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Public Sector Audit Appointments Ltd (PSAA) issued the “Statement of responsibilities of auditors and audited bodies”. It is available from the PSAA website (https://www.psaa.co.uk/audit-
quality/statement-of-responsibilities/ ).The Statement of responsi ies serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different
responsibilities of auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas.

The “Terms of Appointment and further guidance (updated April 2018)" issued by the PSAA sets out additional requirements that auditors must comply with, over and above those set out in the National
Audit Office Code of Audit Practice (the Code) and in legislation, and covers matters of practice and procedure which are of a recurring nature.

This report is made solely to the Audit Committee and management of the Pension Fund in accordance with the statement of responsibilities. Our work has been undertaken so that we might state to the
Audit Committee and management of the Pension Fund those matters we are required to state to them in this report and for no other purpose. To the fullest extent permitted c< law we do not accept or
mmmcz_m ﬂmmuozm_ ty to anyone other than the Audit Committee and management of the Pension Fund for this report or for the opinions we have formed. It shou ed to any third-party




57 Overview of our 2018/19 audit strategy

cant zccount

i / area of focus Risk identified AT i i [ e e S PN ) SR i R R T 35
Misstatements due to fraud or error Fraud risk No change in risk or ~ As identified in ISA (UK and Ireland) 240, management is in a unique position to
focus perpetrate fraud because of its ability to manipulate accounting records directly

or indirectly and prepare fraudulent financial statements by overriding controls
that otherwise appear to be operating effectively.

We identify and respond to this fraud risk on every audit engagement.

Investment income and assets - Fraud risk No change in risk or We have considered the key areas where management has the material
Investment Journals focus, but shown  opportunity and incentive to override controls. We have identified the most likely
separately are is to affect investment income and assets in the year, specifically through

journal postings.

Valuation of complex investments Other financial No change in risk or  The Fund's investments include unquoted pooled investment vehicles such as

Key judgements are taken by the Investment Managers to value those
investments whose prices are not publically available. The material nature of
Investments means that any error in judgement could result in a material
valuation error.

Market volatility means such judgments can quickly become outdated, especially
when there is a significant time period between the latest available audited
information and the fund year end. Such variations could have a material impact
on the financial statements.

The proportion of the fund comprising of these investment types is around 17% in
2017/18, and as these investments are more complex to value, we have
identified the Fund's investments in private equity and pooled property
investments as higher risk, as even a small movement in these assumptions could
have a material impact on the financial statements.






_M@ Audit risks

Our response to significant risks (continued)

Investment income and asset
valuations - Investment Journals*

We have considered the key areas where
management has the opportunity and incentive
to override controls that could affect the Fund
Account and the Net Asset Statement.

We have identified the main area being;

> Investment income and asset valuations
being taken from the Custodian reports and
incorrectly posted to the general ledger in
the year, specifically through journal
postings.

Our approach will focus on:

» Test journals at year-end to ensure there are no unexpected or unusual
postings;

» Undertake a review of reconciliations to the fund manager and
custodian reports and investigate any reconciling differences;

> Re-perform the detailed investment note using the reports we have
acquired directly from the custodian or fund managers;

» Check the reconciliation of holdings included in the Net Assets
Statement back to the source reports;

» For quoted investment income we will agree the reconciliation between
fund managers and custodians back to the source reports.
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@ﬂmwnovm of our audit
Our Audit Process and Strategy (continued)

Audit Process Overview

Our audit involves:
» Identifying and understanding the key processes and internal controls;

» Substantive tests of detail of transactions and amounts; and
» Reviewing and assessing the work of experts in relation to areas such as valuation of the Pension Fund to establish if reliance can be placed on their work

For 2017/18 we plan to follow a substantive approach to the audit as we have concluded this is the most efficient way to obtain the level of audit assurance required
to conclude that the financial statements are not materially misstated.

Analytics:
We will use our computer-based analytics tools to enable us to capture whole populations of your financial data, in particular journal entries. These tools:

» Help identify specific exceptions and anomalies which can then be subject to more traditional substantive audit tests; and

» Give greater likelihood of identifying errors than random sampling techniques.

We will report the findings from our process and analytics work, including any significant weaknesses or inefficiencies identified and recommendations for
improvement, to management and the Audit Committee.

Internal audit:
As in the prior year we will review internal audit plans and the results of their work. We consider these when designing our overall audit approach and when

developing in our detailed testing strategy. We may also reflect relevant findings from their work in our reporting, where it raises issues that we assess could have a
material impact on the year-end financial statements.
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A8 Audit team
Audit team

Mark Hodgson
Lead Audit Partner

Mark Russell

Audit Manager

Gavin Savage
Senior

The Engagement Team remains the same from the previous years audit. The engagement team is led by Mark Hodgson, who has significant
experience on Local Authorities and their Pension Fund audits. Mark Hodgson is supported by Mark Russell who is responsible for the day-to-day
direction of audit work and is the key point of contact for the finance team.
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@ Independence

Relationships, services and related threats and safeguard

We highlight the following significant facts and matters that may be reasonably considered to bear upon our objectivity and independence, including the principal threats,
if any. We have adopted the safeguards noted below to mitigate these threats along with the reasons why they are considered to be effective.

