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Audit Resources 

Title Name Email  Telephone 

Audit Manager Gill Martin gill.martin1@cumbria.gov.uk 01228 226258 

Lead Auditor(s) Rebecca Birkett rebecca.birkett@cumbria.gov.uk 01228 226286 

 

 

Audit Report Distribution  

For Action: Helen Smith, Financial Services Manager 

For Information: 
Shelagh McGregor, Assistant Director – Resources  

Debbie Storr, Director – Policy and Resources 

Peter Notley - Chief Accountant 

Richard Page - Financial Services Officer – Systems 

Audit Committee The Audit Committee, which is due to be held on 23rd April 2015 will receive the Executive summary (sections 1-4) and 

the Management Action Plan (section 5) 
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1. Background 
 

1.1. This report summarises the findings from the audit of Creditor Payments. This audit was a planned audit assignment which was undertaken in 

accordance with the 2014/15 Audit Plan.  

 

1.2. South Lakeland District Council processes approximately 620 creditor invoices each month through the Integra system.  Intergra has an electronic 

ordering facility which is used for the majority of purchase order transactions and approximately 98% of payments are made by BACS transfer. 

 

2. Audit Approach 
 

2.1. Audit Objectives and Methodology 

 

2.1.1. Compliance with the mandatory Public Sector Internal Audit Standards requires that internal audit activity evaluates the exposures to risks relating 

to the organisation’s governance, operations and information systems.  A risk based audit approach has been applied which aligns to the five key 

audit control objectives which are outlined in section 4; detailed findings and recommendations are reported within section 5 of this report. 

 

2.2. Audit Scope and Limitations 

 

2.2.1. The Audit Scope was agreed with management prior to the commencement of this audit review.  The Client Sponsor for this review was the 

Assistant Director Resources, and the agreed scope areas for consideration were identified as follows: 

 Supplier maintenance (including controls over changes to supplier details); 

 Raising of purchase orders, authorisation (including scheme of delegation and budget privacy groupings), goods received and subsequent 
invoice matching  

 Reconciliation arrangements; 

 Timeliness of payments and performance targets; 

 Management of disputed invoices; and  

 Use of pro forma payments and consolidated invoices. 
 

2.2.2. There were no instances where the audit work undertaken was impaired by the availability of information.  
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3. Assurance Opinion 
 

3.1. Each audit review is given an assurance opinion and these are intended to assist Members and Officers in their assessment of the overall level of 

control and potential impact of any identified system weaknesses.  There are 4 levels of assurance opinion which may be applied. The definition 

for each level is explained in Appendix A. 

 

3.2. From the areas examined and tested as part of this audit review, we consider the current controls operating within Performance Management 

provide Reasonable assurance.    

 Note: as audit work is restricted by the areas identified in the Audit Scope and is primarily sample based, full coverage of the system and 

complete assurance cannot be given to an audit area. 

 

4. Summary of Recommendations, Audit Findings and Report Distribution 
 

4.1. There are three levels of audit recommendation; the definition for each level is explained in Appendix B.  

 

4.2. There are 5 audit recommendations are arising from this audit review and these can be summarised as follows: 

No. of recommendations 

Control Objective High Medium Advisory 

1. Management - achievement of the organisation’s strategic objectives achieved (see section 5.1.) - - 1 

2. Regulatory - compliance with laws, regulations, policies, procedures and contracts - - - 

3. Information - reliability and integrity of financial and operational information (see section 5.2) - - 2 

4. Security - safeguarding of assets (see section 5.3) - 2 - 

5. Value - effectiveness and efficiency of operations and programmes  - - - 

Total Number of Recommendations - 2 3 
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4.3. Strengths: The following areas of good practice were identified during the course of the audit: 

 Well-developed procedural documentation; 

 Widespread use of electronic ordering, including authorisation controls over expenditure prior to a commitment to spend being made 

 Good set of controls in place to ensure there is segregation and review of any changes made to suppliers’ bank account details, and creations 

/ amendments are included in pre-run exception reporting. 

