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Introduction

The key messages in this report

We have pleasure in presenting our final report to the Corporate Overview & Scrutiny Panel of Royal Borough of Windsor & 
Maidenhead (the Council) for the 2019 audit. The scope of our audit was set out within our planning. report presented to the 
panel in February 2019 and we provided an update paper to the 30 July 2019 and 18 November 2019 meetings

Audit quality is our 
number one 
priority. We plan 
our audit to focus 
on audit quality and 
have set the 
following audit 
quality objectives 
for this audit:

• A robust 
challenge of the 
key judgements 
taken in the 
preparation of 
the financial 
statements.

• A strong 
understanding of 
your internal 
control 
environment.

• A well planned 
and delivered 
audit that raises 
findings early 
with those 
charged with 
governance.

Status of the 

audit -

Council

At the date of issue of this report, our audit is complete. This includes our conclusion on Value for Money 
(“VFM”).  Our slide on value for money on page 14 highlights some areas brought to our attention by 
recent investigations that have led to the qualification of our VFM conclusion.

As noted in our July paper, this is our first year auditing the Authority and we understand that the level of 
information we have requested from officers and nature of some of our procedures have been quite 
different to what the Authority has experienced in previous years.

The Authority provided work papers in response to our audit request list for the start of the audit which we 
understand met the expectations of the Authority’s previous auditors and were in line with what the 
Authority understood to be required.  However, on review, we considered that a number of the work 
papers were not in line with what we would have expected for the audit, for example, there were 
challenges in mapping some work papers to the Statement of Accounts, and some work papers were not 
in the level of detail or format that we had expected and required for our testing.

We and the finance team have worked together to resolve these matters but this has taken significantly 
more time than anticipated. We and the Authority have agreed to meet following the audit to discuss 
areas of improvement identified through this year’s audit and agree a detailed joint action plan for 
2019/20, including considering whether additional procedures could be brought forward to our interim 
audit visit.

We have included a section in this report providing observations arising from the work we have carried out 
on the areas of significant risk and other areas of audit focus reported to you in our audit planning report.

Please note, our final reporting to those charged with governance in relation to the Royal County of 
Berkshire Pension Fund is contained within the separate pension fund ISA 260 report. 
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Introduction

The key messages in this report (continued)
Status of the 

audit - Council

Work performed by CIPFA following an investigation into the capital projects approval process identified matters that are 
relevant to our value for money conclusion and have led to an “except for” qualification to our VFM conclusion. The two 
exceptions noted relate to identified weaknesses in arrangements in relation to financial governance and financial sustainability 
and resilience. See page 14 for further details. 

Our assurance work on the Housing Benefit Grant Claim is complete and was reported to DWP on 29 November 2019

Conclusions 

from our testing

We have set out a summary of misstatements and disclosure deficiencies identified to date in an appendix to this report. 

We have issued an unqualified opinion on the Statement of Accounts with, as noted above, a qualification of our VFM conclusion.
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Introduction

The key messages in this report (continued)
Narrative Report 

and Annual 

Governance 

Statement

Under International Standard on Auditing (ISA) (UK) 720A (revised), the Auditor’s Responsibilities Relating to Other Information in 

Documents Containing Audited Financial Statements, we are required to review the content of the Narrative Report and the Annual 

Governance Statement to identify material inconsistencies (if any) with the statements that they accompany.  We are not required

to give an opinion on the Narrative Report and Annual Governance Statement (and as such it is not considered an ‘audited’ 

statement).  We are, however, required to read the Narrative Report and Annual Governance Statement to identify any information 

that is apparently materially incorrect based on, or materially inconsistent with, the knowledge acquired by the auditor in the 

course of performing the audit.

In performing our review of the Narrative Report and Annual Governance Statement, we made observations which we shared with 

officers, that we consider would further improve the document in line with the guidance set out in the CIPFA Code of Practice on

Local Authority Accounting (the Code).

Officers considered our recommendations and prepared a revised Narrative Report. We consider this revised report to be 

satisfactory to the extent the auditor’s responsibility extends to it.

Duties as public 

auditor
We did not receive any queries or objections from local electors this year.

We have not identified any matters that would require us to issue a public interest report.

We have not had to exercise any other audit powers under the Local Audit and Accountability Act 2014.

Audit certificate We are not able to issue our certificate until we have signed the Council’s Whole of Government Accounts (WGA) return and 

separate pension scheme annual report. Our work in both these areas is complete and we expect to complete this at the same 

time as signing the Statement of Accounts opinion. 

Management 

representations

We have obtained written representations from the Chief Financial Officer on matters material to the financial statements when 

other sufficient appropriate audit evidence cannot reasonably be expected to exist. A copy of the text of the representation letter is 

attached as an appendix to this letter.

Audit fee As explained in our fee letter, our audit fee is based on assumptions about the scope of our work and the completeness and quality 

of information provided to support the draft financial statements and the timeliness and quality of responses to subsequent 

requests for information and explanation. For the reasons set out above and on page 14 our audit was not concluded by the 

original 31 July deadline and it has required substantial further input. We have agreed an audit overrun of £75k with the Council. 

£55k of this relates to the main audit and £20k of this relates to the Pension Fund audit.
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Determine materiality

We set our group materiality at 
£6.3m (Council only: £6.24m) based 
on approximately 2% of estimated 
gross expenditure of the Council and 
group.

We report to you in this paper all 
misstatements above £315k.

Our audit report

We plan to issue a clean 
audit opinion on the 
Statement of Accounts. As 
noted earlier in the report 
and on page 14, we expect 
to include qualifications in 
our VFM conclusion. 

Conclude on significant 
risk areas

We draw to the Panel’s 
attention our observations 
on the significant audit 
risks from the work so far 
performed. The Panel 
members must satisfy 
themselves that officers’ 
judgements are 
appropriate. 

Significant risk assessment

In our planning report we 
explained our risk assessment 
process and detailed the 
significant risks we have 
identified on this engagement. 
We report our observations on 
these risks arising from our work 
carried out to date (other than 
on the risk of valuation of land 
and building – as explained in 
the key messages section) on 
these risks in this report.  No 
additional financial statement 
risks have been identified since 
our Audit Plan. We have however 
investigated some VFM matters. 
This is noted from page 14. 

We tailor our audit to your organisation

Our audit explained

Identify 
changes 
in your 

business and
environment

Determine
materiality

Scoping
Significant 

risk
assessment

Conclude 

on 

significant 

risk areas

Other

findings

Our audit 

report

Identify changes in your business and 
environment

In our planning report we identified the key 
changes in your business. These were the 
adoption of new accounting standards 
relating to financial instruments and 
revenue, the commencement of 
construction at the Maidenhead 
regeneration site and the continued 
progression of the Maidenhead Golf Club 
project. 

Scoping

There have been no changes to 
the scope of our work which is 
carried out in accordance with 
the Code of Audit Practice and 
supporting auditor guidance 
notes issued by the NAO.

Other findings

As well as our conclusions on the significant risks we are 
required to report to you our observations on the internal 
control environment as well as any other findings from 
the audit. These are set out from page 20 of this report.
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Significant risks

Management override of controls

Risk identified
In accordance with ISA 240 (UK) management override is a significant risk. This risk area includes the potential for officer’s to use their judgement to 
influence the financial statements as well as the potential to override the Council’s controls for specific transactions.

Deloitte response

We have considered the overall 

sensitivity of judgements made in 

preparation of the financial 

statements, and note that:

• The Council’s results 

throughout the year were 

projecting overspends in 

operational areas. This 

was closely monitored and 

whilst projecting 

overspends, the 

underlying reasons were 

well understood; and

• Senior officer’s 

remuneration is not tied to 

particular financial results.

We have considered these factors 
and other potential sensitivities in 
evaluating the judgements made 
in the preparation of the financial 
statements.

Accounting estimates

We have performed design and implementation testing of the controls in place on accounting estimates.

The key judgements in the financial statements are those selected as significant audit risks and other areas of audit 
interest.

We reviewed accounting estimates for biases that could result in material misstatements due to fraud. We note that 
overall the changes to estimates in the period were balanced and did not indicate a bias to achieve a particular 
result.

We tested accounting estimates and judgements,  focusing on the areas of greatest judgement and value. Our 
procedures included comparing amounts recorded or inputs to estimates to relevant supporting information from 
third party sources. As our work on property valuations and the Council’s pension liability is still on-going we will 
provide the panel with an oral update during the meeting. 

Significant and unusual transactions

We did not identify any significant transactions outside the normal course of business or any transactions where the 
business rationale was not clear.

Journals

We have performed design and implementation testing of the controls in place for journal approval. 

We have used Spotlight data analytics to risk assess journals and select items for detailed follow up testing.  The 
journal entries were selected using computer-assisted profiling based on areas which we consider to be of increased 
interest. 

