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1. Engagement and responsibilities summary

Overview of engagement

We are appointed to perform the external auditof City of Lincoln Council (the Council) for the year to 31 March 2023. The scope of ourengagementis setoutin the Statementof Responsibilities of Auditors and Audited Bodies,
issued byPublic Sector Audit Appointments Ltd (PSAA) available from the PSAA website: hitps ://www.psaa.co.uk/managing-audit-quality/statement-of-responsibilities-of-auditors-and-audited-bodies/. Our responsibilities are
principallyderived from the Local Audit and Accountability Act 2014 (the 2014 Act) and the Code of Audit Practice issued bythe National Audit Office (NAO), as outlined below.

Audit opinion

We are responsible forforming and expressing an opinion on
whetherthe financial statements are prepared, in all material
respects,in accordance with the Code of Practice on Local
Authority Accounting. Our audit does notrelieve managementor
The Audit Committee, as those charged with governance, oftheir
responsibilities.

The ChiefFinance Officer is responsible forthe assessmentof
whetheris it appropriate for the Council to prepare its accounts on
a going concern basis. As auditors, we are required to obtain
sufficientappropriate auditevidence regarding, and conclude on:
a) whethera material uncertaintyrelated to going concern exists;
and b) considerthe appropriateness ofthe Chief Finance Officer’s
use of the going concern basis ofaccounting in the preparation of
the financial statements.

Value for money
We are alsoresponsible forforming a commentaryon the
arrangements thatthe Council has in place to secure economy,

efficiency and effectiveness inits use of resources. We discuss our

approach to Value for Money work further in [section 5] of this
report.

Significant risks and key

Responsibilities

Value for money

Fees for audit and

Fraud

The responsibilityfor safeguarding assets and for the prevention and
detection of fraud, error and non-compliance with law orregulations rests
with both those charged with governance and management. This includes
establishing and maintaining internal controls over reliability of financial
reporting.

As part of ouraudit procedures in relation to fraud we are required to
enquire of those charged with governance, including key management
[including Internal auditas to their knowledge ofinstances offraud, the risk
of fraud and their views on internal controls thatmitigate the fraud risks. In
accordance with International Standards on Auditing (UK), we plan and
perform ouraudit so as to obtain reasonable assurance thatthe financial
statements taken as a whole are free from material misstatement, whether
caused by fraud or error. However our auditshould notbe relied upon to
identify all such misstatements.

Wider reporting and electors’ rights
We report to the NAO on the consistency of the Council’s financial
statements with its Whole of Government Accounts (WGA) submission.

The 2014 Act requires us to give an elector, or any representative of the
elector, the opportunity to question us about the accounting records of the
Council and consider any objection made to the accounts. We also have a
broad range of reporting responsibilities and powers that are unique to the
auditof local authorities in the United Kingdom

Our commitment to Materiality and

judgement areas other services independence misstatements Appendices

Engagement and Y our audit Audit scope,
responsibilities summary engagement team approach and timeline
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2. Your audit engagement team

Your external auditservice will continue to be led by the following.

Mark Surridge .
Directorand Key Audit Partner EngagementlLead Mark.Surridge@mazars.co.uk

Michael Norman :
Senior Manager EngagementManager Michael.Norman@mazars.co.uk
ENIIENE T EngagementSenior Garima.Garg@mazars.co.uk

AssistantManager

Engagement and Y our audit Audit scope, Significant risks and key Fees for audit and Our commitment to Materiality and .
responsibilities summary engagement team approach and timeline judgement areas Value for money other services independence misstatements Appendices
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3. Audit scope, approach and timeline

Audit scope

Our audit approachis designed to provide an auditthat complies with all professional requirements.
Our audit of the financial statements will be conducted in accordance with International Standards on Auditing (UK), relevant ethical and professional standards, ourown auditapproach and in accordance with the terms ofour

engagement. Our work is focused on those aspects of your activities which we considerto have a higherrisk of material misstatement, such as those impacted bymanagementjudgementand estimation, application of new
accounting standards, changes ofaccounting policy, changes to operations orareas which have been found to contain material errors in the past.

Audit approach

Our audit approachis risk-based and primarilydriven by the issues thatwe considerlead to a higherrisk of material misstatementofthe accounts. Once we have completed ourrisk assessment, we develop our audit strategy and
design auditproceduresinresponse to the risks identified.

