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Executive Summary 

The purpose of this report is to present elected members with the audit output produced by the 
Council’s appointed external auditors, Audit Scotland, since the last meeting of the Panel in 
respect of the audit of the Council for the year-ending 31 March 2019. 

A copy of the external auditor’s interim management report is attached to this report.  Members 
should note that the report contains an action plan which includes audit findings and responses, 
including planned actions that have been agreed by management. 

The external auditor will speak to the Panel about the above audit output at the meeting and 
highlight to members any issues arising from their work that they wish to bring to the Panel’s 
attention. 

 

Recommendations 

The Panel is invited to note the report. 

 

Links 

The Plan for North Lanarkshire:  

Priority:   All priorities 

Ambition statement All ambition statements 
  

mailto:adamsonk@northlan.gov.uk


 

 

 
 
 

1. Background 

1.1 The Accounts Commission have appointed Audit Scotland as the Council’s appointed 
external auditor for the five year period from 2016-17. 

1.2 The areas to be examined and expected outputs to be produced by the Council’s 
external auditors are outlined each year in their annual planning document, which for 
the 2018-19 audit was presented to the Panel in February 2019. 

 

2. Report 

2.1 Auditing standards require external auditors to obtain an understanding of the 
accounting and internal control systems that exist within an audited body to allow them 
to plan the audit and develop an effective financial statements audit approach. 

2.2 The attached external audit interim report presents the results of work undertaken by 
Audit Scotland on the Council’s key accounting and financial systems including work 
on financial management and financial sustainability as well as work to date on those 
wider audit dimensions covered by the public sector audit model.  A further report, 
addressing all relevant audit issues, will be reported in the annual report which will be 
presented to the Panel in September. 

2.3 Members should note that the report contains audit findings and responses, including 
any planned actions that have been agreed by management. 

2.4 The external auditor will speak to the Panel about the above audit output at the meeting 
and highlight to members any issues arising from their work that they wish to bring to 
the Panel’s attention. 

 

3. Equality and Diversity 

Fairer Scotland  No relevant issues identified 

Equality Impact Assessment No relevant issues identified 

 

4. Implications 

Financial impact   None identified 

HR/Policy/Legislative Impact None identified 

Environmental Impact  None identified 

Risk Impact    None identified 

 

5. Measures of success 

5.1 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. 

5.2 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.  

 

6. Supporting documents 

Appendix 1 ---- Audit Scotland Management Report. 

 
 

 
Ken Adamson, Audit and Risk Manager 
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Who we are 

The Auditor General, the Accounts Commission and Audit Scotland work together 
to deliver public audit in Scotland: 

• The Auditor General is an independent crown appointment, made on the 
recommendation of the Scottish Parliament, to audit the Scottish 
Government, NHS and other bodies and report to Parliament on their 
financial health and performance. 

• The Accounts Commission is an independent public body appointed by 
Scottish ministers to hold local government to account.  The Controller of 
Audit is an independent post established by statute, with powers to report 
directly to the Commission on the audit of local government. 

• Audit Scotland is governed by a board, consisting of the Auditor General, the 
chair of the Accounts Commission, a non – executive board chair, and two 
non – executive members appointed by the Scottish Commission for Public 
Audit, a commission of the Scottish Parliament. 

 

 

About us  

Our vision is to be a world – class audit organisation that improves the use of 
public money. 

Through our work for the Auditor General and the Accounts Commission, we 
provide independent assurance to the people of Scotland that public money is 
spent properly and provides value.  We aim to achieve this by: 

• carrying out relevant and timely audits of the way the public sector manages 
and spends money 

• reporting our findings and conclusions in public 

• identifying risks, making clear and relevant recommendations. 
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Audit findings 
 

Introduction 

1. This report contains a summary of the key findings from our interim audit 
work at North Lanarkshire Council.  Auditing standards require external 
auditors to obtain an understanding of the accounting and internal control 
systems that exist within the audited body to allow us to plan and develop an 
effective audit approach for the annual accounts.  They also require us to 
work closely with internal audit to make best use of the available resources 
and avoid duplication of effort. 

