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Executive Summary
The purpose of this report is to allow members to consider and approve the annual report of
the Audit and Scrutiny Panel on the 2016−17 audit process prior to presentation of the report
to the Policy and Resources Committee.

A copy of the proposed report is attached at Appendix 1.

The proposed report sets out an overview of the key aspects of the Panel's work (and that of
the Audit and Governance Panel, its predecessor Panel in relation to the audit committee
role) as it relates to the 2016−17 audit process.
A separate annual report in relation to the panel's scrutiny role will follow later in the year.

Recommendations
The Panel is invited to consider and approve the proposed annual report.

Links
Council plan to 2020: Having adequate and effective corporate governance arrangements
supports the delivery of all corporate priorities.

Appendix 1: Proposed Audit and Scrutiny Panel Annual Report on the 2016−17 audit process.



1. Background

1.1 It is considered good practice for the Audit and Scrutiny Panel to submit periodic
reports on its work in relation to its audit committee role to the Policy and
Resources Committee and this is formalised through the production of an annual
report.

1.2 A report covering the 2016−17 audit process and setting out an overview of the key
aspects of the Panel's work has been prepared and is attached to this report.

2. Report

2.1 The overall tone of the Panel's proposed report is positive and this is considered to
be consistent with the general outcomes of the audit process, the results of the
detailed work carried out by both external and internal audit previously considered
by the Panel and other relevant reports submitted to the Panel during the year.

2.2 The Panel also provides Policy and Resources with narrative relating to the
effectiveness of the Panel and further actions that it considers appropriate to
ensure that it continues to effectively discharge its role.

3. Implications

Financial impact
HR/Policy/Legislative Impact
Environmental Impact
Risk impacts

None identified

None identified

None identified
None identified

4. Measures of success

4.1 The Council is committed to delivering effective and efficient financial reporting and
high standards of financial management and corporate governance which underpin
the delivery of Council services and the achievement of planned outcomes and
corporate priorities.

4.2 Both Internal and External Audit report to the Audit and Scrutiny Panel on their
assessment of the adequacy and effectiveness of the Council's financial
management and corporate governance arrangements.

KI
Ken Adamson, Head of Audit and Inspection
For further information please contact Ken Adamson, Head of Audit and Inspection on tel. 01698 302188
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Audit and Scrutiny Panel Annual Report on the 2016−17 audit process (cont.)

1. Foreword by Councillor Meghan Gallacher, Convener of the Audit and
Scrutiny Panel

As Convener o f the Council's Audit and Scrutiny Panel, 1 am pleased to present the Panel's Annual Report
which covers the Panel's activities relating to the 2016−17 audit process. The Audit and Scrutiny Panel
which was formed following the Council elections in May 2017 combines the previously separate roles of
two former pre−May 2017 Panel's, namely the Scrutiny Panel and the Audit and Governance Panel. This
report relates to the work o f the current Audit and Scrutiny Panel and the former Audit and Governance
Panel in relation to their roles acting as the Council's audit committee.

One o f the main purposes o f the Panel is to consider matters relating to governance, risk management and
internal control and to fulfill the core audit committee function, recommended as good practice by CIPFA.
It seeks to achieve this by providing a forum for monitoring the Council's high−level governance
arrangements, by receiving and discussing outputs produced by the Council's internal and external auditors
and by overseeing the preparation o f the Council's annual accounts and annual governance statement. The
Panel acts in an advisory capacity and has no executive responsibilities.

Although this report covers the 2016−17 audit process; I have been Convener o f the Audit and Governance
Panel only since May 2017. Due to the elections in May and the subsequent reconfiguration o f the
Council's audit committee arrangements, the past 12 months saw a significant turnover in the membership
o f the Panel and I would like to thank all those who previously served on the Panel for their contributions
and especially to Councillor David Stocks, the previous Convener, for his effective leadership o f the Panel
for a significant part o f the period covered by this report.

This report covers a period which saw the Council receive considerable adverse publicity following
allegations, which were widely reported in the media, o f fraud and corruption within the Council's
corporate property and procurement division. Whilst many o f the allegations were found by Internal Audit
to be unsubstantiated, the auditors did identify significant weaknesses and inadequate controls surrounding
the management o f certain measured term contracts. The audit report and the management responses to the
auditors' findings were recently discussed by the Policy and Resources Committee and the Panel will
continue to monitor closely management actions taken to address the audit findings.

