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1 Purpose of this report 
Recognising the importance of effective two-way communication in an audit of financial statements, we have 
prepared this report to provide you with constructive observations arising from the audit process. 

International Standards on Auditing (UK & Ireland) 260, “Communication with those charged with governance” 
and 265 “Communicating deficiencies in internal control to those charged with governance” require Scott-
Moncrieff to report the significant findings from our audit to you. 

This report details: 

• any expected modifications to our audit report;  
• any unadjusted items in the financial statements (except any unadjusted items which are clearly trivial) 

including the effect of unadjusted items related to prior periods on the current period; 
• any material weaknesses in systems we have identified during the course of our audit work and our views 

about the quality of accounting practices and financial reporting procedures; and 
• any other relevant matters. 
 
Our procedures are carried out solely for the purpose of our audit so that we can form and express an opinion 
on the financial statements in accordance with applicable law and International Standards on Auditing (UK and 
Ireland).  Our audit does not necessarily disclose every weakness and for this reason the matters referred to 
may not be the only shortcomings which exist. 

We take this opportunity to remind you that: 

• this report has been prepared for the sole use of the Board of Cairn Housing Association Limited; 
• it must not be disclosed to any third party without our written consent; and 
• no responsibility is assumed by us to any other person who may choose to rely on it for his or her own 

purposes. 

The report has been discussed and agreed with Derek Adam. 

We would like to thank Derek Adam and the rest of the staff for their kind co-operation and assistance during 
our audit. 
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2 Audit conclusion 
In our opinion the financial statements give a true and fair view of the state of the Association's affairs as at 
31 March 2015 and of its income and expenditure for the year then ended. The financial statements have also 
been prepared in accordance with United Kingdom Generally Accepted Accounting Practice, the Statement of 
Recommended Practice - Accounting by registered social housing providers, the Co-operative and Community 
Benefit Societies Act 2014, Part 6 of the Housing (Scotland) Act 2010 and the Determination of Accounting 
Requirements 2012 issued by the Scottish Housing Regulator. 

We are pleased to confirm that our audit report, which is included in the financial statements, is unqualified. In 
our opinion, from information provided to us during the audit, no events or conditions appear to exist which cast 
doubt on the Association’s ability to continue as a going concern. We are therefore satisfied with the disclosure 
in the financial statements.  

Our audit opinion is based on your approval of the financial statements and signing of the letter of 
representation. Within this letter, you have confirmed that there are no subsequent events that require 
amendment to the financial statements. 



 

scott-moncrieff.com Cairn Housing Association Limited Audit management report for the year ended 31 March 2015 3 

3 Respective responsibilities 
Responsibilities of the Board of Management 
The Board of Management’s statutory responsibilities include: 

• Preparing the financial statements on a going concern basis unless it is inappropriate to presume that the 
Association will continue in business. The financial statements have to be prepared in accordance with 
United Kingdom Generally Accepted Accounting Practice, the Statement of Recommended Practice - 
Accounting by registered social housing providers, the Co-operative and Community Benefit Societies Act 
2014, Part 6 of the Housing (Scotland) Act 2010 and the Determination of Accounting Requirements 2012 
issued by the Scottish Housing Regulator. 

• Maintaining proper accounting records and an effective system of internal control; 
• Safeguarding assets; 
• Taking reasonable steps for the prevention and detection of fraud and other irregularities; and 
• Ensuring sound corporate governance and the proper conduct of the Association’s operations. 

Responsibilities of the auditor 
Our responsibility is to audit and express an opinion on the financial statements in accordance with applicable 
law and International Standards on Auditing (UK and Ireland). Those standards require us to comply with the 
Auditing Practices Board’s (APB’s) Ethical Standards for Auditors. 

The audit includes the consideration of internal controls relevant to the preparation of the financial statements 
but we do not express an opinion on the effectiveness of internal control. We are also required to communicate 
any significant matters arising from the audit of the financial statements that are relevant to those charged with 
governance in overseeing the financial reporting process.  

The matters being reported are limited to those deficiencies in control that we have identified during the audit 
and that we have concluded are of sufficient importance to merit being reported to those charged with 
governance. 

International Standards on Auditing (UK and Ireland) do not require the auditor to design procedures for the 
purpose of identifying supplementary matters to communicate with those charged with governance. 

Independence 
International Standard on Auditing (UK & Ireland) 260, “Communication with those charged with governance” 
requires us to communicate on a timely basis all facts and matters that may have a bearing on our 
independence.  

Scott-Moncrieff currently provides internal audit services to the Association. The Financial Reporting Council 
(FRC) governs our audit work and publishes Ethical Standards that we must adhere to. Ethical Standard 5 
(ES5)– Non audit services provided to audited entities includes guidance to audit firms who provide both 
external and internal audit services to the same entity. ES5 states that an external auditor may provide internal 
audit services provided that “the auditor is satisfied that there is informed management and appropriate 
safeguards are applied to reduce the self-review threat”. 
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We believe that the board and management of Cairn Housing Association Limited have the necessary financial 
knowledge and experience to evaluate our work and findings in respect of both the internal and external audit. 

