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Section 1 — Introduction
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We are pleased to present our annual report to the Audit Committee for the year ended 31
July 2006. The main purpose of this report is to provide a summary of the internal audit
work performed during the year and highlight the important findings arising.

As internal auditors, our fundamental role is to provide management, the Audit
Committee and the University Court with independent assurance as to the adequacy and
effectiveness of the systems of internal controls reviewed and to report weaknesses
identified together with recommendations for improvement. We fulfil this role by
carrying out appropriate audit work in accordance with the annua operational plan
approved by University management and the Audit Committee on behalf of the Court.

Our approach is consistent with the Scottish Funding Council Code of Audit Practice and
guidance contained in the Government Internal Audit Manual. Our main points of
contact are the Head of Finance and Deputy Secretary, although we have right of direct
access to the Principal and Audit Committee. We meet regularly with the Audit
Committee during the year.

Our audit work is led, planned and controlled from our Aberdeen office by the following
steff:

Partners

Manager
Vaue for money considerations are included within the work scope for all our probity and
operational reviews. As aresult the findings of these reviews identify a number of areas

where there are opportunities to improve the efficiency of existing procedures and
practices.

We would like to take this opportunity to formally record our thanks for the co-operation
and support we have received from the management and staff of the University during the
year and look forward to continuing this good relationship.
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| Section 2 — Executive Summary

I nternal Audit Plan

2.1

During the year we issued 10 reports, which included a follow up review on prior year reports. In
total we raised 51 new recommendations in the reportsissued during the year.

In terms of overall progress we can confirm that all scheduled fieldwork has been completed in
accordance with the agreed audit programme. Final management responses have been agreed on
al of our reports. We input 85 working days during the year ended 31 July 2006. Our annual
service report is shown at Appendix A.

A summary of all our projects reported during the year isincluded in Section 3 of this report.

Report to Audit Committee

2.2

2.3

As Internal Auditors to the University we are required to provide the Audit Committee with an
Annual Statement on internal Control. The University and its management are responsible for
ensuring that a system of controls, financial and otherwise, is established and maintained in order
to carry on the operations of the University in an orderly and efficient manner. Thisisto ensure
adherence to management policies, to safeguard the assets and to secure, as far as possible, the
completeness and accuracy of records. Our responsibility as interna auditors is to evaluate
significant financia systems and associated internal controls and to report to the Audit
Committee on the adequacy and effectiveness of such controls and systems. Our work is
performed in accordance with an Internal Audit Plan that is approved by the Audit Committee at
the start of the year. We cannot examine the whole system of controls, financial or otherwise, nor
isinterna audit a substitute for management’s responsibility to maintain adequate and effective
systems of internal control over financial and operational systems.

In assessing the level of assurance to be given we have taken account of:

All audits undertaken during the year;

The balance of probity work against special investigations and value for money work;
Follow up action taken in respect of last year’s audit work;

Our perception of the extent of ‘control awareness’ amongst the staff of the University;
and

° Our overall coverage planned during the term of our contract.

Overall Conclusion

24 On the basis of work undertaken in the year ended 31 July 2006, we consider that the University
has appropriate controls over the systems we examined as summarised in Appendix A to this
report subject to the implementation of the agreed recommendations. In providing such an
opinion we would draw to your attention our findings as presented in the individual internal audit
reportsissued throughout the year.
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Section 3 - Summary of Findings

This section summarises our main findingsin all of the areas reported to Audit Committee during the year
to 31% July 2006.

Report 1 — Strategic Planning

31

Our overal conclusion for the review was that adequate arrangements were in place at an
institutional level over the development and monitoring of strategy. However, we identified a
number of areas where existing arrangements could be improved or strengthened within the
strategic planning and monitoring processes. The main areas requiring further focus related to
increasing the linkage between the School plans to the overall University objectives and ensuring
that the School plans have considered and included objectives, responsibilities and timeframes
over al of the key areas of activity. We also recommended that the University should finalise the
reporting and planning mechanisms to be introduced over the Service Departments and consider
whether the School and Department planning and budgetary cycles can be co-ordinated more
effectively.

