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Service Manager - Internal Audit 

ECONOMIC DEVELOPMENT UNIT (EDU)
1. Executive Summary

The auditee is the Head of Economic Development.

This is an area of the Council that has undergone significant change in the last year with the transfer of the Shetland Development Trust (SDT) to the Council.  The resulting uncertainty, coupled with some single status issues, has had an effect on staff morale within the department.

At the start of the audit, staff of the former SDT had yet to transfer to the Council under TUPE but this took place on 21 December 2009 under SDT terms and conditions.  There are still some single status issues to be negotiated and there is an intention for further reorganisation within the EDU.

A significant number of audit issues have been identified during the course of this audit, five of which are regarded as key audit issues as follows:

· Equity Dividends due, in some cases for substantial sums, are not being adequately monitored or collected. 

· Tax implications in connection with the current transfer of assets and the management of the loans portfolio between the SDT and the Council have not been fully investigated.

· Income received is not being reconciled to source/independent documentation.  

· VAT issues require clarification.

· SDT surplus funds are being disbursed unconditionally (in line with HMRC requirements for tax reclaim), resulting in public funds not being appropriately accounted for.  This is in conflict with the principles of following the public pound. 

2.
Audit Scope
2.1 This is an audit of the Economic Development Unit.

2.2 The audit encompassed a review of the administration and controls surrounding the application of statute and Council policy, system access controls and their alignment with job responsibilities and segregation of duties, access to end-user systems and back-up routines and application of value for money; Human Resource Management including staffing arrangements, overtime claims, staff terminations and transfers, employee review and development, holiday entitlements, absence management and security of personal records; Financial Management incorporating purchase orders, budget monitoring, invoices, petty cash, income, lease payments, credit cards, BACS payments and bank reconciliations;  Loan Finance, Grants and other Financial Measures comprising of applications, supporting documentation, financial and administrative controls and monitoring; Delegated Grants Schemes  comprising scheme definition, payment approvals, supporting documentation and monitoring;  Capital Expenditure in relation to wind farm development and Miscellaneous comprising administration of the Business Gateway, events management, grant applications, retention and destruction, statistical returns, travel, state aid requirements and arrangements for service provision from third parties.

2.3
The audit scope period within which audit tests were performed was the nine months to 31 October 2009.

Details of areas tested during the course of the audit are attached, Appendix 1.

3. Key Audit Issues

3.1 
Management must put procedures into place to ensure that all equity dividends due are received.    In addition, a review of previous financial years should be undertaken to ensure that all income due is received.

3.2 
Tax implications concerning existing SDT loans portfolio, SIC new loans portfolio and all other assets transferring to the Council must be thoroughly investigated and understood prior to transfer.  The main issue here is that the questions have not been asked and the answers are unknown.
3.3 
Professional advice must be sought in relation to all VAT issues.

3.4 
In order to ensure completeness of income, procedures must be put in place to ensure that the income due can be reconciled to independent/back up documentation.

3.5 
SDT surplus funds are being disbursed unconditionally, resulting in public funds not being appropriately accounted for.  This is in conflict with the principles of following the public pound.   

4. Audit Issues

4.1 Having reserves of over £2m located in separate bank accounts and independently managed may not result in best use or value of public funds.

4.2 The grant offer letter issued to xxxxx should be reviewed and re-issued to reflect the actual approval.  Further instalments should not be processed until all financial arrangements and responsibilities have been clearly established.

4.3 Procedures should be established to ensure that terms and conditions of delegated grant schemes are fully complied with and all grant disbursements should be timeously recorded on Benefactor.

4.4 The Council’s approved Small Contracts Procedure should be adhered to for all contracts under £50,000 and best value demonstrated at all times.   Consideration should be given to encouraging the businesses regularly being used to apply for inclusion on the Council’s Approved Suppliers’ list. 

4.5 Employee review and development should be carried out at least annually in accordance with Council policy.

4.6 Return to work interviews should always be carried out and procedures tightened for the recording of sick leave.

4.7 Overtime request forms should always be completed and authorised in advance.

4.8 Credit cards procedures and guidance on use must be followed and valid tax invoices must be obtained for all credit card purchases that are liable for VAT.

4.9 SDT filing cabinet keys should be kept securely and the SDT chequebook should be locked away when not in use.

5. Key Observation

5.1 
As the TUPE transfer has now taken place it is imperative that details of delegated authority, authorisation levels, financial regulations, working practices and human resource management policies are communicated to the new staff.  Induction training should be arranged as soon as possible.

6.
Other Observations
6.1
A separate review of LEADER funding was carried out in November 2009 as required by the Service Level Agreement (SLA) between the Council and the Scottish Government Rural Payments and Inspections Directorate. It is anticipated that similar reviews will be carried out annually during the lifetime of the project as part of an SLA between EDU and Internal Audit.  Accordingly no further work has been done in that area as part of this current audit.

6.2
EDU reports to the Development Committee at 6 weekly cycles.  The Public Activity Reports presented to each meeting give very detailed information about the Unit’s regular and ad hoc activities and are of a high quality.
6.3
We would like to take this opportunity to thank all staff for the time, patience and assistance afforded to Internal Audit during the course of the audit assignment. The positive attitude shown by staff was much appreciated during the audit.
6.4
This audit will be followed up in approximately twelve (12) months time when areas of concern identified will be reviewed.

7.
Auditee Response

7.1
Attached as Appendix 2 is a formal agreed action plan that constitutes the Head of Economic Development’s response. Any further comments should be forwarded to all recipients of this report, including Internal Audit.

Date:
22nd January 2010
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