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INTRODUCTION & BACKGROUND 

 
The Business Services Organisation (BSO) Internal Audit performed a Management of Contracts audit in BSO in 
February 2012.  This audit involved review of 10 high value contracts and Limited assurance was provided 
regarding the system of internal control around the Management of Contracts.  This level of assurance was 
provided on the basis of the use of roll forwards of old contract arrangements and pricing agreements rather than 
competitive tender processes in 5 of the sample of PaLS contracts tested.  As part of their audit of BSO’s financial 
accounts 2011/12, the NIAO performed further work in PaLS and based on their findings, the C&AG qualified the 
BSO’s 2011/12 accounts, based on 8 warehouse contracts with an expenditure value of £2.5m which had been 
extended beyond their period. 
 
Following the NIAO Report to Those Charged with Governance, BSO undertook an exercise to collate data on all 
PaLS Pricing Agreements (PPAs) and contracts which had been rolled forward beyond their valid term.  BSO have 
developed a Recovery Action Plan and PaLS Senior Management have been reporting weekly to SMT on the 
progress being made in ensuring contracts are compliant with extant legislation and guidance.  
 
During July 2012, BSO Internal Audit was asked by the BSO Chief Executive to provide independent assurance on 
the completeness and accuracy of the content of the PaLS Recovery Plan.   
 
In addition, the DHSSPS decided that an in-depth review of all extended/direct award contracts managed by PaLS 
should take place. This Departmental led review was to run parallel with the BSO internal audit review.   
 
Given the complementary nature of both commissioned assignments, the DHSSPS Head of Internal Audit and the 
BSO Head of Internal Audit co-ordinated the work and this report presents the outcome of both commissioned 
assignments. 
 
Throughout the assignment, Internal Audit had access to procurement advice from a representative from the DFP 
Central Procurement Directorate. 
 
 
TERMS OF REFERENCE 
 
The scope of the BSO commissioned assignment was: 

 To verify the completeness, accuracy and form a view as to the reliability of the list of contracts which 

require regularisation, as per the PaLS update to SMT dated 3rd July in respect of the quarter ended 30th 

June 2012.   

 To verify, if possible, the level of potentially irregular expenditure across HSC bodies, as per the PaLS 

update to SMT dated 3rd July in respect of the quarter ended 30th June 2012. 

 To review systems in place to prevent and if necessary, capture irregular contracts/procurement activity 

following the PaLS update to SMT dated 3rd July in respect of the quarter ended 30th June 2012. 

The scope of the Departmental commissioned assignment was: 

 Consideration of the findings from the BSO internal audit review (conducted by BSO Internal Audit);  

 Consideration of the decisions made by PaLS to extend contracts and identification of root causes of non 

compliance (conducted by BSO Internal Audit); 

 Review of the governance arrangements for contracts including management’s assessment of contract 

information and risk (conducted by BSO Internal Audit); 

 Review of the basis for the BSO response to Andrew McCormicks’ letter as part of the Procurement 

Review in summer 2011 (conducted by DHSSPS Internal Audit); 

 Implementation by BSO of DHSSPS Procurement Report recommendations since the report was issued 

(conducted by DHSSPS Internal Audit); and 

 Identification of recommendations for improvement arising from the above (conducted by both DHSSPS 

Internal Audit and BSO Internal Audit) 
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MANAGEMENT SUMMARY  
 
1 RELIABILITY OF LIST OF CONTRACTS REQUIRING REGULARISATION AS AT 30TH JUNE 2012 
 
BSO Internal Audit are content that the list of contracts requiring regularisation, produced by PaLS and reported 
regularly to SMT, is reliable albeit a small number of high value additional activity/contract issues have been found. 
 
During this review, Internal Audit reviewed 1,496 live contracts and  identified a small number of further 
activity/contracts that were extended beyond the valid contract term or were directly awarded without evidence of 
proper process (mainly absence of OJEU Contract Award Notice).  In total, six issues were identified relating to 
direct awards of pharmaceutical products and Neonatal Screening Kits and Analyser and the extension of Bed 
Management contracts beyond their valid contract term.  Although the number of issues identified was small, the 
estimated annual value of these six issues is £1,961,344.  
 
On comparing data on live contracts held on the procurement/contracts management system (ESourcingNI) to the 
order management system (SIS – Supplies Information System), BSO Internal Audit identified £351,554 of spend 
in the first four  months of 2012/13 associated with purchases which were individually or cumulatively above the 
Procurement Control Limits but which had not been subject to a competitive procurement process and procured 
under contract or which were procured under an expired contract.  The testing conducted in this area was based on 
sampling and does not therefore reflect the total non-contract expenditure.  Whilst Internal Audit recognise that 
there will always be some expenditure which validly is not under contract (as it is below the Procurement Control 
Limits), this particular audit finding illustrates the need for a structured, regular review of cumulative expenditure to 
highlight areas where a competitive procurement process is required.  By way of context, PaLS calculate the total 
annual managed expenditure through PaLS in 2011/12 to have been £488m. 
 

The contract information on ESNI is not fully accurate and complete and reliance cannot be placed on the 

information.  Particular issues were flagged around the quality of contract file management in the Pharmaceutical 

contract section. 

  

During this review, Internal Audit observed the usage of frameworks and contracts that had been established by 

Centres of Procurement Expertise other than PaLS evidence was not retained at the PaLS sites in relation to 

these.  In 1 case, there was insufficient evidence held for Internal Audit to confirm that the framework/contract was 

in valid term and that PaLS had valid access rights to the arrangement.  It should be noted that PaLS Management 

are confident that the service has access to a valid contract in this case and that the issue is around retaining 

evidence to support this. 

 

A number of further issues were observed on review of all live contracts.  These included the absence of OJEU 
Award Notices following An EU tender process; four cases when a non-EU procurement exercise was conducted 
but the actual contract value on award exceeded the EU threshold; and delays in award of pharmaceutical 
contracts. 

 

2 VERIFICATION OF POTENTIALLY IRREGULAR EXPENDITURE AS AT 30TH JUNE 2012 

Internal Audit are content that the PaLS Pricing Agreement (PPA) expenditure figure of £6,578,480 in 2012/13, as 
at 30

th
 June 2012, as calculated by PaLS, is reasonable.  BSO Internal Audit can conclude that the PaLS process 

for collating this data for SMT is adequate.  As outlined under objective 1 above, a small number of additional high 
value issues were identified during this review. 
 
 

3 MONITORING CONTRACTS  
 
BSO Internal Audit observed rigor and formality to contract monitoring and reporting as part of the Recovery 
process.  Through testing and discussion with Senior Procurement Managers, BSO Internal Audit are content that 
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procurement processes are generally being initiated to renew contracts where they are approaching expiry and that 
the Senior Procurement Managers are aware of the status of contract renewals.  However, beyond the Recovery 
process, routine contract monitoring processes need strengthened and in particular, formalised.   Specifically 
Internal Audit noted: 

 There is a need for formal and regular review of contracts due for renewal by the Head of Clinical 
Procurement and Head of Non Clinical Procurement and appropriate escalation processes to the Assistant 
Director of PaLS, the Director of Operations and the BSO SMT.   

 Whilst each site had similar contract monitoring tools, the level of formality and frequency of meetings 
varied.  Standardised contract monitoring processes are required across all sites. 

 ESNI is not currently utilised effectively by contracts teams or PaLS Senior Management to assist in 
contract renewal monitoring. 

Whilst current contract renewal work was generally found during testing to be underway, Internal Audit note the 
potential risk to the delivery of the routine pharmaceutical contract programme given that contract team staff have 
secured positions in the Recovery team.   

 

4 ROOT CAUSES 
 
From discussions with PaLS Senior staff, the decision to extend contracts beyond their valid term or to establish a 
PPA where a contract never existed, were taken in the following context: 

 The need to secure continued supply of essential goods.  

 Extending contracts beyond their original term was perceived by PaLS as acceptable practice in some 
circumstances, prior to revised Public Contracts Regulations 2009 and subsequent guidance.   

 Risk of legal challenge was perceived as low. 

 Competing priorities and the prioritisation of strategically significant contracts. 
 
From discussion with senior staff and consideration of relevant documentation, the following root causes 
associated with the extension of contracts beyond their valid terms and the creation of PaLS Pricing Agreements 
where no contract previously existed, have been identified and validated by Internal Audit: 

 Increased demand for PaLS Procurement Services 

 Resource Availability, in context of increasing demand and recruitment challenges 

 Revised Procurement Strategy 

 Input from Contract Adjudication Panels (CAGs) 
Internal Audit also identified two issues which may have contributed to the situation: 

 Absence of formal contract renewal monitoring at a senior level. 

 Assumption inappropriately made by PaLS when the decisions were made, that extending contracts 
beyond their valid term was an acceptable practice in some circumstances. 
 

Internal Audit is of the view that it is the combination of the above root causes that led to the creation and ongoing 
use of PaLS Pricing Agreements and the roll forward of contracts beyond their valid term, rather than any individual 
factor. 
 
The main recommendation of this report is that business planning and workforce planning processes need further 
developed.  An exercise to fundamentally define and anticipate PaLS complete workload and to plan 
comprehensively for the delivery of this workload is required.  This should include seeking confidence that the 
current structures and staffing are adequate to meet the increasing demands on the service and the development 
of a formal workforce strategy.   
 
