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FINANCIAL CODE No. 5 — 

FINANCIAL IRREGULARITIES 

 

1. Background 
 

1.1 The Council attaches high importance to the proper management of public money. 
Council employees are expected to be honest, to comply with financial controls, to 
report any concerns about financial processes or transactions, and to submit themselves 
to scrutiny when required. The Council also expects its business dealings with other 
parties to operate to the same standards. 

 
1.2 The Council is committed to dealing firmly with all instances of fraud, theft, bribery, 
corruption or any attempted financial malpractice. Its position is set out in the Corporate 
Anti-Fraud and Anti-Corruption Policy Statement and Strategy which was agreed by the 
Policy and Resources Committee in June 2018. Oversight of policies, practices and 
outcomes relating to fraud and corruption is provided by the Council’s Integrity Group 
(chaired by the Director Economy and Resources). 
 
1.3 The Council’s policy includes active participation in the National Fraud Initiative 
(NFI), where data sharing and matching are used to reduce fraud and error in financial 
transactions. Local progress and outcomes from the NFI will be reported to the Audit, 
Risk and Scrutiny Committee. 

 

1.4 This Financial Code provides guidance to managers on preventing, detecting, 
reporting and responding to financial irregularities. 

 
2. Prevention and Detection 
 

2.1 All managers are responsible for preventing and detecting fraud and other financial 
irregularities within their services. This requires: - 

• An open work culture 

• A sound system of internal control 

• Particular consideration given to areas of higher risk. 

 

2.2 The starting point for successful prevention and detection is to create a work culture 
which values honesty and puts the protection of the public interest first. It is achieved by 
managers operating personally to the core values of integrity, trust and openness and by 
requiring all their staff to do the same. 

 
2.3 Managers should confirm their staff have read the Council’s policies and learning 
materials and are familiar with their obligation to report any concerns about improper 
financial conduct.  Staff should be made to feel they will be taken seriously and 
understand that they will not suffer by bringing a concern to a manager’s attention. 

 
2.4 Staff are required to report when they have reason to believe that one or more 
of the following applies to a work situation: - 

• A criminal offence (including theft or bribery) 

• An unlawful act 

• Failure to comply with a statutory or legal obligation 
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• Improper or inappropriate use of funds or assets 

• Deliberate concealment of any of the above 
Services should have written procedures on how and where staff are to report such 
concerns. 

 
2.5 All managers need to establish sound systems of internal control designed to deliver 
the Council’s business efficiently and effectively, protect staff and prevent misconduct. 
Staff should be appraised that failure to operate management’s internal controls is a 
serious, potentially disciplinary, matter.  Advice on internal financial control is provided to 
managers in Financial Code No. 1 and is also available from Internal Audit. 

 
2.6 Managers are required to consider which particular risks apply in their service 
and arrange to manage these. Examples of higher risk areas include: - 
 

• Access to cash and other negotiables 

• Ability to influence fees and charges (including writing off debts) 

• Tendering and award of contracts 

• Purchasing of goods and services 

• Decisions on eligibility or award of service 

• Granting permissions 

• Acquisition, use and disposal of assets 

• Ability to raise payments 

• Claims (expenses, timesheets). 

 
3. Responding to Financial Irregularities 
 
3.1 It is the responsibility of the line manager to act on any suggestion of financial 
irregularity.  The manager should appraise their Head of Service, the Head of Finance 
and Procurement (S95 Officer) and the Head of Democratic Services (the Monitoring 
Officer) of the circumstances and consult them on proposed actions. 
 
3.2 At any time and without delay, the Head of Service must make a formal complaint 
to the Police Service of Scotland where it is believed a criminal act has occurred. 
 
3.3 Most instances of suspected financial irregularity will require to be investigated by 
the Service.  An investigation is the action of examining, studying or enquiring into 
something or someone and evaluating material through a considered, systematic 
approach.  The purpose of investigation is to establish the facts, identify who was 
involved, and reach a conclusion on what did or did not happen. A referral to the Police 
need not rely on an internal investigation first, and an internal investigation need not be 
delayed where a Police referral has been made (unless the Police so request). 
 
3.4 In respect of a financial irregularity, action should be taken by the Service to secure 
all evidence which might be needed to take the matter further. Early consideration 
should be given to whether any members of staff need to be suspended or otherwise 
restricted from access to the workplace on a protective basis while the investigation 
takes place.  Advice on whether suspension of staff is appropriate should be sought from 
Human Resources. 
 