 

4.4. Areas for development: Improvements in the following areas are necessary in order to strengthen existing control arrangements: 

 

4.4.1. High priority issues: 

 None  

 

4.4.2. Medium priority issues: 

 Improvements to further strengthen the independent verification of supplier details maintain on the Masterfile and their identities when 

contacting the Council to request changes to be made. 

 Improvements to further strengthen the verification of payment details generated through the use of sundry creditors. 

 

4.4.3. Advisory issues: 

 Further clarification of the evaluation and reporting of outcome of the pilot of the “early payments scheme”; 

 Further developments to ensure the accuracy of key performance indicator relating to prompt supplier payments. 

 Data quality checks to ensure the accuracy of published “transparency” data relating to creditor payments. 
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Comment from the Assistant Director - Resources 

It is good to see the recognition of the major improvements that have been made to certain creditor processes, particularly the verification of 

supplier changes where all the previous recommendations have been fully implemented and testing showed they are being followed.  There are 

always minor improvements that can be made to any system, which this report proposes. 

Due to the dispersed purchasing system there is a need for all managers of the Council to ensure the correct procedures are being followed in 

their teams. 
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5. Matters Arising / Agreed Action Plan 
 

5.1. Management - achievement of the organisation’s strategic objectives. 

    ● Advisory Issue  

Audit finding Management response 

5.1.1. Adoption of Early Payments Scheme 

The development of an “early payments scheme to suppliers” is included in the Procurement Action 

Plan (dated April ‘13) which supports the wider implementation of the Council’s Procurement 

Strategy.  In February 2015 a progress update to the Cabinet stated that “discussions have been 

held with Financial Services….this will still need to be communicated and approval received by 

members”. 

The Scheme is intended to support SMEs in the local economy through the prompt payment of 

supplier invoices for payment by the Council.  Financial Services is currently running a pilot 

exercise during the first quarter of 2015, which has involved reducing all supplier payment terms to 

immediate payment to assess the cost and benefits of such a scheme to the council.  The 

operation of this will be evaluated, including any impact on cash flow at the end of April 2015.  The 

objectives of the pilot are defined within the Action Plan as “…to support and encourage the 

development of local businesses…”, however, the means of evaluation of the pilot have yet to be 

defined to inform decision making and any future change in supplier payment terms.  

Agreed management action:  

There have been many discussions in the Financial 

Services team on what an early payments scheme 

could look like, including the Cumbria CC model of 

early payment in exchange for rebates from 

suppliers.  Any proposal will need to be easily 

deliverable.  Therefore, as a temporary measure, 

the team are piloting the change in supplier 

payment terms to see if this simple amendment will 

be sufficient to meet Government aspirations for 

early payments to all SME suppliers or whether a 

wider change to the current process is required.  

An evaluation will be carried out in May 2015 and 

will feed into the development of a scheme for 

consideration by SMT.  This will consider changes 

in both the mean number of days for payment and 

the maximum number of days for payments for 

SME suppliers compared to the loss of interest on 

investment due to early payment of suppliers.  Only 

when an effective scheme has been developed will 

Cabinet be asked to approve the scheme. 

Recommendation 1: 

The evaluation of the pilot should be defined, and the outcome reported to Cabinet, who can 
determine whether adopt an early payment scheme.  

Risk exposure if not addressed: 

 Financial loss 

 Missed opportunity for positive publicity 

Responsible manager for implementing:  

Financial Services Manager 

Date to be implemented: 05/2015 
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5.2. Information - reliability and integrity of financial and operational information.        ● Advisory Issue  

Audit finding Management response 

5.2.1 Prompt payment and Performance Indicators 

Invoices are generally paid promptly.  A monthly key performance indicator (KPI) is produced to 

monitor the percentage of invoices paid within 30 days.  For the financial year to date this has 

averaged over 95% of invoices being paid within 30 days. 
 

The introduction of the “early payments scheme for suppliers” mentioned at 5.1.1. Will have 

implications on this KPI as future emphasis will be on prompt payment rather than payment to 

terms. 
 

Whilst there is a field within the Integra system to indicate a disputed invoice, the system is not set 

up to further categorise the reason for the dispute. 
 