If we conclude thatappropriately-designed controls are in place then we may plan to test and rely upon these controls. If we decide controls are notappropriatelydesigned, orwe decide it would be more efficient to do so,we may
take a wholly substantive approach to our audittesting. Substantive procedures are audit procedures designed to detect material misstatements atthe assertion level and comprise: tests ofdetails (of classes oftransactions,
accountbalances, and disclosures); and substantive analytical procedures. Irrespective ofthe assessed risks of material misstatement, which take into accountour evaluation of the operating effectiveness of controls, we are
required to design and perform substantive procedures for each material class of transactions, accountbalance, and disclosure.

Our audit will be planned and performed so as to provide reasonable assurance thatthe financial statements are free from material misstatementand give a true and fair view. The conceptof materialityand how we define a
misstatementis explained in more detail in section 8.

The diagram on the nextpage outlines the procedures we perform atthe differentstages ofthe audit.

Requirements of revised ISA 315

The International Audit and Assurance Standards Board (IAASB) approved majorchanges to ISA 315in September2019. The changes are effective for audits offinancial statements for periods beginning on or after 15 December
2022.The revisions intend to drive better qualityand more consistentrisk assessments, as well as the exercising of professional scepticism. We summarise the implications ofthe revised standard in Appendix B.

Engagement and Y our audit Audit scope, Significant risks and key Fees for audit and Our commitment to Materiality and .
responsibilities summary engagement team approach and timeline judgement areas VIS ff@r ey other services independence misstatements Appendices
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3. Audit scope, approach and timeline

Planning and Risk Assessment - January/February Interim — March/April
* Documenting systems and controls
*  Performing walkthroughs

* Planningvisitand developing ourunderstanding ofthe Council
» Initial opinion and value for moneyrisk assessments

» Interim controls testing including tests of IT general controls
» Early substantive testing oftransactions

* Reassessmentofauditplan and revision if necessary

» Considering proposed accounting treatments and accounting policies
» Developing the audit strategy and planning the auditwork to be performed
» Agreeingtimetable and deadlines

* Riskassessmentanalytical procedures
* Determination of materiality

Fieldwork - August/September
* Receiving and reviewing draft financial statements

Completion - October/November
» Finalreview and disclosure checklistoffinancial statements

» Delivering ouraudit strategy starting with significantrisks and high risk
areas including detailed testing of transactions, accountbalances and
disclosures

* Communicating progress and issues

* Final partner review

« Agreeing content of letter of representation
* Reporting to the Audit Committee

* Reviewing subsequentevents

» Signing the independentauditor’s report » Clearance meeting

Engagement and Y our audit Audit scope, Significant risks and key Fees for audit and Our commitment to Materiality and .
responsibilities summary engagement team approach and timeline judgement areas VIS ff@r ey other services independence misstatements Appendices
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3. Audit scope, approach and timeline

Reliance on internal audit

Where possible we will seek to utilise the work performed by internal audit to modify the nature, extent and
timing of our audit procedures. We will meet with intemal audit to discuss the progress and findings of their
work prior to the commencement of our controls evaluation procedures, and we will take the Head of Internal
Audit’'s Annual Reportfindings into accountin forming our Value for Money Conclusion.

Management’s and our experts

Service organisations

International Auditing Standards (UK) (ISAs) define service organisations as third party organisations that
provide services to the Council that are part of its information systems relevant to financial reporting. We are
required to obtain an understanding of the services provided by service organisations as well as evaluating the
design and implementation of controls over those services. We have not identified any service organisations
which are relevant to the Council.

Management makes use of experts in specific areas when preparing the Council’s financial statements. We

alsouse experts to assistus to obtain sufficientappropriate auditevidence on specificitems ofaccount.

Item of account Management’s expert

PWC Payroll Expenditure

Barnett Waddingham
Actuary for Lincolnshire Pension
Fund

Defined benefitliability

Property, plantand
equipment, Investment
Properties and Assets held
for Sale valuation

Paul Clifton, MRICS
The Council’s internal valuer

Property, plantand
equipmentvaluation
(Council Dwellings only)

DVS Property Services
External valuation specialist

Inform CPI Limited
Analyse Local Valuation System

Business Rate Appeals
valuation

Link Asset Services
Treasury managementadvisors

Financial instrument
disclosures

Y our audit
engagement team

Engagement and
responsibilities summary

Audit scope, Significant risks and key
approach and timeline judgement areas

Consulting actuary appointed by
NAO

We may seekto engage our
Internal Valuer to supportouraudit
testing.

Not applicable

Not applicable

Value for money

Fees for audit and
other services

North Kesteven District Council
The payroll entries that form part of
the Council’s financial statements
are material and are derived from
the processing of monthly payrolls.
The payroll processing is
undertaken and administered by
North Kesteven District Council on
behalfofthe Council.

