APPENDIX 1

SUMMARY OF FINDINGS

	SUMMARY OF FINDINGS

                  Control Objective                                     Findings / Risk                                                       Recommendations



	Control Objective
	Findings / Risk
	Recommendations

	
	
	

	1.
GENERAL
	
	

	
	
	

	1.1
Policies and procedures over the control and administration of key areas of operation have been established.
	N/A
	None

	
	
	

	1.2
System access controls are established which are consistent with job responsibilities and achieve appropriate segregation of duties.
	N/A
	None

	
	
	

	1.3
Access to end user systems are adequately restricted and critical system files are backed-up on a regular basis.
	N/A
	None

	
	
	

	1.4
The Application of value for money criteria is appropriately addressed.
	Refer to objective 5.8

Audit Comment #5
	Refer to objective 5.8

	
	
	

	1.5
Screen savers are utilised in line with the electronic communications policy.
	N/A
	None

	
	
	

	
	
	

	2.
HUMAN RESOURCE MANAGEMENT
	
	

	
	
	

	2.1
Staffing arrangements are appropriately determined and administered in accordance with national conditions and local policy.
	N/A
	None

	
	
	

	2.2
All salary information submitted for payroll input is appropriately completed and subject to prior review and approval.
	Overtime expenditure was reviewed and it was found that overtime had been paid in two cases.  The overtime sheets were located and discussion with administrative staff revealed that these were in fact TOIL and not overtime but had been submitted in error (this had not been double counted in TOIL records).  Overtime forms are being used to record TOIL.

1. Overtime payments were made where TOIL had been approved.
2. Overtime forms are being used for Time off in Lieu undertaken.
Audit Comment #2
	Ensure that the appropriate Council forms are used where Time off in Lieu has been granted.



	
	
	

	2.3
Staff training and development is carried out in accordance with requirements.
	N/A
	None

	
	
	

	2.4
An up to date register of employees interests is maintained.
	N/A
	None

	
	
	

	2.5
An up to date register of employee interests is maintained.
	Verbal Comment

	Ensure that missing form is located or recreated.

	
	
	

	2.6
Holiday entitlements are carried out in accordance with Council Policy.


	Leave sheets for a judgemental sample of 12 EDU employees was examined. 

1. In one case 11.5 days annual leave and 46.25 hours TOIL had been carried forward to 2005.  This was due to this member of staff having to cancel holiday to be present for the lead up to and to appear at a tribunal between the Council and an ex-employee.  No written permission was given for this.

2. In one case a member of staff was taking days leave in some cases and hours in other.  Discussions with Personnel highlighted the fact that although some departments do manage holiday entitlement in hours this must be done on an either/or basis and not a mix of days and hours.

3. One member of staff in EDU works part-time, however no pro rata calculation for Public Holidays had been made.

Annual leave sheets used at EDU were not standard and were used to record both annual leave and TOIL. 

1. Written authority was not give for the carry forward of over 5 days annual leave.

2. Annual leave and Time off in Lieu are being recorded on non-standard record cards and in some cases in an inconsistent manner.
3. Calculation and recording of Public Holiday entitlement is not being undertaken for part time staff.
Audit Comment #3
	1. Ensure that Council policy is followed in relation to carrying forward annual leave, TOIL and calculation of public holidays for part time staff.

2. Use of standard formats for recording annual leave and TOIL.



	
	
	

	2.7 Recruitment is performed in line with

          Council procedures. 


	Verbal Comment due to one off instance
	During the Audit scope period a new post was created on Chris.    Enquiries revealed that interim arrangements have been made for an existing employee. These arrangements moved the employee from an existing PO 1-4 post to a new post graded at PO7.  Personnel accepted a minute reference and have processed the new post on CHRIS at the new grade.  The minute reference provided does not authorise this new post nor have the financial implications been reported.  Consultation with both Personnel and the Economic Development Manager confirmed that this grading has not been through the required job evaluation process.  Personnel confirmed that all newly created APT&C posts should be evaluated through the Job Evaluation system.

 The Economic Development Manager is currently reviewing the EDU structure and this new post will subsequently be reported.  This report and the required JE process will be reviewed during the follow up.



	
	
	

	2.8
Absence Management is carried out in accordance with Council Policy.


	Verbal Comment 
	Ensure formal records of back to work interviews are kept.

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	3.
FINANCIAL MANAGEMENT
	
	

	
	
	

	3.1
Purchase orders are appropriately   secured and authorised and correctly processed in accordance with Financial Regulations.
	It was stated by the Administration Manager that Integra purchase requests are not being raised; manual purchase orders only are being used.  This is due to a lack of training and staff uncertainty.

Purchase order copies are not being physically matched to the purchase invoice.  There is no system to ensure purchase orders have been raised prior to invoice payment.
For a judgemental sample of twenty payments from Integra:

· In sixteen cases there was no copy of purchase order (yellow copy) attached to purchase invoice 

· In eight cases there was no evidence of purchase order completed

· In four instances there was no evidence of goods received

· In one case the purchase order had not been priced 

1.
Purchase orders are not being processed on Integra and therefore, accounting commitments are not being appropriately recorded.