We have tested the appropriateness of journal entries recorded in the general ledger, and other adjustments made 
in the preparation of financial reporting. 

Status of our work and issues identified

We have identified control deficiencies, set out from page 20.

We have not identified any significant bias in the key judgements made by officers based on work performed.

Our work is complete and we have not identified instances of management override of controls.
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Significant risks (continued)

Capital expenditure

Risk identified
The Council has a capital programme of £49.2m over the next three 
years, and incurred £35.8m on property, plant and equipment and 
£15.9m on revenue expenditure which, for funding purposes, is treated 
in the same way as capital expenditure (REFCUS) in 2018/19.

Determining whether or not expenditure should be capitalised can 
involve judgement as to whether costs should be capitalised under 
International Financial Reporting Standards.  

The Council has greater flexibility over the use of revenue resource 
compared to capital resource.  There is also, therefore, an incentive for 
officers to misclassify revenue expenditure as capital.

Deloitte response

• We tested the design and implementation of controls around the 
capitalisation of costs.

• We selected a sample of capital items (including REFCUS) in the 
year to test whether they have been appropriately capitalised in 
accordance with the accounting requirements.

Deloitte view
We have concluded satisfactorily in this area on substantive testing 
and there are no adjustments to raise. We have however identified 
control improvements detailed from page 20. 
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Significant risks (continued)

Valuation of property assets
Risk identified

The Council is required to hold property assets within Property, Plant and Equipment and Investment Properties at valuation. The valuations are by 
nature significant estimates which are based on specialist and management assumptions and which can be subject to material changes in value. 

Key judgements and our challenge of them Deloitte response

The Council held other land and buildings of £293.9m (PY: £283.9m) 
and investment property of £131.8m (PY: £135.3m) at 31 March 
2019 which are required to be recorded at current or fair value at 
the balance sheet date.

The Council’s practice is to obtain a valuation at different points in 
the year.  For 2018/19, this meant 20 properties as at 8 January 
2019 and 113 properties at 8 January and 28 February 2019. A 
further letter is issued to bridge the dates 28 February to 31 March 
2019 noting any potential material movements. There is a rolling 
revaluation programme where a full valuation is performed for 
different asset groups on a rolling basis that ensures that all 
properties are valued at least every 5 years.

Key judgements include: 

• Whether there has been a material change since the date of the 
last valuation;

• In the valuation of dwellings, defining appropriate beacon groups, 
such that the level homogeneity of properties within each group is 
appropriate, and selecting appropriate comparators and, where 
relevant, making appropriate adjustments; and

• In the valuation of schools, appropriate selection of the location 
and design of modern equivalents.

We tested the design and implementation of key controls in place around the 
property valuation, including how the Council assures itself that there are no 
material impairments or changes in value for the assets not covered by the annual 
valuation.

We obtained an understanding of the approach adopted to the valuation, including 
assessing the valuer’s qualifications, objectivity and independence and reviewing 
the methodology used.

We tested a sample of inputs to the valuation.

We used our valuation specialists, Deloitte Real Estate, to review and challenge the 
appropriateness of the assumptions used in the valuation of the Council’s property 
assets including considering the assumptions made of movements between the 
valuation being performed at earlier stages in the year and the year-end.  This 
included the population of property not directly revalued in the year.

We tested a sample of revalued assets and reperformed the calculation of the 
movement to be recorded in the financial statements to check that it was correctly 
recorded.

On beacon values, we noted that Dwellings did not form a significant part of the 
2018/19 valuation exercise. Our specialist has appraised and concluded 
satisfactorily on the valuation of the out-of-scope properties.  We will review 
beacon values at future valuation points when Dwellings are specifically revalued.

We considered the impact of uncertainties relating to the UK’s exit from the EU 
upon property valuations in evaluating the property valuations and related 
disclosures.

Deloitte view
Overall, and after corrections were posted, we have concluded that the net book value of property assets is not materially misstated. The Council’s 
valuation assumptions are generally reasonable and fall within the expected range highlighted by Deloitte Real Estate. We have identified findings and 
recommendations for management to consider when designing future valuation exercises. The most significant ones of these have been summarised 
from page 20. One particular point relates to the valuing of properties using Depreciated Replacement Cost (“DRC”). This method is applicable to 
specialised assets rarely sold or traded such as schools.  Only 1 such item, Riverside Primary, was valued for 2018/19. Findings have been raised 
regarding the application of DRC methodology that could have a greater impact in future years when more of these specialised assets are expected to 
be in the scope of the review. We also noted there was no process to evaluate the potential movement of assets not revalued in the year, and 
significant discrepancies in how the movements of revalued assets had been recorded within the accounts, which has been corrected. We also note 
that finance costs have incorrectly been included in the valuation, which is an uncorrected error at year end.
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Other matters

Pension liability
Background

The Council participates in the fund it administers, the 
Berkshire Pension Fund. 

The Council’s pension liability is affected by the McCloud 
legal cases in respect of potential discrimination in the 
implementation of transitional protections following 
changes in public sector pension schemes in 2015. 
Subsequent to year-end, the Government was denied 
leave to appeal the case, removing the uncertainty over 
recognition of a liability. The actuary has estimated the 
impact on the Council’s liability and has concluded that 
the impact is not significant (£3.9m) and the Council has 
made the disclosures relating to this in note 49 of the 
accounts. We note that most authorities have adjusted for 
this amount and have advised officers to post this. This is 
considered an uncorrected misstatement in the accounts.

Council Benchmark Comments

Discount rate (% p.a.) 2.40% 2.41% Reasonable

Retail Price Index (RPI) Inflation rate (% p.a.) 3.40% 3.25% Reasonable

Consumer Price Index (CPI) Inflation rate (% 
p.a.)

2.40% 2.21% Slightly prudent

Salary increase (% p.a.)
(over RPI inflation)

3.9% n/a Entity specific 
assumption.  See 
below

Pension increase in payment (% p.a.) 2.4% 2.26% Reasonable

Deloitte response  

Our procedures to address this risk, which are in progress, 
are as follows:

• Obtaining a copy of the actuarial report for the Council 
Pension Fund produced by Barnett Waddingham, the 
scheme actuary, and agreeing in the disclosures to notes 
in the accounts.

• Assessing the independence and expertise of the actuary 
supporting the basis of reliance upon their work.

• Reviewing and challenging the assumptions made by 
Barnett Waddingham, including benchmarking as shown 
in the table opposite.

• Assessing the reasonableness of the Council’s share of 
the total assets of the scheme with the Pension Fund 
financial statements.

• Reviewing and challenging the calculation of the impact 
of the McCloud case on pension liabilities.

• Performing substantive analytical procedures on 
movements.

• Reviewing the disclosures within the accounts against the 
Code.

Deloitte commentary on findings to date

Please see separate pension fund report for an update on the direct audit work on the
pension scheme.

The Council has not adjusted the pension liability for the impact of the McCloud case.
Based on our review of the report prepared by the actuary for this purpose we noted that
the proposed adjustment would be £3.9m. We have currently reported this as an
unadjusted misstatement in the appendix to this report and we note that we have asked
officers to adjust the liability for this amount.

An exercise performed by the Government Actuaries Department indicates that based on
a salary increase of CPI and using the average age for the LGPS scheme as a whole of
46, the McCloud judgement would result in an increase in the pension liability relating to
active members of 0.1% (or not more than £0.3m for the Berkshire Pension Fund). The
salary increase assumption used to calculate the pension liability relating to the Berkshire
Pension Fund is 1.5% per annum above CPI and this has also been used for the purposes
of calculating the adjustment above. The average age of the active membership is 46
years. The salary increase assumption used to calculate the pension liability relating to
the Berkshire Pension Fund and the average age of the active membership is 45 years.

The testing of the pension fund liability in the Local Authority’s balance sheet is complete.
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Other matters (continued)

Implementation of IFRS 9 and IFRS 15
Matter 
identified

The Council is required to adopt the new accounting standards IFRS 9 Financial Instruments and IFRS 15 Revenues from contracts with 
customers in the year ended 31 March 2019. In both cases, the Council is using a modified retrospective approach to implementation 
where effectively the cumulative impact of transition to 1 April 2018 is posted as an adjustment to reserves. 

The scope of IFRS 9 and IFRS 15 is limited to balances arising on “exchange” transactions. Non-exchange debtors, such as council tax, 
business rates and parking fines are outside of the scope of IFRS 9 and IFRS 15. 

The Council has posted no retrospective adjustments with regard to IFRS 9 or IFRS 15 as there is no material impact on the financial 
statements. 

Response We understand that officers held discussions on the impact of the new standards as part of the accounts closure process and concluded 
that there was no material impact but did not initially prepare a paper setting out information on their process, findings as support for 
this conclusion. A paper was subsequently prepared by officers and presented to the audit team for review which still did not address 
all pertinent issues relating to these new standards.