Our commitment to
independence

Materiality and
misstatements

We will review the controls at the
Council over these transactions and
gain an understanding ofthe work
of the service organisations. We will
conclude whetherthe Council has
sufficientcontrols in place over the
services provided by the payroll
service and whetherwe will be able
to audit these items ofaccount
based onthe records held atthe
entity.

Appendices
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4. Significant risks and other key judgement areas

Following the risk assessmentapproach discussed in section 3 of this document, we have identified risks
relevant to the audit of financial statements. The risks thatwe identify are categorised as significant, enhanced
or standard. The definitions ofthe level of risk rating are given below:

Significant risk

Significantrisks are those risks assessed as being close to the upperend of the spectrum ofinherentrisk,
based on the combination ofthe likelihood ofa misstatementoccurring and the magnitude ofany potential
misstatement. Fraud risks are always assessed as significantrisks as required byauditing standards, including
managementoverride of controls and revenue recognition.

Enhanced risk

An enhancedriskis an area of higherassessed risk of material misstatementataudit assertion level otherthan
a significantrisk. Enhanced risks require additional consideration butdoes notrise to the level of a significant
risk,theseinclude butmay not be limited to:

» key areas of managementjudgement,including accounting estimates which are material butare not
considered to give rise to a significantrisk of material misstatement; and

» other auditassertionrisks arising from significantevents or transactions thatoccurred during the period.

Standard risk

This is related to relatively routine, non-complextransactions thattend to be subjectto systematic processing
and require little managementjudgement. Although it is considered thatthere is a risk of material mis statement
(RMM), there are no elevated or special factors related to the nature, the likely magnitude ofthe potential
misstatements or the likelihood ofthe risk occurring.

Areas of audit focus
Where we identify a material item ofaccountor aspectof financial reporting that represents a challenge to the
Council,we will highlightto the Audit Committee as one where will focus our auditattention.

Y our audit
engagement team

Engagement and
responsibilities summary

Audit scope,

Significant risks and key
approach and timeline judgement areas Value for money

Summary risk assessment

The summaryrisk assessment, illustrated in the table below, highlights thos e risks which we deem to be significant
and otherenhancedrisks in respectofthe Council. We have summarisedour auditresponse to theserisks on the
next page.

A
L
S
‘ 1. Managementoverride of controls
%‘! 2. Valuation ofthe net defined benefitliability
: o
9,
2 ° 3. Valuation of Council Dwellings, Land, Buildings
_g Surplus Assets and Investment Properties
]
—
o
S

v

Low Likelihood High

Key: . Significantrisk . Enhancedrisk/ significantmanagementjudgement

Our commitment to
independence

Fees for audit and
other services

Materiality and

misstatements Appendices
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4. Significant risks and other key judgement areas

Specific identified audit risks and planned testing strategy

We have presented below in more detail the reasons for the risk assessmenthighlighted above, and also our testing approach with respectto significantrisks. An auditis a dynamic process, should we change our view of risk or

approach to address the identified risks during the course of our audit, we will report this to the Audit Committee.

Significant risks

Management override of controls
This is a mandatorysignificantrisk on all audits due to the
unpredictable wayin which such override could occur.

Managementat various levels within an organisation are in a unique
position to perpetrate fraud because oftheir ability to manipulate
accounting records and prepare fraudulentfinancial statements by
overriding controls that otherwise appearto be operating effectively.
Due to the unpredictable wayin which such override could occur
there is a risk of material misstatementdue to fraud on

all audits.

Engagement and Y our audit Audit scope, Significant risks and key VEIE farinems
responsibilities summary engagement team approach and timeline judgement areas = Y

We plan to address the managementoverride of controls risk through
performing auditwork over accounting estimates, journal entries and
significanttransactions outside the normal course ofbusiness or otherwise
unusual.

Fees for audit and Our commitment to Materiality and

other services independence misstatements Appendices

mazars
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4. Significant risks and other key judgement areas

Significant risks

Valuation of the net defined benefit liability
@) [

The net defined benefitliabilityrelating to the Local Government
Pension Scheme represents a significantbalance on the Council’s
balance sheet.

The Lincolnshire CountyPension Fund, as the local scheme
administrator, uses an actuaryto provide an annual valuation of
these assets and liabilities in line with the requirements of IAS 19
Employee Benefits.

Due to the high degree of estimation uncertaintyassociated with this
valuation, we have determined there is a significantriskin this area.

