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Commercial in confidence

The contents of this report relate only to the matters which have come to our attention, which
we believe need to be reported to you as part of our audit process. It is not a comprehensive
record of all the relevant matters, which may be subject to change, and in particular we cannot
be held responsible to you for reporting all of the risks which may affect your business or any
weaknesses in your internal controls. This report has been prepared solely for your benefit and
should not be quoted in whole or in part without our prior written consent. We do not accept any
responsibility for any loss occasioned to any third party acting, or refraining from acting on the
basis of the content of this report, as this report was not prepared for, nor intended for, any
other purpose.
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Purpose

The purpose of this report is to contribute towards the effective two-way communication between Westminster City Council’'s external auditors and
Westminster City Council’'s Audit and Performance Committee, as 'those charged with governance'. The report covers some important areas of the
auditor risk assessment where we are required to make inquiries of the Audit and Performance Committee under auditing standards.

Background

Under International Standards on Auditing (UK), (ISA(UK)) auditors have specific responsibilities to communicate with the Audit and Performance
Committee. ISA(UK) emphasise the importance of two-way communication between the auditor and the Audit and Performance Committee and also
specify matters that should be communicated.

This two-way communication assists both the auditor and the Audit and Performance Committee in understanding matters relating to the audit and
developing a constructive working relationship. It also enables the auditor to obtain information relevant to the audit from the Audit and Performance
Committee and supports the Audit and Performance Committee in fulfilling its responsibilities in relation to the financial reporting process.

Communication

As part of our risk assessment procedures we are required to obtain an understanding of management processes and the Council’s oversight of the
following areas:

* General Enquiries of Management
» Fraud,

* Laws and Regulations,

* Related Parties,

* Going Concern, and

» Accounting Estimates.
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Purpose

This report includes a series of questions on each of these areas and the response we have received from Westminster City Council’'s management.
The Audit and Performance Committee should consider whether these responses are consistent with its understanding and whether there are any

further comments it wishes to make.

Q GrantThornton
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General Enquiries of Management

Question Management response

1. What do you regard as the key events orissues that  continued high inflation will have impacted on the Council's financial outturn. This will be noted in the
will have a significant impact on the financial statements Ngrrative Report

for 2022/23?

2. Have_you cqn_s,idered the appropriatt_eness of the Yes, the reviewed accounting policy document will be sent to GT. IFRS 16 Leases will require local
accounting policies adopted by Westminster City authorities that are lessees to recognise most leases on their balance sheets as right-of-use assets with
Council? corresponding lease liabilities (there is recognition for low-value and short-term leases). CIPFA/LASAAC

Have there been any events or transactions that may  haye deferred implementation of IFRS16 for local government to 1 April 2024.CIPFA have confirmed that

cause you to change or adopt new accounting policies? there js no retrospective adjustment required when IFRS 16 is implemented. This means that no prior year

If so, what are they? comparator is required when the new standard is adopted. Local Authorities have been given till 1st April
2024 to collect their lease data and the new accounting methodology will be implemented in the following
years accounts.

There is no accountancy impact for IFRS 16 in 22/23.

Q GrantThornton
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General Enquiries of Management

Question Management response

3. Is there any use of financial instruments, including We currently have investments as fixed term deposits, notice accounts and Money Market Funds.
derivatives? If so, please explain : i .
The Council uses a range of financial instruments:

Financial assets

FVTPL — the Council is invested in a close-ended pooled property investment — the Real Lettings Fund
and holds equity in some of its local authority-controlled companies, principally £80k in WestCo Trading.

Assets at amortised cost:
Investments — S/T investments are in overnight deposits and Money Market Funds

Debtors — S/T debtors are trade debtors, L/T debtors are loans to subsidiary companies, some of which
are soft loans

Cash and cash equivalents

Financial liabilities at amortised cost:

Borrowing L/T — mainly PWLB borrowing, borrowing from Barings under a forward rate transaction and 7
LOBOs

Borrowing S/T — temporary borrowing from other local authorities
Creditors — trade creditors
Service concessions

We do not invest in derivatives.

4. Are you aware of any significant transaction outside g
the normal course of business? If so, what are they?

& GrantThornton
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General Enquiries of Management

Question Management response

5. Are you aware of any changes in circumstances that g
would lead to impairment of non-current assets? If so,
what are they?

6. Are you aware of any guarantee contracts? If so, No
please provide further details

7. Are you aware of the existence of loss contingencies
and/or un-asserted claims that may affect the financial

statements? If so, please provide further details We're not aware of any loss contingencies or unasserted claims which may affect the financial statements.

8. Other than in house solicitors, can you provide details Nt on behalf of the Pension Fund.
of those solicitors utilised by Westminster City Council
during the year. Please indicate where they are working
on open litigation or contingencies from prior years?

The Hemming case is still active for the Council. Following the decision of the Supreme Court to allow in
part the Council’s appeal in relation to the recovery of costs through licence fees, the European Court of
Justice issued a ruling on matters referred to it by the Supreme Court. The Council is now seeking an Order
from the Administrative Court for the return of the sum of approximately £1.4m paid to the claimants

Q GrantThornton
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General Enquiries of Management

Question Management response

9. Have any of the Westminster City Council’s service
providers reported any items of fraud, non-compliance
with laws and regulations or uncorrected misstatements
which would affect the financial statements? If so,
please provide further details

10. Can you provide details of other advisors consulted
during the year and the issue on which they were
consulted?

There were no reported items of fraud or non-compliance for 2022/23.

