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Agenda Item 9

CONFIDENTIAL

Paper title:

External Audit Year End Report

Board/Committee:

Group Audit and Risk Committee

Date of meeting:

05 November 2020

Author(s): KPMG
Sponsor(s): Richard Flatman, Group Chief Financial Officer
Purpose: For Review

Recommendation:

The Committee is asked to note the External Audit year end
report

The audit of London South Bank University is almost complete and KPMG present a
draft of their Year End Report. This will be updated up to the date of signing the
accounts as their work and review is completed.

Recommendation:

The Committee is asked to note the External Audit year-end report.
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To the Audit and Risk Committee of London South Bank University

We are pleased to have the opportunity to meetwith you on [insertdate] to discuss
the results of our auditof the consolidated financial statements of London South Bank
University (the ‘University') and its subsidiaries (the ‘Group’), as atand for the year
ended 31 July 2020.

We are providing this report in advance of our meeting to enable you to consider our
findings and hence enhance the quality of our discussions. This reportshould be read
in conjunction with our auditplan and strategy report, presented on June 2020. We
will be pleased to elaborate on the matters covered in this report when we meet.

r auditis progressing well with a number of significantareas complete, howeverwe
(v have some audittesting to complete and work is ongoing inrelation to the
(Rluation of the pension liabilityand going concern assessment. Asummary of
eutstanding matters is listed on page 3. Subject to your approval of the financial
©@tements, we expect to be in a position to sign our audit opinion providing the
©0tstanding matters noted on page 3 of this report are satisfactorilyresolved.

We expect to issue an unmodified Auditor's Reporton the financial statements.

We draw your attention to the importantnotice on page 3 of this report, which
explains:

* The purpose ofthis report;

* Limitations onwork performed;and

+ Restrictions on distribution ofthis report.
Yours faithfully,

[Personal signature]

Fleur Nieboer

November 2020

KPMG

DRAFT ISSUED

How we have delivered audit quality

Audit quality is at the core of everything we do at KPMG and we believe that it is not
justaboutreaching the rightopinion, but how we reach that opinion. We consider risks
to the quality of our auditin our engagementriskassessmentand planning
discussions.

We define ‘auditquality’ as being the outcome when audits are:

— Executed consistently, in line with the requirements and intent of applicable
professional standards within a strong system of qualitycontrols and

— All of our related activities are undertaken in an environmentof the utmostlevel of
objectivity, independence, ethics and integrity.

Some of the ways in which we drive audit quality are demonstrated throughoutour

reportandinclude: *—“'

™~ Q avi
Understanding Quality
the entity reviews

| 8

Robust
challenge
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mportant notice

( 3\
This report is presented under

the terms of our audit
engagementletter.

— Circulation ofthis reportis
restricted.

— The content of this report
is based solelyon the
procedures necessaryfor
our audit.

This report has been prepared
for the University's Audit and
Risk Committee, in order to
communicate matters of
Tdterestas required by ISAs
K), and other matters coming
our attention during our audit
work that we consider mightbe
interest, and for no other
rpose. To the fullestextent
permitted by law, we do not
accept or assume responsibility
to anyone (beyond that which
we may have as auditors) for
this report, or for the opinions
we have formed in respectof
this report.

DRAFT ISSUED
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Purpose of this report

This report has been prepared in connection with our audit of the consolidated financial statements of London South Bank University (the
University) and its subsidiaries, prepared in accordance with UK Generally Accepted Accounting Practice, including FRS 102 The Financial
Reporting Standard applicable inthe UK and Republic ofIreland (FRS 102) and the 2019 Statementof Recommended Practice: Acc ounting
for Further and Higher Education (FEHE SORP), as at and for the year ended 31 July 2020.

This report summarises the keyissuesidentified during our auditbutdoes notrepeat matters we have previouslycommunicated to you.
Limitations on work performed

This report is separate from our auditreport and does notprovide an additional opinion on the University's financial statem ents, nor does it
addto or extend or alter our duties and responsibilities as auditors. We have not designed or performed procedures outside those required
of us as auditors for the purpose ofidentifying or communicating anyof the matters covered by this report.

The matters reported are based on the knowledge gained as a resultofbeing your auditors. We have not verified the accuracy or
completeness ofany such information other than in connection with and to the extent required for the purposes of our audit.

Status of our audit

Our auditis not yet complete and matters communicated in this reportmaychange pending signature of our auditreport. We will provide an
oral update on the status of our audit at the Audit and Risk Committee meeting butwould highlightthe following work is still outstanding:

— Valuation of LGPS pension scheme —managementhave reviewed the assumptions and are challenging the discountrate and pay
increase assumptions which would lead to adjustments to the final pension liabilityin the accounts. Work in this area is ongoing and we
will provide an update on this in our finalised reportwhich will be presented to the Group Board.

— Sample Testing - resolution of nine outstanding sampling queries (includes income cut-off, deferred income and journals)
— Tuition Fees - testing of the residual population thatwe have not been able to cover through Data Analytics testing.

— Completeness of Liabilities — outstanding queryin relation to ongoing legal discrimination claim broughtforward by 10 defendants on
disabilitygrounds.

— Completion of KPMG Internal Review procedures including Technical Team review ofthe University's Going Concern assessment.
— Review of the final financial statements and Annual Report.

— Receiptof signed managementrepresentation letter

Restrictions on distribution

The reportis provided on the basis thatit is only for the information ofthe Audit and Risk Committee ofthe University; that it will not be
guoted or referred to, in whole orin part, without our prior written consent; and that we accept no responsibilityto any third party in relation
to it.
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Below we have summarised the impactof Covid-19 on our auditapproach for 2019/20:

Area of the audit Status

Page

Impact on Audit Approach

O®

Financial Statements: Valuations

Covid-19 has the potential to have significantimpacts on the valuations ofinvestments and properties held atfair
value. As the College adopted a valuation accounting policyof deemed costas partof the FRS 102 transition there
have not been any material impacts on valuations. Tangible fixed assets stated atcostless accumulated depreciation
and accumulated impairmentlosses. There are risks relating to the correct categorisation of capital spend, useful
economic lives (UELs) applied and recognition of any impairments recognised. The pandemic has nothad any
material impacts on these judgements.

@

nancial Statements: Pensions

N6E abed

10

For LGPS schemes, Covid-19 has increased volatilityin assetmarkets. The net pension liabilityincludes an estimate
of the institution’s share ofthe overall pension scheme’s assets. Initial valuations are prepared based on an
estimated rate of return on assets. We reviewed the appropriateness ofthe key assumptions made by, and validated
the methodologyused by, the scheme actuaries with the use of a KPMG Actuary. However, we understand that
managementhave reviewed the assumptions and are challenging the discountrate and pay increase assumptions
whichwould lead to adjustments to the final pension liabilityin the accounts. Work in this area is ongoing.

@

Financial Statements: Going
Concern

11

Covid-19required the University to cease some ofits services in the wake of the lockdown with the UK. For 2020-21
itis expected to still have a significantimpact, with tuition delivery continuing to be provided online and the potential
for reduced studentenrolmentas well as reductionsin the ability to deliver research and events as a resultof social
distancing. We have reviewed and challenged management’s assumptions underpinning the going concern
assessmentand provided the initial assessmentto KPMG technical team. This is currently with the KPMG technical
team for review.

Fnancial Statements: Events
after the reporting period

o

N/A

We have considered whetheritis necessaryto disclose anypostdate events from the effects of the Covid-19
pandemicon the University's operations. We have not identified any subsequentevents that require adjustmentor
disclosure.

Fnancial Statements:
Disclosures

Oo®

N/A

With increased uncertaintyimpacting the University's financial statements as setoutabowe itis importantthat
sufficientinformationis provided to users ofthe accounts to understand how keyestimates and judgments have been
made and the uncertainty associated with them. We have worked with managementto develop the disclosure
provided within the accounting policies and notes to the accounts, especiallyrelating to going concern.

Regularity: impact of Covid-19 on
risk assessment

18

As Universities were required to rapidlyamend their operations in response to Covid-19 there is a risk that financial
control arrangements are notmaintained. Similarly, as a result of anticipated reductions in income some providers
have beenrequired to implementefficiencyprogrammes. We have notidentified any significantrisks relating to
regularity.

KPMG

Document Classification: KPMG Confidential



Section one

summary or findings

Assessment of the control environment )
Significant control deficiencies [1]
Other control deficiencies [2]
Prior year control deficiencies remediated [1]

Significantcontrol deficiencies identified during the auditrelated to:

= Bank Reconciliations - there were a high number ofreconciling items
included acrossthe two main Bank Accounts as at 31 July with total
reconciling items exceeding 1000 lines and the 2019-20 cash balance
understated by £2.9m as a result. We have recommended thatthe University
works to clearthis backlog and posts the necessary adjustments to reduce
any exposure to fraud risk.

We have included recommendationsto address these deficiencies and followed
upGhe status ofrecommendations from our prior year auditin Appendix One.

