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ARGYLL AND BUTE COUNCIL AUDIT COMMITTEE
STRATEGIC FINANCE 20 SEPTEMBER 2013

INTERNAL AUDIT REVIEW - PUBLIC SECTOR INTERNAL AUDIT STANDARDS

1 SUMMARY

1.1 This report introduces the outcome of a review of Internal Audit which was
carried out as part of the strategic development and performance
improvement partnership with Grant Thornton and CIPFA. The review findings
and action plan are attached as an Appendix.

2 RECOMMENDATION

2.1 The Audit Committee are asked to note the outcome of the review and
endorse the proposed improvement actions as set out in the Appendix.

3 DETAIL

3.1 The service review of Strategic Finance carried out in 2011 resulted in a
reduction in audit days and staffing for Internal Audit of around 17%. To
mitigate against the reduced resource it was also agreed to enter into a
partnership to support strategic development and performance improvement
for Internal Audit. Following a tendering exercise Grant Thornton and CIPFA
(Chartered institute of Public Finance and Accountancy) were appointed as
partners for Internal Audit.

3.2 At the same time a new set of professional standards for internal audit in the
public sector were being developed. The new Public Sector Internal Audit
Standards (PSIAS) were adopted by CIPFA as the standard setter for
application from 1 April 2013. This replaced the CIPFA Code of Practice on
Internal Audit in Local Government.

3.3 Given the significance of the new PSIAS it was agreed that the starting point
for developing an improvement plan for Internal Audit would be an
assessment against the new PSIAS. This would identify areas for
improvement that were core to the operation and effectiveness of Internal
Audit.

3.4 The assessment against PSIAS has now been completed. This is presented
as a report by Grant Thornton and CIPFA in the Appendix to this report. It
should be noted that although presented as a report by Grant Thornton and
CIPFA the assessment was carried out in conjunction with and with significant
involvement of staff in Internal Audit.

3.5 An action plan is contained within the report and it sets out the opportunities
for improvement and how these will be taken forward. It is planned to have the
action plan largely complete by December. Completion of the action plan
whilst ensuring compliance with the PSIAS will provide for an improvement in
the effectiveness and performance of Internal Audit and a sound base for
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future development.
CONCLUSION

An action plan has been developed following the assessment against PSIAS.
The report on the assessment and the action plan related to the improvements
are attached to this report. The report was prepared by Grant Thornton and
CIPFA with significant involvement of staff in Internal Audit in the assessment.

IMPLICATIONS

Policy — Action.plan sets out a number of areas of improvement in how
Internal Audit operate.

Legal — Not a legal requirement but sets out actions to improve compliance
with professional standards.

Finance — None.

Human Resource — Requirement for staff training.

Equalities — None.

Risk — Will improve risk focus of Internal Audit.

Customer Service — Sets out improvements that should lead to better
customer service for internal customers.

For further information contact Bruce West, Head of Strategic Finance 01546-
604151

Bruce West
Head of Strategic Finance
19 September 2013
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1. Executive summary

2. Detailed Findings
3. Appendices

1 Executive Summ ary

1.1 Background

The Relevant lhtemal Audit Standard Setters mcluding CIPFA,HM
Treasury and D epartm ent ofH ealth adopted a comm on setof
Public Sector ltemal Audit Standards (PSIAS) from 1 April2013.

The new standards encom pass the m andatory elem ents of the
hstute of htemal Audiors lhtemational Pro fessional Practices
Fram ew ork, lnserthg requirem ents and hhterpretations of the UK
public sectorw here appropriate and replacing the existing
standards in bcalgovemm ent, hcluding the CIPFA Code of
Practice for Mtemal Auditin Local G ovemm ent.

The standards apply o all htemal audit service providers, w hether
h-house, shared service or outsourced and have been developed
o provide coherentand consistent sendards for ntemal audic
across the UK public sector.

This reportpresents the nital fndings of the Mtemal Auditteam s
selfassesam entaganst the PSIAS, and proposes a plan for the

rem ander of the calendaryear for AuditComm ittee consideration
and approval.

1.2 Key changes under the revised standards

Existing requirem ents

B The chiefauditexecutive — The chief auditexecutive,
previously referred to as the htemal AuditM anager or Chief

© 2013 Grant Thornton UK LLP. All rights reserved.

Ihtemal Audior, m usthold a pmfessional qualification CM IR,
CCAB orequivalent) and be suiably experienced.

B Annualreport- The requirem ent for the production ofan
nhtemal auditannual report rem ains.