2. This is reflected in our responsibilities under the Code of Audit Practice 
which requires us to gain assurance that the audited body: 

• has systems of recording and processing transactions which provide a 
sound basis for the preparation of the financial statements  

• has systems of internal control which provide an adequate means of 
preventing and detecting error, fraud or corruption 

• complies with established policies, procedures, laws and regulations. 

3. In addition, we carried out work on the audit dimensions, as required by 
the Code of Audit Practice, which can be found in Exhibit 1.  Further work on 
these areas will be included in our annual audit report. 

Exhibit 1 
Audit dimensions 
 

  
Source: Code of Audit Practice 2016 

http://www.audit-scotland.gov.uk/report/code-of-audit-practice-2016
http://www.audit-scotland.gov.uk/report/code-of-audit-practice-2016
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Conclusion 

4. We identified some financial control weaknesses as summarised in 
Exhibit 2, where we will need to carry out additional work to enable us to 
obtain the required assurance for our audit of the 2018/19 annual accounts. 

5. The weaknesses identified represent those that have come to our 
attention during the course of normal audit work and therefore are not 
necessarily all the weaknesses that may exist.  It is the responsibility of 
management to decide on the extent of the internal control system 
appropriate to North Lanarkshire Council. 

6. All our outputs and any matters of public interest will be published on our 
website: www.audit-scotland.gov.uk. 

7. The contents of this report have been discussed with relevant officers to 
confirm factual accuracy.  The co-operation and assistance we received 
during the course of our audit is gratefully acknowledged. 

Internal control systems and action plan 

8. In accordance with ISA 330: the auditor's response to assessed risk, our 
risk based audit approach allows us to take a three-year cyclical approach to 
controls testing.  This approach enables us to place reliance on previous 
years' audit work once we have confirmed that the control environment and 
operation remain unchanged and no significant weaknesses had been 
identified. 

9. Our 2018/19 testing covered key controls in a number of areas including 
bank and feeder system reconciliations, payroll controls (including starters, 
leavers, validation and exception reporting), authorisation of journals, 
changes to supplier bank details, second officer checks over payments, 
controls over changes to standing data and IT access.  Additionally our 
testing covered key areas for preventing and detecting fraud including the 
issuing of credit notes, the awarding of discretionary discounts and grant 
payments.  We also assessed the financial controls within social work 
services for self directed support, independent homecare and independent 
care homes which also supports the assurances required for the audit of the 
North Lanarkshire Integration Joint Board. 

 

    

Reconciliations Payroll controls IT access Journals 

 

10. In accordance with the detail contained within our Annual Audit Plan, we 
were able to rely on the work of internal audit for application controls within 
payroll and creditor payment authorisation.  The work of internal audit was 
clearly documented, the review process was robust and the audit evidence 
within the files supported the findings included within the reports.   

file://///Profile-01/publications/MacBackups/Work%20in%20Progress/ASG%20word%20template%20review/Controls%20report%20template/www.audit-scotland.gov.uk
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11. In 2017/18 we identified some weaknesses in second officer checks 
within payroll and non domestic rates.  Within payroll, a weekly audit check 
was introduced in March 2018 where a sample of all data processed by the 
transaction teams is checked and verified for occurrence, evidence and 
accuracy.  Remedial action is taken to resolve any issues identified.  For 
non-domestic rates, the team now checks 20 accounts each month for 
accuracy of reliefs and discounts, an increase from 15 last year. 

12. We recognise these improved controls, but noted small improvements 
could be made to the processes and have discussed these with 
management.  These minor points do not impact on the assurance obtained 
for our audit approach. 

13. The key control risks identified during the interim audit are detailed in 
Exhibit 2.  These findings will inform our approach to the financial statements 
audit as detailed in the final column.  To support the delivery of the financial 
statements audit we also completed some early audit work on income, non-
pay expenditure and staff costs.  No issues were identified.  

Exhibit 2 
Key findings and action plan 2018/19  
 

         Audit finding 
Management 
response, responsible 
officer and target date 

Additional 
audit 
procedures 

1 User access  

Each financial system has controls 
in place for staff to gain appropriate 
access.  There are also processes 
in place to monitor user access 
through annual or bi-annual 
reviews.  For each of the financial 
systems reviewed, with the 
exception of E-Financials, these 
reviews have not taken place 
during 2018/19.  For E-Financials 
the reviews should be bi-annual.  A 
review was undertaken in 
December 2018, with the prior 
review taking place in March 2017.   

