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1.0 Introduction 

 

1.1 As part of the audit plan for 2016/17 a key controls review was undertaken of the 

Creditors Payments system and focused on payments processed by Central 

Payment staff. 

 

1.2 The system was examined using a CIPFA audit matrices. 

 

1.3 Sample testing was conducted for the 2016/17 financial year. 

 

1.4 Acknowledgement is given to the staff concerned for their help and assistance 

during the course of the audit. 

 

1.5 Copies of this report have been sent to the Chief Finance Officer and the Deputy 

Chief Executive.  A copy may also be passed to the Audit Committee for them to 

monitor/comment upon recommendations made and accepted. 

 

1.6 The report is addressed to appropriate Councillors and Officers and may contain 

confidential and/or privileged material. Any review, reproduction, external 

distribution, dissemination or other use of, or taking of any action in reliance upon, 

this information by persons or entities other than the Authority is prohibited. 

 

2.0     Background 

 

2.1 The Authority currently utilises both a paper based ordering system and an 

electronic ‘Purchase 2 Pay’ system with responsibility for ordering devolved to 

departments. Most invoices are processed centrally via the Central Payments 

Service which undertakes twice weekly payment runs for both BACS and cheque 

disbursements. 

 

2.2 The Creditors Payment Service use the accounts payable function on the Agresso 

system for managing creditor accounts and paying money owed by the Authority. 

 

3.0 Scope and Objectives 

 

3.1 The objective of the audit was to evaluate the system of internal control with a view 

to delivering reasonable assurance to the Authority over the adequacy of the 

internal control environment. This is defined as the whole system of controls, 

established by management, which help to ensure the achievement of objectives, 

economy and efficiency, compliance with policies and procedures, safeguarding of 

assets and the integrity and reliability of information. 
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3.2 The system has been evaluated against the following control objectives: 

 

• Payments are made in accordance with Financial Procedure Rules. 

 

• There is documentation to support the payments made via the creditors system. 

 

• There is an initiating order for each invoice. 

 

• Batch input control totals are used. 

 

• All relevant records are updated to show that the invoice has been paid. 

 

• Exception reports are produced and acted upon promptly. 

 

• Payments are only made to the value of the invoice. 

 

• Invoices are processed promptly. 

 

• Payments are legitimate and appropriate. 

 

• Manual, direct debit and direct bank transfer payments are strictly controlled. 

 

• BACS payments are authorised properly and paid correctly. 

 

• Documents and records are protected against loss and unauthorised access. 

 

• There is adequate separation of duties between the input of invoices and 

production of cheques. 

 

• Cheques are not despatched until authorised. 

 

• Accounts and records are agreed periodically to an independent source. 

 

 

4.0 Methodology 

 

4.1 The audit was undertaken using a risk-based auditing methodology. Actual 

controls were evaluated against the expected controls within each control 

objective. A risk assessment of the individual controls under each control objective 

was undertaken and the level of testing decided upon. The system evaluation and 

the results of compliance testing were then used as the basis on which to draw 

conclusions and to form an opinion on the overall effectiveness and adequacy of 

the internal control environment. 

 

4.2 Recommendations made in the previous Internal Audit report were also examined 

to establish if they had been acted upon. 
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5.0 Findings 

 

5.1 The detailed findings of the audit are included as Appendix A. 

 

5.2 The previous audit report made 16 recommendations all of which were accepted by 

management.  The previous recommendation priorities were: 

 

 • 2 x Priority 1  

 • 7 x Priority 2 

• 7 x Priority 3 

 

5.3 The Internal Audit Service has established that: 

 

• 10 had been implemented 1 x priority 1, 6 x priority 2 and 3 x priority 3. 

• 2 had been partly implemented, 1 x priority 2 and 1 x priority 3 

• 4 had not been implemented, 1 x priority 1 and 3 x priority 3.   

