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1
Background

1.1
This audit has been undertaken as part of the annual audit plan for 2010/11. Treasury Management was last audited in March 2009 by the authority's previous auditors Furness Audit, who concluded that the control environment gave limited assurance with 6 important issues and 3 minor issues identified.
1.2
There is a high value of transaction turnover within the Treasury Management function. The total amount of short-term investments in the financial year to August 2010 was £13.8m spread over 13 separate deals. The year-end balance per the Financial Statements at 31 March 2010 was £6m. The Council also has two Public Works Loan Board (PWLB) fixed rate long term loans totalling £4.98m and a long term loan totalling £1.25m. There was also a short term loan of £2m taken out in March 2010 for 3 months that was repaid in June 2010.
1.3
Internal Audit is an assurance function that provides an independent and objective opinion to the Council on the control environment by evaluating its effectiveness in achieving the Council’s objectives.  Internal Audit objectively examines, evaluates and reports on the adequacy of the control environment as a contribution to the proper, economic, efficient and effective use of resources. As such the following key control objectives have been assessed:
· The Treasury Management (TM) function complies with statute and regulations.
· Funds are invested in line with Council policy and all investments are appropriately authorised in accordance with Treasury Management procedures.

· Long term borrowings are raised in line with Council policy and are appropriately authorised in accordance with Treasury Management procedures.

· Treasury management reports have been produced in accordance with Treasury Management Practices and CIPFA Code of Practice requirements and in a timely manner.
· Lending and borrowing records are complete and correct and there is documentary evidence to support all transactions.
· Adequate segregation of duties exists within Treasury Management processes.

2

Audit Scope

2.1 The following testing was undertaken:

	KCO
	Test
	Sample size

	The Treasury Management function complies with statute and regulations
	Review the annual Treasury Strategy Statement 2010/11, the Treasury Management Practices and the Treasury Management Procedures to ensure compliance with both the CIPFA Code of Practice and the Prudential Code.
	N/A.

	Funds are invested in line with Council policy and all investments are appropriately authorised in accordance with TM procedures.


	Investments are made within the parameters set in the Treasury Strategy Statement, are appropriately checked and authorised, are made after taking into account all relevant cash flow data, and the related interest received is correct and paid in a timely manner.
	10 investments selected at random.

	Long and short term loans/borrowings are raised in line with Council policy and are appropriately authorised in accordance with TM procedures.
	Loans/borrowings are made within the parameters set in the Treasury Strategy Statement, are appropriately checked and authorised, are made after taking into account all relevant cash flow data and the related interest is correct and paid in a timely manner.
	No long-term loans raised in 2009/10 or up to October 2010. One short-term loan taken out in March 2010 was not reviewed by Internal Audit in 2009/10 due to timing.  It has therefore been reviewed in this report.


	KCO
	Test
	Sample size

	Treasury Management reports have been produced in accordance with Treasury Management Practices and CIPFA Code of Practice requirements and in a timely manner.


	Review all TM reports presented to Council and ensure that all required TM reporting has been completed and done in a timely manner.
	Reviewed:
· Annual Treasury management Strategy Statement

· Mid-year Treasury Management Activity report

· Annual report on Treasury Management activity

	Lending and borrowing records are complete and correct and there is documentary evidence to support all transactions.
	Review all records and supporting documentation for the investments and loans/borrowings tested and ensure that records are complete and that there is appropriate supporting documentation.
	10 Investments (tested above) and 1 short-term loan.

	Adequate segregation of duties exists within the Treasury Management processes
	Adequate segregation exists between the member of staff responsible for making investments decisions and those processing the payment.
	All items selected for testing throughout the audit.


3
Audit Opinion

3.1
A summary of Internal Audit’s opinion levels and their definitions is provided below:

	Level
	Definition

	Significant Level of Assurance
	The system of internal control is designed to support the Council’s corporate and service objectives and controls are consistently applied in all the areas reviewed.

	Good Level of Assurance
	There is generally a sound system of control designed to support the Council’s corporate and service objectives.  However, some improvements to the design or application of controls is required.

	Partial Level of Assurance
	Weaknesses are identified in the design or inconsistent application of controls which put the achievement of some of the Council’s corporate and service objectives at risk in the areas reviewed.

	No Level of Assurance
	There are weaknesses in control, or consistent non-compliance which places corporate and service objectives at risk in the areas reviewed.


3.2 This audit has been given a Partial Level of Assurance.  Detailed testing has provided assurance that reports have been produced in accordance with CIPFA’s Code of Practice requirements, and that lending and borrowing records are complete.  However the Treasury Management Strategy does not formally name who is responsible for the scrutiny of the Treasury Management function, it makes no reference to the need for mid-year reviews, members have not been informed of the need to receive relevant training, nor that they are personally responsible for ensuring they have the necessary skills to address Treasury Management Issues.  
3.3 Furthermore 2 of the key controls have not been met at all, namely that investments have not been completed in accordance with Treasury Management procedures and long/short-term loans and borrowings have not been raised in line with council policy.  
4
Detailed Findings & Action Plan

The audit findings are detailed in this section on an exception basis only for the attention of management; therefore KCO’s with adequate controls based on the samples examined are not included.