Q) J
«Q
D
( ] )
I@resentatlons

Ybt are required to provide us with representations on specific matters such as
your going concern assertion. We have provided a draft of this representation
letter to the CFO. We draw your attention to the requirementin our
representation letter for you to confirm to us that you have disclosed all relevant
related parties to us. We expectto askmanagementto provide specific
representations on the Group’s need forany provision for liabilities in res pect of
C:Iaims againstthe Universityor its subsidiaries.

J

Audit adjustments

We identified four unadjusted auditdifferences as a resultof our audit. If corrected
these would increase netassets and surplus by£694k.

We identified O auditdifferences thathave been adjusted.

Further details are setoutin Appendix Two.

KPMG
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msks Risk change
Significant Risks
1. Revenue No change
Recognition
2. Management No change
override of controls |
3. Carrying Value of No Change u
Land and Buildings
4. Valuation of LGPS No Change
Pension Liabilities
5. Going Increased
Concern A

Other areas of audit focus

5. Access and New

participation
expenditure

Key accounting estimates

Net pension liability —Cautious

.

Our findings \

Page 6-11

The results oftesting to date are satisfactory. We
considerthe amountofrevenue recognisedto be
acceptable.

We have noissues to reportin respectof this
work.

We concluded that the carrying value of land and
buildings is materiallycorrect.

The core assumptions used to calculate the initial
pension liabilityare within KPMG’s reasonable
range. We note that managementhave reviewed
the assumptions and are challenging the discount
rate and pay increase assumptions which would
lead to adjustmentsto the final pension liabilityin
the accounts. Work in this areais ongoing.

Work on this area is ongoing. We have reviewed
and challenged assumptions underpinning the
going concern assessment. This is currently with
the KPMG technical team for their review and sig
off.

Page 12

We have noissues to reportin respectof this worl
to date but work is ongoing.

Page 13

We assessed the assumptions made in
determining the initial value of the pension liability|
againstKPMG’s benchmarks. Assumptions were
found to be cautious. We note that management
intend to challenge some ofthe assumptions
which would lead to an adjustmentto the IiabiW
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Revenue recognition

Related risk registerrisks 625. Impactof Gowvt. Education Review on HE funding (among others, including risks related to recruitmenttargets and progression rates)
g Significant audit risk A Planned response A Outeome from audit work )
As presentedto you in our audit plan dated June 2020 we — Tuition fee income
The risk agreedto perform the following auditprocedures: We were able to test the majority of tuition fee
. . Tuition fee income (University only) income using data and analytics routine and no
— Professional standards require us , , issues have been identified to date. Testing of
;_)U to make a rebu_ttable presumption - We ha\(g rgwewgd the completeness offee mcomethrgugh the residual population is outstanding and we
@ ihat the_ f_rau_d r|sk_fro_m revenue reconcmathnswnh the studentrecord sygtem and conflrmed will provide results of our Data and Analytics
D ecognitionis a significantrisk. the app_rpprlateness of_bursary/scholarshlp and feewaw_er work in our final Audit Completion Report.
recognition through review of relevant schemes and policies.
W We have reviewed procedures in place regarding the - Funding council income
8 determination oftuition fee income and will perform Data and .
. . . We were able to agree a sample offunding
Analytics procedures to provide assurance over tuition fee o . .
income. cour_10|l |ncom_eto underlying documentation to
confirm the existence and completeness of
-~ We have reviewed the income recognition for programmes income reviewed. No misstatements were
crossing the year end and any other flexible provision, as identified.
well as considering the income recognition and debtor
recoverability.
Funding council income
-~ Although we have rebutted the presumed risk offraud from
revenue recognition in respectofgrantincome atGroup level
we have remained alertto indications of fraud during the
course of the audit. We have agreed the income received by
the University and South Bank Colleges to the notification
from the Office for Students and the ESFA and verify the
amountreceived to cash receipts.
\ VAN /AN y,
KPMG 6
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Revenue recognition

Related risk registerrisks 625. Impactof Gowvt. Education Review on HE funding (among others, including risks related to recruitmenttargets and progression rates)
(" ) ) . )
Significant audit risk Planned response Outcome from audit work
As presentedto you in our audit plan dated June 2020 we Other Income
The risk agreed to perform the following auditprocedures: We agreed a sample of otherincome transactions
Professional standard . Research grants and contracts to underlying documentation to confirm thatit had
B N ro esl,(smn bs gnblar sreqmret.us Alth h h butted th driskoffraud f been recorded accurately and in the correct
0 make a rebuttable presumption ough we have rebutted the presumed risk offraud from period. No issueswere identified during this
that the fraud risk from revenue revenue recognitionin respectofthe three income streamswe testing
gv) recognition is a significantrisk. willremain alertto indications offraud during the course ofthe '
Q) audit. Research grants and contracts
qc% For material research income we will assess whether research We concluded that the sample ofgrantincome
0w income has been recognised in line with the grant agreement reviewed had been recognised inline with the
© and accounting standards, and classified in the correct reporting grant agreementand in accordance with
%) period. accounting standards. Allitems tested had been
N recorded in the correct period.
Other operating income
We will carry out substantive procedures over other operating
income based upon the nature of the income to confirm the
completeness and accuracyof the income.
. J J y,
KPMG 7
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Management override of controls

Related risk registerrisks N/A
~
(- Significant audit risk ) Planned response (Outcome from audit work )
As presented to you in ouraudit plan —  As aresultof our procedures, including testing of journal entries, accounting
The risk dated June 2020 we agreed to perform estimates and significanttransactions outside the normal course ofbusiness,
the following auditprocedures: no instances offraud or managementoverride were identified.
-U_ E;ﬂ?is:gnmﬂﬁzgggﬁrﬁ;fﬁﬂglre ] We assessed the controls i_n place - N.o i;gues were noted in respectofaccounting policies. Therg have beenno
Q) risk from managementoverride for the approval of manual journals s!gn!f|cantchange§to the methods us.ed to prepare’assumptlons. No
©Q ot controls as significant. posted to the general ledger. significanttransactions thatwere outside the Group’s normal course of
(D business, orthat were otherwise unusual, were identified.
9%} Managementis ina unique - We analysed aIIjournaIs thl’OUgh
(O positionto perpetrate fraud the year using data and analytics
N pecause oftheir ability to and focused ourtesting on those
manipulate accounting records with a higherrisk.
and prepare fraudulentfinancial
statements byoverriding " We assessed the appropriateqess
controls that otherwise appear of changes compared to the prior
to be operating effectively. year to the methods and underlying
assumptions used to prepare
- We have notidentified any accounting estimates.
specificadditional risks of
managementoverride relating = We reviewed the appropriateness of
to this audit. the accounting for significant
transactions thatare outside the
University's normal course of
business, or are otherwise unusual.
\ Y J\_ _J
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Carrying value of fixed assets

Related risk registerrisks

37. Affordability of Capital Expenditure Investmentplans

DRAFT ISSUED

i
N

Scepticism Challenge

G6¢ obed

( ur— -
Significant audit risk

The risk

~

At 31 July 2019 the Group had £295.7m
of fixed assets. The Universityadopted a
valuation accounting policy of deemed
costas part of the FRS 102 transition
there are risks around the valuation,
depreciation and impairmentofthe
University's assets. The University has a
significant capital programme, which
comprisessignificantwork on the London
Road building, project LEAP which will
include the procurementofa new student
record system and CRM, and there are
plans to refurbish the chapel and conduct
capital work at the Skills Centre at South
Bank Colleges.

Further, South Bank Colleges hasa
strategyin place to review the make up of
its estate which will supportthe College’s
long term financial future. It is important
that the University ensures costs are
capitalised appropriatelyand classified
correctly inthe Group financial

Statements.

J

Planned response

As presentedto you in our audit plan dated June 2020 we
agreed to perform the following auditprocedures:

Vouched the accuracy of any capital additions;

Reviewed the appropriateness ofthe useful economic lives
for a sample ofassets and anyimpairmentsidentified by
the Group, the University and South Bank Colleges, and
recalculated the University and South Bank Colleges
depreciation figure as stated in the accounts;

Reviewed the reconciliation thattakes place between the
University's fixed assetregisterand general ledger;

Considered the process and controls in place for
capitalising expenditure and reviewed a sample of
capitalised assets to assess whethertheyhave been
appropriatelycapitalised atthe University and South Bank
Colleges;

Assessed whether assets are presented correctlybetween
assetcategorisations (such as land, building, and
equipment) and assets under construction; and

Agreed the consolidated fixed assets note to the fixed asset
notes of the University and South Bank Colleges.

N\

J

Outcome from audit work

Our testing of capital additions identified a
number oftransactions included as negative
additions to assets under construction (AUC)
that related to assets thathad previously
been broughtinto use (and should now be
fully depreciated).

The total amountwritten off in year of £692k
has beenincluded as an erroron slide 23 as
the amountshould have been written off in
previous periods.

No other misstatements were identified
through our work testing of fixed assets,
therefore we have concluded that balances
are materiallycorrect. We did note a number
of areas were controls could be enhanced,
however, and have included a
recommendation on page 21.

