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Mr John Symon                                                                                                                                 9 June 2016 
Head of Finance 
Perth & Kinross Council 
Blackfriars Development Centre 
North Port 
Perth  
PH1 5LU 
 
 
 
 
 
Dear John 
 
Perth & Kinross Council: 2015/16 Review of main financial systems 
 
Audit Scotland's Code of Audit Practice requires us to assess the systems of internal control put in 
place by management.  In carrying out this work we seek to gain assurance that the council: 

 has systems for recording and processing transactions which provide a sound basis for the 

preparation of financial statements and the effective management of its assets and interests 

 has systems of internal control which provides an adequate means of preventing and 

detecting material misstatements, error, fraud or corruption 

 complies with established policies, procedures, laws and regulations. 
 
Auditing standards require internal and external auditors to work closely together to make optimal 
use of available audit resources.  We seek to rely on the work of internal audit wherever possible.  As 
part of our 2015/16 audit we undertook a review of internal audit and concluded that it generally 
operates in accordance with the Public Sector Internal Audit Standards (PSIAS) and has sound 
documentation standards and reporting procedures in place.  An external quality assessment is 
planned for 2016/17.   
 
In accordance with ISA 330, The Auditor's responses to assessed risks, paragraphs 14 and 15, our 
audit judgements are based on current year testing of controls and, where appropriate, prior year 
results.  As part of our audit planning process we identified the main financial systems key to the 
production of the council’s financial statements.  The following table summarises the systems that 
were tested during 2015/16 including those where we planned to place formal reliance on internal 
audit’s work:  
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Key System External audit 
coverage 

Proposed reliance on aspects  
of Internal Audit work 

General ledger   

Payroll   
Trade payables   

Trade receivables   

Cash and cash equivalents   

Non domestic rates   

Council tax   

Housing rents   

Benefits   

Treasury management   

Capital accounting   

SWIFT   

 
Internal audit’s findings from the review of the payroll were reported to the Audit Committee in 
February 2016.  Several areas were highlighted by internal audit with action being agreed with 
management to address most issues by May 2016.  Officers have also agreed to undertake the 
annual reconciliation of establishment lists for the two services yet to complete this exercise by 
December 2016. 
 
Overall audit findings 
 
Our overall assessment is that the key controls within the council's main financial systems are 
operating satisfactorily.  Where controls have not been tested or where the evidence of a control’s 
effective operation does not exist, we adjust our planned coverage of the financial statements to 
obtain sufficient evidence that they are free of material misstatement.  A summary of those areas 
where identified risk exposure requires management consideration is included in Appendix A to this 
management letter.  Areas where management have accepted the risk in previous years or mitigating 
controls are operating effectively are highlighted below for your information. 
 
Trade receivables 
 
As in previous years there is no standard evidence of checking/authorisation to confirm the validity of 
the invoices being raised or confirmation that the appropriate rates are being applied.  Management’s 
response in previous years accepted the risk highlighting that there are different methods of checking 
the validity of invoices based on the individual service’s business needs and that the use of product 
codes and associated pre-determined rates within the system was a mitigating control.  Management 
also considers its revenue monitoring process which identifies and reports on variances against 
income targets an overarching control in this area.  However auditing standards (ISA 240 The 
auditor’s responsibility to consider fraud in an audit of financial statements) requires auditors to 
presume a risk of fraud where income streams are significant therefore we have also undertaken 
focused testing of trade receivable invoices to confirm the validity of the invoices raised and that the 
appropriate rates were being applied.  
 



 

 

  
SWIFT 
 
Independent Sector Providers (ISP) are presently required, on an exception basis, to confirm where 
services provided have changed.  Without positive confirmation there remains a risk that care home 
payments are made for services that have not been received.  Management’s response in previous 
years accepted the risk highlighting that: 

 it was agreed that administration would be reduced if the care homes only reported on an 

exception basis 

 participation in the National Fraud Initiative (NFI) has not identified any material 

overpayments to care homes in the data matching exercise regarding deceased clients. 
 
In the 2014/15 NFI exercise 58 cases were identified where a resident had died, but the local 
authority may not have been notified so potentially continued to make payments.  These cases have 
all been cleared with no overpayments found.   
 
In 2015 it was highlighted that the council was considering making weekly returns from care homes 
mandatory.  The council’s Care Home Liaison Group agreed in May 2016 that the weekly return form 
should be mandatory and a local minute of variation to the National Care Home Contract stipulates 
this requirement which is currently being agreed with care homes for 2016/17.  
 
Acknowledgements 
 
The issues identified in preparing this management letter are only those which have come to our 
attention during the course of our normal audit work and are not necessarily all of the weaknesses 
which may exist.  Although we have reported a number of areas for improvement, we should highlight 
that it is the members and officers of the council who are responsible for the management and 
governance of the organisation.  We would stress, however, that an effective system of internal 
control is an essential part of the efficient management of any organisation. 
 
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.   
 
Please do not hesitate to contact me if you have any queries. 
 
Yours sincerely 
 
 

 
 
 
Pearl Tate 
Senior Audit Manager 
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