matter’ paragraph in our audit report in respect of the material uncertainty
disclosures included by valuers regarding the valuation of property assets due to the impact of Covid-19 as at 31 March 2020. We have highlighted this
within an ‘Emphasis of Matter’ paragraph within our Audit Report and through enhanced disclosuresin Note 5 and 14. This assessment is based on a
sensitivity analysis that indicates that there would need to be a 5.4% change in value of level 3 investments for there to be a material impact of the

pension fund’s financial statements. As such we consider that there is a potential impact of Covid-19 of the pension fund’s level 3 investment asset
valuations.

13



Areas of Audit Focus

|
Going concern disclosure

What is the risk?

We have identified a risk regarding the impact of the Covid-19 pandemic on the Pension Fund and the adequacy of related going concern disclosures.
Considering the financial position of the Pension Fund we do not believe this as a significant risk, but is an area of audit focus.

There is presumption that the Pension Fund accounts should be prepared on a going concern basis under CIPFA’s Code of Practice on Local Authority
Accounting in the United Kingdom 2019/20. Covid-19 has however created a number of financial pressures and uncertainties throughout local
government and the wider economy that could directly impact the Pension Fund. As a result the Pension Fund needs to undertake a more detailed going
concern assessment and provide an expended disclosure in it financial statements.

International Auditing Standard 570 Going Concern, as applied by Practice Note 10: Audit of financial statements of public sector bodies in the United
Kingdom, also requires auditors to undertake sufficient and appropriate audit procedures to consider whether there is a material uncertainty on going
gwcern that requires reporting by management within the financial statements, and within the auditor’s report. We are obliged to report on such matters
thin the section of our audit report ‘Conclusions relating to Going Concern’. To do this, the auditor must review management’s assessment of the going
d¢®ncern basis applying IAS1 Presentation of Financial Statements. The auditor’s report in respect of going concern covers a 12-month period from the
g’te of the audit report, therefore the Pension Fund’s assessment will also need to cover this period, which for the current year will therefore extend to
ecember 2021.

What did we do and what are our findings
The Pension Fund’s draft accounts included limited disclosure in respect of going concern. The Pension Fund have provided a revised going concern
disclosure and supporting assessment, including cash flow forecast analysis.

We have yet to conclude our review of this updated disclosure, assessment and cash flow forecast. As part of this work, we will consider:
» the impact on the carrying value of Fund assets;

» the level of reliance on investment income to pay benefits; and

» the ease and speed with which investment assets can be converted to cash if necessary to support liquidity.

Once we have completed these procedures we are required to consult internally on the conclusion from this assessment and the adequacy of the
disclosure in the financial statements.

14



Areas of Audit Focus

Events after the balance sheet date

We have also identified a risk regarding disclosures of events after the balance sheet date relating to the impact of the Covid-19 pandemic on the Pension
Fund. As the Covid-19 lockdown was a pre balance sheet event we did not identify this as a significant risk, but an area of focus.

The Pension Fund is required to disclose material events, both favourable and unfavourable, that occur between the end of the reporting period and the
date when the financial statements are authorised for issue. Covid-19 has resulted in unprecedented circumstances and economic uncertainty on the
global markets. Therefore, it is important that the Pension Fund gives due consideration to the disclosure of events after the reporting date within their
financial statements. Examples of notable subsequent events include significant movement of investment asset valuations since 31 March 2020 or if
there are significant problems with admitted bodies making pension contributions.

We have reviewed the disclosures in the accounts and has assessed them as adequate and appropriate.

)G abed
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Draft Audit Report

Our draft opinion on the financial statements is subject to final EY consultation

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF LONDON BOROUGH
OF HAVERING - DRAFT

Opinion

We have audited the Pension Fund financial statements for the year ended 31 March
2020 under the Local Audit and Accountability Act 2014. The Pension Fund
financial statements comprise the Fund Account, the Net Assets Statement and the
related notes 1 to 26. The financial reporting framework that has been applied in
their preparation is applicable law and the CIPFA/LASAAC Code of Practice on
Local Authority Accounting in the United Kingdom 2019/20.

-give a true and fair view of the financial transactions of the Pension Fund during
year ended 31 March 2020 and the amount and disposition of the fund’s assets

amd liabilities as at 31 March 2020; and

-(yave been properly prepared in accordance with the CIPFA/LASAAC Code of

R&ctice on Local Authority Accounting in the United Kingdom 2019/20.

Eyr opinion the Pension Fund financial statements:

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing
(UK) (ISAs (UK)) and applicable law. Our responsibilities under those standards are
further described in the Auditor’s responsibilities for the audit of the financial
statements section of our report below. We are independent of the Pension Fund in
accordance with the ethical requirements that are relevant to our audit of the
financial statements in the UK, including the FRC’s Ethical Standard and the
Comptroller and Auditor General’s AGNO1, and we have fulfilled our other ethical
responsibilities in accordance with these requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Emphasis of matter — Pooled property funds
We draw attention to Note 5 - Assumption made about the future and Other Major

Sources of estimation uncertainty and Note 14 — Analysis of Investments, of the
financial statements, which describe the valuation uncertainty the Pension Fund is

facing as a result of COVID-19 in relation to pooled property funds. Our opinionis
not modified in respect of this matter.

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to which the
ISAs (UK) require us to report to you where:

- the Chief Operating Officer’s use of the going concern basis of accounting in the
preparation of the financial statements is not appropriate; or

- the Chief Operating Officer has not disclosed in the financial statements any
identified material uncertainties that may cast significant doubt about the Pension
Fund'’s ability to continue to adopt the going concern basis of accounting for a period
of at least twelve months from the date when the financial statements are
authorised for issue.