Relevant Account Balances (taken from the 2021/22 final financial
statements, Note 44) are:

- Presentvalue of the defined obligation £(259.8)m
- Fair value of planassets £174.8m

- Net defined benefitliability £(84.9)m

Engagement and Y our audit Audit scope, Significant risks and key VEING fermmas
responsibilities summary engagement team approach and timeline judgement areas d Yy

P We plan to address the risk by:

» criticallyassessing the competency, objectivity and independence ofthe
Actuary engaged by the Lincolnshire CountyPension Fund;

» liaising with the auditors ofthe Lincolnshire CountyPension Fund to gain
assurance over the design and implementation of controls in place at the
Lincolnshire Pension Fund. This will include the processes and controls in
place to ensure data provided to the Actuary by the Pension Fund for the
purposes ofthe IAS 19 valuation is complete and accurate;

» reviewing the appropriateness ofthe Pension Assetand Liabilityvaluation
methodologies applied bythe Fund Actuary (as applicable), and the key
assumptions included within the valuations. This will include comparing
them to expected ranges, utilising information bythe consulting actuary
engaged by the National Audit Office; and

» agreeingthe data inthe IAS 19 valuation report provided by the Actuary
for accounting purposes to the pension accounting entries and
disclosuresin the Council’s financial statements.

Fees for audit and Our commitment to
other services independence

Materiality and

misstatements Appendices

mazars

14



4. Significant risks and other key judgement areas

Significant risks

We plan to address this risk by:

Valuation of Council Dwellings, Land and Buildings, Surplus
Assets and Investment Properties

Property related assets are a significantbalance on the council’s
balance sheet. The valuation of these properties is complexand is
subjectto a numberofmanagementassumptions and judgements.

Due to the high degree of estimation uncertaintyassociated, we
have determined there is a significantriskin this area.

This risk covers (figures have been taken from the 2021/22 financial
statements, Note 14):

* Council Dwellings (£299.4m)
* Land & Buildings (£77.9m)
» Surplus Assets (£21.5m)

* InvestmentProperties (£36.0m)

Engagement and Y our audit Audit scope, Significant risks and key VEING fermmas
responsibilities summary engagement team approach and timeline judgement areas d Yy

©)

Fees for audit and
other services

critically assessing the Council’s valuers’ scope of work, qualifications,
objectivity and independence to carry out the required programme of
revaluations;

considering whether the overall revaluation methodologies used bythe
Council’s valuers are in line with industrypractice, the CIPFA code of
practice and the Council’s accounting policies;

assessing whethervaluation movements are in line with market
expectations by considering valuation trends;

critically assessing the approach thatthe Council adopts to ensure that
assets thatare not subjectto revaluation in 2021/22 are materially
correct, including considering the robustness ofthatapproach in light of
the valuation information reported by the Councils valuers.

Our commitment to Materiality and

independence misstatements Appendices
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6. Value for Money

The framework for Value for Money work

We are required to form a view as to whether the Council has made proper arrangements for securing economy,
efficiency and effectiveness in its use of resources. The NAO issues guidance to auditors that underpins the work we
are required to carry out in order to form our view, and sefs out the overall criterion and sub-criteria that we are
required to consider.

2022/23 will be the third audit year where we are undertaking our value for money (VFM) work under the 2020 Code
of Audit Practice (the Code). Our responsibility remains to be satisfied that the Council has proper arrangements in
place and to reportin the audit report and/or the audit completion certificate where we identify significant weaknesses
in arrangements. Separately we provide a commentary on the Council’s arrangements in the Auditors Annual
Report.

Specified reporting criteria
The Code requires us to structure our commentaryto report under three specified criteria:

1. Financial sustainability — how the Council plans and manages its resources to ensure it can continue to deliver
its services

2. Governance — how the Council ensuresthatit makes informed decisions and properlymanages its risks

3. Improving economy, efficiency and effectiveness — how the Council uses information about its costs and
performance to improve the way it manages and delivers its services

Our approach

Our work falls into three primary phases as outlined opposite. We need to gather sufficient evidence to support our
commentary on the Councils arrangements and to identify and report on any significant weaknesses in
arrangements. Where significant weaknesses are identified we are required to report these to the Council and make
recommendations for improvement. Such recommendations can be made at any point during the audit cycle and we
are not expected to wait until issuing our overall commentaryto do so.

We reported that we had not identified any risks of, or actual, significant weaknesses in the Council's VFM
arrangements for 2021/22 and there were no recommendations arising from our work. We have completed our
2022/23 planning and initial risk assessment work and at this stage have not identified any risks of, or actual,
significant weaknesses. We will keep our risk assessment up to date as the audit progresses and will report our full
commentaryand any recommendations in our currentyear’s Auditor’'s Annual Report.

