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1. Introduction

1.1. An audit review of the payroll system was undertaken as part of the 2008/09 internal
audit plan.

1.2. The payroll and HR function was centralised in April 2007 to provide cost savings

1.3.

1.4.

1.5.

1.6.

1.7.

1.8.

and a more streamlined service. As a result of the restructuring, there has been an
expected period of adjustment during which time a number of issues have arisen.
The loss of a number of experienced members of staff and the reorganisation of
remaining staff has highlighted training issues. As a result, senior staff have been
involved in the day to day administration of the system instead of being fully
involved in future initiatives aimed at relieving the burden on resources e.g., the
planning and initiation of spreadsheet uploads for timesheet input which is currently
‘fast input’ by payroll staff. Also, addressing the causes of payroll overpayments
across the directorates.

The transactional team administers the following:

Payroll Monthly No. of Payments Average no. of Salaries

made in 2007/08 employees paid per | Expenditure for
month 2007/08

011 Teachers 19,466 1622 £47,901,049.80

010 Others 70,493 5874 £83,046,057.47

Totals 89,959 7496 £130,947,107.27

The key findings of the audit largely mirror the concerns raised by external auditors
KPMG along with areas already under review by the Exchequer Manager. These
include: overpayments, errors in the calculation of SMP, holiday entitlements to
staff working reduced hours and third party claims to insurers for sickness
payments. It was confirmed at the discussion document meeting that these areas
have been examined since the start of the audit and are at varying stages of review.
These points will be incorporated into a future follow up review.

A small number of recommendations have been addressed directly to the
Accountancy Section for consideration. The areas referred to are:

e The current threshold for the transmission of BACS payments

e The current level of fidelity guarantee insurance

e The reconciliation of pay advances

The functions of the system were examined, key controls identified and testing
undertaken. The audit findings are based on discussion with staff and sample audit
testing.

One of the key points highlighted in the plan for centralisation of the payroll
function was the training of staff across the authority to enable staff to access pay
details, check annual leave records, and for managers to confirm establishment
details. As at the time of the audit visit this access had been piloted in the
Resources directorate but was not widespread elsewhere, nor had a programme of
training been initiated.

This report sets out the findings of the review and makes recommendations, where it
is felt that improvements in financial and non-financial administration could be
made.
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2. Objectives of the Audit

2.1. The main objectives of the audit were to:

Document the key functions of the payroll section.

Examine the structure and allocation of responsibilities to ensure adequate
segregation of duties.

Review access controls to Trent and use of the reporting function.

Review systems developments and enhancements which have been implemented
since the last audit.

Review documented procedures.

Review procedures to ensure that only bone fide staff are set up on the payroll
system and that terminated staff are promptly removed from the system.
Ensure that all deductions are accurate and forwarded to the respective
organisations on the appropriate dates.

Review the general level of overpayments and establish any areas where
overpayments are particularly high.

3. Audit Opinion

3.1.

3.2.

3.3.

3.4

A review of the controls in place for the administration of the payroll function
indicates that there are communication issues across the directorates primarily with
schools. The key areas identified include late notification of terminations and issues
relating to maternity leave, supply teachers and contract staff.

Two key initiatives were proposed at the outset of the new structure which were
intended to have a favourable effect on the level of overpayments. Unfortunately
these initiatives have not progressed as scheduled. These included:

e Self service access to Trent and training for line managers. This provision
is now scheduled for the latter half 2009.

e The change of pay dates to the month end to avoid payments in advance.
Resistance to this initiative has resulted in indefinite deferral.

Two of the eighteen recommendations are in the significant category hence our
audit opinion that the system provides limited assurance in specific areas. These
significant areas are:

e  Overpayments to staff and ex-employees, often caused by late submission of
data, which can also sometimes be inaccurate, by administrative staff across the
directorates and within schools. It is recognised that the number of identified
overpayments are relatively small in terms of the total number of transactions.

e  Current state of the filing system was such that employee files and documents
could not be traced.

It should be acknowledged that the first of the weaknesses is a result of

circumstances over which the payroll function has limited influence namely, the

timeliness and accuracy of information supplied.

During the audit a number of strengths and areas of good practice were identified,
the main ones being; the extensive experience and expertise of the transactional
team manager and the independence, experience and support of the Exchequer
Manager. It is recognised that the service is undergoing a major transition and that
positive steps are being taken to improve the issues identified in this report and in all
other areas of performance.
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Appendix 2.

Explanation of Categorisations for Audit Reports

Individual Recommendations

For each control reviewed, where it was established that the control is either not in place or is in place but not
being adhered to, a recommendation will be made. Each recommendation will be given a categorisation based
upon the severity of the missing control. The categorisations are as follows:

Fundamental - action that is considered imperative to ensure that the Authority is not exposed to high
risks;

Significant - action that is considered necessary to avoid exposure to significant risks;

Merits attention - action that is considered desirable and should result in enhanced control or better value
for money (VFM).

Individual Controls & Overall Report

The objective of an audit is to evaluate the system with a view to delivering reasonable assurance as to the
adequacy of the application of the internal control system. The control system is put in place to ensure that
risks to the achievement of the Authority’s objectives are managed effectively.

Based upon the recommendations made, the categorisation of them and the areas that they relate to, an overall
conclusion as to the level of assurance that can be provided will be given, as below:

Substantial Assurance
Key controls exist and are applied consistently and effectively; and,
Objectives are being achieved efficiently, effectively and economically (VFM).

Adequate Assurance
Key controls exist but there may be some inconsistency in application;
Compensating controls operating effectively; and,
Objectives achieved after a fashion, e.g. VFM could be improved.
(some risk of loss, fraud, impropriety, or damage to reputation)

Limited Assurance
e Key controls exist but they are not applied, or significant evidence that they are not applied consistently
and effectively; and,
e Objectives are not being met, or are being met without achieving VFM.
(a high risk of loss, fraud, impropriety, or damage to reputation)

No Assurance.
e Key controls do not exist; and,
e Objectives are either not met, or are met without achieving VFM.
(a very high risk of loss, fraud, impropriety, or damage to reputation)
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