Recommendations are prioritised as follows; Priority 1 – These recommendations relate to significant gaps in the Internal Control Framework, Priority 2 – These recommendations relate to minor gaps in the Internal Control Framework or significant issues of non-compliance with key controls, Priority 3 - These issues relate to minor issues of non-compliance with controls.
	Ref
	Findings
	Risk
	Recommendations (DRAFT) and Management Response (FINAL)
	Officer Responsible 
	Actioned by

	
	The Treasury Management function complies with statute and regulations

	1
	A review of the council’s 2010/11 Treasury Strategy Statement has identified that no committee has been formally recognised as responsible for the scrutiny function; no mention has been made of the need to formally undertake a mid year review of the Treasury Management Strategy, and members have not been informed that they are personally responsible for ensuring that they have the necessary skills and training to address Treasury Management issues.
	The Council’s operating policies are not in line with good practice, which could result in officers making inappropriate investment and borrowing decisions.
	PRIORITY 1
The Treasury Strategy Statement should be updated in line with the new CIPFA Code of Practice 2009, and approved by full Council.
Management Response

Agreed.  The updated Treasury Management Strategy, Policy and Practices will be presented to Policy Committee in June, prior to going to full Council on 26/07/11
	Principal Accountant (Capital/ Treasury)
	July 2011

	2
	The Treasury Management Practices document is still in draft form (since 2006) and has thus not been approved by Council.
	There are no formal authorised working practices, which could result in officers making inappropriate and incorrectly authorised investment and borrowing decisions.
	PRIORITY 1

The Treasury Management Practices document should be updated, finalised and approved by Council.
Management Response

Agreed.  See above.
	Principal Accountant (Capital/ Treasury)
	July 2011


	Ref
	Findings
	Risk
	Recommendations (DRAFT) and Management Response (FINAL)
	Officer Responsible
	Actioned by

	
	Funds are invested in line with Council policy and all investments are appropriately authorised in accordance with Treasury Management procedures.

	3
	Testing identified that the following investments occurred in 2009/10:

· £500,000 with Kent Reliance Building Society

· £1.8m with Stroud & Swindon Building Society

In both of these instances no credit rating had been awarded by Fitch, Moody or Standard & Poor for either long or short term investments.  

Testing also identified that in 2010/11  2 x £1m was deposited with Newcastle Building Society, which had a Fitch credit rating of BBB- .

For those investments made in 2009/10 no Investment Strategy had been approved.  On the assumption therefore that the 2008/09 Investment Strategy would have “rolled forward” these investments did meet the counter-party criteria.  However paragraph 6.2 of the 2010/11 Treasury Strategy Statement specifically states that no investments with Building Societies must occur where they hold a long-term credit rating of lower than BBB.  
	There is an increased likelihood of financial loss should investments be made with inappropriate counter-parties.
	PRIORITY 2

Officers should ensure that all investments comply with the Investment Strategy contained within the Treasury Strategy Statement 2010/11.
Management Response

Agreed
	Principal Accountant (Capital/ Treasury)
	April 2011


	Ref
	Findings
	Risk
	Recommendations (DRAFT) and Management Response (FINAL)
	Officer Responsible
	Actioned by

	4
	Testing of the same 10 investments found that, between 16 June 2010 and 25th June 2010 Craven District Council had invested £2.8m with Skipton Building Society.  This is in breach of the Investment Strategy, which specifically states in paragraph 6.1 that only £1m is allowed to be invested with this institution at any time, regardless of its rating.  
	Investing amounts above the approved counter-party limits increases the Councils exposure to losses should the counter-party be unable to repay the investment.
	PRIORITY 1

The counter-party limits authorised in the Treasury Strategy Statement should be adhered to as these will have been set with regard to security, liquidity and then yield as per CIPFA Code of Practice 2009 and CLG Guidance.  
Management Response

Agreed
	Principal Accountant (Capital/ Treasury)
	April 2011

	5
	Testing confirmed that throughout 2010/11 3 different brokers had been used to facilitate investments.  However the Treasury Management Practice document that details how brokers should be used has yet to be endorsed by the council. 


	Using unapproved brokers to conduct investments on the Councils behalf potentially increases the risk of making inappropriate investments.
	PRIORITY 1
The Treasury Management Practices document should be updated, finalised and approved by Council.
Management Response

Agreed.  See 1 above.
	Principal Accountant (Capital/ Treasury)
	July 2011

	6
	3 of the investments reviewed by Internal Audit identified that the duration level had not been checked and authorised to confirm compliance with the Treasury Strategy Statement 2010/11.  
	Funds could have been invested for a period exceeding the permitted 364 days.  This may have resulted in cash-flow issues or penalties should the investment have been recalled prior to maturity.
	PRIORITY 2
All investments should have their duration limit checked by an independent person.
Management Response

Agreed


	Principal Accountant (Capital/ Treasury)
	April 2011


	Ref
	Findings
	Risk
	Recommendations (DRAFT) and Management Response (FINAL)
	Officer Responsible
	Actioned by

	7
	Testing of 10 investments highlighted that for 1/10 there was no evidence that the investment confirmation from the borrower had been reviewed for error.  
	There is a risk of the loss of investment funds or interest received if the borrower’s records do not correspond with the Councils records.
	PRIORITY 3

All investment confirmations should be reviewed and checked to the Councils records to ensure that the details are correct.
Management Response

Agreed


	Principal Accountant (Capital/ Treasury)
	April 2011


The agreed actions will be subject to a follow up review to establish whether they have been implemented.

Any queries regarding this report should be directed to Kim Betts (Principal Auditor).  Telephone: 01756 706216
Email: KBetts@cravendc.gov.uk

Internal Audit would like to thank the officers involved for their assistance during this audit.

Partial Level of Assurance









