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In accordance with International Standards on Auditing (UK) we submit our 
Additional Report to the Audit Committee setting out certain matters 
relating to the audit for the year ended 31 March 2021 that we are required 
to bring to your attention. 

It summarises the results of completing the planned audit approach, 
specific audit findings and areas requiring further discussion and/or the 
attention of the Audit Committee. At the completion stage of the audit it is 
essential that we engage with the Audit Committee on the results of audit 
work on key risk areas, including significant estimates and judgements made 
by Management, critical accounting policies, any significant deficiencies in 
internal controls, and the presentation and disclosure in the financial 
statements.

We look forward to discussing these matters with you at the Audit 
Committee meeting on 23 July 2021, and to receiving your input.

In the meantime if you would like to discuss any aspects in advance of the 
meeting we would be happy to do so. 

We would also like to take this opportunity to thank the Management and 
staff of the Group for the co-operation and assistance provided during the 
audit. We did not encounter any significant difficulties during the audit and 
all requested explanations and documents were provided in a timely manner.

Kyla Bellingall 

16 July 2021

WELCOME

Kyla Bellingall
Partner

t: 0121 265 7220
m: 07786 198735
e: Kyla.Bellingall@bdo.co.uk

Antony McMellon 
Manager

t: 121 354 6206
m: 07929 047342
e: Anthony.mcmellon@bdo.co.uk

INTRODUCTION

The contents of this report relate only to those matters which came to our attention during the conduct of our normal audit procedures which are designed primarily for the purpose of expressing our 
opinion on the financial statements. This report has been prepared solely for the use of the Board and should not be shown to any other person without our express permission in writing. In preparing this 
report we do not accept or assume responsibility for any other purpose or to any other person. For more information on our respective responsibilities please see the appendices.
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OVERVIEW
Executive summary

This summary provides an overview 
of the audit matters that we believe 
are important to the Audit 
Committee in reviewing the results 
of the audit of the financial 
statements for the Group for the 
year ended 31 March 2021. 

It is also intended to promote 
effective communication and 
discussion and to ensure that the 
results of the audit appropriately 
incorporate input from those 
charged with governance.

Our audit work is substantially 
complete and subject to the 
successful resolution of outstanding 
matters we anticipate issuing an 
unmodified audit opinion on the 
Group’s financial statements for the 
year ended 31 March 2021 in line 
with the agreed timetable.

Outstanding matters are set out in 
detail here.

There were no significant changes to 
the planned audit approach and no 
additional significant audit risks 
have been identified.

No restrictions were placed on 
our work.

Final Materiality

Group Materiality was determined 
based on adjusted operating profit 
(as defined in your strictest loan 
covenant).

There was no change to basis of 
calculating materiality and triviality 
from that reported in our planning 
report; the amounts were updated 
to reflect actual results.

EXECUTIVE SUMMARY

Unadjusted audit differences 

We have identified audit 
adjustments at group level which 
are reclassifications in nature and 
have no impact on the surplus and 
net asset position. 

2021
MATERIALITY

£1,450k

CLEARLY TRIVIAL
£29k

0%

Unadjusted differences vs. materiality

Audit scope

Our approach was designed to 
ensure we obtained the required 
level of assurance across the 
components of the group in 
accordance with ISA (UK) 600 
(Audits of Group Financial 
Statements). This objective 
has been achieved.

Total revenue

Total assets
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RISK OVERVIEW
Executive summary

The significant risks of material misstatement in the Group financial statements are set out below. These include those risks which had the greatest effect 
on: the overall audit strategy; the allocation of resources in the audit and the directing of the efforts of the engagement team. Risks that are only significant 
in subsidiaries are considered in the appendices.

Matters that we have identified as being Key Audit Matters (KAMs) will be referred to in our report on the financial statements.

Areas requiring your attention

Significant Audit Risks Key Audit

Matter

Significant 

Management 

Judgement 

Involved

Use of Experts 

Required

Error 

Identified

Control 

deficiencies

identified

Specific 

Letter of 

Representation 

Point

Work 

complete at 

time of 

drafting

Identified at planning

G1. The recoverable amount of 
property developed for sale is 
materially misstated

Yes Yes No No No Yes No

G2. Cost apportionment on 
developments is inaccurate or 
inappropriate leading to material 
misstatement

No Yes No No No Yes Yes

G3. Management override of
controls or bias in accounting 
estimates and judgements leads 
to material misstatement

No Yes Yes No No No Yes

G4. Revenue recognition No Yes No No No No No
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OTHER MATTERS
Executive summary

Financial reporting

• We have not identified any non-
compliance with group accounting 
policies or applicable accounting 
framework.

• No significant accounting policy 
changes have been identified 
impacting the current year.

• Going Concern disclosures require 
further discussion. See page 13.

• During the year we identified a 
prior period adjustment in relation 
to shared ownership property held 
for sale classification on the 
balance sheet. See page 8

Independence and fees

We confirm that the firm and its 
partners and staff involved in the 
audit remain independent of the 
Association and Group in accordance 
with the FRC's Ethical Standard.

Fees summaryOther matters that require 
discussion or confirmation

• Confirmation on fraud, 
contingent liabilities and 
subsequent events.

• Letter of Representation.

£

Audit fee £113,000

Non-audit services:

Other £2,500

Total non audit services £2,500

Total fees £115,500
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Area 2021 2020

Housing Properties Substantive Substantive

Other Fixed Assets Substantive Substantive

Investment Properties Substantive Substantive

Investments Substantive Substantive

Properties for sale Substantive Substantive

Properties for Sale – NRV Substantive Substantive

Trade / Other Debtors Substantive Substantive

Cash and Cash Equivalents Substantive Substantive

Trade & Other Creditors Substantive Substantive 

Borrowings  Substantive Substantive

Deferred Capital Grant Substantive Substantive

Pensions / Provisions Substantive Substantive

Share Capital & Reserves Substantive Substantive

Turnover Substantive & 
controls testing

Substantive & 
controls testing 

Operating costs Substantive Substantive 

Staff costs Substantive Substantive 

Interest payable Substantive Substantive

Capital commitments Substantive Substantive

We obtained our audit evidence through a combination of substantive 
testing, systems and controls testing.

We planned our audit using different testing methodologies depending on the 
area being audited. Our testing can either be substantive, where we directly 
verify items in the profit and loss account and balance sheet, or assurance is 
obtained based on systems and controls testing.

We set out here how we have obtained our audit assurance for the year 
ended 31 March 2021. We also include a comparative to the approach 
undertaken in the prior year.

SUMMARY
Our methodology

Audit methodology used

AUDIT APPROACH

Contents

Introduction

Executive summary

Audit approach

Summary

Audit risks

Significant matters

Accounting practices

Additional considerations 

Audit differences

Control environment

Audit Report

Appendices contents



8 | BDO LLPFutures Housing Group Audit Completion Report for the year ended 31 March 2021

Risk description 

Property developed for sale, including shared 
ownership first tranches and properties developed for 
outright sale, must be held at the lower of cost and net 
realisable value (sales proceeds less costs to sell and 
costs to complete).

Results

We obtained management’s assessment of the net 
realisable value of properties developed for sale and

• for a sample of expected proceeds we agreed the 
amounts involved to supporting documentation or 
compared the expected proceeds to similar 
developments in the same locality.

• for a sample of properties under development, we 
obtained details of the expected costs to complete 
from the scheme budget for that development and 
agreed the budgeted contracted cost of the 
development to the latest contract documentation. 
We compared the incurred expenditure to the 
estimated amount to ensure that the cost to 
complete estimate reflects actual costs.

We also assessed the accuracy of cost forecasting by 
looking at outturn costs compared to budget on 
schemes that completed in the year.

Discussion and conclusion

Properties developed for sale include 12 properties for 
shared ownership sales (FHW 3 schemes & FHL 9 
schemes) and one scheme in LHD developed for outright 
sale.

This review covered all £6.8m of the stock in the 3 
entities. We found the lowest margin expected to be 
achieved was 7% with the average expected margin being 
26%.

During the year BDO identified that the accounting for 
shared ownership properties under construction had not 
been correctly accounted for in the current and prior 
year. The error identified was that no split of the under 
construction was included within properties held for sale 
at year end and instead all presented within Housing 
properties. The error was for £5.2m in the prior year and 
£5.0m in the current year and has been processed by 
management.

Because this risk had the most significant impact on the 
use of resources and the direction of the audit teams 
efforts it is considered to be a key audit matter.

Testing was completed satisfactorily:

• our testing provided us with assurance that property 
developed for sales is being held at the lower of costs 
and net realisable value.

We look forward to discussing the results of our work 
with you.