Overall Assessment

Overall, we consider that the safeguards that have been adopted appropriately mitigate the principal threats identified and we therefore confirm that EY is independent
and the objectivity and independence of Mark Hodgson, your audit engagement partner and the audit engagement team have not been compromised.

A self interest threat arises when EY has financial or other interests in the Council. Examples include where we receive significant fees in respect of non-audit services;
where we need to recover long outstanding fees; or where we enter into a business relationship with you. At the time of writing, there are no long outstanding fees.

We believe that it is appropriate for us to undertake permissible non-audit services and we will comply with the policies that you have approved.

None of the services are prohibited under the FRC's ES or the National Audit Office's Auditor Guidance Note 01 and the services have been approved in accordance with
your policy on pre-approval. The ratio of non audit fees to audits fees is not permitted to exceed 70%.

At the time of writing, there are no non-audit services provided by us to the Pension Fund.

A self interest threat may also arise if members of our audit engagement team have objectives or are rewarded in relation to sales of non-audit services to you. We
confirm that no member of our audit engagement team, including those from other service lines, has objectives or is rewarded in relation to sales to you, in compliance
with Ethical Standard part 4.

There are no other self interest threats at the date of this report.

Self review threats arise when the results of a non-audit service performed by EY or others within the EY network are reflected in the amounts included or disclosed in
the financial statements.

There are no self review threats at the date of this report.

Partners and employees of EY are prohibited from taking decisions on behalf of management of the Council. Management threats may also arise during the provision of
a non-audit service in relation to which management is required to make judgements or decision based on that work.

There are no management threats at the date of this report.

Other threats, such as advocacy, familiarity or intimidation, may arise.
There are no other threats at the date of this report.
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=, Appendix B
Required communications with the Audit Committee

We have detailed the communications that we must provide to the Audit Committee.

Required communications _- What is reported?

Terms of engagement

Our responsibilities

Planning and audit
approach

Significant findings from
the audit

Confirmation by the Audit Committee of acceptance of terms of engagement as written in
the engagement letter signed by both parties.

Reminder of our responsibilities as set out in the engagement letter

Communication of the planned scope and timing of the audit, any limitations and the
significant risks identified.

When communicating key audit matters this includes the most significant risks of material
misstatement (whether or not due to fraud) including those that have the greatest effect on
the overall audit strategy, the allocation of resources in the audit and directing the efforts of
the engagement team.

» Our view about the significant qualitative aspects of accounting practices including
accounting policies, accounting estimates and financial statement disclosures

» Significant difficulties, if any, encountered during the audit

» Significant matters, if any, arising from the audit that were discussed with management
» Written representations that we are seeking

» Expected modifications to the audit report

» Other matters if any, significant to the oversight of the financial reporting process

Our Reporting to you

Eo When and where

The statement of responsibilities serves as the
formal terms of engagement between the
PSAA's appointed auditors and audited bodies.

The statement of responsibilities serves as the
formal terms of engagement between the
PSAA’s appointed auditors and audited bodies.

Audit Plan - January 2019

Audit Results Report - July 2019
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Required commun ﬁ ons with the Audit, Governance and Standards
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Our Reporting to you

Required communications _- What is reported? Ho When and where
Independence Communication of all significant facts and matters that bear on EY's, and all individuals Audit Plan - January 2019
involved in the audit, objectivity and independence
Communication of key elements of the audit engagement partner's consideration of Audit Results Report - July 2019

independence and objectivity such as:

» The principal threats

» Safequards adopted and their effectiveness

» Anoverall assessment of threats and safeqguards

» Information about the general policies and process within the firm to maintain objectivity
and independence

External confirmations » Management's refusal for us to request confirmations Audit Results Report - July 2019
» Inability to obtain relevant and reliable audit evidence from other procedures

v

Consideration of laws and Audit findings regarding non-compliance where the non-compliance is material and Audit Results Report - July 2019
regulations believed to be intentional. This communication is subject to compliance with legislation
on tipping off
» Enquiry of the Audit, Governance and Standards Committee into possible instances of
non-compliance with laws and regulations that may have a material effect on the financial
statements and that the Audit, Governance and Standards Committee may be aware of

Internal controls » Significant deficiencies in internal controls identified during the audit Audit Results Report - July 2019
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= Appendix C
Additional audit information

Other reguired procedures during the course of the audit

In addition to the key areas of audit focus outlined in section 2, we have to perform other procedures as required by auditing, ethical and independence standards and
other regulations. We outline the procedures below that we will undertake during the course of our audit.

Our responsibilities required > Identifying and assessing the risks of material misstatement of the financial statements, whether due to fraud or error, design and
.mgﬂ_w.._.&maquﬁznmqﬁ perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
T for our opinion.
LR _ » Obtaining an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
- circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Pension Fund'’s internal control.
. » Evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by management.
» Concluding on the appropriateness of management's use of the going concern basis of accounting.
» Evaluating the overall presentation, structure and content of the financial statements, including the disclosures, and whether the
financial statements represent the underlying transactions and events in a manner that achieves fair presentation.
» Obtaining sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the
Pension Fund to express an opinion on the consolidated financial statements. Reading other information contained in the financial
statements and reporting whether it is materially inconsistent with our understanding and the financial statements; and

LV ; » Maintaining auditor independence.

31



