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ARGYLL & BUTE COUNCIL AUDIT COMMITTEE
STRATEGIC FINANCE 4 MARCH 2011

STRATEGIC AUDIT PLAN 2011 - 2014

1. SUMMARY

This report introduces the draft Strategic Audit Plan for 2011 — 2014 and Annual
Audit Plan for 2011 - 2012. See Appendix 1.

2. RECOMMENDATIONS
2.1 The draft Strategic Audit Plan 2011 — 2014 and Annual Audit Plan for 2011
— 2012 are approved.
3. DETAILS

3.1 The draft Strategic Audit Plan 2008 - 2011 as well as including the Annual
Audit Plan for 2011 - 2012 covers planned core and non financial audits.

3.2 Internal Audit in preparing the strategic audit plan for 2011 — 2014 carried
out an exercise to determine the audits that will enable Internal Audit over
the next 3 years to provide an assurance statement on the Council's
overall internal control framework.

3.3 Audits within the strategic audit plan have been derived from a review of 4
areas financial materiality, risk, and controls effectiveness plus
performance management. This provided a substantial review of the
challenges that face the Council. It replaced the previous analysis method
which was predominately financial based. The collected data was analysed
and prioritised with audits assigned to 5 audit areas: Core Financial Audits,
Business Systems, Corporate Performance, Corporate Plan and Service
Plans.

3.4 The audit plan presented in Appendix 1 provides the Financial Control
Audits which are routinely undertaken each year. These audits provide a
level of assurance for external audit, the section 95 officer and senior
management that finances are appropriately controlled. They will be
commenced with the new financial year as will the audit of the councils
Statutory Performance Indicators (SPIs), which provides assurance to
external audit that the figures achieved are accurate. The detail analysis
for the audit headings other than the Financial Control Audits will be
presented to the Audit Committee once discussions over audit topics have
been concluded.

4. CONCLUSION
The Strategic Audit Plan and Annual Audit Plan will be progressed by
Internal Audit.

5. IMPLICATIONS

5.1  Policy: None

52 Financial: None
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5.3 Personnel: None

54 Legal: None

5.5 Equal Opportunities: None
For further information please contact lan Nisbet, Internal Audit Manager (01546
604216)
lan Nisbet

Internal Audit Manager 23 February 2011
23Febfinalrep23feb
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1.  Strategic Audit Plan 2011 — 2014

The Strategic Audit Plan covering financial years 2011 — 2014 has been
compiled using a wider base of primary data than previous plans which
were predominately finance and risk register based, with management
input. The current environment in which the Council operates provides a
wide range of challenges and opportunities. It is therefore important that
the new strategic audit plan takes cognisance of this environment, in order
to develop the next 3 years audit plan. To achieve this objective, 4 primary
headings were devised Materiality, Risk, Control Effectiveness and
Performance Management. The 4 areas were informed through reference
to external and internal audit reports, operational and strategic risk
registers, internal performance plans, financial data, corporate and service
plans, etc. The data extracted from these reference areas was mapped to
Council activity areas such as Financial Control, Business Systems
operated by the Council, Corporate Performance activities, Corporate and
Service Plan objectives. This provided a comprehensive database of
performance, risk and scrutiny information from which to compile the
Strategic Audit Plan for 2011 — 2014.

This strategic audit plan provides a framework within which Internal Audit
work will be carried out over the next 3 years and ensures that resources
are effectively planned and controlled. It should be seen as a flexible
management tool, which meets the following objectives:

o A clear view of the workload of the internal audit section;

o A base for assessment of the adequacy and future deployment of
internal audit resources;

o A vyardstick against which progress and performance can be
measured;

o The authority to act once it is approved by the Audit Committee; and
o A permanent record of the factors considered and judgements made.

2. Internal Audit Responsibilities

In preparing this strategic audit plan Internal Audit has taken consideration
of the following:

Section 95 Officer

Internal Audit has a responsibility to inform the Section 95 Officer, the
Head of Strategic Finance, of the effectiveness of the system of internal
control operated within the Council. A Statement of Governance and
Control was prepared for inclusion in the Council’'s Annual Accounts of
2009 — 2010. The new statement replaced the Internal Control Statement
of previous years. The Statement of Governance and Control comments
on both financial and the wider controls operated within the Council.
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Audit Committee

Internal Audit has a responsibility to the Audit Committee to report on the
progress of the audit programme in terms of planned time against actual
time, and provide extract summary reports plus action plans from audits.
Action plan recommendations made by external and internal audit are
followed up using the internal audit database. Progress regarding
implementation by local management of agreed recommendations is
followed up and reported on a monthly basis to Departmental
Management Teams (DMTs) and the Strategic Management Team (SMT)
with a quarterly progress report provided to the Audit Committee. At the
culmination of each year’s audit work an annual report is prepared by
Internal Audit and presented to the Audit Committee along with the
Statement of Governance and Control.

External Audit

Internal Audit has a responsibility to co-ordinate its activities with Grant
Thornton UK LLP. The relationship operated by Internal Audit with the
Council’s external auditor, is one of joint working. We try to avoid areas of
duplication and in other instances work jointly on large system control
issues. Consultations are held on a regular and informal basis to co-
ordinate work and where appropriate develop audit programmes and
methodology to assist in the carrying out of our systems audit work.

3. Gaining Assurance

The 3 year strategic audit plan has been compiled in accordance with the
CIPFA Code of Practice for Internal Audit in Local Government in the
United Kingdom (‘the Code’). This requires the Internal Audit section to
provide an objective assessment of the adequacy, reliability and
effectiveness of the Council’s internal control system. The strategic audit
plan takes account of the Internal Audit Mission Statement and Terms of
Reference both of which have previously been approved by the Audit
Committee.

The Code requires that Internal Audit not only audit financial systems
controls but also other systems of management control used to ensure the
Council’s corporate objectives and core values are being addressed.
Internal audit has adopted the CIPFA systems based audit (SBA) control
matrices which incorporate governance and risk as well as financial
control checks, which enhances internal audit's scrutiny role and
adherence to the CIPFA Code. Adopting the SBA control matrices has
enabled external audit to place greater reliance on the work of internal
audit and engage departments and services in the audit process.
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In addition to compliance with the Code, it was important that the next 3
year strategic audit plan reflected the new environment in which the
Council operates which is challenging for both members and services.