Other information

The other information comprises the information included in the “Statement of
Accounts 2019/20”, other than the London Borough of Havering and London
Borough of Havering Pension Fund financial statements and our auditor’s report
thereon. The Chief Operating Officer is responsible for the other information.

Our opinion on the financial statements does not cover the other information and,
except to the extent otherwise explicitly stated in this report, we do not express any
form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read
the other information and, in doing so, consider whether the other informationis
materially inconsistent with the financial statements or our knowledge obtained in
the audit or otherwise appears to be materially misstated. If we identify such
material inconsistencies or apparent material misstatements, we are required to
determine whether there is a material misstatement in the financial statements or a
material misstatement of the other information. If, based on the work we have
performed, we conclude that there is a material misstatement of the other
information, we are required to report that fact.

We have nothing to report in this regard.
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Our opinion on the financial statements

Matters on which we report by exception

We report to you if:

- we issue a report in the public interest under section 24 of the Local Audit and
Accountability Act 2014;

- we make written recommendations to the audited body under Section 24 of the
Local Audit and Accountability Act 2014;

- we make an application to the court for a declaration that an item of account is
contrary to law under Section 28 of the Local Audit and Accountability Act 2014;

- we issue an advisory notice under Section 29 of the Local Audit and Accountability
Act 2014; or

- we make an application for judicial review under Section 31 of the Local Audit and
_AUccountabiIity Act 2014.

&e have nothing to report in these respects.
D
Bgsponsibility of the Chief Operating Officer

As explained more fully in the Statement of the Responsibilities for the Statement
of Accounts set out on page 17, the Chief Operating Officer is responsible for the
preparation of the Authority’s Statement of Accounts, which includes the Pension
Fund financial statements, in accordance with proper practices as set out in the
CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United
Kingdom 2019/20, and for being satisfied that they give a true and fair view.

In preparing the financial statements, the Chief Operating Officer is responsible for
assessing the Pension Fund’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the going concern basis of
accounting unless the Pension Fund either intends to cease operations, or have no
realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor’s report that includes our opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee that an audit conducted
in accordance with ISAs (UK) will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if,
individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is
located on the Financial Reporting Council’s website at
https://www.frc.org.uk/auditorsresponsibilities. This description forms part of our
auditor’sreport.

Use of our report

This report is made solely to the members of London Borough of Havering, as a body,
in accordance with Part 5 of the Local Audit and Accountability Act 2014 and for no
other purpose, as set out in paragraph 43 of the Statement of Responsibilities of
Auditors and Audited Bodies published by Public Sector Audit Appointments Limited.
To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the London Borough of Havering Pension Fund and the London
Borough of Havering members as a body, for our audit work, for this report, or for the
opinions we have formed.
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+/ Audit Differences

In the normal course of any audit, we identify misstatements between amounts we believe should be recorded in the financial statements and the
disclosures and amounts actually recorded. These differences are classified as “known” or “judgemental”. Known differences represent items that can be
accurately quantified and relate to a definite set of facts or circumstances. Judgemental differences generally involve estimation and relate to facts or
circumstances that are uncertain or open to interpretation.

Summary of unadjusted and adjusted differences

We highlight misstatements greater than £0.36 million which have been identified during the course of our audit.

Unadjusted Audit Differences

bﬁxluation of investments:

QD
‘-%’e have identified audit differences in relation to the valuation of level 3 investment assets as of 31 March 2020, with a net impact totalling £2.9 million.

%is audit difference has arisen due to the fact that the valuations included within the Pension Fund’s accounts are based on estimated values. As part of

our audit we have obtained and considered the most recently available information for the valuation of level 3 investment assets as of 31 March 2020.
This has identified a net reduction in the value of investment assets of £2.9 million. It is likely that this reduction is due to the impact of Covid-19.

Adjusted Differences

Our audit also identified a limited number of minor disclosure misstatements mostly relating to the narrative of the Annual report which our team have
highlighted to management for amendment. These have been corrected during the course of the audit and relate to disclosure and presentational
matters in the Statement of Accounts.
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{:qc"%Other reporting issues

Consistency of other information published with the financial statements

We must give an opinion on the consistency of the financial and non-financial information in Havering Pension Fund Annual Report with the audited
financial statements. This work is substantially complete and is subject to final review. We anticipate that we will have no matters to report in relation
to this matter.

Other powers and duties

We have a duty under the Local Audit and Accountability Act 2014 to consider whether to report on any matter that comes to our attention in the

urse of the audit, either for the Authority to consider it or to bring it to the attention of the public (i.e. “a report in the public interest”). We also have
eduty to make written recommendations to the Authority, copied to the Secretary of State, and take action in accordance with our responsibilities
fhder the Local Audit and Accountability Act 2014. We have had no reason to exercise these duties.

o
N
Other matters

As required by ISA (UK&l) 260 and other ISAs specifying communication requirements, we must tell you significant findings from the audit and other
matters if they are significant to your oversight of the Fund’s financial reporting process. We have no matters to report.
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%, Assessment of Control Environment

Financial controls

It is the responsibility of the Pension Fund to develop and implement systems of internal financial control and to put in place proper arrangements to
monitor their adequacy and effectiveness in practice. Our responsibility as your auditor is to consider whether the Pension Fund has put adequate
arrangements in place to satisfy itself that the systems of internal financial control are both adequate and effective in practice.

As part of our audit of the financial statements, we obtained an understanding of internal control sufficient to plan our audit and determine the nature,
timing and extent of testing performed. As we have adopted a fully substantive approach, we have therefore not tested the operation of controls.

Although our audit was not designed to express an opinion on the effectiveness of internal control we are required to communicate to you significant
deficiencies in internal control.

