A REPORT BY THE CONTROLLER OF AUDIT TO THE ACCOUNTS COMMISSION
UNDER SECTION 102(1) OF THE LOCAL GOVERNMENT (SCOTLAND) ACT 1973

STRATHCLYDE PARTNERSHIP FOR TRANSPORT
INVESTIGATION OF EXPENSES AND OTHER MATTERS

intreduction and background

1.

Strathclyde Partne.rship for Transport (SPT) is the largest of the seven Regional
Transport Partnerships established by the Transport (Scotland) Act 2005. SPT plans
and delivers transport across the west of Scotland, in conjunction with focal councils
and-its partners, |ts responsibilities include operating the Glasgow subway, working
with councils to organise school transport, concessionary travel and maihtaining bus
shelters, bus stations and travel centres. SPT consists of 20 elected members (who
represent the 12 constituent councils) and between seven and nine appointed
members. It spends around £100 million each year and employs about 700 people.

The provisions of Part Vi of the Local Government (Scotland) Act 1973 apply to
Transport Partnerships such as SPT, including the requiremént for the Accounts

Commission to appoint external auditors.

Following media reports of alleged misuse of public funds at SPT involving: travel
and accommodation expenses incurred by senior individuals; the use of consultants;
tendering arrangements for cleaning and other services; marketing expenditure; the
managemeht of a major capital project; and the use of a conference venue, SPT
invited KPMG (the external auditors appointed by the Accounts Commission) to
undertake a review. Subsequent to this and in response fo correspondence received,
Audit Scotland agreed the scope of the work with KPMG to ensure they covered all

aspects of known public concern during their investigation.

KPMG com pteted their investigation in May.2010 and reported to SPT and Audit
Scotland. The purpose of my report is to bring to the attention of the Accounts
Commissionrand the public serious deficiencies in SPT’s previous arrangements for
managing, controlling and récording travel expenses and to summarise the action

taken or proposed by SPT in response.

Some key individuals referred to in KPMG’s report (SPT's former Chairman and
former Vice-Chairman and the former Chief Executive and former Director of
Communications) have left SPT.

SPT’s infernal auditors reported on travel and subsistence in April 2009 as part of

their planned programme of audits. Among other points, internal audit highlighted the




need for greater value for money challenge and strengthening of authorisation
controls. SPT has advised me that most of the actions arising from the internal audit

work were addressed prior to KPMG'’s enquiries.

KPMG identified serious deficiencies in SPT’s arrangements for monitoring,

controlling and recording travel expenses. KPMG also identified scope for

improvement in some of the other areas covered by their review.

7. The KPMG report is attached as an appendix. This report is already in the public
domain and contains minor redactions by SPT to remove the names of some

individuals not directly involved and the names of some suppliers.

8. | would highlight in particular the following points:

Use of corporate credit cards — of expenditure of £57,556 over a two year
period between 2007 and 2009, 57% (£32,749) was not supported by receipts
at the time of KPMG's investigation. However, KPMG noted that a number of
the receipts that they were unable to locate were reviewed as part of the audit
work leading to the internal audit report in April 2009 in which internal audit
concluded that corporate credit cards were used in accordance with SPT policy
and that expenditure was receipted. SPT management advised KPMG that an

officer responsible for the administration of corporate credit cards shredded the

receipts and other supporting documentation by mistake.

Overseas travel — KPMG’s report notes that 17 countries were visited over a
two year period between 2007 and 2008 and that this involved total
expenditure of £57,243. Two visits, to New York {in November 2008) and
India/Dubai (in October 2007), involved expenditure of £17,499 and £18,506
respectively and together accounted for mare than half of the total overseas
visit expenditure over the two years. These visits invoived senior officers and
elected members: New York - former Chief Executive; former Vice-Chairman
and Vice—Chairmén; India/Dubai - former Chief Executive; Assistant Chief

Executive (operations); former Chairman; and former Vice-Chairman.

Overall, KPMG identified items which suggest there may have been some
personal expenditure (as opposed to expenditure directly related to SPT's
business) and/or excessive costs. In relation to the two visits highlighted (New
York and india/Dubai} KPMG questioned whether it was necessary in each
case for two elected members to be in attendance. In relation fo the New York
visit, KPMG found limited evidence that SPT received value for the level of

expenditure incurred.




» Visit to Greater Manchester Passenger Transport Executive (GMPTE} — this
meeting, in May 2008, was attended by the former Vice-Chairman and the
former Director of Communications. Evidence suggests that the visit was
arranged to coincide with the UEFA cup final (this is disputed by the former
Director of Communications); in the evening of the day of the meeting with
GMPTE the former Director of Commﬁnications attended the football match.
There were also inaccuracies in expense claims, and the personal element of
certain expenses was masked. KPMG concluded that the total amount incurred

of £1,495 contained personal and éxcessive expenditure.

An internal review of the circumstances surrounding the meeting with GMPTE
was undertaken prior to KPMG's investigation. As a resuli, the former Director

of Communications repaid £290.

9. KPMG also considered the allegations about the use of consultants, tendering
arrangements, marketing expenditure, matters relating to a capital project and the
use of an external conference venue. KPMG's report identifies scope for

improvement in some areas.

10. Section 11 of KPMG’S report {page 32 of the appendix) summarises their
conclusions on each of the nine areas of their investigation. Section 12 of their
report {page 34) sets out an action plan which contains seven recommendations.
The action plan includes SPT management’s' response together Wit_h target dat.es

and the officers responsible for implementation.