Despite this high profile issue, overall, the results o f the Panel's work in 2016−17 show that the Council's
financial management and corporate governance arrangements continue to be o f a generally high standard.
The key highlights o f the 2016−17 process included:

The Council's 2016−17 annual accounts received an unqualified audit opinion and the external
auditor's annual report was positive with no significant weaknesses identified in respect o f key
financial systems or the Council's financial management arrangements. More detailed commentary on
the work o f External Audit can be found at Sections 4 and 6; and

A wide range o f reports was received during the year from the Council's Internal Audit team which
generally provided positive assurance to the Panel. Although the Council's Head o f Audit and
Inspection was able to provide a positive annual opinion on the Council's internal control
arrangements, he did qualify this opinion in respect o f four areas. These areas will be monitored
closely by the Panel during 2017−18. More detailed commentary on the work o f Internal Audit can be
found at Section 5.

Finally, I would once again like to thank all members for their contributions to the work o f the Panel during
2016−17. Even after only six months in this role, I appreciate that the Panel's remit, although wide−ranging
and often challenging, forms an important part o f the Council's corporate governance arrangements and
that its continuing effectiveness is based on members' enthusiasm and desire to question and challenge
officers and auditors and to ensure that proper consideration is given to all reports submitted to the Panel.

I would also like to thank all those involved with the work o f the Panel, particularly the Internal Audit staff,
whose independence and contribution to the effective operation o f the Panel is greatly valued, and our
appointed external auditors for 2016−17, Audit Scotland who delivered a professional and high quality
external audit service to the Council in what was their first year o f appointment.



Audit and Scrutiny Panel Annual Report on the 2016−17 audit process (cont.)

2. Overview of the Panel's role and membership
The Panel's primary purpose in relation to audit matters is to consider matters relating to governance, risk
management and internal control and to fulfill the core audit committee function recommended as good
practice by CIPFA.
The Panel's current membership is: Councillors Gallacher (Convener), Stevenson (Vice−Convener),
Burrows, Graham, Hogg, Hume, Johnston and McKendrick.
Regular attendees at the Panel's meetings include a member o f the Council's Core Corporate Management
Team, the Council's Section 95 officer, Paul Hughes, Head o f Business for Financial Solutions and Ken
Adamson, Head o f Audit and Inspection. Audit Scotland. the Council's appointed external auditors also
attend regularly.

3. Overview of the work of the Panel
In order to accommodate particular deadlines associated with the preparation and audit o f the annual
accounts, the Panel met five times in the 2016−17 audit cycle (three normal business meetings as per the
Council's committee cycle and two additional special meetings in order to transact business in accordance
with statutory deadlines).

Standing items reviewed at each normal business meeting included reports on the work o f Internal Audit,
outputs received from the Council's appointed external auditors, updates on the implementation by
management o f actions agreed in response to previous internal and external audit reports and consideration
o f any relevant national reports published by Audit Scotland and/or the Accounts Commission.

In addition, senior managers are invited to attend meetings to assist on matters escalated by the Panel
following reports from internal and external auditors and/or on other matters o f specific relevance to the
effective discharge o f the Panel's responsibilities. The Panel also approved the Internal Audit Annual Plan,
reviewed issues arising from internal audit reports during the year and received the annual report o f the
head o f Audit and Inspection which contains his annual opinion on the Council's internal controls.

The Panel has questioned management on the 2016−17 annual accounts. As part o f this process, the Panel
specifically questioned officers on key judgments made by management when preparing the accounts and
on particular issues arising from the audit o f the accounts. The Panel also specifically reviewed the content
and processes used to produce the Council's Annual Governance Statement which is included within the
annual accounts.

At a special meeting in September 2017, the Panel heard from the external auditors in relation to matters
arising from their audit o f the accounts and considered the Annual Report to Members and the Controller of
Audit. The report highlights a number o f areas for management action or consideration but overall is
considered by the Panel to be generally positive in tone with an unqualified audit opinion on the annual
accounts for the year ended 31 March 2017. The report contains a number o f audit recommendations
within an action plan to which management has responded. The Panel will monitor implementation of
those agreed actions during 2017−18.

4. Matters relating to the audit of the 2016−17 annual accounts
There were no significant matters raised by Audit Scotland following their examination o f the Council's
2016−17 accounts that require to be highlighted. No significant or material audit adjustments were required
to the draft accounts and the audit opinion was unqualified.

