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1. Background
	1.1 
	At the request of Members of the Audit & Governance Committee, it was agreed that Internal Audit would complete a review of Members Expenses as part of the Internal Audit Plan for 2013/14.  This review will cover mileage and subsistence claims reimbursed between 1 April 2013 and 30 November 2013 but will not include a review of Members Allowances except for the Travel & subsistence element where the allowance is the reimbursement of expenses incurred in the performance of official duties.

	1.2 
	This audit will consist of a review of Members Expense claims to ensure that:

· Expense claim forms provided for payment in 2013/14 have been reimbursed in line with the Council’s current Travel & Subsistence Policy.
· Claims have been completed in full and contain supporting receipts where necessary.

· Claims for mileage are reasonable and can be matched to the Council’s Calendar of Meetings, planning visits or third party evidence of scheduled meetings.

· Craven District Council holds valid driver and vehicle documentation for the period in which any mileage expense claims have been received.

	1.3 
	A review of the Council’s Finance system (Agresso) has confirmed that between 1 April 2013 and 30 November 2013, £6,252 has been reimbursed to 12 Councillors for mileage and subsistence claims.  This compares to £6,422 paid to 16 councillors for the whole of 2012/13.


2. Shared Audit Service Opinion
	Partial level of assurance
	Weaknesses are identified in the design or inconsistent application of controls, which put the achievement of some of the Council’s corporate and service objectives at risk in the areas reviewed.


	2.1 
	Based on the testing undertaken we have assessed the control environment and awarded a Partial level of assurance.  This is based on the fact that:

a) There is a lack of clarity over which mileage rates should be used to reimburse members.

b) There is an inconsistency between the breakfast, lunch, tea and dinner subsistence rates allowable for Officers and those allowable for Members.

c) No member of Finance is comparing the Representation on Outside Bodies appointments as approved at Selection Committee on 8th May 2013, to mileage claims.  Craven District Council may therefore be reimbursing mileage claims for unapproved visits.  

d) Both councillors and those who process claims appear to be unaware of the restrictions imposed within the approved Travel & Subsistence Policy as well as the current subsistence rates payable.  Testing has therefore identified several instances where payments made have breached Council policy.

e) Claim forms are not always received by the end of the following month, as stipulated by the Council’s current policy.

f) There is no guidance in place to challenge entries made on Members’ mileage and subsistence claims.    
g) The Council’s Hospitality Policy only relates to the receiving of hospitality but provides no advice and guidance where hospitality is provided by the Council.
h) There is One payment that was wholly wrong in its calculation has been reimbursed in full, when this should have been identified as part of the verification process.  

i) The audit trail is sometimes weak.  Whilst some councillors are very transparent at completing expense claims with clear explanations that match to relevant attached receipts, others are less clear with little commentary on which council meeting the expense relates to or why a particular expense was a necessary public expense at all.  On several occasions one councillor has changed the value of the attached receipt downwards, with no explanation as to why.  Whilst this does mean the council is reimbursing less back than was expended, the audit trail is affected as there is no reason shown for this reduction.

j) The declaration at the bottom of each expense claim (for both mileage and subsistence) is weak and does not provide adequate protection for the Council.

k) There is no ownership with regards to the collection of key information requested as per the Principles of the Travel & Subsistence Policy, i.e. several councillors have failed to submit valid details of their driving licences and business car insurance as follows: 
· one councillor has an out of date driving licence on file; 
· one councillor has claimed for mileage during a period not covered by their insurance policy, 
· a third councillor has inadequate annual business insurance cover but has been claiming and receiving reimbursement for mileage travelled whilst on official council business. 
· 4 councillors have claimed and received reimbursement for mileage undertaken but have failed to submit details of the driving licences or business insurance when requested by the Finance team as part of their annual procedures.
l) The Council is currently breaching HMRC’s rules relating to the VAT treatment of fuel when used in private vehicles (VIT55400).  


	2.2 
	Internal Audit is able to provide assurance that no councillor has submitted a fraudulent mileage or subsistence claim for a meeting they did not attend.