Ee have not identified any significant deficiencies in the design or operation of an internal control that might result in a material misstatement in your
l%nancial statements of which you are not aware.

o
(0))
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&8 Independence

Confirmation

We confirm there are no changes in our assessment of independence since our confirmation in our Audit Planning Report dated 28 July 2020. We
complied with the APB Ethical Standards. In our professional judgement the firm is independent and the objectivity of the audit engagement partner and
audit staff has not been compromised within the meaning of regulatory and professional requirements.

We consider that our independence in this context is a matter that should be reviewed by both you and ourselves. It is therefore important that you and
your Audit Committee consider the facts of which you are aware and come to a view. If you wish to discuss any matters concerning our independence,
we will be pleased to do so at the forthcoming meeting of the Audit Committee on 24 February 2021.

We confirm we have undertaken non-audit work outside of the Statement of responsibilities of auditors and audited bodies as issued by the Public Sector
Audit Appointments Ltd. We have adopted the necessary safeguards in our completion of this work.

o

Q
Belationships, services and related threats and safeguards
(@)

She FRC Ethical Standard requires that we provide details of all relationships between Ernst & Young (EY) and your Authority, senior management and
its affiliates, including all services provided by us and our network to your Authority, senior management and its affiliates, and other services provided
to other known connected parties that we consider may reasonably be thought to bear on the our integrity or objectivity, including those that could
compromise independence and the related safeguards that are in place and why they address the threats.

There are no relationships from 1 April 2019 to the date of this report, which we consider may reasonably be thought to bear on our independence and
objectivity.

Services provided by Ernst & Young

The table overleaf includes a summary of the fees that you have paid to us in the year ended 31 March 2020 in line with the disclosures set out in FRC
Ethical Standard and in statute.

As at the date of this report, there are no future services which have been contracted and no written proposal to provide non-audit services has been
submitted.
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@Independence
Fee analysis

As part of our reporting on our independence, we set out below a summary of the fees paid for the year ended 31 March 2020.

In our Audit Plan and subsequent reporting to the Audit Committee, we have communicated our proposal to increase the scale fee for 2019/20 to
£55,000. This proposal is currently being considered by PSAA as part of their national consideration of EY’s fee proposals. The table below does not
reflect those proposals but does include an estimate of the fee increases due to the additional audit procedures we have taken due to changes in the
scope of our work and risks identified as outlined in this report. On completion of the audit we will finalise our fees and provide supporting details to the
Chief Finance Officer for agreement. Any fee increases in relation to Code work also need to be approved by PSAA.

%Ie Fee - Code work 16,170 16,170 16,170

Additional work and associated fees:

IAS 19 Assurance Work - annual approach (note 1) - non Code work 8,000 TBC 5,500
Triennial Review Procedures (note 2) - non Code work 3,000 - 4,000 - -
Going concern and PBSE assessments and disclosures, including EY 4,000 - 8,000 i i
consultations (note 3)

Total indicative Pension Fund fee 31,170- 36,170 TBC 21,670
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Fee analysis

Notes

1.

N

0. ard

The auditors of London Borough of Havering request IAS 19 assurances over information that the Pension Fund submits to the actuary on an annual
basis to inform the Council’s IAS 19 pensions results report. As auditors of the Pension Fund, we perform the assurance procedures requested and
report, via an assurance letter, back to the auditors of London Borough of Havering. The scope of these procedures are not include in the PSAA base
scale fee and is non code work.

We reported in our Audit Plan that as a result of the triennial valuation of the Pension Fund, we would be required to undertake additional testing of
membership data submitted to the actuary on a triennial basis. This work is complete (subject to Manager and Associate Partner’s review) and we will
quantify the final fee on completion. This is again non Code work.

We noted in this report that we needed to carry out additional work to review, assess and challenge the Pension Fund’s going concern assessment and
associated disclosure, as well as events after the reporting period disclosures. We have also had to consider the impact of the material uncertainty
referred to in relation to the valuation of the Funds poled property assets and whether we need to include an emphasis of matter in relation to this in our
audit report. We also highlighted that to ensure that we are giving the appropriate level of assurance to the Pension Fund, EY have put in place a
consultation process involving the Firm’s Professional Practice Directorate. We will confirm the final fees associated with this additional work on
completion of the audit.
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New UK Independence Standards

The Financial Reporting Council (FRC) published the Revised Ethical Standard 2019 in December and it will apply to accounting periods starting on or after 15
March 2020. A key change in the new Ethical Standard will be a general prohibition on the provision of non-audit services by the auditor (and its network) which
will apply to UK Public Interest Entities (PIEs). A narrow list of permitted services will continue to be allowed.

Summary of key changes

» Extraterritorial application of the FRC Ethical Standard to UK PIE and its worldwide affiliates

» A general prohibition on the provision of non-audit services by the auditor (or its network) to a UK PIE, its UK parent and worldwide subsidiaries

« A narrow list of permitted services where closely related to the audit and/or required by law or regulation

» Absolute prohibition on the following relationships applicable to UK PIE and its affiliates including material significant investees/investors:

» Taxadvocacy services Remuneration advisory services Internal audit services Secondment/loan staff arrangements

» An absolute prohibition on contingent fees.

» Requirement to meet the higher standard for business relationshipsi.e. business relationships between the audit firm and the audit client will only be
permitted if it is inconsequential.

«Upermitted services required by law or regulation will not be subject to the 70% fee cap.

@ Grandfathering will apply for otherwise prohibited non-audit services that are open at 15 March 2020 such that the engagement may continue until completed

@ in accordance with the original engagement terms.

~JlA requirement for the auditor to notify the Audit Committee where the audit fee might compromise perceived independence and the appropriate safeguards.

