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30 June 2014
David Robertson

Head of Corporate Finance
The Hightand Council
Council Headquarters
Glenurquhart Road
INVERNESS

IV3 5NX

Dear David
Highland Council 2013/14 - Review of main financial systems

Audit Scotland’s Code of Audit Practice requires us to assess the systems of internal control put in place by
management. [n accordance with ISA 330, paragraphs 14 and 15, our audit judgements are based on current
year testing of controls and, where appropriate, prior year resuits. In carrying out this work, we seek to gain
assurance that the Council:

" has systems for recording and processing transactions which provide a sound basis for the preparation of
financial statements and the effective management of its assets and interests

" has systems of internai control which provide an adequate means of preventing or detscting material
misstatement, error, fraud or corruption

= complies with established policies, procedures, laws and regulations

Auditing standards require internal and external auditors to work closely together o make optimal use of
avaitable audit resources. We seek to rely on the work of internal audit wherever possible. As part of our
2013/14 audit we undertook a review of internal audit and concluded that it generally operates in accordance
with the Public Sector Internal Audit Standards. A programme of internal and external quality reviews is being
putin place. There is also a perceived threat to Internal Audit's independence with the Head of Internal Audit &
Risk Management acting as a bank signatory.

The following table summarises the key systems that were tested during 2013/14 including those where we
planned to place formal reliance on internal audit's work:

Proposed reliance on Internal Audit

Key System External audit coverage work

Generai ledger v

Payroll v _

Trade payables v v
Trade receivables v

Cash and cash equivalents v v
Non domestic rates v

Council tax v

Housing rents v

Housing benefits v v
Treasury management . v

Providing services to the Auditor General for Scotland and the Accounts Commission




In our 2012/13 Annual Report we highlighted concerns regarding the robustness of controls covering the capital
accounting system. The Council plan to introduce a new financial management system in April 2615 which will
include a capital accounting module to replace the existing spreadsheet asset registers. We are therefore as
yet unable to rely on the controls system for capital accounting in 2013/14. We will therefore undertake
targeted testing on capital accounting entries in the financial statements at the year end. Our findings from this
review will be incorporated in our annual report on the audit.

Our 2013/14 Annual Audit Plan detailed three areas of internal audit work as highlighted above where we
planned to place reliance for our financial systems assurances. These audits are currently being completed by
internal audit. Internal audit has also undertaken work to support the Head of Internal Audit & Risk
Management's opinion on the adequacy and effectiveness of the Council's key financial systems and
governance arrangements. We will review internal audit's work in these areas and report our findings in our
annual report on the audit.

Overall Audit Findings

Our overall assessment is that the key controls within the Council's main financial systems are operating
satisfactorily. Where controls have not been tested or where the evidence of a control's effective operation
does not exist, we adjust our planned coverage of the financial statements to obtain sufficient evidence that
they are free of material misstatement.

A summary of those areas where identified risk exposure requires management consideration is included in
Appendix A to this management letter. The issues identified in preparing this management letter are only those
which have come to our attention during the course of our normal audit work and are not necessarily all of the
weaknesses which may exist. Although we have reported a number of areas for improvement, we should
highlight that it is the members and officers of the Council who are responsible for the management and
governance of the organisation. We would stress, however, that an effective system of internal control is an
essential part of the efficient management of any organisation,

Acknowledgements

The factual content of the enclosed action plan has been agreed in discussion with the appropriate officers.
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Please do not hesitate to contact me if you have any queries,

Yours sinceraly

Neil O’Connor
Acting Senior Audit Manager
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