In line with ES5, the safeguards that we have put in place are: 

• The external audit service is led by Iain Lee and James McBride who have no involvement in the 
internal audit work. The other members of the external audit team have had no involvement in the 
internal audit work. 

• The internal audit services are currently led by Robert Mackenzie and Susan Mackay with the work 
performed by internal audit staff. No one involved in the provision of the internal audit service is 
involved in the external audit. Iain and James have never been involved in the internal audit of the 
Association. 

• The external audit will be led and performed by staff from our external audit department whilst the 
internal audit is performed by staff from our internal audit department. Neither team would have access 
to the other team’s working papers. 

ES5 also requires that Scott-Moncrieff in its role as internal auditor does not act in a management role for the 
Association, which it clearly does not. 

As external auditor we would not be able to place “significant reliance on the internal work performed”. This 
means that if we need assurance over a particular area in respect of our audit of the financial statements we 
cannot rely on the work performed by the internal auditor. It is important when considering the likely impact of 
this we acknowledge that the function of the external and internal audit is completely different. The objective of 
the external audit is to provide an opinion on whether the financial statements show a true and fair view whilst 
the internal audit function focusses on the internal controls and procedures of the organisation and helps review 
governance and risk management and makes recommendations based on best practice within the sector. 

In some instances there may be a cross-over between the work of the internal auditor and the assurance that 
we seek to obtain as part of our audit of the financial statements. In these instances, as external auditor we 
would have to perform the work ourselves. Please note that our fee has been prepared on this basis. 

We also provide tax services to the Association.  This work is led by a tax partner and staff that are not involved 
in the audit.  Therefore the provision of tax services does not impact on our independence as external auditor. 

We can confirm that we have complied with the APB’s Ethical Standard 1 – “Integrity, Objectivity and 
Independence”. In our professional judgement the audit process has been independent and our objectivity has 
not been compromised. 
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4 Audit risk areas identified at the planning 
stage 

Identified audit risk areas 
As noted in our audit planning letter submitted to the Board of Management on 2 April 2015 we identified the 
audit risk areas, noted in the table below, as significant matters. We considered these matters in detail during 
our audit fieldwork. 

Audit risk areas Audit findings 
Risk 1 – Management override of controls 
In any organisation, there is a risk that management 
and Board members have the ability to process 
transactions or make adjustments to the financial 
records outside of the normal financial control 
processes. Such transactions could lead to a 
material misstatement in the financial statements. 
We treat this as a presumed risk area in 
accordance with International Standard on Auditing 
(UK & Ireland) 240: “The auditor's responsibilities 
relating to fraud in an audit of financial statements”. 

Whilst we do not suspect any incidences of 
management override, we will review the 
accounting records for significant transactions that 
are outside the normal course of business and 
obtain evidence to ensure that these are valid and 
accounted for correctly. 

Our review of the accounting records did not 
identify any significant transactions outside the 
normal financial control processes. We did not 
identify any evidence of management override.  

Conclusion: We have gained satisfactory assurance 
in respect of the mitigation of this risk. 

 

Risk 2 – Revenue recognition 
Under International Standard on Auditing (UK & 
Ireland) 240: “The auditor's responsibilities relating 
to fraud in an audit of financial statements” there is 
a presumed risk of fraud in relation to revenue 
recognition. The presumption is that the Association 
could adopt accounting policies or recognise 
income in such a way as to lead to a material 
misstatement in the reported revenue position.  

Whilst we do not suspect any incidences of fraud or 
error, we will evaluate each type of revenue 
transaction and document our conclusions. 

 

We evaluated each material revenue stream, 
considered the Association’s revenue recognition 
policy and carried out testing to ensure this is 
appropriate and has been applied. 

Conclusion: We have gained satisfactory assurance 
in respect of the completeness and occurrence of 
revenue transactions in the year. 

 
 
 
 
 
 
 

Risk 3 - Impairment of care homes 
The Association is in the process of finalising the 
disposal of two care homes, Cherryholme House 

We have reviewed the Director of Finance and 
Investment’s calculations and journals processed in 
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Audit risk areas Audit findings 
and Jubilee House. The sale is expected to be 
completed after the year end however given the 
impending disposal the Association must consider if 
an impairment exists as at 31 March 2015. Given 
the loss on disposal is expected to be in excess of 
£200k, it is clear that the care homes are not worth 
their current carrying value and should be written 
down to the expected disposal price. The decision 
to sell the care homes was approved by the Board 
in December 2012 and the management accounts 
for the care homes for 2012, 2013 and 2014 show 
losses being generated. After discussions with the 
Director of Finance and Investment we have agreed 
that the care homes should have been impaired as 
part of the 2012/13 financial statements and thus 
the impairment charge will be processed as a prior 
year adjustment correcting the opening reserves as 
at 1 April 2013 as part of the 2014/15 financial 
statements. 

relation to this prior year adjustment in respect of 
the impairment of the two Care Homes. We have 
agreed that a late adjustment would be processed 
to correct the original impairment value included in 
the financial statements (see Appendix 1, 
adjustment 10). 