We have our external (RSM) for advisory matters on VAT and SDLT, we have consulted them on
Setting up VAT group for Westminster Housing Investments Ltd (WHIL)
Domestic VAT reverse charge

11. Have you considered and identified assets for which The methodology used to calculate BDP depends on the type of debt. Usually, the method is a combination
expected credit loss provisions may be required under  of |ooking at the nature of the debt (e.g. whether they are by current or former tenants and the going-

IFRS 9, such as debtors (including loans) and concern of a business) and the length of the bad debt (e.g. 50% for debts 6-12 months old and 100% for
investments? If so, please provide further details debts over a year old).

There is uncertainty in any estimation. The bad debt calculations are based on the most up to date
information we have on outstanding aged debt. The amounts or percentage provided for are based on
methodologies which are shown to be reasonable based on historic activity.

There are no treasury investments or loans which will require an impairment review.

we undertook an assessment of the need for an ECL allowance on the loans to WCH and WHIL — Paper on
this sent Hameem Gularaiz.

Q GrantThornton
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Fraud

Matters in relation to fraud
ISA (UK) 240 covers auditors responsibilities relating to fraud in an audit of financial statements.

The primary responsibility to prevent and detect fraud rests with both the Audit and Performance Committee and management.
Management, with the oversight of the Audit and Performance Committee , needs to ensure a strong emphasis on fraud prevention and
deterrence and encourage a culture of honest and ethical behaviour. As part of its oversight, the Audit and Performance Committee should
consider the potential for override of controls and inappropriate influence over the financial reporting process.

As Westminster City Council’s external auditor, we are responsible for obtaining reasonable assurance that the financial statements are free
from material misstatement due to fraud or error. We are required to maintain professional scepticism throughout the audit, considering the
potential for management override of controls.

As part of our audit risk assessment procedures we are required to consider risks of fraud. This includes considering the arrangements
management has put in place with regard to fraud risks including:

» assessment that the financial statements could be materially misstated due to fraud,

» process for identifying and responding to risks of fraud, including any identified specific risks,

« communication with the Audit and Performance Committee regarding its processes for identifying and responding to risks of fraud, and
« communication to employees regarding business practices and ethical behaviour.

We need to understand how the Audit and Performance Committee oversees the above processes. We are also required to make inquiries
of both management and the Audit and Performance Committee as to their knowledge of any actual, suspected or alleged fraud. These
areas have been set out in the fraud risk assessment questions below together with responses from Westminster City Council’s
management. v

Q Grant Thornton
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Fraud risk assessment
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Question Management response

1. Has Westminster City Council assessed the risk of
material misstatement in the financial statements due to
fraud?

How has the process of identifying and responding to
the risk of fraud been undertaken and what are the
results of this process?

How do the Council’s risk management processes link to
financial reporting?

2. What have you determined to be the classes of
accounts, transactions and disclosures most at risk to
fraud?

3. Are you aware of any instances of actual, suspected
or alleged fraud, errors or other irregularities either
within Westminster City Council as a whole, or within
specific departments since 1 April 20227 If so, please
provide details

11 © 2023 Grant Thornton UK LLP | Westminster City Council 2022/23

Although there is an on-going risk of fraud being committed against the Council, arrangements are in place to prevent
and detect fraud. These include work carried out by Internal Audit and the Corporate Anti-Fraud Service on overall
fraud risk across the Council.

There is on-going communication between external audit and responsible officers on emerging technical issues.
Financial monitoring also highlights areas of variance within the capital and revenue budgets, which helps
management identify areas of material misstatement within the accounts.

The Council maintains a fraud risk register which identifies possible frauds to which the authority is exposed. It
estimates both the possible impact of a given fraud and the likelihood of it occurring. The register ensures the
organisation better understands the fraud-threat environment in which the authorities have to operate. The register is
frequently reviewed to ensure that the risks are being appropriately managed, as well as informing and driving the Pro-
active Work Programme enabling the Corporate Anti-Fraud service to focus resources on the most relevant fraud
risks.

Financial assessments for personal budgets, use of direct payments, welfare benefit, cash handling, procurement
fraud have been considered as most at risk, however these have not resulted in values of fraud that would be material
to the accounts.

For the first six months of the financial year 2022/23 (1 April to 30 September 2022) the Corporate Anti-Fraud Service
investigated 393 cases, including 131 new referrals, and concluded 186 investigations. This is included in reporting to
the Audit and Performance Committee.

Q GrantThornton
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Fraud risk assessment

Question Management response

4_- A_S a man_agem_ent team, how do you commu_nicate Counter fraud plans, policies and performance are reported to the Audit and Performance Committee who receive
risk issues (including fraud) to those charged with reports on internal and external fraud investigated by the Council. This report is intended to brief members of the
governance? Committee in respect of work undertaken by the fraud service.

Reported to Committee: Audit & Performance Committee — Nov 2022

5. Have you identified any specific fraud risks? If so, There are areas within the Council where the inherent risk of fraud will always be higher than other, for example locations

please provide details handling cash, or more recently fraudulent applications for Covid business grants, but the fraud risk register helps to
ensure these areas are reviewed and fraud risks appropriately managed.

Do you have any concerns there are areas that are at

risk of fraud?

Are there particular locations within Westminster City
Council where fraud is more likely to occur?

6. What processes do Westminster City Council have in - The Council's Anti-Fraud & Corruption Strategy 2020-23 sets out the Council’s overall policy on fraud and corruption and

place to identify and respond to risks of fraud? states that if fraud, corruption or any misconduct directed against the Council is suspected, this should be reported
immediately. The Council’s strategy aligns to the national strategy published by the Local Government Association
(LGA).

The Council maintains a fraud risk register which identifies possible frauds to which the authority is exposed. It estimates
both the possible impact of a given fraud and the likelihood of it occurring. The register ensures the organisation better
understands the fraud-threat environment in which the authority has to operate.

The register is frequently reviewed to ensure that the risks are being appropriately managed, as well as informing and
driving the Pro-active Work Programme enabling the Corporate Anti-Fraud service to focus resources on the most
relevant fraud risks. The outcome of completed proactive fraud reviews is reported to the Audit and Performance
Committee.

