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Audit Scotland is a statutory body set up in April 2000 under the
Public Finance and Accountability (Scotland) Act 2000. It provides
services to the Auditor General for Scotland and the Accounts
Commission. Together they ensure that the Scottish Executive
and public sector bodies in Scotland are held to account for the

proper, efficient and effective use of public funds.
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Executive Summary

Introduction
In 2005-06 we audited the first financial statements of the Risk Management Authority (RMA) which

included looking at aspects of corporate governance. This report sets out our key findings. At the planning
stage we identified three audit risks which informed our audit procedures. From our audit work we can

conclude that these risks are being satisfactorily managed by the RMA.

Financial Statements

We have given an unqualified opinion on the financial statements of the RMA for 2005-06.

Governance

We found that, over the period since it was established, RMA had put in place a sound corporate
governance framework; we recommended that RMA continue to develop and embed its corporate
governance arrangements in line with best practice. We also reviewed the arrangements for provision of

the internal audit service and were able to place formal reliance on their work.

Performance Management
As indicated in the approved audit plan, the audit approach involved aspects of performance audit, but
these were dealt with under corporate governance and financial statements, with no specific performance

audit work undertaken.

I would like to record my thanks to management and staff for their co-operation and assistance.

MW&DC/Q'\ Mcélé

Murdoch McCamley CA, Senior Audit Manager, 06 October 2006



Introduction

Scope of the Audit

1.

This report summarises the findings from our 2005-06 audit of the RMA. The scope of the audit was
set out in our Audit Plan, which was submitted to the Audit Committee in February 2006. This plan

described the work we planned to carry out on financial statements and governance.

This report to management sets out our findings from the review carried out. Any weaknesses outlined
are only those which have come to our attention during the course of our normal audit work and are
not necessarily all the weaknesses which may exist. It is the responsibility of management to
determine the extent of the internal control system appropriate to the RMA. We would stress,
however, that an effective internal control system is an essential part of the efficient management of

any organisation.

The contents of this report have been agreed with relevant officers to confirm factual accuracy.

RMA is a new body. Audit Scotland were appointed as auditors for this first audit. 2005-06 is the final
year of a 5 year appointment cycle and KPMG have been appointed auditors for the 5 years

commencing 2006-07. Handover arrangements are in place. We would like to take this opportunity to
express our appreciation for the assistance and co-operation provided by officers and members of the
Authority during the course of our appointment. This report will be submitted to the Auditor General for

Scotland and will be published on our website at www.audit-scotland.gov.uk.

Outcome on Risks Identified in the Audit Plan

A feature of our audit approach is to understand our client’s business and appreciate the risks arising
from that business. Six audit risks were identified at the planning stage, as identified below. The
outcome against planned activity is summarised at Appendix A. We can conclude from the results of

our work on these risks that they are being satisfactorily managed by the RMA.

Corporate governance risks Financial statements risks

Establishing governance arrangements Disclosure of activity prior to first accounting period
Reconciliation of PGO bank account Disclosures for Statement on Internal Control
Reconciliation of payroll recharges from The introduction of the Financial Reporting Manual
Scottish Executive




Financial Statements

Our Responsibilities

6. We audit the financial statements and give an opinion on whether:

L] they give a true and fair view, in accordance with the Public Finance and Accountability
(Scotland) Act 2000 and directions made thereunder by the Scottish Ministers, on the state of
affairs of the Risk Management Authority as at 31 March 2006 and of its surplus, total recognised

gains and losses and cash flows for the year then ended;

L] they and the part of the Remuneration Report to be audited have been properly prepared in
accordance with the Government Financial Reporting Manual and directions made thereunder by

the Scottish Ministers; and

= in all material respects the expenditure and receipts shown in the financial statements were
incurred or applied in accordance with any applicable enactments and guidance issued by the

Scottish Ministers.

7. We also review the Statement on Internal Control by:
L] considering compliance with Scottish Executive guidance;

L] considering the adequacy of the process put in place by the Accountable Officer to obtain

assurances on systems of internal control; and

L] assessing whether disclosures in the Statement are consistent with the information emerging

from our normal audit work.

Overall Conclusion

8. We have given an unqualified opinion on the financial statements of the RMA for 2005-06. We are
able to conclude that the financial statements of the RMA give a true and fair view of the financial
position for the period from 1 April 2005 to 31 March 2006 and that, in all material respects, the
expenditure and receipts shown in the accounts were incurred or applied in accordance with

applicable enactments and relevant guidance.

9. Following discussion with the Director of Business Performance, a date of 24 April 2006 was agreed
for the provision of the accounts for audit. Accordingly audit work was scheduled to achieve a

certification date that would permit the laying of the accounts before the Scottish Parliament by the



end of June. Accounts were duly submitted on the agreed date and the completion timetable for the

audit of the financial statements was achieved.

Financial Performance

10.

11.

The RMA's Income and Expenditure Account for the year records a total cost for the financial year of
£709,000. This total includes net notional costs of £6,000 (cost of capital) and depreciation charges of

£15,000. The capital expenditure for the year was £73,000.