Pa requirement to report to the Audit Committee details of any breaches of the Ethical Standard and any actions taken by the firm to address any threats to
independence. A requirement for non-network component firm whose work is used in the group audit engagement to comply with the same independence
standard as the group auditor. Our current understanding is that the requirement to follow UK independence rules is limited to the component firm issuing the
audit report and not to its network. This is subject to clarification with the FRC.

Next Steps

We will continue to monitor and assess all ongoing and proposed non-audit services and relationships to ensure they are permitted under FRC Revised Ethical
Standard 2016 which will continue to apply until 31 March 2020. We do not provide any non-audit services which would be prohibited under the new standard.

Other communications

EY Transparency Report 2020

Ernst & Young (EY) has policies and procedures that instil professional values as part of firm culture and ensure that the highest standards of objectivity,
independence and integrity are maintained. Details of the key policies and processes in place within EY for maintaining objectivity and independence can be
found in our annual Transparency Report which the firm is required to publish by law. The most recent version of this Report is for the year end 30 June 2020:
https://www.ey.com/en_uk/who-we-are/transparency-report-2020

29






= Appendix A

Audit approach update

T

We summarise below our approach to the audit of the balance sheet and any changes to this approach from the prior year audit.

Our audit procedures are designed to be responsive to our assessed risk of material misstatement at the relevant assertion level. Assertions relevant to the balance
sheetinclude:

Existence: An asset, liability and equity interest exists at a given date
Rights and Obligations: An asset, liability and equity interest pertains to the entity at a given date
Completeness: There are no unrecorded assets, liabilities, and equity interests, transactions or events, or undisclosed items

Valuation: An asset, liability and equity interest is recorded at an appropriate amount and any resulting valuation or allocation adjustments are appropriately
recorded

Presentation and Disclosure: Assets, liabilities and equity interests are appropriately aggregated or disaggregated, and classified, described and disclosed
in accordance with the applicable financial reporting framework. Disclosures are relevant and understandable in the context of the applicable financial reporting
framework

jab)
«Q
@D
\]
w
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Outstanding matters

The following items relating to the completion of our audit procedures are outstanding at the date of the release of this report:

Item Actions to resolve A?E? Responsibility v
= = =7

Membership data testing

Going concern

l-gyel 3 Investments and Journals testing
Q

%al version of the Financial Statements

\l
N

Conclusion procedures

Clearance of queries arising from review by
Associate Partner and Manager

Management representation letter

Completion of subsequent events review

We selected a sample of 125 fund members to test to inform our work
on the triennial valuation - this work is complete subject to review by
Manager and Associate Partner

We are currently completing our going concern procedures, which may
resultin further queries for Management. We also need to undertake
internal consultation on the adequacy of going concern disclosures

Work completed subject to clearance of review notes from Manager and
Associate partner review.

Review of the final version of the financial statements; Completion of
final consistency checks between the Pension Fund’s Annual Report and
the London Borough of Havering full Statement of Accounts pack, which
includes the Pension Fund’s financial statements

This is currently in progress

In progress
To be sent by EY and signed by Management once audit complete

Procedures to be performed up to the date of signing

EY

EY and Management

EY

EY and Management

EY

EY

EY and Management

EY and Management
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Required communications with the Audit Committee

There are certain communications that we must provide to the Audit Committees of UK clients. We have detailed these here together with a reference of when and where

they were covered:

Required communications |i What is reported?

Terms of engagement

o
jab)

ﬁlr responsibilities
\l

Hlnning and audit
approach

Significant findings
from the audit

Confirmation by the Audit Committee of acceptance of terms of engagement as written
in the engagement letter signed by both parties.

Reminder of our responsibilities as set out in the engagement letter.

Communication of the planned scope and timing of the audit, any limitations and the
significant risks identified.

Our view about the significant qualitative aspects of accounting practices including
accounting policies, accounting estimates and financial statement disclosures

Significant difficulties, if any, encountered during the audit

Significant matters, if any, arising from the audit that were discussed with management
Written representations that we are seeking

Expected modifications to the audit report

Other matters if any, significant to the oversight of the financial reporting process

Our Reporting to you

9 When and where

The statement of responsibilities serves as the
formal terms of engagement between the
PSAA’s appointed auditors and audited bodies.

Audit planning report
July 2020

Audit planning report
July 2020

Audit results report
February 2021
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Our Reporting to you

Required communications |i What is reported? 9 When and where
Going concern Events or conditions identified that may cast significant doubt on the entity’s ability Audit Results Report
to continue as a going concern, including: February 2021

 Whether the events or conditions constitute a material uncertainty

 Whether the use of the going concern assumption is appropriate in the preparation
and presentation of the financial statements

e The adequacy of related disclosures in the financial statements

Misstatements e Uncorrected misstatements and their effect on our audit opinion Audit Results Report
= The effect of uncorrected misstatements related to prior periods February 2021
e Arequest that any uncorrected misstatement be corrected
;_,U e Material misstatements corrected by management
«Q
@D
Sypsequent events e Enquiry of the Audit Committee where appropriate regarding whether any subsequent Audit Results Report
o events have occurred that might affect the financial statements. February 2021
Fraud e Enquiries of the Audit Committee to determine whether they have knowledge of any Audit Results Report
actual, suspected or alleged fraud affecting the Authority February 2021

e Any fraud that we have identified or information we have obtained that indicates that a
fraud may exist

* Unless all of those charged with governance are involved in managing the Authority, any
identified or suspected fraud involving:

a. Management;
b. Employeeswho have significant roles in internal control; or
c. Others where the fraud results in a material misstatement in the financial statements.

e The nature, timing and extent of audit procedures necessary to complete the audit when
fraud involving management is suspected

e Any other matters related to fraud, relevant to Audit Committee responsibility.
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Required communications |i What is reported?

