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Our reports are prepared in the context of the ‘Statement of responsibilities of auditors and audited bodies’ and the ‘Appointing Person Terms of Appointment’ issued by Public Sector Audit Appointments Limited.
Reports and letters prepared by appointed auditors and addressed to the Pension Fund are prepared for the sole use of the Pension Fund and we take no responsibility to any member or officer in their individual capacity or to any third party.
Mazars LLP is the UK firm of Mazars, an international advisory and accountancy group. Mazars LLP is registered by the Institute of Chartered Accountants in England and Wales.

mazars



Section 01:
Executive summary



1. Executive summary

Principal conclusions and significant findings

The detailed scope of our work as your appointed auditor for 2021/22 is set out in the National Audit
Office’s (NAO) Code of Audit Practice. Our responsibilities and powers are derived from the Local
Audit and Accountability Act 2014 and as outlined in our Audit Strategy Memorandum, our audit has
been conducted in accordance with International Standards on Auditing (UK) and means we focus on
audit risks that we have assessed as resulting in a higher risk of material misstatement.

In section 4 of this report, we have set out our conclusions and significant findings from our audit
work to date. This section includes our conclusions so far on the audit risks and areas of
management judgement in our Audit Strategy Memorandum, which include:

T

® Management override of controls; and
E\ Valuation of investments within level 3 of the fair value hierarchy.

a=r sed on the audit work completed to date there are no identified significant control deficiencies and
no unadjusted misstatements envisaged that we are required to report to the Audit Committee.

Status and audit opinion

To-date we have completed a substantial proportion of our fieldwork on the financial statements for
the year ended 31 March 2022. At this present time, we envisage giving our opinion in November
2022 in line with the proposed timeframe for issuing our audit report on Lincolnshire County Council’s
financial statements.

At the time of preparing this report, there are some matters outstanding as outlined in section 2. We
will provide an update to you in relation to the matters outstanding through our Audit Completion
Report. Subject to the satisfactory conclusion of the remaining audit work, we have the following
conclusions:

Executive summary

Status of audit Audit approach

Significant findings
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Internal control recommendations

Audit opinion
We anticipate issuing an unqualified opinion, without modification, on the financial
statements.

Consistency report

We anticipate concluding that the Pension Fund financial statements within the Pension
Fund’s Annual Report are consistent with the Pension Fund financial statements within the
Statement of Accounts of Lincolnshire County Council.

Wider powers

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 Fund and to consider any
objection made to the accounts. No objections or questions from local electors have been
received.

Summary of

misstatements Appendices
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1. Executive summary

COVID-19 impacts

We have worked remotely in relation to this audit. Whilst auditing on a remote basis can be
challenging, we have been able to work in liaison with the finance team to deliver the audit and wish

to thank them for their support.
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2. Status of the audit

Our work is progressing well and there are currently no matters of which we are aware that would require modification of our audit opinion, subject to the outstanding matters detailed below.

Audit area Status

Description of the outstanding matters

Investments ‘

Some information remains outstanding from fund managers.

Our review of third party confirmations received to-date is not yet complete. .

We have received a draft of the Pension Fund Annual Report. However, we have not yet

'Uc ist L. compared the revised Pension Fund financial statements (within the Statement of

Qonsistency opinion ‘ Accounts of the Council) with the revised Pension Fund financial statements within the

L% Pension Fund’s Annual Report. ‘
H

H

w

Finalised financial .
statements

The Pension Fund is revising its financial statements to reflect updated valuations it
receives from fund managers. Following consideration of the revised valuations we will
then complete our checks on the finalised financial statements before giving our opinion.

Audit Quality Control and .
Completion Procedures

Our audit work, including the specific procedures carried out in relation to the significant
audit risks identified, is yet to undergo review by the Engagement Lead. In addition, there
are residual procedures to complete, including completing our internal technical
consultations on the proposed audit opinion and the updated financial statements,
updating post balance sheet event considerations to the point of issuing the opinion and
obtaining final management representations.

Executive summary Status of audit

Summary of

Audit approach Significant findings Internal control recommendations TS BT S

Likely to result in material adjustment or
significant change to disclosures within
the financial statements.

Potential to result in material adjustment
or significant change to disclosures
within the financial statements.

Not considered likely to result in material
adjustment or change to disclosures within
the financial statements.

Appendices
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3. Audit approach

Changes to our audit approach
We provided details of our intended audit approach in our Audit Strategy Memorandum in February

2022. We have not made any changes to our audit approach since we presented our Audit Strategy
Memorandum.

Materiality

Our provisional materiality at the planning stage of the audit was set at £29.3 million using a

benchmark of 1% of net assets available to pay benefits. We also set a separate provisional specific
ateriality for the fund account of £11.4 million at the planning stage of the audit using a benchmark

ﬁ the higher of 10% of contributions receivable and 10% of benefits payable.

‘%ur updated assessment of materiality, based on the draft financial statements and qualitative
|fjctors was set using the same benchmarks:

G Statement materiality £30.5 million.

* Fund account specific materiality £12.1 million.

Executive summary Status of audit Audit approach Significant findings Internal control recommendations mSi:QSaT:nrYeg{s Appendices
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4. Significant findings

In this section we outline the significant findings from our audit work to date. These findings include:

» our audit conclusions regarding other significant risks and key areas of management judgement
outlined in the Audit Strategy Memorandum;

» our comments in respect of the accounting policies and disclosures that you have adopted in the
financial statements. We currently envisage concluding that the financial statements have been
prepared in accordance with the financial reporting framework; and

« any significant difficulties we experienced during the audit.