2.
Invoices are not being matched to manual purchase orders prior to payment

3. 
Goods received are not always being evidenced
Audit Comment # 6
	1.
Appropriate training should be provided to enable Purchase Orders to be processed on Integra 

2.    If manual purchase orders are used, documentation must be matched prior to payment

3. 
Goods received must always be evidenced


	
	
	

	3.2
Budgets are monitored on a regular basis and significant variances investigated.
	N/A
	None

	
	
	

	3.3
Journal entries are authorised and correctly recorded as to account, amount and period.
	N/A
	None

	
	
	

	3.4
Virements are administered in accordance with Council policy and Financial Regulations.
	N/A
	None

	
	
	

	3.5
Sales Invoices are accurately prepared and approved, issued timeously and correctly posted
	N/A
	None

	
	
	

	3.6
Petty cash balances are reconciled on a regular basis and maintained on an imprest system.


	Economic Development hold a petty cash imprest of £100.  The imprest did not balance.  There was a shortfall of £9.60.  It was stated that some money had been advanced and the receipt had not been returned yet.  There was no record of the advancement in the petty cash box.  

1. Funds have been removed from petty cash without appropriate documentation being completed.
2. Unauthorised funds could be issued and monies misappropriated.

Audit Comment # 4
	1. The appropriate receipts should be obtained and the petty cash should be balanced.

2. Petty cash slips should be used and both the imprest holder and the person receiving the cash should both sign the slip when cash is issued.

	
	
	

	3.7
Lease payments are being carried out in accordance with agreements.


	Verbal Comment

	Review photocopier and phone contract as part of follow up

	4.
APPROVED GRANT SCHEMES
	
	

	
	
	

	4.1
All grant schemes have been appropriately defined and have application guidelines developed.


	N/A
	None

	
	
	

	4.2
All grant payments are properly approved and only made to those who fulfil the qualification criteria.


	A judgemental sample of 34 grant payments, made within the scope period was obtained from Integra. All applications examined were appropriately approved, supporting evidence was sufficient, grant offer letter was issued and returned signed by the grantee and payment was suitably authorised. 

1. Throughout the testing it appeared that there was a lack of monitoring regarding the acquisition of five years worth of annual accounts.  Further enquiries revealed that a database has been set up with a monthly list from whom and when accounts are due.  It was confirmed by the Administration Assistant and by the Head of Business Development that this system has lapsed due to lack of resources.

2.
It was noted that in one instance, the same invoice number had been used to draw down two separate payments.  Further enquires revealed that the second invoice is invalid.  The second invoice relates to the purchase of equipment on a Purchase Lease Agreement.  We understand this to be standard practice and that EDU consider a purchase lease agreement to represent an expenditure commitment. The release of the grant in this way assists the applicant to meet the deposit on the agreement. This in effect is providing an additional cash flow to the Grantee.  

1. Grant conditions regarding the provision of accounts for five years are not being systematically monitored.

2. Grant payments are being released based upon invalid receipted invoices and / or for goods which have not been paid for.  

Audit Comment # 1
	1. Monitoring of financial accounts as required by the specific grant conditions should be applied.

2. Consideration should be given to the appropriateness of disbursement upon purchase lease agreements.  If the intention of the early release of the grant is to facilitate payment of purchase lease agreement deposits, then:

(a) Ensure the terms and conditions of the grant offer are amended to reflect this and;

(b)
Restrict the grant award released to payment for the amount of the deposit.

	
	
	

	4.3
All grants awarded are suitably supported by the submission of appropriate documentation.


	Refer to Objective 4.2
	Refer to Objective 4.2

	
	
	

	4.4
Procedures have been established to ensure grant terms and conditions are consistently and fully applied.
	Refer to Objective 4.2
	Refer to Objective 4.2

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	5.   ECONOMIC DEVELOPMENT         ADMINISTRATION 
	
	

	
	
	

	5.1
Applications outwith approved grant schemes for funding local business, are consistently and fairly assessed.
	N/A
	None

	
	
	

	5.2
Local business disbursements are suitably supported by submission of appropriate documentation both prior to and following grant approval. 
	N/A
	None

	
	
	

	5.3
Grant applications are fully and accurately completed, and timeously submitted.
	Verbal Comment
	ERDF claim to be re-examined during the follow up.

	
	
	

	5.4
Arrangements for service provision from third parties are contractually enforceable and tender evaluation procedures are consistently applied.


	N/A
	None

	
	
	

	5.5
Statistical Returns are accurately completed and promptly submitted.
	N/A
	None

	
	
	

	5.6 Ensure Joint Venture / Renewable Energy Activities are SIC compliant and appropriate approvals and authorisation procedures are in place

5.6
Ensure Joint Venture / Renewable Energy Activities are SIC compliant and appropriate approvals and authorisation procedures are in place (continued.)


	Production Scoping Exercise - £3,033

It was stated that there are only two companies in Europe that can carry out this type of work.  VEL require one company to do the work and later on in the process will require the second company to review it.  No tender process required.

