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AGENDA

TO: THE MEMBERS OF THE JOINT AUDIT AND STANDARDS COMMITTEE

CUMBRIA POLICE & CRIME COMMISSIONER AND CUMBRIA CONSTABULARY JOINT
AUDIT AND STANDARDS COMMITTEE

A Meeting of the Joint Audit & Standards Committee will take place on Tuesday 10"
March 2015 in Conference Room Two, Police Headquarters, Carleton Hall, Penrith, at
11.00 am.

S Edwards
Chief Executive

Note: Members are advised that allocated car parking for the meeting is available in
the Visitors Car Park to the left of the main Headquarters building.

Please note — there will be seminar for the members on Treasury Management 09.30am
—10.45am

Please note — there will be a private meeting between the members following on from
the main meeting

COMMITTEE MEMBERSHIP

Mr Patrick Everingham (Chair)
Mrs Fiona Daley

Mr Andy Hampshire

Mr Jack Jones
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AGENDA

PART 1 —ITEMS TO BE CONSIDERED IN THE PRESENCE OF THE PRESS AND
PUBLIC

1. APOLOGIES FOR ABSENCE

2. URGENT BUSINESS AND EXCLUSION OF PRESS AND PUBLIC
To consider (i) any urgent items of business and (ii) whether the press and public
should be excluded from the Meeting during consideration of any Agenda item
where there is likely disclosure of information exempt under s.100A(4) and Part |
Schedule A of the Local Government Act 1972 and the public interest in not
disclosing outweighs any public interest in disclosure.

3. DISCLOSURE OF PERSONAL INTERESTS
Members are invited to disclose any personal/prejudicial interest which they may
have in any of the items on the Agenda. If the personal interest is a prejudicial
interest, then the individual member should not participate in a discussion of the
matter and must withdraw from the meeting room unless a dispensation has
previously been obtained.

4, MINUTES OF MEETING
To receive and approve the minutes of the committee meeting held on 08
December 2014 (copy enclosed)

5. ANNUAL WORK PROGRAMME
To agree the details of the Committee’s work programme for 2015 (copy enclosed)
- To be presented by the Commissioner’s Chief Finance Officer

6. GRANT THORNTON AUDIT PLAN
To receive from Grant Thornton UK LLP the audit plan for the year ending 31 March
2015 (copy enclosed)

7. GRANT THORNTON - JOINT AUDIT AND STANDARDS COMMITTEE UPDATE -
MARCH 2015
To receive a report from Grant Thornton UK LLP on their progress in delivering on
responsibilities as external auditors (copy enclosed)

8. MONITORING OF AUDIT, INTERNAL AUDIT AND OTHER RECOMMENDATIONS
AND ACTION PLANS
To receive an updated summary of actions implemented in response to audit and
inspection recommendations (copy enclosed) — To be presented by the Chief
Constable’s Chief Finance Officer



10.

11.

12,

13.

14.

15.
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INTERNAL AUDIT — PROGRESS REPORT
To receive a report from the Management Audit Unit regarding the progress of the
Internal Audit Plan (copy enclosed)

INTERNAL AUDIT REPORTS
To receive reports from the Management Audit Unit regarding audits undertaken
(copy enclosed)

i. Governance: Anti-Fraud and Corruption Policy (OPCC)
ii. Risk Management (Constabulary)
iii. Risk Management (OPCC)

iv. Policy Development & Management (Constabulary)
V. Police Development & Management (OPCC)
Vi. Communications Centre

The following Internal Audit reports have also been completed within the last
qguarter and have been reviewed by the Committee members. Copies of these
audit reports will be available to view on the OPCC website.

i Payroll
ii. Governance: Anti-Fraud and Corruption Policy (Constabulary)
iii. Custody Evaluation Review

INTERNAL AUDIT PLAN 2014-15
To receive and consider a report from the Management Audit Unit regarding the
proposed 2014-15 Internal Audit Plan (copy enclosed)

QUALITY ASSURANCE & IMPROVEMENT PROGRAMME
To receive a report from the Management Audit Unit regarding the proposed
Quality Assurance & Improvement Programme (copy enclosed)

TREASURY MANAGEMENT STRATEGY AND TREASURY MANAGEMENT PRACTICES
2015/16

To receive the Commissioner’s 2015/16 Treasury Management Strategy and
accompanying Treasury Management Practices (copy enclosed) - To be presented
by the Deputy Chief Finance Officer

TREASURY MANAGEMENT ACTIVITIES 2014-15 - OCTOBER TO DECEMBER 2014
To receive a report on treasury management activities for October to December
2014 (copy enclosed) - To be presented by the Deputy Chief Finance Officer

TERMS OF REFERENCE
To approve the Terms of Reference of the Committee (copy enclosed) — To be
presented by the Governance & Business Services Manager



16.

17.

18.
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RISK MANAGEMENT STRATEGY - OPCC
To receive the 2015-16 Risk Management Strategies (copy enclosed) - To be
presented by the Governance and Business Services Manager

OPCC RISK MANAGEMENT MONITORING

To receive a report on OPCC risk management monitoring along with the OPCC
Strategic Risk Register (copy to follow) — To be presented by the Governance and
Business Services Manager

RISK MANAGEMENT UPDATE - CONSTABULARY
To receive an update on the Constabulary risk management strategy (copy
enclosed) - To be presented by the Deputy Chief Constable
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CUMBRIA POLICE & CRIME COMMISSIONER AND CUMBRIA CONSTABULARY
JOINT AUDIT & STANDARDS COMMITTEE

Minutes of a Meeting of the Joint Audit & Standards Committee held
on Monday 8th December 2014 in Conference Room 2, Police Headquarters, Carleton Hall,
Penrith, at 10.30 am

PRESENT

Mr Patrick Everingham (Chair)
Mrs Fiona Daley

Mr Andy Hampshire

Also present:

Audit Manager, Cumbria Shared Internal Audit Service, Cumbria County Council (Emma Toyne)
Engagement Manager, Grant Thornton (Richard McGahon)

Assistant Chief Constable (Michelle Skeer)

Constabulary Chief Finance Officer (Roger Marshall)

Commissioner’s Chief Finance Officer (Ruth Hunter)

Budget and Finance Assistant (Dawn Cowperthwaite)

PART 1 - ITEMS CONSIDERED IN THE PRESENCE OF THE PRESS AND PUBLIC

124. APOLOGIES FOR ABSENCE

Apologies for absence were received from Mr Jack Jones, Fiona Blatcher (Grant Thornton) and

Michelle Bellis (Deputy Chief Finance Officer).

125. URGENT BUSINESS AND EXCLUSION OF THE PRESS AND PUBLIC
There are no items of urgent business to be considered by the Committee.

RESOLVED, that under section 100A(4) of the Local Government Act 1972, (as amended), the
press and public be excluded from the meeting during consideration of the following items on
the grounds that they involve the likely disclosure of exempt information as defined in the
paragraph indicated in Part 1 of Schedule 12A of the Act-

Item No Item Paragraph No
15 Appendix 1 — Agenda ltem 7 7
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126. DISCLOSURE OF PERSONAL INTERESTS

There were no disclosures of any personal interest relating to any item on the Agenda.

127. MINUTES OF MEETING
The minutes of the meeting held on 22 September 2014 had been circulated with the agenda.

The Engagement Manager highlighted that in the September meeting the Chief Constable had
been asked about the budget forecast for 2014-15, the question had not been fully answered in
the minutes. The members asked that the Deputy Chief Constable and the Chief Constable’s
Chief Finance Officer (Chief Constable’s CFO) provide a written update on this point to be
included in the minutes of the December meeting.

Addendum

The Chief Constable responded that based on information available he anticipated that the
level of underspend in 2014/15 would be lower than that reported in previous years.

RESOLVED, that, the minutes of the meeting held on 22 September 2014 be
approved.
that, the Deputy Chief Constable and the Chief Constable’s CFO provide
the requested update for the minutes of the December meeting

128. ANNUAL REVIEW OF GOVERNANCE 2014-15

Role of the Chief Finance Officer for the PCC

The CFO for the Commissioner explained to the members that as part of the arrangements for
governance within the OPCC, their role had been formally assessed against the CIPFA role. The
document set out how compliance was achieved with the CIPFA CFO responsibilities. The
assessment provided assurance that the OPCC is 100% compliant with the requirements.

A member commented on the choice of language used stating that it sometimes read as
though a particular task was not currently undertaken but would be in the future. The CFO for
the Commissioner confirmed that the wording had been used to reflect that work was currently
being done and would continue to be done.

A member asked the Engagement Lead what their view of the document was. They stated that
it provided good assurance that each element was being covered and that they were happy
with the work that had been done. The Chair commented that they were very impressed with
the document but were concerned regarding capacity issues as it highlighted what a large
workload the Chief Finance Officer had. The CFO agreed that it was a large workload but that
they had a very good team working with them which helped to spread the load.

NOT PROTECTIVELY MARKED
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Role of the Chief Finance Officer for the Chief Constable

The CFO for the Chief Constable informed the members that this document had been created
in the same format as the Commissioner’s document, they stated that this had been a useful
exercise and had reflected the differences between the governance arrangements for each
organisations.

A member congratulated the Chief Finance Officers for having been through the process of
producing the document and the Chair highlighted that the comments made earlier related to

both the Constabulary and the Commissioner’s documents.

Commissioner’s Annual Governance Statement — Development and Improvement Plan 2014/15

The CFO for the Commissioner introduced this document and advised that it was produced as
an update on progress previously requested by the members. There were 3 actions that had
been completed, 10 were ongoing and none had exceeded their original timescales. They
asked for any questions or comments on specific actions.

CP6/1 - this action had been marked as complete but it had been stated previously that work
would be ongoing on the statement of accounts and summary financial statements, should this
action be relisted as ongoing? The CFO for the Commissioner stated that although a lot of work
had already been done to make the accounts more readable there would be a constant drive to
improve the presentation of the accounts and make them more accessible for more people.
This would be part of the business as usual arrangements for continuous improvement and as
such the specific action to make some stepped changes had been complete.

CP4/2 — a member thought that agreement had previously been reached in terms of providing
training for members on managing risk. The CFO advised that they would speak with the Chief
Executive with a view to arranging refresher training for the members.

CP5/1 — a good start had been made with regards to new policies for the OPCC, the CFO
advised that this was progressing. To date, three draft policies have been created and
circulated to staff for consultation with further policies to be released for consultation over the
next few months. There had been some slippage so the original deadline of 31 March would
likely not be met. The OPCC is currently employing the Constabulary’s HR policies and will
continue to do so until the new ones were ready to be embedded, this has therefore minimised
any risk to the OPCC.

A member asked if they would see this report every meeting, the CFO confirmed that they
could present a report every 6 months, this would provide the most value as the majority of
items had annual timescales against which there would be insufficient progress to update on a
quarterly basis.

Chief Constable’s Annual Governance Statement — Development and Improvement Plan
2014/15

NOT PROTECTIVELY MARKED
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The Chief Constable’s CFO presented the document and stated that work was ongoing on a
significant number of the actions. Four of the items showed that timescales had been
exceeded, this was due to being a little bit over ambitious on some of the original timescales.

CP1/1 — It was envisaged that work on the evaluation of the Constabulary’s governance
documents would be complete by the end of the financial year.

CP1/5 — Work on developing strategic resource management performance data had begun but
the deadline needed to be extended to 30 September 2015 to coincide with the delivery of new
ways of working and new ICT systems.

CP2/3 —there are two governance documents for the Constabulary awaiting completion. The
Scheme of Delegation for the Constabulary is in final draft form and will be taken to the next
Chief Officer Group (COG) meeting. The update of the Financial Rules is underway but due to a
combination of work being done on the final accounts and budget preparation for 15/16, they
have had to be put aside for the time being and work will continue on them shortly with the
intention that they will be completed by the end of the financial year. For the time being the
current Rules are fit for purpose and will continue to be adhered to.

CP6/2 — The Engagement Review started in June 2014 and is currently running alongside the
NPT (Neighbourhood Policing Team) restructure project, there has been a delay to the
completion of the review but it is anticipated that it will be completed by the end of the year
and implemented between March and September 2015.

A member asked what was involved with the NPT restructure project and with a mind to
improving public confidence would it be possible to speed up the review. The Deputy Chief
Constable explained that the plan was to reduce the current 10 NPT’s down to 3, the review
was currently out for consultation and due to finish this month at which point it would be
possible to get the review back on track.

The chair referred to action CP3/1 and asked if this action should be recorded as timescale
exceeded rather than work ongoing. The Deputy Chief Constable advised that this action
would most likely never be fully completed as they saw the Code of Ethics being incorporated
into the performance monitoring process as an ongoing issue for all staff.

RESOLVED, that, the reports be noted.

129. ANNUAL REVIEW OF GOVERNANCE: FINANCIAL REGULATIONS

The CFO for the Commissioner presented a report regarding the review of the Financial
Regulations. Although the Financial Regulations had only recently been subject to review and
approval, there were a number of changes in ways of working and legislation which
necessitated some amendments to the rules and responsibilities.

NOT PROTECTIVELY MARKED
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e References to Crime and Disorder Reduction Grants were updated to reflect the
introduction of the Anti-Social Behaviour, Crime and Policing Act 2014, which provided
the Commissioner with wider grant making powers

e The section on the capital programme and delegated limits was amended to support a
more risk based approach to authorising capital schemes

e The section on external audit was updated to reflect the introduction of the Local Audit
and Accountability Act 2014

e The section on employee payroll pensions and other expenditure was updated to reflect
the effect of the Public Services Pensions Act 2013 on the management arrangements
for the Police Pension Scheme

e The section on the maintenance of reserves and balances was amended to include the
responsibility of the Chief Constable in liaison with their Chief Finance Officer to
approve a policy on those reserves and balances designated by the Commissioner to the
Chief Constable to manage

A member asked whether the new approach to capital schemes should be supported by criteria
that determined whether schemes should be classed as approved or delegated. The Chief
Finance Officer responded that the decision making process around the status of the schemes
would be subject to the Commissioner’s approval and as such the approach was to reserve the
Commissioner’s autonomy of decision making as there were many different reasons as to why
a level of delegation may be granted. The CFO agreed that the matter of documenting the
reasons for the decisions would be raised with the Commissioner.

A member asked if the new Regulations covered grant payments, the CFO for the
Commissioner advised that grant payments were covered in full in the Grant Regulations. The
member went on to ask if External Audit were happy with how grants were administered by
the OPCC. The Engagement Manager advised that they had massively reduced the number of
grants which they audit nationally. They would expect provisions to be in place to monitor
what had been spent and on what i.e. is this what the application stated the money was for?
The Commissioner’s CFO confirmed that provisions were as reasonable as they could make
them.

A member queried the responsibilities of the Head of Partnerships and Commissioning as there
was no mention of compliance issues, they suggested that the first bullet point could be
expanded the read;

‘To maintain robust and up to date grant regulations and to ensure that grant regulations were
complied with’

The Commissioner’s CFO agreed that this would be added to both the Financial Regulations and
the Grant Regulations

RESOLVED, that, the
(i) report has been reviewed and noted;
(ii) members approved the proposed changes to their Terms of Reference

NOT PROTECTIVELY MARKED
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(iii) the Commissioner be advised of the Committee’s advice that the
financial regulations are amended to incorporate documenting the
reasons for the status of capital schemes

(iv) amendment would be made to the Financial and Grant Regulations to
reflect the changes suggested above

130. HMIC REPORTS

The Deputy Chief Constable presented a report summarising the HMIC inspections over the last
12 months. There have been a number of inspections carried out and they are shown below;

e 21° Century Child Sexual Exploitation

e Domestic Abuse

e Undercover Policing

e Making Best Use of Police Time (recently renamed core policing)
e Valuing the Police 4 (known as VtP4)

e Crime Data Integrity

e Police Integrity and Corruption

e Crime

A grading of good was given for Efficiency and Effectiveness. The score for Crime Data Integrity
was very positive and Cumbria scored in the middle of the most similar group (msg) with a
score of 83%. This reflects that all of the measures that had been put in place have had a more
positive effect than expected and the statistics are even better than they were when crime
desks were employed. It is now procedure to take action against staff and officers who
continue doing things wrong following training. HMIC were impressed with this.

A member asked what the score had been for legitimacy, the Deputy Chief Constable advised
that no force had received a score for this aspect as it would not be graded until next year. The
member went on to say that the force showed a high level of maturity for how the inspections
had been approached.

A member asked how monitoring would be done going forward. The Commissioner’s CFO
advised that monitoring would be ongoing through both COG and the Executive Board.

RESOLVED, that, the reports be noted;

131. GRANT THORNTON ANNUAL AUDIT LETTER

The Engagement Manager presented the 2013/14 Annual Audit letter advising that it
summarised the year for both the Police and Crime Commissioner and the Chief Constable.
The highlights of the letter are:

NOT PROTECTIVELY MARKED
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e Alot of time had been spent improving the presentation of the accounts making them a
lot more readable

e Unqualified opinions were given on the accounts for both the Commissioner and Chief
Constable

e Unqualified opinions were given on Value for Money for both the Commissioner and
Chief Constable

e The approach taken in completing the accounts shows resilience

The chair commented that the accounts being more accessible was a result of a lot of hard
work by the finance team.

RESOLVED, that, the report be noted.

132. MONITORING OF AUDIT, INTERNAL AUDIT AND OTHER RECOMMENDATIONS AND
ACTION PLANS

The CFO for the Chief Constable presented the updated Audit Monitoring Report and stated
that it was very positive. There were no new actions, 16 had been completed and one had
exceeded its timescale.

Seized and Held Property had previously been an ongoing issue but was completed with the
launch of the new policy on 1* October 2014. Procedures have been put in place so that on a
five weekly basis all seized/held property is to be reviewed and officers to be held accountable
for any items still being held.

The action relating to the Origin HR system had exceeded its timescale, mainly due to
prioritisation of ICT work. A member asked if it was right that this item should be marked as
timescale exceeded or whether the timescale could legitimately be moved back to March 2016.
The Deputy Chief Constable agreed that this was a good suggestion and advised they would
look into this.

RESOLVED, that, the report be noted.

133. INTERNAL AUDIT PROGRESS REPORT

The Audit Manager presented a progress report which summarised the outcomes of the work
of internal audit for 2014/15. They were satisfied that enough audit work had been completed
to provide their opinion. The key points of the report are given below:

e Work has progressed according to plan. The percentage of planned days delivered is
lower than for the same period last year (34% against 40%), this is due to the increased
time period in delivering the audit under new methodology

NOT PROTECTIVELY MARKED
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e There was a delay in starting the audit for custody arrangements due to the
Constabulary’s review of custody, this has now been completed. The audit is currently
underway

e Planning meetings for the 2015/16 Internal Audit plan are scheduled to take place with
Senior Managers in the OPCC and Constabulary throughout November and December

A member asked if there were any plans in 2015/16 to carry out a cost benefit analysis for
increasing ICT capacity and if not, was this something that could be looked at. The Audit
Manager advised that this was not something Internal Audit would be looking at for the time
being. The Deputy Chief Constable advised that they were currently looking at bringing
consultants in to review this as it has historically proved difficult to recruit ICT posts on the
open market. The Commissioner’s CFO advised that money had been ring-fenced for 2015/16
for this purpose and that discussions between the Commissioner and Chief Constable were
ongoing.

A member referred to paragraph 2.3 and asked that once the new regulations had been
published the members be made aware of any significant changes. The Audit Manager
confirmed that the members would receive an update.

RESOLVED, that, the report be noted.

Note —12.00pm - The Governance and Business Services Manager joined the meeting at this
point.

134. TREASURY MANAGEMENT ACTIVITIES 2014-15 —JULY TO SEPTEMBER 2014

The CFO for the Commissioner presented to members the Treasury Management Activities for
July to September 2014. They advised that this was a cyclical report and was consistent with
what had been reported in the previous quarter and highlighted that there remained an
overachievement in investment income. The CFO touched lightly on issues around bail in risk
and asked members if it would be useful to them to have Arlingclose conduct a seminar to
discuss bail in risk in more detail? The members agreed that this would be useful.

RESOLVED, that, the report be noted.

135. OPCCRISK MANAGEMENT MONITORING

The Governance and Business Services Manager presented an update report on Risk
Management Monitoring for the OPCC. As advised in the September meeting, Diversity Risk
had been moved out of the Strategic Risk Register into the Operational Risk Register.

Since the last meeting the new Head of Partnerships and Commissioning has started work and
both the Strategic and Operational Risk Registers have been reviewed in light of this. It was felt
that for the time being any risks in relation to this post were operational in nature and

NOT PROTECTIVELY MARKED
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therefore there has been nothing added to the strategic register, this will of course be
reviewed on a quarterly basis.

Quarterly meetings between the Governance and Business Services Manager and the Director
of Corporate Improvement are ongoing to review the Risk Registers of both the OPCC and the
Constabulary to ascertain if there are any joint issues.

Scoping work is currently being undertaken to provide training to staff, it is anticipated that the
insurers that undertook training for the Constabulary will be tasked with the training of the
staff of the OPCC, this would assure consistency between the two organisations.

A member asked if the higher rate of staff turnover for the Constabulary was a concern that
should be reflected within the OPCC Risk Register. The Governance and Business Services
Manager advised that if this did become an issue it would be taken to the Executive Board

meetings and may be included in the OPCC Risk Register as and when it was deemed necessary.

The Chair commented that in future, actions and mitigations may be improved if they included
notes from the meetings between the Governance and Business Services Manager and the
Director of Corporate Improvement.

RESOLVED, that, the report be noted;

136. RISK MANAGEMENT UPDATE - CONSTABULARY

The Deputy Chief Constable presented an update report on the Constabulary’s risk
management practices advising that the position was broadly the same as at the September
meeting and that there were a number of operational risks which sit underneath the Strategic

Risk Register.

The Chair asked that an amendment be made to the third recommendation on the report to
remove ‘hopefully’ so that the recommendation read:

‘Note the results of the risk management audit will be reported at the next meeting’
A member commented that it would be useful to also see the post mitigation scores.
RESOLVED, that, the register be received.
that, the 3" recommendation be amended in line with the recommendation of
the chair
Note — 12.20pm - The Governance and Business Services Manager left the meeting at this

point.

137. VALUE FOR MONEY

NOT PROTECTIVELY MARKED
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Office of the Police and Crime Commissioner

The CFO for the Commissioner presented a report on the review of Value for Money in the
OPCC. The costs for the PCC were slightly below those for the most similar group (msg) when
considered on a cost per head of population but more expensive when looked at as an office.
Commissioned Services is also much higher per head of population. The HMIC profile identified
that Cumbria’s commissioning expenditure is £5.73 higher than the equivalent per head figure
for the msg average. This is primarily attributable to the higher level of expenditure on
commissioning Victims and SARS services. Cumbria came out broadly similar to the msg with
regards to office staffing when comparing staff structures.

The CFO advised that there was a plan to reduce the office budget to £800,000 for the next two
years, to achieve the lowest cost within the most similar forces group. The Chair expressed
some concerns regarding the impact of reducing the budget. The CFO advised that care had
been taken to ensure the reduction was achievable and reasonable and that the budget
included a level of contingency.

A member commented that having a target was a good idea and that they felt a risk based
approach was appropriate. The Engagement Manager advised that Value for Money wasn’t
worked out only on cost and that deliverability was also considered.

The Commissioner’s CFO advised on the overall position regarding reserves. Following the
autumn statement there was a large risk that changes to formula funding could result in much
harsher changes than previously anticipated. Despite this it was felt that the medium term
financial strategy should remain unchanged at the current time as there were likely to be even
more changes following the general election in May 2015. The approach to reserves ensures
there is some capacity to manage this risk. Reserves are expected to reduce substantially over
the next four years however their use may well change should there be an adverse settlement.
This hopefully gives confidence to members that reserves levels will be reducing.

Cumbria Constabulary

The CFO for the Constabulary presented the Value for Money review for the Constabulary
advising that it was based on Police Objective Analysis and was utilised as a high level indicator
and care should be taken when reading. One issue is that the statistics are worked on a per
head of population basis, in an county such as Cumbria this tends to show the force as being
comparatively expensive as there is a relatively small population spread over a large geographic
area.

Overall Cumbria is seen as providing good Value for Money although there are areas where
drawing comparisons is not straightforward, for example, Cumbria employs a combined Roads
Policing and Firearms department which is not mirrored in all other forces.

NOT PROTECTIVELY MARKED
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Cumbria appears relatively expensive in areas of fleet and ICT when compared with other
forces, this can be tied to some extent to Cumbria being a large rural county and more money
goes into communications and transport.

A member commented that the analysis fit well with the HMIC report giving a good level of
assurance and asked if there was anything that the members should be focussing on. The Chief
Constables CFO confirmed that if there was something specific for the members to focus on
their attention would have been drawn to this in the report.

The Engagement Manager stated that the key point was whether you understand your costs,
you may be expensive for ICT costs but do you know why? It gives confidence that Cumbria

knows what is happening within the organisation.

RESOLVED, that the report and register be received.

PART 2 — ITEMS CONSIDERED IN THE ABSENCE OF THE PRESS AND PUBLIC

138. HMIC REPORTS — APPENDIX 1

The Deputy Chief Constable presented Appendix 1 from agenda item 7 which discussed
highlights from the HMIC inspections. As the reports had been discussed thoroughly in agenda
item 7 they did not propose to discuss in detail unless there were any questions from the

members. There were no questions.

Meeting ended at 1.15 pm

Signed: Date:

NOT PROTECTIVELY MARKED
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Joint Audit and Standards Committee
10 March 2015
Agenda Item No 5

Joint Audit and Standards Committee Proposed Annual Work
Programme 2015-16

1 Introduction & Purpose of the Report

2.1 On an annual basis the Joint Audit and Standards Committee agrees a work programme that informs
the reports and information received by the Committee to ensure that members fulfil their terms of reference
and advisory role. The terms of reference for the Committee were approved at the meeting of 25" February
2014, having been reviewed and updated in line with the latest CIPFA guidance on Audit Committees. The
guidance made specific reference to the role of Committee’s within the governance framework for policing.
This report translates the terms of reference into a proposed work programme. It takes into account the
additional meeting form 2015-16 scheduled for May and agreed by members in September 2014. It also takes

into account preparation for the earlier production and audit of the statement of accounts.

2 Report

2.1 This report presents to members an annual work programme. The programme is presented in two
formats. The first format sets out each of the terms of reference and the reports/activity that it is proposed
the Committee would undertake to fulfil the terms. It therefore aims to present an assurance framework in
line with CIPFA guidance that identifies the key documents and information that the Committee requires to
fulfil its purpose. The second format aligns the work programme against each Committee meeting. The
alignment is managed to ensure wherever possible that meetings are balanced in terms of volume of work and

that governance themes are aligned. In practice this means that:

= The meetings in June, September, December and March will receive cyclical audit reports, monitoring

reports on audit activity, treasury activity reports1 and the strategic risk registers.

! The Treasury Management Activities update for January to March will be reported as part of the outturn
report at the meeting in May. There will be no update at the June meeting.
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3.1

The meeting in March will consider relevant annual strategies and plans for the following financial year
including the internal audit plan and charter, the external audit plan, risk management strategy, and
treasury management strategy.

The meeting in May will focus on annual reports that review the governance arrangements for the
previous financial year. This will include the annual report of the Committee, the review of the
effectiveness of internal audit, anti-fraud and corruption arrangements and arrangements for standards.
The agenda for the May meeting has been extended to also present to members the Corporate Code of
Governance and Annual Governance Statements as a consequence of the earlier timetable for producing
the financial statements.