3. Audit Findings and Recommendations 
Members’ Allowances Scheme 
	3.1 
	Testing reviewed all mileage and all subsistence claims submitted to the Finance team since 1st April 2013 to ensure that each one complied with the Council’s current Members’ Allowances Scheme (effective 1st April 2011).  Detailed testing found:
1. Whilst the Independent Remuneration Panel agreed that mileage should be reimbursed to Members at 40p per mile, this change has never been properly reflected in the Members’ Allowances Scheme.  

Section D of this Scheme states that “the mileage rates will be paid in accordance with the Inland Revenue Approved Mileage rate”, which is currently 45p, however further down in this section the rate payable per mile is shown as  40p, which was the HMRC’s previous approved mileage rate up until 31st March 2011.
2. Whilst comparing the rates contained within the Members Allowance Scheme and the Council’s Travel & Subsistence Policy it was noted that the subsistence rates quoted differ for no apparent reason. as follows

Subsistence Allowance

Members Scheme

Officers Scheme

Breakfast

£6.69

£5.57

Lunch

£9.24

£7.70

Tea

£3.63

£3.03

Evening Meal

£11.43

£9.52

3. Section D of this Scheme states “No reimbursement will be made for alcoholic drinks”.  Our testing has identified 1 instance in May 2013 where £15.50 was reimbursed to one councillor for reimbursement of 3 bottles of beer.  This should never have been part of an expense claim but should also have been identified at the claim verification stage and rejected.      

	3.2 
	Section D of the current Allowance Scheme provides examples of what would generally be defined as “Official duties”, i.e. those that would be deemed an allowable expense that Craven District Council would reimburse to its Members.  Examples given are:

· Attendance at Council meetings including committees and sub-committees

· Attendance at events relating to outside bodies to which the member has been appointed by the Council

· Meetings with Chief and Senior Officers of the Council in connection with committees and sub-committees  or Member Ward issues
· Attendance at up to 6 Political Party meetings between AGM’s

· Attendance once a month at Parish Councils and Meetings within their Ward.

Our review of the 2013/14 mileage and subsistence claims received to date has confirmed that the majority of Members are only claiming for mileage that relates to all of the examples given above.  We have seen evidence of 1 councillor attending Civic events but this corresponds to his unique role within the council and therefore is acceptable.  
However we have also identified 1 councillor who has attended 8 meetings of an external body.  We have reviewed the latest “Representatives on Outside Bodies” report discussed at Selection Committee on 8th May 2013 and can find no reference that this is an approved external appointment.  In the absence of this we therefore question whether the £44.80 claimed for these 8 meetings should have been reimbursed via the external body and not Craven District Council.

	3.3 
	Section 6 of the Scheme states that “Travel & Subsistence claims should be submitted to the Financial Services Unit on a monthly basis.  The Authority is not obliged to pay late claims.  Claims received, which exceed 2 months of the date on which the duty was carried out, will be paid at the discretion of the Strategic Manager for Financial Services”.  Testing has found that most councillors submit their claims within 2 months of undertaking the activity.  However :
· One councillor submitted a mileage claim in July 2013 which related to official mileage incurred from 5 Nov 2012 to 4th June 2013

· Another councillor submitted their March, April, May, June and July 2013 claims on the 19th August 2013.  

· A third councillor submitted their June, July, August and September 2013 claim in October 2013, and their February, March, April and May 2013 claim was not received until July 2013.

No evidence was found of the Corporate Head (Financial Management & S151 Officer) approving these late claims for payment.
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	Risks


1. Lack of clarity over the true mileage rate to reimburse Members due to the Members Allowance Scheme not being reviewed since April 2011.  This could have an impact on councillors’ personal tax affairs if they are reclaiming Mileage Allowance Relief (MAR) on their tax forms. 
2. Public Money is not being used correctly.

3. Craven District Council reimburses mileage and subsistence that should have been repaid via other third parties. 

4. Agreed terms and conditions of the Members Allowance Scheme are breached, resulting in inappropriate reimbursement.

5. Monthly Financial Management information will be inaccurate as it fails to include any accruals relating to late mileage and subsistence claims.  