The statement of accounting policies in the original version of the financial statements had not been updated to reflect changes
introduced by IFRS 9 including the classification of financial instruments and a different credit loss impairment model. The key
accounting impact of IFRS 9 is on the calculation of the bad debt provision, which must move to a methodology of expected credit
losses. We have completed our work in this area and have not proposed any adjustments but do recommend that full accounting 
papers are prepared to support such matters in future.

IFRS 9 also introduces new or changed disclosure requirements.  The Council’s accounts template was not initially updated for these 
changes and as a result the first financial statements did not fully comply with the Code in this respect. The updated financial
statements comply with requirements. 

Regarding IFRS 15, officers were satisfied that no transitional adjustments would be required as the Council’s larger sources of income 
including grant income, rents and taxation are outside of the scope of the standard and in other income streams which fall within the 
scope of IFRS 15 there are not material performance obligations which span the year end.  This is consistent with a general 
expectation for local authorities which have not entered into material unusual transactions.

Again, the statement of accounting policies was not initially updated to bring the description of the Council’s policy for the recognition 
of income into line with the requirements of IFRS 15. This has now been updated.

IFRS 15 introduces new disclosures around the amount of income, deferred income and receivables which are accounted for under the 
standard. The Council’s accounts template was not updated to include these new disclosures and as a result the financial statements 
did not fully comply with the Code in this respect. The Council has made the required amendments.

Deloitte view

Officers’ conclusion that the new accounting standards do not have a material impact for the Council is consistent with the conclusion of other local 
authorities and the absence of unusual transactions or income streams which may require a different accounting treatment.  We have noted 
uncorrected disclosure deficiencies in the appendices to this report.
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Other matters (continued)

Other financial reporting matters
Area Observation

Infrastructure
assets

The Council does not record infrastructure assets separately on the fixed asset register.  Instead expenditure on infrastructure 
assets is grouped by type and by year of expenditure.

Part of the annual amount capitalised relates to replacement of a component of asset (e.g. road re-surfacing).  In this 
situation, whilst it may be appropriate to capitalise the new expenditure, an adjustment should be made to remove the 
existing component from the register and fixed asset balance.  It is not part of the Council’s process to do this at the time of
the replacement taking place and the organisation of the fixed asset register does not facilitate this.

This practice is not uncommon in the sector and does not have a significant impact on the carrying amount of infrastructure 
assets where the actual asset lives approximate to the estimate of useful economic life used in the depreciation calculation 
(such that the asset or component of the asset has a nil net book value at the point of replacement). The current position for 
the authority is that the life applied approximate to the actual useful life of these assets we have not been provided with an 
assessment that quantifies this. Going forwards, we ask that officers review the life of infrastructure assets such as roads to 
ensure this matches the consumption rate of these assets in actuality. 

Elimination of 
internal 
recharges

Internal recharges should be eliminated from the presentation of income and expenditure in the Comprehensive Income and 
Expenditure Statement.  Whilst guidance in previous financial years was not clear on this matter, it has been clarified in 
2018/19 that internal recharges should be netted off and not shown gross in the Comprehensive Income and Expenditure 
Statement (CIES).  Our testing identified an amount of recharges of £32.7m (2017/18: £25.4m) shown gross in income and 
expenditure.  To correct for this, income and expenditure both needed to be reduced by £32.7m (2017/18: £25.4m).  As a 
result, there is no net impact on the surplus or deficit of the CIES as a result of making this type of adjustment.

Critical
accounting 
judgments

IAS 1 requires entities to make disclosures about the assumptions it has made about the future and other major sources of 
estimation uncertainty at the year end that have a significant risk of resulting in a material adjustment to the carrying amount
of assets and liabilities within the next financial year. This situation would arise, for example, where an uncertain factor could 
cause the carrying amount of an asset or liability to change materially in the next year. This is an important disclosure as it 
helps a user of the accounts assess an entity’s financial position and performance and understand the sensitivities to changes 
in assumptions.

If a matter does not meet the criterion above, it should not be included in the disclosure on sources of estimation uncertainty.
IAS 1 states that disclosures should be presented in a way that helps users of the financial statements to understand the 
judgements officers makes about the future and about other key sources of estimation uncertainty.

The Council’s draft disclosure, for example, included a section on “assumptions made about the future and other major 
sources of estimation uncertainty” but the section does not provide any specific examples of these estimates. We raised 
recommendations for improvement for this disclosure and these were accepted by the Council and amended in the accounts.
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Other matters (continued)

Other financial reporting matters

Area Observation

Overstatement 
of cost and 
accumulated 
depreciation in 
the property, 
plant and 
equipment

Based on audit work performed on the brought forward balance of property, plant and equipment a £44m equal but 
opposite variance between Cost/Valuation and Accumulated Depreciation was noted.

Based on discussions with officers, this was found to relate to the 2011/12 financial year when our predecessor 
requested officers to make this adjustment. While the difference does not impact the overall net book value of 
property, plant and equipment the amounts disclosed in the notes to the accounts did not reflect the correct balances 
of cost and accumulated depreciation brought forward. We proposed an adjustment in this regard as noted on page 
29 of this report and this was corrected.
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Arrangements to secure economy, effectiveness and efficiency from the 
Authority’s use of resources

Deloitte view
Our July report noted that our work in respect of our value for money conclusion was in progress. The work that has been performed by CIPFA 
has identified matters that are relevant to our value for money conclusion. This has led to the qualification of our VFM Conclusion. On page 19, 
we include indicative wording of our conclusion. Our work in this area is complete and our conclusion is qualified with an “except for” conclusion.

Background

Under the National Audit Office’s Code of Audit Practice, we are required to report whether, in our opinion, the Council has made proper arrangements to 
secure economy, efficiency and effectiveness in its use of resources. 

The Code and supporting Auditor Guidance Notes require us to perform a risk assessment to identify any risks that have the potential to cause us to reach 
an inappropriate conclusion on the audited body’s arrangements.  We are required to carry out further work where we identify a significant risk - if we do 
not identify any significant risks, there is no requirement to carry out further work. During the audit process, we identified significant risks in relation to 
financial governance and financial sustainability and resilience. Our response to these is outlined below. We concluded with an “except for” qualification in 
regard to these matters in our VFM conclusion.

Our risk assessment and audit work includes:
• Obtaining an understanding of the Council’s Medium Term Financial Plan, budget for 2019/20. Weaknesses in these arrangements have been identified 

leading to areas noted as qualification in our VFM conclusion.
• Considering the results of Ofsted’s focused visit relating to children’s services, the report for which was issued during December 2018. We discussed 

the findings of the report with Kevin McDaniel (Director of Children’s Services) during our final audit visit.
• Considering the results of Ofsted’s review of the effectiveness of the Council in implementing the disability and special educational needs reforms as set 

out in the Children and Families Act 2014 relating to children’s services. This report was issued during August 2017. We have discussed the findings of 
the report with Kevin McDaniel (Director of Children’s Services) during our final audit visit.

• Considering the appropriateness of the governance arrangements around the use of outsourced 3rd parties, and specifically Achieving for Children and 
Optalis Limited.

• Discussing the Council’s arrangements with internal audit and senior operational staff, including Duncan Sharkey (Managing Director), Rob Stubbs 
(S151 Officer), Councillor Saunders (former lead member for finance), Kevin McDaniel (Director of Children’s Services), Elaine Brown (Head of Law and 
Governance) and Hilary Hall (Deputy Director Strategy and Commissioning).

• Reviewing the Council’s draft Narrative Report, updated Annual Governance Statement and relevant Council papers and minutes.
• Considering the Council’s financial results for the year and the assumptions in the budget for future years specifically looking at future debt levels, 

borrowing limits, capital plans and expected capital receipts. Weaknesses in these arrangements have been identified leading to areas noted as 
qualification in our VFM conclusion.

• Considering matters identified by the National Audit Office as potential value for money risks for Councils for 2018/19
• Considering matters arising from the Pension Fund audit. Note, the main Statement of Accounts opinion is where all VFM related matters are reported.

Additional Work based on outcomes of CIPFA investigation and report issued July 2019
• CIPFA were asked by the Managing Director and s151 Officer to review the governance, approval and management processes in relation to a £350k 

capital scheme (Clewer and Dedworth Neighbourhood Improvements) approved in the 2018/19 budget.
• This report was issued in July 2019 and circulated to members.
• Whilst the explicit capital schemes the investigation looked into are immaterial to the audit, the report flags a series of concerns in relation the 

Council’s financial governance and monitoring processes and further highlights issues with financial sustainability and resilience.
• We met with the author of the report – Peter Robinson, CIPFA and authority Managing Director, Duncan Sharkey to discuss the outcomes of the report.
• Having been brought to the attention of the auditor, evidence of these matters and the weaknesses in arrangements they indicate have led to 

qualification of our VFM conclusion. The Council’s Annual Governance Statement has also been updated to reflect these outcomes.
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Significant VFM risks

Key points arising from our work on significant risks

Risk details Findings Conclusion

There is a significant risk in respect of 
weaknesses in financial governance identified by 
a CIPFA investigation into the approval of the 
Clewer and Dedworth capital scheme. This 
report concluded that there was a £48k ultra 
vires spend. Whilst this is not material, there is 
a significant risk that weaknesses exist in the 
governance arrangements and that these gaps 
increased the risk of this occurrence.

