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Téna koe Anne

Audit engagement letter: audit of the consultation document and Long-term Plan for
the period commencing 1 July 2024

This audit engagement letter is sent to you on behalf of the Auditor-General, who is the auditor of all
“public entities”, including Tauranga City Council (the Council), under section 14 of the Public Audit Act
2001. The Auditor-General has appointed me, Leon Pieterse, using the staff and resources of Audit
New Zealand, under section 32 and 33 of the Public Audit Act 2001, to carry out the audit of the
Council’s consultation document and long-term plan (LTP).

This letter outlines:

° the terms of the audit engagement and the respective responsibilities of the Council and me
as the Appointed Auditor;

° the audit scope and objectives;

° the approach taken to complete the audit;
° the areas of audit emphasis; and

° the audit logistics.
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1 Specific responsibilities of the council for preparing the consultation
document and the long-term plan

Our audit will be carried out on the basis that the Council acknowledges that it has
responsibility for preparing the consultation document and LTP, by applying the Council’s own
assumptions, in accordance with the Local Government Act 2002 (the Act) (in particular, the
requirements of Part 6 and Schedule 10) and in accordance with generally accepted
accounting practice in New Zealand. We assume that elected members are familiar with those
responsibilities and, where necessary, have obtained advice about them.

For clarity, we note the following statutory responsibilities as set out in the Act:

° section 93 of the Act requires the Council to have an LTP at all times, and Part 1
of Schedule 10 prescribes the information that must be included in the LTP;

° section 111 requires all information that is required to be included in the LTP to
be prepared in accordance with applicable generally accepted accounting
practice standards;

° section 83 (with reference to section 93A) sets out the special consultative
procedure that the Council is required to follow to adopt the consultation
document and LTP; and

° section 93C(4) requires an auditor’s report on the consultation document, and
section 94 requires a separate opinion on the LTP.

Other general terms are set out in the relevant sections of this letter and Appendix 1.

2 Our audit scope
The Act requires us to provide two separate reports, as follows:
° on the consultation document, a report on:

o whether the consultation document gives effect to the purpose specified
in section 93B; and

o the quality of the information and assumptions underlying the information
in the consultation document; and

on the LTP, a report on:
) whether the LTP gives effect to the purpose in section 93(6); and

o the quality of the information and assumptions underlying the forecast
information provided in the LTP.

We expect our work to assess the quality of underlying information and assumptions to be a
single, continuous process during the entire LTP preparation period.
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Our focus for the first limb of each report will be to assess whether the consultation document
and the LTP meet their respective statutory purposes. Given the different purposes of each
document, we will assess the answers to different questions for each report.

Our focus for the second limb of each report will be to obtain evidence about the quality of
the information and assumptions underlying the information contained in the consultation
document and LTP. How we obtain this information depends on our judgement, including our
assessment of the risks of material misstatement of the information and assumptions
underlying the information contained in the consultation document and LTP, whether because
of fraud or error.

Our audit reports do not:

° provide a guarantee of absolute accuracy of the information in the relevant document;
° provide a guarantee that the Council has complied with all relevant legal obligations;
° express an opinion on the merits of any policy content; or
° include an opinion on whether the forecasts will be achieved.
3 Our approach to this audit
3.1 The content of the consultation document

The Act emphasises the discretion of the Council to decide what is appropriate to include in
the consultation document and the associated consultation process. In deciding what to
include in the consultation document, the Council must have regard to its significance and
engagement policy, and the importance of other matters to the city and its communities.

We will need to understand how the Council has approached the task of applying its
significance and engagement policy, and how it has weighed the importance of other matters
in deciding what to include in the consultation document. This will help inform our assessment
of whether the consultation document achieves its statutory purpose.

We will also confirm that the Council has appropriately set out the impact of the Water
Services Entities Act 2022 in the consultation document (we cover this further in section 4).

3.2 Adopting and auditing the underlying information

Before adopting the consultation document, section 93G of the Act requires the Council to
prepare and adopt the information that:

° is relied on by the content of the consultation document;
° is necessary to enable the Auditor-General to issue an audit report under section
93C(4); and

° provides the basis for the preparation of the LTP.
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3.3

The information to be prepared and adopted needs to be enough to enable the Council to
prepare the consultation document.