B Riskbased auditplan - There is stlla requirem ent to
produce a risk based auditplan . H ow ever, the requirem ent to
produce an audit strategy has been rem oved and replaced w ith
a risk based pln that hcorporates or Inks t© a strategic
statem ent setting outhow the intemal audit service w illbe
provided and how The Charter (see below ) w il Iink t© the
Councils obgctves and priortes.

New reqguirem ents

B TternalAuditCharter (The Charter) — The Charterm ust
fom ally define the pumose, authority and responsibility of the
htemalauditactvity. Ttw illalso cover anangem ents for
avoiding conflicts of hterest if nhtemal auditperform s non-
auditactvites.

B Quality assurance — The quality of service shoul be
rigorously checked under a quality assurance and
m provem entprogramm e w hich requires on-going intemal
assesan ents of all agpects of htemal auditactviy, aswellas
extemal assessm ent every five years. The programm e is
designed to assess the efficiency and effectiveness of intemal

 obed
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auditas w ell as dentfy opportunites for in provem ent. There
is a requirem ent for the chief auditexecutive to hclide a
section on the quality assurance and in provem entprogramm e
w ithin the ntemalauditannual report.

B Mhternalassessm ent- There w illbe an crease n the Jevel
ofassesamn ents w hich w ill involve m onitoring the departm ents
activity and w illbe I Ine w ith the cunentqualiy review
procedures.

B Externalassessm ent- The assessm entw illneed to be
perform ed by qualified and hdependentassessors or
assesan ent team s thatare extemal to the organisation . They
can be undertaken as a full extemal evaliation ora self-
assesan entw ith independent extemal valdation, but it cannot
be carred outon a mIling basis.

B [ffective com m unication - Standards specify a requirem ent
for “effective com m unication” betw een the chief audi
executive and the auditcomm ittee and there is specific
reference o effective com m unication w ith the comm ittee chair.

Th this context “effective com m unication” refers to the engagem ent
of the comm ittee’sm em bership, and of the chair n particular, n
discussions w ith the chief auditexecutive about:

B the Councils risks and assurance requirem ents

B the levelofassurance provided

B  issues of concem raised by auditw ork underaken ; and
=3

the In plem entation of agreed recom m endations and the
enhanced assurance arising.

© 2013 Grant Thornton UK LLP. All rights reserved.

1.3 Outcomes of the self-assessment

During July and August 2013, the Councils htemal audit team
conducted a selfassesan entaganst the requirem ents of the PSIAS.
The team s review w as subgctto supportand challenge from

G rantThomton /CIPFA , the Councils htemal auditpartners.

The Chief Audit Executive has notyetbeen abk t© review or
agree the team s findings. This report therefore presents our nital
findings, and proposals or regponse over the period to D ecem ber
2013.

1.4 Proposed improvement plan

Section 2 of this reporthighlights our findings and the

In provem ents actions proposed t© supportthe htemal audit team
to m eet the PSIAS requiram ents by 1stApril2013. O ur findings
dentify 3 arras ofhigh risk, relating t© the approach t© risk
assesan entand scopig ndividual audis, tainihg and

devebpm ent for the htemal audit team , and Inkhg w ork
perform ed t© core agpects of risk and control.

W e also recognise the need t© regpond t© other factors, ncluding:
B  the Councils revised approach to strategic risk m anagem ent

B adely n the compltion of the auditplan as a resultof the
PSIAS selfassesan ent, vacancies and other factors w hich have
reduced avaibbl resources o date..

O urproposed In provem entactions for the rem ainder of the
calendaryear focus on:

1. an ntensive period of refresher talning and developm entof
the team

G abed
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2. review g the auditprocess from risk assesam ent, determ ining
the scope and obectives of audis and ensuring thatkey risks
and controls are dentified and assessed

3. consderng the in pactand outcom es of the auditprocess,
ncludng reportng anangem ents and how the perform ance of
the team ism oniored.

W hilst saff h the Mtemal Audit team w ill continue to w ork on
delivery of the auditplan at the sam e tim e as taking forw ard the

n provem entactions there m ay be a further in pacton the audit
pln.The Head of Strategic Finance has agreed to m ake additonal
funding of approxim ately £50,000 avaikble from elsew here in his
budget to secure additonal resources o try and off setany
reduction in auditresource. W e w ill reportprogress on the

In provem entpln and the annualauditpln to the D ecem ber

m eeting of the AuditComm ittee. This reportw illalso setout
proposed am endm ents to the auditpln forthe rem anderof the
2013-14 year based on the currentpln am ended to hcowporate

In provem ents from the action plan such as Inks to the stategic
risk m anagem entprocess, and clarty on the risks and obgctives
associted w ith each review . Any resource in plicationsw illbe set
outn the reportsuch as additonal costs or reduced days nput.
The ob®ctve w illbe to optn ise the effectiveness of lmtemal Audit
for rem ainder 0o£2013-14 and the assurance provided by them .