Regarding financial governance, we identified (and the AGS 
describes) inadequate resourcing of key governance functions 
and the development of an organisational culture where 
responsible individuals did not feel empowered or encouraged to 
speak out when issues arose. Weaknesses have been identified 
in the robustness of the annual review of the effectiveness of the 
governance framework including the system of internal control. 
The AGS notes evidence of spend occurring that had not been 
through the required approval process and was therefore “ultra 
vires” – outside the scope of the Authority’s powers; and that 
there is evidence of a lack of appropriate challenge from officers.  

Exception reported.  

The CIPFA report goes on to describe 
weaknesses in key financial governance 
arrangements including critical documents such 
as budgets, capital plans and the Medium Term 
Financial Plan. There is a risk that weaknesses 
exist in these key arrangements that underpin 
financial governance.

Our investigations have shown there is evidence of weaknesses 
in critical financial governance reports such as budgets and 
budget monitoring, the Capital Programme, the Medium Term 
Financial Plan and Treasury Management policies indicating these 
documents did not comply with requirements and were 
inadequate.

Exception reported.
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Significant VFM risks

Key points arising from our work on significant risks

Risk details Findings Conclusion

Due to significant volatility and “turbulence” (as 
quoted in the AGS) in financial performance 
including large overspends, budget variances and 
reduction in the Council’s reserves and cash levels
there is a significant risk that weaknesses exist in 
the Council’s arrangements for planning finances 
effectively to support the sustainable delivery of 
strategic priorities and maintain statutory 
functions.

In relation to financial sustainability and resilience, we noted 
significant volatility in financial performance including large 
overspends, budget divergences and the resulting depletion of the 
Council’s reserves and cash levels. In particular, there is evidence 
of inadequate management of the capital budget and issues with 
social care functions. 

The final outturn indicated a variance to budget of £4.1m at the net 
cost of service line with budget at £79.4m (2017/18: £80.8m) 
versus actual of £83.5m (2017/18: £81.4m). However, as noted in 
the AGS, during the year there was “significant turbulence” within 
Council finances with, at one point, “a forecast £8m budget 
overspend.” At this stage of greatest divergence, “non-earmarked 
revenue reserves reached a low point of £7.4m.”  

In terms of future plans, there is evidence that the Medium Term 
Financial Planning (“MTFP”) process is limited and does not reflect 
best practice. In the MTFP, potential savings of £4.2m are required 
in 2020/21 based on current assumptions but there is no 
explanation given of how these will be achieved. Overall, there is 
evidence of weaknesses in budgeting processes at the authority 
and in monitoring of financial performance. 

Exception reported.
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Significant VFM risks

Key points arising from our work on significant risks

Risk details Findings related to the Pension Fund Conclusion

Our procedures identified some potential issues with 
regards to the system of governance and internal control 
in place to oversee the Royal County of Berkshire Pension 
Fund investments. There is therefore a significant risk 
that there are weaknesses in the arrangements for 
planning finances effectively in this area.

The key areas of significant risk identified included the 
following:

The audit identified that a pension fund investment into a 
corporate entity of $50m made up of two $25m 
investments, one in July 2016, one in April 2017, was 
deemed to be worth $2.2m as at 31 March 2019. This 
investment was initially being carried at cost and, 
following the audit finding raised, was impaired by the 
Pension Fund.  The substantial reduction of value over a 
short period of time and the fact this was not picked up 
in the initial closing balance prepared by management 
indicates a risk that financial governance and monitoring 
arrangements over Pension Fund investments may be 
weak.

Further areas where controls did not operate to ensure 
adequate due diligence and conflicts of interest were 
identified through the Pension Fund audit

A further example is the longevity hedge which was 
valued using incorrect mortality assumptions. This led to 
a £40.3m adjustment.

As reported in the separate Pension Fund ISA 260, 
obtaining information from LPP has been challenging and 
not provided in a timely manner and indicated further 
weaknesses in arrangements.  Specifically we have 
reported weaknesses in controls at the Pension fund for 
the evaluation and monitoring of the controls at a service 
organisation.

See separate Pension Fund ISA 260 report where these findings are 
reported.

In relation to #1, the investment here has lost its value as it is in the 
form of a convertible bond.  It commenced as a debt with a 
guaranteed interest return to the Pension Fund as investor but 
converts to equity in the corporate entity at a certain future date or if 
there is a default on the interest payment (i.e. the company ends up 
insolvent).

Whilst the corporate entity continues to exist at 31 March 2019, a near 
future default event is deemed virtually certain so the only value 
remaining is the guaranteed interest receipts until the default event 
which is forecast for Q2 of calendar year 2020.

A valuation report highlights indicators of high risk that this equity was 
positioned to lose substantially all of its value.  Principally, points 
identified include that further development was required to ensure 
growth and there were no robust plans for this, that cash was not 
available to acquire required additional assets (and there were 
conditions in the bonds preventing the raising of new capital) and that 
the knowledge of the technology and operations sat within a separate 
entity in which the Pension Fund was not invested.  Whilst this 
technology is proven, it was not sufficiently protected between the two 
entities meaning that the intellectual property holder could terminate 
the service agreement at any time leaving the entity in which the 
Pension Fund was invested with only the tangible assets but no 
knowledge, expertise or operational platform.  Further, there were no 
significant barriers to the IP holder engaging with other potential 
licencees competing in the same market.  Both of these factors mean 
that the invested-in entity had no proprietary technology that could be 
considered part of its valuation at 31 March 2019 once operational 
results proved loss making.

The substantial loss of value in this investment over a short period of 
time due to factors beyond the Council’s control but evident as part of 
the information surrounding the investment indicates weaknesses in 
the financial governance arrangements related to investments. This 
impairment was not identified in the initial closing balance but arose 
from further audit investigation.

Other findings with respect to controls are as set out to the left and in 
the separate pension fund report to the committee.

Exception 
reported.
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Significant VFM risks

Key points arising from our work on significant risks

Findings related to the Pension Fund (continued) Conclusion

On review of the audited financial statements of the invested-in entity it was noted that the Pension Fund Manager 
was one of the directors of the company from 23 September 2016 to 29 January 2019.  In this role, the Pension 
Fund Manager would have been involved in setting the investment direction for the Fund.  We have considered the 
arrangements in place at the Pension Fund around declarations of interest, segregation of duties, authorisation to 
invest, governance and monitoring procedures, and valuation controls.

We note that the Council had in place policies to cover declarations of interest and investment due diligence.  We 
also note that independent strategy advisers to the investment working group were part of the meeting on the 26 
May 2016 during which the investment was initially discussed, and form part of the working group, which ultimately 
made the decision about the investment.  We have also seen evidence of approval from the investment working 
group, for the initial $25m investment in this entity and the option of an additional $25m.  The second $25m was 
approved contingent on agreement with the invested-in entity about production targets.  

However, we also note that Pension Fund management were unable to provide evidence of the subsequent review of 
the initial investment and the securing of this agreement before the second tranche was invested.  We have also 
been informed by management of the Pension Fund that no conflicts of interest were recorded in the minutes at 
meetings of the Investment Management Group or the Pension Fund Panel; and that they were not able to locate 
the conflict of interest disclosures for the second tranche of the investment.  We have, however, been informed that 
the Fund was aware of the Pension Fund Manager’s appointment as a director of the invested-in entity, but that no 
official documentation was available to demonstrate his declaration of this appointment, or to demonstrate that the 
Fund had given him authority/instruction to take up the appointment.  For these reasons, and as the reduction in 
value of the investment was not identified by management, and only identified through our audit, we have made the 
recommendation to the Council and to the Pension Fund that a review is performed of the arrangements around 
pension asset investment decision making, monitoring and reporting of the valuation of those investments. We have 
recommended that this should include a retrospective review of the arrangements with respect to the specific assets 
that were adjusted significantly to identify the lessons that can be learned and to embed this learning into the new 
arrangements.  We have recommended that the outcome from these reviews should be reported to both the 
scrutiny committee and the pension panel.  We have also added a qualification point to our value for money 
conclusion with respect to the pension fund as follows: “the audit identified weaknesses in the system of governance 
and internal control in relation to the Royal County of Berkshire Pension Fund investments and the Fund’s evaluation 
and monitoring of the controls in place at the service organisations it uses. Arising from the audit, material 
adjustments were made that reduced the valuation of the asset portfolio.”