We consider that local authorities will need to have thought comprehensively about how best
to meet the requirements of the Act. Consistent with the guidance of Taituara, Local
Government Professionals Aotearoa, our view is that core building blocks of an LTP will be
needed to support an effective consultation document. This will include, but not be limited to,
draft financial and infrastructure strategies and the information that underlies them, including
asset management information, assumptions, defined levels of service, funding and financial
policies, and a complete set of financial forecasts.

We will work with management to understand the information proposed to be adopted and
assess whether it will enable us to issue an audit report under section 93C(4).

In addition, the time frames to consider and adopt the LTP after the consultation process will
be tight. From a practical perspective, it will be important that the Council is well advanced
with the preparation of the full LTP when it issues the consultation document. Otherwise, you
may find it difficult to complete the work and adopt the full LTP before the statutory deadline.
The same is true for the audit work. The more audit work that can be completed at the first
stage of the process, the less pressure there will be on you and the audit team at the end of
the process.

Control environment

The Council is responsible for establishing and maintaining accounting and internal control
systems (appropriate to the size of the Council), supported by written policies and procedures,
designed to prepare the consultation document and LTP, and to provide reasonable quality
information and assumptions underlying the information contained in these documents.

Our approach to the audit will be to identify, confirm, and assess the Council’s key processes
and controls over the underlying information and the production of both the consultation
document and the LTP. The purpose of this assessment is to enable us to plan the most
effective and efficient approach to the audit work needed to provide our two audit reports.
Our assessment is not for the purpose of expressing an opinion on the effectiveness of the
Council’s internal controls.

We will carry out a review of the control environment to help us understand the approach
taken to develop the consultation document and LTP, develop expectations of what should
be included in the consultation document and LTP, and identify areas of potential audit risk.
This will involve discussions with elected representatives and selected staff throughout the
Council, review of publicly available information about the Council, updating our knowledge
of Council issues developed during recent years, and a review of Council minutes since the
last audit review.

Our review of your self-assessment response (see below) and key controls relating to the
underlying information and development of the LTP is useful to our initial assessment of audit
risk and so the nature and extent of our overall audit work.
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3.4

3.5

4.1

Project management, reporting deadlines, and audit progress

The development of the consultation document and LTP is a significant and complex project,
and a comprehensive project plan is required for a successful LTP process. It is also essential
that there is commitment throughout the organisation for the project, starting with the
elected representatives. The involvement of senior management and elected representatives
is important in deciding what to include in the consultation document.

The LTP has complex and inter-related information needs and draws together plans, policies,
decisions, and information from throughout the Council and its community. We recognise that
the Council will be doing its LTP preparation over an extended period.

Self-assessment

To assist our audit planning, we intend to use a self-assessment process to assist with our risk
assessment process. The self-assessment requires you to reflect on your most significant issues
and risks, governance of the LTP project, and the systems and processes you have in place
(particularly to meet the purposes in the Act for the consultation document and the LTP), asset
management, performance management and reporting, and financial management.

We provided the self-assessment to you on 28 August 2023. We ask for your co-operation in
completing this assessment for return to us by 7 September 2024.

The self-assessment is like those used for our audits of previous LTPs. The information provided
through the self-assessment will be confirmed with you through discussion after its completion.

Our particular areas of audit emphasis

Impact of the current economic environment on the Council’s forecasts

The national and international response to the Covid-19 pandemic has created a significantly
uncertain economic environment. Supply chain and labour market constraints due to closed
borders and economic stimulus has led to inflationary pressures being seen around the world.
New Zealand’s response to increased inflation has meant significantly higher interest rates
than that experienced in the recent past.

The current economic environment and what it means for the future will need to be factored
into the Council’s LTP forecasts. We will review the approach the Council has done to do this,
and the quality of the supporting evidence used for the resulting assumptions.

