
 

          Report No JC 21/2008 
 

TAYSIDE CONTRACTS JOINT COMMITTEE – 25 AUGUST 2008 
 

Report by the Managing Director 
  
Subject:  AUDIT SCOTLAND REPORT- 2007/08 AUDIT 
  REVIEW OF CORPORATE GOVERNANCE – MANAGING RISK 
 
ABSTRACT 
 
This report provides a summary of the key issues and actions arising from the 2007/08 
Audit Report from Audit Scotland covering their review of Corporate Governance and 
Managing Risk, together with a copy of the full audit report. 
 
 
1. RECOMMENDATION 
            
 The Joint Committee is asked to note the contents of this report. 
 
2. BACKGROUND 
  

 In the course of the 2007/08 audit, Audit Scotland carried out a review of the controls over 
key financial systems and corporate governance arrangements. The review focussed on 
the following areas: 

 
·  Managing the “income gap” 
·  Billing and cash flow 
·  Procurement arrangements 
·  Payroll 
·  Follow-up of prior year recommendations 

 
3. INFORMATION 
 
3.1 Managing the Income Gap 
 

 In Tayside Contracts Business Plan 2006-2011, and also in recent years’ budgets, a 
shortfall in income has been identified.  While Tayside Contracts has been successful in 
filling the income gap each year, the Auditor notes that additional cost pressures driven by 
SSJE and Equal Pay costs may require to generate further income to help mitigate these 
costs.  This will be delivered through the budget and service planning processes, with cost 
efficiency given further focus along with income and profit generation. 
 

3.2 Billing and Cash Flow 
 

 The Auditor comments on the bank overdraft position, which has worsened over 2007/08.  
Cash flow has already been identified as a priority for improvement in 2008/09, and a 
number of actions have been put in place to improve the billing and income collection 
processes.  The Auditor’s comments largely mirror the actions that are being taken to 
address this issue. 
 
It should be noted that Tayside Contracts’ income is predominantly earned (>80%) from 
the constituent Councils and as such any reduction in Tayside Contracts overdraft will be 
largely matched by an opposite effect on the Councils’ bank balances. 
 
 
 



 

3.3 Procurement Arrangements 
 

The audit review identifies that, while Tayside Contracts are actively engaged with the 
Tayside Procurement Consortium and have progressed a number of procurement 
improvement initiatives, no formal procurement strategy has been put in place.  A 
procurement strategy has been developed which aligns with those of the constituent 
Councils and the TPC, and is submitted to the Joint Committee as report No. JC 17/2008 
at this meeting. 

 
3.4 Payroll 
 

A number of payroll-related issues were raised.  Those issues relate to three main areas 
being: 
 

·  Evidence that staff have received, read and understood personnel policies 
·  Relevance of exception reports generated from Resourcelink payroll system 
·  Evidence that new starts and leavers have been checked 

 
The first point is considered to be of low risk, and has proved in the past to be of little 
value requesting employees to sign off having read and understood as the return was low 
and the administrative burden high.  The other two points are accepted, and a new suite of 
reports has been developed to meet Tayside Contracts needs, and cross-checking  
between payroll and personnel systems is now standard practice and signed off 
accordingly. 
 

3.5 Follow-Up of Prior Year Findings 
 

The Auditor notes that progress is being made on the findings in prior years’ audits.  A 
number of completion dates have been revised, in particular re system-related actions as 
key staff have been assigned to higher priority activity associated with Single Status Job 
Evaluation implementation. 
 
It is pleasing to note the specific reference made to improvements in the capital planning 
process relating to cost/benefit assessment, prioritisation and financing cost and 
affordability assessment. However, the Auditor notes that the outcome of this assessment 
was not explicitly reported to the Joint Committee.  Fuller details will therefore be provided 
in future, as part of the 2009/10 revenue budget and capital planning process.  

 
4. DIVERSITY AND EQUALITY IMPLICATIONS 
 
 There are no specific diversity or equality implications relating to the content of this 
 report. 
 
5. FINANCIAL IMPLICATIONS 
 
 There are no financial implications associated with this report. 
 
6. CONSULTATION 
 

The Clerk and the Proper Officer to the Joint Committee have been consulted on the 
preparation of this report. 

 
7. CONCLUSION    
 
 It is pleasing to note the overall positive nature of the Audit Scotland report following their 

interim review of Corporate Governance and Managing Risk.   



 

A number of issues were highlighted which are already being addressed, and the others 
will be addressed as described in the agreed action plan.  
 