KPMG

Document Classification: KPMG Confidential



Section two

Financial Statements audi - Signincant rsks

DRAFT ISSUED

i
N

Scepticism Challenge

Valuation of LGPS pension scheme

N

Related risk registerrisks 3. Sustainabilityof currentpension schemes
( B
4 Significant audit risk ) Planned response (Outcomefrom audit work to date
As presented to you in ouraudit plan —~  We have included our high level assessmentofkey judgements on page 26.
i dated June 2020 we agreed to perform . . ,
The risk the following audit procedures: — The k_ey assumptlons_used are within KPMG'’s benchrr_lark range. We
_  The University and South Bank _  Evaluated the competencyand considerthe assumptions used to be towards the cautious end of our range.
U Colleges are members ofthe objectivity of the Scheme actuaries —  Weunderstand that management have reviewed the assumptions and
Q  LGPS defined benefitpension ) . are challenging the discount rate and pay increase assumptions which
"(% scheme. The valuation of - Re?"ew‘?d Fhe inputfrom th_e would lead to adjustments to the final pension liability in the accounts.
defined benefitschemesrelies Unlversnylnt_o the calculation ofthe Management will also need to ensurethere are appropriate disclosures
&)J on a numberofassumptions, LGPS valuation; in relation to the change in assumptions in the financial statements.
o mostn_otablyarourjdthe — Utilised KPMG actuarial specialists to Work in this areais ongoing and we will provide an update on this in
actuarial assumptions. At 31 evaluate the key assumptions used our final report that will be presented to the Group Board.
July 2019 the net pension in valuing the net liability;
liabilityfor the Group was
valued at £133.5m. — Agreed the total assets held inthe
LGPS at the year end to confirmation
— ltis critical that the assumptions from the Fund’s auditors:
reflect the profile of the
University's employees and are — Reviewed the records of membership
based on mostrecentactuarial of the scheme as at31 March 2019
valuations. It is also important and reconciled this to the
that assumptions are derived membership figures used bythe
on a consistentbasis year to actuaries in the preparation ofthe net
year, or updated to reflect the liability;
University's currentposition.
The value of assets within the
scheme maybe significantly
affected by the impact of Covid-
\ 19oninvestmentvalues. L ) \

KPMG
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Going concern

Related risk registerrisks 2. Revenue Reduction ifcourse portfolio, and related marketing activity, does notachieve recruitmenttargets
( \ Planned response h Outcome from audit work to date h
Significant audit risk
As presented to you in our audit plan dated — We have reviewed the overall financial position atthe period
The risk June 2020 we agreed to perform the following end, and found that the forecastoutturn was in line with the
ens auditprocedures: budgeted position once one offitems were adjusted for.
~ The Group budgetedincome for — Critically assessed the key assumptions —~  We reviewed management’s assessmentofgoing concern
— 2019/20to be approx. £176.5m made in determining the financial forecast which supported the going concern basis of accounting.
i i for 2020/21; . . . .
o ?:crlcl)ss th_?hUn(l;ver&ty an_d th_e hiah —  We critically evaluated assumptions underpinning the going
QD y |eg]?- E roup maéT?Ts a tégl — Assessed the need for borrowings during concern assessmentand consider thatthey are appropriate
@ e\:e orcas reser\_/es( : -ma 2020/21 and the [University/College]'s and downside scenario is manageable.
@ July2019).At the time of preparing forecastperformance againstloan _ _ . . I
W this plan the University is anticipating covenants: - This work is ongoing with the initial assessment now
© 2 smallimpactto budgeted income ' provided to the KPMG Technical team for review.
~J dueto havingto refund - Critically assessed the recurrentlevel of
accommodation fees for term three operating cash flows expected to be
dueto Covid-19, but still anticipates it generated during 2020/21;
\é\"””dehvfr al surplus Ft)i?ls'tlonhﬂ:? - Critically assessed the scenarios identified
in? 23,{%;;:0 e;ﬁ:ﬁd gu?tzrna by the University resulting from the covid-19
P ye ' pandemicand the University's abilityto
— The impactof Covid-19 remains continue operations;and
uracnerktl%lvr\]/:\t/gr]?t t(;ryuelglfgsri:rlng our -~ Reviewedthe disclosures made bythe
Eigni'ﬁcantreductionsin student University to explain the assumptions made
enrolmentfor the 2020-21 academic in determining whether itis a going concern.
year and a corresponding impacton
the University's income as well as the
ability to deliver teaching, research
\_ _andother services. ) ) \_ )
KPMG 11
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Section two

Financial Statements aud - areas of 10CUS

Access and participation expenditure

Related risk registerrisks None identified
( B
4 Other area of audit focus 1) Planned response (Outcome from audit work to date )
As presented to you in ouraudit plan —  We have reviewed how the provider has identified the expenditure that has
The risk dated June 2020 we agreed to perform beenincurred in delivering the access and participation plan during the year
the following auditprocedures (note any and critically assessed methodologyin place for analysing expenditure
- Office for Students (OfS) that changed as a resultof findings at between the categories ofaccess and participation expenditure, including
O registered providers were interim etc): allocation of staff costs. We considerthe methodologyused to be
g required to prepare an access = Determined how the provider has appropriate.

D ;r;?rﬁzrgt'igg :ttilgrr: gg?}%ﬁ;ﬁ:&ﬁ; Ik:?eeenr?iﬂ:cdutrrrl:;iflpggﬁ\l/;urﬁ;htz':aT(I:Scess —  We have tested a sample ofexpenditure items in orderto assesswhether

% the OfS. These_inclu_de aplan and participation plan during the year: they were correctly related to expenditure on access and participation.

o0 of how much will be invested by . . . — Testing has not identified any misstatements to date. We are now in the
the provider in widening Crltlcallyassesged the met'hodologyln process of finalising our reporting requirements to the OfS.
participation activities. place for analysing e_xpendlture

between the categories ofaccess and

- From 2019/20 onwards participation expenditure;
providers are required to . .
include a note to the accounts " Tested a sample ofexpenditure items
to set out the level of in orderto assesswhetherthey
investmentthat has been made correctly relate to gxp_enditure on
in widening participation access and participation; and
activities. = \Verified that required disclosures as

—  Access and participation setout within the Accounts Direction
expenditure is required to be have been accurately made.
analysed in four categories:
access investment; financial
supportprovided to students;
supportfor disabled students;

\_ andresearchandevaluation. ~ J{_ \ )

KPMG
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Fnancial statements audit - Judgements i &%

We understand that management has reviewed the assumptions provided by the scheme actuary and are challenging the discount rate Scepticism Challenge
and pay increase assumptions which will likely lead to adjustments to the final pension liability in the accounts. Work in this areais

ongoing and we will provide an update on our assessmentofthe final liability in our final report that will be presented to the Group
Board.

Our view of managementjudgement KEY:

Our views on managementjudgments with respectto accounting estimates are based
solelyon the work performed in the context of our auditof the financial statements as Cauti
a whole. We express no assurance on individual financial statement captions. autious

Optimistic

Cautious means asmaller assetor bigger liability; optimistic is the reverse. We have Currentvear Prior vear
only considered material judgements for the purpose of our reporting here. ye ¥e

Nsset/liability Balance Our view of disclosure of
Our view of managementjudgement (Em) (Em) judgements & estimates Further comments
Cautious  Neutral Optimistic Needs Best
| | | | | improvement Neutral practice

(D
o8]
(o} I I I I I ) . L
O Our review of the actuarial assumptionsin the
': ::': prioryear to July 2019 concluded thatthe
assumptions were slightlycautious atboth a
Group and University. For the current year to
July 2020 our initial assessmentofthe
assumptions is thatthese are, overall more
Value_ltion_ of_qet 191 62 cautious thanin the prior year and when
pension liability compared to the central assumptions
considered byour actuarial specialists.
Managementis inthe process ofreviewing the
actuarial assumptions and is challenging the
discountrate and salary inflation assumptions
which we will need to review again before we
conclude ourwork on this area.

m © 2020 KPMG LLP, a UK limited liability partnership and amember firm of the KPMG network of independent member firms affilated with KPMG International Cooperative (“KPMG International”), a 13
Swiss entity. All rights reserved
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Flnancial Statements audit - audit misstatements

A summaryofthe uncorrected auditmisstatements is detailed on
page 23. There are no adjusted audit misstatements. Audit misstatements — Surplus
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The misstatements identified, and their estimated financial impact Type £000
on the surplus, are summarised in the table on the right.

The mostsignificantdisclosure misstatements relate to Reported in FS (1,438)
— Various corrections to the pensions note disclosures Uncorrected misstatements (see page 23)

— Additional disclosuresinrelation to Covid 19 risks and impact
on the going concern assessment

b-i)qine with ISA (UK) 450 we requestthatyou correct uncorrected
(gnisstatements. — CashBalance Factual (2)

%y comments

O© If the uncorrected factual audit misstatements were posted,
o they would increase the surplus by£694k.

— For ourviews on managementestimates —see Page 13. We - Review of AUC Factual (692)
identified that pension liabilitywas cautious.

— Adetailed summaryof corrected and uncorrected audit
misstatements and omissions and errors in disclosure is
included in Appendix Two.