© 2013 Grant Thornton UK LLP. All rights reserved.
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2 Detailked Fndnngs

Attribute Standards

1000

Purpose, Authority and Responsibility

Medium

Finding and Implication

Proposed action

The Internal Audit Team has an audit manual in place which is reviewed on an

annual basis and meets the requirements of the 2006 Code.

Under the PSIAS, internal audit must develop an Audit Charter which will
make explicit links to the Council's objectives and priorities.

An Audit Charter will be developed which confirms how the work of internal audit
contributes to the achievement of the Council's objectives and priorities by:

® considering the nature of assurance provided to the Audit Committee and
service departments by the work of internal audit

= clarifying reporting responsibilities; and

® ensuring that audit activity is focused on the key risks facing the Council.

Drafted by December 2013

© 2013 Grant Thornton UK LLP. All rights reserved.
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1200 Proficiency and due professional care

Finding and Implication

Proposed action

The Internal Audit Team participate in the Council's PDR/ PRD programme
and have attended relevant training provided. Individual auditors ensure that
their CPD requirements are fulfilled, but there is no systematic approach to
developing and maintaining internal audit skills.

There is no up to date induction programme for members of staff who join the

We will review training requirements both across the team and individually. We
propose a period of intensive refresher training and development on:

# internal audit core skills

& jdentifying and managing risk

team. = audit tools and techniques, including the use of IDEA
® Best value and performance audit (including value for money audit
techniques).
= Training programme complete by December 2013
1300 Quality Assurance and Improvement Plan Low

Finding and Implication

Proposed action

The QAIP is a new requirement under PSIAS. The Internal Audit Team has a
team plan in place, and reports on performance using the Council's Pyramid
performance management system.

There is, however, scope to improve the performance monitoring framework.

We will review the key performance indicators and targets in place and consult
with the Audit Committee and Senior Management Team to establish indicators
that are more focused on the outcomes and impact of internal audit work.

Proposed indicators submitted to December Audit Committee.

© 2013 Grant Thornton UK LLP. All rights reserved.

g abed



Argyll & Bute Council - Internal Audit | Update on Self Assessment

1. Executive summary

2. Detailed Findings

3. Appendices

Performance Standards

2000 Managing the internal audit activity

Finding and Implication

Proposed action

The Internal Audit Team has a methodology in place for risk assessment and
identifying audit work to be performed each year.

The risk assessment is based on financial materiality, risk, controls effectiveness
and performance management. We have, however, identified that there is
scope for improvement, including the relative weighting of factors.

We will revisit the risk assessment and audit planning process. This process will
include:

® a3 risk management workshop to ensure the team fully understand the core
principles, and the risks facing Argyll & Bute Council

# consideration of alternative approaches at other councils

B an assurance mapping exercise to ensure that each internal audit adds
value to the Audit Committee

Revised risk assessment process as outlined above in place and reported to
Audit Committee in December.

2100 Nature of work

Medium

Finding and Implication

Proposed action

Where Internal Audit can make use of CIPFA matrices, a full systematic and
disciplined approach is taken and can be evidenced.

Where this is not possible, we found that there is not always a link to key
aspects of risk and internal control.

We will use refresher training to ensure that risks and mitigating controls are
identified on each audit. An updated audit approach will be adopted to ensure
that each audit considers key risks and controls, and is supported by a strong
and systematic evidence base.

© 2013 Grant Thornton UK LLP. All rights reserved.
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2100 Nature of work Medium

Finding and Implication Proposed action

Actioned by December 2013

© 2013 Grant Thornton UK LLP. All rights reserved. 7
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2200 Engagement Planning

Finding and Implication

Proposed action

Audit Agreement Documents are prepared for each engagement, but in some
instances the reasons for the audit, the objectives and the key risks and
controls were not identified.

We are clear that the same level of rigour needs to be applied to every audit
undertaken by the team.

As part of the consideration of risk assessment and audit planning processes, we
will identify a prioritised revised audit plan for the remainder of 2013-14. The
revision will be based on the current plan but will present our rationale for
coverage, and the risks and objectives associated with each review.

Engagement planning will make direct reference to the risks associated with each
audit area and our revised audit approach will ensure that each risk is addressed
in a systematic and evidence based manner.