Planning and risk
assessment

Additional risk
based

procedures and
evaluation

Reporting

Engagement and Y our audit Audit scope, Significant risks and key VEIG (e Fees for audit and
responsibilities summary engagement team approach and timeline judgement areas Y other services

Obtaining an understanding ofthe Council’s arrangements for each
specified reporting criteria. Relevantinformation sources will include:

*  NAO guidance and supporting information
» Information from internal and external sources including regulators

* Knowledge from previous audits and other auditwork undertaken in the
year

* Interviews and discussions with staffand members

Where our planning work identifies risks of significant weaknesses, we will
undertake additional procedures to determine whether there is a significant
weakness.

We will provide a summaryof the work we have undertaken and our
judgements againsteach ofthe specified reporting criteria as partof our
commentaryon arrangements. This will form partof the Auditor’'s Annual
Report.

Our commentarywill also highlight:

« Significantweaknesses identified and our recommendations for
improvement

* Emergingissues orother matters thatdo not representsignificant
weaknesses butstill require attention from Council.

Our commitment to Materiality and

independence misstatements Appendices
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/. Fees for audit and other services

Fees for work as the Council’s appointed auditor

Details ofthe 2021/22 Actual and indicative 2022/23 Audit fees in line with PSAA and otherreporting mechanisms are setoutbelow.

Scale Audit fee £36,332 £36,332

Fee variations:

Additional work to reflectthe Council’s designation as a Public

Interest Entity £5,000 n/a
Additional work in response to regulatoryrecommendations,
including auditwork on defined benefitliabilityschemes and the £7.200 £7.200

valuation of Council Dwellings, land and buildings and Investment
Properties

Additional testing as a resultof the implementation of new
auditing standards (ISA240 continuing and ISA315R for 2022/23 £2,800 £5,000
— see Appendix B)

Additional work arising from changes in the Code of Audit

Practice and VFM Reporting £9,000 £9,000

Total £60,332 £57,532

This is a proposed fee for 2022/23 at the pointof the issue ofour ASM. This figure is subjectto change and additional costs will be discussed with management.

Engagement and . . —— ] . . -
TN Y our audit Audit scope, Extended Significant risks and Fees for audit and Our commitment to Materiality and ;
ressplj);iglrl;es engagement team approach and timeline auditor’s report key judgement areas Valueiformoney independence misstatements Appendices
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7. Our commitment to independence

We are committed to independence and are required bythe Financial Reporting Council to confirm to you at
leastannuallyin writing that we comply with the FRC’s Ethical Standard. In addition, we communicate any
matters orrelationship which we believe mayhave a bearing on our independence or the objectivity of the
auditteam.

Based on the information provided by you and our own internal procedures to safeguard ourindependence as
auditors, we confirm that in our professional judgementthere are no relationships between us and anyof our
related or subsidiaryentities, and you and your related entities creating any unacceptable threats to our
independence within the regulatoryor professional requirements governing us as your auditors.

We have policies and procedures in place which are designed to ensure thatwe carry out our work with
integrity, objectivity and independence. These policiesinclude:

« all partners and staff are required to complete an annual independence declaration;

» allnew partners and staffare required to complete an independence confirmation and also complete
computerbased ethical training;

» rotation policies covering auditengagementpartners and otherkey members ofthe auditteam;and

» useby managersand partners ofourclientand engagementacceptance system which requires all non-
auditservices to be approved in advance by the audit engagementpartner.

Y our audit
engagement team

Engagement and
responsibilities summary

Audit scope,
approach and timeline

Significant risks and key
judgement areas

Value for money

We confirm, as at the date of this document, thatthe engagementteam and others in the firm as appropriate,
Mazars LLP are independentand complywith relevant ethical requirements. However, if at any time you have
concerns orquestions aboutourintegrity, objectivity orindependence please discuss these with Mark Surridge
in the firstinstance.

Prior to the provision of any non-auditservices Mark Surridge will undertake appropriate procedures to consider
and fully assess the impactthatproviding the service may have on our auditorindependence.

Any emerging independence threats and associated identified safeguards will be communicated in our Audit
Completion Report.

Materiality and

misstatements Appendices

Fees for audit and Our commitment to
other services independence
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9. Materiality and misstatements

Summary of initial materiality thresholds

Initial threshold
Threshold £000s

Overall materiality 1,229

Performance materiality 922

Specific materiality— Officers’ Remuneration (note 35 of the Statement 5

of Accounts)

Trivial threshold for errors to be reported to the audit committee 37
Materiality

Materiality is an expression ofthe relative significance orimportance ofa particular matterin the context of
financial statements as awhole.