  
 
5 PALS GOVERNANCE AND RISK MANAGEMENT 
As outlined under objective 3 above, the governance arrangements associated with contract monitoring should be 
strengthened and formalised, beyond the Recovery process.  In particular, formal processes to enable senior 
management review of contract renewals and appropriate escalation of potential issues, are required.  Internal 
Audit welcome the introduction of a Compliance Unit and appreciate that this Unit was established to specifically 
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address requirements of the Guidance on Single Tender Actions issued in February 2012.  Currently there are 
potential independence issues particularly in terms of the Unit’s role in providing advice direct to PaLS, rather than 
the Trusts or other HSC organisations, on Single Tender Actions as part of the Recovery process and also on 
warehouse and regional contracts.    
PaLS risk identification processes prior to 2012/13 were not robust and did not flag any areas of concern in relation 
to contract renewals.  Whilst it is appreciated that the PaLS risk register has been developed during 2012/13, 
Internal Audit advise that there is a need for ongoing focus and review on the PaLS risk register and action plan. 
 

6 REVIEW OF THE BASIS FOR THE BSO RESPONSE TO PERMANENT SECRETARY’S LETTER AS 
PART OF THE PROCUREMENT REVIEW IN SUMMER 2011 

 

7 REVIEW OF IMPLEMENTATION BY BSO OF DHSSPS PROCUREMENT REPORT 
RECOMMENDATIONS 
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INTERNAL AUDIT APPROACH 

 
Reliability of the List of Contracts Requiring Regularisation as at 30

th
 June 2012: 

 
BSO Internal Audit obtained the PaLS report to the BSO Senior Management Team (SMT) dated 3

rd
 July, 

containing details of all contracts which require regularisation, and sought to confirm completeness of the list by 

undertaking a 100% review of all active contracts as at 30th June 2012 at all PaLS sites. Internal Audit obtained a 

report from ESourcingNI (ESNI) containing a list of all live contracts on the system as at 30
th
 June 2012. It was on 

this list that Internal Audit’s testing was based, however to ensure the ESNI list was complete the following actions 

were taken: 

 Discussions were held with Band 5 staff and above at each PaLS site to seek confirmation that all 

contracts were included on the ESNI list. 

 A data matching exercise was performed against the order management system (SIS – Supplies 

Information Systems) 

For every live contract found, BSO Internal Audit viewed the information held on ESNI and also on hard copy 

contract files and performed the following testing: 
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 Sought evidence to confirm that a competitive process was conducted, that the appropriate number of 

quotations/tenders were sought and that the appropriate type of tender exercise was conducted (ie 

EU/non EU ) in line with CPD Procurement Control Limits and Public Contracts Regulations.  

 Compared the contract dates and extension periods on ESNI to the contract files (including award 

letter, special conditions of contract, and extension letters) to ensure accuracy of information on ESNI 

and ultimately to confirm the contract was valid as at 30th June 2012.  

Note: Due to the substantial number of pharmaceutical products included in each tender, Internal Audit did not 

agree all individual product lines to an award letter for each contract.  Instead this matching was conducted on a 

sample basis. 

 
Internal Audit obtained a download from SIS (the order management system), of all orders receipted in the period 1 
June 2011 to 31 July 2012 (period for which data was accessible).  A data matching exercise was then performed 
against all contracts identified on ESNI as ‘Expired’ as at 30

th
 June 2012 to determine whether any of these 

contracts were still in use after their expiry date.    
 
To further test the completeness of the contract population, Internal Audit performed a data matching exercise, by 
contract reference number, between: orders receipted through SIS between 1 April 2012 and 30 June 2012; and 
the list of live contracts as per ESNI (as at the 30th June 2012).  After this data match exercise, BSO Internal Audit 
were left with 42,800 local stock order lines (stock held at a store within a Trust site that would be used specifically 
by that Trust), and 26,415 non-stock order lines (any item which is not held in either local stock or the central 
warehouse) which either did not contain a contract reference number or had a contract reference number which did 
not match to a live contract on ESNI as at 30

th
 June 2012. In addition, 2,949 warehouse order lines related to 

orders with either no contract reference or an inconsistent contract reference.  Given the volume of exceptions in 
the data match exercise, Internal Audit put the following parameters on testing:   
Local stock and warehouse stock - All order lines over £1,500 
Non-Stock - All order lines £30,000 or more.  
 
 
This involved reviewing 310 order lines in total.  In addition, Internal Audit also tested all orders relating to 
catalogue numbers with no contract reference in the SIS download, with cumulative total orders greater than 
£30,000 in the period between 1 April 2012 and 30 June 2012.  
 
Numerous order lines on SIS did not contain a contract reference number however this does not mean all these 
orders do not relate to a contract but that relevant information was not input onto the order.  
 

Limitations of SIS Information:  SIS does not mandate the input of contract references and information can be 
manually adjusted, therefore the data is not complete and cannot fully be relied upon.  Order lines are not always 
traceable to contracts if the person placing the order has entered an incorrect reference or not included a contract 
reference at all.  It is noted that data quality should improve following implementation of the new Finance, 
Procurement & Logistics system.  Given the imminent roll out of this new system, BSO Internal Audit have not 
included weaknesses in the current SIS system and processes in this report. 

 

Expenditure against Pharmaceutical contracts does not appear on SIS therefore SIS data match testing did not 

include Pharmaceutical contracts. However, a data matching exercise was performed from the Pharma weekly 

spreadsheet to active contracts on ESNI, where a sample of 350 line items from the weekly spreadsheet were 

matched by contract reference, to live contracts on ESNI as at 30th June 2012.  

 

 
Verification of Potentially Irregular Expenditure as at 30

th
 June 2012 

 
BSO Internal Audit reviewed the process used by PaLS to calculate expenditure against known PaLS Pricing 
Agreements for the period April – June 2012.  In conjunction with PaLS staff, Internal Audit re-performed this 
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process and tested expenditure against what was included in the report to BSO Senior Management Team (dated 
3

rd
 July 2012).   

 

Contract Monitoring Processes 
BSO Internal Audit discussed and sought evidence of contract monitoring processes at PaLS.  At each site, all live 
contracts that had expired between 30

th
 June 2012 (date of ESNI live contract information) and the date of audit 

testing, were reviewed to ensure either they had been renewed or had expired without the need for renewal. 

Furthermore, at each site, a sample of contracts that were due to expire in the next few months, were tested to 
ensure that, where appropriate, a renewal process was in progress.  

 
Root Causes Relating to the Extension of Contracts Beyond Their Valid Term and Use of PaLS Pricing 
Agreements 
BSO Internal Audit discussed the root causes that led to the extension of contracts beyond their valid term and the 
creation of PPAs where a valid contract did not exist, with the Director of Operations, the Assistant Director PaLS 
and Senior Managers in PaLS.  Internal Audit also considered: the Background Paper (August 2012) prepared by 
BSO for the DHSSPS Permanent Secretary to aid the work of the DHSSPS Procurement Oversight Group (POG) 
in which the organisation documented the root causes; the analysis prepared by the Assistant Director PaLS for the 
BSO Chief Executive of the Primary and Secondary reasons for each PPA (September 2012); Reasons listed on 
Single Tender Actions forms relating to PPAs; and salaries budget and actual whole time equivalents for years 
ended 2009/10 to 2011/12. 

 
Governance Arrangements for Contracts including Management’s Assessment of Contract Information and 
Risk  
BSO Internal Audit discussed with PaLS Management and considered the adequacy of governance arrangements 
for contract monitoring.   The testing conducted is outlined in the Contract Monitoring paragraph above. 
The Risk Management reporting arrangements, the current PaLS risk register and the PaLS risk register as at 
March 2012 were considered by BSO Internal Audit. 
 
Review of the basis for the BSO response to Andrew McCormicks’ letter as part of the Procurement Review 
in summer 2011  
To be inserted by DHSSPS HIA 
 
Implementation by BSO of DHSSPS Procurement Report recommendations   
To be inserted by DHSSPS HIA 
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AUDIT FINDINGS AND RECOMMENDATIONS 

                                                                                               
1 RELIABILITY OF LIST OF CONTRACTS REQUIRING REGULARISATION AS AT 30

TH
 JUNE 2012 

 
Objective 1: To verify the completeness, accuracy and form a view as to the reliability of the list of contracts which 

require regularisation, as per the PaLS update to SMT dated 3rd July in respect of the quarter ended 30th June 

2012.   

 

1.1  Total Live Contracts  

The table below indicates the number of contracts identified at each site and examined by BSO Internal Audit:  

 

Site Total ‘active’ 

contracts as at 

30th June 2012 

reviewed (on 

ESNI) 

Total ‘created’ 

contracts active as 

at 30th June 2012 

reviewed (on ESNI) 

Total contracts 

active as at 30th 

June 2012 reviewed 

(NOT on ESNI) 

Total 

contracts 

Examined 

Antrim (including 

Capital) 

354 2 2 358 

Ards 93 - 2 95 

Boucher 235 29 1 265 

Gransha 116 - 13 129 

Pharma (at Boucher) 207 - 7 214 

Armagh (Pinewood) 138 1 - 139 

Royal Victoria Hospital 285 4 3 292 

Sustainability(at 

Boucher) 

4 - - 4 

Total 1,432 36 28 1,496 

 

The figures above include contracts procured under Frameworks/Contracts established by other Centres of 

Procurement Expertise which were included on ESNI.  The above table does not include other 

Frameworks/Contracts established by other Centres of Procurement Expertise which were identified during 

data match testing of ESNI to SIS. See Section 1.3.2 of this report for additional information  

 
1.2 Further Activity Requiring Regularisation, Identified During Review of All Live Contracts and Data 

Matching Between ESNI and SIS 

 

1.2.1 Review of All Live Contracts 

On review of 1,496 contracts, BSO Internal Audit has identified a small number of further activity/contracts that 

were extended beyond the valid contract term or were directly awarded without proper process (ie mainly absence 

of OJEU Contract Award Notice):  
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i Pharmaceutical Activity: 
One supplier was directly awarded two products with an estimated annual value of £1,332,491.69, when no 
bids were received within the Proprietary Medicine tender process in 2008. This Supplier holds exclusive 
rights to these products, however correspondence of award was via email and no OJEU Contract Award 
Notice was published. 
 