Due to the volume of 
property developed for 
sale and the level of 
judgement there is an 
inherent estimation 
uncertainty for both 
sales proceeds and 
costs to complete and a 
risk of material 
misstatement

Key Audit Matter

Significant management 
judgement

Use of experts

Unadjusted error

Adjusted error

Additional disclosure required

Significant Control Findings to 

be reported in Mgmnt letter

Letter of Representation point

RISK 1: THE RECOVERABLE AMOUNT OF PROPERTY DEVELOPED FOR 
SALE IS MATERIALLY MISSTATED

AUDIT RISKS
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Risk description

Costs incurred in developing schemes with multiple 
units and multiple tenure types need to be apportioned 
on an appropriate and consistent basis. Where there 
are shared ownership units those costs must be further 
apportioned between the first tranche and retained 
equity elements.

Due to the volume of developments and the level of 
judgement in determining costs apportionments, there 
is an inherent risk of estimation uncertainty, 
complexity and management bias and therefore of 
material misstatement.

There is a risk around profit recognition via cost 
apportionment between first tranche and the retained 
equity on shared ownership plots sold, and between 
units within a development scheme, ensuring that costs 
are apportioned on an appropriate and consistent 
basis.

Details

At 31 March 2021 stock consisted of the following:

• FHL development spend in the year £11.9m

• FHW development spend in the year £5.7m 

Results

We agreed a sample of costs incurred in developing 
schemes during 2020/21 to Stage completion invoices 
or surveyor reports, confirmed that the costs were 
correctly capitalised and agreed that they were 
capitalised into the correct period.

We also reviewed the apportionment of costs to tenure 
types (rental, shared ownership and outright sale 
properties) across a sample of development schemes. 
Our testing ensured that  the method of apportionment 
used was appropriate and consistent and calculated 
correctly for the sample of properties selected.

We have reviewed the disclosures in relation to your 
accounting policies and key judgments and estimates in 
this area.

Discussion and conclusion

Testing was completed satisfactorily:

• Our testing provided us with assurance that the 
costs incurred in developments was supported by 
the invoices received, correctly capitalised and 
included in the correct financial statement period.

• Our testing also demonstrated that the 
apportionment methodology used was in line with 
the applicable accounting standards and industry 
expectations and that it was applied correctly to 
the properties developed in the year.

We look forward to discussing the results of our work 
with you.

This area did not meet the definition of a KAM because 
it did not required significant audit attention.

Due to the volume of 
developments and the 
level of judgement in 
determining costs 
apportionments, there 
is an inherent risk of 
estimation uncertainty, 
complexity and 
management bias and 
therefore of material 
misstatement

Key Audit Matter

Significant management 
judgement

Use of experts

Unadjusted error

Adjusted error

Additional disclosure required

Significant Control Findings to 

be reported in Mgmnt letter

Letter of Representation point

RISK 2: COST APPORTIONMENT ON DEVELOPMENT IS INACCURATE OR 
INAPPROPRIATE LEADING TO MATERIAL MISSTATEMENT
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Risk description

Under International Standards on Auditing (UK) 240, 
there is a presumed significant risk of management 
override of the system of internal controls. 

The primary responsibility for the detection of fraud 
rests with Management. Their role in the detection of 
fraud is an extension of their role in preventing 
fraudulent activity. They are responsible for 
establishing a sound system of internal control 
designed to support the achievement of departmental 
policies, aims and objectives and to manage the risks 
facing the organisation; this includes the risk of fraud. 

Management has the ability to manipulate accounting 
records and override controls that otherwise appear to 
be operating effectively. Due to the unpredictable way 
in which such override could occur, it is a risk of 
material misstatement due to fraud and thus a 
significant risk.

Details

Our understanding is that the most likely areas where 
management override could take place are the posting 
of journals and in the judgements and accounting 
estimates within the financial statements.

Results

We obtained a complete list of journals and, using 
information gathered during the audit and our 
understanding of the entity we target tested those 
journals and adjustments that we considered may be 
inappropriate or unusual. We did this using our data 
analytics tool, Advantage. 

We also reviewed material journals and transactions 
outside what is considered the normal course of 
business. 

We reviewed significant accounting estimates and 
judgements to ensure they were appropriate; 
significant areas are:

No issues were identified as a result of our work.

Discussion and conclusion

Testing was completed satisfactorily. We look forward 
to discussing the results of our work with you.

This area did not meet the definition of a KAM because 
it did not require significant audit attention.

ISA (UK) 240 notes that 
management is in a 
unique position to 
perpetrate fraud.

Key Audit Matter

Significant management 
judgement

Use of experts

Unadjusted error

Adjusted error

Additional disclosure required

Significant Control Findings to 

be reported in Mgmnt letter

Letter of Representation point

RISK 3: MANAGEMENT OVERRIDE OF CONTROLS OR BIAS IN 
ACCOUNTING ESTIMATES AND JUDGEMENTS LEADS TO MATERIAL 
MISSTATEMENT

Estimates Report ref

Useful life of assets Page 18

Investment property valuation Page 19

Pension valuation Page 20

Judgements Report ref

Recoverable amount of properties 
held for sale

Page 8

Cost apportionment on
developments

Page 9

Impairment of property Page 17

Capitalisation of property 
development costs 

Page 17
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Risk description

Contract income

Income from contracts should be recognised in line 
with the terms of the contract and is therefore subject 
to management judgement; we therefore consider 
existence to be a significant risk for those entities 
providing services either externally or to other group 
entities in line with contracts.

Property sales

For proceeds on sale of properties including first 
tranche shared ownership properties and outright sales 
a risk exists relating to the recognition of revenue in 
the correct period. A slowdown in property 
completions may result in sales being recognised when 
anticipated rather than when legally completed.

Market rents

Market rents are potentially subject to more regular 
reviews and changes to rent levels than social housing 
rents, and as such we consider these a higher risk than 
those rentals relating to social housing lettings

Results

Contract income

We have compared the revenue recognised for a sample of 
contracts to the contract terms and conditions to confirm it 
has been recognised on an appropriate basis and within the 
correct accounting period.

We have reviewed the disclosures in relation to your 
accounting policies.

Property Sales

We have tested for a sample the income from property sales 
is recorded accurately and completely.  For example, a 
sample of first tranche sales in the year have been agreed 
back to completion statements and bank receipts. Cut off 
testing has been performed to confirm that sales were 
recognised in the correct accounting period.

Market rents

We have tested a detailed sample of market rent 
transactions to ensure that the income recorded exists and is 
accurate. The sample has been agreed to rental agreements 
and evidence of receipt of income.

Discussion and conclusion

Testing was completed satisfactorily.

Income recognition did not meet the definition of a KAM 
because it did not require significant audit attention.

We look forward to discussing the results of our work with 
you.

ISA (UK) 240 presumes 
that revenue is a 
significant risk due to 
fraud and error.

Key Audit Matter

Significant management 
judgement

Use of experts

Unadjusted error

Adjusted error

Additional disclosure required

Significant Control Findings to 

be reported in Mgmnt letter

Letter of Representation point

RISK 4: REVENUE RECOGNITION 
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FT PLC - RECOVERABILITY OF RELATED PARTY DEBT

Description

As the entity on-lends to the other group entities, the 
principle risk facing the entity is that the group will be 
unable to make interest or principal payments when 
they fall due. This arises from the recoverability of the 
balances on lent to the group and therefore this 
impacts on the entity’s ability to service its debt and 
long term viability

We have therefore spent significant audit effort in 
assessing the appropriateness of the assumptions 
involved, and as such this has been identified as a Key 
Audit Matter.

Due to the principle 
activity is on lending of 
debt to other group 
companies the 
principle risk for FT 
PLC is that debt is not 
recoverable.

Results 
We assessed management’s review of the recoverability of 
related party debt including their review of the group and 
long term viability.

We have reviewed the 30 year forecasts for the group and 
subsidiary entities in order to ascertain if there are any 
threats to the recoverability or potential impairment to 
the intercompany balances.

This incorporated consideration of the forecasts prepared 
by management and challenge of the key assumptions 
based on our knowledge of that business, including 
availability of financing facilities and covenant compliance 
calculations. 

Discussion and conclusion

With regards recoverability of intercompany debt, no issues 
have been identified in the long term viability of the group 
which would impact the recoverability of the related party 
debt.

Key Audit Matter

Significant management 
judgement

Use of experts

Unadjusted error

Adjusted error

Additional disclosure required

Significant Control Findings to 

be reported in Mgmnt letter

Letter of Representation point
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GOING CONCERN

Management's assessment of going concern

Management have made an assessment of going 
concern which includes stress testing of multiple 
scenarios. 

As part of audit procedures we have performed a range 
of procedures to gain assurance on the accuracy of the 
forecasts, including:

• A comparison of actual performance in FY21 against 
the prior period assessment/budget.

• A comparison of budgeted performance for FY22 
against actual performance in FY21.

• A review of key assumptions applied by 
Management, with agreement to supporting 
evidence, including external sources.

• A reconciliation of the FY22 and FY23 cash flow 
forecasts to the underlying I&E budgets.

