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Agenda Iltem 3

STANDARDS AND GENERAL PURPOSES COMMITTEE
22 SEPTEMBER 2020

(7.15 pm - 8.28 pm)

PRESENT Councillors Councillor Peter McCabe (in the Chair),
Councillor Adam Bush, Councillor Agatha Mary Akyigyina,
Councillor Ben Butler, Councillor John Dehaney,
Councillor Dickie Wilkinson, Councillor David Williams,
Councillor Hina Bokhari, Councillor Pauline Cowper,
Councillor Andrew Howard and Councillor Carl Quilliam

ALSO PRESENT Clive Douglas — Independent Person
Katy Willison — Independent Person

Suresh Patel, Simon Luk and Simon Mathers — External Audit

Roger Kershaw (Assistant Director Resources), Margaret
Culleton (Head of Internal Audit), Fabiola Hickson (Head of Law,
Property and Commercial), Steve Langley (Head of Housing
Needs), Steve Bowsher (Chief Accountant), Amy Dumitrescu
(Democratic Services Officer), Diane Perez (Cabinet Assistant)
and Matthew Cannon (Trainee Electoral Services Officer)

1 APOLOGIES FOR ABSENCE (Agenda Item 1)

Apologies for absence were received from Councillor Mary Curtin.

2 DECLARATIONS OF PECUNIARY INTEREST (Agenda Item 2)
There were no declarations of interest.

3 MINUTES OF THE PREVIOUS MEETING (Agenda ltem 3)

RESOLVED: That the minutes of the meeting held on 23 July 2020 were agreed as a
correct record.

4 FINAL ACCOUNTS (Agenda Item 4)

The Assistant Director presented the report, highlighting areas of adjustments made
on the recommendation of audit colleagues.

External Audit presented their section of the report, advising that the final audit
results were expected to come to committee in November 2020.

External Audit advised that on audit differences, one difference had been identified in
relation to property valuation and two differences identified which related to
accounting errors on the face of the Balance Sheet, however none of these impacted
the general fund. One unadjusted misstatement was also identified for PPE.

External Audit advised that in relation to value for money this was likely to be an
unqualified opinion.
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It was noted that last year services in the 2019/20 year had been successful in
delivering a £1.7m net favourable variance, however there were still pressure points
within the budget particularly relating to SEN (Special Educational Needs) and SEN
transport costs.

External Audit had looked at the last update of the MTFS (Medium Term Financial
Strategy) and were satisfied this had been updated reasonably and there was a
reasonable basis for the projections. The budget gaps reported are accurate and
savings plans are in place to address those going forward and therefore there were
no matters to report there.

It was acknowledged that the impact of Covid 19 has been significant and the MTFS
will need to be updated to reflect that. Officers are working on this and this would be
referenced in the value for money (VFM) conclusion given, however Covid shouldn’t
impact on the 2019.20 VFM judgement.

On fees, External Audit would need to conclude on final fees where additional work
had been undertaken and they undertook to come back on these in due course.

In response to member questions, officers advised that currently there was £6.173m
within the Covid19 reserve. The MTFS needed to be updated again for the impact of
covid19 in due course. Officers advised that a monthly return on the impact of
Covid19 is sent to MHCLG.

The Committee thanked all involved for their hard work, particularly in ensuring the
accounts were signed off on time.

RESOLVED:

1. That the Committee approved the audited Statement of Accounts, including the
Group Accounts and the Pension Fund Accounts (Appendix 2), subject to any further
comments from the External Auditor.

2. That the Committee noted any comments made by the Pensions Fund Advisory
Panel regarding the Pension Fund Accounts.

3. The Committee noted EY’s Audit Results Report (Appendix 4) for the Pension
Fund accounts under the International Standard on Auditing (ISA) 260.

4. The Committee noted EY’s Audit Results Report (Appendix 3) for the Statement of
Accounts under the ISA 260.

5. That the Chair signed the Statement of Responsibilities for the Statement of
Accounts (Appendix 2).

6. That the Chair signed the Letters of Representation (Appendices 3 and 4) for the
Statement of Accounts and Pension Fund Accounts.

5 INTERNAL AUDIT PROGRESS REPORT ON ANNUAL AUDIT PLAN
(Agenda Item 5)

The Head of Internal Audit presented the report. In response to questions from
members, the Head of Internal Audit advised that most areas were audited every 3-5
years with some done annually. All actions are followed up and closed off and if
progress is insufficient those areas would go back on the plan.
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In relation to the impact of Covid 19, the Head of Internal Audit informed the
committee that fraud checks had been completed on the business grants allocations
as well as an audit on the Covid19 response to check whether the Council had
complied with the regulations. Some other planned work had needed to be
postponed as a result of the Covid19 related audits.

RESOLVED:
That the Committee considered and commented on the progress report.

6 OMBUDSMAN REPORT - HOUSING (Agenda Item 6)

The Head of Housing needs presented an overview of the report and noting that
Merton has the lowest number of people living within temporary accommodation of
any London Borough.

In response to member questions, the Head of Housing needs advised that it was a
rare occurrence to arrange placements out of London, with approximately 6 or 8 per
annum, however it was noted that there are some occasions where residents request
to be placed outside of London in areas where housing is more affordable.

The team were currently in the process of compiling a housing options toolkit which
had developed how persons were interviewed as well as reflecting changes in the
law.

The team had reviewed the findings of the LGSCO and regularly reviewed other
cases published by the LGSCO and would continue to do so.

At the request of the committee, the Head of Housing Needs agreed to bring another
report back to a future meeting in 2021 to review the progress made.

RESOLVED:

1. That the Standards & General Purposes Committee considered the contents of the
report regarding the Local Government and Social Care Ombudsman (LGSCO)
decision and report.

2. That the Standards & General Purposes Committee noted the actions already
taken to remedy this matter, namely the written apology to Mr X, the

award of compensation, amendments to the Homeless Placement

Policy and the refresh of the Housing Options Toolkit.

7 COMPLAINTS AGAINST MEMBERS (Agenda ltem 7)

The Deputy Monitoring Officer advised that there had been no complaints against
members since the last meeting of the Committee.

8  WORK PROGRAMME (Agenda Item 8)

The Work Programme was noted.
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Agenda Item 4

Committee: Standards and General Purposes
Date: 5" November 2020

Agenda item:

Wards: All

Subject: Audited Final Accounts 2019/20

Lead officer: Caroline Holland, Director of Corporate Services

Lead Member: Clir Mark Allison — Cabinet Member for Finance

Contact officer: Roger Kershaw: Assistant Director of Resources 0208-545-3458

Key decision reference number: This report is written and any decisions taken are
within the Budget and Policy Framework Procedure Rules as laid out in Part 4-C of the
Constitution.

Recommendations:

1. That the Committee, having scrutinised and approved the accounts at its meeting
on 22" September, approve one amendment to those audited Statement of
Accounts, including the Group Accounts and the Pension Fund Accounts subject
to any further comments from the External Auditor.

2. To note EY’s Audit Results Report (Appendix 2) for the Pension Fund accounts
under the International Standard on Auditing (ISA) 260.

3. To note EY’s Audit Results Report (Appendix 1) for the Statement of Accounts
under the ISA 260.

4. That the Chair signs the Statement of Responsibilities for the Statement of
Accounts (Appendix 3).

5. That the Chair signs the Letters of Representation (Appendices 1 and 2) for the
Statement of Accounts and Pension Fund Accounts.

1 Purpose of report and executive summary

1.1. This report presents the audited Statement of Accounts for the year ended
318t March 2020 for adoption by Standards and General Purposes Committee
(SGPC) in accordance with the statutory requirements contained in the
Accounts and Audit Regulations 2015 and the ISA 260.

1.2. Since the September SGPC there has been one further corrected
misstatement. Further details are contained in Section 2.

1.3. Appendices 1 and 2 contain Ernst & Young’s (EY’s) latest Audit Results
Reports on the main accounts and Pension Fund respectively, including two
Letters of Representation, one for the main accounts and one for the Pension
Fund. The final reports will be issued soon after the Committee.

Details

2.1. The Accounting Code of Practice: Section 21(2) of the Local Government Act
2003 requires local authorities in the United Kingdom to keep their accounts
in accordance with “proper practices”. This is defined, for the purposes of local
government legislation, as meaning compliance with the terms of the Code of
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2.2.

2.3.

Practice on Local Authority Accounting in the United Kingdom, prepared by
the CIPFA/LASAAC Joint Committee. The Code specifies the principles and
practices of accounting required to give a “true and fair* view of the financial
position and transactions of a local authority. In particular, it prescribes the
accounting treatment and disclosures for all normal transactions of a local
authority.

The Code involves adaptations of International Financial Reporting Standards
and other pronouncements by the International Accounting Standards Board
(IASB) subject to such adaptations as are necessary for local government.

Accounts and Audit Regulations: These specify the timetable for producing
the Council’s accounts. The timetable for the 2019/20 Statement of Accounts
is exceptional in allowing a longer period for the production and audit because
oi the COVID-19 pandemic. Table 1 below compares the 2019/20 timetable
with the dates actually achieved and with the requirements of the 2018/19
timetable. The paragraphs below the table provide more specific details about
the 2019/20 timetable.

Table 1 Audit of Accounts
2018/19 2019/20 2019/20

2.4.

2.5.

2.6.

2.7.

2.8.

Audit timetable Audit timetable Actual/Expected

Accounts ready for 31st May 31st August 6t July
Sl 2019 2020 2020
Publication of 31st 30t By 30th
accounts July 2019 November 2020 November

Accounts ready for audit: The Council's statement of accounts must have
been ready for audit by no later than 31st August 2020. The Chief Financial
Officer must have signed and dated the accounts and certified that it presents
a true and fair view of the financial position of the body at the year end and of
that body’s income and expenditure for that year. There is no requirement for
approval by committee at this stage. This requirement has been met.

Publication of accounts The committee of members must approve the
Statement of Accounts by the 30" November 2020. The accounts must be
signed and dated by the chairman of that committee and then published on
the Council’s website. This requirement will be met.

Audit Progress: Ernst & Young have almost completed their work. The
results of the audit are that the accounts are unqualified, that is, the financial
statements give a true and fair view in accordance with the Code of Practice
on Local Authority Accounting in the United Kingdom.

Members are requested to recommend that the Council approve one
amendment to the accounts submitted to the September SGPC.

Audit Results Reports: The external auditors are required to comply with the
Auditing Standards contained under ISA 260, which covers ‘Communications
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of Audit Matters with those charged with governance’. They do so through the
Audit Results Reports, ARRs. EY has now issued further Audit Results
Reports (ARRs) which are appended to this report.The ARR for the main
accounts contains details of one further misstatement which has now been
corrected and which is explained in paragraph 2.9.

2.9. Adjustments to the Accounts: Three corrected misstatements were reported
to the September SGPC and one further corrected misstatement is reported
here. This further misstatement relates to accounting standard 1AS19
Employee Benefits. An adjustment is required to increase the Pensions
liability and increase the deficit on the Pension Fund reserve. Details of all the
misstatements are contained in page 25 of the ARR.

2.10. Table 2 shows the effect on the Council’s Balance Sheet of the corrected
misstatements which are numbered 1 to 4. They have had no effect on Usable
reserves.

Table 2 Adjustments to the draft accounts

LT Assets Current Current LT Liabilities Usable Unusable
£000 Assets Liabilities £000 Reserves Reserves
£000 £000 £000 £000
Draft Accounts 755,842 153,441 73,426 440,493 93,048 302,316
DR DR CR CR CR CR

Reported to SGPC
22nd September-

Correction of
misstatements

1. Property, 2,876 2.876
ant a9 o cx

2. CTAX and 858 858
NDR Debtors CR DR

3. Sundry 481 481
Debtors CR DR

Revised statement of | 758,718 152,102 72,087 440,493 93,048 305,192
Zountsrpetedte or R ow IR S
Reported to

November SGPC-

4. Pension 4,506 4,506
Fund asset o o
actuaries’
figures

Rounding 1 1

CR DR
Final Balance Sheet 758,717 152,102 72,087 444,998 93,048 300,686
DR DR CR CR CR CR
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2.11.

2.12.

2.13.

2.14.

2.15.

Letters of Representation: ISA 580, covering Management Representation,
requires that the auditor be provided with written representations from
management with appropriate responsibilities and knowledge of the financial
statements. This applies to the main accounts and the Pension Fund
Accounts.

ISA 260 requires that those charged with governance should sign agreement
to the Letter of Representation. After the Committee has discussed and
agreed the Letter of Representation, it has to be signed by the Chief Financial
Officer. The Chair of the Committee is then required to sign agreement to the
Letter of Representation. The ARRs in Appendices 1 and 2 each contain
proposed copies of the letters to be signed for the main accounts and the
Pension Fund accounts. The actual ARRs (on Merton headed notepaper) are
included at the end of these appendices.

Financial Summary: As reported in paragraph 2.9, | Table 2, when
comparing with the draft accounts, the adjustments arising from the audit work
to date have not changed Usable Reserves.

Reserves: Table 3 contains a breakdown of all reserves, divided into Usable
Reserves and Unusable Reserves. Usable Reserves (Revenue reserves and
fund balances) are £69,089m as at 31t March 2020 compared to £67.071m
as at 315t March 2019. This represents an increase of £2.018m.

Unusable Reserves: These are now £300.686m as at 31t March 2020
(£184.473m as at 318t March 2019) an increase of £116.213m.

Table 3: Reserves

Reserves 2019/20 2018/19
Expected Final Accounts still Audited
subject to audit
Accounts
£000 £000

Usable reserves

General fund balance 13,778 13,778
Earmarked reserves (excluding schools 59,606 48,106
in 1920)

Earmarked reserves- schools (including (4,295) (5,187)
DSG)

Total Revenue reserves and balances 69,089 67,071
Unapplied capital receipts 2,059 9,228
Unapplied capital grants 21,900 17,006
Other usable reserves 23,959 26,234
Total usable reserves 93,048 93,305
Collection fund 413 (476)
Other unusable reserves 300,273 184,949
Total unusable reserves 300,686 184,473
Total reserves 393,734 277,778
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2.16.

Outturn Table 4 shows the final outturn for the year. The departmental figures
are those reported to the Cabinet. Net service expenditure showed a
favourable variance of £1.716m. There was also a favourable variance on
corporate funding of £8.760m which was taken to earmarked revenue
reserves. This was comprised of favourable variances on corporate grants
and business rates of £3.971m and the receipt of a government grant of
£4.789m to be used in 2020/21 towards COVID-19.

Table 4: 2019/20 Outturn and Budget Variances
Cabinet Outturn Report

3.1.

4.1.

4.2.

2019/20
Current

2019/20
Outturn

2019/20
Variance

Budget
£000 £000 £000
Department
Corporate Services 10,874 10,147 (727)
Children, Schools & Families 60,579 60,377 (202)
Community & Housing 62,510 62,271 (239)
Environment & Regeneration 15,821 16,842 1,021
Net Service Expenditure 149,784 149,637 (147)
Corporate Provisions 2,244 675 (1,569)
Total General Fund 152,028 150,312 (1,716)
Net favourable outturn balance transferred to 1,716
OCPB
(Outstanding Council Programme Board
Reserve)
Funding
Grants (8,169) (9,476) (1,307)
Business Rates (44,026) @ (46,690) (2,664)
Council Tax and Collection Fund (91,070) = (91,070) 0
Net COVID-19 Emergency Funding 0 (4,789) (4,789)
Total Funding (143,265) (152,025) (8,760)
Funding transferred to earmarked reserves 8,760

Alternative options
None for the purposes of this report.
Consultation undertaken or proposed

Under the Accounts and Audit Regulations 2015, the Council is required to
make available, for a 30 working day period, copies of the Statement of
Accounts and related information for inspection by any interested person.
During this period, interested persons also have the right to question the
auditor, by prior appointment, about the accounts. The inspection period ran
from 6t July to 14th August 2020 and was advertised on the Council’'s website
at www.merton.gov.uk/finance.

During the inspection period officers responded to two people who had
made formal enquiries about the accounts. There were no requests to
question the auditors about the accounts.
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5.2.

7.2.

9.1.
10

10.1.

11

11.1.

Whole of Government Accounts (WGA)

The Whole of Government Accounts (WGA) process consolidates the audited
accounts of around 4,000 organisations across the public sector in order to
produce a comprehensive picture of the financial position of the UK public
sector. WGA is based on International Financial Reporting Standards (IFRS)
and is independently audited.

As an organisation within the WGA boundary, the Council is required each
year to complete a WGA return in order that HM Treasury can produce the
consolidated WGA accounts. The draft WGA return has been submitted to
EY to be audited. EY provide an assurance statement to the National Audit
Office in respect of the WGA return as part of their audit work and they
expect to provide this statement in November or December.