A second supplier was directly awarded one product with an estimated annual value of £93,500, this was 
also a product to which the supplier held exclusive rights.  However this product was not included within the 
Proprietary Medicines competitive tender process.  The award was again conducted via email and an 
OJEU Contract Award Notice was not published. 
 
A further third supplier was directly awarded four products with an estimated annual value of £88,448.85.  
This supplier was approached by PaLS when no bids were received for these products within the Supply 
and Delivery of Oncology, Oncology Dose Banding, Biological Products and 5HT3 Antagonists tender 
process in 2008. However the supplier did not hold exclusive rights to the products which are generically 
available.  As in the two cases above the award was conducted via email and an OJEU Contract Award 
Notice was not published. 
 
Internal Audit appreciate that given the market was tested in all these cases, a Regulation 14 exemption is 
likely to be relevant in each of the cases above. 
 

ii Bed Management Services: 
Two contracts for the ‘Provision of Total Bed Management Services to Belfast HSC Trust’ (Belfast City 
Hospital – BCH & Royal Victoria Hospital - RVH) were noted which were extended beyond the original 
terms included in the contract. Both contracts were for seven years (commencing 1999 and 2000) and both 
were extended (one in 2006 and one in 2007) for a further seven years without being re-tendered. The 
annual value of each contract is £214,000 (BCH) and £200,000 (RGH). Per discussion with PaLS 
Management these contracts were operating leases which were extended by PaLS and the Trusts as the 
life of the beds involved was considerably longer than the original contract life..  The terms of that lease 
were then re-negotiated reflecting the “second hand” nature of the beds and, according to PaLS, delivered 
an annual saving to the Trusts.  BSO Internal Audit notes that these two contracts were the first of their 
kind in Northern Ireland and subsequent contracts were for periods of 10 to 15 years.  Internal Audit also 
appreciate that there could have been value for money implications, should these tenders have been re-run 
after seven years. 

 
iii. Neonatal Screening Kits and Analyser: 

One supplier was directly awarded a contract with an estimated annual value of £32,900, when no bids 
were received for that specific lot within the tender process of the contract in May 2007.  The contract was 
awarded in October 2008, and the market was not retested at this time. Per management, the supplier is a 
sole supplier for the product.  No OJEU Contract Award Notice was published. 

 
 
With the exception of the 6 regularisation issues listed above, all other 1,490 contracts examined were within the 
valid term of a competitively procured contract.   
 
 
 
 
1.2.2 ESNI/SIS Data Matching Results 
To further test the completeness of the contract population, Internal Audit performed a data matching exercise 
between orders receipted through SIS and the list of live contracts as per ESNI.  The approach, sample nature and 
limitations of this data matching exercise are outlined in the Internal Audit Approach section of this report.  Testing 
was also performed to identify expenditure against all contracts marked as expired on ESNI, as at 30

th
 June 2012.  

As pharmaceutical orders are processed by the Trusts through their pharmacy system, and not SIS, a further data 
matching exercise was performed from the Pharma weekly spreadsheet to active contracts on ESNI.  Out of a 
sample of 350 line items from the weekly spreadsheet, all items were traced to a valid contract.  
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The table below details the cumulative expenditure on particular products identified that was not under contract or 
which related to a contract which had expired:   

 
 
Product Description Catalogue 

Number/Contract 
Reference 

Total spend (for 
period 1/7/11 – 
30/6/12 or since 
contract expired) 

Total spend 
(for period 
1/4/12 – 
31/7/12) 

Managed Service Desk BHSCT – 
Year 4 (Boucher) 

Contract 1558/RS/Q06 
(expired 31/10/11) 

£198,209.76 £198,209.76 

Film X-Ray Fuji AD-M 18cmx24cm 
(All sites) 

Contract T2006 (local 
Trust STA expired on 
08/10/11) 

£154,827.97 £51,930.81 

Detergent Enzymatic Gigazyme 2 
Ltr (Armagh) 

FSB034 £59,161.19 £22,591.16 

Syringe CT Fast Load Empower 
640001 (Armagh) 

FWC005 £43,940.00 £18,980 

Suture Vicryl VCP353H# (Armagh) FZU816 £29,086.01 £12,878.67 

Label Laser A4 Sheet 4 Across 8 
Down 32TV (Armagh) 

WWW020 £18,617.56 £7,182.07 

Bag Transport Clear Endoscope 
Irradiated LDTB/GI (Armagh) 

FSE005 £18,472.89 £9,418.88 

Suture Vicryl Plus VCP741G 
(Armagh) 

FAA709 £12,712.87 £4,923.06 

Endoscopic Cleaning Brushes 
(Ards) 

Contract 103633 (expired 
30/11/11) 

£8,096 £6,512.00 

Sheath Verascope Gynaecare 
GMS805 (Armagh) 

FTV001 £11,536.25 £6,325.00 

Mapleson C Circuits (Ards) Contract 102732 (expired 
31/12/11) 

£5,170 £3,465.00 

Syringe Kit CT Medrad SQK-65-VS 
(Armagh) 

FWC004 £5,010.00 £3,006.00 

Trach Set Blue Rhino 
Perc.CPTIA100WCEHC (Armagh) 

FWL500 £7,781.66 £3,001.26 

Pipelle De Cornier 1103000 
(Armagh) 

FJZ004 £6,077.05 £2,566.33 

Internal Quality Control Material in 
WHSCT (Gransha) 

Contract 103512 (expired 
April 2011) 

£8,782.40 £564.00 

Total £587,481.61 £351,554.00 

 
 
 
1.2.3 Total of Significant Issues Identified During Review of Live Contracts and Data Matching to SIS 
 
The total annual expenditure associated with all the issues identified in 1.2.1 above is estimated to be £1,961,344.  
The spend to date for the first 4 months of 2012/13 associated with non-contract spend identified in section 1.2.2 is 
£351,554. 
 
To provide context to these substantial monetary amounts, as per figures calculated by PaLS, approximately 
£488m (including direct awards/PPAs) of spend was managed by PaLS in 2011/12. Also as per PaLS calculations, 
approximately 80% of managed spend in 2011/12 was covered by contracts (this figure excludes PPAs).  The 
approximate 20% of PaLS managed expenditure which is not under contract includes purchases under the 
Procurement Control Limits and also includes those goods currently under a PPA.  However, there is likely to also 
be expenditure that on an aggregate order basis should be competitively tendered – this has been demonstrated 
during Internal Audit testing, outlined in section 1.2.2 above.  Although there is evidence of some adhoc review, 
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PaLS do not systematically and regularly review the non-contract spend to identify and address activity which 
cumulatively exceeds the tender threshold.    
 
 

REF RECOMMENDATIONS MANAGEMENT COMMENT & 
IMPLEMENTATION DATE 

RESPONSIBLE 
MANAGER 

1.2 
(i) 

All issues highlighted above should be 
reviewed by BSO and appropriate action 
taken, either to run appropriate competitive 
processes or to put valid Single Tender 
Actions in place.  The contracts/activity 
highlighted above should be added to the 
Recovery Plan.  
 

  

1.2 
(ii) 

Where direct awards apply to any other 
pharmaceutical products not sampled in this 
review, similar action should be applied.  

  

1.2 
(iii) 

In conjunction with customer organisations, 
PaLS should develop a systematic, regular 
review of non-contract expenditure in order to 
identify cumulative spend on goods/services 
above the tender threshold and in particular 
above the EU threshold, and take action 
accordingly. 

  

1.2 
(iv) 

Management should ensure thatrequisitions 
received for products are not processed 
under expired contracts. 

  

 

 

1.3 ESNI Housekeeping and Contract File Management 

 

1.3.1  ESNI Maintenance 

 

The most common issues identified during testing of all live contracts (as at 30th June 2012), related to data quality 

on the ESourcingNI system (See Appendix A Summary of ESNI Data Quality Issues).  During testing, Internal Audit 

identified a substantial number of issues with information held on ESNI. The contract information on ESNI is not 

fully accurate and complete and reliance cannot be placed on the information.  Entering and maintaining contract 

details on ESNI is perceived as an administrative filing process in PaLS.  ESNI is not used as a management tool 

to monitor contracts.  

 

In total, Internal Audit identified 28 live contracts which were not included on ESNI.  It is appreciated that some of 

these were contracts awarded on the old Procon system and which have not been uploaded onto ESNI in error. 

