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(1) Introduction

All local authorities must make proper provision for internal audit in line with the 1972 Local 
Government Act (S151) and the Accounts and Audit Regulations 2015. The latter states that 
a relevant authority “must undertake an effective internal audit to evaluate the effectiveness 
of its risk management, control and governance processes, taking into account public sector 
internal auditing standards or guidance”. The Internal Audit Service is provided by Audit Risk 
Assurance under a Shared Service agreement between Gloucestershire County Council, 
Stroud District Council and Gloucester City Council and carries out the work required to 
satisfy this legislative requirement and reports its findings and conclusions to management 
and to this Committee.

The guidance accompanying the Regulations recognises the Public Sector Internal Audit 
Standards (PSIAS) as representing “proper internal audit practices”. The standards define 
the way in which the Internal Audit Service should be established and undertakes its 
functions. 

(2) Responsibilities 

Management are responsible for establishing and maintaining appropriate risk management 
processes, control systems (financial and non financial) and governance arrangements. 

Internal Audit plays a key role in providing independent assurance and advising the 
organisation that these arrangements are in place and operating effectively.

Internal Audit is not the only source of assurance for the Council. There are a range of 
external audit and inspection agencies as well as management processes which also 
provide assurance and these are set out in the Council’s Code of Corporate Governance 
and its Annual Governance Statement.  

(3) Purpose of this Report

One of the key requirements of the standards is that the Chief Internal Auditor should 
provide progress reports on internal audit activity to those charged with governance. This 
report summarises:

 the progress against the 2016/2017 Internal Audit Programme, including the 
assurance opinions on the effectiveness of risk management and control processes;

 the outcomes of the Internal Audit activity during the period October to December 
2016; and

 special investigations/counter fraud activity.
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(4) Progress against the 2016/2017 Internal Audit Programme, including the 
assurance opinions on risk and control

The schedule provided at Appendix 1 provides the summary of 2016/17 audits which have 
not previously been reported to the Audit and Governance Committee, including, very 
importantly, one limited assurance audit opinion on control.

The schedule provided at Appendix 2 contains a list of all of the audit activity undertaken 
during 2016/2017, which includes, where relevant, the assurance opinions on the 
effectiveness of risk management arrangements and control processes in place to manage 
those risks and the dates where a summary of the activities outcomes has been presented 
to the Audit and Governance Committee. Explanations of the meaning of these opinions are 
shown below. 

Assurance 
levels

Risk Identification Maturity Control Environment

Substantial Risk Managed
Service area fully aware of the risks relating to the area 
under review and the impact that these may have on 
service delivery, other service areas, finance, reputation, 
legal, the environment client/customer/partners, and staff.  
All key risks are accurately reported and monitored in line 
with the Corporate Risk Management Strategy. 

 System Adequacy – Robust 
framework of controls ensures 
that there is a high likelihood of 
objectives being achieved

 Control Application – Controls are 
applied continuously or with minor 
lapses

Satisfactory
Risk Aware
Service area has an awareness of the risks relating to the 
area under review and the impact that these may have 
on service delivery, other service areas, finance, 
reputation, legal, the environment, 
client/customer/partners, and staff, however some key 
risks are not being accurately reported and monitored in 
line with the Corporate Risk Management Strategy.

 System Adequacy – Sufficient 
framework of key controls for 
objectives to be achieved but, 
control framework could be 
stronger

 Control Application – Controls are 
applied but with some lapses

Limited
Risk Naïve 
Due to an absence of accurately and regularly 
reporting and monitoring of the key risks in line with 
the Corporate Risk Management Strategy, the service 
area has not demonstrated an satisfactory 
awareness of the risks relating to the area under 
review and the impact that these may have on 
service delivery, other service areas, finance, 
reputation, legal, the environment, 
client/customer/partners and staff.  

 System Adequacy – Risk of 
objectives not being achieved 
due to the absence of key 
internal controls

 Control Application – 
Significant breakdown in the 
application of control
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(4a) Summary of Internal Audit Assurance Opinions on Risk and Control

The pie charts provided below show the summary of the risk and control assurance opinions 
provided within each category of opinion i.e. substantial, satisfactory and limited in relation to 
the audit activity undertaken during the period April 2016 to December 2016.
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(4b) Limited Control Assurance Opinions 

Where audit activity record that a limited assurance opinion on control has been provided, 
the Audit and Governance Committee may request Senior Management attendance to the 
next meeting of the Committee to provide an update as to their actions taken to address the 
risks and associated recommendations identified by Internal Audit. 

(4c) Audit Activity where a Limited Assurance Opinion has been provided on 
Control

During the period October to December 2016, one audit review has been provided with a 
limited assurance opinion on control which relates to an exempt report. 

It is important to note that whilst a limited assurance opinion has been provided in this 
instance, management have responded positively to the recommendations made and 
actions are being taken to address them.

(4d) Satisfactory Control Assurance Opinions

Where audit activity record that a satisfactory assurance opinion on control has been 
provided, where recommendations have been made to reflect some improvements in 
control, the Committee can take assurance that improvement actions have been agreed with 
management to address these.

(4e) Internal Audit Recommendations

During the period October 2016 to December 2016 Internal Audit made, in total, 30 
recommendations to improve the control environment, 8 of these being high priority 
recommendations (100% of these being accepted by management) and 22 being medium 
priority recommendations (100% accepted by management). 

The Committee can take assurance that all high priority recommendations will remain under 
review by Internal Audit, by obtaining regular management updates, until the required action 
has been fully completed. 

(4f) Risk Assurance Opinions

There was one limited assurance opinion on risk during the period October to December 
2016 which related to an exempt report. Where limited assurance opinions on risk are 
provided, the reports are given to the appropriate risk champion to ensure that the risks 
highlighted by Internal Audit are placed on the service area’s risk register. The monitoring of 
the implementation of the recommendations is then owned by the relevant manager and 
helps to further embed risk management into the day to day management, risk monitoring 
and reporting processes. 

In addition, the Shared Service Senior Risk Management Advisor is provided with the 
Internal Audit reports where a limited assurance opinion is provided, to enable the 
prioritisation of risk management support.
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Completed Internal Audit Activity during the period October to December 2016

Summary of Satisfactory Assurance Opinions on Control

Service Area: Core Council – Strategic Finance

Audit Activity: Capital: Virements and Delegated Powers

Background
The Council’s approved Capital Programme (period 2015/16 to 2017/18) is £485m. Once 
this programme was approved, Cabinet, Cabinet Members or appropriate Officers under 
delegated powers become responsible for taking in-year decisions on resources and 
priorities and can therefore approve virements between schemes providing the decision is 
not contrary to the budget. In this context, contrary to the budget, may be through:

 Initiating a new policy;

 Committing capital expenditure in the current or future years to a level above the 
approved budget levels;

 Transferring resources from revenue to capital budgets, except via a Revenue 
Contribution to Capital Outlay (RCCO); and

 Entering into a capital commitment if it involves a material change to the nature of the 
project as set out in the agreed project appraisal.

The audit finalised in February 2016 highlighted the absence of a formal scheme of 
delegation for the Capital budget and that the documentation held by Strategic Finance to 
support the changes was not consistently applied in accordance with the published 
guidance.

In June 2016, the Head of Financial Management confirmed to the members of the Audit 
and Governance Committee that a scheme of delegation had now been formally 
documented by the Director: Strategic Finance; the authorisation processes had been 
reviewed and these would be communicated to the relevant officers to provide clarity on the 
expected authorisation requirements and how this should be documented. 