Audit Plan Analysis

The analysis undertaken for the Strategic Audit Plan 2011 — 2014 to
identify and rank the main financial systems covered 4 broad headings.
These are set out below:

J Materiality — an assessment of financial data;

o Risk - operational and strategic risk registers, the risk associated
with a particular activity due to its very nature, and the level of
sensitivity attached to a possible breakdown in the effective
operation of that system;

o Control Effectiveness - an assessment based on external and
internal audit report agreed recommendations, corporate
governance and other external and internal inspection reports
regarding the degree of control management currently has over the
inherent risks; and

J Performance Management — an assessment based on corporate
and service plans and improvement plans.

The data from the 4 headings was collated using a spreadsheet and in
order to compile the Strategic Audit Plan for 2011 — 2014 a methodology
was prepared that would enable equal weighting to the data located within
the 4 headings. In order to provide equity for the collected data under the
4 headings a weighting was added to all headings, Materiality was given a
weighting of 6, Risk a weighting of 3, Control Effectiveness a weighting of
2 and Performance Management a weighting of one. Each of the 4
headings had a maximum weighted total of 30 and a cumulative total of
120 which when divided by 1.2 provided a final percentage figure. The
scores achieved from this exercise were then sorted under the following
audit headings:

Core financial and control audits;
Business systems;

Corporate performance;
Corporate plan; and

Service plans.

The scores are provided on pages 4 to 6. As an example of the new
comprehensive audit planning approach is Budget Preparation and
Control. The Materiality score is 30 based on the financial value of
budgets. The Risk ranking is 0 based on the review of both the operational
and strategic registers. The Control Effectiveness ranking score is 18
based on internal and external audit report recommendations, corporate
governance and Best Value 2 requirements. A Performance Management
score of 11 reflects the importance that Audit Scotland and the Scottish
Government are placing on budgetary control for councils as national
funding is constricted.
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The obtained scores were then ranked highest to lowest and allocated a
‘total risk ranking’ score based on an objective evaluation for each audit
area with the highest risk scores ranked one reducing to 4. The audit
analysis scores for the Core Financial Control Audits for 2011 — 2014 are
provided on page 7. On page 8 the assigned risk ranking is provided and
direct audit days assigned relational to the risk ranking obtained for each
financial control system. In addition, a summary of the allocation of days is
provided by audit heading totalling 890 direct audits days per year 2011 to
2014. The detail analysis for the audit headings other than the Financial
Control Audits will be presented to the Audit Committee once discussions
over audit topics have been concluded.

The Financial Control Audits are routinely undertaken each year and
provide a level of assurance for external audit, the section 95 officer and
senior management that finances are appropriately controlled. They will be
commenced with the new financial year as will the audit of the councils
Statutory Performance Indicators (SPIs), which provides assurance to
external audit that the figures achieved are accurate.

Table 3.1 — Calculation of Audit Risk Financial & Control Audits 2011 - 14
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- . Spreadsheet
Materiality - Control Performance | Total audit - . .
CORE FINANCIAL & factors s rating Management risk score ALY LS Ranking
CONTROL AUDITS score
I . (Total Risk _ )
(Weightings applied) (x6) (x3) (x2) (x1) Total 120) (120/1.2 =100)

Budgetary Preparation and 30 57 18 11 86 75 1
Control
Government & European
Grants 30 12 10 6 58 48 1
Council Tax and Non-
Domestic Rates 30 9 4 8 51 43 1
Capital Contracts 30 9 4 8 57 48 1
Payroll 30 9 12 2 53 44 1
Capital Accounting 30 9 14 0 53 44 1
Debtor Accounts 30 9 10 2 51 43 1
Treasury Management 30 9 10 2 51 43 1
Creditor Payments and
Purchasing 30 9 10 1 50 42 1
Cash Income and Banking 30 9 10 0 49 41 1
General ledger operations 30 9 10 0 49 41 1
Tendering Procedures 24 9 10 0 49 41 1
Contract Operating Leases 24 9 4 0 37 31 2
Car Allowances and
Subsistence 24 9 2 0 43 36 2
Stock Taking / Work in 12 9 10 0 31 26 5

Progress

Materiality ranking = 6
Risk ranking = 3

PO

Control effectiveness ranking = 2
Performance Management = 1
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Table 3.2 — Internal Audit Plan Financial & Control Audits 2011 - 14

FINANCIAL & CONTROL AUDITS | Risk ranking| Last audited 2011-12 2012-13 2013-14
Budgetary Preparation and Control 1 2011 25 20 25
Government & European Grants 1 2010 25 20 25
Council Tax and Non-Domestic Rates 1 2010 25 20 25
Capital Contracts 1 2010 25 20 25
Payroll 1 2010 25 20 25
Capital Accounting 1 2010 25 20 25
Debtor Accounts 1 2011 20 25 20
Treasury Management 1 2010 20 25 20
Creditor Payments and Purchasing 1 2011 20 25 20
Cash Income and Banking 1 2010 20 25 20
General ledger operations 1 2011 20 25 20
Tendering Procedures 1 2010 20 25 20
Car Allowances and Subsistence 2 2010 15 15 20
Contract Operating Leases 2 2011 15 15 20
Stock Taking / Work in Progress 2 2010 15 15 20
330 315 330
R:_F:_%%TA$:'£D'\:T DAY 2011-12 2012-13 2013-14
FINANCIAL & CONTROL AUDITS | 3% 315 330
BUSINESS SYSTEMS 135 150 135
CORPORATE PERFORMANCE 225 225 225
CORPORATE PLAN 100 100 100
SERVICE PLANS 100 100 100
TOTAL 890 890 890
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4. Contingency Days 2011 — 2014

Audit days have been included within the strategic audit plan for
contingency.

Special Investigations - This is audit time for unforeseen events which, by
their nature, cannot be planned for, e.g.:

° Notification of frauds, significant weaknesses or loss;
o Consideration of controls for new or amended systems; and

o Reviews of significant breakdown of internal control that cannot be
accommodated within planned audits.

Clearly, the extent to which any contingency requirement will arise
depends on the soundness of the Council’s systems of control and the
incidence of fraud or irregularity. Internal Audit reports on a monthly basis
to both the Strategic and Departmental Management Teams and the Audit
Committee on a quarterly basis, detailing management progress in
implementing agreed audit report recommendations and a number of days
have been allocated within the plan for this task. Strategic/Annual Audit
Plans - Time has been allocated for audit planning within the allocation for
Contingency days.