• Reconciliation of capital commitments and future 
development intentions recognised within the 
audited financial statements and those included 
within the FY22 and FY23 cash flow forecasts.

• Agreement of headroom figures included within the 
cash flow forecasts to the relevant loan agreement. 

• Agreement of forecast loan repayments to audited 
disclosures within the financial statements.

• Re- performed a sample of stress test calculations 
prepared by Management. 

• Considered the appropriateness of sensitivities 
prepared by Management. 

We are required to 
highlight any 
judgements about 
events or conditions 
that may cast 
significant doubt over 
the entity’s ability to 
continue as a going 
concern

Results 

Loan Covenant compliance

Loan covenant calculations for FY22 and beyond were 
obtained and agreed back to the latest business plan. We 
have recalculated the key interest cover and gearing 
covenants for FY22 and FY23 with no discrepancies 
identified. Headroom is significant in all areas:

Cash headroom 

Projected cash flows in FY22 and FY23, when excluding 
aspirational developments and income from property sales, 
continues to be positive with £45m at the end of FY22 and 
£38m at the end of FY23.

Stress testing

No covenant breaches were identified in the multi-variant 
stress testing performed.

Interest cover FY22 FY23

Ratio 138% 160%

Min. required 110% 110%

Headroom £3m £5m

Gearing FY22 FY23

Ratio 57% 57%

Min. 80% 80%

Headroom £93m £102m

Assumption Worst case scenario

Bad debts 2% increase

Voids 1.5% increase

Repairs real inflation CPI + 0.25%

Sales income changes 50% reduction

Management cost real inflation CPI + 0.25%
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GOING CONCERN

We are required to 
highlight any 
judgements about 
events or conditions 
that may cast 
significant doubt over 
the entity’s ability to 
continue as a going 
concern

Discussion and conclusion

We reviewed the forecast of performance against loan 
covenants and the assumptions used. We are satisfied 
that there is sufficient headroom on the loan covenants 
and management do not expect any breaches going 
forwards.

At the time of writing the report we are still considering 
the narrative included in the accounts of FHG and the 
wording for emphasis of matter in the audit opinion. 

We will provide a verbal update at the committee.

Results 

Mitigations

Management assessed available mitigations if a worst 
case were to unfold. This included, but is not limited to:

• deferral/ cancellation of uncommitted development 
spend

• Reducing budget of planned/major works

• Cancellation of project expenditure

• Deferral of cyclical development

These measures gave futures £47m of immediate 
mitigations. This is adequate to mitigate any covenant 
breaches identified in the reverse stress testing.

Material uncertainty

Based on our work performed, we have not identified 
any material uncertainties in relation to the going 
concern basis of preparation adopted by Futures Housing 
and the group. 

During the year the decision was taken to cease trade 
through FGL and transfer the assets and liabilities to FHL 
and FHW. This process began on the 31 March 2021 and 
concluded by 28 April 2021 at which point FGL became 
dormant. Therefore the accounts have been prepared on 
a basis other than that of a going concern with detailed 
disclosure included within the financial statements in 
note 2 to the financial statements. This leads to a 
requirement for a modification of the audit opinion in 
relation to going concern in the current year. 

Other than FGL mentioned above the audit work in 
respect of subsidiary entities is complete and we concur 
with management’s assessment that each entity is a 
going concern.
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There were no additional significant matters arising during the audit thus far. We will provide an update at the Audit and Risk Committee

SIGNIFICANT MATTERS SIGNIFICANT MATTERS
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ACCOUNTING PRACTICES POLICIES 

Financial statements are prepared in accordance with UK Generally Accepted Accounting Practice (UK GAAP), including the Financial Reporting Standard 
applicable in the UK and Republic of Ireland (FRS 102), the Statement of Recommended Practice Accounting by registered social housing providers (Housing 
SORP 2018) and the Accounting Direction for private registered providers of social housing from April 2019. 

Policies

• We have not yet received the group financial statements.  Our review of the accounting policies and key judgements is therefore outstanding

• We have not identified any non-compliance with group accounting policies or applicable accounting framework.
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KEY JUDGEMENTS

Judgement: Impairment indicators

Overview

Asides from the impairment of both Station Road and Mountbatten House, 
management consider that there have been no impairment indicators in the 
year.

Discussion

The audit team reviewed management’s assessment and further considered 
this in light of C-19 and have concluded that management’s assessment is 
appropriate given the facts available to them.

Overview

Key judgements relate to:

• Impairment indicators
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ESTIMATES

Estimate: Useful Economic Lives

Overview

We have reviewed the UEL of the components that has been used by Futures Housing Group in the current year and confirm that the depreciation rate is 
inline with the prior year, with the exception of structure (discussed below).

The UEL is in line with BDO’s expectations for a UEL of each component when benchmarked to the sector (as set out below).

During the year management undertook a review of the estimated useful life of structure, having identified that at 50 years it was at the lower end of 
sector norm and not representative of the group’s stock.  We have reviewed managements assessment of the appropriate of the assessment, including 
evidence from a recent stock condition survey conducted by Savills, and are satisfied that the revised estimate is appropriate for financial reporting 
purposes. As demonstrated in the table above the revised 100 years is within a normal range for the sector.

Discussion

With the exception of Structure, the UEL of components remains unchanged in the year. We are not aware of any events that would give rise to a material 
reassessment of component UELs with rates remaining consistent with the rest of the sector.

Overview

Key estimates relate to:

• The assumptions made in the allocation of costs for mixed tenure developments and the allocation of costs of shared ownership between current and 
fixed assets. (See Page 9)

• the Useful Economic Life (UEL) of components
• Investment property valuation assumptions. 
• The actuarial assumptions used in the LGPS pension liabilities.  

0

20

40

60

80

100

120

140

160

Futures Housing

Minimum

Maximum

Median

Contents

Introduction

Executive summary

Audit approach

Audit risks

Significant matters

Accounting practices

Policies 

Key judgements

Estimates

Estimates

Estimates

Additional considerations 

Audit differences

Control environment

Audit Report

Appendices contents



19 | BDO LLPFutures Housing Group Audit Completion Report for the year ended 31 March 2021

ESTIMATES

Estimate: Investment property valuations 

Overview

Investment properties are held at market value within the financial 
statements in line with section 16.2 Financial Reporting Standard 102 (FRS 
102). Assumptions based on market data are used in the valuation of 
investments. There is a risk that the assumptions used were incorrect.  

Discussion

We have reviewed the investment property valuation and assessed the 
assumptions made by the valuer. We confirmed that Rupert David & Co were 
competent to carry out the valuation. No issues were noted during the 
course of our audit of investment properties. 
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LGPS actuarial assumptions

ESTIMATES

Overview

The assumptions feeding through into the LGPS assumptions are 
based on market conditions and therefore should not have 
significant variations across entities with similar year ends 
(subject to changes in scheme durations and scheme specific 
variations).

These assumptions are ultimately the responsibility of the Board 
but should be set based upon advice given by an actuary.

Discussion

In the management representation letter we request that you 
confirm to us that the valuation of the pension liability is 
calculated with reference to market levels and the most 
relevant demographic and financial assumptions at 31 March
2021.

To support your assessment of whether such a representation to 
us is appropriate, we provide an indication of minimum, 
maximum and most common key actuarial assumptions that we 
have seen from a sample of valuations chosen from a cross-
section of our client base (preparing accounts at 31 March 2021) 
and the position of Futures Housing within the ranges.

This information, taken together with your own understanding 
of the employee and scheme beneficiary profile for the group, 
can be used to highlight possible instances in which a chosen 
assumption may deviate significantly from what might be 
appropriate for your organisation.

We note that the Discount rate and CPI are both tending 
towards higher liabilities. This would therefore indicate that the 
liabilities being recognised are higher than they may elsewise 
be. However, the assumption remains within the overall range 
acceptable to us.
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Fraud

Whilst the directors have ultimate responsibility for prevention and 
detection of fraud, we are required to obtain reasonable assurance that the 
financial statements are free from material misstatement, including those 
arising as a result of fraud. Our audit procedures did not identify any fraud. 
We will seek confirmation from you whether you are aware of any known, 
suspected or alleged frauds since we last enquired when presenting the audit 
plan on 16 March 2021. 

Internal audit

We reviewed the audit work of the Group’s internal audit function to assist 
our risk scoping at the planning stage. We did not identify any significant 
matters that would affect our planned audit approach.

MATTERS REQUIRING ADDITIONAL CONSIDERATION ADDITIONAL 
CONSIDERATIONS 

Laws and regulations

The most significant consideration(s) for your business are Companies Act 
2006, Corporate and VAT legislation, Employment Taxes, Health and Safety 
and the Bribery Act 2010. We made enquiries of management and reviewed 
correspondence with the relevant authorities.

We did not identify any non-compliance with laws and regulations that could 
have a material impact on the financial statements.