Scope
The objective of this follow-up review is to evaluate whether the requirements are now being 
consistently applied by the service areas and that officers within Strategic Finance provide 
effective oversight and control over the process.

Risk Assurance - Substantial

Control Assurance – Satisfactory
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Key findings
 The Director: Strategic Finance has considered and formally approved a Scheme of 

Delegation for 23 postholders to approve (within certain limits and conditions) in-year 
virements to the Capital Programme. 

 The signed authorisation has been formally lodged with the Monitoring Officer as 
required under the Constitution. 

 In July 2016, Accounting Instruction No. 19 was reviewed by the Financial 
Accounting Manager and an amended version has been published on Staffnet. This 
version reflects more clearly the requirements of the Constitution and links the 
approval process to the Scheme of Delegation. 

 Officers who routinely undertake / authorise the majority of virements fully understood 
why the authorisation was necessary and they were aware of the limit of their 
delegated powers. In contrast, three officers who do not routinely require virements to 
be made stated they had not received a copy of the authorisation and did not provide 
appropriate assurance that they understand its purpose and why they had been 
included. A further briefing from Strategic Finance has now taken place to ensure 
these officers are fully aware of the Scheme of Delegation and its requirements 
should they need to exercise their delegated powers.

Conclusions
Overall there is appropriate compliance with the Scheme of Delegation created by the 
Director: Strategic Finance in June 2016 and the vast majority of changes have been 
requested and documented in accordance with expectations. Internal Audit found the 
application of the control framework to be particularly strong within the infrastructure and 
schools capital programmes where the majority of virements are actioned. However, some 
non compliance was highlighted within two service areas which had not been challenged by 
Strategic Finance. 
Action has now been agreed and implemented to ensure this is not repeated going forward.

Despite these isolated incidents, Internal Audit can report that the actions taken by Strategic 
Finance (to address the concerns highlighted by the previous audit) have been very positive 
and overall have been effective. Consequently, based on the findings from this follow-up 
review, the day to day application of the revised control framework is now considered to be 
sufficiently robust for Internal Audit to conclude that audit opinion on control is raised from 
Limited to Satisfactory. 

Management Actions
No further action is required by management.
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Service Area: Core Council – Business Service Centre (BSC)

Audit Activity: National Insurance Contributions (NIC)

Background
Prior to April 2016 employees who were members of a defined benefit pension scheme were 
eligible to contract-out of the state pension scheme, which meant that they paid reduced 
employer and employee national insurance contributions (NIC).  From April 2016 the 
government abolished contracting out. As a result, members of the Local Government 
Pension Scheme (LGPS), Fire Service Pension Scheme and Teachers Pension Scheme 
now pay standard Class 1 contributions. This has had a significant impact on both the 
employee’s take-home pay and the employer’s overheads, with employees’ NIC rising by 
approximately 1.4% of gross pay and employer’s NIC by approximately 3.4% of gross pay.

The Business Service Centre (BSC) was required to make the necessary changes to all 
payrolls to comply with the new legislation.

Scope
 To review the implementation of the changes to both employee and employer’s 

national insurance contributions;

 To examine the adequacy of testing by the BSC; and 

 To select a sample of employees to ensure that the correct deductions are being 
made.

Risk Assurance - Satisfactory 

Control Assurance – Satisfactory

Key findings
SAP provided a program to change the NIC category on individual records from the 
contracted out code to the equivalent standard NIC. The BSC tested this program both in the 
test system and the live system (production) to ensure that it was working as expected.

Their testing covered three areas:-

 Those employees for whom standard rate contributions apply;

 Employees who are under 21, where no employer’s contributions are payable, for 
earnings up to a £3,583 per month; and

 Apprentices who are under 25, where no employer’s contributions are payable, for 
earnings up to a £3,583 per month.

Internal Audit (IA) reviewed the testing undertaken and carried out its own testing.
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IA found that the BSC undertook extensive testing of those employees for whom standard 
contributions apply but more limited testing for employees who are under 21 and apprentices 
who are under 25. 

The BSC identified that the e-forms for new starters, commencing after 6th April 2016, no 
longer worked.  Manual adjustments were made for these cases with Capgemini tasked with 
correcting this issue. 

No high level recommendations were made however, the internal audit review identified that:

 there should be an overall testing policy document in place;

 in respect of specific changes that are tested and the relevant sample sizes, these 
should be agreed in advance. Where a particular criterion is not being tested this 
should be noted and the rationale for not testing documented. This will be based on a 
risk assessment; and

 testing scripts should be clearer and include any calculations made to check system 
output.

Conclusions
Migration to the new NIC rates was successfully tested and implemented by the BSC.

Management Actions
Management have responded positively to the medium priority recommendations made.

Service Area: Core Council – Business Service Centre (BSC)

Audit Activity: Payroll payments to third parties

Background
The Business Service Centre is a major provider of payroll services for Gloucestershire 
County Council (GCC) and other employers, through traded service agreements. Deductions 
are made from salary in respect of income tax, national insurance, pension contributions, 
salary sacrifice schemes, attachment of earnings orders and other approved schemes.

The Council operates integrated SAP Human Resources and Payroll modules. A core 
payroll service objective is to pay accurate and complete staff and payroll deductions to 
relevant third parties within defined deadlines. 
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Audit Scope
The agreed audit scope was to provide the Council with assurance on the adequacy and 
effectiveness of payroll payments to third parties processes, controls and audit trail – 
including payroll payments to third party set up, actioning of amendments (e.g. new tax and 
NI rates) ensuring that the correct deductions are made, and payment completion. 

In line with the agreed audit scope, the audit reviewed the GCC payroll processes and 
controls only (i.e. audit testing did not include review of payroll payments to third parties 
made by the Business Service Centre on behalf of other employers). Based on pre audit 
meeting discussions and the consideration of risk areas, the agreed audit scope excluded 
National Employment Savings Trust pension scheme payments. 

Audit testing was completed on a sample of 2016/17 payroll deduction transactions. This 
captured periods one to five. 

Risk Assurance – Satisfactory

Control Assurance – Satisfactory

Key findings
Audit review of the control environment for the payment of GCC staff payroll deductions to 
third parties confirmed that the process is operating in compliance with the external time 
deadlines set at the point of audit and that appropriate controls are in place for the majority 
of the process. 

Audit enquiries and testing, confirmed that an up to date reconciliation was not available for 
the following relevant control accounts: Her Majesty’s Revenues and Customs Pay as You 
Earn; Teachers Pension employee and employer pension contributions; and Local 
Government Pension Scheme employee and employer pension contributions.
As a result of the above audit finding, one medium risk recommendation has been made and 
subsequently implemented for the completion of regular formalised reconciliation and 
monitoring of the three Balance Sheet control accounts.

Conclusions
The key objective that GCC payroll deductions are paid within third party deadlines was 
being met by the Council at the point of audit.

Management Actions
No further action is required by management.
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Service Area: Core Council - ICT

Audit Activity: ICT Managed Services Contract – Sopra Steria

Background
Gloucestershire County Council (GCC) has been outsourcing its desktop and server support 
team, including the helpdesk, for over 20 years and in this time the contract has been re-let 
to different suppliers.  In 2013/14 the ICT managed services contract was awarded to Steria 
Limited (now Sopra Steria) for a period of five years.  

The new contract commenced on 1st April 2014 and consists of a core service as well as 
additional services.  The core service provision is based on the number of users rather than 
having a fixed cost base and the additional services are provided by Sopra Steria on a time 
and materials basis.  The total revenue budget for the ICT managed service contract for 
2015/16 was £3,075,000.  The capital budget for ICT projects for 2015/16 was £5,850,517.