The meeting in June will consider the un-audited Annual Financial Statements in accordance with best
practice and ahead of their presentation in September for publication following the audit. This follows the
earlier timetable for accounts closure.

The meeting in September will consider the Audited Statement of Accounts and the report of the External
Auditor on the accounts. This will include the auditor’s value for money conclusion.

The December meeting will focus on governance arrangements with a cyclical review of the core elements
of the governance framework. Members will also receive an annual report based on the HMIC value for
money profiles, reviewing value for money within the Constabulary and OPCC.

Ad-hoc HMIC/Inspection and other reports appropriate to the Committee’s terms will be included on the
agenda subsequent to their publication.

In June and September the programme provides for the Committee to conduct independent meetings

with the External and Internal Auditors.

Recommendations

Members are recommended to:

a) Consider the proposed annual work programme as a basis for fulfilling the terms of reference and
assurance responsibilities of the Committee

b) Approve the work programme subject to any proposed changes
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Joint Audit and Standards Committee: Annual Work Programme Assurance Format

Terms of Reference: Governance, risk and control Meeting Work Programme Assurance Activity
Review the corporate governance arrangements against the December ANNUAL REVIEW OF GOVERNANCE: To review the COPCC and Constabulary
good governance framework and consider annual arrangements for governance; cyclical review over a three years covering:
governance reports and assurances. Underlined governance | May (Code of = Code of Corporate Governance (2015) (annual review)
documents are scheduled for review in 2015. Corporate = Role of the Chief Finance Officer (2015) (annual review)
Governance) = Scheme of Delegation (2016)

= Scheme of Consent (n/a)

= Financial Regulations: bi-annual review (2016)

= Procurement Regulations: bi-annual review (2015)

= Arrangements for Anti-Fraud and Corruption /whistleblowing (2017)

= Arrangements for Integrity including Codes of Conduct, Complaints and Integrity

protocols (2015)

Review the Annual Governance Statements prior to approval | May (draft) ANNUAL GOVERNANCE STATEMENT

and consider whether they properly reflect the governance,
risk and control environment and supporting assurances and
identify any actions required for improvement

September (final
statements prior
to approval and
publication)

= Report of the Internal Auditor: Annual Governance Statement: To consider a
report from the Internal Auditor reviewing the Annual Governance Statement for
the financial year and to the date of this meeting

= Effectiveness of Governance Arrangements: To receive a report from the
PCCCFO/PCC Chief Executive on the effectiveness of the PCC’s arrangements for
Governance/ To receive a report from the CCCFO on the effectiveness of the CC’s
arrangements for governance

= Code of Corporate Governance: To consider the PCC/CC Code of Corporate
Governance

= Annual Governance Statement: To consider the PCC/CC Annual Governance
Statement for the financial year and to the date of this meeting

ANNUAL GOVERNANCE STATEMENT DEVELOPMENT AND IMPROVEMENT PLAN
UPDATE: To receive an update on progress against the development and
improvement plan within the annual governance statement.

Consider the arrangements to secure value for money and
review assurances and assessments on the effectiveness of

Every meeting
excluding May

INTERNAL AUDIT REPORT: To receive reports from the Internal Auditors in respect of
specific audits conducted since the last meeting of the Committee (NB audit work in
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these arrangements

compliance with PSIAS will cover a specific control objective on ‘value: the
effectiveness and efficiency of operations and programmes’. Specific audit
recommendations will be categorised within audit reports under this heading.)

ANNUAL GOVERNANCE REPORT: To receive from the external auditors the Annual
Governance Report incorporating the External Auditor’s Value for Money Conclusion.

September
HMIC REPORTS: To receive an annual report on the HMIC Value for Money Profile and
arrangements for securing value for money & HMIC value for Money inspection
reports.

December/Ad-

hoc

Consider the framework of assurance and ensure that it March ANNUAL WORK PROGRAMME: ASSURANCE FORMAT: To review and approve an
adequately addresses the risks and priorities of the OPCC and annual work programme covering the framework of assurance against the
Constabulary Committee’s terms of reference.

September FRAMEWORK OF ASSURANCE: STATEMENT OF ACCOUNTS: To receive a report from
the PCCCFO/Chief Executive in respect of the PCC’s framework of assurance; To
receive a report from the Deputy Chief Constable/CC in respect of the CC’s framework
of assurance.

Monitor the effective development and operation of risk March RISK MANAGEMENT STRATEGY: To provide the annual review of the COPCC and

management, review the risk profile, and monitor progress of
the Police and Crime Commissioner and the Chief Constable
in addressing risk-related issues reported to them

Every meeting
excluding May

May

Constabulary Risk Management Strategies.

STRATEGIC RISK REGISTER: To consider the COPCC and Constabulary strategic risk
register as part of the Risk Management Strategy.

RISK MANAGEMENT MONITORING: To receive an annual report from the Chief
Executive on Risk Management Activity including the Commissioner’s arrangements
for holding the CC to account for Constabulary Risk Management.

Consider reports on the effectiveness of internal controls and
monitor the implementation of agreed actions

Every meeting
excluding May

INTERNAL AUDIT REPORT: To receive reports from the Internal Auditors in respect of
specific audits conducted since the last meeting of the Committee.

MONITORING OF AUDIT, INTERNAL AUDIT AND OTHER RECOMMENDATIONS AND
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ACTION PLANS: To receive an updated summary of actions implemented in response
to audit and inspection recommendations.

Review arrangements for the assessment of fraud risks and December — ARRANGEMENTS FOR ANTI-FRAUD AND CORRUPTION: To receive the COPCC and
potential harm from fraud and corruption and monitor the cyclically when Constabulary strategy, policy and fraud response plan.
effectiveness of the counter-fraud strategy, actions and updated
resources

May ANTI-FRAUD AND CORRUPTION ACTIVITIES: To receive an annual report from the

Chief Executive on activity in line with the arrangements for anti-fraud and corruption.

Terms of Reference: Internal Audit Meeting Work Programme Assurance Activity
Annually review the internal audit charter and resources March INTERNAL AUDIT CHARTER: To receive a copy of the internal audit charter from the

Internal Auditors.

Review the internal audit plan and any proposed revisions to
the internal audit plan

March/Ad-hoc

PROPOSED INTERNAL AUDIT PLAN: To receive a report from the Internal Auditors on
the proposed Internal Audit Annual Plan and any proposed revisions.

Oversee the appointment and consider the adequacy of the May EFFECTIVENESS OF INTERNAL AUDIT: To receive a report from the PCC Chief Finance
performance of the internal audit service and its Officer in respect of the effectiveness of internal audit.
independence
Quarterly INTERNAL AUDIT PERFORMANCE: To receive from the Internal Auditors quarterly
reports on the performance of the service against a framework of performance
indicators (provided within the internal audit progress reports and annual report.)
PRIVATE INTERNAL AUDIT MEETING: Confidential meeting of Committee members
June only and the Internal Auditors
Consider the Head of Internal audit’s annual report and May INTERNAL AUDIT —ANNUAL REPORT: To receive the Head of Internal Audit’s Annual

opinion, and a regular summary of the progress of internal
audit activity against the audit plan, and the level of
assurance it can give over corporate governance
arrangements

Every meeting
excluding May

Report including the Annual Audit Opinion.

INTERNAL AUDIT — PROGRES REPORT: To receive a report from the Internal Auditors
regarding the progress of the Internal Audit Plan.
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Consider internal audit reports and such detailed reports as
the Committee may request from the Police and Crime
Commissioner and the Chief Constable, including issues
raised or recommendations made by the internal audit
service, management response and progress with agreed
actions

Every meeting
excluding May

INTERNAL AUDIT REPORTS: To receive reports from the Internal Auditors in respect of
specific audits conducted since the last meeting of the Committee.

Consider a report on the effectiveness of internal audit to May EFFECTIVENESS OF INTERNAL AUDIT: To consider a report of the Commissioner’s Chief

support the Annual Governance Statement Finance Officer reviewing the effectiveness of Internal Audit.
Terms of Reference: External Audit Meeting Work Programme Assurance Activity
Comment on the scope and depth of external audit work, its March EXTERNAL AUDIT PLAN: To receive from the external auditors the Annual External
independence and whether it gives satisfactory value for Audit Plan
money

May EXTERNAL AUDIT FEES: To receive from the external auditors the proposal in respect
of audit fees.

Consider the external auditor’s annual management letter, December/Ad- ANNUAL AUDIT LETTER: To receive from the External Auditors the Annual Audit Letter
relevant reports and the report to those charged with hoc and reports

governance

JOINT AUDIT AND STANDARDS COMMITTEE UPDATE: To receive from the external
auditors an update report in respect of progress on the external audit plan

Consider specific reports as agreed with the external auditors

Every meeting
excluding May
(where
appropriate)

ADHOC REPORTS AS THEY ARISE: E.G. NATIONAL FRAUD INITIATIVE, STANDARDS,
INSPECTION: To consider any other reports falling within the remit of the Committee’s
terms of reference

Advise and recommend on the effectiveness of relationships September PRIVATE EXTERNAL AUDIT MEETING: Confidential meeting of Committee members
between external and internal audit and other inspection only and the external auditors

agencies and relevant bodies

Terms of Reference: Financial Reporting Meeting Work Programme Assurance Activity
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Review the Annual Statement of Accounts. Specifically, to June ASSURANCE FRAMWORK: STATEMENT OF ACCOUNTS: To receive a report from the
consider whether appropriate accounting policies have been PCCCFO/Chief Executive in respect of the PCC’s framework of assurance; To receive a
followed and whether there are concerns arising from the report from the Deputy Chief Constable/CC in respect of the CC’s framework of
financial statements that need to be brought to the attention assurance.
of the Commissioner and/or the Chief Constable
June/September | ANNUAL STATEMENT OF ACCOUNTS: To receive the unaudited/audited Statement of
Accounts for the Commissioner and Chief Constable and Group Accounts and consider
a copy of a summarised non-statutory version of the accounts
Consider the external auditor’s report to those charged with September AUDIT FINDINGS REPORT: To receive from the external auditors the Audit Findings
governance on issues arising from the audit of the financial Report in respect of the annual audit of the financial statements and incorporating the
statements External Auditor’s Value for Money Conclusion.
Terms of Reference: Accountability Arrangements Meeting Work Programme Assurance Activity

On a timely basis report to the Commissioner and the Chief
Constable with its advice and recommendations in relation to
any matters that it considers relevant to governance, risk
management and financial management

Every meeting
excluding May
(where
appropriate)

To be discussed in Committee meetings and noted as feedback in the minutes.

Report to the Commissioner and the Chief Constable on its
findings, conclusions and recommendations concerning the

Every meeting
excluding May

To be discussed in Committee meetings and noted as feedback in the minutes.

adequacy and effectiveness of their governance, risk (where

management and internal control frameworks; financial appropriate)

reporting arrangements and internal and external audit

functions

Review its performance against its terms of reference and May ANNUAL REPORT OF THE AUDIT AND STANDARDS COMMITTEE: To receive a report
objectives on an annual basis and report the results of this reviewing the activities of the Committee as a contribution to the effectiveness of
review to the Commissioner and the Chief Constable arrangements for governance

Terms of Reference: Treasury Management Meeting Work Programme Assurance Activity

Review the Treasury Management policy and procedures to be | March TREASURY MANAGEMENT STRATEGY AND TREASURY MANAGEMENT PRACTICES: To

satisfied that controls are satisfactory

review the annual Treasury Management Strategy incorporating the policy on
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Review the Treasury risk profile and adequacy of treasury risk
management processes

investment and borrowing activity and treasury management practices.

Receive regular reports on activities, issues and trends to
support the Committee’s understanding of Treasury
Management activities; the Committee is not responsible for
the regular monitoring of activity

Every meeting
excluding June
Annually

TREASURY MANAGEMENT ACTIVITIES: To receive for information reports on Treasury

Management Activity/Outturn.

TREASURY MANAGEMENT ADVISORS: To receive briefings/training from the

Commissioner’s Treasury Management advisors.

Review assurances on Treasury Management

Every meeting
excluding May
(where

INTERNAL AUDIT REPORT: To receive reports from Internal Audit Unit in respect of

specific audits conducted since the last meeting of the Committee

applicable)
Terms of Reference: Standards Activity Meeting Work Programme Assurance Activity
Monitoring the operation and effectiveness of the PCC’s Code May MONITORING AND EFFECTIVENESS OF THE CODE OF CONDUCT: To receive an annual
of Conduct report from the Chief Executive with regard to the operation and effectiveness of the
Code of Conduct
Monitoring the operation and effectiveness of the PCC’s/ May MONITORING AND EFFECTIVENESS OF THE PCC/OFFICER PROTOCOL: To receive an
Officer Protocol annual report from the Chief Executive with regard to the operation and effectiveness
of the PCC/Officer Protocol
To hear and determine appeals in relation to the OPCC’s n/a As and when required, to act as an “Appeal Board”
personnel policies and decisions of the Chief Executive where
appropriate
To hear and determine appeals by Independent Custody n/a As and when required, to act as an “Appeal Board”

Visitors and Independent Members of Police Misconduct
Panels from decisions of the Chief Executive
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Joint Audit & Standards Proposed Annual Work Programme 2015/16

10 March 2015

6 May 2015

23 June 2015

22 September 2015

8 December 2015

ANNUAL WORK PROGRAMME:
ASSURANCE FORMAT: To review
and approve an annual work
programme covering the
framework of assurance against the
Committee’s terms of reference.

EXTERNAL AUDIT PLAN: To receive
from the external auditors the
Annual External Audit Plan.

JOINT AUDIT AND STANDARDS
COMMITTEE UPDATE: To receive
from the external auditors an
update report in respect of
progress on the external audit plan

TREASURY MANAGEMENT
STRATEGY AND TREASURY
MANAGEMENT PRACTICES: To
review the annual Treasury
Management Strategy
incorporating the policy on
investment and borrowing activity
and treasury management
practices. (DCFO)

TREASURY MANAGEMENT
ACTIVITIES: To receive for
information reports on Treasury
Management Activity (DCFO)

PROPOSED INTERNAL AUDIT
PLAN/ INTERNAL AUDIT CHARTER:
To receive a report from the
Internal Auditors on the proposed

PRIVATE INTERNAL AUDIT
MEETING: Confidential meeting of
Committee members only and the
Internal Auditors.

EXTERNAL AUDIT FEES: To receive
from the external auditors the
proposal in respect of audit fees.

RISK MANAGEMENT
MONITORING: To receive an
annual report from the Chief
Executive on Risk Management
Activity including the
Commissioner’s arrangements for
holding the CC to account for
Constabulary Risk Management.
(CE or GM)

ANTI-FRAUD AND CORRUPTION
ACTIVITIES: To receive an annual
report from the Chief Executive on
activity in line with the
arrangements for anti-fraud and
corruption. (CE or GM)

MONITORING AND EFFECTIVENESS
OF THE PCC/OFFICER PROTOCOL
AND THE CODE OF CONDUCT: To
receive an annual report from the
Chief Executive with regard to the
operation and effectiveness of the
PCC/Officer Protocol and Code of
Conduct (CE or GM)

INTERNAL AUDIT —ANNUAL

ASSURANCE FRAMEWORK
STATEMENT OF ACCOUNTS: To
receive a report from the
PCCCFO/Chief Executive in respect
of the PCC’s framework of
assurance; To receive a report from
the Deputy Chief Constable/CC in
respect of the CC’s framework of
assurance. (PCCCFO or CE)

ANNUAL STATEMENT OF
ACCOUNTS: To receive the un-
audited Statement of Accounts for
the Commissioner and Chief
Constable and Group Accounts and
consider a copy of a summarised
non-statutory version of the
accounts (PCCCFO & CCCFO)

INTERNAL AUDIT — PROGRES
REPORT: To receive a report from
the Internal Auditors regarding the
progress of the Internal Audit Plan.

INTERNAL AUDIT REPORT: To
receive reports from the Internal
Auditors in respect of specific
audits conducted since the last
meeting of the Committee

MONITORING OF AUDIT,
INTERNAL AUDIT AND OTHER
RECOMMENDATIONS AND ACTION
PLANS: To receive an updated
summary of actions implemented
in response to audit and inspection

PRIVATE EXTERNAL AUDIT
MEETING: Confidential meeting of
Committee members only and the
external auditors.

AUDIT FINDINGS REPORT: To
receive from the external auditors
the Audit Findings Report in
respect of the annual audit of the
financial statements and
incorporating the External Auditor’s
Value for Money Conclusion.

ANNUAL STATEMENT OF
ACCOUNTS: To receive the audited
Statement of Accounts for the
Commissioner and Chief Constable
and Group Accounts and consider a
copy of a summarised non-
statutory version of the accounts
(PCCCFO & CCCFO)

INTERNAL AUDIT — PROGRES
REPORT: To receive a report from
the Internal Auditors regarding the
progress of the Internal Audit Plan.

INTERNAL AUDIT REPORT: To
receive reports from the Internal
Auditors in respect of specific
audits conducted since the last
meeting of the Committee

MONITORING OF AUDIT,
INTERNAL AUDIT AND OTHER
RECOMMENDATIONS AND ACTION

ANNUAL AUDIT LETTER: To receive
from the External Auditors the
Annual Audit Letter and reports.

ANNUAL REVIEW OF

GOVERNANCE: To review the

COPCC and Constabulary

arrangements for governance;

cyclical review over a three years

covering:

= Code of Corporate Governance

= Role of the Chief Finance
Officer

= Scheme of Delegation

= Scheme of Consent

= Financial Regulations

= Procurement Regulations

= Arrangements for Anti-Fraud
and Corruption

= Arrangements for Integrity
including Codes of Conduct,
Complaints and Integrity
protocols (PCCCFO, GM? &
CCCFO)

ANNUAL GOVERNANCE
STATEMENT DEVELOPMENT AND
IMPROVEMENT PLAN UPDATE: To
receive an update on progress
against the development and
improvement plan within the
annual governance statement.

HMIC REPORTS: To receive an
annual report on the HMIC Value
for Money Profile and
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Internal Audit Annual Plan and any
proposed revisions. To receive a
copy of the internal audit charter
from the Internal Auditors.

INTERNAL AUDIT — PROGRES
REPORT: To receive a report from
the Internal Auditors regarding the
progress of the Internal Audit Plan.

INTERNAL AUDIT REPORT: To
receive reports from the Internal
Auditors in respect of specific
audits conducted since the last
meeting of the Committee

MONITORING OF AUDIT,
INTERNAL AUDIT AND OTHER
RECOMMENDATIONS AND ACTION
PLANS: To receive an updated
summary of actions implemented
in response to audit and inspection
recommendations. (CCCFO)

RISK MANAGEMENT STRATEGY: To
provide the annual review of the
COPCC and Constabulary Risk
Management Strategies. (CE or
GM)

STRATEGIC RISK REGISTER: To
consider the COPCC and
Constabulary strategic risk register
as part of the Risk Management
Strategy. (CE or GM & DCC)

REPORT: To receive the Head of
Internal Audit’s Annual Report
including the Annual Audit Opinion.

EFFECTIVENESS OF INTERNAL
AUDIT: To receive a report from
the PCC Chief Finance Officer in
respect of the effectiveness of
internal audit. (PCCCFO)

ANNUAL REPORT OF THE AUDIT
AND STANDARDS COMMITTEE: To
receive a report reviewing the
activities of the Committee as a
contribution to the effectiveness of
arrangements for governance.

TREASURY MANAGEMENT
ACTIVITY/OUTTURN: To receive for
information reports on Treasury
Management Activity for Jan — Mar
and Treasury Management Outturn
for the financial year. (DCFO)

ANNUAL GOVERNANCE
STATEMENT

Report of the Internal Auditor:
Annual Governance Statement:
To consider a report from the
Internal Auditor reviewing the
Annual Governance Statement
for the financial year and to the
date of this meeting PCCCFO &
CCCFO)

Effectiveness of Governance
Arrangements: To receive a
report from the PCCCFO/PCC
Chief Executive on the
effectiveness of the PCC’s
arrangements for Governance/

recommendations. (CCCFO)

STRATEGIC RISK REGISTER: To
consider the COPCC and
Constabulary strategic risk register
as part of the Risk Management
Strategy. (CE or GM & DCC)

PLANS: To receive an updated
summary of actions implemented
in response to audit and inspection
recommendations. (CCCFO)

TREASURY MANAGEMENT
ACTIVITIES: To receive for
information reports on Treasury
Management Activity (DCFO)

STRATEGIC RISK REGISTER: To
consider the COPCC and
Constabulary strategic risk register
as part of the Risk Management
Strategy. (CE or GM & DCC)

arrangements for securing value for
money & HMIC value for Money
inspection reports. (CE or GM)

INTERNAL AUDIT — PROGRES
REPORT: To receive a report from
the Internal Auditors regarding the
progress of the Internal Audit Plan.

INTERNAL AUDIT REPORT: To
receive reports from the Internal
Auditors in respect of specific
audits conducted since the last
meeting of the Committee

MONITORING OF AUDIT,
INTERNAL AUDIT AND OTHER
RECOMMENDATIONS AND ACTION
PLANS: To receive an updated
summary of actions implemented
in response to audit and inspection
recommendations. (CCCFO)

TREASURY MANAGEMENT
ACTIVITIES: To receive for
information reports on Treasury
Management Activity (DCFO)

STRATEGIC RISK REGISTER: To
consider the COPCC and
Constabulary strategic risk register
as part of the Risk Management
Strategy. (CE or GM & DCC)
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To receive a report from the
CCCFO on the effectiveness of
the CC’s arrangements for
governance

= Code of Corporate Governance:

To consider the PCC/CC Code of
Corporate Governance

= Annual Governance Statement:
To consider the PCC/CC Annual
Governance Statement for the
financial year and to the date of
this meeting
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The contents of this report relate only to the matters which have come to our attention,
which we believe need to be reported to you as part of our audit process. It is not a
comprehensive record of all the relevant matters, which may be subject to change, and in
particular we cannot be held responsible to you for reporting all of the risks which may affect
the Council or any weaknesses in your internal controls. This report has been prepared solely
for your benefit and should not be quoted in whole or in part without our prior written
consent. We do not accept any responsibility for any loss occasioned to any third party acting,
or refraining from acting on the basis of the content of this report, as this report was not
prepared for, nor intended for, any other purpose.
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Understanding your business

In planning our audit we need to understand the challenges and opportunities the Police and Crime Commissioner (PCC) and the Chief Constable are facing. We set out
a summary of our understanding below.

Challenges/opportunities

1. Delivering Major Change 2. Ensuring Financial Resilience

e The PCC and CC will need to

3. Workforce strategy 4. Commissioning, Strategic

Partnerships and Collaboration

5. Stage 2 Transfer
e An ambitious transformation

programme is already underway.
The Constabulary's ‘Change
Strategy 2013-15' is its strategic
approach to delivering spending
reductions.

The PCC receives updates on
progress of delivery of the strategy
to assure himself that the
programme remains on track.

e As part of our value for money

conclusion we will review progress
on delivering the 'Change Strategy
2013-15' and how this is reported.

continue to deliver their planned
savings. Savings of £8.1 million will
be required between 2015/16 and
2017/18 of which £7.9 million has
been identified but are still to be
delivered. Savings of £1.8 million
are planned to be delivered in
2015/16.

We will review the PCC and CC
arrangements for setting and
monitoring the savings plans and
its progress on achieving the
savings.
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e The Constabulary has had a
history of underspending on
Police Officer Pay & Allowances
and Police Community Support
Officers (PCSOs).

e There has been an emphasis on
improving workforce planning and
a workforce strategy for police
officers and PCSOs has been
developed covering the period of
the MTFP. The workforce
strategy is regularly scrutinised at
both strategic and tactical levels.

e As part of our value for money

conclusion we will review
progress on delivering the
workforce strategy and how this
has impacted on 2014/15
revenue spending.

From October 2014 the PCC is
responsible for commissioning
victim support services in the area

There is an expectation from
government that police bodies
should work collaboratively to
improve services and achieve
efficiencies

We will review the PCC's
arrangements for commissioning
victim support services as part of
our value for money conclusion
work

We will consider your plans for
collaboration and partnership
working as part of our value for
money conclusion work

® The Stage 2 Transfer came into
effect on 1 April 2014 and formalised
the legal allocation of staff, assets
and liabilities between the PCC and
the CC.

e We will consider the impact of the
transfer on your arrangements to
secure value for money

e We will discuss with you the
potential impact on your financial
statements for 2014/15 and future
accounting periods



Developments relevant to your business and the audit

In planning our audit we also consider the impact of key developments in the sector and take account of national audit requirements as set out in the Code of Audit Practice
and other relevant guidance.

© 2015 Grant Thornton UK LLP |

. Reducing the overall cost of policing

The Home Office released details of the
2015/16 police funding formula in December
2014

Fiscal austerity is expected to continue until at
least 2019, regardless of the outcome of the
next general election

The Home Office budget has already been cut
by almost 25% over the five years to 2015/16
(Institute for Fiscal Studies)

We will discuss the impact of the settlement on
the medium term financial strategy and police
and crime plan through our regular meetings
with you

We will review your performance against the
2014/15 budget, including consideration of

performance against savings targets included in

the Medium Term Financial Plan (MTFP) and
police and crime plan

We will undertake a review of financial
resilience as part of our value for money
conclusion

Joint Audit Plan | February 2015

Developments and other requirements

2. Financial reporting

e Changes to the CIPFA Code of Practice for
2014/15

e We will work with you to determine the
impact of any changes to the Code on your
financial statement

e QOur audit opinion will provide assurance that
the financial statements have been prepared
in accordance with the applicable financial
reporting framework

3. Corporate governance
e Annual Governance Statement (AGS)
e Explanatory foreword

e We will review your arrangements for the

compilation and publication of Annual
Governance Statements for both the PCC and
the Chief Constable

e We will review both AGSs and the explanatory

forewords to consider whether they are
consistent with our knowledge and with your
accounts

4. Other requirements

e The PCC is required to submit a Whole of
Government Accounts (WGA)
consolidation pack which summarises the
group accounts

e We will carry out work on the PCC and
Group's WGA consolidation pack on
behalf of the National Audit Office



Our audit approach

Ensures compliance with International
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Understanding
_ the environment
and the entity

Inherent Develop audit plan to Devise audit strategy
risks obtain reasonable (planned control reliance?)
assurance that the '

| | |
Financial Statements Extract
E . ) o as awhole are free Yes your data
» Understanding Significant from material v v

the business risks misstatement and

prepared in all e Test controls e Test of detail
: -> -> material® respects * Substantive @ * Substantive
s | o oimacice e il revoroun 0 e o B
focus SKS framework using our e el parameters

global methodology

and audit software v v
Evaluating the Material General audit procedures
» year’s results balances

Note:
a. An item would be considered
material to the financial statements
Voyager if, through its omission or non-
disclosure, the financial statements
would no longer show a true and

Financial statements

fair view.
Conclude and report
Creates and tailors Stores audit Documents processes
audit programs evidence and controls
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Significant risks identified

'Significant risks often relate to significant non-routine transactions and judgmental matters. Non-routine transactions are transactions that are unusual, either due to size or
nature, and that therefore occur infrequently. Judgmental matters may include the development of accounting estimates for which there is significant measurement

uncertainty' (ISA 315).

In this section we outline the significant risks of material misstatement which we have identified
under auditing standards (International Standards on Auditing — ISAs) which are listed below:

Significant risk

The revenue cycle
includes fraudulent
transactions

Management over-ride of
controls

Relevant to

PCC/CC /

both? Description of risk

Both Under ISA 240 there is a presumed risk that revenue
may be misstated due to the improper recognition of
revenue.