Related parties

Whilst you are responsible for the completeness of the disclosure of related 
party transactions in the financial statements, we are also required to 
consider related party transactions in the context of fraud as they may 
present greater risk for management override or concealment or fraud. 

We did not identify and significant matters in connection with related 
parties
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Summary for the current year

We are required to bring to your attention unadjusted differences and we request that you correct them. 

There are no unadjusted audit differences identified by our audit work which we are required to bring to you attention

UNADJUSTED AUDIT DIFFERENCES: SUMMARYAUDIT DIFFERENCES
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We are required to bring to your attention other financial reporting 
matters that the Board is required to consider. 

Comments on narrative disclosure have been feedback to management but at 
the time of writing this report we have not received the updated financial 
statements to confirm these have been processed. Our work is therefore 
outstanding in this area.

A verbal update will be provided to the Audit Committee.

UNADJUSTED DISCLOSURE OMISSIONS AND IMPROVEMENTS
Disclosure omissions and improvements
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ADJUSTED AUDIT DIFFERENCES: SUMMARY
Summary for the current year

There were 5 audit differences identified by our audit work that were adjusted by Management. These are reclassifications therefore did not impact the 
draft surplus before tax and draft net assets. They were:

• Classification of house under construction to held for sale from housing property - £5.0m (See further details on page 8)

• Prior year adjustment due to the classification of house under construction to held for sale from housing property - £5.4m (See further details on page 8)

• Classification of short term investments from cash. These are accounts that have restrictive terms which mean that they do not pass the test of being a 
cash or cash equivalents as they are not accessible within 90 days - £18.0m

The following are the most significant adjusted disclosure matters that were noted:

• Narrative disclosure of pension liabilities assumptions. The following narrative adjustments have been processed:

• The Actuarial gains and losses disclosure did not agree to the report provided by the actuary 

• The employer contributions disclosed in the financial statements did not agree to the actuarial report

All narrative matters noted above have been adjusted in the latest financial statements
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We are required to report to you, in writing, significant deficiencies in internal control that we have identified during the audit. These matters are limited to 
those which we have concluded are of sufficient importance to merit being reported to the Audit Committee.

As the purpose of the audit is for us to express an opinion on the Group’s financial statements, you will appreciate that our audit cannot necessarily be 
expected to disclose all matters that may be of interest to you and, as a result, the matters reported may not be the only ones which exist. 

As part of our work, we considered internal control relevant to the preparation of the financial statements such that we were able to design appropriate 
audit procedures. This work was not for the purpose of expressing an opinion on the effectiveness of internal control.

We have not identified any new significant deficiencies within the internal control environment; an update on prior year points is provided on the subsequent 
pages.

CONTROL ENVIRONMENT: SIGNIFICANT DEFICIENCIES CONTROL ENVIRONMENT
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CONTROL ENVIRONMENT: OTHER DEFICIENCIES 

Area Observation & implication Recommendation Management response

Password parameters It is noted that for the following systems 
the password expiry is 90 days.

- Open Accounts

- Cascade

- Orchard

- CITRIX

Risk that user passwords can become 
known over time to other users. As a 
result, user accounts are at an increased 
risk of being used by persons other than 
the legitimate account owner. 

According to recommended industry 
standards, it is advisable for the 
applications with this level of risk to set 
their password expiry days to 60. 

Discussed with management. Current 
practice is in line with FHG ICT policy 
which sets a 90 day limit on passwords. 
This is reviewed on a regular basis. Not 
considered to represent a significant risk.
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CONTROL ENVIRONMENT: FOLLOW UP OF PRIOR YEAR DEFICIENCIES

Area Issue and impact Original recommendation Progress Management response

User Access –
Open accounts

The Head of Financial Accounting 
has administrator rights and the 
ability to set up new users within
Open Accounts. This is a potential 
segregation of duties risk, for 
example, allowing users with such
privileges to create and approve 
fictitious user accounts used to 
create transactions.

The Group currently operates an 
informal process of adding new 
users to Open Accounts. The 
process involves an email being sent 
to the Head of Financial Accounting 
who consequently adds the user to 
the application; no formal ticket or 
other record is retained. The lack 
of robust and well-documented
process of adding new users can 
potentially create a risk that newly 
added users are not assigned with
appropriate permissions within the 
system.

We recommend that

• administration rights be
reassigned or that an
independent review of
administration activity 
(such as activity logs) is 
undertaken regularly

• formal review process be
introduced to document 
user permission requests.

Complete This user changes audit report 
is run off on a regular basis and
reviewed by the FD
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Opinion on financial statements

We anticipate issuing an unmodified opinion on the financial statements. 

There are no matters disclosed in the financial statements that we wish to 
draw attention to by way of ‘emphasis of matter’.

Going concern

Our report will:

• state our conclusion that management’s use of the going concern basis of 
accounting in the preparation of the financial statements is appropriate

• that we have nothing material to add or draw attention to in relation to 
the directors' statement in the financial statements;

• state that we have not identified a material uncertainty related to events 
or conditions that, individually or collectively, may cast significant doubt 
on the entity's ability to continue as a going concern for a period of at 
least twelve months from when the financial statements are authorised 
for issue.

• include an explanation of how we evaluated management's assessment of 
the entity's ability to continue as a going concern and, where relevant, 
key observations arising with respect to that evaluation.

See page 13 for details of the work performed and our conclusions

Key Audit Matters

Key Audit Matters for the Group are identified on page 5 of this report 

Irregularities, including fraud

Our report will contain an explain to what extent the audit was considered 
capable of detecting irregularities, including fraud. Irregularities in this 
context means non-compliance with laws or regulations.

Comments on the strategic report and the directors ‘report and statutory 
other information

We have identified no material misstatements in the statutory other 
information accompanying the financial statements.

Other information

We have reviewed the other information accompanying the financial 
statements in the Group’s annual report. We have not identified any 
material misstatements that would need to be referred to in our report. 

AUDIT REPORT OVERVIEWAUDIT REPORT

Contents

Introduction

Executive summary

Audit approach

Audit risks

Significant matters

Accounting practices

Additional considerations 

Audit differences

Control environment

Audit Report

Audit report overview

Appendices contents



A Component audits 30

Subsidiaries and joint ventures within scope of our audit 30

B Independence 31

Independence 31

C Our responsibilities 32

Our responsibilities 32

D Communication with you 33

Communication with you 33

E Outstanding matters 34

Outstanding matters 34

F Letter of representation 35

Representation letter 35

Representation letter 2 36

37

G LOOKING FORWARDS 38

LOOKING FORWARDS 38

H Residential Property Developer Tax 39

APPENDICES CONTENTS

Residential Property Developer Tax 39

Residential Property Developer Tax 2 40

I BEIS consultation 41

Restoring trust in audit and corporate governance 41

BEIS consultation at a glance 42

BEIS consultation continued 43

J Regulatory developments 44

Emissions and energy consumption annual report disclosures 44

FRC Guidance – climate related reporting 45

FRC Guidance – sources and uses of cash 46

FRC Guidance - Workforce-related corporate reporting 47

Developments in FRS 102 48

Contents

Appendices contents

Component audits

Independence

Our responsibilities

Communication with you

Outstanding matters

Letter of representation

LOOKING FORWARDS

Residential Property Developer 
Tax

BEIS consultation

Regulatory developments



30 | BDO LLPFutures Housing Group Audit Completion Report for the year ended 31 March 2021

The entities audited by the same team as the Group are set out in the table below together with their significant audit risks and other matters we need to 
communicate, by reference to their entity level materiality thresholds. The matters noted are covered in more detail on the following pages. 

SUBSIDIARIES AND JOINT VENTURES WITHIN SCOPE OF OUR AUDITCOMPONENT AUDITS

Entity Significant Audit Risks Other 

significant 

matters 

discussed

Audit 

differences

Identified

Control 

deficiencies

identified

Specific 

Letter of 

Representation 

Point

Work 

complete 

at time of 

drafting

Futures 
Housing 
Group

• Management override of controls or bias in accounting estimates and 
judgements leads to material misstatement. 

• Revenue recognition

No No No No Yes

Futures 
Homeway
Ltd

• Management override of controls or bias in accounting estimates and 
judgements leads to material misstatement. 

• Revenue recognition
• Cost apportionment on developments is inaccurate or inappropriate leading to

material misstatement
• The recoverable amount of property developed for sale is materially 

misstated

No No No No Yes 

Futures 
Homescape
Ltd

• Management override of controls or bias in accounting estimates and 
judgements leads to material misstatement

• Revenue recognition
• Cost apportionment on developments is inaccurate or inappropriate leading to

material misstatement
• The recoverable amount of property developed for sale is materially 

misstated

No No No No Yes 

Five 
Doorways 
Homes Ltd 

• Management override of controls or bias in accounting estimates and 
judgements leads to material misstatement. 

• Revenue recognition

No No No No Yes 

Limehouse
Developmen
ts Ltd

• Management override of controls or bias in accounting estimates and 
judgements leads to material misstatement. 

