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 FILLIN "Committee, Place, and Date and Time..." \* MERGEFORMAT 
INTERNAL AUDIT REPORT
Confidential

To:
Expenditure Manager

cc:
Head of Finance 


Chief Executive



From:
Service Manager - Internal Audit 

EXECUTIVE SERVICES - FINANCE – PAYROLL & PENSIONS

1.
Auditee and Background
1.1 The auditee is the Expenditure Manager.

1.2 Payroll & Pensions provide a service to all Council employees, members, current and prospective pensioners and employees of related external bodies.  Further services are extended to external employers who participate in the Local Government Pension Scheme, the Inland Revenue, and the Scottish Public Pensions Agency.

Tax and National Insurance are administered in line with rules and guidance set down by the Department of Work & Pensions and the Inland Revenue.

The introduction of the National Fraud Initiative commenced in 2004 and currently matches all public sector payroll and pension scheme data to the Department for Works and Pensions database.  

Core services of the section are:

· Process and pay out salaries/wages to employees, pensioners, members and related external bodies,

· Maintain and develop the Payroll aspects of the CHRIS Personnel and Payroll system,

· Administer the PAYE settlement arrangement with the Inland Revenue regarding Income Tax/NI on employees’ use of Council vehicles, clothing and in-house entertainment,

· Production of Councillors’ Register of Payments for publication by 30 June,

· Completion of all payroll and pensions returns by the deadlines, including pension data for actuarial review, valuation and FRS17 reporting,

· Carry out the administration of all pension matters in respect of the Local Government Pension Scheme.

· Prepare and maintain a Funding Strategy Statement in respect of Shetland Islands Council Pension Fund, and

· Administer teachers’ pension matters in liaison with Scottish Public Pensions agency.

1.3
Payroll & Pensions 2005/06 Support Ledger budget provision is broken down as follows:

	SUPPORT LEDGER 

	
	£

	Employee Costs
	347,524

	Operating Costs
	39,857

	Income
	-13,331

	Recharges
	-374,050

	Total
	0

	
	


1.4 Establishment:

	Expenditure Manager
	APT&C
	1

	Assistant Payroll Manager
	APT&C
	1

	Senior Payroll Officer
	APT&C
	1

	Payroll Officers
	APT&C
	7

	Pensions/Payroll Officers
	APT&C
	1.59

	Pensions Officer
	APT&C
	1

	
	Total

	12.59


1.5 Software:

	Function
	Description

	Microsoft Office
	Access, Excel & Word

	Financial Management System
	Integra

	Payroll & Personnel
	CHRIS

	Pensions Management System
	Axis


2.
Audit Scope
2.1 This is an audit of Payroll & Pensions.

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, application of value for money and screen savers; Human Resource Management including overtime and expense claims; Financial Management incorporating budget monitoring, journals, virements and sales invoices; Establishment Control including approved establishment numbers, periodic verification of names on payroll records and confirmation of pensioner / deferred member status; Payroll Administration including written procedures, payroll entitlements & payments, payroll master file information, input information, data processing, deductions and audit trails; Pensions Administration including accounting for contributions, transfers, entitlements calculation and disbursement and audit trails; Miscellaneous including reconciliations, physical access to payroll records, returns, fidelity guarantee insurance cover, management of interruption or loss of critical systems and service level agreements.

2.3
The audit scope period within which audit tests were performed was the nine months to 28 February 2006.

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

3. Key Audit Issue

3.1
There should be appropriate segregation of duties throughout the BACS and cheque production process, with no one member of staff able to carry out the process from cradle to grave.  Passwords accessing this system should be set and managed in line with the Electronic Communications Policy.

4. Audit Issues

4.1
Expense claims must be appropriately ruled off in an appropriate manner.

4.2 
Screen savers should be utilised in line with the Electronic Communication Policy.

4.3 
Ensure appropriate measures are in place to restrict access to payroll manual records.

5. Observation

5.1
An adequate, user friendly audit trail is not available for Chris transactions.  This issue has been raised by the Computer Auditor for Highlands & Islands Council during his annual review of systems.  ICT have agreed to form a working party to move this forward with a target date of 31st March 2007. 

6. Other Observations

6.1
It should be noted that since the previous audit, an excellent comprehensive system of reconciliations has been developed between the Chris system and Integra for both the payroll and the pensions functions. 

6.2
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.
6.3
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
A written response is required, to the Head of Finance, with copies to all recipients of this report by 7th July 2006

7.2 Attached as Appendix 2 is an action plan that requires to be completed and returned to Internal Audit.

Date:  9th  June 2006

Report No: P&P05/06
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