 

Details of the previous recommendations made are included as Appendix B. 
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6.0 Conclusion 

 

 System of Internal Control 

 

6.1 The system of internal control applied has been graded “C” – Satisfactory.  While 

there is basically a sound system of control, there are weaknesses, which put some 

of the System's/Authority's or establishment objectives at risk.  

 

 Testing Opinion 

 

6.2 The assessment of compliance with established controls has been graded “C” – 

Satisfactory.  There is evidence that the level of non-compliance with some of the 

controls may put some of the system’s objectives at risk / may leave the authority 

or establishment open to risk. 

 

Overall Opinion on Internal Control Environment 

 

6.3 The overall conclusion is that the internal control environment is graded “C” - 

Satisfactory.  Details of the evaluation of each objective are listed in Appendix C. 
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7.0 Recommendations 

 

7.1 Details of the recommendations are shown in the action plan attached as Appendix 

D. 

 

 Summary of Recommendations 

 

7.2 The review made 12 recommendations that are categorised on the following basis: 

 

Priority Category Definition No. Of 

Recs 

1 Mandatory 

- Urgent 

Action is imperative to ensure that 

the objectives for the area under 

review are met. 

2 

 

2 Mandatory 

- Less Urgent 

Requires action to avoid exposure to 

significant risks in achieving the 

objectives for the area under review. 

6 

 

 

3 Best Practice / Other 

Recommendations 

Action is advised to enhance control 

or improve operational efficiency. 

4 

 

 

 

 

Risk may be viewed as the chance, or probability, of one or more of the Authority’s 

objectives not being met. It refers both to unwanted outcomes that may arise, and 

to the potential failure to realise desired results. 

 

Management agreed to the implementation of 11 out of the 12 recommendations.   

 

9 recommendations relate to Central Payments and 3 recommendations relate to 

Service Support.   



Creditors 2016/17 - Control Evaluation

GRADE GRADE

A A

B B

C C

D D

E E

Audit conclusions are graded using the following grading structure:

LEVEL OF CONTROL EVALUATION OF SYSTEM OF INTERNAL CONTROL 

OPINION

TESTING OPINION

VERY GOOD There is a sound system of internal control designed to 

achieve the Authority's strategic aims.

The controls are being consistently applied with no errors identified.

GOOD There is a sound system of internal control designed to 

achieve the system/Authority or establishment 

objective(s).

The controls are being consistently applied with a small number of minor errors identified.

SATISFACTORY While there is basically a sound system of control, there 

are weaknesses, which put some of the 

System's/Authority's or establishment objectives at risk.

There is evidence that the level of non-compliance with some of the controls may put some of the system's objectives at 

risk/may leave the Authority or establishment open to risk.

UNSATISFACTORY Weaknesses in the system of controls are such as to put 

the System's/Authority's or establishment objectives at 

risk.

The level of non-compliance puts the system's objectives/Authority or establishment at risk.

POOR Control is generally weak leaving the System/Authority or 

establishment open to significant risks.

Significant non-compliance with basic controls leaves the System/Authority or establishment open to error or abuse.

Risk may be viewed as chance, or probability, of one or more of the Authority's objectives not being met.  It refers to both unwanted outcomes that may arise, and to the potential failure to realise desired results.

OVERALL OPINION ON THE INTERNAL CONTROL ENVIRONMENT

On completion of the audit the auditor will need to provide an evaluation opinion and a testing opinion, both these opinions will then be used to formulate an overall opinion of the system/establishment/area etc. audited.  The overall 

opinion will be formulated and arrived at by using the lower of either the evaluation opinion or testing opinion. 

Conclusion for Creditors 2016/17: Overall Evaluation 

The system of internal control applied has been graded as satisfactory.  There is a sound system of internal control designed to achieve the system / Authority or establishment objectives.

The assessment of compliance with established controls has been graded as satisfactory.  There is evidence that the level of non-compliance with some of the controls may put some of the systems objectives at risk / may leave the 

authority or establishment open to risk.

Therefore the overall conclusion is that the internal control environment is graded SATISFACTORY.