Q GrantThornton
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Question Management response

7. How do you assess the overall control environment for
Westminster City Council, including:

» the existence of internal controls, including segregation of
duties; and

» the process for reviewing the effectiveness the system of
internal control?

If internal controls are not in place or not effective where are the
risk areas and what mitigating actions have been taken?

What other controls are in place to help prevent, deter or detect
fraud?

Are there any areas where there is a potential for override of
controls or inappropriate influence over the financial reporting
process (for example because of undue pressure to achieve
financial targets)? If so, please provide details

8. Are there any areas where there is potential for misreporting? If

so, please provide details

13 © 2023 Grant Thornton UK LLP | Westminster City Council 2022/23

Each year an annual audit plan is developed that takes into account the risks of the Council,
including fraud risks. Where there is a significant risk a full review to assess the effectiveness of
internal controls is undertaken. Additionally, the Corporate Anti-Fraud Service have developed a
work programme combining pro-active investigations and service reviews to assess fraud risks
within business units to support management in evaluating fraud controls.

The Council’s Internal Audit & Corporate Anti-Fraud Service reviews policies, procedures and
governance arrangements across the Council’s Services and promotes a culture of zero tolerance in
respect of fraud, corruption and mismanagement. Fraud awareness training is available to service
areas where a need has been identified and a fraud internet page informs staff of emerging fraud
risks, encourages fraud reporting and to maintains awareness.

This is a risk applicable to all budget managers across the organisation as their performance against
budget is often a key factor in their annual performance assessment. However, this is a relatively

minor risk and is mitigated by the budget monitoring, schemes of delegation and year end
processes, as well as realistic budget setting.

None not already covered elsewhere in our risk assessment responses.

Q GrantThornton
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Fraud risk assessment

Question Management response

9. How does Westminster City Council communicate and
encourage ethical behaviours and business processes of
its staff and contractors?

How do you encourage staff to report their concerns
about fraud?

What concerns are staff expected to report about fraud?
Have any significant issues been reported? If so, please
provide details.

10. From a fraud and corruption perspective, what are
considered to be high-risk posts?

How are the risks relating to these posts identified,
assessed and managed?

11. Are you aware of any related party relationships or
transactions that could give rise to instances of fraud? If
S0, please provide details

How do you mitigate the risks associated with fraud
14¢elated to related party relationships and transactions?

The Council’s Internal Audit & Corporate Anti-Fraud Service reviews policies, procedures and governance
arrangements across the Council’s Services and promotes a culture of zero tolerance in respect of fraud, corruption
and mismanagement. Fraud awareness training is available to service areas where a need has been identified and a
fraud internet page informs staff of emerging fraud risks, encourages fraud reporting and maintains awareness and
includes the various channels for reporting fraud, including the fraud hotline and an online reporting form.

Staff are encouraged and, indeed, expected to raise any concern that they may have, without fear of recrimination.
Any concerns raised will be treated in the strictest confidence and will be properly investigated. The Council
publicises a clear Whistleblowing Policy aimed to encourage those who work for the Council and have serious
concerns about any aspect of the Council's work, to come forward and report their concerns at the earliest
opportunity; so that they can be properly investigated. The Council also has an independent confidential reporting
system called SAFECALL.

Since April 2022, the Corporate Anti-Fraud Service has received just one new protected disclosure raising concerns.
Following investigation, evidence was obtained that showed there was no case to answer. This information was fed
back to the whistleblower and the matter closed.

Prospective suppliers and contractors are made aware of the Council’s policies and procedures which are relevant to
those contracting with the Council and how the Council expects contractors and its staff to behave. This includes
policies relating to equality, diversity and inclusion, fraud, corruption and bribery, modern slavery, London Living
Wage and a supplier code of conduct.

There are no significantly high-risk posts identified, although any managerial or supervisory post with the ability to
override controls is a fraud risk and therefore management override is something that is reviewed during audits and
pro-active fraud risk assessments.

The Council is not aware of any related parties or related party transactions which have not been disclosed.
Members and officers are required to make full disclosure of any relationships that impact on their roles. Members
are required to declare any relevant interests at Council and Committee meetings.
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Question Management response

12. What arrangements are in place to report fraud
issues and risks to the Audit and Performance
Committee ?

How does the Audit and Performance Committee

exercise oversight over management's processes
for identifying and responding to risks of fraud and
breaches of internal control?

What has been the outcome of these arrangements
so far this year?

13. Are you aware of any whistle blowing potential

or complaints by potential whistle blowers? If so,
what has been your response?

14. Have any reports been made under the Bribery
Act? If so, please provide details
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The outcomes of internal audit reviews and counter fraud activity is reported to the Audit and Performance
Committee together with the details on the implementation of internal audit recommendations. Significant issues are
brought to the attention of the Committee who may request management to provide a response on specific issues.
Anti-fraud policies including the whistleblowing policy are presented annually to the Audit and Performance
Committee for review and approval.

The Council publicises a clear Whistleblowing Policy aimed to encourage those who work for the Council and have
serious concerns about any aspect of the Council's work, to come forward and report their concerns at the earliest
opportunity; so that they can be properly investigated. Since April 2022, the Corporate Anti-Fraud Service received
one new protected disclosure raising concerns which was closed following a fact-finding investigation that disproved

the alleged concerns
No reports have been made.

Q GrantThornton
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Law and regulations

Matters in relation to laws and regulations
ISA (UK) 250 requires us to consider the impact of laws and regulations in an audit of the financial statements.

Management, with the oversight of the Audit and Performance Committee , is responsible for ensuring that Westminster City Council’s operations
are conducted in accordance with laws and regulations, including those that determine amounts in the financial statements.