Audit of Council’s subsidiary companies

The Council has two wholly-owned subsidiaries, CHAS2013 Ltd and
Merantun. CHAS2013 Ltd was audited by Ernst & Young from the week
beginning 2" September 2020. Merantun was audited from the week
beginning 19t October 2020. It is not expected that this work will have any
material impact on the Council’s accounts.

Finance, resource and property implications

The expected cost of the audit is £110,500 together with additional costs of
£36,300 for specific additional tasks.

These figures do not include non-audit services, namely the audit of the
Housing Benefits return and the Teachers Pensions Authority return. Nor do
they include the proposed increase in the scale fee which has been submitted
to Public Sector Audit Appointments (PSAA) for consideration.

Legal and statutory implications

These are contained within the report, Members are referred to the Council’s
Constitution, and in particular the Financial Regulations, which are set out in
Part 4f.

Human rights, equalities and community cohesion implications
None for the purposes of this report.

Crime and disorder implications

None for the purposes of this report.

Risk management and health and safety implications

None for the purposes of this report.
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Appendices

The following documents are to be published with this report and form part of the
report

o Appendix 1: EY Audit Results Report and Letter of Representation —
Statement of Accounts

o Appendix 2 EY Audit Results Report and Letter of Representation-
Pension Fund Accounts

o Appendix 3 Statement of Responsibilities

Background Papers

The papers used to compile this report are held within the Corporate Services
Department. Specifically, they include:-

e Statement of Accounts 2019/20
e Working papers for the accounting entries

e Code of Practice on Local Authority Accounting in the United Kingdom
2019/20.

e CIPFA- technical bulletins
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London Borough of Merton
Audit results report

Year ended 31 March 2020

20 October 2020




London Borough of Merton 20 October 2020

Standards and General Purposes Committee

Dear Committee Members

We are pleased to attach our Audit Results Report for the forthcoming meeting of the Standards and General Purposes Committee.
This report summarises our audit conclusion in relation to the audit of the London Borough of Merton (the Authority) for 2019/20
and updates our preliminary Audit Results Report dated 10 September 2020. We will issue our final report soon after the
Committee meeting.

Subject to concluding the outstanding matters listed in our report, we anticipate issuing an unqualified audit opinion on the financial
statements in the form at Section 3 of this report. As set out on pages 5 to 8, as per our update to the Committee in July 2020, the
Covid-19 pandemic has impacted the statements and our audit opinion. We have no matters to report on your arrangements to
secure economy, efficiency and effectiveness in your use of resources.

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

We would like to thank your staff for their help during the engagement given the additional pressures they have faced responding to
the pandemic and working remotely.

We welcome the opportunity to discuss the contents of this report with you at the Standards and General Purposes Committee
meeting on 5 November 2020.

Yours faithfully
Sl
Suresh Patel

Associate Partner
For and on behalf of Ernst & Young LLP Encl

Yy $ sy JF 0§ |
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Public Sector Audit Appointments Ltd (PSAA) have issued a ‘Statement of responsibilities of auditors and audited bodies’. It is available from the Chief Executive of each audited body and via the PSAA
website (www.psaa.co.uk). This Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different
responsibilities of auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas.

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

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

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

Scope update

In our audit planning report tabled at the 12 March 2020 Standards and General Purposes Committee meeting, we provided you with an overview of our
audit scope and approach for the audit of the financial statements. We carried out our audit in accordance with this plan, with the following exceptions
which we reported to the Committee in July 2020.

Changes to reporting timescales

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

Changes to our risk assessment as a result of Covid-19

» Valuation of Property Plant and Equipment - The Royal Institute of Chartered Surveyors (RICS), the body setting the standards for property

valuations, issued guidance to valuers highlighting that the uncertain impact of Covid-19 on markets might cause a valuer to conclude that there is a

material uncertainty. Caveats around this material uncertainty were included in the year-end valuation reports produced by the Authority’s external

valuer. We considered that the material uncertainties disclosed by the valuer gave rise to an additional risk relating to disclosures on the valuation of

property, plant and equipment. We had already identified valuation of the Authority’s fixed assets as a significant risk.

» Disclosures on Going Concern - The pandemic has had a significant impact on the Authority’s finances and as a result there was a need for the

~J Authority to revisit and update financial plans for 2020/21 and the medium term financial plan. We determined that the unpredictability of the
current environment gave rise to a risk that the Authority would not appropriately disclose the key factors relating to going concern, underpinned by
management’s assessment with particular reference to Covid-19 and the Authority’s actual year end financial position and performance.

» Events after the balance sheet date - We identified an increased risk that further events after the balance sheet date concerning the Covid-19
pandemic would need to be disclosed. The amount of detail required in the disclosure needs to reflect the specific circumstances of the Authority.

e New accounting standard on leases (IFRS16) - The planned implementation of IFRS16 for the 2019/20 accounts has been deferred to 2021/22. As
a result, we removed this areas of audit focus from the audit.

abed
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5 Executive Summary

Scope update

Changes in materiality - We updated our planning materiality assessment using the draft financial statements and have also reconsidered our risk

assessment. Based on our planning materiality measure of 1.8% of gross expenditure on provision of services and performance materiality at 75% of
planning materiality:

Materiality Group (Em) Authority (Em)
Audit Plan Final Audit Plan Final
Planning 9.9 9.8 9.7 9.6
Performance 7.4 7.3 7.3 7.2
Reporting 0.494 0.488 0.487 0.480
o

@formation Produced by the Entity (IPE): We identified an increased risk around the completeness, accuracy, and appropriateness of information

@roduced by the entity due to the inability of the audit team to verify original documents or re-run reports on-site from the Authority’s systems. We
pHadertook the following to address this risk:
oo

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

Agree |IPE to scanned documents or other system screenshots.

Additional EY consultation requirements concerning the impact on auditor reports because of Covid-19.
The continued impact of the Covid-19 pandemic increases the risks to the material accuracy of financial statements and disclosures. To ensure we are

providing the right assurances to the Authority and its stakeholders the firm has introduced a rigorous consultation process for all auditor reports to
ensure that they include the appropriate narrative.

The changes to audit risks, audit approach and auditor reporting requirements changed the level of work we needed to perform. We have set out the
impact on our audit fee on page 39.



5 Executive Summary

Status of the audit

We have substantially completed our audit of the London Borough of Merton'’s financial statements for the year 31 March 2020 and have performed the
procedures outlined in our Audit Plan. Subject to satisfactory completion of the following outstanding items we expect to issue an unqualified opinion on
the Authority’s financial statements in the form which appears at Section 3. However until work is complete, further amendments may arise:

» Consideration of post balance sheet events up to the date of issuing the opinion.
* Receipt and review of the management representation letter.

We do not expect to issue the audit certificate at the same time as the audit opinion because of changes in the Whole of Government Accounts timetable.

In our preliminary Audit Results Report presented to the 22 September 2020 meeting of the Standard and General Purposes Committee we indicated

that our audit opinion may include two emphasis of matter paragraphs relating to the material uncertainty disclosure on the valuation of Property, plant

and equipment assets, and going concern and the impact of the Covid-19 pandemic. We have now completed our internal consultation process on the
-f9rm of the audit opinion and determined that the two specific disclosures are not fundamental to the reader’s understanding of the accounts and
(gherefore we do not need to emphasise the disclosures in our audit opinion.

Audit differences

|

There are three adjusted audit differences which we wish to bring to your attention and are included in Section 04. None of the adjustments made impact
the general fund balance.

There is one unadjusted difference relating to industrial sites accounted for as Property, Plant and Equipment in the financial statements where we have
disagreed with the approach taken by the Authority’s valuer. Based on the work of our valuation specialist we have concluded that the value of industrial
sites is understated by approximately £6.3m in the financial statements. We consider this to be a judgemental difference involving estimation which
relate to facts or circumstances that are uncertain or open to interpretation. Management considers this to be a difference in professional opinion
between two sets of valuers and therefore that no adjustment should be made. Further narrative disclosure has been added to Note 43, Assumptions
Made About the Future and Other Sources of Estimation Uncertainty, to explain Management’s view.



5 Executive Summary

Areas of audit focus

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

Significant risk Findings & conclusions

Q/Ianggement Override: Misstatements due to | We have completed our testing and found no indications of management override of controls.
raud or error

|n00”gf3tt capitalisation of revenue We have completed our testing, subject to review, and have nothing to report
expenditure

Valuation of land and buildings We have completed our work and have reported an unadjusted audit difference on page 7 and one
adjustment in Section 04.

Management’s disclosure of the material uncertainty related to the valuation of its land and buildings
is reasonable.

Q_L;sata migration of property, plant and We have completed our review of the reconciliations carried out by the Authority and have not
‘%quipment for the new fixed asset register identified any issues to report.
NNhcorrect classification of the Dedicated We have reviewed the Authority’s accounting treatment of the DSG deficit and can confirm that it
chools Grant (DSG) meets the requirements of the Code.
Other area of audit focus Findings & conclusions
Pension liability We have agreed the Authority’s pension liability disclosures to the actuarial report. An amendment

has been made to the financial statements to increase the pensions liability accounted for on the
Authority’s balance sheet to account for the difference between the Authority’s share of Pension Fund
assets used to inform the actuarial assessment of the pensions liability and the final value of Pension
Fund assets accounted for in the Pension Fund’s financial statements.

Private finance initiative We have completed our review and have nothing to report.

Going concern The draft accounts did not include a detailed disclosure on going concern. Officers have used the
assessment of the impact of Covid-19 on the Authority’s finances, as reported to Cabinet, to draft a
new going concern disclosure note. We have scrutinised the financial assessment, cashflow, liquidity
forecasts, known outcomes, sensitivities, mitigating actions and key assumptions. We reviewed and
further amended the revised going concern disclosure and are satisfied that it is an adequate
reflection of Management’s assessment that it remains appropriate to prepare the financial
statements on a going concern basis.




5 Executive Summary

Areas of audit focus

This report sets out our latest observations and conclusions on the above matters, and any others identified, in the “Areas of Audit Focus" section of this
report. We ask you to review these and any other matters in this report to ensure:

e There are no other considerations or matters that could have an impact on these issues; and
e You agree with the resolution of the issues; and there are no other significant issues to be considered.

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

Control observations

We have adopted a fully substantive approach, so have not tested the operation of controls.
We have not identified any key control deficiencies as part of the audit process. Please refer to Section 7 for details.

|

Value for money

WWe identified one significant risk relating to sustainable resource deployment and in particular the Authority’s arrangements to manage the financial
challenges outlined in the Medium Term Financial Strategy. We are satisfied that the Authority has proper arrangements in place around the MTFS. As
such we have no matters to report in the audit opinion. We include further details in Section 05 of this report.

Other reporting issues

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

We have not yet performed the procedures required by the National Audit Office (NAO) on the Whole of Government Accounts (WGA) submission.
However Treasury has extended the reporting timetable for WGA so we may not certify completion of the audit at the same time as issuing the audit
opinion.

Independence

Please refer to Section 8 for our update on Independence. There are no relationships from 1 April 2019 to the date of this report, which we consider may
reasonably be thought to bear on our independence and objectivity.






Areas of Audit Focus
Significant risk
Management Override:

- The financial statements as a whole are not free of material misstatements whether caused by fraud or
Misstatements due to error. As identified in ISA (UK and Ireland) 240, management is in a unique position to perpetrate fraud
fraud or error because of its ability to manipulate accounting records directly or indirectly and prepare fraudulent
(Fraud risk) financial statements by overriding controls that otherwise appear to be operating effectively. We identify

and respond to this fraud risk on every audit engagement.

For the Authority, we have assessed that this risk could manifest in:
< Inappropriate journal entries; specifically manual journals posted by management in the preparation of
the financial statements.

< Significantly unusual transactions entered into by management that are outside of the normal scope of
business of the Authority.

e Management bias in key accounting estimates and judgements.

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

We have considered the risk of management override in respect of the Authority’s judgements Our testing is complete. We did not identify any:
over capitalisation of revenue expenditure (see over).

. = material weaknesses in controls or evidence of
What did we do? material management override;

Z obed

* |dentified fraud risks during the planning stages. e jnstances of inappropriatejudgements being

< Asked management about risks of fraud and the controls put in place to address those risks. applied; or

= Understood the oversight given by those charged with governance of management’s processes ~ * any other transactions during our audit which
over fraud. appear unusual or outside the Authority‘s

= Considered the effectiveness of management’s controls designed to address the risk of fraud. normal course of business.

e Determined an appropriate strategy to address those identified risks of fraud.
e Performed mandatory procedures in relation to journal entries and other adjustments
e Assessed the nature of significantly unusual transactions

e Considered if management bias was present in key accounting estimates and judgments in the
financial statements

11



Areas of Audit Focus
Significant risk

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

(Fraud risk) As identified in ISA (UK) 240, management is in a unique position to perpetrate fraud because of its ability
to manipulate accounting records directly or indirectly and prepare fraudulent financial statements by
overriding controls that otherwise appear to be operating effectively. We identify and respond to this fraud
risk on every audit engagement.

Misstatements that occur in relation to the risk of fraud in revenue and expenditure recognition could
affect the income and expenditure accounts.

)
»/hat judgements are we focused on? What are our conclusions?

We have identified a risk of expenditure misstatement due to fraud or error that could affect Our sample testing of additions to property, plant and

the income and expenditure accounts. We have focused on the Authority’s judgement thatan  equipment:

item is capital expenditure in nature. If this were to happen it would have the impact of

understating revenue expenditure and overstating property, plant and equipment additions

and/or Revenue Expenditure Financed as Capital Under Statute (REFCUS) in the financial

statements. « Did not identify any revenue items that were
incorrectly classified as capital.

i ?
MBS e 512 e157 Our data analytical procedures did not identify any
Our approach focused on: journal entries that incorrectly moved expenditure into

» Sample testing additions to property, plant and equipment to ensure that they had been capital codes.
correctly classified as capital and included at the correct value in order to identify any
revenue items that have been inappropriately capitalised; and

abed

Found they had been correctly classified as capital
and included at the correct value.

» Using our data analytics tool to identify and test journal entries that moved expenditure
into capital codes.

12



Areas of Audit Focus
Significant risk

,
Valuation of other land &

r e as an area of audit focus. The Royal Institute of Chartered Surveyors (RICS), the body setting the standards

bwldmgs for property valuations, has issued guidance to valuers highlighting that the uncertain impact of COVID-19
on markets might cause a valuer to conclude that there is a material uncertainty, which the valuer would
then disclose in their report. RICS has explained this is not a ‘disclaimer’ in the valuation: valuers are

e continuing to apply their professional judgement, this is disclosing the additional uncertainty attached to

_______ J' current valuations. This is particularly relevant for Fair Value / Market Value based assets because of the

paucity of market information available at 31 March upon which to give those valuations. The Authority’s
valuation report includes this reference.

What judgements are we focused on?

(ghe reasonableness of the methodologies adopted by the valuer in undertaking their valuations in 2019/20 and of the key assumptions input into these
(paluations. In particular assets with reference to fair value/ market value. Additionally, we considered assets not revalued in the current year for the

nNotential of material misstatement in valuation as of 31 March 2020.
6]

What did we do?

» Considered the work performed by the Authority’s valuers, including the adequacy of the scope of the work performed, their professional capabilities
and the results of their work.

» Disaggregated the Authority’s other land and buildings and adopted different testing strategies for specialised assets the Authority values using
depreciated replacement cost (DRC) and non-specialist assets valued using existing use value (EUV):

» For DRC we checked that the Authority had used the methodology it revised in the prior year following our audit which included the work of our

expert. We also tested a sample of valuations, challenging the Authority on key assumptions and base data such as agreeing floor areas back to
original documentation.

» For EUV, due to the extent of subjectivity and professional judgement that management’s expert applies and the impact of Covid-19 on aspects

of these valuations we engaged our own expert (EY Real Estates) to enable us to audit a sample of valuations, challenging management on key
assumptions and judgements.

* Reviewed assets not subject to valuation in 2019/20 to confirm that the valuation remaining asset base was not materially misstated.

» Checked that the material uncertainly reported by the Authority's valuer was appropriately disclosed in the financial statements.
13



Areas of Audit Focus
Significant risk

Valuation of other land &
buildings

What are our conclusions?

» We completed our work in response to this risk, including the work carried out by our EY Real Estates.

» We have reviewed the disclosure in the financial statements relating to the material valuation uncertainty paragraph included by the valuer in their
valuation report, and consider the disclosure appropriate.

