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Executive Summary

1. INTRODUCTION
This report represents the results of an audit of the procedures and control systems applied by the Department of Communications, Marine and Natural Resources in respect of the payment to staff of salaries, overtime and allowances.  This audit consisted of:

· Discussions with staff who work in both the Human Resources Division and Accounts Branch in Castlebar, in addition to examination of records held by both Units.

Personal Information removed – F.O.I Act 1997 Section 28

· Discussions with the Head of the Human Resources Division, Deletion
· Documentation of systems in operation in both HR Division and Accounts Branch.

· Transaction testing of salaries/overtime payments/allowances incurred by this Department. 

2. OPINION
It is the opinion of the Internal Audit Unit of the Department of Communications, Marine and Natural Resources that the internal management controls in place within the Human Resources Division and the Accounts Branch were satisfactory in preventing, detecting and correcting errors and irregularities in transactions. 

In relation to the specific audit objectives;

· Audit Objective 1
We are generally satisfied that there were adequate procedures in place to ensure that employees were entered into the salaries system correctly, that additions to the payroll system were processed in compliance with all the relevant rules that exist and that all such procedures are fully documented.
· Audit Objective 2

We are partially satisfied that there were adequate arrangements to ensure that employees receive their annual increment on the pay scale when it is due and that there are adequate procedures in place to evaluate performance and recommend corrective action where required.

· Audit Objective 3
We are satisfied that the systems in place were adequate to ensure that payments of salaries/overtime/allowances were only made when due, amounts were correct, and that the funds within the Departments vote (A1 Sub-Head) were properly safeguarded.

· Audit Objective 4
We are satisfied that the Regulations governing the payment of Salaries, Overtime and Allowances to staff are correctly administered, comply fully with the Department of Finance   guidelines and provide adequate assurance on systems quality and the progress of actions, both in terms of the achievements of objectives and in terms of the use of resources.

· Audit Objective 5
We are satisfied that the Department has in place financial and accounting systems, which ensured that expenditure within the scope of the audit was correctly recorded and properly allocated.

· Audit Objective 6
We are satisfied that an adequate Audit Trail exists within this Department with regard to payment requests and that this trail accurately reflects the amounts paid to and due to recipients. We are generally satisfied with this Departments security procedure with regard to the use/control of the Flexi – time system.

· Audit Objective 7

We are partially satisfied that the systems for control of the A1 Budget are transparent and effective and, provide adequate information to make and evaluate strategic staffing decisions.

3. MAIN FINDINGS: - 
The audit found 1 serious Weakness and three less serious Control Weaknesses.

A.

The Compilation and maintenance of a full Departmental Staff List within the HR Division: 

Serious Weakness: Category A 

With the amalgamation of the old Department of the Marine and Natural Resources with specific sectors of the Departments of Public Enterprise and Communications during the Summer, the logistical implications for the Human Resources Division of accurately transferring all staff on to the payroll of the new Department of Communications Marine and Natural Resources and the ability to furnish accurate staff numbers and lists is seen as a potential systems weakness which would require immediate consideration by management. Human Resources Division should at all times be in possession of a complete and up to date list of all staff that are currently on the payroll within the Department. This list should be securely maintained independently from lists held by the Accounts Branch, so that payroll lists can be reconciled by the HR Division against the list furnished by the Accounts Branch, after each payroll run. 

B.

Procedures for Control and Monitoring of the A1 Budget 

Control Weakness: Category B 

HR do not maintain an up to date spreadsheet which would show on a monthly basis the amount of actual spend from the A1 subhead by Division/Unit. If this was kept, then a comparison of forecasted A1 spend against the actual monthly forecasted expenditure of each Division/Unit would highlight how much overbudget /underbudget the A1 subhead is at any given time. This information would permit the Heads of Functions of Divisions to reallocate staffing resources to ensure that targets are met on time or if required to request the employment of temporary/contract staff to achieve goals set. The report should be put on the Intranet maybe attached to the monthly Staffing update or otherwise made available to all Heads of Functions.

C.

The delay in the processing/payment of Annual Increments to Staff:
Control Weakness: Category B  

Although the present system in relation to the payment of annual increments to staff works in theory (Increment form sent by Accounts Branch to HR Division 4 weeks prior to individuals incremental date, incremental form forwarded by the HR Division to the individuals supervisor for completion and immediate return to HR, form forwarded by HR to Accounts for immediate action) it is apparent that this procedure is rarely completed on time as required (on the anniversary of their starting date of employment or the date on which has been allocated to them since they were last promoted). This delay in the processing of these incremental forms can be attributed to administrative oversights and a delay in the return of the completed form to Accounts Branch due to the amount of paperwork required to be completed for each incremental return. With the technology and computer skills, which are now available within the Department, the paper system of incremental forms should be replaced by a computerised system. The introduction of and up to date computerised document would greatly enhance the speed and effectiveness of the incremental payment system.