Related parties

Independence

/) 9bed

Fee Reporting

Significant matters arising during the audit in connection with the Authority’s related
parties including, when applicable:

« Non-disclosure by management

e Inappropriate authorisation and approval of transactions

e Disagreementover disclosures

« Non-compliance with laws and regulations

< Difficulty in identifying the party that ultimately controls the Authority

Communication of all significant facts and matters that bear on EY’s, and all individuals
involved in the audit, objectivity and independence.

Communication of key elements of the audit engagement partner’s consideration of
independence and objectivity such as:

e The principal threats
e Safeguards adopted and their effectiveness
e An overall assessment of threats and safeguards

< Information about the general policies and process within the firm to maintain objectivity
and independence

Communications whenever significant judgments are made about threats to objectivity and
independence and the appropriateness of safeguards put in place.

< Breakdown of fee information when the audit planning report is agreed
e Breakdown of fee information at the completion of the audit
e Any non-audit work

Our Reporting to you

9 When and where

Audit Results Report
February 2021

Audit planning report
July 2020

Audit Results Report
February 2021

Audit planning report
July 2020

Audit Results Report
February 2021
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Required communications |i What is reported?

External confirmations

Consideration of laws
and regulations

nificant deficiencies in
internal controls identified
during the audit

% abed

Written representations
we are requesting from
management and/or those
charged with governance

Material inconsistencies or
misstatements of fact
identified in other
information which
management has refused
to revise

Auditors report

Management’s refusal for us to request confirmations
Inability to obtain relevant and reliable audit evidence from other procedures.

Subject to compliance with applicable regulations, matters involving identified or
suspected non-compliance with laws and regulations, other than those which are clearly
inconsequential and the implications thereof. Instances of suspected non-compliance
may also include those that are brought to our attention that are expected to occur
imminently or for which there is reason to believe that they may occur

Enquiry of the Audit Committee into possible instances of non-compliance with laws and
regulations that may have a material effect on the financial statements and that the
Audit Committee may be aware of

Significant deficiencies in internal controls identified during the audit.

Written representations we are requesting from management and/or those charged with
governance

Material inconsistencies or misstatements of fact identified in other information which
management has refused to revise

Any circumstances identified that affect the form and content of our auditor’s report

Our Reporting to you

9 When and where

We have received all requested confirmations.

We have asked management and those
charged with governance. We have not
identified any material instances or non-
compliance with laws and regulations.

Audit Results Report
February 2021

Audit Results Report
February 2021

Audit Results Report
February 2021

Audit Results Report
February 2021
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Regulatory update

There have been a number of recent regulatory developments. The following table provides a high level summary of those that have the potential to have the most

significant impact on you:

Summary of key measures E‘ Impact on London Borough of Havering Pension Fund |9®

Code of Audit Practice 2020

Going Concern - ISA (UK) 570
(Revised September 2019)

6/ abed

Independence

The updated Code of Audit Practice issued by the National Audit
Office has introduced some significant changes to the
requirements regarding auditors’ work on the value for money
conclusion, which will be applicable from 2020/21.

The standard is effective for audits of financial statements for
periods commencing on or after 15 December 2019, however EY
expects to early-adopt the revised standard for all of our audits of
periods ending on or after 30 June 2020.

This auditing standard has been revised in response to
enforcement cases and well-publicised corporate failures where
the auditor’s report failed to highlight concerns about the
prospects of entities which collapsed shortly after.

The Financial Reporting Council (FRC) published the Revised
Ethical Standard 2019 in December and will be effective from 15
March 2020. A key change in the new Ethical Standard will be a
general prohibition on the provision of non-audit services by the
auditor (and its network) which will apply to companies that are
UK Public Interest Entities (PIEs) . This prohibition will also extend
to any UK parent and apply to all worldwide subsidiaries. A
narrow list of permitted services will continue to be allowed.

The NAO are currently updating the Auditor Guidance Notes
which will set out how the new Code of Audit Practice should
be applied when carrying out value for money work. As such,
the impact remains to be confirmed.

Further updates will be provided when possible.

Practice Note 10, which sets out how the auditing standards
are applied in a public sector context, is currently being
revised, including in light of the updated standard for Going
Concern. As such, the impact is not clear at this stage.
Further updates will be provided when possible.

We will continue to monitor and assess all ongoing and
proposed non-audit services and relationships to ensure they
are permitted under the FRC Revised Ethical Standard 2019
which will be effective from 15 March 2020. Non-audit
services which are in progress as at 15 March 2020 and are
permitted under the existing ethical standard will be allowed
to continue under the existing engagement terms until
completed. We will work with you to ensure orderly
completion of the services or where required, transition to
another service provider within mutually agreed timescales.
We do not undertake any non-audited services for the Fund.
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About EY

EY is a global leader in assurance, tax, transaction and advisory
services. The insights and quality services we deliver help build
trust and confidence in the capital markets and in economies the
world over. We develop outstanding leaders who team to deliver
on our promises to all of our stakeholders. In so doing, we play a
critical role in building a better working world for our people, for
our clients and for our communities.

EY refers to the global organization, and may refer to one or
more, of the member firms of Ernst & Young Global Limited, each
of which is a separate legal entity. Ernst & Young Global Limited, a
UK company limited by guarantee, does not provide services to
clients. For more information about our organization, please visit
ey.com.

© 2017 EYGM Limited.
All Rights Reserved.
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24 February 2021

Members of the Audit Committee
London Borough of Havering
Town Hall

Main Road

Romford RM1 3BB

Dear Audit Committee Members

We are pleased to attach our Audit Results Report for the forthcoming meeting of the Audit Committee. This report summarises our preliminary
audit conclusion in relation to the audit of the London Borough of Havering for 2019/20.