As in previous years it was pleasing to note that the new external auditors were able to comment positively
on the quality o f the annual accounts and supporting schedules provided to them by relevant Council staff.



Audit and Scrutiny Panel Annual Report on the 2016−17 audit process (cont.)

5. Internal Audit
The Panel approved the Internal Audit Annual Plan for 2016−17 in May 2016 and has received regular
progress reports on the outcome o f audit work and recommendations made. At its meeting in June 2017,
the Panel received the Head o f Audit and Inspection's 2016−17 Annual Report and Annual Audit Opinion
which reported that reasonable assurance could be placed upon the adequacy and effectiveness o f the
Council's internal control framework.

The Head o f Audit and Inspection did however add a qualification to his opinion in respect o f four issues as
follows:

• Weaknesses in the current strength o f the Council's project management arrangements;

• The difficulty in assessing by 31 March 2017 whether the actions being taken by management in
response to the Internal Audit report into allegations o f fraud and corruption within Corporate Property
and Procurement have appropriately addressed the control and governance weaknesses identified;

• The current strength of, and the need to progress ongoing developments in relation to, the Council's
management arrangements in respect o f transformational change; and

• The transitional nature o f the Council's current performance management arrangements and the need to
ensure that the proposed Improvement and Accountability framework is successfully implemented.

The Panel will receive updates from relevant management and Internal Audit throughout 2017−18 to enable
members to obtain adequate assurance that the issues identified by Internal Audit are being appropriately
addressed.

The Panel continues to value the independent assurance provided by the Council's internal audit function
and recognises the wider contribution which an effective internal audit function makes to the Council's
governance arrangements. In this regard the Panel was also pleased to note the positive assessment about
the Council's Internal Audit function made by Audit Scotland in their Annual Report.

6. External Audit
Representatives from Audit Scotland, the Council's appointed external auditors, attend all meetings o f the
Panel. During the year the Panel received and reviewed their audit plan, an Interim Report highlighting
matters arising from their work and their Annual Report. The Panel noted the results o f these reports and
the associated action plans agreed with management and has also gained assurance that appropriate action
has been taken by management in response to previous external audit recommendations.

In September 2017, the Panel received Audit Scotland's detailed findings on the audit o f the 2016−17
annual accounts (see section 4). The Annual Report to Members and the Controller o f Audit was discussed
at the Panel's meeting on 27 September 2017.

As indicated previously, the Panel has also received regular updates on Audit Scotland and Accounts
Commission national outputs including management responses to the recommendations contained within
these reports in order to gain assurance that the matters identified nationally are being recognised and
addressed locally by the Council. The Panel continues to encourage Service committees to also request and
consider reports by management on how individual Services are responding to relevant national reports.



Audit and Scrutiny Panel Annual Report on the 2016−17 audit process (cont.)

7. Specific issues which arose during the 2016−17 audit process
The Panel can and does generally take assurance from the management responses and commitments to
proposed actions provided in response to internal and external audit reports and also receives regular reports
from Internal Audit on the progress being made by management in implementing agreed actions.

Occasionally, however, the Panel requires that further information is provided directly to it by management.
During the 2016−17 audit process, the Panel requested updates from management in response to a number of
specific reports or audit findings on a number o f occasions including on the following issues:

• Updates from management on actions being progressed to respond to previously identified weaknesses
in the Council's information security arrangements; and

• The design and operation o f the Council's governance and decision−making arrangements in relation to
social work service delivery and the work o f the Integrated Joint Board and how key risks arising are
expected to be managed.

There were also a number o f Internal Audit reports issued during the 2016−17 audit process where only
limited assurance was provided as a result o f inadequacies or weaknesses identified in the relevant control
framework. I am pleased to be able to report that management responses to these reports were generally
appropriate and that the Panel continues to monitor the implementation o f timely actions taken to address the
most significant issues identified. The Panel has expressed to senior management some concerns over the
slippage which can occur in agreed actions being implemented and have communicated to senior
management the importance o f agreed actions being closed out in line with agreed timescales.

8. Review of the Panel's effectiveness
The Panel most recently reviewed its operation against recognised good practice relating to the role and
work o f an audit committee as laid out by CIPFA in 'Audit Committees: Practical Guidance for Local
Authorities and Police' in late 2015.