Within a sample of 20 payments made, four appeared to be “late”.  Of these, one should have been 

flagged in the system as being in dispute and therefore removed from the KPI calculation. The 

issues delaying payment on the other three invoices were due to errors; one was a supplier error 

and the other two were department errors. 

Agreed management action:  

This recommendation needs to be considered in 

context: the KPI is now purely used for internal 

reporting purposes so doesn’t need to follow the 

old definition.  Also under the current purchase 

ordering system invoices should not go to 

departments before payment so the system of 

putting [D] at the start of the narrative is largely 

obsolete. 

All occasions when an invoice is received without a 

Goods Received Note being processed are 

followed-up.  Also all occasions when an order has 

been GRNed but an invoice has not been received 

promptly are followed up as part of the monthly 

close-down process. 

Rather than continue with a process of recording if 

an invoice has been under dispute it will be more 

relevant for finance staff investigate the use of the 

diary option on invoices to see if this could be an 

effective means of recording reasons for delays.  

Recommendation 2: 

With the introduction of the “early payments scheme” the KPIs could be developed to improve 

monitoring of performance on the council as a whole in the processing of payments by using the 

field currently used to flag disputes to further analyse the cause of the delay – i.e. disputed, 

supplier delay (e.g. wrong order number), or submitting department error. 

Risk exposure if not addressed: 

 Inaccurate measurement of performance 

 KPI under-report the performance of the Council 

 Areas for improvement are not highlighted. 

Responsible manager for implementing:  

Financial Services Officer (Systems) 

Date to be implemented:06/2015 
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● Advisory issue 

Audit finding Management response 

5.2.2. Transparency Reports and rejected payments 

The sample selected from published transparency data contained two payments of ticket monies 

for £586.50.  The first recorded payment was originally rejected by BACS and therefore not a true 

payment.  Both the original and the subsequent replacement payment are shown, overstating the 

published payments. 

Agreed management action:  

Returned BACs will be excluded from the 

transparency reports. 

Recommendation 3: 

The data quality checks applied to transparency data relating to payments made (over £500) 

should be reviewed by Finance to ensure the accuracy of this information prior to publication. 

Risk exposure if not addressed: 

 Inaccuracies within published expenditure. 

Responsible manager for implementing:  

Financial Services Officer (Systems) 

Date to be implemented: 04/2015 
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5.3. Security - safeguarding of assets.  

    ● Medium Priority   

Audit finding Management response 

5.3.1. Amendments to Supplier Bank Details 

Bank mandate fraud, where fraudsters target public sector organisations with the aim of changing 

bank account details on supplier standing data, is increasingly common.   

 

New supplier and amendments to bank details of existing suppliers are checked using software 

that ensures the bank account details exist.  The tests of legitimacy of the bank details should be 

strengthened as the current checks only confirm the existence of the account, not who it belongs 

to. 

Agreed management action:  

All previous audit recommendations have been 

implemented. Tests show no issues with the 

current issues.  It is the responsibility of 

departments to obtain confirmation on letter-

headed paper, check (by telephone) this is correct 

and then forward to the Finance section who carry 

out further checks.  The forms used will be 

reviewed to ensure the system is clear to all staff 

and all steps properly recorded. 

 

 

Recommendation 4: 

i. Staff should independently obtain contact details for new suppliers and amendment 

requests to independently verify account changes directly with the supplier.  

ii. The completion of additional security questions as part of this verification process would 

enhance the existing security by further strengthening the arrangements in place to verify 

the supplier’s identity and the changes requested 

iii. A record of this verification along with the answers received should be retained. 

Risk exposure if not addressed: 

 Numbers used to contact suppliers are not obtained from a genuine independent source. 

 Fraudulent change requests are processed. 

Responsible manager for implementing:  

Financial Services Officer (Systems) 

Date to be implemented: 04/2015 
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 ● Medium Priority   

Audit finding Management response 

5.3.2. Refunds  / Payment for ticket sales 

The Council uses a facility on the creditor payments system called “sundry creditors” to manage 

payments where invoices are not present e.g. different types of refund.  Creditor details are set up 

for the different types of payment, but without any bank details attached.  This is so that new 

creditor records do not have to be set up for every single refund made.   