As auditor, we are responsible for obtaining reasonable assurance that the financial statements are free from material misstatement due to fraud or
error, taking into account the appropriate legal and regulatory framework. As part of our risk assessment procedures we are required to make
inquiries of management and the Audit and Performance Committee as to whether the body is in compliance with laws and regulations. Where we
become aware of non-compliance or suspected non-compliance we need to gain an understanding of the non-compliance and the possible effect
on the financial statements.

Risk assessment questions have been set out below together with responses from management.

Q GrantThornton
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Impact of laws and regulations

Question Management response

la. How does management gain assurance that all relevant

laws and regulations have been complied with? Any Key Decision or Executive Decision of the Council requires a report which contains a
“Legal Implications” section within which Legal Services check and approve that what is
being recommended complies with all relevant laws and regulations. Governance Services
check that all reports are signed off by a representative of the Director of Law. A similar
process is followed for committee reports where there are legal implications or a legal
advisor attends committee meetings

Executive Directors are authorised to exercise those powers and duties of the Council in
relation to the service and activities for which they are responsible (which are not reserved to
the Council, the Cabinet/a Cabinet Member or a Committee), and to exercise the
professional and managerial responsibilities of their posts.

Accordingly officers may exercise only the powers delegated to them and these are
exercisable subject to the strategies, policies, and priorities determined by the members of
the Council, the Council’s Financial Regulations, Procurement Code and Human Resources
Policies, and they have to comply with the law and all policies, regulations, orders, codes,
protocols, and similar documents approved by the Council, Cabinet, the Standards
Committee or a Regulatory Committee.

The role of Legal Services and also external solicitors and external counsel in advising
Service Departments on their proposed work also helps to prevent non-compliance.
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Impact of laws and regulations

Question Management response

Question 1 continued....
1b. What arrangements does Westminster City Council have in ; ; . o . ; ;
place to prevent and detect non-compliance with laws and In relation to det_ectlon of n_on-compllance, the Council‘s Financial Reg_ula_tlons outlme_ how
the Executive Director of Finance & Resources must ensure an effective internal audit
function and is responsible for reviewing financial and management systems and controls
throughout the Council, has a duty to act if fraud or corrupt practices are suspected or
detected and works with the Tri-Borough Director of Audit, Fraud, Risk and Insurance in
reporting to the Audit and Performance Committee on any relevant matter relating to the
Council’s financial controls.

regulations?

The Council’'s Executive Director of Finance & Resource is also responsible for developing,
reviewing and maintaining an anti-fraud and anti-corruption policy including whistleblowing,
and for advising on effective systems of internal control to prevent fraud and corruption.

oy
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Impact of laws and regulations

Question Management response

Question 1 continued....
1c. Are you aware of any changes to the Council’s regulatory
environment that may have a significant impact on the Council’s
financial statements?

In relation to changes to the Council’s regulatory environment, Jake Bacchus, Director of
Finance has confirmed that:

(2) The Prudential Code for Capital Finance in Local Authorities was tightened up in late
December 2021. This clarified that authorities should not borrow to purchase assets purely
for commercial return. Any borrowing should be on the basis of regeneration;

(2) McCloud Regulations. This is still under consultation, with the Government having
proposed a solution to the McCloud issue. This relates to the problem of age discrimination
having been identified in the Government’s implementation of the LGPS change from final
salary to career average based pensions back in 2014;

(3) CIPFA Financial Management Code: The self-assessment review against the CIPFA
Financial Management Code is designed to support good practice in financial management
and to assist local authorities in demonstrating their financial sustainability

Q GrantThornton
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Impact of laws and regulations

Question Management response

2. How is the Audit and Performance Committee provided with None of these reports have identified instances where the Council has not complied with
assurance that all relevant laws and regulations have been relevant laws or regulations.
complied with?

3. Have there been any instances of non-compliance or In relation to non-compliance, Jake Bacchus, Director of Finance has confirmed that the
suspected non-compliance with laws and regulation since 1 statutory accounts draft publication deadline reverted back to 31 May. The Council
experienced some delays and published its accounts on 16 June 2023. Most authorities in
London and across England have still not published their draft accounts. The Council
published a delay natification on its website at the time of the delay. Members and external
auditors were informed at the time. This has no impact on the timeframes for the 22/23 audit.

April 2022 with an on-going impact on the 2022/23 financial
statements? If so, please provide details

4. Are there any actual or potential litigation or claims that
would affect the financial statements? If so, please provide Please see Michael Carson’s email to Radoslaw Borzymowski of auditors on 28 June 2023,
details copied to Neetu Singh

Q GrantThornton
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Impact of laws and regulations

Question Management response

5. What arrangements does Westminster City Legal Services has a High Risk Register of cases updated by fee earners with conduct of high value
Council have in place to identify, evaluate and financial claims (over £50,000), claims involving potential risk to the Council’s reputation or cases which
account for litigation or claims? may be politically sensitive all of which could attract media publicity. The conduct of these cases is

discussed with fee earners by Principal Solicitors during 1 to 1 meetings with fee earners every 6 weeks

6. Have there been any reports from other regulatory

bodies, such as HM Revenues and Customs, which Jake Bacchus & Phil Triggs have confirmed that they are not aware of anything else in the regulatory
indicate non-compliance? If so, please provide environment which may have a significant impact on the financial statements of the Council or Pension
details Fund.

They are also not aware of any non-compliance matters.

21 © 2023 Grant Thornton UK LLP | Westminster City Council 2022/23
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Related Parties

Matters in relation to Related Parties

Westminster City Council are required to disclose transactions with bodies/individuals that would be classed as related parties. These may

include:
| |
|

bodies that directly, or indirectly through one or more intermediaries, control, or are controlled by Westminster City Council;
associates;

joint ventures;

a body that has an interest in the authority that gives it significant influence over the Council;

key management personnel, and close members of the family of key management personnel, and

post-employment benefit plans (pension fund) for the benefit of employees of the Council, or of any body that is a related party of the
Council.