As set out on pages 5 and 6, a number of issues have arisen as a result of Covid-19 which impacted on our audit. Subject to concluding the
outstanding matters listed in our report, we confirm that we expect to issue an unqualified audit opinion on the financial statements in the form
at Section 3. We also have no matters to report on your arrangements to secure economy, efficiency and effectiveness in your use of resources.
Although we are proposing no qualifications or modifications to our audit report, we do need to consider whether we need to include in our audit
report an emphasis of matter which draws attention to the disclosures included in the Council’s financial statements as a result of Covid-19.
These include assertions on going concern and material uncertainty expressed by the Council’s professional valuer on the valuation of the
Council’s other land and buildings and investment property in response to the uncertain market conditions as at the balance sheet date. We need
to consult internally on this issue.

This report is intended solely for the use of the Audit Committee, other members of the Council, and senior management. It should not be used
for any other purpose or given to any other party without obtaining our written consent.

We would like to thank your staff for their help during the engagement.

We welcome the opportunity to discuss the contents of this report with you at the Audit Committee meeting on 24 February 2021.

Yours faithfully

Debbie Hanson

Associate Partner
For and on behalf of Ernst & Young LLP
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Public Sector Audit Appointments Ltd (PSAA) have issued a ‘Statement of responsibilities of auditors and audited bodies’. It is available from the Chief Executive of each audited body and via the PSAA
website (www.psaa.co.uk).

This Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different responsibilities of auditors and audited
bodies begin and end, and what is to be expected of the audited body in certain areas.

The ‘Terms of Appointment (updated April 2018)’ issued by PSAA sets out additional requirements that auditors must comply with, over and above those set out in the National Audit Office Code of Audit
Practice (the Code) and statute, and covers matters of practice and procedure which are of a recurring nature.

This Audit Results Report is prepared in the context of the Statement of responsibilities. It is addressed to the Members of the audited body, and is prepared for their sole use. We, as appointed auditor,
take no responsibility to any third party.

Our Complaints Procedure - If at any time you would like to discuss with us how our service to you could be improved, or if you are dissatisfied with the service you are receiving, you may take the issue up
with your usual partner or director contact. If you prefer an alternative route, please contact Hywel Ball, our Managing Partner, 1 More London Place, London SE1 2AF. We undertake to look into any
complaint carefully and promptly and to do all we can to explain the position to you. Should you remain dissatisfied with any aspect of our service, you may of course take matters up with our professional
institute. We can provide further information on how you may contact our professional institute.
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5 Executive Summary

Scope update

In our Audit Planning Report, presented at the 28 July 2020 meeting of the Audit Committee, we provided you with an overview of our audit scope and approach for
the audit of the financial statements. We carried out our audit in accordance with this Plan, with the following exceptions:

Changes to reporting timescales - As a result of Covid-19, new regulations, the Accounts and Audit (Coronavirus) (Amendment) Regulations 2020 No. 404, have been
published and came into force on 30 April 2020. This announced a change to publication date for final, audited financial statements from 31 July to 30 November 2020
for all relevant authorities.

Changes to the scope of our audit as a result of Covid-19 - In addition to the impacts from Covid-19 detailed in our Audit Planning Report, we set out the following
changes to our risk assessment:

Changes to significant and higher inherent risks

= Valuation of land and buildings (part of the property, plant and equipment balance in the accounts) and investment property - The Royal Institute of Chartered
Surveyors (RICS), the body setting the standards for property valuations, issued guidance to valuers highlighting that the uncertain impact of Covid-19 on markets
might cause a valuer to conclude that there is a material uncertainty. This impacts, in particular, on investment properties and any other land and buildings valued at
fair value due to the uncertainty over the future of rental income and predicted yields. Caveats around this material uncertainty have been included in the year-end
;JU valuation reports produced by the Council’s valuer. We consider that the material uncertainties disclosed by the valuer gave rise to an additional risk relating to
(© disclosureson the valuation of land and buildings and investment property. We had already identified the valuation of investment property as a significant risk and
(M the valuation of land and buildings as a higher inherent risk in our Audit Planning Report.

&e other area to bring to your attention as a result of Covid-19:

= Adoption of IFRS 16 - The adoption of IFRS 16 by CIPFA/LASAAC as the basis for preparation of Local Authority Financial Statements has been deferred until 1
April 2022. The Council will therefore no longer be required to undertake an impact assessment, and disclosure of the impact of the standard in the financial
statements does not now need to be financially quantified in 2019/20. This is therefore not an area of audit focus for 2019/20.

Changes in materiality

We updated our planning materiality assessment using the draft financial statements. Based on our materiality measure of 1.8% of gross expenditure, we recalculated
our overall group materiality assessment and this remains at £10.3 million (Audit Planning Report — £10.3 million). Our performance materiality, at 75% of overall
materiality therefore remains £7.7 million and our threshold for reporting misstatements also remains £0.518 million.

Information Produced by the Entity (IPE):

We identified an increased risk around the completeness, accuracy, and appropriateness of information produced by the entity due to the inability of the audit team to
verify original documents or re-run reports on-site from the Council’s systems. We undertook the following to address this risk:

e Used the screen sharing function of Microsoft Teams to evidence re-running of reports used to generate the IPE we audited; and

e Agree IPE to scanned documents or other system screenshots.



5 Executive Summary

Scope update

Additional EY consultation requirements concerning the impact on auditor reports because of Covid-19:

The changes to audit risks, audit approach and auditor reporting requirements changed the level of work we needed to perform. In addition, following the government’s
decision to enforce a lockdown, all audit firms implemented a moratorium on the majority of their auditor reports. Whilst the moratorium was lifted in mid-April, because
of the ongoing uncertainty Covid-19 presents to the material accuracy of financial statements, EY (in common with other firms) introduced a rigorous consultation
process for all auditor reports to ensure that we are providing the appropriate assurance to the readers of financial statements.

