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Customer Support Group (CSG) — Invoicing Arrangements

1. Executive Summary

Introduction

As part of the 2015/16 Internal Audit Plan, agreed by the Audit Committee in April
2015, we have undertaken a review of the invoicing arrangements for the
Customer Support Group contract between the Council and Capita.

Background & Context

The Council has a contract for their back office services with Capita, via the
Customer Support Group (“CSG”). The contract covers a number of different
areas: Finance, IT, HR, Estates, Revenues & Benefits, Procurement, Corporate
Programmes, Customer Services and Health & Safety. There are three separate
arrangements for the approval of costs and processing of invoices received from
Capita, dependent on the nature of the service provided. These are outlined
below:

e Management fee — this includes salaries and the operational cost of
outsourcing of all services outlined in the contract. The costs are based on
a financial model which was agreed by both parties when the contract was
signed.

e Gain share agreements — the contract between the Council and Capita
includes specific gain share arrangements where Capita are entitled to a
share of any savings they can demonstrate have been negotiated on
behalf of the Council. In addition, there are several income targets set by
the Council where Capita become eligible for financial reward if it can be
demonstrated that they have met these targets. All gain share and income
targets should be authorised by senior management at the Council before
further action is taken to commence the procurement process.

e Projects and programmes — these costs relate to specific projects and
programmes delivered by Capita on behalf of the Council. The
responsibility for the approval and monitoring of the specific programmes
lies with the Delivery Unit in question and the Council’s Project
Management Office. The Council is invoiced for specific projects and
programmes when key delivery milestones are reached.

The processing of all three categories of invoice is performed by teams in the
Commissioning Group at the Council.

Corporate objectives and risks
The audit supports all four of the strategic objectives in the Corporate Plan 2015 —
2020:

The Council, working with local, regional and national partners, will strive to
ensure that Barnet is a place:
1. of opportunity, where people can further their quality of life;
2. where people are helped to help themselves, recognising that
prevention is better than cure;
3. where responsibility is shared, fairly; and
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4. where services are delivered efficiently to get value for money for the
taxpayer.

Areas of Good Practice

We reviewed the financial model on which the management fee is based. We
selected a sample of two monthly management fee invoices and these were
agreed to the payment schedule in the model.

We reviewed the quarterly Key Performance Indicator (“KP1”) report for Q1
2015/16 and all underperforming KPIs were agreed to the quarterly service
credit list. These represent a reduction in the cost of service for the Council.
No issues were noted with the authorisation of a sample of invoices for
Special Projects or invoices for gain share agreements.

Key Findings (informing the Audit opinion)

This audit has identified two priority 2 recommendations.

We identified the following issues as part of the audit:

Role of the Senior Responsible Officers - There are eight Senior
Responsible Officers (“SRO’s) in post within the Council who act as a liaison
officer between the Commissioning Group and the relevant Department within
Capita CSG, and are integral to the Council’s ‘second line of defence’
(oversight functions). They are the key officers responsible for the
performance management of Capita. The basic remit of each of the SRO’s is
documented in the contract management handbook but in practice is wider
than documented. It was noted that not all SRO’s have an allocated deputy
and the roles and responsibilities of contract managers and SRO’s in the
contract management handbook are not aligned to each other. This lack of
clarity as to the remit of these two roles may result in Capita activities not
being subject to sufficient and appropriate scrutiny or there may be a lack of
alignment between the services the Council expect to be provided and the
actual delivery. (Finding 2.1, priority two).

Annual review of performance measures - There are ten Super Key
Performance Indicators, 31 Key Performance Indicators and 91 Performance
Indicators outlined in the contract which are monitored on a monthly basis.
These reports are scrutinised by the monthly Partnership Operations Board
and the quarterly Strategic Partnership Board. It was noted that for a number
of performance measures, including Super Key Performance Indicators, an
actual figure was not included in the report for quarter one of 2015/16. In these
cases, the report stated that the performance measure was being baselined.
This is due to be completed as part of the annual review in March 2016.
(Finding 2.2, priority two).

Other observations from our review
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As part of our testing we identified an issue which was outside the scope of this
specific review. We have reported this in Appendix A for management
consideration.