Misstatements in financial statements are considered to be material if they, individuallyor in aggregate, could
reasonablybe expected to influence the economic decisions of users taken on the basis ofthe financial
statements.

Judgements on materialityare made in lightof surrounding circumstances and are affected by the size and
nature of a misstatement, ora combination ofboth. Judgements aboutmaterialityare based on consideration of
the common financial information needs of users as a group and not on specificindividual users.

Y our audit

The Engagement and
engagement team

responsibilities summary

Audit scope,
approach and timeline

Significant risks and key
judgement areas

Value for money

the financial information needs ofthe users ofthe financial statements. In making ourassessmentwe assume
thatusers:

* have a reasonable knowledge of business, economic activities and accounts;
* have a willingness to studythe information in the financial statements with reasonable diligence;
» understand thatfinancial statements are prepared, presented and audited to levels of materiality;

* recognise the uncertainties inherentin the measurementofamounts based on the use of estimates,
judgementand the consideration of future events; and

» willmake reasonable economic decisions on the basis ofthe information in the financial statements.
We consider materialitywhilstplanning and performing our auditbased on quantitative and qualitative factors.

Whilstplanning, we make judgements aboutthe size of misstatements which we consider to be materialand which
provides a basis for detemining the nature, timingand extent of risk assessment procedures, identifyingand
assessingthe risk of material misstatementand determiningthe nature, timing and extent of further audit procedures.

The materialitydetermined atthe planning stage does notnecessarilyestablish an amountbelow which
uncorrected misstatements, eitherindividuallyorin aggregate, will be considered as immaterial.

We revise materialityfor the financial statements as our auditprogresses should we become aware of
information thatwould have caused us to determine a different amounthad we been aware of that information
at the planning stage.

Our provisional materialityis setbased on a benchmark ofthe Comprehensive Income and Expenditure
Statement (CIES) total gross expenditure. We will identify a figure for materialitybut identify separate levels for
procedures designed to detect individual errors, and also a level above which all identified errors will be
reported to the audit committee.

We considerthatthe total gross expenditure remains the key focus of users ofthe financial statements and, as
such,we base our materialitylevels around this benchmark.

Materiality and
misstatements

Our commitment to
independence

Fees for audit and

other services Appendices
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9. Materiality and misstatements

Materiality (continued)

We expect to set a materiality threshold at 1.5% of gross revenue expenditure, as explained on the previous
page.

In setting materiality, we considered,among other matters:

* The nature of the Council’s business, being provision of public services to the local community

» Nature of the Council's ownership, being a public body, led by elected members and paid officers, which
includes the statutory roles - Head of Paid Services, ChiefFinancial Officer (s151), and Monitoring Officer;

* Coundil's access to financing, with the Council having access to the Public Works Loan Board (PWLB) for
borrowing which are non-complexarrangements.

Based on the 2021/22 audited financial statements we anticipate the overall materiality for the year ended 31
March 2023 to be in the region of £1.2m.

After setting initial materiality, we continue to monitor materiality throughout the audit to ensure that it is set at
an appropriate level.

Performance Materiality

Performance materiality is the amount or amounts set by the auditor at less than materiality for the financial
statements as a whole to reduce, to an appropriately low level, the probability that the aggregate of uncorrected
and undetected misstatements exceeds materiality for the financial statements as a whole. In setting
performance materiality we have taken into account that this is our fourth year of audit, we have cumulative
audit knowledge about the Council’s financial statements, and there were no significant matters arising last
year. We have therefore setour performance materialityagain at 75% of our overall materialitybeing £0.92m.

Y our audit
engagement team

Engagement and
responsibilities summary

Audit scope,
approach and timeline

Significant risks and key
judgement areas

Value for money

Misstatements

We accumulate misstatements identified during the audit that are other than clearly trivial. We set a level of
triviality for individual errors identified (a reporting threshold) for reporting to the audit committee that is
consistent with the level of triviality that we consider would not need to be accumulated because we expect that
the accumulation of such amounts would not have a material effect on the financial statements. Based on our
preliminary assessment of overall materiality, our proposed triviality threshold is £37,000 based on 3% of
overall materiality. If you have any queries aboutthis please do nothesitate to raise these with Mark Surridge.

Reporting to the Audit Committee

The following three types of auditdifferences will be presented to the Audit Committee:

» summaryof adjusted auditdifferences;
* summaryof unadjusted auditdifferences;and

* summaryof disclosure differences (adjusted and unadjusted).