Scope
The objectives of the audit were as follows:

 To ensure that the fixed cost per user payments made to Sopra Steria have been 
appropriately authorised and are in line with the payment provisions as stated in the 
contract and associated schedules; and

 To ensure that the variable cost payments made to Sopra Steria (revenue and 
capital) have been appropriately authorised and are in line with the payment 
provisions as stated in the contract and associated schedules.

The review focused on payments made in the latter six months of 2015/16 as well as 
payments made in 2016/17 to the date of the audit.

Risk Assurance -  Substantial

Control Assurance – Satisfactory

Key findings
Fixed charge – revenue expenditure

The fixed charge element of the contract is based on the number of users which was agreed 
as 4,261 at the start of the five year contract.  This figure should be reviewed on a quarterly 
basis as per the contract requirements but this has not happened and the same figure has 
continued to be used throughout the duration of the contract.  The user definition in the 
contract and the recommended data source for extracting the user number has made it 
difficult for GCC and Sopra Steria to come to an agreement as to how the user number 
should be determined.  Correspondence between the two parties has confirmed that the 
user number of 4,261 will continue to be used for 2016/17.  However, there is a recognition 
that agreement should be reached as to how this number should be determined going 
forward.  
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This may require a variation to contract to resolve the ambiguity over the current user 
definition in the contract.

Although the user number has remained constant, the contract specifies that the fixed 
charge price per user should change for each of the five years of the contract.  A sample of 
fixed charge invoices was tested and all of them were billed using the correct rates for 
2015/16 and 2016/17.

Service points are accrued when service levels fall below the agreed levels as specified in 
the contract.  However, incentive points accrue when service levels exceed the agreed 
contractual levels.  If a net service points position arises in any monthly period, this should 
result in a deduction from a fixed charge invoice in a subsequent month.  The audit review 
confirmed that there have been two occasions since the start of the contract where a net 
service points position has arisen but to date, no deductions have been requested to be 
made from the fixed charge invoices (in each case deductions could have been up to 5% of 
the monthly fixed charge).  Management should ensure that the monthly KPI summary 
reports are regularly reviewed to ensure that value for money is being secured from Sopra 
Steria and that deductions are made from the fixed charge invoices where necessary.

Additional services – revenue expenditure

On a monthly basis Sopra Steria submit separate billing reports for time and materials 
charges for projects, consultancy, applications and expenses.

GCC’s Interim ICT Business Enablement Manager has developed a spreadsheet that is 
used to analyse and approve the monthly billing reports that are received.  One of the 
checks that are undertaken on these reports is to ensure that any charges made should not 
have been included in the fixed charge and are legitimate charges for additional services.  
Evidence of this check was seen as part of the audit of the billing reports where Sopra Steria 
were requested to make adjustments in a subsequent billing period.  Once the charges have 
been checked and agreed as being correct, Sopra Steria are instructed to submit an invoice 
for the agreed revenue expenditure.

At the date of the audit, the invoices that were received from Sopra Steria were being 
approved for payment without a formal reconciliation against the spreadsheet. 

The risk is that duplicate charges could have been included on the invoices without this 
being apparent and the invoices would still be paid.  This issue was immediately resolved by 
the Interim ICT Business Enablement Manager and a colour-coding system has now been 
introduced whereby all agreed costs on the spreadsheet are highlighted once they have 
been reconciled to the charges that appear on the invoices.

A sample of three revenue invoices that covered the period September to December 2015 
was selected for testing.  All of the charges were confirmed as correct and no duplicate 
charges had been made on the invoices.

The Interim ICT Business Enablement Manager has access to the contractual rates that 
should be charged for each of the Sopra Steria staff however these are not checked as part 
of the monthly billing reports checking process.  
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Internal Audit selected a sample of charges from each of the different types of billing reports.  
These were checked against the hourly rates that have been specified in the contract, all of 
which were found to be correctly applied.

Additional services - capital expenditure

The process for approving the time and materials charges for ICT capital expenditure is the 
same as described above for the approval of the revenue expenditure but in this case the 
charges are approved by the Council’s Interim ICT Programme Manager. A sample of eight 
invoices from October 2015 to March 2016 was selected for testing.  Of these, four were for 
time and materials charges and four were for other charges in relation to projects that were 
delivered.  All of the sampled expenditure was in relation to projects that had been 
appropriately authorised and the sampled invoices had all been appropriately scrutinised 
and authorised prior to payment.

Conclusions
The fixed charge is based on user numbers which should be refreshed on a quarterly basis.  
This has not happened, however, the audit review confirmed that all fixed charges invoiced 
to date have been billed at the correct contractual rates.  Management should ensure that 
the KPI summary reports are scrutinised to ensure that deductions are made from the fixed 
charge invoices where service levels fall below those specified in the contract.

The additional services are funded by both revenue and capital ICT budgets.  Sound 
systems of control have been implemented to ensure that the revenue expenditure will be 
appropriately scrutinised and authorised.  Testing did not reveal any incorrect or duplicate 
charges. Large projects are funded from the capital ICT budget.  Sample testing confirmed 
that appropriate authorisations were in place for the projects that had been undertaken and 
that the charges were made at the correct rates.

Management Actions
Management have responded positively to the recommendations made in respect of the 
above issues identified.

Service Area: Communities - Integrated Transport Unit (ITU)

Audit Activity: Use of a Dynamic Purchasing System (DPS)

Background
In order to deliver the Council’s transport solutions, Cabinet approved the use of a Dynamic 
Purchasing System (DPS) for offering contract opportunities. This was introduced in March 
2016 to run until March 2020 and delivers a fully electronic procurement approach across 
the following Categories: Category 1 Specialist transport, Category 2 Transport required at 
short notice, Category 3 Home to school transport and Category 4 Public transport.
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Scope
This audit reviewed the operation of the DPS, ensuring that it complies with legislation, that 
work is procured equitably and that new contractors are admitted to the DPS in accordance 
with the agreed selection criteria.

Risk Assurance - Satisfactory 

Control Assurance – Satisfactory

Key findings
 The DPS has been established in accordance with Regulation;

 Suppliers are offered the opportunity to join the DPS throughout the life of the 
contract improving the Council’s opportunities to develop the market, although the 
evaluations at the time of review required faster assessment;

 Contract opportunities were made available to suppliers through the approved 
eProcurement system and in accordance with Regulation in all sampled cases;

 Contracts were awarded to the most economically advantageous tenderer in all 
sampled cases, although enhancements to the evaluation process were identified;

 Council staff have an inspection schedule encompassing all DPS suppliers to verify 
that each demonstrates eligibility and compliance with DPS requirements, such as 
safety and insurance; and

 Publication of contract award notices requires development. Commercial Services 
recommend that the Official Journal of the European Union (OJEU) part of the 
process is not completed at present as the OJEU website is unable to accept 
quarterly submissions as required by Regulations.

Conclusions
There is sufficient evidence that the DPS established in March 2016 is functioning as 
intended, and provide assurance that appropriate suppliers have been awarded contracts 
according to the Council’s expectations. 
Regulations governing the use of a DPS are new, and the ITU and Commercial Services 
teams are looking to develop and improve processes following the initial implementation, 
which the recommendations made by Internal Audit are intended to support.