 

In addition to keying errors and the input of inadequate information, there is a lack of clarity and consistency on 

what information to include in particular data fields such as the Estimated Contract Value and Actual Contract 

Value and what if any data fields should be updated over time.  Staff also reported technical issues regarding 

ESNI, including not being able to change the status of contracts from ‘created’ to ‘active, which Internal Audit 

observed through testing and is highlighted in table at 1.2.  
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1.3.2 Contract File Maintenance 

 

All sites, with the exception of Armagh, held limited documentation, if any at all, on the use of Frameworks 

established by other Centres of Procurement Expertise and the use of National Contracts. BSO Internal Audit 

cannot therefore provide assurance that BSO PaLS have access rights to valid contracts/frameworks established 

by Other Centres of Procurement Expertise in every case. In one case, there was insufficient evidence held to 

confirm that the framework/contract was in valid term and that PaLS had access rights to the arrangement.  See 

Appendix 3 for exception.  It should be noted that PaLS Management are confident that the service has access to 

valid contracts in all these cases and that the issue is simply around retaining evidence to support this. 

 

An inconsistent approach was also noted in relation to the information held on contract files.  The quality of contract 

files varied from site to site and indeed across individual buyers.  In particular, contract file housekeeping could be 

improved in Pharma contract section and the following specific issues were identified in relation to the maintenance 

of Pharma contract files: 

 Within the Pharmaceutical Industry, company acquisitions appear to occur frequently and pharmaceutical 

companies also sell product rights to other companies which can result in contract re-assignments. Internal 

Audit found limited evidence within contract files to support changes to supplier names by way of 

acquisition or reassignment.  It should be noted however that on testing these cases, Internal Audit could 

obtain evidence from Management and the internet that confirmed the company name change.  It is also 

recognised that it is current practice for PaLS to seek legal advice around the impact of novations and 

product transfers.  

 Internal Audit testing highlighted that variations to contracts (for example product additions) did not have 

adequate supporting documentation held on file and that addition of products was largely conducted via 

email correspondence, rather than formal variation correspondence. 

 Contract extensions are not consistently applied per the Special Conditions of Contract (SCC), in that if the 

SCC specifies that the contract has a provision for two one year extensions, Internal Audit noted that a 

contract extension for two years is applied.  Internal Audit appreciate that there may be valid reasons why 

the full extension period is exercised at once however these reasons are not evident from the contract files. 

 Extensions letters are not consistently held on contract files, although valid extensions were in place. 
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REF RECOMMENDATIONS MANAGEMENT COMMENT & 
IMPLEMENTATION DATE 

RESPONSIBLE 
MANAGER 

1.3 
(i) 

PaLS management should ensure that action 
is taken to address the contract data quality 
issues on ESNI.  This action should include: 

 Updating and data cleansing live 
contract information 

 Extensive staff training 

 Issuing standard procedures that must 
be adhered to 

 Communication of staff responsibilities 

 Data quality audits/management 
checks 

 
The above actions should apply, although to 
a lesser degree, to the maintenance of hard 
copy contract files. 

  

1.3 
(ii) 

Technical issues with ESNI should be 
reported to the manufacturer and resolved as 
soon as possible. 

  

1.3 
(iii) 

All PaLS sites should hold sufficient 
supporting evidence to confirm access rights 
to Framework and contracts established by 
other COPEs and used by PaLS.  Evidence 
should be retained of the term of the contract 
or framework and the suppliers that can be 
utilised.  PaLS Management should satisfy 
themselves that all frameworks/contracts 
currently used, that are run by other COPEs, 
are in valid term and that PaLS have valid 
access to the arrangements. 

  

1.3 
(iv) 

Pharmaceutical contract files should be 
appropriately maintained and formal 
correspondence should be issued where a 
variation is being made to a contract. 

  

1.3 
(v) 

Contract extension periods that are specified 
as, for example 2 x 1 years, should not 
routinely be applied at once in Pharma 
contracts.  However where there is a valid 
reason for doing this, this should be 
documented on the contract file. 

  

 
 

1.4 Other Issues Identified During Testing Relating to Procurement/Contract Management Process  

i. There were 11 tenders (or 137/1,490 individual contracts) where an OJEU Award Notice had not been 

issued for an EU contract. EU directives relating to the Procurement of Public contracts stipulate that an 

OJEU contract award notice must be issued within 48 days after award of contract (Article 35 of Directive 

2004/18/EC).  All these contracts were awarded prior to April 2010 and were awarded following a 

competitive EU tender process. 

ii. Contract extension letters were not always sent/response received from suppliers on a timely basis (for 

pharmaceutical contracts in particular) and on 2 occasions (RVH: 1; Gransha: 1), an extension letter could 

not be located.  In all these cases, the extension periods were within the valid contract terms. 
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iii. The tender process was not appropriate for the actual contract value in 16 tender exercises (Antrim:3; 

Boucher:3; Armagh:2; Ards: 1; Gransha: 5; RVH; 2).  4 of these 16 cases related to contracts for which an 

EU competition should run but the estimated contract value was below the EU threshold.  The remainder 

related to contracts below the EU threshold which should have been publicly tendered or an incorrect 

number of tenders were invited – these cases included some occasions when Internal Audit was advised 

that sole suppliers/limited number of suppliers existed however evidence of this was not available on file. 

All exceptions occurred prior to 2012 with the exception of one non-EU contract awarded in May 2012. 

Only one site (Armagh) had taken action to address this issue and are currently re-tendering both 

exceptions above, through EU tender processes.  

iv. 7 instances (Boucher: 2; Armagh: 4; RVH: 1) were noted where contracts are due to expire and the new 

procurement process is not yet complete.  In these cases, stock is being 'built up' to avoid the need for 

extension of the contract beyond its valid term, before a new contract commences.   BSO Internal Audit 

recognise that this is a practical approach to ensuring continuity of supply and that stock is being ordered 

during the valid term of these contracts.  It is also recognised that this represents exceptional practice.  

Internal Audit are raising this issue simply to caution against this practice in anything other than exceptional 

circumstances, to ensure continued supply of critical products.  Such action could have potential Value for 

Money implications; could potentially risk having obsolete stock; and could also be utilised to avoid the use 

of a Single Tender Action.   

v. Delays in award of substantial pharmaceutical contracts between 1 and 7 months were observed in 5 out of 

21 regional tenders tested. 

 

 

 

REF RECOMMENDATIONS MANAGEMENT COMMENT & 
IMPLEMENTATION DATE 

RESPONSIBLE 
MANAGER 

1.4 
(i) 

As per OJEU Procurement Guidelines and 
The Public Contracts Regulations 2006, PaLS 
should ensure an OJEU contract award notice 
is issued within 48 days after an award of 
contract without exception 

  

1.4 
(ii) 

Contract extension letters should be sent to 
suppliers on a timely basis to ensure that the 
letter is returned prior to the commencement 
of the extension period. 

  

1.4 
(iii) 

PaLS should ensure that corrective action is 
taken when a procurement process, in line 
with the estimated contract value, is 
subsequently discovered to be inadequate 
when the actual contract value is determined.  

  

1.4 
(iv) 

BSO PaLS should monitor the practice of 
building up stock, approaching expiry of a 
contract, to ensure it is only used in approved 
exceptional cases.  If this is required, the 
volume of stock ordered should be kept to a 
minimum. 

  

1.4 
(v) 

Delays in awarding contracts should be 
reported by exception to the relevant Head of 
Service and escalated where appropriate to 
the Assistant Director of PaLS. 
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2 VERIFICATION OF POTENTIALLY IRREGULAR EXPENDITURE AS AT 30

TH
 JUNE 2012 

 
Objective 2: To verify, if possible, the level of potentially irregular expenditure across HSC bodies, as per the 

PaLS update to SMT dated 3rd July in respect of the quarter ended 30th June 2012. 

 
2.1 Verification of Potentially Irregular Expenditure as at 30

th
 June 2012 

 
As stated in the BSO Management of Contracts report 2011/12, current systems and processes do not facilitate the 
monitoring of expenditure against contracts.  A complex process requiring manual intervention is therefore 
necessary to capture data from SIS (the Supplies Information Systems), against the PaLS Pricing Agreements 
(PPA) references.  
 
BSO Internal Audit reviewed the process used by PaLS to calculate expenditure against known PPAs for period 
April – June 2012.  In conjunction with PaLS staff, Internal Audit re-performed this process and tested expenditure 
against what was included in the report to BSO SMT (dated 3

rd
 July 2012).   

 
For each SMT, a narrative report is prepared by PaLS which is supported by a spreadsheet showing all 
expenditure against PPAs. The total expenditure figure stated in the narrative report dated 3

rd
 July 2012 was 

£4,907,240. However, the figure per the supporting spreadsheet is £7,296,097. Per Management, this difference 
was due to an error made in the 3

rd
 July 2012 narrative report and this was rectified in the next week’s report.   

Orthopaedic expenditure was ‘double counted’ in the spreadsheet.  Effectively, spend against PPAs as at 30
th
 June 

2012 should have been £6,578,480, (excluding several PPAs identified and reported upon subsequent to 30
th
 June 

2012) 
 
Internal Audit are content that the PPA expenditure figure of £6,578,480, as at 30

th
 June 2012 is reasonable and, 

setting aside the known calculation errors in the 3
rd

 July 2012 SMT report, BSO can conclude that the PaLS 
process for collating this data for SMT is adequate.  However the following points should be noted regarding the 
expenditure data provided to SMT: 
 

 Data is extracted from SIS and therefore represents the value of orders receipted against each PPA 
rather than the actual expenditure incurred; 

 If a PPA reference was not recorded against the order on SIS or if an incorrect reference was recorded, 
there is a risk that this activity will not have been captured and included in the SMT report.  Internal Audit 
recognise that controls have been built into the process for capturing this activity, to mitigate this risk as 
much as possible. 