Our assessment 2,132

Adjusted Surplus

Document Classification: KPMG Confidential

Comment

Netimpactof a high number
of reconciling items included
on the year end bank
reconciliations thatshould
have been postedin2019-
20

AUC balances written offin
year that should have been
expensed in prior period
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Section two DRAFT ISSUED

Financial Statements audit - other matters i &%

Scepticism Challenge
Annual report

We have read the contents of the Annual Reportand checked compliance with the requirements ofthe Annual Report and financia |l statements with the Accounts Direction
published bythe Office for Students.Based on the work performed:

* We have notidentified any inconsistencies between the contents ofthe Annual Reportand the financial statements.

* We have notidentified any material inconsistencies between the knowledge acquired during our auditand the statements. As Governors you confirm that you consider that
the annual reportand accounts taken as a whole are fair, balanced and understandable and provides the information necessary for regulators and other stakeholders to
assess the University's performance, business model and strategy.

* The Statementof Corporate Governance and Statementof Internal Control were consistentwith the financial statements and com plywith the guidance setoutwithin the
Accounts Direction, including the addition of new required disclosuresintroduced in the Accounts Direction for 2019/20.

In the course of our auditwork we assessed the qualityof your disclosures in the Statement of Corporate Governance in relation to covid-19 in addition to assessing the quality
of disclosures generally. We have requested additional disclosures in the Corporate Governance Statementprovide a clear description ofthe nature of the impacton the business
nﬁdel and strategy, the impacton financial performance and forecasts, the principal risks arising from Covid-19and how these are monitored.

@Xxiependence and Objectivity

A 260 also requires us to make an annual declaration thatwe are in a position of sufficientindependence and objectivityto act as your auditors, which we completed at
glanning and no further work or matters have arisen since then.

&er matters

We are required under ISA 260 to communicate to you any matters specificallyrequired by other auditing standards to be commu nicated to those charged with governance; and
any other audit matters of governance interest.

Reconfirming materiality

We can confirm that we have completed all our auditwork to the materialitythat we proposed atthe planning stage ofthe aud it, which was a total performance materiality of
£3.3m with an auditdifferences posting threshold of £140k.

Audit Fees

Our fee for the auditwas £121,564 plus VAT (£99,866in 2018/19). Our auditwork is ongoing and additional procedures have be enrequired in some areas, including those
related to the pension assumptions. We will provide confirmation of our final fee once we have concluded our auditfor the Group. We have also completed non auditwork
during the year on tax compliance services and have included in Appendix5 confirmation of safeguards thathave been putinplace to preserve ourindependence.

e 15
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Section three

SUDSIdIares

For the year ended 31 July 2020
we have undertaken the
statutory audit of South Bank
Colleges. South Bank Colleges
is an exemptcharitable company
limited by guarantee. We have
carried out our auditon the
College pursuantto International
Auditing Standards andissue an

~ppinionin accordance with the

Q Companies Act 2006.
o

(DOur group audit has considered
_Nhe accuracy of the consolidation
Cof this companyinto the group
NAccounts. A separate reportwill
be presented to the company's
Audit Committee providing
detailed results of our audit.

s

Planned response

Significantrisks

As setoutinour audit
plan presented on June
2020 we recognised

significantrisks relating to:

Revenue Recognition
Going Concern

ManagementOverride
of controls

Valuation of Pension
Liability

Valuation of Fixed
Assets

~\

DRAFT ISSUED

M
X
Scepticism Challenge

South Bank Colleges

(Outcome from audit work

Outstanding matters

Our audit of this companyremains ongoing. The following are the principal matters
outstanding:

Pensions Testing —we understand thatmanagementare challenging the assumptions used
by the scheme actuarywhich mayresultin an adjustmentin the Accounts. We will need to
review the revised assumptions applied to confirm thatthey are appropriate.

Review of Internal Review procedures and review of Final Accounts
Findingsin response to significantrisks

- Revenue Recognition —we agreed all grantincome to funding agreementwhich resulted in
a conclusion thatfunding income was completelyand accurately stated. Our sample
testing of tuition fee income and year end testing found that transactions were recorded in
the correct period.

- Going Concern — we did notidentify any issues through this review.

- Valuation of Pension Liability— we concluded that the key assumptions were within
KPMG;s benchmarkrange (though we considered the assumptions used by SBC to be
towards the cautious end). We understand thatmanagementare reviewing these
assumptions which mayresultin an updated valuation of the pension liability. We will
provide an update on this in our final reportto the Group Board.

- Managementoverride of controls — we did not identify any instances of management
override.

- Valuation of Fixed Assets — we identified one item of capital expenditure £23k within our
sample testthathad been expensed in year. No other misstatementwere identified.

We raised two unadjusted misstatements, relating to correction of capital expenditure £23k

\that had been expensedinyear and a classification error between prepayments and creditorsj

\
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SW4

DRAFT ISSUED
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Scepticism Challenge

N

For the year ended 31 July 2020
we have undertaken the statutory
auditof SW4.

We have carried out our audit on
SW4 pursuantto International
Auditing Standards and issue an
opinionin accordance with the
Companies Act 2006.

Our group audit has considered the

accuracy of the consolidation of

this companyinto the group
—Grecounts.

Planned response
Significantrisks

As setoutinour auditplan
presented onwe recognised
significantrisks relating to
managementoverride of
controls and fraud from revenue
recognition.

Outcome from audit work

Accounts

Findingsin response to significantrisks:

revenue recognition through testing of SW4 income.

LSBU Group Accounts.

) \_ There are no other significantfindings.

Outstanding matters: Completion of KPMG internal review checks and review of final

- Managementoverride —as a result of our procedures, including testing ofjournal
entries, accounting estimates and significanttransactions outside the normal course
of business, noinstances of fraud or managementoverride were identified.

-~ FraudulentRevenue Recognition - We did not identify any instances of fraudulent

We raised one auditadjustmentrelating to posting errorwhere £141k of SW4 staff costs
were posted to SBC. This has eliminates on consolidation, therefore no netimpacton the

J

\.

7 obe

SBUEL

N

For the year ended 31 July 2020
we have undertaken the statutory
auditof SBUEL.

We have carried out our audit on
SBUEL pursuantto International
Auditing Standards and issue an
opinion in accordance with the
Companies Act 2006.

Our group audit has considered the
accuracy of the consolidation of
this companyinto the group
accounts.

s

J

\
p
Planned response

Significantrisks

As setoutinour audit
plan presented onwe
recognised significant
risks relating to
managementoverride of
controls and fraud from
revenue recognition.

/)
J

J

Outcome from audit work

Outstanding matters: Completion of KPMG internal review checks and review of final Accounts

- ManagementOverride of control — we have notidentified any instances of management

override.

+ FraudulentRevenue Recognition —we identified two misstatements. There were several
invoices raised on 31/7/2020 amounting to a total value of £33k which related to August2020.
This has not yet been adjusted. We also identified thatadjustmentto provide for 90% of all

sales ledger debts still outstanding had notbeen processed.

\

KPMG
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JSe orfunds
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Scepticism Challenge

As the University receives funding from the Office for Students and Research England we are required to provide an opinion as to whether public sector funding received has
been utilised in accordance with the associated terms and conditions. We have setout below a summaryof the work performed and findings from our work:

We compared the financial performance for the year to
budgetand the cause of variances. No issues raised.

We reviewed the University's correspondence with the
Office for Students during the year. We have not
identified a use of funds risk through this.

We reviewed the reports produced by internal audit
-Guring the year to considerwhetherthere were any
atters raised thatmay demonstrate funds were not
sed appropriately. We noted that there were a
number of critical recommendations raised during the
c‘%aar relating to core financial systems including
JRayroll, accounts payable, journals approval. However,
these did not resultin funds not being spentin line with
funding conditions and do notimpacton our use of
funds opinion. Within our audit we did not place
reliance on any of these such controls and have
instead performed substantive testing over the income,
expenditure, debtors and creditors balances as a
result.

We confirmed that there are appropriate policies and
procedures in place, including provision of
whistleblowing and anti-fraud and bribery
requirements.

We assessed whetherthere were appropriate controls
in place for the managementofexpenditure, including
findings from our payroll and non-payexpenditure
work. We did not identify any controls deficiencies that
impacted the use of funds opinion.

We confirmed that an up to date register of interests
was in place and whetherthere had been any
transactions with related parties during the year. No
risks were identified relating to transactions with
related parties.

We have notidentified any matters thatwould require us to modify our opinion in respectof use of funds.

Document Classification: KPMG Confidential

As part of our substantive auditprocedures we
undertook sample testing ofresearch income and
expenditure. We confirmed thatexpenditure incurred
againstfunding received was utilised for appropriate
purposes/commenton any exceptions identified and
impact.

We reviewed a sample of manual journals posted
during the year to verify that they were appropriate and
that controls had operated as expected.

From our journal substantive testing at South Bank
Colleges, we identified a paymentof £2,500 that was
made to an employee legal cost. We found that the
College had notcompleted assessmentas to whether
this was in line with funding agreement prior to
payment. KPMG is of the opinion thatthe College is
not allowed to make such payments out of the funding
received form ESFA, and that this falls outside the
remitof the College. As no otherissues were identified
in respectof use of funds we consider this to not to be
material misuse offunds, therefore there is onimpact
on the auditopinion.
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Appendix One DRAFT ISSU

Recommendations raised and followed up

Priority rating for recommendations

(1) Priority one:issues thatare fundamental and Priority two: issues thathave an important (3] Priority three: issues thatwould, if corrected,
material to your system of internal control. We effect on internal controls butdo not need improve the internal control in general butare
believe that these issues might mean thatyou immediate action. You may stillmeeta system not vital to the overall system. These are
do not meeta system objective or reduce objective in full or in part or reduce (mitigate) a generallyissues of bestpractice that we feel
(mitigate) arisk. riskadequatelybut the weakness remains in would benefityou if you introduced them.

the system.