Bird Studies and Associated Impact Assessments - £99,605

This contract has not been processed through the Council’s contract compliance section.  Three leading companies were invited to tender.  There is no tender report on file. The tender submissions ranged from £66k to £99k.   The highest bid was accepted, it was stated that the other two bids were invalidated.  There are no ‘dear johns’ on file and no confirmation as to why the other two bids were invalid.  This contract was accepted and agreed at a VEL Project Team Meeting on 18th November 2004.  No minute was taken at this meeting.  This process is not SIC compliant.

Wind Measurement Mast Foundation Constructions – £ 28,856

Three contractors were selected by the Directors of VEL and the Head of Development Resources for invitation to tender on the basis of their known ability to undertake the works.  Independent advice was not sought from the Capital Projects Unit or Contract Compliance.  We were advised the inclusion of a company that is owned by a Director of VEL was discussed in depth at various meetings.  It was agreed that there was no reason why this company could not tender for the work.  No minutes were taken at these meetings.

Tenders were received at the office of Michael Thomson FRICS.  A tender report was prepared and confirms three tender prices. Three tender documents were evidenced.  The opening was witnessed by two employees of Michael Thomson FRICS.  The tender was won by the company whose owner is a Director of VEL.  Although assured that an appropriate process was carried out, there is no documentary evidence to verify independence.  The tender process does not demonstrate best value.  SIC’s Contract Compliance Section were not involved in the process at any stage.  It would also appear that no ‘dear john’ letters were dispatched to the unsuccessful tenderers.  

An interim payment has been made to the winning contractor.  There is no evidence of measurement / or approval on the invoice for £26,000.  The payment was approved by the Administration Manager.

Consultancy Services Contract - £40 per hour plus expenses 

We were advised this consultancy work has not been put out to tender as no other organisation either locally or out with Shetland combines the same level of local and technical expertise.  It was also stated that through simple logistics alone no outside consultancy would be able to be cost competitive. This was reported to Executive Committee (DV006-F January 2004).

This contract was for the consultancy services provided by Michael Thomson FRICS.  The contract provided the services of three consultants at a rate of £40 per hour plus expenses.  This contract expired on 31st March 2004.  A new contract has been drafted. The new contract is for one consultant only with new terms and conditions.  In the meantime, Michael Thomson FRICS has continued to provide the services and charges at the original contract conditions and rate.  The Head of Development Resources stated that it was not desirable to finalise this new contract until negotiations were complete with a major utilities provider.  At that time both the new contract will be finalised and the old contract for additional services may be renewed.  This depends on the outcome of negotiations with the utilities provider.   While the current situation is not satisfactory, the reasons for not renewing are understandable.  The situation should be rectified as soon as possible. 

1. Standing Orders / Best Value principals are not being observed / demonstrated.

2. Independence and best practice cannot be proven which could lead to challenge of the transparency of the current arrangements.

3. An existing contract has expired although the service is still being received.

Audit Comment # 5


	SIC Standing Orders / Best Value principles should be applied to all future contracts.



	5.6
Ensure Joint Venture / Renewable Energy Activities are SIC compliant and appropriate approvals and authorisation procedures are in place (continued.)


	A budget was prepared and approved for this project in June 2004.  It was stated that a report is currently being prepared for the Executive Committee 10th May 2005 which will address certain budgeting issues.  This report should be reviewed and assessed during the follow up.  A capital budget £845,000 was set for 2004/05.  The balance of this budget, approximately £800k is being carried over into the 2005/06 financial year.  

Costs are not being appropriately allocated.  A Contractor payment was coded to Consultants subjective, this misunderstanding could easily be due to the intimate relationship between Contractors, Consultants, and VEL Directors.

All costs for this project are currently being funded by the Council.  It is understood that all initial start up costs will be refunded to the Council.  90% from VEL and 10% from the four private investors.  There is no formal agreement in place to ensure that these arrangements are enforceable, especially if the project does not progress as expected.  It was stressed that informal agreement has been reached on many issues but that these agreements cannot be formalised until such time as the Council has a Memorandum of Understanding with the power utilities provider.  Once these joint venture negotiations are complete, the situation with the four independent Directors of VEL will be formalised. 

In the meantime, there is no robust system to ensure that all costs incurred are being appropriately recorded.  Considerations such as percentage of recharges for officer time that should be allocated to the project have not been addressed and agreed upon.   Agreement has not been made regarding interest rates on outstanding sums, charges etc.  It was stated that it may be 2010 before the costs are allocated.   

1. Appropriate detailed budgets are not being set.

2. Decisions regarding allocation of current and future recharges for officer time and interest rates on outstanding sums have not been made.  

3. Repayment to the Council is not enforceable.

4. Detailed records and systems are not sufficient or robust enough to ensure full repayment to the Council in the future.

Audit Comment # 7


	1.
Detailed annual budgets should be set and approved.

2.
Decisions should be reached and approvals sought from all parties regarding the level of funds due to be repaid the Council, now and in the future.  

3.
Consideration should be given to reclaiming the 10% costs from the independent Directors of VEL on an annual basis.

4.
Robust systems should be put in place to ensure full refund takes place.
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