6. There is reduced assurance on the validity of late mileage and subsistence claims where these are submitted more than 2 months from the date of the activity.  
Summary of Strategic Risk Recommendations

	Shared Audit Service Recommendation
	Management Response
	Officer Responsible & Implementation Date

	Finance should write a report to Policy Committee requesting approval in principle to the agreement of 1 set of mileage and subsistence rates for Members and Officers to enable clarity when expenses are being reimbursed.


	Agreed. 
 If agreed in Principle, a separate report will be sent to the Independent Remuneration Panel for them  to consider and make recommendations in their report to Full Council 
	Strategic Manager Legal & Democratic and Democratic Services Manager

April 2014

	Finance staff responsible for reimbursement of mileage and subsistence claims should review all claims received and where there is any element of doubt as to whether reimbursement is appropriate, further checks should be made before the expense claim is authorised.  If necessary the claim may be referred to Democratic Services for action. 
	Agreed
	VFM & Improvement Manager and Democratic Services Manager 

April 2014

	The relevant Councillor must reimburse £15.50 to the Council for the alcoholic beverages that were erroneously paid over.  
	Agreed
	Corporate Head (Financial Management & Section 151 Officer)  January 2014

	Where claims are received late, these must be referred for approval in line with Council policy. 
	Agreed
	VFM and Improvement Manager            January 2014


Mileage Claims
	3.4 
	Each claim form requests that the claimant completes details of the:

a) Date

b) Place of departure

c) Destination & purpose of claim

d) Subsistence narration

e) Amount of claim

However our review has identified that each of these headings is not always completed, in particular the purpose of any claim.  We would have expected this column to have shown either the name of the relevant Committee that was being attended or the name of the site that was being visited if the claim related to Planning Decisions.  In reality our testing has found that sometimes this has been left blank or it shows the destination but does not state the purpose.  

	3.5 
	A discussion with the Finance Team has confirmed that, by the nature of a councillor’s role, some claims are very difficult to follow due to their complexity.  Our testing has found that these particular forms are often not completed in full and are sometimes difficult to agree to the attached receipts.  Detailed testing identified several errors, some of which has resulted in overpayments being processed.  Detailed findings are:

· On the claim submitted on 14 March 2013, a councillor requested reimbursement of a £44.22 train fare.  On checking the attached receipt that supported this claim however, the auditor found that the claimant had added together the cost of the fare (£20.80) to the time of the return train (23:42).  Clearly this is incorrect and the councillor must be asked to repay the £23.42 back to the Council.  
· The claim submitted at the end of July 2013 included a train and taxi fare to a Conference in Manchester both dated 2 July, which agreed with the date of the  Conference attended and was therefore correctly reimbursed.  The third entry on this claim was for a taxi receipt for £5 and was declared on the form with a July 4th date with no explanation as to the destination or purpose of this expense.  No other expense claim had been made for this date.  A review of the receipt showed that it had been hand- dated 4th June but showed no further evidence as to what it related to.  The auditor has therefore concluded that there is some uncertainty with regards to this £5 taxi fare, whether it related to a business transaction relating to Craven District Council and whether it occurred on the 4th July (as declared by the councillor) or the 4th June (as stated by the taxi driver).    

· On the same claim form, rail tickets show a councillor travelled first class to London to attend a meeting.  However, they had reduced the value of their claim downwards, which appears to reflect the cost of standard travel (the auditor has tested this online and the price quoted for travel was only a couple of pounds less than that claimed).  It would however have been better practice for the councillor to have explained why they had reduced their claim down by £20.50 to that shown on the rail ticket.   

· One councillor was found to note the wording “RIEP” in the corner of claims, which we understand to mean that the expenses will be reimbursed back to Craven District Council from a separate pot of money from outside of the authority.  However, the only check that will occur on this expense will be undertaken by council staff and therefore in our opinion, the Finance team need additional information as to the validity of these expenses before accepting them for payment, i.e. we do not accept that adding RIEP on a claim form justifies the expenditure as being valid.