The audit review of the annual accounts for 2007/08 is now nearing completion, and the 
final audit report for 2007/08 will be reported to the Joint Committee in November.  

 
 

IAIN C WADDELL 
MANAGING DIRECTOR  
 
BACKGROUND PAPERS 
 
No background papers were relied on in preparing this report. 
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Introduction 

1. As part of our 2007/08 audit, we reviewed controls over key financial systems and corporate 

governance arrangements.  We also assessed actions taken by officers to address our prior year 

recommendations.  Together, these strands of work inform our assessment of the effectiveness of risk 

management within Tayside Contracts.  In general, we found that risk was being managed effectively 

in the areas we reviewed.   

2. This report summarises our findings and highlights weaknesses identified in the following areas:  

·  Managing the income gap 

·  Billing and cash flow 

·  Procurement arrangements 

·  Payroll 

·  Follow-up of prior year recommendations 

Managing the income gap 

3. In our 2006/07 Final Report to Members we reported that both trading operations within Tayside 

Contracts faced on-going pressures.  An income gap in the region of £2.5 million was highlighted in 

each of the last four years’ budgets and senior officers were actively looking at ways of closing this 

gap which had been identified in the 2005/06 5-year Business Plan.  To date, Tayside Contracts has 

been successful in bridging the annual income gap by generating sufficient additional income, making 

efficiency improvements and cost savings.  

4. Partly as a result of improved forward planning and information sharing with the three constituent 

councils, we have been advised that for 2008/09, sufficient work has been identified to cover the 

income gap.  Whilst we welcome this positive development, we note that this outcome does not 

include any provision for potential costs which may arise from ongoing equal pay claims.  As the 

timings and costs of these potential costs are uncertain, action may still be required to ensure 

additional income is generated to fund any successful claims.  In addition, further income may need to 

be generated to fund any single status costs not directly funded by constituent authorities.  
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Billing and cash flow  

5. At 31 March 2007, Tayside Contracts had a negative working capital position with current liabilities 

exceeding current assets by around £300,000.  Negative working capital is seen as undesirable as it 

means that the organisation does not have enough cash, or resources that can be readily converted 

into cash, to fund normal operations.  In the case of Tayside Contracts, a significant part of its 

negative working capital is its sizeable bank overdraft (£3.7m at 31 March 2007).  

6. Bank overdrafts are a costly way of obtaining funds.  Tayside Contracts operates with an overdraft 

throughout the year, apart from a short period of time when bills raised at the year end are paid.  

Interest on the overdraft cost around £210,000 in 2007/08.  The following graph demonstrates the 

scale of the problem and the deteriorating position over a number of years:  

 

7. There are a number of potential explanations for this negative cash cycle, including:  

·  the culture in local government to delay spending budgets until late in the financial year, 

·  public sector ethos which does not focus on getting cash in promptly for work done, 

·  no incentive for supervisors and managers to perform strongly in cash generation, 

·  delays in sending out payment certificates to customers, 

·  delays in obtaining approval for payment certificates, 
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·  normal business cycle (e.g. catering income decreases over school holidays), 

·  the timing between incurring capital expenditure and receiving capital funding retrospectively. 

8. Whilst management have already recognised the problem, it is important that the underlying causes 

for the overdraft position are identified and that solution(s) are considered and implemented.   

Action plan, no 1 

Procurement arrangements 

9. Following the publication of the McLelland review of public sector procurement in March 2006, local 

authorities have been working to implement its recommendations.  The McLelland report has had a 

direct impact in the Tayside region, for example in the creation of the Tayside Procurement 

Consortium, the advancement of “e-procurement” in councils and efforts to link local procurement to 

regional and national procurement structures.  Procurement is a complex and technical area and it is 

one in which Tayside Contracts has an important role to play.  

10. Tayside Contracts is actively involved in the Tayside Procurement Consortium (TPC), which deals 

with procurement in the Tayside region.  It has representatives on the TPC steering group, 

management group and user intelligence groups.  The Procurement Manager has dedicated a lot of 

time in the development of procurement streams for commodities including food, Personal Protective 

Equipment and cleaning.  Tayside Contracts is also actively developing the use of procurement cards.  

However, there is no procurement strategy in place detailing the various strands of procurement 

activity with a view to maximising efficiencies from this complex area. 

