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Section 1 - Executive summary

1.1 | ntroduction

This Internal Audit of the Leader project is an aiddil annual review undertaken in order to satiséyréguirements of the Service Level Agreement viah t
Scottish Government Rural Payments and Inspectiaesirate (SGRPID). The scope of this report wasealgngth the Head of Corporate Services prior to
the commencement of fieldwork.

12 Background

LEADER is a French acronym, ‘Liaison Entre Actiares Développement de I'Economie Rurale’, meaning ‘Livsveen the rural economy and development
actions’ and is part of the Scottish Rural Developridah 2007-2013.

The aim of LEADER is to enhance rural communitiestigh helping those active in rural areas to consigelong term potential of their area and encourage
the implementation of integrated, high quality, ovadistrategies for sustainable local rural development.

CNPA has received LEADER project funding for a numberears. The introduction of Regulation (EC) 885/2006 requiat LEADER related audit work
now requires to be undertaken on an annual basis.

In 2008/09, we undertook a detailed review of compliantle the SLA and in 2009/10, at the request of the Headddate Services, we have been asked
to review the process for completion and submissiothefquarterly claims to establish whether SGRPID guidahas been complied with and the

information in the claim can be reconciled to wogkpapers and where appropriate receipts and invoiceshaWeselected the most recent claim for testing.
This relates to the quarter ended September 2010.

Claims are completed on a quarterly basis and are basawject expenditure during the claim period. Thi®asitored and completed on a regular basis by
the LEADER team and is signed off by the Head ofpOoite Services prior to submission based on the LEAEER of October to September. Claims
must be submitted to the SGRPID within 30 days of theoétiake claim period.

13 Approach

Our approach involved discussions with key personneleweof the guidance documentation to ensure compliandetesting of the claim period including
reconciliation of claim figures to source documentatiad review of banking records to ensure appropriatdarge of funding.
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Section 1 - Executive summary (continued)

14 Conclusion

Performance against key controls for each systetagemented below.

Audit areas ot
Assessment
There is a structured process and documented procedyrlese for completion of the quarterly claim *Hkk
All legislative requirements have been addresseermg of format, completion and review of the claim *Hkk
All claim information can be supported by detailed wogkpapers which are subject to review KKK
All calculations relating to the claim are correntiaan be reperformed *Hkk
There is evidence of review of the claim prior to sigsion *okx

Key: ook Arrangements accord with good practice and aperating satisfactorily (recommendations aregpect of minor matters)
i Adequate arrangements are in place, but cemadtters noted as requiring improvement.

** Arrangements in place offer scope for improvemen

*

Inadequate level of control and unacceptable lefresk.
14 Conclusion (continued)

We can conclude that adequate control arrangements atace, the organisation is compliant with SGRBUance and all claim information was
appropriately reconciled. As a result, we have nsethany recommendations during this review.

Description Priority Number
Major issues that we consider need to be brought tattbetion of Management and the Audit Committee 1 0
Important issues which should be addressed by managenteeir areas of responsibility 2 0
Minor issues where management may wish to consigterecommendations 3 0
Total 0
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Section 1 - Executive summary (continued)
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Section 2 - Statement of responsibility

Statement of Responsibility
We take responsibility for this report which is prepared on the basis of the limitations set out below.

The matters raised in this report are only those which came to our attention during the course of our internal audit work and are not necessarily a comprehensive
statement of all the weaknesses that exist or all improvements that might be made. Recommendations for improvements should be assessed by you for their full
impact before they are implemented. The performance of internal audit work is not and should not be taken as a substitute for management’s responsibilities for
the application of sound management practices. We emphasise that the responsibility for a sound system of internal controls and the prevention and detection of
fraud and other irregularities rests with management and work performed by internal audit should not be relied upon to identify all strengths and weaknesses in
internal controls, nor relied upon to identify all circumstances of fraud or irregularity. Auditors, in conducting their work, are required to have regards to the
possibility of fraud or irregularities. Even sound systems of internal control can only provide reasonable and not absolute assurance and may not be proof against
collusive fraud. Internal audit procedures are designed to focus on areas as identified by management as being of greatest risk and significance and as such we
rely on management to provide us full access to their accounting records and transactions for the purposes of our audit work and to ensure the authenticity of these
documents. Effective and timely implementation of our recommendations by management is important for the maintenance of a reliable internal control system.

Deloitte LLP
Inverness

November 2010

This document is confidential and prepared solely for your information. Therefore you should not, without our prior written consent, refer to or use our name or this
document for any other purpose, disclose them or refer to them in any prospectus or other document, or make them available or communicate them to any other
party. No other party is entitled to rely on our document for any purpose whatsoever and thus we accept no liability to any other party who is shown or gains access
to this document.

Deloitte LLP is a limited liability partnership registered in England and Wales with registered number OC303675 and its registered office at 2 New Street Square,
London EC4A 3BZ, United Kingdom.

Deloitte LLP is the United Kingdom member firm of Deloitte Touche Tohmatsu Limited (“DTTL"), a UK private company limited by guarantee, whose member firms
are legally separate and independent entities. Please see www.deloitte.co.uk/about for a detailed description of the legal structure of DTTL and its member firms.

Member of Deloitte Touche Tohmatsu Limited
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Appendix A - Scope & objectives

Background

LEADER is a French acronym, ‘Liaison Entre Actiotis Développement de I'Economie Rurale’, meaning ‘Linésveen the rural economy and development

actions’.

The aim of LEADER is to enhance rural communitiestigh helping those active in rural areas to conskuetang term potential of their area and encouragg
implementation of integrated, high quality, origistiategies for sustainable local rural development.

CNPA has received LEADER project funding for a numbieyears. The introduction of Regulation (EC) 885/2006 requinat LEADER related audit work no
requires to be undertaken on an annual basis.

In 2008/09, we undertook a detailed review of compliantk thie SLA and in 2009/10, at the request of the HeadogbdZate Services, we have been aske
review the process for completion and submission ofjtiaeterly claims. We have selected the most rezaimh for testing.
Objectives
Our specific objectives are to ensure:

* There is a structured process and documented procedylesé for completion of the quarterly claim;

» All legislative requirements have been addresseering of format, completion and review of the claim;

« All claim information can be supported by detailed wagkpapers which are subject to review;

» All calculations relating to the claim are correntla&an be reperformed; and

* There is evidence of review of the claim prior to sidsion.
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