Appendix C - Page 1 of 5
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CONTROL 

GRADE

TEST GRADE OVERALL 

GRADE

1 C C C

2 B B B

3 A B B

4 B B B

5 A A A

AREA OF AUDIT REASONS

Payments are made in accordance with 

Financial Procedure Rules.

The Financial Procedures Rules are out of date and do not reflect the current operational systems and processes.  The Financial 

Procedure Rules are available to all employees of the Council via the Intranet site.  The Creditor Payments Supervisor has verbally 

instructed payments staff of the need to be aware of financial rules and standing orders, and has also informed staff of the 

location of the rules.

An authorised signatory list is maintained and is updated on an annual basis, however there are no set procedures  in place for 

staff to refer to with regards to adding, amending or deleting signatories at any other times.

There is documentation to support the 

payments made via the creditors system.

Operational practice is that invoices provided for processing must be originals.  There are exceptions to this rule and this is 

covered within the Council's Financial Procedure Rules providing staff with guidance. 

The Agresso system will produce a report on any suspected duplicate invoices i.e. similar invoice numbers etc. and the Payments 

Service will investigate as necessary.

E-Invoices - it is not possible for a duplicate invoice to be input onto the system for payment, as all invoices have to be matched 

to the initiating order.  Any discrepancies picked up from the invoice to the order will send an exceptions report to the Payment 

Supervisor.

There is an initiating order for each invoice. The Financial Procedure Rules' clearly state what procedure must be followed when processing invoices for payment, with the 

exception of the P2P system.  P2P system invoices have to be matched to the order electronically before payment can be 

processed.  Agresso system invoices will not be processed unless the checked/marked off section of the Agresso stamp is 

completed.

Invoices passed for payment are recorded. If the invoice isn't relating to a P2P order then there is provision for the spending department to retain a record of all invoices 

passed for payment.  However, P2P invoices are sent directly to the Central Payments Service for payment, details are provided if 

requested.  The onus is on the spending department to retain a record of all invoices sent to the Creditors Section for 

processing.

Batch input control totals are used. Batch control totals are used for Agresso invoices to ensure the correct value of invoices are processed.  P2P invoices are 

matched to the order so any mispunching would result in an exception.

The value of invoices entered has to match the value of the batch recorded.

Appendix C - Page 2 of 5
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CONTROL 

GRADE

TEST GRADE OVERALL 

GRADE

AREA OF AUDIT REASONS

6 A C C

7 B A B

8 B B B

9 B B B

All relevant records are updated to show that 

the invoice has been paid.

Official orders contain fields to be marked when an invoice has been passed for payment.  The Agresso stamp on Agresso 

invoices contains a field confirming the order has been checked and marked off.  P2P invoices must match the electronic order 

on the P2P system. 

The Agresso and P2P system shows the status for each creditor record which identifies it's stage in the payment cycle.  

Agresso and P2P invoices are signed by the inputter once processed.  Agresso has batch input controls in place, P2P is not a 

batch input system.

Agresso invoices are referenced via a transaction number, and P2P invoices are referenced via  a purchase order number.

Exception reports are produced and acted 

upon promptly.

A combination of validation checks and scrutiny of invoices identifies errors.  Budget holders are provided with transaction 

listings as part of budget monitoring to check for miscoding's

Payments are only made to the value of the 

invoice.

There are checks within both the Agresso and P2P systems that prevent duplicate payments being made.

There is facility within the Agresso system where credits can be held within the system and future payments are offset.

Inputters and authorisers check whether there are any discounts on offer prior to processing the invoice(s).  However from the 

sample of invoices selected for review, none contained a discount.

The Agresso system calculates VAT and this is checked to the invoice by the inputter.

For P2P system invoices, VAT queries are coded to a separate transaction code so that they can be investigated by staff in the 

Accountancy Service.