3.5 An investigation may only be undertaken by a suitably independent and competent 
officer. Services generally are expected to establish a pool of staff they can draw on who 
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can be supported to develop appropriate skills.  For financial irregularity investigations 
Internal Audit must be consulted on the appointment of the investigating officer and can 
provide technical advice to the investigation as required. 
 
3.6 The investigation should address all of the circumstances of the irregularity 
including what the applicable rules and procedures are, what normal practices look like, 
the scale and nature of anomalies, which staff appear to have been involved or have 
relevant knowledge and what they have to say about events, and the credibility of any 
explanations offered by persons directly linked.  The investigating officer should 
evaluate all the available evidence and consider what evidence is not available. They 
should, as far as possible, reach a finding as to whether there is a case to be answered 
by one or more members of staff (without making any conclusion as to individual guilt). 
 
3.7 The investigating officer should prepare a formal written report about the financial 
irregularity for the Head of Service and copy this to the Chair of the Integrity Group.  
Thereafter the Head of Service is required to progress appropriate actions in accordance 
with the Council’s policies and in liaison with their Director, the S95 Officer, the 
Monitoring Officer and the Head of People and Transformation. 
 
4. Sanctions 
 
4.1 Where evidence supports that a criminal act may have taken place the Head of 
Service should refer the matter to the Police through a formal complaint. There may also 
be times where earlier Police involvement will be deemed necessary (e.g. where an 
investigation cannot make progress without their participation). 
 
4.2 Theft, fraud and corruption are serious conduct offences against the Council.  
Following proper process, employees should face disciplinary action if there is evidence 
they have been involved in anything of this kind. The disciplinary action should not be 
delayed for the outcome of criminal or civil proceedings unless there are exceptional 
circumstances (e.g. on Police advice).  For parties external to the Council, consideration 
should be given to the early termination of any agreements in place and to future 
relationships. 
 
4.3 The standard of proof required for a prosecution is more demanding than the 
‘reasonableness’ test required for a disciplinary sanction. There will be circumstances 
therefore where a disciplinary hearing is the only proposed course of action for an 
employee. To ensure consistency and to protect the reputation of the Council, Heads of 
Service must also consult the Chair of the Integrity Group on any decisions where a 
financial irregularity does not lead to a Police referral. 
 
5. Recovery 
 
5.1 A second objective in dealing with financial irregularities is the recovery of any loss. 
There are a number of routes available depending on the circumstances of the case. 
 
5.2 It is acceptable to seek repayment directly from the party concerned. This will not 
generally affect a Court case because, if a criminal act was involved, repayment does 
not alter this fact. Where repayment is to be made in this way it should be made clear to 
the party that such will not affect the Council’s right to refer the matter to the Police, nor 
does it represent acceptance by the Council that the sum settled is the only amount of 
loss. The Police should be advised of any restitution if it is made after referral to them. 
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5.3 A third party might make an offer of restitution also.  This can be accepted providing 
it does not limit the Council’s ability to seek prosecution or give publicity to the case in an 
appropriate manner if considered in the Council’s interests by the Integrity Group. 
 
5.4 The Council has a Fidelity Guarantee insurance policy which covers loss through 
fraud by its employees. A claim under the policy does not depend on there being a Court 
case but there must be a demonstrable financial loss. If a claim is made the insurance 
company have the right to instigate their own action through the Courts to obtain redress 
against the individual. 
 
5.5 If the case is going to Court after a formal complaint by the Council, the Procurator 
Fiscal should be asked to seek a compensation order to cover the loss. 
 

5.6 For staff other than teachers, the Local Government Pension Scheme (Scotland) 
Regulations 1998 (as amended) provide for the employing authority to recover amounts 
from former employees who have ceased employment in consequence of a criminal, 
negligent or fraudulent act. The employing authority is required to give 3 months’ notice 
and provide a certificate of the method of calculation and the effect on pension benefits. 
The deduction is subject to appeal to a Court or an arbitrator. 

 
6. Reporting 
 
6.1 The Council is required to report financial irregularities to its external auditors (for 
onward reporting to Audit Scotland). Notification of all incidents must be passed to 
Internal Audit on discovery for recording purposes. Directors and Heads of Service will 
be asked to confirm annually this requirement has been observed. 
 
6.2 The Integrity Group will review all financial irregularities and outcomes as part of its 
responsibility to maintain oversight of the Council’s anti-fraud and anti-corruption policy 
framework and ensure compliance with it. 
 

 