Regarding specific contract opportunities under the DPS, all relevant suppliers in a category 
are invited to tender for contracts, and that an audit trail is present to manage submissions. 
This is statutory requirement and the evidence viewed shows that the systems and 
processes in place are adequate. All specific contracts reviewed were awarded fairly and 
equitably to the most economically advantageous supplier. Consequently the overriding 
purpose of the procurement process has been met.
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There were however areas identified for improvement, particularly with regard to material 
submitted late or outside the eProcurement system; evaluation of public transport tenders; 
and publication of awarded contracts in accordance with regulation.  Recommendations 
have been made in these areas to support Management in making the appropriate process 
enhancements so that the DPS will operate effectively for the term of its existence.

One Council-wide risk was identified, as regulations require details of contracts awarded 
under any DPS to be published on the OJEU website individually or on a quarterly basis. 
Commercial Services consider that individual publication would be burdensome and lose the 
efficiency the DPS is intended to deliver. However, the alternative to publish quarterly cannot 
currently be completed as the OJEU website does not support this process. Commercial 
Services are working with other Councils and the Local Government Association (LGA) to 
settle this issue, and the risk of non-compliance will be carried until this is resolved.

Management Actions
Six medium priority recommendations have been made to enhance existing processes as 
noted above. All have been agreed with management to be completed within 2016/17, with 
the exception of improvements to the OJEU contract award notification process which is 
dependent on engagement with third parties.

Service Area: Communities 

Audit Activity: Street Lighting: LED Replacement and Term Maintenance Contract

Background
Gloucestershire County Council (GCC) has a street lighting asset of 60,000 street lights and 
8,000 road signs and bollards. Following Cabinet approval, officers completed a compliant 
tendering process to award a contract for the Street Lighting – LED replacement programme 
and the subsequent on-going term maintenance of these assets. The contract (estimated 
value £41m over the 12 year period) was awarded to Skanska. The budget for the LED 
replacement programme is from a number of sources i.e. GCC reserves and SALIX funding 
which will be repaid through the savings generated from less energy consumption. 

Scope
The objectives of this audit are to:

 Review the contract management arrangements established by the service and 
evaluate whether this is in line with corporate requirements; 

 Ascertain the performance measures for the contract and confirm that the results are 
regularly reported, promptly monitored by the service with any under performance 
being proactively managed; 
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 Agree that the invoices submitted by the contractor are in line with the contract terms 
and conditions and the agreed pricing schedules; and

 Confirm that the expected savings from reduced energy costs are beginning to be 
realised and any loan repayment arrangements are realistic.

Risk Assurance - Satisfactory

Control Assurance – Satisfactory

Key findings
 The Core Investment Programme (CIP) project aims to replace the remaining 

Council’s street lighting inventory of 54,325 units with light emitting diode units 
(LEDs) at a cost circa £13.7m over a period of 44 months commencing 16th 
November 2015. As at the end of October 2016 the cumulative number of LEDs fitted 
under CIP is 16,644 and Skanska are on target to achieve the contracted total of 
21,600 by 31st March 2017. 

 The basic principle of the project is that by replacing current units with LEDs the 
energy consumption (KWH) will be reduced when compared to the consumption of 
the old unit. As the burn regime will largely stay the same the lower consumption rate 
from a LED unit should generate significant energy savings for the Council.

 The management of this contract rests with the Street Lighting Manager who has 
completed the initial corporate training on contract management and been awarded 
“Practitioner” status. The Senior Relationship Officer (SRO) is the Highways Contract 
Manager and both officers are aware of their responsibilities and have the necessary 
experience to manage this contract.  

 An Operations Board has been established which meets monthly to discuss 
contractor performance, health and safety incidents, commercial matters and any 
other contractual issues that have arisen or likely to do so going forward. 

 For transparency, the principal method of giving instructions and receiving 
correspondence between GCC (Employer) and Skanska (Contractor) is through the 
contract management and reporting system CEMAR. 

 Key Performance Indicators (KPI) have been agreed to measure the performance of 
the contractor. These are documented and include a description for each KPI, the 
measure, method of calculation, period, data source, and the target and how 
liquidated charges will be calculated when the agreed performance levels are not 
achieved. At present a number of KPIs relating to the maintenance aspect of the 
contract are below target which the Senior Relationship Manager has raised 
concerns with Skanska about. 
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Whilst the Core Investment Programme (CIP) and column works are ahead of 
schedule this appears to have had a negative impact on resources within Skanska to 
manage the workflow and is further compounded by a high turnover of the back office 
staff directly supporting the administration of this contract. 

 The liquidated damages due to GCC are currently £46k although this will increase in 
the short term when a backlog of work has been uploaded by Skanska into the street 
lighting database.

 Each month the contractor submits an Application for Payment detailing the 
cumulative total of all works completed to that point in time. The amount for the 
monthly period is calculated by deducting the previous amounts invoiced from the 
latest cumulative total. At the time of the audit, there had been 14 Application for 
Payments with a cumulative value of £5.6m. 

 The Application for Payments are scrutinised by the Street Lighting Manager and 
when agreed a request will be made to Skanska (via CEMAR) for an invoice to be 
submitted. All payments are through the Council’s SAP creditors system and 
recorded against the project.  

 The rates applied by Skanska to the Application for Payments were in line with the 
original tender submission or where the work related to a new requirement the rates 
and/or budget had been subsequently agreed with GCC. 

Conclusions
The arrangements with Skanska to deliver the CIP are working as envisaged albeit some 
concerns have presented themselves on how this has adversely impacted on the 
maintenance aspects of the contract. Contractor performance is closely monitored at 
operational and strategic levels and where performance is less than expected this is robustly 
challenged and escalated to senior management and to the Operations Board for discussion 
and action. Overall, there is evidence that savings are beginning to be generated as the CIP 
moves forward.

Management Actions
A number of actions have been recommended and agreed with management which are 
intended to further enhance the existing contract management arrangements. In particular: 

 GCC to nominate an appropriate substitute (to be approved by the contractor) in the 
event that a Designated Representative is not able to attend a meeting of the 
Operations Board; 

 The Operations Board should include (at least quarterly) a review of the risk registers 
and the business continuity arrangements; 
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 The Service Manager (in consultation with Skanska Project Manager) to review the 
use of CEMAR to clarify how various types of instructions will be communicated / 
reported and to consider whether the additional features of the system should now be 
utilised; and 

 To ensure all parties i.e. service area, commissioning and Strategic Finance are 
consistent in their understanding of the levels of savings and how these and the Salix 
funding repayments will be accounted for. 

Service Area: Communities

Audit Activity: Accountable Body – Homes and Communities Agency (HCA) Funding

Background
Gloucestershire County Council (GCC) is actively involved in promoting and supporting the 
regeneration of Cinderford and has been a member of the Cinderford Regeneration Board 
since its inception in 2005. Crucial to the regeneration of the Northern Quarter is the 
construction of a spine road that will connect the B4227 and the A4136 to the north of 
Cinderford in order to unlock the development potential which is envisaged will facilitate 
mixed use development over the next 15 years of circa £100m. The project was initially 
managed by the Homes and Communities Agency (HCA), however, in July 2015 Cabinet 
agreed that the Council would take over the responsibility for the construction of the 
Northern Quarter Spine Road – phase 1 subject to funding, successful planning permission 
and satisfactory contractual arrangements being in place. Phase 1 of the spine road will 
deliver the southern section of the route and when completed will provide access to the site 
earmarked for the development of a new college campus. 

The HCA has provided funding of circa £6.5m towards the construction of the new college 
on the condition that GCC becomes the Accountable Body for this funding.