There was also a material loss on disposal of the 
four sheltered units in the year.  After discussion, it 
was agreed that these units were impaired in 
previous years and thus a prior year adjustment 
was processed to incorporate this impairment (see 
Appendix 1, adjustment 4). 

Conclusion: We have gained satisfactory assurance 
in respect of the mitigation of this risk. 

 

Risk 4 - Discontinued operation - disposed sheltered housing units 
In 2014/15, four very sheltered schemes were 
transferred over to a new provider for proceeds of 
£1m and another was closed down. Under Financial 
Reporting Standard 3, this disposal should be 
accounted for as a discontinued operation in the 
2014/15 financial statements.  In 2015/16 the 
disposal of the care homes will be accounted for as 
a discontinued operation. 

This treatment has been agreed with the Director of 
Finance and Investment. 

We have reviewed the workings prepared by the 
Director of Finance and Investment as well as the 
disclosure included in the financial statements. We 
are satisfied that the financial statements include 
the correct disclosure. The required disclosure is 
included in the Income and Expenditure account on 
page 7 of the financial statements and note 31 on 
page 31. 

Conclusion: We have gained satisfactory assurance 
in respect of the mitigation of this risk. 

Risk 5 - Welfare Reform Act 
Arguably one of the biggest challenges facing RSLs 
is the welfare reform. The introduction of the 
‘bedroom tax’ has resulted in a decrease in housing 
benefit for some tenants which has led to, in some 
cases, increased housing arrears. This increase in 
arrears puts further financial pressure on the 
Association in an already difficult economic 
environment.  

As part of the preparation of the financial 
statements, senior management and the Board of 
Management must perform a detailed review of the 
housing arrears at the year-end and identify those 
that will not be recoverable and write these off and 

The rental arrears balance at the year-end has 
been reviewed and we have raised an unadjusted 
item to increase the bad debt provision  by £57k 
(Appendix 2, journal 3). 

Conclusion: We have gained satisfactory assurance 
in respect of the mitigation of this risk. 
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Audit risk areas Audit findings 
identify those that may not be recoverable and 
make a suitable provision against them. We would 
also expect, in most cases, that former arrears 
balances are fully provided against.  

As part of the audit of the financial statements we 
will review the bad debt write off and provision 
made by the Association to determine if these are 
appropriate. We will place a particular focus on 
former arrears balances and significant current 
arrears balances.   

The eventual roll out of Universal Credit and direct 
payment is likely to lead to an increase in 
irrecoverable arrears. The Association should be 
planning for these changes and considering their 
impact on budgets and forecasts. 

Risk 6 - Defined Benefit Pension Scheme  
The affordability of defined pension schemes has 
been a hot topic within the RSL sector in recent 
years. The SHAPS pension scheme in particular 
continues to struggle and this has resulted in 
Associations being forced to pay past deficit 
contributions in order to close the funding gap 
within the pension scheme as well as pay additional 
employer contributions in respect of future benefits. 
Some Associations have opted to close the final 
salary scheme to all members whilst others have 
closed it to new members whilst keeping it open to 
existing members. Some RSLs have opted for 
career average schemes whilst others have chosen 
the defined contribution route. 

The Association has taken decisive action and has 
now transferred existing members to the Defined 
Contribution option within the Scheme whilst closing 
the scheme to new entrants from 1 April 2014. This 
decision has capped the pension liability but the 
Association must still consider how it will fund the 
past service deficit repayment as part of the agreed 
recovery plan requiring monthly payments that 
sought to address the past service deficit by 30 
September 2027. The Board of Management must 
ensure that these expected pension payments are 
incorporated into budgets, forecasts and business 
plans to ensure that these can be paid by the 

After consultation with professional advisors and 
members of staff the decision was taken to close 
the Association’s defined benefit scheme to future 
accrual, with the Association participating from 1 
April 2014 in a defined contribution scheme within 
the Scottish Housing Associations’ Pension 
Scheme, for existing members. All new staff 
members are eligible to participate in a defined 
contribution scheme provided by Standard Life. 

The Association has included the past service 
deficit repayments in the budget. The cashflow 
projections confirm that the Association will be able 
to afford these payments. 

The Association has considered the likely impact of 
recognising the past service deficit contribution 
payments as a liability on the balance sheet. In 
order to mitigate the negative impact that this will 
inevitably have on the Association’s net assets.  In 
order to mitigate the impact of the pension liability, 
the Association may opt to take advantage of a 
transitional option within FRS 102 and revalue its 
housing properties at their existing use value and 
deem this to be historical cost. This means that the 
asset value will increase in the financial statements 
which will mitigate the decrease in net assets 
resulting from the requirement to incorporate the 
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Audit risk areas Audit findings 
Association from future surpluses. 

Each year as part of our audit we will assess the 
current pension provision and its affordability to the 
Association. 

It is also important to note that FRS 102 will require 
past service deficit contribution plans to be 
recognised on the balance sheet as a pension 
liability which will have a materially adverse impact 
on the net assets of the Association and may have 
a negative effect on existing banking covenants. 
We would encourage the Association to assess the 
impact of this accounting change on its banking 
covenants as soon as possible. 

pension liability. 