We have concluded that the assessment of fair values performed by the valuer and the directors are within an acceptable range and the carrying
values of assets are fairly stated at 31 March 2020 within material parameters. There is, however, one area relating to the valuation of industrial sites
accounted for as Property, Plant and Equipment in the financial statements where we disagreed with the approach taken by the Council’s valuer.

o» Based on the work of our valuation specialist we have concluded that the value of industrial sites is understated by approximately £6.3m in the
financial statements. We consider this to be a judgemental difference involving estimation which relate to facts or circumstances that are uncertain or
open to interpretation. Management considers this to be a difference in professional opinion between two sets of valuers and therefore that no
adjustment should be made. Further narrative disclosure has been added to Note 43, Assumptions Made About the Future and Other Sources of
Estimation Uncertainty, to explain Management’s view.

Z obed

» The Authority undertook a desktop review to estimate the change in value for land and buildings not actually subject to revaluation by a valuer in
2019/20. However, this estimate was not reflected in the draft accounts. We reviewed the exercise and concluded that the estimate made was
reasonable, being based on the results of the actual revaluation exercise undertaken in the year. We recommended that the Authority adjust the
carrying value of land and buildings assets in the financial statements to account for the estimate. This had the impact of reducing the carrying value
of property, plant and equipment assets by approximately £2.9m.

14



Areas of Audit Focus
Significant risk

Data M |grat|on of the During 2019/20, the Authority has changed its fixed asset register (FAR) from the current system to the

prOPerty, pla_'nt and CIPFA accounting module. Given output from the system is material and there have been significant issues
equment Fixed Asset relating to property valuations in prior years we have concluded this should be treated as a significant risk
Register (FAR) in our 2019-20 audit.

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

he adequacy of the reconciliations undertaken by the Authority and We found that:
GEBIEIEY G EETEN ) Ol 2 S IFAR » The prior year 2018-19 closing balance fully reconciled to the
N new year 2019-20 opening balance in the old FAR.
i ?
Gzl T » Property, plant and equipment data had been completely and
* Reviewed the Authority’s reconciliation of the prior year 2018-19 closing accurately transferred between the old FAR and new CIPFA
balance to the 2019-20 opening balance in the old FAR on Excel. accounting system in 2019/20.
» Reviewed the Authority’s reconciliation between the old FAR on Excel to » All variances between the two systems were adequately
the new CIPFA accounting system to confirm that data transfer is explained.

HOTIPEIE T ST » Some immaterial adjustments were made to improve the

» Considered the Authority’s investigation into any variances between the accuracy of data on the new CIPFA accounting system.
two systems.

» Assessed the accuracy of data held on the new FAR through substantive
testing of a sample of PPE.

15



Areas of Audit Focus
Significant risk

Inco_rrect classification of At the end of 2018/19 the Council had incurred a cumulative deficit of £2.9 million against DSG funded

Dedmated_ S_ChOOIS Grant activities, This was accounted for as a negative, or debit balance, earmarked reserve. We concluded it was

(DSG) deficit not permissible under extant accounting rules to have a negative earmarked reserve, and therefore
considered this to be an uncorrected misstatement in the 2018/19 audit. The Authority was forecasting a

________ cumulative DSG overspend in 2019/20 of £13 million.

| A Significant Rist J' In January 2020 the Department for Education (DfE) released some further guidance on the accounting
treatment of the DSG deficit.

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

%he decision made by the Authority on how it would account for its DSG Our procedures on DSG income and expenditure identified no
pdeficit. significant issues.
(0 0]

The Authority has followed the guidance issued by CIPFA following

What did we do? clarification of the DfE guidance which allows the Authority to

» DSG income: we reconciled DSG income reported to the DSG funding ASEEED A MG DEE eEEITHineLE (s SEhe) SEryEs i e
schedule for the Authority on the DfE website. G Fue

A statutory instrument is currently being prepared by the Ministry

of Housing, Communities and Local Government which would allow

cumulative DSG deficits to be accounted for as an unusable

» DSG expenditure: we performed a year on year analytical review and
substantive testing of relevant expenditure.

« We con§idered the accoypting decisions ta!<en by the Authority to reserve. The statutory instrument will apply prospectively from 1
determine the acceptability of the accounting approach taken and any April 2020 and therefore has no impact on the Council’s 2019/20
impact on the financial statements. financial statements.
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Areas of Audit Focus

Pension Liability Valuation

The Local Authority Accounting Code of Practice and IAS19 require the Authority to make extensive disclosures within its financial statements regarding
its membership of the Local Government Pension Scheme. The Authority’s pension fund deficit is a material estimated balance and the Code requires that
this liability be disclosed on the Authority’s balance sheet. At 31 March 2020 this totalled £279 million (£343 million at 31 March 2019).

The information disclosed is based on the IAS 19 report issued to the Authority by the actuary to the Pension Fund.

Accounting for this scheme involves significant estimation and judgement and therefore management engages an actuary to undertake the calculations
on their behalf. ISAs (UK and Ireland) 500 and 540 require us to undertake procedures on the use of management experts and the assumptions
underlying fair value estimates.

Our approach has focused on:

« Liaising with the auditors of the Merton Pension Fund to obtain assurances over the information supplied to the actuary in relation to the Authority;

FUAssessing the work of the Pension Fund actuary (Barnett Waddingham) including the assumptions they have used by relying on the work of PWC -
Q Consulting Actuaries commissioned by the NAO for all Local Government sector auditors, and considering any relevant reviews by the EY actuarial
 team; and

gReviewing and testing the accounting entries and disclosures made within the Authority’s financial statements in relation to IAS19.
Findings and conclusions

We have agreed the Authority’s pension liability disclosures to the IAS19 report provided by the actuary. We have now also received the assurances
requested from the auditor of the Pension Fund. Following the receipts of that assurance an amendment has been made to the financial statements to
increase the pensions liability accounted for on the Authority’s balance sheet to account for the difference between the Authority’s share of Pension
Fund assets used to inform the actuarial assessment of the pensions liability and the final value of Pension Fund assets accounted for in the Pension
Fund’s financial statements.

17



Areas of Audit Focus

|
Going concern disclosure

There is presumption that the Authority will continue as a going concern. However, the current and future uncertainty over government funding and
other sources of Authority revenue as a result of Covid-19 increases the need for the Authority to undertake a detailed going concern assessment to
support its assertion. From an audit perspective, the auditor’s report going concern concept is a 12-month outlook from the audit opinion date, rather
than the balance sheet date. So, this year, for example, we will need to see evidence of the going concern assessment up to and including around
September / October 2021.

Findings and conclusions

The draft accounts did not include a going concern disclosure but officers had carried out assessment of the impact of the Covid-19 pandemic on the
Authority’s income, expenditure, balances and reserves to inform reporting to Cabinet. Officers have used these assessments, and working in
collaboration with the audit team, drafted a new going concern disclosure note for inclusion in the final version of the statements.

Y& have reviewed the assessment, focusing on the reasonableness of the financial impact assessment, cashflow and liquidity forecasts, known outcomes,
@nsitivities, mitigating actions and key assumptions, particular around reductions in fees and charges. We have also considered the adequacy of
management’s new disclosure note and its agreement with the financial assessment.

ge Authority is forecasting that as at July 2020 it will incur an overspend in 2020/21 of £23m which is predominantly Covid-19 related. Whilst the
Authority continues to review all service areas revenue and capital budgets to identify options for delivering efficiency savings and / or generating
income with the aim of setting a balanced budget in 2021/22 and reducing the overspend in 2020/21, The Authority has the following reserves to call on
in delivering its services:

General Fund £13.8m Earmarked £59.6m

Capital grants £21.9m Capital receipts £2.1m

If required the Authority is prepared to ‘un-earmark’ certain reserves to meet its Covid-19 related commitments.

We therefore note that the Authority has headroom within the General Fund to absorb the estimated financial impact of the Covid-19 pandemic in the
short to medium-term.

In terms of cash, at the end of June the Authority had a cash balance of £13.4m, with a further £35m in money market funds which are instantly
callable, £65m in short term deposits maturing between one month and eight months and £10m in longer term property related investments, also
available within a few days.

We have now reviewed the new going concern disclosure which officers plan to include at Note 42 of the statements, and are satisfied that it adequately
reflects the Authority’s assessment and informs the reader of the impact of the pandemic on the Authority’s finances.

18



Areas of Audit Focus

Private Finance Initiative (PFI) accounting

The Authority has a material PFl arrangement in relation to schools. PFl accounting is a complex area, and a detailed review of these arrangements was
undertaken by our internal expert in 2016-17 and followed-up in 2017-18 and 2018-19.
Our approach has focused on:

» Reviewing the accounting entries and disclosures in relation to PFl in detail in 2019-20, with a focus on any significant changes since the expert’s
follow-up review in the previous year.

Testing of in-year inputs to the accounting models and agreeing relevant entries in the financial statements to year-end output from the accounting
model.

Findings and conclusions

Odficers have affirmed that there have been no significant changes in the way the Authority accounts for PFI. We have completed our review and found

L@at the accounting entries and disclosures are in line with the prior year arrangements and satisfactorily reported in the 2019/20 statements.
D

w
=
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Draft audit report

Our opinion on the financial statements

cc abed

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF THE LONDON
BOROUGH OF MERTON

Opinion

We have audited the financial statements of the London Borough of Merton
for the year ended 31 March 2020 under the Local Audit and Accountability
Act 2014. The financial statements comprise the:

» Authority and Group Movement in Reserves Statement,

» Authority and Group Comprehensive Income and Expenditure Statement,

» Authority and Group Balance Sheet,

e Authority and Group Cash Flow Statement and the related notes 1 to [43].

* Collection Fund and the related notes 1 to [x]

The financial reporting framework that has been applied in their preparationis

applicable law and the CIPFA/LASAAC Code of Practice on Local Authority
Accounting in the United Kingdom 2019/20.

In our opinion the financial statements:

* give a true and fair view of the financial position of the London Borough of
Merton as at 31 March 2020 and of its expenditure and income for the year
then ended; and

» have been prepared properly in accordance with the CIPFA/LASAAC Code of
Practice on Local Authority Accounting in the United Kingdom 2019/20.

Basis for opinion

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

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

Conclusions relating to going concern

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

« the Director of Corporate Resources use of the going concern basis of
accounting in the preparation of the financial statements is not appropriate; or

« the Director of Corporate Resources has not disclosed in the financial
statements any identified material uncertainties that may cast significant doubt
about the Authority’s ability to continue to adopt the going concern basis of
accounting for a period of at least twelve months from the date when the financial
statements are authorised for issue.

Other information

The other information comprises the information included in the Statement of
Accounts 2019/20, other than the financial statements and our auditor’s report
thereon. The Director of Corporate Resources is responsible for the other
information. Our opinion on the financial statements does not cover the other
information and, except to the extent otherwise explicitly stated in this report, we
do not express any form of assurance conclusion thereon. In connection with our
audit of the financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the audit
or otherwise appears to be materially misstated. If we identify such material
inconsistencies or apparent material misstatements, we are required to
determine whether there is a material misstatement in the financial statements or
a material misstatement of the other information. If, based on the work we have
performed, we conclude that there is a material misstatement of the other
information, we are required to report that fact.

We have nothing to report in this regard.
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Opinion on other matters prescribed by the Local Audit and Accountability
Act 2014

Arrangements to secure economy, efficiency and effectiveness in the use
of resources

In our opinion, based on the work undertaken in the course of the audit,
having regard to the guidance issued by the Comptroller and Auditor General
(C&AG) in April 2020, we are satisfied that, in all significant respects, the
London Borough of Merton put in place proper arrangements to secure
economy, efficiency and effectiveness in its use of resources for the year
ended 31 March 2020.

Matters on which we report by exception

We report to you if:

« in our opinion the annual governance statement is misleading or
inconsistent with other information forthcoming from the audit or our
knowledge of the Council;

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

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

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

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

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

We have nothing to report in these respects

Responsibility of the Director of Corporate Resources

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

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

The Authority is responsible for putting in place proper arrangements to secure
economy, efficiency and effectiveness in its use of resources, to ensure proper
stewardship and governance, and to review regularly the adequacy and
effectiveness of these arrangements.

Auditor’s responsibilities for the audit of the financial statements

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

A further description of our responsibilities for the audit of the financial
statementsis located on the Financial Reporting Council’s website at
https://www.frc.org.uk/auditorsresponsibilities. This description forms part of
our auditor’s report.
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Scope of the review of arrangements for securing economy, efficiency and
effectiveness in the use of resources

We have undertaken our review in accordance with the Code of Audit Practice,
having regard to the guidance on the specified criterion issued by the
Comptroller and Auditor General (C&AG) in April 2020, as to whether the
London Borough of Merton had proper arrangements to ensure it took properly
informed decisions and deployed resources to achieve planned and sustainable
outcomes for taxpayers and local people. The Comptroller and Auditor General
determined this criterion as that necessary for us to consider under the Code of
Audit Practice in satisfying ourselves whether the London Borough of Merton
put in place proper arrangements for securing economy, efficiency and
effectiveness in its use of resources for the year ended 31 March 2020.

We planned our work in accordance with the Code of Audit Practice. Based on
our risk assessment, we undertook such work as we considered necessary to
form a view on whether, in all significant respects, the London Borough of
Merton had put in place proper arrangements to secure economy, efficiency
and effectivenessin its use of resources.

We are required under Section 20(1)(c) of the Local Audit and Accountability
Act 2014 to satisfy ourselves that the Authority has made proper
arrangements for securing economy, efficiency and effectiveness in its use of
resources. The Code of Audit Practice issued by the National Audit Office (NAO)
requires us to report to you our conclusion relating to proper arrangements.

We report if significant matters have come to our attention which prevent us
from concluding that the Authority has put in place proper arrangements for
securing economy, efficiency and effectiveness in its use of resources. We are
not required to consider, nor have we considered, whether all aspects of the
Authority’s arrangements for securing economy, efficiency and effectiveness in
its use of resources are operating effectively.

Delay in the certification of completion of the audit

We cannot formally conclude the audit and issue an audit certificate until we
have completed the work necessary to issue our assurance statementin
respect of the Authority’s Whole of Government Accounts consolidation pack.

We are satisfied that this work does not have a material effect on the financial
statements or on our value for money conclusion.

Until we have completed these procedures we are unable to certify that we have
completed the audit of the accounts in accordance with the requirements of the
Local Audit and Accountability Act 2014 and the Code of Audit Practice issued by
the NAO.

Use of our report

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

Suresh Patel (Key Audit Partner)
Ernst & Young LLP (Local Auditor)
London Date
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+/ Audit Differences

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

Summary of adjusted differences

Judgemental misstatement
The Authority undertook a desktop to estimate the change in value for land and buildings not actually subject to revaluation by a qualified valuer in
2019/20. We reviewed the exercise and concluded that the estimate made was reasonable as it was based on the results of the actual revaluation
exercise undertaken in the year. We therefore recommended that the Authority adjust the carrying value of land and buildings assets in the financial
statements to account for the estimate. This had the impact of reducing the carrying value of property, plant and equipment assets by approximately
£2.9m.
T
fnown misstatements
btors on the main Authority balance sheet have been reduced by a total of approximately £1.34m, with a corresponding adjustment made to receipts
phadvance. The adjustment is as a result of two issues:
~J The write back of historic council tax and NNDR receipts in advance to the general fund totalling approximately £860k had been incorrectly debited to
debtors rather than to receipts in advance.
* Approximately £480k of income relating to 2020/21 had been reversed from the year account by adjustment of receipts in advance rather than
debtors. This has the impact of grossing up debtors and receipts in advance.
Both of these adjustments had no impact on the general fund balance.

Following receipt IAS19 assurances from the auditor of the Pension Fund an amendment has been made to the financial statements to increase the
pensions liability accounted for on the Authority’s balance sheet by £4.5m to account for the difference between the Authority’s share of Pension Fund
assets used to inform the actuarial assessment of the pensions liability and the final value of Pension Fund assets accounted for in the Pension Fund’s
financial statements.

Unadjusted difference

There is one unadjusted misstatement we wish to bring to your attention. Based on the work of our valuation professionals we have concluded that the
value of industrial sites accounted for as Property, Plant and Equipment in the financial statements is understated by approximately £6.3m. We consider
this to be a judgemental difference. Management considers this to be a difference in professional opinion between two sets of valuers and therefore that
no adjustment should be made. Further narrative disclosure has been added to Note 43, Assumptions Made About the Future and Other Sources of
Estimation Uncertainty, to explain Management’s view.
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E@ Value for Money

Background

We are required to consider whether the Authority has put in place ‘proper arrangements’ to
secure economy, efficiency and effectiveness on its use of resources. This is known as our value
for money conclusion.

