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 Dear Mr Johnson

Annual Audit Letter 2014/15

The purpose of this Annual Audit Letter is to communicate to the members of the Greater London
Authority (the Authority) and external stakeholders, including members of the public, the key issues
arising from our work, which we consider should be brought to their attention.

We have already reported the detailed findings from our audit work to those charged with governance of
the Authority in the 2014/15 Audit Results Report issued on 21 September 2015.

The matters reported here are the most significant for the Authority.

I would like to take this opportunity to thank the officers of the Authority for their assistance during the
course of our work.

Yours faithfully

Karl Havers
Partner
For and behalf of Ernst & Young LLP
Enc
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Relevant parts of the Audit Commission Act 1998 are transitionally saved by the Local Audit and Accountability Act
2014 (Commencement No. 7, Transitional Provisions and Savings) Order 2015 for 2014/15 audits.
The Audit Commission’s ‘Statement of responsibilities of auditors and audited bodies’ (Statement of responsibilities).
It is available from the accountable officer of each audited body and via the Audit Commission’s website.
The Statement of responsibilities serves as the formal terms of engagement between the Audit Commission’s
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 Standing Guidance serves as our terms of appointment as auditors appointed by the Audit Commission.
The Standing Guidance sets out additional requirements that auditors must comply with, over and above those set
out in the Code of Audit Practice 2010 (the Code) and statute, and covers matters of practice and procedure which
are of a recurring nature.
This Annual Audit Letter is prepared in the context of the Statement of responsibilities. It is addressed to the
Members of the audited body, and is prepared for their sole use. We, as appointed auditor, take no responsibility to
any third party.
Our Complaints Procedure – If at any time you would like to discuss with us how our service to you could be
improved, or if you are dissatisfied with the service you are receiving, you may take the issue up with your usual
partner or director contact. If you prefer an alternative route, please contact 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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1. Executive summary

Our 2014/15 audit work has been undertaken in accordance with the Audit Plan we issued on
17 March 2015 and is conducted in accordance with the Audit Commission’s Code of Audit
Practice, International Standards on Auditing (UK and Ireland) and other guidance issued by
the Audit Commission.

The Authority is responsible for preparing and publishing its Statement of Accounts,
accompanied by the Annual Governance Statement. In the Annual Governance Statement
(AGS), the Authority reports publicly on an annual basis on the extent to which they comply
with their own code of governance, including how they have monitored and evaluated the
effectiveness of their governance arrangements in the year, and on any planned changes in
the coming period. The Authority is also responsible for putting in place proper arrangements
to secure economy, efficiency and effectiveness in its use of resources.

As auditors we are responsible for:

· forming an opinion on the financial statements, and on the consistency of other
information published with them; and reviewing and reporting by exception on the
Authority’s Annual Governance Statement;

· forming a conclusion on the arrangements that the Authority has in place to secure
economy, efficiency and effectiveness in its use of resources; and

· undertaking any other work specified by the Audit Commission and the Code of Audit
Practice.

Summarised below are the results of our work across all these areas:

Area of work Result
Audit the financial statements of the Greater
London Authority for the financial year ended 31
March 2015 in accordance with International
Standards on Auditing (UK & Ireland).

On 24 September 2015 we issued an
unqualified audit opinion in respect of
the Authority’s financial statements.

Form a conclusion on the arrangements the
Authority has made for securing economy,
efficiency and effectiveness in its use of
resources.

On 24 September 2015 we issued an
unqualified value for money conclusion.

Report to the National Audit Office on the
accuracy of the consolidation pack the Authority is
required to prepare for the Whole of Government
Accounts.

We reported the findings of our work on
the accuracy of the consolidation pack to
the National Audit Office on 24
September 2015.

Consider the completeness of disclosures on the
Authority’s AGS, identify any inconsistencies with
other information which we know about from our
work and consider whether it complies with
CIPFA/ SOLACE guidance.