Report 2 —Creditors

32

Our overall conclusion was that the University had an adequate system of control in place over
most of our objective areas. However a number of areas were identified where controls were
lacking or capable of improvement. The main areas for further focus relate to increasing the level
of control over the supplier master files, access to the BACS files, bank details, and the invoice
matching process. The key recommendations from our review are summarised below.

o Supplier masterfile amendment reports should be produced and reviewed on amonthly basis
to provide a monitoring control over changes to supplier master data. New supplier bank
details should also be obtained by a person other than the person requesting a new supplier
to be set up.

) The process of invoice matching should be documented in University procedures and
reiterated to staff in the Schools and Support Services.

e All BACS files should be read only to ensure that no changes can be made prior to
transmission.

o Our review of aged creditors and testing of invoice payments identified that the University
credit terms of 30 days are not being fully met. All University personnel involved with the
processing and authorisation of invoices should be reminded of the University credit terms
and the importance of processing invoices promptly.

o The University should introduce formal communication mechanisms from Human
Resources to ensure that all employees who have left the University have their access to
Finance systems removed.

University of Abertay
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Section 3 - Summary of Findings (continued)

Report 3- TRAC Income Allocation

33

Our overall conclusion was that the University had satisfactory controls in place over compliance
with the requirements of the TRAC guidance on income allocation, with only a minor matter for
consideration identified from our review. We aso noted that the University had implemented a
new student accounting system since the last annual TRAC return which should assist with
completing the return for next year.

Report 4 — People Development

34

Our report recognised that there was a growing awareness and commitment within senior
management to the area of people development and that progress continued to be made with
respect to HR development at the University. However, our overall conclusion for the review
was that the current processes and systems in place to support and deliver the HR strategy offer
substantia scope for improvement. The key challenges for the University going forward included
the need to map business requirements and demand with staff profile, introduce an effective
performance appraisal process to align individual and institutional objectives, link performance
with reward and to develop and co-ordinate a central training and development function. The key
recommendations from our review are further summarised below.

e  The University should introduce detailed medium to long term forward planning and
budgeting requirements over staff resourcing and profiling.

e The leve of detail, content, information and analysis included with the School forward
plans under the headings of staff development and staff resources required to be
strengthened and given increased focus within the planning cycle.

e  The University should formally assess the current HR leadership arrangements and consider
whether the associated risks of not having a dedicated HR Director are being adequately
managed. Consideration should also be given to introducing a longer term solution and
more cost effective method of HR direction than the use of an external Consultant.

e  We recommended that the University conduct a full survey of al staff over al key areas
within people devel opment at the University.

e  The University should develop a new performance appraisal / management process at the
University to replace the current Career Review process.

o If the current Career Review Process is to continue, the University should ensure that it is
consistently and transparently applied and that this is subject to internal monitoring and
review.

e  The University requires to co-ordinate and centrally communicate the training available at
the University and develop the courses available based on the needs identified during the
Career Review process or adternate.

e  The University should develop a policy and provide guidance to Schools / Departments on
succession planning and best practice.

University of Abertay
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Section 3 - Summary of Findings (continued)

Report 5—1T Strategy and Planning

35

Our overall conclusion was that the University had an adequate system of control in place over
most of our objective areas. However a number of areas were identified where controls were
capable of improvement. The main areas for further focus related to increasing the level of control
over monitoring the progress of short term goals against set objectives and introducing more
formal reporting structures across the Information Services function.

Report 6 —Payroll and Per sonnel

3.6

Our overal conclusion was that the University had an adequate system of control to manage
payroll and personnel in most of the objective areas reviewed. However, during our review we
identified a number of processes where improvements could be made to further develop and
strengthen the University systems in place. The key recommendations from our review are
summarised below:

Payroll

. The access rights for amending payroll standing data should be reviewed to ensure
sufficient segregation of duties are in place between the HR and Payroll personnel. In
addition, controls over reviewing all amendments to standing data and a reconciliation of
prior and current month gross pay should be re-implemented as soon as possible to ensure
the validity and accuracy of the monthly payroll.