Informed
decision making

For 2019/20 this is based on the overall evaluation criterion:

“In all significant respects, the audited body had proper arrangements to ensure it took properly
informed decisions and deployed resources to achieve planned and sustainable outcomes for
taxpayers and local people”

Proper arrangements are defined by statutory guidance issued by the National Audit Office. They

Proper arrangements for comprise your arrangements to:
securing value for money

= Take informed decisions;

;,U = Deploy resources in a sustainable manner; and
ustainable orking wi - . .
e partners and Work with partners and other third parties.

@ deployment third parties

w

In considering your proper arrangements, we will draw on the requirements of the
CIPFA/SOLACE framework for local government to ensure that our assessment is made against a
framework that you are already required to have in place and to report on through documents
such as your annual governance statement.

TN

Impact of covid-19 on our Value for Money assessment

On 16 April 2020 the National Audit Office published an update to auditor guidance in relation to the 2019/20 Value for Money assessment in the light of
Covid-19. This clarified that in undertaking the 2019/20 Value for Money assessment auditors should consider Local Authorities’ response to Covid-19
only as far as it relates to the 2019-20 financial year; only where clear evidence comes to the auditor’s attention of a significant failure in arrangements
as a result of Covid-19 during the financial year, would it be appropriate to recognise a significant risk in relation to the 2019-20 VFM arrangements
conclusion.

Overall conclusion

We identified one significant risk around these arrangements. The tables below present our findings in response to the risks in our Audit Planning Report
and any other significant weaknesses or issues we want to bring to your attention.

We have not identified any new significant risks around these arrangements.

We have no matters to include in the auditor’s report about your arrangements to secure economy, efficiency and effectiveness in your use of resources.
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E@ Value for Money

Value for Money Risks

We are only required to determine whether there are any risks that we consider significant within the Code of Audit Practice, where risk is defined as:

“A matter is significant if, in the auditor’s professional view, it is reasonable to conclude that the matter would be of interest to the audited body or the wider
public”

Our risk assessment supports the planning of enough work to deliver a safe conclusion on your arrangements to secure value for money, and enables us to
determine the nature and extent of any further work needed. If we do not identify a significant risk we do not need to carry out further work.

We present below the findings of our work in response to the risk area in our audit plan.

What is the significant value for money risk?

glstainable resource deployment

the March 2020 Audit Plan we reported that like other local government bodies, the Authority continued to have a challenging financial outlook. To
alance the budget over the next four years it was planning to deliver cumulative agreed savings of approximately £7.0 million with further savings of
@pproximately £3.3 million needing to be found to fully balance the budget and avoid further dependence on its reserves.

As at January 2020, the draft business plan 2020-24 showed a cumulative budget gap, including the use of reserves, and assuming no Adult Social Care
grant but that Council Tax hypothecation can be used, as follows over the next four years:

No budget gap in 2020-21.
£4,239,000in 2021-22.
£8,052,000in 2022-23.
£10,541,000in 2023-24.

These financial pressures were compounded by other activities. Firstly the Ofsted inspection of the Authority’s services for special educational needs
and/or disabilities (SEND) in September 2019, which identified some significant weaknesses, particularly in leadership and partnership working with CCGs,
and opportunities for improvement. Secondly the Authority’s overspending against its Dedicated Schools Grant (DSG) budget.

We consider all of the above to be relevant to the sustainable resource deployment VFM criterion and as a result it constituted a significant risk.

Since the March 2020 Audit Plan, we have clarified with the NAO that the overspend relating to the DSG budget should not be a consideration for our VFM
conclusion work around sustainable resource deployment because the revised DfE regulations make it clear that local authorities are not required to fund
the DSG deficit with general fund monies. However, there remains an expectation that authorities will put in place arrangements to manage DSG related
spending.
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;¢ Value for Money

Value for Money Risks (continued)

What did we do?

Our approach focused on reviewing the robustness of the Authority’s plans and arrangements to:

» Address budget pressures in Children, Schools and Families, and

» Achieve its savings targets and address budget gaps to deliver sustainable financial balance over the medium term.
We also followed up the issues we highlighted as part of our prior year 2018-19 programme of value for money work.
In doing this we explicitly considered the:

» Financial pressures created by the need to address the findings of the SEND inspection and whether these have been adequately considered in the
Council’s medium-term financial plans.

The Authority’s deficit recovery plan in respect of the cumulative DSG deficit.

7 abed

What did find?

Overall 2019/20 financial performance including financial performance in Children, Schools and Families

The Council delivered a 2019/20 overall revenue underspend of £1.7m or approximately 0.3% of its gross general fund budget. Total capital expenditure
for 2019/20 was £23.2 million. The Council made a number of amendments to the capital budget during the year reflecting slippage from the prior year
brought forward and significant re-profiling of activity into subsequent financial years. This resulted in a final revised capital budget of £27.0m compared
to an opening planned capital programme of £53.9m. Final capital outturn was therefore 13% lower than the final revised budget.

The level of underspending against budget allowed the Council to increase the level of earmarked and general fund reserves available to finance revenue
expenditure by approximately £4m or 6%. Some of this increase was taken to the General Fund Reserve, Spending Review Reserve and Balancing the
Budget Reserve and therefore is available to support the continuing pressures on the revenue budget faced by the Council over the medium term.



E@ Value for Money

Value for Money Risks (continued)

As part of the overall revenue underspend, net service expenditure was underspent by £147k with savings in Adult Social Care, Corporate Services and
Children, Schools and Families (CSF). The CSF department outturn position underspent by £241Kk. The overall net underspend within the department was
achieved by lower than planned redundancy costs, savings against the schools PFI budget and underspending within other cross-departmental budgets.
There was also underspending on procurement & schools organisation, early years and education & inclusion budgets. Delivery of an overall underspend
at service level represents a considerable achievement given the significant overspends incurred in both 2018/19 and 2017/18. However, areas of
budget pressure experienced in recent years have continued into 2019/20, with Special Education Needs (SEN) transport spend in particular, being
again significantly over budget. Costs in this area are inherently volatile and difficult for the Council to forecast and control, with small increases in the
number of SEN children entitled to the provision of transport potentially having a significant impact on the level of expenditure incurred.

re broadly costs related to the implementation of Special Educational Needs and/or Disabilities (SEND) reforms have continued to grow significantly
yring the year. These costs are primarily funded from DSG, and at the end of the year the cumulative DSG deficit stood at £12.75 million with this being
%rtly driven by SEND related costs. Although it is now clear, following the issue further guidance and planned regulation by the Department for

ucation (DfE), DSG deficits should not be covered from the general fund but over time be recovered from DSG income, the Council has a role in

rking with the DfE and other partners to control related spending. We consider this further below.

Achievement of savings targets and medium-term financial planning

The Medium-Term Financial Strategy was last updated in February 2020 as part of the Council’s Business Plan. At that time the Council set a balanced
budget for 2020/21 with residual gaps to be closed of £3.3m, £6.9m, and £9.0m in 2021/22, 2022/23 and 2023/24 respectively. Cumulative savings
of £11.9m had been identified in 2020/21, rising to £16.3m by 2023/24. We have not tested individual schemes in detail as part of our work but based
on the Council’s own internal reporting note that a programme of named savings schemes had been established in support of this.

Despite delivering an overall revenue underspend the Council only succeeded in delivering 72% of the savings it planned for the year. This compared to
78% of planned savings being achieved in the prior year. The main shortfall was in the Environment and Regeneration Department where only 52% of
planned savings were delivered. Given the recurrent nature of many of the planned savings the Council needs to improve the rate of savings delivery.

Although not directly relevant to our 2019/20 value for money conclusion responsibilities given its proximity to the end of the year, the emergence of
the C-19 pandemic subsequent to the budget being set has fundamentally changed the Council’s planned spending and income streams in 2020/21. At
the end of month 4 of 2020/21 the Council forecast a full-year overspend of £23.7m which is being driven entirely by the adverse financial impact of C-
19. The Council’s reporting suggests that the underlying position discounting the impact of C-19 would be a forecast full-year surplus of £3.2m. The
impact of C-19 on the Council’s ability to deliver its planned programme of savings has been a contributory factor to the forecast level of 2020/21
overspending, and medium- term financial planning will require significant revision in due course as the extent and duration of net cost pressures become
clearer. Work is currently ongoing in all service areas to review revenue and capital budgets during 2020 to identify options for delivering efficiency
savings and/or income generation, with the aim of setting both a balanced budget in 2021/22 and reducing the overspend in 2020/21.
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Value for Money Risks (continued)

What did we find (continued)?

SEND inspection response and DSG recovery planning

Ofsted inspection of the Council’s SEND services in September 2019 identified some significant weaknesses, particularly in leadership and partnership
working with Clinical Commissioning Groups (CCGs), and related opportunities for improvement.

A key requirement of the SEND reforms is for relevant authorities to work together to develop appropriate education, health and care plans (EHCP).
ECHPs are for children and young people aged up to 25 with complex needs who need more support than is available through special educational needs
support. EHCPs identify educational, health and social needs and set out the additional support to meet those needs. Elements of SEND generally, and
EHCPs specifically, are funded by the DSG. The Council reports that the annual increase in the number of EHCPs significantly exceeds the number of
additional special school places the Council is able to create in the borough. This is creating financial pressure and significantly contributing to the
cumulative deficit of DSG related costs against available funding. Other adverse variances include £1.2m on EHCP allocations to Merton primary and
sgcondary schools, £2m on EHCP allocations to out of borough maintained primary, secondary and special schools, and £1.1m on one-to-one support,
fherapies and alternative education. While the EHCP costs do not directly impact the Council’s General Fund, the Council is required to produce a

covery plan in respect of the cumulative DSG deficit and the Council has a key role, working with the DfE and other partners, in shaping arrangements
tQ deliver against this.

Xfthough areas of good practice were identified, Ofsted raised a number of adverse findings covering:

* Alack of progress in implementing SEND reforms, including a need for more effective partnership arrangements with NHS commissioners.

* A lack of training for health and social care professionals on the EHCP process.

» Weaknesses in quality assurance arrangements around EHCPs.

Subsequent to the inspection the Council has produced a joint written statement with the South West London Clinical Commissioning Group providing an
update on the progress made against each overarching objective and action point raised in the Inspection. Based on a review of relevant documentation
the statement is underpinned by a detailed action plan and further supporting arrangements.

The Council also produced an updated DSG recovery plan in January 2020 focusing on actions required to address the funding pressures on the high
needs block element of the DSG funding allocation. Specifically:

» Expanding state special school provision.

» Working collaboratively with the Council’s state special schools to provide support and encourage inclusive practice, hence reducing specialist
placements.

* Improving the consistency of identifying children with Special Educational Needs across borough schools.

* More intervention and support for the age 14-25 cohort.
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Value for Money Risks (continued)

What did we find (continued)?

This follows other actions in recent years to control spending:

* The provision of extra state school placements.

» Efforts to minimise the use of residential placements.

* A reduction in independent provision placements inflation increases through joint working with the South London Consortium including use of a
Dynamic Purchasing System.

» Additional Resourced Provision and Education Health and Care Plan banding allocations have only been inflated once since 2013/14.

Rgspite this, significant and continuing increases in ECHPs and other qualifying demand for SEN support are driving additional costs and mean that

fhere remains a reliance on relatively expensive independent school provision that cannot be easily addressed in the short term. The Council therefore
ntinues to forecast an increasing cumulative DSG overspend of approximately £65.9m by the end of 2023/24. This deficit was partly integrated

igto the Council’s medium-term financial plans, which assumed that the Council’s General Fund meets all the deficits until the end of 2020/21 and 50%

@&k the deficit thereafter, but this remains under further consideration given that it has now been made clear that DSG deficits are not chargeable to the

general fund. A further update of the DSG recovery plan and arrangements was planned for the summer but this has been delayed due to the impact of

C-19, but it is clear that regular discussions with DfE and other partners have continued.

Based on all of the above we are satisfied that the Council has proper arrangements in place in respect for taking informed decisions, deploying
resources in a sustainable manner and working with partners and other third parties.
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@Other reporting issues

Consistency of other information published with the financial statements, including the Annual Governance Statement

We must give an opinion on the consistency of the financial and non-financial information in the Statement of Accounts 2019/20 with the audited
financial statements. We must also review the Annual Governance Statement for completeness of disclosures, consistency with other information from
our work, and whether it complies with relevant guidance. Financial information in the Statement of Accounts 2019/20 and published with the
financial statements was consistent with the audited financial statements.

We have reviewed the latest version of the Annual Governance Statement and can confirm it is consistent with other information from our audit of the
financial statements and we have no other matters to report.

Whole of Government Accounts

The Treasury has extended the timetable for the Authority to make its WGA submission and for the auditor’s assurance statement. As a result, we have

yet to receive the submission.
)

“ther powers and duties

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

Other matters

As required by ISA (UK&l) 260 and other ISAs specifying communication requirements, we must tell you significant findings from the audit and other
matters if they are significant to your oversight of the Authority’s financial reporting process. They include the following:

 Significant qualitative aspects of accounting practices including accounting policies, accounting estimates and financial statement disclosures;

» Any significant difficulties encountered during the audit; Any significant matters arising from the audit that were discussed with management;

» Written representations we have requested; Expected modifications to the audit report;

* Any other matters significant to overseeing the financial reporting process; Related parties; External confirmations; Going concern; and

» Consideration of laws and regulations.

We have nothing to report.
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%, Assessment of Control Environment

Financial controls

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

As part of our audit of the financial statements, we obtained an understanding of internal control sufficient to plan our audit and determine the nature,
timing and extent of testing performed. As we have adopted a fully substantive approach, we have therefore not tested the operation of controls.
Although our audit was not designed to express an opinion on the effectiveness of internal control we are required to communicate to you significant

deficiencies in internal control.
We have not identified any significant deficiencies in the design or operation of an internal control that might result in a material misstatement in your

financial statements of which you are not aware.

gt obed
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&4 Independence

Confirmation

We confirm there are no changes in our assessment of independence since our confirmation in our audit planning report dated March 2020.

We complied with the APB Ethical Standards. In our professional judgement the firm is independent and the objectivity of the audit engagement partner
and audit staff has not been compromised within the meaning of regulatory and professional requirements.

We consider that our independence in this context is a matter which you should review, as well as us. It is important that you and your Audit Committee

consider the facts known to you and come to a view. If you would like to discuss any matters concerning our independence, we will be pleased to do this
at the meeting of the Standards and General Purposes Committee on 22 September 2020.

We confirm we have not undertaken any non-audit work outside the NAO Code requirements in relation to our work.

I(%jelationships, services and related threats and safeguards
®

e FRC Ethical Standard requires that we provide details of all relationships between Ernst & Young (EY) and your Authority, senior management and
@ affiliates, including all services provided by us and our network to your Authority, senior management and its affiliates, and other services provided

to other known connected parties that we consider may reasonably be thought to bear on the our integrity or objectivity, including those that could
compromise independence and the related safeguards that are in place and why they address the threats.

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

Services provided by Ernst & Young

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

As at the date of this report, there are no future services which have been contracted and no written proposal to provide non-audit services has been
submitted.
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= Appendix A
Fees

As part of our reporting on our independence, we set out below a summary of the fees paid for the year ended 31 March 2020. We have included the fees
paid by the Authority in engaging us as a reporting accountant on DWP’s the housing benefits assurance programme. We have adopted the necessary
safeguards in completing this work and complied with Auditor Guidance Note 1 issued by the NAO.

In our Audit Plan and subsequent reporting to the Standards and General Purposes Committee, we have communicated our proposal to increase the scale
fee for 2019/20. This proposal is currently being considered by PSAA as part of their national consideration of EY’s fee proposals. The table below does
not reflect those proposals and includes items where we need to determine the final fee to present to the Director of Corporate Services.

il 100 2019/20 £) | Planned fee 2019/20/(£) | inal Fee 201/19 ()

Scale Fee - Code work 110,493 110,493 110,493
Additional work:
gPPE including RICS related material uncertainty 14,250 5,000-15,000 14,560
8 Change in materiality and clearance of audit queries - - 23,500
:_;DqMcCIoud query - - 850
-HVFMC significant risk 6,800 2,000-7,000 -
» Data migration for the new FAR 6,900 1,500-7,500 -
» Going concern assessment and disclosure 2,750 - -
» EY consultation on auditor’s report on the statements involving EY
professional practice directorate to ensure the auditor’s report is 5,600 - -
appropriate.
Total audit 146,793 118,993-139,993 149,403
Non-audit services:
Housing Benefits 1819 TBC TBC TBC
Housing Benefits 1718 Module X (further work on the 1718 claim) - n/a 39,600
Teachers’ Pensions TBC TBC 9,000
Total other non-audit services TBC TBC TBC
Total fees TBC TBC TBC
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&4 Independence
New UK Independence Standards

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

Summary of key changes

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

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

* Anarrow list of permitted services where closely related to the audit and/or required by law or regulation

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

» Tax advocacy services - Remuneration advisory services - Internal audit services - Secondment/loan staff arrangements

» An absolute prohibition on contingent fees.