• Revenue recognition
• The recoverable amount of property developed for sale is materially 

misstated

No No No No Yes 

Futures 
Greenscapes
Ltd 

• Management override of controls or bias in accounting estimates and 
judgements leads to material misstatement. 

• Revenue recognition

No No No No Yes 

Futures 
Finance Ltd

• Management override of controls or bias in accounting estimates and 
judgements leads to material misstatement. 

• Revenue recognition

No No No No Yes 

Futures 
Treasury 
PLC 

• Management override of controls or bias in accounting estimates and 
judgements leads to material misstatement. 

• Revenue recognition

No No No No Yes 
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Details of rotation arrangements for key members of the audit team and 
others involved in the engagement were provided in our planning report.

We confirm that the firm, the engagement team and other partners, 
directors, senior managers and managers conducting the audit comply with 
relevant ethical requirements including the FRC’s Ethical Standard or the 
IESBA Code of Ethics as appropriate and are independent of the Group.

We also confirm that we have obtained confirmation of independence from 
non BDO auditors and external audit experts involved in the audit comply 
with relevant ethical requirements including the FRC’s Ethical Standard and 
are independent of the Association and the Group.

Should you have any comments or queries regarding any independence 
matters we would welcome their discussion in more detail.

We have provided services other than audit to the Group as set out below. 
We also describe below any relationships between the company, its 
subsidiaries and directors and the firm. We do not consider there to be any 
other threats that may be considered to bear on our objectivity and 
independence. Our overall assessment is that the safeguards described below 
are appropriate and effective. 

INDEPENDENCE
Under ISAs (UK) and the FRC’s Ethical Standard we are required to confirm our 
independence. 

Under ISAs (UK) and the FRC’s Ethical Standard, we are required as auditors 
to confirm our independence and discuss with you any independence issues 
including threats to our independence and the safeguards applied to 
mitigate them.

We have embedded the requirements of the Standards in our methodologies, 
tools and internal training programmes. Our internal procedures require that 
audit engagement partners are made aware of any matters which may 
reasonably be thought to bear on the integrity, objectivity or independence 
of the firm, the members of the engagement team or others who are in a 
position to influence the outcome of the engagement. This document 
considers such matters in the context of our audit for the year ended 31 
March 2021.

Details of services, other than audit, provided by us to the Group during the 
period and up to the date of this report are set out in the table opposite, 
together with details of other threats and safeguards applied.  We have not 
identified any other relationships or threats that may reasonably be thought 
to bear on our objectivity and independence.

We understand that the provision of these services was approved by the 
Audit Committee in advance in accordance with the Group’s policy on this 
matter.

INDEPENDENCE

Fees 2021 Fees 2020 Threats Safeguards

Non-audit services

Audit related assurance 
service

£ 2,500 £2,300 Subject to transitional arrangements, 
there is a limit on the amount of fees 
that may be charged by an auditor in 

respect of non-audit services.

Audit related services are the provision 
of Right to buy and VAT certificates and 
no reliance is placed on these by the 
audit team and therefore no
threat to independence has been 
identified
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Our responsibilities and reporting

We are responsible for performing our audit under International Standards on 
Auditing (UK) to form and express an opinion on your consolidated and 
Association financial statements. We report our opinion on the financial 
statements to the members. 

We read and consider the ‘other information’ contained in the Annual Report 
such as the additional narrative reports. We will consider whether there is a 
material inconsistency between the other information and the financial 
statements or other information and our knowledge obtained during the 
audit.

For statutory other information we will form an opinion on whether the 
information given in the other information is consistent with the financial 
statements and our knowledge obtained in the audit and whether the reports 
have been prepared in accordance with applicable legal requirements.

We are additionally required to include in our report:

• Where we conclude there is no material uncertainty in relation to going 
concern, a statement to that effect

• A conclusion that management’s use of the going concern basis of 
account is appropriate

• An explanation of how we evaluated management's assessment of the 
entity's ability to continue as a going concern

• An explanation of the extent to which the audit was capable of detecting 
irregularities, including fraud.

What we don’t report

Our audit is not designed to identify all matters that may be relevant to the 
Audit Committee and cannot be expected to identify all matters that may be 
of interest to you and, as a result, the matters reported may not be the only 
ones which exist. 

OUR RESPONSIBILITIES
Responsibilities and reporting

OUR RESPONSIBILITIES
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Those Charged with Governance (TCWG)

References in this report to Those Charged With Governance are to the 
Board of Directors as a whole. For the purposes of our communication with 
those charged with governance you have agreed we will communicate 
primarily with the Audit Committee.

In communicating with TCWG of the parent and the group, we consider 
TCWG of subsidiary entities to be informed about matters relevant to their 
subsidiary. Please let us know if this is not appropriate.

Communication, meetings and feedback

All communications required with you are covered in our planning and 
completion reports.

We request feedback from you on our planning and completion report to 
promote two way communication throughout the audit process and to ensure 
that all risks are identified and considered; and at completion that the 
results of the audit are appropriately considered. 

We have met with management throughout the audit process. We have 
issued regular updates driving the audit process with clear and timely 
communication, bringing in the right resource and experience to ensure 
efficient and timely resolution of issues.

Additional matters we are required to report 

COMMUNICATION WITH YOUCOMMUNICATION WITH 
YOU

Issue Comments

1 Significant difficulties 
encountered during the audit.

Details or ‘No exceptions to 
note’.

2 Written representations which 
we seek.

We enclose a copy of our draft 
representation letter.

3 Any fraud or suspected fraud 
issues.

Details and when communicated 
to you or ‘No exceptions to 
note’.

4 Any suspected non-compliance 
with laws or regulations.

Details or ‘No exceptions to 
note’.

5 Significant matters in connection 
with related parties.

Details or ‘No exceptions to 
note’.

Group matters

6 Limitations on the audit where 
information was restricted.

Details or ‘No exceptions to 
note’.

7 Any issues with the quality of 
component auditors work.

Details or ‘No exceptions to 
note’.

8 Any fraud or suspected fraud at 
group or component level.

Details and when communicated 
to you or ‘No exceptions to 
note’.
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We have substantially completed 
our audit work in respect of the 
financial statements for the year 
ended 31 March 2021

The following matters are 
outstanding at the date of this 
report and could impact our audit 
opinion. We will update you on 
their current status at the Board 
meeting at which this report is 
considered.

OUTSTANDING MATTERS

We have substantially completed our audit work in respect of the financial statements for the year ended 31 
March 2021

The following matters are outstanding at the date of this report and could impact our audit opinion. We will 
update you on their current status at the Board meeting at which this report is considered:

• Conclusion of our technical review of the financial statements over prior year adjustment to be included in 
the latest drafts.

• Investment property verification of underlying data used by the expert

• Revenue cut-off outstanding samples

• Post balance sheet events testing (up to the date of signing)

• Finalisation of financial statement reviews

OUTSTANDING MATTERS
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LETTER OF 
REPRESENTATION REPRESENTATION LETTER

Dear Madams/Sirs

Financial Statements of Futures Housing Group for the period ended 31
March 2021

We confirm that the following representations given to you in connection
with your audit of the consolidated and parent company's financial
statements (together the “financial statements”) for the year ended 31
March 2021 are made to the best of our knowledge and belief, and after
having made appropriate enquiries of other directors and officials of the
company and other group companies as appropriate.

We have fulfilled our responsibilities as directors for the preparation and
presentation of the consolidated and parent financial statements as set out
in the terms of the audit engagement letter, and in particular that the
financial statements give a true and fair view of the financial position of the
group and company as at 31 march 2021 and of the results of its operations
and cash flows for the year then ended in accordance with applicable
financial reporting framework and for making accurate representations to
you.

We have provided you with unrestricted access to persons within the entity
from whom you determined it necessary to obtain audit evidence. In
addition, all the accounting records have been made available to you for the
purpose of your audit and all the transactions undertaken by the group and
company have been properly reflected and recorded in the accounting
records. All other records and related information, including minutes of all
meetings of management and non-executives have been made available to
you.

Going concern

We have made an assessment of the group’s and the company’s ability to
continue as a going concern for a period of at least twelve months from the
date on which the financial statements were approved for release. As a
result of our assessment we consider that the group and company are able
to continue to operate as a going concern and that it is appropriate to
prepare the financial statements on a going concern basis.

In making our assessment, we considered the financial impact of COVID-19 on 
our cash flow forecasts and forward loan covenant compliance, performing 
stress testing of these plans. We have appropriately disclosed the inherent 
uncertainty in our operating environment and its impact on our going concern 
assessment in our financial statements and narrative reports.

We confirm that cash flow forecasts used in our assessment of going concern 
are based on our best estimate of committed development costs, loan 
drawings and related interest charges and overheads adjusted for inflation.