The recommendations raised as aresultofourwork in the currentyear are as follows:

Issue, Impact and Recommendation Management Response / Officer / Due Date

(1) Bank Reconciliations ICT, supported by an external supplieris working to
deliver a solution to the problemsthe team have
had with posting and reconciling bank transactions.
Work is underway and was originallydue to be
completed by the end of July but has proved to be
more complexthan thought. The projectteam now
have a detailed understanding ofthe data and

NN There were a high number ofreconciling items included on the two main bank accounts as at31 July 2020
o with total reconciling items acrossthe two statements exceeding 1000 lines and the 2019-20 cash balance
o understated £2.9m as aresult. We understand thatthe high level of reconciling itemsresulted from a
backlog of transactions following an issue wherebycard payments had initiallybeen processed to the old
bankaccounts,compounded bystaff absence.

We recommend thatthe University works to clear this backlog and posts the necessaryadjustments to expect to be able to start testing by 5™ November.

reduce any exposure to fraud risk. The University should ensure thatthere are appropriate processesin Arevised date is shown as 30 November to allow

place to complete reconciliations on a timelybasis going forward. time to fully test the solution and ensure thatit
facilitates the accurate posting and reconciliation of
banktransactions.

Responsible: Natalie Ferer/Julian Righy
Due Date : 30" November 2020.
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Appendix One

Recommendations raised and followed up

L0t sbed

Issue, Impact and Recommendation

Management of Fixed Assets

We identified a numberofareas in which controls around management offixed assets could be
enhanced:

- We recommend thatthe process for undertaking an annual impairmentreview is formalised, and
considers the full Universityestate. This was notin place in advance of the year end audit, though
we note that the review was subsequentlycompleted. We recommend thatmanagementensures
formal process are in place to complete and documentthe impairmentreview. This review should
consider each ofthe indicators ofimpairmentlisted in FRS 102 section 27.0.

- Given the extent of capital works currently being undertaken both at University and Group level, we
further recommend thatthis review also includes balances held within AUC. This should include
consideration ofimpairmentand whether any assets are now broughtinto use. Our testing of
capital transactions identified a number of negative additions relating to assets thathad previously
been broughtinto use (and should now be fully depreciated), thus highlighting failure to review
AUC balances onatimelybasis. The £692k written off in year has beenincluded as an erroron
slide 26.

- At the time of our interim auditin June South Bank College had notprocessed capital additions due
to workload, and while an exercise was subsequentlyperformed atyear end we did identify one
addition below our reporting threshold thatwas notincluded. We recommend that processes are
putin place to ensure assets are capitalised on atimelybasis.

DRAFT ISSUED

=
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Management Response / Officer / Due Date

Agreed, the recommendation will be implemented in full

Responsible: Natalie Ferer

Due date: June 2021 for 2020/21 year end

w

Journal Approval

An automated approval workflow is in place for all G6 journals. However, as the useris required to
selectthe type of journal, if the journal type G6 is not selected the automated approval workflow is not
triggered. Managementhave introduced a review of non-G6 journals on amonthlybasis, however due
to workload we did not see evidence that this had operated throughoutthe period. We recommend that
the review of non-G6 journals on a monthlybasis is reintroduced. This should be reviewed by the
Financial Controller or Head of Financial Accounting to provide assurance thatthe control has
operated effectively.

In line with the GL journal procedure, the team will
continue to monitor use ofthe unapproved G5 journals
which will be reviewed retrospectively and cases on nhon
compliance addressed. will be reviewed o ensure
someone inthe Financial Accounting team carries out
this task each month.

Responsible person : Sally Black/Rebecca Warren

Due date: December 2020
21
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Appendix One

Recommendations raised and followed up

We have also follow up the recommendations from the previous years audit, in summary:

Total number of recommendations

Number of recommendations implemented

DRAFT ISSUED
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Number outstanding (repeated below):

Issue, Impact and Recommendation

Management Response / Officer /
Due Date

Current Status (November 2020)

The pensions assumptions used byBarnett Waddingham are derived by qualified
actuaries based on anumber offactors. The judgementinvolved in forming these
assumptions and the size of the University's pension liabilitymean thata small
variance could resultin a material impacton the financial statements.
Managementcurrently presentthe assumptions used in the calculation ofthe
pension provision to the Audit Committee for approval, however this does not
contain detail on the extent to which managementhas challenged the
assumptions to ensure theyare appropriate for LSBU. We recommend that
managementdocumentin more detail the precision with which they review the
pensions assumptions and challenge the actuaries on the assumptions theyhave
set. Specifically, they should perform an assessmentof membership numbers to
ensure thatthe rolled forward numberand assumptions applied are in line with
current year figures. Additionally, managementshould challenge the actuaryon
their estimate ofthe return on investmentto determine ifthere would be a
material impactifactual data as received subsequentto year end was used.

1 Impairment review Agreed Superseded
Management's review of buildings to assess whethertheyshow signs of The entire estate will be reviewed at We did not see evidence of formal
impairmenthas historicallyfocused on the Clarence Centre as the only building | leastannuallyfor impairmentand this process forundertaking the annual
U held for commercial purposes. Given the extent of capital works being process willbe documented as a impairmentreview prior to the year
Q) undertaken both at University and Group level the University will maintain an financial procedure. end audit. See recommendation #2 on
«Q increased number ofassets for varying purposes. slide 23.
(D ying pdarp Responsible officer: Natalie Ferer
N We reqommend that'ghe process for l_Jnde_rtaklng the annual impairment review is .
) formalised, and considers the full University estate. Managementshould consider Due date: 31 January 2020
(@6] each of the indicators ofimpairmentlisted in FRS 102 section 27.9 to consider
whetherany indicators applyas partof this process.
2 Review of pension assumptions Agreed Ongoing

We will continue to review the indicative
assumptions final assumptions used by
the

actuaries to ensure thatthey are
appropriate to the University and
subsidiaries, including use of estimates
as they impactonreturns on
investments.

Responsible officer: Natalie Ferer

Due date: 30 June 2020

We note that managementhave
reviewed and challenged assumptions
included in this year’s pension
Accounts were there is a material
impacton the Accounts.

Managementin particular have
challenged the discountrate and pay
increases afterreviewing against
other relevant assumptions.

However, managementalso needs to
putin place a framework for reviewing
assumptions on a consistentbasis.

Document Classification: KPMG Confidential
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Audit differences o
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Under UK auditing standards (ISA (UK) 260) we are required to provide the Audit and Risk Committee with a summaryof unadjusted auditdifferences (including disclosure
misstatements) identified during the course of our audit, otherthan those which are ‘clearly trivial’, which are not reflected in the financial statements. Inline with ISA (UK) 450
we requestthatyou correct uncorrected misstatements. However, they will have no effect on the opinionin ourauditor’s repo rt,individuallyor in aggregate. As communicated
previouslywith the Audit and Risk Committee, details ofall adjustments greaterthan £140k are shown below:

Unadjusted audit differences (£°000)

No. Detail SOCI Dr/(cr) SOFP Dr/(cr) Comments
1 Dr Cash 2,968 | There were a high number ofreconciling items included on the year end bank
Cr Credit 562 reconciliation thatshould have been posted in 2019-20 butwere not, as a resultcash
rirediors (562) | was understated.
CR Debtors (699)
CR Deferred Income (1,705)
CR GrantIncome (31)
g DR Exchange Losses 16
Q DR Other Expenditure 13
A1 "4
_& DR Retained Earnings 692 | Our testing of capital additions identified a number oftransactionsincluded as
o . negative AUC additions thatrelated to assets thathad previouslybeen broughtinto
(o] CR Expenditure (692) use (and should now be fully depreciated). The total amountwritten off in year of
£692k has beenincluded as an error as the amountshould have been written off in
previous periods, therefore expenditure in year is overstated and prior year
expenditure (broughtforward retained earnings) understated.
3 DR Creditors (deferred South Bank Colleges - £310kshould have beenreleased againstDeferred Capital
income)>1 year 310 Grant > 1 year rather than TU Advances < 1 year. As a resultthere was a disclosure
. error with Capital Grants overstated £310kin version 1.
CR Creditors (deferred
) (310)
income) <1 year
4 DR Payable 462 | South Bank Colleges - Classification errorresulting from the incorrectinvoice being
issued byLSBU to SBC. A creditnote was notissued byyear end so expenditure
CR Accrued Income (462) was moved to 7005 which maps to prepayment.
Total £(694) £694

Under UK auditing standards (ISA (UK) 260) we are required to provide the Audit and Risk Committee with a summaryof adjusted auditdifferences (including disclosures)
identified during the course of our audit. The adjustments below have been included in the financial statements. There are no corrected misstatements.

ke 23
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Required communications with the Audit and Risk Gommitiee
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Under UK auditing standards (ISA (UK) 260) we are required to set out certain communications to the Audit and Risk Committee. We have summarised below the required

communications and the status ofthese.

