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Dear Members of the Audit and Scrutiny Committee

External audit plan for the financial year ended 31 March 2017

Please find enclosed our annual external audit plan addressed to those charged with governance for the financial year
ended 31 March 2017. We are delighted to have been appointed as your external auditors and look forward to
working with you to ensure you get maximum value from our audit work. We will be pragmatic and actively engage
with you throughout the year in an open and transparent manner ensuring you benefit from our wider insights and
observations.

Our plan sets out how we fully discharge our responsibilities as set out in the Audit Scotland Code of Audit Practice
2016, as well as requirements set out in International Standards of Auditing (ISA’s) (UK and Ireland).

In particular, our approach delivers:

* A robust challenge of your judgements and key aspects of your financial statements, in particular related to the
significant audit risks and other audit risks we have highlighted in our plan.

* An understanding of the Council’s strategic vision and objectives. We will pro-actively engage throughout the year
with you and your team.

* A focus on your risks across the spectrum of: financial management; financial sustainability; governance and
transparency and value for money. (our wider scope responsibilities)

* A risk based approach to Best Value, aligned to understanding your arrangements across each Best Value
characteristic over our 5 year appointment, while working closely with Audit Scotland to support wider
performance audit repotts.

* A clear and concise annual report addressed to the Controller of Audit and those charged with governance,
reporting the outcome of our work during the year and reflecting our key judgements and conclusions over your
arrangements as relevant to our audit role.

I look forward to working with you over the course of our appointment and discussing this draft plan with you on
the 2°d March 2017.

Joanne Brown, Engagement Leader

Director, Public Sector Assurance
For Grant Thornton UK LLP

Chartered Accountants

Grant Thornton UK LLP is a limited liability partnership registered in England and Wales: No.OC307742. Registered office: Grant Thornton House, Melton Street, Euston Square, London NW1 2EP.
Alist of members is available from our registered office. Grant Thornton UK LLP is authorised and regulated by the Financial Conduct Authority.

Grant Thornton UK LLP is a member firm of Grant Thornton International Ltd (GTIL). GTIL and the member firms are not a worldwide partnership. Services are delivered by the member firms.

GTIL and its member firms are not agents of, and do not obligate, one another and are not liable for one another's acts or omissions. Please see www.grant-thornton.co.uk for further details.
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1. Our approach at a glance

Our approach fully complies with the Audit Scotland Code of Audit Practice and is based on our ethos of upfront, eatly
engagement and pragmatic advice and support. Key elements are:

Planning Focused early work

We will build up good relationships with your team and
produce a high level communications plan (Appendix B)
We consider key aspects of Highland Council, your
strategic goals and risks, and implications of wider sector
developments. We also participate in the Local Area
Network, with other scrutiny partners, to develop a local
scrutiny plan.

We will determine audit materiality (Section 3)
We will identify key audit risks and judgements (Section 3)

We will build an understanding of your approach to Best
Value and identify “wider scope” risks (Section 4)

We will discuss and agree this Audit Plan at the Audit and
Scrutiny Committee on 2™ March 2017.

Reporting & debrief

Our annual report sets out key audit and accounting issues
and how those have been resolved.

The report will provide commentary on the Council’s
systems and control. We will make clear judgements on
the Council’s arrangements for Best Value, including
improvement opportunities, based on our assessment of
risk.

We will present the Annual Report to those charged with
governance.

We will sign the accounts and opinion in advance of the
deadline (end September 2017).

We will hold a debrief meeting with the senior finance
team, and a client service review will be carried out, with
feedback from you shared across our team.

Our audit
approach

We will conduct a high level review of your key financial
systems and controls to inform our audit approach.

We will assess the I'T control environment and assess the
implications on our audit work of any issues identified.

We will conduct early substantive work on key areas of
audit risk

We will liaise with your internal auditors, review their
outputs and assess the impact on our work.

We will discuss and agree any emerging issues with the
Finance Team before the preparation of the annual
accounts.

We will review the four wider scope impact areas (financial
sustainability, financial management, value for money and
governance & transparency) relevant to our identified risks
and discuss emerging findings with management.

Financial Statements visit

We focus our work on key risk areas and material balances
within the financial statements, with on-site manager and
Engagement Lead review.

We use technology to support audit efficiency and insight

Audit issues and potential adjustments will be discussed and
cleared as they arise.

Our work will be carried out by a team with relevant
experience and knowledge of Scottish local government.

We will hold a clearance meeting with council officers to
discuss audit issues and agree the treatment of any
unadjusted differences.

© 2017 Grant Thornton UK LLP. All rights reserved.




2. Developing our understanding: sector

context

In planning our audit we consider the key developments in the sector and the potential impact on the Council. We also take
account of national audit requirements as set out in the Code of Audit Practice and supplementary planning guidance and
alongside Local Government and cross-sectoral reports, including national performance reports from Audit Scotland.

We will use progress repozts to keep you informed about key developments in the sector throughout our appointment.

Sector risks

Local Government
funding settlement

Local Government
elections in May 2017

Impact on the Council

announced in December 2016 has resulted in an
estimated reduction in core funding of £10.86 million,
or 2.47%.

—> The updated funding gap for 2017-18 presented within

budget papers is £20.344 million, but additional council
tax income and other identified savings reduces the in-

year gap to £10.41 million.