Having performed our assessment we were able to conclude that the group 
and association are able to continue to operate as a going concern and that it 
is appropriate to prepare the financial statements on a going concern basis.

Laws and regulations

In relation to those laws and regulations which provide the legal framework 
within which our business is conducted and which are central to our ability to 
conduct our business, we have disclosed to you all instances of possible non-
compliance of which we are aware and all actual or contingent consequences 
arising from such instances of non-compliance.  

We confirm that we have informed you of any actual or potential non-
compliance with the laws and regulations prescribed by the Financial Services 
and Markets Act 2000 and Financial Services Act 2012 and any known 
breaches of the Financial Conduct Authority rules.

Any complaints received in respect of regulated business and any events, 
which involve possible non-compliance with the Financial Conduct Authority 
rules have been disclosed to you and appropriately provided for and disclosed 
in the financial statements, where applicable.

All communication with the Financial Conduct Authority including 
correspondence, minutes of meetings and notes of inspection visits have been 
made available to you.

We acknowledge our responsibility for ensuring that the accounting records 
and systems of control have been established and maintained in accordance 
with the Financial Conduct Authority rules. We confirm that the entity did 
not hold or administer client money or custody assets at any time during the 
year. We confirm that the group has kept proper accounting records for the 
year. 
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Post balance sheet events

There have been no events since the balance sheet date which either require 
changes to be made to the figures included in the financial statements or to 
be disclosed by way of a note.  Should any material events of this type occur, 
we will advise you accordingly. 

Fraud and error

We are responsible for adopting sound accounting policies, designing, 
implementing and maintaining internal control, to, among other things, help 
assure the preparation of the financial statements in conformity with 
generally accepted accounting principles and preventing and detecting fraud 
and error.

We have considered the risk that the financial statements may be materially 
misstated due to fraud and have identified no significant risks.

To the best of our knowledge we are not aware of any fraud or suspected 
fraud involving management or employees.  Additionally, we are not aware of 
any fraud or suspected fraud involving any other party that could materially 
affect the financial statements.

To the best of our knowledge we are not aware of any allegations of fraud or 
suspected fraud affecting the financial statements that have been 
communicated by employees, former employees, analysts, regulators or any 
other party.

Misstatements

You have not advised us of any unadjusted misstatements in the financial 
statements or other information in the annual report.

Related party transactions

We have disclosed to you the identity of all related parties and all the 
related party relationships and transactions of which we are aware.  We have 
appropriately accounted for and disclosed such relationships and transactions 
in accordance with the requirements of the applicable accounting 
framework.

There were no loans, transactions or arrangements between the group, the 
company and its directors and their connected persons at any time in the 
year which were required to be disclosed.

REPRESENTATION LETTER 2

Carrying value and classification of assets and liabilities

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

Accounting estimates 

None of the company’s current asset properties for sale or work in progress 
balances are stated in the balance sheet at 31 March 2021 at an amount 
exceeding their recoverable amount.

We confirm that the balance sheet amount of £7 million carried within 
current asset properties developed for sale, representing the cost 
apportioned to first tranche shared ownership properties, properly 
represents the proportion of the total cost we believe will be marketed 
and sold after the balance sheet date based on our knowledge of these 
developments and market conditions.

We confirm that none of the group or company’s assets are stated in the 
balance sheet at 31 March 2021 at an amount exceeding their recoverable 
amount as defined in FRS102 Section 27 – Impairment of assets.

All housing properties are in existence and beneficially owned by the 
group.  Title deeds are held by mortgagees, local authorities or solicitors 
as security for specific charges against the properties, in respect of housing 
loans outstanding at the balance sheet date, where appropriate.

We confirm that the bad debt provision of 100% of former tenants and 
varying % of current tenants is appropriate based on receipts during the 
current year.

We confirm that cash flow forecasts used in our assessment of going 
concern are based on our best estimate of committed development costs, 
loan drawings and related interest charges and overheads adjusted for 
inflation.

We confirm that the valuation of the pension liability is calculated with 
reference to market levels and the most relevant demographic and 
financial assumptions at 31 March 2021.

We have disclosed all known actual or possible cross guarantees between 
entities in the group and company with third parties and in particular any 
such guarantees between regulated and non-regulated entities.
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Litigation and claims

We have disclosed all known actual or possible litigation and claims whose 
effects should be considered when preparing the financial statements and 
these have been disclosed in accordance with the requirements of 
accounting standards.

Confirmation

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

We confirm that the financial statements are free of material 
misstatements, including omissions.

We acknowledge our legal responsibilities regarding disclosure of 
information to you as auditors and confirm that so far as we are aware, 
there is no relevant audit information needed by you in connection with 
preparing your audit report of which you are unaware.  Each director has 
taken all the steps that they ought to have taken as a director in order to 
make themselves aware of any relevant audit information and to establish 
that you are aware of that information.

Yours faithfully

(Signed on behalf of the board of directors)

Date: …………………….

REPRESENTATION LETTER 3
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On 29 April 2021, HM Treasury released a consultation on a new Residential 
Property Developer Tax (RPDT) to apply from April 2022. The policy 
objective is to require residential property developers to pay additional tax 
to fund the cost of remediating cladding issues, which have/will be borne by 
the Government.

The new tax does not target only developers who have had cladding issues or 
who are developing high rise buildings (although a levy has been introduced 
to target such developments) – it currently has a much wider scope and 
would affect many future residential developments.

Whilst the consultation document is silent on several key characteristics of 
RPDT, most notably the rate of tax, it does set out the Government’s 
thinking and a clear framework for this new tax.

Application

RPDT is set to apply to the annual profits of UK residential development 
activities from April 2022. Whilst it is described as ‘time-limited’, there is no 
guidance yet as to how long the RPDT will be levied for.

It is the Government’s intention that only the “largest” residential property 
developers will be brought within the charge to RPDT and that it would cover 
profits from UK properties earned by both UK and non-UK resident 
companies. Specifically, the tax is to be levied where a group’s profits from 
UK residential property development activities exceed £25m per year (this 
£25m allowance cannot be carried forward to future periods). The definition 
of group has not yet been decided.

There are two proposed methods under discussion for entities to calculate 
their liability to RPDT: tax all profits of an entity that directly undertakes or 
contributes to UK residential property development activities (unless they 
are “insignificant”) or tax just the relevant UK residential property 
development profits of a group.

Interestingly, the Government proposes that no interest or funding costs will 
be deductible in calculating profits liable to RPDT: this appears to apply to 
third party bank interest as well as intra-group borrowing. The key

RESIDENTIAL PROPERTY DEVELOPER TAX
HM Treasury consultation issued April 2021

implication of this is that the £25m limit will, in practical terms, be far less 
generous and many more groups will have to pay RPDT.

This will expand the scope of RPDT beyond what many in the industry would 
normally consider to be the “largest” developers given the higher financing 
costs that many medium and smaller residential developers face. Further, in 
scenarios where a property/properties have been retained for a number of 
years, and as a result the financing cost has reduced the accounting profits, 
the rate of RPDT will become disproportionality high.

The consultation says that losses generated prior to the introduction of RPDT 
must be exclude from the calculation of UK development profits, but it does 
leave open the possibility of recognising brought forward losses generated 
after the introduction of tax. While allowing losses generated after April 
2022 to be carried forward for RPDT purposes would be fair, the Government 
recognises that this would bring additional complexity - particularly if the 
rules are aligned to the existing corporation loss restriction rules. Group 
relief from activities outside of the scope of the tax would not be available 
to reduce the profits subject to RPDT.

UK residential development activities

RPDT targets the profits of UK residential development activities and has a 
broad scope, covering the development of ‘dwellings’ for both build to sell 
and build to rent. The definitions of a ‘dwelling’ are broadly in line with 
those found in other taxes, such as the annual taxation of enveloped 
dwellings (ATED) and stamp duty land tax (SDLT). However, whilst there are 
specific caveats as to what constitutes a ‘dwelling’ under ATED and SDLT 
legislation, it has not been yet decided that the same caveats will apply to 
the RPDT.

The consultation document includes a number of carve outs and potential 
carve outs from the definition of ‘dwellings’, these include the common 
carve outs for ‘communal dwellings’ such as hotels, supported housing 
providing care/support for vulnerable groups, accommodation for members 
of the armed forces prisons etc.

RESIDENTIAL PROPERTY 
DEVELOPER TAX
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In setting out these carve outs, the Government also provided some direction 
on its thinking in several key areas:

• Build-to-rent - Importantly, build-to-rent also appears to be within the 
charge – with a suggestion that profits from this activity for RPDT 
purposes will be determined based on a notional market value calculation 
upon initial rental of a completed property. If introduced in this way, this 
will therefore introduce a ‘dry tax charge, for build-to-rent developers. 
Therefore, this would be a tax that spans not only conventional 
“development activities” and companies that hold stock on their balance 
sheet but also entities that hold property as fixed asset investments.