Type Status

Response

Our draft managementrepresentation
letter

Our draft representation letter is included forthe Committee’s review.We have requested additional representations
relating to: to the bestof the Group’s knowledge, no provision expense is required in the group accounts in respectof
the claim broughtagainst South Bank Colleges.

Adjusted and unadjusted audit
differences

We have provided a summaryof auditdifferences in Appendix Two.

©bntrol deficiencies
Q @S

A2 4

We communicated to managementin writing all deficiencies in internal control over financial reporting ofa lesser

magnitude than significantdeficiencies identified during the audit. Details of our recommendations are provided in
Appendix One.

Q
O

Related parties

There were no significantmatters thatarose during the auditin connection with the entity's related parties.

|Aher matters warranting attention by
e Audit and Risk Committee

There were no matters to report arising from the auditthat, in our professional judgment, are significantto the oversight
of the financial reporting process.

Actual or suspected fraud, non-
compliance with laws or regulations
or illegal acts

No actual or suspected fraud involving group or component management, employees with significantroles in group-wide

internal control, or where fraud results in a material misstatementin the financial statements were identified during the
audit.

@

Significant difficulties

No significantdifficulties were encountered during the audit.

Modifications to auditor’s report

0®

None anticipated however our work on going concern has notyet concluded.

Disagreements with management or
scope limitations

0®

The engagementteam had no disagreements with managementand no scope limitations were imposed by
managementduring the audit.

Other information

@

No material inconsistencies were identified related to otherinformation in the annual report, Strategic and Directors’
reports. We have provided a summaryof our findings on page [9].

Breaches of independence

No matters to report. The engagementteam have complied with relevantethical requirements regarding independence.

Accounting practices

Over the course of our audit, we have evaluated the appropriateness ofthe Group’s accounting policies, accounting
estimates and financial statementdisclosures. In general, we believe these are appropriate.

Significant matters discussed

The were no significantmatters arising from the audit.

KPMG
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PENSIoNs o
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We understand that management has reviewed the assumptions provided by the scheme actuary and are challenging the discount rate and pay increase
assumptions which will likely lead to adjustments to the final pension liability in the accounts. Work in this areais ongoing and we will provide an update on our
assessment of the final liability in our final report that will be presentedto the Group Board

With the triennial valuation impacting the financial statements for the year ending 31 July 2020 and volatility in assetvalu es associated with the impactof covid-19 it is important
that the University has appropriatelyassessed the assumptions used to value the net defined benefitpension obligation.

The table below shows the movementin the net pension liabilityfrom 31 July 2019:

31 July 2020 31July 2019
Liability (£°000) (£°000)
E&sentvalue of funded liabilities (390,082) (324,227)
&ir value of plan assets 209,527 205,757
Eét pension liability 180,555 118,470

=
pBeurce: draft financial statements
* Excluding unfunded obligations totalling £10,800k in 2019-20 (£10,885in 2018-19)

Assumptions

We have setout the findings from our review of the assumptions used bythe actuary on the following page. The scope ofthis reportis restricted to a review of the assumptions
adopted for determining the value of the pensions obligations under FRS102 only. In ourview the overall set of assumptions p roposed bythe employer can be consideredto be
cautious relative to our central rates for a typical UK scheme with a duration of 20 years but within our normallyacceptable range. We note that these will be updated whenwe
receive management's actuarial report.

e 25
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PENSIoNS - Local Government Pension scheme e

1
i
We have presented below our initial assessment ofthe actuarial valuation assumptions. This i
1
i

DRAFT ISSUED

ompared to KPMG central assumptions

will be updated in our final report to take into accountany changes thatare made by Outside normally acceptable \Cau“ous Balanced Optinistic i Outside nomuly
managementas noted earlierin our report. range ~- acceptable range
Acceptable range
Employer: London South
. . OVERALL ASSESSMENT OF ASSUMPTIONS FOR FRS 102
Bank University
Fund: London South Bank
University — LGPS o
participation The overall setof assumptions proposed bythe Employer can be considered to be cautious relative to our central rates
Fund Actuary: Barnett for a typical UK scheme with a duration of 20 years but within our normallyacceptable range. i
. ' cautious
Waddingham
: . . Assessmentyvs.
Assumption University KPMG central Commentary KPMG central
0 0 \ . . . .
tiscount rate 1.35% 1.42% The Employer's proposed assumption is considered to be cautious butwithin ®
' our normallyacceptable range.
< . 2.25% 2.00% The Employer's proposed assumption is considered to be balanced and within
=ansion Increases
our normallyacceptable range.
CPl plus 1% In line with long- | We would typically expect salaryincreases to fall in the range of CPI plus 0% to
Salary increases term remuneration [ 2%. The Employer’s assumption is therefore balanced and in line with ()
policy expectations of future salarygrowth.
Club vita curves In line with best | The life expectancies are consistentwith those usedinthe mostrecentLGPS
Mortality — Base tables estimatefund | valuation and can be considered acceptable.
experience
CMI2018 CMI 2019 The Employer has updated the mortality base table assumptions as at31 July
projections model, | projections model, [ 2020 following analysis undertaken bythe Fund Actuary for the Fund valuation
1.25%long-term | 1.25%long-term [as at31 March 2019. The proposed assumptions are considered to be cautious ®
Mortality — Future trend rate, trend rate and | but within our normallyacceptable range.
Improvements smoothing defaultsmoothing
parameterof7 [andinitial addition
and initial addition parameters
of 0.5%
In linewith most | Inlinewith Fund | The Employer has updated the demographic assumptions otherthan mortalityin
Other Demographics recent Fund experience line with the mostrecentFund valuation as at 31 March 2019. The assumptions
valuation are considered balanced and within acceptable range.
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Auditindependence y

|}
Component of audit (all fees exclude VAT) KPMG person present) and can make meeting room bookings subjectto certain
2019/20 2018719 Other relationships
Audit services — statutory audit Number 20
Financial Statements Audit £55,935 £55,000 umber
Going Concern/Covid 19 Impact (Group) £15.000 £- During the year, the following employees were members of our clienthub, Number20
Access and Participation Expenditure £5,000 £- Grosvenor Street
Auditing of accounts of South Bank Colleges £40,680  £40,000 = Steve Balmont
Auditing of accounts of SW4 Catering Ltd £2,034 £2,000 This facility is extended by invitation to senior managementof KPMG auditand non-audit
South Bank University Enterprises (SBUEL) £2.915 £2,866 clients. Audit client members are provided access to the KPMG businesslounge. They are
also allowed to use the bar and restaurantif they wish to do so (i.e., withouta KPMG
Sub-total £121,564 £99,866 - - . . L
- person present) and can make meeting room bookings subjectto certain restrictions
gn audit fees although all food, drink and meeting room bookings mustbe paid for and are charged in
Q)venant compliance £6,000 £6,000 full at normal commercial rates. We do not believe that this facility creates any familiarity
@bsidiarytax computations £4.950 £6,475 threats to our objectivity and independence as auditor.
M otherassurance senvices £29,850  £33,850 Confirmation of audit independence
E othernon-auditservices £40,800  £34,500 We confirm that as of the date of this letter, in our professional judgment, KPMG LLP is
Total fee for Group £162,364 £180,691 independentwithin the meaning ofregulatoryand professional requirements and the

objectivity of the partner and auditstaff is not impaired.

The ratio of non-auditfees to auditfees for the year was 0.3: 1. We donotconsiderthat  Thjs report is intended solelyfor the information of the Audit and Risk Committee ofthe
the total non-auditfees create a self-interestthreatsince the absolute level of fees isnot  ynijversity and should notbe used for any other purposes.

significantto our firm as a whole.
o ] ) ~ We would be very happyto discuss the matters identified above (or any other matters
Facts and matters related to the provision ofnon-auditservices and the safeguards putin rejating to our objectivity and independence) should you wish to do so.

place that bear upon ourindependence and objectivity, are set out the table on the ]
following slide. Yours faithfully

We will confirm our final financial statements auditfee upon conclusion of our auditwork.
Independence and objectivity considerations relating to other matters

There are no other matters that, in our professional judgment, bear on our independence KPMG LLP
which needto be disclosed to the Audit and Risk Committee.

kPG 27
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Auditindependence
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Facts and matters related to the provision ofnon-auditservices and the safeguards putin place that bearupon our independence and objectivity, are setout in the foIIowirm
table (costs inclusive of VAT). *we are confirming final non-auditfees and will provide an update in our Final Audit Completion Report.

|

Description of scope  Principal threats  Safeguards Applied Basis of fee Value of Services
of services to Independence Delivered in the
YE 31.07.2020
Covenant Compliance 1. Selflinterest 1. The fee for the workis not dependenton the compliance with the covenants, Fixed fee £6,000
2. Self Review and is not
3. Management materialto KPMG or LSBU.
2. The work will not involve the preparation ofany financial information which will
be subject
to review.
3. LSBU will be responsible for preparing the covenant compliance statement.
Advice in relation to 1. Management 1.KPMG will not provide any advice on how the transaction should be recordedin  Fixed fee £10,000
AT group 2. Advocacy the
) financial statements from atax perspective. The advice will be supported bytax
«Q law or
) regulation, other precedentor established practice.
I 2. The service will be provided by KPMG professionals who are notmembers of
. the audit
B team.
Subsidiarytax 1. Self-review 1. The service will be provided by KPMG professionals who are notmembers of Fixed fee £4,920
computations 2. Management the audit
team.
2. KPMG will not provide any advice on how the transaction should be recorded in
the
financial statements from a tax perspective. The advice will be supported bytax
law or
regulation, other precedentor established practice
International tax 1. Self-review 1. The service will be provided by KPMG professionals who are notmembers of Time and Materials  £19,850

services

2. Management

the audit

team.