Both Under ISA 240 there is a presumed risk that the risk of
management over-ride of controls is present in all
entities.
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. There are two presumed significant risks which are applicable to all audits

Work planned to address the risk

We have rebutted this presumed risk for the PCC because:

e revenue is principally grant allocations from central government and
council tax income from the taxpayers

We have rebutted this presumed risk for the Chief Constable because:
e revenue is an inter group transfer from the PCC
e revenue does not involve cash transactions

We therefore do not consider this to be a significant risk for either the PCC or
the Chief Constable

Work completed to date:

e Updating our understanding of accounting estimates, judgments and
decisions made by management

Further work planned:

e Review and challenge of significant accounting estimates, judgments and
decisions made by management

e Detailed testing of high risk journal entries
e Review accounting treatment for significant, unusual transactions



Other risks identified

"The auditor should evaluate the design and determine the implementation of the entity's controls, including relevant control activities, over those risks for which, in the
auditor's judgment, it is not possible or practicable to reduce the risks of material misstatement at the assertion level to an acceptably low level with audit evidence obtained
only from substantive procedures' (ISA 315).

In this section we outline the other risks of material misstatement which we have identified as a result of our planning.

Relevant to
PCC/CC/
Cycle both?
Operating Both
expenses
Employee Both
remuneration
Pensions Both
Benefits
Payable

Description of risk

Creditors related to core
activities understated or not
recorded in the correct
period

Employee remuneration and
benefit obligations and
expenses understated

Benefits improperly
computed / claims liability
understated
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Work completed to date

Identification of controls and
walkthrough testing of the
operating expenses transaction
cycle

Identification of controls and
walkthrough testing of the
employee remuneration
transaction cycle

Identification of controls and
walkthrough testing of the pension
benefit payments transaction
cycle

Further work planned

Testing the reconciliation of operating expenditure recorded in the general
ledger to the subsidiary systems and interfaces

Testing of payments made after the year-end to identify potential
unrecorded liabilities and gain assurance over the completeness of the
payables balance in the accounts

Substantive testing of operating expenses

Testing the reconciliation of payroll expenditure recorded in the general
ledger to the subsidiary systems and interfaces

Analysis of trends and relationships to identify any anomalous areas for
further investigation

Testing to confirm the completeness of payroll transactions and
appropriate cut-off

Testing the reconciliation of pension benefit payments recorded in the
general ledger to the subsidiary systems and interfaces

We will rationalise pensions paid with reference to changes in pensioner
numbers and increases applied in the year together with a comparison of
pensions paid on a monthly basis to ensure that any unusual trends are
satisfactorily explained.

Substantive testing of monthly pension benefit payments made in the year

Substantive testing of lump sum pension benefit payments made in the
year



Group audit scope and risk assessment

ISA 600 requires that as group auditors we obtain sufficient appropriate audit evidence regarding the financial information of the components and the consolidation process
to express an opinion on whether the group financial statements are prepared, in all material respects, in accordance with the applicable financial reporting framework.

For accounting purposes, the Chief Constable is considered a subsidiaty of the PCC and the Chief Constable's financial results are consolidated into the PCC group
accounts. We will comply with the requitements of ISA 600 in carrying out our audit of the Chief Constable's financial statements.

Component Significant? Level of response required under ISA 600 Planned audit approach

PCC (parent) Yes Comprehensive Full scope statutory audit performed by Grant Thornton UK LLP

Chief Constable (subsidiary) Yes Comprehensive Full scope statutory audit performed by Grant Thornton UK LLP

© 2015 Grant Thornton UK LLP | Joint Audit Plan | February 2015 9



Value for money

Value for money

The Code requires us to issue a conclusion on whether the PCC and the Chief We are currently undertaking a risk assessment to id_entify areas of risk to our VIM
Constable have put in place proper arrangements for secuting economy, efficiency conclusion. We will undertake work to address any issues raised within the risk
and effectiveness in its use of resources. This is known as the Value for Money assessment.

(VEM) conclusion. The results of our VM audit work and the key messages arising will be reported
Our VM conclusion is based on the following criteria specified by the Audit in our Joint Audit Findings report to the PCC and Chief Constable and in the
Commission: Annual Audit Letter.

Table one: Value for money criteria

VIM criteria Focus of the criteria

The organisation has The organisation has robust systems and
proper arrangements in processes to manage financial risks and

place for securing financial opportunities effectively, and to secure a stable
resilience financial position that enables it to continue to

operate for the foreseeable future

The organisation has The organisation is prioritising its resources
proper arrangements for  within tighter budgets, for example by achieving
challenging how it secures  cost reductions and by improving efficiency and
economy, efficiency and productivity

effectiveness

© 2015 Grant Thornton UK LLP | Joint Audit Plan | February 2015 10



Results of interim audit work

The findings of our interim audit work, and the impact of our findings on the accounts audit approach, are summarised in the table below:

Relevant to
PCC / Chief
Constable /
Both?

Internal audit Both

Walkthrough testing Both

Review of information Both
technology controls

© 2015 Grant Thornton UK LLP | Joint Audit Plan | February 2015

Work performed and findings to date

We have completed a high level review of internal audit's overall
arrangements. Our work has not identified any issues which we wish
to bring to the PCC's or the Chief Constable's attention.

We have completed walkthrough tests of controls operating in areas
where we consider that there is a risk of material misstatement to the
financial statements of the PCC and the Chief Constable.

Our work has not identified any issues which we wish to bring to the
PCC's or the CC's attention. Internal controls have been implemented
in accordance with our documented understanding.

Our information systems specialist will perform a high level review of
the general IT control environment, as part of the overall review of the
internal controls system. This will include a follow up of the issues
raised in the previous year.

11

Conclusion

Overall, we have concluded that the internal audit
service continues to provide an independent and
satisfactory service to the PCC and the Chief Constable
and that internal audit work contributes to an effective
internal control environment at both entities.

Our work has not identified any weaknesses which
impact on our audit approach.

This work will be undertaken in April / May 2015. We
will report any significant findings to you in our Audit
Findings Report.



Key dates

The audit cycle

o

Jan to March 2015 _ June to August 2015 _ September 2015 ~ September 2015

Interim audit Final accounts Completion and

J A

WGA and
certificate of

visit visit reporting
closure

Key phases of our audit

Date

On-going

January to March 2015
10 March 2015

10 March 2015

June to August 2015
August 2015

3 September 2015

September 2015

By 30 September 2015

© 2015 Grant Thornton UK LLP | Joint Audit Plan | February 2015

Activity

Planning

Interim site visit

Presentation of audit plan to the Joint Audit and Standards Committee

Present audit plan to PCC and the Chief Constable as Those Charged with Governance

Year end fieldwork

Audit findings clearance meeting with the PCC's and the Chief Constable's Chief Finance Officers

Report audit findings to the Joint Audit and Standards Committee. The PCC and Chief Constable will be
present at this meeting, as those charged with governance, prior to their approval of the accounts.

Assurance work on Whole of Government Accounts (WGA) return (on behalf of the National Audit Office)

Issue certificate of closure of the audit, including consideration of any significant subsequent events that
would impact on our financial statements opinion or value for money conclusion

12




Fees and independence

Statutory audit fees

Planned fee
Police and Crime Commissioner Audit £40,450
Chief Constable Audit £20,000
Total fees for the group (excluding VAT) £60,450

Our fee assumptions include:

® Supporting schedules to all figures in the accounts are supplied by the agreed
dates and in accordance with the agreed upon information request list

® The scope of the audit, and the PCC and the Chief Constable and their
activities, have not changed significantly

® The PCC and the Chief Constable will make available management and
accounting staff to help us locate information and to provide explanations.

© 2015 Grant Thornton UK LLP | Joint Audit Plan | February 2015
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Fees for other services

Fees billed
Service to date
Tax Advisory Services £6,500

Fees for other services

Fees for other services reflect those agreed at the time of issuing our Audit Plan. These
relate to the provision of a tax helpline at an annual cost of £2,500 and an additional
piece of work to assist with the updating of the notice of dispensation for the PCC and
CC at a cost of £4,000. Any additional work or changes will be reported in our Audit
Findings Report and Annual Audit Letter.

Independence and ethics

We confirm that there are no significant facts or matters that impact on our
independence as auditors that we are required or wish to draw to your attention. We
have complied with the Auditing Practices Board's Ethical Standards and therefore we
confirm that we are independent and are able to express an objective opinion on the
tinancial statements. The tax work is undertaken by a separate team, should not impact
materially on any items of account and is purely advisory. We do not therefore consider
that this work impacts on our independence.

Full details of all fees charged for audit and non-audit services will be included in our
Audit Findings report at the conclusion of the audit.

We confirm that we have implemented policies and procedures to meet the
requirement of the Auditing Practices Board's Ethical Standards.



Communication of audit matters with those charged with governance

International Standards on Auditing (ISA) 260, as well as other ISAs, prescribe matters Audit  Audit
which we are required to communicate with those charged with governance, and which Our communication plan plan findings

we set out in the table opposite. ] R ]
Respective responsibilities of auditor and management/those charged v

This document, The Audit Plan, outlines our audit strategy and plan to deliver the audits, with governance

while The Audit Findings will be issued prior to approval of the financial statements and

will present key issues and other matters arising from the audits, together with an Overview of the planned scope and timing of the audit. Form, timing 4
explanation as to how these have been resolved. and expected general content of communications

We will communicate any adverse or unexpected findings affecting the audits on a timely Views about the qualitative aspects of the entity's accounting and v
basis, either informally or via a report to the PCC and the Chief Constable. financial reporting practices, significant matters and issue arising during

the audit and written representations that have been sought

Confirmation of independence and objectivit
Respective responsibilities P ) y
This plan has been prepared in the context of the Statement of Responsibilities of A statement that we have complied with relevant ethical requirements

Auditors and Audited Bodies issued by the Audit Commission (www.audit- regarding independence, relationships and other matters which might
commission.qov.uk). be thought to bear on independence.

Details of non-audit work performed by Grant Thornton UK LLP and

We have been appointed as the PCC's and the Chief Constable's independent external ) !
network firms, together with fees charged.

auditors by the Audit Commission, the body responsible for appointing external auditors
to local public bodies in England. As external auditors, we have a broad remit covering Details of safeguards applied to threats to independence

finance and governance matters. . o ) i . )
. . i . ) Material weaknesses in internal control identified during the audit
Our annual work programme is set in accordance with the Code of Audit Practice (‘the

Code') issued by the Audit Commission and includes nationally prescribed and locally Identification or suspicion of fraud involving management and/or others
determined work. Our work considers the PCC's and the Chief Constable's key risks which results in material misstatement of the financial statements

when reaching our conclusions under the Code. . . .
Non compliance with laws and regulations

It is the responsibility of the PCC and of the Chief Constable to ensure that proper o ) )
arrangements are in place for the conduct of its business, and that public money is Expected modifications to the auditor's report, or emphasis of matter
safeguarded and pr_operly accounted _fo_r_. _ We have considered how the PCC and Chief Uncorrected misstatements
Constable are fulfilling these responsibilities.

Significant matters arising in connection with related parties

AN N NN

Significant matters in relation to going concern
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The contents of this report relate only to the matters which have come to our attention,
which we believe need to be reported to you as part of our audit process. Itis nota
comprehensive record of all the relevant matters, which may be subject to change, and in
particular we cannot be held responsible to you for reporting all of the risks which may affect
your business or any weaknesses in your internal controls. This report has been prepared
solely for your benefit and should not be quoted in whole or in part without our prior written
consent. We do not accept any responsibility for any loss occasioned to any third party acting,
or refraining from acting on the basis of the content of this report, as this report was not
prepared for, nor intended for, any other purpose.
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Introduction

This paper provides the Joint Audit and Standards Committee with a report on progress in delivering our responsibilities as your external
auditors. The paper also includes:

» asummary of emerging national issues and developments that may be relevant to you; and

* anumber of challenge questions in respect of these emerging issues which the Committee may wish to consider.

Members of the Joint Audit and Standards Committee can find further useful material on our website www.grant-thornton.co.uk, where we have
a section dedicated to our work in the public sector (http://www.grant-thornton.co.uk/en/Services/Public-Sector/). Here you can download
copies of our publications including:

» Developing picture, our first national report, which evaluates how the sector is responding to the Police Reform and Social Responsibility Act
2011 (PRSRA).

There are also a number of reports aimed at Local Government, which you may also find to be of interest:

* Rising to the challenge: the evolution of local government, summary findings from our fourth year of financial health checks of English local
authorities

» 2020 Vision, exploring finance and policy future for English local government

* Where growth happens, on the nature of growth and dynamism across England

If you would like further information on any items in this briefing, or would like to register with Grant Thornton to receive regular email updates
on issues that are of interest to you, please contact either your Engagement Lead or Audit Manager.

Fiona Blatcher, Engagement Lead T 0161 234 6393 M 07880456196 fiona.c.blatcher@uk.gt.com
Richard McGahon, Senior Manager T 0141 223 0889 M 07880 456156 richard.a.mcgahon@uk.gt.com

© 2015 Grant Thornton UK LLP



Progress at February 2015

Work

2014-15 Accounts Audit Plan

We are required to issue a detailed accounts audit plan to the
Police and Crime Commissioner and the Chief Constable
setting out our proposed approach in order to give an opinion
on the Police and Crime Commissioner (PCC) and Group
and the Chief Constable's 2014-15 financial statements.

Interim accounts audit

Our interim fieldwork visit includes:

» updating our review of the PCC's and Chief Constable's
control environment including Information Technology (IT)

» updating our understanding of financial systems

» review of Internal Audit reports on core financial systems

» early work on emerging accounting issues

» early substantive testing

» proposed Value for Money conclusion.

2014-15 final accounts audit
Including:

* audit of the 2014-15 financial statements

» proposed opinion on the Police and Crime Commissioner
(PCC) and Group and the Chief Constable's 2014-15
accounts

» proposed Value for Money conclusion.

© 2015 Grant Thornton UK LLP

Planned date Complete?

10 March Yes
2015

January to Partial
March 2015

Late Juneto No
mid August
2015

Comments

The Audit Plan includes the results of the interim visit
to date. The interim visit work is scheduled to be
completed by mid March 2015. The Plan will be
presented to the 10 March 2015 Joint Audit and
Standards Committee. This report provides an update
on current progress and emerging issues and gives
the Committee an understanding of the audit process
at Grant Thornton.

Work on the interim audit is scheduled to be
completed by mid March 2015. We will discuss with
Officers the key financial systems for which we need
to gain an updated understanding for 2014/15.

We will meet with senior finance staff and internal
audit to assess the internal control environment.

An Information Technology risk assessment will be
undertaken by a Grant Thornton IT specialist.

We will complete our initial risk assessments for
our Value for Money Conclusion.

We will have discussions with the Senior finance staff
on key accounting and audit issues to assist the
smooth running of the final accounts audit.

A joint CIPFA / FAN and Grant Thornton workshop on
local government based final accounts issues was
provided in February 2015.



Progress at February 2015

Work

Value for Money (VfM) conclusion

The scope of our work to inform the 2014/15 ViM
conclusion comprises:

» Securing Financial Resilience
- Key indicators of financial performance
- Strategic financial planning
- Financial governance
- Financial control
» Securing Economy, Efficiency and Effectiveness

- Prioritising Resources
- Improving Efficiency and Productivity

© 2015 Grant Thornton UK LLP

Planned date

By end of August
2015

Complete? Comments

No

There are no significant changes in approach to the
VFM conclusion work from that carried out last year.

In February 2015 we will provide senior officers with
a listing of the evidence we will require to complete
our work on the VFM Conclusion.



Emerging 1ssues and developments

Frontline Consulting / Grant Thornton

The future of policing accountability: Learning the lessons

'Flawed' was the main word used at the third national conference for police and crime panels to describe the present police governance
structure and system. With the general election fast approaching, the conference gave chairs, members and officers of police and crime
panels (PCPs) the opportunity to express their views, share experiences and discuss lessons learnt from activities to date.

Areas that were covered included:

» the value and legitimacy of PCPs

» options for the future organisation of force areas

» regional collaboration

» the importance of PCPs joining the debate ahead of the general election in May 2015.

The key areas of debate were introduced by three key note speakers:

» Paddy Tipping, Police and Crime Commissioner for Nottinghamshire, discussing what he considered to be a good relationship with his
PCP

» Paul Grady, Grant Thornton's Head of Police and Director of Audit, talking about governance and accountability in the police sector

* Tim Young, Frontline Consulting Associates' lead on policing and crime, who focused on a national perspective of PCP activities and
achievements to date.

Drawing together the three emerging challenges for PCPs: workload demands; a lack of powers and insufficient resources, the report

summarising the main discussions at the conference, sponsored by Grant Thornton, explores how to achieve good practice for panels and
ideas for developing policing accountability.

© 2015 Grant Thornton UK LLP



Emerging 1ssues and developments

HMIC

Value for money profiles

Her Majesty's Inspectorate of Constabulary (HMIC) published the latest value for money profiles on 31 October 2014.

The value for money (VFM) profiles provide comparative data on a wide range of policing activities. For instance: does your force spend
more or less than other similar forces? Does it receive fewer or more 999 calls? How does the crime rate differ from other force areas?

It is important to note that the profiles highlight what these differences are, but not why they exist. There are many reasons why (for
instance) a force might spend more on a particular function than other forces, or pay its officers more.

The VFM profiles are:

designed for use by force management and police and crime commissioners (PCCs)and local policing bodies as well as HMIC,;
wide ranging, covering a large amount of information in a single, easy to use, document;

presented in a single format to allow you to focus attention on the main differences which require explanation and action to improve;
timely - being published during October, when key budget decisions are being taken;

not league tables or targets — they are designed to give information, not judgments.

On the final page of the summary document, there is a list of all of the categories from the full VFM profile in which the force's spend is an
outlier. The force's figures are compared to the spend of other forces. To be flagged as an outlier, the spend must be one of the highest or
lowest10 percent of any force, and the effect of the difference must be at least £1 per head of population.

Issue to consider:

Have the Chief Finance Officers reviewed the constabulary's report? If so, is the reason for any significant variances understood?

© 2015 Grant Thornton UK LLP



Emerging 1ssues and developments

HMIC

Strategic policing requirement

The Strategic Policing Requirement (SPR) was issued in July 2012. It sets out the Home Secretary’s view of the national threats that the police
must prepare for and the appropriate national policing capabilities that are required to counter those threats. The SPR respects the operational
independence of the police service, advising what, in strategic terms, it needs to achieve, but not how it should achieve it.

The particular threats specified in Part A of the SPR, and referred to as the national threats in this report, are:
e terrorism;

» civil emergencies;

e organised crime;

e public order threats; and

» large-scale cyber incidents.

Part B specifies the policing response that is required nationally, in conjunction with other national agencies, to counter these threats.

Between September and November 2013, HMIC inspected 18 forces as part of its three-year programme to examine the arrangements that
forces have in place to meet the strategic policing requirement. In addition data and documentary evidence was provided by all 43 police forces
in England and Wales in July 2013. The reports on these inspections were issued in November 2014. No recommendations are made in the
reports.

HMIC has stated that the breadth of requirements that are set out in the strategic policing requirement are outside the scope of a single
inspection. Therefore, it has been necessary for HMIC to plan a series of inspections over three years so that the police response to all the
national threats can be examined individually and in-depth over that period.

Issue to consider:

Cumbria was not one of the 18 forces inspected but has the Constabulary's senior officers reviewed the overall report to assess whether there
are any areas where they need to take action to improve the constabulary's capacity and capability?

© 2015 Grant Thornton UK LLP



Emerging 1ssues and developments

HMIC

Crime recording

In its 2013/14 inspection programme, approved by the Home Secretary under section 54 of the Police Act 1996, HMIC committed to carry
out an inspection into the way the 43 police forces in England and Wales record crime data. The inspection was carried out between
December 2013 and August 2014.

The inspection focussed on three broad themes: leadership and governance; systems and processes; and the people and skills involved.

Overall, the report 'Crime-recording: making the victim count' concluded that "victims of crime are being let down. The police are failing to
record a large proportion of the crimes reported to them. Over 800,000 crimes reported to the police have gone unrecorded each year.
This represents an under-recording of 19 percent. The problem is greatest for victims of violence against the person and sexual offences,
where the under-recording rates are 33 percent and 26 percent respectively. This failure to record such a significant proportion of reported
crime is wholly unacceptable”.

The report also noted that "even when crimes are correctly recorded, too many are removed or cancelled as recorded crimes for no good
reason. Of the 3,246 decisions to cancel, or no-crime, 664 were incorrect. These included over 200 rapes and more than 250 crimes of
violence against the person"”.

The report also notes that where the magnitude of the crime-recording shortcomings is recognised, rapid improvements can be made. To
address these shortcomings, the police service can either "shore up the existing processes which are often flawed, and possibly review
some of the more serious errors which attract the most public concern or it can design a better process that will make a long-lasting and
more permanent difference”.

Issue to consider:

Has the Chief Constable reviewed HMIC's report and developed an action plan to address any shortcomings identified for the
constabulary?
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Emerging 1ssues and developments

National Audit Office (NAO)

Financial sustainability

The NAO has recently started a review of financial sustainability in the police service and is due to report in June 2015. The report will
provide a national examination of whether the Home Office, together with other police stakeholders, effectively manage the risks to value
for money of changes to police funding.

The key issues to be examined relate to:

» the Home Office's understanding of the implications of its police funding decisions and whether the its actions support police forces'
financial management and capacity effectively;

* how well the Home Office monitors, analyses and utilises the work of local accountability systems to support sustainable financial
management and secure value for money;

» whether the Home Office has clear definitions of what force financial and service failure would look like and a clear intervention strategy
if either happened.

» whether the Home Office, as well as individual police forces, fully understand how funding reductions, have affected service delivery
across forces.

Various methods will be used to undertake the study including visits to a number of police forces.

The fieldwork for the study will take place between October 2014 and February 2015.

© 2015 Grant Thornton UK LLP
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Earlier closure and audit of accounts

Accounting and audit issues

DCLG is consulting on proposals to bring forward the audit deadline for 2017/18 to the end of July 2018. Although July 2018 is almost 4
years away, both local authorities and their auditors will have to make real changes in how they work to ensure they are 'match-fit' to
achieve this deadline. This will require leadership from members and senior management. Local government accountants and their
auditors should start working on this now.

Top tips for local authorities:

make preparation of the draft accounts and your audit a priority, investing appropriate resources to make it happen
make the year end as close to 'normal’ as possible by carrying out key steps each and every month

discuss potential issues openly with auditors as they arise throughout the year

agree key milestones, deadlines and response times with your auditor

agree exactly what working papers are required.

The PCC's CFO and Chief Constable's CFO have started the process of bringing the closedown process forward and are looking to
produce the 2014/15 accounts in early June 2015.

© 2015 Grant Thornton UK LLP
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Group accounting standards

Accounting and audit issues

The CIPFA Code has adopted a new suite of standards for accounting for subsidiaries, associates and joint arrangements. These changes affect
how local authorities account for services delivered through other entities and joint working with partners.

The key changes for 2014/15 are to:

* the definition of control over 'other entities'. The revised definition is set out in IFRS 10 and determines which entities are treated as
subsidiaries

» the accounting for joint arrangements. This now follows IFRS 11 and includes changes to the definition of joint ventures and how joint ventures
are consolidated in group accounts

» disclosures in relation to subsidiaries, joint arrangements, associates and unconsolidated entities as set out in IFRS 12.

Changes to the definition of control over 'other en tities'
Control was previously defined in terms of power to govern the financial and operating policies of an entity. IFRS 10 sets out three elements for
an investor to be considered as controlling an investee (all of which must be met):

* the investor has the rights to direct the relevant activities of the investee (relevant activities being the ones that determine the return for the
investors — the return could be in the form of a service rather than money)

* the investor has exposure, or rights, to variable returns from its involvement with the investee

» the investor has the ability to use its power over the investee to affect the amount of the investor’s returns.

In the commercial sector, this is generally thought to have resulted in more entities being treated as subsidiaries. However, the change is in both
directions: some subsidiaries have been redefined as associates. Local authorities with investments in 'other entities' will need to consider
whether:

» they control any entities using the new definition. Local authorities will need to pay particular attention to special purpose vehicles and any

other entities where there was a close judgement call under the old IAS 27
» there is a need for a prior period adjustment.

© 2015 Grant Thornton UK LLP
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Group accounting standards (continued)

Accounting and audit issues

Changes to accounting for joint arrangements

Joint arrangements are contractual arrangements between two or more parties where there is joint control. IFRS 11 makes three key
changes from IAS 31:

» there are now only two types of joint arrangements: joint operations and joint ventures

* In ajoint operation the investing parties have rights and obligations in relation to the arrangement’s assets and liabilities, whereas in a
joint venture the parties have rights to the arrangement’s net assets. IFRS 11 bases its definition of joint ventures on the substance of
the arrangement rather than legal status. It is for the entity to assess whether a joint arrangement is a joint operation or joint venture by
considering its rights and obligations arising from the arrangement. To do this the entity needs to consider the structure and legal form
of the arrangement, the terms agreed by the parities and any other relevant facts and circumstances. Appendix B to IFRS 11 provides
further explanation and examples of joint operations and joint ventures.

* local authorities are still required to consolidate joint ventures in their group accounts but must now do so using the equity (single line)
method. The option for proportionate (line-by-line) consolidation has been removed.

The key challenge for most local authorities will be determining whether their joint arrangements are joint ventures or joint operations. The
difference should be clear from the contract but in some cases judgement may be required. Local authorities that have previously used the
proportionate consolidation method will need to account for the move to equity accounting as a prior period adjustment.

Disclosure of interests in other entities

IFRS 12 makes consistent the requirements for disclosures in relation to subsidiaries, joint arrangements, associates and unconsolidated
entities. It includes the need for transparency about the risks to which the reporting entity is exposed as a consequence of its investment in
such arrangements.

Issue to consider:

» Have the CFOs assessed the potential impact of these standards for the PCC (and Group) financial statements?
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Local government financial reporting remains strong

Local government guidance

The Audit Commission published its report, Auditing the Accounts 2013/14: Local government bodies, on 11t December. (Please note
that this includes Police and Crime Commissioners and Chief Constables.)

Financial reporting was consistently strong for most types of principal local authority in 2013/14 when compared to the previous financial
year. This year the Commission has congratulated 16 bodies where auditors were able to issue an unqualified opinion and a VFM
conclusion on the 2013/14 accounts by 31 July 2014, and the body published audited accounts promptly. Although, as only 21 principal
bodies have managed to publish their audited accounts by 31 July since 2008/09, a move to bring the accounts publication date forward is
likely to cause significant challenges for the majority of public bodies.

The Commission reports that auditors were able to issue the audit opinion by 30 September 2014 at 99 per cent of councils, 90 per cent of

fire and rescue authorities, 97 per cent of police bodies, all other local government bodies and 99 per cent of both parish councils and

internal drainage boards. This is consistent with last year for most groups, but an improvement for councils and small bodies compared to
2012/13.

Eight principal authorities were listed where the auditor was unable to issue an opinion by the 30th September deadline.

© 2015 Grant Thornton UK LLP
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Monitoring Key Audit Recommendations

Introduction

Joint Audit and Standards Committee

This report is designed to monitor the implementation of recommendations and actions arising from Audit and Inspection.

10 March 2015
Agenda Item No 08

If fulfills the assurance responsibilities of the Audit and Standards Committee with regards to the implementation of control recommendations and best practice

arising from Audit and Inspection work.