*U Requirement to meet the higher standard for business relationships i.e. business relationships between the audit firm and the audit client will only be

Q@ permitted if it is inconsequential.

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

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

N completed in accordance with the original engagement terms.

* A requirement for the auditor to notify the Standards and General Purposes Committee where the audit fee might compromise perceived
independence and the appropriate safeguards.

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

Next Steps
We do not provide any non-audit services which would be prohibited under the new standard.

Other communications

EY Transparency Report 2019

Ernst & Young (EY) has policies and procedures that instil professional values as part of firm culture and ensure that the highest standards of objectivity,
independence and integrity are maintained. Details of the key policies and processes in place within EY for maintaining objectivity and independence can
be found in our annual Transparency Report which the firm is required to publish by law. The most recent version of this Report is for the year end 30
June 2019: https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/about-us/transparency-report-2019/ey-uk-2019-transparency-report.pdf
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Required communications with the Standards and General Purposes
Committee

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

Our Reporting to you

Required communications |i What is reported? 9 {tiner emel e

Terms of engagement Confirmation by the Standards and General Purposes Committee of acceptance of terms of The statement of responsibilities serves as the
=y engagement as written in the engagement letter signed by both parties. formal terms of engagement between the

Q PSAA'’s appointed auditors and audited bodies
«Q

@D

@r responsibilities Reminder of our responsibilities as set out in the engagement letter. Audit Plan - March 2020

Planning and audit Communication of the planned scope and timing of the audit, any limitations and the Audit Plan - March 2020

approach significant risks identified.

Significant findings < Our view about the significant qualitative aspects of accounting practices including Audit Results Report - November 2020

from the audit accounting policies, accounting estimates and financial statement disclosures

< Significant difficulties, if any, encountered during the audit

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

« Expected modifications to the audit report

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

Our Reporting to you

Required communications |i What is reported? 9 When and where
Events or conditions identified that may cast significant doubt on the entity’s ability No conditions or events were identified, either
to continue as a going concern, including: individually or together to raise any doubt
« Whether the events or conditions constitute a material uncertainty about Merton Council’s ability to continue for
« Whether the use of the going concern assumption is appropriate in the preparation the 12 months from the date of our report

Misstatements

bed

Shibsequent events

GS

Fraud

and presentation of the financial statements
The adequacy of related disclosures in the financial statements

Uncorrected misstatements and their effect on our audit opinion Audit Results Report - November 2020
The effect of uncorrected misstatements related to prior periods

A request that any uncorrected misstatement be corrected

Material misstatements corrected by management

Enquiry of the audit committee where appropriate regarding whether any subsequent Audit Results Report - November 2020
events have occurred that might affect the financial statements.

Enquiries of the Standards and General Purposes Committee to determine whether they  Audit Results Report - November 2020
have knowledge of any actual, suspected or alleged fraud affecting the Authority

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

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

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

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

Any other matters related to fraud, relevant to Standards and General Purposes
Committee responsibility.
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Our Reporting to you

Required communications |i What is reported? 9 When and where

Related parties

Independence

oG abed

Significant matters arising during the audit in connection with the Authority’s related Audit Results Report - November 2020
parties including, when applicable:

Non-disclosure by management

Inappropriate authorisation and approval of transactions
Disagreement over disclosures

Non-compliance with laws and regulations

Difficulty in identifying the party that ultimately controls the Authority

Communication of all significant facts and matters that bear on EY’s, and all individuals Audit Plan - March 2020 and

involved in the audit, objectivity and independence. Audit Results Report - November 2020
Communication of key elements of the audit engagement partner’s consideration of

independence and objectivity such as:

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

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

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

For public interest entities and listed companies, communication of minimum requirements
as detailed in the FRC Revised Ethical Standard 2019:

Relationships between EY, the company and senior management, its affiliates and its
connected parties

Services provided by EY that may reasonably bear on the auditors’ objectivity and
independence

Related safeguards

Fees charged by EY analysed into appropriate categories such as statutory audit fees,
tax advisory fees, other non-audit service fees

A statement of compliance with the Ethical Standard, including any non-EY firms or
external experts used in the audit
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Required communications |i What is reported?

External confirmations

o
QD

Q .
Cpnsideration of laws
anp regulations

\]

Significant deficienciesin
internal controls identified
during the audit

Details of any inconsistencies between the Ethical Standard and Group’s policy for the
provision of non-audit services, and any apparent breach of that policy

Details of any contingent fee arrangements for non-audit services

Where EY has determined it is appropriate to apply more restrictive rules than permitted
under the Ethical Standard

The audit committee should also be provided an opportunity to discuss matters affecting
auditor independence

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

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

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

Significant deficiencies in internal controls identified during the audit.

Our Reporting to you

9 When and where

We have received all requested confirmations

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

Audit Results Report - November 2020
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Required communications |i What is reported?

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

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

t@revise
&nditors report
(¢

o1
0 .
Fee Reporting

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

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

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

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

Our Reporting to you

9 When and where

Audit Results Report - November 2020

Audit Results Report - November 2020

Audit Results Report - November 2020

Audit Plan - March 2020 and
Audit Results Report - November 2020
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Management Rep Letter
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[To be prepared on the entity’s letterhead]
Date

Suresh Patel

Associate Partner

Ernst & Young LLP

This letter of representations is provided in connection with your audit of
the financial statements of the London Borough of Merton (“the Group
and Council”) for the year ended 31 March 2020. We recognize that
obtaining representations from us concerning the information contained
in this letter is a significant procedure in enabling you to form an opinion
as to whether the financial statements give a true and fair view of the
financial position of the London Borough of Merton as of 31 March 2020
and of its income and expenditure and its cash flows for the year then
ended in accordance with CIPFA LASAAC Code of Practice on Local
Authority Accounting in the United Kingdom 2019/20.

We understand that the purpose of your audit of our financial statements
is to express an opinion thereon and that your audit was conducted in
accordance with International Standards on Auditing, which involves an
examination of the accounting system, internal control and related data
to the extent you considered necessary in the circumstances, and is not
designed to identify - nor necessarily be expected to disclose - all fraud,
shortages, errors and other irregularities, should any exist.

Accordingly, we make the following representations, which are true to
the best of our knowledge and belief, having made such inquiries as we
considered necessary for the purpose of appropriately informing
ourselves:

A. Financial Statements and Financial Records

1. We have fulfilled our responsibilities, under the relevant statutory
authorities, for the preparation of the financial statements in accordance
with the Accounts and Audit Regulations 2015 and CIPFA LASAAC Code
of Practice on Local Authority Accounting in the United Kingdom
2019/20.

2. We acknowledge, as members of management of the Group and Council, our
responsibility for the fair presentation of the financial statements. We believe
the financial statements referred to above give a true and fair view of the
financial position, financial performance (or results of operations) and cash
flows of the Group and Council in accordance with the CIPFA LASAAC Code of
Practice on Local Authority Accounting in the United Kingdom 2019/20, and
are free of material misstatements, including omissions. We have approved the
financial statements.

3. The significant accounting policies adopted in the preparation of the financial
statements are appropriately described in the financial statements.

4. As members of management of the Group and Council, we believe that the
Group and Council has a system of internal controls adequate to enable the
preparation of accurate financial statements in accordance with CIPFA LASAAC
Code of Practice on Local Authority Accounting in the United Kingdom
2019/20 that are free from material misstatement, whether due to fraud or
error. We have disclosed to you any significant changes in our processes,
controls, policies and procedures that we have made to address the effects of
the COVID-19 pandemic on our system of internal controls.

5. We believe that the effects of any unadjusted audit differences, summarised
in the accompanying schedule, accumulated by you during the current audit
and pertaining to the latest period presented are immaterial, both individually
and in the aggregate, to the consolidated and council financial statements
taken as a whole. We have not corrected these differencesidentified and
brought to our attention by the auditor because [specify reasons for not
correcting misstatement].

B. Non-compliance with laws and regulations, including fraud

1. We acknowledge that we are responsible to determine that the Group and
Council’s business activities are conducted in accordance with laws and
regulations and that we are responsible to identify and address any non-
compliance with applicable laws or regulations, including fraud.

2. We acknowledge that we are responsible for the design, implementation and
maintenance of internal controls to prevent and detect fraud.

3. 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.
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4. We have no knowledge of any identified or suspected non-compliance
with laws or regulations including fraud that may have affected the Group
and Council (regardless of the source or form and including without
limitation, any allegations by “whistleblowers”), including non-compliance
matters:

« Involving financial improprieties

 Related to laws or regulations that have a direct effect on the
determination of material amounts and disclosuresin the Group and
Council’s financial statements

 Related to laws or regulations that have an indirect effect on amounts
and disclosuresin the financial statements, but compliance with which
may be fundamental to the operations of the Group and Council’s
business, its ability to continue in business, or to avoid material penalties
« Involving management, or employees who have significant roles in
internal control, or others

In relation to any allegations of fraud, suspected fraud or other non-
compliance with laws and regulations communicated by employees,
former employees, analysts, regulators or others

C. Information Provided and Completeness of Information and
Transactions

1. 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

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

2. All material transactions have been recorded in the accounting records
and are reflected in the financial statements, including those related to
the COVID-19 pandemic.

3. We have made available to you all minutes of the meetings of Group
and Council and the Standards and General Purposes Committee held
through the 1 April 2019 to the most recent meeting on the following
date: 22 September 2020.

4. We confirm the completeness of information provided regarding the
identification of related parties. We have disclosed to you the identity of the
Group and Council’s related parties and all related party relationships and
transactions of which we are aware, including sales, purchases, loans,
transfers of assets, liabilities and services, leasing arrangements,
guarantees, non-monetary transactions and transactions for no
consideration for the period ended, as well as related balances due to or
from such parties at the 31 March 2020 end. These transactions have been
appropriately accounted for and disclosed in the financial statements.

5. We believe that the significant assumptions we used in making accounting
estimates, including those measured at fair value, are reasonable.

6. We have disclosed to you, and the Group and Council has complied with,
all aspects of contractual agreements that could have a material effect on
the financial statements in the event of non-compliance, including all
covenants, conditions or other requirements of all outstanding debt.

7. From 1 April 2019 through the date of this letter we have disclosed to you
any unauthorized access to our information technology systems that either
occurred or to the best of our knowledge is reasonably likely to have
occurred based on our investigation, including of reports submitted to us by
third parties (including regulatory agencies, law enforcement agencies and
security consultants), to the extent that such unauthorized access to our
information technology systems is reasonably likely to have a material
impact to the financial statements, in each case or in the aggregate.

D. Liabilities and Contingencies

1. All liabilities and contingencies, including those associated with
guarantees, whether written or oral, have been disclosed to you and are
appropriately reflected in the financial statements.

2. We have informed you of all outstanding and possible litigation and claims,
whether or not they have been discussed with legal counsel.

3. We have recorded and/or disclosed, as appropriate, all liabilities related to
litigation and claims, both actual and contingent, and have disclosed in Note
[X] to the financial statements all guarantees that we have given to third
parties.
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E. Subsequent Events

1. There have been no events, including events related to the COVID-19
pandemic, subsequent to period end which require adjustment of or
disclosure in the financial statements or notes thereto.

F. Other information

1. We acknowledge our responsibility for the preparation of the other
information. The other information comprises Narrative Report and
Annual Governance Statement.

2. We confirm that the content contained within the other information is
consistent with the financial statements.

G. Going Concern

1. Note [X] to the financial statements discloses all the matters of which
we are aware that are relevant to the Group and Council’s ability to
continue as a going concern, including significant conditions and events,
our plans for future action, and the feasibility of those plans.

H. Estimates

When we have identified following estimates as significant or higher risk:
i. Pension Liability

ii. Property, Plant & Equipment / Investment Properties - Valuation and
Impairment

iii. Provision for impairment of receivables

iv. NDR Appeals Provision

1. We believe that the measurement processes, including related
assumptions and models, used to determine the accounting estimates
have been consistently applied and are appropriate in the context of
CIPFA LASAAC Code of Practice on Local Authority Accounting in the
United Kingdom 2019/20.

2. We confirm that the significant assumptions used in making the
accounting estimates appropriately reflect our intent and ability to carry
out the operations on behalf of the Group and Council.

3. We confirm that the disclosures made in the financial statements with
respect to the accounting estimates are complete, including the effects
of the COVID-19 pandemic on 31 March 2020 and made in accordance
with CIPFA LASAAC Code of Practice on Local Authority Accounting in
the United Kingdom 2019/20.

4. We confirm that no adjustments are required to the accounting estimates
and disclosures in the financial statements due to subsequent events,
including due to the COVID-19 pandemic.

I. Retirement benefits

1. On the basis of the process established by us and having made appropriate
enquiries, we are satisfied that the actuarial assumptions underlying the
scheme liabilities are consistent with our knowledge of the business. All
significant retirement benefits and all settlements and curtailments have
been identified and properly accounted for.

J. Group audits

1. There are no significant restrictions on our ability to distribute the
retained profits of the Group because of statutory, contractual, exchange
control or other restrictions other than those indicated in the Group financial
statements.

2. Necessary adjustments have been made to eliminate all material intra-
group unrealised profits on transactions amongst Council, subsidiary
undertakings and associated undertakings.

Yours faithfully,

Director of Corporate Services (Chief Financial Officer)

Chair of the Standards and General Purposes Committee
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Morden,
Surrey
SM4 5DX
Suresh Patel 020 8545 3461
Associate Partner
Ernst & Young
1 More London Riverside
London
SE1 2AF

This letter of representations is provided in connection with your audit of the consolidated and
council financial statements of the London Borough of Merton (“the Group and Council”) for
the year ended 31 March 2020. We recognise that obtaining representations from us
concerning the information contained in this letter is a significant procedure in enabling you to
form an opinion as to whether the consolidated and council financial statements give a true
and fair view of the Group and Council financial position of the London Borough of Merton as
of 31 March 2020 and of its financial performance (or operations) and its cash flows for the
year then ended in accordance with, for the Group and Council CIPFA LASAAC Code of
Practice on Local Authority Accounting in the United Kingdom 2019/20.

We understand that the purpose of your audit of our consolidated and council financial
statements is to express an opinion thereon and that your audit was conducted in accordance
with International Standards on Auditing, which involves an examination of the accounting
system, internal control and related data to the extent you considered necessary in the
circumstances, and is not designed to identify - nor necessarily be expected to disclose - all
fraud, shortages, errors and other irregularities, should any exist.

Accordingly, we make the following representations, which are true to the best of our
knowledge and belief, having made such inquiries as we considered necessary for the
purpose of appropriately informing ourselves:

A. Financial Statements and Financial Records

1.  We have fulfilled our responsibilities, under the relevant statutory authorities, for the
preparation of the financial statements in accordance with, for the Group and Council the
Accounts and Audit Regulations 2015 and CIPFA LASAAC Code of Practice on Local
Authority Accounting in the United Kingdom 2019/20.

2. We acknowledge, as members of management of the Group and Council, our
responsibility for the fair presentation of the consolidated and council financial statements.
We believe the consolidated and council financial statements referred to above give a
true and fair view of the financial position, financial performance (or results of operations)
and cash flows of the Group and Council in accordance with the CIPFA LASAAC Code of
Practice on Local Authority Accounting in the United Kingdom 2019/20.
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The significant accounting policies adopted in the preparation of the Group and Council
financial statements are appropriately described in the Group and Council financial
statements.

As members of management of the Group and Council, we believe that the Group and
Council have a system of internal controls adequate to enable the preparation of accurate
financial statements in accordance with the CIPFA LASAAC Code of Practice on Local
Authority Accounting in the United Kingdom 2019/20 for the Group and Council that are
free from material misstatement, whether due to fraud or error.

We believe that the effects of any unadjusted audit differences, summarised in the
accompanying schedule, accumulated by you during the current audit and pertaining to
the latest period presented are immaterial, both individually and in the aggregate, to the
consolidated and council financial statements taken as a whole. We have not corrected
these differences identified and brought to our attention by the auditor because the
difference in the valuation of Industrial Estates, which is accounted for as Property, Plant
and Equipment (PPE), is simply a reflection of differences in professional judgement as
between the Council’s in-house valuers (whose judgement is supported by the District
Valuer) and EY Real Estates (EYRE).

B. Non-compliance with law and regulations, including fraud

1.

We acknowledge that we are responsible for determining that the Group and Council’s
activities are conducted in accordance with laws and regulations and that we are
responsible for identifying and addressing any non-compliance with applicable laws and
regulations, including fraud.

We acknowledge that we are responsible for the design, implementation and maintenance
of internal controls to prevent and detect fraud.