We will also carefully consider how the Council sets out its proposed response to the current
economic environment, including any discussion of any affordability trade-offs that are
needed in the response, in the consultation document. We will specifically focus on whether
Council’s Consultation Document is “fit for purpose” in accordance with Section 93B of the
Local Government Act 2002.
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4.2 Central Government reforms

The Government is undertaking a significant reform programme, some of which impacts on
the operations of the Council. We discuss the main areas of reform and how we expect them
to impact on the audit of the LTP below:

Affordable waters reform

With the enactment of the Water Services Entities Act 2022 and the passing of amendment
acts in August 2023, the Council will transfer its three water assets to the Bay of Plenty Water
Services Entity on a date that is still to be set by an Order in Council but will be one of the
specified possible dates listed in section 6(A) of the Water Services Entities Act (Amended)
2022. The first possible transfer period is after 1 July 2024, with the last possible date being

1 July 2026.

This will have implications for the content of the LTP. The Council will need to include the
information required under clause 32 of Schedule 1AA of the Act for water services in the
LTP.! In preparing this information, the Council must plan to at least maintain levels of service
at the levels planned to be provided in the 2023/24 financial year. The LTP (and its
consultation document) must also explain to communities the following matters:

° water services are to be transferred from the Council to a water services entity
during the 2024/25 and 2025/26 financial years;

° the implications of, and any significant risks associated with, the transfer (including
financial implications and risks); and

° how the Council is planning to deal with the implications of, and any significant risks
associated with, the transfer (including financial implications and risks).

Our audit will assess the reasonableness of the assumptions and other information used to
prepare the information required under clause 32 of Schedule 1AA of the Act. We will also
assess whether the Council has reasonably accounted for the transfer of the three water
services in the forecast financial information.

Finally, we will review the disclosures about the transfer of the water services. This will include
assessing the completeness of the significant risks associated with the transfer.

The removal of the three water services may also have a significant impact on Council’s
financial strategy. We will gain an understanding of how Council proposes to amend its
financial strategy because of the impact of the three waters reforms, check this is consistent
with Council’s financial modelling, and ensure that the amendments are clearly set out in the
draft financial strategy and other relevant documents, such as the consultation document.

“Water services” means services relating to water supply, wastewater, and stormwater”.
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4.3

National Policy Statement — Urban Development (NPS-UD)

The NPS-UD requires local authorities to plan well for growth and ensure a well-functioning
urban environment for all people, communities, and future generations. It ensures that rules
do not constrain growth and supports intensification, such as building heights can be
increased, and the requirement for minimum number of carparks are removed.

We note that Council does not meet the competitive margins, over and above its expected
demand, to support choice in the housing and business land markets both in the short and
medium term.

We will discuss with management their compliance with the requirements of the government’s
National Policy Statement on Urban Development (NPS UD) and the completion of their Housing
and Business Development Capacity Assessments (HBA). We note council is required to at least
annually publish the uptake in medium and high-density developments, to update the HBA at
least every three years, which will inform the Future Development Strategy (FDS), the LTP and
infrastructure strategies. A new FDS is required every six years.

Future for local government

As the Future for Local Government Panel only provided its final report to Government in
June 2023, we do not expect any substantive policy decisions will be made to inform the
development of the LTP.

The Council may decide to include some discussion of the Future for Local Government Panel’s
final report in the LTP or other supporting documentation such as the consultation document.
We will assess the reasonableness of any such discussion.

Financial strategy and infrastructure strategy

The Act requires a local authority to prepare two key strategies as part of the LTP: the financial
strategy and the infrastructure strategy.

The purpose of the financial strategy is to:

° facilitate prudent financial management by the local authority by providing a guide
for the local authority to consider proposals for funding and expenditure against; and

° provide a context for consultation on the local authority’s proposals for funding and
expenditure by making transparent the overall effects of those proposals on the local
authority’s services, rates, debt, and investments.

The purpose of the infrastructure strategy is to:

° identify significant infrastructure issues for the local authority during the period
covered by the strategy; and

° identify the principal options for managing those issues and the implications of
those options.
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For the two strategies to be effective, they must be closely aligned. Section 101B(5) allows for
them to be combined into a single document.

Although the Act clearly sets the minimum requirements for these strategies, it does not
define the only things that can be in a strategy. A good strategy should include what is needed
to be a good quality strategic planning document. In the case of the infrastructure strategy,
the principles of ISO 55000 should be considered, particularly where the Council is seeking to
prepare a best practice strategy.

