ARGYLL & BUTE COUNCIL AUDIT COMMITTEE

CORPORATE AND LEGAL SERVICES 8 MARCH 2002

EXTRACT OF MINUTE OF THE STRATEGIC POLICY COMMITTEE. (EDUCATION)
21 FEBRUARY 2002

1. MINUTES

The minutes of the Strategic Policy Committee (Education) of 10 January 2002 were
approved as a correct record. '

Arising under item 4 (Education Department’s Financial Position) a note of a
meeting with regard to the Education Financial Position was tabled for consideration.

Decision

1.  Agreed with the terms of the KPMG review that the process employed by the
Education Service to prepare income and expenditure projections for the year to
31 March 2002 was not sufficiently detailed or robust and noted with concern
KPMG inability to provide comment on the Education Service projection of an
under spend of £120,000 for the year to 31 March 2002.

2. Agreed to the continued freeze of all non-essential education expenditure
excluding Schools Supplies Budget at £14,000.

3. Agreed that the responsibility for financial control of the Education Service
budget be transferred to the Director of Finance with immediate effect until the
improved processes and actions are implemented to address the concerns raised
by KPMG’s review.

4.  Agreed to appoint KPMG to undertake further work with the Director of Finance
and to agree that their appointment is made without a tendering process and to
note in terms of the Contract Standing Orders that this is due to the urgency of the
work required and their prior involvement in and knowledge of the position.

5. Agreed to allocate the Director of Finance up to £150,000 from the projected
Education Service “payback” savings of £792,000 for 2002/2003 to resource the

work required to provide detailed and robust budget information.

6.  Agreed that the Director of Finance report back regularly to the monitoring group.

Extract audit 8 March 2002



ARGYLL AND BUTE COUNCIL ' STRATEGIC POLICY COMMITTEE

FINANCE

EDUCATION DEPARTMENT’S FINANCIAL POSITION

1 SUMMARY

In October, the Controller of Audit for Scotland, issued a statutory report on the
Scottish Borders Education Department overspend.

The external auditors to Scottish Borders Council were KPMG. The opportunity was
taken to secure the services of KPMG to carry out an audit of our Education
Department’s financial position for the current financial year. They were asked to
express a view on the reliability of the system for producing reliable information to
support assertions regarding the likely adherence or otherwise by the Education
Department to the revenue budget for the year ending 31 March 2002,

KPMG have completed their report and the following is a summary of their findings
(see Appendix 1 for full details):-

(i) It has not been possible to form a view, as requested, with the level and accuracy
of information available

(ii)  Budgets are compiled using the corporate finance system Oracle and the
Education Department’s management system Devolved Management Resources
(DMR). The budgets do not agree and there is no reconciliation

(iii) Budget changes in DMR by virement during the year have not been replicated
on Oracle

(iv)  Virement within DMR are not always input in a timely manner

(v)  The projected outturn for the year has been reported as being the same as budget
despite planned savings

(vi) The lack of an interface between the systems is the primary source of difficulties
(vii) The oracle system must be the primary source of financial information

As a result of their findings, KPMG prepared a proposed Action Plan to address the
issues. This is now tasked and timescaled (see Appendix 2). Most of the work will be
progressed by the new Accounting Services Manager, Sharon MacDonald who took up
her post in October of this year,



12

A group comprising Councillor Walsh, Councillor Freeman, J McLellan, A Morton, S
McGregor, B West and S MacDonald met on 12 December to discuss the KPMG
report. Full agreement was given to progress the implementation of the Action Plan
and a further meeting has been arranged for 23 January 2002,

Councillors G Freeman and D Walsh will provide updates to the SPC on the
monitoring.

2. RECOMMENDATIONS

2.1  The committee note the completion of a report on the Education Department’s
financial position by KPMG and note principal findings.

2.2 The committee remit the monitoring of the implementation of the Action Plan to
the group comprising Councillor D Walsh, Councillor G Freeman, S McGregor
and A Morton, with reports to that group being provided by the Accounting
Services Manager, Sharon MacDonald in association with the Head of Service,
Joe McGeer.

2.3 Councillor D Walsh and Councillor G Freeman to report on progress of the
Action Plan to the SPC. '

Stewart McGregor
Director of Finance
19 December 2001

reports/januaryspeeducationdeptfinancial position
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Education Department s Financial Position
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1.4  Principal findings

1.4.1 We have been asked to express a view on the reliability of the system for producing
reliable information to support assertions regarding the likely adherence or otherwise by
the education department to the revenue budget for the year ended 31 March 2002, It has
not been possible, with the level and accuracy of information available, to form a view on
this.  An overview of the contributory factors to this assessment is given below,

.42  The education department budget is compiled using both the DMR and ORACLE
systems. The major element of the budget (employee costs) are calculated using
information from school rolls at different dates. The resulting budgets are therefore not in
agreement, and there is no reconciliation performed between the two systems.

1.4.3 Due to a lack of an interface for budget updates, any changes to the budgets made by
virements in the DMR system throughout the year are not replicated in the ORACLE
system. This results in further discrepancies between the two systems.

1.4.4 Furthermore, virements within DMR are not always being input in a timely manner. This
results in budgets and spending patterns shown in DMR which do not reflect an up to date

assessment of what the head teachers actually intend to spend their funds on.

145 Budget monitoring does not accurately reflect the projected outturn position. The
projected outturn for the year to 31 March 2002 has consistently been reported as being
the same as budget. This is despite the savings that have been planned.

146  As we see it the four main problems between the positions in the ORACLE and DMR -
systems are

the budgets at the start of the year do not agree; the figure being monitored in the
ORACLE system is not a true picture of the starting budget position;

as a result of virements that have been input to the DMR systemn but not to the
ORACLE system, the ORACLE system again does not reflect the true budge:
position,

there are occasions when virements are not being input to DMR, yet the schools are
following spending patterns that are therefore not reflected in either the DMR budget,
or the budgets in ORACLE; and

the projected outturn position in ORACLE does not reflect known, or expected outturn
variations.

1.4.7 The lack of an adequate interface between the two systems is the primary source of the
difficulties arising. They cannot be jointly maintained throughout the year at a ievel such
that relevant management information is obtained from both systems. The result is that
neither system produces financial data that can be used to reliably monitor and contro! the
education budget.

14.8  The ORACLE system is the corporate financial information system. It is to be used to
compile the council budget, used for monitoring purposes, and used to compile the final
accounts. In every department in the council, including education, ORACLE must be the
primary source of financial information.
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