No issues to report

Consider whether we should make a report in the
public interest on any matter coming to our notice
in the course of the audit.

No issues to report

Determine whether we need to take any other
action in relation to our responsibilities under the
Audit Commission Act

No issues to report
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As a result of the above we have also:
Issued a report to those charged with governance
of the Authority with the significant findings from
our audit.

On 21 September 2015 we issued our
Audit Results Report in respect of the
Authority.

Issued a certificate that we have completed the
audit in accordance with the requirements of the
Audit Commission Act 1998 and the Code of
Practice issued by the Audit Commission.

On 24 September 2015 we issued our
audit completion certificate.
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2. Key findings

Financial statement audit2.1
The Authority’s Statement of Accounts is an important tool to show both how the GLA and
GLA group have used public money and how it can demonstrate its financial management
and financial health. The GLA group comprises the GLA, Greater London Authority Holdings
Ltd (including GLAP Ltd) and the London Legacy Development Corporation (LLDC).

We audited the Authority’s Statement of Accounts in line with the Audit Commission’s Code of
Audit Practice, International Standards on Auditing (UK and Ireland) and other guidance
issued by the Audit Commission. We issued an unqualified audit report on 24 September
2015.

Our detailed findings were reported to those charged with governance on 21 September
2015.

In our view, the quality of the process for producing the accounts, including the supporting
working papers remains strong. Our audit identified a number of disclosure misstatements
and some minor numerical misstatements which we highlighted to management for
amendment. All of these were corrected during the course of our work. As in the previous
year, the most significant amendments made to the financial statements were the result of
changes made in the accounts of other entities; specifically LLDC. These are detailed within
our Audit Results Report and where relevant, summarised below.

The main issues identified as part of our audit were:

Significant risk 1: Consideration of the risk of fraud

ISA (UK&I) 240 requires that we plan our audit work to consider the risk of fraud. This
includes consideration of the risk that management may override controls in order to
manipulate the financial statements. Our audit procedures and testing of journals and
estimates did not identify any material misstatements, evidence of management bias or
significant unusual transactions.

Significant risk 2: Assessment of GLA group boundary

IFRS 10: Consolidated Financial Statements and IFRS 11: Joint Arrangements were adopted
into the Local Authority Accounting Code of Practice for the first time in 2014/15. These new
accounting standards introduced a number of changes to the classification and accounting
requirements for potential group entities. The Authority was therefore required to revisit its
assessment of the group boundary in the light of these new standards. Specifically, the
Authority needed to give careful consideration to how it accounts for its relationship with E20
Stadium LLP (E20 LLP) within the GLA Group Accounts. The Authority concluded that
following an assessment under IFRS 10 and 11, those entities within the GLA group boundary
remain unchanged from previous periods. With regard to E20 LLP; the Authority’s
assessment of its relationship with this entity concluded that it does not exert control over E20
LLP so that it can influence the returns it receives from that entity and is not a party to any
arrangement that jointly controls the entity. For these reasons, the Authority concluded that
E20 LLP should continue to be accounted for using the equity method within the LLDC group
accounts. We agreed with both of these judgements.

Significant risk 3: Pension Valuations

The Local Authority Accounting Code of Practice and IAS19 require the Authority to make
extensive disclosures within its financial statements regarding the Local Government Pension
Scheme (LGPS) in which it is an admitted body. The Authority’s current pension fund deficit is
a highly material and sensitive item and the Code requires that this liability be disclosed on
the Authority’s Balance Sheet.
Our audit procedures and testing of IAS 19 accounting entries and estimates did not identify



Key findings

EY ÷ 4

any issues that required reporting.