Our commitment to
independence

Fees for audit and

other services Appendices

Materiality and
misstatements
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Appendices

A: Key communication points

B: Revised auditing standard on Identifying and assessing the risks of material misstatement: ISA (UK) 315 (Revised 2019)



Appendix A: Key communication points

We value communication with Those Charged With Governance as a two way feedback process atthe heart of
our clientservice commitment. ISA 260 (UK) ‘Communication with Those Charged with Governance’ and ISA
265 (UK) ‘Communicating Deficiencies In Internal Control To Those Charged With Governance And
Management’ specificallyrequire us to communicate a number of points with you.

Relevant points thatneed to be communicated with you at each stage of the auditare outlined below.
Form, timing and content of our communications

We will presentthe following reports:

¢ Audit Strategy Memorandum;

* Audit Completion Report;and

e Auditor’'s Annual Report

These documents will be discussed with management prior to being presented to yourselves and their

comments will be incorporated as appropriate.

Key communication points at the planning stage as included in this Audit
Strategy Memorandum

* Qurresponsibilitiesin relation to the auditof the financial statements;
* The planned scope and timing ofthe audit;
» Significantauditrisks and areas of managementjudgement;

e QOurcommitmenttoindependence;

Engagement and Y our audit Audit scope, Significant risks and key
responsibilities summary engagement team approach and timeline judgement areas

Responsibilities for preventing and detecting errors;
Materiality and misstatements; and

Fees for audit and other services.

Key communication points at the completion stage to be included in our
Audit Completion Report

Value for money

Significantdeficiencies ininternal control;
Significantfindings from the audit;
Significantmatters discussed with management;

Significantdifficulties, ifany, encountered during the audit;

Qualitative aspects ofthe entity's accounting practices, including accounting policies, accounting estimates

and financial statementdisclosures;

Our conclusions on the significantauditrisks and areas of
managementjudgement;

Summaryof misstatements;
Managementrepresentation letter;

Our proposed draftauditreport; and

Independence.
Fees for audit and Our commitment to
other services independence

Materiality and
misstatements

Appendices
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Appendix A: Key communication points

ISA (UK) 260 ‘Communication with Those Charged with Governance’, ISA (UK) 265 ‘Communicating Deficiencies In Internal Control To Those Charged With Governance And Management’ and other ISAs (UK) specificallyrequire
us to communicate the following:

Required communication Where addressed

Our responsibilities in relation to the financial statementauditand those ofmanagementand those charged Audit Strategy Memorandum
with governance.

The planned scope and timing of the audit including anylimitations, specificallyincluding with respectto Audit Strategy Memorandum
significantrisks.

With respectto misstatements: Audit Completion Report
» uncorrected misstatements and their effect on ouraudit opinion;

» the effect of uncorrected misstatements related to prior periods;

* arequestthatanyuncorrected misstatementis corrected; and

* in writing, corrected misstatements thatare significant.

With respectto fraud communications: Audit Completion Reportand discussion atthe Audit Committee,

« enquiries ofthe Audit Committee to determine whethertheyhave a knowledge ofany actual, suspectedor ~ Audit planning and clearance meetings
alleged fraud affecting the entity;

» any fraud that we have identified orinformation we have obtained thatindicates thatfraud may exist; and
» adiscussion ofany other matters related to fraud.

Engagement and Y our audit Audit scope, Significant risks and key Fees for audit and Our commitment to Materiality and .
responsibilities summary engagement team approach and timeline judgement areas Value for money other services independence misstatements Appendices
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Appendix A: Key communication points

Required communication Where addressed

Significantmatters arising during the auditin connection with the entity's related parties including, Audit Completion Report
when applicable:

* non-disclosure bymanagement;

» inappropriate authorisation and approval oftransactions;

» disagreementover disclosures;

* non-compliance with laws and regulations; and

« difficulty in identifying the party that ultimatelycontrols the entity.

Significantfindings from the auditincluding: Audit Completion Report

» ourview aboutthe significantqualitative aspects ofaccounting practices including accounting policies,
accounting estimates and financial statementdisclosures;

» significantdifficulties, ifany, encountered during the audit;

» significantmatters,ifany, arising from the auditthat were discussed with managementorwere the subject
of correspondence with management;

» written representations thatwe are seeking;
» expected modifications to the auditreport; and

« othermatters, ifany, significantto the oversight ofthe financial reporting process or otherwise identified in the
courseofthe auditthatwe believe willbe relevantto the Audit Committee in the context of fulfilling their
responsibilities.

Significantdeficiencies in internal controls identified during the audit. Audit Completion Report

Where relevant, any issues identified with respectto authority to obtain external confirmations orinabilityto Audit Completion Report
obtain relevant and reliable auditevidence from other procedures.