New approach in place from December 2013

2300 Performing the engagement

Medium

Finding and Implication

Proposed action

Auditors currently use discussions with management to prepare the Audit
Approach Document and to identify key information necessary for the audit.
There is a limited approach to documenting:

& g testing strategy
® work required to fulfil the engagement objectives

®  work performed and findings

We will review the approach to planning and documenting internal audit work used
by other teams, including Grant Thornton and other Councils.

As above, we will develop a revised audit approach which ensures that each risk
is a addressed in a systematic and evidence based manner.

New approach developed and in place from December 2013

© 2013 Grant Thornton UK LLP. All rights reserved.
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2400 Communicating results

Medium

Finding and Implication

Proposed action

Audit reports are prepared for every engagement within timescales agreed
with services. The reports are distributed to key stakeholders including
service management, senior management. external audit and the audit
committee.

We found that there is scope to improve the focus of reporting to ensure that:

& each risk is identified and addressed
& findings include a clear and evidence based audit opinion

& audit reports are clear, focused on risk and control and provide the audit
committee with the assurance they need

We will use our work on risk assessment and engagement planning to propose a
revised audit report format.

Consideration will be given to the development of a rating system to allow for
objective monitoring and comparison of audit reports across the Council, and
comparison to previous audits.

We will consult with services and the audit committee to ensure that changes to the
format meet the needs of our users.

Revised format of reports submitted to Audit Committee in December for approval.

2600 Communicating acceptance of risk

Low

Finding and Implication

Proposed action

As for 2400, we found that it is not always clear within reports that internal
audit has made a judgement on the level of risk within each review, and
therefore whether that level of risk is acceptable to the organisation.

As above, we will ensure that the audit opinion and assessment of managed and
unmanaged risk is incorporated within a revised audit report format.

Revised format of reports submitted to Audit Committee in December for approval.

© 2013 Grant Thornton UK LLP. All rights reserved.
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Rating D escrip tion

Features

FIhdings thatare fundam ental to the

m anagem entofrisk n the bushess area,
representing a w eakness in controlthat
requires the iInm edite attention of

m anagem ent

¢ Key controlnotdesigned or operating effectively
e Potential for fraud dentified

e Non com pliance w ith key procedures / stendards
e Non com pliance w ith regulation

In portant findings thatare to be resolved by

e Tmpactis coneahed w ithin the departm entand com pensating
controlsw ould detect enors

e Possbility for fraud exists

Ine m anagem ent. * Contwl failires dentified butnot n key controls
* Non com pliance w ith procedures / sendards (butnotresultng
T key control Aailure)
Findings that dentify non-com pliance w ith e M horcontrolw eakness
Low . . . .
established procedures. * M iornon compliance w ih procedures / sandards
Ttem s requiring no action butwhich m ay be e Thfom ation for departm entm anagem ent
In provem ent of nterest to m anagem ent or best practice e Contwloperating butnotnecessarily i accordance w ih best
advice practce

¢1 abed
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Audit Scotland is a statutory body set up in April 2000 under the Public Finance and Accountability
(Scotland) Act 2000. It provides services to the Auditor General for Scotland and the Accounts
Commission. Together they ensure that the Scottish Government and public sector bodies in
Scotland are held to account for the proper, efficient and effective use of public funds.
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Introduction

Introduction

International Standard on Auditing (UK and Ireland) 260 (ISA 260) requires auditors to report
specific matters arising from the audit of the financial statements to those charged with
governance of a body in sufficient time to enable appropriate action.

This report sets out for the Audit Committee's consideration the matters arising from the audit
of the financial statements for 2012/13 that require to be reported under ISA 260. We are
drawing to your attention those matters we think are worthy of note, so that you can consider
them before the financial statements are approved and certified. An audit of the financial
statements is not designed to identify all matters that may be relevant to those charged with
governance. ltis the auditor's responsibility to form and express an opinion on the financial
statements prepared by management; however this does not relieve management of their
responsibilities in this respect. This report has been prepared for the use of Argyll and Bute
Council and no responsibility to any third party is accepted.

Status of the Audit

3.

Our work on the financial statements is now substantially complete. The issues arising from
the audit were included in a matters arising schedule issued to the Finance Manager -
Corporate Support over the course of the audit. This schedule was finalised and agreed on
the 28 August 2013. The more significant issues arising were discussed with the Head of
Strategic Finance at a meeting on 10 September 2013.

We received the unaudited financial statements on 28 June 2013, in accordance with the
agreed timetable. In general, the working papers were of a high standard and the staff
provided good support to the audit team. We completed our on-site fieldwork on 6 September
2013.