We understand council is forecasting the transfer of the relevant assets required under the
amendment to the Water Services Entities Act 2022 in the third year of the LTP. We would
expect this to be clearly set out in the infrastructure strategy, as well as any other significant
changes to the prior infrastructure strategy.

Our focus when reviewing both strategies is to assess whether the Council has met the
purpose outlined in the Act and presented the strategies in a coherent and easily readable
manner. Specifically, we will:

° confirm that the two strategies are appropriately aligned;

° understand the effect of the financial forecasts included in the infrastructure
strategy on the prudence of the financial strategy; and

° assess the reasonableness of the prepared forecasts by:

o understanding how the Council has applied the effect of its assumptions
(for example, allowing for changing demographics, the implications of the
changing climate, the condition and performance of critical assets) and
levels of service on expenditure decisions and outlined the implications of
these decisions in the strategies;

o reviewing the Council’s relationship between its renewal capital
expenditure and depreciation expenditure forecasts; and

o checking that the infrastructure strategy is appropriately inflated.

The Council’s financial modelling is a significant component of the underlying information that
supports both the financial strategy and infrastructure strategy. We will place particular
emphasis on the integrity and effectiveness of the financial modelling of all local authorities.

An additional role played by these strategies is to facilitate accountability to the community. It
is critical that these strategies are presented in such a way that they are engaging and
informative, and support the presentation of issues, options, and implications presented in the
consultation document.
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4.4 Assumptions

The quality of the Council’s financial forecasts is significantly affected by whether the
assumptions on which they are based are defined and reasonable. The Act recognises this by
requiring all local authorities to clearly outline all significant forecasting assumptions and risks
underlying the financial estimates in the LTP (Schedule 10, clause 17). Prospective Financial
Statements (PBE FRS 42) also requires the disclosure of significant assumptions.

We will review the Council’s list of significant forecasting assumptions and confirm that they
are materially complete. We will also test the application of selected assumptions in the
financial forecasts to check they have been reasonably applied. Finally, we will confirm that:

° all significant forecasting assumptions disclose the level of uncertainty associated
with the assumption; and

° for all significant forecasting assumptions that involve a high level of uncertainty, the
uncertainty and an estimate of the potential effects of the uncertainty on the
financial forecasts are appropriately disclosed in the LTP.

We consider that the significant forecasting assumptions are crucial to the underlying
information for the consultation document and will complete our review during our audit of
the consultation document.

Climate change assumption

We will continue to focus on the assumptions that the Council has made about climate change
and the adequacy of other information and disclosures relating to climate change.

We will review the Council’s climate change assumptions to determine whether they are
reasonable and supportable. We will assess the quality of the supporting information the
Council is using in developing its assumptions and disclosures included in the LTP, the
consultation document (if relevant), and the adopted underlying information.

We expect the Council to disclose the financial and related non-financial impacts of climate
change related investments in the LTP, financial and infrastructure strategies.

In the prior LTP, council included three significant assumptions related to climate change and
its impact on council’s infrastructure:

1 Natural hazards/events — low likelihood, with high consequences possible;

2 Stormwater events — risk of increasing frequency with further modelling required; and

3 Sea-level rise — rise of faster than expected rise in sea-levels, with high consequences
possible.

These assumptions will need to be updated, taking into account the future implication of likely
changes in future weather patterns.
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4.5

5.1

5.2

Quality of asset-related forecasting information

A significant portion of the Council’s operations relates to the management of its
infrastructure: the provision of roads and footpaths (including transport stormwater systems).
These activities typically make up about 15% of operational expenditure and 19% of capital
expenditure (after excluding three waters expenditure, based on 30 June 2022 actual results).

To prepare reasonable quality asset information, the Council needs to have a comprehensive
understanding of its critical assets and the cost of adequately maintaining and renewing them.
An important consideration is how well the Council understands the condition of its assets and
how the assets are performing.

