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The contents of this report relate only to the matters which have come to our attention, which we believe need to be reported to you as part of our
external audit process. It is not a comprehensive record of all the relevant matters, which may be subject to change, and in particular, we cannot be held
responsible to you for reporting all of the risks which may affect Forestry and Land Scotland or all weaknesses in your internal controls. This report has
been prepared solely for your benefit and Audit Scotland (under the Audit Scotland Code of Practice 2021). We do not accept any responsibility for any
loss occasioned to anythird party acting, or refrainingfrom acting on the basis of the content of this report, as this report was not prepared for, nor
intended for, any other purpose.
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This table summarises the key findings and other matters arising from the external audit of Forestry and Land Scotland and the preparation of the financial
statements for the year ended 31 March 2023 for those charged with governance (Audit and Risk Committee) and the Auditor General for Scotland.

Financial Statements

Under International Standards of Audit (UK) (ISAs) and Audit Scotland’s Code of
Audit Practice ('the Code'), we are required to report whether, in our opinion:

* Forestry and Land Scotland's financial statements give a true and fair view of
the financial position of the organisation atthe 31 March 2023

* Forestry and Land Scotland’s financial statements have been properly

preparedin accordance with UK adoptedinternational accountingstandards,

as interpreted and adapted by the 2022/23 Government Financial Reporting
Manual (FReM)

* Forestry and Land Scotland’s financial statements and the audited parts of

the Remuneration Report and Staff Report have been prepared in accordance

with the requirements of the 2022/23 Financial Reporting Manual (FReM)
and directions made thereunder by the Scottish Ministers

* Inall material respects the expenditureand income in the financial
statements were incurred or applied in accordance with any applicable
enactments and guidanceissued by the Scottish Ministers; and

* the Performance Report and Governance Statementis preparedin
accordance with the FReM and is consistent with the financial statements.

We are required to report whether other information published together with
the auditedfinancial statementsin the Annual Report and Accounts is
consistent with the financial statements and has been prepared in accordance
with the requirements. We have concluded that the other information to be
published with the financial statements is consistent with our knowledge of
Forestry and Land Scotland.

We issued an unmodified opinion on 6 December 2023.
Draft financial statements

The draft financial statements were presented for auditon the 19 June 2023.
We have been supported by Forestry and Land Scotland’s officers during the
audit process with effective working relationshipsand commitment to the
audit process.

Improvement to working papers can be made as there were occasions where
they didn’treconcile to the financial statement line item resultinginincreased
work by the audit team and additional lines of enquiry being required with the
finance team.

Target completion dates

The target completion dates for the 2022/23 audit moved back to pre-Covid
timetables, with 30 August 2023 as the target dates set. The targettimeline
has not been achieved, with this Auditor’s Annual Report plannedto be
presented to the Audit and Risk Committee on 5 December 2023.

This was due to numerousreasons including:

* the audit being a first-year resulting in the audit and finance teams working
together to meet audit requirements and ensure sufficient and appropriate
evidence was provided

* there were delaysin receiving key information as the format required was
different to requests received by the finance team in previous years

* there were delaysin receiving responses in full to the disclosure and
accounts review queries.

© 2023 Grant Thornton UKLLP.
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Financial Statements (continued)

During 2022/23, there were some new areas of work requiredthat added Further detailis set out within Appendix 1 including disclosure adjustments.

to the complexity of the accounting process for the organisationincluding: The significant adjustments from the draft financial statements in the primary
* the financial statements being subject to a detailed technical review statements are summarised below and have all been adjusted by management:

and many adjustments to the primary statements and disclosure notes
were identified

* the use of an auditor’sexpert in relation to the revaluation of biological
assets and forest estate and landand

* the first-year implementation of IFRS 16 and changes in accountingfor
right of use assets.

Misstatements and recommendations

Our audit work was substantially completed during August, September
and October 2023. Our findings are summarised on pages 7 to 43. There
were four adjusted misstatements required to the primary financial
statements processed during the course of the audit.

One of these adjustments was a re-classification with no impact on the
primary statements. The other adjustmentsincreased balance sheet
liabilitiesby £0.437 million, increased balance sheet assets by £0.142
million and reduced the net income for the year by £0.289 million. The
adjustments decreased usable reserves by £0.289 millionand unusable
reserves by £0.006 million.

unreconciled banktransactions not recorded within cash and cash equivalentsat
year-end totalling £0.538 million which was a classification adjustment

the journal to originally move an asset from buildingsto non-current assets held
for sale had not been inputand, therefore, only the disposal journal had been
processed. This related to an asset totalling £0.190 million with £0.006 million
impacting on unusable reserves

The disposal of an asset was duplicated in the system as it had originally been
manuallyjournalled, but then duplicated via an automaticdisposal journal that
had been run. As this was entered twice, £0.148 million had been incorrectly
removed from non-current assets held for sale and adjustment impacting usable
reserves, and

an expenditure cut-off error, and where haulierand contractor payments made
on the Sales Recording Package system and had a dispatch date before year-end
had not been accrued for totalling £0.437 million with adjustment impacting the
usable reserves balance.

© 2023 Grant Thornton UKLLP.
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Financial Statements (continued)

Misstatements and recommendations (continued) Journals authorisation processes

We identified potential misstatementsduring the audit from our testing. Our work on journalsidentified that Forestry and Land Scotland does not
Managementhave decided not to adjust the financial statements as they are not have journalauthorisation processes within the general ledger, and
material and did notimpact usable reserves. Further detailisin Appendix 1 and processes are more informal. Thereis a reliance upon reactive controls,
will be added as an appendixto the Letter of Representation. whereas proactive controls would enhance the ability to reduce the risk of
fraud or error from the opportunity to override management controls. Our
work on journalstherefore had a higher risk category resultingin a larger
number of journals being tested. A recommendationon journal
authorisation processes is noted at Appendix 2. If authorisation processes
* atranspositionerrorin the valuer’s calculation which resulted in an are the same in future years, we will be required to perform testing in a
overstatementof £26.910 millionand higher risk category that will lead to some additional costin the future also
e avarianceof £0.181 millionin relation to the aging analysison the IFRS 16
lease liability.

The significant unadjusted misstatements are summarised below:

* the prior yearland areas were used in the valuation of other minor land
resultingin an understatement of £0.830 million

Audit fee

Due to the issues outlined including additional audit responses and
assurances required from valuation experts, this led to extra time required
by the organisation to work through the revised set of financial

statements, and further time for the audit team in identifyingall the
Our follow up of the recommendationsmade by the predecessor auditor last year issues, and to audit the amended version of the financial statements.

are detailed in Appendix 4. Of the six recommendationsraised by the previous
auditor, two have been closed, two have been superceded and two are ongoing.

We have raised eleven financial statements recommendationsfor management as
a result of our audit work on the financial statements. These are set out in
Appendix 2 and management have provided a comprehensive response to each
recommendation.

We are charging an additional audit fee for the new issues during 2022/23
as well as for the extra work required due to the number of errors
encountered and the higher risk category of journals. This has been set at
£11,450. This is further set out in Appendix 5.

We would like to take this opportunity to record our appreciation for the
assistance provided by the finance team and other staff in completingthe
external audit.

© 2023 Grant Thornton UKLLP. 5
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Executive Summary (4]

Wider Scope

Wider Scope

Under the Audit Scotland Code of Audit Practice (‘the Code’), the scope of publicauditextends beyond the audit of the financial statements. The Code
requires auditors to consider Forestry and Land Scotland’sarrangementsin respect of financial management, financial sustainability, vision leadership
and governance and use of resources to improve outcomes.

In our External Audit Plan for the year ended 31 March 2023, we documented our assessment of the wider scope risks and planned auditwork. At the
planningstage, we identified two risks in respect of financial sustainability and vision, leadership and governance.

We outline our work undertakenin response to the arrangementsin place and the risks identified and conclude on the effectiveness and
appropriatenessof the arrangementsin place based on the work carried out.

Further details of the work undertaken are outlined on pages 28 to 42.

We haveraised five recommendationsfor management as a result of our audit work on wider scope. These are set out in Appendix 3 and a
comprehensive managementresponse has been added to each recommendation.

There remains a significant risk in respect of financial sustainability given the financial challengesthat Forestry and Land Scotland faces over the long-
term and around the governance arrangementsin place given these have only recently been implemented and not fully embedded.

© 2023 Grant Thornton UKLLP. 6
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Scope of our audit work

Our work has been undertakenin accordance with International Standards of
Auditing (ISAs) (UK) and the Code.

This report is addressed to Forestry and Land Scotland and the Auditor General for
Scotland and will be published on Audit Scotland's website www.audit-
scotland.gov.ukin due course.

This Annual Audit Report presents the observationsarising from the audit thatare
significantto the responsibility of those charged with governanceto oversee the
financial reporting process, as required by International Standard on Auditing (UK)
260 and the Code of Audit Practice (‘the Code’). Its contents have been discussed
with management and will be presented to the Audit and Risk Committee in
November 2023.

As auditor, we are responsible for performing the audit, in accordance with
International Standards on Auditing (UK) and the Code, which is directed towards
forming and expressing an opinion on the financial statements that have been
prepared by management with the oversight of those charged with governance.
The audit of the financial statements does not relieve management or those
charged with governance of their responsibilitiesfor the preparation ofthe
financial statements.

Responsibilities

Forestry and Land Scotland has primary responsibility for ensuring the proper
financial stewardship of publicfunds. This includes preparingannual accountsin
accordance with proper accounting practices. Forestry and Land Scotland is also
responsible for compliance with legislation, and establishingarrangements over
governance, propriety and regularity that enable it to successfully deliver its
objectives.

Our responsibilitiesas independentauditors, appointed by Audit Scotland, are set
outinthe Code, supplementaryguidance, and International Standardson Auditing
in the UK.

© 2023 Grant Thornton UKLLP.

Commercial in confidence

The recommendationsor risks identified in this report are only those that
have come to our attention duringour normal auditwork and may not be
all that exist. Communication in this report of matters arising from the
audit or of risks or weaknesses does not absolve officers from their
responsibility to address the issues raised and to maintain anadequate
system of control.

Audit approach

Our audit approach was based on a thorough understanding of the
organisation’sbusiness and is risk based, and in particularincluded:

* an evaluation ofthe internal control environment, includingits IT
systems and controlsand

* substantivetesting on significanttransactions and material account
balances, includingthe procedures outlinedin this report in relationto
the key audit risks.

Adding value through our audit work

We aim to add valueto Forestry and Land Scotland throughout our audit

work by:

* identifyingand providinginsight on significantrisks, and making clear
and relevantrecommendations

* sharingintelligence and good practice through our wider scope work
and

* providingclear and focused conclusions on the appropriateness,
effectiveness and impact of corporate governance, performance
management arrangements and financial sustainability.


http://www.audit-scotland.gov.uk/
http://www.audit-scotland.gov.uk/
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Receipt of the draft financial statements

The draft financial statements were presented for auditon 19 June 2023. We
have been supported by Forestry and Land Scotland’s officers during the audit
process with effective working relationshipsand commitment to the audit
process.

Improvement to working papers can be made and audit records should be
available with underlyingworking papers to support balancesin the accounts.
These should tie-back to the trial balance, which in turn ties to the unaudited
accountsand that changesin versions of accounts and the trial balance should be
suitably tracked, to support the accounts process. Significant work was required by
the auditteam to complete reconciliationsto the financial statements.

Target audit deadlines

The target completion dates for the 2022/23 audit moved back to pre-Covid
timetables, with 30 August 2023 as the target dates set. The target timeline has
not been achieved, with this Auditor’s Annual Report planned to be presented to
the Audit and Risk Committee on 5 December 2023. The number of new issues
during 2022/23 as well as the impact of the technical review of the accounts
combined with year 1 of the audit have all contributed to the later date of
completion compared to the target deadline. Additionally, there were delaysin
receiving key information, responses to disclosures issues and reconciling
variances within our completeness check resultingin additional work being
required to allow sampling to commence.

The Audit Scotland guidance notes the targets dates should not be to the
detriment of audit quality or to wellbeing.

© 2023 Grant Thornton UKLLP.
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Audit of the annual report and accounts

Our approach to the audit of the financial statements Internal control environment

In accordance with ISA requirements, we have developed an
understanding of Forestry and Land Scotland’s control environment.
We have placed reliance upon controls with regards to the sales of
Key audit fixed timber income whilst the rest of our audit was substantivein
matters nature. In accordance with ISAs, over those areas of significantrisk of
material misstatement, we consider the design of controlsin place.

Materiality

However, where substantive testing was undertaken, we do not place
reliance on the design of controls (with the exception of the area

Scoping highlighted above). We identified no material weaknesses from this
. work.
Overall materiality
£71.306 million which represents 1.2% of the organisation's total assets.
This has increased from the Audit Plan value by £10.453 million due to the Recap of our audit approach and key changes in our audit
update of the materiality based upon the actual values within the 2022/23 draft strategy

financial statements. ) N ) ) ]
We haveidentified one change in our approach since our Audit

Plan was presented to you on 23 March 2023. Thischange was in
our approachto the testing of sales of fixed timber income where
Key audit matters we relied upon controls, as detailed above. The risks identified
remain the same.

A lower materiality of £2.885 million which represents 1.5% of gross
expenditure was set for the revenue accounts, debtors, creditors and cash.

The key audit matters were identified as:

* valuation of biological assets
* valuation of forest estate and land

The significant risks were identified as:

* management override of controls (ISA (UK) 240)
* risk of fraud in revenue recognition (ISA (UK) 240)

We identified the following other risks:

* implementation of IFRS16

© 2023 Grant Thornton UKLLP. 9
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Status of Audit Work

As an auditteam we have focused on concludingour work on the key audit matters, the significant auditrisks and the significant classes of transactions we have
identifiedin our scoping. These are the areas of the accounts that are, in our view, at greater risk of material misstatements, with a potential toimpact our
auditor’sopinion.

We have completed our audit work, and we issued an unmodified opinion on 6 December 2023.

Audit qualityis importantto us, anditis importantas auditors that we take a step back to consider all our auditevidence and the quality of our audit work on file
on completion. Thisincludes sufficient documentation of our key auditorjudgements and conclusions.

© 2023 Grant Thornton UKLLP. 10
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Our application of materiality

We applythe concept of materiality both in planningand performing the audit, and in evaluating the effect of identified misstatements on the auditand of
uncorrected misstatements, if any, on the financial statements and in forming the opinionin the auditor’sreport. The concept of materialityis fundamental to
the preparation ofthe financial statements and the audit process and appliesnot only to the monetary misstatements but also to disclosure requirements and
adherence to acceptableaccounting practice and applicable law.

Our audit approach was set out in our Audit Plan.

