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1. Introduction

In line with good practice, I have prepared this report on behalf of the Audit Committee to inform
the Agency Board of the activities of the Audit Committee during the financial year 2014-15. In
doing so, I have assessed the Committee’s activities for the year against the best practice
guidelines outlined in the Audit and Risk Assurance Committee Handbook (HM Treasury 2013).

Reflecting on the activities of the Audit Committee during the financial year 2014-15, I would like to
commend and thank members of the Committee for their great diligence and expert contribution,
especially in relation to the appointment of internal auditors for the organisation and the evolution
of the charging scheme.

I would also like to pay tribute to the professional and conscientious support of the Audit
Committee and, specifically, thank the Clerk to the Board and the Executive Support Team.

Bob Downes
Chairman of the Audit Committee
June 2015

2. Committee Information

2.1 Constitution of the Committee

2.1.1 The Audit Committee has six non-executive members. The membership of the Committee
was approved by the Agency Board (by correspondence) in February 2014 and formally
homologated at its meeting on 29 April 2014, along with the Terms of Reference for the
Committee.

2.1.2 The Committee is attended by the Chairman of the Board, SEPA’s Accountable officer
(James Curran, Chief Executive (during the reporting period), the Executive Director of the
Science and Strategy Portfolio, the Chief Officer Finance, the Clerk to the Board and other
senior staff as required. Additionally both internal and external auditors attend and are
given the opportunity to speak confidentially to the Committee members.

2.1.3 The Audit Committee met on four occasions during 2014-2015 and a full list of members
and attendance at Committee meetings for 2014-2015 is attached in Appendix 1.

2.1.4 The Committee was established by SEPA in accordance with powers granted under
Schedule 6 of the Environment Act 1995. Committee business is conducted in accordance
with the Standing Orders which were approved by the Agency Board on 12 February 2013.
The Agency Board considers that the Audit Committee members have relevant skills and
experience.

2.2 Duties of the Committee

2.2.1 The purpose of the Audit Committee is to:

i) Monitor and review risk, control and corporate governance
ii) Review SEPA’s systems of internal control
iii) Oversee SEPA’s compliance with accounting, financial reporting and regulatory

compliance and the process of preparation and approval of the annual accounts.
iv) Provide assurance to SEPA’s Accountable Officer that SEPA’s internal control

mechanisms and risk management arrangements are working.

2.2.2 The full terms of reference and remit of the Committee are available on SEPA’s website.

http://www.sepa.org.uk/about-us/how-we-work/our-board/#three
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2.2.3 The Audit Committee can seek independent external advice if it considers it necessary to
discharge its duties.

2.3 Performance of the Committee.

2.3.1 The Chairman of the Audit Committee considers the development needs of the members
and the performance of the Committee to ensure the Committee has the knowledge
necessary to be effective.

2.3.2 During 2014/2015, the members of the Audit Committee participated in a number of Board
seminars to improve their knowledge of the Agency’s activities and interests. The members
had a number of presentations, and took part in discussions, on a variety of issues
including SEPA’s Regulatory Charging Scheme, Flood Risk Management and Landfill Tax.
Presentations were also given on the River Basin Management Plan, the Estates Strategy
and Freedom of Information. Additionally, members of the Audit Committee attended
external conferences and events and worked with staff as ‘board buddies’ to provide advice
and guidance on specific subject matters.

2.3.3 The Audit Committee also advised the Board on the selection process and appointment of
a new internal audit service provider. The tendering process was overseen by the
Chairman of the Audit Committee plus a sub-set of Audit Committee members, involving
the establishment of criteria, assessment and, thereafter, interviews with applicants. The
process was completed successfully and the contract awarded to Scott Moncrieff for a
three year period.