Significant risk 4: Significant accounting judgments and estimates regarding CPO
provisions and VAT recoverability

The financial statements of the GLA Group are based in certain areas on the significant
accounting judgements of the preparers of those accounts. The Compulsory Purchase Order
(CPO) provisions both inherited from the London Development Agency and the London
Thames Gateway Development Corporation and created by the GLA during 2012/13 and
2013/14, are highly material, judgemental balances. Similarly, LLDC disclosed a contingent
liability in 2013/14 around its VAT recovery rate that is subject to ongoing discussion with
HMRC. LLDC is a significant component within the GLA group and therefore the associated
accounting treatment represents a risk of significant error to the group.
Regarding CPO provisions, audit procedures this year focused on the small number of
significant provisions that remain to ensure that the accounting judgements made by
management have not resulted in significant over-provisioning regarding CPO’s as at 31.3.15.
Based on our completed procedures, we were satisfied that there is no indication of
systematic over-provisioning, and that the closing balance is materially accurate.
At the time of concluding our audit, LLDC discussions with HMRC remained ongoing. As the
potential outcomes from these discussions range from a significant loss to a less significant
gain, it is difficult to predict and quantify any potential outcome. The issue therefore continues
to be disclosed as a contingent liability within the GLA group accounts. We agreed with this
treatment based on current information.

Significant risk 5: Property valuations within LLDC and GLAP

The GLA Group Balance Sheet contains property assets which are highly material in nature.
The unique and material nature of LLDC’s Olympic Park non-current assets and the basis on
which they are valued, mean that small changes in assumptions when valuing these assets
can have a material impact on the financial statements. A similar issue arises on GLAP’s
property assets that are classified as property plant and equipment, investment assets or
inventory. The classification impacts directly on the appropriate valuation basis.
There were no issues to report regarding property valuations in GLAP Ltd. With regarding the
LLDC valuations, there was a significant increase in the value of LLDC’s investment property
portfolio. The majority of this increase is associated with the Olympic park asset and the
development zones that are contained. The valuation of this asset increased by £252 million
in 2014/15. As part of the LLDC audit we engaged EY valuation experts to review the
valuation of this asset. As a result, the value was increased by £42 million when an error in
the original valuation was identified.

Significant risk 6: E20 Stadium LLP and impairment of the former Olympic Stadium

E20 Stadium Company LLP, a limited liability partnership between LLDC and London
Borough of Newham was incorporated on 6 July 2013 but did not begin to trade until 2013/14.
The objective of the LLP is to transform and then operate the Olympic Stadium. The share of
the loss in E20 Stadium LLP of £111.838 million in the GLA group accounts is a direct result
of the impairment charge on the Olympic Stadium in the accounts of E20 LLP. This
impairment charge is based on two accounting estimates in the accounts of E20 LLP, both of
these require significant accounting judgements to be made by E20 LLP management: the
estimated total cost of the stadium transformation; and the estimated value of the stadium
post transformation.
There has been a significant increase in the estimated total cost of stadium transformation
since 31 March 2014. The current estimated total cost stands at £272 million (£226 million as
at 31 March 2014); contingency is also held. The majority of the increase has been driven by
roof strengthening costs and various acceleration programmes.
The stadium value, post transformation, has been determined by external, independent
property valuers, based on the E20 LLP 10 year business plan for the operation of the
stadium.  As the stadium is not yet operational, there are necessarily a number of
assumptions and estimates within the business plan which if changed would impact on the
estimated value of the stadium. As part of the E20 LLP audit we undertook sensitivity analysis
procedures on the potential upsides and downsides in the business plan in the context of
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assessing their impact on the estimated valuation.

Based on the information available to us, we concluded that both the upsides and downsides
are judgemental in nature, and that as both upsides and downsides were present the
estimated value of the stadium post-transformation was within a reasonable range. Further
information on performance against the business plan is expected to be available by next
year end which will consequently reduce the amount of judgement involved in this valuation.