Table 4 — Assessment of Audit Days: 2011 - 2014

Contingency days 2011-12 | 2012-13 | 2013-14
Special investigations contingency 100 100 100
Follow-up external & internal audit management letter points 52 52 52
National Fraud Initiative (NFI) Exercise 25 25 25
Strategic plan, annual plans 18 18 18
Sub Total 195 195 195

If the level of direct audit day input alters in any of the areas detailed
above throughout 2011 — 2014 an adjustment will be made and the Audit
Committee informed.

5. Internal Audit Resource 2011 — 2014

Tables 5.1 and 5.2, in Appendix 2 sets out the resources and number of
days available for 2011 - 2014. There are 3 elements to the tables:

e Total working days available;
¢ Non-direct audit days; and
e Direct audit days.
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In arriving at the number of working days available for 2011 - 2014
deductions for annual leave and a potential sickness provision a total of
1,308 working days are available for direct and non-direct audit work.

The non-direct audit day allocation covers tasks such as management;
provision of advice and information, continuing professional development
(CPD). Cognisance has also been taken of the fact that one member of
staff will be involved in professional training. As a result the total day’s
allocated to non-direct audit for 2011 — 2014 and the following year is
estimated to be 223 as set out in Table 5.1.

Table 5.2 provides the direct audit days for audits. The audit days
assigned to the audit areas includes time for Planning, Fieldwork, Report
Writing and Management Review. In addition, a number of days have been
included for special investigations; follow up reporting of recommendation
implementation progress, the national fraud initiative annual exercise and
audit planning see Section 5 above. The total number of days allocated to
direct audits for 2011 - 2014 is 1,085 and represents 83% of total working
days available.
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o Grant Thornton

To the M em bers of Argylland Bute Council

W e have been apponted as extemal audiors to Argylland Bute
Council fora five yearperiod t© the yearended 31 M arch 2011.
This is, therefore, the finalyear of ourappointm entunder the
current fram ew ork contractw ith the Accounts Comm ission for
Scotland. W e would lke to thank all saff and m em bers of the
Council for the kind help and supportdurng the period of our
appontm ent.

Thism em orandum highlghts the key elem ents of our proposed
audit stategy for the benefitof those charged w ih govemance, in
accordance w ith the requirem ents of ltemational Standard on
Auditng UK & Freland) 260 and the Code of Audit Practice issued
by Audit Scotland

W e have considered our hdependence and obgctivity In respect
of the auditand do notbelieve there are any m atters w hich should
be brought to your attention . Thism em orandum has been
prepared on the basis of the Iim iations setoutnh The sm allprnt'
n Section 7.

W e ok forw ard to w orking w ih you during the course of the
audit.

Chartered Accountants
Memberfim wihh GantThomton htematonalld

GrmntThomton UK LLP

GrantThomton UK LLP Ba lin ted Ibilly parnershp regitered 1 Englnd and W aks:No 0C 307742 .Regstered offte :GrantThomton House, Melon Steet, Euston Square, LondonNW 1 2EP

A Istofmembers B avaibbk fom ourregsterd offe.

GrantThomton UK LLP & authorised and regubted by the FhanchlSerwvies Authorty Drivesmentbushess.

GrantThomton UK LLP
14 AtholICrescent
Edhbugh EH3 810

T +44 (0)131229 9181
F+44 (0)131 229 4560

DX ED428 Edinbuigh
www grantthomton co uk
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Argyll and Bute Council Audit Approach Memorandum - year ended 31 March 2011

1 htoducton

1.1 Introduction

GrantThomton UK LLP has been appointed by the Accounts

Comm ission for Scotland as the extemal audiorofArgylland Bute
Council (the Council) for the five year period comm encing 2006-07.
Thism em orandum outlhes how we w illapproach the auditof the
councilin the finalyearofourappontm ent, and reflects our
sttutory duties and risk based approach.

Specific duties for extemal audiors are concemed principally w ith
the Local G overmm ent (Scotland) Act 1973, the Code of Audit
Practice and nn the auditengagem ent letter issued to audiors by
Audit Scotland . These hclude undertaking the audit in accordance
w ith relevant legishtion and Statem ents of lhtemal Auditng
Standards and applicable Practice Notes issued by the Auditng
Practice Board.

1.2 Roles and Responsibilities

The Code of Audit Practice (the Code) is issued by Audit Scotland
on behalf of the AudiorG eneral and the Accounts Comm ission for
Scotland . The Code defines responsibilibes of apponted audiors

w hen auditng public sectorbodies.

The Code requires us t© take a risk based approach. O urrsk
assesan ent n relhtion t© each of the above areas is therefore

summ arised in the follbw ing sections of thispln . W e w illkeep our
nital risk assesam entunder review and discuss any significant
changes to the nature and scope of our auditw ith you.

1.3 Summary of audit objectives

Area AuditObjectves
Financial To provide an opinin on the councils
statem ents financial satem ents or the yearended 31
March 2011.
Further details are provided in Section 2.
Govermance To review and reporton the councils

compomte govemance anangem ents, hcluding
system s of ntemal control.

Further details are provided in Section 3.

Perform ance

To review and reporton the councils
armangem ents to achieve bestvalie and
econom y, efficiency and effectiveness n the
use of resources.

Further details are provided in Section 4.

GrantClaim s

W e w illprovide ndependentaudiors
reports on specific grantclhm s in
accordance w ith Audit Scotland guidelnes.

Further details are provided in Section 5.

g1 abed
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A summ ary ofplanned auditoutputs and reports for the 2010-11
audit is setout n Appendix A, and ourplanned reliance on ntemal
auditis setoutn Appendix B.

1.4 Other matters
W e setoutin Section 6 details of ourauditteam and ourproposed
fee, based on our regponsibilities and risk assesan ent.