* We reviewed and updated our assessment of materiality from planningbased uponyour 2022/23 draft financial statements and concluded that
materialityis £71.306 million representing 1.2% of Forestry and Land Scotland’stotal assets.

* Performance materiality was set at £41.784 million, representing 60% of our calculated materiality.
* We report to Officers (Management)any differences identified over £0.250 million.
* We applied alower materiality threshold for the following areas:

- Revenue account, debtors, creditors and cash: we have set a lower materiality of £2.885 million which is 1.5% of gross expenditure based on the
2022/23 financial statements. Performance materiality of £1.731 millionis based on 60% of the lower materiality. For these areas, we report to officers
for any differences over £0.144 million.

- Remuneration and Staff Report: disclosures within the Remuneration Report to Senior Officer and Board Member Remuneration Tables due to the
sensitive nature of this disclosure, the lower materiality applied to this area was £0.025 million.

© 2023 Grant Thornton UKLLP. 11
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Detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design proceduresin line with our responsibilities, to
detect material misstatements in respect of irregularities, including fraud. Owing to the inherentlimitationsof an audit, there is an unavoidablerisk that
material misstatements in the financial statements may not be detected, even though the auditis properly planned and performed in accordance with
the ISAs (UK).

The extent to which our procedures are capable of detectingirregularities, includingfraud is detailed below:

° We obtained an understanding of the legal and regulatory frameworks that are applicable to Forestry and Land Scotland and determined that the
most significant which are directly relevant to specific assertions in the financial statements are those related to the reporting frameworks;
International Financial Reporting Standardsand the 2022/23 Code of Audit Practice.

° We enquired of Senior Officers and the Audit and Risk Committee, concerning Forestry and Land Scotland’s policies and procedures relating to the
identification, evaluation and compliance with laws and regulations; the detection and response to the risks of fraud; and the establishment of
internal controls to mitigate risks related to fraud or non-compliance with laws and regulations.

° We enquired of Senior Officers and the Audit and Risk Committee, whether they were aware of any instances of non-compliance with laws and
regulationsor whether they had any knowledge of actual, suspected or alleged fraud.

° We assessed the susceptibility of Forestry and Land Scotland’s financial statements to material misstatement, includinghow fraud might occur, by
evaluatingofficers’ incentives and opportunities for manipulation ofthe financial statements. This included the evaluation of the risk of
management override of controls. We have reviewed the principal risks to journal entries that could alter Forestry and Land Scotland’s financial
performance for the yearand potential management biasin determiningaccountingestimates in relation to the valuation of biological assets and
forest estate and land. Our audit proceduresin relation are documented within our response to the significantrisk of management override of
controls below.

° These audit procedures were designed to provide reasonable assurance that the financial statements were free from fraud or error. However,
detectingirregularities that result from fraud is inherently more difficult than detecting those that result from error, as those irregularities that
result from fraud may involve collusion, deliberate concealment, forgery or intentional misrepresentations. Also, the further removed non-
compliance with laws and regulationsis from events and transactions reflected in the financial statements, the less likely we would become aware
of it.

° The team communicationsin respect of potential non-compliance with relevantlaws and regulations, included the potential for fraud in certain
account balances and significantaccounting estimates.

° In assessing the potential risks of material misstatement, we obtained an understanding of:

—  Forestry and Land Scotland’s operations, includingthe nature of its operatingrevenue and expenditure and its services and of its objectives
and strategies to understand the classes of transactions, accountbalances, expected financial statement disclosures and business risks that
may result in risks of material misstatement.

—  Forestry and Land Scotland’s control environment, including the policies and procedures implemented by Forestry and Land Scotland to
ensure compliance with the requirements of the financial reporting framework.

We havebeen receiving regular updatesduring the course of the audit from Forestry and Land Scotland and there are no issues thatimpact our opinion.

© 2023 Grant Thornton UKLLP. 12



Overview of audit risks

The table below summarises the key audit matters, significant and other risks discussed in more detail on the subsequent pages.

Commercial in confidence

h in risk . . . f
. . ¢ .ange n r.|s Fraud Key audit  Level of judgement or Testing Status o
Risk title Risk level since Audit . . . . work to
risk matter estimation uncertainty  approach
Plan date
Valuation of biological assets Significant 4 x v High Substantive Gr:en
Valuation of forest estate and Significant o N v High Substantive o
land Green
Management override of Significant 4 v x Low Substantive ¢
controls Green
Risk of fraud in revenue Significant & v x Medium Substantive Gr:en
Implementation of IFRS 16 Other < x x Low Substantive Gr:en

P Assessed risk increase since Audit Plan
<> Assessed risk consistent with Audit Plan
\J/Assessed risk decrease since Audit Plan

© 2023 Grant Thornton UKLLP.
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Significant risks and Key Audit Matters (1)

Responding to significant financial statement risks

Significantrisks are defined by ISAs (UK) as risks that, in the judgement of the auditor, require special auditconsideration. In identifyingrisks, audit
teams consider the nature of the risk, the potential magnitude of misstatement, and its likelihood. Significant risks are those risks that havea higher risk
of material misstatement. This section provides commentary on the significantaudit risks communicatedin the External Audit Plan.

Key audit matters

Key audit matters are those matters that, in our professional judgement,
were of most significance in our audit of the Company’sfinancial
statements of the current year and include the most significant assessed
risks of material misstatement (whether or not due to fraud) that we
identified.

Description Audit reponse

These matters included those that had the greatest effect on:
* the overallauditstrategy and

* theallocation ofresources in the audit; and directing the efforts of the
engagement team.

These matters were addressed in the context of our audit of the financial
statements as a whole, and in forming our opinionthereon, and we do not Key

i i Disclosures :
provide a separate opinion on these matters. observations

Other risks

Other risks are, in the auditor's judgment, those where the risk of material
misstatement is lower than that for a significantrisk, but they are
nonetheless an area of focus for our audit.

© 2023 Grant Thornton UKLLP. 14
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Significant risks and Key Audit Matters (2]

Key Audit Matter identified in our Audit Plan

How our scope addressed the matter -

Risk 1: Valuation of biological assets

In accordance with the HM Treasury Financial Reporting Manual (FReM),

Timber growing on Forest Estate Land is categorised as Biological Asset Timber

or Other Timber dependingon the strategic objective the land is held to meet.
Trees growing on land that is primarily held in support of the Scottish
Government’s objective of making a positive contribution to a thrivingand
sustainable Scottish economy are classed as Biological Assets under IAS 41.
Other trees are classed as Other Timber and are out-with the scope of IAS 41.
Biological Assets include standingtrees and are measured at fair value less
estimated point-of-sale costs. Holdings of plants and seed are also accounted
for by Forestry and Land Scotland as Biological Assets underIAS 41. They are
stated at fair value less estimated point of sale costs.

Forestry and Land Scotland appointthe Valuation Office Agency to undertake
an annualvaluation of the Forest Estate includingbiological assets which
comprises of timber and plantand seed. As at 31 March 2022, Forestry and
Land Scotland held biological assets of £2.826 billionand at 31 March 2023,
this has increased to 3.303 billion. Given the significant value of the biological
assets held by Forestry and Land Scotland and the level of complexity and
judgementinvolved inthe estimation process, there is an inherentrisk of
material misstatementin the year end valuation ofthese assets.

In respondingto the key audit matter, we performed the following audit
procedures:

evaluated management’s processes and controls for the calculation of
the valuation estimates, the instructionsissued to their valuer and the
scope of their work

evaluated thevaluer’s report to identify assets that had large and
unusual changes and/or approachesto the valuation and tested these
valuationssubstantively for reasonableness

challenged the key data and assumptions used by management’s
experts in the valuation process for these assets;

assessed and recalculated the biological assets split

evaluated the assumptions made by managementfor anyassets not
revalued during the year and how management had satisfied
themselves that these valuers were not materially different to fair
value

reviewed your impairment assessment as to whether there are
indicators of impairment and

engaged our own valuations expert to assess the instructionsissued
by Forestry and Land Scotland to their valuers, the final valuers’ report
and the assumptions used that underpinthe final valuations.

The valuation of biological assets is a key accounting estimate which is derived,
dependingon the valuation methodology, from assumptions that reflect market
observations and the condition of the asset at the time. We therefore focussed
our audit attention on assets that have large and unusual changes in valuations
compared to last yearand / or unusual approachesto their valuations, as a
significantrisk requiring special audit consideration and a key audit matter.

Our results

We do not have any issues to raise with you in our work undertaken on
biological assets.

© 2023 Grant Thornton UKLLP. 15
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Significant risks and Key Audit Matters (3)

Key Audit Matter identified in our Audit Plan

How our scope addressed the matter -

Risk 2: Valuation of forest estate and land

In accordance with the HM Treasury Financial Reporting Manual (FReM),
subsequent to initial recognition, Forestry and Land Scotland is required to
hold property, plantand equipmenton a valuation basis. The valuation
basis used will depend on the natureand use of the assets. Specialised
land, buildings, equipment, installationsand fittings are held at depreciated
replacement costs and forest estate, land and buildings, such as offices, are
held at current value.

Forestry and Land Scotland appointthe Valuation Office Agency to
undertake an annual valuation of the Forest Estate including non-forest
land, houses and other buildings. Professional valuations of other land-
related assets such as windfarms, hydro schemes, leased mineral sites and
telecom masts are undertaken by the Valuation Office Agency, Johnson
Poole & Bloomer, Wardell Armstrong LLP and Galbraith.

As at 31 March 2022, Forestry and Land Scotland held property, plantand
equipment (PPE) of £2.072 billionincluding forest estate and land of £2.028
billion. As at 31 March 2023, this had increased to £2.503 billion including
forest estate and land of £2.452 billion. Given the significantvalue of the
forest estate and land held by Forestry and Land Scotland and the level of
complexity and judgement involved in the estimation process, thereis an
inherentrisk of material misstatementin the year end valuation of some of
these assets.

The valuation of forest estate and land is a key accountingestimate which is
derived, dependingon the valuation methodology, from assumptions that
reflect market observationsand the condition of the asset at the time. We
therefore focused our auditattention on assets that have large and unusual
changes in valuationscompared to last year and / or unusual approachesto
their valuations, as a significant risk requiring special audit consideration
and a key audit matter.

© 2023 Grant Thornton UKLLP.

In respondingto the key audit matter, we performed the following audit procedures:

* evaluated management’s processes and controls for the calculation of the valuation
estimates, the instructionsissued to their valuerand the scope of their work

* evaluated thevaluer’sreport to identify assets that had large and unusual changes
and/orapproachesto the valuation and tested these valuations substantively for
reasonableness
challenged the key data and assumptions used by management’sexperts in the
valuation process for these assets

* tested a selection of other land revaluationsmade during the year to ensure they
had been inputaccuratelyinto the Council's asset register, and the revaluationshad
been correctly reflected in the financial statements;

* evaluated theassumptions made by managementfor anyassets not revalued during
the year and how managementhad satisfied themselves that these valuers were
not materially different to current value

* reviewed yourimpairment assessment as to whether there are indicators of
impairmentand

* engaged our own valuationsexpert to assess the instructionsissued by Forestry and
Land Scotland to their valuers, the final valuers’ report and the assumptions used
that underpinthe final valuations.

Our results
Our work on the valuation of forest estate and land identified two issues:

* The prior yearland areas were used in the valuation of other minorland resultingin
an understatement of £0.830 million

* A transpositionerrorin the valuer’s calculation which resulted in an overstatement
of £26.910 million.

Forestry and Land Scotland has opted not to adjust for the issues identified as they are
not materialand we haverecorded these as unadjusted misstatementsin Appendix 1.

A recommendation on review of valuers’ report is noted at Appendix 2.
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Significant risks and Key Audit Matters (4)

Other significant risks identified in our Audit Plan

Commentary

Risk 3: Management override of controls

As set out in ISA (UK) 240 (Revised May 2021) ‘The
Auditor’s Responsibilities Relatingto Fraud in an Audit of
Financial Statements’, there is a presumed risk that
management override of controls is present in all entities.
Our risk focuses on the areas of the financial statements
where there is potential for management to use their
judgement to influence the financial statements alongside
the potentialto override the entity’sinternal controls,
related to individual transactions. Our work focuses on
journals, critical estimates and judgements, including
accounting policies, and unusual transactions.

In response to the risk highlighted in the audit plan, we carried out the following work:

* Documented our understanding of and evaluated the design effectiveness of
management’s key controls over journals

* Analysed your full journal listingfor the year and use this to determine our criteria for
selecting high risk journals

* Tested the high-risk journals we haveidentified

* Gained an understandingof the critical judgements applied by managementin the
preparation of the financial statements and considered their reasonableness

* Gained an understanding of the key accountingestimates made by managementand
carried out substantive testing on in scope estimates and

* Evaluatedthe rationalefor anychanges in accounting policies, estimates or significant
unusual transactions.

Our results

Our work on journalsidentified that Forestry and Land Scotland does not have journal
authorisation processes within the general ledger, and processes are more informal. Thereis a
reliance uponreactive controls, whereas proactive controls would enhance the ability to
reduce the risk of fraud or error from the opportunity to override management controls. To
mitigate the risks identified to the control environmentbeing assessed as higherrisk, our
work on journals has required additional testingto be undertaken which has required extra
time during the audit.

From our testing, we noted several occasions whereby the journal name has not been
updated and did not relate to the journal being posted as the journal form name had not
been updated. Additionally, from review of journals posted in year, it was noted that Forestry
and Land Scotland have 383 users who have the ability to post journals.

A recommendation on journalauthorisation and users is noted at Appendix 2.

From our testing completed, we haven't found any evidence of management override of
controls and have no further issues to report.

© 2023 Grant Thornton UKLLP.
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Significant risks and Key Audit Matters (5)

Other significant risks identified in our Audit Plan

Commentary

Risk 4: The revenue cycle includes fraudulent
transactions

As set out in ISA (UK) 240 (Revised May 2021), thereis a
presumed risk that revenue may be misstated due to
improper recognition of revenue in all entities.

The risk of management manipulation and fraud isdeemed
to be low in relation to forest productionand maintenance,
environmentand heritage income, management services
income and government grantincome. We have therefore
rebutted the risk of fraud in revenue in relation to these
income streams.

However, Forestry and Land Scotland continues to face
significant external pressure to deliver planned budgetsand
minimise any overspends. Forestry and Land Scotland’s
budget indicatesthat it will recognise sales of timber
income, managementand development of estate income
and communities, recreation and tourism income in 2022/23
which we deem to be material to the financial statements.
We havetherefore identified the risk of fraud in revenue in
relationto other income.