/TT obed

Significant risks

Management
override of
controls

Description of the risk

In all entities, management at various levels within an organisation are in a
unique position to perpetrate fraud because of their ability to manipulate
accounting records and prepare fraudulent financial statements by overriding
controls that otherwise appear to be operating effectively. Due to the
unpredictable way in which such override could occur, we consider there to be
a risk of material misstatement due to fraud and thus a significant risk on all
audits.

How we addressed this risk

We addressed this risk through performing audit work over:

» accounting estimates impacting amounts included in the financial
statements;

» consideration of identified significant transactions outside the normal course
of business; and

* journals recorded in the general ledger and other adjustments made in
preparation of the financial statements.

Audit conclusion

Our work to date has provided the assurance we sought in each of these areas
and has not highlighted any material issues to bring to your attention.

Executive summary Status of audit Audit approach Significant findings Internal control recommendations msiéjsr?aT:rr?leg{s Appendices
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4. Significant findings

Valuation of
investments
within level 3
of the fair
value hierarchy
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Executive summary

Description of the risk

At 31 March 2022 the Pension Fund held investments which were not quoted
on an active market with a fair value of £427.5 million, accounting for 14.6 per
cent of the Fund's net investment assets. This included: Alternatives (£347.5
million), Property (£11.6 million), Infrastructure (£59.3 million), Private Equity
(£7.9 million) and Unquoted Equity Holding in the Border to Coast Pensions
Partnership (£1.2 million). Inherently these assets are harder to value, as they
do not have publicly available quoted prices from a traded market, and as such
they require professional judgement or assumptions to be made when valuing
them at year end.

As the pricing of these investment assets is subject to judgements, they may
be susceptible to pricing variances for 2021/22 due to the assumptions
underlying the valuation. We therefore consider that there is an increased risk
of material misstatement.

How we addressed this risk
We addressed this risk by completing the following additional procedures:

» agreeing the valuation included in the Pension Fund’s underlying financial
systems to supporting documentation including investment manager
valuation statements and cash flows for any adjustments made to the
investment manager valuation;

« agreeing holdings from fund manager reports to the custodian’s report;

« agreeing the investment manager valuation to audited accounts or other
independent supporting documentation, where available;

» reviewing the valuation methodologies through review of accounting
policies within audited financial statements and challenge of the fund
manager, where required;

* where audited accounts are available, check that they are supported by a
clear opinion; and

Status of audit Audit approach

Valuation of
investments
within level 3
of the fair
value hierarchy

(cont’d)

How we addressed this risk (cont’d)

* where available, reviewing independent control assurance reports to
identify any exceptions that could present a risk of material misstatement in
the Pension Fund’s financial statements.

Audit conclusion

Subject to completion of the outstanding work and matters outlined on page 7,
our work has provided the assurance we sought in the above areas. It has
however highlighted a difference between the valuation of investments in the
initial set of accounts prepared and the final version of the accounts on which
we will be giving our opinion. This difference results from the timing of
valuations received from fund managers. The adjusted misstatement involved
will be detailed in our Audit Completion Report.

Significant findings Internal control recommendations

Summary of

misstatements Appendices
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4. Significant findings

Qualitative aspects of the Fund’s accounting practices The 2014 Act also gives rights to local electors and other parties, such as the right to ask questions
of the auditor and the right to make an objection to an item of account. No such objections have been
We have reviewed the Fund's accounting policies and disclosures and our work to date has raised.

concluded they comply with the 2021/22 Code of Practice on Local Authority Accounting,
appropriately tailored to the Fund's circumstances..

In line with our expectations, there have been no significant changes to accounting policies for the
year ended 31 March 2022.

Draft accounts were received from the Fund on 30 June and were of a good quality.
Significant difficulties during the audit

‘gﬂing the course of the audit we did not encounter any significant difficulties and we have had the
Il co-operation of management. It is however worth noting that our audit work has been completed
(Mrough remote working arrangements. Whilst challenging at times, through the effective use of
Hechnology and close liaison with finance and other officers of the Fund these challenges were

@/ercome.

Wider responsibilities

Our powers and responsibilities under the 2014 Act are broad and include the ability to:
* issue a report in the public interest;

* make statutory recommendations that must be considered and responded to publicly;
» apply to the court for a declaration that an item of account is contrary to law; and

* issue an advisory notice under schedule 8 of the 2014 Act.

We have not to date exercised any of these powers as part of our 2021/22 audit.

. . . S S Internal control Summary of .
Executive summary Status of audit Audit approach Significant findings T TS B TS Value for Money Appendices
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5. Internal control recommendations

The purpose of our audit is to express an opinion on the financial statements. As part of our audit we
have considered the internal controls in place relevant to the preparation of the financial statements.
We do this in order to design audit procedures to allow us to express an opinion on the financial
statement and not for the purpose of expressing an opinion on the effectiveness of internal control,
nor to identify any significant deficiencies in their design or operation.

The matters reported in this section are limited to those deficiencies and other control
recommendations that we identified during our normal audit procedures and that we consider to be of
sufficient importance to merit being reported. If we had performed more extensive procedures on
internal control we might have identified more deficiencies to be reported. Our comments should not
be regarded as a comprehensive record of all deficiencies that may exist or improvements that could

¢ made.

Q

@ur work to date has not identified any internal control issues to bring to your attention. Should any
Msues arise during the completion of our audit, these will be reported to the Audit Committee in a
Kellow-up letter.

N

=

Executive summary Status of audit Audit approach Significant findings Internal control recommendations msiéjsr?aT:rr?leg{s Appendices
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Cameron Waddell

Mazars
The Corner

3ank Chambers

26 Mosley Street

Newcastle upon Tyne, NE1 1DF

Mazars is an internationally integrated partnership, specialising in audit, accountancy, advisory, tax
and legal services*. 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.

*where permitted under applicable country laws.
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