Conclusion: We have gained satisfactory assurance 
in respect of the mitigation of this risk. 

Going concern and subsequent events 
We are required under International Standard on Auditing (UK & Ireland) 570, “Going Concern” to consider the 
appropriateness of the Board of Management’s use of the going concern assumption in the preparation of the 
financial statements, and to consider whether there are material uncertainties about the Association’s ability to 
continue as a going concern which need to be disclosed in the financial statements. 

The term "subsequent events" is used to refer to events occurring between the year-end date of the financial 
statements and the date of the auditor's report. International Standard on Auditing (UK & Ireland) 560, 
“Subsequent events” requires us to assess all such matters before signing our audit report. 

In order to gain assurance on these matters our work included:  

• a review of bank facilities; 
• a review of budgets and cash flow projections covering a period of 12 months from the expected signing of 

the audit report, together with post year end management accounts; 
• a review of the minutes of post balance sheet board meetings; 
• enquiring of senior management and the Association’s solicitors concerning litigation, claims and 

assessments; and 
• testing a sample of post balance sheet transactions. 
 

 
 
 
 

Conclusion 
We confirm that we have identified no issues affecting the Association’s ability to continue as a going concern. 

Within the financial statements, a note (note 33) has been added to disclose the Association’s intention to 
dispose of its two Care Homes to a specialist provider post year end. 
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We did not identify any further subsequent events which require amendments to be made to the financial 
statements. 
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5 Significant audit and accounting matters 
Significant issues identified during our audit fieldwork 
During the course of our audit work we identified and discussed the following significant issues with 
management, which we consider should be brought to your attention. 

Significant audit issues Audit conclusion 

During the financial year ended 31 March 2015 the 
Association sold 4 very sheltered houses. The 
Board decided in 2012/13 to change their strategy 
by selling the very sheltered housing. It was 
determined that the maximum selling price that 
would be attainable was £1m. The net book value 
of the very sheltered housing at the selling date was 
£1.63m. As the decision was taken in 2012/13 to 
sell the properties at £1m (less legal costs of £34k), 
the impairment of £664k should have been 
recorded in the 2012/13 financial statements. This 
was not identified prior to the audit starting. 

We have raised a prior year adjustment to correct 
this misstatement in the 2012/13 financial 
statements. See Appendix 1, audit adjustment 4. 

This has removed the loss on disposal of £664k 
from this year’s results and instead allocated it to 
the Revenue Reserves brought forward. 

We identified that £370,276 of legacy income had 
been deferred in the prior year financial statements. 
In line with accounting standards, this income 
should have been recognised in the Income and 
Expenditure Account in the year it was received and 
the Association was entitled to it. 

We have raised a prior year adjustment to correct 
this misstatement in the financial statements. See 
Appendix 1, audit adjustment 3. 

This has moved £258k that was included in 
creditors and £112k that was in other income to the 
Revenue Reserves brought forward. 

During the year the Scottish Government confirmed 
that the Association did not owe any HAG monies. 
However, the 2015 financial statements include a 
creditor of £122,257 within current liabilities and 
£117,581 within fixed assets. 

We have raised an unadjusted error in relation to 
this misstatement (see appendix 2, adjustments 4 
and 5). It has been agreed with Derek Adam that 
these amounts are not material and will remain 
unadjusted within the 2015 financial statements. 

It was identified this year that the Association has 
historically included a number of investment 
properties within the housing properties in the 
financial statements.  

 

 

A prior year adjustment has been incorporated into 
the financial statements (see Appendix 1, 
adjustment 11) to reallocate these properties from 
housing property to investment properties. 

Investment properties should not be depreciated 
and thus as part of this prior year adjustment, 
accumulated depreciation of £685k was written 
back to Revenue Reserves. 
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Significant audit issues Audit conclusion 

 

 

As part of this work we obtained valuations for 
those properties that have been valued. These 
valuations have been incorporated into the financial 
statements which resulted in a £1.48m increase in 
value, with this increase included in a revaluation 
reserve.  Properties that have not been valued are 
held at cost. 

Please note regular valuations will have to be 
carried out for investment properties with changes 
in valuations reflected in the financial statements. 

During our audit testing it was identified that a 
large number of new components had been 
capitalised. The component that was replaced 
should have been disposed of in line with 
accounting standards. However, a large number 
of component additions did not have a 
corresponding disposal. 

This was a material misstatement of the financial 
statements. This was discussed with Derek 
Adam who agreed to review the disposals and 
correct the financial statements. An adjustment 
was made to the financial statements to correct 
this material misstatement (see appendix 1, 
adjustment 8). 

Heritable office properties and shared ownership 
housing properties have not been depreciated in 
line with Financial Reporting Standard 15 and the 
SORP. 

A prior year adjustment was incorporated to back 
date depreciation of the heritable office 
properties and shared ownership housing 
properties by £60,910 and £273,516 respectively 
at 1 April 2013.  We also incorporated the 
depreciation charge that should have been 
applied in 2013/14 and 2014/15 via an audit 
adjustment.  Please see journal 12 and 13 at 
Appendix 1. 