Invoices are processed promptly. In the majority of cases invoices are paid in accordance with the Council's payment terms.  System parameters ensure payments 

are made within 30 days of the invoice date, and Financial Procedure Rules require the reason for late payment to be noted on 

the invoice.  Invoice payment dates are monitored and reports are soon to be published on Merthyr Tydfil CBC website.  

Once invoices have been received by the Central Payments staff they are input onto the Agresso system, however, Central 

Payments staff do not have control over how promptly spending departments submit the invoices or receives the goods on the 

P2P system.

Payment runs take place twice a week, departments are required to submit invoices to the Central Payments Service in a timely 

manner to process the payment.

Appendix C - Page 3 of 5
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CONTROL 

GRADE

TEST GRADE OVERALL 

GRADE

AREA OF AUDIT REASONS

10 B A B

11 C D D

12 B B B

13 B A B

14 A A A

There is adequate separation of duties 

between the input of invoices and production 

of cheques.

Payments are legitimate and appropriate.

BACS payments are authorised properly and 

paid correctly.

Documents and records are protected against 

loss and unauthorised access.

There are established processes and checks to ensure that only valid invoices are passed for payment.

The Council's Financial Procedure Rules clearly provides guidance to be followed on completion of the Agresso stamp.  Central 

Payments staff check that more than one person is involved in the certification of the invoice.  Controls within the P2P system 

doesn't allow a requisitioner to authorise an order.

Payments staff do not process invoices if they have been changed/altered, they are recorded on a spreadsheet and sent back to 

the relevant department with a proforma letter.

BACS payment transmissions are password protected and are processed independently of the Central Payments Service.  The 

number and total of BACS transmissions are agreed. Staff in the ICT Department will email the Central Payments Supervisor and 

Senior Payments Officer with the confirmation totals and confirmation of the submission. The Procurement Manager also checks 

and certifies the 'AP BACS Over £25,000 report'.

It was confirmed via observation that the Creditors Staff cannot make any amendments to the BACS file once it has been 

created.  Amendments can be made by ICT Staff upon request from the Creditors staff.  

In the event a BACS file requires amending, the Payments Staff will email the ICT Department requesting the amendment. An ICT 

Officer independent to the person transmitting the BACS payment run will create a copy of the BACS file and rename it to 

include the word EDIT.  Once amended the ICT Officer responsible for transmitting the BACS run will check the amendment and 

inform the Creditors Section via email that the amendment has been completed and await confirmation to run the edited BACS 

transmission.  Once transmitted, the Payments staff check the totals included on the amended BACS file against the totals of the 

original file (taking into account any amendments requested).  There are no checks undertaken to confirm if any individual 

payment details have been altered between creation of the payment file and transfer of the payment file to a server that allows 

BACS to be submitted for transmission.

The BACS limits have been set with the bank at £5 million, the BACS limit has also been set   in the APT software.  The Central 

Payments Supervisor and Senior Payments Officer checks the 'SU08' report when processing the payment run, if the limits 

exceed the £5million then Accountancy will be contacted in order for the limit to be raised by the bank. 

During observations, there was roughly one months worth of Agresso invoices stored in a lockable cupboard awaiting to be 

transferred to Modern Records for storage.  P2P invoices are also stored in a lockable cupboard in the Payments Office which is 

shared with Procurement and European Funding Services.    

The Agresso system is part of the ICT scheduled backups.

The Payments Service do not have access to the printed cheques.  Blank cheques are held by Accountancy then passed on to ICT 

for printing, once printed they are distributed by the Business Support section. 

Independent checks of payments over the established limits are undertaken.   All payments are examined to confirm that they 

appear reasonable before cheques are produced.

Cheques are not despatched until authorised.

Appendix C - Page 4 of 5
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CONTROL 

GRADE

TEST GRADE OVERALL 

GRADE

AREA OF AUDIT REASONS

15 A A A

C C

C C C

Previous Report Recommendations The previous audit 2015/16 made 16 recommendations as follows:-

• 2 x Priority 1 

• 7 x Priority 2

• 7x Priority 3

Our work identified the following:

• 10 had been implemented 1 x priority 1, 6 x priority 2 and 3 x priority 3.