The total net assets of the RMA at the year-end amounted to £77,000. This comprises fixed assets of
£67,000 and net current assets of £10,000, comprising a bank balance of £407,000 offset by a
creditor balance of £397,000, most of which was due to the Scottish Executive in respect of recharges

for pay.

Statement on Internal Control

12.

13.

A draft Statement on Internal Control was presented to the Audit Committee on 5 June 2006, with a
final version signed by the Chief Executive, as part of the annual report and accounts, on 14 June
2006. This set out the arrangements established and operated for risk identification and review,

management of identified risks and review of effectiveness of the system of internal control.

We are satisfied that the Statement complies with Scottish Executive guidance, that the process put in
place by the Accountable Officer to obtain assurances on systems of internal control is adequate and
that the contents of the Statement are consistent with the information emerging from our normal audit

work.

ISA 260: Communication of Audit Matters to Those Charged with
Governance

14.

My responsibilities in relation to the communication of audit matters to those charged with governance
are covered in International Standard on Auditing 260 and outcomes against the requirements of the

Standard were reported in a letter to the Accountable Officer and presented to the Audit Committee on
5 June 2006. In this context, our audit has not identified any unadjusted errors that we need to bring to

your attention.

Significant Judgements and Other Issues

15.

The ISA 260 letter confirmed that our audit had not identified any material weaknesses in accounting

and internal control arrangements; the Statement on Internal Control appropriately reflects



16.

circumstances; that detailed comments on less significant items had been brought to attention by
internal audit; and external audit had also identified some less significant issues. The letter identified
the main issue as the relationship with the Scottish Executive, including streamlining arrangements
and getting the most out of their accounting system (SEAS). The letter also drew attention to the
accounts preparation process, noting that the final draft of the accounts had been prepared under
significant time constraints and that some fine tuning of format and disclosures for 2006-07 would be

beneficial.

An action plan for those issues requiring further development is at Appendix B.



Governance

Introduction

17.

18.

19.

Corporate governance is the system by which organisations direct and control their functions and
relate to their stakeholders, and incorporates the way in which an organisation manages its business,
determines strategy and objectives and goes about achieving those objectives. It is concerned with
structures and processes for decision-making, accountability, control and behaviour at the upper
levels of the organisation. Three fundamental principles of corporate governance apply equally to all

public sector bodies - openness, integrity and accountability.

As part of our 2005-06 audit we have conducted an overview of the RMA’s corporate governance
arrangements in relation to:

L] the structures and processes for decision making;

L] risk management and systems of internal control;

L] arrangements for the prevention and detection of fraud and irregularities;

L] standards of conduct, integrity and openness; and

= reporting arrangements and monitoring of the RMA’s overall financial position.

The overview commenced as part of the audit planning process and the resulting report was
presented to the audit committee on 26 February 2006 and recorded the position as at January 2006.

We found that the RMA had established a sound corporate governance framework in particular, that
RMA:

L] had addressed key issues in its decision making structures and processes in relation to the roles
of Board members and arrangements for senior management, arrangements for the conduct of

business and the delegation of authorities;

= operated an Audit Committee whose membership was made up of non-executive Board

members;

= worked in partnership with stakeholders and had an ongoing programme of consultation with the

legal profession, the justice system, the mental health practitioners and the public;

= had an Internal Audit service which complied with H.M. Treasury's Government Internal Audit

Manual standards;

= had made significant progress in the development of a risk management framework with

structured processes to identify and evaluate all significant operational risks;



20.

L] operated arrangements aimed at ensuring that Board members and employees are not
influenced by prejudice, bias or conflicts of interest, including the adherence to Codes of Conduct

and maintenance of registers of interests and gifts; and
= had arrangements in place to ensure compliance with financial requirements and the

achievement of financial targets.

We recommended that RMA continue to develop and embed their corporate governance

arrangements in line with best practice.

Review of Internal Audit

21.

22.

23.

24,

The RMA recognises that internal audit is a key element of the internal control system set up by
management. A strong internal audit function is necessary to ensure the continuing effectiveness of
the internal control system established. To maximise the reliance that external audit can place on

internal audit and to avoid duplication of effort, the adequacy of internal audit is assessed each year.

Internal audit is sub-contracted to Communities Scotland’s Internal Audit Service. Colleagues within
Audit Scotland reviewed the Communities Scotland’s overall internal audit arrangements and we
reviewed files and reports relating to RMA. As a result of these reviews we are pleased to confirm
that we are placing reliance on the work of internal audit over the period, as was anticipated in our
audit plans. We also confirm that the results of audits are accurately reported to the Audit Committee

in the summary reports submitted to the Committee.

The following reports were presented to the Audit Committee on 5 June 2006:

= Review of accommodation;

= Review of expenses and hospitality;

= Review of recruitment and training; and

= Review of risk management and planning.

On 5 June 2006 the Head of Internal Audit provided her opinion to the Chief Executive that, based on
the internal audit coverage for 2005-06, the RMA had a sound framework of control throughout the

financial year, which provided reasonable assurance that there were no significant deficiencies in

systems and controls within the RMA.
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Osborne House
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