Matters to be reported to those charged with governance

Conduct and scope of the audit

5.

Information on the integrity and objectivity of the appointed auditor and audit staff, and the
nature and scope of the audit, were outlined in the Annual Audit Plan presented to the Audit
Committee on 15 March 2013, and follow the requirements of the Code of Audit Practice
prepared by Audit Scotland in May 2011.

As part of the requirement to provide full and fair disclosure of matters relating to our
independence we can confirm that we have not undertaken non-audit related services. The
2012/13 agreed fee for the audit was disclosed in the Annual Audit Plan and as we did not
require to carry out any additional work outwith our planned audit activity this fee remains
unchanged.

Page 4 Argyll and Bute Council
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Fraud

7.

In our Annual Audit Plan we highlighted the responsibility audited bodies have for establishing
arrangements to prevent and detect fraud and other irregularities. In presenting this report to
the Audit Committee we seek confirmation from those charged with governance of any
instances thereof that have arisen that should be brought to our attention. A specific
confirmation from management in relation to fraud has been included in the draft letter of
representation.

Audit opinion & representations

8.

10.

11.

12.

Subject to the satisfactory conclusion of any outstanding matters and receipt of a revised set
of financial statements for final review, we anticipate being able to issue an unqualified
auditor’s report on 30 September 2013 (the proposed report is attached at Appendix A).
There are no anticipated modifications to the audit report.

We are required to report to those charged with governance all unadjusted misstatements
which we have identified during the course of our audit, other than those of a trivial nature
which we regard as errors less than £1,000.

A number of presentational and monetary adjustments were identified within the financial
statements during the course of our audit. These were discussed with senior finance officers
who agreed to amend the unaudited financial statements. The effect of these adjustments is
to increase expenditure by £0.269 million. Net assets as recorded in the balance sheet have
decreased by £0.269 million.

A number of monetary errors were identified which were not processed through the financial
statements by management. If adjusted these would have a net effect of decreasing the
excess of income over expenditure for the year shown in the comprehensive income and
expenditure statement by £0.008 million. The net impact on the balance sheet would be that
net assets would decrease by £0.008 million. It is our responsibility to request that all errors
be corrected although the final decision on this matter rests with those charged with
governance taking into account advice from officers and materiality. Management explained
that these adjustments were not material to the financial statements. The effect of this
unadjusted error is detailed in Appendix C.

As part of the completion of our audit we seek written assurances from the Accountable
Officer on aspects of the financial statements and judgements and estimates made. A draft
letter of representation under ISA580 is attached at Appendix B. This should be signed and
returned by the Accountable Officer with the signed financial statements prior to the
independent auditor’s opinion being certified.

Accounting and internal control systems

13.

No material weaknesses in the accounting and internal control systems were identified during
the audit which could adversely affect the ability to record, process, summarise and report

Argyll and Bute Council Page 5
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financial and other relevant data so as to result in a material misstatement in the financial
statements.

Significant findings from the audit

14.

15.

16.

17.

In our view, the following issues require to be brought to your attention regarding the
appropriateness of accounting policies or accounting estimates and judgements, the timing of
transactions, the existence of material unusual transactions or the potential effect on the
financial statements of any uncertainties.

Landfill sites - The council owns three active landfill sites. As a result it has responsibilities
regarding the restoration and aftercare costs of the sites. To comply with accounting
requirements, IAS 37 Provisions, contingent liabilities and contingent assets, the council
should recognise these costs as a provision in its Balance Sheet. The council has not
included a provision in the accounts for this liability and finance officers have taken the
decision not to amend the accounts as the amount was considered immaterial. At 31 March
2012 the Valuation Office Agency placed a value of £1.147million on the necessary works for
a period of 60 years, following the cessation of tipping operations. This amount should have
been recognised as a provision in the accounts. This is therefore reflected as an unadjusted
error at Appendix C. As restoration and aftercare work is capital in nature the adjustment
would have no impact on the council's general fund balance at the year end.

Resolution: The council will process an adjustment in the 2013/14 accounts to
recognise a provision for the restoration and aftercare costs of the three landfill sites in
line with IAS 37.

Equal Pay provision - The Equal Pay Act 1970 makes it unlawful for employers to
discriminate between men and women in terms of their pay and conditions where they are
doing the same or similar work, work rated as equivalent, or work of equal value. Employees
who consider that they have been discriminated against in terms of pay can put forward claims
to an employment tribunal. The Council settled most of the remaining outstanding claims
during 2012-13. The equal pay provision remaining at 31 March 2012 is £0.032 million.