The issue is summarised below:

Contract monitoring - assurance activities — in line with good practice, the

Council should have a formal assurance framework in place to monitor the
performance of Capita in the delivery of contractual obligations. The
Commercial team within the Council have documented the first, second and
third lines of defence in place to provide the Council with assurance over
Capita activity. This was produced by the Commercial team to summarise the
core contract and performance management arrangements in place. Although
this is not a formal document, there is no other published assurance
framework document.

A formal assurance framework document would be expected to reflect the
following:

e 1stLine—-Business Operations
Ensuring there is an established risk and control environment in place
within each of the core processes operated by Capita.

e 2nd Line — Oversight functions
Oversight functions such as strategic management, performance
management and functional oversight.

e 3rd Line — Independent Assurance
Internal audit, external audit, and other sources of assurance that
provide independent challenge on the control framework.

We acknowledge that the CSG contract is managed by the Council using a
model where Capita are monitored on their performance against outcomes
rather than how procedures are operated to mitigate the key risks to the
Council.

However, review of the summary of assurances noted that second line
activities currently recorded in the summary document, for example the CSG
Strategic Partnership Board and Performance meetings with the Senior
Responsible Officers, were recorded within the first line section of the
document. It would be expected that a robust first line of defence would be
proactive, identifying non-compliance with contract obligations at the time of
the issue.

There is significant reliance on Internal Audit to provide assurance over the
operation of processes and controls in place within Capita. This is a
retrospective review and would only identify issues after they had arisen, often
significantly after the initial instance of non-compliance.

Limitation of scope

This review focused on the contract management arrangements over CSG by
the Council, specifically the controls in place to mitigate the risks listed in the
terms of reference dated 7 August 2015.

The review was limited to the invoices received from CSG and did not include
invoices from Re.
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e The review of the payment arrangements did not include an assessment of
whether CSG provides value for money for the Council.

e This work did not include a review of any processes and controls operating
within CSG.

Area of Scope Adequacy of Effectiveness Number of Recommendations
Controls of Controls Raised

Priority 1 Priority 2  Priority 3

Contract
Governance

Contract
Monitoring

Invoicing and
supplier payment

Acknowledgement We would like to thank the Commercial team within the Council and
the delivery units for their time and co-operation during the course
of the Internal Audit.
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There are eight Senior Responsible Officers
(“SRQO’s) in post within the Council. Each
function within the CSG contract has an
assigned SRO who acts as a liaison officer
between the Commissioning Group and the
relevant Department within Capita.

There is a contractual requirement outlined in
Schedule 13 to ensure that there is a defined
reporting line for the identification and escalation
of performance issues. In order to address this
requirement, SROs are the key officers
responsible for the escalation of contract
performance issues.

The basic remit of each of the SRO’s is
documented in the contract management
handbook but in practice is wider than
documented.

It was noted that not all SRO’s have an allocated
deputy. Placing reliance on one individual may
result in contingency issues when officers leave
the Council either permanently or for extended
periods.

The contract management handbook also
includes documented roles and responsibilities
for assigned contract managers within the
Commercial Team. However, there is no clear
documented process of how the SRO and
contract manager should work together.

2.1 Role of the Senior Responsible Officers

Insufficient resource available to monitor
Capita activity may result in a lack of robust
scrutiny by the Council. This may lead to
issues not being identified and escalated
promptly, impacting on the operational
delivery of Council services.

Recommendation 1

a) Management should review the roles and
responsibilities of those officers assigned to
coordinate the contract management
activities. This should include ensuring the
roles and responsibilities of SRO’s and
contract managers do not duplicate or
contain gaps.

b) Management should review the resources
and capacity available at the Council to
monitor Capita activities and ensure that the
current capacity is targeted at the key
delivery risks. This should include sufficient
and appropriate contingency and cover
arrangements for SRO’s and other senior
stakeholders.
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There may be duplication and gaps in the roles
and responsibilities undertaken by the SRO and
contract manager if there is no formal
communication between the two.