 
Additional expenditure identified by Internal Audit that is outside a current valid contract, is detailed in sections 
1.2.1 and 1.2.2 above. 
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3 CONTRACT MONITORING PROCESSES 
 
Objective 3: To review systems in place to prevent and if necessary, capture irregular contracts/procurement 

activity following the PaLS update to SMT dated 3
rd

 July in respect of the quarter ended 30
th
 June 2012. 

 
3.1 Contract Monitoring Processes 

 
Since the recovery process was initiated and BSO Senior Management Team (SMT) commenced detailed regular 
scrutiny of the PPAs and recovery process, the contract/activity monitoring processes have been strengthened by 
the following: 

 Bi-Monthly Accountability meetings with each Senior Procurement Manager, with the Director of 
Operations, Director of Finance, and Assistant Director PaLS, focusing on all contracts;  

 Monthly Meetings with each Senior Procurement Manager, with the Assistant Director PaLS, Head of 
Clinical Procurement and Head of Non-Clinical Procurement, focusing on all contracts (these meetings 
have actually been in place since April 2012, as per the Assistant Director of PaLS);   

 Ongoing development of complete current tender programme listing for 2012/13 in one single document in 
October 2012, for presentation to BSO SMT every fortnight thereafter.  This current contract listing will 
RAG rate each tender in terms of ability to renew the contract or have the new contract in place by the 
target date.   

 
The above additional measures bring formality and rigor, during Recovery, to the routine contract monitoring 
processes across the various PaLS sites.  In discussion with Internal Audit, PaLS Senior Management have 
recognised that additional formality is required to existing routine contract monitoring processes.  There is a gap in 
the governance processes which means that, outside the Recovery period, there was no formal regular process by 
which the Head of Clinical Procurement, the Head of Non Clinical Procurement or the Assistant Director PaLS 
would have been advised of and monitored contract renewal issues or indeed the creation of PPAs.   
 
The following routine contract monitoring processes are in place within Contract Teams (managed by a Senior 
Procurement Manager at each site): 

 Work-plan Spreadsheets (Armagh) 

 Contracting activity spreadsheets/ monitoring programmes (all sites) 

 Alerts from ESourcingNI.  

 Alerts set up manually on contract managers’ Microsoft Outlook calendar (RVH, Antrim, Boucher)  

 Team meetings (all sites – however majority are not documented) 

 One-to-one meetings between Band 5 contract managers and Band 6/7 procurement managers (Armagh) 
 
Whilst all contract teams described similar contract monitoring arrangements (varied combination of the above), the 
level of formality and frequency of these routine monitoring arrangements varies across sites.    
 
Whilst through discussions with Senior Procurement Managers it was evident that they were generally aware of 
contract renewals, there is an absence of formality in contract management meetings etc.  Contract Team 
meetings vary in frequency from daily to monthly and only two sites keep a formal record of these meetings.   
 
As stated in section 1 of this report, the contract information on ESNI is not fully accurate and complete and 
reliance cannot be placed on the information.  This means that ESNI is not effectively utilised by contract teams or 
PaLS Senior Management to assist in contract renewal monitoring.  Despite the data quality issues on ESNI, some 
PaLS sites do set Alerts on ESNI to flag that a contract is due for renewal.  There is no clarity or consistency over 
how far in advance these alerts should be set and who should receive the alerts.  Internal Audit noted that in some 
cases, the alert date may be set for the renewal date of the contract. 
 
BSO Internal Audit tested a sample of live contracts approaching their expiry date, at each PaLS site.  Internal 
Audit were content that, where relevant, processes to renew the contract were generally underway (see section 1.4 
iv for exceptions).   
 
The regularisation programme associated with the Recovery process is a separate process led by the Head of 
Recovery and involving regular extensive reporting to BSO SMT.  There is evidence that further activity requiring 
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regularisation has been identified and captured in the Report of Irregular Expenditure presented regularly to SMT. 
Contracts on the recovery plan are continually monitored by the Head of Recovery. Updates from Senior 
Procurement Managers are received weekly, in terms of what stage of the tendering process each contract is at 
and progress made since last report, expenditure occurred against each contract and whether a Single Tender 
Action has been put in place.  
 
Some staff from the Pharmaceutical Contract Team have secured positions in the Recovery Unit.  Whilst additional 
funding and posts have been created for recovery, the process has left a number of temporary vacancies in this 
Contract Team which should continue to be closely monitored to avoid negative impact to the normal contract 
programme.  It is appreciated that the regular SMT Report includes a section on Staffing to allow SMT to scrutinise 
and monitor vacant posts. 
  
 

REF RECOMMENDATIONS MANAGEMENT COMMENT & 
IMPLEMENTATION DATE 

RESPONSIBLE 
MANAGER 

3.1 (i) Guidance needs to be issued and 
implemented regarding a standardised 
approach to contract management and 
monitoring across all sites.  

  

3.1 (ii) Formal mechanisms are needed to ensure the 
Head of Clinical Procurement and Head of 
Non Clinical Procurement are formally 
monitoring contract renewals and that issues 
are escalated, by exception to the Assistant 
Director of PaLS and when necessary, using 
agreed trigger points, escalated to the Director 
of Operations and BSO SMT.   

 

  

3.1 (iii) Formal contract team meetings should be held 
on at least a monthly basis and a formal 
record should be retained of the meetings.  
Contract renewals and management should 
be a standing item on the agenda of contract 
team meetings.  

  

3.2 
(iv) 

Vacant posts should be kept under close 
scrutiny to avoid any risk to the delivery of the 
normal contract programme, particularly whilst 
recovery work is ongoing,  
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4 ROOT CAUSES 
 
Objective 4: Consideration of decisions taken by PaLS to extend contracts and identification of the root causes 

of non-compliance 

 
4.1 Consideration of Decisions Taken by PaLS to Extend Contracts 
 
From discussions with PaLS Senior staff, the decision to extend contracts beyond their valid term or to establish a 
PPA where a contract never existed, were taken in the following context: 

 The need to secure continued supply of essential goods.  

 Extending contracts beyond their original term was perceived by PaLS as an acceptable practice in some 
circumstances, prior to revised Public Contracts Regulations 2009.  This incorrect perception was based on 
the absence of an explicit instruction in regulations/guidance prior to December 2009 stating that contracts 
must not be extended beyond their valid term.  In December 2009, regulations stated that grounds for 
ineffectiveness in a contract award may exist where a ‘direct award contract’ has taken place.  The 
inappropriateness of delays in or failure to conduct a competitive procurement process was however 
implicit in guidance and regulations prior to 2009.  This perception seems to have shaped practice until 
explicit guidance was issued by CPD in 2011 and more recently clarified by DHSSPS in 2012. 

 Risk of legal challenge was perceived as low. 

 Competing priorities and the prioritisation of strategically significant contracts. 
 
 
 
4.2 Root Causes Identified by BSO (including PaLS) Management and Validated by BSO Internal Audit 
 
BSO Internal Audit discussed the root causes that led to the extension of contracts beyond their valid term and the 
creation of PPAs where a valid contract did not exist, with the Director of Operations, the Assistant Director PaLS 
and Senior Managers in PaLS.  Internal Audit also considered: the Background Paper (August 2012) prepared by 
BSO for the DHSSPS Permanent Secretary to aid the work of the DHSSPS Procurement Oversight Group (POG) 
in which the organisation documented the root causes; the analysis prepared by the Assistant Director PaLS for the 
BSO Chief Executive  of the Primary and Secondary reasons for each PPA (September 2012); Reasons listed on 
Single Tender Actions forms relating to PPAs; and salaries budget and actual spend and whole time equivalents for 
years ended 2009/10 to 2011/12. 
 
The table below provides a summary of the root causes for the extension of contracts beyond their valid term and 
the creation of PPAs where a valid contract did not exist.  This summary is based on Internal Audit’s verification of 
the analysis prepared by the Assistant Director PaLS for the BSO Chief Executive  of the Primary and Secondary 
reasons for each PPA (September 2012) against reasons listed on Single Tender Actions forms relating to PPAs.  
Internal Audit considered 91 PPAs (with one or more suppliers) in this analysis: 

Root Cause % of PPAs with 
Listed Root Cause 
as Primary Reason  

% of PPAs with 
Listed Root Cause as 
Secondary 
Reason 

% of the Total of 91 PPAs 
that had the Listed Root 
Cause as Either a Primary 
or Secondary Reason 

Revised Procurement Strategy 33% 7% 40% 

Increased Demand and PaLS 
Resource Availability   13% 38% 52% 

Contract Adjudication Panel 24% 8% 32% 

Regulation 14 Exemption 
should have been applied 10% 0% 10% 

Stood down due to challenge 1% 0% 1% 

Other * 19% 2% 21% 

None 0% 45% N/A 

TOTAL 100% 100%   
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*Other includes decisions made to continue supply of necessary stock, clinical preference for products, and errors 
in information or estimates. 
 
In many cases, the PPAs have been in place for a number of years and the individual root causes cannot therefore 
fully explain the delays in renewing or establishing valid contracts.  As illustrated above, there is a combination of 
root cause factors which combine to create the PPAs and the length of time they have been in place. 
 