2. KPMG will not provide any advice on how the transaction should be recorded in
the

financial statements from atax perspective. The advice will be supported bytax
law or

regulation, other precedentor established practice.
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Appendix Six

KPMGS auditualty framewark

DRAFT ISSUED
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Audit qualityis at the core of everything we do at KPMG and we believe that it is not justaboutreaching the rightopinion, but how we reach that opinion. To ensure that every
partner and employee concentrates on the fundamental skills and behaviours required to deliver an appropriate and independent opinion, we have developed our global Audit
Quality Framework

- Comprehensive effective monitoring processes

- Proactive identification of emerging risks and

opportunities to improve quality and provide insights

- Obtain feedbackfromkey stakeholders

- Evaluate and appropriately respond to feedback and

findings
Commitment to

continuous

improvement—

- Professional judgement and scepticism

- Direction, supervision and review

- Ongoing mentoring and on the job coaching

- Critical assessment of audit evidence

- Appropriately supported and documented conclusions PO EE Ef
. } ) effective and

- Relationships built on mutual respect efficient audits

- Insightful, open and honest tw o way communications

Commitment

to technical

excellence
and quality service

- Technical training and support delivery

- Accreditation and licensing

- Access to specialist netw orks

- Consultation processes

- Business understanding and industry know ledge
- Capacity to deliver valued insights

Association with
the right clients

Clear standards and
robust audit tools

Recruitment,
development and
assignment of
appropriately
qualified personnel

- Select clients w ithin risk tolerance
- Manage audit responses to risk

- Robust client and engagement acceptance and
continuance processes

- Client portfolio management

-KPMG Auditand Risk Management Manuals
- Audit technology tools, templates and guidance
- Independence policies

- Recruitment, promotion, retention

- Development of core competencies, skills and
personal qualities

- Recognition and rew ard for quality w ork

- Capacity and resource management
- Assignment of team members and specialists

m 2020 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affilated with KPMG International Cooperative (“KPMG International”), a 29

Swiss entity. All rights reserved
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Agenda Item 10

CONFIDENTIAL

Paper title:

Letter of Representation

Board/Committee:

Group Audit And Risk Committee

Date of meeting:

05 November 2020

Author(s): KPMG
Sponsor(s): Richard Flatman — Group CFO
Purpose: For Approval

Recommendation:

The Committee is requested to approve the Letter of
Representation, relating to the audit of the accounts for the
London South Bank University Group, to be signed by the
Chair of the Board of LSBU at the November Board meeting.

Summary:

The Letter of Representation requires the Board to give specific assurances to the
auditors, KPMG, over matters regarding the financial statements and the year end audit.
It should be signed by the Chair of the Board at the time of signing the accounts. The
attached draft letter contains the following items specific to LSBU, with all other items
being standard representations.

e The University’s subsidiary (South Bank Colleges) has received a pre-action claim
for re-imbursement of costs by a developer in respect of the Vauxhall development
project undertaken by South Bank Colleges’ predecessor, Lambeth College
Corporation. The Governing Body believes that any claim is unlikely to succeed and
cannot be financially quantified at the date of signing. To the best of its knowledge
and belief it is satisfied that not provision is necessary in respect of this claim.

e The University has a number of ongoing court cases. The University believes that
these claims are unlikely to succeed at the date of signing. To the best of its
knowledge and belief it is satisfied that no provision is necessary in respect of these

claims.

Recommendation:

The Committee is requested to recommend that the attached letter of representation be
signed by the Chair of the LSBU Board.
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(Letterhead of Client)

KPMG LLP

15 Canada Square
Canary Wharf
London

E14 5GL

[Date]

Dear Fleur

This representation letter is provided in connection with your audit of the Group and University
financial statements of London South Bank University (“the University”), for the year ended 31%
July 2020, for the purpose of expressing an opinion as to whether the financial statements:

i. give atrue and fair view of the state of the Group’s and University’s affairs as at 31 July
2020 and of the Group’s and University’s income and expenditure, gains and losses,
changes in reserves and cash flows for the year then ended;

ii.  have been properly prepared in accordance with UK accounting standards, including FRS
102 The Financial Reporting Standard applicable in the UK and Republic of Ireland, and
with the 2019 Statement of Recommended Practice — Accounting for Further and Higher
Education (FEHE SORP);

iii.  meet the requirements of the Accounts Direction dated 25 October 2019 issued by the
Office for Students; and
iv.  have been prepared in accordance with the Companies Act 2006.

These financial statements comprise the Group and University balance sheets as at 31% July 2020,
the Group and University Statements of Comprehensive Income, the Group and University
Statements of Changes in Reserves, and the Group Statement of cash flows, and notes, comprising
a summary of significant accounting policies and other explanatory notes.

The Governing Body confirms that the representations it makes in this letter are in accordance with
the definitions set out in the Appendix to this letter.

The Governing Body confirms, to the best of its knowledge and belief, having made such inquiries
as it considered necessary for the purpose of appropriately informing itself:

Financial statements

1. The Governing Body has fulfilled its responsibilities, as set out in the terms of the audit
engagement dated 30 March 2017, for the preparation of financial statements that:

e give a true and fair view of the state of the Group’s and the University’s affairs as at the
end of its financial year and of the Group’s and University’s income and expenditure, gains
and losses, changes in reserves and cash flows for the year then ended; and

e have been properly prepared in accordance with UK Generally Accepted Accounting
Practice (including FRS 102), and the FEHE Statement of Recommended Practice;
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e meet the requirements of the Accounts Direction dated 25 October 2019 issued by the
Office for Students; and
¢ have been prepared in accordance with the requirements of the Companies Act 2006

The financial statements have been prepared on a going concern basis.

Measurement methods and significant assumptions used by the Governing Body in making
accounting estimates, including those measured at fair value, are reasonable.

All events subsequent to the date of the financial statements and for which Section 32 of FRS
102 (Events after the End of the Reporting Period) requires adjustment or disclosure have been
adjusted or disclosed.

The effects of uncorrected misstatements are immaterial, both individually and in the
aggregate, to the financial statements as a whole. A list of the uncorrected misstatements is
attached to this representation letter.

Information provided

5.

The Governing Body has provided you with:

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

e additional information that you have requested from the Governing Body for the purpose
of the audit; and

e unrestricted access to persons within the Group and the University from whom you
determined it necessary to obtain audit evidence.

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

The Governing Body confirms the following:

(i) The Governing Body has disclosed to you the results of its assessment of the risk that
the financial statements may be materially misstated as a result of fraud.

Included in the Appendix to this letter are the definitions of fraud, including misstatements
arising from fraudulent financial reporting and from misappropriation of assets.

(if) The Governing Body has disclosed to you all information in relation to:

(a) Fraud or suspected fraud that it is aware of and that affects the Group and the
University and involves:
e management;
o employees who have significant roles in internal control; or
e others where the fraud could have a material effect on the financial statements;
and
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10.

11.

12.

13.

(b) allegations of fraud, or suspected fraud, affecting the Group and the University’s
financial statements communicated by employees, former employees, analysts,
regulators or others.

In respect of the above, the Governing Body acknowledges its responsibility for such internal
control as it determines necessary for the preparation of financial statements that are free from
material misstatement, whether due to fraud or error. In particular, the Governing Body
acknowledges its responsibility for the design, implementation and maintenance of internal
control to prevent and detect fraud and error.

The Governing Body has disclosed to you all known instances of non-compliance or suspected
non-compliance with laws and regulations whose effects should be considered when preparing
the financial statements.

The Governing Body has disclosed to you and has appropriately accounted for and/or disclosed
in the financial statements, in accordance with FRS 102 Section 21, Provisions and
Contingencies, all known actual or possible litigation and claims whose effects should be
considered when preparing the financial statements.

The Governing Body has disclosed to you the identity of the Group and the University’s related
parties and all the related party relationships and transactions of which it is aware. All related
party relationships and transactions have been appropriately accounted for and disclosed in
accordance with FRS 102 Section 33, Related Party Disclosures.

Included in the Appendix to this letter are the definitions of both a related party and a related
party transaction as we understand them and as defined in FRS 102.

The Governing Body confirms that:

(@) The financial statements disclose all of the key risk factors, assumptions made and
uncertainties surrounding the University’s and Group’s ability to continue as a going
concern as required to provide a true and fair view and to comply with FRS 102.