A disclosure is required if a transaction (or series of transactions) is material on either side, i.e. if a transaction is immaterial from the [type of
body]'s perspective but material from a related party viewpoint then the Council must disclose it.

ISA (UK) 550 requires us to review your procedures for identifying related party transactions and obtain an understanding of the controls that you
have established to identify such transactions. We will also carry out testing to ensure the related party transaction disclosures you make in the
financial statements are complete and accurate.
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Related Parties

Question Management response

1. Have there been any changes in the related All related parties will be reported at year end and as part of the reporting all intercompany transactions
parties including those disclosed in Westminster will be captured as well as checks made on Companies House to ensure the validity of responses.
City Council’'s 2022/23 financial statements?
If so please summarise:
» the nature of the relationship between these
related parties and Westminster City Council
» whether Westminster City Council has entered
into or plans to enter into any transactions with
these related parties
» the type and purpose of these transactions

2. What controls does Westminster City Council All Councillors, ELT members and senior finance staff are requested to submit all related party
have in place to identify, account for and disclose relationships. If they have none, an email confirming is filed as part of Audit. Following a RP disclosure a
related party transactions and relationships? review of all intercompany transactions takes place. A separate review of Companies House for all

members will be completed in 22/23 as part of year end.

Q GrantThornton
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Related Parties

Question Management response

3. What controls are in place to authorise and Current materiality is £25k.
approve significant transactions and arrangements A clear separation of duty throughout the process of raising a PO for payment, one person raises a
with related parties? requisition, and another (in most instances their line manager) approves the requisition which then

creates a PO number. With the exception of Manual Payments, the council adopt a very stringent No PO
no Pay policy. In additional any payments above £100k require separate approval by the procurement
team.

In cases of Manual payments, they require senior management approval and very clear evidence for
why the invoice method is not suitable.

Larger Capital spend is approved through Cabinet Member meetings and the Wider Capital Review
Group as well as senior Finance management.

Procurement policy is that for any contracts above £10k there must be 3 tender submissions and a
review prior to any contract award.

4. What controls are in place to authorise and All transactions over £100k are required to be approved through the Commercial Gateway Review
approve significant transactions outside of the Board. This governance process allows scrutiny from specialists across WCC including Procurement,
normal course of business? Legal and Finance. The council’s Financial Regulations set out the governance and approvals required

for all spend, amounts over £1.5m requiring Cabinet Member sign-off

24 ©2023 Grant Thornton UK LLP | Westminster City Council 2022/23 Q GrantThornton
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Going Concern

Matters in relation to Going Concern

The audit approach for going concern is based on the requirements of ISA (UK) 570, as interpreted by Practice Note 10: Audit of financial
statements and regularity of public sector bodies in the United Kingdom (Revised 2020). It also takes into account the National Audit Office's
Supplementary Guidance Note (SGN) 01: Going Concern — Auditors’ responsibilities for local public bodies.

Practice Note 10 confirms that in many (but not all) public sector bodies, the use of the going concern basis of accounting is not a matter of
significant focus of the auditor’s time and resources because the applicable financial reporting frameworks envisage that the going concern basis
for accounting will apply where the body’s services will continue to be delivered by the public sector. In such cases, a material uncertainty related
to going concern is unlikely to exist.

For this reason, a straightforward and standardised approach to compliance with ISA (UK) 570 will often be appropriate for public sector bodies.
This will be a proportionate approach to going concern based on the body’s circumstances and the applicable financial reporting framework. In
line with Practice Note 10, the auditor’'s assessment of going concern should take account of the statutory nature of the body and the fact that the
financial reporting framework for local government bodies presume going concern in the event of anticipated continuation of provision of the
services provided by the body. Therefore, the public sector auditor applies a ‘continued provision of service approach’, unless there is clear
evidence to the contrary. This would also apply even where those services are planned to transfer to another body, as in such circumstances, the
underlying services will continue.

For many public sector bodies, the financial sustainability of the body and the services it provides are more likely to be of significant public
interest than the application of the going concern basis of accounting. Financial sustainability is a key component of value for money work and it
is through such work that it will be considered.

Q GrantThornton
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Commercial in confidence
Going Concern

Question Management response

1. What processes and controls does management have  The Council’s performance and financial position is reported to members and senior officers on a
in place to identify events and / or conditions which may regular basis. Audit and Performance Committee receive quarterly performance and financial
reports. These set out the Council’s financial position and variance against budget. The

indicate that the statutory services being provided by ; ) . -
performance report sets out how the council are measuring up against key performance indicators.

Westminster City Council will no longer continue?

The Council’s Executive Leadership Team meet on a weekly basis and Executive Directors also
have regular departmental leadership meetings to discuss performance and finances. Furthermore,
all Cabinet Members have regular briefings that ensure they are aware of the latest developments
in a service and are made aware of any issues

2. Are management aware of any factors which may No
mean for Westminster City Council that either statutory
services will no longer be provided or that funding for

statutory services will be discontinued? If so, what are

they?

oy
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Commercial in confidence

Going Concern

Question Management response

3. With regard to the statutory services currently Yes, continue to be provided by the Council.
provided by Westminster City Council does Westminster

City Council expect to continue to deliver them for the

foreseeable future, or will they be delivered by related

public authorities if there are any plans for Westminster

City Council to cease to exist?

4. Are management satisfied that the financial reporting

framework permits Westminster City Council to prepare Yes, the Council can prepare the statements on a going concern basis and provide a faithful
its financial statements on a going concern basis? Are representation of the items in the financial statements.

management satisfied that preparing financial

statements on a going concern basis will provide a

faithful representation of the items in the financial

statements?