Exception 
reported.
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Wording of VFM conclusion

REPORT ON OTHER LEGAL AND REGULATORY MATTERS

Report on the Authority’s arrangements for securing economy, efficiency and effectiveness in its use of resources

Qualified Conclusion:

On the basis of our work, having regard to the guidance issued by the Comptroller and Auditor General in December 2017, with the exception of the 
matters reported in the basis for qualified conclusion paragraph below, we are satisfied that, in all significant respects, The Royal Borough of Windsor of 
Maidenhead put in place proper arrangements to secure economy, efficiency and effectiveness in its use of resources for the year ended 31 March 2019.

Basis for qualified conclusion

The Authority has described issues in its Annual Governance Statement (“AGS”) that indicate weaknesses in arrangements over both financial 
governance and financial sustainability and resilience. 

Regarding financial governance, the following weaknesses have been identified: 

• The AGS describes inadequate resourcing of key governance functions and the development of an organisational culture where responsible individuals 
did not feel empowered or encouraged to speak out when issues arose. 

• Weaknesses have been identified in the robustness of the annual review of the effectiveness of the governance framework including the system of 
internal control. 

• The AGS notes evidence of spend occurring that had not been through the required approval process and was therefore “ultra vires” – outside the 
scope of the Authority’s powers; and that there is evidence of lack of appropriate challenge from officers. 

• There is evidence of weaknesses in critical financial governance reports such as budgets and budget monitoring, the Capital Programme, the Medium 
Term Financial Plan and Treasury Management policies indicating these documents did not comply with requirements and were inadequate.

• The audit identified weaknesses in the system of governance and internal control in relation to the Royal County of Berkshire Pension Fund 
investments and the Fund’s evaluation and monitoring of the controls in place at the service organisations it uses. Arising from the audit, material 
adjustments were made that reduced the valuation of the asset portfolio.

The authority is currently undergoing structural change to address some of these issues but this was not in place by 31 March 2019. We understand 
CIPFA have urgently recommended that an additional detailed review of these arrangements is undertaken once this action plan is in place and that a 
further report on these arrangements is due in March 2020. This report was not available to consider as part of this conclusion.

In relation to financial sustainability and resilience, the following weaknesses have been identified:

• The AGS notes significant volatility in financial performance including large overspends, budget divergences and the resulting depletion of the 
Council’s reserves and cash levels. In particular, the AGS describes inadequate management of the capital budget and issues with social care functions. 
The final outturn indicated a variance to budget of £4.1m at the net cost of service line with budget at £79.4m (2017/18: £80.8m) versus actual of 
£83.5m (2017/18: £81.4m). However, as noted in the AGS, during the year there was greater divergence from budget. Council finances had at one 
point, “a forecast £8m budget overspend.” At this stage of greatest divergence, “non-earmarked revenue reserves reached a low point of £7.4m.”  

• There is evidence that the Medium Term Financial Planning (“MTFP”) process is limited and does not reflect best practice. In the MTFP, potential 
savings of £4.2m are required in 2020/21 based on current assumptions but there is no explanation given of how these will be achieved. Overall, there 
is evidence of weaknesses in budgeting processes at the authority and in monitoring of financial performance.  

The issues noted above are evidence of weaknesses in proper arrangements for planning and governing finances effectively to support the sustainable 
delivery of strategic priorities and maintain statutory functions.
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Control observations

During the course of our audit we identified internal control findings which we have included below for information. 

Area Observation

Quality of draft 
financial statements

The initial draft financial statements which were published for public inspection and presented for audit were not of 
the expected standard.  Issues noted included:
• Findings regarding the compliance of the narrative report and annual governance statement with the CIPFA code
• The non-receipt of a completed CIPFA disclosure checklist accompanying the financial statements subject to audit
• Inconsistencies between notes in the financial statements;
• Accounting policies not updated for the adoption of IFRS 9 and IFRS 15;
• Accounts disclosures not updated for the adoption of IFRS 9;
• Accounts disclosures not updated for the adoption of IFRS 15;
• Differences between primary statements and notes; and
• Differences noted during our call and cast process

Together these indicate weaknesses in the financial reporting and close process.  We recommend the Council reviews 
the year-end reporting and close process, including:
• preparation of a skeleton draft of the financial statements ahead of year-end, reviewed against the Code for any 

changes in the year and for the disclosure requirements for any new or changed activities of the Council;
• documentation and quantification of judgments in respect of materiality of disclosure requirements in preparing 

the accounts;
• review of the completed CIPFA disclosure checklist;
• documented and reviewed internal checks of internal consistency;
• completion of the CIPFA “pre-audit checks on draft year-end accounts” checklist; and
• documented and reviewed internal tie back and referencing of the draft financial statements to supporting working 

papers.

We note the final amended report is satisfactory.

The purpose of the audit was for us to express an opinion on the financial statements. The audit included consideration of internal control 
relevant to the preparation of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not 
for the purpose of expressing an opinion on the effectiveness of internal control. The matters being reported are limited to those deficiencies 
that we have identified during the audit and that we have concluded are of sufficient importance to merit being reported to you.
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Control observations (continued)

Area Observation

New accounting 
standards –
IFRS 9 and 15

Whilst we understand that officers discussed the impact of adoption of the new standards during the closure process, 
they did not prepare accounting papers on the transition to IFRS 9 and 15. The initial draft accounts were not updated 
for changes in disclosure requirements from IFRS 9 and 15.  Although our work on IFRS 9 and 15 to date has not 
identified any material changes to the financial statements, we highlight that because the new standards have been 
discussed as a one off exercise, new requirements will not have been embedded in the Council’s underlying systems, 
processes and controls.  This presents a risk that new contracts or transaction may give rise to unanticipated impacts in 
future, or not be detected.

We recommend that the Council reviews how to update its day to day accounting processes, including any necessary 
system and control changes, to reflect the requirements of IFRS 9 and 15, and the process to be followed in assessing 
new and unusual transactions.

Preparation for 
IFRS 16

The implementation of IFRS 16, Leases, for 2020/21 is expected to have a greater and more complex impact upon 
most Councils than the adoption of IFRS 9 and 15.  The scope and potential complexity of work required, which may 
require system or process changes to underpin correct accounting under the standard, will require work to be 
completed at a significantly earlier stage than has been the case for IFRS 9 and 15 to allow for financial reporting 
timetables to be met.

We recommend that the Council targets completion of its IFRS 16 impact analysis during 2019/20, and to calculate an 
adjusted opening balance sheet position for audit following the 31 March 2020 audit. We recommend early 
consideration following the impact analysis of actions required to embed IFRS 16 accounting in the Council’s underlying 
accounting systems and would expect an accounting paper to be prepared for the purposes of 2019/20 audit.

Accounting for 
acquisitions

The Council has an accounting policy to apply a full year of depreciation in the year of disposal and no depreciation in 
the year of acquisition, primarily for the reason that the fixed asset register is only updated at the end of year.

This practice is not uncommon in the sector and does not have a significant impact on the carrying amount of assets 
where assets are acquired and disposed relatively evenly across the year.

Performing a high level calculation based on the fixed asset note for the current year, assuming all additions take place 
on day one of the year, fixed assets are potentially overstated by £1m.  As stated above, this is not a material impact.

We recommend that officers implements a process whereby the depreciation charge is retrospectively calculated based 
on the actual date of acquisition or disposal.
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Control observations (continued)
Area Observation

Valuation of properties

The valuation of properties is dependent on officers’ assumptions (or input from officers in forming 
assumptions) including the location and functional obsolescence of the existing properties and information 
provided by officers, including the number, type and condition of council dwellings and the floor space of 
schools. A paper was not prepared which set out the key assumptions, and officer's view on whether the 
revaluation assumptions are appropriate.

We were also not able to identify a documented internal control relating to the review by officers of the 
valuation report received from Lambert Hampton Smith. We recommend that a paper should be prepared and 
set out the review of key assumptions, and officer's view on why the revaluation assumptions are 
appropriate.

Classification of 
expenditure as capital

We are required to test the design and implementation of controls in place to mitigate the risk that 
expenditure that is revenue in nature could be incorrectly classified as capital expenditure. Management have 
described the process and controls in place to mitigate this risk. This includes the establishment of budgets 
and associated codes to record capital and revenue expenditure; review of invoice descriptions and 
comparison to budget and purchase order details to check the nature of the expenditure; and review of the 
budgets to assess and investigate variances.

Based on the descriptions provided, these controls appear to be designed effectively and we note that our 
substantive testing of a sample of capital items has not identified any issues. However, management review 
controls are inherently difficult to evidence and, as with many entities, we were not able to obtain sufficient 
documentary evidence of the performance of some of these review controls to enable us to conclude that the 
controls are implemented effectively. We therefore recommend that management puts in place arrangements 
to further develop these processes with clear documented evidence of the performance of the controls.