Report Summary

Summary of Actions

Open actions b/fwd from last report 1
New actions since last report 13
Total actions this report 14

Actions completed since last report

Open actions ¢/fwd to next report

10

AN

Key to Actions

Summary of Total
Actions by Status

] Completed 4
ﬁi‘ Ongoing 1

timescale exceeded 3
‘K,Li' not yet due 6
Total 14
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Key to Grade:

Cumbria Shared Internal Audit Service

The shared internal audit service have recently changed the format of their reports and the grading applied to audit recommendations. The table below provides a
key to both the new and old grading.

New Grade/Priority Previous Grade/Priority

High Significant risk exposure identified arising from a fundamental | 1 Major recommendation that indicates a fundamental control
weakness in the system of internal control. weakness that must be addressed

Medium Some risk exposure identified from a weakness in the system of | 2 Recommendation to be addressed in order to establish a satisfactory
internal control. level of internal control

Advisory | Minor risk exposure/suggested improvement to enhance the system | 3 Minor recommendation made to improve the system under review
of control.

Members have requested that this summary of recommendations report provides an update on actions where the recommendation was graded High/Medium
(previously 1 or 2) only. Minor Advisory (previously grade 3) recommendations are monitored by individual managers.

External Audit — Grant Thornton

Grade/Priority

High Significant effect on control system
Medium Effect on control system

Low Best practice
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Audit Report Report Date |To JASC Report of: Recommendation Grade Person Agreed / Intended Action / Progress Update Target Date Status
hd hd h hd ~ |Responsible hd hd hd 200 I
Police Absence 15/07/2014 |21/07/2014 (Shared Internal R5.2 b. Consideration should be given to Medium |Head of Human Discussions are currently underway regarding prioritising ICT resources. Priority is being given to operational policing systems Aug-14
Management Audit Service including the following enhancements Resources although developments to the Origin HR system will commence during 2014/15 .
within the scope of planned developments
to the Origin HR system:- Andrew Taylor Sept 14 - This is now subject to the presentation of a report to October 2014 COG highlighting the future direction/potential for Origin
- Greater automation balanced against ICT resources and operational requirements.
-Comprehensive record keeping
-Improved reporting Nov 14 - Reportincluded in latest Quarterly Report to Chief Officer. Work may continue to scope improvements with Capita but further
-Enhancing the interface with the duty progress is still subject to ICT prioritisation and is unlikely before 2015/16.
management systems (DMS)
Feb 15 - A further comprehensive report was considered by the Business Board in January 2015. The board agreed to maintain only
routine Origin upgrades, due to limited ICT Resources and greater priorities. This will prevent significant developments to support HR
management including sickness absence reporting until at least 2016/17.
Audit of Governance - Anti |14/01/2015 [04/02/2015 |Shared Internal R1 The updated Anti-Fraud and Corruption [Medium |Director of The policy was approved at the Constabulary Business Board on 15/12/14. The approved policy has now been published on the Dec-14 203
Fraud & Corruption Policy Audit Service Policy should be formally approved so that Professional Constabulary e-library imminently.
it can be published within the Standards
Constabulary’s Policy Library and fully Fenruary 2015 - The Anti-fraud and Corruption procedure is provided in the policy and procedures section of the intranet site.
implemented in accordance with the Paul Duhig
Constabulary’s Policy and Procedure
Guidelines.
Audit of Governance - Anti [14/01/2015 [04/02/2015 |Shared Internal R2 Ajob description for the post of Director |Medium |Director of The Director of Professional Standards will progress the matter with HR and the Deputy Chief Constable. Jan-15
Fraud & Corruption Policy Audit Service of Professional Standards Departmentis Professional
required to document the duties, Standards February 2015 - Initial discussions with regard to developing a specific job description for the Director of PSD role have taken place but
responsibilities and reporting will need to be consistent with those of other senior police officer roles.
relationships of this post. Paul Duhig
Audit of Governance - Anti |14/01/2015 [04/02/2015 |Shared Internal R3 Provisions should be made in the gift Medium |DS Anti-Corruption|We will confirm a scope and deadline for the development work with ICT. Jan-15 203
Fraud & Corruption Policy Audit Service and gratuity reporting system for an Unit
appropriate level of supervisory review and February 2015 - An IT workflow is now in place to ensure all gift and gratuities submitted by officers are viewed by their supervisors on
challenge of gift and gratuity submissions. Jason McKenna submission.
This supervisory activity should be
properly evidenced. Thereis a need to agree
the scope and timetable for this piece of
development work with the ICT team.
Audit of Governance - Anti |14/01/2015 [04/02/2015 |Shared Internal R4 Monitoring activity in respect of gifts Medium |Director of The PSD analyst will bring gifts and gratuities details to the attention of the Director of Professional Standards as part of the monthly Jan-15 It
Fraud & Corruption Policy Audit Service and gratuities should be reported to the Professional Tactical Task and Co-ordination Group (TT&CG) meeting so that they can be compared againstintelligence data.
Professional Standards Department Standards
management team for review and action on February 2015 - This is now discussed as part of the monthly meetings.
a regular basis. Paul Duhig
Audit of Governance - Anti |14/01/2015 [04/02/2015 |Shared Internal R5 A mechanism for periodic cross Medium |Director of The Procurement Manager will report conflicts of interest to PSD in early January 2015. Thereafter for key procurement decisions made [Jan-15
Fraud & Corruption Policy Audit Service checking contract / procurement records Professional PSD will cross check against appropriate department records.
with gifts & hospitality registers, records of Standards
business interests, details of secondary February 2015 - Discussions are still to take place between PSD and Procurement. Procedures will be developed for cross referencing to
occupations and intelligence data should Paul Duhig annual statutory accounts as at 31 March 2015 and will be putin place on an ongoing basis thereafter.
be fully documented with responsibilities
clearly defined. Outcomes should be
reported to the Professional Standards
Department management team for review
and action. Monitoring arrangements
should be detailed in the Anti-Fraud and
Corruption procedures for transparency
and clarity.
Audit of Governance - Anti [14/01/2015 [04/02/2015 |Shared Internal R6 Anti-Fraud and Corruption procedures |Medium |DS Anti-Corruption|As an interim measure PSD supervisors will refer any investigations or intelligence linked to fraud to the Director of Professional Feb-15 S0
Fraud & Corruption Policy Audit Service should include a requirement to promptly Unit Standards who will decide whether the matter should be referred to the Constabulary and OPCC Chief Finance Officers.
reportincidents as they arise to the Chief
Finance Officers of both the Constabulary Jason McKenna This process will be written into the policy by the end of February 2015.
and the OPCC so that they can discharge
their respective responsibilities effectively. February 2015 - The CFOs are now regularly updated on emerging issues, procedures have been updated to document this requirement
and communicated to relevant staff within the PSD department.
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Audit Report Report Date |To JASC Report of: Recommendation Grade Person Agreed / Intended Action / Progress Update Target Date Status
Responsible It
Audit of Communications |11/02/2015 (11/02/2015 |Shared Internal R1 The review of the format of the plan Medium [Chief Inspector The Action Plan will be reviewed monthly and subject to TP command oversight. May-15 It
Centre Audit Service should be used as a means to develop it Communications
into a single point for identifying actions
required, and monitoring and reporting of
progress.
Including, making more explicit:
e The source of the action, and to whom
progress should be reported;
e Who is responsible for the action, who
should be taking the action and any target
dates for implementation
® Prioritisation of the actions;
e Steps to address any slippage
e Details of when and by whom it was last
updated.
Audit of Communications |11/02/2015 |11/02/2015 |[Shared Internal R2 All staff should receive regular, diarised |Medium [Chief Inspector Staff 1:1’s to be recommenced immediately. May-15 It
Centre Audit Service one-to-ones. Communications
February 2015 - Staff 1:1 meetings are being arranged and conducted within the different shifts.
Policy Development & 16/02/2015 |16/02/2015 [Shared Internal R1 Policy developments should be properly |Medium [Head of Policy identification: Aug-15 It
Management Audit Service identified and documented in a plan, which Partnerships and [e We will list our existing policies with assigned owners and a process for review.
has been given appropriate approval and Commissioning e Polices to be developed separately from the Constabulary’s will be identified together with an owner.
shared with the team. There should be
regular review and reporting of progress Vivian Stafford Aplan will be putin place for monitoring and action
against the plan with management actions
to deal with issues in performance to
ensure accountability.
OPCC Policy Development |16/02/2015 |16/02/2015 |Shared Internal R2 Policies should be dated or version Medium |Governanceand |We will review the current content of the document library and remove any out of date versions. We will ensure appropriate links are  [Aug-15 o
& Management Audit Service controlled and only the latest versions Business Services [in place to the Constabulary’s policies where these are being relied on.
should be available for staff to follow. Manager
There should be clarity within the
document library regarding the application Joanne Head
of constabulary policies and these policies
should be readily available.
OPCC Audit of Risk 16/02/2015 |16/02/2015 |Shared Internal R1 Strategic risks should clearly focus on  |Medium |Governanceand |Welook to review our risk register following the outcome of the audit and comments from the Joint Audit and Standards Committee. Jun-15 2e3
Management Audit Service the delivery of strategic objectives as Business Services
outlined in the Police and Crime Plan and Manager
other core strategies.
Joanne Head
OPCC Audit of Risk 16/02/2015 |16/02/2015 [Shared Internal R2 COPCC and Constabulary risk reporting |Medium [Governanceand |We will consider the risk reporting format as part of our review of the risk register and following advice from the Joint Audit and Jun-15 It
Management Audit Service formats for Joint Audit & Standards Business Services [Standards Committee.
Committee should be aligned. Manager
Joanne Head
Audit of Custody Review 16/02/2015 |17/02/2015 (Shared Internal R1 The evaluation record sheet should Medium |Change Following discussion at the close out meeting for this audit, it became apparent that the issues identified were about terminology and  |Apr-15 It
Evaluation Audit Service contain robust identification of further programme clarity of that terminology rather than process issues.
efficiencies and further actions required. Manager
Itis notalways possible to identify exact efficiencies as further work may need to be done e.g. for the performance framework example
quoted, the framework may be used to inform any future improvements and potential efficiencies, but the framework itself would not
yield any and these efficiencies / or actions taken as a result of the performance framework for the area in question could not be
identified at this stage.
The column headings and the instructions for use that are part of the template used for review evaluations will be changed to ensure
clarity for the user and the reader.
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Agenda Item 9

JOINT POLICE & CRIME
COMMISSIONER AND CUMBRIA

CONSTABULARY AUDIT AND Paper
STANDARDS COMMITTEE No.

Meeting date: 10 March 2015

From:

Audit Manager (Cumbria Shared
Internal Audit Service)

INTERNAL AUDIT: PROGRESS REPORT TO 19 FEBRUARY

2015

1.0

11

1.2

EXECUTIVE SUMMARY

This report provides a summary of the work of Internal Audit for the
period to 19 February 2015.

Key points are:

Work is progressing according to plan. The percentage of
planned days delivered is slightly higher than the same period
last year (81% compared to 78% in 2013/14). The number of
audits delivered to final stage in the period is 76%.

All of the risk based audits completed have resulted in at least
reasonable assurance for the year to date.

All internal audits completed in the period have been well
received by management with completed action plans in place.

The draft audit plan for 2015/16 has been prepared following
consultation with Senior Managers in the OPCC and
Constabulary. The proposed draft plan is presented to this
meeting.
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2.0

2.1

2.2

2.3

2.4

3.0

3.1

PoLICY POSITION, BUDGETARY AND EQUALITY
IMPLICATIONS, AND LINKS TO COUNCIL PLAN

Internal Audit’s work is designed to provide assurance to management
and members that effective systems of governance, risk management
and internal control are in place in support of the delivery of the PCC
and Constabulary’s priorities.

The Audit Plan aims to deliver a programme of internal audit reviews
designed to target the areas of highest risk as identified through the
corporate risk registers together with management and internal audit
view of key risk areas.

The Accounts and Audit Regulations March 2011 impose certain
obligations on the PCC and Chief Constable, including a requirement for
areview at least once in a year of the effectiveness of their systems of
internal control.

Internal Audit must conform to the Public Sector Internal Audit
Standards which require the preparation by the Head of Internal Audit of
an annual opinion on the overall systems of governance, risk
management and control. Regular reporting to Audit and Standards
Committee enables emerging issues to be identified during the year.

RECOMMENDATION

Members are asked to note the report.
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3.2

3.3

3.4

3.5

3.6

3.7

BACKGROUND

The PCC and Chief Constable must make proper provision for internal audit in
line with the 1972 Local Government Act. The Accounts and Audit
Regulations 2011 require that the PCC and Chief Constable maintain an
adequate and effective system of internal audit of their accounting records
and systems of internal control conducted in accordance with the proper
internal audit practices. ‘Proper audit practices’ are defined as those stated
within the Public Sector Internal Audit Standards (PSIAS) which became
mandatory for all UK public sector internal auditors from 1 April 2013.

Internal audit is responsible for providing independent assurance to the PCC
and Chief Constable’s senior management and to the Joint Audit and
Standards Committee on the systems of governance, risk management and
internal control.

It is management’s responsibility to establish and maintain internal control
systems and to ensure that resources are properly applied, risks appropriately
managed and that outcomes are achieved. Management is responsible for the
system of internal control and should set in place policies and procedures to
ensure that controls are operating effectively.

The internal audit plan for 2014/15 was prepared using a risk-based approach
and following consultation with senior management to ensure that internal
audit coverage is focused on the areas of highest risk to both organisations.
The plan has been prepared to allow the production of the annual internal
audit opinion as required by the PSIAS.

This report provides an update on the work of internal audit for the first ten
months of 2014/15. It reports progress on the delivery of the 2014/15 audit
plan in the period and includes a summary of the outcomes of audit reviews
completed in the period.

Status of internal audit work as at 19 February 2015

The table below shows the number of internal audit reviews completed, in progress
and still to be started for the 2014/15 audit plan. Further detail on this is included at

Appendix 2.

Audit plan year | Audit Status Number
of
reviews

2014/15 Audits completed: 13

Risk based audits 10
Governance work 2
Financial Systems 1
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Audits in progress:

Risk based audits
Financial systems

PN W

Audits to be started

Risk based audits
Financial systems
Contingency

OoOr o

Qutcomes from Final Audit Reports to 19 February

3.8 Nine pieces of risk based audit work were completed in the period; including
one financial system review conducted using the risk based approach. Levels
of assurance are high with all audits providing at least reasonable assurance.

3.9 We consider that the management response to internal audit reports during

the year to date has been positive, with agreed action plans in place for all
audit recommendations.

Draft Reports Issued to 19 February

3.10 There are no reports currently in draft.

Work in progress at 19 February

3.11 The audits of business continuity planning for both the Constabulary and
OPCC are underway as is the audit of budget management.

3.12 The audit of debtors will be scheduled prior to the year end and the outcome
of this audit will be reported to the next meeting of the JASC.

Emma Toyne
Audit Manager
February 2015

APPENDICES

Appendix 1: Final reports issued to 19 February 2015

Appendix 2: Progress on all risk based audits from the 2014/15 plan
Appendix 3: Internal audit performance measures to 31 January 2015

Contact: Emma Toyne, 01228 226254, emma.toyne@cumbria.gov.uk
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Appendix 1 — Final reports issued to 19 February 2015

Assignments Main Points Assessment | Current Status
Annual report 13/14 | Presented to Audit and Standards Committee 23 June 2014. N/A Complete
Annual Governance | Presented to Audit and Standards Committee 23 June 2014. N/A Complete
Statement 13/14 -

PCC
Annual Governance | Presented to Audit and Standards Committee 23 June 2014. N/A Complete
Statement 13/14 -
Constabulary
Absence The purpose of the audit was to provide assurance over the arrangements Reasonable Report
Management — in place within the Constabulary to manage attendance. Assurance circulated to
Constabulary Audit and
The audit identified the level of commitment to reducing employee absence Standards
as a strength. Committee
22/09/14
Three recommendations were made in respect of:
e Documenting procedures for the collation and reporting of quarterly
absence data (medium priority)
e Further developing the Origin HR system (medium priority) and;
e Completing the review of the absence management policy by the revised
target date (advisory issue).
Project The purpose of the audit was to provide assurance over the project Substantial Report
Management management arrangements for the new police station at Barrow. assurance presented to
Arrangements — Audit and
New Barrow Police | The audit identified several areas of good practice including: Standards
Station e Sound governance arrangements; Committee
e A suitably qualified and skilled project team:; 22/09/14
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Appendix 1 — Final reports issued to 19 February 2015

Assignments Main Points Assessment | Current Status
¢ Input from internal specialists as required (eg finance and legal)
e Budget monitoring and financial processes
e Systems for recording and reporting risks.
No recommendations were made.
Payroll The purpose of the audit was to provide assurance over the arrangements Substantial Report
in place for payroll data, deductions, procedures and security. Assurance circulated to
Audit and
The audit identified several areas of good practice including: Standards
¢ Clearly stated targets which are consistently achieved,; Committee
e Regular monitoring and reporting of payroll performance;
e Good level of training
e Robust access controls
e Management review of input and reconciliation prior to payment;
e Strict adherence to timetables.
No recommendations were made.
Governance — Anti | The purpose of the audit was to provide assurance over the arrangements Reasonable Report
Fraud & Corruption | in place for the anti-fraud and corruption policy. Assurance circulated to
policy A number of strengths were identified during the audit including: Audit and
(Constabulary) e Quarterly reporting to the OPCC on anti-fraud and corruption activity; Standards
e Clear promotion and publication of anti-fraud and corruption activity and Committee

procedures through an on-going programme of staff awareness raising
and training presentations;

e Promotion of high standards of integrity, conduct and ethical behaviour
within the organisation.

Six medium priority recommendations were made regarding:
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Appendix 1 — Final reports issued to 19 February 2015

Assignments Main Points Assessment | Current Status
e Timely approval, publication and implementation of the anti-fraud and
corruption policy;
¢ No job description for the Director of Professional Standards
e The need for supervisory review and challenge of gifts and gratuity
submissions;
e Reporting monitoring activity for gifts and gratuities to Professional
Standards Department management team for review and action on a
regular basis.
e Cross checking of contract / procurement records with other records
e The need to promptly report incidents as they arise to the Chief Finance
Officers of both organisations.
Governance — Anti | The purpose of the audit was to provide assurance over the arrangements Substantial Report
Fraud & Corruption | in place for the anti-fraud and corruption policy. Assurance presented to
policy (OPCC) Audit and
A number of areas of good practice were identified including: Standards
e Comprehensive and up to date arrangements for anti-fraud and Committee
corruption 10/03/15
e Strong accountability through reporting on anti-fraud and corruption
activity
o Clarity of roles and responsibilities and the duty of all staff in respect of
their own conduct
e Monitoring adherence to the policy and procedures.
No recommendations were made.
Risk Management The purpose of the audit was to provide assurance over the constabulary’s Substantial Report
(Constabulary) risk management arrangements. Assurance presented to
Audit and
The review confirmed that: Standards
e there is an approved, current risk management policy, clearly stating Committee
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Appendix 1 — Final reports issued to 19 February 2015

e An approved, up to date risk management strategy is in place and has
been clearly communicated to staff;

e Clear roles and responsibilities for risk management

e Arrangements are in place to oversee the Constabulary’s risk
management arrangements.

Four recommendations were made in respect of:

e Clearly focussing strategic risks on the delivery of strategic objectives;
(medium priority)

¢ Aligning OPCC and Constabulary risk reporting formats (advisory issue)

e Provision of a risk management training course (advisory issue)

e Providing guidance to staff on risk identification (medium priority).

Assignments Main Points Assessment | Current Status
risk management responsibilities, which has been communicated to 10/03/15
staff.

e Quarterly quality assurance processes are in place to monitor
compliance with the policy and there is challenge of both strategic and
operational risks at an appropriate level.
e The constabulary have taken on board the findings of an independent
review of their risk management arrangements.
No recommendations were made.
Risk Management The purpose of the audit was to provide assurance over the arrangements Reasonable Report
(OPCC) in place for risk management. Assurance presented to
Audit and
A number of areas of good practice were identified during the audit Standards
including: Committee
10/03/15
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Appendix 1 — Final reports issued to 19 February 2015

Assignments Main Points Assessment | Current Status
Policy development | The purpose of the audit was to provide assurance over the Constabulary’s Substantial Report
and management arrangements for policy development and management. Assurance presented to
(Constabulary) Audit and

Points of good practice identified during the audit included: Standards
e Clear allocation of responsibility / accountability to Strategic Committee
Development Unit; 10/03/15
e Development of a programme of policy review;
e Use of Authorised Professional Practice published by the College of
Policing to avoid duplication of effort and ensure best practice;
e Withdrawal of out of date policies from the policy library.
No recommendations were made.
Policy development | The purpose of the audit was to provide assurance over the OPCC’s Reasonable Report
and management arrangements for policy development and management. Assurance presented to
(OPCC) Audit and
Areas of good practice identified include: Standards
e Clear allocation of responsibility / accountability to the recently Committee
appointed Head of Partnerships and Commissioning; 10/03/15
e A defined process for consulting on and approving policies;
e Arrangements for communication of and training on new policies.
Two medium priority recommendations were made in respect of :
e A policy development plan
e Maintenance of the document library.
Communications The purpose of the audit was to provide assurance over the Constabulary’s | Reasonable Report
Centre arrangements in place within the Communications Centre. Assurance presented to
Audit and
Areas of good practice identified included: Standards
e A comprehensive induction and training programme for staff Committee
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Appendix 1 — Final reports issued to 19 February 2015

Assignments Main Points Assessment | Current Status
e Clearly defined roles and responsibilities 10/03/15
e A standard framework for call logging.
Two medium priority recommendations were made in respect of:
e The Communications Centre Action Plan
e Regular 1:1’s between staff and their managers.
Custody Evaluation | The purpose of the audit was to provide assurance over the arrangements Reasonable Report
Review for the review of custody evaluation. Assurance circulated to
Audit and
Areas of good practice identified during the audit included: Standards
Committee

e A clear documented process through the use of the ‘review evaluation
toolkit’

One medium priority recommendation was made in respect of completion of
the evaluation record sheet.

In addition to the above, a member of the Internal Audit team attended the Police Audit Group Conference in July. The event was a
useful networking opportunity and identified some areas for consideration in future internal audit plans. Particular emphasis at the
Conference was placed on ethics and governance issues.

The draft internal audit plan for 2015/16 has been prepared in accordance with the Shared Service audit planning methodology.
The draft plan will be presented to this meeting.
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Appendix 2 — Progress on 2014/15 Audit Plan

PCC / Constabulary Audit Stage
Review
Constabulary Communications Centre Complete
Constabulary Project Management Complete
arrangements for new Barrow
Police Station
Constabulary Custody Arrangements Complete

Cross cutting review

(2 separate reports)

Business Continuity Planning

Fieldwork underway.
Draft reports due to be
issued by 24/04/15

Cross cutting review Governance Complete

(2 separate reports)

Constabulary Absence Management Complete

Cross cutting review Policy Development and Complete
Management

(2 separate reports)

Cross cutting review Risk Management Complete

(2 separate reports)

Constabulary Annual Governance Statement | Complete
13/14

PCC Annual Governance Statement | Complete
13/14

Cross cutting review Payroll (financial system Complete

review)

Cross cutting review

Budget management (financial
system review)

Fieldwork underway.
Draft report due to be
issued by 30/04/15

Cross cutting review

Debtors (financial system
review)

Not yet started

PCC / Constabulary

Contingency

N/A
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Appendix 3 — Internal

audit performance measures

Measure Description Benchmark | Actual | Explanations for variances / remedial
action required
Completion of audit | % of audits completed to final report 95% 76% | Finalisation of audit reports is not
plan (annual expected to be evenly profiled across the
target) year. This figure is comparable to the
position at the end of February 2014.
Number of planned days delivered 180 147 The plan is progressing as expected.
Audit scopes agreed | Scoping meeting to be held for every 100% 100%
risk based audit and client notification
issued prior to commencement of
fieldwork.
Draft reports issued | Draft reports to be issued in line with 70% 100%
by agreed deadline agreed deadline or formally approved
revised deadline where issues arise
during fieldwork.
Timeliness of final | % of final reports issued for corporate 90% 100%
reports director comments within five working
days of management response of
closeout meeting.
Recommendations % of recommendations accepted by 95% 100%
agreed management
Assignment % of individual reviews completed to 75% 100%
completion required standard within target days

or prior approval of extension by audit
manager.
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Appendix 3 — Internal

audit performance measures

Measure Description Benchmark | Actual | Explanations for variances / remedial
action required

Quality  assurance | % of QA checks completed 100% 100%

checks completed

Customer Feedback | % of customer satisfaction survey 80% 67% | Three feedback forms have been returned

scoring the service as good. out of ten issued. Two of the three

customer satisfaction surveys scored the
service as good.
Where feedback has indicated there is
room for improving the service, this has
been taken on board and fed into our
process.

Chargeable time % of available auditor time directly 80% 79% | Whilst not quite at target, this indicator has

chargeable to audit jobs.

shown an increase from Q2 as a result of
greater focus on chargeable time across
the team.
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Audit of Governance: Anti-Fraud & Corruption Policy

Draft Report Issued: 11th December 2014
Final Report Issued; 12th January 2015



Audit Resources

Title Name Email
Audit Manager Emma Toyne emma.toyne@cumbria.gov.uk
Lead Auditor Sarah Wardle Sarah.wardle@cumbria.gov.uk

Audit Report Distribution

For Action: Joanne Head (Governance & Business Services Manager)

For Informatian. Ruth Hunter (Chief Finance Officer / Deputy Chief Executive)

Stuart Edwards (Chief Executive, PCC)

Telephone

01228 226254
01228 226253

Audit Committee The Audit Committee, which is due to be held on 10" March 2015, will receive the report.

Note: Audit reports should not be circulated wider than the above distribution without the consent of the Audit Manager.

Cumbria Shared Internal Audit Service
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ExeC Utive Su mm al’y Cumbria Office of the Police & Crime Commissioner | Audit of Governance: Anti-Fraud & Corruption
1. Background

1.1. This report summarises the findings from the audit of Cumbria Office of the Police and Crime Commissioner (COPCC) Governance. The focus of
this audit was the Anti-Fraud and Corruption Policy. This was a planned audit assignment which was undertaken in accordance with the 2014/15
Audit Plan.

1.2. Anti-Fraud and Corruption arrangements are important to the organisation because they are a key element of the overall governance framework.
A good governance framework establishes a high degree of transparency, fairness, standards and accountability to the public that contribute to
efficient and successful achievement of strategic objectives.

1.3. The Police and Crime Commissioner has a statutory responsibility for holding the Chief Constable to account. This includes ensuring that
adequate and effective governance arrangements are in place both within the Constabulary and his own office.

2.  Audit Approach
2.1. Audit Objectives and Methodology

2.1.1. Compliance with the mandatory Public Sector Internal Audit Standards requires that internal audit activity evaluates the exposures to risks relating
to the organisation’s governance, operations and information systems. A risk based audit approach has been applied which aligns to the five key
audit control objectives which are outlined in section 4 of this report.