The settlement continues to be for one year only,
meaning that the Council’s 3 year longer term saving
proposals and planning framework continues to rely on
estimates and scenario planning.

—— Political consensus about key priorities for the Council

will be critical to ensure that service performance and
the delivery of savings plans continue to be delivered.

— Training and support will be important for members,

particulatly any newly elected members, or those new
to roles. Officer support is essential to ensure that the
same level of training, development and support in key
areas is available for independent members, as well as

those aligned to an established party.

© 2017 Grant Thornton UK LLP. All rights reserved.

— The local government financial settlement 2016-17 —

—_—

Our response

In common with other councils in
Scotland, = we  regard  financial
sustainability as a significant risk to
Highland Council. We will review the
Council’s longer term financial plans as
part of our “wider scope” work outlined
on page 13.

Audit Scotland produce an annual
financial overview of the sector (most
recently in November 2016) which we
will draw upon in conducting and
reporting our work.

We can offer training and support for
elected members, particularly members
of the audit and scrutiny committee, on
the role of the committee and local
government finances.

We will follow up Audit Scotland’s
updated report on the roles and
working  relationships in  councils
(published in November 2016).



Sector context continued

Sector risks

Impact of Brexit

Impact on the Council

successful transition will be dependent on knowing
where potential challenges face the Council, and
ensuring that sound financial and risk management
processes ate in place to respond.

— The uncertainty means that financial plans need regular

review to reflect emerging developments or

clarifications.

The integration of
Health and Social Care

The City Deal

— The Highland Partnership has adopted a lead agency

model to health and social care, the only Council in
Scotland to choose this route.

Council officers and elected members should continue
to focus on improving the public experience around
health and social care. This may include working with
partners to simplify the patient pathway and innovating
to address the needs of an ageing population. The role
of clected members and scrutiny of the new
arrangements may continue to develop and change.

— The £315 million Inverness and Highland City Region

Deal was formally signed in January 2017, setting out
areas where the Scottish and UK Governments will
commit additional investment to deliver a step change
in digital connectivity, digital healthcare, skills,
innovation and infrastructure.

© 2017 Grant Thornton UK LLP. All rights reserved.

— As details of the plan for Brexit begin to emerge, a —»

—

Our response

Financial sustainability will remain a
significant risk for all councils. As part
of our work on the Council’s financial
planning arrangements (set out on page
13) we will work with the Council to
provide challenge on risks and guidance
on developments.

Effective financial management will
include scenatio planning based on key
assumptions, such as the impact of
inflation, and testing  key
suppliers.

stress

— We will use the first year of our

appointment to review governance
arrangements, and provide guidance
on assurance and scrutiny processes.

— We will follow up Audit Scotland’s

—_—

report, Social Work in Scotland

(September 2016).

We will review the Council’s approach
to monitoring and reporting on
economic and social outcomes as a

result of the City Deal.



3. Our financial statements audit

Our audit is risk based and undertaken in accordance with
International Standards of Auditing ("ISA (UK&I") and
Audit Scotland Code of Practice 2016.

Our audit will seek to understand your internal control
environment, including policies and procedures, segregation
of duties and budgeting and financial reporting
arrangements. We will use our interim audit to review and
understand key controls, including journal entries and
operating expenditure. We will use our progress repotts to
ensure that the Committee is kept up to date with key
financial reporting developments (refer to Appendix D) and
the impact on the Council’s arrangements.

As set out in ISA (UK&I) 610 'using the work of internal
auditors' we are prohibited from using internal audit to
provide direct assistance to the audit, therefore we design
our approach to internal audit to ensure compliance with
these requirements.

The performance and internal audit teams have been
brought together in the year. We have reviewed the internal
audit plan for 2016-17 and completed a high level review of
arrangements during our early visit in January 2017,
including the work on key financial systems to date.
Internal audit has a team of 3 qualified auditors (2.8 FTE), 3
assistant auditors (2.4 FTE) plus a trainee and 2 fraud team
members, delivering 1,150 audit days, of which 490 related
to key financial systems in 2016-17.

We will continue to review reports finalised during the year
and meet with the team to discuss their work including their
understanding of the control environment and potential
fraud risks. Should internal audit identify specific material
deficiencies in the control environment during the year we
will consider the impact of this on our planned audit
approach adjusting our work where appropriate.

We will liaise with internal audit in respect of our risk
assessment, minimising any risk of duplication or
inefficiency. However, we do not intend to take specific
reliance on the work performed in the period.

© 2017 Grant Thornton UK LLP. All rights reserved

Our objective is robust, quality driven external audit which
adds value to you. Our team works to the highest level of
professional standards in delivering their work. Specifically
we would highlight:

* professional scepticism will be applied throughout the
audit, in patticular in respect of significant or key
judgements.

* we will provide robust challenge to council officers based
on our significant Public Sector experience, including
wider local government experience (Scotland and UK)

*  We will seek to really understand your culture and ethics
as well as the Council’s strategic priorities, risks and
challenges and how you operate on a day to day basis.
This will mean our approach is tailored to you, risk based
and provides greater impact.

* we will involve necessary specialists to suppott us in our
audit work, for example valuation and PFI experts
(auditor experts)

* we will use IDEA, our data analytical software to
effectively and efficiently test your balances and
transactions during the year including for example
journals

We are responsible for delivering against a range of other
core work including:

- certifying all grant claims submitted by the Council that
have been approved for certification by Audit Scotland.