4.2.1  Increased Demand for PaLS Services 
 
PaLS Resources Availability relates primarily to the increase in demand for PaLS services over recent years, as 
outlined in BSO’s Background paper to the DHSSPS Permanent Secretary in August 2012 (extract included in 
Appendix 2).  The significant increase in demand for services has been identified by BSO as the primary root 
cause.  Internal Audit has viewed evidence of this increased demand both in terms of volume of contracts and also 
complexity of contracts and communication with clients regarding this.  Examples of the increased demand include: 

 The increasing complexity of procurement legislation, the propensity and ease of supplier challenges and 
complaints on tender exercises.  PaLS Senior staff explained that supplier challenges are increasing, in the 
context of legislation, and that these challenges can delay award and can take significant time to address.  

 The volume of complex contracts has increased with new regional contracts being established, for example 
agency and medical locum staff contract.  Clinical and food contracts were explained as particularly 
complex contract areas which require significant specialist input to contract specifications and which can 
take considerable time to compile.  Internal Audit note that PaLS appointed two Specialist Procurement 
Managers during 2011, in recognition of the complexity of some work areas. 

 Increased demand for PaLS services also came when the NHS Supply Chain was established in 2006 and 
access to a number of national contracts either ceased or became costly to access.  This loss of access to 
some national contracts is the origin of some of the PPAs as old national contracts were simply rolled 
forward beyond their valid term rather than conducting a new tender process in PaLS. 

 Work for new clients (for example the Public Health Agency) and extensive complex work for small clients 
with comparatively small Service Level Agreement income (for example NI Blood Transfusion Service).  

 Growth in logistics throughout also has a knock on effect on procurement. 
 

Although demand for services has increased and additional funding has been secured to fund additional capacity, 
business planning and workforce planning processes need further developed.  An exercise to fundamentally define 
and anticipate PaLS complete workload and to plan comprehensively for the delivery of this workload is required.  
This should include seeking confidence that the current structures and staffing are adequate to meet the increasing 
demands on the service.   
 
 
 
4.2.2 Resource Availability 
 
As outlined in the BSO’s Background paper 2012 (extract included in Appendix 2), availability of resources has had 
an impact on contract renewals. During discussions with PaLS Management, Internal Audit was advised of the 
resources issues facing the service in recent years which have contributed to delays in contract renewals:  

 Prioritisation of resources to support delivery of contracts in areas where no contract cover previously 
existed  

 Increasingly complex legislation required a different skill-mix amongst staff  

 Increased demand against constrained or reduced capacity  

 Recruitment of skilled staff has been problematic.  Notwithstanding the requirements for elongated 
recruitment processes during RPA, some vacant posts have not been filled in a timely manner -the service 
is experiencing significant difficulty in recruiting into vacant posts and multiple recruitment trawls have been 
required for a number of available posts before staff have been appointed.   
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4.2.3 Revised Procurement Strategy (Including Developing Improved Value for Money) 
 
Revised Procurement Strategy relates to reviewing the requirement, developments in the market, technical/clinical 
developments in the products or services required, and specific pressures in the environment (eg savings, new 
policy requirements) so as to actively plan how these can be capitalised on or address, along with the HSC experts 
in that field or, as summarised by PaLS Management ‘Doing the Right Thing even though it takes longer to do it’.  
This covers running regional contracts rather than local individual contracts to secure better Value for Money; 
disaggregating large contracts into smaller more discrete tender packages to encourage competition (this 
disaggregation does not reduce the value below EU threshold but results in more above threshold contracts 
targeting discreet sub-sectors of key markets eg food to improve VFM and encourage local bidder); and introducing 
contracts to areas that have not been historically under contract. 
 
Where such changes in tender strategy occur it may be necessary to extend legacy contracts to “bridge” to the new 
contract arrangement or to enable more time to conclude a more complex tender exercise. 
 
 
 
4.2.4 Contract Adjudication Panels (CAGs) 
 
In letting contracts for multiple organisations, PaLS engage directly with the product users and involve them in the 
development of the tender strategy, and preparation/evaluation of the tender, in Contract Adjudication Panels 
(CAGs).  PaLS are therefore reliant on CAG members to provide necessary information and complete necessary 
work in timescales necessary to let a contract without delay.  Given that individuals who sit on CAGs also have 
their day jobs to perform, there are occasions when information is not provided or work is not complete within 
required timescales.  CAGs have also been unable to develop a contract specification or evaluate products as 
required, particularly for very complex contracts.  
 

 
 
 
4.2.5 Other Related Observations by Internal Audit 
 
BSO Internal Audit observed a commitment amongst PaLS Management to ensuring service provision is aligned to 
the delivery of healthcare.   
 
The following issues may also have contributed to the extension of contracts beyond their valid terms or the 
creation of a PPA where no contract previously existed: 

 There is an absence of consistent formal contract renewal monitoring at a senior level. 

 As stated in section 4.1, there was an incorrect assumption applied until very recently, that extending 
contracts beyond the terms stated in original contract was an acceptable practice. 
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REF RECOMMENDATIONS MANAGEMENT COMMENT & 
IMPLEMENTATION DATE 

RESPONSIBLE 
MANAGER 

4.2 (i) Although demand for services has increased 
and additional funding has been secured to 
fund additional capacity, business planning 
and workforce planning processes need 
further developed.  An exercise to 
fundamentally define and anticipate PaLS 
complete workload and to plan 
comprehensively for the delivery of this 
workload is required.  This should include 
seeking confidence that the current structures 
and staffing are adequate to meet the 
increasing demands on the service and the 
development of a formal workforce strategy.   
 

  

4.2 (ii) Senior management should ensure that the 
importance of complying with procurement 
regulations and guidance, both in explicit and 
implicit terms, is emphasised with all staff.  
Contract monitoring systems should identify 
and escalate, when necessary, any potential 
breaches. 

  

4.2 (iii) Going forward, reasons for delays in contract 
renewal processes should be clearly 
documented and escalated appropriately to 
ensure appropriate corrective action is taken. 
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5 PALS GOVERNANCE AND RISK MANAGEMENT 
 

Objective 5: Review of governance arrangements for contracts including management’s 

assessment of contract information and risk  

 
5.1 PaLS Governance Arrangements 
 
The AD PaLS reports to the Director of Operations (Head of COPE).  PaLS Governance structures consist of: 
Customer-facing 

 individual Trust Procurement Boards 

 the HSC Regional Procurement Board  
Internal 

 Regular Operations Directorate meetings are held and are attended by all Heads of Service within the 
Directorate and are chaired by the Director of Operations.   

 The PaLS Executive Team meets monthly and is chaired by the Assistant Director of PaLS and consists of 
the Heads of Clinical & Non-clinical Procurement, Head of Compliance Unit, Head of Logistics, Head of 
Social Care Procurement and a representative from Finance and Human Resources.  

 The PaLS Procurement Operational Group (POG) sits under the Pals Executive team and consists of 4 
members of Executive Team plus all Senior Procurement Managers. This group meets monthly and is 
currently chaired by the Assistant Director of PaLS.  

 Each Senior Procurement Manager manages a contracts team at one of the PaLS sites.  The majority of 
sites hold team meetings at which contracts are monitored however in most cases, these meetings are not 
formally recorded and they vary in frequency. 

 
Contract monitoring processes are set out in Section 3 of this report.  Whilst specific measures have been taken in 
the context of the Recovery Process, routine contract monitoring takes place within Contract Teams.  As stated 
above, contract team meetings are not consistently formal and regular.   
 
Contracts are not monitored at either the PaLS Executive Team or PaLS Procurement Operational Group.  This 
means there is no formal sharing of contract renewal issues and no discussion cross-site to address any issues.  
Whilst it is appreciated that PaLS established monthly meetings with the Pals senior management team and each 
Senior Procurement Manager, ongoing formal monitoring and escalation processes are required at Head of Clinical 
and Non Clinical Procurement level and above.    
 
Compliance Unit 
It is appreciated that the Compliance Unit was established in 2012, to provide a dedicated resource to ensure 
compliance with new DHSSPS Operational Guidance on Single Tender Actions (issued in February 2012).  It is 
hoped the Compliance Unit will also eventually include functions such as FOI, Corporate Governance and Audit.  
BSO Internal Audit see potential for the Compliance Unit to play a ‘policing’ role in PaLS to ensure ESNI and 
contract files are maintained in an appropriate and up-to-date manner and that non-contract spend is monitored to 
identify areas where a contract should be put in place. 
 
The Head of the Compliance Unit reports directly to the Assistant Director of PaLS and is essentially part of PaLS.  
Whilst it is appreciated that the reason that the Compliance Unit was established did not call for independence from 
PaLS, there is limited perceived independence, specifically in the context of PaLS Recovery and regional contracts 
when the Compliance Unit is advising on Single Tender Actions for PaLS themselves.  It is appreciated that 
compliance is intricately and professionally linked with the role of the Head of Procurement (the Assistant Director 
of PaLS). 
 
Direct Award Process 
The Compliance Unit play a key role in providing independent advice prior to the authorisation of Single Tender 
Action forms, when a direct award contract is proposed.  It is the Head of Compliance Unit’s responsibility to decide 
on the RAG status of each STA.  Internal Audit observed the following in relation to Single Tender Action forms 
processed as part of the Recovery process: 

 The STA value and RAG status are based on the position going forward until a valid contract is put in 
place, not the value and risks associated with the duration of time that the product/service has been out of 
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valid contract.  Management have advised that it was agreed by DHSSPS that the requirements should not 
be retrospectively applied. 