2.3.4 The Audit Committee also supported a number of significant issues for the organisation, not
least the Regulatory Charging Scheme. To ensure that the development of the scheme
was transparent and understandable, the Audit Committee considered an independent
review of the scheme and provided advice to the Agency Board. It also agreed that the
Committee’s remit in this area would be continued oversight, specifically the assurance that
robust processes are in place to ensure that reviews are conducted through an appropriate
process and with sufficient external scrutiny

2.3.5 During the reporting period, the Audit Committee provided oversight in relation to fraud and
was assured that robust processes and mechanisms were in place to both prevent and
tackle fraud and that discussions with internal and external auditors had taken place in
relation to auditing SEPA systems and processes.

2.3.5 SEPA has in place and implements a regular and transparent appraisal process and during
the year the Chairman carried out performance appraisals with Board members as
required. The appraisals cover attendance and commitment, training and development
needs and contributions to the work of the Board and SEPA.

3 Review of the work of the Audit Committee 2012/2013

3.1 Audit Activity – Internal

3.1.1 The Audit Committee is responsible for recommending to the Accountable Officer the
appointment and remuneration of internal auditors.

3.1.2 The internal auditors provide assurance on the effectiveness of SEPA’s internal control
systems and the adequacy of these systems to manage business risk and safeguard
SEPA’s assets.

3.1.3 KPMG provided this service for the past eight years until 31 March 2015. At its meeting on
18 March 2014 the Audit Committee agreed to commence a tender process for a new
internal audit contract to commence on 1 April 2015. This was successfully completed with
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the contract being awarded to Scott-Moncrieff Chartered Accountants for three years with
the option of up to two years extension.

3.1.4 KPMG planned to carry out the plan of work in the 2014-2015 in 119 days to a budget of
£71,023 (excluding VAT). The work was completed in the time and cost budgeted.

3.1.5 The Internal Audit activity carried out in 2013-2014 is detailed in Appendix 2.

3.1.6 A draft plan for internal audit activity for 2015-2016 from Scott-Moncrieff was agreed at the
Audit Committee meeting on 17 March 2015 subject to a number of adjustments being
made to scope and timing. The adjustments made by the auditors will be considered at the
Audit Committee on 23 June 2015. The audit plan is provisionally for 100 audit days at an
estimated cost of £62,300 (excluding VAT). The draft outline plan is provided at Appendix 3

3.2 Audit Activity - External

3.2.1 Under the Public Finance and Accountability (Scotland) Act 2000, SEPA’s auditors are
appointed by the Auditor General. PricewaterhouseCoopers (PwC) were appointed as
SEPA’s auditor for the financial year ending 2013/14. PwC was remunerated to the sum of
£52,920 (including VAT) in respect of statutory audit services for the financial year 2013/14.

3.2.2 External audit provide an independent audit opinion on the financial statements and part of
the Remuneration Report as to whether they:

i) give a true and fair view of the state of affairs of SEPA;

ii) the Comprehensive Net Expenditure Statement for the year is in accordance with
applicable enactments and guidance issued by Scottish Ministers;

iii) the accounts have been properly prepared in accordance with the Environment Act
1995 and directions made by Scottish Ministers;

iv) a review and assessment of SEPA’s governance and performance arrangements in a
number of key areas including: the adequacy of internal audit and ICT reviews;

v) provision of an opinion on the Whole of Government Accounts.

3.2.3 The external auditors completed an interim audit in February 2015 and their final audit in
May/June 2015.

3.3 Risk Management

3.3.1 SEPA has a framework for the management of risk which aims to minimise the likelihood
and effect of risks to SEPA. This includes the identification and assessment of risk at
corporate level but also through risk registers held in each portfolio and for corporate
programmes/projects.

3.3.2 Review and reporting of corporate risks is facilitated by the Risk Management Group which
reports six monthly to the Agency Management Team and annually to the Audit Committee.
Portfolio and Programme registers are reviewed at least annually by the Risk Management
Group. Key issues from lower level registers can be nominated for escalation to the
corporate register at any time in the year.

3.3.3 The Audit Committee reviewed the corporate risk register in June 2014 and received an
update in December 2014.

3.3.4 The actions arising from the new approach to risk management agreed following the review
of the process in autumn 2013 are progressing well.
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 Guidance on risk assessment is published on the Intranet and is available to relevant
staff.