In reviewing the reasonableness of the Council’s asset-related forecasting information, we will:

° assess the Council’s asset management planning systems and processes;

° understand what changes the Council proposes to its forecast levels of service;

° understand the Council’s assessment of the reliability of the asset-related information;
° consider how accurate recently prepared budgets have been; and

° assess how matters such as affordability have been incorporated into the asset-

related forecasts prepared.

Depending on what we identify in completing the above, we may have to complete further
detailed testing on the Council’s asset-related information.

Other matters

Our independence

It is essential that the audit team and Audit New Zealand remain both economically and
attitudinally independent of the Council (including being independent of management
personnel and the Council). This involves being, and appearing to be, free of any interest that
might be regarded, whatever its actual effect, as being incompatible with integrity, objectivity,
and independence.

Publication of the consultation document and adopted Long-term Plan on the
Council’s website

The Council is responsible for the electronic presentation of the consultation document and
LTP on its website. This includes ensuring that there are enough security and controls over
information on the website to maintain the integrity of the presented data. Please ensure that
your project plan allows time for us to examine the final electronic file version of the
respective documents, including our audit report, before their inclusion on the website.

We need to do this to ensure consistency with the paper-based documents that have been
subject to audit.

TCC- LTP Audit Plan.docx



6 Audit logistics

6.1 Audit timing

The key dates in the audit timetable are as follows:

Self-assessment provided to Council 28 August 2023
Self-assessment returned to audit team for consideration 7 September 2023
Formal audit planning commences 11 September 2023
Proposed consultation document available 18 September 2023
Audit of consultation document starts 25 September 2023
Hot review by OAG (to be confirmed) 27 October 2023
Audit report on consultation document required 6 November 2023
Draft report to governors on consultation document engagement 22 November 2023
Management responses to the draft report received 29 November 2023
Finalised report to governors on consultation document engagement 6 December 2023
Proposed LTP for adoption available 21 March 2024
Audit of LTP document starts 25 March 2024
Audit report on adopted LTP required 22 April 2024

Draft report to governors on LTP engagement (if required) 22 April 2024
Management responses to the draft report received (if required) 30 April 2024
Finalised report to governors on LTP engagement (if required) 3 May 2024

Should we encounter any significant problems or delays during the audit, we will inform you
immediately.

TCC- LTP Audit Plan.docx



We have an electronic audit management system. This means that our auditors will complete
most of their work on their laptops. Therefore, we would appreciate it if the following could
be made available during our audit:

° a suitable workspace for computer use (in keeping with the health and safety
requirements discussed in Appendix 1); and

o electronic copies of key documents.

As noted in section 3.4, our audit work needs to be done as you develop your underlying
information and prepare your consultation document and LTP, to ensure the timely
completion of our audit.

To ensure that we meet agreed deadlines, it is essential that the dates agreed are adhered to.

7 Professional fees

Our audit fee, covering both the consultation document and the LTP for the period
commencing 1 July 2024, will be confirmed in a separate agreement.

8 Personnel

Our personnel involved in the management of the audit are:

Leon Pieterse Appointed Auditor

Athol Graham Engagement Quality Control Review Director
Lyn Daken Infrastructure specialist

Anton Labuschagne Audit Manager

Maree Procter Audit Supervisor

We have endeavoured to maintain staff continuity as far as possible.
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9 Agreement
Please sign and return the attached copy of this letter to indicate that:

° it is in accordance with your understanding of the arrangements for this audit of the
consultation document and LTP for the period commencing 1 July 2024, and

° you accept the terms of the engagement set out in this letter that apply specifically
to the audit of the consultation document and LTP and supplement the existing audit
engagement letter dated 2 May 2023.

If there are any matters requiring further clarification, please do not hesitate to contact me.

Yours sincerely

Leon Pieterse
Director

| acknowledge that this letter is in accordance with my understanding of the arrangements of the audit
engagement. | also acknowledge the terms of the engagement that apply specifically to the audit of
the consultation document and LTP, and that supplement the existing audit engagement letter dated

2 May 2023.

iu/( 144 rote: )0 Novembes 2022

v
Anne\‘{olley i
Commissioner Chair
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Appendix 1: Terms of the engagement that apply specifically
to the audit of the consultation document and LTP

Objectives
The objectives of the audit of the consultation document and LTP are:

° to provide independent reports on the consultation document (under section 93C(4) of the
Act) and on the LTP (under section 94(1) of the Act) about:

o whether each document gives effect to the relevant statutory purpose; and

o the quality of the information and assumptions underlying the information included
in each document; and

° to report on matters relevant to the Council’s planning systems that come to our attention.