Q GrantThornton
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Commercial in confidence

Accounting estimates

Matters in relation to accounting estimates

ISA (UK) 540 (Revised December 2018) requires auditors to understand and assess a body’s internal controls over accounting estimates,
including:

« The nature and extent of oversight and governance over management’s financial reporting process relevant to accounting estimates;
*  How management identifies the need for and applies specialised skills or knowledge related to accounting estimates;

* How the body’s risk management process identifies and addresses risks relating to accounting estimates;

* The body’s information system as it relates to accounting estimates;

*  The body’s control activities in relation to accounting estimates; and

*  How management reviews the outcomes of previous accounting estimates.

As part of this process auditors also need to obtain an understanding of the role of those charged with governance, which is particularly important
where the estimates have high estimation uncertainty, or require significant judgement.

Specifically do Audit Committee members:
« Understand the characteristics of the methods and models used to make the accounting estimates and the risks related to them;

« Oversee management’s process for making accounting estimates, including the use of models, and the monitoring activities undertaken by
management; and

« Evaluate how management made the accounting estimates?
We would ask the Audit Committee to satisfy itself that the arrangements for accounting estimates are adequate.
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Commercial in confidence

Accounting Estimates - General Enquiries of Management

Question Management response

1. What are the classes of transactions, events and Valuations
conditions, that are significant to the financial

statements that give rise to the need for, or changes in,
accounting estimate and related disclosures? Accruals

Depreciation

Pension Liability

Provisions
2. How does the Council’s risk management process |t s the view of the Section 151 officer that the estimates made within the Statement of Accounts are
identify and address risks relating to accounting consistent with the Local Authority Accounting Code of Practice and are both prudent and reasonable
estimates?
3. How does management identify the methods, The Accounting Policies which set out the specific principles, rules and practices applied by the Authority in
assumptions or source data, and the need for changes  preparing and presenting the financial statements are approved each year by our audit committee. The
in them, in relation to key accounting estimates? financial statements are presented to internal audit each year which set out the accounting estimates used.
4. How do management review the outcomes of The Statement of Accounts contains estimated figures that are based on assumptions made by the Council
previous accounting estimates? about the future or that are otherwise uncertain. Estimates are made taking into account historical

experience, current trends and other relevant factors

5. Were any changes made to the estimation processes
in 2022/23 and, if so, what was the reason for these?

Z
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Commercial in confidence

Accounting Estimates - General Enquiries of Management

Question Management response

6. How does management identify the need for and The professional judgement of the experts such as valuers etc are used to identify the need for accounting
apply specialised skills or knowledge related to estimates.

accounting estimates? :
(refer to appendix A)

7. How does the Council determine what control Specialists are used where there are significant accounting estimates. These are reviewed by Finance and

activities are needed for significant accounting Quality Assurance carried out by Senior Managers
estimates, including the controls at any service

providers or management experts? (refer to appendix A)

8. How does management monitor the operation of Yearly review of the provisions methodology
control activities related to accounting estimates,

including the key controls at any service providers or
management experts? Valuations challenge sessions and management control checks on the inputs.

Accruals panel

9. What is the nature and extent of oversight and Refer to the PSA accounting estimate management summary documents for details.
governance over management’s financial reporting

process relevant to accounting estimates, including:

- Management’s process for making significant
accounting estimates

- The methods and models used

- The resultant accounting estimates included in the
financial statements.

Q GrantThornton
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Commercial in confidence

Accounting Estimates - General Enquiries of Management

Question Management response

10. Are management aware of any transactions,

events, conditions (or changes in these) that may

give rise to recognition or disclosure of significant No
accounting estimates that require significant

judgement (other than those in Appendix A)? If so,

what are they?

11. Why are management satisfied that their Refer to the PSA accounting estimate management summary documents for details and refer to

arrangements for the accounting estimates, as management response.

detailed in Appendix A, are reasonable?
The PSA accounting document outlines understanding of how management developed the estimate. The
estimates are then reviewed and tested. Reasonableness of all the workings are checked as per details
provided in the document. Management is satisfied with reasonableness for the estimates for 22/23.

12. How is the Audit and Performance Committee Through the annual financial statement report and any specific reports.
provided with assurance that the arrangements for
accounting estimates are adequate ?

Q GrantThornton
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Appendix A Accounting Estimates

Method / model used to
make the estimate

Estimate

Land and Current value, comprising
buildings existing use value. Where
valuations

prices for comparable
properties are available in an
active market, properties are
valued at market value taking
into account the existing use.
Where no market exists or the
property is specialised, current
value is measured at
depreciated replacement cost

Controls used to
identify estimates

Officers challenge
methods provided and
agree reasonableness
of estimates .

A meeting between both
property teams, the
valuers and Avison
Young (facilitated by
finance) will held in
March and April

to discuss all the
properties undergoing
valuations and
indexation in 2022/23.
The current usage of
each asset was agreed
and documented, and
material differences
were challenged.

Whether
management
have used an
expert

Sanderson
Weatherall LLP.

Commercial in confidence

Has there
been a
changein
accounting
method in
year?

Underlying assumptions:

- Assessment of degree of uncertainty
- Consideration of alternative
estimates

For the rolling 80% of assets that are not No
subject to an inspection and full valuation,
dependant on the level of change
recorded, assets will either be individually
revalued on a desktop basis (typically
where a property specific impairment
event has occurred) or index adjusted in
line with an appropriate index, such
adjustment being applied to a group of
assets (if deemed appropriate) that share
common characteristics and valuation
methodology.
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Appendix A Accounting Estimates

Estimate

Council dwelling
valuations

Investment

property
valuations

Method / model used to
make the estimate

Current value, comprising
existing use value for social
housing Dwellings are valued
using market prices for
comparable properties,
adjusted to reflect occupancy
under secure tenancies.