When a payment is required, the organising department submit an authorised payment voucher, 

which includes payee bank details.  The bank details are checked by Exchequer staff to ensure the 

account exists, but, as is the case with new suppliers, there is no further check to see who the 

account belongs to (para 5.3.1. / recommendation 4 refers). 

Agreed management action:  

These proposals need to be proportionate.  The 

majority of refunds are for under £500 and relate to 

the refund of payments where we know the bank 

account the payment was taken from. In these 

circumstances, independent verification sent to 

Finance is excessive. All confirmations should be 

initially sent to the initiating department & they 

should be responsible for chasing details where 

they are not received.  

 

Agree about potential for purchase orders: this will 

be considered during the first quarter of the new 

financial year (i.e. by end of June 2015) 

 

Agree with the proposal that payment vouchers 

should include certification by the authorising 

department that refunds have been checked to 

source documentation and are due. 

There remains a risk that inaccurate bank details could be supplied by staff completing the request 

for the reimbursement.  Exchequer staff are limited in any further checks they can carry out as 

payments are to individuals, so would not be able to independently find contact details. 

Recommendation 5: 

i. The Council may also explore the potential for the reimbursing department to place an 

electronic order for the reimbursement, which could be “matched” to the bank details 

supplied to Exchequer Services directly by the payee. 

ii. Payment vouchers should include certification by the authorising department that refunds 

have been checked to source documentation and are due, to ensure the onus on ensuring 

the validity of any refund is clearly with the originating department. 

Risk exposure if not addressed: 

 Inaccurate bank details could be supplied by staff completing the request for the reimbursement  

 Payments made to incorrect bank account. 

Responsible manager for implementing:  

Financial Services Officer (Systems) 

Date to be implemented: 06/2015 
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Audit Assurance Opinions                                                                                     Appendix A

There are four levels of assurance used; these are defined as follows: 

Definition: Rating Reason 

Substantial  There is a sound system of internal control designed to 
achieve the system objectives and this minimises risk. 
 

The controls tested are being consistently applied and no weaknesses 
were identified. 
 
Recommendations, if any, are of an advisory nature in context of the 
systems and operating controls & management of risks. 

Reasonable There is a reasonable system of internal control in place 
which should ensure that system objectives are 
generally achieved, but some issues have been raised 
which may result in a degree of risk exposure beyond 
that which is considered acceptable. 

Generally good systems of internal control are found to be in place but 
there are some areas where controls are not effectively applied and/or 
not sufficiently developed.  
 
Recommendations are no greater than medium priority. 

Partial The system of internal control designed to achieve the 
system objectives is not sufficient. Some areas are 
satisfactory but there are an unacceptable number of 
weaknesses which have been identified and the level of 
non-compliance and / or weaknesses in the system of 
internal control puts the system objectives at risk. 
 

There is an unsatisfactory level of internal control in place as controls are 
not being operated effectively and consistently; this is likely to be 
evidenced by a significant level of error being identified.  
 
Recommendations may include high and medium priority matters for 

address. 

Limited / None Fundamental weaknesses have been identified in the 

system of internal control resulting in the control 

environment being unacceptably weak and this exposes 

the system objectives to an unacceptable level of risk. 

Significant non-compliance with basic controls which leaves the system 
open to error and/or abuse. 
 

Control is generally weak/does not exist. Recommendations will include 

high priority matters for address. Some medium priority matters may also 

be present. 
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Grading of Audit Recommendations 

Audit recommendations are graded in terms of their priority and risk exposure if the issue identified was to remain unaddressed. There are three levels of 

audit recommendations used; high, medium and advisory, the definitions of which are explained below. 

 

Definition: 

High ● Significant risk exposure identified arising from a fundamental weakness in the system of internal control 

Medium ● Some risk exposure identified from a weakness in the system of internal control  

Advisory ● Minor risk exposure / suggested improvement to enhance the system of control 

 

 
 