Significant risk 7: Localisation of business rates

There were significant changes in the arrangements for business rates from April 2013. One
of the main changes is that individual billing authorities now need to provide for rating
appeals, and precepting bodies such as the GLA take a share of those provisions; 20% in the
case of the GLA. As in 2013/14, GLA officers again undertook detailed procedures to ensure
that the most significant provisions set by the billing authorities in London had been
calculated on a reasonable basis and were supported by appropriate evidence. This
specifically considered a change in regulations introduced in February 2015 under which
appeals had to be lodged before 31.3.15 if they were to be backdated to the date of the 2010
valuation. As expected, this resulted in a significant spike of appeals in the final two months of
the financial year, and an associated increase in the provisions made at London Boroughs.
Overall from the GLA perspective, this resulted in an increase in the GLA share of NDR
appeals provisions of £57.9 million in its draft accounts, taking the year-end balance to
£171.5 million. We fully assessed the construction of GLA's share of NDR appeals provisions
across all London boroughs, focusing on those that form the majority of that balance. Our
main focus has been on the Westminster provision due to the scale of the year-end balance
and of the in- year increase. Our audit procedures and sensitivity analysis on this provision
concluded that the potential scale of the quantified estimation uncertainty present in the
Westminster methodology focusing on a number of key variables. All quantified estimation
uncertainty ranges emerging from this analysis were within an acceptable range.
Given the £50 million net increase to the provision, we considered whether or not this could
be indicative of a Prior Period Adjustment (PPA), with the provision being understated in
2013/14. On balance, our view was that the significant increase in appeals in 2014/15 was
due to cut-off regulations being introduced.  Effectively, this is the key variable that caused
the increase, since this led to an increase in appeals, some of which will inevitably be
successful. When setting the provision in 2013/14, the London Boroughs could not have been
aware that these regulations would be made, with the consequential significant resulting
increase in the provision balance. On this basis we considered that the risk of an undisclosed
PPA was sufficiently mitigated as the key change in estimation basis occurred in 2014/15.

Other key findings:

A deferred tax liability of £52.8 million has been recognised in the 2014/15 group financial
statements. This liability arises within LLDC and is based on the increase in value of LLDC’s
investment properties and the tax liability that will arise when those investment assets are
sold. We reviewed the deferred tax calculation and basis for the liability and had no significant
issues to report regarding the calculation itself.
The Local Authority Accounting Code (under which LLDC and the Authority prepares its
financial statements) is silent on accounting for deferred tax in single entity accounts. Local
authority accounting includes a number of statutory overrides which are designed to ensure
that the general fund is only charged with expenditure as it is incurred, not when a provision
for a future cost is created. There is however no statutory override regarding deferred tax
provisions.
LLDC consulted externally with CIPFA on a proposed accounting treatment that ensured the
appropriate fund would only be charged with tax expenditure as it is incurred, not when a
provision for a future cost is created. Following consultation, CIPFA concluded that the
proposed accounting treatment was not compliant with the Code, and as no statutory override
was in place for a deferred tax charge, the cost of creating the provision must remain in the
general fund.  As a result, LLDC now has negative usable reserves of £37.5 million as at
31.3.15, and this is reflected in the GLA group accounts.
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Value for money conclusion2.2
As part of our work we must also conclude whether the Authority has proper arrangements to
secure economy, efficiency and effectiveness in the use of resources. This is known as our
value for money conclusion.

In accordance with guidance issued by the Audit Commission, our 2014/15 value for money
conclusion was based on two criteria. We consider whether the Authority had proper
arrangements in place for:

► securing financial resilience, and

► challenging how it secures economy, efficiency and effectiveness.

We identified one significant VFM risk during the planning phase of our audit in relation to the
financial resilience criteria. The Olympicopolis Project is being undertaken by LLDC; which is
one of the entities currently within the GLA’s group boundary.

The Olympicopolis Project is by far the most significant project which LLDC will be
undertaking and is one which the GLA has an important strategic, financial and governance
interest in. The main objective of the project is the continued development of the Olympic
Park and the securing of the Olympic legacy.  This is a very large scale project with the
majority of the funding being provided by third parties, including the government, a specific
charitable fund and the educational and cultural bodies involved. In addition to providing
significant funding to the host body, LLDC, the GLA will be required to underwrite the cost of
the project. As a result, the GLA is exposed to any financial and contractual performance
issues arising from this highly significant project.