 The perceived lack of independence, outlined above, is augmented because under the current Scheme of 
Delegation, the authorisation of Single Tender Actions with a value of up to £100,000 is delegated by the 
Accounting Officer to the Assistant Director of PaLS for multi-trust, regional and warehouse contracts 
managed by BSO on behalf of HSC bodies.  A significant number of the Single Tender Action forms 
processed in relation to the Recovery Plan were under £100,000 (in part because the STA was put in place 
from 1

st
 April 2012 onwards) and consequently were prepared, advised on, and authorised without leaving 

PaLS. 
 

REF RECOMMENDATIONS MANAGEMENT COMMENT & 
IMPLEMENTATION DATE 

RESPONSIBLE 
MANAGER 

 See section 3 for related recommendations   

5.1 (i) BSO should consider how best to address 
perceived independence issues whilst the 
Compliance Unit is advising on Single Tender 
Actions for regional and warehouse contracts.   

 

  

5.1 (ii) The BSO Scheme of Delegation for Single 
Tender Actions for multi-trust, regional and 
warehouse contracts managed by BSO on 
behalf of HSC bodies should be reviewed.  
Internal Audit recommends that approval for 
STA forms is independent from PaLS.  
 

  

5.1 (iii) The role of the Compliance Unit should 
continue to expand, for example to check  
ESNI and contract files are maintained in an 
appropriate and uptodate manner and that 
non-contract spend is monitored to identify 
areas where a contract should be put in place. 

  

5.1 
(iv) 

The Assistant Director of PaLS should 
consider whether it is necessary for him to 
chair the PaLS Operational Group meetings. 

  

 
 
5.2 Risk Management 
BSO has a well-defined risk reporting mechanism with each Directorate providing a service specific risk register 
with key risks flowing from that register through to the Corporate Risk Register.   
 
The PaLS risk register is discussed and updated at the PaLS Executive meetings on a quarterly basis however 
limited detail of discussions is minuted.  The PaLS risk register is submitted to the BSO Risk Management 
department every quarter. 
 
Internal Audit reviewed the PaLS risk register as at March 2012 and also the current risk register as at September 
2012.  Prior to the 2011/12 Internal Audit and NIAO report, PaLS risk identification processes were not sufficiently 
robust.  As at March 2012, there was one high risk (relating to withdrawal of capital monies), 2 medium risks and a 
number of low risks on the risk register and a limited number of actions noted as required to mitigate the risks.  The 
reader of this risk register would not have been alerted to the contract renewal issues and roll forward of historic 
contracts that were highlighted during internal audit and external audit work.  On the basis of the PaLS risk register 
as at March 2012, there would have been nothing to escalate to the corporate risk register. 
There are currently 2 extreme risks, 10 high risks, 7 medium risks and 9 low risks on the PaLS risk register.  
Although focus has clearly been given to the risk register, Internal Audit would advice that there is a need for 
continued focus, review and refinement of the risks and the risk action plan. 
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REF RECOMMENDATIONS MANAGEMENT COMMENT & 
IMPLEMENTATION DATE 

RESPONSIBLE 
MANAGER 

5.2 (i) Evidence of discussion relating to the risk 
register should be fully reflected in the 
minutes of the PaLS Executive Team 
meetings. 

  

5.2 (ii) The PaLSrisk register and risk action plan 
should be subject to rigorous and regular 
review.    

  

5.2 (iii) The risk register action plan should be 
populated and monitored regularly. 
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6 BSO RESPONSE TO PERMANENT SECRETARY’S LETTER IN SUMMAER 2011 
 
OBJECTIVE 6: To review the basis for the BSO response to the Permanent Secretary’s letter as part of the 
procurement review in Summer 2011. 

To be inserted by DHSSPS HIA 
 
 
 
7 BSO’S IMPLEMENTATION OF DHSSPS PROCUREMENT REPORT RECOMMENDATIONS 
 
OBJECTIVE 7: To review implementation by BSO of DHSSPS Procurement Report Recommendations 
 
To be inserted by DHSSPS HIA 
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AUDIT CONCLUSIONS 
 
 
OBJECTIVES OUTLINED IN BSO COMMISSIONED ASSIGNMENT: 
 
OBJECTIVE 1: To verify the completeness, accuracy and form a view as to the reliability of the list of 

contracts which require regularisation, as per the PaLS update to SMT dated 3rd July in respect of the 

quarter ended 30th June 2012.   

BSO Internal Audit are content that the list of contracts requiring regularisation, produced by PaLS and reported 
regularly to SMT, is reliable albeit a small number of high value additional activity/contract issues have been found. 
 
PaLS identified contracts requiring regularisation with 2012/13 expenditure, as at 30

th
 June 2012, totalling 

£6,578,480.  On review of 1,496 live contracts, BSO Internal Audit has identified a small number of further 
activity/contracts that were extended beyond the valid contract term or were directly awarded without proper 
process.  In total, six issues were identified relating to direct awards of pharmaceutical products and Neonatal 
Screening Kits and Analyser and the extension of Bed Management contracts beyond their valid contract term.  
Although the number of issues identified was small, the estimated annual value of these six issues is £1,961,344.  
.  
 
On comparing data on live contracts held on the procurement/contracts management system (ESNI) to the order 
management system (SIS), BSO Internal Audit identified £351,554 of spend in the first four months of 2012/13 
associated with purchases which were individually or cumulatively above the Procurement Control Limits but which 
had not been subject to a competitive procurement process and procured under contract or which where procured 
under an expired contract.  The testing conducted in this area was based on sampling and does not therefore 
reflect the total non-contract expenditure.  Whilst Internal Audit recognise that there will always be some 
expenditure which validly is not under contract (as it is below the Procurement Control Limits), this particular audit 
finding illustrates the need for a structured, regular review of cumulative expenditure to highlight areas where a 
competitive procurement process is required.  By way of context, PaLS calculate the total annual managed 
expenditure through PaLS in 2011/12 to have been £488m. 
 

 

OBJECTIVE 2: To verify, if possible, the level of potentially irregular expenditure across HSC bodies, as per 

the PaLS update to SMT dated 3rd July in respect of the quarter ended 30th June 2012. 
 
Internal Audit are content that the 2012/13 PPA expenditure figure of £6,578,480, as at 30

th
 June 2012 is 

reasonable and, setting aside the known calculation errors in the 3
rd

 July 2012 SMT report, BSO Internal Audit can 
conclude that the PaLS process for collating this data for SMT is adequate.  As outlined under objective 1 above, a 
small number of high value issues were identified during this review. 
 
 
 
OBJECTIVE 3:  To review systems in place to prevent and if necessary, capture irregular 

contracts/procurement activity following the PaLS update to SMT dated 3
rd

 July in respect of the quarter 

ended 30
th

 June 2012. 

Through testing and discussion with Senior Procurement Managers, BSO Internal Audit are content that 
procurement processes are generally being initiated to renew contracts where they are approaching expiry.  
However, beyond the Recovery process, routine contract monitoring processes need strengthened to bring formal 
and regular review of contracts due for renewal by the Head of Clinical Procurement and Head of Non Clinical 
Procurement and appropriate escalation processes to the Assistant Director of PaLS, Director of Operations and 
the BSO SMT.   
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OBJECTIVES OUTLINED IN THE DEPARTMENT COMMISSIONED REVIEW: 
 
 
OBJECTIVE 4:  To consider the decisions made by PaLS to extend contracts and identification of root 
causes of non compliance 
 
 
From discussion with senior staff and consideration of relevant documentation, the following root causes 
associated with the extension of contracts beyond their valid terms and the creation of PaLS Pricing Agreements 
where no contract previously existed, have been identified: 

 Increased demand for PaLS Procurement Services 

 Resource Availability, in context of increasing demand and recruitment challenges 

 Revised Procurement Strategy 

 Input from Contract Adjudication Panels (CAGs) 
Internal Audit also identified two issues which may have contributed to the situation: 

 Absence of formal contract renewal monitoring at a senior level. 

 Assumption inappropriately made by PaLS when the decisions were made, that extending contracts 
beyond their valid term was acceptable practice in some circumstances.  

 
Internal Audit is of the view that it is the combination of the above root causes that led to the creation and ongoing 
use of PaLS Pricing Agreements and the roll forward of contracts beyond their valid term, rather than any individual 
factor. 
 
 
OBJECTIVE 5:  To review the governance arrangements for contracts including management’s assessment 
of contract information and risk. 
As outlined under objective 3 above, the governance arrangements associated with contract monitoring should be 
strengthened and formalised, beyond the Recovery process.  In particular, formal processes to enable senior 
management review of contract renewals and appropriate escalation of potential issues, are required.   
 
Internal Audit welcome the introduction of a Compliance Unit and appreciate that this Unit was established to 
specifically address requirements of the Guidance on Single Tender Actions issued in February 2012.  Currently 
there are potential independence issues particularly in terms of the Unit’s role in providing advice direct to PaLS, 
rather than the Trusts or other HSC organisations, on Single Tender Actions as part of the Recovery process and 
also on warehouse and regional contracts.   
 
PaLS risk identification processes prior to 2012/13 were not robust and did not flag any areas of concern in relation 
to contract renewals.  Whilst it is appreciated that the PaLS risk register has been developed during 2012/13, 
Internal Audit advise that there is a need for further work and refinement in relation to the risk register. 
 