- participate in shared risk assessment (SRA) processes
leading to the publication of a local scrutiny plan

- Report on the results of follow up on the Council's
progress in  implementing existing  best
improvement plans

value

- Set out a five year plan for auditing best value.

- Review the procedures and processes in place around
Statutory Performance Indicators
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Materiality

We are required to audit the financial statements and to give an
opinion as to whether they:

give a true and fair view of the financial position of the
Council and its group and of the expenditure and income for
the period 1 April 2016 to 31 March 2017

have been propetly prepared in accordance with IFRSs as
adopted by the European Union, as interpreted and adapted
by the 2016-17 Code of Practice on Local Authority
Accounting in the UK; and

have been prepared in accordance with the requirements of
the Local Government (Scotland) Act 1973, the Local
Authority Accounts (Scotland) Regulations 2014, applicable

accounting standards and other reporting requirements

In performing our audit, we apply the concept of materiality,
following the requirements of International Standard on
Auditing (UK & Ireland) (ISA) 320: Materiality in planning
and performing an audit.

The standard states that 'misstatements, including omissions,
are considered to be material if they, individually or in the
ageregate, could reasonably be expected to influence the
economic decisions of users taken on the basis of the financial
statements'.

As is usual in public sector entities, we have determined
materiality for the financial statements as a percentage of
gross revenue expenditure of the Council. Using audited 2015-
16 figures we have calculated our preliminary planning
materiality as /7.82 million (1% of gross expenditure).

It is normal practice for us to reconsider our materiality levels
when final accounts are available for audit. We will report any
changes in our materiality threshold to you within our Annual
Report to those charged with governance.

Performance materiality is set at £5.08 million and is calculated
based on 65% of materiality, and represents the amount set
for the financial statements as a whole to reduce the
probability that the aggregate of uncorrected and undetected
misstatements exceed matetiality.

© 2017 Grant Thornton UK LLP. All rights reserved.

Under ISA 540, auditors set an amount below which
misstatements would be cleatly trivial and would not need to
reported to those charged with
governance because we would not expect that the
accumulation of such amounts would have a material effect
on the financial statements. We have defined the amount

be accumulated or

below which misstatements would be cleatly trivial to be
£0.078 million, based on 1% of materiality.

We may, however, report to you any adjustments identified
through our audit work below these thresholds where we
consider them to be material by nature.

Group Accounts Materiality

The Council prepares group accounts, incorporating High
Life Highland, Inverness Common Good and Nairn
Common Good Fund as wholly owned subsidiaries and
interest in associates being Highland and Western Isles
Valuation Joint Board and Highlands and Islands Transport
Partnership. We will directly audit the Inverness Common
Good, Nairn Common Good Fund, Highland and Western
Isles Valuation Joint Board and Highland and Islands
Transport Partnership, and will communicate directly with
the High Life Highland auditors.

We are currently in discussions with the Council about the
requirement for group accounts on a materiality basis.
Should these be required, our materiality for group accounts
has been calculated at £7.92 million (1% of gross
expenditure), with performance materiality of /5.15m and
clearly trivial level set at £0.079 million, based on 1% of
materiality.




Significant audit risks

There are two presumed significant risks which are applicable to all audits under ISA (UK&I) 315 and these are outlined below,
alongside any other significant risks we have identified as part of our planning work.

Significant Description of risk Work planned
Risk
1 Management Under ISA (UK&I) 240 there is a presumed risk that the We will:
override of risk of management over-ride of controls is present in *+ Complete walkthroughs of the controls and procedures in
controls all entities (fraud risk) place around journal entries

* Review the key accounting estimates, judgements and
decisions made by council officers with a key focus on the
overall position.

e Test journal entries with a focus on unusual posting
sources, times or amounts identified using our IDEA data
analysis software

* Review unusual and/or significant transactions including
those with related parties.

e Consider the sensitivity of the financial statements with
respect to achieving financial balance

2  Therevenue Under ISA 240 (UK&I) there is a presumed risk that We will for service income:
cycle includes revenue may be misstated due to the improper ¢ Complete walkthrough of the controls and procedures in

fraudulent recognition of revenue.
transactions

This presumption can be rebutted
concludes that there is no risk of material misstatement
due to fraud relating to revenue recognition. The
Council’s service income in 2015/16 was £220 million,
with a further £613 million of taxation and grant income
in addition. We do not believe it is appropriate to rebut
the revenue recognition risk, but will

if the auditor

place around invoicing and sales ledger

» Agree other revenue to cash receipts in the year / post
period end to gain comfort over validity of these
transactions through sample testing

e Perform cut off testing to gain comfort around the
completeness and accuracy of recognised income

» Consider the recoverability of outstanding debtor balances

rebut the at year end.

significant risk around Government grant funding given

the nature of this income stream.

Type of income £m risk

Taxation and non specific grant income

Revenue support grant

Council tax income
Non-Domestic rates

Capital grants and contributions
Total

Service Income

© 2017 Grant Thornton UK LLP. All rights reserved.