Reclassification of 
assets under 
construction when 
complete

We identified that an item of assets under construction was completed as at 31/03/2018. This asset was 
however not transferred out of assets under construction into the category of property, plant and equipment 
to which it relates. 

We recommend the Council implements a control where assets held under construction are reviewed in order 
to verify whether or not they are complete.

Management override of 
controls

During our testing of the design and implementation of controls relating to management override and 
specifically relating to budget transfers, we noted that a transfer of £250k from one budget to another was 
not accompanied by a virement form. 

While the transfer was discussed and approved at Cabinet meeting we suggest that all such transfers be 
accompanied by a virement form, as set out in standard operating procedures relating to budget transfers.
There are further findings of this nature reflected in our work on VFM. See details from page 14.
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Control observations (continued)

Area Observation

Accounting for capital 
expenditure

During our testing of the capital commitments disclosure we noted that £6.4m of expenditure relating to the 
Braywick Leisure Centre was incorrectly included in the capital commitment disclosures at year end. Officers 
have subsequently adjusted the accounts disclosure for this misstatement. No further change was required as 
these amounts have been included in capital additions for the year.

We understand that officers use a March to February period for the purposes of accounting for capital items. 
We suggest that a review is performed at year end to consider the impact of any expenditure incurred in the 
final month of the financial year for its impact on operating expenditure, property, plant and equipment and 
the councils commitments disclosures.

Bank and cash

During the our testing of bank and cash we noted a balance of £984k relating to long-outstanding reconciling 
items for which we were not provided any support. 

This was identified in the prior year audit and is still under investigation by RBWM's internal audit function.

We recommend that this investigation is finalised and the reconciling items cleared as soon as possible. We 
also recommend that a review of the controls relating to bank reconciliations is undertaken in order to avoid a 
recurrence of this.

Elimination of internal 
recharges

Internal recharges should be eliminated from the presentation of income and expenditure in the 
Comprehensive Income and Expenditure Statement. As set out on page 29, our testing identified an amount 
of recharges of £32.7m (2017/18: £25.4m) shown gross in income and expenditure.  To correct for this, 
income and expenditure both needed to be reduced by £32.7m (2017/18: £25.4m).  We recommend that, 
going forward, internal recharges are eliminated in the Comprehensive Income and Expenditure Statement 
before being subject to audit.

Pension Asset 
investments

Page 17 has more detail of our enquiries and findings in this area.

We recommend that the Council performs a review of the arrangements around pension asset investment 
decision making, monitoring and reporting of the valuation of those investments. This should include an 
historic review of the arrangements with respect to the specific assets that were adjusted significantly to 
identify the lessons that can be learned and to embed this learning into the new arrangements. The outcome 
from these reviews should be reported to both the Corporate Overview and Scrutiny Panel and the Pension 
Fund Panel. 
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Control observations (continued)

Area Observation

Preparation of 
accounting 
papers

Accounting papers were not prepared to explain and support key judgements and estimates, including the ongoing 
pertinence of judgements made in previous years, or were not sufficiently detailed to explain and support those 
judgements and estimates.  It is good practice (and the expectation of the Financial Reporting Council) for 
organisations to prepare accounting papers in respect of key matters in the application of accounting standards, in 
particular for matters of judgement or of estimation complexity. Typically these would include consideration of the 
relevant requirements of the accounting standards and the Code, the fact pattern (including details of relevant terms of 
contracts etc.), an assessment of how the standards apply in this context, consideration of potential alternative 
treatments, the proposed approach to measurement/calculation of accounting entries required, and the required 
disclosures. 

The preparation of accounting papers both supports accurate financial reporting, including facilitating both internal and 
external review and challenge, and provides a resource to ensure institutional knowledge is retained in the 
organisation.
We recommend the Council adopts an approach of preparing papers for any key accounting judgements or issues 
arising.  We also recommend that accounting papers are presented to the same meeting of the Panel at which the draft 
statement of accounts are approved (if not earlier) for scrutiny and to inform the panel’s approval of the draft 
statement of accounts.

Accounts 
closure

As described on page 3 of this report, the Authority provided work papers in response to our audit request list for the 
start of the audit which we understand met the expectations of the Authority’s previous auditors and were in line with 
what the Authority understood to be required.  However, on review, we considered that a number of the work papers 
were not in line with what we would have expected for the audit, for example, there were challenges in mapping some 
work papers to the Statement of Accounts, and some work papers were not in the level of detail or format that we had 
expected and required for our testing.

We and the finance team have worked together this year to resolve these matters but this has taken significantly more 
time than anticipated. As a result, in a number of areas, it has not been possible for officers to provide information for 
key samples within a reasonable timeframe.  Additional time has also been spent in order to understand the accounting 
treatment for investments in associates and the local enterprise partnerships.

These issues have impacted on the achievement of the overall timetable and have led to additional audit costs. 

We and the Authority have agreed to meet following the audit to discuss areas of improvement identified through this 
year’s audit and agree a detailed joint action plan for 2019/20, including considering whether additional procedures 
could be brought forward to our interim audit visit.
We recommend that the Council considers whether there are year end processes which can be streamlined or pulled 
forward to earlier in the year.  We will work closely with officers as part of the planning for 2019/20.
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Control observations (continued)

Area Observation

Improvements
to the valuation 
exercise

Whilst overall we have concluded that the properties held at revalued amounts are not materially misstated, several 
insights and improvements for the future have been identified. We have fed back a detailed list to management and 
include a summary of the more significant items below:

• Reports provided to Lambert Smith Hampton and received back from them should include clear categorisation of 
assets, including whether leasehold or freehold, and a clear statement of the date of valuation to ensure the correct 
methodology and assumptions have been applied and that this can easily tracked through the working papers.

• Valuations required for RBWM Property Company Limited should be commissioned and conducted under separate 
instructions to the main Council valuation exercise as their assets do not form part of the Council’s accounts.

• The Depreciated Replacement Cost (“DRC”) method of valuation is applicable to specialised assets rarely sold or 
traded such as schools.  Only 1 such item, Riverside Primary, was valued for 2018/19. Findings raised included that 
the valuation should reflect Modern Equivalent Asset considerations and that valuations should be on an “Instant 
Build” basis (i.e. not including finance costs). These were weaknesses in the valuation method however they were 
not material to the overall valuation because only one school was valued this year.  These findings could have a 
greater impact in future years when more of these specialised assets are expected to be in the scope of the review
so should be addressed as part of scoping next year’s exercise.

• Where an asset has been valued at an earlier point in the year, explicit commentary should be included to update the 
valuation to the balance sheet date.

• The impact of Brexit is not noted in the LSH report. As an area of uncertainty we would expect to see commentary 
on this matter even where the potential impact cannot be fully quantified.

• Whilst the Council uses a specialist valuer to inform the process here, it is important that the Council retains 
responsibility for reviewing the assumptions and confirming their appropriateness and that this is documented 
appropriately in a management paper.

We also note that the Council appraisal of properties not directly valued in order to consider whether there is a risk that 
they are materially misstated was provided late in the process.  We would expect this to be prepared 
contemporaneously with the preparation of the valuation and the preparation of the draft statement of accounts.  We 
propose that the support for the valuation, both the directly valued areas of the portfolio and the appraisal of the assets 
not in scope for that year, are provided prior to the start of the audit.

We will also seek to be involved, with our DRE specialist team, at the scoping stage of the valuation exercise to mitigate 
issues arising later in the process next year.
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Requirement Deloitte response

Narrative 
Report

The Narrative 
Report is 
expected to 
address (as 
relevant to the 
Council):

- Organisational 
overview and 
external 
environment;

- Governance;

- Operational 
Model;

- Risks and 
opportunities;

- Strategy and 
resource 
allocation;

- Performance;

- Outlook; and

- Basis of 
preparation

Under International Standard on Auditing (ISA) (UK) 720A (revised), the Auditor’s Responsibilities Relating to Other 

Information in Documents Containing Audited Financial Statements, we are required to review the content of the 

Narrative Report to identify material inconsistencies (if any) with the statements that they accompany.  We are not 

required to give an opinion on the Narrative Report (and as such it is not considered an ‘audited’ statement). 

In performing our review of the Narrative Report, we have made observations which we have shared with officers, and 

summarised below, that we consider would further improve the document in line with the guidance set out in the CIPFA 

Code of Practice on Local Authority Accounting (the Code):

• As a whole, the narrative report is of an average length, although many pages are dedicated to charts and graphics. 

• The purpose of the Narrative Report is to provide information on the authority, its main objectives and strategies 
and the principal risks that it faces.  The Report provides limited information on its operational model, for example 
on operational activities of the authority’s key services and outcomes.  The Report touches on financial risks but 
does not refer to broader risks in relation to future service provision and its risk mitigation strategy.  The Report also 
does not specifically refer to Brexit.