Our audit involves performing procedures that examine, on a test basis, evidence supporting
assumptions, amounts, and other disclosures in the consultation document and LTP, and evaluating the
overall adequacy of the presentation of information.

We also review other information associated with the consultation document and LTP to identify
whether there are material inconsistencies with the audited consultation document and LTP.

Provision of a report to the governors of the Council

At a minimum, we will report to the governors of the Council at the conclusion of the engagement. The
report communicates matters that come to our attention during the engagement and that we think are
relevant to the Council. For example, we will report:

° any weaknesses in the Council’s systems; and
° uncorrected misstatements noted during the audit.

Please note that the Auditor-General may refer to matters that are identified in the audit of
consultation documents and LTPs in a report to Parliament if it is in the public interest, in keeping with
section 20 of the Public Audit Act 2001.

Materiality

Consistent with the annual audit, the audit engagement for the consultation document and LTP adheres
to the principles and concepts of materiality during the 10-year period of the LTP and beyond (where
relevant).
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Materiality is one of the main factors affecting our judgement on the areas to be tested and the nature
and extent of our tests and procedures performed during the audit. In planning and performing the
audit, we aim to obtain assurance that the consultation document and LTP, and the information and
assumptions underlying the information contained in these documents, do not have material
misstatements caused by either fraud or error.

Material misstatements are differences or omissions of amounts and disclosures that, in our judgement,
are likely to influence a reader’s overall understanding of the consultation document and LTP.

Consequently, if we find material misstatements that are not corrected, we will refer to them in the
audit report. Our preference is for any material misstatement to be corrected, avoiding the need to
refer to misstatement.

The standards applied when conducting the audit of the consultation document and
adopted long-term plan

Our audit is carried out in accordance with International Standard on Assurance Engagements (New
Zealand) 3000 (Revised): Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information. In meeting the requirements of this standard, we considered particular elements of the
Auditor-General’s Auditing Standards and International Standard on Assurance Engagements 3400: The
Examination of Prospective Financial Information that were consistent with those requirements.

Responsibilities

General responsibilities

The general responsibilities of the Council for preparing and completing the consultation document and
LTP are consistent with those for the annual report, as set out in the audit engagement letter dated 2
May 2023 — but noting that the consultation document and LTP include forecast information.

These responsibilities include those set out in Appendix 1 of that audit engagement letter as detailed
below:

° Appendix 1: Respective specific responsibilities of the Council and the Appointed Auditor:
o responsibilities for compliance with laws and regulations; and
o responsibilities to establish and maintain appropriate standards of conduct and

personal integrity.

Specific responsibilities
The Council is responsible for:
° maintaining accounting and other records that:

o correctly record and explain the forecast transactions of the Council;
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o enable the Council to monitor the resources, activities, and entities under its
control;

o enable the Council’s forecast financial position to be determined with reasonable
accuracy at any time; and

o enable the Council to prepare forecast financial statements and performance
information that comply with legislation; and

° providing us with:

o access to all information and assumptions relevant to preparing the consultation
document and LTP, such as records, documentation, and other matters;

o additional information that we may request from the Council for the purpose of
the audit;
o unrestricted access to Council members and employees that we consider

necessary; and

o written confirmation of representations made to us in connection with the audit.

Health and safety of audit staff

The Auditor-General and Audit New Zealand take seriously their responsibility to provide a safe working
environment for audit staff. Under the Health and Safety at Work Act 2015, we need to make
arrangements with you to keep our audit staff safe while they are working at your premises.

We expect you to provide a safe work environment for our audit staff that is without risks to their
health and safety. This includes providing adequate lighting and ventilation, suitable desks and chairs,
and safety equipment, where required. We also expect you to provide them with all information or
training necessary to protect them from any risks they may be exposed to at your premises. This
includes advising them of emergency evacuation procedures and how to report any health and safety
issues.
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