Having considered the risk factors set out in ISA 240 and the nature of the revenue
streams at the Forestry and Land Scotland, we have carried out the following work:

* Evaluatedyouraccountingpolicyfor recognition of expenditure for
appropriatenessand compliance with the FReM

* Performed detailed testing of revenue transactions at and around year-end to
verify the accounting period transactions relate to and confirm that transactions
have been recognised in the correct accounting period

* Reviewed post year end receipt and verified the accounting period these
transactions related to and confirmed they have been correctly accounted for in
the correct period and

* Reviewed the judgements and estimates made by management when recognising
prepaymentsand accrued income at year end within the financial statementsand
where appropriate challenged managementaccordingly.

Our results
Our work has identified one issue:

* Income was receiptedin the bank account for several transaction at the end of
March however, these were not allocated withinthe ledger resultingin an error of
£0.538 million.

Forestry and Land Scotland has opted to adjust for the issue identified and we have
recorded as adjusted misstatements in Appendix 1.

A recommendation on the review of transactions around year-end to ensure correct
cut-off has been noted at Appendix 2.
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Significant risks and Key Audit Matters (6)

Other significant risks identified in our Audit Plan

Commentary

Risk of fraud in expenditure recognition (Practice Note
10) - Rebutted

As set out in practice note 10 (Revised 2022) ‘The Audit of
Public sector Financial Statements’, issued by the Public Audit
Forum, which appliesto all publicsector entities, we consider
there to be aninherent risk of fraud in expenditure recognition.

Forestry and Land Scotland’s expenditureincludesboth payroll
and non-payroll costs. We consider payroll costs to be well
forecast and are able to agree these costs to underlying payroll
systems. As such, we believe thereis less opportunityfor a
material misstatement as a result of fraud to occur in this area.

Having considered the risk factors and the nature of the
expenditure streams at Forestry and Land Scotland, we have
determined that the risk of fraud in expenditure can be
rebutted as the organisation hasa sufficient reserves balanceto
utilise against and opportunitiesto manipulate expenditure
recognition are deemed to be limited.

In response to the risk highlighted inthe audit plan we carried out the following
work:

* Evaluated youraccountingpolicy for recognition of expenditure for
appropriatenessand compliance with the FReM

* Performed detail testing of expenditure transactionsat and around year-end
to verify the accounting period transactions relate to and confirm that
transactions have been recognised in the correct accounting period

* Reviewed the judgements and estimates made by management when
recognising accruals and provisionsat year end within the financial statements
and where appropriate challenge managementaccordingly and

Our testing included a specific focus on year-end cut-off arrangements,
includingconsideration ofthe existence of accruals in relation to non-payroll
expenditure.

Our results

Our work noted on error in relation to expenditure cut-off where an invoice
dated 31 March 2023, and received post year-end, had not been accrued for. On
further investigation, it was noted that this was not an isolated error, and where
haulierand contractor payments were made on the Sales Recording Package
system and had a dispatch date before year-end, no accrual was made. The total
resulting error was £0.437 million.

Forestry and Land Scotland has opted to adjust for the error identifiedand we
have recorded these as an adjusted misstatements in Appendix 1.

A recommendation on the review of transactions around year-end to ensure
correct cut-off has been noted at Appendix 2.
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Other risks

Other risks identified in our Audit Plan Commentary

Risk 5: Implementation of IFRS16 - the revised accounting In response to the risk highlighted in the audit plan, we carried out the following work:

standard for leases + evaluated thereasonablenessand appropriateness of the inputs and assumptions used,

IFRS 16 was implemented by central government bodies under the especially the discountrate appliedin determining the lease liability
FReM from 1 April 2022. Under IFRS 16, a lessee is required to .
recognise right-of-use assets and associated lease liabilitiesin its
Statement of Financial Position. This will result in significantchanges to .
the accountingfor leased assets and the associated disclosures in the
financial statementsin the year ended 31 March 2023.

agreed on a sample basis, the accuracy of the data used by tracing them to the original
contracts

checked the mathematical accuracy of the calculationsundertaken by management to
determine the amounts to be recognised in the Statement of Financial Position;and

* assessed the completeness of disclosures withinthe financial statementsin accordance

IFRS 16 updates the definiti fal to:
updatesthe detinition ofalease to with the applicable standards.

“a contract, or part of a contract, that conveysthe right to use an asset
(the underlyingasset) for a period of time in exchange for
consideration” Right of use assets of £4.086 millionand £3.552 millionin relation to the lease liability were

added to the Statement of Financial Position. As part of our audit work, we have reviewed
the leases in place at the organisation. Thisincluded consideringthe arrangements used by
management to identify potential lease arrangements. Our audit work has not identified
any weaknesses in the processes used by management to identify contracts containinga
lease.

Our results

In the publicsector the definition of a lease is expandedto include
arrangements with nil consideration. IFRS 16 requires all leases to be
accounted for ‘on balance sheet’ by the lessee (subject to the
exemptions below), a major departure from the requirements of IAS 17

in respect of operatingleases. IFRS 16 requires a lessee to recognise
assets and liabilities for leases with a term of more than 12 months, Substantive audit procedures have also been performed to confirm the accuracy of the

unless the underlyingasset is of low value. A lessee is required to lease calculationsand disclosures in the financial statements including lease start and dates,
recognise a right-of-use asset representing its right to use the annual paymentsand application of an appropriate discountrate.

underlyingleased asset and a lease liability representingits obligation  Our audit work identified several minor issues on the addition of right of use assets and

to make lease payments. There is a single accountingmodel for all liability to the Statement of Financial. We reviewed the disclosures made within the

leases (similar to that of finance leases under IAS 17), with the accountingpolicies and Note 6 and noted enhancements could be made to the information
following exceptions: provided on the impact of implementation of IFRS 16 to meet the requirements of the

e leases of low value assets FReM and these have been included within Appendix 1. Additionally, we identified a

variance of £0.179 millionin relation to the aging analysisand this has been carried as an

* short-term leases (less than 12 months). . s o .
unadjusted misstatement within Appendix 1.

Lessor accountingis substantially unchanged leadingto asymmetry of

. A recommendation on IFRS 16 disclosures has been noted at Appendix 2.
approach for some leases (operating).
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Financial Statements - key judgements and estimates (1)

As requiredin Forestry and Land Scotland’s Accounting Polices note, officers outline critical judgements in applyingaccounting policiesand in
addition, assumptions aboutthe future and other sources of estimation uncertainty. In particular, where estimates and judgements are identified,
these should be quantified.

This section provides commentary on key estimates and judgementsin line with the enhanced requirements for auditors.

Assessment

® [Red] We disagree with the estimation process or judgements that underpinthe estimate and consider the estimate to be potentially materially
misstated

[Orange] We consider the estimate is unlikely to be materially misstated however management’s estimation process containsassumptions we
consider optimistic

[Yellow] We consider the estimate is unlikely to be materially misstated however management’s estimation process containsassumptions we
consider cautious

[Green] We consider management’s process is appropriate and key assumptions are neither optimistic or cautious
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Significant judgement or

Commercial in confidence

estimate Summary of management’s approach Audit Comments Assessment
Property, Plant and Equipment: As reported in Note 1.9 the organisation’sapproachto  We examined the estimate, considering We consider
depreciationincluding useful depreciationis: the: management’s
economic lives (UELs). Land (Forest Estate and Non-forest land)is not  appropriatenessof the underlying process is

£2.503 billion

Note 6 Property, Plantand
Equipment

depreciated.

Assets under construction are not depreciated until
the asset is capable of operatingin the manner
intended by management.

Depreciationis provided on all other property, plant
and equipmentat rates calculated to write off the cost
or valuation, less estimated residual values, of each
asset evenly overits expected useful life.

An asset’s carryingamount is written down
immediatelyto its recoverableamountif the asset’s
carrying amountis greater than its estimated
recoverableamount.

Gains and losses on disposals are determined by
comparing the proceeds with the carryingamountand
are recognised within the Statement of
Comprehensive Net Expenditure.

When revalued assets are sold, the amountsincluded
in the revaluation reserve are transferred to the
general fund.

No depreciation ischarged on non-current assets held
for resale.

information, consistency of the
estimate and the adequacy of the
disclosure of the estimate.

Conclusion

We were satisfied with the methodology
for the calculation of the depreciation
charge.

appropriateand
key assumptions
are neither
optimistic or
cautious.
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Financial Statements - key judgements and estimates (3)

Significant judgement or
estimate

Summary of management’s approach

Audit Comments Assessment

Accruals and Deferred Income
Current - £33.799 million
Non-Current- £1.125 million

Note 17 Trade and Other
Payables

Forestry and Land Scotland accrues for expenditureto
ensure that all expenditurethat is incurred during the
financial year, but has not yet been billed, invoiced or
paid for, is recorded in the year to which it relates.
Forestry and Land Scotland has two main types of
accruals:

Manual accruals

These largely consist of non-purchase order-based
accruals. Examplesincludethe holidayand flexi pay
accruals and amounts arising from contractor
paymentsvia the Sales Recoding Package system.

These are often created on best availableinformation.

PO accruals

These are purchase order-based accruals which are
automatically made.

Forestry and Land Scotland also defers income
whereby the money has been received for goods or
services, which has not yet been earned. This typical
relates to grant fundingreceived by the organisation.

We have performed over a sample of We consider
accruals includingthe holiday and flexi pay '/management’s
accrual and deferred income. process is
appropriateand
key assumptions

are neither
As part of our expenditure completeness  gptimistic or

testing, we haveidentified one item which 'cautious.
should have been manuallyaccrued for,

however, this did not occur. Please refer to

Appendix 1.

Conclusion

Our work is ongoing in this area.
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Financial Statements - key judgements and estimates (4)

Significant judgement or

estimate Summary of management’s approach Audit Comments Assessment
Prepayments and Accrued Forestry and Land Scotland also accrues for income whereby We have performed testing over a We consider
Income the money has been earned but has not yet been received. sample of prepayments and accrued 'management’s
Current - £11.782 million There are two main types: income includingmanual accruals process is
such as wind and hydro accruals and 'appropriate and

Note 14 Trade and Other Manual accruals L }nyare L LIl )

i invoice accruals includinguninvoiced ' key assumptions
Receivables These are largely based on non-purchase order-based

dispatches from the Sales Recording |are neither
Package and accrued income from  [optimistic or
the sales ledger. cautious.

accruals with examplesincludingthe wind and hydro
accruals. The amountreceivable comprises a base rent,
together with a share of the revenue arising from the sale of
generated electricity (revenue rent).

While there is certainty over the value of the base rent, the =~ NO significantissues have been
remainingincome is linked to the electricity generated,and  identified from the testing

the price at which it was sold to the market. Revenuerents ~ completed.

are received in arrears and as a result of the variablefactors,

the amount due to be received is not certain until after the

financial year end. In calculatingany accrual for revenue

rent, it is necessary to estimate both the quantityand price

of power generated.

Conclusion

Invoice accruals

These are accruals which are based on invoices which have
yet to be dispatched from the Sales Recording Package
which have limited estimation as based upon actuals.

Forestry and Land Scotland also records prepayments with
regards to amounts paid for by a business in advance of the
goods or services beingreceived. These are based on
actualsand there is limited estimation.
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Other key elements of the financial statements (1)

As part of our audit there were other key areas of focus during the course of our audit. Whilst not considered a significantrisk, these are areas of
focus either in accordance with the Audit Scotland Code of Audit Practice or ISAs or due to their complexity orimportance to the user of the
accounts:

Issue Commentary
Matters in relation to It is Forestry and Land Scotland’s responsibility to establish arrangements to preventand detect fraud and other irregularity.
fraud and irregularity As auditors, we obtain reasonable assurance that the financial statements as a whole are free from material misstatement,

whether due to fraud or error. We obtainannual representation from officers and those charged with governance regarding
Forestry and Land Scotland’s assessment of fraud risk, includinginternal controls, and any known or suspected fraud or
misstatement. We have also made inquiries of internal auditaround internal control, fraud risk and any known or
suspected frauds in year.

We have been receiving regular updatesand Forestry and Land Scotland are currently reviewingan issue, and an update
with the most up to date position will be provided to us in due course. Once we have received this update, we will be able
to assess if there are any further reporting implications.

Accounting practices We have evaluated the appropriateness of Forestry and Land Scotland’s accounting policies, accounting estimates and
financial statement disclosures. We have identified disclosure adjustments required to the financial statements which have
been detailedin Appendix 1.

Matters in relation to We are not aware of any related parties or related party transactions which have not been disclosed in the final version of
related parties the accounts.

Matters in relation to We have been receiving regular updatesand Forestry and Land Scotland during the course of the audit and there are no
laws and regulations issues arising that impact our audit opinion.

Other information We are requiredto give an opinion on whether the other information published together with the audited financial

statements (includingthe Annual Report), is materially inconsistent with the financial statements or our knowledge
obtainedin the auditor otherwise appears to be materially misstated.

We haveidentified a number of minor amendments required to be made to the annual report to ensure it is consistent
with the financial statements. These have been amended by managementand therefore, post amendments we are
satisfied that other information is consistent with the financial statements and our knowledge obtained in the audit.
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Other key elements of the financial statements (2)

Issue Commentary
Governance We are requiredto report on whether the information given in the Governance Statement is consistent with the financial
statement statements and prepared in accordance with the requirements of the Financial Reporting Manual (FReM). We identified

enhancementsto be made to the governance statementincludingclearly identifyingif risks were significant (refer to Appendix 1).
No inconsistencieshave been identified and we plan to issue an unmodified opinionin this respect.

Matters on which
we report by
exception

We are required by the Auditor General for Scotland to report to you if, in our opinion:adequate accountingrecords have not
been kept; or the financial statements and the audited part of the Remuneration Reportare not in agreement with the accounting
records; or we have not received all the information and explanationswe require for our audit or there has been a failure to
achieve a prescribed financial objective. We have nothingto report in respect of these matters.

Opinion on other
aspects of the
annual reportand
accounts

We are requiredto given an opinion on whether the parts of the Remuneration Reportand Staff Report subject to audithave been
properly in accordance with the requirementsof the Financial Reporting Manual (FReM), and directions there under. We have
identified minor changes to the disclosures, which are reported fully in Appendix 1.

Regularity

The Accountable Officer is responsible for ensuring the regularity of expenditureand income. We are responsible for expressing
an opinionon the regularity of expenditure and income in accordance with the Public Finance Accountability (Scotland)Act 2000.
In our opinionin all material aspects the expenditure and income in the financial statements were incurred or appliedin
accordance with any applicable enactments and guidanceissued by the Scottish Ministers.

Written
representations

A letter of representation hasbeen requested from Forestry and Land Scotland as required by auditingstandards. This can be
found as a separate item to this report. The final letter of representation for signing will include specific representationsaround
infrastructure assets and revenue generatingland assets.

© 2023 Grant Thornton UKLLP.