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

We have no knowledge of any identified or suspected non-compliance with laws or
regulations, including fraud that may have affected the Group or Council (regardless of the
source or form and including without limitation, any allegations by “whistleblowers”),
including non-compliance matters:

¢ involving financial statements;

o related to laws and regulations that have a direct effect on the determination of
material amounts and disclosures in the consolidated or Council’'s financial
statements;

o related to laws and regulations that have an indirect effect on amounts and
disclosures in the financial statements, but compliance with which may be
fundamental to the operations of the Group or Council’s activities, its ability to
continue to operate, or to avoid material penalties;

e involving management, or employees who have significant roles in internal
controls, or others; or

e in relation to any allegations of fraud, suspected fraud or other non-compliance

with laws and regulations communicated by employees, former employees,
analysts, regulators or others.
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C. Information Provided and Completeness of Information and Transactions

1.

We have provided you with:

e 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

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

All material transactions have been recorded in the accounting records and all material
transactions, events and conditions are reflected in the consolidated and council financial
statements, including those related to the COVID-19 pandemic.

We have made available to you all minutes of the meetings of the Group and Council held
through the year to the most recent meeting of the Standard and General Purposes
Committee held on 5 November 2020.

We confirm the completeness of information provided regarding the identification of
related parties. We have disclosed to you the identity of the Group and Council’s related
parties and all related party relationships and transactions of which we are aware,
including sales, purchases, loans, transfers of assets, liabilities and services, leasing
arrangements, guarantees, non-monetary transactions and transactions for no
consideration for the year ended, as well as related balances due to or from such parties
at the year end. These transactions have been appropriately accounted for and disclosed
in the consolidated and council financial statements.

We believe that the significant assumptions we used in making accounting estimates,
including those measured at fair value, are reasonable.

We have disclosed to you, and the Group and Council has complied with, all aspects of
contractual agreements that could have a material effect on the consolidated and council
financial statements in the event of non-compliance, including all covenants, conditions
or other requirements of all outstanding debt.

From the date of our last management representation letter through the date of this letter
we have disclosed to you any unauthorized access to our information technology systems
that either occurred or to the best of our knowledge is reasonably likely to have occurred
based on our investigation, including of reports submitted to us by third parties (including
regulatory agencies, law enforcement agencies and security consultants), to the extent
that such unauthorized access to our information technology systems is reasonably likely
to have a material impact to the financial statements, in each case or in the aggregate

D. Liabilities and Contingencies

1.

All liabilities and contingencies, including those associated with guarantees, whether
written or oral, have been disclosed to you and are appropriately reflected in the
consolidated and council financial statements.
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We have informed you of all outstanding and possible litigation and claims, whether or
not they have been discussed with legal counsel.

We have recorded and/or disclosed, as appropriate, all liabilities related to litigation and
claims, both actual and contingent, and have disclosed in Note 12 to the consolidated and
council financial statements all guarantees that we have given to third parties.

E. Subsequent Events

1.

Other than as described in Note 33 to the consolidated and council financial statements,
there have been no events, including events related to the COVID-19 pandemic,
subsequent to year end which require adjustment of or disclosure in the consolidated and
council financial statements or notes thereto.

F. Group audits

1.

There are no significant restrictions on our ability to distribute the retained profits of the
Group because of statutory, contractual, exchange control or other restrictions other than
those indicated in the Group financial statements.

Necessary adjustments have been made to eliminate all material intra-group unrealised
profits on transactions amongst council, subsidiary undertakings and associated
undertakings.

G. Other information

1.

We acknowledge our responsibility for the preparation of the other information. The other
information comprises the Narrative Statement.

2. We confirm that the content contained within the other information is consistent with the

financial statements.

H. Use of the Work of a Specialist

1.

We agree with the findings of the specialists that we engaged to evaluate the valuation of
Property Plant and Equipment and have adequately considered the qualifications of the
specialists in determining the amounts and disclosures included in the consolidated and
council financial statements and the underlying accounting records. We did not give or
cause any instructions to be given to the specialists with respect to the values or amounts
derived in an attempt to bias their work, and we are not otherwise aware of any matters
that have had an effect on the independence or objectivity of the specialists.

Estimates

Valuation of Property, Plant and Equipment

Valuation of Pension Fund assets and liabilities

Accounting entries relating to Private Finance Initiative schemes

National-Non Domestic Rates Appeal Provision

1.

We believe that the measurement processes, including related assumptions and models,
used to determine the accounting estimates have been consistently applied and are
appropriate in the context the CIPFA LASAAC Code of Practice on Local Authority
Accounting in the United Kingdom 2019/20.
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2. We confirm that the significant assumptions used in making the accounting estimates

appropriately reflect our intent and ability to carry out the operations on behalf of the Group
and Council.

We confirm that the disclosures made in the consolidated and council financial statements
with respect to the accounting estimates are complete, including the effects of the COVID-
19 pandemic, and made in accordance with the CIPFA LASAAC Code of Practice on Local
Authority Accounting in the United Kingdom 2019/20.

We confirm that no adjustments are required to the accounting estimates and disclosures
in the consolidated and council financial statements due to subsequent events, including
due to the COVID-19 pandemic.

Retirement benefits

1.

On the basis of the process established by us and having made appropriate enquiries, we
are satisfied that the actuarial assumptions underlying the scheme liabilities are consistent
with our knowledge of the business. All significant retirement benefits and all settlements
and curtailments have been identified and properly accounted for.

Yours faithfully

Caroline Holland, Director of Corporate Services

Clir Peter McCabe, Chair of the Standards and General Purposes Committee
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London Borough of Merton 20 October 2020

Standards and General Purposes Committee

Dear Committee members

We are pleased to attach our audit results report for the forthcoming meeting of the Standards and General Purposes Committee.
This report summarises our audit conclusion in relation to the audit of Merton Pension Fund for 2019/20 and updates our
preliminary Audit Results Report dated 27 August 2020. We will issue our final report soon after the Committee meetingon 5
November 2020.

Subject to concluding the outstanding matters listed in our report, we anticipate issuing an unqualified audit opinion on the financial
statements in the form at Section 3 of this report. As set out on pages 5 to 7, as per our update to the Standards and General
Purposes Committee in July 2020, the Covid-19 pandemic has impacted the statements and our audit opinion.

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

We would like to thank your staff for their help during the engagement given the additional pressures they have faced responding to
the pandemic and working remotely.

We welcome the opportunity to discuss the contents of this report with you at the Committee meeting on 5 November 2020.

Yours faithfully

S
Associate Partner
For and on behalf of Ernst & Young LLP Encl

By @ sy ¥ 7}
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Public Sector Audit Appointments Ltd (PSAA) have issued a ‘Statement of responsibilities of auditors and audited bodies'. It is available from the Chief Executive of each audited body and via the PSAA
website (www.psaa.co.uk). This Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different
responsibilities of auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas.

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

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

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



http://www.psaa.co.uk/
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52 Executive Summary

»

Scope update

In our audit planning report tabled at the 12 March 2020 Standards and General Purposes Committee meeting, we provided you with an overview of our
audit scope and approach for the audit of the financial statements. We carried out our audit in accordance with this plan, with the following exceptions
which we reported to the Committee in July 2020:

Changes to reporting timescales

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

Changes to our risk assessment as a result of Covid-19

» Disclosures on Going Concern - The pandemic has had a significant impact on the value of investments and as a result there was a need for the Fund
to consider its financial plans for 2020/21 and the medium term. We determined that the unpredictability of the current environment gave rise to a
risk that the Fund would not appropriately disclose the key factors relating to going concern, underpinned by management's assessment with
particular reference to Covid-19 and the Fund's actual year end financial position and performance.

Events after the balance sheet date - We identified an increased risk that further events after the balance sheet date concerning the Covid-19
pandemic would need to be disclosed, specifically for the Fund, changes to the value of investments after the initial lockdown announcement. The
o amount of detail required in the disclosure needs to reflect the specific circumstances of the Fund.

abed

Changes in materiality - We updated our planning materiality assessment using the draft financial statements and have also reconsidered our risk
assessment.

Planning materiality Performance materiality Audit differences
Our planning materiality represents 1% Performance materiality represents 75% of We will report all uncorrected misstatements
of the prior year’s net assets, consistent | planning materiality and is the top of our relating to the primary statements (net asset
year on year. range, consistent year on year. statement and fund account) greater than
5% of planning materiality.
Planned £7.2m £5.4m £0.360m
Final £6.9m £5.2m £0.345m




52 Executive Summary

»

Scope update (continued)

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

Used the screen sharing function of Microsoft Teams to evidence re-running of reports used to generate the IPE we audited; and
Agree IPE to scanned documents or other system screenshots.

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

The continued impact of the Covid-19 pandemic increases the risks to the material accuracy of financial statements and disclosures. To ensure we are
providing the right assurances to the Fund and its stakeholders the firm has introduced a rigorous consultation process for all auditor reports to ensure
%at they include the appropriate narrative. This consultation process on the Fund's disclosures is now complete.

&he changes to audit risks, audit approach and auditor reporting requirements changed the level of work we needed to perform. We have set out the
@®npact on our audit fee on page 24.

Status of the audit

We have substantially completed our audit of Merton Pension Fund's financial statements for the year 31 March 2020 and have performed the
procedures outlined in our Audit Plan. Subject to satisfactory completion of the following outstanding items we expect to issue an unqualified opinion on
the financial statements in the form which appears at Section 3. However until work is complete, further amendments may arise:

» Consideration of post balance sheet events up to the date of issuing the opinion.
» Receipt and review of the management representation letter.

|

Audit differences

At the date of this report there are no unadjusted audit differences. The Fund has agreed to adjust for a small number of differences arising from our
audit, largely relating to the classification of investment assets. We include further details in Section 4.



52 Executive Summary

»

Areas of audit focus

Our audit plan identified significant risks and areas of focus for our audit of the Authority’'s financial statements. We summarise below our latest findings.

Significant risk

Findings & conclusions

Misstatement due to Fraud or Error - Posting
of investment journals

We have completed our testing and found no indications of management override of controls.

Risk of incorrect valuation and related
accounting treatment in relation to the Fund's
new currency hedge instrument

We have completed our testing, subject to review, and have nothing to report

Other area of audit focus

Findings & conclusions

Going concern

G/ abed

Note 2 of the draft accounts stated that they are prepared on a going concern basis but included no
further disclosures.

Following audit queries, the Fund prepared a going concern assessment and drafted an associated
disclosure. We scrutinised the assessment, focusing on cashflow, liquidity forecasts, known outcomes,
sensitivities, mitigating actions and key assumptions. Based on the assessment and the Section 151
officer's response to our queries, we are satisfied that the Fund’s disclosure adequately reflects the
impact of the Covid-19 pandemic on its future finances. The Fund is currently 103% funded and
although if has a relatively small operating cash flow shortfall as a result of its mature status, it can
disinvest to ensure that it is able to remain liquid for a period of least 12 months from the date the
financial statements are approved.

Post balance sheet events

Note 6 of the draft accounts stated that there were no events after the balance sheet date.
Following audit queries, the Fund has considered the impact of the Covid-19 pandemic on the
valuation of its investment assets after the 31 March 2020. The Fund has now updated Note 6 to
reflect the movements in asset values and reference to its focus on long term investments.

We are satisfied with the revised Note 6.

This report sets out our latest observations and conclusions on the above matters, and any others identified, in the “Areas of Audit Focus" section of this
report. We ask you to review these and any other matters in this report to ensure:

* There are no other considerations or matters that could have an impact on these issues; and

* You agree with the resolution of the issues; and there are no other significant issues to be considered.

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

We have not identified any significant deficiencies in the design or operation of an internal control that might result in a material misstatement in your
financial statements and which is unknown to you. We have, however, identified one control weakness relating to the quality of data held on the
pensions administration system which we consider in more detail in Section 6 of this report.

Other reporting issues

We have no other matters to report.

Independence

[rase refer to Section 8 for our update on Independence. There are no relationships from 1 April 2019 to the date of this report, which we consider may
r%asonably be thought to bear on our independence and objectivity.

(@))






Areas of Audit Focus
Significant risk
Risk of manipulation of

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

valuation statements by overriding controls that otherwise appear to be operating effectively. We identify and
respond to this fraud risk on every audit engagement.
We assessed that the risk of manipulation of investment income and valuation through management
override of controls was most likely to affect investment income and assets in the year, specifically through
journal postings. e
I Significant Risk
o
Q

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

-ooTested journals at year-end to ensure there are no unexpected or unusual postings;
» Undertook a review of reconciliations to the fund manager and custodian reports and investigated any reconciling differences;

* Re-performed the detailed investment note using the reports we have acquired directly from the custodians or fund managers, including the
agreement of investment additions and disposals in the year;

» Sought to obtain further independent support for the valuation of pooled year-end investments where this can be obtained;
» Checked the reconciliation of holdings included in the Net Assets Statement back to the source reports; and
* Reviewed accounting estimates for evidence of management bias,

We utilised our data analytics capabilities to assist with our work, including journal entry testing. We assessed journal entries for evidence of
management bias and evaluated for business rationale.

What are our conclusions?

We have not identified any material weaknesses in controls or evidence of material management override. We have not identified any instances of
inappropriate judgements being applied. We did not identify any other transactions during our audit which appeared unusual or outside the Pension
Fund's normal course of business.
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Areas of Audit Focus
Significant risk

Risk of incorrect valuation

and related accounting In December 2019 the Fund signed an agreement to enter into a US & Euro currency hedge. Based on our
treatment in relation to d:cstcr:i‘ssmns with offllcerls ?t thte terT]wefwecllgentlflgd un.certatmty (Ever :?el'valuatldoE‘aEd alcco:cj_ntlng.trleatment
the Fund's new currenc of this new, unusua (rg ative to the fund’s previous investment portfo ios) and high value inancia ‘

. y instrument which required the involvement of a third party to support management'’s valuation assertion
hedqe instrument and its accounting treatment in the 19/20 pension fund accounts. === ————————

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

@nagement needed to make judgements over the valuation of the instrument and its associated year end accounting treatment.

(ge spent time in discussion with officers before the preparation of the accounts to understand the basis of the hedging instrument. However, at that
stpge officers were unclear of the full basis of valuation and accounting treatment.

‘l%e draft accounts disclosed the instrument as ‘overseas bonds’'. However, on receipt of the year end valuation report for the £102m instrument we
identified that it actually comprised of £25.8m cash (held by the fund manager), £69.8m fixed income equities (split £65.8m UK guoted and £4m
overseas quoted) and £6.7m forward currency contract. Essentially, only the £6.7m classified as an level 3 investment.

We used our derivative specialists to confirm the valuation of the £6.7m. The remaining investments of cash and quoted investments should be classified
as level 1 investments and we were able to agree the valuation to quoted prices and confirmation with the fund manager of the cash held.

What are our conclusions?

The draft accounts incorrectly disclosed the classification of the investment. Officers have revised the accounts to reflect the appropriate accounting
disclosure for the investment which comprises largely of quoted investments, cash held by the fund manager and a relatively smaller element which
classifies as a forward currency contract.

11



Areas of Audit Focus

L1
Going concern disclosure

There is presumption that the Fund will continue as a going concern. However, the current and future uncertainty presented by the Covid-19 pandemic
increases the need for the Fund to undertake a going concern assessment to support its assertion. From an audit perspective, the auditor's report going
concern concept is a 12-month outlook from the audit opinion date, rather than the balance sheet date. So, this year, for example, we have requested
evidence of the going concern assessment up to and including around September / October 2021.

The draft accounts included a statement that the accounts had been prepared on a going concern basis. However, following audit enquiry the Fund
carried out an assessment of the impact of the Covid-19 pandemic on its income, expenditure, investment assets, cashflow as well as considering the
recent triennial valuation. We reviewed the assessment, focusing on the reasonableness of the financial impact assessment, cashflow and liquidity
forecasts, known outcomes, sensitivities, mitigating actions and key assumptions. We also discussed with management the need to make specific
disclosures in the 2019/20 statements.

The Fund's assessment focuses on the fact that the recent triennial valuation reported that it was 103% funded. The Fund's assessment also considered
ure cashflows and the potential impact of Covid-19. Although the Fund has a relatively small operating cash flow shortfall as a result of its mature
;::tus, it can disinvest to ensure that it is able to remain liquid for a period of least 12 months from the date the financial statements are approved. The

‘g.lnd has used its assessment to derive an additional disclosure around going concern at Note 2 of the accounts.