There are further outstanding claims where the settlement amount cannot be estimated
reliably enough to provide for the costs. There is also the potential for other equal pay claims
whose costs may be may be met by the Council. These have been disclosed as a contingent
liability.

Resolution: The equal pay provision will be reviewed on an annual basis and take
account of any legal developments.

Movement in pension liability - The net pension liability has increased by £20.772 million
from £79.092 million at 31 March 2012 to £99.864 million at 31 March 2013 due to the accrual
of pension liabilities in accordance with International Accounting Standard 19 Employee
Benefits. This is a significant amount in the accounts which requires the specialist knowledge
of an actuary to verify. In terms of ISA 620 (Using the Work of an Expert) | am able to rely on
the work of an expert provided that | am satisfied that:

Page 6 Argyll and Bute Council
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o the expert was suitably competent and objective

o there was sufficient appropriate evidence that the scope of the expert’s work at Argyll and
Bute Council was adequate for the purposes of our audit.

Resolution: Having considered the work of the actuary in relation to the IAS19
valuation, | am satisfied that this work provides appropriate evidence for retirement
benefits recognised in the accounts of Argyll and Bute Council.

Going Concern - The effect of including Associates and Common Good funds in the Group
Balance Sheet is to decrease both reserves and net worth by £258.615 million. This gives an
overall net liability position for the group of £77.873 million. This decrease is mainly due to the
IAS19 pension liabilities of the Police and Fire joint boards (the council's share in the pension
liabilities are £213.226 million and £49.891 million respectively). The council and its group
have adopted a "going concern” basis for the preparation of the financial statements as future
actuarial valuations of the pension fund will consider the appropriate employer's rate to meet
the fund's commitments.

Resolution: This issue was resolved at 1 April 2013 when the police and fire functions
were transferred to the Scottish Police Authority (SPA) and the Scottish Fire and
Rescue Service (SFRS). The new bodies and their associated net pension liabilities do
not form part of the council's group.

Heritage Assets - Heritage Assets include two art collections valued in total at £1.140 million.
The Argyll Collection (£0.649 million) was last valued in February 2010 however the other
collection, held at various libraries and at the Campbeltown Museum (£0.491 million), was last
valued in March 2004. The council also own museum exhibits (insured for £0.520 million)
which are not included within Heritage Assets as no detailed inventory exists.

Resolution: Officers have confirmed that the art collections will be revalued and plans
are in place to catalogue and value all museum artefacts.

Fixed Asset Register - It was identified that included in its asset register, were four properties
that were no longer owned by the Council. One (Oban swimming pool) is a common good
asset, two smaller properties had been disposed of a number of years ago and the third, a
roads depot, had been demolished. Senior finance officers were asked to provide assurance
that assets listed on the Fixed Asset Register exist and are owned by the council. In
response, finance officers explained that on-going reconciliations of the Fixed Asset Register
are undertaken however there is a need to review procedures for ensuring that all records are
updated when properties are disposed of. Based on these controls officers are of the view
that the asset registers are not materially misstated. Audit testing of a sample of fixed assets
supports this view.

Resolution: Finance officers will review their procedures for ensuring asset registers
are updated following the disposal of assets. A new Property Management System
(Concerto) is currently being introduced as part of the Corporate Asset Management
Programme which will facilitate cross referencing of properties between Estates and
Finance records.
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21. There are no outstanding matters which require to be followed up.

Acknowledgements

22. We would like to express our thanks to the staff of Argyll and Bute Council for their help and
assistance during the audit of this year’s financial statements which has enabled us to provide

an audit report within the agreed timetable.
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Appendix A: Proposed
Independent Auditor’s
Report

Independent auditor’s report to the members of Argyll and Bute Council and the Accounts
Commission for Scotland

| certify that | have audited the financial statements of Argyll and Bute Council and its group for the
year ended 31 March 2013 under Part VII of the Local Government (Scotland) Act 1973. The
financial statements comprise the group and authority-only Statements of Movement in Reserves,
Statements of Comprehensive Income and Expenditure and Balance Sheets, the authority-only
Cash-Flow Statement, the Council Tax Income Account, the Non-Domestic Rate Income Account,
the Common Good Funds, the Trust Funds and Other Third Party Funds and the related notes.
The financial reporting framework that has been applied in their preparation is applicable law and
International Financial Reporting Standards (IFRSs) as adopted by the European Union, and as
interpreted and adapted by the Code of Practice on Local Authority Accounting in the United
Kingdom 2012/13 (the 2012/13 Code).