Management Response Responsible Officer

As there have been changes to the Director of Resources and Director of Commercial roles, it is the Director of Resources Review to be
right time to re-look at roles and responsibilities and how the teams work together to ensure the completed —
contracts are delivering value for money and satisfaction. There is a workshop planned to ensure 31/5/2016
robustness of clienting is demonstrated.
Director of Commercial Implemented by —
30/6/2016

2.2 Annual review of Key Performance Indicators

There are ten Super Key Performance Incomplete or inaccurate performance Recommendation 2
Indicators, 31 Key Performance Indicators and measures reported by Capita may result in
91 Performance Indicators outlined in the the Council not being able to make a clear or a) Management should review the performance
contract which are monitored on a monthly basis informed judgement on functions where measures to determine whether the correct
by the Council. performance information is missing. This measures are being baselined and that the
These reports are scrutinised by a number of may Ile{a%to issu%s n_ot bei?_g iden"[[irf]ied and new thresholds are appropriate.

. : . escalated promptly, impacting on the
B g e Ny ATt o opeatonal delveryof Counl sences, ) Management shod considr uhethr i
Partnership Board which includes the SRO'’s. \l’JV: (-;Jd byecz%ri)tg?:?;ep;?t\;ﬂ é gltjep;reK e?/ta
We reviewed the performance report produced Performance Indicators or Key Performance
for the first quarter of 2015/16 and noted that all Indicators.

performance measures are included. It was
confirmed, however, that performance
management information is not independently
validated by the Council.

It was noted that for a number of performance
measures, including Super Key Performance
Indicators, an actual figure was not included in
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the report. In these cases, the report stated that
the performance measure was being baselined
and the thresholds for these will be changed.
These are not being reported in the short term
until new thresholds have been agreed.

We confirmed that an annual review of the Key
Performance Indicators was performed in April
2015. Discussion with management confirmed
that the entire performance measure framework
will be reviewed as part of the three year
fundamental review of the CSG contract in
March 2016. This includes baselining of existing
performance measures.

Management Response Responsible Officer

The Council will be putting resources into doing risk based deep dives into data used by Capita to Director of Commercial 31 July 2016
report Super KPI or KPI performance.

Timetable

Terms of reference 14 August 2015
Fieldwork completed 29 February 2016
Draft report issued 7 March 2016
Management responses received 30 March 2016
Final Report Issued 4 April 2016
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Appendix A: Observations for management from the review of CSG contract management arrangements

As part of our testing we identified an issue which was outside the scope of this specific review. This is reported below for

completeness and for consideration by management.

Contract monitoring — assurance activities

1 In line with good contract management practice, the Council has a
Contract Management toolkit in place to support contract
managers in managing the activity on the Council’s contracts.

Alongside this toolkit there should be a formal assurance
framework in place to monitor the performance of Capita in the
delivery of contractual obligations due to the size and nature of
the strategic contracts in place with them.

The Council’'s Commercial team have prepared an assurance
mapping document which outlines the first, second and third lines
of defence in place to provide the Council with assurance over
Capita’s activity.

This was produced by the Commercial team to summarise the
core contract and performance management arrangements in
place. Although this is not a formal document, there is no other
published assurance framework document.

In line with good practice, the First Line of Defence relates to the
business operations i.e. ensuring there is an established risk and
control environment in place within each of the core processes
operated by Capita.

The Second Line of Defence is the oversight functions i.e.
strategic management, performance management and functional
oversight.

b)

C)

d)

f)

Management should undertake an exercise to understand the
key controls in place within each of CSG’s core processes.
This could be achieved through review of the appropriate
policy and procedure documents.

Management should assess and document whether the
controls in place are sufficient to mitigate the Council’s key
operational risks.

Any control gaps identified in the first line of defence should
be raised with Capita and where appropriate processes
should be amended accordingly.

Management should review and update the assurance
framework document to ensure inclusion of the identified first
line of defence activities. All key Second and Third line
activities should also be recorded, including detailing the
officers with the core roles and responsibilities in relation to
them.

Management should review the activities on the assurance
map to ensure there is sufficient flow of information between
the first, second and third lines of defence to allow the Council
to promptly identify issues with any of the key delivery risks.

Management should then consider whether the information
available through the three lines of defence is sufficient to
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The Third Line of Defence is independent assurance i.e. Internal
Audit, External Audit, and other sources of assurance who provide
independent challenge.

