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This report is addressed to the Authority and has been prepared for the sole use of the Authority. We take no responsibility to any member of staff acting in their individual 
capacities, or to third parties. Public Sector Audit Appointments issued a document entitled Statement of Responsibilities of Auditors and Audited Bodies summarising where 
the responsibilities of auditors begin and end and what is expected from audited bodies. We draw your attention to this document which is available on Public Sector Audit 
Appointment’s website (www.psaa.co.uk).

External auditors do not act as a substitute for the audited body’s own responsibility for putting in place proper arrangements to ensure that public business is conducted in 
accordance with the law and proper standards, and that public money is safeguarded and properly accounted for, and used economically, efficiently and effectively.

We are committed to providing you with a high quality service. If you have any concerns or are dissatisfied with any part of KPMG’s work, in the first instance you should 
contact Neil Thomas, the engagement lead to the Authority, who will try to resolve your complaint. If you are dissatisfied with your response please contact the national lead 
partner for all of KPMG’s work under our contract with Public Sector Audit Appointments Limited, Andrew Sayers (andrew.sayers@kpmg.co.uk). After this, if you are still 
dissatisfied with how your complaint has been handled you can access PSAA’s complaints procedure by emailing generalenquiries@psaa.co.uk, by telephoning 020 7072 
7445 or by writing to Public Sector Audit Appointments Limited, 3rd Floor, Local Government House, Smith Square, London, SW1P 3HZ.
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This Annual Audit Letter 
summarises the outcome 
from our audit work at 
London Borough of Lambeth 
in relation to the 2015/16 
audit year.

Although it is addressed to 
Members of the Authority, it 
is also intended to 
communicate these key 
messages to key external 
stakeholders, including 
members of the public, and 
will be placed on the 
Authority’s website.

Headlines
Section one

VFM 
conclusion

We issued a qualified conclusion on the Authority’s arrangements to secure value for money (VFM conclusion) for 2015/16 on 30
September. This means we are not satisfied that during the year the Authority had appropriate arrangements for securing economy, 
efficiency and effectiveness in the use of its resources as a result of findings in the OFSTED Report  judged services for children in 
need of help and protection, children looked after and care leavers  to be inadequate overall. The HMIP Report concluded that
although improvements had been made since the previous inspection in 2012, the Youth Offending Team had not yet achieved an 
overall satisfactory level of performance. The Authority also reported significant weaknesses in the framework of governance, risk 
management and control and non-compliance with controls

To arrive at our conclusion we looked at the Authority’s arrangements to make informed decision making, sustainable resource 
deployment and working with partners and third parties.

VFM risk areas We undertook a risk assessment as part of our VFM audit work to identify the key areas impacting on our VFM conclusion and 
considered the arrangements you have put in place to mitigate these risks.

Our work identified the following significant matters raised in the PY that remained unaddressed.

— Arrangements in place to secure financial resilience. In 2014/15 weaknesses in internal controls and non compliance with 
policies were highlighted which could have an impact on financial resilience. The Council has previous had reservations 
expressed around its control environment thought it’s Head of Internal Audit Opinion. We conclude that the decision making is
robust and informed and supported by financial reporting processes. However, more work needs to be undertaken to implement 
the proposed changes and to deliver the savings.

— Securing economy, efficiency and effectiveness. Following an inspection of Children’s Services in July 2016, Ofsted has 
concluded that although improvement has been made, not all improvement measures are in place and it is too soon to conclude 
that all recommendations have been addressed effectively. We note that additional senior management capacity since May 
2016 has enabled senior management to make improvements to their processes and systems.

Audit opinion We issued an unqualified opinion on the Authority’s financial statements on 30 September 2016. This means that we believe the 
financial statements give a true and fair view of the financial position of the Authority and of its expenditure and income for the year. 
The financial statements also include those of the pension fund.

Financial 
statements 
audit

There was one material misstatements corrected by the Authority in the course of the audit. This related to a prior year adjustment 
was made for the transfer of the Lambeth Living pension fund liability. This amount should not have been restated in prior year since 
it relates to a transfer in 2015/16, and was therefore reversed.

There was one immaterial audit difference that were not adjusted (£557k) relating to the mis-posting of payments. 