The effect of the prior year adjustments is detailed in note 32 of the financial statements. 

Audit adjustments 
A summary of the effect of the audit adjustments is shown below.  A schedule of the actual adjustments can be 
found in appendix 1. 

Number of audit adjustments Effect on surplus 

14 A decrease of £360,501 

We agreed all audit adjustments with Derek Adam.   
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Unadjusted items 
A summary of the net effect of the unadjusted items is shown below. A schedule of the unadjusted items can be 
found in appendix 2. 

Number of unadjusted items Effect on surplus 

11 An increase of £56,156 

We agreed with Derek Adam that these amounts are not material and thus they have not been incorporated 
into the financial statements. 

Qualitative aspects of accounting practices and financial 
reporting 
During the course of an audit, we consider the qualitative aspect of the financial reporting process, including 
items that have a significant impact on the relevance, reliability, comparability, understandability and materiality 
of the information provided by the financial statements. Our observations are as follows: 

Qualitative aspect considered Audit conclusion 

The appropriateness of the accounting policies 
used. 

We have reviewed the significant accounting 
policies, which are disclosed in the financial 
statements, and we consider these to be 
appropriate to the Association. 

The timing of the transactions and the period in 
which they are recorded. 

We identified a number of prior year adjustments 
as part of our audit testing. Please refer to note 32 
in the financial statements.  

The appropriateness of the accounting estimates 
and judgements used. 

We are satisfied with the appropriateness of 
accounting estimates or judgements used in the 
preparation of the financial statements. 

The potential effect on the financial statements of 
any uncertainties including significant risks and 
disclosures such as pending litigation that is 
required to be disclosed in the financial 
statements. 

We did not identify any uncertainties including any 
significant risk or required disclosures that should 
be included in the financial statements. 

The extent to which the financial statements have 
been affected by unusual transactions during the 
period and the extent that these transactions are 
separately disclosed in the financial statements. 

We did not identify any unusual transactions in the 
period from our testing except for the prior year 
adjustments noted previously. 

Apparent misstatements in the Board of 
Management’s report or material inconsistencies 
with the financial statements. 

There has been no misstatement or material 
inconsistency with the financial statements 
included in the Board of Management’s report. 

Any significant financial statement disclosures to 
bring to your attention. 

There are no significant financial statement 
disclosures that we consider should be brought to 
your attention, other than notes 31 and 32 in the 
financial statements. All disclosures made are 
required by relevant legislation and applicable 
accounting standards. 

Disagreement over any accounting treatment or There was no disagreement during the course of 
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Qualitative aspect considered Audit conclusion 

financial statement disclosure. the audit with regards to any accounting treatment 
or disclosure. 

Difficulties encountered in the audit. We did not encounter any difficulties during the 
audit. 

 

Management representations 
We have requested that a signed representation letter, covering a number of issues, be presented to us at the 
date of signing the financial statements. 

Fraud and irregularity 
Responsibility for preventing and detecting fraud and other irregularities lies with the Board of Management. 
We are not required to search specifically for such matters and our audit should not be relied upon to disclose 
them. However, we planned and conducted our audit so as to give a reasonable expectation of detecting any 
material misstatements in the financial statements resulting from improprieties or breach of regulations. 

We are pleased to report that we did not identify any issues of concern in relation to fraud and irregularity that 
were not reported to us.  We are aware of the small immaterial fraud that occurred in the year and acknowledge 
controls have been strengthened to address this. 

Legality 
We planned and performed our audit recognising that non-compliance with statute or regulations may 
materially affect the financial statements. 

We are pleased to report that we did not identify any instances of concern with regard to the legality of 
transactions or events. 
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6 Review of financial performance 
The material movements in the financial statements were: 

Income and Expenditure Account 
Account  Movement Explanation for movement 
   
Turnover 2015: £16,994,075 

2014: £16,100,378 

Increase: £893,697 

During the year, the Scottish Government confirmed that the 
Association did not owe them any HAG monies. Thus, the net 
creditor that was included in the prior year financial statements 
(£596,188) was written off to the Income and Expenditure Account 
in 2015. Rental income has increased by £293,612 due to the 
Association applying a 2.9% rental increase. 

   
Operating 
costs 

2015: £15,060,260 

2014: £14,592,151 

Increase: £468,109 

This increase is primarily due to an increase in salary costs. All 
employees received a 2.7% pay increase during the year. The 
past service deficit payment in relation to the defined benefit 
pension scheme has increased by £257,213 in 2015 to £540,371. 
This is to ensure that the Association is covering its share of the 
deficit in the scheme. 

   
Operating 
surplus 

2015: £1,933,815 

2014: £1,508,227 

Increase: £425,588 

This increase is due to the write off of the net HAG creditor that 
was included in the prior year financial statements (£596,188). 
This income does not have any corresponding costs and thus has 
led to an increase in the operating surplus. 