. The University should identify areas of expenditure where VAT could potentially be
recovered from expenses.

. A standard overtime sheet should be used by all Departments/ Schools and supported by a
formal University overtime procedure.

. Where advances have been paid, the submission of post-travel forms should be monitored
and reported upon against the one month timescale required by procedures. In addition, a
formal timescale should also be set for the submission of post travel forms where no
advance was paid to ensure timely submission.

. Formal management reporting arrangements should be introduced at a School and
Department level on a monthly basis over key payroll and personnel management
information.

Personnel

. The University should ensure that recruitment forms are completed in advance of posts

being filled and ensure that appropriate records are kept in line with best practice to
evidence the result of the vetting and verification process during recruitment

. The University should ensure that al new starts should have a contract in place prior to
their first day and that signed copies of contract change forms are obtained and held on file
to evidence the acceptance of all changesin employee contractual terms.

University of Abertay
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Section 3 - Summary of Findings (continued)

Report 7 - ngtitutional Projects

37

Our overall conclusion was that the University had no consistent approach to project management
and a number of improvements required to be progressed to implement a uniform, formal and
robust project management process within the institution. The key issues of our review related to
the lack of a formal project management methodology, procedures, required documentation and
reporting arrangements. Our recommendations are summarised bel ow.

= A forma project management methodology and management procedures should be
developed and implemented at the University, containing details of the key project steps,
controls, processes and documentation to be followed.

=  Template documents should be developed for the key deliverables and planning documents
for mgor projects at UAD. The template documents should be incorporated as appendicesto
the procedures recommended above and designed to facilitate the detailed requirements of
the procedures and controls.

» For each ingtitutional project, a responsible University committee should be identified and
documented at an early stage. The approval of the projects should be based on consideration
of a forma business case and options appraisal by the relevant committee and be
documented within the meeting minutes.

= A forma project management team should be established for each institutional project, with
roles and responsibilities being clearly defined and documented for the project management
team as a whole and the key individuals responsible for the project. The constitution of a
project management team should be a requirement of the procedures recommended above
and also should ensure that appropriate representations are included from key areas such as
Finance, Estates and other key departments/ user groups.

= University procedures should require a risk register to be developed for each project,
detailing the identified risks and controls inherent in the project. The project risk register
should be kept up to date and considered on aregular basis by the project management team.

e Thefinancia cost, budget position and status of each project should be formally reported on
and monitored at each project management team meeting. Summary reports should also be
monitored and discussed at the relevant University committee.

Report 8 — Follow Up 2004/05 Reports

3.8

From our follow up of the twelve reports issued in 2004/05 we reported that the implementation
of our recommendations had progressed well with 32 of the 52 recommendations having been
fully implemented. This represented an implementation rate of 62%. We recognised that 17 of
the remaining recommendations (33%) were in the process of being implemented and also
highlighted the importance of the University monitoring that these recommendations are
progressed to full implementation.

There were two recommendations where progress had not been made. We noted that the
implementation of both of these recommendations were dependent on other actions being
concluded at the University beforehand. We also noted that the implementation of both these
recommendations was still intended by the University.

University of Abertay
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Section 3 - Summary of Findings (continued)

Report 9 — School of Social and Health Sciences

39

Our overall conclusion was that adequate controls were in place over most of the objective areas
reviewed. However, we identified a number of areas where there was opportunity to improve
controls and develop current processes. The main areas identified for improvement are listed
below.

»  The School should introduce a more proactive approach to increasing research income and
activity. It is recommended that the Research Committee assess the current skills, areas of
expertise and academic interest within the School and target areas where research income
could be generated, with financia research income targets set to alow performance to be
monitored.