2.2.  Audit Scope and Limitations

2.2.1. The Audit Scope was agreed with management prior to the commencement of this audit review. The Client Sponsor for this review was the
Governance and Business Services manager and the agreed scope areas for consideration were identified as follows:

Roles and Responsibilities
Implementation
Monitoring

Review

2.2.2. There were no instances whereby the audit work undertaken was impaired by the availability of information.

Cumbria Shared Internal Audit Service: Internal Audit Report



Cumbria Office of the Police & Crime Commissioner | Audit of Governance: Anti-Fraud & Corruption

3. Assurance Opinion
3.1. Each audit review is given an assurance opinion and these are intended to assist Members and Officers in their assessment of the overall level of
control and potential impact of any identified system weaknesses. There are 4 levels of assurance opinion which may be applied. The definition
for each level is explained in Appendix A.
3.2.  From the areas examined and tested as part of this audit review, we consider the current controls operating in respect of anti- fraud and
corruption provide Substantial assurance.
Note: as audit work is restricted by the areas identified in the Audit Scope and is primarily sample based, full coverage of the system and
complete assurance cannot be given to an audit area.
4.  Summary of Recommendations, Audit Findings and Report Distribution
4.1.  There are three levels of audit recommendation; the definition for each level is explained in Appendix B.
4.2.  There are no audit recommendations arising from this review.
No. of recommendations
Control Objective High Medium  Advisory
1. Management - achievement of the organisation’s strategic objectives achieved - - -
2. Regulatory - compliance with laws, regulations, policies, procedures and contracts - - -
3. Information - reliability and integrity of financial and operational information - - -
4. Security - safeguarding of assets - - -

Cumbria Shared Internal Audit Service: Internal Audit Report



Cumbria Office of the Police & Crime Commissioner | Audit of Governance: Anti-Fraud & Corruption

5. Value - effectiveness and efficiency of operations and programmes - - -

Total Number of Recommendations 0 0 0

4.3.

4.4.

4.4.1.

Strengths: The following areas of good practice were identified during the course of the audit:

Comprehensive and up to date COPCC Arrangements for Anti-Fraud and Corruption which incorporates the strategy, policy, procedures and
plan. These are approved by the Police and Crime Commissioner and published on the COPCC website.

Quarterly reporting by the Constabulary to the OPCC Executive Board on anti-fraud and corruption activity to enable the Police and Crime
Commissioner to hold the Chief Constable to account. Although there is no arrangement for reporting of serious incidents in the interim period.
Clear definitions of fraud, corruption, theft and irregularity within the Anti-Fraud and Corruption Strategy.

Clarity over roles and responsibilities and the duty of all staff in respect of their own conduct, the conduct of others and to protect the
organisation from fraud, corruption, theft and irregularity. The Anti-Fraud and Corruption Policy is published on the OPCC network and internet
site, new staff received a briefing paper on integrity procedures during induction and staff meetings are used to remind the team of the policy
and various requirements on a regular basis.

Arrangements for whistleblowing / confidential reporting are published with clear contact information.

Regular monitoring of adherence to the Anti-Fraud and Corruption policy and procedures, at an appropriate level. There is also a new
requirement in the refreshed 2014/15 Anti-Fraud and Corruption Policy for the Deputy Monitoring Officer to undertakes annual dip sampling
between the gifts, gratuities and hospitality registers, the supplier contact register and contracting activity undertaken within the COPCC.
Commitment to developing and improving the governance framework through the establishment of an independent panel to scrutinise
decision making and ethical working across Cumbria Constabulary and the OPCC.

Clear promotion of high standards of integrity and ethical behaviour within the organisation. A joint Ethics & Integrity Panel is currently being

established with the Constabulary to ‘scrutinise decision making and ethical working within Cumbria Constabulary and the Office of the Police
and Crime Commissioner in order to achieve such assurances and provide openness to scrutiny and accountability to the public’.

Areas for development: Improvements in the following areas are necessary in order to strengthen existing control arrangements:

High priority issues:

No high priority issues were identified
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4.4.2. Medium priority issues:
e No medium priority issues were identified

4.4.3. Advisory issues:
e No advisory issues were identified

Comment from the Chief Executive

| am very pleased with the findings of this audit during which no issues for improvement were identified, which provides a substantial level of
assurance and recognises the many strengths and examples of good practice in place regarding procedures for anti-fraud and corruption
activity within the OPCC.

The lack of any recommendations is a testament to the excellent efforts of all involved in this important area of activity.

I would like to thank both the staff of the Cumbria Shared Internal Audit Service and OPCC colleagues for their work in undertaking this audit.
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Audit Assurance Opinions

There are four levels of assurance used; these are defined as follows:

Substantial

Reasonable

Partial

Limited / None

Definition:

There is a sound system of internal control designed to achieve
the system objectives and this minimises risk.

There is a reasonable system of internal control in place which
should ensure that system objectives are generally achieved,
but some issues have been raised which may result in a degree
of risk exposure beyond that which is considered acceptable.

The system of internal control designed to achieve the system
objectives is not sufficient. Some areas are satisfactory but there
are an unacceptable number of weaknesses which have been
identified and the level of non-compliance and / or weaknesses
in the system of internal control puts the system objectives at
risk.

Fundamental weaknesses have been identified in the system of
internal control resulting in the control environment being
unacceptably weak and this exposes the system objectives to an
unacceptable level of risk.

Cumbria Shared Internal Audit Service: Internal Audit Report
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Rating Reason

The controls tested are being consistently applied and no
weaknesses were identified.

Recommendations, if any, are of an advisory nature in context of
the systems and operating controls & management of risks.

Generally good systems of internal control are found to be in
place but there are some areas where controls are not effectively
applied and/or not sufficiently developed.

Recommendations are no greater than medium priority.

There is an unsatisfactory level of internal control in place as
controls are not being operated effectively and consistently; this is
likely to be evidenced by a significant level of error being
identified.

Recommendations may include high and medium priority matters
for address.

Significant non-compliance with basic controls which leaves the
system open to error and/or abuse.

Control is generally weak/does not exist. Recommendations will
include high priority matters for address. Some medium priority
matters may also be present.



Appendix B

Grading of Audit Recommendations

Audit recommendations are graded in terms of their priority and risk exposure if the issue identified was to remain unaddressed. There are three levels of
audit recommendations used; high, medium and advisory, the definitions of which are explained below.

Definition:
High ° Significant risk exposure identified arising from a fundamental weakness in the system of internal control
Medium Some risk exposure identified from a weakness in the system of internal control
Advisory Minor risk exposure / suggested improvement to enhance the system of control

Recommendation Follow Up Arrangements:
e High priority recommendations will be formally followed up by Internal Audit and reported within the defined follow up timescales. This

follow up work may include additional audit verification and testing to ensure the agreed actions have been effectively implemented.
e Medium priority recommendations will be followed with the responsible officer within the defined timescales.
e Advisory issues are for management consideration.
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Audit of Risk Management
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Audit Resources

Title Name Email
Audit Manager Emma Toyne emma.toyne@cumbria.gov.uk
Lead Auditor Sarah Wardle Sarah.wardle@cumbria.gov.uk

Audit Report Distribution

For Action: Julie Johnstone (Strategic Development Manager)

For Informatian. Jane Sauntson (Director of Corporate Support)

Roger Marshall (Chief Finance Officer: Constabulary)

Telephone

01228 226254
01228 226253

Audit Committee The Audit Committee, which is due to be held on 10™ March 2015, will receive the report.

Note: Audit reports should not be circulated wider than the above distribution without the consent of the Audit Manager.
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2.1
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Background

This report summarises the findings from the audit of Cumbria Constabulary Risk Management. This was a planned audit assignment which was
undertaken in accordance with the 2014/15 Audit Plan.

Risk Management arrangements are important to the organisation because they are a key element of the overall governance framework. A good
governance framework establishes a high degree of transparency, fairness, standards and accountability to the public that contribute to efficient
and successful achievement of strategic and operational policing objectives.

The Chief Constable is responsible for putting proper governance arrangements in place within the Constabulary. The Police and Crime
Commissioner has a statutory responsibility for holding the Chief Constable to account and this includes ensuring that adequate and effective risk
management arrangements are in place within the Constabulary.

Audit Approach
Audit Objectives and Methodology

Compliance with the mandatory Public Sector Internal Audit Standards requires that internal audit activity evaluates the exposures to risks relating
to the organisation’s governance, operations and information systems. A risk based audit approach has been applied which aligns to the five key
audit control objectives which are outlined in section 4 of this report.

Audit Scope and Limitations

The Audit Scope was agreed with management prior to the commencement of this audit review. The Client Sponsor for this review was the
Director of Corporate Support and the agreed scope areas for consideration were identified as follows:

Appropriate governance arrangements are in place for risk management, including roles and responsibilities and reporting arrangements.
There is a defined risk management policy, strategy and procedures and these have been communicated appropriately.

Risk registers are in place for all key services, partnerships and projects and are subject to regular review and reporting.

Risks identified cover the full range of strategic and operational risks and have been properly assessed and controls identified and assigned.
Arrangements are in place to ensure that risk management is embedded in the organisation.

There were no instances whereby the audit work undertaken was impaired by the availability of information.
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3.2

4.1

4.2

4.3
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Assurance Opinion

Each audit review is given an assurance opinion and these are intended to assist Members and Officers in their assessment of the overall level of
control and potential impact of any identified system weaknesses. There are 4 levels of assurance opinion which may be applied. The definition
for each level is explained in Appendix A.

From the areas examined and tested as part of this audit review, we consider the current controls operating in respect of risk management
provide Substantial assurance.

Note: as audit work is restricted by the areas identified in the Audit Scope and is primarily sample based, full coverage of the system and
complete assurance cannot be given to an audit area.

Summary of Recommendations, Audit Findings and Report Distribution

There are three levels of audit recommendation; the definition for each level is explained in Appendix B.
There are no audit recommendations arising from this review.

Strengths: The following areas of good practice were identified during the course of the audit:

e An approved, up to date Risk Management Policy is in place that has been clearly communicated to staff.
e Clarity regarding risk management responsibilities and access to risk documentation.

e Quarterly reporting by the Constabulary to the Joint Audit and Standards Committee on strategic risks.

e Clear definition of risk within the Risk Management Palicy.

e Effective challenge of relevant strategic and operational risks by Corporate Improvement, senior management and chief officers.
e Regular measure of compliance with the Risk Management Policy through the established, quarterly, quality assurance process.
e Clear and comprehensive guidance regarding risk assessment.

e The findings of an independent review of the constabulary’s risk management arrangements by Gallagher Bassett have fed into the recent
Risk Management Policy revision.
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4.4  Areas for development: No areas for development were identified during this review.

Comment from the Director of Corporate Improvement
| am very pleased that the Constabulary’s risk management arrangements have received an audit assurance of substantial and that the
Constabulary’s good practice and continuous improvement in this area has been recognised.
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Audit Assurance Opinions

There are four levels of assurance used; these are defined as follows:

Substantial

Reasonable

Partial

Limited / None

Definition:

There is a sound system of internal control designed to achieve
the system objectives and this minimises risk.

There is a reasonable system of internal control in place which
should ensure that system objectives are generally achieved,
but some issues have been raised which may result in a degree
of risk exposure beyond that which is considered acceptable.

The system of internal control designed to achieve the system
objectives is not sufficient. Some areas are satisfactory but there
are an unacceptable number of weaknesses which have been
identified and the level of non-compliance and / or weaknesses
in the system of internal control puts the system objectives at
risk.

Fundamental weaknesses have been identified in the system of
internal control resulting in the control environment being
unacceptably weak and this exposes the system objectives to an
unacceptable level of risk.

Cumbria Shared Internal Audit Service: Internal Audit Report
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Appendix A

Rating Reason

The controls tested are being consistently applied and no
weaknesses were identified.

Recommendations, if any, are of an advisory nature in context of
the systems and operating controls & management of risks.

Generally good systems of internal control are found to be in
place but there are some areas where controls are not effectively
applied and/or not sufficiently developed.

Recommendations are no greater than medium priority.

There is an unsatisfactory level of internal control in place as
controls are not being operated effectively and consistently; this is
likely to be evidenced by a significant level of error being
identified.

Recommendations may include high and medium priority matters
for address.

Significant non-compliance with basic controls which leaves the
system open to error and/or abuse.

Control is generally weak/does not exist. Recommendations will
include high priority matters for address. Some medium priority
matters may also be present.



Appendix B

Grading of Audit Recommendations

Audit recommendations are graded in terms of their priority and risk exposure if the issue identified was to remain unaddressed. There are three levels of
audit recommendations used; high, medium and advisory, the definitions of which are explained below.

Definition:
High ° Significant risk exposure identified arising from a fundamental weakness in the system of internal control
Medium Some risk exposure identified from a weakness in the system of internal control
Advisory Minor risk exposure / suggested improvement to enhance the system of control

Recommendation Follow Up Arrangements:
e High priority recommendations will be formally followed up by Internal Audit and reported within the defined follow up timescales. This

follow up work may include additional audit verification and testing to ensure the agreed actions have been effectively implemented.
e Medium priority recommendations will be followed with the responsible officer within the defined timescales.
e Advisory issues are for management consideration.
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Audit Resources
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Audit Manager Emma Toyne emma.toyne@cumbria.gov.uk 01228 226254
Lead Auditor Sarah Wardle Sarah.wardle@cumbria.gov.uk 01228 226253

Audit Report Distribution

For Action: Joanne Head (Governance and Business Services Manager)

For Informatian. Stuart Edwards (Chief Executive)

Audit Committee The Audit Committee, which is due to be held on 10" March 2015, will receive the report.

Note: Audit reports should not be circulated wider than the above distribution without the consent of the Audit Manager.
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Background

This report summarises the findings from the audit of Cumbria Office of the Police and Crime Commissioner (COPCC) Risk Management. This
was a planned audit assignment which was undertaken in accordance with the 2014/15 Audit Plan.

Risk Management arrangements are important to the organisation because they are a key element of the overall governance framework. A good
governance framework establishes a high degree of transparency, fairness, standards and accountability to the public that contribute to efficient
and successful achievement of strategic and operational policing objectives.

The Police and Crime Commissioner has a statutory responsibility for holding the Chief Constable to account and this includes ensuring that
adequate and effective risk management arrangements are in place within the Constabulary and his own office.

Audit Approach
Audit Objectives and Methodology

Compliance with the mandatory Public Sector Internal Audit Standards requires that internal audit activity evaluates the exposures to risks relating
to the organisation’s governance, operations and information systems. A risk based audit approach has been applied which aligns to the five key
audit control objectives which are outlined in section 4 of this report.

Audit Scope and Limitations

The Audit Scope was agreed with management prior to the commencement of this audit review. The Client Sponsor for this review was the
Governance and Business Services Manager and the agreed scope areas for consideration were identified as follows:

Appropriate governance arrangements are in place for risk management, including roles and responsibilities and reporting arrangements.
There is a defined risk management policy, strategy and procedures and these have been communicated appropriately.

Risk registers are in place for all key services, partnerships and projects and are subject to regular review and reporting.

Risks identified cover the full range of strategic and operational risks and have been properly assessed and controls identified and assigned.
Arrangements are in place to ensure that risk management is embedded in the organisation.

There were no instances whereby the audit work undertaken was impaired by the availability of information.
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3. Assurance Opinion
3.1. Each audit review is given an assurance opinion and these are intended to assist Members and Officers in their assessment of the overall level of
control and potential impact of any identified system weaknesses. There are 4 levels of assurance opinion which may be applied. The definition
for each level is explained in Appendix A.
3.2.  From the areas examined and tested as part of this audit review, we consider the current controls operating in respect of risk management
provide Reasonable assurance.
Note: as audit work is restricted by the areas identified in the Audit Scope and is primarily sample based, full coverage of the system and
complete assurance cannot be given to an audit area.
4, Summary of Recommendations, Audit Findings and Report Distribution
4.1.  There are three levels of audit recommendation; the definition for each level is explained in Appendix B.
4.2.  There are 4 audit recommendations arising from this review.
No. of recommendations
Control Objective High Medium  Advisory
1. Management - achievement of the organisation’s strategic objectives achieved - 1 2
2. Regulatory - compliance with laws, regulations, policies, procedures and contracts - 1 -
3. Information - reliability and integrity of financial and operational information - - -
4. Security - safeguarding of assets - - -
5. Value - effectiveness and efficiency of operations and programmes - - -
Total Number of Recommendations 0 2 2
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4.4,

4.4.1.

4.4.2.

4.4.3.

COPCC | Audit of Risk Management

Strengths: The following areas of good practice were identified during the course of the audit:

e An approved, up to date Risk Management Strategy is in place that has been clearly communicated to staff.
e Clarity regarding risk management responsibilities and access to risk documentation.

e Quarterly reporting to the Joint Audit and Standards Committee on strategic risks.

e Clear definitions of risk within the Risk Management Strategy.

e Arrangements now established to regularly oversee Constabulary risk management arrangements.

e Regular scrutiny and challenge of relevant risks by senior management.

e Established quarterly quality assurance process in place with input from the Chief Executive.

e Clear and comprehensive guidance regarding risk assessment.

Areas for development: Improvements in the following areas are necessary in order to strengthen existing control arrangements:

High priority issues:
e No high priority issues were identified.

Medium priority issues:
e Strategic risk register is not clearly focused on key strategic objectives.
e Guidance has not been given to staff regarding risk identification, including the provision of standard risk headings for consideration.

Advisory issues:
e Inconsistent risk reporting formats to Joint Audit and Standards Committee.
e Limited progress has been made organising risk management training for staff.

Comment from the Chief Executive

It is reassuring that a considerable number of strengths have been identified with regard to this crucial area of OPCC activity. Of the issues
raised two will be addressed before the end of the financial year and the remaining two within the next four months. The OPCC takes very
seriously its risk management responsibilities.
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Management Action Plan

5. Matters Arising / Agreed Action Plan

5.1 Management - achievement of the organisation’s strategic objectives.

Audit finding

(a) Strategic Risk Register

There are currently 14 risks detailed in the COPCC strategic risk register, in contrast to 5 risks in
the Constabulary’s strategic risk register. Many of the COPCC'’s strategic risks relate to the core
functions of the organisation and could therefore be considered operational rather than strategic,
as per the risk definitions outlined in the Risk Management Strategy.

There is a need for strategic risks to better focus on the delivery of strategic objectives as outlined
in the Police and Crime Plan and other core strategies. Too many strategic risks can dilute risk
management’s effectiveness.

Recommendation 1.
Strategic risks should clearly focus on the delivery of strategic objectives as outlined in the Police
and Crime Plan and other core strategies.

Risk exposure if not addressed:
¢ Risks to achieving strategic objectives are not managed effectively.

e Strategic objectives are not achieved.

Cumbria Shared Internal Audit Service: Internal Audit Report
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Medium

Management response

Agreed management action:

We look to review our risk register following the
outcome of the audit and comments from the Joint
Audit and Standards Committee.

Responsible manager for implementing:
Governance and Business Services Manager
Date to be implemented:

06/2015
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Advisory

Audit finding Management response

(b) Strategic Risk Reporting Agreed management action:

The strategic risk registers are presented to Joint Audit and Standards Committee in different We will consider the risk reporting format as part of
formats and levels of detail. Some alignment of COPCC and Constabulary reporting formats would = our review of the risk register and following advice
provide more consistent scrutiny and monitoring of strategic risk management. from the Joint Audit and Standards Committee.

Recommendation 2:
COPCC and Constabulary risk reporting formats for Joint Audit & Standards Committee should be

aligned.

Risk exposure if not addressed: Responsible manager for implementing:

¢ Risks to achieving strategic objectives are not monitored effectively. Governance and Business Services Manager
Date to be implemented:
06/2015
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Advisory

Audit finding Management response

(c) Training Agreed management action:

The OPCC has been trying for some time to organise a tailored risk management training session CIPFA, who have provided risk management

for all staff. Training is needed to ensure knowledge and skills in relation to risk management are = training to other OPCC'’s and understand our

up to date and to provide an opportunity to discuss and agree a risk appetite for the OPCC. business, will provide risk management training on
23 March 2015.

Contact has been made with a number of potential training providers and whilst every effort has
been made to organise this, limited progress has been made.

Recommendation 3:
A suitable risk management training course should be agreed and scheduled.

Risk exposure if not addressed: Responsible manager for implementing:
e Risks not identified for management due to limited knowledge and understanding amongst Governance and Business Services Manager
staff. Date to be implemented:

¢ Failure to achieve business objectives. 03/2015
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5.2 Regulatory - compliance with laws, regulations, policies, procedures and contracts.

Audit finding

(d) Risk Identification

Guidance on how to identify risk has not been produced and communicated to all staff. There is
guidance in the Risk Management Strategy regarding risk assessment, scoring, mitigation and
management but guidance on risk identification is limited.

Guidance on risk identification would typically include recognised risk headings for consideration to
ensure all key risks are identified e.g. political, economic, social, technological, environmental,
legal / regulatory, health & safety and organisation / management / human factors (PESTELO).

The Risk Management Strategy states that all employees have a responsibility for ensuring that
risks that may impact on the delivery of their business objectives are recorded and actively
managed.

Recommendation 4:

Guidance should be given to staff regarding risk identification so they can effectively meet their
responsibilities as set out in the Risk Management Strategy and make a positive contribution to the
risk management process within their area of work. This guidance should include recognised risk
headings for consideration to ensure all key risks are identified.

Risk exposure if not addressed:
e Risks not identified for management due to lack of detailed guidance.

e Failure to achieve business objectives.
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Medium

Management response

Agreed management action:
We will include guidance as part of the training
course on 23 March 2015.

Our strategy is in the process of being refreshed
and risk identification guidance will be considered
as part of the refreshed strategy.

Responsible manager for implementing:
Governance and Business Services Manager
Date to be implemented:

04/2015



Audit Assurance Opinions

There are four levels of assurance used; these are defined as follows:

Substantial

Reasonable

Partial

Limited / None

Definition:

There is a sound system of internal control designed to achieve
the system objectives and this minimises risk.

There is a reasonable system of internal control in place which
should ensure that system objectives are generally achieved,
but some issues have been raised which may result in a degree
of risk exposure beyond that which is considered acceptable.

The system of internal control designed to achieve the system
objectives is not sufficient. Some areas are satisfactory but there
are an unacceptable number of weaknesses which have been
identified and the level of non-compliance and / or weaknesses
in the system of internal control puts the system objectives at
risk.

Fundamental weaknesses have been identified in the system of
internal control resulting in the control environment being
unacceptably weak and this exposes the system objectives to an
unacceptable level of risk.

Cumbria Shared Internal Audit Service: Internal Audit Report
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Appendix A

Rating Reason

The controls tested are being consistently applied and no
weaknesses were identified.

Recommendations, if any, are of an advisory nature in context of
the systems and operating controls & management of risks.

Generally good systems of internal control are found to be in
place but there are some areas where controls are not effectively
applied and/or not sufficiently developed.

Recommendations are no greater than medium priority.

There is an unsatisfactory level of internal control in place as
controls are not being operated effectively and consistently; this is
likely to be evidenced by a significant level of error being
identified.

Recommendations may include high and medium priority matters
for address.

Significant non-compliance with basic controls which leaves the
system open to error and/or abuse.

Control is generally weak/does not exist. Recommendations will
include high priority matters for address. Some medium priority
matters may also be present.



Appendix B

Grading of Audit Recommendations

Audit recommendations are graded in terms of their priority and risk exposure if the issue identified was to remain unaddressed. There are three levels of
audit recommendations used; high, medium and advisory, the definitions of which are explained below.

Definition:
High ° Significant risk exposure identified arising from a fundamental weakness in the system of internal control
Medium Some risk exposure identified from a weakness in the system of internal control
Advisory Minor risk exposure / suggested improvement to enhance the system of control

Recommendation Follow Up Arrangements:
e High priority recommendations will be formally followed up by Internal Audit and reported within the defined follow up timescales. This

follow up work may include additional audit verification and testing to ensure the agreed actions have been effectively implemented.
e Medium priority recommendations will be followed with the responsible officer within the defined timescales.
e Advisory issues are for management consideration.
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Title Name Email
Audit Manager Emma Toyne emma.toyne@cumbria.gov.uk
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Audit Report Distribution
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Telephone
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01228 226253
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1.

1.1.

1.2.

1.3.

1.4

2.1

2.1.1.

2.2.

2.2.1.

Background

This report summarises the findings from the audit of Cumbria Constabulary’s arrangements for Policy Development and Management. This was
a planned audit assignment which was undertaken in accordance with the 2014/15 Internal Audit Plan.

Policy development and management is important to the organisation because it contributes to efficient and successful service delivery against
the Policing Plan. Policies contribute to the achievement of strategic objectives by ensuring compliance with laws and regulations, promoting
operational efficiency and managing organisational risk by clearly specifying what is expected of all officers and staff.

In July 2013 Internal Audit reviewed policies and procedures relating to a specific incident at Appleby Fair involving a school bus. The review
highlighted that policy development arrangements for the Constabulary could be improved. In June 2014 Her Majesty’s Inspectorate of
Constabulary (HMIC) also expressed concerns about the number of outdated policies on the constabulary intranet and internet. Internal reviews
by Strategic Development Unit support these findings. The Corporate Improvement risk register includes a red risk that out of date policies are
potentially higher risk than having no policies in place.

The Constabulary has developed a risk based programme of work to review all policies, procedures and guidance material. New policy guidance
was developed and implemented in September 2014 to support this process.

Audit Approach

Audit Objectives and Methodology

Compliance with the mandatory Public Sector Internal Audit Standards requires that internal audit activity evaluates the exposures to risks relating
to the organisation’s governance, operations and information systems. A risk based audit approach has been applied which aligns to the five key
audit control objectives which are outlined in section 4 of this report.

Audit Scope and Limitations

The Audit Scope was agreed with management prior to the commencement of this audit review. The Client Sponsor for this review was Jane
Sauntson and the agreed scope areas for consideration were identified as follows:

¢ Roles and Responsibilities
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e Policy Approval
e Policy Implementation
e Policy Review & Update

2.2.2. There were no instances whereby the audit work undertaken was impaired by the availability of information.

3. Assurance Opinion

3.1. Each audit review is given an assurance opinion and these are intended to assist Members and Officers in their assessment of the overall level of
control and potential impact of any identified system weaknesses. There are 4 levels of assurance opinion which may be applied. The definition
for each level is explained in Appendix A.

3.2.  From the areas examined and tested as part of this audit review, we consider the current controls operating within policy development and
management provide Substantial assurance.
Note: as audit work is restricted by the areas identified in the Audit Scope and is primarily sample based, full coverage of the system and
complete assurance cannot be given to an audit area.

4.  Summary of Recommendations, Audit Findings and Report Distribution

4.1.  There are three levels of audit recommendation; the definition for each level is explained in Appendix B.

4.2.  There are no audit recommendations arising from this review.

No. of recommendations
Control Objective High Medium  Advisory

1. Management - achievement of the organisation’s strategic objectives achieved - - -

2. Regulatory - compliance with laws, regulations, policies, procedures and contracts - - -
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Information - reliability and integrity of financial and operational information - - -

4. Security - safeguarding of assets - - -

5. Value - effectiveness and efficiency of operations and programmes - - -

Total Number of Recommendations 0 0 0

4.3.

4.4.

Strengths: The following areas of good practice were identified during the course of the audit:

Responsibility / accountability for policy development and management has been clearly allocated to the Strategic Development Unit.

Policy & Procedure Guidance material has been developed and implemented. It provides clarity regarding the purpose of policies and
procedures, roles and responsibilities and consultation. There is a defined process for approving policies and it is followed.

Constabulary’s acknowledgement of weaknesses in policy development and management which they are committed to addressing.
Development of a risk based programme of work to review policies, procedures and guidance by March 2015 and on a three yearly basis
thereafter.

Sound governance arrangements are in place with regular monitoring and reporting to the relevant decision making boards. Programme
slippage has been clearly highlighted and remedial action determined.

A defined consultation process is in place ensuring current legislation, best practice and professional input is captured in policy development
and updates.

Communication / training of new /updates to policies to officers / staff

Use of Authorised Professional Practice (APP) published by the College of Policing where possible to avoid duplication of effort and ensure
best practice.

Commitment to developing and improving the Constabulary’s Policy Library on the intranet to make policies more accessible to officers and
staff.