Scope
The objectives of this audit were to:

 Ensure that the decision which resulted in GCC agreeing to act as the Accountable 
Body for the HCA funding is in accordance with the Council’s scheme of delegation;

 Establish the governance arrangements for the HCA funding and evaluate their 
effectiveness in minimising the risks facing GCC (in its capacity as the named 
Accountable Body); and 

 Review the funding arrangements for the college campus project.

Risk Assurance - Substantial 

Control Assurance – Satisfactory
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Key findings
 GCC is fully represented on the Cinderford Regeneration Board and the Cinderford 

Northern Quarter Delivery group (at officer and member level) and is in a position to 
have oversight of this regeneration programme. 

 This is a complex arrangement as GCC has no direct involvement in the project 
management arrangements for the new college or is providing any funding towards 
this other than absorbing the administrative costs of the Accountable Body role. 

The college project is however closely aligned to the delivery by GCC (as scheme 
promoter) of the Northern Quarter Spine Road: Phase 1 which needs to be 
completed to enable access to the site on which the college will be constructed. The 
road is being funded from a £3.8m Growth Fund grant approved by the GfirstLEP for 
which GCC is also the Accountable Body. The construction of the road has started 
and is due for completion by spring 2017. 

 The college will cost circa £14.7m and is anticipated that this will open in time for the 
2018/19 academic year.

 GCC (as Accountable Body) is holding £6.55m of funding received from the HCA of 
which £2.6m is a loan that the college is expected to repay by 31/03/2021. Prior to its 
release, Cabinet will need to confirm that GCC is in a position to underwrite the 
£2.6m loan in the event that the college is unable to repay it by the due date or the 
HCA is unwilling for this period to be extended.

 The funding position is fluid and an application (Round 3 of the Growth Fund) has 
been made by the college to GfirstLEP for a grant of £2.6m. If this application is 
successful the £2.6m loan will not be required thus reducing the risks to GCC. 

 The GCC Accountable Body team will require the college to enter into a funding 
agreement before any funding is released. This enables the conditions stipulated by 
the HCA to be passed to the college whilst providing clarity on how the funding will be 
released, what constitutes qualifying expenditure and what evidence will need to be 
provided to support this. The drawdown of any funding will require the agreement and 
signatures of (1) Commissioning Director: Communities and Infrastructure (2) 
Finance Manager: Lead and Challenge and (3) Outcome Manager Economic 
Development or in their absence a nominated officer. 

 By entering into the funding agreements with the HCA, GCC has indicated that it 
agrees to act in the role of Accountable Body. However the decisions taken by the 
Leader of the Council and the Commissioning Director have not been formally 
documented / published albeit there is a lack of clarity around this particular point. 
This is fully recognised by the Accountable Body team who are presently drafting an 
overarching policy on the steps that should be taken by officers / members prior to 
agreeing for GCC to take on the responsibility of Accountable Body status. 
It is intended the policy will incorporate an indication to officers / members of the 
decision point(s) in the process, which if triggered would require an officer or member 
decision report to be prepared and published as required under the Constitution. 
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The policy will be presented to CoMT for review and sign-off prior to being 
communicated.

Conclusions
The Accountable Body team has considerable experience in this area with GCC acting as 
the Accountable Body for many funding streams over the last 15 years. An established 
control framework has been developed over time and assurance has been obtained that this 
will be applied to the HCA funding. 
In doing so this should minimise the risks of any claw-back request from the HCA.

The responsibility for the financial robustness of the college project rests firmly with the 
college with GCC being the Accountable Body for £6.55m funding from the HCA. Whilst it is 
not a condition of the funding it would be prudent for GCC (as Accountable Body) to be 
satisfied that the funding arrangements are firmed up prior to the release of any funds and if 
in doubt this should be escalated to the HCA for a decision on how to proceed. 

Management Actions
No further action is required.

Service Area: Children and Families

Audit Activity: Nursery Funding Payments for Two-Year-Olds

Background
Nursery Education Funding (NEF) is funded through the Dedicated Schools Grant and is 
based on the Early Years census.  The budget for NEF for two-year-olds for 2016/17 is 
£3,306,551.

Funded free early years places, up to 15 hours a week, are available for some two-year-old 
children.  To be able to offer a funded free place to parents, providers must have signed 
Gloucestershire County Council's (GCC) Agreement for Early Years Funded Free 
Entitlement for 2, 3, and 4 year olds for inclusion to the local Directory of Early Years 
Providers.

There are certain criteria that have to be met before the parents will be eligible for funding 
and proof of eligibility has to be shown to the provider.

There are two payment runs per term.  The initial one pays the provider for the number of 
hours a child is expected to attend per term.  If those hours change, or if there is a new 
starter or leaver during the term, the second payment amends the initial claim.
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Scope
The objectives of the audit were to:

 review the processes in place within GCC to establish parent/carer eligibility for free 
funding and ensure providers have completed the appropriate agreements; and 

 review the systems in place for making payments for two-year-olds to nursery 
providers, to ensure such payments are made in the correct amount, on a timely 
basis and in respect of children actually attending. 

Risk Assurance - Substantial 

Control Assurance – Satisfactory

Key findings
A child’s eligibility for free funding is checked to HM Revenue and Customs (HMRC) records 
via an online portal by either the parent, nursery provider or GCC Family Information Service 
staff and a confirmation letter is produced by the Family Information Service.  The records 
for a sample of children in receipt of the funding were reviewed and they showed that the 
eligibility criteria had been met for each of them.

Nursery providers who want to receive funding from GCC have to be registered with Ofsted 
and complete an annual provider agreement for GCC.  The agreements for a sample of 
providers were reviewed and signed agreements were found for all of them.  Providers also 
have to meet standards set out in the Local Code of Practice.  If any providers are classed 
as ‘Inadequate’ or ‘Requires Improvement’ by Ofsted they have to participate in the Early 
Years Intervention programme.  As at August 2016, 4% of day care providers (15 out of 379 
providers) and 4.8% of childminders (24 out of 497) were classed as ‘Inadequate’ or 
‘Requires Improvement’ and all had signed up to the Early Years Intervention Programme.

There are two payment runs each term.  Before the payments are made the payment reports 
are checked and authorised at an appropriate senior level.  A monthly reconciliation is 
undertaken to reconcile the payments made to providers to the information on SAP.  The 
payments to the providers in the audit sample were checked to the payments processed in 
SAP.  Seven of the payments did not agree, but the differences related to adjustments for 
previous payments and all were recorded on SAP.

A declaration form should be completed by parents/guardians for each setting that the child 
attends, detailing the number of hours the child will attend each day.  Each term a sample of 
providers is asked to send in the parent declaration forms and the information is checked 
against the details which the provider has entered on the Nursery Funding portal.  The main 
issue which applied to 11 out of 17 of the providers in the 2016 summer term sample was 
that the total hours claimed and/or daily hours were not completed on the parent declaration 
form.
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It was also established that nine out of the 21 providers had been overpaid a total sum of 
£4,140.61.  Seven of the nine overpayments, amounting to £3,584.67, were reclaimed. 
Not all overpayments are reclaimed; discretion would be used if it meant that reclaiming an 
overpayment would be detrimental to the business or the family of the child.

The providers do not receive any visits from the Education Planning and Development team 
unless there are concerns.  If providers were visited, a child’s attendance could be verified 
against the register and this would confirm that the hours on the parent declaration form and 
those submitted on the Nursery Funding portal were correct.