 Training workshops have been held with members of all portfolio management teams
and a training course has been developed with the Learning and Development Unit
which is now being delivered to staff with line management responsibilities. Preliminary
discussions have taken place over the development of an e-learning package which will
be available for all staff.

 Roles and responsibilities relating to risk management are being built into appraisal
objectives.

 A pilot approach to identifying Risk Appetite has been initiated.

 Risks are considered across the organisation as part of the business planning process.

3.4 Audit Committee Outcomes and Recommendations in 2013/2014

3.4.1 The audits undertaken in 2014-2015 highlighted a number of findings – high (2), moderate
(20) and low (32) - which the Audit Committee has discussed. It has also given
consideration to the adequacy of management’s responses and to the progress of the
actions managers have undertaken as a result of the audit findings.

3.4.2 In KPMG’s annual internal audit report, it was confirmed that the Assurance Framework in
place is founded on a systematic risk management process and that it provides appropriate
assurance to the Agency Board. It also found that the corporate risk register reflects the
organisation’s key risks.

The key issues which emerged during the year were:

 Office Reviews – It had been noted in the previous year that in a number of cases,
controls were not carried out as required, and documents which should have been
submitted to the Finance department were not correctly completed. A follow-up audit
took place in 2014-2015 which found that actions taken by management had not been
fully effective. A new action plan has been jointly prepared by Operations and Finance
with progress being reported quarterly to the Audit Committee. Arrangements are being
made for this topic to be included in the Internal Audit Plan in 2015-2016.

 Business Continuity planning – although plans are in place in offices throughout SEPA
it was identified that no test exercises in respect of Business Continuity Plans have
been conducted and there is a risk that plans cannot be implemented effectively in the
event of a live scenario. A testing plan has now been put in place and Resilience will be
recording the exercises taking place and their outcomes. Progress is also to be
included in a new six-monthly report to the Audit Committee.

 Corporate Legal Register - While it was identified that SEPA managed a register of
environmental legislation with which SEPA must comply, there was no legal register for
all corporate legislation. There was a risk that if corporate legislation is not identified,
managed and updated this could negatively impact on SEPA’s legislative compliance. A
corporate legal register and procedure have been finalised and published. These also
clearly attribute responsibility to named individuals for maintaining the register and
ensuring that key staff are made aware of changes which will impact on their work.
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Appendix 1

Member attendance at Audit Committee Meetings 2014/2015
Member Number of meetings attended
B Downes (Chairman) 4
R Dixon 4
N Martin 4
T McAuley 3
W McKelvey 3
K Nicholson 4
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Appendix 2

Summary of Annual Internal Audit Activity and Fees for 2013-2014

KPMG

The total audit days planned for 2013-2014 was 117 days, this is broken down as follows.

Internal audit area
Planned

Days
Actual
Days

Actual
Fees

(ex VAT)

Capital asset management 10 10 £5,824

Facilities management 7 7 £3,756

Legal compliance 10 10 £5,691

Transformational change 15 15 £ 9,412

Incident response 13 13 £7,455

Office reviews 5 5 £2,580

Financial management 11 11 £6,146

Business continuity 10 10 £6,300

Penetration testing 10 10 £ 6,377

Financial system upgrade 5 5 £2,579

Follow up 5 5 £ 3,017

Annual report and plan 4 4 £2,772

Contract management 12 12 £9,114

Total 117 117 £71,023
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Appendix 3

Summary of Annual Internal Audit Plan for 2015-2016

Scott-Moncrieff

The total audit days for 2015-2016 is 100 days, this is provisionally broken down as follows:

Internal audit area Planned Days

A1. Efficiency savings 10

A2. Fraud prevention 9

B1. Demonstrating SEPA’s impact 15

C2. Partnership working – public sector partners 10

C6. External communications 8

C7. Performance management 8

D1. Information security 10

E3. Landfill duties 10

F1. Follow up 8

Contract management 12

Total 100