26



Commercial in confidence

Other key elements of the financial statements (3)

Issue Commentary

Going concern In performing our work on going concern, we have had reference to Statement of Recommended Practice — Practice Note 10: Audit of
financial statements of public sector bodiesin the United Kingdom (Revised 2022). The Financial Reporting Board recognises that for
particularsectors, it may be necessary to clarify how auditingstandardsare applied to an entity in a mannerthat is relevantand provides
useful information to the users of financial statementsin that sector. Practice Note 10 provides that clarification for audits of publicsector
bodies.

Practice Note 10 states thatif the financial reporting framework provides for the adoption of the going concern basis of accountingon the
basis of the anticipated continuation of the provision of a service in the future, the auditor appliesthe continued provision of service
approachset outin Practice Note 10. The financial reporting framework adopted by the Company meets this criteria, and so we have
appliedthe continued provision of service approach.

In accordance with Audit Scotland guidance: Going concern in the publicsector, we have therefore considered management’s (senior
officer’s) assessment of the appropriatenessof the going concern basis of accountingand conclude that:

* a material uncertainty related to going concern has not been identified

* management’s (senior officer’s) use of the going concern basis of accountingin the preparation of the financial statementsis
appropriate.

National Fraud The National Fraud Initiative (NFI) in Scotland is a biennial counter-fraud exercise led by Audit Scotland and overseen by the Cabinet Office

Initiative for the UK as a whole. It uses computerised techniques to compare information aboutindividuals held by different publicbodies, and on
different financial systems that might suggest the existence of fraud or error. Participating bodies, including Forestry and Land Scotland,
receive matches for investigation. No issues were identified to highlightto the Committee and the organisation continue to be committed to
the NFI exercise.

WGA return For Forestry and Land Scotland, we are required to complete Whole of Government Accounts (WGA) work and provide an assurance
statement on the organisation’s WGA return as mandated by National Audit Office. We will complete the relevant specified procedures and
prepare and submit a partial assurance statement once Forestry and Land Scotland send in their WGA return.

Other returnsto  In accordance with the Audit Scotland Planning Guidance, as appointed auditors, we have prepared and submitted Fraud Returns and have
Audit Scotland contributed to shared intelligence for sector meetings and Technical Guidance Notes. There is nothingwe need to bring to your attentionin
this respect.
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Other findings - Information Technology

This section provides an overview of results from our assessment of Information Technology (IT) environmentand controls which included identifying risks from
the use of IT related to business process controls relevantto the financial audit. This includesan overall IT General Control (ITGC) rating per IT system and details
of the ratings assigned to individual control areas

ITGC control area rating

Technology
Overall . . .
. Security acquisition, Technology Related significant
IT application Level of assessment performed ITGC . . .
ratin management development and infrastructure risks/other risks
& maintenance
. . ITGC assessment (design and L .
E-Financials . . ( ) . All significantrisks
implementation effectivenessonly) Green Green Green Green
Sales Recording ITGC assessment (design and Fraud in Revenue
Package implementation effectivenessonly) Green Green Green Green Recognition
. . Valuation of Biological
Land Valuation ITGC assessment (design and uatl 008!
. . . Assets and Forest Estate
Database implementation effectivenessonly) Green Green Green Green & Land
. Valuation of Biological
Sub Compartment ITGC assessment (design and &
. . . Assets and Forest Estate
Database implementation effectivenessonly) Green Green Green Green & Land

In our Audit Plan, we reported that on 4 August 2022, One Advanced (the supplier of eFinancials) was hit by a ransomware attack. They provide outsourced
hosting services to a number of audited bodies. This issue impact on both financial and non-financial systems. In response to this risk, we made inquiriesto
ascertain whether Forestry and Land Scotland was affected by the events. Our inquiries confirmed that Forestry and Land Scotland was not affected by this
attack.

Assessment
® Red - Significantdeficienciesidentifiedin IT controls relevantto the audit of financial statements
Non-significant deficienciesidentified in IT controls relevant to the audit of financial statements/significant deficiencies identified but
with sufficient mitigation of relevantrisk
- IT controls relevant to the audit of financial statements judged to be effective at the level of testingin scope
@® Grey - Not in scope for testing
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Other matter

Commentary
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Conclusion

Revenue Generating
Land Assets

On review of the valuation report, it was identified that the entity’s land consists
of a number of land assets which are revenue generating. We have challenged
management over the classification of property, plantand equipmentin the
financial statements:

Investment property is property (land or building— or part of a building- or both)
held (by the owner or by the lessee as a right of use asset) to earn rentals or for
capital appreciation or both rather than for

(a) Use in the production or supply of goods or services or for administrative
purposes; or

(b) Sale in the ordinary course of business

Management have noted that landis not held for long term capital appreciation,
and this is reflected in the comments belowi.e. the land acquired that has no
useful purpose is disposed of (point 1) and the organisation are changing the use
of the land where there is a more profitable alternative use (point 2) therefore,
these other land assets should be classified as property, plantand equipment.

1. Schemes are builton land already owned by Forestry and Land Scotland and if
land is not acquired with the intent of setting up a renewables scheme. The land
would have been acquired for forestry or peatland restoration purposes or it was
attached to other land that the organisation wanted and had no useful purpose for
at the time. If the land had no useful purpose, it would normally be sold as soon
as possible.

2. Sites for wind farms are most often on sites used for commercial forestry (or
just peatland)and a decision has been taken that the organisation can make more
income from a change of use.

Additional disclosure has been added to
Note 2 — Critical Accounting Estimates
and Judgement to detail the critical
judgement appliedin relationto revenue
generatingland assets.

A recommendation on annual review of
this classification has been raised at
Appendix 2.

We are satisfied with management’s
assessment that these land assets are
classified as property, plantand
equipmentwithin the financial
statements.
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Other matter

Commentary

Commercial in confidence

Conclusion

Infrastructure Assets

Infrastructure assets are inalienable assets, expenditure on which is only
recoverable by continued use of the asset created. For Forestry and Land Scotland,
infrastructure assets include roads, forest tracks and other similar type assets. We
have challenged management over their accountingtreatment for infrastructure
assets.

Management have noted that to maximise the environmental, social and
economic benefits of the National Forestsand Land, Other Land, Biological Asset,
Timber and Other Timber, Forestry and Land Scotland improves and develops
access and services by addingto the infrastructure on its sites. Infrastructure
includes new roads however, these usually amountto rubble and not typical
tarmac roads which are created to allow Forestry and Land Scotland to deforest,
fell and remove the timber. As such, any expenditure on temporary forest tracks
are charged to revenue expenditure as they occur. The existence of these
temporary/short life forest tracks does not enhance the value of the estate.

A recommendation on infrastructure
assets has been raised at Appendix 2.

We havechallenged management over
their accountingtreatment of
infrastructure assets.

Additional disclosure has been added to
Note 2 — Critical Accounting Estimates
and Judgement to detail the critical
judgement applied.

We are satisfied with management’s
assessment of infrastructure assets
within the financial statements.
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Wider scope audit (1)

This section of our report sets out our conclusions from our auditwork on the wider scope auditdimensions. We take a risk-based auditapproachto wider
scope. Within our audit plan we identified two wider scope risks in relation to financial sustainability and vision, leadership and governance.

As part of our ongoing audit planningaudit work during the year we have not identified any additional wider scope audit risks.

Wider scope . . . .
. coP Wider scope audit response and findings Conclusio
dimension
Financial Forestry and Land Scotland’s Financial Management Arrangements Our review of financial reports
Management significant during the year did not
The financial performance monitoring process is reported to Forestry and Land Scotland’s identify any significantissues.
Financial Management Board at each monthly meeting as an integral part of the budget monitoring
management is process. Financial policiesand
concerned with procedures have been
Variances from budget are clearly explained within the finance reports, with actions reviewed and we are satisfied

financial capacity,
sound budgetary
processes and
whether the
control
environmentand
internal controls
are operating
effectively.

identified to resolve any adverse variances. This provides senior management and members  the financial regulationsare
with the opportunity to review, challenge and scrutinise financial performance. All budgetary comprehensive, currentand
and financial information submitted to board members is produced by the Finance Team promoted within the body.
within Forestry and Land Scotland and reviewed by the Chief Finance Officer for technical

accuracy. The finance team within Forestry and Land Scotland have access to real time

information through the finance ledger systems to provide accurate and timely financial

monitoring reports.

Forestry and Land Scotland has a range of policies and procedures designed to ensure
compliance with laws and regulationsincluding for example the Framework Document,
Delegated Limits of Financial Authority and Whistleblowing strategy. The Framework
Document was revised alongside the Scottish Governmentin July 2023.
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Wider scope Plan Wider scope audit response and findings Conclusion

dimension risk

Financial Finance Team We have not identified any issues
Management Individualsinvolved inthe preparation and reporting of financialinformation are qualified regardingthe skills and capability

(continued)

and experienced and held finance positions at the organisation fora number of years.
However, the finance team is relatively small, and if staff shortages or sickness arise, the
organisation could face significant capacity issues.

Financial Performance

Forestry and Land Scotland are required to deliver a balanced budget each year and fall
under the remit of the Scottish Government budget, which was laid before Parliamentin
December 2021. For 2022/23, Forestry and Land Scotland’sbudget was £27.2m of which
£16.7m was fiscal resource and £10.5m in capital. In the Autumn budget revision,
released in November 2022, there was a proposed change to propose an additional £0.9m
under the fiscal resource increasing the total budget to £28.1m.

The 2022/23 managed expenditure budget set by the ManagementBoard in January 2022
was £130.4 million,income of £121.6 million with a net deficit of £8.8 million.The
2022/23 managed expenditure outturn was £135.7 million, however, income was only
£111.1 million resulting in a net deficit of £24.5 million. A significant portion of this
variancein the deficit (£18.2 million) was due to timber supply, with timber income being
£76.5 million againsta budget of £94.7 million. This was the lowest timber income and
volume harvest since the inception of Forestry and Land Scotland.

After consideration of the Strategic Acquisitions Programme in 2022/23, Forestry and
Land Scotland has reported a deficit of £37.1 million againsta budgeted deficit of £12.3
million. When taking into accountthe Annual Subsidy Limit, woodland creation and return
of funds to the Scottish Government, the deficit reduces to £17.9m, of which £14.5m was
funded through the SAF/LCIF balance brought forward, resulting in an overall deficit of
£3.4 million for the 2022/23 financial year. The remaining deficit is to be funded through
unrestricted reserves.

of finance staff withinthe
organisation. Given the size of the
organisation, should staff
shortages arise, the finance team
may face capacityissues.

Overall, we are satisfied that
Forestry and Land Scotland have
appropriate financial
management arrangementsin
place.

We have not identifieda
significantrisk in relation to the
financial managementarea.
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Wider scope Plan risk Wider scope audit response and findings Conclusion

dimension

Financial Significant Budgeting We have not identified any issues
Sustainability risk Forestry and Land Scotland is funded primarily through the income which it regardingthe budgeting
Financial sustainability identified in generatesfrom its operatingactivities however, the organisation also receive arrangementsin place at Forestry
looks forward to the relation to annual fundingfrom the Scottish Government. and Land Scotland. We consider
medium to longer future these arrangementsto be

term to consider financial Forestry and Land Scotland undertake an annual budget process which forms part effective and appropriate.
whether the body is plans for of the wider annual business plan process. This includes discussions taking place

planning effectively to 2023/24 between the leadership team and Scottish Government regarding funding

continueto deliverits ~ and beyond  requirements.

services or the way in
which they should be
delivered

As the Forestry and Land Scotland budgetis set within the Scottish Budget which
sets out the Scottish Government’s proposed spendingand tax plans, this is laid
before the Scottish Parliament on an annual basis in December. For 2023/24, the
Scottish Budget was laid before the Scottish Parliamentin December 2022 and
indicated thatthe budget for Forestry and Land Scotland would be £23.8 million.

Medium Term Financial Planning

Forestry and Land Scotland prepared a five-year financial planin December 2022
however, only 2023/24 was signed off. The organisation have plansto commence
planningfor the next five years and as part of this, to produce a sustainable
financial plan.
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Wider scope Plan Wider scope audit response and findings Conclusion

dimension risk

Financial Medium Term Financial Planning (continued) It isimportantthat Forestry and Land
Sustainability With a challengingfinancial climate and an uncertain economic future, there isa risk  Scotland seeks to embed elements of
(continued) that funding for bodies such as Forestry and Land Scotland reduces as the financial uncertainties within continuous

government prioritises other areas of publicspend which highlights the importance
that Forestry and Land Scotland considers and implements a medium-term financial
plan. Our discussions with executive team members has highlighted that
management do understand therisk that it faces.

This is summarised as in 2023/24, Forestry and Land Scotland are faced with £6.0
million of their Annual Subsidy Limit being removed, with the agreement that this will
be added to Limit received in future years.

Reserves

In order to manage financial uncertainty and service long-term needs, Forestry and
Land Scotland use their cash reserves with plans for the use of reserves regularly
reported to the Management Board.

In the financial plan preparedin December, it was noted that without investment, and
assuming unrestricted reserves can be used, the cash reserves fall significantly by
2025/2026 to £3.0m before an assumption has been made from 2026/27 that the
organisation will be in a break-even position.

2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28

Unrestricted reserves
53.0 30.0 16.0 3.0 3.0

In year surplus/
@0 0 @0  © 60
0 160 30 30 90

financial planningand reviews including

risk and sensitivity analyses to assess and
mitigate againstthe impact of any future
risks on delivery of the financial position.

A recommendation was raised in the prior
year annual auditreport around
developinga medium-term financial plan
and we concludethat this
recommendation remains relevantto
Forestry and Land Scotland (see Appendix
4).
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Wider scope

. . Plan risk  Wider scope audit response and findings Conclusion
dimension
Financial Reserves (continued): Reducing the underlying overspend
sustainability If investmentis undertaken, and with the current budgeted level of income and in future years will be challenging
(continued) expenditure, and assuming all further Strategic Asset Purchases are funded and use of reserves is being relied
elsewhere, Forestry and Land Scotland will come to within £0.800 million of zero cash on however, this does not address
in 2026/27. the fundamental challenge

Forestry and Land Scotland hasin

2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28 delivering future balanced budgets.