61 abed
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2 Fhancial satem ents

2.1 Introduction

2.2 Overall approach

The Councils fnancial satem ents are an essentialm eansby which & T order to gahn sufficientassurance to supportour opinion on the

accounts for the stew ardship of resources and its financial
perfom ance in the use of those resources. It is the responsibility of
the councilto:

* ensure the regularity of transactions by puttng i plce
system s of htemal control to ensure that financial
transactions are n accordance w ih the appropriate authority

e mahtah properaccounting records

* prepare financial satem ents w hich give a true and fairview
of the fnancialposition of the council and its expendiure
and incom e n accordance w ith the Code ofpractice on local
authority accounting n the United Kingdom (the Code).

The audior is required to audit the financial satem ents and t© give
an opiion as to:
¢ whether they give a tue and farview ofthe financial
position of the counciland its expendiure and ncom e for
the period in question
e whether they have been prepared properly in accordance
w ih the Code, r=levant kegishtion, app licable accounting
standards and other reporting requirem ents
¢ whether the Statem ent on Itemal Controlhas been
presented in accordance w ith relevantrequirem ents and to
report if fdoes notm eet these requirem ents, or if the
statem ent ism iskading or nconsistentw ith our know ledge.

financial satem ents, w e w illcanry outa review of:

¢ ntemalaudi, to detem ne the extentof reliance w e can
plce on it for the purmposes of ouraudit Appendix B
sum m arises the areas of htemal auditw ork w e plan t© place
relisnce on)

e the htemal control fiam ew ork forkey financial system s

¢ review of com puterised controls operating acrossm apr IT
System s

e them aterality ofbalnces and transactions in pacting on the
financial statem ents

¢ the key risks relevant to the preparation and auditof the
group financial satem ents

¢ the council s arangem ents for the preparation of is group
financial satem ents and for the W hole ofG ovemm ent
Accounts consolidation pack.

M ateriality

An =m would be constered m aterial to the fnancial satem ents if,
through its om ission ornon-discbsure, the financial satem ents
would no longershow a ttue and farview .

M aterality is setatthe outsetofplanning to ensure thatan
approprate kevel of auditw ork is planned. It is then used
throughout the auditprocess in order to assess the in pactofany
item on the financil satem ents. Any dentified enors or differences
greater than 2% ofm ateriality w illbe recorded on a schedulk of
potentialm isstatem ents. These are assessed individually and in
aggregate and discussed w ith you. W here m anagem ent choose not
to adjist thelr accounts for dentfied differences, w e w ill require

02 obed
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them t©o confirm I a keterofrepresentation © us, theirview that W e w illreportto you in ourReporton the 2010-11 Accounts Audit

these differences are notm ateral to the fnancil satem ents. our findigs and conclisions in regpectofeach of the risks thatwe
have dentified at the planning stage of the audit.

An iem of low value m ay be judged m aterial by its nature, for

exam pl any iem thataffects the discbsure of rem uneration. An

item ofhighervalie m ay be jidged notm aterial if itdoes notdistort

the truth and faimess of the fnancal satem ents.

Intermalcontrols

Auditng standards require thatw e evaluate the design effectiveness
of mtemal controls over the fnancial reportng process to dentfy
potential areas of higher audit risk thatcould lead to m aterial

m issatem ent. These areas nom ally represent the highervalue
and/orm ore com plex fnancil system s, and do notnecessarily
reflect an assesam ent that controls are not operating effective. The
higher risk areasw e have dentified for2010-11 are:

¢ creditorpaym ents

e payroll

¢ council tax and non-dom estic rates
* fixed assets.

W e are aleo required to assess w hether the controls have been
mplem ented as ntended. W e w illdo this through a com bination of
nhquity and observation procedures, and, w here appropriate,

system s w akthrmoughs. H ow ever, ourw ork cannotbe relied upon
necessarily to dentify defakations or other iregu larities, or t©
nclude allpossible in provem ents In htemal control thata m ore
extensive controls review exercise m ght dentfy.

2.3 Risk assessment and response

Ourauditw ork is risk based and proportionate.On the basis of our
prelin hary w ork to date, w e have dentified the audit risks outlned
w ithin Section 2 4 n relation t© the financial statem ents agpectof
our audit:

| ¢ obed
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2.4 Key audit issues

Issue

Regponse

International Financial Reporting Standards

2011 is the firstyear that the bcal authority accounting code is
based on htemational financial reportng stendards (IFRS). The
move t© an IFRSbased Code from a UK GAAP-based SORP has
resulted In a num ber of significant changes in accounting practice
that the Councilw illneed to @ke hto accountw hen preparing the
2010/11 financil statem ents. A key agpectof IFRS accounting in
respectofprivate fnance nitative and sim ilar contracts w as
htmoduced in the 2009 SORP. The key accounting changes for 2010-
11 mclde:

* agreater em phasis on deprecation of asset com ponents, and a
new clssification of assets held orsalk’

¢ changes in the classification of leases, and a new requirem entto
account or amangem ents contahing a lease

e a change I accounting treatm ent for grants and contrbutions
used o fund capial expendiuire

*  arequirem entto recognise a liability foruntaken annual keave and

flexi-tm e accruals

e new dischbsure requirem ents foraccounting standards notyet
adopted, key assum ptions and judgem ents, changes In regoectof
priorperiod adjism ents, and operating segm ents.

The Council is alo requited © restate its 2009-10 accounts under
TFRS t© reportcom parative mfom ation.

W e camded outan nterim review of the councils preparations for
TFRS as partofour 2009-10 annualaudit. The councilhas adopted
detailed planning arangem ents and has created an IFRS W orking
G mup t© take forw ard preparations for ulladoption.

W e have continued to liaise w ith the finance team on issues relating
to the mn plem entation of IFRS as they arise. Th additon, w e w ill
address key IFRS accounting issues n our finance team w orkshop
arranged for1 M arch 2011.

W e w illw ork w ith the councils fnance team throughoutthe year
and m onior the W orking G roup s progress early In the audityear to
ensure that the Council rem ans on track t© m eet the fnal accounts
deadlne.
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Financial Position

The Scottdsh G ovemm entannounced the fnancial settlem ent for
Jcalauthortes for2011-12 in D ecem ber 2010. Argylland Butes
settlem ent for 2011-12 w illbe £220.059 m illion (£231 448 m illion
2010-11).

The midal reduction in the Councils budget settlem ent for 2011-12
was £11 389 m illion 4 9% ), which is significantly higher than the
national average of 2 59% . The Councils higher share of the cuts
reflects sgnificantvariation n findihg for tw o areas:
¢ the Special Islands Needs Albw ance (SINA) follow ing the
reclssification of Seil as an island w hich Jeads to a reduction
of £400,000
* Supportng peopl allow ance -a reduction of £5.6 m illion
due to an altemation in the distrbution process for this
allow ance by the Scottish G overmm ent.