	3.6 
	Page 2 of the current Travel & Subsistence Policy (updated April 2010) states that “All subsistence claims must be supported by a receipt, as must car park and public transport tickets”.  Audit testing has identified that receipts are not always present but the full expense claim has been reimbursed.

	3.7 
	As part of our testing Internal Audit has agreed every mileage and subsistence claim form received in 2013/14 (up to November 2013) to the attendance sheets and minutes for all Committee meetings.  As a result of this testing we are able to provide Management and Members with assurance that no councillor has made a fraudulent mileage claim for meetings they did not attend.  
In our opinion this test is Best Practice and should be undertaken by Finance on all claim forms received to ensure that no fraudulent claims are being paid.  We do note however that the current form does not allow this check to be evidenced and we have therefore made a recommendation that this form is updated.

	3.8 
	There appears to be a general reluctance to either challenge or refuse any Councillors’ claim that is received.  This is not unexpected as the Finance team has never been provided with guidance as to what their role is permitted to do.  

	3.9 
	When claiming mileage only one councillor is submitting copies of petrol receipts. Submission of this paperwork is one of the Principles contained within the Council’s Travel & Subsistence Policy as it allows the council to reclaim input VAT on this expense.  Our testing has now identified that, despite not receiving these receipts, the council’s VAT officer does reclaim the input VAT, which means the council is currently in breach of HMRC’s VAT55400 notification and may therefore be requested to repay this amount back.  The amounts involved will not be huge, for example, the Input tax for November 2013 was only £101.67, which was for both Members (£22.14) and Officers (£79.53).

	3.10 
	Internal Audit is aware that over the last few months HMRC inspectors have visited numerous authorities within North Yorkshire, where detailed discussions have occurred regarding the correct tax treatment for Members’ Expenses.  We have been informed by the Interim Finance Manager (Deputy S151 Officer) that since August 2013 she has been taxing this element of home to work mileage.

We are aware that the tax inspector has yet to visit Craven District Council but they have been to see Harrogate Borough Council where they stated that the above was the correct tax treatment.  Harrogate Borough Council has recently appealed against this decision and an email sent from HMRC, dated 5 December 2013 has stated the following:

“I am writing to let you know that HMRC are currently reviewing Councillors Home to Office Expenses.  I believe that it would therefore be sensible to await the outcome of HMRCs review before pursuing this matter any further.  I will let you know once this review has been completed”.

In our view, Craven District Council are being prudent in currently taxing this expense prior to any HMRC outcome and we would advise that this continues until such time as we have a final HMRC decision.   


	[image: image2.png]



	Risks


1. Invalid, fraudulent claims could be processed for reimbursement if the claimant fails to state the purpose of all journeys.

2. Unjustified use of public money

3. Loss of audit trail if receipts are amended without explanation

4. Overpayments occur or fraudulent claims are processed if claims are not thoroughly checked to valid receipts or to attendance records and minutes of Committee meetings.

5. The Council is currently in breach of HMRC rules and may be required to repay back an element of input tax.  
Summary of Strategic Risk Recommendations

	Shared Audit Service Recommendation
	Management Response
	Officer Responsible & Implementation Date

	One councillor must reimburse Craven District Council for the £23.42 received in error.
	Agreed
	Corporate Head (Financial Management & Section 151 Officer)  January 2014

	Councillors must be reminded that all claims must be clear with the reasons for any receipt amendments being clearly stated on the claim.  Claims should never require additional explanation.  
	Agreed.  This may mean we have to provide additional Member training so that all are clear as to what needs to be provided.
	VFM & Improvement Manager and Democratic Services Manager
April 2014

	For all mileage claims submitted that relate to attendance at a Council Meeting, these should be matched these entries to either the signing in records or the minutes to ensure that the claim is not fraudulent.
	Agreed.  Finance and Democratic Services will determine future sign-off arrangements.
	VFM & Improvement Manager and Democratic Services Manager
April 2014