This report is made solely to the parties to whom it is addressed in accordance with Part VIl of the
Local Government (Scotland) Act 1973 and for no other purpose. In accordance with paragraph
125 of the Code of Audit Practice approved by the Accounts Commission for Scotland, | do not
undertake to have responsibilities to members or officers, in their individual capacities, or to third
parties.

Respective responsibilities of the Responsible Financial Officer and auditor

As explained more fully in the Statement of Responsibilities, the Head of Strategic Finance is
responsible for the preparation of the financial statements and for being satisfied that they give a
true and fair view. My responsibility is to audit and express an opinion on the financial statements
in accordance with applicable law and International Standards on Auditing (UK and Ireland) as
required by the Code of Audit Practice approved by the Accounts Commission for Scotland. Those
standards require me to comply with the Auditing Practices Board’s Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from material
misstatement, whether caused by fraud or error. This includes an assessment of: whether the
accounting policies are appropriate to the groups and the body’s circumstances and have been
consistently applied and adequately disclosed; the reasonableness of significant accounting
estimates made by the Head of Strategic Finance; and the overall presentation of the financial
statements. In addition, | read all the financial and non-financial information in the annual report
and accounts to identify material inconsistencies with the audited financial statements. If | become
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aware of any apparent material misstatements or inconsistencies | consider the implications for my
report.

Opinion on financial statements

In my opinion the financial statements:

e give a true and fair view in accordance with applicable law and the 2012/13 Code of the
state of the affairs of the group and of the body as at 31 March 2013 and of the income
and expenditure of the group and the body for the year then ended

e have been properly prepared in accordance with IFRSs as adopted by the European
Union, as interpreted and adapted by the 2012/13 Code

e have been prepared in accordance with the requirements of the Local Government
(Scotland) Act 1973 and the Local Government in Scotland Act 2003.

Opinion on other prescribed matters
In my opinion:

o the part of the Remuneration Report to be audited has been properly prepared in
accordance with The Local Authority Accounts (Scotland) Regulations 1985

o the information given in the Explanatory Foreword for the financial year for which the
financial statements are prepared is consistent with the financial statements.

Matters on which | am required to report by exception

| am required to report to you if, in my opinion:
e adequate accounting records have not been kept

o the financial statements and the part of the Remuneration Report to be audited are not in
agreement with the accounting records

o | have not received all the information and explanations | require for my audit

o the Statement of Governance and Internal Control does not comply with Delivering Good
Governance in Local Government

e there has been a failure to achieve a prescribed financial objective.

| have nothing to report in respect of these matters.

Fiona Mitchell-Knight FCA

Assistant Director, Audit Services

Audit Scotland

4th Floor

8 Nelson Mandela Place

Glasgow G2 1BT 30 September 2013
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Page 25

Appendix B: ISA 580 - Letter of Representation

Appendix B: ISA 580 -
Letter of Representation

Mrs Fiona Mitchell-Knight 20 September 2013
Assistant Director

Audit Scotland

4th Floor

8 Nelson Mandela Place

Glasgow

G2 1BT

Dear Mrs Mitchell-Knight
2012/13 FINANCIAL STATEMENTS

This representation letter is provided in connection with your audit of the financial statements of
Argyll and Bute Council and its group for the year ended 31 March 2013 for the purpose of
expressing an opinion as to whether the financial statements give a true and fair view of the
financial position of Argyll and Bute Council and its group as at 31 March 2013 and its income and
expenditure for the year then ended.

| confirm to the best of my knowledge and belief, and having made appropriate enquiries of the
Strategic Management Team and the Council, the following representations given to you in
connection with your audit of Argyll and Bute Council for the year ended 31 March 2013.

General

1. | acknowledge my responsibility and that of Argyll and Bute Council for the financial
statements. All the accounting records requested have been made available to you for the
purposes of your audit. All material agreements and transactions undertaken by Argyll and
Bute Council have been properly reflected in the financial statements. All other records and
information have been made available to you, including minutes of all council and other
meetings.

2. The information given in the annual report to the financial statements, including the
explanatory foreword and remuneration report, presents a balanced picture of Argyll and Bute
Council and is consistent with the financial statements.

3. | confirm that the effects of uncorrected misstatements are immaterial, individually and in
aggregate, to the financial statements as a whole. | am not aware of any uncorrected
misstatements other than those identified in the auditor's report to those charged with
governance (ISA260).
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Financial Reporting Framework

4.

The financial statements have been prepared in accordance with Code of Practice on Local
Authority Accounting in the United Kingdom 2012/13, and in accordance with the
requirements of Local Government (Scotland) Act 1973 including all relevant presentation and
disclosure requirements.