 

Balance Sheet 
Account   Movement Explanation for movement 
   
Investment 
properties 

2015 and restated 
2014: £5,391,380 

2014 signed financial 
statements: £nil 

As discussed on page 10 a prior year adjustment has been 
incorporated to reallocate investment properties from housing 
properties and to recognise an increase in the value of the 
properties of £1.48m. 

   
Prepayments 
and accrued 
income 

2015: £1,372,157 

2014: £927,580 

Increase: £444,577 

The prepayments and accrued income for the year ended 31 
March 2015 includes accrued income of £474,637 (2014: 
£75,653). This is due to the timing of grant claims and timing of 
when the money was received. 

   
Net HAG 
creditor 

2015: £122,257 

2014: HAG creditor of 
£1,063,942 less HAG 

£596K of this HAG creditor was released to income in the year 
(see note 4 of the financial statements). There remains a further 
£122K remaining in creditors at 31 March 2015. If this is no longer 
due to the Scottish Government it should be written off. An 
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debtor of £448,910, 
gave a net creditor of 
£615,032. 

Decrease: £492,775 

unadjusted item (Appendix 2, journal 4) has been raised to do 
this. 

   
Accruals 2015: £1,398,849 

2014: £956,579 

Increase: £442,270 

The Association moved into new premises in Edinburgh in March 
2013. As part of the lease agreement, the Association has 
received a rent fee period from 1 March 2013 to 31 May 2015. 
However, the total rent payable over the lease period must be 
accounted for evenly over the period. Thus, as the Association is 
still within the rent free period at 31 March 2015, the rent accrual 
has increased by £175,104. The Association also has an accrual 
for £150,906 in relation to work performed on some housing 
properties (2014: £nil). This increase is simply due to the timing of 
the work performed and when the invoice was received.  

   
Net assets 2015: £22,127,830 

2014: £21,400,736 

Increase: £727,094 

The net assets of the Association have increased by £727,094. 
This is comprised of the surplus (£727,152) achieved in the year 
ended 31 March 2015 less the reduction in share capital (£58). 
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7 Accounting systems and internal controls 
During the course of our audit of the financial statements, we examined the principal internal controls which the 
Board of Management have established to enable them to ensure, as far as possible, the accuracy and 
reliability of the Association’s accounting records and to safeguard the Association’s assets. 

It should be noted that our audit was planned and performed in order to allow us to provide an opinion on the 
financial statements and it should not be relied upon to reveal all errors and weaknesses that may exist. 

The significant weaknesses noted from our work are detailed in the action plan below.  

Action plan – audit recommendations 
We identified a number of observations which we consider require management action.  Recommendations to 
address the observations are detailed in the action plan below. Management responses are still outstanding. 

  No of audit observations 

Grade Definition Current year 

5 Very high risk exposure - Major concerns requiring immediate 
attention 

- 

4 High risk exposure - Absence / failure of significant key controls 2 

3 Moderate risk exposure - Not all key control procedures are 
working effectively 

4 

2 Limited risk exposure - Minor control procedures are not in place / 
not working effectively 

3 

1 Efficiency / housekeeping point - 

 

Action plan 

1 Impairment of assets 
Observation Material impairments were not identified and accounted for in the financial 

period they incurred. This resulted in prior year adjustments being 
incorporated this year to recognise the impairment of the four very sheltered 
housing units disposed of in the year and the two Care Homes being 
transferred in 2015/16. 

Risk and recommendation Assets should be reviewed for impairment periodically throughout the year 
(eg quarterly) and as part of the annual financial statement process.  The 
Board and the SMT should look out for indicators of impairment such as 
significant voids, development overruns or loss making business units or 
activities. 
Grade 4 
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Management response Losses in relation to the sale of the Very Sheltered properties and Care 
Homes were fully disclosed in the budgets, but never identifies as potential 
impairments by Chiene and Tait, merely as losses to be taken in the year of 
sale. We accept the recommendation and will review for impairment on a 
quarterly basis. 

 
2 Legacy income 
Observation During the audit, we identified that £370,276 of legacy income had been 

deferred in the prior year financial statements. In line with accounting 
standards, this income should have been recognised in the Income and 
Expenditure Account in the year it was received. 

Risk and recommendation If legacy income is deferred until it is spent then the income is not being 
accounted for in line with accounting standards. 

Legacy income should be recognised when the Association is entitled to it and 
once it expects to receive the funding. 
Grade 4 

Management response Our treatment of legacy income was fully discussed with Chiene and Tait at 
the last few audit review meetings. They were content with our treatment. We 
agree with the recommendation. 

 
3 Component accounting 
Observation During our audit testing it was identified that a large number of new 

components had been capitalised. The component that was replaced should 
have been disposed of in line with accounting standards. However, a large 
number of component additions did not have a corresponding disposal.  

Risk and recommendation If disposed components are not removed from the fixed asset register and 
nominal ledger correctly, the financial statements will be misstated. 
 
Disposed components should be removed on a quarterly basis. 
Grade 3 

Management response We agree with the recommendation. The current excel solution is very time 
consuming, and we will look to invest in a packaged software solution. 