Overall, this indicated that the Panel could demonstrate a high−level o f compliance with expected good
practice and that it was largely effective in discharging its role and responsibilities.

While there is no reason to believe that the Panel's current remit or activities would result in a different
assessment, given the new working arrangements put in place by the Council in May 2017 and the
significantly altered membership, I consider that a further review would be timely and I intend to ask Internal
Audit to undertake a revised assessment and to present this to the Panel for discussion during 2017−18.

The Panel also approves the Internal Audit Charter which formally sets out what Internal Audit is and
explains its purpose, authority and responsibilities, including how the Council ensures and safeguards the
independence o f Internal Audit. The Panel considered and approved a revised Internal Audit Charter in
February 2016. Given recent events and external audit comments in relation to the reporting o f Internal
Audit investigations, I also intend to ask the Chief Executive and Head o f Audit and Inspection to review the
current Internal Audit Charter against good practice and to submit a revised Charter to the Panel for approval
during 2017−18.

The Panel is also required to ensure that Internal Audit meets the required standard and in that regard the
Head o f Audit and Inspection regularly reports the results o f self−assessment undertaken by Internal Audit
against the Public Sector Internal Audit Standards (PSIAS). The most recent results o f this self—assessment
showed a high degree o f compliance with the detailed requirements o f PSIAS. Although some areas of
partial or minor non—compliance against expectations were identified, none o f the issues were considered to
be material.

PSIAS also requires an external assessment be carried out at least once every five years and the Panel had
previously agreed to this external assessment being undertaken by the Head o f Internal Audit from another
Scottish local authority using a nationally agreed framework. It was expected that the review would have
been undertaken during 2016−17. For a number o f reasons, this exercise was postponed and I intend to ask
the Head o f Audit and Inspection to ensure that this external assessment is completed and reported to the
Panel during 2017−18.



Audit and Scrutiny Panel Annual Report on the 2016−17 audit process (cont.)

9. Future challenges
The Council along with many other public bodies faces considerable challenges in managing to deliver
against corporate priorities at a time o f reducing resources and increasing demand for services, particularly
in social care.
The Accounts Commission has repeatedly stressed the importance o f sound corporate governance
arrangements to the efficient and effective operation o f any council and its services and the need for better
medium and longer−term financial planning to support effective decision−making and to ensure financial
stability.

Under my leadership, I will continue to seek to ensure that the Panel's work programme is appropriate to
allow it to assess the Council's corporate governance, financial management, risk management and internal
control arrangements and to continue to challenge senior management where issues and risks have the
potential to impact on the effectiveness o f the Council's governance arrangements.



Audit and Scrutiny Panel Annual Report on the 2016−17 audit process (cont.)

Annex A

Key matters addressed by the Panel during the 2016−17 audit process

External Audit

External Audit 2016−17 Audit Plan Received by the Panel in February 2017

Update on management implementation o f actions agreed in Standing item at all normal business
response to previous external audit recommendations meetings

Interim Audit Report Considered by the Panel in July 2017

Audit Opinion on 2016−17 Accounts and matters arising Considered by the Panel in September 2017
from the audit o f the financial statements

2016−17 Annual Report to Members and the Controller o f Considered by the Panel in September 2017
Audit

Audit Opinion on Charitable Trusts Managed by the Council Considered by the Panel in September 2017
2016−17

Internal Audit

Internal Audit 2016−17 Audit Plan Approved by the Panel in May 2016

Update on management implementation o f actions agreed in Standing item at all normal business
response to previous internal audit recommendations meetings

Progress reports from Internal Audit including detailed Standing item at all normal business
discussions on individual audit outputs as appropriate meetings

Internal Audit 2016−17 Annual Report including Audit Considered by the Panel in June 2017
Manager's opinion on the Council's control framework

Accounting matters

Unaudited annual accounts Considered by the Panel in June 2017

Audited annual accounts Considered by the Panel in September 2017

Audit Scotland / Accounts Commission

2015−16 Accounts Commission: Financial Overview o f Considered by the Panel in February 2017
Local Government in Scotland

2015−16 Accounts Commission: Performance and Considered by the Panel in July 2017
Challenges Overview o f Local Government in Scotland

Other Audit Scotland national reports Standing item, as appropriate at all normal
business meetings.

Governance matters

2016−17 Annual Governance Statement Considered by the Panel in June 2017

2017−18 Local Scrutiny Plan I Considered by the Panel in July 2017