»  The person requisitioning and preparing School manual order forms should be recorded on
each form to provide an audit trail of the persons involved and evidence appropriate
segregation of dutiesin the procurement process.

= All invoice request forms should be signed off in accordance with procedures prior to
passing to Finance. The authorising signature provides evidence that the invoice request is
valid and has been appropriately reviewed.

=  The School should include details of student feedback obtained and acted upon in the overal
Annual Report and roll out best practice across the School subject areas.

= The Senior Management Group meeting agenda should include the discussion of
management accounts and specifically the budget to actual position for key areas as a formal
item on amonthly basis.

=  Werecommended that the pre and post travel forms be matched and subsequently filed in the
same folder to ensure that University procedures have been complied with.

Report 10— Parker Street

3.10

Our overal concluson was that there were a number of weaknesses identified in the project
management process followed for the Parker Street project up until the point of planning refusal.
In line with the findings of our Institutional Projects Report 7 we identified that a number of
improvements require to be progressed at the University to implement a uniform, forma and
robust project management process within the institution. The key issues of our review related to
the lack of a formal project management methodology followed for the project, the lack of a
formal business case with a clearly identified method of delivery for the project and a lack of
formal reporting arrangements.

University of Abertay
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| Section 4 — Statement of Responsibility

STATEMENT OF RESPONSIBILITY

This report and the work connected therewith are subject to the Terms and Conditions of the contract between
University of Abertay Dundee and Deloitte & Touche LLP. The report is produced solely for the use of University of
Abertay Dundee. Its contents should not be quoted or referred to in whole or in part without our prior written consent,
except as required by law. Deloitte & Touche LLP will accept no responsibility to any third party, as the report has
not been prepared, and is not intended for any other purpose.

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

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 al improvements that might be
made. Recommendations for improvements should be assessed by you for their full impact before they are
implemented. The performance of interna 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. 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. 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. Effective and timely implementation of our recommendations by
management isimportant for the maintenance of areliable internal control system.

In this document Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, its member firms and
their respective subsidiaries and &ffiliates. As a Swiss Verein (association), neither Del oitte Touche Tohmatsu nor any
of its member firms has any liability for each other’s acts or omissions. Each of the member firms is a separate and
independent legal entity operating under the names “Deloitte”, “Deloitte & Touche”, “Deloitte Touche Tohmatsu”, or
other related names. Services are provided by the member firms or their subsidiaries or affiliates and not by the
Deloitte Touche Tohmatsu Verein.

In the UK, Deloitte & Touche LLP is the member firm of Deloitte Touche Tohmatsu and services are provided by
Deloitte & Touche LLP and its subsidiaries. Deloitte & Touche LLP is authorised and regulated by the Financial
Services Authority.

©2006 Deloitte & Touche LLP. All rights reserved.

Deloitte & Touche LLP is a limited liability partnership registered in England and Wales with registered number
OC303675. A list of members names is available for inspection at Stonecutter Court, 1 Stonecutter Street, London
EC4A 4TR, United Kingdom, the firm’s principal place of business and registered office.
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Appendix A
Priority
Total number of

Days recommendations 1 2 3
Financial Processes
Creditors 6 5 0 3 2
TRAC Income Allocation 3 1 0 0 1
Payroll & Personnel 7 7 0 4 3
Operational Processes
People Devel opment 10 8 0 8 0
Institutional Projects 10 6 0 6 0
School of Social and Health Sciences 8 6 0 2 4
Parker Street 5 6 0 6 0
Computer Assurance Reviews
IT Strategy and Planning 6 5 0 3 2
Regulatory, L egal & Risk
M anagement
Strategic Planning 10 7 0 5 2
TOTAL FOR NEW REPORTS 65 51 0 37 14
Follow Up 5 n/a | na n/a n/a
Attendance at audit committee 15
meetings, annual plan, needs
assessment, client service meetings
and service/ annual reports
TOTAL 85
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