We have noted the impact of the above issues on our audit fee at Section 9.
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5 Executive Summary

Status of the audit

We have substantially completed our audit of the Council’s financial statements for the year ended 31 March 2020 and have performed the procedures outlined in our
Audit Planning Report as set out in Section 2. We have set out in Appendix B the areas that remain to be completed and the reasons. Based on the work completed to
date, we have not identified any issues that would lead to a qualified audit opinion. However, until all of our work and Associate Partner review has been completed, and
we have completed our consultation processes in relation to the impact of Covid-19 on financial statement disclosures, we are not able to confirm the final form of our
audit report.

We are currently consulting internally on whether our audit opinion will need to include emphasis of matter in relation to the following areas. An emphasis of matter is
not a modification or qualification of our audit report and merely directs a reader’s attention to a disclosure in the Council’s financial statements:

Going concern disclosure:

There is presumption that the Council will continue as a going concern. However, the current and future uncertainty over local government funding as a result of Covid-
19 increases the need for the Council to undertake a detailed assessment to support its assertion and evaluate its financial resilience, and to include commentary in the
financial statements about the risks and uncertainties regarding its financial position. Management included disclosure in relation to the preparation of the accounts on
a going concern basis within the draft financial statements. We reviewed this disclosure and asked the Council to expand the disclosure. We are currently completing our
view of these updated disclosure and our associated going concern procedures. This includes review of supporting working papers and challenge of the assumptions
(anderpinning management’s assessment, as well as consulting internally on the adequacy of these disclosures.

%and and buildings and Investment property valuations:

~~he Council’s valuers have followed the RICS guidance and included material uncertainty statements in their valuation reports for the year ended 31 March 2020.
Following our review of the draft financial statements, the Council has amended the disclosure relating to estimation uncertainty to make reference to this material
uncertainty. We are currently reviewing this amended disclosure and supporting information. We will also need to consult internally on the adequacy of this disclosure
and whether we need to include an emphasis of matter in our audit report in relation to the material uncertainty included in the valuers report and the reference to this
in the Council’s financial statements.

We have carried out procedures to satisfy ourselves that the land and building and investment property valuations within the Council’s financial statements are
supportable and not materially misstated.
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Audit differences

To date, we have identified two reclassification adjustments, one of which has been adjusted by management and one which management have chosen not to adjust due
to materiality. The net impact of the reclassifications identified in the accounts were both nil. Further details are provided in Section 4.

Further differences may arise in relation to the outstanding areas noted in Appendix B. An update will be provided to the Audit Committee on any new differences
identified subsequent to the release of this report.

We have also identified a small number of disclosure differences which management has agreed to amend.

9g abed



5 Executive Summary

Areas of audit focus

Our Audit Planning Report identified key areas of focus for our audit of the Council’s financial statements This report sets out our observations and conclusions. We
summarise our consideration of these matters, and any others identified, in the "Key Audit Issues" section of this report.

Misstatements due to fraud or error At the time of writing, the work on journals and estimates are still ongoing. We will provide a verbal update during
(management override) the Audit Committee concerning this matter.
Incorrect capitalisation of revenue spend We have completed our audit work on capital additions and have not identified any misstatements.

We have identified, verified and tested the significant assumptions used by the Council’s valuer with the assistance
of our specialist, EY Real Estates team, and identified no issues.

d

Following our review of the draft financial statements, the Council amended the disclosure relating to estimation
uncertainty to make reference to the material valuation uncertainty included in the valuers report. We are
currently reviewing this amended disclosure and supporting information. Once completed we will need to consult
internally on the associated disclosures included in the accounts and the potential emphasis of matter in our audit
report in relation to this disclosure.

aluation of investment properties

ape

68

We have completed our review of land and building valuations, including a review of assets not revalued in year.
We have not identified any material misstatements based on the work completed. This is subject to review by

] o Manager and Associate Partner.
Valuation of land and buildings ) ) o ) )
In the same way as for investment properties, we are reviewing the amended disclosure and supporting

information relating to the material valuation uncertainty included in the valuers report and will need to consult on
the associated potential emphasis of matter in our audit report.

We have reviewed the accounting entries and disclosures in the draft financial statements and assessed the work
of the actuary. On 16 July 2020, HM Treasury issued a consultation regarding transitional arrangements for
public sector pensions to eliminate discrimination as identified through the McCloud case. We confirmed that the
changes to the arrangements did not have a material impact for the London Borough of Havering for the year
ended 31 March 2020.

We have not yet received the formal assurance report from the Havering Pension Fund Auditor. However on the
basis of the information we have been provided with to date, we have considered the impact of the difference in
the valuation of investments asset values reported by the Pension Fund Auditor which are due to the values in the
pension fund accounts being based on the actuary’s estimate. We are satisfied that the impact of these differences
is not material to the Council and the pension liability is therefore materially accurate.

Pensions liability valuation
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Areas of audit focus

Our Provisional Audit Planning Report and Update identified key areas of focus for our audit of the Council’s financial statements This report sets out our observations
and conclusions. We summarise our consideration of these matters, and any others identified, in the "Key Audit Issues" section of this report.

Accounting for the Council’s regeneration assets ~ We have completed our work in this area and have not identified any issues.

Our work on confirming the material accuracy of the group consolidation is largely completed, and are currently
Group financial statements concluding on the consolidation reclassification in the Council’s Group accounts. We are also waiting for some
assurances and responses from the auditors of Bridge Close.

Management included a going concern disclosure within the draft financial statementsin Note 1, Accounting

ne) Policies. We have reviewed the initial disclosure and requested that management made a number of enhancements
g to this.