A ater re-allbcation of govermm ent funding provided an additonal
£1 3 m ilion i fundng t© the Council, gving a alreduction for
2011412 of £10 m illion.

The Councilhad already planned for expected budget reductions,
how ever the actual reductions for 2010-11 are significantly higher
than expectad . The Councilhasnow finalised its proposals to seta
balanced budget for2011-12, w ith the budgetapproved on 10
Febmary 2011.

Throughout2009-10 the Councilhas been analysing the inpactof
reductions in central govemm ent suppotrt, and perform ng scenario
plnnihg to determ e the likely in pacton is financialposiion.As
partof this, the Councilhas asked services to perform service
review s to dentify options if they had to operate on 15% less
budget. A key risk gohg forw ard is ensuring thatbudget savings
dentified are realized.

W ewilreview the Councils progress n m eeting its cost reduction
and efficiency in provem entplans.W e w illalso consider the
adequacy of the Councils fnancialm anagem entand budgetary
contmlprocedures.
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3 Govemance

3.1 Introduction

Comomte govemance is concemed w ih stuctures and processes
for decision-m aking, accountability, controland behaviburat the
upper kvels of the organisation . The council is responsible for
putthg in place anangem ents for the conductof its affairs, hcluding
com pliance w ith applicable guidance, ensuring the legality of
activites and transactions and m onioring the adequacy and
effectiveness of these arrangem ents in practice. The councils Audit
Comm itee should have a il I m oniorng these arangem ents.

The Code gives the audiora responsibility t© review and, w here
approprate, report findings on the councils comporate govemance
arangem ents as they rehte t©:

e the councils review of its system s of mtemal contro],
hcluding its reportng anangem ents

¢ the prevention and detection of fraud and inregularity

e standards of conduct, and anangem ents n r=lation t© the
prevention and detection of conuption

e the fnancialpositon of the Council.

3.2 Overall Approach

W e w ill assess the adequacy of the councils govemance
arrangem ents by:

e review hg the councils overall avangem ents In relation to
each of the above areas

e  review hg the extentof com pliance w ith the Code of Practice
for htemal Audit in LocalG ovemm ent

e evaluating the councils approach t© risk m anagem ent,
hcludinhg anangem ents t© address the key risks dentified In
this section of the auditpln.

3.3 Risk assessment and response
On the basis of ourprelin nary w ork to date, w e have dentified the

auditrisks outlned In section 3 4 n relation to the govemance
aspects of ouraudit:
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3.4 Key governance issues

Issue Response

National Fraud Initiative

The Natibnal Fraud hitative NFI) is a nationw de data m atthihg

exercise un pintly by Audit Scotlhnd and the AuditComm ission . W e have ollow ed up the Councils progress in processing NFI
The 2010-11 exerciee is now undem ay.The ok of extemalaudith M atches, and allthe relevantm atches have now been assigned.
NFIis to review the Councils procedures orm anaging the exercise

and the progress 11 pursiing potential fiauds highlghted by the data W € w illreporton the Councils perform ance I the NFIcyclke and
m atthing exercice. summ arise our findings n our hterin M anagem entReport.

T previous years w e have highlighted w eaknesses In the Councils
armangem ents orprocessing m atches, I particulr:

e The Council should priortise the review and processing of
the highest quality data m atthes and ensure these are
processed In a tim ely m anner

e Staff n rlevantdeparm ents should be assigned
resgoonsbility t review and process the NFIm atches

¢ The Council should consider subm ittng crediors data for the
nextNFI exercise -

e The key contact should review the required access to the NFI
system forthe 2010-11 exercise and ensure only approprate
staff have been given access.

W e are aw are the Councilare w orking to address these issues In the
2010-11 cycle.
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Contract management

htemal audit carried outa review of the PortAskalg redevelbpm ent

profctduring 2009-10, and a reportw as subm ited to the Audit W e w ill Iaise w th ntemalauditto update ourreview of this progct
Comm ittee In Septem ber 2009 highlighting the fndings. The proect I our2010-11 audit.

relates to redevelopm entof the hatbour and associated facilibes n

PortAskaig on the O ur findings w illbe reported in our hiterin M anagem entReport.

islnd of Ishy.

The reportm ade a num ber of recom m endations on contract

m anagem entand the approval process for capimlprofcts, the

m aprity ofwhich are addressed by the new G atew ay procedures
and the rok of the Councils AssetM anagem entBoard.

There are how ever a num ber of ongoing issuesw ih the prosct,
hcluding a digoute w ith Caledonian M acbrayne on the com patbility
of the ferry used for the Ishy-dira route.

Corporate Restructuring

The Council successilly com pleted a significant restucturng ofthe W e review ed the Council’s anangem ents for restucturing its
strategic m anagem ent team and service heads i 2009-10. This stategic m anagem ent team In our2009-10 audit. Asparcofour
nvolved replacing the our Stategic D frectors w ith three Executive  2010-11 audit, we w flreview the Councils anangem ents for

D frectors, and a resttucture of the services, w ih a realignm entof restucturing other parts of the organisation t© ensure itis n

services leading to the creation of 12 new services o replce the com plance w ih relevant legishtion and guidance.O urreview w ill
previous 15. also consider the costs of the schem e and w hether they offerbest

value o the Council

The next stage of the Councils resructuring is fom al consultation

w ith the ttades unions and em pbyee representatives on redundancy
forall other staffm em bers as part of its efforts t© reduce is budget
over the next three years. Durng 2010-11, the Council nvited staff to
apply forvolintary redundancy, although it is recognised that

com pulsory redundancies are lkely to be required follow ing the
finalisation of the 2011-12 budget.

W e w illapply Audit Scotlhnd s gudance note on severance as a
guide for com pletng this area ofw ork.