• The Narrative Report must provide a fair, balanced and understandable analysis of the authority’s performance.  The 
Report sets out key achievements in the year but does not give similar weight to describing some of the challenges 
it has faced.  Non financial KPIs selected appear to focus on volumes, rather than measuring progress towards the 
meeting the Council’s strategic objectives.  Comparative information is not consistently provided to give context.

• The narrative report should highlight and explain the linkages between information presented in the narrative report 
and the information within the financial statements, and information presented must be consistent with the 
information within the financial statements.  The Report provides information on gross revenue expenditure and 
funding sources.  It is not clear how totals link to information in the financial statements.  Care needs to be taken in 
how measures are described and the nature of tables and charts included as they should be clearly linked to the 
primary statements and should be suitably expanded upon.  We will finalise our testing on checking the consistency 
of information in the Narrative Report with the financial statements once the financial statements have been 
adjusted.  This type of issue will need to be resolved before we issue our opinion.

• The Code provides guidance on further information which authorities should consider including on the basis of 
preparation and presentation of the financial statements.

We recommended that the report is updated to do address these points. Officers considered our recommendations and 
prepared a revised Narrative Report.

Your annual report
We are required to report by exception on any where information in other information published with the financial statements (which is 
the Narrative Report and Annual Governance Statements) is inconsistent with the financial statements.

Annual 
Governance 
Statement

The Annual Governance
Statement reports that 
governance arrangements provide 
assurance, are adequate and are 
operating effectively. 

We have assessed whether the information given in the Annual Governance Statement meets the 
disclosure requirements set out in CIPFA/SOLACE guidance, is misleading, or is inconsistent with 
other information from our audit.  Our work in this area is complete and satisfactory. Some issues 
raised in the AGS have been reflected in our VFM opinion. See details from slide 14.
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Purpose of our report and responsibility statement

Our report is designed to help you meet your governance duties

What we report 

Our report is designed to help 
the Corporate Overview & 
Scrutiny Panel and the Council 
discharge their governance 
duties. It also represents one 
way in which we fulfil our 
obligations under ISA 260 (UK) 
to communicate with you 
regarding your oversight of the 
financial reporting process and 
your governance requirements. 
Our report includes:

• Results of our work on key 
audit judgements and our 
observations on the quality 
of your Annual Report.

• Our internal control 
observations.

• Other insights we have 
identified from our audit.

What we don’t report

As you will be aware, our audit 
was not designed to identify all 
matters that may be relevant to 
the Council.

Also, there will be further 
information you need to 
discharge your governance 
responsibilities, such as matters 
reported on by officers or by 
other specialist advisers.

Finally, our views on internal 
controls and business risk 
assessment should not be 
taken as comprehensive or as 
an opinion on effectiveness 
since they have been based 
solely on the audit procedures 
performed in the audit of the 
financial statements and the 
other procedures performed in 
fulfilling our audit plan. 

The scope of our work

Our observations are developed 
in the context of our audit of 
the financial statements. We 
described the scope of our work 
in our audit plan and again in 
this report.

Jonathan Gooding

for and on behalf of Deloitte LLP

St Albans

06 December 2019

This report has been prepared 
for the Corporate Overview & 
Scrutiny Panel and Council, as 
a body, and we therefore 
accept responsibility to you 
alone for its contents.  We 
accept no duty, responsibility 
or liability to any other parties, 
since this report has not been 
prepared, and is not intended, 
for any other purpose.

We welcome the opportunity 
to discuss our report with 
you and receive your 
feedback. 
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Appendices
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Audit adjustments

Unadjusted misstatements

The following uncorrected misstatements have been identified up to the date of this report which we request that you ask officers to correct as required 
by ISAs (UK). Uncorrected misstatements to date increase total comprehensive expenditure in the CIES by £6.0m, decrease net assets by £6.0m, and 
decrease usable reserves by £6.0m.

(1) Based on the outcome of the actuary’s review of the impact of the McCloud judgement on pension liabilities an adjustment of £3.4m has been 
identified.

(2) This relates to long outstanding reconciling items for which we were not provided any support.

(3) Debtors with credit balances of £0.5m identified during our testing that should be reclassified to creditors.

(4) Interest was included in the Modern Equivalent Asset valuation for the single school revalued. These valuations are required to be on an “instant 
build” basis and should only include actual build costs. 

(5) An item of assets under construction totalling £0.7m completed in the previous financial year was not transferred from this category to the relevant 
category of property, plant and equipment to which it relates.

Debit/ (credit) 
CIES

£m

Debit/ (credit) 
in net assets

£m

Debit/ (credit) 
prior year 
reserves

£m

Memo: Debit/ 
(credit) usable 

reserves
£m

If applicable, 
control 

deficiency 
identified

Misstatements identified in current year

Accounting for outcome of McCloud judgement [1] 3.4 (3.4) - 3.4

Reconciling items in bank reconciliation [2] 1.0 (1.0) - 1.0 Yes

Debtors with credit balances [3] - 0.5/(0.5) - -

Interest cost included in Modern Equivalent for the 
revalued school

[4] 1.6 (1.6) - 1.6

Misstatements identified in prior years

Asset under construction not reclassified in prior period [6] - 0.7/(0.7) - - Yes

Total 6.0 (6.0) - 6.0
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Audit adjustments (continued)

Corrected misstatements

The following misstatements have been identified up to the date of this report which have been corrected by officers.  We nonetheless communicate 
them to you to assist you in fulfilling your governance responsibilities, including reviewing the effectiveness of the system of internal control.

(1) Internal recharges have been incorrectly included gross in income and expenditure in the Comprehensive Income and Expenditure Statement. This 
adjustment nets down the recharge income against the matching expenditure item.

(2) The adjustment relates to an equal and opposite difference of £44m between opening cost/valuation and accumulated depreciation

(3) The adjustment relates to the correction of the accounting treatment for an investment in associate

(4) The bank reconciliation was performed as at Friday 29 March. Items in the bank reconciliation occurring between 29 and 31 March needed to be 
reflected in the ledger.

(5) Amounts were credited to the revaluation reserve where the credit should have reversed prior impairment and therefore been posted to the CIES 
surplus/deficit and carried to the Capital Adjustment Account. 

(6) The council had incorrectly classified payroll expenses between the categories “Direct employee costs” and “Teachers pay” in the prior period.

Debit/ (credit) 
CIES

£m

Debit/ (credit) 
in net assets

£m

Debit/ (credit) 
prior year 
reserves

£m

Memo: Debit/ 
(credit) reserves

£m

If applicable, 
control 

deficiency 
identified

Misstatements identified in current year

Eliminate internal recharges [1] 33 / (33) - - - Yes

Difference in opening cost and accumulated 
depreciation

[2] - 44/(44) - - Yes

Accounting treatment for investment in associate [3] (7.8) 7.8

Items in bank reconciliation that should be in ledger [4] 5.7/(5.7)

Adjustments in relation to the valuation exercise [5] (6.6) 6.6

Misstatements identified in prior years

Incorrect classification of prior year Teachers Pay [6] 3.9/(3.9) - - -

Total (14.4) 7.8 - 6.6
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Audit adjustments (continued)

Disclosures

Disclosure misstatements

No further uncorrected disclosure misstatements have been identified since our earlier report to this committee. Disclosure misstatements identified in that 
report have been corrected.
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Responsibilities:

The primary responsibility for the prevention and detection of 
fraud rests with officers and those charged with governance, 
including establishing and maintaining internal controls over the 
reliability of financial reporting, effectiveness and efficiency of 
operations and compliance with applicable laws and regulations.  
As auditors, we obtain reasonable, but not absolute, assurance 
that the financial statements as a whole are free from material 
misstatement, whether caused by fraud or error.

Required representations:

We have asked the Council to confirm in writing that you have 
disclosed to us the results of your own assessment of the risk 
that the financial statements may be materially misstated as a 
result of fraud and that you have disclosed to us all information 
in relation to fraud or suspected fraud that you are aware of and
that affects the Council. 

We have also asked the Council to confirm in writing their 
responsibility for the design, implementation and maintenance of 
internal control to prevent and detect fraud and error.

Audit work performed:

In our planning we identified valuation of land and buildings, 
capital expenditure and management override of controls as key 
audit risks for the council.

During course of our audit, we have had discussions with officers 
and those charged with governance. 

During course of our audit, we have had discussions with relevant
officers and those charged with governance. 

In addition, we have reviewed officer’s own documented 
procedures regarding fraud and error in the financial statements.

We have reviewed the Annual Governance Statement. 