@ have now reviewed the new going concern disclosure and are satisfied that it adequately reflects the Fund’s assessment and informs the reader of the
impact of the pandemic on the Fund.

| . . .
Post balance sheet events consideration and disclosure

The Covid-19 pandemic has had an ongoing impact on stock markets around the world. As a result, there is a need for the Fund to consider the current
impact on investment asset values. The draft accounts at Note 6 stated that there were no post balance sheet events. Following audit enquiry, the Fund
has now considered the ongoing impact of the pandemic on its asset values. The Fund has now included a revised Note 6 which we agree adequately
reflects the non-adjusting movement in asset values since the 31 March 2020.
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Draft Audit Report

Our opinion on the financial statements

INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF MERTON PENSION FUND
Opinion

2q abed

We have audited the pension fund financial statements for the year ended 31 March 2020 under the Local Audit and Accountability Act 2014. The pension
fund financial statements comprise the Fund Account, the Net Assets Statement and the related notes 1 to 24. The financial reporting framework that has
been applied in their preparation is applicable law and the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2019/20.

In our opinion the pension fund financial statements:

» give a true and fair view of the financial transactions of the pension fund during the year ended 31 March 2020 and the amount and disposition of the
fund'’s assets and liabilities as at 31 March 2020; and

» have been properly prepared in accordance with the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2019/20.

Basis for opinion

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

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

Conclusions relating to going concern

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

» the Director of Corporate Services' use of the going concern basis of accounting in the preparation of the financial statements is not appropriate; or

» the Director of Corporate Services has not disclosed in the financial statements any identified material uncertainties that may cast significant doubt about
the pension fund'’s ability to continue to adopt the going concern basis of accounting for a period of at least twelve months from the date when the
financial statements are authorised for issue.

Other information

The other information comprises the information included in the annual report, other than the financial statements and our auditor's report thereon. The
Director of Corporate Services is responsible for the other information. Our opinion on the financial statements does not cover the other information and,
except to the extent otherwise explicitly stated in this report, we do not express any form of assurance conclusion thereon. In connection with our audit of
the financial statements, our responsibility is to read the other information and, in doing so, consider whether the other information is materially inconsistent
with the financial statements or our knowledge obtained in the audit or otherwise appears to be materially misstated. If we identify such material
inconsistencies or apparent material misstatements, we are required to determine whether there is a material misstatement in the financial statements or a
material misstatement of the other information. If, based on the work we have performed, we conclude that there is a material misstatement of the other
information, we are required to report that fact.

We have nothing to reportin this regard.
14



Draft Audit Report

Our opinion on the financial statements

Matters on which we report by exception

We report to you if:

* weissue areportin the public interest under section 24 of the Local Audit and Accountability Act 2014;

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

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

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

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

We have nothing to report in these respects.

Responsibility of the Director of Corporate Services

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

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

g abed

Auditor's responsibilities for the audit of the financial statements

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

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

Use of our report

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

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

Summary of adjusted differences

There were no uncorrected misstatements.
As outlined earlier in the report, the Fund has included additional disclosure in respect of going concern at Note 2 and events after the reporting date at
Note 6. In addition, the Fund has agreed to make the following changes arising from the audit.

Item Change
“PNote 4.1 - Critical judgements in applying Disclosure updated to cross-refer to actuarial assumptions disclosed in Notes 18 and 19 of the
é; accounting policies accounts.
e
d Note 5 - Assumptions Made About the Future and | Disclosure updated to reflect the valuation uncertainty and estimation approach for unquoted
¢nOther Major Sources of Estimation Uncertainty investments.

Note 14 - Investments Change in total for Investments. Previously £690,156m should now be £684,822m due to
latest information from Private Market investments (private debt and infrastructure
investments).

Note 14.1 - Asset management arrangements £150k relating to LCIV subscription should be included.

Note 14.2 - Analysis of investment assets and Reclassification of the currency hedge into its appropriate bond, derivative and cash

income classifications.

Note 14.3 - Reconciliation of movement in Change in market value:

investments and derivatives - Infrastructure from £2.367m to £0.787m.

- Pooled property from £0.787m to -£0.537m.

Note 15 - Fair value - Basis of valuation Splitting pooled properties between level 1 (£7.553m) and level 2 (£16.659m) .

17
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@a"f-gOther reporting issues

Consistency of other information published with the financial statements, including the Annual Governance Statement

We must give an opinion on the consistency of the financial and non-financial information in the Statement of Accounts 2019/20 with the audited
financial statements. We are satisfied that the pension fund financial statements are consistent with the full annual statement of accounts of the
London Borough of Merton for the year ended 31 March 2020.

Other powers and duties

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

o
vther matters

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

Financial controls

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

As part of our audit of the financial statements, we obtained an understanding of internal control sufficient to plan our audit and determine the nature,
timing and extent of testing performed. As we have adopted a fully substantive approach, we have therefore not tested the operation of controls.
Although our audit was not designed to express an opinion on the effectiveness of internal control we are required to communicate to you significant
deficiencies in internal control.

We have not identified any significant deficiencies in internal control but have identified one issue which we wish to bring to your attention. As part of
our IAS19 protocol work conducted on behalf of the London Borough of Merton we were required to test membership data submitted by the Fund to
the Actuary that was used to inform the triennial valuation of the Fund at 31 March 2019. We randomly selected a sample of 25 entries from each of
the 3 data extracts from the pensions administration system that were submitted to the actuary for this purposes, and sought to agree key data points
t_%prime documentation. We could not fully agree 2 of the 75 entries to supporting records:

8 For 1 of the entries in the retired category both the retired fund member and spouse beneficiary had died and so should have been removed from
@ the pensions administration system. Upon further investigation Merton Council has confirmed that no payments of benefit are actually being made

%to the deceased fund member.
* For 1 of the entries in the retired category also relating to a beneficiary there was a small difference between the total pension payment in the data

submitted to the actuary and evidence to support the actual amount paid.

While these findings do not directly impact our audit of the Pension Fund’'s 2019/20 financial statements it is important that accurate and supportable
membership data is held on the pensions administration.

Recommendation
Review and where necessary improve the quality of Fund membership data held on the pensions administration system.
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#%Independence
Confirmation

We confirm there are no changes in our assessment of independence since our confirmation in our audit planning report dated February 2020.

We complied with the APB Ethical Standards. In our professional judgement the firm is independent and the objectivity of the audit engagement partner
and audit staff has not been compromised within the meaning of regulatory and professional requirements.

We consider that our independence in this context is a matter which you should review, as well as us. It is important that you and your Standards and
General Purposes Committee consider the facts known to you and come to a view. If you would like to discuss any matters concerning our
independence, we will be pleased to do this at the meeting of the Committee on 22 September 2020.

We confirm we have not undertaken any non-audit work outside the NAO Code requirements in relation to our work.

Relationships, services and related threats and safeguards
Q

(c%he FRC Ethical Standard requires that we provide details of all relationships between Ernst & Young (EY) and your Authority, senior management and
des affiliates, including all services provided by us and our network to your Authority, senior management and its affiliates, and other services provided
k9 other known connected parties that we consider may reasonably be thought to bear on the our integrity or objectivity, including those that could
compromise independence and the related safequards that are in place and why they address the threats.

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

Services provided by Ernst & Young

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

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

Fee analysis

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

In our Audit Plan and subsequent reporting to the Standards and General Purposes Committee, we have communicated our proposal to increase the scale

fee for 2019/20. This proposal is currently being considered by PSAA as part of their national consideration of EY's fee proposals. The table below does
not reflect those proposals.

Scale Fee - Code work 16,170 16,170 16,170

o
gdditional work and associated fees:

ﬁ)ew LCIV arrangements = = 2,000
N w significant risk relating to US currency hedge (1) 2,250 1,000-5,000
Sg;zglggggﬁgn(g?d PBSE assessments and disclosures including EY 5 500 2 500-6,000
Work on the 2019 triennial valuation of the Fund (3) 9,000 5,000-9,000
Total indicative Pension Fund fee 32,920 TBC 18,170

Notes: These items are outside of the PSAA scale fee and will be subject to agreement with the Director of Corporate Services and then PSAA.

1. We reported in the Audit Plan that the new significant risk would necessitate an additional fee. In light of the actual valuation, our additional input
was less than anticipated but has led to changes to the disclosure of the new investment.

2. We reported in the update to the Audit Plan that we would need to carry out additional work to review, assess and challenge the Authority’s going
concern assessment and associated disclosure. We also highlighted that to ensure that we are giving the right assurance to the Authority, EY have
instigated a consultation process involving the Firm’s Professional Practice Directorate. We will confirm the final fees associated with this
additional work on completion of the audit.

3. We reported in the Audit Plan that as a result of the triennial valuation of the Fund we would be required to undertake additional testing of
membership date. This work is in progress and we will quantify the final fee on completion.
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#%Independence
New UK Independence Standards

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

Summary of key changes

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

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

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

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

» Tax advocacy services
* Remuneration advisory services
U * Internal audit services
8 « Secondment/loan staff arrangements

@ An absolute prohibition on contingent fees.

@ Requirement to meet the higher standard for business relationships i.e. business relationships between the audit firm and the audit client will only be

W permitted if it is inconsequential.

» Permitted services required by law or requlation will not be subject to the 70% fee cap.

» Grandfathering will apply for otherwise prohibited non-audit services that are open at 15 March 2020 such that the engagement may continue until
completed in accordance with the original engagement terms.

* Arequirement for the auditor to notify the Standards and General Purposes Committee where the audit fee might compromise perceived
independence and the appropriate safequards.

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

We do not provide any non-audit services which would be prohibited under the new standard.
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g9 Independence
Other communications

EY Transparency Report 2019

Ernst & Young (EY) has policies and procedures that instil professional values as part of firm culture and ensure that the highest standards of objectivity,
independence and integrity are maintained.

Details of the key policies and processes in place within EY for maintaining objectivity and independence can be found in our annual Transparency Report
which the firm is required to publish by law. The most recent version of this Report is for the year end 30 June 2019:

https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/about-us/transparency-report-2019/ey-uk-2019-transparency-report.pdf

6 abed
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=, Appendix A

Required communications with the Standards and General Purposes
Committee

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

Our Reporting to you

Required communications |i What is reported? 9 U ST T

Terms of engagement Confirmation by the Standards and General Purposes Committee of acceptance of terms of  The statement of responsibilities serves as the
engagement as written in the engagement letter signed by both parties. formal terms of engagement between the

o

Q PSAA's appointed auditors and audited bodies

(@)

(9]

gr responsibilities Reminder of our responsibilities as set out in the engagement letter. Audit Plan - dated February 2020

Planning and audit Communication of the planned scope and timing of the audit, any limitations and the Audit Plan - dated February 2020

approach significant risks identified.

Significant findings » Our view about the significant qualitative aspects of accounting practices including Audit Results Report - dated October 2020

from the audit accounting policies, accounting estimates and financial statement disclosures

» Significant difficulties, if any, encountered during the audit

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

» Expected modifications to the audit report

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

Our Reporting to you

Required communications |i What is reported? 9 When and where
Events or conditions identified that may cast significant doubt on the entity’'s ability No conditions or events were identified, either
to continue as a going concern, including: individually or together to raise any doubt
» Whether the events or conditions constitute a material uncertainty about Merton Pension Fund’s ability to
» Whether the use of the going concern assumption is appropriate in the preparation continue for the 12 months from the date of

Misstatements

bed

Sbbsequent events

L6

Fraud

and presentation of the financial statements our report
The adequacy of related disclosures in the financial statements

Uncorrected misstatements and their effect on our audit opinion Audit Results Report - dated October 2020
The effect of uncorrected misstatements related to prior periods

A request that any uncorrected misstatement be corrected

Material misstatements corrected by management

Enquiry of the audit committee where appropriate regarding whether any subsequent
events have occurred that might affect the financial statements.

Enquiries of the Standards and General Purposes Committee to determine whether they  Audit Results Report - dated October 2020
have knowledge of any actual, suspected or alleged fraud affecting the Authority

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

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

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

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

Any other matters related to fraud, relevant to Standards and General Purposes
Committee responsibility.
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Our Reporting to you

Required communications |i What is reported? 9 When and where
Related parties Significant matters arising during the audit in connection with the Authority’s related Audit Results Report - October 2020

parties including, when applicable:

» Non-disclosure by management

» Inappropriate authorisation and approval of transactions

» Disagreement over disclosures

» Non-compliance with laws and regulations

» Difficulty in identifying the party that ultimately controls the Authority

Independence Communication of all significant facts and matters that bear on EY's, and all individuals Audit Plan - dated February 2020 and
o involved in the audit, objectivity and independence. Audit Results Report - October 2020
) Communication of key elements of the audit engagement partner’s consideration of

Q independence and objectivity such as:

g » The principal threats

(00) » Safeqguards adopted and their effectiveness

» An overall assessment of threats and safequards

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

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

For public interest entities and listed companies, communication of minimum requirements
as detailed in the FRC Revised Ethical Standard 2019:

» Relationships between EY, the company and senior management, its affiliates and its
connected parties

» Services provided by EY that may reasonably bear on the auditors’ objectivity and
independence

» Related safequards

» Fees charged by EY analysed into appropriate categories such as statutory audit fees,
tax advisory fees, other non-audit service fees

» A statement of compliance with the Ethical Standard, including any non-EY firms or
external experts used in the audit
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Required communications |i What is reported?

External confirmations

o
QD

Q | .
Cpnsideration of laws

oy regulations
O

Significant deficiencies in
internal controls identified
during the audit

>

Details of any inconsistencies between the Ethical Standard and Group'’s policy for the
provision of non-audit services, and any apparent breach of that policy

Details of any contingent fee arrangements for non-audit services

Where EY has determined it is appropriate to apply more restrictive rules than permitted
under the Ethical Standard

The audit committee should also be provided an opportunity to discuss matters affecting
auditor independence

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

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

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

Significant deficiencies in internal controls identified during the audit.

Our Reporting to you

9 When and where

We have received all requested confirmations

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

Audit Results Report - October 2020
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Our Reporting to you

Required communications |i What is reported? 9 When and where

Written representations » Written representations we are requesting from management and/or those charged with  Audit Results Report - October 2020
we are requesting from governance

management and/or those

charged with governance

Material inconsistencies or » Material inconsistencies or misstatements of fact identified in other information which Audit Results Report - October 2020
misstatements of fact management has refused to revise

identified in other

information which

@nagement has refused

revise
L%ditors report » Any circumstances identified that affect the form and content of our auditor's report Audit Results Report - October 2020
o
F?e Reporting » Breakdown of fee information when the audit planning report is agreed Audit Plan - dated February 2020 and
» Breakdown of fee information at the completion of the audit Audit Results Report - October 2020

» Any non-audit work
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EY | Assurance | Tax | Transactions | Consultancy

About EY

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

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

© 2020 EYGM Limited.
All Rights Reserved.

ED None

This material has been prepared for general informational purposes only and is not
intended to be relied upon as accounting, tax, or other professional advice. Please refer
o your advisors for specific advice.

Qey.com
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05 November 2020 London B_o_rough of Merton
Merton Civic Centre

Morden,
Surrey

SM4 5DX
Suresh Patel 020 8545 3461

Ernst & Young

Associate Partner

1 More London Riverside
London

SE1 2AF

This letter of representations is provided in connection with your audit of the financial
statements of Merton Pension Fund (“the Fund”) for the year ended 31 March 2020. We
recognise that obtaining representations from us concerning the information contained in this
letter is a significant procedure in enabling you to form an opinion as to whether the financial
statements give a true and fair view of the financial transactions of the Fund during the period
from 1 April 2019 to 31 March 2020 and of the amount and disposition of the Fund’s assets
and liabilities as at 31 March 2020, other than liabilities to pay pensions and benefits after the
end of the period, have been properly prepared in accordance with the CIPFA/LASAAC Code
of Practice on Local Authority Accounting in the United Kingdom 2019/20.

We understand that the purpose of your audit of the Fund’s financial statements is to
express an opinion thereon and that your audit was conducted in accordance with
International Standards on Auditing (UK), which involves an examination of the accounting
system, internal control and related data to the extent you considered necessary in the
circumstances, and is not designed to identify - nor necessarily be expected to disclose — all
fraud, shortages, errors and other irregularities, should any exist.

Accordingly, we make the following representations, which are true to the best of our
knowledge and belief, having made such inquiries as we considered necessary for the
purpose of appropriately informing ourselves:

A. Financial Statements and Financial Records (See Note B)

1. We have fulfilled our responsibilities, under the relevant statutory authorities, for the
preparation of the financial statements in accordance with the Accounts and Audit
Regulations 2015 and CIPFA LASAAC Code of Practice on Local Authority Accounting
in the United Kingdom 2019/20.

2.  We confirm that the Fund is a Registered Pension Scheme. We are not aware of any
reason why the tax status of the scheme should change.