Investment properties are
measured initially at cost and
subsequently at fair value.
Investment properties are not
depreciated but are revalued
annually according to market
conditions at the year-end.

© 2023 Grant Thornton UK LLP | Westminster City Council 2022/23

Controls used to
identify estimates

Officers challenge
methods provided and
agree reasonableness
of estimates

Officers challenge
methods provided and
agree reasonableness
of estimates

Whether
management
have used an
expert

Sanderson
Weatherall LLP.

Sanderson
Weatherall LLP

Underlying assumptions:

- Assessment of degree of uncertainty
- Consideration of alternative
estimates

No change to the methodology is
proposed for this year. To prepare the
annual revaluation of the HRA portfolio
the valuers adopted the index approach.
This is in line with the CIPFA guidance
set out within “Stock Valuation for
Resource Accounting — Guidance for
Valuers 2016”.

Less certainty and a higher degree of
caution should be attached to the
valuation. SW will produce a document
detailing their assumptions made to
reflect the current market

Commercial in confidence

Has there
been a
changein
accounting
method in
year?

No

No

Q GrantThornton



Appendix A Accounting Estimates

Estimate

Depreciation

34

Method / model used to
make the estimate

Depreciation is calculated on
the following bases:

* Buildings - straight-line
allocation over the useful life of
the property.

* HRA dwellings are
depreciated based upon
component accounting basis.
In the year of disposal a full
year’s depreciation is charged
to the accounts and nothing in
the year of acquisition;

* Vehicles, plant, furniture and
equipment - a percentage of
the value of each class of
assets in the Balance Sheet,
as advised by a suitably
qualified officer;

* Infrastructure - straight-line
allocation over 10 - 15 years

Whether
management
have used an
expert

Controls used to
identify estimates

Depreciation is provided No
for on all Property, Plant

and Equipment assets by

the systematic allocation of

their depreciable amounts

over their useful lives.

Large differences will be
explained or investigated.

Depreciation is calculated
on the value of assets
brought forward on 1 April
each year. For new assets
purchased or whose
construction was
completed and brought
into use during the year,
no depreciation is charged
in that year. A full year’s
depreciation is calculated
in the following and
subsequent years.

Underlying assumptions:

- Assessment of degree of uncertainty
- Consideration of alternative
estimates

The council split land and building for
operational properties and HRA for the
purposes of depreciation. The split was
based on the NBV at 30% for land and
70% Building.

Commercial in confidence

Has there
been a
changein
accounting
method in
year?

No



Appendix A Accounting Estimates

Estimate

Depreciation
(cont...)

35

Method / model used to
make the estimate

Depreciation is calculated on
the following bases:

* Buildings - straight-line
allocation over the useful life of
the property.

* HRA dwellings are
depreciated based upon
component accounting basis.
In the year of disposal a full
year’s depreciation is charged
to the accounts and nothing in
the year of acquisition;

* Vehicles, plant, furniture and
equipment - a percentage of
the value of each class of
assets in the Balance Sheet,
as advised by a suitably
qualified officer;

* Infrastructure - straight-line
allocation over 10 - 15 years

Controls used to
identify estimates

Disposals and demolished
assets will have a full
year’s depreciation
calculated in the year of
disposal.

Revaluation gains are also
depreciated, with an
amount equal to the
difference between current
value depreciation charged
on assets and the
depreciation that would
have been chargeable
based on their historical
cost being transferred
each year from the
Revaluation Reserve to the
Capital Adjustment
Account.

Whether
management
have used an
expert

No

Underlying assumptions:

- Assessment of degree of uncertainty
- Consideration of alternative
estimates

The council split land and building for
operational properties and HRA for the
purposes of depreciation. The split was
based on the NBV at 30% for land and
70% Building.

Commercial in confidence

Has there
been a
changein
accounting
method in
year?

No
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Appendix A Accounting Estimates (Continued)

Estimate

Valuation of
defined benefit
net pension
fund liabilities

Level 2
investments

Method / model used to
make the estimate

Estimation of the net liability to
pay pensions depends on a
number of complex judgments
relating to the discount rates
used, the rate at which
salaries are projected to
increase, changes in
retirement ages, mortality
rates and expected returns on
pension fund assets. A firm of
consulting actuaries is
engaged to provide the fund
with expert advice about the
assumptions to be applied

No estimates are required, the
amortised cost valuation is
taken at 31st March. The
associated fair value where
applicable is calculated based
on 31st March discount rate.

© 2023 Grant Thornton UK LLP | Westminster City Council 2022/23

Controls used to
identify estimates

Officers challenge
methods provided and
agree reasonableness
of estimates. The
Strategic Investment
Manager asks for
confirmation of any
significant movements
in valuation
assumptions, and the
reasons why.

Whether
management
have used an
expert

Yes — Actuary
Hyman
Robertsons

Underlying assumptions:

- Assessment of degree of uncertainty
- Consideration of alternative
estimates

Actuary using financial assumptions that
comply with IAS19.

The structure of the liabilities is
substantially the same as at the latest
formal valuation.

CPI assumption. Salaries are assumed to
increase at 1.0% p.a. above CPI

Sensitivity analysis on major
assumptions, please see section 6 IAS 19

Commercial in confidence

Has there
been a
changein
accounting
method in
year?

No

Q GrantThornton
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Appendix A Accounting Estimates (Continued)

Method / model used to
make the estimate

Estimate

Level 3 No estimates are required, the
Investments amortised cost valuation is
taken at 31st March. The
associated fair value where
applicable is calculated based
on 31st March discount rate
Fair value No estimates are required, the
estimates

amortised cost valuation is
taken at 31st March. The
associated fair value where
applicable is calculated based
on 31st March discount rate

© 2023 Grant Thornton UK LLP | Westminster City Council 2022/23

Controls used to
identify estimates

Whether
management
have used an
expert

The valuation will be the
Council's share of the
Net Asset Value of the
fund based on the
March 2023 unit price,
the NAV will be based
on the latest available
quarterly unaudited
accounts.