(b) No material events or conditions have been identified that may cast significant doubt on
the ability of the University and the Group to continue as a going concern.

On the basis of the process established by the Governing Body and having made appropriate
enquiries, the Governing Body is satisfied that the actuarial assumptions underlying the
valuation of pension scheme liabilities are consistent with its knowledge of the business and in
accordance with the requirements of section 28 of FRS 102 .

The Governing Body further confirms that:
(a) all significant retirement benefits, including any arrangements that are:
e statutory, contractual or implicit in the employer's actions;
e arise in the UK and the Republic of Ireland or overseas;
e funded or unfunded; and
e approved or unapproved,
have been identified and properly accounted for; and

(b) all plan amendments, settlements and curtailments have been identified and properly
accounted for.
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14. In particular the Governing Body confirms that:

there are no significant matters that have arisen that would require a restatement of the
corresponding figures;

the Governing Body confirms that costs or credits attributable to the agreement of a deficit recovery
plan for the Universities Superannuation Scheme (USS) are calculated using assumptions that are
consistent with its knowledge of the business. In particular, the Governing Body confirms that the
assumptions for assumed salary inflation in each year during the life of the plan and assumed USS
membership changes during the life of the plan are consistent with the University’s projected
employee population profile;

we are not aware of any issues or disputes associated with delivery undertaken by partners which
would impact on the financial statements;

we are of the opinion that the land and buildings included within tangible fixed assets have been
valued appropriately in accordance with the requirements of FRS 102, and to the best of our
knowledge and belief we are satisfied that no impairment provision is necessary in respect of the
University’s estate.

To the best of our knowledge and belief the University has complied with the requirements of the
Charites Act 2011. In particular, the University has disclosed all payments made in relation to
trustees expenses and all “connected institutions and bodies” have been disclosed appropriately.
Furthermore, all serious incidents, as defined under the Act, have been captured and recorded
appropriately.

There are no issues arising from the finalisation of student data for the year ending 31 July 2020
which has been used to produce the University’s 2019 HESA return which would have a material
impact on teaching funding form the Office for Students or English undergraduate fee income
recognised in the financial statements.

We are not aware of any issues relating to the University’s other Office For Students or Research
England funding streams years (e.g. Higher Education) innovation Fund grants which may lead to
a clawback in funding over and above that recognised in the financial statements.

To the best of our knowledge and belief the University has complied with the terms and conditions
of any capital grant funding received during the year and in respect of other capital grant funding
received during the year and in respect of other capital grant funding received in prior years. In all
instances, the University is satisfied that the agreed outputs against which each project will be
assessed will be delivered.

To the best of our knowledge and belief the University has complied with the terms and conditions
of any revenue grant funding (for example research funding) received in recent years and where
agreed outputs are to be delivered as part of the grant agreement, the University has or anticipates
delivering these.

In all material respects funds from whatever source administered by the Group and the University
for specific purposes have been applied to those purposes during the year ended 31 July 2020.
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to the best of our knowledge and belief the University has complied with the Office for Students
guidance for access and participation spend and any spend classified as access and participation
spend is in accordance with this guidance.

The University’s subsidiary (South Bank Colleges) has received a pre-action claim for re-
imbursement of costs by a developer in respect of the Vauxhall development project undertaken by
South Bank Colleges’ predecessor, Lambeth College Corporation. The Governing Body believes
that any claim is unlikely to succeed and cannot be financially quantified at the date of signing. To
the best of its knowledge and belief it is satisfied that not provision is necessary in respect of this
claim.

The University has a number of ongoing court cases. The University believes that these claims are

unlikely to succeed at the date of signing. To the best of its knowledge and belief it is satisfied that
no provision is necessary in respect of these claims.

This letter was tabled and agreed at the meeting of the Governing Body on [insert date].

Yours faithfully,

Jeremy Cope
Chair of the Board
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Appendix A to the Representation Letter of South Bank University: Definitions

Financial Statements
A complete set of financial statements comprises:

Group and University balance sheets as at the end of the period,;

Group and University Statement of Comprehensive Income for the period;

Group and University Statement of Changes in Reserves for the period,;

Group Cash Flow Statement for the period; and

notes, comprising a summary of significant accounting policies and other explanatory
information.

Material Matters
Certain representations in this letter are described as being limited to matters that are material.

FRS 102 The Financial Reporting Standard applicable in the UK and Republic of Ireland states
that:

Omissions or misstatements of items are material if they could, individually or collectively,
influence the economic decisions of users taken on the basis of the financial statements. Materiality
depends on the size and nature of the omission or misstatement judged in the surrounding
circumstances. The size or nature of the item, or combination of both, could be the determining
factor.

Fraud

Fraudulent financial reporting involves intentional misstatements including omissions of amounts
or disclosures in financial statements to deceive financial statement users.

Misappropriation of assets involves the theft of an entity’s assets. It is often accompanied by false
or misleading records or documents in order to conceal the fact that the assets are missing or have
been pledged without proper authorisation.

Error

An error is an unintentional misstatement in financial statements, including the omission of an
amount or a disclosure.

Prior period errors are omissions from, and misstatements in, the entity’s financial statements for
one or more prior periods arising from a failure to use, or misuse of, reliable information that:

a) was available when financial statements for those periods were authorised for issue; and
b) could reasonably be expected to have been obtained and taken into account in the
preparation and presentation of those financial statements.

Such errors include the effects of mathematical mistakes, mistakes in applying accounting policies,
oversights or misinterpretations of facts, and fraud.
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Management

For the purposes of this letter, references to “management” should be read as “management and,
where appropriate, those charged with governance”.

Related Party and Related Party Transaction

Related party:

A related party is a person or entity that is related to the entity that is preparing its financial
statements (referred to in FRS 102 The Financial Reporting Standard applicable in the UK and
Republic of Ireland as the “reporting entity”).

a) A person or a close member of that person’s family is related to a reporting entity if that
person:
i. has control or joint control over the reporting entity;

ii. has significant influence over the reporting entity; or

iii. is a member of the key management personnel of the reporting entity or of a parent
of the reporting entity.

b) An entity is related to a reporting entity if any of the following conditions apply:
i. The entity and the reporting entity are members of the same group (which means that
each parent, subsidiary and fellow subsidiary is related to the others).

ii. One entity is an associate or joint venture of the other entity (or an associate or joint
venture of a member of a group of which the other entity is a member).

iii. Both entities are joint ventures of the same third party.

iv. One entity is a joint venture of a third entity and the other entity is an associate of
the third entity.

v. The entity is a post-employment benefit plan for the benefit of employees of either
the reporting entity or an entity related to the reporting entity. If the reporting entity
is itself such a plan, the sponsoring employers are also related to the reporting entity.

vi. The entity is controlled, or jointly controlled by a person identified in (a).
vii. A person identified in (a)(i) has significant influence over the entity or is a member
of the key management personnel of the entity (or of a parent of the entity).
viii. The entity, or any member of a group of which it is a part, provides key management
personnel services to the reporting entity or to the parent of the reporting entity.

Related party transaction

A transfer of resources, services or obligations between a reporting entity and a related party,
regardless of whether a price is charged.
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Appendix B to the Management Representation Letter of XYZ University

Summary of unadjusted audit differences
Under the requirements of ISA 260 we are required to present any unadjusted audit differences,
other than those which are clearly trifling, to the Audit Committee.

Summary of unadjusted audit differences for the year ended 31 July 2020.

Unadjusted audit differences (£'000)

No. Detail SOCI Dr/(cr) SOFP Dri(cr) Comments

1 Dr Cash 2,968 | There were a high number of reconciling items included on the year end bank
reconciliation that should have been posted in 2019-20 but were not, as a result cash

Cr Creditors (562) was understated.
CR Debtors (699)
CR Deferred Income (1705)
CR Grant Income (31)
DR Exchange Losses 16
DR Other Expenditure 13
2 DR Retained Earnings 692 | Our testing of capital additions identified a number of debit transactions included as
CR Expenditure (692) negative AUC additions that related to assets that had previously been brought into

use (and should now be fully depreciated). The total amount written off in year of
£692k has been included as an error as the amount should have been written off in
previous periods, therefore expenditure in year is overstated and prior year
expenditure (brought forward retained earnings) understated.

3 DR Creditors (deferred South Bank Colleges - £310k should have been released against Deferred Capital
income) > 1 year 310 Grant > 1 year rather than TU Advances < 1 year. As a result there was a disclosure
CR Creditors (deferred error with Capital Grants overstated £310k in version 1.

income) < 1 year (310)
4 DR Payable 462 | South Bank Colleges - Classification error resulting from the incorrect invoice being
CR Accrued Income (462) issued by LSBU to SBC. A credit note was not issued by year end so expenditure

was moved to 7005 which maps to prepayment.

Total £(694) £694

Adjusted audit differences

ISA 260 also requires us to report differences found during our audit which have been adjusted by
management in arriving at the final results for the University. These adjusted amounts need to be
considered by the Audit Committee as they may indicate broader failures in systems of controls
which will need addressing.

There were no adjusted audit differences.
There were also a number of other presentational adjustments made to the accounts following our

review including grossing up of balances and reclassification of other balances. These have all
been adjusted for and are reflected in the financial statements.
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