	Members need to be reminded that they must submit a copy of a petrol receipt with each mileage claims in order that the council can reclaim input VAT for this expense.  
	Agreed.  Communication will be sent to Members reminding them of this requirement.  The Policy & relevant claim forms will also be reviewed to ensure that this is also clearly stated. 
	VFM & Improvement Manager and Democratic Services Manager

January – April  2014


Declarations Made
	3.11 
	The current mileage and subsistence claim forms require no approval from any member of staff.  This appears to be common practice amongst council’s and we would not wish to add any bureaucracy to the current system by insisting that all Member claims are counter-signed.  The control in place here is the signed declaration at the bottom of each claim but our testing has identified that this declaration is weak and provides inadequate protection to Craven District Council.
When claiming mileage, councillors are asked to confirm that “I certify the above to be a true record”, whilst subsistence claims request the claimant confirms that “I certify that I have necessarily incurred the above expenses in the performance of my duties and receipts are attached. 

Both declarations should be improved as follows:
For mileage claims:
“By submitting this claim I declare that:

· I have undertaken the official journeys listed

· I have read the rules governing the use of private vehicles for official journeys

· My driving licence is valid

· My insurance policy incorporates a clause indemnifying the council against third party claims arising out of the use of vehicles on official business”.

 For Subsistence claims:

· I have actually and necessarily incurred the expenditure on travelling, subsistence or other items hereby claimed for reimbursement

· No part of this expenditure has been, will be or should be reimbursed by any other party or organisation
· I have made this claim in line with Council Policy and at the correct rate where applicable.
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	Risks


1. Craven District Council is currently unprotected against fraudulent mileage and subsistence claims.

2. The current declaration does not prohibit claims from councillors who are not uninsured for business use nor have a valid driving licence.

Summary of Strategic Risk Recommendations

	Shared Audit Service Recommendation
	Management Response
	Officer Responsible & Implementation Date

	Both the mileage and subsistence claim forms need to be amended to reflect stronger wording on the signed declarations. 
	Agreed
	Corporate Head (Financial Management & Section 151 Officer)  January 2014

	Craven District Council moves to using Trent for all mileage and subsistence claims, thereby ensuring that

a) The declaration has to be signed otherwise the claim cannot be submitted

b) All areas of the claim have to be completed.

c) Claims can be completed on a daily basis and submitted at any time.
	Agreed in principle but we will need to undertake a cost/benefit review before taking this forward.  We already have numerous projects about to start for 2014/15, therefore this will not be possible until the end of 2015 at the earliest.
	VFM & Improvement Manager



Vehicle Documentation – Business Insurance and Driver Licences
	3.12 
	On an annual basis, Finance staff send out an email requesting that all councillors must submit details of:

· Valid car insurance, to confirm they are insured for business use
· Current driving licences, to ensure they are legally permitted to drive the insured vehicle.  
Internal Audit testing has identified that:

· One councillor’s driving licence expired on 4th June 2013 but has received reimbursement for 1,600 miles after this date.  It maybe that the councillor has an up to date driving licence now, but this information has yet to be submitted to the Council.  
· One councillor’s insurance details only relate to the period 24th April 2013 – 5th June 2013 (a review of 2012 shows the same information related to 23rd April 2012 – 6th June 2012), yet he has received reimbursement for 976 miles outside of these dates (total paid £390.40).

· One councillor is only insured for business use “in connection with the Policyholder’s business as a farmer”.  He is therefore not covered for business mileage in his role as a councillor but in 2013/14 up until November 2013, he has been reimbursed £591.60 for 1479 miles.
· 4 councillors have failed to submit details of their driving licence and business insurance when requested but have received mileage payments from the council. 
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	Risk


1. Council has reimbursed mileage against its own Policy requirements
Summary of Strategic Risk Recommendations

	Shared Audit Service Recommendation
	Management Response
	Officer Responsible & Implementation Date

	Obtaining insurance and driving licence details is not a one off exercise but something that should be constantly reviewed.  If anything changes, councillors need to remember that they have a duty to inform finance.
	Agreed.  This needs to be reflected in the Policy but will also be shown in the new declaration as noted in a previous recommendation
	Corporate Head (Financial Management & Section 151 Officer)  January 2014
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