There is a risk that user access 
within the main financial 
systems is not appropriate.  

Management will request 
that annual user reviews are 
carried out for all financial 
systems, ensuring that user 
access remains appropriate. 

March 2020 

Responsible Officer: Elaine 
Kemp 

We have taken a 
sample of users 
across the systems 
and checked the 
appropriateness of 
their access based 
on their role.  No 
issues were 
identified.  

We will also 
substantively test a 
sample of 
transactions across 
the services to 
ensure they are 
accurate and valid 
(occurrence).  
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         Audit finding 
Management 
response, responsible 
officer and target date 

Additional 
audit 
procedures 

2 Payroll – new starts 

New employees are added to the 
payroll system upon receipt of a 
new start form completed by the 
chair of the interview panel or 
nominated officer (for Head 
Teachers).  For a sample of 20 new 
starts, 3 had no form to support the 
new start being added to the payroll 
system.  Additional evidence was 
obtained to confirm the validity of 
the posts.  

There is a risk that people are 
incorrectly added to the payroll 
system.  

Electronic transfer of forms 
has resolved issue. 

HR Operations audit will be 
expanded to include more 
substantive testing of the 
new start information. 

September 2019 

Responsible Officer: Yvonne 
Doyle 

We will 
substantively test a 
sample of 
employees to 
ensure they exist 
as employees of 
the council, through 
confirmation to 
other records / 
manager response. 

3 Payroll - validation checks 

A monthly process has been 
implemented where the Systems 
Admin & Business Intelligence 
team email line managers a list of 
staff reporting to them on iTrent 
including details of their latest pay.  
This process is considered 
incomplete as it does not require 
positive confirmation that the listing 
is correct and has not been rolled 
out to the education service.  

There is the risk that the absence 
of a periodic validation of all 
staff through positive 
confirmation of employment 
could lead to staff being paid 
after they have left employment. 

Monthly report to Education 
and Families to commence  

September 2019 

Responsible Officer: William 
Cunningham 

Management will pursue 
option to add positive 
confirmation to MyTeam.  

December 2019 

Responsible Officer: William 
Cunningham 

We will 
substantively test a 
sample of paid 
employees to 
ensure they exist 
as current 
employees of the 
council, through 
confirmation to 
other records / 
manager response. 

4 Housing Rents - HSMS 
reconciliations 

As reported by Internal Audit, 
reconciliations between the housing 
rents system and the general 
ledger are completed covering two 
periods at a time.  We reviewed a 
further reconciliation and found that 
there was no documentation of the 
date, who completed it or any 
evidence of a second officer check.    

There is a risk that 
reconciliations are not being 
completed in a timely manner 
resulting in discrepencies 
between the systems not being 
picked up and corrected.  

As noted in the Internal Audit 
report of November, 
reconciliations were not up to 
date due to significant 
staffing issues.  All 
reconciliations are now up to 
date and signed and dated 
as appropriate.   

No further action required. 

We will review the 
year end 
reconciliation and 
substantively test a 
sample of housing 
rents transactions 
to ensure they have 
been accurately 
processed through 
the housing rents 
system.  
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         Audit finding 
Management 
response, responsible 
officer and target date 

Additional 
audit 
procedures 

5 Accounts Receivable – 
exception reporting  

The Debt Recovery Team send out 
monthly reports to the services on 
aged debt analysis, outstanding 
invoices and overdue instalments.  
There is no requirement for the 
services to respond to the Debt 
Recovery Team on any issues 
which the reports flag up and the 
Debt Recovery Team do not follow 
anything up with the services.  
They receive responses on the 
reports from some of the services.  

There is a risk that aged debts 
are not being monitored/ 
pursued.  

Debt Recovery request that 
as a minimum requirement, 
Services produce a number 
of specified reports on a 
monthly basis and review 
existing policy and 
procedures to ensure that 
best practice is being applied 
in the operation of debt 
collection.  Services are 
asked to contact the Debt 
Recovery Team Leader by e-
mail to confirm that each 
report has been produced 
and reviewed. 