Withdrawal of out of date policies from the Policy Library. This reduces the risk of litigation, criticism and reputational damage arising from
staff and officers following out of date legislation and guidance.

Areas for development: Improvements in the following areas are necessary in order to strengthen existing control arrangements:
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4.4.1. High priority issues:

e No high priority issues were identified

4.4.2. Medium priority issues:
e No medium priority issues were identified

4.4.3. Advisory issues:
e No advisory issues were identified

Comment from the Director of Corporate Improvement
I am very pleased that the Constabulary’s policy arrangements have received an audit assurance of substantial and that the Constabulary’s
good practice and continuous improvement in this area has been recognised.
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Audit Assurance Opinions

There are four levels of assurance used; these are defined as follows:

Substantial

Reasonable

Partial

Limited / None

Definition:

There is a sound system of internal control designed to achieve
the system objectives and this minimises risk.

There is a reasonable system of internal control in place which
should ensure that system objectives are generally achieved,
but some issues have been raised which may result in a degree
of risk exposure beyond that which is considered acceptable.

The system of internal control designed to achieve the system
objectives is not sufficient. Some areas are satisfactory but there
are an unacceptable number of weaknesses which have been
identified and the level of non-compliance and / or weaknesses
in the system of internal control puts the system objectives at
risk.

Fundamental weaknesses have been identified in the system of
internal control resulting in the control environment being
unacceptably weak and this exposes the system objectives to an
unacceptable level of risk.

Cumbria Shared Internal Audit Service: Internal Audit Report
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Rating Reason

The controls tested are being consistently applied and no
weaknesses were identified.

Recommendations, if any, are of an advisory nature in context of
the systems and operating controls & management of risks.

Generally good systems of internal control are found to be in
place but there are some areas where controls are not effectively
applied and/or not sufficiently developed.

Recommendations are no greater than medium priority.

There is an unsatisfactory level of internal control in place as
controls are not being operated effectively and consistently; this is
likely to be evidenced by a significant level of error being
identified.

Recommendations may include high and medium priority matters
for address.

Significant non-compliance with basic controls which leaves the
system open to error and/or abuse.

Control is generally weak/does not exist. Recommendations will
include high priority matters for address. Some medium priority
matters may also be present.



Appendix B

Grading of Audit Recommendations

Audit recommendations are graded in terms of their priority and risk exposure if the issue identified was to remain unaddressed. There are three levels of
audit recommendations used; high, medium and advisory, the definitions of which are explained below.

Definition:
High ° Significant risk exposure identified arising from a fundamental weakness in the system of internal control
Medium Some risk exposure identified from a weakness in the system of internal control
Advisory Minor risk exposure / suggested improvement to enhance the system of control

Recommendation Follow Up Arrangements:
e High priority recommendations will be formally followed up by Internal Audit and reported within the defined follow up timescales. This

follow up work may include additional audit verification and testing to ensure the agreed actions have been effectively implemented.
e Medium priority recommendations will be followed with the responsible officer within the defined timescales.
e Advisory issues are for management consideration.
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Audit of Policy Development & Management
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Audit Resources

Title Name Email Telephone
Audit Manager Emma Toyne emma.toyne@cumbria.gov.uk 01228 226261
Lead Auditor Sarah Wardle Sarah.wardle@cumbria.gov.uk 01228 226253

Audit Report Distribution

For Action: Vivian Stafford (Head of Partnerships and Commissioning)

For Informatian. Stuart Edwards (Chief Executive)

Audit Committee The Audit Committee, which is due to be held on 10" March 2015, will receive the report.

Note: Audit reports should not be circulated wider than the above distribution without the consent of the Audit Manager.
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ExeCUtive SU mm al’y COPCC | Audit of Policy Development & Management
1. Background

1.1. This report summarises the findings from the audit of Cumbria Office of the Police and Crime Commissioner (COPCC) arrangements for Policy
Development and Management. This was a planned audit assignment which was undertaken in accordance with the 2014/15 Audit Plan.

1.2. Policy development and management is important to the organisation because it contributes to efficient and successful service delivery against
the Police and Crime Plan. Policies contribute to the achievement of strategic objectives by ensuring compliance with laws and regulations,
promoting operational efficiency and managing organisational risk by clearly specifying what is expected of all staff.

1.3. The Police and Crime Commissioner has a statutory responsibility for holding the Chief Constable to account and this includes ensuring that
adequate and effective policy development and management arrangements are in place within the Constabulary and his own office.

2. Audit Approach
2.1. Audit Objectives and Methodology

2.1.1. Compliance with the mandatory Public Sector Internal Audit Standards requires that internal audit activity evaluates the exposures to risks relating
to the organisation’s governance, operations and information systems. A risk based audit approach has been applied which aligns to the five key
audit control objectives which are outlined in section 4 of this report.

2.2. Audit Scope and Limitations

2.2.1. The Audit Scope was agreed with management prior to the commencement of this audit review. The Client Sponsor for this review was the Head
of Partnerships and Commissioning and the agreed scope areas for consideration were identified as follows:

Roles and Responsibilities
Policy Approval

Policy Implementation
Policy Review & Update

2.2.2 There were no instances whereby the audit work undertaken was impaired by the availability of information.
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3. Assurance Opinion
3.1. Each audit review is given an assurance opinion and these are intended to assist Members and Officers in their assessment of the overall level of
control and potential impact of any identified system weaknesses. There are 4 levels of assurance opinion which may be applied. The definition
for each level is explained in Appendix A.
3.2.  From the areas examined and tested as part of this audit review, we consider the current controls operating in respect of risk management
provide Reasonable assurance.
Note: as audit work is restricted by the areas identified in the Audit Scope and is primarily sample based, full coverage of the system and
complete assurance cannot be given to an audit area.
4, Summary of Recommendations, Audit Findings and Report Distribution
4.1.  There are three levels of audit recommendation; the definition for each level is explained in Appendix B.
4.2.  There are two audit recommendations arising from this review.
No. of recommendations
Control Objective High Medium  Advisory
1. Management - achievement of the organisation’s strategic objectives achieved (see section 5.1) - 2 -
2. Regulatory - compliance with laws, regulations, policies, procedures and contracts - - -
3. Information - reliability and integrity of financial and operational information - - -
4. Security - safeguarding of assets - - -
5. Value - effectiveness and efficiency of operations and programmes - - -
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Total Number of Recommendations 0 2 0
4.3. Strengths: The following areas of good practice were identified during the course of the audit:

e Responsibility / accountability for policy development and management has been clearly allocated to the Head of Partnerships and
Commissioning. This post was established in 2014.

e The OPCC follow the Constabulary’s Policy & Procedure Guidance (2014). It provides clarity regarding the purpose of policies and
procedures, roles and responsibilities and consultation requirements.

e There is a defined process for approving policies and it is followed.

e The OPCC acknowledge weaknesses in policy development and management and pledge to address them.

e A defined consultation process is in place ensuring current legislation, best practice and professional input is captured in policy development
and updates.

e Established arrangements for the communication of and training on new polices and updates to staff.

4.4. Areas for development: Improvements in the following areas are necessary in order to strengthen existing control arrangements:

4.4.1. High priority issues:
e No high priority issues were identified.

4.4.2. Medium priority issues:
e A clear, documented strategy is not in place to achieve planned policy developments within defined timescales.

e The document library is not kept up to date with all current policies that apply to OPCC staff, older versions of documents are not removed
and there are inconsistencies in policy version control / dating.

4.4.3. Advisory issues:
No advisory issues were identified.
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Comment from the Chief Executive

It is reassuring to see that a substantial number of strengths were identified in the course of the audit. The audit was undertaken just after the
recruitment of appropriate staff intended to take forward this important area of activity. The actions arising from issues raised in the audit will be
completed in the next six months.
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Management Action Plan

5. Matters Arising / Agreed Action Plan

5.1 Management - achievement of the organisation’s strategic objectives.

Audit finding

(@) Policy Development Plan

Since 2012 the COPCC has placed some reliance on Constabulary policies. More recently there
has been a move towards the development of separate polices, particularly in relation to HR as the
COPCC team has increased in size.

A clear, documented strategy is not in place to achieve planned policy developments within defined
timescales.

Recommendation 1:

Policy developments should be properly identified and documented in a plan, which has been given
appropriate approval and shared with the team. There should be regular review and reporting of
progress against the plan with management actions to deal with issues in performance to ensure
accountability.

Risk exposure if not addressed:

e Policy developments are not delivered achieved because there is no implementation strategy to
achieve them.

e Strategic objectives are not achieved because policies are not aligned with current business
objectives.

Cumbria Shared Internal Audit Service: Internal Audit Report
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Medium priority

Management response

Agreed management action:

Policy identification:

o We will list our existing policies with assighed
owners and a process for review.

e Polices to be developed separately from the
Constabulary’s will be identified together with
an owner.

A plan will be put in place for monitoring and action

Responsible manager for implementing:
Head of Partnerships and Commissioning
Date to be implemented:

08/2015



Audit finding

(b) Document Library
Policies are stored within a document library on the COPCC website, filed by subject type.

There are a number of policies in the document library that haven't been dated or version
numbered (e.g. Decision Making Policy & Custody Visitors Complaint Policy). It is unclear if these
policies are up to date and when they are scheduled for review.

There are instances where current and older versions of documents sit in the document library (e.g.
Treasury Management Strategy 2013/14 & 2014/15). Only current versions of documents should
be available for staff to follow.

Reference is not made within the document library to constabulary policies that the OPCC continue
to rely on and copies of these policies are not readily available. OPCC staff may be unclear
regarding which policies apply to them.

Recommendation 2:

Policies should be dated or version controlled and only the latest versions should be available for
staff to follow. There should be clarity within the document library regarding the application of
constabulary policies and these policies should be readily available.

Risk exposure if not addressed:

e Organisation’s strategic aims and priorities aren’t achieved because policies are not kept up to
date and relevant.

e Ineffective decision making and action due to reliance on poor quality / out of date policies.

e Sanctions, litigation and reputational damage arising from non-compliance with relevant
legislation and guidance due to the application of out of date policies.
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Medium priority
Management response

Agreed management action:

We will review the current content of the document
library and remove any out of date versions. We
will ensure appropriate links are in place to the
Constabulary’s policies where these are being
relied on.

Responsible manager for implementing:
Governance and Business Services Manager

Date to be implemented:
08/2015



Audit Assurance Opinions

There are four levels of assurance used; these are defined as follows:

Substantial

Reasonable

Partial

Limited / None

Definition:

There is a sound system of internal control designed to achieve
the system objectives and this minimises risk.

There is a reasonable system of internal control in place which
should ensure that system objectives are generally achieved,
but some issues have been raised which may result in a degree
of risk exposure beyond that which is considered acceptable.

The system of internal control designed to achieve the system
objectives is not sufficient. Some areas are satisfactory but there
are an unacceptable number of weaknesses which have been
identified and the level of non-compliance and / or weaknesses
in the system of internal control puts the system objectives at
risk.

Fundamental weaknesses have been identified in the system of
internal control resulting in the control environment being
unacceptably weak and this exposes the system objectives to an
unacceptable level of risk.
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Appendix A

Rating Reason

The controls tested are being consistently applied and no
weaknesses were identified.

Recommendations, if any, are of an advisory nature in context of
the systems and operating controls & management of risks.

Generally good systems of internal control are found to be in
place but there are some areas where controls are not effectively
applied and/or not sufficiently developed.

Recommendations are no greater than medium priority.

There is an unsatisfactory level of internal control in place as
controls are not being operated effectively and consistently; this is
likely to be evidenced by a significant level of error being
identified.

Recommendations may include high and medium priority matters
for address.

Significant non-compliance with basic controls which leaves the
system open to error and/or abuse.

Control is generally weak/does not exist. Recommendations will
include high priority matters for address. Some medium priority
matters may also be present.
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Grading of Audit Recommendations

Audit recommendations are graded in terms of their priority and risk exposure if the issue identified was to remain unaddressed. There are three levels of
audit recommendations used; high, medium and advisory, the definitions of which are explained below.

Definition:
High ° Significant risk exposure identified arising from a fundamental weakness in the system of internal control
Medium Some risk exposure identified from a weakness in the system of internal control
Advisory Minor risk exposure / suggested improvement to enhance the system of control

Recommendation Follow Up Arrangements:
e High priority recommendations will be formally followed up by Internal Audit and reported within the defined follow up timescales. This

follow up work may include additional audit verification and testing to ensure the agreed actions have been effectively implemented.
e Medium priority recommendations will be followed with the responsible officer within the defined timescales.
e Advisory issues are for management consideration.
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Audit Resources

Title

Audit Manager
Lead Auditor(s)

Email Telephone
Emma Toyne emma.toyne@cumbria.gov.uk 01228 226261
Rebecca Birkett rebecca.birkett@cumbria.gov.uk 01228 226250

Audit Report Distribution

For Action:

For Information:

Audit Committee

Steven Johnson, T Assistant Chief Constable
Kevin Spedding, Chief Inspector

Roger Marshall (Chief Constable’s Chief Finance Officer)
Ruth Hunter (Chief Finance Officer, PCC)

Sean Robinson

Andrew Towler

The Audit Committee, which is due to be held on 10 March, will receive the report.

Note: Audit reports should not be circulated wider than the above distribution without the consent of the Audit Manager.
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Executive Summ ary CUMBRIA CONSTABULARY | Audit of Communications Centre

1.

1.1.

1.2.

2.1

2.1.1.

2.2.

2.2.1.

222

Background

This report summarises the findings from the audit of the Communications Centre. This was a planned audit assignment which was undertaken
in accordance with the 2014/15 Audit Plan.

The Constabulary’s Communications Centre was internally reviewed in 2013, and is now a single environment based at Carleton Hall. The
Communications Centre acts as the initial interface via telephone for the public, and ensures that emergency and non-emergency calls are dealt

with within specified timescales. A priory of the Constabulary is the reduction of the impact of anti-social behaviour, and key to this is the effective
identification and logging at the point of call.

Audit Approach
Audit Objectives and Methodology

Compliance with the mandatory Public Sector Internal Audit Standards requires that internal audit activity evaluates the exposures to risks relating
to the organisation’s governance, operations and information systems. A risk based audit approach has been applied which aligns to the five key
audit control objectives which are outlined in section 4; detailed findings and recommendations are reported within section 5 of this report.

Audit Scope and Limitations

The Audit Scope was agreed with management prior to the commencement of this audit review. The Client Sponsor for this review was the
Temporary Assistant Chief Constable and the agreed scope areas for consideration were identified as follows:

o Staffing;
o Data Quality & Security;
o Performance.

There were no instances whereby the audit work undertaken was impaired by the availability of information.
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3. Assurance Opinion

3.1. Each audit review is given an assurance opinion and these are intended to assist Members and Officers in their assessment of the overall level of
control and potential impact of any identified system weaknesses. There are 4 levels of assurance opinion which may be applied. The definition
for each level is explained in Appendix A.

3.2.  From the areas examined and tested as part of this audit review, we consider the current controls operating within Cumbria Constabulary around
the Communications Centre provide reasonable assurance.

Note: as audit work is restricted by the areas identified in the Audit Scope and is primarily sample based, full coverage of the system and
complete assurance cannot be given to an audit area.

4.  Summary of Recommendations, Audit Findings and Report Distribution

4.1. There are three levels of audit recommendation; the definition for each level is explained in Appendix B.

4.2. There are two audit recommendations arising from this audit review and these can be summarised as follows:
No. of recommendations

Control Objective High Medium  Advisory
1. Management - achievement of the organisation’s strategic objectives (see section 5.1.) - 1 -

2. Regulatory - compliance with laws, regulations, policies, procedures and contracts - - -
3. Information - reliability and integrity of financial and operational information (see section 5.2) - 1 -
4. Security - safeguarding of assets - - -

5. Value - effectiveness and efficiency of operations and programmes - - -
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Total Number of Recommendations - 2 -

4.3. Strengths: The following areas of good practice were identified during the course of the audit:

A training programme is in place for Communications Centre staff (the current priority being Anti-social behaviour in line with the
Communications Centre action plan).

Comprehensive induction training is in place for all new staff.

Call handlers have access to a detailed training manual.

Training issues are identified through data quality review of calls and live call listening.

Roles and responsibilities for Communications Centre staff are clearly defined

There is a rota system in place which is up to date, planned in advance and made know to staff to ensure adequate cover to meet anticipated
call demand. The Duty Officer is now located in the Communications Centre enabling her to better support the Supervisors during office
hours.

There is a standard framework for call logging driven by defined screens within the system.

There is an automatic system in place to monitor call answering times and to record this information in a format which enables on-going
review by the Chief Inspector.

4.4. Areas for development: Improvements in the following areas are necessary in order to strengthen existing control arrangements:

4.4.1. High priority issues:

None

4.4.2. Medium priority issues:

Improvements to the Communications Centre action plan to better identify, prioritise, monitor and report ongoing areas of action within the
Centre.
The formal one-to-one process should be re-established where not in use.

4.4.3. Advisory issues:

None.
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Comment from the Temporary Assistant Chief Constable
The Constabulary accepts the findings of the audit in full and will put in place actions to address the issues raised.
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5. Matters Arising / Agreed Action Plan

5.1. Management - achievement of the organisation’s strategic objectives.

Audit finding

(@) Action Plan
The Communications Centre has an “Action Plan”, which is used by the Chief Inspector to record
and monitor ongoing activities within the Communications Centre.

The action plan includes a variety of tasks and targets from different sources — e.g. call handling
targets, internal and external audit recommendations, HMIC inspections, corporately identified
objectives. The current format of the plan makes it unclear where the target came from and to
whom any progress should be reported. For seven of the actions there is no clear timescale for
action.

Whilst the action plan has a column for ‘outcomes’ this is not complete for four actions and the
outcome for one of the actions is simply 2014/15.

The plan includes prioritisation by using a RAG (red — amber — green) indicator column. At the time

of the audit there were 11 areas of work on the plan that were prioritised as amber. Dates for
achievement of outcomes were documented for three of the areas. The dates have passed and it

is unclear from the document what actions are in place to bring the plan back on track. Given that

the outcome dates have not been achieved the status of the outcome / action should be red.

The plan is available to all staff via Share Point, and is updated on an ongoing basis by the Chief
Inspector, with information for updates coming primarily from 1-to-1s with staff.

The plan is a dynamic document, but does not include a date to show when it was last updated.

The current Chief Inspector plans to review the format of the action plan clarify the source of the
actions, and to whom progress should be reported.

Cumbria Shared Internal Audit Service: Internal Audit Report
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Management response

Agreed management action:
The Action Plan will be reviewed monthly and
subject to TP command oversight.



Appendix A

Recommendation 1:
The review of the format of the plan should be used as a means to develop it into a single point for
identifying actions required, and monitoring and reporting of progress.
Including, making more explicit:
e The source of the action, and to whom progress should be reported,;
e Who is responsible for the action, who should be taking the action and any target dates for
implementation
e Prioritisation of the actions;
e Steps to address any slippage
e Details of when and by whom it was last updated.

Risk exposure if not addressed: Responsible manager for implementing:
e Out of date management information Chief Inspector Comms

e |dentified actions not explicit to staff; Date to be implemented:

e Target dates not met. 05/2015

e Priority areas not identified

5.2. Information - reliability and integrity of financial and operational information.
Medium priority
Audit finding Management response
(a) Staff one-to-ones Agreed management action:
Staff should receive regular one-to-ones with their managers to ensure there is a formal, structured = Staff 1:1’s to be recommenced immediately.
means of communication and feedback. Although there were no issues identified with

communications, it was identified that for some call handlers the process of one-to-ones has fallen
into abeyance.

Recommendation 2:
All staff should receive regular, diarised one-to-ones.
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Risk exposure if not addressed: Responsible manager for implementing:

e Non communication of feedback, training needs or targets Chief Inspector Comms
Date to be implemented:

05/2015
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Audit Assurance Opinions

There are four levels of assurance used; these are defined as follows:

Substantial

Reasonable

Partial

Limited / None

Definition:

There is a sound system of internal control designed to achieve
the system objectives and this minimises risk.

There is a reasonable system of internal control in place which
should ensure that system objectives are generally achieved,
but some issues have been raised which may result in a degree
of risk exposure beyond that which is considered acceptable.

The system of internal control designed to achieve the system
objectives is not sufficient. Some areas are satisfactory but there
are an unacceptable number of weaknesses which have been
identified and the level of non-compliance and / or weaknesses
in the system of internal control puts the system objectives at
risk.

Fundamental weaknesses have been identified in the system of
internal control resulting in the control environment being
unacceptably weak and this exposes the system objectives to an
unacceptable level of risk.

Cumbria Shared Internal Audit Service: Internal Audit Report
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Rating Reason

The controls tested are being consistently applied and no
weaknesses were identified.

Recommendations, if any, are of an advisory nature in context of
the systems and operating controls & management of risks.

Generally good systems of internal control are found to be in
place but there are some areas where controls are not effectively
applied and/or not sufficiently developed.

Recommendations are no greater than medium priority.

There is an unsatisfactory level of internal control in place as
controls are not being operated effectively and consistently; this is
likely to be evidenced by a significant level of error being
identified.

Recommendations may include high and medium priority matters
for address.

Significant non-compliance with basic controls which leaves the
system open to error and/or abuse.

Control is generally weak/does not exist. Recommendations will
include high priority matters for address. Some medium priority
matters may also be present.



Appendix B

Grading of Audit Recommendations

Audit recommendations are graded in terms of their priority and risk exposure if the issue identified was to remain unaddressed. There are three levels of
audit recommendations used; high, medium and advisory, the definitions of which are explained below.

Definition:
High P Significant risk exposure identified arising from a fundamental weakness in the system of internal control
Medium Some risk exposure identified from a weakness in the system of internal control
Advisory Minor risk exposure / suggested improvement to enhance the system of control

Recommendation Follow Up Arrangements:
e High priority recommendations will be formally followed up by Internal Audit and reported within the defined follow up timescales. This

follow up work may include additional audit verification and testing to ensure the agreed actions have been effectively implemented.
e Medium priority recommendations will be followed with the responsible officer within the defined timescales.
e Advisory issues are for management consideration.
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JOINT POLICE & CRIME COMMISSIONER
AND CUMBRIA CONSTABULARY AUDIT Paper
AND STANDARDS COMMITTEE NoO

Meeting date: 10 March 2015

From: Audit Manager (Cumbria Shared
Internal Audit Service)

INTERNAL AUDIT: DRAFT INTERNAL AUDIT PLAN 2015/16

1.0 EXECUTIVE SUMMARY

1.1 The Audit Manager is required under the mandatory Public Sector
Internal Audit Standards to prepare an annual risk based audit plan for
review by Senior Management and Joint Audit & Standards Committee
and approval by the Executive Board.

1.2 The attached draft plan has been prepared in accordance with the
planning methodology agreed by the Shared Internal Audit Services
Board. The approach included:

e Consultation with senior management across the Office of the
Police and Crime Commissioner and Cumbria Constabulary

e Review of the strategic risk register and annual governance
statement action plans for 2014/15

e Review of the Corporate Support Business Plan

e Review of outcomes of previous audit reviews and other
inspections

e Consideration of national, regional or emerging issues; and

e Arisk assessment to rank the audits in priority order

1.3  Where appropriate, consideration has also been given to other sources

of assurance to avoid duplication and ensure the best use of Internal
Audit resources.

2.0 RECOMMENDATION

2.1 Members are asked to note the internal audit plan for 2015/16.
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Joint Cumbria Office of the Police and Crime Commissioner and
Cumbria Constabulary Internal Audit Plan 2015/16

1. Introduction

11

1.2

1.3

1.4

The Chartered Institute of Internal Audit defines internal auditing as “an
independent, objective assurance and consulting activity designed to add
value and improve an organisation’s operations. Internal audit helps the
Commissioner’s Office and Constabulary to achieve their objectives by
bringing a systematic, disciplined approach to evaluating and improving the
effectiveness of risk management, control and governance processes.”

The Accounts and Audit Regulations require the Commissioner’s Office
and Constabulary to undertake an adequate and effective internal audit of
its accounting records and of its system of internal control in accordance
with proper practices in relation to internal control. Proper Practices are
now defined within the Public Sector Internal Audit Standards (PSIAS)
which became mandatory for all UK public sector internal auditors from 1%
April 2013.

The PSIAS affirm the need for annual risk based audit plans to be
developed in order that the Head of Internal Audit can form an annual
opinion on the Organisations’ systems of risk management, governance
and internal control.

This Internal Audit Plan has been prepared in line with the Public Sector
Internal Audit Standards and following consultation with the senior
management of both the Commissioner’s Office and Constabulary to
identify the areas where it is considered that Internal Audit can add the
greatest value. The Plan is attached at Appendix 1.

2. Internal Audit Service delivery

2.1

2.2

The PSIAS require that the Internal Audit plan sets out a high level
statement of how the Internal Audit Service will be delivered and developed
in accordance with the internal audit charter and how it links to the
organisational objectives and priorities.

Internal Audit at the Commissioner’s Office and Constabulary is delivered
through a Shared Internal Audit Service. Cumbria County Council is the
host authority for the Shared Service with other participants being; Carlisle
City Council and Copeland Borough Council. The Shared Internal Audit
Service is governed by a Shared Services Operations Board comprising
the Section 151 Officers of each participating authority. A Shared Services
Agreement is in place which has been signed up to by each organisation.
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3. Roles of Management and of Internal Audit

3.1

3.2

3.3

It is the role of management to establish effective systems of governance,
risk management and internal controls in order to:

e safeguard resources and prevent fraud,;

e ensure the completeness and reliability of records;

e monitor adherence to laws, regulations, policies and procedures;

e promote operational efficiency demonstrate the achievement of value
for money; and

e manage risk

It is the role of Internal Audit to provide independent assurance to senior
management and the Audit and Standards Committee that the
Commissioner’s Office and Constabulary has implemented adequate and
effective procedures in relation to these responsibilities.

In order to safeguard its independence, Internal Audit does not have any
operational responsibilities and is not responsible for any of the decision
making, policy setting or monitoring of compliance within the organisations.

4. Internal Audit Resources

4.1

The Commissioner’s Office and the Constabulary are part of the Shared
Internal Audit Service. Internal Audit days to be provided are agreed
annually with the Commissioner’s Chief Finance Officer. The level of
Internal Audit resource in the proposed plan has been determined so as to
ensure that both organisations have appropriate internal audit coverage in
order to provide an opinion on the systems of governance, risk and internal
control, for each organisation, in line with the PSIAS and in order to support
the preparation of the Annual Governance Statements.

5. Categories of Internal Audit Work

5.1

5.2

5.3

Cross-cutting Reviews — Reviews which are strategic in nature or which

cut across two both organisations. These reviews are designed to provide
assurance that the Commissioner’s Office and Constabulary have effective
governance and risk management arrangements to mitigate strategic risks.

Constabulary Risk-Based audit reviews — these reviews have been
identified in consultation with senior management.

Financial System reviews — following the 2013 Grant Thornton review of
Internal Audit, a revised approach is now being taken to the reviews of the
— PCC’s / CC’s main financial systems. A three-year programme has
been devised which will ensure that each main financial system is reviewed
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in depth at least once every three years. The programme is attached at
Appendix 2.

Audit planning and management — provision for management of internal
audit activity in relation to the work undertaken for the Commissioner’s
Office and Constabulary has been built into the plan. This includes
preparation of the annual internal audit plan, attendance at and preparation
of progress reports for the Joint Audit and Standards Committee and
liaison with management and the external auditor.

A summary of the number of days allocated to each category of audit work
is shown below. Percentage figures from the 2014/15 audit plan are
included for reference.