Action plan, no 2 

11. Tayside Contracts operates an authorised signatory list.  This list is used for contracts, tenders, capital 

expenditure and expense claims.  While the use of the list is good practise, we consider that further 

improvements could be made by considering:  

·  including delegated authority limits for sundry payments and incurring expenses on corporate 

cards, 

·  systematic updating to account for new starts, promotions and leavers, 

·  periodical review of limits, 

·  authorisation arrangements to cover senior staff absences. 
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Payroll  

12. From our testing, we could find no evidence that Tayside Contracts systematically obtains evidence 

from staff that they have received, read and understood organisational policies and procedures.  

There is therefore a risk that staff are not aware or are not complying with corporate policies such as 

health & safety, discipline, grievance and absence management.   

Action plan, no 3 

13. The current Statements of Employment particulars do not require to be signed by employees.  

However, we have been advised that following the Single Status /Job Evaluation process, employees 

will be required to sign the contract to evidence acceptance of the new terms.   

14. Tayside Contracts migrated its payroll from ISIS to Resourcelink late in 2007.  The payroll is operated 

by Dundee City Council (DCC).  We noted that, whilst monthly exception reports are generated, the 

parameters used in these reports are in line with those used by DCC and may therefore not be best 

suited to an organisation that has mainly manual workers on different working patterns including 

annualised hours.   

Action plan, no 4 

15. Payroll processing should include a review of new starters and leavers to ensure that the payroll run 

reflects these changes, however Tayside Contracts has not received new starters and leavers reports 

since transferring to Resourcelink.     

 Action plan, no 5 

Follow-up of prior year findings  

16. A summary of our 2006/07 audit findings and actions taken to date are detailed in the Table below: 

Table 1 Report to Members and the 
Controller of Audit on the 
2006/07 Audit – October 2007 

Review of the Integra Job 
Costing and Financial 
Management System – 
June 2007 

Number of audit points 7 10 

Audit points accepted 7 4 

Implemented 5 0 
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Behind schedule 2 4 

17. Overall, progress is being made on the findings, although the implementation dates have not been 

met most cases.  Details of action taken and revised implementation dates are included at 

Appendices 1 and 2.  

18. In our final report on the 2006/07 financial year, we reported that the absence of a borrowing limit and 

a formal process for entering into debt raised concerns that the Joint Committee may be exposed to 

affordability and sustainability challenges.  We noted that the effect of debt on accounting areas such 

as cash flow forecasts, budgetary control and the financial statements was not formally considered, 

recorded and approved.  

19. We are pleased to report that good progress has been made in embedding the cost of debt into the 

capital planning process.  The capital budget setting process for 2008/09 included cost/benefit 

assessments per project, prioritising of capital projects and assessments of projected financing costs 

per project.  Financing costs were also projected over the medium term to assess affordability and 

sustainability although this assessment was not reported to the Joint Committee or directly to the 

Proper Officer.    

Action plan, no 6 

20. The Standing Orders give the Proper Officer delegated powers “to manage the Joint Committee’s 

borrowing and lending arrangements to ensure that funds are available for approved capital 

expenditure…”.  However we not aware of any formal reporting to the Proper Officer on borrowing 

arrangements.  In addition, the Financial Regulations make no reference to borrowing arrangements.  

The overall control environment operated by Tayside Contracts may be strengthened by considering 

including borrowing arrangements in the Financial Regulations and formalising reporting to the Proper 

Officer  
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Risk Summary and Action Plan 
No. Issue and risk Responsible 

officer 
Response and agreed 
action 

Action 
date 

 Billing and cash flow 

1 Tayside Contracts has a sizeable 
bank overdraft (£3.7m at 31 March 
2007), which is expected to be 
even larger at 31 March 2008. 

This is a costly way of obtaining 
funds and an interest charge of 
around £210,000 was incurred in 
2007/08.  It is important that the 
underlying causes for the overdraft 
position are identified and that 
solution(s) to each underlying 
cause are considered and 
implemented.   

Risk: A weak working capital 
position and the related costs 
places the Joint Committee at a 
financial disadvantage. 

Head of 
Finance 

Cash flow is recognised as a 
key financial performance 
indicator, and is monitored 
weekly by Finance and 
reported monthly to CMT.  
The position during 2007-08 
shows a downturn on 
previous years, and is being 
addressed through a range of 
measures.  These include 
ongoing liaison with 
Supervisors & Managers to 
ensure timely billing of work, 
review of the billing and 
income collection processes 
and more active pursuit of 
outstanding debt. An 
improved average overdraft 
target of <£3m has been set 
for 2008-09. 