Unrestricted reserves
53.0 220 9.0 3.0 1.0 The continued reliance on reserves
v G is not sustainable.To achieve
(dgﬁcit) plus/ (31.0) (13.0) (6.0) (2.0) 8.0 financial sustainabilityand reduce
22.0 9.0 3.0 1.0 9.0 re!lance on steabIe reserves to
bridge funding gaps, Forestry and

Land Scotland will need to identify

Any future fundingassumes a low level of savings will be achieved each year and and deliver significant savings and
assumes that the existing financial pressure will be addressed usingrecurring transformation to reduce funding
investment provided by the Scottish Government being reinstated from 2024/25 and gaps and continue to deliver key
through income received from operatingactivities. Additionally, the limit spend on services. There is a risk that where
earmarked and unfunded investmentshave been set to the level of asset disposals savings and transformation plans
over the five yearsto leavea net spend of zero. are not delivered, in the short to

medium term this could provide
Risks such as potential reductionin future funding, pay negotiations, rising inflation,  financial sustainability challenges
cost of living crises and supply chain pressures are embedded however, given the for the organisation.
economic uncertainty of these factors, this could result in a growth of the in-year An action plan recommendation
deficits. has been raised in Appendix 3.
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Wider scope  Plan

. . . Wider scope audit response and findings Conclusion

dimension risk

Financial Transformation Plans To ensure financial

sustainability The reductionin the reserves position in the next five years is significant and outlinesthat a sustainability for the medium

(continued) major transformation programme will need to be undertaken to ensure the future financial to longer term, Forestry and
sustainability of the organisation. This creates a risk, as Forestry and Land Scotland will haveto Land Scotland will need to
balance ensuring that it maintainsfinancial sustainability with ensuring that it continuesits ensure thatitis able to deliver
service delivery to meet its priorities. increased income and

efficiency initiativesto reduce

Forestry and Land Scotland has recognised the fact that it will require transformational costs and deliver financial
redesign to reduce future funding gaps, use of reserves and to reshape the organisationto benefits. Forestry and Land
ensure efficient service delivery. Scotland will need to upscale

the pace and delivery of
Substantial transformationis required to bring aboutfinancial sustainability. The size and scale transformation to achieveand
of transformation required to deliver the savings and efficiencies required is unprecedented. It mitigate the risk of becoming
is importantthat Forestry and Land Scotland members have oversight of the transformation financially unsustainable.
programme to ensure the savings and efficiencies required to reduce future fundinggaps can  An action plan
be delivered. recommendation has been
raised in Appendix 3.
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Wider scope Plan risk Wider scope audit response and findings Conclusion
dimension
Vision, Significantrisk  Committee Structure Our review of attendance of members at
Leadership and identified in Forestry and Land Scotland as an executive agency of the Scottish Committee meetings has not flagged any
Governance relation to Governmentis accountable to the Scottish Parliament and Scottish issues.
future Ministers. Forestry and Land Scotland’s Framework Document sets out

. governance the relationship with the Scottish Government alongside the We are satisfied that the governance

Vision, arrangements accountability structures, administrative and financial arrangements. arrangements are appropriate with

Leadershipand
Governanceis
concerned with
the effectiveness
of scrutiny and
governance
arrangements,
leadershipand
decision making,
and transparent
reporting of
financialand
performance
information.

The revised Framework Document was published in August 2023
following agreement with the Scottish Government.

The Strategic Advisory Board comprises of the executive directors, non-
executive advisers and where appropriate, other temporary external
experts. The Board’srole is to provide a scrutiny and challenge function
on strategic development, organisational performance and progress
made across identified agreed strategic thematic areas. During the year,
the Board only met on one occasion and discussed the new governance
model which was changing to enable the organisation to grow to
maximise opportunitiesand strategic delivery.

The Forestry and Land Scotland Management Board, supports the Chief
Executive with the day-to-day running of the organisation, providing
advice and knowledge on professional, technical and regional matters.
During the 2022/23 financial year, the Management Board met on a
monthly basis, discussing a wide range of issues.

The Audit and Risk Committee comprises the non-executive advisers
and provides advice and constructive challengeto the CEO, in particular
in relation to their responsibilitiesfor issues of risk management,
governance, and associated assurance to support year-end
accountability and reporting. The Audit and Risk Committee met four
times during the year.

members of the ManagementBoard are
responsible for supporting the Chief
Executive in order to make robust and
well-informed decisions.

We noted in 2022/23, the Strategic
Advisory Board only met on one occasion.
A recommendation was raised in the prior
year annual auditreport around the
frequency of Board meetings, and we
conclude that this recommendation
remains relevantto Forestry and Land
Scotland given the new governance
arrangementsare in the early phases of
implementation (see Appendix 4).

We concludethat the Audit and Risk
Committee effectively challengeand
scrutinise reports presented and ensure
effective decision making.

Forestry and Land Scotland published
minutes of each Committee online, to
ensure transparency of decision making.
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Wider scope Plan  Wider scope audit response and findings Conclusion

dimension risk

Vision, Committee Structure (continued) We recommend that Forestry and Land

Leadership and The Chief Executive is retiring at the 31 March 2024 and a recruitment exercise has Scotlandlook to implementan annual

Governance commenced which is being managed by the FLS HR Team and the Scottish self evaluation and consider the results
Government. This has a closing date of 3 December 2023. of this evaluation onan annual basis to

identify strengths as well as areas for

Committee Self-Evaluation improvementand be able to succession
However, self-evaluation issomething that could be improved upon within the plan.
organisation. There are examples of best practice in other central government An action plan recommendation has
bodiesthat undertake an annual self evaluation questionnaire considered by been raised in Appendix 3.

committees such as Audit and Risk Committees using various frameworks and tools
such as the Scottish Government Handbook checklist on Committee effectiveness.  From review of the Corporate
Governance Statement, we are satisfied

This allows the organisation the opportunity to evaluate on strengths and that it reflects the key findings from
weaknesses and draw any themes arising from results of self evaluations. Thiswill  audit, scrutiny and inspection. Minor
allow the implementation of any necessary action plans to support continuous changes were made to the statement to
improvementin priority areas. provide clarification around ssignificant

risks and this has been carried to
Governance Statement Appendix 1.

The Governance Statement details the composition and governance structure of
Forestry and Land Scotland and how that supports the achievement of the
organisation’s priority themes. From review of the Statement, we are satisfied that
it reflects the findings from audit, scrutiny and inspection.
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Wider scope  Plan risk Wider scope audit response and findings Conclusion

dimension

Vision, Risk Management We are satisfied that the key risks have
Leadership Forestry and Land Scotland maintainsa corporate risk register which is derived from been identified and that the pace of
and the high-levelrisks of the organisation, alongwith corporate risks within the improvementis appropriate to the risks
Governance organisation. Risks are evaluated by consideringtheir probability of occurring along  and challengesfacing Forestry and Land

(continued)

with their potential toimpact on the outcomes expected of Forestry and Land
Scotland, the organisation’soperationsand its stakeholders. The risks and
management's mitigatingactions are reviewed by the Audit and Risk Committee and
ManagementBoard at every meeting.

At September 2023, of the eighteenrisks on the register, fifteen were rated as red,
two were amber and one yellow, with the highest rated risk around the failure to
manage long-term financial sustainability leading to potential deliveryfailureand
excessive programme backlogs.

Internal controls

Internalaudit activity is undertaken by the Scottish Government’s Internal Audit
Directorate. Internal auditundertook four internal audits reviews during the financial
year covering Asset Management (Limited Assurance), Financial Governanceand
Management (Substantial Assurance), Contract Management (Limited Assurance)
and Data Governance and Management (Limited Assurance).

This resulted in an overall assurance opinion for the 2022/23 financial year of limited
assurance. The internal audit opinion notes that “there are weaknesses in the current
risk, governance and/or control procedures that either do, or could, affect the
delivery of any related objectives. Exposure to the weakness identified is moderate
and being mitigated”.

Of the twenty-five publicbodies under the Internal Audit Directorate, Forestry and
Land Scotland was one of only two receiving a limited assurance opinion, with nine
receiving a substantial assurance opinion and fourteen receiving a reasonable
assurance rating.

Scotland.

Forestry and Land Scotland havean
effective internal audit functionin place
to assist with assurance over governance
framework, risk and internal controls.
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Wider scope Plan  Wider scope audit response and findings Conclusion

dimension risk

Vision, Internal controls (continued) Our review of internal audit

Leadership The Audit and Risk Committee receive quarterly audit progress reports from internal audit reporting noted that the Audit

and which outlinethe work undertakenin each quarteralongside any follow up auditsand the and Risk Committee are regularly

Governance results of the audits. Alongside this, management prepare an Audit Recommendationsand updated on internal audit activity

(continued) Actions Progress Update which includes the relevantdirector assessment of action progress and recommendationsare
against recommendationsand overall RAG rating. This provides Audit and Risk Committee actioned on a timely basis.

members the opportunityto gain assurance thatinternal controls are operatingas expected.
From our review of internal auditreports and Audit and Risk Committee reports, we have not
identified any evidence of significantgaps in the assurance obtained by the Committeein
relationto the work programme undertaken.

We noted from the follow up reports provided, audit recommendationsare actioned with only
three prior year reports with open actions, which have been partiallyimplemented.
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Wider scope dimension  Plan risk

Wider scope audit response and findings

Commercial in confidence

Conclusion

Use of Resources to No significant
Improve Outcomes risks
Audited bodies need to identified

make best use of their
resources to meet stated
outcomes and
improvementobjectives,
through effective planning
and working with strategic
partners and
communities. This
includes demonstrating
economy, efficiency, and
effectiveness through the
use of financialand other
resources and reporting
performance against
outcomes.

Corporate plan and performance reporting

Forestry and Land Scotland’s corporate plan covers the period 2022 to 2025
and is supported by an annual business plan which provides more detail on
the steps Forestry and Land Scotland will be taking to make progress towards

their strategic objectives annually.

A performance report is published quarterly which outlines Forestry and Land
Scotland’s performance againstits KPIs which allows the organisation to track,

measure and manage performance and progress againsttheir Corporate

Outcomes. This allows management to identify areas of concern and where
action plansrequire implementation. Forestry and Land Scotland also help

deliver across all eleven National Outcomesas set out in the National
Performance Framework.

On review of the 2022/23 Q4 performance report, which is the latest version
published, of the sixteen KPIs, nine were showing as green, six were showing

as red (target will not be met) and one could not be tracked due to the
implementation ofa new system. The six KPIs rated red were:

1.

2.
3.
4

o

As part of the performance reports, a detailed action planis developed and

Volume of timber brought to the market

Area of land awaitingrestocking

Area of woodland creation

Percentage of notified features on designated sites in favourable (or
unfavourable recovering) condition

Percentage of women in senior roles

Staff engagement — percentage of employees who would recommend
Forestry and Land Scotland as a great place to work

monitored on a quarterly basis to ensure progression and to identify
areas/opportunitiesfor improvement.

From review of the corporate
plan, and subsequent
monitoring we conclude the
planis clear and the focus on
definingand measuring
outcomes is defined.

We have obtained assurance
that appropriate performance
monitoring and reporting
arrangementsare in place at the
organisation,and where
indicatorsare worsening,
Forestry and Land Scotland then
agree upon actions that need to
be taken to improve
performance.
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VYlder scope Fflom Wider scope audit response and findings Conclusion

dimension risk

Use of Resources Staff Engagement To ensure in the longer-term

(continued) As noted above, the staff engagement KPI is showing that the target of 70% will not be met.  Forestry and Land Scotland
The percentage of employees who would recommend Forestry and Land Scotland as a great  have adequateresources and
place to work has decreased from the previous survey by three percentage pointsto 51%. capacityin place to deliveron
This survey runs annually however, the result has seen a downward trajectory over the last its objectives, an overarching
three years. workforce plan should be
In the narrativein the front end of the annual report and accounts notes thatin 2022/23, developed.
Forestry and Land Scotland staff turnover was circa 12.5% and like other publicsector An action plan
organisations, the organisation continuesto face workforce challenges. At the September recommendation has been

2023 Management Board meeting, the approach to workforce planningwas consideredand  faised in Appendix 3.

feedback sought on the recommended approach.
We have noted good practice

in relationto the community
stakeholder engagement
whereby Forestry and Land
Scotland ensure stakeholders
are engaged in helping form
new strategies, which has

helped drive the organisations
* Principle 1 —Supporting the transition to a fairer, greener Scotland priorities for the future.

Stakeholder Engagement

Forestry and Land Scotland are committed to ensuring the people of Scotland are at the heart
of the services being delivered. In October 2023, Forestry and Land Scotland launched their
Communities Strategy, which details their priorities under three key principles which will
guide the organisationin how theyinform, engage and support sustainable and thriving rural
communities;

* Principle 2 —Supporting sustainable and thriving rural communities
We havenot identifieda

* Principle 3 — Engaging and involvingcommunities in decision making R - i
significantrisk in relation to

The strategy is an open invitation for groups to come forward with ideas on how Scotland’s f‘he use of resources to
national forests and land can benefit the wider communities they’re part of. Improve outcomes area.

On the Forestry and Land Scotland website, there is a specific section for current
engagements whereby members of the publicand staff can conveytheir views on specific
items such as land management plansto ensure theirviews are represented in change.
Consultationscan involve open days, online surveys, virtual meetings and local events, thus,
catering for all ages to maximise responses.
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Wlder scope Plan risk Wider scope audit response and findings
dimension

Other wider scope  We did not Climate Change

areas identifyany

Takinginto account the long-term trends of climate emergency, digitalisation and demographicchange,

In addition to the specific risks in Forestry and Land Scotland have workstream activities which sets out how the companyintends to achieveits
wider scope risks set  relationtoclimate {3 00ts as well as measuring and monitoring progress in its commitment to achieving net-zero greenhouse gas
out above, Audit changeat Forestry  amjssions by 2045.

Scotland’sPlanning and Land
Guidance 2022/23 Scotland.
requires us to

consider the

following national

risks as part of our

wider scope work:

Forestry and Land Scotland have considered the impact of climate change on its financial statements. Climate
change has had an impact on numerous areas and is expected that this will continuein the upcomingyears.
This includes financial impacts on areas such as income, expenditure and the valuation of biological assets.
Additionally, many forestry activities are also seasonal, and activities can be affected by weather events
includingflooding, erosion and landslips, prolonged snow/ice can impact on plantingand the forests can also
be impacted by disease.

Forestry and Land Scotland have some 'PIUs' (pendingissuance unitsi.e. tradable units that are essentially
promises to deliver future carbon credits) from projects already delivered and as yet uncommitted to any
partner. These are likely to increase going forward and there may be revenue streams arising from the change
in power from fossil fuels to wind and hydroin the future.

- Climatechange

Additionally, in future years, there will be an asset associated with carbon units as the trees currently planted
under the new woodland schemes mature.

Forestry and Land Scotland includesreferences to climate change withinits narrative reporting which
accompanies the financial statements however, this is at a high level and enhancementscan be made on
climate change and environmental matters. The Financial Reporting Council completed a thematic review of
climate change-related considerations explainingthe general requirements of IFRS providinga clear
framework for incorporating the risks of climate change into financial reporting and although this review
focused on companies, the principlescan be applied to publicsector bodies. We haveraised this
recommendation within Appendix 3.
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Wlder Scope Plan risk Wider scope audit response and findings
dimension

Other wider scope  We did not Cyber Security

areas identifyany

In additionto the
wider scope risks set
out above, Audit
Scotland’sPlanning
Guidance 2022/23
requires us to
consider the
following national
risks as part of our
wider scope work:

- Cyber security.

specific risks in
relationto cyber
security at
Forestry and Land
Scotland.