®oing concern disclosure We are currently completing our review of the updated disclosure and our associated going concern procedures.
© This includes review of supporting working papers and challenge of the assumptions underpinning management’s
o assessment. Once complete we will need to consult internally on the adequacy of these disclosures and whether

we need to include an emphasis of matter to draw attention to the disclosure. This is not a modification or
qualification to our audit opinion.

We ask you to review these and any other matters in this report to ensure:

e There are no other considerations or matters that could have an impact on these issues

e You agree with the resolution of the issue

e There are no other significant issues to be considered.

There are no matters, apart from those reported by management or disclosed in this report, which we believe should be brought to the attention of the committee.

10
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Control observations

We have identified one control issue which we wish to bring to your attention related to the proper maintenance of contract registers. Our testing identified a number of
contracts that had been extended but we were unable to agree the total amount of these contracts in the contract registers. There was also a contract which had no
completion date included in the contract registers. We recommend that the Council reviews its processes for maintaining and updating its contracts register to ensure

information is accurate and complete.

Value for money

We have considered your arrangements to take informed decisions; deploy resources in a sustainable manner; and work with partners and other third parties. In our
Audit Planning Report, we noted that we had identified significant risks in relation to:

< Financial planning and the achievement of savings in the medium term; and
e The governance of the regeneration schemes being delivered through the joint ventures;

have completed our work on these areas and have no matters to report about your arrangements to secure economy efficiency and effectiveness in your use of
sources. We have however noted some areas for improvement as included in Section 5.

«Q
(D

Other reporting issues

We have reviewed the information presented in the Annual Governance Statement for consistency with our knowledge of the Council. We have no matters to report as a
result of this work.

Alongside our work on the financial statements, we will also review and report to the National Audit Office (NAO) on your WGA return. The extent of our review, and the
nature of our report, is specified by the NAO. The Council is above the £500 million threshold for review in line with the NAO’s group instructions. We will complete our

work on the WGA return once we have concluded our audit of the financial statements. We are not able to issue our certificate of conclusion of the audit until we have
completed this work.

Independence

Please refer to Section 9 for our update on Independence.
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Areas of Audit Focus

Significant risk

Misstatements due to
fraud or error
(management override)

What is the risk?

The financial statements as a whole are not free of material misstatements whether caused by fraud or error.

As identified in ISA (UK and Ireland) 240, management is in a unique position to perpetrate fraud because of its ability
to manipulate accounting records directly or indirectly and prepare fraudulent financial statements by overriding

controls that otherwise appear to be operating effectively. We identify and respond to this fraud risk on every audit

engagement.

We have not identified a heightened risk of management override overall, but we have identified a specific area where
management override might occur: incorrect capitalisation of revenue spending. Our specific response to this risk is

set out in the next slide.

v/hat judgements are we focused on?

@e focussed on testing key areas that are susceptible to management bias including journal entries, material
@:counting estimates, and unusual transactions.

O
w

What did we do?

Identified fraud risks during the planning stages;
Inquired of management about risks of fraud and the controls put in place to address those risks;

Understood the oversight given by those charged with governance of management’s processes over
fraud;

Considered the effectiveness of management’s controls designed to address the risk of fraud;
Determined an appropriate strategy to address those identified risks of fraud; and

Performed mandatory procedures regardless of specifically identified fraud risks, including testing of
journal entries and other adjustments in the preparation of the financial statements, assessing
accounting estimates, such as the provisions for the impairment of bad debts and business rates appeals,
for evidence of management bias, and evaluating the business rationale for any significant unusual
transactions.

What are our conclusions?

Our testing of journals and estimates is ongoing at the
time of writing. We will provide a verbal update during
the Audit Committee concerning this matter.

We have also tested other material estimates such as
the pensions liability and land and building and
investment property valuations and have not identified
any issues with these estimates
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Areas of Audit Focus
Significant risk

Incorrect capitalisation of

revenue expend itU re In considering how the risk of management override may present itself, we concluded that this is primarily through
management taking action to override controls and manipulate in year financial transactions that impact the medium
to longer term projected financial position.

A key way of improving the revenue position is through the inappropriate capitalisation of revenue expenditure. The
Council has a significant fixed asset base and capital expenditure and therefore has the potential to materially impact
the revenue position through inappropriate capitalization of revenue spend.

What judgements are we focused on? What are our conclusions?

Ll%éw management decides on appropriate capitalisation of revenue expenditure. We have completed our work on additions and Refcus and have

@®nfirming additions to property, plant and equipment and investment property has been il ARSI uEa g e i e

Ggrectly classified and meet the relevant criteria.

What did we do?

We:

e Sample tested additions to property, plant and equipment and investment property to ensure
that they have been correctly classified as capital and included at the correct value in order to
identify any revenue items that have been inappropriately capitalised.

» Reviewed and tested Revenue Expenditure Funded from Capital Under Statute (Refcus), to
verify that revenue costs have not been inappropriately funded from capital.

e Tested year end journals which move expenditure from revenue to capital.
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Areas of Audit Focus

Significant risk

Valuation of investment
properties

What is the risk?

The Council’s investment properties represent a significant balance in the Council’s accounts and are subject to
valuation changes and impairment review.

Following the Covid-19 outbreak in March 2020, there is potential for significant impact on the estimations and
assumptions applied to asset valuations with qualified valuers reporting ‘material uncertainty’ within valuation
reports. Thisimpacts, in particular, on investment properties valued at fair value due to the uncertainty over the
future of rental income and predicted yields.

As this balance is material, we have identified the risk of material misstatement of the value of these assets as a
significant risk in the Council’s 2019/20 financial statements.

w/hat did we do