 

 

 

 

 

 

 

 

 

 

 

March 
2009 

 Procurement arrangements  

2 Tayside Contracts is actively 
involved in the Tayside 
Procurement Consortium and the 
Procurement Manager has 
dedicated a lot of time to 
developing procurement streams 
for commodities.  Tayside 
Contracts is also actively 
developing the use of procurement 
cards.  However, there is no 
procurement strategy in place 
detailing the various strands of 
procurement activity with a view to 
maximising efficiencies from this 
complex area 

Risk: efficiencies available 
through improved procurement 
practices are not achieved. 

 

 

Head of 
Finance 

Tayside Contracts has 
progressed a range of 
initiatives across the 
procurement spectrum, which 
have brought benefit and 
efficiency savings to the 
organisation (e.g. Accounts 
payable staff savings from 
procurement card use).  A 
formal strategy document has 
not been published as overall 
strategy is now heavily 
influenced by TPC, Scotland 
Excel and the Scottish 
Procurement Directorate.  
Now that Tayside Contracts is 
fully engaged with these 
collaborative groups, a formal 
strategy document is being 
prepared for submission to 
the Joint Committee.  

 

 

 

 

 

 

 

 

 

 

 

 

August 

2008 
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No. Issue and risk Responsible 
officer 

Response and agreed 
action 

Action 
date 
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No. Issue and risk Responsible 
officer 

Response and agreed 
action 

Action 
date 

 Payroll 

3 We could find no evidence that 
Tayside Contracts systematically 
obtains evidence from staff that 
they have received, read or 
understood organisational policies 
and procedures.  Best practise 
would be to evidence that staff 
have signed up to important 
corporate policies such as health & 
safety, discipline, grievance and 
absence management.  

Risk: Staff are unaware of 
corporate policies and 
procedures and do not comply 
with them. 

Head of 
Personnel 
Services 

There is no legal requirement 
for employees to sign their 
written Statement of 
Employment Particulars.  A 
conscious decision was made 
6 years ago to discontinue 
this practice given that it was 
not a legal necessity but did 
create a significant 
administrative burden with 
between 400-500 new starts 
each year (i.e. 17/18% of 
Tayside Contracts’ total 
workforce).  Prior to 
discontinuing this practice 
only around 20% of SEP’s 
were acknowledged as having 
been received despite 
reminder letters also being 
issued.  
 
There is no requirement for 
employees to sign that they 
had ‘read and understood’ 
policies and procedures for 
the same reason as above 
and also because merely a 
signature would be unlikely to 
be considered as substantial  
evidence of an employer 
having ensured that 
employees understood the 
information.   Greater 
emphasis has instead been 
placed on ensuring that all 
employees receive instruction 
on key policies and 
procedures and demonstrate 
an understanding during the 
induction process.   
 

The risk of not carrying out 
the above practices was (and 
is) considered to be low and 
there have been no incidents 
over the past 6 years to 
suggest otherwise. 

N/A 
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No. Issue and risk Responsible 
officer 

Response and agreed 
action 

Action 
date 

4 Monthly payroll exception reports 
are generated.  We noted that the 
parameters used in these reports 
are in line with DCC and may 
therefore not be best suited to an 
organisation that has mainly 
manual workers on different 
working patterns.  In addition, 
payroll exception reports are not 
initialled and dated to evidence 
they have been reviewed.    

Risk: Payroll security and 
accuracy may be compromised  

Head of 
Personnel 
Services 

Accepted that using DCC 
parameters for TC pay cycles 
is not ideal.  Customisation to 
suit TC pay cycles was 
delayed as changes to pay 
intervals were a proposal 
under Single Status.   A new 
suite of reports from the 
Resourcelink payroll system 
and Snowdrop HR system will 
become effective from the 
implementation of Single 
Status on 1 July 2008.  This 
includes exception reports 
customised to TC pay 
periods. 
 

Exception reports are 
checked and ticked but not 
initialled/dated – the payroll 
manager will ensure 
exception reports are 
initialled/dated with immediate 
effect. 

July 2008 

 

 

 

 

 

 

 

 

 

 

June 
2008 

 

 

5 Payroll processing should include 
a review of new starters and 
leavers to ensure that the payroll 
run reflects these changes, 
however Tayside Contracts has 
not received new starters and 
leavers reports since transferring 
to Resourcelink.  There is no 
assurance therefore that new 
starts have been accurately 
recorded and leavers timeously 
removed from the payroll. 