 
OBJECTIVE 6: To review the basis for the BSO response to the Permanent Secretary’s letter as part of the 
procurement review in Summer 2011. 
To be inserted by DHSSPS HIA 
 
OBJECTIVE 7: To review implementation by BSO of DHSSPS Procurement Report Recommendations 
To be inserted by DHSSPS HIA 
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APPENDIX 1 
 
Summary of ESNI Data Quality Issues 

 

 As noted in the table above, 28 contracts were found which had not been included on ESourcingNI. 13 of 

these were in Gransha and related to old contracts originally held on Procon.  

 Pharmaceutical contracts which have now been terminated are recorded as active on ESNI. 

 Estimated contract value not matched to value on ITT or SS12; This is partly due to the inaccurate 

calculation of ECV, i.e. including the initial contract term only and excluding the extension period. Per PGN 

05/12 ECV should include the extension value. 

 Actual contract value doesn’t match to award schedule or supporting documentation. The method of 

calculating this was inconsistent across sites, with some basing actual value on the award schedule and 

some on value of expenditure against contract. 

 Award date was incorrect and did not agree to award letter 

 Contract start and end dates on ESNI do not match details on award letter, in some cases amendments 

have been made to reflect the contracts live position to date. 

 Term of contract and extension per award letter, terms and conditions of contract, ITT and SS12 do not 

agree.  

 Estimated contract value is blank on ITT; 

 Estimated contract value is not divided across suppliers for a joint award. 

 On several OJEU contracts, total value per ESNI did not agree to value per award notice. 

 Contracts for pieces of equipment have default duration of 5 years and have to be updated manually on 

ESNI if life of equipment goes beyond this.  

 Contract duration (incl extension periods) does not agree to ESNI. 

 Supplier name incorrect per ESNI 

 Extension periods incorrect on ESNI; 

 Framework duration incorrect on ESNI; 

 Contract award date is after the start date of contract; 

 Inconsistencies between contract start and end dates on the ESNI overview page and the ESNI additional 

information page; 
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APPENDIX 2 
 
Extract of BSO’s Background Paper to DHSSPS Permanent Secretary in August 2012 
 

7.3 Activity: 
The demand on PaLS has increased significantly over the past 5-7 years, and this has been driven by the 
following main factors: 

 The requirement placed on all ALBs and departments by the NICS Procurement Board to ensure 
that 95% of all procurements are handled by a Centre of Procurement Expertise 

  The reduced capacity, expertise and resources within HSC bodies to handle procurement exercises 
or be involved in adjudication processes, particularly during the period of the RPA changes 

 The increasing complexity of procurement legislation, the propensity and ease of supplier challenges 
and complaints on tender exercises 

 The deployment of PaLS resources on strategically more important aspects of procurement activity, 
in line with the requirements of HSC customers for improved  governance on key areas of 
expenditure such as medical locum procurement 

 The reduced availability of resources within specific PaLS teams during the period of RPA and due 
to recruitment difficulties 

 The cessation of access to a number of national contract arrangements which had previously been 
enjoyed through NHS Purchasing and Supply Agency, prior to the privatisation of these services and 
their transfer to NHS Supply Chain 

 The requirement to deliver savings and improved VFM through more innovative approaches to 
tender strategies, and to aggregate and increase the coverage and duration of major contracts 
awarded 

 The cyclical nature of HSC expenditure, with significant peaks in activity at year end, which have 
proven disruptive to the stable management of procurement renewal programmes, diverting 
resources to support Trusts in expediting their year- end procurement activity.    

8 Root causes of non-compliance: 
The primary root causes of non-compliance have been outlined in Section 7.3 of this paper and are elaborated 
below: 
8.1  Adjudication Panels: 

In letting contracts for multiple organisations the process adopted by PaLS and its predecessor 
organisations has been to engage directly with the product users and involve them in the development of 
the tender strategy, and preparation/evaluation of the tender. This approach has helped secure contract 
compliance from a diverse set of users, and accurate estimation of product or service volumes.  This has 
resulted in highly competitive pricing across may product ranges, as evidenced by the recent re-sourcing 
exercise with NHSSC, and by the price benchmarking of price attained through PaLS contracts. 
Nevertheless, particular difficulties have arisen in the provision of resources and commitments from 
customers on tender processes and tender adjudication panels: 

 Delays in receiving nominations from HSC organisations has impacted on PaLS ability to initiate 
contract renewal, the arrangements for obtaining nominees was reviewed and agreed by the 
Regional Procurement Board in June 2009. This was done at the request of members at the 
February 2009 meeting to try to focus calls for nominees into discrete points through the year. 
Unfortunately some organisations were more effective than others in returning nominees and 
subsequently delays in taking contracts forwards occurred. A revised proposal was put to RPB 
members in January 2012 to improve the nomination process. 

 Panel members being unable to evaluate products, despite having been involved in the specification 
and evaluation design process prior to the tender exercise.  This has resulted in well-advanced 
tender exercises being abandoned or stood down and repeated.  An examples of this is the tender 
for electrodes, which was stood down in 2011 and is currently being re-run  

 Panel members undertaking evaluations / assessments that were not in accordance with the agreed 
process.  The introduction of sub-criteria for assessment and the failure to conduct equitable sample 
assessment has resulted in two tenders being stood down and re-run. 

 Customers being unable to produce specifications for product requirements, in order that PaLS may 
progress the tender process.  This has been a particular issue for food contracts as PaLS have tried 
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to introduce more objective assessments to tender processes as required under the Public Contracts 
Regulations 2006. 

 
8.2  Skilled and readily available Resources: 

Availability of resources has had a significant impact on contract renewals. A number of resource factors 
have contributed to delays in contract renewals  

 Prioritisation of resources to support delivery of contracts in areas where no contract cover 
previously existed – this was particularly the case in putting in place contracts for supply of 
electricity, agency staff and medical locums where expenditure was significant. PaLS prioritised 
resources towards providing contract coverage in such areas over renewal of contracts with much 
lower values and where the opportunity for effective competition or the delivery of savings and added 
value was constrained. 

 Increasingly complex legislation required a different skill-mix amongst staff – in summer 2011 BSO 
SMT agreed a realignment of resources within PaLS to create additional posts as “Specialist 
Procurement Managers” to increase the number of more skilled and experienced staff involved in 
letting and managing contracts, at the expense of operational resources to process transactions. 

 Increased demand against constrained or reduced capacity – HSC has expressed growing demands 
for procurement staff to be involved in supporting delivery of contracts within HSC, as a result of the 
requirement to involve CoPE staff in the procurement process.  This led directly to the need for more 
skilled procurement staff at middle management levels. BSO PaLS make a bid for additional staffing 
resources early in 2011/12, and received approved funding for resources in 12/13. 

 Recruitment of skilled staff has been problematic - Processes required as part of agreement with 
Trade Unions during RPA elongated recruitments during RPA phases 1 and 2.  Since these vacancy 
controls have been removed within HSC, wider recruitment exercises to secure specialist 
procurement skills have been more quickly undertaken. Nevertheless, it has been difficult to recruit 
suitably experienced or qualified procurement staff, and multiple recruitment trawls have been 
required for a large number of available posts before staff have been appointed.  Frequently the 
require skills and experience in public sector procurement have only been secured within PaLS, 
resulting in positive staff promotion and development, but requiring immediate backfill, and a further 
recruitment process.   For posts at lower grades (AfC Band 2,3 and 4) PaLS have made use of 
agency staff contracts however it is rare that staff on those contracts at that level have skills required 
to work in the sourcing environment where contracts are let and managed. 

8.3 Delivering Improved Value For Money for HSC through innovation: 
PaLS actively works with services/product experts within HSC to design tender strategies and processes 
which deliver optimum value for money through tendering and contracting processes.  Tender strategies 
are designed to address performance shortcomings in previous contracts and emerging opportunities 
within the market to attract more competitive bids from potential suppliers.  This approach will 
occasionally require a marked divergence from previous arrangements in order to secure improved VFM.  

 
This can result in: 

 an aggregation of demand from a number of separate contracts  to deliver greater leverage within 
the market – example: regional laboratory contract; regional uniforms contract 

 increasing the scope of an existing tender – example: regional dressings tender, which now includes 
primary care requirements to assure concordance of patient therapies across secondary and primary 
care, rationalisation of product and leverage of market with significantly higher volumes; 

 disaggregation of a larger tender into smaller discrete tender packages to encourage competition – 
examples: regional groceries contract; regional community aids and appliances contract.  

Where such changes in tender strategy occur it may be necessary to extend legacy contracts to “bridge” 
to the new contract arrangement or to enable more time to conclude a more complex tender exercise. 

8.4 Increasing demand for procurement services: 
BSO PaLS has responded to the increased demand for procurement support to tendering and sourcing 
activity by customers with increased numbers of tenders and quotations handled in the 12/13 year.  This 
growth was formally notified to BSO customers as part of the BSO service proposition for 2012/13 (Annex 
O) .  Additionally, the demands placed on the procurement services at year end have grown each year, 
and this can be illustrated in the graphs at Annex P.  This unplanned and adhoc demand has been 
disruptive to normal re-procurement programmes of work, and has been a specific factor in creating 
delays to tender programmes as sites particularly affected. 
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APPENDIX 3 

Frameworks Established by Other Centres of Procurement Expertise and National Contracts 
 
Insufficient evidence was available for all frameworks listed below. 

Reference Description of contract (or product purchased if 
no contract description available) 
 

Source 

RM720 MCD/330 CORE HARDWARE AND SOFTWARE GPS Sprint II 
Framework 

 
 

 
 