3.  We acknowledge, as members of management of the Fund, our responsibility for the fair
presentation of the financial statements. We believe the financial statements referred to
above give a true and fair view of the financial position and the financial performance of
the Fund in accordance with the CIPFA LASAAC Code of Practice on Local Authority
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Accounting in the United Kingdom 2019/20, and are free of material misstatements,
including omissions. We have approved the-financial statements.

The significant accounting policies adopted in the preparation of the financial statements
are appropriately described in the financial statements.

As members of management of the Fund, we believe that the Fund has a system of
internal controls adequate to enable the preparation of accurate financial statements in
accordance with the CIPFA/LASAAC Code of Practice on Local Authority Accounting in
the United Kingdom 2019/2020 that are free from material misstatement, whether due to
fraud or error. We have disclosed to you any significant changes in our processes,
controls, policies and procedures that we have made to address the effects of the
COVID-19 pandemic on our system of internal controls.

There are no unadjusted audit differences identified during the current audit and
pertaining to the latest period presented.

Non-compliance with laws and regulations including fraud

We acknowledge that we are responsible for determining that the Fund’s activities are
conducted in accordance with laws and regulations and that we are responsible for
identifying and addressing any non-compliance with applicable laws and regulations,
including fraud.

We acknowledge that we are responsible for the design, implementation and
maintenance of internal controls to prevent and detect fraud.

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.

We have not made any reports to The Pensions Regulator, nor are we aware of any
such reports having been made by any of our advisors.

There have been no other communications with The Pensions Regulator or other
regulatory bodies during the Fund year or subsequently concerning matters of
noncompliance with any legal duty.

We have no knowledge of any identified or suspected non-compliance with laws or
regulations, including fraud that may have affected the Fund (regardless of the source or
form and including without limitation, any allegations by “whistleblowers”), including non-
compliance matters:

¢ Involving financial improprieties

¢ Related to laws or regulations that have a direct effect on the determination of
material amounts and disclosures in the Fund’s financial statements

¢ Related to laws and regulations that have an indirect effect on amounts and
disclosures in the financial statements, but compliance with which may be
fundamental to the operations of the Fund, its ability to continue, or to avoid
material penalties

¢ Involving management, or employees who have significant roles in internal
control, or others
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¢ Inrelation to any allegations of fraud, suspected fraud or other non-compliance
with laws and regulations communicated by employees, former employees,
analysts, regulators or others.

Information Provided and Completeness of Information and Transactions
We have provided you with:

o 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.

o Additional information that you have requested from us for the purpose of the
audit.

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

You have been informed of all changes to the Fund rules.

All material transactions have been recorded in the accounting records and all material
transactions, events and conditions are reflected in the financial statements, including
those related to the COVID-19 pandemic.

We have made available to you all minutes of the meetings of members of the
management of the Fund and committees of members of the management of the Fund
(or summaries of actions of recent meetings for which minutes have not yet been
prepared) held through the 2019/20 to the most recent meeting of the Pension Fund
Investment Advisory Panel on 10 Sept 2020, and Standards and General Purposes
Committee on 05 November 2020.

We confirm the completeness of information provided regarding the identification of
related parties. We have disclosed to you the identity of the Fund’s related parties and
all related party relationships and transactions of which we are aware, including sales,
purchases, loans, transfers of assets, liabilities and services, leasing arrangements,
guarantees, non-monetary transactions and transactions for no consideration for the
period ended, as well as related balances due to or from such parties at the period end.
These transactions have been appropriately accounted for and disclosed in the financial
statements.

We confirm the completeness of information provided regarding annuities held in the
name of the members of the management of the Fund.

We have disclosed to you, and the Fund has complied with, all aspects of contractual
agreements that could have a material effect on the financial statements in the event of
non-compliance, including all covenants, conditions or other requirements of all
outstanding debt.

No transactions have been made which are not in the interests of the Fund members or
the Fund during the fund year or subsequently.

We believe that the significant assumptions we used in making accounting estimates,
including those measured at fair value, are reasonable.

We have disclosed to you any cybersecurity breach that either occurred or that third
parties (including regulatory agencies, law enforcement agencies and security
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consultants) had brought to our attention during the period under audit that could
potentially be material to the financial statements.

Liabilities and Contingencies

All liabilities and contingencies, including those associated with guarantees, whether
written or oral, have been disclosed to you and are appropriately reflected in the
financial statements.

We have informed you of all outstanding and possible litigation and claims, whether or
not they have been discussed with legal counsel.

We have recorded and/or disclosed, as appropriate, all liabilities relating to litigation and
claims, both actual and contingent, and have disclosed in Note 24 to the financial
statements all guarantees that we have given to third parties.

Subsequent Events

Other than as described in Note 6 to the financial statements, there have been no
events, including events related to the COVID-19 pandemic, subsequent to period end
which require adjustment of or disclosure in the financial statements or notes thereto.

Other information
We acknowledge our responsibility for the preparation of the other information. The
other information comprises the London Borough of Merton Pension Fund Annual

Report 2019-20.

We confirm that the content contained within the other information is consistent with the
financial statements.

Independence
We confirm that, under section 27 of the Pensions Act 1995, no members of the

management of the Fund is connected with, or is an associate of, Ernst & Young LLP
which would render Ernst & Young LLP ineligible to act as auditor to the Scheme.

. Derivative Financial Instruments
1.

We confirm that all investments in derivative financial instruments have been made after
due consideration by the members of the management of the Fund of the limitations in
their use imposed by The LGPS Management and Investment of Funds Regulations
2016. The Fund’s Investment Strategy Statement has been duly reviewed to ensure that
such investments comply with any limitations imposed by its provisions. The financial
statements disclose all transactions in derivative financial instruments that have been
entered into during the period, those still held by the members of the management of the
Fund at the Fund’s year end and the terms and conditions relating thereto.

Management has duly considered and deemed as appropriate the assumptions and

methodologies used in the valuation of ‘over the counter’ derivative financial instruments
which the Fund is holding, and these have been communicated to you.
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Pooling investments, including the use of collective investment vehicles and
shared services

We confirm that all investments in pooling arrangements, including the use of collective
investment vehicles and shared services, meet the criteria set out in the November 2015
investment reform and criteria guidance and that the requirements of the LGPS

Management and Investment of Funds Regulations 2016 in respect of these investments
has been followed.

J. Actuarial valuation

1. The latest report of the actuary Barnett Waddingham as at 31 March 2019 and dated 27
March 2020 has been provided to you. To the best of our knowledge and belief we
confirm that the information supplied by us to the actuary was true and that no significant
information was omitted which may have a bearing on his report.

Yours faithfully,

Caroline Holland

Director of Corporate Services

Councilor Peter McCabe

Chair of the Standard and General Purposes Committee
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Statements of Responsibilities

The Council’s Responsibilities

The Council is required:

1. To make arrangements for the proper administration of its financial affairs and
to ensure that one of its officers has the responsibility for the administration of
those affairs. In this Council, that officer is the Director of Corporate Services.

2. To manage its affairs to secure economic, efficient and effective use of
resources and to safeguard its assets.

3. To approve the Statement of Accounts.

1.1 The Director of Corporate Services’ Responsibilities

The Director of Corporate Services is responsible for the preparation of the Council’s
statement of accounts in accordance with proper practices as set out in the
CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United
Kingdom (the Code).

In preparing this Statement of Accounts, the Director of Corporate Services has:
1. Selected suitable accounting policies and then applied them consistently;
2. Made judgements and estimates that were reasonable and prudent;
3. Complied with the local authority Code of Practice.

The Director of Corporate Services has also:
1. Kept proper accounting records which were up to date;

2. Taken reasonable steps for the prevention and detection of fraud and
other irregularities.

1.2 Certification of Responsible Finance Officer

| hereby certify that the Statement of Accounts give a true and fair view of the
financial position of the Council at the accounting date and its income and
expenditure for the year ended 31t March 2020.

Signed

C Holland
Director of Corporate Services
30 September 2020
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1.3 Approval of Accounts by Standards and General Purposes
Committee

| hereby certify that the Statement of Accounts has been approved by resolution of
the Standards and General Purposes Committee of the London Borough of Merton in
accordance with the Accounts and Audit (England) Regulations 2015 and the
Accounts and Audit (Coronavirus) (Amendment) Regulations 2020.

Signed

Peter McCabe
Chairman Standards and General Purposes Committee
30 September 2020

Further information about the accounts is available from:

Director of Corporate Services
8t Floor

Merton Civic Centre

London Road

MORDEN

Surrey

SM4 5DX

Or, alternatively, please ask for Stephen Bowsher on 020 8545 3531
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Agenda Iltem 5

Committee: Standards and General Purposes

Date: 5 November 2020
Wards:

Subject: Whistleblowing Policy review

Lead officer: Caroline Holland- Director of Corporate Services

Lead member: Chair of Standards and General Purposes Committee
Contact officer: Margaret Culleton Head of Internal Audit
Margaret.culleton@merton.gov.uk

Recommendation:

The Committee comments upon and approves the revised Whistleblowing policy and
comments on the Whistleblowing process.

1 PURPOSE OF REPORT AND EXECUTIVE SUMMARY

1.1 The attached Whistleblowing policy has been reviewed and updated for
approval by the Standards and General Purposes Committee. This policy forms
part of the Councils Anti-Fraud and Anti-Corruption arrangements.

1.2  In May 1995 the Nolan Committee issued a report on the Standards in Public
Life: Local Public Spending Bodies. This report made a number of
recommendations, some sector specific and others more general in nature. The
Nolan Committee recommended that Local Authorities should institute Codes of
Practice on Whistleblowing, which would enable concerns to be raised
confidentially inside and if necessary outside the organisation.

2 DETAILS

2.1 A Whistleblowing commission was established in February 2013 by the charity
Protect to review the effectiveness of existing arrangements for workplace
Whistleblowing and make recommendations for change.

2.2 They issued a report in November 2013 with recommendations to the secretary
of state and a recommended Code of Practice. This code sets out practical
guidance for the raising, handling, training and reviewing Whistleblowing
arrangements.

2.3  An effective and positive whistleblowing culture has the following advantages:

° Detects and deters wrongdoing;

° Provides information to managers so they can make decisions and
contain the risk;

° Demonstrates to stakeholders that Merton is serious about good
governance;
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2.4

2.5

2.6

2.7

2.8

2.9

2.10

° Reduces the chance of anonymous or malicious leaks;
° Reduces the chance of Legal claims against the Council; and

) Clear whistleblowing arrangements are likely to help with a defence
under the Bribery Act 2010.

CIPFA’s guide on Delivering Good Governance, recommends the following is
considered as part of its Annual Governance Statement

° Ensure that effective arrangements for Whistleblowing are in place to
which officers, staff and all those contracting with or appointed by the
authority have access. That a Whistleblowing policy exists and is
reviewed on a regular basis. The policy is made available to members of
the public, employees, partners and contractors.

The Public Interest Disclosure Act 1998

Employees who blow the whistle on wrongdoing at work are protected from
harassment and victimisation under the Public Interest Disclosure Act 1998.
This Act aims to promote greater openness in the workplace between
employers and workers in dealing with wrongdoing that might arise.

Under the Act, workers are initially required to resolve these concerns with their
employer. Employees are protected from victimisation if in the last resort they
have to take their concerns to an outside body.

A disclosure to a manager or the employer will be protected if the whistleblower
has an honest and reasonable suspicion_that the malpractice has occurred, is
occurring or is likely to occur. The whistleblower will also be protected if they
make their disclosures to an external body as long as they honestly and
reasonably believe that the information and any allegations are substantially
true.

Confidentiality and Anonymous allegations

An important issue addressed in the context of investigating allegations and
dealing with complaints from an informant is that of respecting the anonymity of
the informant, where appropriate or where requested.

Nolan considered it appropriate that anyone should be able to whistleblow
confidentially if they so wish. As long as their complaint appears to have been
made in good faith, their wish for confidentiality should be respected. Without
this guarantee there is a risk that matters of concern could escape investigation,
as people with genuine concerns might be deterred from bringing these
concerns to the attention of the Council.

This approach is further supported by decisions of the court. They have
recognised in certain circumstances the identity of the persons who have made
the complaints or given information to the public or other bodies should not be
revealed (in the course of legal proceedings, for example). They recognise that
disclosure could discourage others from making complaints or giving
information to the proper authorities. It is important to note, however, that a cast
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3.2

3.3

3.4

iron guarantee of confidentiality cannot be given to a whistleblower if a court or
other tribunal directs otherwise.

Whistleblowing review

An Internal Audit review has been conducted across the 5 councils in the
partnership (Merton, Sutton, Kingston, Richmond and Wandsworth). This has
included a review of the Whistleblowing policy and the process followed when a
concern is raised. The outcome of the review for Merton is detailed below.

Whistleblowing policy

Guidance from Cipfa ‘Delivering Good Governance’ recommends that
Whistleblowing policies are reviewed regularly.

A review of Merton’s Whistleblowing Policy has previously been undertaken on
a regular basis, it was last reviewed in 2018. A review of the policy has been
included in the wider review of the whistleblowing process during 2020/21, this
has included checking the policy against best practice and other partnership
Councils policies. The proposed changes to the policy are detailed below. (See
Appendix A for revised policy).

e Section 6- The stages to follow when raising a concern has been made
clearer, i.e. initial concern with your line manager.

e Section 10 —This section details what to do if they have raised the
concern but feel it haven’t been resolved or the matter is too serious
there are named officers to contact.

e Section 11- details the process and contacts for referrals outside the
Council.

e The amendments above have removed the need to have an appeal
process, which has been removed from the policy.

Process

The review of the process followed by the Council found that there is an
effective process in place, since the last review, this has been further enhanced
by:-

e Monthly whistleblowing meetings attended by the Monitoring Officer,
Head of Internal Audit, Head of HR, Legal and the Head of the SWLFP to
discuss each new allegation as well as progress of current cases.

e Internal Audit have prepared a process flowchart (see Appendix B) to
support the policy. This flowchart sets out the stages to follow from initial
assessment, communication with the whistleblower at each stage of the
process and consideration of action, including timescales.
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3.5

3.6

3.7

3.8

Recording and investigation

A review of the monitoring, recording and investigation process in the Council
found this to be effective. The Council has the following arrangements:-

¢ A Whistleblowing Register of all allegations, held by the Head of Internal
Audit. This register records a summary of the original allegation, date
received and the actions taken.

¢ Merton’s Whistleblowing Register respects and reinforces confidentiality. No

details of the whistleblower are held on the register, it only states whether the
allegation is anonymous.

¢ The Whistleblowing Register is reviewed monthly at the review meetings
mentioned above.

e Regular checks have been undertaken on settlement arrangements with
employees names matched against the list of names held by Internal Audit
on whistleblowers. No matches have previously been found. A check is
currently being undertaken for recent cases. The new monthly meetings will
assist is highlighting any potential matches at an earlier stage.

Communication.

The review looked at how the policy is communicated. This has found that the
policy is available on:-

e the website and intranet. There is a dedicated page on the Councils website,
called Whistleblowing, which provided a brief summary, contact details and a
link to the Councils policy.

o Leaflets and posters have been made available to schools

e notice boards within the Councils Civic Centre

Training

The review looked at the arrangements in place to provide training to officers
and managers in the Council.

e Training has been provided to officers in the Council, recent training has
been attended by HR. Other specific training can be provided to
managers by the audit and fraud partnership.

e On line fraud training is provided to all employees, this includes
information on the Councils whistleblowing arrangements.

Reports to committee

The review included whether the number of cases and the outcome are
reported to committee. At Merton, it was found that:-

e The number of Internal Corporate fraud cases are reported annually at
Standards and General Purposes Committee in the Head of Internal
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4.1

5.1.

5.2.

Audit Annual Report. The figures reported include all numbers logged on
the whistleblowing register.

Details from the last 2 years previously reported and current details for
2020/21.

Corporate Internal Fraud cases and outcome

2018/19 | 2019/20 | 2020/21
(to Oct)
Disciplinary 1 1 0
(dismissed)
Resigned 0
Prosecutions in
progress
No further action 5 3
In progress 7 10
Total 14 18 18

The review has found that Merton’s Whistleblowing arrangements are robust,
the policy has been reviewed and updated for Committee approval, the
monitoring of cases has been enhanced with regular meetings and cases are
reported to Committee. Communication of the revised policy will be included in
the staff bulletin and the updated policy made available on the Councils website
and Intranet.

Alternative options
None for the purposes of this report.
Consultation undertaken or proposed

Other Local Authorities’ Whistleblowing Policies have been reviewed in the past
for the purposes of updating Merton’s Policy.

Human Resources and Legal Services were also consulted in respect of the
policy review in earlier years.

TIMETABLE
This does not apply.
FINANCIAL, RESOURCE AND PROPERTY IMPLICATIONS

The costs of dealing with Whistleblowing allegations and the publication and
promo