Management will remind 
Services to comply with this 
process. 

March 2020 

Responsible Officer: Elaine 
Kemp 

We will 
substantively test a 
sample of income 
transactions to 
ensure they have 
been accurately 
processed.  We will 
also review the 
appropriateness of 
the aged debt 
provision and any 
write offs.  

6 Accounts Payable – Pecos 
interface  

The interface between the Pecos 
(ordering) system and E-Financials 
is being updated.  During this 
update the process, which was 
previously semi-automated is being 
done manually.  This has led to a 
delay in the turnaround time for 
matching invoices, from 4 days to 
10 days.  Urgent invoices are being 
prioritised and exception reporting 
is highlighting those over £10k.  

There is a risk that lower value 
invoices coud be missed.  There 
is also a risk of human error due 
to the extent of manual input.   

The Council are working to 
introduce invoice entry into 
PECOS which will re-instate 
auto matching of invoices to 
purchase orders.  Meantime, 
although cumbersome there 
is no increased risk of 
payments to wrong suppliers.  
However there may be a 
small increase in the risk of 
duplicate payments.  In order 
to mitigate this, Services will 
continue to be reminded of 
their responsibilities when 
passing invoices for 
payment. 

March 2020 

Responsible Officer: Elaine 
Kemp 

We will 
substantively test a 
sample of 
expenditure items 
to ensure they are 
valid and 
accurately 
accounted for.  
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         Audit finding 
Management 
response, responsible 
officer and target date 

Additional 
audit 
procedures 

7 Accounts Payable – BACs 
payments 

Second officer checks were 
introduced on the daily BACs 
payment process.  We selected a 
sample of 21 daily payments and 
found 5 payments where there was 
no segregation of duties involved in 
the authorisation of the payment.  
This was due to annual leave.  

There is a risk that weaknesses 
in segregation of duties could 
result in fraudulent payments 
that are not in accordance with 
the underlying records.   
 

This relates to BACS 
authorisation sheets being 
sent to IT Ops by the same 
person who generated the 
payment run.  This issue has 
existed for many years, a 
solution would be to pass 
this responsibility, whenever 
the Manager or Team Leader 
are out of office to someone 
at a lower grade within 
Creditors or an equivalent 
grade elsewhere in our 
division.  The Service will 
investigate options and have 
a solution in place by 
September 2019. 

September 2019 

Responsible Officer: Elaine 
Kemp 

We will 
substantively test a 
sample of 
payments to ensure 
they are accurate 
(are in accordance 
with underlying 
records).  

Source: Audit Scotland 

Wider Dimension Audit Work 

Financial Management 

Budget monitoring projects a year-end surplus and this has 
developed throughout 2018/19 
14. The council effectively monitors the budget position through monthly 
budget monitoring reports to the Corporate Management Team, and 
quarterly reports taken to the Finance and Organisational Business Sub-
Committee / Finance and Resources Committee.  In addition, performance 
against budget for each service area is reported to the relevant service 
committee.  Details of how the year end outturn position developed 
throughout 2018/19 is included in Exhibit 3.  

15. Financial forecasting is an embedded part of management and reporting.  
From our review of budget monitoring reports we concluded that they 
provided an overall picture of the budget position at service level.  The 
reports forecast the outturn position for the year and include good narrative 
explanations for significant variances against budget.  This allows both 
members and officers to carry out effective scrutiny of the council's finances. 
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Exhibit 3  
Summary of outturn reporting of the projected year end surplus during 2018/19 

 

All services delivered within 1% of budget with many achieving 
underspends 
16. In May 2019 the council reported a provisional underspend against its 
2018/19 revenue budget of £10.349 million (Exhibit 3).  All services delivered 
within 1% of budget with many achieving underspends, for example 
Education, Youth and Communities achieved an overall underspend of 
£2.988 million due to employee cost savings and an over recovery of income 
from increased chargeable activity on grant programmes.  An underspend of 
£1.673 million was also delivered from Chief Executive and Other Corporate 
Services, due to increased income in relation to NLP loan guarantee fees, 
increased PPP income and bank interest receivable.   