Risk: Payroll data is not robust  

 

 

 

 

 

 

 

Head of 
Personnel 
Services 

New starts/leavers on the 
payroll system are checked 
(by an independent payroll 
processor) against source 
hard copy payroll data as part 
of payroll processing each 
period.  As per 4 above, a 
new starts/leavers report will 
be produced each pay period 
from both the payroll and HR 
systems to be checked 
against each other and 
against source data. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

July 2008 
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No. Issue and risk Responsible 
officer 

Response and agreed 
action 

Action 
date 

 Borrowing and capital financing costs 

6 The capital budget setting process 
for 2008/09 included cost/benefit 
assessments per project, 
prioritising of capital projects and 
assessments of projected financing 
costs per project.  Financing costs 
were also projected over the 
medium term to assess 
affordability and sustainability 
although this assessment was not 
reported to the Joint Committee.  
Corporate governance best 
practise would be to obtain Joint 
Committee approval on the 
affordability and sustainability of 
capital investment financing costs. 

Risk: The Joint Committee is not 
fully aware of the affordability 
and sustainability of medium 
term capital financing costs 
when deciding on capital plans.   

Head of 
Finance 

The Prudential Code was 
introduced in 2003, which 
included a range of indicators 
associated with capital 
expenditure and its funding. 
Most of the indicators were 
not directly applicable to 
Tayside Contracts, and 
therefore no measures and 
targets could be set. In the 
2008-09 capital investment 
planning process, some 
measures relating to 
affordability and sustainability 
were developed which 
underpinned the Capital 
Budget submitted to the Joint 
Committee in March 2008. In 
future budget exercises, these 
measures will be further 
developed and refined, and 
reported more explicitly to the 
Joint Committee to enable 
better transparency and 
awareness.  

 

 

 

 

 

 

 

 

 

 

 

March 
2009 
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Appendix 1 
Report to Members and the Controller of Audit on the 2006/07 Audit -October 2007 
 

No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 2008 

Revised action 
date 

 Leases 

1 The accounting treatment of lease 
agreements depends on whether they 
are classed as “operating” or “finance”.  
The Joint Committee employed an 
external firm to review and determine 
the classification of these leases.  Our 
review of a number of leases this year 
cast doubt on the accuracy of the 
classifications to date.  A subsequent 
detailed review carried out by officers 
resulted in a significant reclassification 
of prior year operating leases as 
finance leases.  

Risk: new leases entered into are not 
reviewed, resulting in incorrect 
classification and accounting 
treatment.  

 

 

 

 

Head of 
Finance 

All new leases entered into will be 
subject to review to ensure 
correct classification in 
accordance with the relevant 
accounting standards, and also to 
ensure proper accounting 
treatment. 

Ongoing All new leases have been 
checked to confirm that they 
meet the criteria to be 
properly classified and 
accounted for.  This discipline 
will be followed for all future 
lease funding.   

N/A 
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No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 2008 

Revised action 
date 

 

 Fixed Asset Policy 

2 The Joint Committee currently operates 
an informal policy determining what 
constitutes fixed assets, including a 
“de-minimis” level, below which 
expenditure would be classed as 
revenue. However, under the current 
arrangements, there is a risk that 
expenditure around the “de-minimis” 
level could be either capitalised, or 
charged as revenue expenditure. A 
formal policy would address this 
inconsistency.    

Risks: Capital expenditure may not 
be correctly classified resulting in 
misstatements of capital and 
revenue expenditure. 

Without a formal “ de-minimus”  level 
revenue expenditure may be 
incorrectly treated as capital. 

 

 

 

 

 

Head of 
Finance 

Capital expenditure classification 
is carried out correctly in line with 
proper accounting practice.  A de-
minimis level of £5,000 has been 
applied, although not formally 
documented.  No material mis-
statements of expenditure in 
respect of classification as capital 
or revenue have been made. 

 

The de-minimis level will be 
included in the Financial 
Regulations document. 

 

 

 

 

 

 

 

 

 

31 Dec 2007 

Financial regulations are in 
the process of being updated 
and will stipulate the de-
minimus level for capital 
expenditure. 

30 June 2008 
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No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 2008 

Revised action 
date 

 

 

 

 Year End Accounting Procedures 

3 At 31 March 2007, the Joint Committee 
had capital reserves totalling £1.4 
million, being a Fixed Asset 
Restatement Account of £3.6 million 
offset by Capital Financing Account of 
£2.2 million. From 1 April 2007 the 
Fixed Asset Restatement Account and 
Capital Financing Account will be 
replaced by a Revaluation Reserve and 
a Capital Adjustment Account 
respectively. It should be noted that this 
change will be a change of accounting 
policy and will require a prior year 
adjustment.  Appropriate steps should 
be taken in preparation for this change 
that will impact on the 2007/08 financial 
statements.  