Disclosure has been made in the financial statements of all matters necessary for them to
show a true and fair view of the transactions and state of affairs of Argyll and Bute Council
and its group for the year ended 31 March 2013.

Accounting Policies & Estimates

6.

All material accounting policies adopted are as shown in the Statement of Accounting Policies
included in the financial statements. The continuing appropriateness of these policies has
been reviewed since the introduction of IAS 8 and on a regular basis thereafter, and takes
account of the requirements set out in the Code of Practice on Local Authority Accounting in
the United Kingdom 2012/13.

The significant assumptions used in making accounting estimates are reasonable and
properly reflected in the financial statements. There are no changes in estimation techniques
which should be disclosed due to their having a material impact on the accounting
disclosures.

Going Concern

8.

The Strategic Management Team have assessed the ability of the council and its group to
carry on as a going concern, as identified in the Statement of Accounting Policies, and have
disclosed, in the financial statements, any material uncertainties that have arisen as a result.

Related Party Transactions

9.

All transactions with related parties have been disclosed in the financial statements. | have
made available to you all the relevant information concerning such transactions, and | am not
aware of any other matters that require disclosure in order to comply with the requirements of
IAS24, as interpreted by the Code of Practice on Local Authority Accounting in the United
Kingdom 2012/13.

Remuneration Report

10.

11.

The remuneration report has been prepared in accordance with the requirements and includes
all eligible remuneration for the disclosed council officers and elected members.

All exit packages agreed in 2012/13 and included in the accounts were notified to the
Strathclyde Pension Fund to enable complete information to be provided to the actuaries for
the IAS19 disclosures.
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Events Subsequent to the Balance Sheet Date

12. There have been no material events since the date of the balance sheet which necessitate
revision of the figures in the financial statements or notes thereto including contingent assets
and liabilities.

13. Since the date of the balance sheet no events or transactions have occurred which, though
properly excluded from the financial statements, are of such importance that they should be
brought to your notice.

Corporate Governance

14. | acknowledge, as the officer with responsibility for the corporate governance arrangements
that | have disclosed to the auditor all deficiencies in internal control of which | am aware.

15. The corporate governance arrangements have been reviewed and the disclosures | have
made are in accordance with the Code of Practice on Local Authority Accounting in the United
Kingdom 2012/13. There have been no changes in the corporate governance arrangements
or issues identified, since the 31 March 2013, which require disclosure.

Fraud

16. | have considered the risk that the financial statements may be materially misstated as a result
of fraud. | have disclosed to the auditor any allegations of fraud or suspected fraud affecting
the financial statements. There have been no irregularities involving management or
employees who have a significant role in internal control or that could have a material effect
on the financial statements.

Assets

17. The assets shown in the Balance Sheet at 31 March 2013 were owned by Argyll and Bute
Council, other than assets which have been purchased under lease. Assets are free from any
lien, encumbrance or charge except as disclosed in the financial statements.

Liabilities

18. All liabilities have been provided for in the books of account, including the liabilities for all
purchases to which title has passed prior to 31 March 2013.

Employee Benefit Accrual

19. The employee benefit accrual has been calculated by extrapolating actual costs from a
sample of staff. In my opinion the sample selected is representative of the council as a whole.

Carrying Value of Assets and Liabilities

20. The assets and liabilities have been recognised, measured, presented and disclosed in
accordance with Code of Practice on Local Authority Accounting in the United Kingdom
2012/13. There are no plans or intentions that are likely to affect the carrying value of
classification of the assets and liabilities within the financial statements.
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Provisions

21. Provisions have been made in the financial statements for all material liabilities which have
resulted or may be expected to result, by legal action or otherwise, from events which had
occurred by 31 March 2013 and of which Argyll and Bute Council could reasonably be
expected to be aware. The amount recognised as a provision is the best estimate of the
expenditure likely to be required to settle the present obligation at 31 March 2013.

Yours sincerely

Bruce West
Head of Strategic Finance
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Appendix C: Non-Adjusted
Errors within the 2012/13
Financial Statements

Below is a summary of the non-adjusted error which has not been processed in the financial
statements, with an explanation.

Narrative ‘DR £000 CR £000

Statement of Comprehensive Net Expenditure

General Fund

Understatement of utilities provision 8

Total 8

Statement of Financial Position

Provisions

Understatement of utilities provision 8
Property, Plant and Equipment 1,147

Provisions 1,147

Non-recognition of provision for restoration and
aftercare costs

Total 1,147 1,155
Net Total 8
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