Our audit identified a number of minor amendments focused on presentational errors or improvements for both the Council and the 
Pension Fund. These have all been amended. The Finance Department is committed to continuous improvement in the quality of the 
financial statements submitted for audit in future years.
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Headlines (cont)
Section one

Annual Governance 
Statement

We reviewed your Annual Governance Statement and concluded that it was consistent with our understanding. 

Pension fund audit There were no significant issues arising from our audit of the pension fund and we issued an unqualified opinion on the 
pension fund financial statements as part of our audit report. We also issued an unqualified opinion on your Pension Fund 
Annual Report.

Whole of Government 
Accounts

We reviewed the consolidation pack which the Authority prepared to support the production of Whole of Government 
Accounts by HM Treasury. We reported that the Authority’s pack was consistent with the audited financial statements. 

High priority 
recommendations

We raised two high priority recommendations as a result of our 2015/16 audit work. .  The Authority has responded positively 
to these. These are detailed in Appendix 1.

We will formally follow up these recommendations as part of our 2016/17 work.

Certificate We have received objections to the Authority’s financial statements which we are currently considering. This means that we 
are not yet able to issue our certificate.

Audit fee Our audit fee for 2015/16 was £207,841 excluding VAT. Our fee for the Pension Fund was £21,000 excluding VAT. This was 
in line with the planned fee.
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Follow up of previous recommendations

As part of our audit work we followed up on the Authority’s progress against previous audit recommendations. We intend to follow up our 
recommendations at our interim visit for the 17/18 audit cycle.

Appendix 1: Key issues and recommendations
Appendices

No. Issue and recommendation Management response / responsible officer / due date

1 Cash reconciliations
We identified that while reconciliations were being performed, the 
unreconciled differences had not been cleared or followed up. This 
resulted in the identification of a £10.7 million unreconciled difference.

Recommendation
Ensure that all bank accounts are reconciled, the unreconciled 
difference is cleared on a timely basis and there is oversight and 
follow up of any issues.

Accepted. The fundamental problem is, as outlined in the second risk 
below, that the present configuration of systems packages up the data 
in such a way that it is extremely difficult to track down discrepancies 
(which make up the reconciling balances). Therefore, management of 
this risk is highly dependent on satisfactory conclusion of the system 
configuration – the second risk, below.

That notwithstanding, the Authority is reviewing its governance and 
timetables for reconciliations to ensure that problems are resolved 
earlier.

Responsible officer: Tim Harlock
Due date:30 November

2 AIM System
The AIM system automatically posts cash payments or receipts (from 
the cash book) to the general ledger, and operates alongside the cash 
management system (Oracle reconciliation tool). We noted a failure of 
this automated process in the year which has resulted in a £10.7m 
unreconciled balance. 

Recommendation
We recommend management investigate the root cause of this 
system failure and take necessary steps to resolve as a matter of 
urgency.

Accepted. The Authority has already engaged an external consultant 
to provide analysis of the system-related failings, and initial findings 
are expected in mid-November. Thereupon, and as a matter of 
urgency, appropriate action will be taken to resolve these problems. 
Indicatively, this might mean some level of reconfiguration of the 
present systems, and that would then require more extensive work to 
follow up.

Responsible officer: Tim Harlock
Due date:30 November for consultant report. Action plan to be put in 
place following this.
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This appendix summarises 
the reports we issued since 
our last Annual Audit Letter.

Appendix 2: Summary of reports issued
Appendices

2016

January

February

March

April

May

June

July

August

September

October

November

The External Audit Plan set out our approach to the 
audit of the Authority’s financial statements and to 
work to support the VFM conclusion. 

External Audit Plan (March 2016)

The Audit Fee Letter set out the proposed audit 
work and draft fee for the 2016/17 financial year. 

Audit Fee Letter (April 2016)

The Auditor’s Report included our audit opinion on 
the financial statements including the pension fund 
accounts along with our VFM conclusion

Auditor’s Report (30 September 2016)

The Report to Those Charged with Governance 
summarised the results of our audit work for 
2015/16 including key issues and recommendations 
raised as a result of our observations. 

We also provided the mandatory declarations 
required under auditing standards as part of this 
report.

Report to Those Charged with Governance 
(September 2016)

This Annual Audit Letter provides a summary of the 
results of our audit for 2015/16.

Annual Audit Letter (October 2016)
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