331.3
104.4
127.6

49.5
612.8

219.7

Significant risks often relate to significant non-routine
transactions and judgmental matters. Non-routine transactions
are transactions that are unusual, either due to size or nature,
and that therefore occur infrequently. Judgmental matters may

include the development of accounting estimates for which there is

significant measurement uncertainty
(ISA (UK&I) 315).
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Significant audit risks (continued)

Significant Description of risk
Risk

3 Valuation of The Council hold £1,955 million of property assets with
property property, plant and equipment. The valuation of these
assets properties is inherently judgemental and are by nature

a significant estimate based on both management
assumptions and key inputs provided by valuation
specialists. There is a risk that the balance in the
financial statements is thus materially misstated

© 2017 Grant Thornton UK LLP. All rights reserved.

Work planned

We will:

Complete walkthrough of the controls and procedures in
place around the valuation process.

Review the revaluation performed in the year, including an
assessment of the credentials of the valuer.

Consider any indicators of material movements in those
assets which have not been revalued in the year.

Test a sample of revalued assets to ensure that the
adjustments have been correctly processed.

Engage our property specialists to review and challenge
the assumptions and methodology adopted by the
Council's valuers.

10



Other relevant audit risks identified as
part of our planning work

As part of our planning work we identified other potential risks of material misstatement where the likelihood of material

misstatement can not be reduced to remote, without gaining an understanding of the associated control environment, along with
the performance of an appropriate level of substantive work. The risk of misstatement is lower than that for a significant risk

for example these areas are not considered to be ateas that are highly judgemental, or unusual in relation to the day to day

activities of the Council.

Area Description of risk

Completeness of
operating
expenditure

or not recorded in the correct period due to the
volume of transactions within the Council
across a variety of locations.

Completeness of
accruals.

Completeness of employee
employee

remuneration
expenditure Staff costs account for 40% of total Council
spend, a notable proportion of the Council
budget. The nature of employee remuneration
includes a large number of transactions and

numerous control activities to ensure accuracy.

© 2017 Grant Thornton UK LLP. All rights reserved.

Work planned

Operating expenses/Creditors are understated We will

Complete walkthrough of the controls and procedures around
purchase ordering, procurement and general payment and recording
of expenditure

Reconcile creditors ledger to the general ledger and financial
statements

Perform cut-off testing on pre-year end and post year end
transactions to gain comfort around the completeness and accuracy
of recognised expenditure

remuneration We will

Perform an analytical review against expectations and investigate
significant movements in employee remuneration expenditure
Perform substantive testing of employee remuneration accruals at the
year end

Perform substantive testing to agree staff members to the e-payroll
system and re-calculate employer costs.

The anditor should evaluate the design and determine the

implementation of the entity's controls, including relevant

control activities, over those risks for which, in the auditor's

Judgment, it is not possible or practicable to reduce the

risks of material misstatement at the assertion level to an
acceptably low level with andit evidence obtained only from

substantive procedures

(ISA (UK&I) 315).

11



4. Wider scope and the delivery of best

value

The Accounts Commission agreed the overall framework for a new approach to auditing Best Value in June 2016. A key
feature of the new approach is that it integrates Best Value into the wider scope annual audit, which will influence audit
planning and reporting. Best Value will be assessed over the five year audit appointment, both through the on-going annual
audit work, and also through discrete packages of work to look at specific areas. Conclusions and judgements on Best Value

will be reported through:

e the Annual Audit Report

e an Annual Assurance and Risks report that the Controller of Audit will provide to the Commission that will highlight
findings from across all 32 councils Best Value Assurance Report (BVAR) for each council that will be considered by the
Accounts Commission at least once in a five year period.

The Code aims to assist improvement by councils in the delivery of services by requiring auditors to use their work to provide
clear conclusions across the four key audit dimensions: financial sustainability, financial management, governance and
transparency and value for money, related to risks. Collectively, these dimensions will provide an understanding of how
effectively the Council is responding to the statutory duty of Best Value. The figure below maps each audit dimension against
the relevant Best Value characteristic. Over the five years of our appointment we will carry out targeted work, determined by
risk assessments, against each Best Value characteristic. On the following pages we describe our planned work for 2016-17.

Financial sustainability

e Sound governance at a strategic,

financial and operational level:
Financial planning

* Sound management of
resources

Governance and
transparency
¢ Commitment and leadership

* Hqual opportunities
arrangements

¢ Joint working

© 2017 Grant Thornton UK LLP. All rights reserved.

Delivering

Best Value

Financial management

* Sound governance at a strategic,

financial and operational level:
Financial governance

* Sound management of

resources: Resource
management

Value for money

* Responsiveness and
consultation

* A contribution to sustainable
development

e Accountability

12



Developing our understanding: four
impact areas

Audit

Dimension

Financial
sustainability

Considerations

The local government financial settlements for 2016-17
and 2017/18 continues to place pressute on financial
resources.

The Redesign of The Highland Council project is a
member led project, which will determine the future
strategic shape of the council, and includes the
prioritisation and redesign of services. The Council has
received progress reports and will continue to receive
proposals as reviews conclude.

Financial
management

Governance
and
transparency

The Council’s financial governance arrangements
include a Resources Committee, and Audit & Scrutiny
Committee.  We will use the first year of our
appointment to review the effectiveness of these
arrangements, and the quality of financial scrutiny,
including budget monitoring arrangements and the
governance framework.

The Resource Committee monitors progress against
the Council’s Transformational Savings Programme.

Our work in 2016-17

We will review the Council’s medium to long
term financial strategy and reserves strategy.