A policy document to assist supervisors when completing incremental forms for staff should be set out by the HR Division. This policy should set out the procedures for approving increments with specific reference to where the performance of staff is below the standard required and also where staff performance is well above expectations.

Audit Report

The audit report considered any significant issues found, the levels of control that existed and an overall opinion on the effectiveness of the control systems with regard to the payment of Salaries, Overtime and Allowances with a view to providing the necessary assurance to management and/or the taking of corrective action in order to provide such assurance.

Audit Methodology and Scope

A) Audit Scope
The audit is a systems based approach including an amount of compliance testing and verification as part of the audit methodology in accordance with the Terms of Reference, which have been established for the Internal Audit Unit. 

The audit was carried out in accordance with the provisions of the Management and Control systems audit manual devised by O’Hare and Associates in 2001. 

The overall scope of the audit was to examine the effectiveness of the management and control systems in place in preventing, detecting and correcting errors and irregularities which may occur in the process of making Salary, Overtime and Allowance payments. Within this overall aim, the following specific audit objectives were addressed:

· General Audit Objective
The objective of the audit was to ascertain whether the systems that were in place in both the HR & Accounts Divisions were adequate for the protection of Exchequer Funds and to make recommendations, which were considered appropriate for the improvement of the system.

In addition to the general audit objective the following specific objectives were examined:

· Audit Objective 1
Whether there were adequate procedures to ensure that new employees are entered onto the salaries system correctly and that all details are processed in compliance with all relevant rules. Also whether all decisions made/taken by the authorities in the processing of these new entries were fully documented.
· Audit Objective 2

Whether there were adequate arrangements in place to ensure that employees received their annual increment on the pay scale when it is due. Also whether there are sufficient procedures in place to evaluate performance and to recommend corrective action where required and whether this information provided a true and fair view of actual progress made.

· Audit Objective 3
Whether systems were in operation within the HR/Accounts Division are adequate to ensure that payments (Salaries, Overtime and Allowances) were only made when due, that amounts were paid out were correct and that Exchequer were properly safeguarded.

· Audit Objective 4
Whether the authorities correctly interpreted and adopted the Regulations which govern the payment to employees of Salaries, Overtime and Allowances which provided adequate assurance on systems quality and the progress of actions, both in terms of the achievements of objectives and in terms of the use of resources.

· Audit Objective 5
Whether the authorities had financial and accounting systems, which ensured that expenditure was correctly recorded and properly allocated.

· Audit Objective 6
Whether there is a satisfactory Audit Trail in existence with regard to the Procedures involved with the payment Salaries, Overtime and Allowances and that this trail accurately reflect the amounts paid to and due to recipients.

· Audit Objective 7

Where the systems in control of the A1 Budget are transparent

and effective and, provide adequate information to make and evaluate strategic staffing decisions.

B) Nature of Findings
The Internal Audit detected 1 serious weaknesses and 3 control weaknesses.  We have categorised these findings by reference to the level of importance that we believe should be attributed to each.

(See Appendix I for the categorisation used)

Audit Resources

The audit was carried out by, Mr Tom O’Brien, Internal Audit Unit, with guidance of, Mr Niall Kelly, Head of Internal Audit during the period December 2002 to February 2003.

Audit/Project Expenditure Sample



Please se Appendix 2 for samples gathered.

Findings & Recommendations

1.    The Compilation and maintenance of a full Departmental Staff List within the HR Division: 

System Weakness: Category A 

Human Resources Division should maintain independently from the Accounts Branch, a complete and up to date list of all staff on the payroll within this Department. This would enable HR Division to reconcile the list of staff held by them against the list produced by the Accounts Branch, after each payroll run. This process would ensure that HR Division are in the position if required to:

· Accurately forecast annual/monthly salary costs, 

· Ensure that all staff are on the correct point of the pay scale and subsequently are in receipt of the correct salary amount each week/fortnight,

· Ensure that no individual is in receipt of a duplicate salary payment

· That everybody on the list is in fact a current serving staff member within this Department.

Recommendation

That HR Division should immediately produce and maintain a current and up to date staff list independently from the list held by the Accounts Branch and that the payroll list received from Accounts be reconciled against the HR staff list after each payroll run. 