Internal Audit

W e have contihued o lbow up our recomm endations olow g our W €W ill continue t© m onior the Councils uture stategy Or ntemal
200607 review of the Councils htemal auditdepartm entagahst the auditand consider ongoing com pliance w ih the Code of Practice.
requirem ents The Code of Practice or htemal Audit in Local W e w illalo assess the extent to w hich the Councilm eets the
Govemm ent I the Unied Khgdom (the Code) issued by CIPFA . T requirem ents of CIPFA guidance on the ol of the Head of litemal

10
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addition, n our 2008-09 audit, w e recom m ended that the Council

Audit.

perfom a review of the future strategic direction of mtemalauditand

consider the bestw ay ofproviding the service.

T duine 2010, the Councilapponhted a head of htemalaudit' to lead
the mtemalaudit section, and this in plem ents one of the m ahn areas
ofprevibus non-com pliance w ih the Code.

The Council is currently underaking a bestvalue review of the
htemal auditdepartim entand expects to report the outcom es from
this review alngside its overall review of supportservices.

1
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4 Perfomm ance

4.1 Introduction

The LocalG ovemm entin Scotland Act2003 established BestValue
as a setutory requirem ent for all councils. The Actdefines Best
Value as tontinuous in provem ent in the perform ance of the
authorty s functions’. The obgctie of BestValue is to ensure that
councils deliver better and m ore regponsive public services by:

e  balknchg the qualiy of servicesw ith cost

e conthuously m proving the services provided

e behg accountablk and transparent, by lisening and
responding t the local comm unity

e achieving susahnable developm ent n how the council
operates

* ensuring equalopportunites in the delivery of services.

4.2 Audit Approach

Under the National Scrutiny Plan forLocal G ovemm ent2010-11,
Scotland s scrutiny agencies w ork together to develop a shared risk
assesan entand Assurance and In provem ent Plan AIP) foreach

councilarea. Durng 2009-10, w e follow ed up the progressm ade by
the council, both in addressing the in provem entagenda and aganst

specific areas of risk oruncerainty dentified by scrutiny partners.

12

Any furtherw ork on BestValue w illbe determ hed by the updated
risk assesan entand Assurance and In provem entPlan for2010-11,
due i Aprl2011.

4.3 Risk assessment and response

On the basis of ourprelin nary w ork t© date, w e have dentified the
auditrisks outlned In section 4 4 n relation to the govemance
aspects of ouraudit:
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4.4 Key performance issues

Issue

Response

Assurance and Improvement Plan (AIP)

The Council is required t© achieve bestvalue I is use of resources
and to have effective amangem ents in place to ensure itcan

dem onstrate how itdoes this. Ourrecentaudit found thatthe
council ism aking good progress in in plem enting its best value

In provem entpln.

The ATP, issued n June 2010, assessed the councilas low risk
overall buthighlighted w orkforce m anagem entand m anagem entof
the schools estate as arras ofhigherrisk .

W e w ill continue t© work w ith other scrutiny partmers through the
LocalArea Netw ork (LAN) to update the ATP which sets outa shared
risk assesan entof the councils anangem ents for achieving best
valie. The IAN will issue its revised ATP by 1 April 2011.

Schools Estate Strategy

T recentyears ourw ork has drawn the Councils attention to the
relatively poor occupancy rates in the Councils schools and the
significantbacklog ofm antenance in the schools estate (estin ated
at£25 m illion). The Councilhas regponded w ith an underaking to
review its schoolestate and develp a stategic plan for addressing
key areas of concem. The Council htends to bring forw ard options
to address issues relevant o the schoolestate 1n the near future.

Aspartof the Councils Assurance and In provem entPlan (agreed

w ith all scrutiny agencies), w e w illm onitor the Councils progress n
In plem entihg this key policy comm im entas partofour2010-11
perfom ance auditw ork.

13
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Single Outcome Agreement

Sihgl O utcom e Agreem ents (SO As) are still a relhtively new

m echanim foraligning public sector activity t© national priorites
and the Accounts Comm ission hasno mm ediate plans t© audit their
delivery . H ow ever, the SRA and BV2 processes draw upon evidence
contained w ithin SO As n oxder to consider outtom esm ore w dely,
as pknning forand m anaging the delivery of outcom es should be
central o all aspects of the council’s activity .

Successfiildelivery of SO As depends on the degree to which they
are suppored by effective planning, budgeting and perform ance
m anagem entanangem ents at service-lkevel, w ithin councils and
across partner agencies.

T view of the significance of the SO A, during 2010-11,we w ill
review the Councils approach to developing govemance and
accountability arangem ents to support SO As. T particular, w e w ill
review how effectively the council Iinks high-lkevel SO A outcom es
and m ore detailed service-level outcom es, outputs and activities,
both w ithin the counciland across com m uniy plnning parmners.
The SO A should be supported by robustperformm ance m anagem ent
and reportng arangem ents, w hich mclide the ok of the Audit
Comm itee.

Aspartofourw ork on Statutory Perform ance hdicators, we w ill
also review the Councils apprmach t© public perform ance reportng
on progress tow ards achieving SO A obgctves.

Statutory Performance Indicators (SPIs)
The SPIdirection for2010-11 contihues to ncorporate tw o m an
requirem ents:

¢ thatcouncils reporta range of sufficient nfom ation to

W ew illreview the Councils anangem ents form eeting SPI reportng
requirem ents. Specifically, w e w ill considerw hether the range of
perform ance nfom ation reported bcally is sufficient to dem onstrate
w hether the Council is achieving BestValue. W e w illalso consider

2¢ obey

dem onstrate bestvalie n relation to compormate m anagem ent (SP1y; hether anangem ents are n place to ensure the reliabiliy and

1);and

e thatcouncils reporta range of infom ation sufficientto
dem onstrate best value in relation to service perform ance (SPI
2).

T reporting aganst SPIs 1 and 2, the Councilw illbe required t©
reportperform ance against 25 ndicators specifically defined by the
Accounts Comm ission.

The Councilhas also taken the opporunity to develop and reporton

bcally determ hed ndicators thatreflecthow the Council is
perform ng asawhole.

accuracy of the nfom ation t© be reported.

Improving public sector purchasing
T M arch 2006, the Scottish Executive published the Review of
Public Procurem ent in Scotland by Jbhn M cC kllbnd. The report

W ewilfollow up the Councils progress n in plem entihg Audit
Scotland s recom m endations. Th particular, we w ill ook atwhat
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estim ated that £740 m illion savings over the three years to 2008/09 action has been t@ken in regoonse to the Audit Scotland report, and
could have been m ade if public bodies significantly in proved how others, and assess w hatdifference this hasm ade to the Council.
they purchased goods and service. The reportm ade a range of

recom m endations ain ed at raising purchasihng standards and m aking

savings w hile also m antahihg high quality services.