We will review the financial planning systems
in place, including financial projections and
the appropriateness of arrangements to
address funding gaps.

We will develop our understanding of the
systems in place to secure financial
governance, including the accuracy of

financial forecasting.

We will review the Council’s risk

management arrangements.

We will review the progress of the
Transformational Savings Plan, and the
outcomes from the Redesign project.

The Council has identified Strengthening Local
Democracy as a key priority, to bring democracy closetr
to communities. An external Commission on Highland
Democracy was established in June 2016.  The
Commission has sought the views of local communities
through a Call for Evidence, including an online survey,
and attendance at a range of local events.

Scrutiny arrangements were enhanced during 2016 to
include quarterly performance meetings between the
Council Leader and Chairs of Strategic Committees.

We will review governance arrangements to
ensure they are appropriate and operating
effectively

We will review the effectiveness of certain
scrutiny  arrangements, including  the

transparent reporting of performance.

Value for
money

The Council has a performance framework in place to
monitor commitments made within Highland First.
The framework was reviewed and updated in
December 2015.

© 2017 Grant Thornton UK LLP. All rights reserved.

We will consider the Council’s SPI
arrangements in September 2017.

We will gain an understanding of the
Council's arrangements to assess how it
delivers best value and the consideration of
outcomes in resource allocation decisions.

13



Wider scope audit risks

We have conducted am initial risk assessment by holding discussions with council officers, reviewing key strategies, minutes and
work undertaken by the predecessor auditor, and participating in the Shared risk assessment with other scrutiny partners. Our
work in respect of the areas of risk outlined will be undertaken based on meetings with key Members, senior officers and other
members of staff, through our observation of committee meetings and from a review of key documents and policies including
financial plans and arrangements around performance reporting.

Wider scope
risk

Description of risk

1 Financial

Sustainability Council faces a significant financial

challenge in 2017-18 and beyond.

Link to Accounts Commission strategic
priority: The clarity of priorities and quality of
long term planning to achieve these

2 Financial
management

The Council's work on redesign is a key
aspect to ensure that the best use is made
of public resources, including employees,
land, property and financial resources. The
Council must keep a considered and
appropriate balance between cost, quality
and price.

Work planned

Like all Council's in Scotland, Highland We will:

Draw upon Audit Scotland’s Best Value Assessment Guidance to
review the Council’s Financial Planning arrangements.

Review how well engaged members/stakeholders are in budget
planning and management.

Make judgements about the effectiveness of arrangements and the
pace and depth of improvements made by the Council in this area.

We will:

Link to the Accounts Commission strategic :

priority: How effectively councils are
evaluating and implementing options for
significant changes in delivering services

3 Governance The elections in May 2017 mean that there
may be new elected members, or changes
to existing governance arrangements.
Arrangements may need time to bed in, and
there is therefore a risk that key priorities
such as the Redesign Project and enhancing

local democracy may lose momentum.

Link to the Accounts Commission strategic
priority: How effectively Councils are
ensuring members and officers have the
right knowledge; skills and time to lead and
manage delivery of council priorities

The Council undertook a significant
voluntary redundancy scheme in 2015/16,
and continues to be focused on effectively
managing workforce planning to deliver
financial sustainability. There is a risk that
the Council will not retain qualified and
experienced staff to deliver future services

4 Workforce
planning

Draw upon Audit Scotland's Best Value Assessment Guidance to
review the Council's Financial Governance and Resource
Management processes.

Review the systems for financial governance.

Assess how effectively the Council demonstrates value for money in
key decisions.

Review the effectiveness of resource management.

Make judgements about the effectiveness of arrangements and the
pace and depth of improvements made by the Council in this area.

We will:

Review the Council’s plans to support new and returning elected
members, including training and development plans.

Consider whether governance, decision-making and scrutiny
arrangements are fit for purpose.

We will:

Review workforce planning processes and procedures.
Assess the Council's arrangements to ensure continuity of quality of
service delivery in light of recent reductions.

© 2017 Grant Thornton UK LLP. All rights reserved.
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5. A quality audit

Ensuring we deliver on our commitments to you is important to us.

Our regular liaison meetings are an opportunity to discuss our performance and confirm your expectations about audit outputs
and audit approach including our team interactions with you for example, are being met. We will look to use the performance
metrics set out below so you can assess our performance; and we will report our progress back to you.

We will also undertake regular client service reviews so that you can tell us how we are performing, as well as recognising that
Audit Scotland will also ask you for feedback on us. We take your feedback seriously and will seck to continually improve our
service, reflecting on your ongoing feedback.

The table outlines the service levels that you can expect as a minimum. We will always strive to do more, and deliver above and
beyond these.

Area Proposed service level and indicator

Response time * We will respond to all minor queries or requests for assistance within two working days
* We will provide an initial response to all major queries or requests for assistance within two working days, with
full responses within five working days

* We will acknowledge any complaint by return and will resolve it in discussion with you within two working days.
We will escalate any complaint at your request

SRS E * We will not vary the total approved audit fee, except by prior approval by the Director of Finance and the Audit
planned inputs & Scrutiny Committee

and milestone

* We will achieve all key milestone dates and audit inputs, as agreed with you at the start of the year. All papers for
audit committee will have been reviewed by council officers and submitted in advance of the paper deadlines
(100% target)

Liaison * We will agree a schedule of liaison meetings with you at the start of each year, along with the proposed dates for
our on-site work

* Jo Brown and/or Lindsay Robertson will attend all liaison meetings with other core and support team members
as required

* We will confirm agendas for every liaison meeting a week in advance to allow the most appropriate colleagues
participate

* We will attend all Audit & Scrutiny Committee meetings with the engagement lead attending as a minimum two
pet annum

* We will meet with Audit Scotland at least twice per year to engage with them about Highland Council. We will
deliver all of their data requirements and returns within the deadlines set (100%)

Reporting * Our reports will be clear and concise and include sufficient, appropriate based on evidence/our work,
conclusions and judgements in respect of our wider scope responsibilities.