Risks: In the event of insufficient 
preparation, the 2007/08 financial 
statements may not properly take 
account of the 2007 SORP change of 
accounting policy. 

 

 

Head of 
Finance 

Changes in the 2007 SORP will 
be assessed and fully 
implemented into the 2007/08 
accounts. 

31 March 
2008 

Copy of the 2007 SORP has 
been purchased and 
circulated to relevant staff. 
Training session on 2007 
SORP attended by FSO’s.  

 

No major impact on annual 
accounts is anticipated.  

Completed 
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No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 2008 

Revised action 
date 

 

 

 

 

 

4 The bad debt provision included in the 
accounts is based on 4% of non-council 
balances rather than on the probability 
of receiving outstanding debt. General 
practice would be to use past 
experience to judge the percentages of 
each type of debt that is unlikely to be 
recovered. It is advisable to prepare 
and retain working papers setting out 
the rationale for the bad debt provision 
and to review this against the actual 
levels of debt written off.  Appropriate 
adjustments would then be made to the 
provision figure. There is currently no 
formal review of actual debt write off 
against the provisions made. 

Risks: The bad debt provision is 
inappropriate as the rationale behind 
the estimate is not directly linked to 
past experience or expected 
outcome.   

 

 

Head of 
Finance 

A prudent view of bad debts has 
been taken, and 4% of non-
Council balances at 31 March has 
been consistently applied for a 
number of years.  Bad debts 
actually written off have typically 
been of a lower level.  Bad debt 
write-off is reviewed each year 
against the provision, but the 
provision has been maintained at 
a conservative level (£68k in 
2006/07).  This approach will be 
reviewed to ensure a realistic 
provision is made in future years. 

31 March 
2008 

A detailed review of overdue 
debts is underway to 
establish a more robust basis 
for bad debt provision in the 
2007/08 accounts.  

Completed June 
2008 
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No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 2008 

Revised action 
date 

 

 

 

 

 

 

 

5 Construction projects ongoing at the 
year end are classified as work in 
progress for those elements not yet 
billed.  During our review of the 
accounts we noted that £61,000 (67%) 
of the value of work in progress was 
irrecoverable and therefore an 
adjustment was agreed to write this off.  
Work in progress should be subject to 
an interim valuation at the year-end and 
recorded in the balance sheet at cost 
plus or minus any profit or loss 
reasonably attributable to the works.  

Risk: Current year end processes 
are not sufficiently robust to ensure 
that work in progress is properly 
accounted for.   

 

Head of 
Finance 

WIP at each year end is typically 
low as every effort is made to 
ensure work carried out to 31 
March is fully billed.  Any work 
unbilled is assessed based on the 
best information available at the 
time, and is valued at cost.  In 
2006/07 a number of jobs against 
which WIP was attributed were 
subsequently found to have been 
overstated.  The process will be 
reviewed to ensure a more 
accurate assessment of WIP in 
future years. 

31 March 
2008 

A more detailed and thorough 
review of WIP has been 
carried out by accountant and 
works/ project managers to 
ensure the value in the 
2007/08 accounts is neither 
under- nor overstated.  

 

This will be followed up with 
regular checks on billing to 
ensure that all WIP is 
properly and timeously billed 
in 2008/09.  

Completed 

 

 

 

 

 

 

Ongoing 
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No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 2008 

Revised action 
date 

 

 

 

 

 

 

 

 

 

 

 Internal Control Function 

6 Although we have no concerns about 
the competency of the internal control 
officer, we have concerns about the 
environment in which this officer 
operates, such as the fact that there is 
no central risk register in place and no 
risk-based audit methodology used.  
The internal control officer works alone 
and it is unclear to what extent his work 
is planned, supervised and reviewed. 
The internal control officer is not 
independent of management and is 
also involved in the accounting process. 

Head of 
Finance 

The Internal Audit plan is 
developed from a risk-based 
assessment, initially carried out 
by DCC Internal Audit group in 
2003, and subsequently updated 
by Tayside Contracts Internal 
Auditor.  An independent audit 
needs assessment is planned to 
ensure an up to date risk basis is 
applied to internal audit planning 
and execution. 

The Internal Auditor’s involvement 
in the accounting process is 

31 March 
2008 

Initial discussions took place 
with an independent firm of 
accountants with a view to 
conducting an Audit Needs 
Assessment.  This has stalled 
through lack of response from 
the audit firm in question.  In 
the meantime, the Internal 
Auditor has developed an 
audit plan for 2008/09, which 
was approved by the Joint 
Committee on 12 May 2008.  