T July 2009, Audit Scotland produced a reporton the

In plem entation of the Public Procurem entReform Programm e,

w hich the Scottsh Executive launched in response to the M oCllland
Report. In proving public sector purchasing notes that there w as no
system atic basis for reporting procurem ent savings. There w ere also
w e varations across public bodies in the quality of purchasing
data and practice. BestPractice Idicators BPIs) w ere notin use
across allpublic bodies.

Impact of National Performance Audit Reports

Aspartof the devebpm entof pint scrutiny and shared risk Wewilreview the progress that the Councilhasm ade n

assesan ents, Audit Scotland s national auditw otk w ill ncreasingly be In plem enting recom m endations from natonal reports. W here

nhfom ed by bcalrisk assesan ents, w ith future sudies programm es necessary, w e w ill reporton any w eaknesses In our final audit report.
being m ore regponsive to mfom ation and htelligence generated

through Ibcalauditw ork. To m axin ise the im pactof the national

auditw ork programm e, w e are required to folbw up national reports

affecting the Council 3 and 12 m onths folow g publication .

e obed
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5 Grants

5.1 Introduction I orderto gah sufficientassurance o supportouropivn on each
W e w illaudit the grant clain s notified t© us by the councilat the grntchin , we are required t© cany outreview s of:
startof the audit, and authorised forauditby AuditScotland, w hich
cunently are: ¢ the councils anangem ents for the preparation of each clam
subm ited foraudit
* houshg and council tax benefit subsidy * Mntemalauditto detem he the extentof reliance w e can
¢ education m antenance allow ances plce on it for the pumoses of ouraudic
* crim lhal jistice socialw ork services grant e the effectiveness of the ntemal control fram ew ok forkey
e non-dom estc rates. fnancil system s relevant to each grantchin

e them aterality ofbalnces and transactions in pacting on
each grantchin

e the key risks relevant to the preparation and auditofeach

5.2 Overall approach

Audit Scotland issue gudance t© audiors on the auditofgrant grantchin .

clin s authorised forauditin agreem entw ith the Scottish

G overnm ent. Audit Scotlnd s guidance detem hes the extentof Any additonal grant claim s subm itted forauditw illbe audited n
audit testihg required foreach specific grantchin . agreem entw ih AuditScotland and subictto addibonal fee

anangem ents n negotiation w ith the council.

17
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6 Logistacs

6.1 Timetables and milestones The auditprocess is underpnned by effective proctm anagem ent
T accordance w ith the schedule h Appendix A, the folow ing to ensure thatw e co-ordhate and apply our resources efficiently to
proposad tin eteble and deadlines have been set: m eetyourdeadlnes. It is therefore essential thatw e w ork closely

w ih yourteam to achieve this tin e@ble.

AuditArea Fieldw ork Tin etable

Plnning dnuary /February 2011
hterm Audit M arch 2011
e FhancilSystem s
e Govemance
htemational Fhancial Reportng Standards March 2011
¢ Review of the IFRS Shadow
Accounts
Perfom ance Apri/May 2011
e Area Inprovem entPlan
e  Statutory Perform ance dicators

Fhancil Statem ents Audi dily/August 2011

W hole ofGovemm ent Accounts August2011

Education M antenance Alow ance G rant dily 2011

H ousing Benefitand Council Tax Benefit August/Septem ber 2011
Subsidy Audit

Non Dom estic Rates Audit dnuary 2012

18
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6.2 Fees

O ur fees are cakulated in accordance w ith the guiddance issued by
Audit Scotlhnd fordeterm nhg the fee level for ocal govemm ent
bodies. The fee isbased on ourprofessional assesam entof the level
ofauditrisk associated w ith a particularbody . Audit Scotland
requires that the agreed fee for the auditis setw ithin the Iin s of
the ndicative fee range. Placem entw ihin the range depends on the
levelofw ork w e considernecessary to perform the audiand is
hfluenced by the num berand level ofrisks fachg the Council. Th
additon t© the fee for the audit, Audit Scotland charges a fixed
central overhead fee to m eet its central unnng costs.

T recognition of the significant financial challenge facing bcal
authorties, w e are proposing a decrease n our 2010-11 audit fee of
£3,000 15% ) on the 2009-10 fee level. O ur fee kevelhas been setto
reflect the efficiencies gained from the 5th year of ouraudic
appointm ent, offsetby the additonalw ork required to auditthe
Councilsm ove to IFRS com pliantaccounts.

T additon, the fixed charge has been reduced by £12,700 (13 5% ),
giving a proposed audit fee forthe year of £286,500, a reduction of
£15,700 (5% ) on the 2009-10 kvels.

Current Prior % Change

period period

£ actualfees

£
hdicative Fee 201,400 197,900 1.8%
GrantThomton UK LILP fee 205,000 208,000 15%)
Audit Scotland Fixed 81,500 94,200 (135%)

Charge

Total 286,500 302,200 652%)

W e have proposed this fee on the basis that:

e TFRS restated 2009-10 accounts are presented to usby 31st
M arch 2011 forour review

s dmaft satutory accounts are presented t© us by 30th dune
2011 foraudit, subectonly t© muthne auditadjism ents

e supportng schedules forall figures n the accounts are
supplied by the agreed dates

* a tralbalnce togetherw ith reconciled controlaccounts
are presented to usby 4th duly 2011

e your saff are avaibbl t© help us bcate nform ation and to
provide explnations

¢ alldeadlnes agreed w ith us are m et.

O ur ability to deliver to the agreed tim etable and fee w ill depend
upon this. If there are any variances to the above plan, we w ill
discuss them w ith you and agree any additional fees before costs are
hcuned, whereverpossible.