• Student accommodation - Consideration is being given to the extent to 
which student accommodation falls within the scope of RPDT and it is 
possible that some or all student accommodation being developed will 
fall within the charge. The consultation document suggests that the final 
rules are likely to draw a distinction between the more ‘traditional’ halls 
style accommodation and more ‘modern’ flats (self-contained or cluster) 
with the former more likely to be exempt from RPDT.

• Affordable housing – Profits from the development of affordable housing 
would fall within the scope of RPDT: the Government does not view this 
as contrary to its goal to increase the availability of affordable housing. 
The Consultation notes that such development is typically either 
undertaken at cost due to s106 planning obligations or by charitable or 
otherwise tax exempt organisations (with there being no intention to 
disturb the existing tax exemptions for charitable activities). However, 
the Government does recognise that affordable housing is also developed 
on a for profit basis and welcomes views on the implications of taxing 
profits from such activity.

• Care homes and assisted living - While the development of residential 
and supported housing is specifically carved out, the consultation leaves 
open the option to charge RPDT on the development of retirement 
housing that is not reliant on care provision. This will create new 
complexity for businesses developing retirement communities where a 
varying level of care is provided to residents.

RESIDENTIAL PROPERTY DEVELOPER TAX 2
HM Treasury consultation issued April 2021

Joint ventures

Joint venture enterprises will be liable to the RPDT if they have ‘relatively 
significant economic interest’ (not yet defined) in a vehicle liable to the 
RPDT. They will be taxed on a two tier approach covering Profits or the JV 
structure as if it were a standalone group and, separately, the profits of 
each JV member’s ownership of the JV as part of the member’s group’s RPDT 
profits: RPDT tax credits will be given to prevent double taxation.

Payment dates

It is currently proposed that the payment dates would be aligned with 
corporation tax payment deadlines, including the recently introduced ‘super-
QIPs’ regime that requires all corporation tax payments to be paid before 
the end of the year. This will inevitably compound issues for developers with 
‘lumpy’ (one off/irregular profits) and will increase the requirement of 
greater scale developers to monitor their profits closely throughout the year.

Conclusions

The RPDT is in the early stages of development but is being introduced in 
relatively short-order. It is difficult to reach firm conclusions on its full 
implications until the rate of tax is confirmed and the results of the 
consultation are published (expected to be later this year). However, one 
theme is already clear, by introducing a tax on specific profits that are 
different from normal profits liable to corporation tax the Government is 
creating considerable additional complexity and costs for the UK residential 
property sector.

BDO will be responding to the consultation (which ends on 22 July 2021) –
you can read the full consultation document at 
https://www.gov.uk/government/consultations/residential-property-
developer-tax-consultation
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RESTORING TRUST IN AUDIT AND CORPORATE GOVERNANCE 

The collapse of Carillion at the beginning of 2018 precipitated a root and branch review of how the audit market works with three main components, all 
reporting to the Secretary of State for Business Energy and Industrial Strategy. The latest BEIS consultation as published in March 21 outlines proposals to 
increase choice and quality in the audit market, establish clearer responsibilities for the detection and prevention of fraud, and ensure the audit product and 
audit profession are fit for the future. The consultation aims to present measures that balance the need for meaningful reform with proportionate impacts on 
business, both now and for the future. The next pages aim to summarise the key areas of the consultation but for more information please refer to the 
consultation directly. 

Although the consultation is only due to close in July 2021 that is not to say that changes have not already begun: There are already a number of changes 
being made by the market participants themselves such as increased operational separation of audit from consulting and voluntary restriction of non-audit 
services. At BDO we support the aims of operational separation of audit practices. Without being complacent we do not have a large consulting practice like 
some of our rivals and we have always run our audit business to be independently and sustainably profitable, therefore the main causes of concern that this 
seeks to address namely cultural contamination and cross subsidisation are less relevant for us. We do however recognise that the profession needs to restore 
the confidence of users and operational separation or ring fencing is an important step on that journey. We have drawn up plans for how we would 
implement this and are currently consulting with stakeholders. Whilst full compliance is not required until 2024 we are likely to implement a number of 
aspects particularly around governance and financial transparency by July 2021. 

Whilst there is some uncertainty regarding the timeline post the close of the consultation it is our understanding that the implementation of the Audit, 
Reporting and Governance Authority (ARGA) is likely to be in 2023.

BEIS consultation issued March 2021
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BEIS CONSULTATION AT A GLANCE
Issued March 21

Key Area of the BEIS consultation Summary

1. Resetting the scope of regulation by 
expanding the definition of Public Interest 
Entities to include large private companies 
and “large” AIM quoted companies.

The government proposes two possible tests to extend the scope of PIES:

To adopt the test used to identify companies already required to include a corporate governance statement 

in their directors’ report, or adopt a narrower test which incorporates the threshold for additional non-

financial reporting requirements for existing PIEs. This would cover companies with  both: Over 500 

employees and a turnover of more than £500 million as their consolidated position.

The Government is also proposing that any new definition of PIE should also include companies on the 

exchange-regulated AIM market with market capitalisations above €200m.

2. Increasing the accountability of 
directors 

The consultation sets out a couple of options relating to directors accountability for internal controls and
then indicates a tentative preferred option which would require a directors’ statement about the 
effectiveness of the internal controls. Unlike the US’s approach to internal controls which mandates 
external auditor attestation in most cases this option would leave the decision on whether the statement 
should be assured by an external auditor to the directors, audit committee and shareholders. 

This section of the consultation also includes proposals to require companies to report on their 
distributable reserves and for directors to be required to make a formal statement about the legality and 
affordability of proposed dividends. 

3. New corporate reporting requirements Introducing a requirement for PIEs to produce an annual Resilience Statement. This new statement 
consolidates and builds upon the existing going concern and viability statements and would apply initially to 
Premium Listed companies.

Introducing an Audit and Assurance Policy where directors have to describe their approach to seeking 
assurance. For publicly quoted entities, this would be subject to an advisory shareholder vote at the time 
of its publication,

4. Strengthening the supervision of 
corporate reporting

Giving the Audit, Reporting and Governance Authority (ARGA) (which replaces the Financial Reporting 
Council) more power to direct changes to company reports and accounts.

Creating increased transparency for the Corporate Reporting Review (CRR) process and an extension of the 
CRR process to the whole of the annual report and accounts. 

The Government proposes to broaden the regulator’s review powers so that it can scrutinise the entire 
contents of a company’s Annual Report and Accounts. 
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BEIS CONSULTATION CONTINUED

Key Area of the BEIS consultation Summary

5. Provisions concerning company directors Giving the regulator investigation and enforcement powers in relation to wrongdoing by all directors of 
Public Interest Entities. Due to the principles of collective responsibility and a unitary board, all directors of 
Public Interest Entities would be in scope. 

Strengthening malus and clawback provisions within executive director remuneration.

6. Changes to audit purpose and scope The Government will seek to introduce a regulatory framework to cover both audits of financial statements 
(statutory audit) and other types of information which companies decide to have audited through the Audit 
and Assurance Policy process. It also proposes to legislate to require directors of Public Interest Entities to 
report on the steps they have taken to prevent and detect material fraud. 

7. Changes to audit committee oversight 
and engagement with shareholders

ARGA to establish a standards and supervision regime. ARGA will write the standards by which Audit 
Committees will need to operate and they will monitor compliance against these standards. Initially this will 
only apply to FTSE 350 Audit Committees. 

Additional requirements for audit committees in the appointment and oversight of auditors, which is 
intended to ensure the committee acts effectively as an independent body responsible for safeguarding the 
interests of shareholders.

Increased engagement between a company and its shareholders. The Government agrees with Brydon’s 
recommendation that the audit committee’s annual report should set out which shareholder suggestions put 
forward for consideration had been accepted or rejected by the auditor. 

8. Improved competition, choice and 
resilience in the audit market

The implementation of a managed shared audit regime for companies audited by the Big Four.

The operational separation of certain accountancy firms.

Statutory powers for the regulator to monitor the resilience of the audit market. 

9. Greater supervision of audit quality Making the regulator responsible for approving the auditors of PIEs and improving the transparency of Audit 
Quality Review reports by allowing AQR reports on individual audits to be published without consent.

10. A new and strengthened regulator; the 
Audit, Reporting and Governance Authority

The regulator will be given the power to make rules requiring market participants to pay a levy to meet the 
regulator’s costs of carrying out its regulatory functions.

11. Additional changes to the regulator’s 
responsibilities

The regulator will have the power to require an expert review where it has identified significant concern 
regarding a PIEs corporate reporting and auditing. 
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EMISSIONS AND ENERGY CONSUMPTION ANNUAL REPORT 
DISCLOSURES

REGULATORY 
DEVELOPMENTS

Summary:

 Enhanced quoted company requirements, and new requirements for unquoted companies and LLPs that exceed certain size and energy usage 
thresholds

 Disclosure to be in Directors’ Report, or for LLPs in a separate ‘energy and carbon’ report

 In consolidated accounts, the information is on a consolidated basis, but only needs consolidated information from subsidiaries that are also within 
the scope

 Subsidiaries are exempt if included in consolidated accounts of a parent that provides these disclosures.