Management Response

This recommendation is being implemented. As an interim solution an excel spreadsheet has been developed by HRD independent of Accounts Branch. An electronic checking mechanism is also being developed in order to check this spreadsheet against the payroll.  A process review of HR conducted by external consultants is currently underway. This review will provide information for a integrated Human Resource Management System  which will provide the ultimate solution to the recommendation of Internal Audit.

2.
Procedures for Control and Monitoring of the A1 Budget 

Control Weakness: Category B 


HR do not maintain an up to date spreadsheet which would show on a monthly basis the amount of actual spend from the A1 subhead by Division/Unit. If this was kept, then a comparison of forecasted A1 spend against the actual monthly forecasted expenditure of each Division/Unit would highlight how much overbudget /underbudget the A1 subhead is at any given time.

Recommendation

HR should on a monthly basis prepare a document detailing the actual A1 spend by Division/Unit compared against the forecasted expenditure in each Division/Unit. Overtime should be shown as a separate item in this report. The report should be put on the Intranet attached to the monthly staffing update or otherwise made available to all Heads of Functions. As budget holders of the A1 Sub-Head this is the responsibility of HR Division and not Accounts branch or Finance Division.

Management Response


HRD will prepare a document detailing actual expenditure by division in line with the devolution plan agreed by the Management Board from 1st June 2003 (i.e. by direct proportionment). HRD are strongly of the view that profiling of salaries by divisions is unnecessary and doesn’t add value for dealing with conflicting demands for resources.

3.

   The delay in the payment/processing of Annual Increments

To Staff:

Control Weakness: Category B  

Although the present system in theory works it has come to light that the payment of annual increments to staff members rarely takes place as required (on the anniversary of their starting date of employment or the date on which has been allocated to them since they were last promoted) and it has become the practice that these payments are paid after the incremental date has passed. This can be attributed to administrative oversights, bottlenecks in the system and the delay in the return of the completed form to Accounts Branch due to the amount of paperwork required to be completed for each individual increment form.

Recommendation

An electronic Incremental Form should be devised and utilised by staff within the HR\Accounts Branch in an attempt to speed up the Annual Incremental payments process to staff. The Accounts Branch could then forward this form in an electronic version to the HR Division and to the supervisor of the staff member in question simultaneously in advance of the incremental date with a request that the form be completed and returned to the HR Division as a matter of urgency. In light of the move to allow forms be completed by electronic signatures (pending an agreement on the procedures to be agreed between ISD and Internal Audit Unit on the use of electronic signatures on documents) this system could also be utilised in an effort to speed up the process. This electronic format of this document could also be used to track and ultimately verify that increments are paid on time. 

HR Management Response:

HRD would have concerns regarding the security & confidentiality of such data being transferred electronically with possible IR implications. HRD disagrees that there is a significant delay as a result of the manual system currently employed, particularly given the default system in operation whereby the increments are paid within a month of the due date if no form is forwarded to Accounts Branch. 
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APPENDIX 1 - Categorisation of Audit Findings


The findings in this report have been categorised using the following broad headings;
Serious Weakness - matters which could result in financial (EU or Exchequer) loss.  Management must act upon these recommendations immediately.

Control Weaknesses - matters that need to be corrected or implemented, in order to improve the system of internal control.  These matters should be implemented in accordance with a time- table as agreed with Internal Audit.

Serious and Control weaknesses will be further ranked as A, B, or C.  The following points will be taken into account when deciding the appropriate ranking to use.

A -
Where the finding was a Serious Weakness, there could result a financial loss greater than 5% of expenditure, or the weakness were so critical that its financial exposure cannot be quantified.  

Where the finding was a Control Weakness, the weakness had a significant risk of a disaster occurring, or no controls existed in vital systems, or no Departmental / EU policy existed.

B - 
Where the finding was a Serious Weakness, there could result in a financial loss of 1% to 5% of expenditure, or the weakness could lead to a major financial exposure.

Where the finding is a Control Weakness, poor controls existed in vital systems, or controls were not being operated properly, or Departmental / EU policy was not being fully implemented.

C - 
Where the finding is a Serious Weakness, which could result in a financial loss of less than 1% of expenditure, or the weakness could develop into a problem.

Where the finding is a Control Weakness, controls need to be improved within the system, or operational controls were poor, or the Department needed to issue guidelines / procedures to accompany its policy.

Other Points - cover other matters which Internal Audit raise with management.  This would include system enhancements, procedural changes and other matters that were not weaknesses in internal controls but could result in improved operations and/or greater efficiency.  Management were encouraged to implement these recommendations.
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