2015/16 2014/15
0,
Category %ot | o0 ot total
Days total davs
days y
Cro_ss Cgttlng risk based 51 22 43
audit reviews
Con_stabl_JIary risk-based 124 53 25
audit reviews
Financial Systems 26 11 15
Follow up
Work carried forward
Contingency
Police audit training and
2 1 1
development event
Overhead (planning / 24 10 13
management time)
TOTAL 232 100 100

Key changes from the previous audit plan are:

e An increase in the number of audit days due to the risks identified within
the organisations. The 2014/15 plan provided 180 days.

e Anincrease in the percentage of the plan devoted to risk based audit
reviews which is a reflection of the requirement of the Public Sector
Internal Audit Standards for Internal Audit to provide assurance on the
Commissioner’s Office and Constabulary’s arrangements for
governance, risk and internal control.

e A reduction in work carried forward from the previous year’s plan.
Where work is underway at the year-end, this will be completed early in
2015/16 and provision is built into the plan for this.

3
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e A more focussed plan at the start of the year removing the need for a
high level of contingency.

6. Performance Standards

6.1

6.2

The performance of Internal Audit is measured against a suite of
performance measures and reported on a quarterly basis to the Joint Audit
and Standards Committee through the quarterly progress report.

Performance measures have been developed in consultation with the
Shared Services Operations Board and are reported to Joint Audit and
Standards Committee in each quarterly internal audit progress report.

7. Internal Audit Charter

7.1

It is a requirement of the PSIAS that the Joint Audit and Standards
Committee regularly reviews and approves an internal audit charter. The
charter sets out the role, purpose and responsibilities of internal audit. The
charter provides for annual review and approval alongside the annual draft
internal audit plan. The charter is attached at Appendix 3; no changes are
being proposed.
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Appendix 1 - Draft proposed internal audit plan 2015/16

Audit Review Description Days
ICT Strategy Audit identified through review of constabulary’s strategic 15
(Audit of Constabulary) risk register. An eff(_actlve ICT St_rat(_agy is considered
essential for the delivery of the significant programme of
ICT system developments set out within the ICT Business
Plan.
Internal audit review to provide assurance over the
strategic and resourcing arrangements to deliver IT
systems upon which the Change Programme is
dependent.
Complaints Handling Identified through management consultation as a priority 15
(Audit of Constabulary for internal audit assurance.
and OPCC) Audit review to provide assurance over the arrangements
for:
¢ Handling complaints received
e Recording and reporting on complaints
e Use of information from complaints to inform future
service delivery
Cumbria Safeguarding | Identified through management consultation as a priority 10
Hub for internal audit assurance as this is a new multi-agency
(Audit of Constabulary) initiative covering crl_tlcgl areas including; child exploitation,
safeguarding and missing from home.
Audit review to provide assurance that the new
arrangements are operating effectively to deliver the
priorities and objectives set out within the Police and
Crime Plan for Cumbria.
Mobile Devices (project | Audit identified through review of the Corporate Support 15
management) Business Plan as a significant project designed to
(Audit of Constabulary) transform aspects of operational policing.
Audit review to provide assurance over the project
management arrangements in place to deliver the project.
Data Protection and Identified through management consultation as a priority 15
Freedom of Information | for internal audit assurance.
Act Audit review to provide assurance over the arrangements
(Audit of Constabulary | for:
and OPCC) e Compliance with the legislation
Application of risk management principles to the
process
e Adequacy and effectiveness of resourcing to meet
statutory requirements
Performance Identified through management consultation as a priority 10

Monitoring and
Reporting, including

for internal audit assurance.
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Audit Review

Description

Days

Data Quality
(Audit of Constabulary)

Internal audit review to provide assurance that the
arrangements in place to improve data quality are robust.

Safeguarding Assets
(Audit of Constabulary)

Identified through management consultation as a priority
for internal audit assurance.

Audit review to provide assurance over the arrangements
for recording, controlling and recovering portable IT
equipment.

15

Budget Management
(Payroll)

(Audit of Constabulary)

Identified through management consultation as a priority
for internal audit assurance over and above the cyclical
financial system reviews covering this area. Payroll is the
biggest area of expenditure for the constabulary and
accurate information in this area is key to effective
strategic decision making.

Audit review to provide assurance over the arrangements
in place for budget setting, monitoring and reporting.

12

Duty Management
System

(Audit of Constabulary)

Identified through management consultation as a priority
for internal audit assurance.

Internal audit review to provide assurance over the use of
the system in relation to control and recording of overtime
and TOIL.

20

Code of Ethics /
Organisational Values

(Audit of Constabulary)

Identified through management consultation as a priority
for internal audit assurance. A significant piece of work
has been done to develop and embed ethical values within
the organisation in response to the College of Policing’s
national Code of Ethics.

Audit review to provide assurance over the arrangements
for ensuring that ethical values are embedded throughout
all day to day policing activities.

12

Firearms and Tasers
(Audit of Constabulary)

Review was identified as a potential audit in 2014/15, but
was not included in the final audit plan as other areas were
considered a higher priority. Area still features highly on
the internal audit risk assessment for 2015/16.

Scope of the audit could include policies, procedures and
training for officers in the use of firearms and Tasers, or
arrangements for receiving, storing and disposing of those
firearms handed in during the recent firearms amnesty.

15

Subtotal for risk based audits

154

Subtotal for non-risk based audits (see table below for
detail)

78

Total for all proposed audit work for 2015/16

232
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Other audit work to be included in the audit plan

Some audits are undertaken on a cyclical basis or because there are other requirements for
the work to be done. This section outlines any additional non-risk assessed work planned

for both organisations.

Audit Review Description Days
Governance Cyclical programme of governance themed reviews. 15
(Audit of Constabulary and
OPCC)
Annual Governance Review to provide assurance that the governance 6
Statement (two separate arrangements as described in the Annual Governance
reviews) Statement are in place and operating as described.
Financial System Reviews: | A three year rolling programme of financial systems 26
, audits is undertaken.
e Pensions
e Creditors
(Cross Cutting Review)
Follow up: Internal audit follow up methodology includes the 5
«  Property Handling follow up of all audits resulting in less than
(from 2013/14 audit Reasonable assurance
plan)
Attendance at police audit n/a 2
training and development
event
Internal Audit Management | Time is built into the audit plan for the management of
the shared service in relation to the work undertaken
for the constabulary and the Commissioner’s Office.
To include;
Attendance at Audit & Standards Committee (5 4
meetings in year)
Preparation of progress reports and annual reports 6
and opinions
: : 9
Audit planning
- 4
Management liaison
. . . . 1
Effectiveness of Internal Audit — Compliance with
PSIAS
Subtotal for non-risk based audits 78
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Appendix 2 — Financial System Reviews

The table below shows a proposed three year programme of financial system audit reviews
designed to ensure that all key financial systems are audited on a regular basis, but in line
with Grant Thornton’s recommendation not to review all systems annually.

2015/16 2016/17 2017/18
Review Days | Review Days Review Days
Pensions 10 Main 11 Payroll 18
Accounting
System
Creditors 16 Treasury 5 Budget 8
Management Management
Debtors 5
Totals 26 26 31
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Appendix 3

Cumbria Office of the Police and Crime
Commissioner and Cumbria
Constabulary

Internal Audit Charter
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Introduction

1.1

1.2

1.3

This charter describes the purpose, authority, responsibilities and objectives of Internal Audit. It
establishes Internal Audit’s position within the entities of the Police and Crime Commissioner for
Cumbria and the Chief Constable for Cumbria Constabulary and the nature of the Head of
Internal Audit’s functional reporting relationships with the Executive Board and the Joint Audit
and Standards Committee. For the Police and Crime Commissioner for Cumbria and the Chief
Constable for Cumbria Constabulary the role of the Head of Internal Audit is fulfilled by the Audit

Manager of the Cumbria Shared Internal Audit Service.

The charter also provides for Internal Audit’s rights of access to records, personnel and physical
properties relevant to audit engagements. Final approval of the audit charter rests with the

Executive Board having been subject to review by the Joint Audit and Standards Committee.

The Cumbria Shared Internal Audit Service is required to conform to the mandatory Public
Sector Internal Audit Standards (PSIAS). These standards comprise a Definition of Internal
Auditing, a Code of Ethics and the Standards by which Internal Audit work must be conducted.
Any instances of non-conformance with the PSIAS must be reported to the Executive Board and
the Joint Audit and Standards Committee and significant deviations must be considered for
inclusion within Annual Governance Statements and may impact on the external auditor’s value

for money conclusion.

1.4 An audit charter is one of the key requirements of the PSIAS. As such, failure to approve an

1.5

internal audit charter may be considered to be a significant deviation from the requirements of

the Standards.

The charter must be presented to senior management, reviewed by the Joint Audit and
Standards Committee and must be approved by the Police and Crime Commissioner and the

Chief Constable, as the body charged with governance.

1.6 The Public Sector Internal Audit Standards use the terms ‘board’ and ‘senior management’ and

require that the audit charter defines these terms for the purpose of the internal audit activity.

For the purposes of this charter the ‘board’ refers to the Executive Board, a board comprising
the Police and Crime Commissioner, the Chief Constable, the Commissioner’s Chief Executive
(Monitoring Officer) and the Commissioner’s Chief Finance Officer. The Joint Audit and

Standards Committee for the Cumbria OPCC and Cumbria Constabulary is an independent
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Committee fulfilling an assurance role in support of the overall arrangements for governance.
The terms of reference of the Committee, in accordance with the recommendations of the CIPFA
publication “Audit Committees Practical Guidance for Police and Local Authorities” incorporate
review of the Internal Audit Charter. ‘Senior management’ refers to the Police and Crime
Commissioner, Chief Executive and Chief Finance Officer for the OPCC and for Cumbria

Constabulary the Chief Officer Group.

The Role of Internal Audit

2.1 Internal Audit is an independent, objective assurance and consulting service designed to add
value and improve the Commissioner and Chief Constable’s operations. Internal Audit helps the
Commissioner and Chief Constable to accomplish their objectives by bringing a systematic,
disciplined approach to evaluate and improve the effectiveness of risk management, control
and governance processes. Arrangements for internal audit are secured by the Commissioner’s
Chief Finance Officer on behalf of the Commissioner and Chief Constable through the Cumbria

shared Internal Audit Service.

2.2 The Cumbria Shared Internal Audit Service (“Internal Audit”) provides an Internal Audit function
for each of the organisations that form part of the shared service, namely;
= Cumbria County Council (the host authority)
= Carlisle City Council
= Copeland Borough Council

= Cumbria Constabulary and the Cumbria Office of the Police and Crime Commissioner

2.3 The services provided by Internal Audit are designed to assist the Commissioner and Chief
Constable to continually improve the effectiveness of their respective risk management, control
and governance framework and processes and to allow an independent, annual opinion to be

provided on the adequacy of these arrangements.

2.4 Internal Audit activities in support of this include:
=  Planning and undertaking an annual programme of risk-based Internal Audit reviews
focusing on risk management, internal control and governance
= Review of arrangements for preventing, detecting and dealing with fraud and corruption

= Review of overall arrangements for risk management and corporate governance



Page |3

= Review of grant funded expenditure where assurance is required by funding bodies or
where risks are considered to be high

= Provision of advice on risk and control related matters

= Consultancy services which may include hot assurance on projects or service and system
development

= |nvestigation of suspected fraud or irregularity or provision of advice and support to
management in undertaking an investigation

= Advice on strengthening controls following such an incident

Purpose, Authority, Responsibility and Objectives

Purpose

3.1

3.2

33

Internal audit is described by the Chartered Institute of Internal Auditors as a key component of
corporate governance. When properly resourced, positioned and targeted, internal auditors act
as invaluable eyes and ears for Senior Management, the Board and Audit Committees inside
their organisations, giving an unbiased and objective view on what’s happening in the

organisation.

Internal Audit’s core purpose is to provide Senior Management, the Joint Audit and Standards
Committee and the Executive Board with independent, objective assurance that their respective
organisations have adequate and effective systems of risk management, internal control and

governance.

By undertaking an annual risk assessment and using this to prepare the annual risk-based audit
plan, Internal Audit is able to target resources at the areas identified as highest risk to the
Commissioner and Chief Constable. This then allows Internal Audit to give an overall opinion on
the Commissioner and Chief Constable’s systems of risk management, internal control and

governance.

3.4 The annual report and opinion is a mandatory requirement and is a key contributor to the

Commissioner and Chief Constable’s Annual Governance Statements which accompany the
annual statement of accounts. The Governance Statement provides assurance that an effective

internal control framework is in place.
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3.5 Internal Audit supports the respective Section 151 Officers to discharge their responsibilities

3.6

3.7

under section 151 of the Local Government Act 1972, the Accounts and Audit Regulations 2011
and the CIPFA Statement on the Role of the Chief Finance Officer of the Police and Crime
Commissioner and the Chief Finance Officer of the Chief Constable. This Statement places on
the Chief Finance Officers, the responsibility for ensuring that the Commissioner and Chief
Constable have put in place effective arrangements for internal audit of the control

environment and systems of internal control as required by professional standards.

Internal Audit supports the Chief Executive and Chief Constable in providing high level

assurances relating to the OPCC and Constabulary’s Governance arrangements.

Internal Audit also supports the Monitoring Officer in discharging his / her responsibilities for

maintaining high standards of governance, conduct and ethical behaviour.

Authority

3.8

3.9

This charter provides the authority for Internal Audit’s right of access to all activities, premises,
records, personnel, cash and stores as deemed necessary to undertake agreed internal audit
assignments. In approving this charter, the Commissioner and Chief Constable have approved
this right of access and therefore the responsibility of all officers to comply with any reasonable

request from members of the Cumbria Shared Internal Audit service.

This charter delegates to the Audit Manager for the Commissioner and Chief Constable, the
responsibility to undertake an annual risk assessment in consultation with each organisation’s
management, and from this, prepare a risk based plan of audit work for review by the Joint

Audit and Standards Committee and approval by the Executive Board.

3.10Internal Audit shall have the authority to undertake audit work as necessary within agreed

resources so as to achieve audit objectives. This will include determining the scope of individual
assignments, selecting areas and transactions for testing and determining appropriate key

contacts for interview during audit assignments.

3.11The charter establishes that the Group Audit Manager and Audit Manager of the Shared

Internal Audit Service has free and unfettered access to the Executive Board and the Joint Audit

and Standards Committee and has the right to request a meeting in private with the



Page |5

Commissioner, Chief Constable and/or Chair of the Joint Audit and Standards Committee should

it become necessary.

Responsibilities and Objectives

3.12 Internal audit’s primary objective is to undertake an annual programme of internal audit work

that allows an annual opinion to be provided on the overall systems of risk management,

internal control and governance for the Commissioner and Chief Constable.

3.13 The Audit Manager and her staff have responsibility for the following areas:

Develop an annual internal audit plan using a risk based methodology, based on at least an
annual assessment of risk and incorporating risks and concerns identified by senior
management

Submit the annual audit plan to senior management and the Joint Audit and Standards
Committee for review prior to approval by the Executive Board.

Review agreed audit plans in light of new and emerging risks and report any necessary
amendments to agreed plans to the Joint Audit and Standards Committee and Executive

Board as appropriate.

Deliver the approved annual programme of internal audit work and report the outcomes in
full to senior management (as agreed at the scoping stage of each engagement) and to the
Joint Audit and Standards Committee

Monitor implementation of agreed audit recommendations through follow up process and

report the outcomes to Senior Management and the Joint Audit and Standards Committee

Any significant issues arising during audit fieldwork will be discussed with management as
they are identified

Draft audit reports will be produced on a timely basis following all audit reviews and these
will be discussed with management prior to finalising, to ensure the factual accuracy of the
report and incorporate management responses

Quarterly progress reports will be prepared and reported formally to the Joint Audit and

Standards Committee
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= |nternal Audit has a responsibility to report to the Executive Board any areas where there is
considered that management have accepted a level of risk that may be unacceptable to the
organisation

= |nternal Audit has a duty to bring to the attention of the Executive Board and the Joint Audit
and Standards Committee should the Group Audit Manager believe that the level of agreed

resources will impact adversely on the provision of the annual audit opinion

= |nternal Audit will maintain effective relationships with other providers of assurance and
external inspectorates in order to avoid duplication of effort and enable Internal Audit,

where appropriate, to place reliance on the work of other providers

In order for Internal Audit to maintain its independence and thereby provide an independent

and objective opinion, there are a number of areas that internal audit is not responsible for:

= Internal Audit does not have any operation responsibilities

= Internal Audit does not have any part in decision making within the organisation or for
authorising transactions

= |nternal Audit is not responsible for implementing its recommendations or for ensuring that

these are implemented

3.14The presence of Internal Audit does not in any way detract from management’s responsibilities

for maintaining effective systems of governance, risk management and internal control.

3.15Internal Audit does not have responsibilities for preventing or detecting fraud or error, this is
the responsibility of the management of the respective organisations. Internal Audit’s role is to
provide senior management, the Executive Board and the Joint Audit and Standards Committee
with assurance that the management of the organisation have themselves established
procedures that allow them to prevent or detect fraud or error and to respond appropriately

should this occur.

3.16 It is the responsibility of the Commissioner and Chief Constable’s management to maintain
adequate systems of internal control and to review their systems to ensure that these controls

continue to operate effectively.
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3.17The role of Internal Audit vs the Management of the organisation is summarised in the diagram

at appendix A.

Scope of Internal Audit Work

4.1

The scope of Internal Audit work covers the entire systems of risk management, internal control

and governance across each participating organisation. This allows Internal Audit to provide

assurance that appropriate arrangements are in place to ensure that:

= The organisations risks are being appropriately identified, assessed and managed;

= Information is accurate, reliable and timely;

= Employees’ actions are in compliance with expected codes of conduct, policies, laws and
procedures;

= Resources are utilised efficiently and assets are secure;

= The organisations plans, priorities and objectives are being achieved;

= Legal and regulatory requirements are being met

Position and Reporting Lines for Internal Audit

5.1

5.2

53

Internal Audit reports operationally to the PCC’s Chief Finance Officer (5151 Officer). Functional

reporting is to the Joint Audit and Standards Committee.

On a day to day basis Internal Audit will report the outcomes of its work to the senior officer
responsible for the area under review. Progress and performance of Internal Audit will be
monitored by the PCC’s Chief Finance Officer and the Chief Constable’s Chief Finance Officer
who are charged with ensuring each organisation has put in place effective arrangements for
Internal Audit of the control environment and systems of internal control as required by

professional standards.

Internal Audit reports the outcomes of its work to the Joint Audit and Standards Committee on
a quarterly basis. This includes as a minimum, a progress report summarising the outcomes of
Internal Audit engagements as well as the performance of Internal Audit against the approved
plan of work. Where audit activity has raised significant matters with regard to weaknesses in
internal control, defined as audit reports providing either only ‘limited/none’ or ‘partial’

assurance or recommendations graded ‘High’, indicating significant risk exposure identified
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arising from a fundamental weakness in the system of internal control, reports will be escalated

by the Chief Finance Officer to the Executive Board.

5.4 On an annual basis, Internal Audit will prepare and present to the Executive Board and Joint
Audit and Standards Committee, an annual report containing:
= The overall opinion of the responsible Audit Manager
= A summary of the work undertaken to support the opinion; and

= A statement of conformance with the Public Sector Internal Audit Standards

5.5 Should significant matters arise in relation to the work of Internal Audit; these will be escalated
through the management hierarchy to the Commissioner, Chief Constable and/or to the Chair of

the Joint Audit and Standards Committee as appropriate.

5.6 Where major changes are required to the agreed audit plan or Internal Audit is required to
divert resource to urgent non-planned work, this will be agreed with the PCC’'s Chief Finance
Officer and reported to the Executive Board and Joint Audit and Standards Committee. All
changes to approved audit plans will be reported to the next meeting of the Joint Audit and

Standards Committee.

Ethics, Independence and Objectivity

Ethics

6.1 Internal Audit works to the highest standards of ethics and has a responsibility to both uphold

and promote high standards of behaviour and conduct.

6.2 All internal auditors working within the UK public sector are now required to comply with the
mandatory Code of Ethics contained within the new Public Sector Internal Audit Standards. As
such this code has been adopted by the Shared Internal Audit Service and all staff will be
requested to sign up to the Code on an annual basis. Auditors within the shared service are also

required to comply with the code of ethics of their professional bodies.
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Governance and Independence of the Shared Internal Audit Service

6.3

6.4

Internal Audit is a Shared Audit Service between Cumbria County Council, Carlisle City Council,
Copeland Borough Council, Cumbria Constabulary and the Police and Crime Commissioner. The

host authority for the delivery of the Shared Audit Service is Cumbria County Council.

The governance of the provision of the Shared Internal Audit Service shall be carried out by the

Shared Service Board whose role is to:

= Ensure that the Shared Internal Audit Service meets the requirement of the proper practices
for Internal Audit

= Reach common agreement over issues such as standards, goals and objectives and reporting
requirements

= Agree on the range of audit outputs

= Confirm the scope and remit of the audit function

= Agree reporting and performance arrangements for Internal Audit, including performance

measures, delivery of plan, cost and impact tracking

Independence

6.5

6.6

6.7

Internal Audit is independent of all of the activities it is required to audit which ensures that the
Executive Board and Joint Audit and Standards Committee can be assured that the annual
opinion they are given is independent and objective. Whilst the Audit Manager reports
operationally to the PCC’s Chief Finance Officer, there is also a functional reporting line to the
Executive Board and the Joint Audit and Standards Committee and the Audit Manager has
direct access to the Commissioner, Chief Constable and the Chair of the Joint Audit and

Standards Committee.

Internal auditors will not undertake assurance work in areas for which they had operational

responsibility during the previous 12 months.

Internal auditors will report annually to the Executive Board and Joint Audit and Standards

Committee to confirm that the independence of Internal Audit is being maintained.
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Resourcing, Proficiency and Due Professional Care

6.8 For Internal Audit to provide an opinion to the Commissioner and Chief Constable there must
be a sufficiently resourced team of staff with the appropriate mix of skills and qualifications.

Resources must be effectively deployed to deliver the approved programme of work.

6.9 It is the responsibility of each organisation to ensure that it approves a programme of audit
work sufficient to provide an adequate level of assurance over their systems of risk

management, internal control and governance.

6.10In line with the requirements of the Standards, in the event that the Audit Manager considers
that the level of agreed resources will impact adversely on the provision of the annual internal
audit opinion, the consequences will be brought to the attention of the Executive Board and the

Joint Audit and Standards Committee.

6.111In line with the requirements of the PSIAS and the CIPFA Statement on the Role of the Head of
Internal Audit 2010, the Group Audit Manager and Audit Manager are professionally qualified

and appropriately experienced.

The Role of Internal Audit in Fraud-related work

6.12 The PSIAS require that the role of Internal Audit in any fraud-related work is defined within the

audit charter.

6.131t is a requirement of the arrangements for Anti-fraud and Corruption within the COPCC and
Constabulary that Internal Audit will be made aware of any actual incidence of fraud and
corruption and will undertake a review where necessary with regard to providing assurance on
any associated weaknesses within internal control. The arrangements for the Commissioner

provide for internal audit to undertake any necessary investigation.

Advice / Consultancy work

6.14 Where Internal Audit is requested to provide advice, consultancy or investigatory work, the
request will be assessed by the Audit Manager. Such assignments will be accepted only where
it is considered the following criteria are met:
= The work requested can be accommodated within the agreed audit days and Internal Audit

has the skills to deliver the work
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= The assignment will contribute to strengthening the control framework
= No conflict of interest could be perceived from Internal Audit’'s acceptance of the

assignment

6.151In line with the PSIAS, approval will be sought from the Executive Board for any significant
additional consulting services not already included in the audit plan prior to accepting the

engagement.

Management Responsibilities

7.1 For Internal Audit to be fully effective, it needs the full commitment and cooperation from the
Commissioner and Chief Constable’s senior management. In approving this charter, the
Executive Board is mandating management to cooperate with Internal Audit in the delivery of
the service by:
= Attending audit planning and scoping meetings and agreeing terms of reference for
individual audit assignments on a timely basis

= Sponsoring each audit assignment at Chief Officer level or above

=  Providing Internal Audit with full support and cooperation, including complete access to all
records, data, property and personnel relevant to the audit assignment on a timely basis

= Responding to Internal Audit reports and making themselves available for audit closeout
meetings to agree draft audit reports

= Implementing audit recommendations within agreed timescales

7.2 Instances of non-cooperation with reasonable audit requests will be escalated through the S151

Officers and ultimately to the Executive Board if necessary.

7.3 While Internal Audit is responsible for providing independent assurance to the Commissioner
and Chief Constable, it is the responsibility of management to develop and maintain
appropriately controlled systems and operations. Internal Audit does not remove the
responsibility from management to continually review the systems and processes for which they
are responsible and to provide their own assurance to senior management that they are

maintaining appropriately controlled systems.
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Quality Assurance

8.1 Public Sector Internal Audit Standards require that the Internal Audit function is subject to a
quality assurance and improvement programme that must include both internal and external
assessments. Internal Audit will report the outcomes of quality assessments to the Joint Audit

and Standards Committee through its regular reports.

Internal assessments

8.2 All internal audit reviews are subject to management quality review to ensure that the work
meets the standards expected for audit staff. Such management review will include:
= Ensure the work complies with the PSIAS
=  Work is planned and undertaken in accordance with the level of assessed risk

= Appropriate testing is undertaken to support the conclusions drawn

External assessments

8.3 An external assessment must be conducted at least every five years by a qualified, independent
assessor from out the organisation. The Group Audit Manager will discuss options for the
assessment with the Shared Services Board before making recommendations for approval by

the respective Executive Board/Audit Committees.

Review of Audit Charter

9.1 The charter will be reviewed annually and submitted to Senior Management and the Joint Audit
and Standards Committee for review prior to approval by the Executive Board alongside the

annual audit plan.
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Internal Audit — The Third Line of Defence
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Senior Management
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The above diagram demonstrates the three lines of defence in ensuring that organisations are

adequately managing their risks.

The first line of defence comprises the arrangements that operational management have
implemented to ensure risks are identified and managed. These include the controls that are in
place within systems and processes together with the management and supervisory oversight

designed to identify and correct any issues arising.

The second line of defence refers to the strategic oversight arrangements that are designed to
provide management with information to confirm that the controls in the first line of defence are
operating effectively. For example the risk management policies and strategies that determines how
risks within the organisation will be identified, assessed and managed and the reporting
arrangements to confirm that these policies and strategies are being appropriately implements and

complied with.

Internal audit forms the third line of defence alongside other independent providers of assurance.
The role of internal audit is to provide the senior management and Commissioner and Chief
Constable with assurance that the arrangements within the first and second lines of defence are

adequate and working effectively to manage the risks faced by their respective organisations.
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KPI Measure of Assessment Target (and frequency of measurement) Why is this important / rationale

Annual Measures to be reported in the Annual Report

Output Measures

Compliance with Quality Assurance and 100%. On-going and annual review to The internal audit service is required to
Public Sector Internal | Improvement Programme & demonstrate conformance with the definition of | comply with the PSIAS
Audit Standards checklist for assessing Internal auditing, code of ethics and standards.

conformance with the PSIAS

Preparation of audit Preparation of risk based audit 100%. Measured annually Annual agreed audit plan is required to
plan plan to meet client timetables enable delivery for the client.

People Measures

CPD / Training Average number of days for 6 days per person. CPD is a requirement of the PSIAS. An
skills training per auditor appropriately skilled workforce will ensure
Reported annually. that staff within Internal Audit are

continuously improving and adding value to
the service provided to clients.
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KPI

Measure of Assessment

Target (and frequency of measurement)

Why is this important / rationale

Monthly management measures to be reported to Audit Committees Quarterly

Output Measures

Planned audits
completed

% of planned audit reviews (or
approved amendments to the
plan) completed in respect of

the financial year.