• 2 had been partly implemented, 1 x priority 2 and 1 x priority 3

• 4 had not been implemented, 1 x priority 1 and 3 x priority 3.  

OVERALL OPINION Satisfactory

Accounts and records are agreed periodically 

to an independent source.

Observations were made of a BACS and cheque payment run. The payments processed on that day agreed to the amounts 

processed as per the Agresso system. 

The creditors system is now integrated to the General Ledger.  The control account is automatically reconciled when a payment 

is authorised online.

Appendix C - Page 5 of 5
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Recommendations are categorised on the following basis:

Category

Mandatory - Urgent

Mandatory - Less 

Urgent

Best Practice / Other 

Recommendations

Key Rec 

No.

Recommendation 

/Action

Inspection Agency and Inspection/Audit Report Title Start Date End Date Lead Officer

Title Creditors 16/17

1 1 Recommendation The Financial Procedures Rules should be updated to reflect the current 

operational processes and systems in place.  Once updated, staff should be 

informed of the location of the updated Financial Procedures Rules and should be 

reminded of the importance of complying with them

07/06/2017 30/09/2017 Steve Jones 

Action Agreed.  Updating the Financial Procedure Rules has been agreed during completion of 

the AGS for 2016/17 and forms part of the AGS Action Plan 

3 2 Recommendation (Revised Previous Recommendation)

Consideration should be given to the Business Service unit devising a set of guidance 

notes for officers to refer to in the event of a query.  The guidance notes should be 

made available to all staff involved in the process.

07/06/2017 07/12/2017 Sian Thomas

Action Agreed.  A guidance procedure is being currently being drafted which will be circulated 

to Heads of Service and added to the intranet.  Staff involved within the process will be 

informed once the guidance notes have been finalised.  

2 Requires action to avoid exposure to significant risks in achieving the objectives for the area under review.

3 Action is advised to enhance control or improve efficiency.

Priority / Key Definition

1 Action is imperative to ensure that the objectives for the area under review are met.

Appendix D - Page 1 of 5
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Key Rec 

No.

Recommendation 

/Action

Inspection Agency and Inspection/Audit Report Title Start Date End Date Lead Officer

2 3 Recommendation The spreadsheet maintained by Business Services which lists all the authorised 

signatories is inadequate and cannot be relied on as a source of information.  Therefore, 

a review of the ASL spreadsheet and the subsequent ASL list should be undertaken to 

ensure details on both records are crossmatched

07/06/2017 07/12/2017 Sian Thomas

Action Agreed.  The authorised signatory list is a working progress.  All departments and 

schools will be required to complete an authorised signatory list on an annual basis.

3 4 Recommendation All staff should be reminded of the importance of informing the Business Unit of any 

staff changes that could have an impact on the ASL spreadsheet and ASL list.

07/06/2017 07/12/2017 Sian Thomas

Action Agreed.  A guidance procedure is being currently being drafted which will be circulated 

to Heads of Service and added to the intranet.  Staff will involved within the propose will 

be informed once the guidance notes have been finalised.  

2 5 Recommendation (Revised previous recommendations 2014/15 and 2015/16)

A detective control needs to be in place which ensures staff are not authorising their 

own input, e.g. management reports produced from the system showing inputters 

authorising their own input. 

07/06/2017 31/03/2017 Paul Davies

Action Agreed.  Discussions have been made with ICT Services as to whether a Management 

Report can be produced that records inputters authorising their own invoices.  ICT 

Services have confirmed that the current version/module of the Agresso System is not 

able to provide a report including the required information.  ICT Services will further 

investigate this matter.

Appendix D - Page 2 of 5
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Key Rec 

No.