Effective date: 1 April 2019

The final Statutory Instrument introducing the changes (SI 2018/1155) is available on legislation.gov.uk. In addition, the Department for Environment, 
Food and Rural Affairs (DEFRA) has issued Environmental Reporting Guidelines to assist companies preparing for the new requirements.

Unquoted companies or LLPs:

Large companies or LLPs that consume > 40,000 kWh of energy annually must:

 Disclose annual quantity of energy in kWhs consumed in the UK

 Describe calculation methods used, and any energy efficient improvement measures undertaken

 Present at least one ratio expressing annual emissions in relation to a quantifiable factor associated with company’s activities

 Comparatives must be presented after the first year of application

 Companies consuming <40,000 kWh of energy annually need only state that fact.

Quoted companies 

New requirements are in addition to existing Greenhouse Gas emissions disclosures:

 Quantitative and narrative disclosures on energy consumption and energy efficiency measures

 New rules are similar to those for unquoted companies BUT calculations are based on global emissions and energy consumption, rather than being 
limited to the UK and its offshore areas
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FRC GUIDANCE – CLIMATE RELATED REPORTING

FRC Lab report on climate-related corporate reporting 

 The FRC's Financial Reporting Lab has published a Lab Report on Climate-related Corporate Reporting, which provides useful and practical information 
on an area of increasing importance to investors, politicians and the wider community.

 The Lab Report sets out how companies can fill the gap between investor expectations and current corporate reporting practice and notes that 
investors would like companies to articulate:

̵ how boards consider and assess the topic of climate change

̵ whether, and how, the business model may be affected by climate change, whether it remains sustainable, and how the company may respond 
to the challenge posed by climate change

̵ what the opportunities and risks are, including the prioritisation of risks and their likelihood and impact

̵ what changes the company might need to make to strategy to capitalise on a changing climate and related opportunities

̵ what scenarios might affect the company’s sustainability and viability, and how

̵ how the impact is measured and how the company measures the climate-related challenges and the success of its strategy through strategically 
aligned, reliable, transparent metrics and financially-relevant information.

 The Lab Report also highlights that the UK Government announced, in its July 2019 Green Finance Strategy, the expectation that listed companies 
and large asset owners should disclose in line with the Task Force on Climate-related Financial Disclosures’ (‘TCFD’) Framework recommendations
by 2022.

 On the basis that such disclosures may well become mandatory (either by being brought into law or through market forces) in the short- to medium-
term, companies are recommended to start looking at them and considering whether their reporting can be evolved over time, rather than to risk 
being left behind as practice develops.

 It is worth noting that most companies, to a greater or lesser extent depending on their size and listing status, are already required to provide 
related environmental disclosures under the Companies Act 2006’s strategic report and directors’ report requirements and the UK Corporate 
Governance Code 2018. The TCFD Framework might provide a practical method of tying these requirements together.

www.frc.org.uk

Investors>Financial Reporting Lab>Climate-related corporate reporting – Where to next?
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FRC GUIDANCE – SOURCES AND USES OF CASH

FRC Lab report on disclosures on the sources and uses of cash

 The FRC's Financial Reporting Lab has published a Lab Report about disclosures on the sources and uses of cash. Highly practical, it explains what 
information investors are seeking in this area and features many examples of good practice. 

 The Lab Report suggests that disclosures on how cash will be generated and used in the future are often provided outside of the cash flow statement 
and may be outside of the annual report completely. However, these disclosures are often the most helpful to investors who seeking to understand an 
entity’s broader cash position and, consequently, the Lab Report focuses on this supplemental cash flow disclosure.

 In broad terms, the Lab Report identifies a need for a clear description of the drivers of current (and future) performance and position, in the context 
of cash, supported by appropriate metrics and goes on to explain that, for many companies, greater attention is placed on a number of performance-
focused metrics (such as profit or adjusted profit) with cash metrics featuring more as a supporting or supplementary metric.

 Furthermore, the Lab Report highlights that cash metrics and cash generation are often not fully explained but that the most effective disclosures are 
those where numbers and narrative are combined in a way that shows how future cash generation is underpinned by current cash generation.

 In addition to making clear what information investors are seeking in this area, the Lab Report highlights 23 separate examples of good practice. It 
also features an appendix that deals with reverse financing (sometimes known as supplier financing), a topic on which the FRC has been focussing in 
recent months following the collapse of Carillion, which includes some illustrative examples of the nature of disclosures that would be of benefit to 
investors.

www.frc.org.uk

Investors>Financial Reporting Lab>Disclosures on sources & uses of cash – FRC Financial Reporting Lab report

Contents

Appendices contents

Component audits

Independence

Our responsibilities

Communication with you

Outstanding matters

Letter of representation

LOOKING FORWARDS

Residential Property Developer 
Tax

BEIS consultation

Regulatory developments

FRC Guidance – climate related 
reporting

FRC Guidance – sources and uses 
of cash

FRC Guidance - Workforce-
related corporate reporting

Developments in FRS 102



47 | BDO LLPFutures Housing Group Audit Completion Report for the year ended 31 March 2021

FRC GUIDANCE - WORKFORCE-RELATED CORPORATE REPORTING

FRC Lab report on Workforce-related corporate reporting

 One of the areas that has become an increasing area of focus over the last few years is in relation to reporting on workforce-related issues. This 
increase in focus is in response to the new strategic report and directors’ report requirements, and the FRC’s Corporate Governance Code 2018, along 
with general societal expectations.

 To help companies identify good reporting in relation to these matters, the FRC’s Financial Reporting Lab has published a report of their findings from 
their workforce-related corporate reporting project along with a summary document, which build on their previous reports on business models, 
risk and viability reporting and performance metrics.

 The report sets out how companies can make their reporting more effective and comprehensive by providing a set of questions that they should ask to 
help develop their reporting supported by a set of recommended disclosures, and by highlighting some examples of current practice. This is intended 
to help companies close the gap between investor expectations and what companies are disclosing although it notes that as expectations grow, 
ongoing development will be necessary.

www.frc.org.uk

Investors>Financial Reporting Lab>Workforce Report 2020 (a)
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DEVELOPMENTS IN FRS 102
New Standards, Amendments or Interpretations applicable to future periods

Development Summary

Amendments to FRS 
102 – Interest 
benchmark reform

(December 2019)

Relevant to entities that apply hedge accounting

 These amendments to specific hedge accounting requirements provide relief that will avoid unnecessary discontinuation
of hedge accounting as interest rate benchmarks are being reformed. 

 Entities will apply specific hedge accounting requirements assuming that the interest rate benchmark relevant to the 
hedge accounting is not altered as a result of interest rate benchmark reform.

Principal effective date: 1 January 2020, with early application permitted.

Amendments to FRS 
102 and FRS 105 –
COVID-19-related 
rent concessions

(October 2020)

Relevant to all entities that have been granted temporary rent concessions for operating leases as a direct consequence of 
the COVID-19 pandemic

 Sets explicit requirements for accounting for temporary rent concessions for operating leases occurring as a direct 
consequence of the COVID-19 pandemic, and within a limited timeframe. They shall be recognised over the period the 
concession is intended to compensate, reflecting the economic substance of the concessions and their temporary nature.

Principal effective date: 1 January 2020, with early application permitted.

Draft amendments to 
FRS 102 – Interest 
rate benchmark 
reform (Phase 2)

(June 2020)

Relevant to all entities (including entities that apply hedge accounting)

 As interest rate benchmark reform takes place, this proposes amendments to provide relief to minimise discontinuities in 
the accounting for financial instruments and leases, minimise reporting costs, assist entities in providing useful 
information to users of financial statements and avoid unnecessary discontinuation of hedge accounting as agreements 
are modified in order to transition to alternative benchmark rates.

Principal effective date: 1 January 2021, with early application permitted.
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FOR MORE INFORMATION: The matters raised in our report prepared in connection with the audit are those we 
believe should be brought to your attention. They do not purport to be a complete record 
of all matters arising. This report is prepared solely for the use of the company and may 
not be quoted nor copied without our prior written consent. No responsibility to any third 
party is accepted.

BDO is an award winning UK member firm of BDO International, the world’s fifth largest 
accountancy network, with more than 1,500 offices in over 160 countries.

BDO LLP is a corporate establishment under the Limited Liability Partnership Act 2000 and 
a UK Member Firm of BDO International. BDO Northern Ireland, a separate partnership, 
operates under a licence agreement. BDO LLP and BDO Northern Ireland are both 
separately authorised and regulated by the Financial Conduct Authority to conduct 
investment business.

© July 2021 BDO LLP. All rights reserved.

www.bdo.co.uk

Kyla Bellingall
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