We acknowledge that the CSG contract is managed by the
Council using a model where Capita are monitored on their
performance against outcomes rather than how procedures are
operated to mitigate the key risks to the Council.

However, we noted the following issues for senior management
consideration:

There is a lack of formal documentation held by the Council of
the first line defence activities operating at Capita. For
example, this may include access to procedure manuals to
assess whether the control framework in place mitigates the
Council’s key risks. This was highlighted as a finding in
relation to the accounts payable process where there was no
up to date procedure document in place (see Accounts
Payable audit findings, January 2016).

We understand through review of the Commercial team’s
Assurance Map and discussion with management, that
currently Internal and External Audit activities provide the only
evaluation of the design and operation of the controls in place
within Capita processes to mitigate the Council’s key risks...
These form part of the third line of defence in the assurance
framework. This testing approach is generally retrospective
and would only identify issues after they have occurred,
possibly a significant period of time following the initial non-
compliance. We did not see evidence of real time monitoring
of the operation of Capita controls.

Although some second line management oversight activities
were found to be operating effectively, there are some second
line activities which are currently recorded as the ‘first line’ of
activities within the Commercial team’s analysis. These should
be moved within the updated version of the assurance map.

9

9)

provide senior management with assurance that the key
strategic risks are mitigated.

Once reviewed, the three lines of defence map should be
signed off by senior stakeholders including all SROs, the
Director of Resources, the relevant Contract Managers, the
Commercial Director and the Chief Operating Officer.
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These include the following:
- CSG Strategic Partnership Board
- Monthly performance reports

- Performance meetings with the Senior Responsible

Officers
Director of Commercial Q2 of 2016/17

Director of Resources

10
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Appendix B: Statement of Responsibility

We take responsibility for this report which is prepared on the basis of the
limitations set out below:

e The matters raised in this report are only those which came to our attention
during the course of our internal audit work and are not necessarily a
comprehensive statement of all the weaknesses that exist or all
improvements that might be made.

e Recommendations for improvements should be assessed by you for their
full impact before they are implemented.

e The performance of internal audit work is not and should not be taken as a
substitute for management’s responsibilities for the application of sound
management practices. We emphasise that the responsibility for a sound
system of internal controls and the prevention and detection of fraud and
other irregularities rests with management and work performed by internal
audit should not be relied upon to identify all strengths and weaknesses in
internal controls, nor relied upon to identify all circumstances of fraud or
irregularity.

e Auditors, in conducting their work, are required to have regards to the
possibility of fraud or irregularities. Even sound systems of internal control
can only provide reasonable and not absolute assurance and may not be
proof against collusive fraud.

e Internal audit procedures are designed to focus on areas as identified by
management as being of greatest risk and significance and as such we
rely on management to provide us full access to their accounting records
and transactions for the purposes of our audit work and to ensure the
authenticity of these documents.

e Effective and timely implementation of our recommendations by

management is important for the maintenance of a reliable internal control
system.

11



Appendix C: Guide to assurance and priority

The following is a guide to the assurance levels given:

The level of non-compliance puts the system objectives at risk.

No Assurance

Control  processes are generally weak leaving the

Substantial There is a sound system of internal control designed to achieve
the system objectives.
O Assurance . . :
The control processes tested are being consistently applied.
: While there is a basically sound system of internal control, there
Satisfactory . o Co .
Q are weaknesses, which put some of the client’s objectives at risk.
Assurance There is evidence that the level of non-compliance with some of the
control processes may put some of the system objectives at risk.
Q Limited Weaknesses in the system of internal controls are such as to put
the client’s objectives at risk.
Assurance

processes/systems open to significant error or abuse.

Significant non-compliance with basic control processes leaves the
processes/systems open to error or abuse.

Priorities assigned to recommendations are based on the following criteria:

High — Fundamental issue where action is considered imperative to ensure
that the Council is not exposed to high risks; also covers breaches of
legislation and policies and procedures. Action to be effected within 1 to 3

months.

Medium — Significant issue where action is considered necessary to avoid
exposure to significant risk. Action to be effected within 3 — 6 months.

Low — Issue that merits attention/where action is considered desirable.
Action usually to be effected within 6 months to 1 year.

12