Further discussions through 
the Proper Officer are 
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No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 2008 

Revised action 
date 

Risk: Potential risks and 
weaknesses in internal controls are 
not being identified or reported to 
management.   

 

 

 

 

 

 

 

 

 

 

minimal, generally to assist and 
advise on year end activities. 

planned re. updating the risk 
assessment/ ANA.  

 

July 2008 

 Borrowing Procedures 

7 The Joint Committee has not 
determined an upper limit for its 
borrowing requirements, although 
Dundee City Council considers Joint 
Committee borrowing in determining its 
Prudential Indicators.  In addition, the 
process of obtaining loans from 
constituent councils is informal as no 
signed loan agreements are made.  

Proper 
Officer 

While most of the prudential 
indicators are not relevant to 
Tayside Contracts, a review of 
borrowing requirements and limits 
will be carried out as part of the 
investment planning process to 
ensure ongoing affordability and 
sustainability. 

31 Dec 2007 A review of affordability was 
carried out as part of the 
Investment plan in the 
2008/09 budget process. This 
was based on the Prudential 
Code where applicable, 
taking account of Tayside 
Contracts’ status as a 
“commercial” body rather 

N/A 
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No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 2008 

Revised action 
date 

The absence of a borrowing limit and a 
formal process for entering into debt 
raises concerns that the Joint 
Committee may be exposed to 
affordability and sustainability 
challenges.  

Risks: The Joint Committee may be 
exposed to affordability and 
sustainability challenges.  

The effect of debt on accounting 
areas such as cash flow forecasts, 
budgetary control and the financial 
statements is not formally 
considered, recorded and approved. 

All loans have been arranged 
through the Treasury group in 
DCC, who provide treasury 
services to Tayside Contracts in 
line with the service agreement.  
All loans have been properly 
accounted for and fully 
considered in budgets and 
forecasts.  Discussions will be 
held with DCC Treasury to 
determine in what form a more 
formal process should be 
introduced. 

than one funded directly 
through council tax and 
central government grants. 
Comparative data from 
constituent councils was used 
as a form of benchmark.  

Prudential borrowing from 
DCC continues to operate 
with TC being treated as if it 
were a department of DCC, 
although the request for 
funding has been formalised.  
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Appendix 2 
Review of the Integra Job Costing and Financial Management System – June 
2007 

No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 08 

Revised 
action date 

 System Management 

1 The Integra system is complex and 
further development is planned.  At 
present responsibility lies 
predominately with the Financial 
Systems Officer for the following 
functions: 

·  system development, 
testing and maintenance 

·  financial, operational and 
system report writing 

·  financial year end planning 
and preparatory work for 
accounts preparation. 

Risk: Only one officer has the 
necessary skills and knowledge 
to deliver the above 
responsibilities which leaves the 
Joint Committee vulnerable to 
business continuity issues if this 
officer is not available. 

 

 

Head of 
Finance 

It is recognised that there is a risk in 
too much systems knowledge with 
one individual.  This risk is being 
addressed by a range of measures.  
Module managers have been 
designated to take responsibility for 
testing and ongoing maintenance of 
specific modules. Recruitment of a 
Financial Systems Administrator has 
been approved to take on some of 
the FSO’s workload, and develop 
more in-depth and cross-module 
knowledge. In addition, other FSO’s 
and the Head of IST have sufficient 
knowledge of the modules to ensure 
continuity of routine processes, 
interfacing and reconciliations and 
implementation of essential 
upgrades. 

 

 

 

 

 

 

 

 

Recruitment to 
progress in 
June / July 
2007. 

 

A decision was taken to put 
the recruitment on hold due 
to SSJE commitments which 
meant insufficient time for 
recruitment, training etc. 
Essential work on Integra 
and interfaces was carried 
out by a combination of 
FSO’s, module managers 
and Head of IST.  This 
confirmed sufficient breadth 
and depth of Integra 
knowledge to maintain 
routine processes. 
Resource, skills and 
structure will be assessed 
once SSJE work is 
completed.  

 

 

 

 

 

 

 

 

 

September 
2008 
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No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 08 

Revised 
action date 

 

 

 

 

2. Costing system records have never 
been archived.  In March 2001, 
system specification was issued to 
IB Solutions to enable job archiving 
but this has not happened due to 
other system priorities in the 
intervening period.  A two-phase 
archiving process has been 
designed. Closed jobs above a 
specified age will be read-only 
access on a summary cost basis 
(i.e. readers will see the total type 
of cost per job without having the 
facility to “drill down”). Closed jobs 
above a specified age will be 
archived and taken off the system. 