Conclusions
Controls and processes are in place to ensure that parents who apply for free funding for 
their two-year-old child have met the eligibility criteria and also that providers who are 
claiming this funding have met the required criteria.

There are also controls in place to ensure that payments made are correct.  A number of 
reports are produced before the payment run is made which identify where a provider has 
claimed the funding and they are not registered as being eligible, or the provider has met the 
criteria but the child is not eligible for the funding.  There is separation of duties at the 
appropriate level between the preparation of the payment run and authorisation for the 
payments to be made.

Although audit checks are undertaken by the Data and Finance Support Officer on 
information submitted by the providers and the parent declaration forms, there are no spot 
check visits to providers to verify that the children are actually attending as stated.

Management Actions
Management have responded positively to the recommendation made in respect of the 
above issue identified.

Summary of Substantial Assurance Opinions on Control

Service Area: Communities

Audit Activity: Local Enterprise Partnerships (LEP) Growth Deal

Background
Local Enterprise Partnerships (LEPs) are made up of local businesses working in 
partnership with a combination of local authorities.  In June 2011, the Secretary of State 
granted Local Enterprise Partnership status to Gfirst Ltd which has now become GFirst LEP 
CIC (a Community Interest Company).
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In March 2014 all LEPs submitted Strategic Economic Plans (SEPs) to the Government.  
Government funding based on the SEPs has been allocated for the period 2015 – 2021 and 
for Gloucestershire this included Growth Deal funding of £77m.  
All LEPs have had to publish an Assurance Framework which has been locally agreed but 
which addresses government requirements. 
Operating under this Assurance Framework, the LEP is responsible for determining the local 
funding priorities and which projects the money should be allocated to.

All of the funding is paid to Gloucestershire County Council (GCC) in the first instance as the 
Accountable Body.  GCC is then accountable for ensuring that the income received and the 
payments made are properly accounted for and administered correctly.

Scope
The objectives of the audit were to: 

 ensure that the LEP is complying with its local Assurance Framework in terms of 
governance and decision-making processes as they relate to the allocation of the 
Growth Deal funding.

Due to the nature of the projects that can be funded by the Growth Deal, potential 
conflicts of interest could arise between GCC’s role as project promoter and the 
Accountable Body role.  As such, as part of the governance and decision-making 
processes, controls should be in place to ensure that these potential conflicts of 
interest will be appropriately managed in order to minimise the risks to GCC and to 
the individual officers concerned; and

 ensure that GCC as Accountable Body is fulfilling its role in terms of the following:

Monitoring for compliance within the terms of the LEP’s local Assurance Framework;

Ensuring the use of resources is in accordance with GCC’s established processes 
including financial regulations and contract regulations.  This will include 
implementing appropriate systems and controls where the LEP Board has approved 
a project where GCC was the project promoter and the Accountable Body is given a 
mandate to set up a contractual arrangement with the project promoter for the 
payment and use of funds; and

The provision of advice and representation, e.g. if there is a legal challenge to the 
decisions of the LEP Board in approving projects.

Risk Assurance -  Substantial

Control Assurance – Substantial
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Key findings
Role of the Local Enterprise Partnership

The LEP has developed and published a local Assurance Framework that is in line with 
government requirements.  This has been verified by a light touch review that was 
undertaken by the Department for Business, Innovation and Skills (BIS).  
The Assurance Framework is being treated as a dynamic document and as such has 
recently been subject to review and approval by the LEP Board.
The Accountable Body has also written to the Department for Communities and Local 
Government (DCLG) confirming that the content of the Assurance Framework is still fit for 
purpose and is in line with standards.  Internal Audit also undertook a review of the 
Assurance Framework against the government guidelines and can confirm that the 
requirements have been met.

Appropriate governance arrangements are in place for prioritising, developing, appraising 
and approving funding for Growth Deal projects. The LEP Board is the ultimate decision-
making body and the agendas and minutes of the meetings are published on the LEP’s 
website. The following projects were selected for testing, Gloucestershire Airport, 
Cirencester STEM (Science, Technology, Engineering, Maths) and Blackfriars and Quayside 
(where GCC is both Accountable Body and project promoter). 

The conflicts of interest for the Blackfriars and Quayside project were recognised and 
arrangements have been put in place to ensure sufficient separation of duties between the 
Accountable Body staff, those working as the project promoter, the project appraiser and the 
decision–makers.

The following evidence was provided to demonstrate that the key stages in the project 
assessment and approval processes had been complied with, namely business cases were 
submitted by the project promoters, due diligence reports were prepared by an external 
consultant (both interim and final reports), papers were prepared for the LEP Board in 
relation to the decisions that were required for project approval and LEP Board minutes 
recorded the decisions that were made for project approval and the mandates that were 
given to the Accountable Body to set up funding agreements as appropriate.

Accountable Body role

In March 2014 an Individual Cabinet Member (ICM) Decision Report was published that 
made reference to the fact that the Council currently provides the Accountable Body role for 
the LEP and that this was likely to be broadened in support of the implementation of the 
Strategic Economic Plan (SEP) of which the Growth Deal funding forms a part.  Reference to 
GCC acting as the Accountable Body for the Growth Deal was therefore implied but there 
has been no direct Cabinet decision for GCC to act as the Accountable Body for the Growth 
Deal funding.

Finance staff have been in discussion with colleagues in Legal Services to develop robust 
arrangements for GCC to act as the Accountable Body when different grants are made 
available.  
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A policy will be drafted for consideration by the Corporate Management Team (CoMT) and 
for approval by Members as necessary.

There are nominated staff within different service areas that fulfil GCC’s Accountable Body 
role.  These staff also represent GCC as the Accountable Body at the following meetings 
LEP Board, Gloucestershire Economic Growth Joint Committee (GEGJC), LEP Investment 
Panel and the Programme Management Group.

An Accountable Body team meeting is also held on a weekly basis to monitor progress with 
projects.

For each of the projects tested, the following evidence was provided to demonstrate that the 
key stages in the fund management process had been complied with:

 Conditional Offer Letters being sent to the project promoters;

 The application of an administration fee to cover the formal clarifications and due 
diligence process;

 Signed and sealed funding agreements (Gloucestershire Airport and Cirencester 
STEM) and an Internal Memorandum of Understanding (Blackfriars and Quayside) 
are in place; and

 Annual Statement of Assurance from the external project promoters confirming that 
all expenditure incurred to date is eligible and has been spent in accordance with the 
funding agreement.

Once the funding agreements have been put in place, the monies are spent by the project 
promoters and then claimed from GCC as the Accountable Body.  A standard process has 
been developed for project promoters to follow when making a claim for payment.

Claims have been received for all three projects tested.  The Accountable Body staff have 
applied robust processes and authorisation controls to ensure that the funds have been used 
for the purposes intended and that the claims did not exceed the total amount of funding 
awarded.  For Gloucestershire Airport and Cirencester STEM, payments have been made to 
the project promoters.  For Blackfriars and Quayside, the claim was processed as an internal 
transfer and included in GCC’s 2015/16 financial year.

Conclusions
The LEP is complying with its local Assurance Framework in terms of governance and 
decision-making processes as they relate to the allocation of the Growth Deal funding.

GCC is fulfilling its role as Accountable Body by monitoring compliance with the terms of the 
Assurance Framework.

The potential conflicts of interest that could arise between GCC’s role as Accountable Body 
and project promoter are being appropriately managed.
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Management Actions
No recommendations were made in relation to this audit.