* We will issue suitable progress reports that focus on insights from across the public sector.

Audit protocol * We will comply with all auditing and ethical standards and will maintain the integrity, objectivity and
independence of the team at all times (100%)

(0SS L ETI » We will informally seek your feedback throughout the year. On an annual basis we will undertake a client
satisfaction survey with an aim of a score of 8 or above (out of 10)

© 2017 Grant Thornton UK LLP. All rights reserved. 15
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Appendix A: Audit Scotland general
principles of working and our
commitments to you

Independent

* full compliance with
independence and ethical
standards

Proportionate & risk based

* focus on significant audit risks

* risks across 4 dimensions

* tailored to you and your
strategic goals

Quality focused

* fully ISA (UK & Ireland)
compliant audit

* full compliance with Audit
Scotland Code of Audit practice

* Rigorous quality checks built
into our audit approach

* aninternal audit quality
compliance programme

Co-ordinated & integrated

co-ordination with Audit Scotland
and Audit Commission.

seeking to minimise
duplication/inefficiency with
Assurance Providers for example
internal audit

Co-ordination with LAN scrutiny
partners

sharing of Audit Scotland National
Reports including action plans

Code of Audit
Practice -

general
principles

Adds value

* clear and concise Annual
Report to those charged with
Governance

¢ recommended actions which
make a difference to you and
are aligned to your risk
framework

* judgements and conclusions-
supported by evidence

Transparent

* clear plan linked to final
reporting

* upfront, open engagement

* responsive to your queries

* consideration of potential
contentious audit areas upfront
to agree early resolution

Public focused

e focus on user of the accounts

and what matters to them

* jargon free — easy to
understand

* commentary supported by
evidence

* risk based and relevant to you

© 2017 Grant Thornton UK LLP. All rights reserved.
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Appendix B: Our team and deliverables

July/ August August/
January 2017 2017 September 2017 October 2017

v

Planning audit Final accounts Completion/

e . . . Debrief
visit visit reporting

Key phases of our audit

Our communications plan

Activity Audit Scotland Deliverables

November 2016  Audit planning site visits & Meetings
—January 2017 with Council Officers

Handover meeting with predecessor
auditor (Audit Scotland) and review of

Joanne Brown
predecessor audit file to gain comfort Director

over opening balances T 0141 223 0848

E joanne.e.brown@uk.gt.com

January 2017 Planning site visit

Lindsay Robertson

2 March 2017 Audit Plan presented to Audit & Scrutiny FAAC Current issues return 1 — covering _Srenlé)lr 4’\46\;;3?3;23

Committee matters of interest to the Accounts || E Jindsay.n.robertson@uk.qgt.com
Commission (February)

Contribute to report on Health & Social || Matthew Cable

care integration part 2 (Spring) ;["Cgirgle (;“gjgdggrzo

Submit Audit Plan (deadline 31 March (| E matthew.cable@uk.gt.com

2017)
. . . . .. . . . Raul Rodriguez
Interim testing  Interim site visit, completion of early FAAC Current issues return 2 (April) IT Audit Specialist
(dates TBC) testing T 0131659 8534
E raul.rodriguez@uk.gt.com
June - July 2017 Year end fieldwork commences Submit NFI questionnaire (June)
Subgllt techmca} database return (July) Tricia Meldrum
Certify grant claim returns: PABV Contact
- Education Maintenance Allowance | T 0131 625 1234
(July) E tmeldrum@audit-scotland.gov.uk
August 2017 Audit findings meeting with Director of Certify grant claim returns:
Finance and Head of Corporate Finance - Criminal Justice Social Work Services
(September)

FAAC Current issues return 3 (August)

September 2017  Report audit findings to those charged Certify annual accounts, submit annual
with governance accounts and annual audit report, certify
WGA consolidation pack (2 October)

Sign financial statements opinion Certify NDR return (9 October)

October — Debrief and learning meeting Certify Housing Benefit return (November)
November 2017 o




Appendix C: Independence and fees

External Audit Fee

External Auditor Remuneration 234580
Pooled Costs 20,430
Contribution to Audit Scotland costs 14,010
Contribution to Performance Audit and Best 134,130
Value

Expected Fee 403,150

The audit fee is calculated in accordance with guidance
issued by Audit Scotland. In accordance with the Audit
Scotland guidance we can vary the fee by 10% up or down
from the mid point (£234,580), depending on certain risk
factors. We have for 2016/17 decided to leave the fee at the
mid-point of /234,580.

Typically our fee assumptions include:

e supporting schedules to all figures in the accounts are
supplied by the agreed dates and in accordance with the
agreed upon information request list

e the scope of the audit, and Council activities will not
change significantly from planned

e The Council will make available officers and accounting
staff to help us locate information and to provide
explanations. We reserve the right to charge an additional
fee for any additional work.