Fraud responsibilities and representations

Responsibilities explained
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Independence and fees

As part of our obligations under International Standards on Auditing (UK), we are required to report to you on the matters listed 
below:

Independence 
confirmation

We confirm the audit engagement team, and others in the firm as appropriate, Deloitte LLP and, where 
applicable, all Deloitte network firms are independent of the Council and will reconfirm our independence and 
objectivity to the Corporate Overview & Scrutiny Panel for the year ending 31 March 2019 in our final report to 
the Corporate Overview & Scrutiny Panel. 

Non-audit fees There are proposed audit related services to be carried out claims and returns.  There are no other non-audit 
fees.

Independence
monitoring

We continue to review our independence and ensure that appropriate safeguards are in place including, but not 
limited to, the rotation of senior partners and professional staff and the involvement of additional partners and 
professional staff to carry out reviews of the work performed and to otherwise advise as necessary.

Relationships We have no other relationships with the Authority, its members, officers and affiliates, and have not supplied any 
services to other known connected parties.
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Planned fee 
£’000s

(excl. VAT)

Code audit fee - Council 63

Code audit fee – Pension fund 19

Audit overrun – Council 55 See note below

Audit overrun – Pension fund 20 See note below

Total audit 157

Fees for reporting on the housing benefit 
subsidy claim

14

Fees for reporting on teachers pension 4

Fees for reporting on other government 
grants: Pooling of housing capital receipts 
return

4

Total assurance services 22

Total fees 179

Independence and fees (continued)

We have incurred additional costs in our work on the 2018/19 audit due to difficulties and delays in obtaining information and errors identified in 
the report.

We have agreed an audit overrun of £75k with the Council as shown in the table above in respect of the additional costs incurred due to issues and 
weaknesses identified through the audit.  We note that this excludes further work that is required to respond to other auditors in respect of the IAS 
19 letters they have requested from us.  The additional work required to respond to these requests will be completed and time charged at the rate 
card set out below.

Grade
Fee per hour

£
(excl. VAT)

Partner/director 132

Senior manager/manager 73

Audit auditor 47

Other staff 36
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Draft management representation letter

We have included below a draft version of the management representation letter required to be signed by the Chief Financial Officer:

Dear Sirs,

This representation letter is provided in connection with your audit of the Statement of Accounts of the Royal Borough of Windsor and Maidenhead 
(“the Council”)  including the Group Accounts (“the financial statements”) for the year ended 31 March 2019 for the purpose of expressing an opinion 
as to whether the financial statements give a true and fair view of the financial position of the Royal Borough of Windsor and Maidenhead as of 31 
March 2019 and of the results of its operations, comprehensive income and expenditure and its cash flows for the year then ended in accordance with 
applicable law and the CIPFA/LASAAC Code of Practice on Local Authority Accounting 2018/19 (“the Code”).
We acknowledge our responsibilities for preparing financial statements for the Council which present fairly and for making accurate representations to 
you. 

We confirm, to the best of our knowledge and belief, the following representations.

Financial statements

1. We understand and have fulfilled our responsibilities for the preparation of the financial statements in accordance with applicable law and the 
CIPFA/LASAAC Code of Practice on Local Authority Accounting 2018/19 which give a true and fair view, as set out in the terms of the audit 
engagement letter.

2. Significant assumptions used by us in making accounting estimates, including those measured at fair value, are reasonable.

3. Related party relationships and transactions have been appropriately accounted for and disclosed in accordance with the requirements of IAS24 
“Related party disclosures”.

4. All events subsequent to the date of the financial statements and for which the applicable financial reporting framework requires adjustment of or 
disclosure have been adjusted or disclosed. 

5. The effects of uncorrected misstatements and disclosure deficiencies are immaterial, both individually and in aggregate, to the financial 
statements as a whole.  A list of the uncorrected misstatements and disclosure deficiencies is detailed in the appendix to this letter.

6. We confirm that the financial statements have been prepared on the going concern basis and disclose in accordance with IAS 1 all matters of 
which we are aware that are relevant to the Council’s ability to continue as a going concern, including principal conditions or events and our 
plans.  We do not intend to liquidate the Council or cease trading as we consider we have realistic alternatives to doing so. We are not aware of 
any material uncertainties related to events or conditions that may cast significant doubt upon the Council’s ability to continue as a going 
concern.  We confirm the completeness of the information provided regarding events and conditions relating to going concern at the date of 
approval of the financial statements, including our plans for future actions.

7. The measurement processes, including related assumptions and models used to determine accounting estimates in the context of the applicable 
financial reporting framework are appropriate and have been applied consistently.

8. The assumptions appropriately reflect our intent and ability to carry out specific courses of action on behalf of the entity where relevant to the 
accounting estimates and disclosures.

9. The disclosures related to accounting estimates under the entity’s applicable financial reporting framework are complete and appropriate.

10. There have been no subsequent events that require adjustment to the accounting estimates and disclosures included in the financial statements.
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Draft management representation letter (continued)

11.The Council has satisfactory title to all assets and there are no liens or encumbrances on the Council’s assets and assets pledged as collateral.

12.We have recorded or disclosed, as appropriate, all liabilities, both actual and contingent.

13.We are not aware of any deficiencies in internal control.

14.We confirm that entity only IFRS financial statements have been produced on the grounds of materiality.

15.All minutes of member and management meetings during and since the financial year have been made available to you.

16.We have reconsidered the remaining useful lives of the fixed assets and confirm that the present rates of depreciation are appropriate to amortise 
the cost or revalued amount less residual value over the remaining useful lives.

17.Except as disclosed in Note 14 to the accounts, as at 31 July 2019 there were no significant capital commitments contracted for by the Council.

18.We are not aware of events or changes in circumstances occurring during the period which indicate that the carrying amount of fixed assets or 
goodwill may not be recoverable.

19.We confirm that:

• all retirement benefits and schemes, including UK, foreign, funded or unfunded, approved or unapproved, contractual or implicit have been 
identified and properly accounted for;

• all settlements and curtailments have been identified and properly accounted for;

• all events which relate to the determination of pension liabilities have been brought to the actuary’s attention;

• the actuarial assumptions underlying the valuation of the scheme liabilities (including the discount rate used) accord with the directors’ best 
estimates of the future events that will affect the cost of retirement benefits and are consistent with our knowledge of the business;

• the actuary’s calculations have been based on complete and up to date member data as far as appropriate regarding the adopted
methodology; and

• the amounts included in the financial statements derived from the work of the actuary are appropriate.

Information provided

20. We have provided you with: 

• access to all information of which we are aware that is relevant to the preparation of the financial statements such as records,
documentation and other matters;

• additional information that you have requested from us for the purpose of the audit; and;

• unrestricted access to persons within the entity from whom you determined it necessary to obtain audit evidence.

21. All minutes of member and management meetings during and since the financial year have been made available to you.

22. All transactions have been recorded and are reflected in the financial statements and the underlying accounting records.

23. We acknowledge our responsibilities for the design, implementation and maintenance of internal control to prevent and detect fraud and error.
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Draft management representation letter (continued)

24. We have disclosed to you the results of our assessment of the risk that the financial statements may be materially misstated as a result of fraud.

25. We are not aware of any fraud or suspected fraud that affects the entity or group and involves:

(i) management;

(ii) employees who have significant roles in internal control; or

(iii) others where the fraud could have a material effect on the financial statements.

26. We have disclosed to you all information in relation to allegations of fraud, or suspected fraud, affecting the entity’s financial statements 
communicated by employees, former employees, analysts, regulators or others.

27. We have disclosed to you all known instances of non-compliance, or suspected non-compliance, with laws, regulations, and contractual 
agreements whose effects should be considered when preparing financial statements.

28. We have disclosed to you the identity of the entity’s related parties and all the related party relationships and transactions of which we are 
aware.

29. All known actual or possible litigation and claims whose effects should be considered when preparing the financial statements have been 
disclosed to you and accounted for and disclosed in accordance with the applicable financial reporting framework. No other claims in connection with 
litigation have been or are expected to be received. 

30. We have no plans or intentions that may materially affect the carrying value or classification of assets and liabilities reflected in the financial 
statements.

31. We are not aware of any events or changes in circumstances occurring during the period which indicate that the carrying value of fixed assets 
may not be recoverable. 

32. We have evaluated whether the restrictions, terms or conditions on grants have been fulfilled with and deferred income to the extent that they 
have not.

Value for money

33. We acknowledge our responsibility for ensuring the Council has put in place arrangements for securing economy, efficiency and effectiveness in 
its use of resources.

34. We have disclosed to you all deficiencies of which we are aware in the Council’s arrangements to secure economy, efficiency and effectiveness in 
its use of resources.

We confirm that the above representations are made on the basis of adequate enquiries of management and staff (and where appropriate, inspection 
of evidence) sufficient to satisfy ourselves that we can properly make each of the above representations to you.

Yours faithfully

Signed on behalf of Royal Borough of Windsor and Maidenhead
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