11. Management’'s response to recommendations on expenses states that where
expenditure is confirmed as personal, an invoice will be raised for reimbursement to
SPT. in relation fo the visit to GMPTE the action plan contains the same comment on

recovery, where amounts have not already been reimbursed.

SPT has taken action to address the matters arising from the audit. The Police were
informed and they will not be taking any action.
12. Having received KPMG's report, SPT convened a special meeting of its Audit and

Standards Commitiee in June 2010. In accordance with its usual practice for
committee papers, the KPMG report was published on SPT’s website in advance of

the mesting.
13. The minute of the meeting shows that the Committee approved the action plan set

out in KPMG's report. The Committee also expressed concern at the lack of

judgement exercised in respect of the visit to Manchester and sohne of the overseas

travel referred to in KPMG's feport.




14. [n addition to KPMG's recommendations, the Committee agreed eight control actions

for expenses and travel:

e All commitiee requests for approval of attendance at conferences and overseas
visits will be accompanied with a business case, estimated costs for travel and

accommodation, plus confirmaticn of any officer attendance.

» _The Committee will receive regular reports on conference attendance and
overseas travel, together with actual costs and information on whether or not

feedback reports were completed.

» A best practice eXpehses policy for officers will be combleted and considered
by the Committee in autumn 2010 and this and senior officer expenses will be

avaifable on SPT's website.

» The Commitiee will review all senior officers’ and members’ expenses on an
ongoing basis.

* Members’ expenses guidelines will be revised to strengthen the expectation
that public transport will be the preferred mode of travel, acknowledging

flexibility is required in practice.

» internal audit will review the document retention policy and report back to a

future meeting of the Commitfee.

+ Business class should not be the preferred method of air travel unless special

circumstances dictate otherwise.

» The need for aitendance at projected meetings will be reviewed in the light of

any changing circumstances in the interim.

15. KPMG confirmed with SPT’s chief internal auditor that a copy of the KPMG report
was passed to the Police in June 2010, in accordance with SPT’s established
procedures for dealing with reports involving alleged fraud. Strathclyde Police
assessed the content of the report and advised SPT in July 2010 that they were
unablé to identify any areas of criminal activity and as a result they would not be
instigating enquiries.

16. SPT’s Audit and Standards Committee met in September 2010 and received a report
from management confirming that, of the seven recommendations in KPMG's report,
six had been impiemehted with the remaining action (expense policy benchmarking)
in progress. In terms of recovery of money, SPT management conﬁrfned'that £290
was repaid by the former Director of Communications in February 2010 in respect of '

~personal expenses Claimed for the GMPTE visit. in addition, following a further
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- review initiated by SPT, ihe former Chief Executive has repaid £1,350 in respect of

amounts which another organisation had reimbursed to him directly; SPT had paid
for travel on his behalf and so the money should have been reimbursed to SPT.

KPMG will carry out a follow-up exercise on the action plan as part of their 2010/11

audit.

There have been changes in SPT membership and in senior management.

17.

18.

Following press reports that the former Chairman had stood dewn from his position
at SPT on health grounds, his constituent council confirmed that a new
representative would take his place. The former Vice-Chairman stoed down in

February 2010 and was subsequently replaced by his consfituent council.

The former Chief Executive retired on ill-health grounds on 9 April 2010. Following
this change, SPT took the opportunity to review its senior management structure and
in May 2010 approved a new structure aimed at saving £180,000 annually. This new
structure is now in place. Part of the resfructuring involved reducing the number of
Directors from eight to four. As a result the former Director of Communications left
the organisation on 14 May 2010. Thése changes occuired in financial year 2010/11
and the terms under which senior officers left SPT will be considered by KPMG as

part of their routine audit of that year’s accounts.

Conclusion

19.

20.

21.

The purpose of my report is to bring to the attention of the Accounts Commission and
the public serious issues relating to travel expenses at SPT. In my opinion, these
issues stemmed from a combination of culture, process and behaviours, particularly
among some of the most senior officers and elected members in SPT at that time.
While guidelines and processes were in the main followed, it is clear the expenditure
in a number of cases would not meset the public’s expectation of what is an

acceptable use of public money.

I am particularly concerned that documentation fo support expenditure incurred using
corporate cre'dit cards was not retained and about the amo_unts spent on overseas
travel. There are questions about whether elements of overseas expenditure
represented value for public money, including the visit to New York which involved
senior figures in SPT who were in my view responsible for setting an appropriate

tone and culture for how public money should be used.

The evidence leads me to the conclusion that the visit to the Greater Manchester
Passenger Transport Executive was arranged to coincide with a sporting event: The.

related travel and accommodation arrangements were geared towards facilitating




attendance at that event as opposed to any strong business reasons. That is an
unacceptable use of pub!ic.money. | agree with KPMG's conclusion that there is an
argument that all expenses associated with the visit should be repaid. | would
encourage SPT to seek to recover the balance of the full cost of the trip ie £1,205
{expenditure incurred of £1,495 less £290 repaid by the former Director of

Communications).

22. It is clear that SPT has taken this matter seriously, through its own investigations and
in its open and constructive approach toe enquiries by its external auditors and me.
The actions listed by SPT appear appropriate and KPMG will be reviewing how

effective these actions are in practice as part of their 2010/11 audit.

FRASER McKINLAY
CONTROLLER OF AUDIT
27 October 2010
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