Recommendation 

/Action

Inspection Agency and Inspection/Audit Report Title Start Date End Date Lead Officer

2 6 Recommendation Invoices should only be paid as per details included on each invoice. Further to this and 

to address the issue identified within the audit report findings for transaction ID 

6044216:-

a) The Payments Service should contact Basware E-Invoicing to obtain a response to 

their query regarding the lack of a registered VAT number and the necessary action 

should be taken as a result.

b) The Payments Service needs to decide what, if any, action needs to be taken on 

pending and further invoices received from the suppliers in transaction ID 6044216 until 

the matter referred to Basware E-Invoicing is resolved. 

07/06/2017 07/06/2017 Huw Sims

Action Agreed.  This has now been resolved.

3 7 Recommendation Whilst it is not considered necessary for all of the attachments i.e. receipts etc. to  be 

scanned onto the EDM system to support the petty cash claim, consideration should be 

given to the front sheet of each petty cash claim detailing the date of the claim, the 

account holder, the total etc.  being scanned onto the EDM system along with the 

subsequent batch header. 

07/06/2017 31/05/2017 Huw Sims

Action Agreed.  Discussions will be made with the appropriate officers within Service Support.

2 8 Recommendation (Previous Recommendation 2015/16).

As per financial rules (4.07.13) ‘where payment is made outside of the 30 days the 

reason for late payment must be noted on the invoice’.  All budget holders will need to 

be reminded of the potential risk to the Local Council if these rules are not complied 

with on an annual/regular basis.

07/06/2017 30/09/2017 Paul Davies

Action Agreed.  An email will be sent out to all staff involved in the process reminding them of 

risk to the Local Council if these rules are not complied with on an annual/regular basis.

Appendix D - Page 3 of 5
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Key Rec 

No.

Recommendation 

/Action

Inspection Agency and Inspection/Audit Report Title Start Date End Date Lead Officer

2 9 Recommendation (Revised Previous Recommendation)

Late payment statistics should be produced to identify non-compliance with Financial 

Procedure Rules (those paid within 30 days not 32). Results should be reported to 

Directors so that remedial action can be taken.

07/06/2017 30/09/2017 Paul Davies

Action Agreed.  An email will be sent out to all staff involved in the process informing them of 

their payment statistics.  

2 10 Recommendation Investigations should be made as to whether producing cheques for the reimbursement 

of internal services i.e. petty cash etc. is the most cost effective process for the Council.  

Consideration should be given to Officers carrying out BACS or Journal  transfers.

07/06/2017 30/09/2017 Steve Jones 

Action Agreed.  The Chief Finance Officer is currently reviewing this situation and further 

liaisons and discussions will be made with the Procurement Manager.

1 11 Recommendation Management need to introduce a robust control mechanism, with immediate 

effect, to counter the identified inherent weakness in the BACS payments 

transmission process. This should include undertaking sample checks of individual 

BACS transmission records to ensure that they have not been amended post 

creation of the BACS payment file. This check should be undertaken for each 

payment run. Failure by management to introduce a suitably robust mechanism 

will result in the continuation of the current situation where BACS transmission 

records are exposed to the possibility of alteration either accidentally or 

intentionally for fraudulent purposes

07/06/2017 07/06/2017 Huw Sims

Action Disagreed.  It is not physically possible for sample checks to be undertaken to individual 

BACS transmission records to ensure that they have not been amended post creation of 

the BACS payment file as only the controls totals are provided to the Creditors Section 

to check/verify.  

Appendix D - Page 4 of 5
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Key Rec 

No.

Recommendation 

/Action

Inspection Agency and Inspection/Audit Report Title Start Date End Date Lead Officer

3 12 Recommendation A system needs to be implemented to ensure P2P invoices which are being paid out of 

European or Capital projects are being held for the correct number of years.

07/06/2017 30/09/2017 Huw Sims

Action Agreed.  European Invoices do not go through the P2P system however Capital Invoices 

do.  The Central Payments Staff are aware of this issue and will liaise with the European 

Funding Team in order to identify a suitable system for storing these type of invoices.
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