* We will only receive (and audit) 3 sets of accounts (1%
draft; amended draft and final)

© 2017 Grant Thornton UK LLP. All rights reserved.

Fees for other services

At planning stage we confirm there are no Nil
non-audit fees

Independence and ethics

We confirm that there are no significant facts or matters that
impact on our independence as auditors that we are required
or wish to draw to your attention. We have complied with
the Auditing Practices Board's Ethical Standards and
therefore we confirm that we are independent and are able to
express an objective opinion on the financial statements.

Full details of all fees charged for audit and non-audit
services will be included in our Annual Report to those
charged with governance at the conclusion of the audit.

We confirm that we have implemented policies and
procedures to meet the requirements of the Auditing
Practices Board's Ethical Standards.

We are required by auditing and ethical standards to
communicate any relationships that may affect the
independence and objectivity of the audit team. We can
confirm no independence concerns have been identified.
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Appendix D Financial reporting

developments

As part of our opinion on your financial statements, we will consider whether your financial statements accurately reflect the
financial reporting changes in the 2016/17 Code. We will continue to keep the Finance Team up to date with any further

changes or developments throughout the year.

Highways network assets (HNA)

: On 14 November 2016 CIPFA/LASAAC announced
: a deferral of measuring the Highways Network Asset
. at Depreciated Replacement Cost in local authority
! financial statements for 2016-17. This deferral is due :
. to delays in obtaining updated central rates for

i valuations.

: CIPFA/LASAAC will review this position at its |
view to i
i implementation in 2017-18. It currently anticipates |
i that the 2017-18 Code will be on the same basis as |

: planned for 2016-17, i.e. not requiring restatement of : : )
: : i Decluttering the accounts

- meeting in  March 2017 with a

i preceding year information.

i We will review the Council’s position during our i
i 2016-17 work to ensure that the Finance Team is on : :
i i statements are becoming more complex, harder to prepare and i

. | less clear for readers.

CIPFA Code of Practice and
SERCOP

! statements to be more in line with

the reader of the financial statements.

EThe changes affect the presentation of

© 2017 Grant Thornton UK LLP. All rights reserved.

the
i Comprehensive Income and Expenditure Statement
and the Movement in Reserves Statements, segmental
| reporting disclosures and a new Expenditure and
Funding Analysis note has been introduced. The
Code also requires these amendments to be reflected
: in the 2015-16 comparatives by way of a prior period

In autumn 2016, CIPFA and Solace published a revised
framework 'Delivering good governance in local government
framework 2016". This defines principles that should underpin
the governance of each local authority, and provides structure to
help individual authorities with their approach to governance.
Every local authority is requited to prepate an annual
governance statement to report publicly on the extent to which
they comply with their own governance code, which should in
turn be consistent with the principles laid out in this framework.

Financial statements are an important part of good governance
and accountability but many local authorities say their financial

We have worked with authorities across the UK to help them
prepare financial statements that are more clear and concise, |
: é;based on key issues for the Council, removing immaterialé
Changes to the Code in 2016-17 reflect aims of the :
"Telling the Story' project, to streamline the financial
internal
i organisational reporting and improve accessibility to

The Accounts and Audit Regulations 2015 require local
authorities in England to bring forward the approval and audit of
financial statements to 31° July by 2017/18 financial year. There
is no equivalent requirement in Scotland, but we believe that
there are advantages of eatly completion of the accounts
process, including freeing up finance team resources to support
savings programmes. We would be happy to discuss how to
achieve early sign off with the Finance Team.
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Appendix E :Fraud arrangements

The term fraud refers to intentional acts of one or more
individuals amongst council officers, those charged with
governance, employees or third parties involving the use of
deception that result in a material misstatement of the
financial statements. In assessing risks, the audit team is alert
to the possibility of fraud at the Council.

As part of our audit work we are responsible for:

¢ identifying and assessing the risks of material
misstatement of the financial statements due to fraud in
particular in relations to management override of
controls.

+ designing and implementing appropriate audit testing to
gain assurance over our assessed risks of fraud

 responding appropriately to any fraud or suspected fraud
identified during the audit.

As auditors we obtain reasonable but not absolute assurance
the financial statements as a whole are free from material
misstatement, whether due to fraud ot error. We will obtain
annual representation from council officers regarding council
officers assessment of fraud risk, including internal controls,
and any known or suspected fraud or misstatement. In
addition, we will ask the question of the audit committee at
the planning stage and routinely during the audit.

© 2017 Grant Thornton UK LLP. All rights reserved.

The primary responsibility for the prevention and detection
of fraud rests with council officers and those charged with
governance including establishing and maintaining internal
controls over the reliability of financial reporting
effectiveness and efficiency of operations and compliance
with applicable laws and regulations.

It is the Council’s responsibility to establish arrangements to
prevent and detect fraud and other irregularity.  This

includes:

* developing, promoting and monitoring compliance with
standing orders and financial instructions

* developing and implementing strategies to prevent and
detect fraud and other irregularity

e receiving and investigating alleged breaches of proper
standards of financial conduct or fraud and irregularity.

Throughout the audit we work with the Finance Team to
review specific areas of fraud risk, including the operation of
key financial controls. We also examine the policies in place,
strategies, standing orders and financial instructions to
ensure that they provide a strong framework of internal
control.