Engagement and Y our audit Audit scope, Significant risks and key Fees for audit and Our commitment to Materiality and .
responsibilities summary engagement team approach and timeline judgement areas Value for money other services independence misstatements Appendices
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Appendix A: Key communication points

Audit findings regarding non-compliance with laws and regulations where the non-compliance is material and Audit Completion Reportand The Audit Committee meetings
believed to be intentional (subjectto compliance with legislation on tipping off) and enquiry of the Audit

Committee into possible instances of non-compliance with laws and regulations thatmayhave a material effect

on the financial statements and thatthe Audit Committee maybe aware of.

With respectto going concern, events or conditions identified thatmaycastsignificantdoubton the entity's Audit Completion Report
ability to continue as a going concern, including:

* whetherthe events or conditions constitute a material uncertainty;

» whetherthe use of the going concern assumption is appropriate in the preparation and presentation ofthe
financial statements; and

» the adequacyof related disclosuresin the financial statements.

Indication of whether all requested explanations and documents were provided by the entity Audit Completion Report

Engagement and Y our audit Audit scope, Significant risks and key Fees for audit and Our commitment to Materiality and .
responsibilities summary engagement team approach and timeline judgement areas Value for money other services independence misstatements Appendices
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Appendix B: Revised auditing standard on Identifying and assessing the risks of
material misstatement: ISA (UK) 315 (Revised 2019)

Background

ISA (UK) 315 (Revised 2019) introduces major changes to the auditor’s risk identification and assessment
approach, which are intended to drive a more focused response from auditors undertaking work to obtain
sufficientappropriate auditevidence to address the risks of material misstatement. The new standard is
effective for periods commencing on or after 15 December 2022 and therefore applies in full for the Council’s
2022/23 audit.

The mostsignificantchanges relevantto the Council’s auditare outlined below.

Enhanced risk identification and assessment

The standard has enhanced the requirements for the auditor to understand the audited entity, its environment
and the applicable financial reporting framework in order to identify and assess riskbased on new inherentrisk
factors whichinclude:

*  Subjectivity

*  Complexity

* Uncertainty and change

» Susceptibilityto misstatementdue to managementbias or fraud.

Using theseinherentrisk factors, we assessinherentrisk on a spectrum, atwhich the higherend of which lies
significantrisks, to drive an audit thatis more focused on identified risks. Auditors are now also required to
obtain sufficient, appropriate evidence from these risk identification and assessment procedures which means
documentation and evidence requirements are also enhanced.

Greater emphasis on understanding IT

In response to constantlyevolving business environments, the standard places anincreased emphasis on the
requirements for the auditor to gainan understanding ofthe entity's IT environment to betterunderstand the possible

Y our audit
engagement team

Engagement and
responsibilities summary

Audit scope,
approach and timeline

Significant risks and key
judgement areas

Value for money

risks within anentity’'s informationsystems. As aresult, we are required to gain a greater understandingofthe IT
environment, including IT general controls (ITGCs).

Increased focus on controls

Building on the need for auditors to gain a greater understanding ofthe IT environment, the standard also
widens the scope of controls that are deemed relevantto the audit. We are now required to broaden our
understanding of controls implemented bymanagement, including ITGCs, as well as assess the design and
implementation ofthose controls.

Implications for the audit

Our risk assessmentprocedures will be more granular than those carried outunderthe previous standard by
your previous auditor,and we will be seeking sufficientinformation from the Council to ensure that we can
documentourdetailed understanding ofthe Council and the environmentthat it operates in.

In documenting ourrisk assessment, we will need to inputadditional time to assess inherentrisks ofthe
spectrum thatthe auditing standard requires.

In terms of IT, we will need to ensure we have a good understanding ofthe Council’s IT environment. We will
keep this underreview as part of our planning and interim audits. We do not plan to testIT general controls as
we have designed ourapproach to gain assurance from substantive testing, which in our view remains the most
efficient approach to take.

Our commitment to
independence

Fees for audit and
other services

Materiality and
misstatements
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Mark Surridge, Director — Public Services

Mazars
First Floor

Two Chamberlain Square
Birmingham, B3 3AX

Mazars is an internationally integrated partnership, specialising in audit, accountancy, advisory, tax
and legal senices®. Operating in over 90 countries and territories around the world, we draw on the
expertise of 40,400 professionals — 24,400 in Mazars’ integrated partnership and 16,000 via the
Mazars North America Alliance — to assist clients of all sizes at every stage in their development.

*w here permitted under applicable country law s.
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