We have considered risks related to cyber security at Forestry and Land Scotland as part during our audit of
company’sfinancial statements, in line with the guidance issued by Audit Scotland’s Digital Audit team. We
have notidentified any significantissues in relation to cyber security or the arrangementsin place at the
companyin relationto cyber security.

In our Audit Plan, we reported that on 4 August 2022, One Advanced (the supplier of eFinancials)was hit by a
ransomware attack. They provide outsourced hosting services to a number of audited bodies. This issue
impact on both financial and non-financial systems. In response to this risk, we made inquiriesto ascertain
whether Forestry and Land Scotland was affected by the events. Our inquiriesconfirmed that Forestry and
Land Scotland was not affected by this attack.
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Best Value

The Scottish Public Finance Manual explainsthat Accountable Officers have a specific responsibility to ensure that arrangements have been made to
secure Best Value. There is ministerial guidance to ensure that arrangements are in place to secure Best Valuein publicservices.

There are seven Best Value characteristics set out within the Manualand they were reviewed as part of our risk assessment.

Audit Scotland require us as auditors to undertake work on the Fairness and Equality characteristicat least once during our auditappointment, we have
not undertaken that work during 2022/23.

Best Value work under the new Code of Audit Practice is fully integrated withinthe annual audit work performed by appointed auditorsand their teams.

As part of our integrated wider-scope annual auditwork, we as appointed auditorsuse a risk-based approach to assess and report whether the company
has made properarrangements for securing Best Value.
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1. Audit Adjustments (1)

We are requiredto report all non-trivial misstatements to those charged with governance, whether or not the accounts have been adjusted by management.

Impact of adjusted misstatements

All adjusted misstatements made during the course of the auditare set out in the table below, together with their impact on the Statement of
Comprehensive Net Expenditure, the Statement of Financial Position, and Statement of Changes in Taxpayers’ Equity e of the organisation for the year
ending 31 March 2023. The adjustments set out were identified by Officers within the organisation and were not identified from audit procedures.

Statement of

Statement of Statement of Chanaes in
Comprehensive Net Expenditure Financial Position , ges
£°000 £°000 Taxpayers” Equity
Detail £°000
Unreconciled Bank Transactions:
Dr Cash and Cash Equivalents 538
Cr Tradeand Other Receivables (538)
Being the recognition of unreconciled bank transactions, which
were not recorded within the cash and cash equivalents balance.
Expenditure Cut-Off:
Dr Expenditure 437 437
Cr Trade and Other Payables— Accruals
(437)

Being the adjustment to record contractor and haulier payments
not accrued for.
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Impact of adjusted misstatements

Statement of Statement of

Commercial in confidence

Statement of

Comprehensive Net _. . e Changes in
. Financial Position , .
Expenditure £°000 Taxpayers® Equity
Detail £°000 £°000
Non-Current Assets Held for Sale
Dr NCAHFS ) 190
Dr Revaluation Reserve 6
Cr PPE (196)
Being the journal to move an asset from buildings to non-current assets held for sale
Non-Current Assets Held for Sale Disposal
Dr NCAHFS 148
CR - (Gain)/Loss on Sale of PPE
(Gain)/ (148) (148)

Being the journal to correctly record the disposal of an asset
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1. Audit Adjustments (3)

Impact of unadjusted misstatements

The tablebelow provides detailsof all non-trivial errors which we identified during the course of our 2022/23 auditwhich management decided not to
amend within the final set of financial statements. The unadjusted misstatements will be included in the Letter of Representation.

Statement of

Statement of Statement of Chanaes in
Detaiil Comprehensive Net Expenditure  Financial Position inges
£000 £°000 Taxpayers’ Equity
£°000
Revaluation of Forest Estate and Land
Dr Revaluation Reserve _ 26.910
Cr Forest Estate and Land
26,910
Being the recognition of the error in forest estate and land arising
from the transpositional error within the valuer's report.
Revaluation of Other Minor Land
Dr Revaluation Reserve _ 830
Cr Other Minor Land
830

Being the recognition of the error in other minor land arising from
the utilisation of prior year land areas.
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Impact of unadjusted misstatements (continued)

Statement of

Statement of

Commercial in confidence

Statement of Changes

Detail Comprehensive Net Expenditure Financial Position in Taxpayers’ Equity
£°000 £°000 £°000

Lease Liabilities

Dr Right of Use Asset } 181 -

Cr Tradeand Other Payables— Lease Liability (181)

Being the increase in the lease liability arising due to error in

the aging analysis.

Overall impact - 27,740 27,740

The impact on unusablereserves is £27.740 millionand no impact on usable reserves.
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1. Audit Adjustments (5)

Impact of unadjusted misstatementsin the prior year

There were misstatements, totalling£2.62 million which were identified in the prior year and were not adjusted by managementin the 2021/22
accounts:

* Renewablesincome: This would have increased operatingincome by £1.15 millionin the Statement of Comprehensive Net Expenditureand increased
net assets in the Statement of Financial Position by the same amount.

¢ Deferred income: This would have decreased grant funding and netincome by £1.47 millionin the Statement of Comprehensive Net Expenditureand
increased net liabilitiesin the Statement of Financial Position by the same amount.

These items have been recognised within the 2022/23 financial year and arisen due to timing differences.

© 2023 Grant Thornton UKLLP. 52



1. Audit Adjustments (6)

Misclassification and disclosure changes
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The table below provides details of substantive misclassification and disclosure changes identified duringthe audit which have been made in the final
set of financial statements. Thisis not a complete list, as this does notinclude minor changes requested by the auditteam, includingtypos and

formatting requests.

This list of misclassification and disclosure changes reflects presentational adjustmentsto the financial statements which have no impact on Forestry

and Land Scotland’sreported financial position.

Disclosure Auditor findings Adjusted?
Review of Annual Reportand We identified a number of minor casting errors and formatting issues as part of our review of the  Yes
Accounts (General) Annual Report and Accounts. These were raised and processed by management where necessary
and no not require separate reporting.
Other Information We haveidentifieda number of minor amendments required to be made to the annualreportto  Yes
ensure it is consistent with the financial statements. These have been amended by management
and do not require any separate reporting.
Annual Accounts and Report The FReM requires the annual report and accountsto comprise the following three elements: Partly
Lay Out financial statements, Performance Report and Accountability Reportand the accounts contents
was not fully updated to reflect this requirement. Additionally, the Performance Report and
Accountability Reports were updated to ensure sign off by the Accountable Officer.
Governance Statement The following amendment was made to the Governance Statement: Partly

* Changesto external auditsection to Grant Thornton UK LLP as new external auditors.

The Governance Statement was not updated to reflect the following change:

* changes to the review of effectiveness paragraph to provide clarity to the user of the accounts
around if any significantissues have been identified.
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1. Audit Adjustments (7)

Misclassification and disclosure changes (continued)

Disclosure

Auditor findings Adjusted?

Remuneration and Staff Report

We identified the following issues withinthe Remuneration and Staff Report which has been Yes
subsequently updated:

Trade Union Disclosure:

% of total pay bill spent on facility time updated from 0.12% in the initial draft annual report and
accountsto 0.07%.

Staff and Pension Information Table for Management Board:
The disclosure table’s format was updated for ease of users to the accounts.
Fair Pay Disclosures:

The % movementsin salaries of the highest paid director and staff salaries note was updated and
prior year statement was removed.

Exit Packages:

In the original draft financial statements provided for audit, there were no exit packages
disclosed. From discussions and challenge with management, it was noted that there were exit
packagesin year, and the disclosure has been subsequently updated. A prior year comparative
figure for 20/21 was also added.

Consultancy Costs:

Due to changes in the 2022/23 FReM, the prior year consultancy costs disclosure was updated to
ensure consistency across financial years.

Statement of Comprehensive
Net Expenditureand
Statement of Cash Flows

The signage in the Statement of Comprehensive Net Expenditure and Statement of Cash Flowsis  Yes
not consistent (e.g income in Statement of Comprehensive Net Expenditure is in brackets but not

in the Statement of Cash Flows). An additional narrative disclosure has been included to explain

the parenthesis under each Statement.
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1. Audit Adjustments (8)

Misclassification and disclosure changes (continued)

Disclosure Auditor findings Adjusted?
Note 1.7 - Employee Benefits The following issues were identified within the accounting policy which have been subsequently Yes
Accounting Policy updated:

* The pensions policy was updated to confirm the scheme was contributoryand to disclose how
the benefits are funded.

* The performance pay policy was updated to confirm arrangements and to link to disclosure
within the Remuneration and Staff Report.

Note 1.8 — Property, Plant and The followingissues were identified within the accounting policy which have been subsequently Yes
Equipment AccountingPolicy updated:

* The forest estate policy was updated to reflect changes to the valuer from the 2023/24 following
the completion of the tender exercise.

* The non forest land policy was updated to detail the valuersand valuation methodology adopted
for each element.

* The vehicles, machinery & equipmentand office, machinery & equipment policies were updated
to remove the reference to being revalued using a revaluation model — this was an old policy not
used in the current or prioryear.

* The forest estate and non-forest estate disclosures have been updated to reflect the basis of
valuation being current value and to align with narrative from the valuers’ report.

Note 1.9 — Depreciation The followingissues were identified within the accounting policy which have been subsequently Yes
updated:

* Asset lives reference to finance leases has been updateto right of use assets, in line with
requirements under IFRS 16.

Note 1.21 — Effective in these The following issue was identified within the accounting policy which has been subsequently Yes
Financial Statements Accounting updated:
Policy

* Additional disclosure added to confirm the discountrates applied to the lease liabilities
calculation.
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1. Audit Adjustments (9)

Misclassification and disclosure changes (continued)

Disclosure Auditor findings Adjusted?
Note 2 — Critical Accounting International Financial Reporting standards prescribe the required disclosures in relation to critical Partly
Estimates and Judgements judgements. It also requires separate consideration of accounting estimates.

Significant estimates relate to assumptions and estimate at 31 March that have a significantrisk of
resultingin a material adjustment to the carryingamounts of assets and liabilities within the next
financial year. Judgements relates to areas that aren’t significant estimates.

The critical judgements disclosed are not judgements within the requirements of IFRS 1. The
judgements required to be disclosed are those apart from judgements involving estimationsand
additional disclosures are required. T

Management have updatedthe critical judgements around land revenue generatingassets classified as
property, plant and equipmentand infrastructure assets. Additionally, the valuation of the forest estate
and biological assets narrative to illustrate the current valuation methodology, as the initial disclosure
was outdated.

The disclosures of estimation uncertaintyincluded in note 2.2 do not meet the disclosure
requirements of IAS 1 and have not been updated. An entity shall disclose information about the
assumptionsit makes about the future, and other major sources of estimation uncertainty at the end
of the reporting period, that have a significantrisk of resultingin a material adjustment to the carrying
amounts of assets and liabilitieswithin the next financial year. In respect of those assets and liabilities,
the notes shall include details of:

(a) their nature, and
(b) their carrying amount as at the end of the reporting period.
Examples of other disclosures helpful to the user of the accounts include

- the sensitivity of carryingamounts to the methods, assumptions and estimates underlyingtheir
calculation, includingthe reasons for the sensitivity;

- the expected resolution of an uncertainty and the range of reasonably possible outcomes withinthe
next financial year in respect of the carrying amounts of the assets and liabilitiesaffected; and

- an explanation of changes made to past assumptions concerning those assets and liabilities, if the
uncertainty remains unresolved.
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1. Audit Adjustments (10)

Misclassification and disclosure changes (continued)

Disclosure Auditor findings Adjusted?
Note 3 — Net Operating The followingissues were identified within the note which have been subsequently updated: Yes
Expenditure * The depreciation of property, plantand equipment was updated from £4.086 million to £4.064
million to align with Note 7 — Property, Plantand Equipment.
* Consultancy costs currently included withinthe ‘auditors’ remuneration—auditwork’ line of
£0.030 million was removed from the disclosure.
Note 4 — Contract Revenue The followingissues were identified within the note which have been subsequently updated: Yes

* The format of Note 4a Contract Revenue was updated to aid the users of the accounts as initial

draft was difficultto reconcile to the figures within the Statement of Comprehensive Net
Expenditure.

* The compensationfigures were updated from £0.374 millionto £0.291 millionand other sales

figures updated from £0.325 millionto £0.374 million, due to typos within the initial
disclosure.
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1. Audit Adjustments (11)

Misclassification and disclosure changes (continued)

Disclosure

Auditor findings

Commercial in confidence

Adjusted?

Note 5 — Segmental Reporting

The followingissues were identified within the note which have been subsequently updated:

* Additional disclosureswere included to detail the reclassificationin the Statement of
Comprehensive Net Expenditure of prior year figures due to the change in internal reporting

As per IFRS 8, Forestry and Land Scotland’s segmental reporting note does not detail:
* The factors used to identify the entity's reportable segment.

* If the necessary information about the geographical areasis not availableand the cost to
developit would be excessive, that fact shall be disclosed.

Partly

Note 6 — Gain/(Loss) on Sale of
PPE

The followingissue was identified within the note which has been subsequently updated:

* The 2021/22 comparative for sales proceeds was updated from m 4,544k to £4,459k.

Yes

Note 7 — Property, Plantand
Equipment

The followingissue was identified within the note which has been subsequently updated:

* Additional disclosures were provided to detail the composition of the land balance.

The following change was not made to the financial statements:

* Right of use assets should be classified as its own separate category to clearly identifyamounts

brought forward, any additions, depreciation and amounts carried forward.

We haveraised a recommendation within Appendix 2 for considerationin future years.

Partly

Note 8 — Biological Assets

The followingissue was identified within the note which has been subsequently updated:

* The biological assets transferred to non-current assets held for sale revalued down disclosure
was updated from nil to £0.064 million to align with the disclosure within the Statement of
Comprehensive Net Expenditure.

Yes

© 2023 Grant Thornton UKLLP.
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1. Audit Adjustments (12)

Misclassification and disclosure changes (continued)

Disclosure

Auditor findings

Commercial in confidence

Adjusted?

Note 10 — Financial Assets

The followingissue was identified within the note which has been subsequently updated: Yes

In the original version of the financial statement, the disclosure had not been fully updated and
the movementin 2022/23 of £2.950 million was noted in full against revaluations however,
this was subsequently updated to reflect the disposal of £2.875 million and exercise of option
of £0.075 million.

Note 11 — Financial
Instruments

The followingissues were identified within the note which has been subsequently updated: Yes

The Trade and Other Payablesbalance was updated from £15.050 millionto £12.138 millionin
line with Note 17.