Risk:  Failure to implement an 
archiving system will lead to 
network capacity problems and 
increases in response times. 

 

 

 

 

 

 

Head of 
Finance 

It is recognised that for 
housekeeping and response time 
purposes archiving needs to be 
done.  The major feeder modules, in 
particular Time Recording, are 
regularly archived.  It is accepted 
that response times will improve, but 
only for queries against active jobs.  
Archiving will move data from a live 
table to an archive table within the 
database, and will therefore not 
reduce overall network capacity.  No 
major problems are presently being 
encountered with response times, 
and this is therefore not regarded as 
high a priority as other initiatives and 
systems improvements. 

March 2008 Initial testing was not wholly 
successful. IB Solutions 
have been working on a fix.  
No system capacity, 
performance or response 
problems were encountered.  
Indeed, there is some 
benefit to information 
retrieval from having more 
information “live”.  

March 2009 
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No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 08 

Revised 
action date 

 

 

 

 

 

 

 

 Performance Monitoring      

3. The income figure within the 
Construction division’s monthly 
monitoring reports include an 
assessment by supervisors for all 
work-in–progress and estimated 
income.  These estimates can have 
a significant impact on both 
supervisor and divisional 
performance.  However, no formal 
review is carried out to ensure that 
WIP and income estimates are 
accurate.  For example, estimated 
income is not compared with the 
actual amounts subsequently 
received.  

Risk: Income may be overstated 
in-any month and actual income 
received may be lower than 
projected resulting in potential 
losses. 

Head of 
Finance 

It is recognised that WIP is the least 
robust element of the Construction 
monthly monitor reports, given that 
by its very nature it is based on 
supervisor/engineer’s best estimate 
of jobs for which a full measure has 
not been carried out. These 
estimates tend to be conservative 
rather than overstating income.  
Time and resource restrictions do 
not allow all jobs to be measured 
each month.  Some review of jobs is 
carried out by Project and Works 
Managers at monthly Ops meetings, 
with further, albeit higher level, 
review at the Construction Division 
monthly meeting.  Large value jobs 
are clearly given more focus than 
small value jobs.  Some work has 
been done on the Job Costing 
system to enable direct input of WIP 
each month, which should enable 
easier comparison of estimates 
against actual income once 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Dec 2007 

The monthly monitor 
process has been amended 
to enable accountant to 
attend monthly Area Ops 
meetings (with works and 
project managers and 
supervisors) to review in 
more detail job income, 
costs, profitability and WIP 
estimates. This has enabled 
areas of concern and errors 
to be identified earlier, and 
more confidence placed in 
the accuracy of final monitor 
reports.  

Ongoing  

 

 

 

 

 

 

 

 

 

 

 

 

 

Dec 2008 
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No. Issue and risk Responsible 
officer 

Response and agreed action Action date Updated Management 
response – May 08 

Revised 
action date 

implemented. 

 

 

 

 

 

 

 

 

4. Although losses are made on some 
completed jobs, no formal analysis 
is undertaken to identify the 
reasons for losses occurred. One 
cause may be the setting up of 
multiple job codes for a project and 
charging costs to an incorrect code, 
or to a code that no income was 
allocated to. 

Risk: time and materials may be 
charged to the wrong job.  The 
reasons behind loss making 
activities are not readily apparent 
therefore remedial action can not 
be taken. 

Head of 
Finance 

It is accepted that there is no formal 
process in place to analyse and 
review loss-making jobs, although 
reports can be readily produced to 
identify these.  Significant value jobs 
are monitored on an ongoing basis 
by Project Managers, and concerns 
flagged up through line 
management.  Review of profitability 
by supervisor and area is carried out 
monthly, although this can conceal 
losses in some areas of activity. It is 
intended to improve reporting and 
review of profitability by activity type 
to address this issue. 

 

 

 

 

 

 

 

Review by Sep 
2007, 
implement by 
Dec 2007. 

 

Monthly Area Ops meetings 
are the forum at which 
detailed profitability etc is 
reviewed and discussed.  
Further review will be 
undertaken on full year data 
when income, costs, WIP 
etc are finalised.  Ongoing 
review by activity is not 
wholly accurate without WIP 
figures. There is a need to 
complete work to build WIP 
into job costing to enable 
more meaningful analysis to 
be done routinely 
throughout the year.  

 

 

 

 

June 2008 

 

 

 

 

Dec 2008 
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