In addition, as set out in the Audit Scotland Code of Audit
Practice we have a role in reviewing the Council’s NFI
arrangements, in response to the national fraud initiative
exercise. We will monitor the Council's participation in NFI
and assess the adequacy of the processes adopted. We will
also complete an NFI questionnaire by 30 June 2017 — the
information contained in this report will be collated and
used within Audit Scotland's NFI report due to be published
in June 2018.




Appendix F: Respective responsibilities

As set out in the Code of Audit Practice (pages 10 to 16) there are a number of key responsibilities you as an

organisation are responsible for, and others, as appointed auditors we are responsible for. These are
summarised below:

Area

Corporate governance

Financial statements

Financial position

Fraud and error

Council Responsibilities

governance)

* Legality of activities and transactions

* Establishing arrangements for proper conduct of its affairs

* Monitoring adequacy and effectiveness of arrangements (inc role of those charged with

remuneration report

Maintaining proper accounting records

Preparing financial statements which give a true and fair view of their financial position
Maintaining accounting records and working papers

Putting in place systems of Internal Control

Preparing and publishing an annual governance statement, management commentary and

Effective systems of internal control as well as financial, operational and compliance controls —
supporting achievement of objectives and secure value for money

arrangements secure best value

Proper arrangements to ensure financial position is soundly based and responsibility to ensure

* Establishing appropriate arrangements for prevention and detection of fraud, error, irregularities,
bribery and corruption and affairs are properly managed

Our responsibilities

Undertake statutory duties and comply with professional
engagement and ethical standards

Provide an opinion on financial statements and where
approptiate regulatity of transactions

Review and report on, as appropriate, other information

cg annual governance statements,

commentary, remuneration reports

management

Notity the Controller of Audit when -circumstances
indicate a statutory report may be required

Demonstrate compliance with wider public audit scope

How do we do this in practice

By reviewing and providing judgements and conclusions
on Best Value arrangements including those across the
wider scope of audit dimensions.

Consideration of the effectiveness of performance
management arrangements

Suitability and effectiveness of corporate governance
arrangements in year

Financial position and atrangements for ensuring

financial sustainability in the medium to longer term

Review of other information in line with our knowledge
and understanding of the Council

Ongoing dialogue and engagement with Audit Scotland
during the year

Weaknesses and risks identified by us as your auditors are only those which have come to our attention during our
normal audit work in accordance with the Code, and may not be all that exist. Communication by us of matters arising
from the audit of the financial statements or of risks or weaknesses does not absolve council officers from its
responsibility to address the issues raised and to maintain an adequate system of control.

© 2017 Grant Thornton UK LLP. All rights reserved
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Appendix G: Communication of audit
matters with those charged with
governance (summary of ISA

requirements)

Annual

Audit | Audit
Requirement Plan | Report

Respective responsibilities of auditor and council officers/those v
charged with governance

Overview of the planned scope and timing of the audit. Form, v
timing and expected general content of communications

Views about the qualitative aspects of the entity's accounting v
and financial reporting practices, significant matters and issues
arising during the audit and written representations that have
been sought

Confirmation of independence and objectivity v v

A statement that we have complied with relevant ethical v v
requirements regarding independence, relationships and other
matters which might be thought to bear on independence.

Details of non-audit work performed by Grant Thornton UK LLP
and network firms, together with fees charged.

Details of safeguards applied to threats to independence

Material weaknesses in internal control identified during the 4
audit
Identification or suspicion of fraud involving council officers v

and/or others which results in material misstatement of the
financial statements

Non compliance with laws and regulations v
Expected modifications to the auditor's report, or emphasis of 4
matter

Uncorrected misstatements v

Significant matters arising in connection with related parties

Significant matters in relation to going concern

© 2017 Grant Thornton UK LLP. All rights reserved.

International Standards on Auditing (ISA) 260, as
well as other ISAs, prescribe matters which we
are required to communicate with those charged
with governance, and which we set out in the
table opposite.

This document outlines our audit strategy and
plan to deliver the audit, while the Annual Audit
Report will be issued prior to approval of the
financial statements and will present key issues
and other matters arising from the audit, together
with an explanation as to how these have been
resolved.

We will communicate any adverse or unexpected
findings affecting the audit on a timely basis,
cither informally or via a report to the Audit &
Scrutiny Committee.
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Grant Thornton

An instinct for growth’
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‘Grant Thornton’ refers to the brand under which the Grant Thornton member firms provide
assurance, tax and advisory services to their clients and/or refers to one or more member
firms, as the context requires.

Grant Thornton UK LLP is a member firm of Grant Thornton International Ltd (GTIL).GTIL and
the member firms are not a worldwide partnership. GTIL and each member firm is a separate
legal entity. Services are delivered by the member firms. GTIL does not provide services to
clients. GTIL and its member firms are not agents of, and do not obligate, one another and are
not liable for one another’s acts or omissions.

This proposal is made by Grant Thornton UK LLP and is in all respects subject to the
negotiation, agreement and signing of a specific contract/letter of engagement. The client
names quoted within this proposal are disclosed on a confidential basis. All informationin this
proposalis released strictly for the purpose of this process and must not be disclosed to any
other parties without express consent from Grant Thornton UK LLP.

grantthornton.co.uk