Our procedures undertaken regarding this significant VFM risk concluded that the
arrangements in place allow GLA to adequately hold LLDC to account at Board and officer
level, including the financial forecasting for the Olympicopolis Project. The GLA is pro-actively
working with LLDC to understand and gain assurance on the project risks, as well as plans in
place to mitigate these risks. We recognise the GLA is still exposed to LLDC’s financial and
operational performance however the governance arrangements in place confirm that the
GLA is managing this risk appropriately.

We issued an unqualified value for money conclusion on 24 September 2015.

Whole of Government Accounts2.3
We performed the procedures required by the National Audit Office on the accuracy of the
consolidation pack prepared by the Authority for Whole of Government Accounts purposes.
We had no issues to report.

Annual Governance Statement2.4
We are required to consider the completeness of disclosures in the Authority’s AGS, identify
any inconsistencies with the other information which we know about from our work, and
consider whether it complies with relevant guidance.

We completed this work and did not identify any areas of concern.
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Objections received2.5
We did not receive any objections to the 2014/15 financial statements from members of the
public.

Other powers and duties2.6
We identified no issues during our audit that required us to use powers under the Audit
Commission Ac 1998, including reporting in the public interest.

Independence2.7
We communicated our assessment of independence to those charged with governance in our
Audit Results Report dated 21 September 2015. 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.
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3. Control themes and observations

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. We have not tested the individual system controls of the Authority as we have
adopted a fully substantive approach to our audit.

Although our audit was not designed to express an opinion on the effectiveness of internal
control we are required to communicate to those charged with governance at the Authority
any identified significant deficiencies in internal control.

We have not identified any significant weakness in the design of an internal control that might
result in a material error in your financial statements of which you are not aware.



Looking Ahead

EY ÷ 9

4. Looking Ahead

There are a number of changes in accounting and auditing requirements that could have a
significant impact on the Authority’s arrangements for the production of its financial
statements. We have outlined what we think are the main challenges below.

Description Impact

Earlier deadline for production and audit
of the financial statements from 2017/18
The Accounts and Audit Regulations 2015
were laid before Parliament in February
2015. A key change in the regulations is that
from the 2017/18 financial year the timetable
for the preparation and approval of accounts
will be brought forward.
As a result, the Authority will need to produce
draft accounts by 31 May and these accounts
will need to be audited by 31 July.

These changes provide challenges for both
the preparers and the auditors of the financial
statements.
The Authority is aware of this challenge and
the need to start planning for the impact of
these changes. This will necessarily include
review of the processes for the production
and audit of the accounts, including areas
such as the production of estimates,
particularly in relation to pensions and the
valuation of assets, the year-end closure
processes and particularly the preparation of
the group accounts.

Highways Network Asset (formerly
Transport Infrastructure Assets):
The Invitation to Comment on the Code of
Accounting Practice for 2016/17 sets out the
requirements to account for Highways
Network Asset under Depreciated
Replacement Cost. This is a change from the
existing requirement to account for these
assets under Depreciated Historic Cost. This
change is to be effective from 1 April 2016.
This requirement is not only applicable to
highways authorities, but to any local
government bodies that have assets which
fall into the definition. This could include, for
example, footways and cycle ways,
unadopted roads on industrial estates, and
street furniture.
This may be a material change of accounting
policy for the Authority. It could also require
changes to existing asset management
systems and valuation procedures.

The Authority should consider whether it
holds any assets that would be classified as
highways network assets and, if so, whether
they have the necessary information to
implement the changes in accounting for
these assets from 1 April 2016.
If the impact of this change in accounting
policy is material, the Authority would also
need to restate the balances for these assets
as at 1 April 2015.
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