The Exposure to Risk Table was updated as initial draft of the financial statementsincluded
2020/21 figures in the table under2021/22.

The disclosure was updated to include terminology in line with IFRS 9, such as measured at
amortised cost and old terminology was removed, such as loans and receivables.

Accrued income of £10.744 million was originally removed from the financial assets disclosed
within Trade and Other Receivables—this has subsequently been included and the balance of
Trade and Other Receivablestotals £27.818 million.

The prior year Trade and Other Receivablesfigure for 2021/22 was updated to also add back in
accrued income of £14.085 million—this resulted in the Trade and Other Receivablestotalling
£31.642 million.

The note has been updated to confirm what other financial liabilitieshas been measured at.
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1. Audit Adjustments (13)

Misclassification and disclosure changes (continued)

Disclosure Auditor findings Adjusted?
Note 12 — Non-Current Assets The followingissues were identified within the note which have been subsequently updated: Yes
Held for Sale

* The narrative on biological assets revaluation loss was updated from £0.009 millionto £0.064
million to align with the disclosure within the Statement of Comprehensive Net Expenditure.

* The prior yearfigures for the buildingrevaluation loss was changed from £0.0595 million to
£0.142 million to align with prior year figures.

Note 13 — Inventories The followingissue was identified within the note which has been subsequently updated: Yes

* The 2021/22 figures was updated from £12.650 million to £16.362 millionin line with prior
year — the initial draft financial statements had rolled forward to 2020/21 balance.

Note 14 — Trade and Other The followingissue was identified within the note which has been subsequently updated: Yes

Receivables « A reconciliation was added to the foot of the note to reconcile with the balancesdisclosed

with Note 11 — Financial Instruments.
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1. Audit Adjustments (14)

Misclassification and disclosure changes (continued)

Disclosure Auditor findings Adjusted?

Note 15 — Leases Within the workings to the operatingleases note (Note 15b), it was noted that the formula No
feeding into the overall calculation did not include all underlyingleases, resulting in the operating
lease note being understated by £1.930 million. This has not been amended within the financial

statements.
Note 17 — Trade and Other The followingissue was identified within the note which has been subsequently updated: Yes
Payables * A reconciliation was added to the foot of the note to reconcile with the balancesdisclosed
with Note 11 — Financial Instruments.
Note 19 — Provisions for The followingissues were identified within the note which have been subsequently updated: Yes
Liabilities

* Additional disclosureswere included to breakdown the provision balanceinto subcategories.

* The descriptions on the analysis of expected discounted cash flows table were updatedto
reflect the correct periods
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Misclassification and disclosure changes (continued)
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Disclosure Auditor findings Adjusted?
Note 20 — Capital The capital commitments figure has been updated from £9.375 millionin the original draft of the  Yes
Commitments financial statements to £4.943 million.
Note 22 — Related Party The value of the purchases from Forestry and Land Scotland table includes the 2021/22 figuresas  Yes
Transactions restated however, this has been incorrectly classified and this reference was removed.
Note 25 — Events after the The note was updated as expected to bring it up to date to the signing of the financial statements. Partly
Reporting Period The following change was not made to the financial statements:

* Accounting policyfor post balance sheet events was not included within the Note 1 —

Accounting Policies

Material Items of Income and Under IAS 1, when items of income or expense are material, an entity shall disclose the nature No

Expenditure

and amount aggregated. Forestry and Land Scotland do not currently have a disclosure for
separate categories of income and expenditure that are material.
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2. Action plan and recommendations -
Financial statements audit (1)

We have identified eleven recommendations for Forestry and Land Scotland during our audit of the financial statements for the year ended 31 March
2023. We have agreed our recommendations with management and will report on progress on these recommendations during our 2023/24 audit. The
matters reported here are limited to those deficiencies that we have identified during the course of our audit and that we have concluded are of
sufficientimportance to merit being reported to you in accordance with auditing standards.

Issue and risk

Assessment

Recommendations

1. Review of FReM Accounting Policies

The financial statements do not contain all necessary
disclosures set out per the FReM and as such, are not
fully compliant. Details have been highlighted within the
disclosure misstatements within Appendix 1. This
includes numerous outlined areas such as critical
estimates and judgements, segmental reporting and
leases.

Managementshould complete the FReM Financial Statement Disclosure
Checklist and FReM Annual Report Disclosure Checklist to ensure all
required accountingpolicies are met and appropriate disclosures are
included within the financial statementsand to ensure the annual report
and accounts are aligned.

Management Response: Agreed.

Responsible Officer: lain Gray

Implementation Date: 31/3/24

2. Audit Evidence and Working Papers to support the
Annual Accounts Process

Audit records should be available with underlying
working papers to support balancesin the accounts.
These should tie-back to the trial balance, which in turn
ties to the unaudited accounts and that changes in
versions of accounts and the trial balance should be
suitably tracked, to support the accounts process.
Significant work was required by the auditteam to
complete reconciliation to the financial statements.

Managementshould ensure that sufficient supporting audit evidenceis
availableto support the balancesdisclosed in the accounts.

Management Response: We agree that some of the working papers can be
improved, particularlyaround IFRS16. These will be discussed in the
Lessons Learnt with the team and reviewed prior to next year end. It would
be useful if GT could give up a list of areas for improvement.

Responsible Officer: lain Gray

Implementation Date: 31/3/24 (with lessons learnt sessions to be held this
calendaryear
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2. Action plan and recommendations -
Financial statements audit (2)

Issue and risk

Assessment

Recommendations

3. Journals — Users, Dates, Names and Authorisation

There is no automated reviewing/authorisation of
journals posted in the ledger, with the system not being
set up to facilitate this. There are 383 users who are able
to post journals within the system.

Consequently, reliance is placed on offline reviews, which
Forestry and Land undertake to help identify any unusual
journals being posted. From our journal testing
completed, we noted various journals that were posted
incorrectly which required subsequent corrections and
cases where the journal name had not been updated
within the journaltemplate. As such, as the
reviewer/approveris not easily identifiable, management
should review the current system processes and updateto
ensure that the individuals preparing, reviewing, posting
and authorisingjournals can be easily seen and to ensure
sufficient review of journals being posted are undertaken
to reduce the risk of fraud or error from the opportunity
to override management controls.

Review the processes in place for the authorisation ofjournals and consider
introducinga formalised method of journal authorisation. The listing of
journal users with the ability to post journalsshould be reviewed and
updated as appropriate.

Management Response: The current financial system does not support
segregation of duties with regards to authorisation of journals. A manual
process was put in place which improves the controlsin 2021-22, but it is
accepted thatit is not perfect. We will review the list of people with access
to post journals and remind approvers of their responsibility. Until which
time the new finance system is implemented this will continue to be a
tolerated risk.

Responsible Officer: Rabu Khanam

Implementation Date: 30/11/23
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2. Action plan and recommendations -
Financial statements audit (3)

Assessment  Issue and risk Recommendations

4. Year-End Transactions A review of transactionsaround year-end should be undertaken by
management as part of the annual reports and accounts process to ensure

Our testing identified issues in relation to cut-off
transaction are reported within the appropriate financial year.

transactions (income being receipted in the bank account
but not being assigned and invoices not being
appropriately accrued for). Therefore, thereis arisk that  pjanagement Response: We will review all cut off processes to ensure they
transactions are not recorded in the correct financialyear. 5o capturingthe correct information at the right time. In relation to the
specific items:
The cut off issue with the bank account has been a historic practice and it
was identified within a reconciliation, however this is accepted and will be
includedin the cut off processes for next financial year. It was recognised in
the ledger.

The invoices processed through SRP had a 31st March date and we accept
they should have been accrued in 2022-23. This has now been adjusted for.

Responsible Officer: Rachel Hart and Dieter Jonentz
Implementation Date: 31/3/24
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2. Action plan and recommendations -
Financial statements audit (4)

Issue and risk

Assessment

Recommendations

5. Review of Valuers Reports for Reasonableness

Our testing identified a transposition error on the valuers
report which was found after the completion of year-on-
year analytical procedureswhich found a 849%
movement on an asset. There s a risk if valuersreports
are not sufficiently reviewed by management on receipt,
errors could be contained which are then transferred into
the financial statements.

Managementshould ensure that all external expert outputs are properly
reviewed, and procedures implemented to identify any significanterrors
arising.

Management Response: Whilst the percentage of error looks large it was
not material due to the scale of Biological Assets and did not warrant
adjustment. We accept the recommendationsand will ensure that more
thorough review is undertaken going forward.

Responsible Officer: lain Gray
Implementation Date: 30/5/24

6. Revenue Generating Land Assets

From review of the valuation reports, we identified a
number of assets which are revenue generatingand
challenged management over the classification. It was
determined that these are not held solely for capital
appreciation orto earn rentals however, there is a risk
that these are not classified correctly.

On an annual basis, management should review the classification of land
assets to ensure correct disclosure is being made and accounted for
correctly within the financial statements.

Management Response: Accepted

Responsible Officer: lain Gray

Implementation Date: 31/3/24
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2. Action plan and recommendations -
Financial statements audit (5)

Assessment

Issue and risk

Recommendations

7. IFRS 16 — Right of Use Assets

The right of use assets were included within Note 7 —
Property, Plant and Equipment however, these were not
included as a separate stand-alone category and were
split across existing categories of Property, Plantand
Equipment (e.g. land, dwellings & other buildings).

This is the first year of implementation however, a
separate category will be necessary going forward so
amounts brought forward, additions, depreciationand
amounts carried forward can be clearly identifiable.

Managementshould review the layout of the right of use disclosure and
update accordingly to meet FReM requirements.

Management Response: Accepted

Responsible Officer: lain Gray

Implementation Date: 31/3/24

8. Accounts Review Comments

Accounts review comments were shared with
management on the 27 July 2023 and collated comments
and issues arising from the engagement manager and
leader review of the accounts, disclosure checklist points,
casting issues and issues raised from the annualaccounts
hot review.

These were notresponded to on a timely basis despite
following up and discussion with management on at least
three occasions by the audit team, resultingin issues
beingidentified at a late stage of the audit.

Managementshould ensure accounts review comments are reviewed and
actioned at the earliest opportunity, with responses being provided in full
for all items as partialand late responses lead to difficultiesin closing the
audit.

Management Response: The audit of the annualaccounts was a new
process for all, and the collation of so much information from different areas
of the business was difficult. There have already been discussions internally
on how we manage this better.

It must also be recognised that the Inflo System did not always send out
emails to individualswhen new requests/updatesoccurred. This system
was, we believed the primary source not the collated comments
spreadsheet. In addition there were periods when updateswere made and
we waited for a few weeks for responses/updates. This will all be picked up
in the Lessons Learnt. Lessons Learnt Sessions will be scheduled for
November 2023

Responsible Officer: Jennie Smith with help from Rhondda Salmond and
Isla McCaskie

Implementation Date: 31/3/24
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2. Action plan and recommendations -
Financial statements audit

Assessment

Issue and risk

(6

Recommendations

9. Infrastructure Assets

Infrastructure assets are inalienable assets, expenditure
on which is only recoverable by continued use of the asset
created. For Forestry and Land Scotland, infrastructure
assets include roads, forest tracks and other similar type
assets.

There is an increased focus around infrastructure assets
and there is a risk that these are not fairly stated within
the financial statements.

Forestry and Land Scotland should review its arrangements for recording
infrastructure assets and the level of detail, to support additions, disposals
and derecognition and complete an assessment to determine if any
elements are capitalin nature.

Alongside this, we would recommend a full review of the Useful Economic
Lives (UEL) and ensuring that management can justify the UEL determined,
and how this is evidenced.

Management Response: We havereceived this challenge previouslyand
have undertaken work to confirm the correct treatment. We will continue
to look at this however Forestry roads and infrastructure have been treated
this way due to the fact that they are created with a single harvest in mind
and their useful economic life is therefore short.

Responsible Officer: lain Gray
Implementation Date: 31/3/24

10. Holiday and Flexi Pay Accrual

The holiday and flexi pay balances are collated by each
cost centre manager who will record on a spreadsheet at
year-end and share with the Senior HR Manager,and an
accrual is then calculated from these reports. Across each
cost centre it was noted that there was aninconsistent
approachon leave being carried forward.

There is an increased risk that being relianton cost centre
managers will result in human errors arising within the
year-end balances and subsequentaccrual.

Forestry and Land Scotland should review their holiday and flexi pay policies
to ensure consistency across the organisation. We would recommend the
payroll system be utilised to record the holiday and flexi pay balances.

Management Response:Instructionsare given throughoutthe year, on annual
leave to be carried forward. However, there are alwaysoccasions where
managers use their discretion to approve a greater level of leave than 10 days
to be carried forward such as when it has built up through sick leave or
maternity leave. Annualleave is managed on i-Trent whereas flexi leave is
calculated on spreadsheets. Plans are being developed to move flexi to an e-
system.

Responsible Officer: Julie Fitzpatrick
Implementation Date: 31/3/24
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2. Action plan and recommendations -
Financial statements audit (7)

Assessment  Issue and risk Recommendations

Low 11. NFI Report NFI progress updates the Audit and Risk Committee.

The matches for the NFl exercise were released in January  Consider completing the self-appraisal checklist referred to in the 2021 NFI
2023. Processes and arrangementsare in place for Report.
investigatingthe matches. All matches should be followed

up on and the results recorded on the NFI system. . .
Management Response: An update will be provided to the next ARC

Responsible Officer: Jennie Smith

Implementation Date: 14th December 2023

© 2023 Grant Thornton UKLLP. 69



3. Action plan and recommendations - Wider

scope and Best Value
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We have set out below, based on our auditwork undertakenin 2022/23, the key recommendationsarising from our wider scope and Best Value audit

work:

Recommendation

Agreed management response

1. Financial Sustainability — Transformation Plans

Forestry and Land Scotland are heavilyreliant on cash reserves in future yearsin order to
eliminate deficits predicted for 2023/24 and beyond.

Recommendation: A depth of pace will need to be undertaken on the transformation
programme to ensure the Forestry and Land Scotland can bridge the significant deficitsin a
short space of time, to ensure that not only efficiencies can be delivered but that financial
sustainability can be achieved. To ensure financial sustainability for the medium to longer
term, difficult decisions will be required and these may be dependenton the level of grant
fundingreceived in future years. Forestry and Land Scotland will need to ensure its cost
base is fully understood so it is able to deliverincreased productivity and efficiency
initiativesto reduce costs and deliver financial benefits. The organisation will need to
upscale the pace and delivery of transformation to achieve and mitigate the risk of
becoming financially unsustainable.

Management Response: A Business Review is being
undertaken which will look at specific areas of the
business that need to be more efficient and effective.
The value of this work will not be instantand is likely to
improve our financial position over the next two years.