 
 
4 Component accounting 
Observation During the audit, it was identified that the fixed asset register for the housing 

properties had incorrect opening balances for a number of properties. During 
the financial year ended 31 March 2015 the Association sold 4 very sheltered 
houses. The initial impairment calculation was based on these incorrect 
opening balances and indicated that the impairment was immaterial. 
However, once the opening balances were corrected it was identified that the 
impairment was £664k. As the decision was taken in 2012/13 to sell these 
properties at £1m (the eventual selling price), the impairment of £664k should 
have been recorded in the 2012/13 financial statements.  

Risk and recommendation The financial statements may be misstated if an accurate fixed asset register 
is not maintained. 
 
A computerised fixed asset register should be purchased. This should be 
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updated on a quarterly basis and reconciled to the nominal ledger. 
Grade 3 

Management response Recommendation accepted. 
 
 
5 Depreciation of shared ownership and heritable office properties 
Observation No depreciation charge was applied to shared ownership properties and 

heritable office properties. This was corrected via audit adjustments. 
Risk and recommendation Depreciation should be applied to these properties to account for the 

‘economic consumption’ and depreciation should be applied in accordance 
with Financial Reporting Standard 15. 
Going forward depreciation should be charged on shared ownership 
properties and the heritable office properties. 
Grade 3 

Management response Recommendation accepted. Chiene and Tait asked us to separately identify 
shared ownership properties within the asset register, but did not ask that 
these be depreciated.  

 
6 Journals 
Observation It was noted that all finance staff can post journals to the nominal ledger 

Journals over £20,000 are reviewed by the Finance Manager. However, for all 
journals below £20,000 no review process is undertaken. 

Risk and recommendation There is a risk that incorrect or fraudulent journals are processed to the 
nominal ledger, which may result in a material misstatement of the financial 
statements. 
It is recommended that all journals are authorised prior to being posted to the 
nominal ledger or at least a sample of journals less than £20,000 are 
reviewed each month as part of the month end process. 
Grade 3 

Management response Recommendation accepted. 
 
7 Back-ups 
Observation It was noted that back-ups are taken daily but are not tested periodically. 
Risk and recommendation There is a risk that back-ups could not be restored successfully if required, 

meaning that data may be lost. If this data could not be recovered by other 
means then normal business activity might be severely impaired and the 
financial statements could be materially misstated as a result.  
It is recommended that back-ups are tested periodically. 
Grade 2 

Management response Recommendation accepted, and will form part of our Business Continuity 
work. 

 
8 Care and Repair bank accounts 
Observation It was noted that the Association holds money on behalf of Care and Repair 

clients. This money is held in two bank accounts in the Association’s name. 
Risk and recommendation These bank accounts should be included in the financial statements and a 

creditor should be recorded to recognise the obligation to pay this money to 
the Association’s clients. 
It is recommended that these bank accounts are included in the trial balance 
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and that a creditor for the same value is recorded. 
Grade 2 

Management response Recommendation accepted. 
 
 
9 VAT returns 
Observation It was noted that the VAT return for the quarter ended 31 March 2015 was 

submitted late. 
Risk and recommendation There is a risk that the Association may incur penalties and interest on late 

payments. 
It is recommended that all VAT returns are submitted to HMRC before the 
required submission date to ensure penalties are not incurred. 
Grade 2 

Management response Recommendation accepted. 
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8 Future developments  
As part of our service to you and to help you keep up to date with the latest accounting, audit and tax 
developments relative to your organisation, we publish regular e-bulletins. We would encourage you to sign up 
to receive information on topics and events which are of interest to you via our website:  
http://www.scott-moncrieff.com/news/e-bulletin-signup. 

http://www.scott-moncrieff.com/news/e-bulletin-signup
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Appendix 1 – Audit adjustments 
As summarised in Section 5, we identified the following adjustments during the audit. We have discussed these 
adjustments with Derek Adam who has agreed that they should be incorporated into the financial statements. 

 

Surplus per draft 1 accounts £1,087,652

Impact on surplus
No. Narrative Dr Cr Dr Cr £

1 Dr Fixtures depreciation 55,368£            -£                        
     Cr Office property 55,368£                   -£                        
Being correction of opening balances

2 Dr Cash at bank and in hand 599,175£           -£                        
      Cr Overdraft 599,175£                 -£                        
Being reallocation of the overdraft balance

3 Dr Legacy funds creditor 258,285£           -£                        
Dr Other income 111,991£      111,991-£                 
     Cr Restricted reserves 370,276£                 -£                        
Being prior year adjustment to release the legacy deferred income

4 Dr Revenue reserve 664,934£           -£                        
     Cr gain/loss on disposal 664,934£     664,934£                 
Being prior year adjustment for impairment of 4 sheltered units

5 Dr Restricted reserves 3,218£              -£                        
      Cr Revenue reserve 3,218£                     -£                        
Being transfer of costs incurred using restricted monies

6 Dr Subscriptions 1£                1-£                          
     Cr Investments 1£                           -£                        
Being release of investment in The Highland Housing Association