19
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6.3 Engagement team
O urengagem ent team for the auditw ill nclude:

Nam e Role Contactdetails
Gary Devln Engagem ent T:0131 659 8554
Parther E: gary devln@ uk gtcom
Stephen Valkely AuditM anager T:0141 223 0759
E:
stephen vallely/@ uk gtcom
G race Scanln Perform ance T:0131 659 8526
M anager E: grace scanlin@ uk gtcom
Terence Brown SenrAudiors E:
Clhie O am terence brow n@ uk gtcom
Loren Arthur E:chire oram @ uk gtcoom
Iucy Naylor E: bren arthur@ uk gtcom
E: ucynaybrd uk gtcom
Paul Spinks TechnicalM anager T:0113 200 2554
E:paulspinks@ uk gtoom
RaulRodriguez AssisantM anager T:0131 659 8534
IT Audit E:

rau Lrodriguez@ uk gtoom

The core auditteam w illcallon other specialistand support saff, as
necessary, during the course of the audit.

Ifatany tin e you w ish t© discuss how our servicesm ay be

m proved or if you are n any w ay dissatisfied w ith the audit service
you are receiving please contact Sarah H ow ard, ourNational H ead
of G ovemm entAudit Services (sarah how ard@ uk gtcom , 0113 200
2530).

20
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7 The an all prnt

Engagement terms

The purpose of thism em orandum is to highlight the
key elem ents In the proposed stategy for the auditof
Argylland Bute Council for the yearended 31stM arch
2011.

The docum entis alo used t© reportto m anagem ent n
order to m eet the m andatory requirem ents of
Thtemational Standard on Auditng (UK and Treland)
260.

Ethical standards

W e have in plem ented policies and procedures to

m eet the requirem ents of the Code of Audit Practce
and Auditng Practices Board s Ethical Standards.

Roles and responsibilities

T plnning ourw ork, w e have due regard to the
Statem ent of Regponsibilites issued by Audit Scotland,
w hich sets out the regpective roles and regponsibilides
of the counciland its audiors.

As Section 95 O fficer , the Head of Strategic Fhhance is
regponsible or the preparation of the financial

statem ents which show a tue and farview of the
councils affatrs and form aking avaibbl t© us all the
hform ation and explnations w e considernecessary.

The Head of Strategic Finance is also resgponsible for
putthg proper anrangem ents n place t© ensure that
public busihess is conducted In accordance w ith the
law and proper standards, public m oney is
safeguarded and properly accounted for, and ensuring
that econom y, efficiency, effectiveness and BestValue
are achieved In use of resources.

Communication of adverse or unexpected
findings

W e w illcomm unicate any adverse or unexpected
findings affecting the auditon a tim ely basis w ith
those charged w ith govemance, currently the Council
and the Scruthy Comm itee.

The actual orpotential resolution of sgnificantaudit
and accounting issues w illbe discussed and agreed
w ith m anagem entand docum ented for the Scrutiny
Comm ittee s consideration.

Audit quality assurance

G rant Thomton s govemm entauditpractce is
currently m oniored by Audit Scotland. W e also
com ply w ith GrantThomton s intemal qualiy
standards and the firm is hspected by the Audit
Thspection Unit, an am of the Fhancial Reportng
Councilw hich has responsibility orm oniorng the
firm s public hterestauditengagem ents. The audic
practice is also m oniored by the Q ualty Assurance
D Irectorate of the TTAEW .G rantThomton UK ILP alo
conducts ntemal quality review s of engagem ents.

W e would be happy to discuss further the fim s
apprach to quality assurance.

Independence and robustness
To m alntan our ndependence as audiors w e ensure
that:

¢ GrmantThomton, is parmers and the audic

team have no fam ily, fnancial,
em plym ent, nvestm entorbushess
rehtionshb w ith the Council

¢ any non-audit fees do notrepresentan
Thappropriate proportion of otal fee
ncom e for either the fim , office or
ndividual partner.

Atall tim es during the audi, we w illm antah a
robustly hdependentposition n resgpectofkey
Jidgem ent areas.

Audit and non-audit services
Tn accordance w ith best practice, w e analyse our fees
belw :

2009-10 AuditFees £
inclVAT
GrantThomton UK LLP 208,000
Audit Scotland fixed charge 94,200
302,200

W e have notcharged any non-audit fees durng the
year

Communication with those charged with

Governance
Comm unication w ith those charged w ith govemance

ISAUK 260 requires communication of:
relationships that have a bearing on the independence of the audit firm and the
integrity and objectivity of the engagement team

nature and scope of the audit wok
the form of reports expected
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isan essential elem entof the audit. W e w ill discuss
w ith m anagem entand the Scrutiny Comm itee the
scope of ourw ork 1n advance.W e propose thatw e
m eetw ih them olow ing the conclusion ofour
procedures I order to com m unicate the m atters
arising.
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A Key Outputs and D eadlnes

AuditReports To be issued to M anagem ent Presented to Audit
M anagem ent response Com m ittee

AuditPlanning

AuditApproach M em orandum 11th Febmary 2011 18 Febrmary 2011 March 2011

Financial Statem ents

Reporton the IFRS 2009-10 Restated Accounts 29 April 2011 13 May 2011 duine 2011

Reporton 2010-11 fnancil statem ents audit (ISA260) 22nd August 2011 29th August 2011 Septem ber 2011

Governance

Thterim M anagem entReport 27th May 2011 10th dune 2011 dune 2011

OverallAudit

FhalReportto M em bers and Accounts Comm ission for 7th O ctober 2011 28th O ctober 2011 D ecem ber 2011

Scotland

OtherOutputs

To be issued

Perform ance audit

Response t© national studies

Assurance and Im provem ent Plan

In proving Public Sector Purchasihg Folbw Up Report

August2011
1stApril2011
30th August2011

Grantclaim audits

Non Dom estic Rates lhcom e Retum
Education M antenance allow ance

Crim naldustice SocalW ork grant

H ousihg benefitand council tax benefit

25th February 2011
31lstduly 2011

30th Septem ber 2011
30th Novem ber 2011
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B Mtemal Audic

Introduction

Auditng sendards require htemaland extemal auditors to w ork
cbsely together to m ake optin aluse of avaikbbl audit resources.

W e seek o rely on the work of intemal auditw herever possible and
as partof ourplnning process, w e carry outan annualassesan ent
of the mtemal audit function .

The Counciloperates w ith a am all ntemal audit section w hich has
undergone a period of significant change n recentyears. W e w ill
review the work of ntemalauditto determ he the extentof reliance
w e can place on it for the pumoses of our audit. This avoids
unnecessary dup lication ofauditw ork, and m Inin ises any
dismuption to the Council caused by the auditprocess.
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