17. The expenditure from earmarked reserves are not included in the 
£10.349 million provisional outturn.  These are monitored and reported 
separately.  The financial statements at the year end will include this 
expenditure and therefore this would produce a lower “in-year” surplus than 
the basis used for reporting in budget monitoring reports. 

Governance and transparency  

The council are reasonably prepared for EU withdrawal 
18. We assessed the council’s readiness for withdrawal from the EU and 
found them to be reasonably prepared ahead of the expected withdrawal 
date (29 March 2019).  The council has a risk in its strategic risk register in 
relation to EU withdrawal and has set up a ‘Brexit Preparedness Group’ to 
take forward any related actions and report to the Corporate Management 
Team.  There remains uncertainty around EU withdrawal with the latest 
expected leave date now 31 Octoer 2019. 

19. We concluded that North Lanarkshire Council has taken reasonable 
steps to address the risks associated with EU withdrawal.  The council has 
identified the number of non-UK EU employees in its workforce and is 
currently checking this with line managers before engaging with each 
employee over next steps.  The council does not consider there to be any 
risk to services.  To date there has been no strategic communication, but 
there has been specific discussions with those directly impacted.  Plans are 
in place to communicate more widely to council staff.  

20. In terms of financial preparedness, the council is aware of its EU funding 
streams and has engaged with a range of bodies, such as COSLA and the 
Scottish Government, to identify the impact of the loss of EU funding.  The 
council has developed a five year financial plan and has considered EU 
withdrawal in this plan.   
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The council is progressing the January 2019 NFI matches 
21. The National Fraud Initiative (NFI) in Scotland is a counter-fraud 
exercise co-ordinated by Audit Scotland.  It uses computerised techniques to 
compare information about individuals held by different public bodies, and on 
different financial systems, to identify 'matches' that might suggest the 
existence of fraud or error.  The latest position for North Lanarkshire Council 
is summarised in Exhibit 4. 

Exhibit 4 
National Fraud Initiative 
 

Total number of 
matches 

Completed/closed 
investigations 

In progress 
investigations 

 

 

 

 

 

16,010 1,159 

(7%) 

276  

Source: NFI website 

22. The council recognises that NFI is an important tool in allowing 
investigative resources to be targeted at risk areas.  The council prioritises 
reviewing and investigating high risk matches. Since January 2019, when 
the matches became available, the council has investigated and closed 
1,159 matches (7%).  To date 6 cases have been concluded as fraud or 
error, with a cumulative value of £8,530  The majority of these related to 
housing benefits and council tax reduction for which the council has plans in 
place to recover all overpayments. 

23. It is worth noting that while progress has been made in carrying out 
investigations in some high risk categories other areas, such as blue badges 
and housing rents, have not yet been started.   

24. Internal Audit continue to regularly report the outcomes of the NFI 
exercise to the Audit and Scrutiny Panel.  This could be strengthened by 
including more detail on the overall progress of following up matches. 

 



12 |  

 

 
 

 
North Lanarkshire Council  
Management Report 2018/19 

If you require this publication in an alternative  
format and/or language, please contact us to  
discuss your needs: 0131 625 1500  
or info@audit-scotland.gov.uk  

For the latest news, reports  
and updates, follow us on: 

      
 

 

 

Audit Scotland, 4th Floor, 102 West Port, Edinburgh  EH3 9DN 
T: 0131 625 1500  E: info@audit-scotland.gov.uk  
www.audit-scotland.gov.uk 

AS.1.3 

 

mailto:info%40audit-scotland.gov.uk?subject=
http://www.audit-scotland.gov.uk/
https://auditscotland.wordpress.com/
https://twitter.com/AuditScotland
https://www.facebook.com/Audit-Scotland-1649085352037675/timeline/
https://uk.pinterest.com/AuditScotland/
https://www.linkedin.com/company/audit-scotland
https://public.govdelivery.com/accounts/UKAS/subscriber/new?pop=t

	Covering report - external audit outputs FINAL as at 17.6.19
	2018-19_NLC_Interim_Report_final