Summary of Consulting Activity, Grant Certification and/or Support Delivered 
where no Opinions are provided

Service Area: Grant Certification

Audit Activity: Troubled Families Grant

Background
The Families First (payment-by-result) programme was introduced in a renewed drive to help 
improve the outcomes for troubled families.  

The Department for Communities and Local Government (DCLG) has produced a Financial 
Framework for local authorities. This document makes clear that payment- by-result (PBR) is 
the subject of self-declaration, and therefore the purpose of this audit was to provide 
assurance that the Families First grant conditions and criteria had been met by the families 
to support the PBR grant claim.

Scope
To provide assurance that those families forming the PBR claims made to the date of the 
audit met the criteria and that there was sufficient evidence to support the outcomes 
recorded.  

Risk Assurance – N/A 

Control Assurance – N/A

Key findings
Having reviewed and sample-tested the 61 PBR claims between 1st April 2016 and 22nd 
November 2016, Internal Audit was satisfied that:

 The PBR claims in the sample met the criteria outlined by the Troubled Families 
Grant; and

 There were effective systems and processes for how families and their eligibility 
markers i.e. education/crime/anti-social behaviour; progress to work; and continuous 
employment (and off out-of-work benefits) were being collated and verified.  A couple 
of best practice points were identified which would further strengthen the systems of 
control.
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Conclusion
Internal Audit is satisfied that there are effective systems and processes for how families and 
their eligibility markers and related outcomes are being collated and verified.  Sample testing 
confirmed the validity of the claims that have been made to date.

Management Actions
Management have responded positively to the best practice points made in the report to 
further enhance current processes.

Service Area: Grant Certification

Audit Activity: Better Care Fund (Disabled Facilities Capital Grant)

Background
The Department for Communities and Local Government (DCLG) in 2015/16 made circa 
£220m available across all Local Authorities through the Disabled Facilities Capital Grant. 
This funding is part of the Better Care Fund, allocated to County Councils by the DCLG to be 
further distributed to District Councils as the local housing authorities.

Gloucestershire County Council (GCC) received an allocation of £2,549,666 in 2015/16 
under grant determination No 31/2582.

Scope
The Chief Executive and Chief Internal Auditor are required to return to the Department for 
Communities and Local Government a declaration by 30th September 2016 in the following 
terms:

“To the best of our knowledge and belief, and having carried out appropriate investigations 
and checks, in our opinion, in all significant respects, the conditions attached to Disabled 
Facilities Capital Grant Determination (2015/16) No 31/2582 have been complied with”.

To provide assurance that, in all significant respects, the conditions of the Grant 
Determination have been complied with.

Risk Assurance – N/A 

Control Assurance – N/A

Key findings
 The Council received funding of £2,549,666 in 2015/16 under the Disabled Facilities 

Capital Grant Determination [31/2582] scheme. 
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 The monies have been distributed correctly to District Councils within the County 
area. 

 All District Councils have confirmed compliance with the following statement for the 
monies provided:

“To the best of our knowledge and belief, and having carried out appropriate 
investigations and checks, in our opinion, in all significant respects, the conditions 
attached to Disabled Facilities Capital Grant Determination (2015/16) No 31/2582 
have been complied with”.

Conclusions
Based on declarations provided by District Councils and a review of records maintained by 
the Council, Internal Audit has gained assurance that the conditions of the grant 
determination have been fulfilled and as such the declaration can be signed and submitted 
to the DCLG.

Unspent monies arising from the Disabled Facilities Grant 2015/16 totalling £129,977 have 
been carried forward into 2016/17 by two District Councils. Expenditure of these monies in 
2016/17 by these Districts Councils is expected to meet statutory responsibilities for disabled 
facility adaptations.

Management Actions
No further action is required.

Service Area: Core Council – Strategic Finance

Audit Activity: Consultancy - Highways Network Asset

Background
CIPFA’s Code of Practice on the Highways Network Asset (Highways Code) was developed 
to promote effective asset management and for the same information to be used for financial 
reporting of the Highways Network Asset within local authorities.

For a number of years local authorities have been developing detailed inventory data on 
their network assets and using this data to develop the underlying valuation of the asset with 
a view to full implementation of the new measurement requirements in the 2016/17 financial 
statements, using centrally provided models and Gross Replacement Cost (GRC) rates. It is 
estimated that full implementation will result in a revaluation increase of approximately 
£1trillion to the UK public sector balance sheet in respect of local authority Highways 
Network Assets. 
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At its meeting on 9th November 2016, the CIPFA/LASAAC Local Authority Accounting Code 
Board (CIPFA/LASAAC) decided to postpone the full implementation of the move to 
measuring the Highways Network Asset at Depreciated Replacement Cost in local authority 
financial statements, but with a view for implementation to take place in 2017/18.

GCC’s Chief Financial Officer will need assurance that the measurement of the Highways 
Network Asset is materially accurate as part of the confirmation that the financial statements 
provide a ‘true and fair’ view of financial performance. 
There is no mandatory requirement for an Internal Audit review to be undertaken, however, 
due to the magnitude of the risk, it was decided, in consultation with GCC’s external 
auditors, that it would be beneficial to provide early assurance in this area as it would allow 
the Highways team a greater opportunity to address any areas where improvements may be 
needed.

Scope
GCC’s external auditors have produced a template of ‘Scoping questions for clients’.  This 
template seeks to obtain responses from management about the various systems and 
processes that have been put in place to value carriageways, footways, structures, street 
lighting, street furniture, traffic management systems and land, and who the responsible 
officer/s would be.

Internal Audit undertook a review of the scoping questions and management’s responses to 
them to provide assurance that there is sufficient evidence available that will allow a 
materially accurate measurement of the Highways Network Asset.

Risk Assurance – N/A

Control Assurance – N/A

Key findings
The audit review confirmed that sufficient evidence and explanations were available to 
support management’s responses to the scoping questions.  The majority of the evidence is 
held electronically on various databases, spreadsheets and websites.

Conclusions
Internal Audit is satisfied that there are sufficiently robust systems and processes in place 
that will allow a materially accurate valuation of the Highways Network Asset.

Management Actions
There are a small number of areas where the Highways team has already identified gaps in 
the availability of data.  In these cases, recommended CIPFA models and soundly based 
estimates are being used that should still allow a materially accurate measurement of the 
Highways Network Asset.
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Service Area: Core Council – Business Service Centre (BSC)

Audit Activity: Consultancy - Payroll – late payment

Background
Gloucestershire County Council (GCC) provides payroll services on behalf of Gloucester 
City Council (GCiC) whose staff are paid on the 27th of every month (or earlier if the 27th of 
the month is a non-working day).  An error occurred within the August 2016 payroll process 
which would have resulted in GCiC staff not being paid by the due date.  GCiC was able to 
instruct their bank to make emergency payments so that their staff could be paid on time.

The Head of the Business Service Centre (BSC) referred the above matter to the Chief 
Internal Auditor on 30th August 2016 so that an independent review could be undertaken and 
assurance provided that any weaknesses in control within the BSC which allowed the error 
to occur, have been identified and rectified.

Scope
The objectives of the audit were to:

 Review the systems, documentation and controls that were in operation within the 
BSC for the payment of GCiC’s August 2016 salary payments to identify the causes 
of the error and where improvements should be made;

 Undertake a walkthrough of the revised systems and documentation that have been 
put in place within the BSC for making GCiC’s September 2016 salary payments 
(and all future payments, particularly where further bank holidays will occur, e.g. 
Christmas), to confirm whether there is now a robust system of control in place; and

 Establish the effectiveness of the Bankers Automated Clearing Services (BACS) 
systems that are in place within Strategic Finance for making timely salary payments 
to GCiC staff.