Further financial sustainability measures are also being
discussed to establish the future state for FLS alongside
a roadmap for implementation. It isstill early inthe
discussion phase and to ensure that we havethe time
needed to establish this we will be looking to sell some
plantationsthat do not meet the future needs of the
business. These funds will be used to fund specific
areas of investment already embarked upon, freeing up
reserves for operational use.

Responsible Officer: Donna Mortimer

Implementation Date: Throughout 23/24 and beyond
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3. Action plan and recommendations - Wider
scope and Best Value (2]

Recommendation Agreed management response

2. Financial Sustainability - Reserves Management Response: Agreed. Reserves are

There is a risk that continued reliance on reserves to bridge funding gaps will create monitored on a monthly basis every month as part of the
financial sustainability issues for Forestry and Land Scotland. BMR process. Forestry and Land Scotland is aware of the

Recommendation: The organisation will need to continue to monitor the percentagelevel ~ Need toimproveitis financial sustainability, hence the
of adequate reserves as fundinggaps continue to grow and as Forestry and Land Scotland sett.ing up ‘?f the transformation measures and Business
looks to transformationin future years to ensure reserves do not dip to an unsustainable Review Project.

level. Responsible Officer: Jennie Smith

We appreciate management's response and understand the reserves position forms part of

the annual budgetand longer-term financial planning process. Implementation Date: This is alreadyimplemented and

will continue for at least two years

3. Vision, Leadership and Governance — ARC Self-Evaluation Management Response: Accepted. The chair will
There is a risk that the Audit and Risk Committee is not complying with good practice and receive guidance on self evaluationin line with the
cannot evidence its effectiveness. Scottish Government Audit and Risk Committee

Recommendation: In line with good practice and governance arrangements, Forestry and Handbook
Land Scotland’s Audit and Risk Committee should look to implementan annual self-
evaluation and consider the results on an annual basis to identify strengths, areas for

Responsible Officer: Rhondda Salmond
improvementand be able to succession plan.

Implementation Date: February 2024
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3. Action plan and recommendations - Wider
scope and Best Value (3)

Recommendation Agreed management response

4. Use of Resources - Workforce Planning Management Response: There is a current approach to workforce
planningwithin the five Regional Teams, involvinganalysinglimited
workforce data and discussions with Regional Managers. Activities are
also ongoingto create a system for vacancy management, includingtight
management of RRA, TRA, fixed term contracts, sickness absence,
maternity leave, career breaks, etc.

There is a risk that with the workforce challenges facing Forestry and Land
Scotland, the organisation haveinadequate resources and capacity in place to
deliverits objectives.

Recommendation

An overarchinglonger-term workforce plan should be developed and

embedded across the organisation. The wider approach to workforce planninghas been reviewed and
proposals were taken to the FLS ManagementBoard in September.
Although the long term plan has been agreed in principle, it was the view
of the ManagementBoard that they would also like a shorter term
approachinthe first instance. A paper for this has been drafted and will
be presented to the ManagementBoard in November 2023.
Responsible Officer: Julie Fitzpatrick

Implementation Date: Dates to be presented in the November 2023
report
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3. Action plan and recommendations - Wider
scope and Best Value (4)

Recommendation Agreed management response
5. Climate Change Reporting Management Response: Accepted. We will review for the 2023-24
There are currently no specific disclosure requirements on climate change accounts

and environmental matters. However, publicbodies should be including
climate change in their consideration of principal risks and making
disclosures accordingly. Narrative reporting requirements and expectations
should relate to both the body’simpact on the environment, and the impact
climate change may haveon the body’s future. The Financial Reporting Implementation Date: April 2024
Council completed a thematic review of climate change-related

considerationsexplainingthe general requirements of IFRS providinga clear

framework for incorporating the risks of climate change into financial

reporting and although this review focused on companies, the principles can

be appliedto publicsector bodies.

Responsible Officer: Gemma Stenhouse

Recommendation

Forestry and Land Scotland should review their current disclosures to ensure
that their narrative reporting adequately reflects their exposure to climate-
related issues and how they are monitoringand managing these risks.
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t. Follow up of prior year recommendations (1)

Progress against prior year audit recommendations
The predecessor auditoridentified the followingissues in their 2021/22 audit of Forestry and Land Scotland’sfinancial statements and their wider scope
work. This resulted in six recommendationsbeing reported in their 2021/22 Annual Audit Report.

See below the follow up on the implementation ofthese prior year recommendationsand an assessment of the progress and whether any are not yet
implemented.

Assessment Issue and risk previously communicated Update on actions taken to address the issue (management response)
Closed 1. Management land valuations, remuneration A dry run of the landvaluation reporthas been carried out and Forestry and Land
report and carbon capture receipts Scotland are confident that the misstatement should not recur this year.

We identified misstatementsin minorland and land A dry run of the remunerationreport has been carried out and inconsistenciesin the
valuations, which stemmed from an Access database figures occurred. Finance and HR have continued to work together to resolve these
issue. Remuneration reportbalanceswere misstated issues in advance of year end. A second dry run and further work has meant that the
as incorrect reports were used to support figuresin datais ready to populatethe tables for the year end.

the draftannualreport and accounts. Therewasa [y rther controls have been put in place to make sure carbon capture funding is
misstatement relating to the misclassification of correctly accounted for in the current year. Meetings are taking place to ensure
carbon capture receipts as grant funding. It should o\ erything known about is accounted properlyin grants / deferred income.
have been treated as deferred income.

Risk: the financial statements or remuneration
report are misstated and do not comply with the
FReM.

Year-End Update: The controls that had been put in place worked and this error did
not re occur.
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+. Follow up of prior year recommendations (2)

Assessment

Issue and risk previously communicated

Update on actions taken to address the issue (management response)

Superceded — new
recommendations
have been raised
around the
treatment of non-
current assets
including
investment
properties and
infrastructure
assets.

2. Accounting for non-current assets

The accountingtreatment of infrastructure and
intangible assets should be reviewed. The
calculation ofthe value of felled timber should be
reviewed to confirm that it remains accurately
based. Accounting policies should be reviewed to
ensure they reflect any changesto practice.

Whilst we recognise that this is not material to the
annualreportand accounts, this was raised in our
2020/21 Annual Audit Report and note that a
review is planned for 2022/23.

Risk: There is a risk that the value of non-current
assets is not fairly stated.

Forestry and Land Scotland has begun looking at accounting policies around
infrastructure assets and once concluded will be presented to the Audit and Risk
Committee. Any changes will be implementedin financial year 2023/24.
Forestry and Land Scotland is considering whether carbon credits should be
treated as an intangible asset and have requested technical advice.

Work is currently on-going to ensure the value of felled timber is accurate and in
line with financial standards.

Year-End Update: Value of felled timber has been reviewed and is in line with
the standards. We will look again at roads which has been accepted above.

Superceded — a new
recommendation
has been raised
around cut-off.

3. Mineral Royalties

In 2020/21 audit testing identified income of
£428,000 relatingto 2019/20 that had not been
recognised in the previousfinancial year. This
income was accounted for in 2020/21 when
received by Forestry and Land Scotland. A planned
review in 2021/22 did not take place.

Risk: There is a risk thatincome is not accounted
for in the correct financial year

The resources are now in place within the Management Accountingteam to
enable more thorough investigation into and identification of pre-payments and
accruals periodicallyand at year end.

Year-End Update: Forestryand Land Scotland now has more management
accountants who work with the regions to ensure that income is recognised
appropriately
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+. Follow up of prior year recommendations (3)

Assessment Issue and risk previously communicated Update on actions taken to address the issue (Management Response)
Ongoing —workis 4. Longer-term financial planning The Five-Year Plan was completed at the start of 2023 which details operational
ongoing around the \ork continuesto develop sustainablebusiness ~ and financial plans. Thisincludes assumptions and sensitivity analysis around
development of model, and this will include longer-term financial ~ €conomic pressures and fluctuationsand while it does point toward financial
longer term planning. However, a longer-term financial strategy, Sustainabilityin the longerterm more work is required to mitigaterisks in the

financial planning. yet to be finalised by Forestry and Land short term. A Directors’ Review has been establishedto improve the
effectiveness and efficiency of Forestry and Land Scotland and has been tasked
to develop and implement plans to mitigate these risks. Further transformation
plansare at any early phase that seek to address our long term position.

Scotland.

Risk: There is a risk that economic pressures and
fluctuationsin budgetedincome and expenditure
cannot be effectively managed.
Year-End Update: The long term sustainability of the organisationis not a
quick fix and work will be required for the next two years and beyond. The
organisation is facing major transformation ahead and this needs to be
considered and delivered appropriately.

Ongoing —in 5. Strategic Board Meetings A review was undertaken, and the Board now meets regularly as per the
2022/2_3r the No Strategic Board meetings have taken place since fecommendations.

Strategic Board December 2021 with the next meeting scheduled

only met once, for December 2022, 12 months later.

once meetings are
fully implemented,
recommendation
will be closed.

Risk: non-executives are not able to provide
constructive challenge and support to the
Accountable Officer.
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t. Follow up of prior year recommendations (4)

Assessment  Issue and risk previously communicated Update on actions taken to address the issue (Management Responses)

Closed 6. Strategic Board Minutes Additional secretariat support has been introduced alongside standby procedure to ensure

Minutes of Strategic Board meetings are not 8!l meetings are recorded appropriately.

available since April 2021.

Risk: transparencyis undermined because Year-End Update: Minutes of the meetings are now documented and published.
the nature and extent of consideration at

Strategic Board meetings has not been

documented.
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5. Audit fees, ethics and independence (1)

Independence and ethics

As part of our assessment of our independence we note the following matters:

Matter

Conclusion

Relationshipswith Grant Thornton

We are not aware of any relationships between Grant Thornton and Forestry and Land Scotland that may
reasonably be thought to bear on our integrity, independence and objectivity.

Relationshipsand Investments held by individuals

We havenot identified any potential issuesin respect of personal relationships with the
entity or investmentsin the organisation held by individuals.

Employmentof Grant Thornton staff

We are not aware of any former Grant Thornton partners or staff being employed, or holding discussions in
respect of employment, by the organisation as a director or in a senior management role covering financial,
accountingor controlrelated areas.

Business relationships

We have not identified any business relationships between Grant Thornton and Forestry and Land Scotland.

Contingentfees in relation to non-audit services

No contingent fee arrangements are in place, note that there are no non-auditservices provided.

Gifts and hospitality

We have not identified any gifts or hospitality provided to, or received from, a member of the organisation’s
board, senior management or staff.

We confirm that there are no significant facts or matters thatimpact on our independence as auditorsthat we are required or wish to draw to your attention
and consider that an objective reasonable and informed third party would take the same view. The firm and each covered person have complied with the
Financial Reporting Council’s Ethical Standard and confirm that we are independentand are able to express an objective opinion on the financial statements.
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5. Audit fees, ethics and independence (2}

Fees and non-audit services

The tables below set out the total fees for auditand other services charged from the beginningof the financial year to the current date, as well as the
threats to our independence and safeguards have been applied to mitigate these threats.

For the purposes of our audit, we have made enquiries of all Grant Thornton teams within the Grant Thornton International Limited network member
firms providing services to Forestry and Land Scotland. The table summarises all non-auditservices which were identified.

External Audit Fee Annual Fees for other services
Audit Audit

Service Plan £ Reportf Service Fees £

External Auditor Remuneration £112,480  £126,930  We confirm thatfor 2022/23, we did not receive Nil
any fees for non-auditservices

Pooled Costs £7,470 £7,470
Contribution to Audit Scotland support costs £3,960 £3,960  * please refer to comments on page 80 regardingthe final position
Sectoral Cap Adjustment £21,930  -£21,930 stilltobe agreed.
2022/23 Audit Fee £101,980 £116,430*

The reason for the fee variationis due to the new risk areas / and additional work required in the following areas that is additional during 2022/23:
* Journals—additional workdue to the higherrisk environmentbecause of the lack of authorisation controls;
* Biological assets and forest estate and land valuation —the use of a specialist valuer was required;
* Technical review — a detailed technical review of the accounts was undertaken and the numerousissues arising has added time into the
audit process and;

* Working papers— significant work required as numerous working papers did not tie to the financial statementline item resulting in additional work.
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5. Audit fees, ethics and independence (3)

The fees do not reconcile directly to the financial statements. We have provided a reconciliation below to reconcile. The figures are in round thousands
as per the disclosure in Note 3, auditors’ remuneration—audit work.

Fees per financial statements £102
* Additional auditfee £14*
- Total fees per above £116

* Finaladditional audit fee confirmed as £14,450 upon conclusion of all outstanding matters on the audit.

Client service

We take our client service seriously and continuously seek your feedback on our external auditservice. Shouldyou feel our service falls short of
expected standards please contact Joanne Brown, Head of Public Sector Assurance Scotland in the first instance who oversees our portfolio of
Audit Scotland work (joanne.e.brown@uk.gt.com). Alternatively, should you wish to raise your concerns further please contact Mark Stocks,
Partner and Head of Public Sector Assurance, 103 Colmore Row, Birmingham, B3 3AG. If yourfeedback relatesto audit qualityand we have not
successfully resolved your concerns, your concerns should be reported to John Gilchrist, Audit Scotland Quality and Appointmentsin accordance
with the Audit Scotland audit quality complaints process.

Transparency

Grant Thornton publishes an annual Transparency Report, which sets out detailsof the action we have taken over the past year to improve audit
quality as well as the results of internal and external quality inspections. For more detailssee Transparency report 2021 (grantthornton.co.uk)
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6. Communication of audit matters

Annual
Report (our
ISA 260
Our communication plan Audit Plan Report)
Respective responsibilities of auditorand management/those charged with governance .
Overview of the planned scope and timing of the audit, including planningassessment of audit risks and wider .
scope risks
Confirmation of independence and objectivity . .
A statementthat we have complied with relevant ethical requirements regardingindependence. Relationshipsand
other matters which might be thought to bear on independence. Details of non-audit work performed by Grant . .
Thornton UK LLP and network firms, together with fees charged. Details of safeguards applied to threats to
independence
Significant matters in relation to going concern . N
Views about the qualitative aspects of Forestry and Land Scotland’saccounting and financial reporting practices, .
includingaccountingpolicies, accounting estimates and financial statement disclosures
Significantfindings from the audit .
Significant matters and issues arising during the audit and written representationsthat have been sought .
Significantdifficultiesencountered during the audit .
Significantdeficienciesin internal control identified during the audit .
Significant matters arising in connection with related parties °
Identification orsuspicion of fraud involvingmanagementand/or which results in material misstatement of the .
financial statements
Non-compliance with laws and regulations °
Unadjusted misstatements and material disclosure omissions o

Expected modificationsto the auditor's report, or emphasis of matter. .
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