7 Dr Gain / loss on sale 513,875£      513,875-£                 
     Cr Depreciation on disposals 20,233£                   -£                        
     Cr HAG on disposals 487,329£                 -£                        
     Cr Disposals 6,313£                     -£                        
Being correction of property disposals within housing properties held for letting

8 Dr Depreciation on disposal BS 220,947£           -£                        
Dr HAG on disposal 90,523£            -£                        
      Cr Disposals 574,871£                 -£                        
Dr Depreciation P&L 315,628£      315,628-£                 
     Cr Depreciation on disposal BS 52,227£                   -£                        
Being correction of component disposals within housing properties held for letting

9 Dr Depreciation P&L 68,266£        68,266-£                  
    Cr Depreciation BS 68,266£                   -£                        
Being correction of depreciation for housing properties held for letting

10 Dr Depreciation brought forward 861,038£           -£                        
     Cr P&L reserves 861,038£                 -£                        
Being impairment recorded as prior year adjustment

Income and Expenditure 
Account Balance Sheet
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11 Dr Housing properties held for letting B/f depreciation 684,759£           -£                        
      Cr P&L reserves 684,759£                 -£                        
Dr Housing properties held for letting HAG 6,844,683£        -£                        
      Cr Investment properties cost 6,844,683£              -£                        
Dr Investment properties cost 10,753,855£      -£                        
      Cr Housing properties held for letting cost 10,753,855£             -£                        
Dr Investment properties cost 1,482,208£        -£                        
      Cr Revaluation reserve 1,482,208£              -£                        
Being prior year adjustment to reallocate investment property

12 Dr P&L reserve 360,551£           -£                        
Cr Heritable office properties - depreciation 75,435£                   -£                        
Cr Shared ownership units - depreciation 285,116£                 -£                        

13 Dr Depreciation charge - office property (I&E) 14,525£        14,525-£                  
Dr Depreciation charge - shared ownership (I&E) 19,748£        19,748-£                  
Cr Gain on disposal 18,599£       18,599£                  
Cr Heritable office properties - depreciation 14,525£                   -£                        
Cr Shared ownership units - depreciation 1,149£                     -£                        

14 Dr Service charge admin income 159,486£      159,486-£                 
Cr Service charge admin cost 137,933£     137,933£                 
Cr Management and administration costs 21,553£       21,553£                  
Being removal of duplicate income and cost in relation to the service charge administration income and expenditure

Net effect on surplus 360,501-£                 

Rounding 1£                          

Surplus per final accounts 727,152£                 

 Being incorporation of historical depreciation that should have been applied to office properties and shared 
ownership housing units 

 Being incorporation of depreciation charge for this year  office properties and shared ownership housing units as 
well as depreciation on disposal of shared ownership properties 
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Appendix 2 – Unadjusted items 
As summarised in Section 5, we identified the following unadjusted items during the audit. We agreed with 
Derek Adam that these amounts are not material and thus they have not been incorporated into the financial 
statements.  

 

Impact on 
surplus

No. Narrative Dr Cr Dr Cr £

1 Dr Bank £200,620 -
     Cr Trade creditors £200,620 -
Being reversal of post year end payment included within the financial year end 31 March 2015

2 Dr Accrued income £21,377 -
     Cr Interest received £21,377 £21,377
Being correction of the interest accrued income

3 Dr Bad debts £57,258 -£57,258
     Cr Bad debt provision £57,258 -
Being increase in the bad debt provision

4 Dr HAG creditor £122,257 -
     Cr Other income £122,257 £122,257
Being release of the HAG creditor

5 Dr Fixed assets - HAG £117,581 -
     Cr Other income £117,581 £117,581
Being release of the HAG from within fixed assets

6 Dr Accruals £26,510 -
     Cr Rent £26,510 £26,510
Being correction of the rent accrual

7 Dr Legal fees £8,196 -£8,196
     Cr Accruals £8,196 -
Being inclusion of unbilled fees from TC Young

8 Dr Legal fees £6,544 -£6,544
     Cr Accruals £6,544 -
Being inclusion of unbilled fees from MacKenzie

9 Dr Repairs £118,779 -£118,779
     Cr  Housing property component additions £118,779 -
Being over capitalisation of repairs 

10 Dr Bank £152,260 -
     Cr Other creditors £152,260 -
Being recognition of the money held for Care and Repair

11 Dr Loan interest £28,492 -£28,492
     Cr Accruals £28,492
Being increase in loan interest accrual per review of bank letters

12 Dr Gain on sale £12,300 -£12,300
     Cr Accruals £12,300 £0
Being HAG due on RTB disposals in the year not recognised

Impact on surplus; increase of £56,156

Income and Expenditure 
account Balance Sheet
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Appendix 3 – Your audit team 
 

 

Iain Lee 
Audit Partner 
iain.lee@scott-moncrieff.com 
 
 

 

James McBride 
Audit Senior Manager 
james.mcbride@scott-moncrieff.com 
 
 

 

Natalie Breslin 
Audit Assistant Manager 
natalie.breslin@scott-moncrieff.com 
 
 

 

Nneamaka Ochuba 
Audit Assistant 
nneamaka.ochuba@scott-moncrieff.com 
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