Underlying assumptions:

- Assessment of degree of uncertainty
- Consideration of alternative
estimates

We have approached Resonance for an
assessed valuation range and they have
indicated a range of +0.45%/-0.45%.

Commercial in confidence

Has there
been a
changein
accounting
method in
year?

No

Q GrantThornton



Appendix A Accounting Estimates (Continued)

Estimate

Provisions

© 2023 Grant Thornton UK LLP | Westminster City Council 2022/23

Method / model used to
make the estimate

Provisions are recognised
where the Council has a legal

or constructive obligation

arising from a past event that

will probably require

settlement by a transfer of
economic benefits or service

potential, and a reliable

estimate can be made of the

amount of the obligation

Controls used to
identify estimates

Discussion between
Corporate Finance and
wider finance on
creation of new
provisions, which are
reviewed and agreed
with the Director of
Finance. Existing
provisions are review in
ensure they are still
required and the
amount set aside is still
appropriate. Specific
analysis is provided for
the insurance and
NNDR appeals
provisions

Whether
management
have used an
expert

External
analysis via
Analyse Local is
used to
determined the
NNDR appeals
provision.
Actuary used
(not annually) to
estimate the
Insurance fund
provision

Commercial in confidence

Has there
been a
changein
accounting
method in
year?

Underlying assumptions:

- Assessment of degree of uncertainty
- Consideration of alternative
estimates

Degree of uncertainty built into Insurance No

’Q GrantThornton



Appendix A Accounting Estimates (Continued)

Estimate Method / model used to

make the estimate

Accruals Accrual estimates based on

supplier's confirming the
invoice amount to be paid,
based on previous recurring
invoices, working paper of
services charged at a rate or
other third party evidence.

39 © 2023 Grant Thornton UK LLP | Westminster City Council 2022/23

Whether
management
have used an
expert

Controls used to
identify estimates

Every accrual is No
submitted into an
accruals log on a
centralised share-point,
where it is first reviewed
and approved by a
Finance Manager's
manager. An Accrual
Panel member in a
different area will also
check the estimation of
the accrual.

Underlying assumptions:

- Assessment of degree of uncertainty
- Consideration of alternative
estimates

Accruals are made for goods/services
already received, although the exact cost
may not be known and estimates may
have to be made for example on previous
recurring invoices.

Commercial in confidence

Has there
been a
changein
accounting
method in
year?

No

Q GrantThornton
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Appendix A Accounting Estimates (Continued)

Estimate

Credit loss and
impairment
allowances

Method / model used to
make the estimate

The methodology used to
calculate BDP depends on the
type of debt. Usually, the
method is a combination of
looking at the nature of the
debt (e.g. whether they are by
current or former tenants and
the going-concern of a
business) and the length of the
bad debt (e.g. 50% for debts
6-12 months old and 100% for
debts over a year old). In
general, no changes have
been made to the models in
2022/23.

© 2023 Grant Thornton UK LLP | Westminster City Council 2022/23

Controls used to
identify estimates

There are adequate
controls in place for the
calculation of bad debt
provision. The systems
used to provide the
source data (Avison
Young, Capita, Orchard
etc.) are reliable. Once
the source data has
been downloaded or
sent to the responsible
officer, the responsible
officer will then analyse
the information, monitor
the major changes and
query any discrepancies

Whether
management
have used an
expert

The management
of Temporary
Accommodation
(TA) is outsourced
to RMG who run
the WCC Housing
Solutions Service
which include debt
management of
tenants in TA. For
Council Tax &
Business Rates,
the impairments
are calculated
based on aged
debt figures that
are part of the
Collection Fund
working papers,
which is based on
information from
Capita

Underlying assumptions:

- Assessment of degree of uncertainty
- Consideration of alternative
estimates

There is uncertainty in any estimation.
The bad debt calculations are based on
the most up to date information we have
on outstanding aged debt. The amounts
or percentage provided for are based on
methodologies which are shown to be
reasonable based on historic activity.

Commercial in confidence

Has there
been a
changein
accounting
method in
year?

No

Q GrantThornton



Commercial in confidence

Appendix A Accounting Estimates (Continued)

Estimate Method / model used to Controls used to Whether Underlying assumptions: Has there
make the estimate identify estimates management - Assessment of degree of uncertainty been a
have used an - Consideration of alternative changein
expert CHUNEES accounting
method in
year?
Finance lease Finance leases have been 21/22 and soon 22/23  Management have Assumptions: No change in
liabilities accounted for via calculating ledger has been used training 1. IFRS 16 to go live from 1st April 2024. accounting method
ROU asset and liability and evaluated to examine if Materials from Under current guidance all operating leases this year
amortising both over life of contracts have leases  CIPFA aswell as  to be identified, but change in method to only
lease within them in Stephen Sheen start from 22/23.
preparation for o
Operating leases have implementation of IFRS 2. 10K de-minimus has been set for
accounted for as expenses in 16. identifying leases. Supplier payments below
the I&E. 10K have not been identified yet.

3. Historic cost model used to value finance
leases. Finance lease assets not revalued.

PFI Liabilities Model used as per guidance  SFMs will be requested  No expert has CIPFA and FRC have not indicated any CIPFA and FRC
in CIPFA code. to confirm no existence been used to change to accounting method, hence this have not
of service concession evaluate method has been assumed to continue on indicated any
existence of in future years change to
service accounting
concessions method, hence

this method has
been assumed
to continue on in
future years

41
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