Risk Assurance – N/A 

Control Assurance – N/A

Key findings

August late payment issue and resolution
On 26/08/16 it became apparent that GCiC employees had not been paid their salaries as 
expected.  The pay date is normally the 27th of every month but as this was a Saturday in 
August 2016, the pay date had to be brought forward to 26/08/16 which meant that the 
processing date had to be 25/08/16.  Unfortunately the BACS processing date had been set 
as 26/08/16 by the BSC instead of 25/08/16.  This would have resulted in GCiC staff being 
paid on Tuesday 30/08/16 due to the Bank Holiday Monday.
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Once the BSC was alerted to the potential late payment issue, immediate action was taken 
and GCiC managed to invoke the Faster Payment System with their bank.  In addition to 
applying the Faster Payment System, a BACS recall was also undertaken by GCiC to 
ensure that the original BACS file was not processed and duplicate salary payments made 
the following week.

In response to the potential late payment issue, the BSC reviewed their systems for the 
preparation of the BACS Release form (where the processing date is first recorded).  Pay 
day schedules are in place and available to staff so that they can determine the processing 
date.  Control systems are also in place whereby the processing date that has been 
determined by one member of staff should be double-checked by a second member of staff 
before the BACS Release form is sent to Strategic Finance for processing.  In the case of 
the August 2016 GCiC pay, even though it would appear that the double check of the 
processing date had occurred, there is confusion as to whether this actually happened in 
practice.

The BSC has addressed the above issue by adding a field for the pay date to be recorded 
on the BACS Release form in addition to the processing date.  There is also now a 
requirement for the preparer and checker of the BACS Release form to physically sign the 
form before it is sent to Strategic Finance, thereby confirming their actual involvement in the 
required processes.  Strategic Finance has been instructed to reject any BACS Release 
forms that do not contain original signatures.

Strategic Finance role
The BACS Release form is processed by one member of staff and checked by another 
member of staff.  The processing date that is recorded on the BACS Release form is not 
checked by Strategic Finance.  Verbal assurances obtained from both the BSC and Strategic 
Finance confirmed that the responsibility for correctly determining the processing dates 
should rest with the BSC.

September payroll
The two change processes that had been introduced by the BSC were reviewed for the 
GCiC September payroll.  The additional pay date field had been recorded on the BACS 
Release form.  Unfortunately only one of the signatures on the form was an original 
signature and the other was still a typed name.  However, the original signature was that of 
the checker and the BACS Release form had been sent to Strategic Finance from the e-mail 
account of the typed name (preparer of the BACS Release form).  The reason for the 
omission was the tight timescale between the change processes being introduced and 
having to be applied.

Further improvements
In addition to the above change processes the following improvement areas were identified 
by Internal Audit:

 All of the information on the BACS Release form should be checked by the BSC and 
not just the processing date;
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 The fields that currently require a signature on the BACS Release form should be 
amended to read ‘Prepared by’ and ‘Authorised by’.  The names of the members of 
staff should still be typed in and they should then sign against their name; and

 The actual day of the pay date could be recorded on the Payroll Processing 
Timetable and in addition a column for the processing date could be added.

Conclusion
The GCiC August 2016 late payment issue was addressed in a timely manner through 
collaboration between GCC and GCiC so that the staff could be paid their salaries by the 
due date.  Action was also taken to ensure that no duplicate salary payments were made.

The BSC identified the cause of the problem and took immediate action to introduce and 
communicate change processes to all relevant staff to prevent a recurrence.  These were 
applied to the September 2016 payroll processes (apart from one minor omission).

Management Actions
Management have responded positively to the recommendations that were made.

Summary of Special Investigations/Counter Fraud Activities

Current Status

The Counter Fraud Team within Internal Audit (IA) has received 12 new referrals in 2016/17 
to date, and 10 cases referred in 2015/16 and 2014/15 continue to be investigated in 
2016/17. Six of these have now been completed, all of which have previously been reported 
to the Audit and Governance Committee. In addition, IA continues to be involved in counter 
fraud work concerning staff travel, and following-up irregularities with management as they 
arise, including one break-in at a Library, where the till was stolen with a small amount of 
cash. This was reported to the Police.

New referrals in 2016/17

Five of the cases received in 2016/17 have been closed. Two of these involved the 
overpayment of staff that had reduced their contracted hours but pay had not been adjusted. 
In each case it was a question of the manager not completing the appropriate paperwork. 
Internal Audit therefore asked that a reminder be put in the HR Manager’s briefing to remind 
managers of the need to complete paperwork for staff contract changes in a timely manner, 
which has been actioned. In addition in both cases the members of staff have 
repaid/arrangements are in hand to recover the salary overpayment.
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The other cases involved the misuse of petty cash for staff refreshments at an 
establishment, a false reference in the Council’s name, in respect of a teacher applying for a 
teaching post, and fraudulent requests for payment made by a fraudster masquerading as a 
senior member of staff.  In the case of the misuse of petty cash the practice has now 
stopped and disciplinary action has been taken against two members of staff. In respect of 
the teacher using a false reference, the National Council for Teaching and Learning and the 
Education Workforce Council (EWC) Wales have been informed of the person involved, who 
is currently prohibited from teaching and has been providing false references, with an 
assumed name. 

Many of the cases referred to Internal Audit involve intricate detail and Police referral. This 
invariably results in delay before the investigation can be classed as closed and reported to 
the Audit and Governance Committee.

The Committee can also take assurance that all special investigations/counter fraud 
activities are reported to the Statutory Officers namely the Chief Executive, Monitoring 
Officer and Director of Finance, on a monthly basis.

Fraud Risk Assessment / Risk Register

A fraud risk register has been produced, the outcome of which will inform future Internal 
Audit activity.

National Fraud Initiative (NFI)

Internal Audit continues to support the NFI which is a biennial data matching exercise 
administered by the Cabinet Office. The data was collected throughout October 2016 and 
reports will start to be received from the middle to the end of January 2017. Examples of 
data sets include insurance, payroll, pensions, private supported care home patients / 
residential care homes, transport, personal budgets / direct payments and creditors.  Not all 
matches are investigated but where possible all recommended matches are reviewed by 
either Internal Audit or the appropriate service area.

The outcomes of the review will be provided to the Audit and Governance Committee. 

Anti-Fraud and Corruption Policy Statement and Strategy, Anti Bribery Policy and Anti 
Money Laundering Policy 2017 – 2019. 

Effective governance requires the Council to promote values for the authority and 
demonstrate the values of good governance through upholding high standards of conduct 
and behaviour. To enable this, the Fighting Fraud and Corruption Locally 2016–2019 
Strategy has been developed by local authorities and counter fraud experts and supported 
by the Chartered Institute of Public Finance and Accountancy (CIPFA) Counter Fraud 
Centre. It is the definitive guide for council leaders, chief executives, finance directors and all 
those with governance responsibilities. The strategy includes practical steps for fighting 
fraud, shares best practice and brings clarity to the changing anti-fraud and corruption 
landscape.
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The Chief Internal Auditor has undertaken a self-assessment against the new guidance to 
measure the Council’s counter fraud and corruption culture and response and propose 
enhancements as required. As such, a revised Anti Fraud and Corruption Policy Statement 
and Strategy, Anti Bribery Policy and Anti Money Laundering Policy 2017 -2019 has been 
developed and will be presented to the Audit and Governance Committee on 20th January 
2017. 