95% (annual per shared service agreement, 95%
target reflects need for audit plans to be
dynamic and respond to emerging risks). This
indicator will be monitored and reported
quarterly to ensure the plan is on track to be
delivered.

To enable an annual opinion to be provided on
the overall systems of risk management,
governance and internal control.

Audit scopes agreed

% of audit scopes agreed with
management and issued
before commencement of the
audit fieldwork

100%
Measured monthly

Reported quarterly

To ensure the audit is targeted to key risks, has
management buy in and adds value.

Recommended in the Grant Thornton review of
Internal Audit.

Draft reports issued
by agreed deadline

% of draft internal audit
reports issued by the agreed
deadline or formally approved
revised deadline agreed by
Audit Manager and client.

80% (target is a reflection that this is a new way
of working and deadlines may be impacted by
several factors including client availability)

Measured monthly

Reported quarterly

Timely reports add impact & this was a
recommendation in the Grant Thornton report.

Timeliness of final
reports

% of final internal audit reports
issued for Corporate Director
comments within 5 working
days of management response
or closeout.

90% (target recognises that there may on
occasion be delays in finalising reports, e.g.
where further work is required to resolve
matters identified at closeout meeting)

Measured monthly.

Timely reports add impact & this was a
recommendation in the Grant Thornton report.
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KPI

Measure of Assessment

Target (and frequency of measurement)

Why is this important / rationale

Reported quarterly

Recommendations
agreed

% of recommendations
accepted by management

95% quarterly benchmark (the benchmark
reflects that it is management’s responsibility to
assess their risks and take final decision on
whether risk may be accepted)

Measures the quality and effectiveness of
internal audit recommendations

Follow up % of high priority audit 100% Quarterly Indicates that Internal Audit are adding value to
recommendations the organisation.
implemented by target date
Assignment % individual reviews 75% (target reflects that this is a new way of To ensure that all audit plans across the shared
completion completed to required working for the audit service and systems for service can be delivered.

standard within target days or
prior approved extension by
Audit Manager

monitoring time spent on assignments may
need to be further developed)

Measured monthly.

Reported quarterly.

Quality Assurance
checks completed

% QA checks completed

100%.
Measured monthly

Reported quarterly

To ensure compliance with the Public Sector
Internal Audit Standards.

Provides on going feedback to the audit team
and identifies areas of good practice and areas
for improvement

Customer Measures

Post audit customer
satisfaction survey

% of customer satisfaction
surveys scoring the service as

80% (target reflects the need for internal audit
to strive to deliver a customer focused service,
but that due to the nature of internal audit roles

Gauge customer satisfaction and continuously
improve the audit service.
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KPI

Measure of Assessment

Target (and frequency of measurement)

Why is this important / rationale

feedback

‘good’

and responsibilities, may not always elicit
positive feedback)

Measured monthly.

Reported quarterly

People Measures

Efficiency

% chargeable time

80% (target takes account of non-chargeable
activities such as staff holidays, service
development projects and team meetings.

Measured monthly.

Reported quarterly

Measure of productivity.
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JOINT POLICE & CRIME
COMMISSIONER AND CUMBRIA

CONSTABULARY AUDIT AND Paper
STANDARDS COMMITTEE No.

Meeting date: 10 March 2015

From: Audit Manager (Cumbria Shared

Internal Audit Service)

QUALITY ASSURANCE AND IMPROVEMENT PROGRAMME

1.0

11

1.2

1.3

2.0

2.1

EXECUTIVE SUMMARY

The Public Sector Internal Audit Standards require that the ‘chief audit
executive’ must develop and maintain a Quality Assurance and
Improvement Programme (QAIP) that covers all aspects of the internal
audit activity’. For the Shared Internal Audit Service the Chief Audit
Executive is the Group Audit Manager.

The QAIP is designed to provide assurance that the work of internal
audit is undertaken in conformance with the Public Sector Internal Audit
Standards.

Key elements of the QAIP are:

e Ongoing monitoring of the performance of the internal audit
activity

e Periodic self-assessments or assessments by other persons
within the organisation with sufficient knowledge of internal
audit practices; and

e External assessments conducted in accordance with the
PSIAS

PoLicY POSITION, BUDGETARY AND  EQUALITY
IMPLICATIONS, AND LINKS TO COUNCIL PLAN

Internal Audit’s work is designed to provide assurance to management
and members that effective systems of governance, risk management
and internal control are in place in support of the delivery of the PCC
and Constabulary’s priorities.




2.2

3.0

3.1

4.0

4.1

4.2

4.3
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The Accounts and Audit Regulations 2011 impose certain obligations on
the PCC and Chief Constable including a requirement that they
undertake an adequate and effective internal audit of their accounting
records and of their systems of internal control in accordance with
proper practices in relation to internal control. From 1% April 2013,
proper practices are defined as the Public sector Internal Audit
Standards.

RECOMMENDATION

Members are asked to note the Quality Assurance and Improvement
Programme.

BACKGROUND

The PCC and Chief Constable must make proper provision for internal audit in
line with the 1972 Local Government Act. The Accounts and Audit
Regulations 2011 require that the PCC and Chief Constable maintain an
adequate and effective system of internal audit of their accounting records
and systems of internal control conducted in accordance with the proper
internal audit practices. ‘Proper audit practices’ are defined as those stated
within the Public Sector Internal Audit Standards (PSIAS) which became
mandatory for all UK public sector internal auditors from 1% April 2013.

The PSIAS require that a Quality Assurance and Improvement Programme is
in place to provide reasonable assurance that Internal Audit:

e Performs its work in accordance with its Charter, which is consistent with
the Public Sector Internal Audit Standards, Definition of Internal Auditing
and Code of Ethics;

e Operates in an effective and efficient manner; and

e Is perceived by stakeholders as adding value and continually improving
Internal Audit’s operations as well as contributing to the organisation
achieving its objectives.

Specific requirements of the PSIAS are that it:

¢ Monitors the Internal Audit activity to ensure it operates in an effective and
efficient manner (1300)

e Assures compliance with the Standards, Definition of Internal Auditing and
Code of Ethics (1300)

e Helps the Internal Audit activity add value and improve organisational
operations (1300)

e Includes both periodic and ongoing internal assessments (1311)

¢ Includes an external assessment at least once every five years (1312)

e Reporting on the results of the QAIP and any improvements plans in the
annual report (1320)
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e Disclosure of non conformance with the Definition of Internal Auditing, the
Code of Ethics or the Standards (1322)

4.4 A core element of the QAIP is the measures of performance that will allow
internal audit to monitor its performance, identify improvements and
demonstrate the value it adds to the OPCC and Constabulary. The suite of
performance measures is appended to the Cumbria OPCC and Constabulary
Internal Audit Charter.

4.5 The QAIP is documented in Appendix A.

Emma Toyne
Audit Manager
February 2015

APPENDICES

Appendix A - Quality Assurance and Improvement Programme

Contact: Emma Toyne, 01228 226261, emma.toyne@ Cumbria.gov.uk



mailto:emma.toyne@Cumbria.gov.uk
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Appendix A — Quality Assurance and Improvement Programme

INTERNAL ASSESSMENTS (PSIAS ref: 1311)

On-going reviews
conducted through

Elements

Supervision of
engagements

Work is allocated from the annual risk based plan
by the internal audit management team across the
shared service

Staff are involved in developing audit scope in
conjunction with audit clients prior to
commencement

Work is supervised to ensure that it complies with
the approved methodology for carrying out an audit

Audit Manager / Principal Auditor attend close out
meetings to support the auditor and ensure that key
messages are relayed appropriately

Internal Audit reports signed off by Audit Manager

Audit reports with less than Reasonable Assurance
subject to final review by Group Audit Manager

Regular, documented
review of working
papers during
engagements

Audit Manager / Principal Auditor review each audit file to
ensure:

The scope and objectives of the audit have been
agreed with clients and adequately documented
and communicated

Key risks have been identified

The audit testing strategy has been designed to
meet the objectives of the audit and testing
undertaken to the extent necessary to provide an
audit opinion for each piece of work

Audit has been completed in a thorough, accurate
and timely manner

The standard of working papers and evidence
collected during the audit are in accordance with
audit processes and procedures

The draft audit report fully reflects all findings from
the audit and these are properly explained and
practical recommendations made

The assurance rating is fully supported by the
working papers and can be justified by the auditor

The audit has been completed within the time
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On-going reviews
conducted through

Elements

allocation

e The audit report has been produced to a good
standard in an accurate and timely manner

e Training and development needs are identified
through the review process.

Periodic reviews by the Group Audit Manager to ensure
that the quality assurance process is being applied
consistently.

Audit manual containing
all key policies and
procedures to be used
for each engagement to
ensure compliance with
applicable planning,
fieldwork and reporting
standards

Audit manual was refreshed during 2014/15. The manual
contains the risk based audit methodology and key
working papers, the code of ethics and performance
measures for the shared internal audit service.

Feedback from
customer survey on
individual assignments

e Customer feedback form reviewed in April 2014
and linked to performance measures for internal
audit.

e Feedback form issued for all internal audit
assignments

e Feedback from client satisfaction forms passed on
to individual auditors. Any areas identified for
learning and development are taken forward

e Any common issues are identified and action taken
where necessary

Analysis of performance
measures established
to improve internal audit
effectiveness and
efficiency

e Monthly monitoring of performance measures by
the audit management team

e Feedback to individuals / teams as appropriate

e Reporting to audit committees on a quarterly basis.

All final reports and
recommendations are
reviewed and approved
by the Audit Manager

Formal sign off and issue of all final reports and
recommendations by Audit Manager.

New audit report template includes comments from
Director or equivalent.
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Periodic reviews
conducted through

Elements

Annual risk
assessments for the
purposes of annual
audit planning

Annual risk assessment of each organisation’s
audit universe as part of the planning process

Annual assessment of
Internal Audit’s
conformance with its
Charter, PSIAS with an
improvement plan
produced to address
any areas of non-
conformance identified

Review of Charter for conformance

Annual completion of CIPFA checklist for assessing
conformance with the PSIAS

Improvement plan produced to address areas of
non-conformance.

Service development plan identifying actions for
service improvement.

Benchmarking with
other Internal Audit
service providers

CIPFA benchmarking

Networking at Police Audit Group Conference
(national event)

Quarterly reports to
audit committees on
progress with delivery
of the audit plan

Preparation of progress report for each audit
committee and attendance at audit committee by
Group Audit Manager and / or Audit Manager.

Annual sign up to Code
of Ethics by all internal
audit staff

Signed declaration from all internal audit staff

Annual completion of
declaration of business
interests from by all
internal audit staff

Signed declaration from all internal audit staff

EXTERNAL ASSESSMENTS (PSIAS ref:1310)

External Assessments will be carried out in accordance with the requirements of the
PSIAS and reported to Audit and Standards Committee as appropriate.

REPORTING ON THE QUALITY ASSURANCE AND IMPROVEMENT
PROGRAMME (PSIAS ref: 1320)

The results of the quality assurance programme and progress against any
improvement plans must be reported in the annual report.
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Internal Assessments — outcomes of internal assessments will be reported to the
Audit and Standards Committee on an annual basis;

External Assessments — results of external assessments will be reported to the
Audit and Standards Committee and S151 officer at the earliest opportunity following
receipt of the external assessors report. The external assessment report will be
accompanied by a written plan in response to significant findings and
recommendations contained in the report.

Follow up — The Audit Manager will implement appropriate follow up actions to
ensure that recommendations made in the reports and action plans developed are
implemented in a reasonable timescale.
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Title: Treasury Management Strategy Statement 2015/16 and Prudential
Indicators 2015/16 to 2017/18

Report of the Chief Finance Officer/Deputy Chief Executive.

Originating Officers:  Michelle Bellis, Deputy Chief Finance Officer;

1.1.

Lorraine Holme, Principal Financial Services Officer

Purpose of the Report

The Chartered Institute of Public Finance and Accountancy’s Code of Practice for Treasury
Management in Public Services (the CIPFA TM Code) and the Prudential Code require Local
Authorities (including PCCs) to determine the Treasury Management Strategy Statement (TMSS) and

Prudential Indicators on an annual basis.

These codes were originally issued in 2002 and were later fully revised in 2009 and 2011. The TMSS
also incorporates the Investment Strategy which is a requirement of the Communities and Local
Government (CLG) Investment Guidance. This report proposes a strategy for the financial year

2015/16.

Treasury Management in Local Government continues to be a highly important activity. The Police
and Crime Commissioner (“The Commissioner”) adopts the CIPFA definition of Treasury Management

which is as follows:



2.1.

3.1.

3.2.

‘the management of the organisation’s investments and cash flows, its banking, money
market and capital market transactions; the effective control of the risks associated with

those activities; and the pursuit of optimum performance consistent with those risks.’

Recommendations

The Committee are asked to review the Treasury Management Strategy Statement and Treasury
Management Practices to be satisfied that controls are satisfactory and provide advice as

appropriate to the Commissioner.

Background

The Commissioner is required to approve an annual Treasury Management Strategy Statement in
accordance with the CIPFA Code of Practice on Treasury Management, which also incorporates an
Investment Strategy as required by the Local Government Act 2003 and which is prepared in
accordance with the Communities and Local Government (CLG) Investment Guidance. Together,
these cover the financing and investment strategy for the forthcoming financial year. Subsequent to
the Local Government Act 2003, the system of Government control over borrowing to support
capital spending has been replaced with a self-regulatory system of borrowing controls, based on a
Prudential Code of Practice. Accordingly, this paper now brings together a schedule of Prudential

Indicators alongside the Treasury Management Strategy for the Commissioner to endorse.

The Treasury Management Strategy has been prepared in line with the model guidance produced by
Arlingclose Ltd, who provide specialist treasury management advice to the Commissioner. It should
however be noted that all treasury management decisions and activity are the responsibility of the

Commissioner and any such references to the use of these advisors should be viewed in this context.



4.1.

4.1.1.

4.1.2.

4.1.3.

Treasury Management Strategy 2015/16

General Principles

Treasury management activities involving, as they do, the investment of large sums of money and the
generation of potentially significant interest earnings have inherent risks. The Commissioner regards
the successful identification, monitoring and control of risk to be the prime criteria by which the
effectiveness of its treasury management activities will be measured. Accordingly, the analysis and
reporting of treasury management activities will focus on their risk implications for the organisation,
and any financial instruments entered into to manage these risks. The main risks to the

Commissioner’s treasury activities are outlined below :-

e Credit and Counterparty Risk (Security of Investments)

e Liquidity Risk (Inadequate cash resources)

e Market or Interest Rate Risk (Fluctuations in interest rate levels)
e Re-financing risks (Impact of debt maturing in future years)

e Legal & Regulatory Risk.

e Fraud, error and corruption Risk

Details of the control measures the Commissioner has put in place to manage these risks are

contained within the separate Treasury Management Practices (TMPs).

The Commissioner acknowledges that effective treasury management will provide support towards
the achievement of its business and service objectives. It is therefore committed to the principles of
achieving value for money in treasury management and to employing suitable comprehensive
performance measurement techniques, within the context of effective risk management. However,
the high profile near failure of major banks in 2008 highlighted that this objective must be sought
within a context of effective management of counter-party risk. Accordingly, the Commissioner will
continue to search for optimum returns on investments, but at all times the security of the sums
invested will be paramount. This is a cornerstone of the CIPFA Code of Treasury Management
Practice which emphasises “Security, Liquidity, Yield in order of importance at all times”. The
security of the sums invested is managed by tight controls over the schedules of approved counter-
parties, which are continually reviewed to take account of changing circumstances, and by the setting

of limits on individual and categories of investments as set out at Appendix A.



4.2.

The strategy also takes into account the impact of treasury management activities on the
Commissioner’s revenue budget. Forecasts of cash balances, interest receipts and financing costs are
regularly re-modelled. The revenue budget for 2015/16 and forecasts for future years have been

updated in light of the latest available information as part of the financial planning process.

External Guidance

4.2.1. The guidance under which this strategy is put forward comes from a variety of different places.

4.3.

Principally, however, the requirement to produce an annual Treasury Management Strategy is set
out in the latest CIPFA Code of Practice on Treasury Management published in 2011. There is, in
addition, a further requirement arising from the Local Government Act 2003 (Section 15) to produce
an investment strategy as part of the wider Treasury Strategy. This is set out below at paragraph 4.6.
Finally, the Commissioner’s treasury advisor’s Arlingclose Ltd have provided some advice about
possible future trends in interest rates and advice on best practice in relation to the format of the

TMSS.

Resources and the Current Treasury Position

4.3.1. Treasury Management activity is driven by the complex interaction of expenditure and income flows,

but the core drivers within the Commissioner’s balance sheet are the underlying need to borrow to
finance its capital programme, as measured by the capital financing requirement (CFR), which is
explored in detail in section 4.5 of this report, and the level of reserves and balances. In addition,
day to day fluctuations in cash-flows due to the timing of grant and council tax receipts and out-going
payments to employees and suppliers have an impact on treasury activities and accordingly are
modelled in detail. The Commissioner’s level of debt and investments is linked to the above
elements, but market conditions, interest rate expectations and credit risk considerations all

influence the Commissioner’s strategy in determining exact borrowing and lending activity.

4.3.2. The estimated treasury position at 31/3/2015 and for the following financial years are summarised

below:

Estimated Treasury Position Estimate Estimate | Estimate Estimate

2015/16 2016/17 | 2017/18 2018/19

fm fm fm fm

External Borrowing 0 0 0 0

PWLB — fixed rate at start of year

Interest Payments 0 0 0 0

Investments (average) 17.755 9.721 4.506 3.760

Interest Receipts 0.125 0.100 0.52 0.65




4.3.3. The figures in the table above are based on the approval of the proposed revenue budget and capital

programme presented to the Commissioner elsewhere on this agenda and are based on the interest

rate assumptions as outlined in paragraph 4.4.3 below.

4.3.4. The estimate for interest payments in 2015/16 is Nil. This is based on the assumption that the

4.3.5.

4.3.6.

4.4.
4.4.1.

Commissioner will not actually undertake any new borrowing to fund capital expenditure for the
period of this forecast. This is not to say that there is no underlying need to borrow. The
Commissioner’s underlying need to borrow, as measured by the Capital Financing Requirement
(CFR), is estimated to be £17.2m at the start of the 2015/16 financial year. This includes £5.1m which
is the capital value of the PFI contract as required by changes to proper accounting practices
introduced in The Code of Practice on Local Authority Accounting 2009. The capital strategy paper
elsewhere on this agenda illustrates that the Commissioner will need to borrow a further £2m to
deliver the agreed capital programme up to 2018/19. However, under current market conditions,
where short term interest receipts are forecast to remain low in the immediate future, and there are
continuing general uncertainties over the credit worthiness of financial institutions, it is assumed that
the most prudent borrowing strategy for the present is to meet the capital funding requirement from
within internal resources, by reducing cash balances available for investment. At some time in the
future it will be necessary to undertake external borrowing. Advice will be sought from Arlingclose as

to the most opportune time and interest rate to undertake such borrowing.

The estimate for interest receipts in 2015/16 is £125k (latest forecast for 2014/15 is £152k), which is
very low in comparison with previous years. The low level of receipts reflects the historically low
level of investment returns currently available where the Bank of England base rate stands at 0.5%

and is expected to remain at this level for at least 3 years.

The forecast interest receipts beyond 2015/16 reflects Arlingclose’s view that interest rates will start
to rise in August 2015 with a gradual pace of increases thereafter, with the average for 2015/16

being around 0.75%. (see table at 4.4.3 below).

Interest Rate Prospects

In normal economic times the Bank of England’s Monetary Policy Committee’s (MPC) primary focus
in determining interest rate policy is to maintain inflation, as measured by the Consumer Price Index
(CPI1), around the Government’s target of 2.0%. During 2014/15 the MPC through its ‘forward
guidance’ expressed a commitment to keeping policy rates low for an extended period using
unemployment rates below 7% as a threshold (amongst a range of other indicators) at which it would

consider whether or not to increase interest rates.



Arlingclose believes the normalised level of the Bank Rate post-crisis to range between 2.5% and
3.5%. The risk to the upside (i.e. interest rates being higher) is weighted more towards the end of
the forecast horizon. On the downside, Eurozone weakness and the threat of deflation have
increased the risks to the durability of UK growth. If the negative indicators from the Eurozone
become more entrenched, the Bank of England will likely defer rate rises to later in the year.
Arlingclose projects gilt yields on an upward path in the medium term, taking the forecast average 10

year PWLB loan rate for 2015/16 to 2.7%.

4.4.2. There is momentum in the UK economy, with a continued period of growth through domestically-
driven activity and strong household consumption. There are signs that growth is becoming more
balanced. The greater contribution from business investment should support continued, albeit
slower, expansion of GDP. However, inflationary pressure is currently extremely benign and is likely
to remain low in the short-term. There have been large falls in unemployment but levels of part-time
working, self-employment and underemployment are significant and nominal earnings growth

remains weak and below inflation.

The MPC's focus is on both the degree of spare capacity in the economy and the rate at which this
will be used up, factors prompting some debate on the Committee. Despite two MPC members
having voted for a 0.25% increase in rates at each of the meetings between August and December
2014, the minutes of the January 2015 meeting showed unanimity in maintaining the Bank Rate at
0.5% as there was sufficient risk that low inflation could become entrenched and the MPC became
more concerned about the economic outlook. This risk of potential deflation in short term may

result in a reduction in interest rates or at least a delay in any rise.

4.4.3. The main forward projections of interest rates provided by Arlingclose are shown in the table below.
It should be noted that these forecasts are based on information as at December 2014. The

quarterly treasury activities reports will contain updated information in respect of interest rate

forecasts.

‘ Arlingclose Base Rate Estimates 2015 2016 2017 ‘
Quarter 1 0.50% 1.00% 1.50%
Quarter 2 0.50% 1.00% 1.50%
Quarter 3 0.75% 1.25% 1.75%
Quarter 4 0.75% 1.25% 1.75%




4.5.
4.5.1.

Borrowing Requirement and Strategy

Long Term Borrowing

The Commissioner’s underlying need to borrow for capital purposes is measured by reference to the
Capital Financing Requirement (CFR), which is one of the Prudential Indicators and represents the
cumulative capital expenditure of the Commissioner that has not been financed from other sources
such as capital receipts, capital grants, revenue contributions or reserves. To ensure that this
expenditure will ultimately be financed, authorities are required to make a provision from their
revenue accounts each year for the repayment of debt. This sum known as the Minimum Revenue
Provision (MRP) is intended to cover the principal repayments of any loan over the expected life of a
capital asset. The CFR together with Usable Reserves, are the core drivers of the Commissioner’s

Treasury Management activities.

Actual borrowing may be greater or less than the CFR, but in order to comply with the Prudential
Code, the Commissioner must ensure that in the medium term, net debt will only be for capital
purposes. Therefore the Commissioner must ensure that except in the short term, net debt does not
exceed the CFR in the preceding year plus the estimates of any additional CFR for the current and
next two financial years. In accordance with this requirement the Commissioner does not currently

intend to borrow in advance of spending needs.

The table below shows the Commissioner’s projected capital financing requirement for 2015/16 and

beyond.

Capital Financing Requirement 2015/16 2016/17 2017/18 2018/19

Estimate Estimate Estimate Estimate

fm fm fm fm

Balance B/fwd 17.164 18.814 18.400 17.978

Plus Capital Expenditure financed

from borrowing

2.019 0.000 0.000 0.000
Less MRP for Debt
Redemption (0.369) (0.414) (0.422) (0.430)
Balance C/Fwd 18.814 18.400 17.978 17.548

The above table shows only capital expenditure that is not financed from sources other than
borrowing. The full capital programme and associated financing is reported in summary within the

Prudential Indicators and in detail elsewhere on the agenda.



4.5.2.

4.6.

4.6.1.

The Commissioner is not expected to have any external borrowing at the start of 2015/16. Given
that the CFR is forecast to be £19m this effectively means that the Commissioner will be funding over

£14m of capital spend from internal resources (CFR £19m less £5m in relation to PFl).

Currently, there is a significant differential between investment rates at 0.5% and the rate at which
long term finance can be procured, which despite standing at historically low levels, will still cost over
4% pa. Consequently, at this juncture, undertaking long term borrowing is likely to have a
prohibitively high short term cost to the revenue account. However, such funding decisions may
commit the Commissioner to costs for many years into the future and it is therefore critical that a
long term view is taken regarding the timing of such deals. It should also be recognised that by
funding internally, there is an exposure to interest rate risk at the point that actual borrowing is
undertaken. Accordingly, the Commissioner, in conjunction with its treasury advisor Arlingclose Ltd,
will continue to monitor market conditions and interest rate prospects on an on-going basis, in the
context of the Commissioner’s capital expenditure plans, with a view to minimising borrowing costs

over the medium to long term.

Short Term Borrowing
Short term loans will only be used in exceptional cases to manage day to day movements in cash
balances, or over a short term period to enable aggregation of existing deposits into longer and more

sustainable investment sums.

Investment Strategy
The Local Government Act 2003, Section 15(1)(a) requires the Commissioner to approve an
investment strategy. Supplementary guidance produced by the Department for Communities and

Local Government (CLG) requires, as a minimum, that the following areas are addressed: -

General policy
The guiding principle is that Authorities should invest prudently the

temporary funds held on behalf of local communities. This has always been
The updated investment

guidance emphasises
CIPFA guidance which has been re-iterated in the latest revision of the “Security, Liquidity,
Yield in order of
importance at all

the cornerstone of our investment strategy. It is also consistent with the

Treasury Management code, which sets out that the effective containment
of risk should be a primary objective of the Treasury Management strategy times”.
and that achieving optimum performance is a proper but secondary

objective.




In the past the investment strategy has operated criteria based on credit ratings to determine the
size and duration of investments it is willing to place with particular counterparties. The credit
worthiness of counterparties is reviewed on an ongoing basis in conjunction with the Commissioner’s

treasury advisors (Arlingclose Ltd).

The Commissioner holds significant invested funds, representing income received in advance of
expenditure plus balances and reserves held. During 2014/15, the Commissioner’s investment
balance has ranged between £15m and £36m. The larger sum is due to the receipt in July 2014 of
£15m pension top up grant from the Home Office which is drawn down steadily over the remainder
of the year. Although balances in 2015/16 are forecast to be generally lower as capital funds are
drawn down in respect of major schemes (e.g. South Estates work at Barrow and investment in
Mobile and Digital technology), at the peak when the pensions grant is received in July, balances for

investment could approach £40m.

Credit Rating - Investment decisions are made by reference to the lowest published long-term credit
rating from Fitch, Moody’s or Standard & Poor’s. Where available, the credit rating relevant to the
specific investment or class of investment is used, otherwise the counterparty credit rating is used.
In addition to credit ratings, the Commissioner and its advisors, Arlingclose Ltd, select countries and

financial institutions after analysis and ongoing monitoring of:

Economic fundamentals (e.g., net debt as a % of GDP)

Sovereign support mechanisms

Share prices

Corporate developments, news, articles, market sentiment and momentum

Subjective overlay — or, put more simply, common sense.

In August 2014 Moody’s changed its outlook for the UK banking system from stable to negative,
citing the reduction of government support for systemic banks as the reason. Although the agency
believes that the stand-alone financial strength of UK institutions is improving they believed that this

is more than offset by the potential bail-in risk now faced by investors.

What is bail in risk?
Previously the UK Government would “bail out” a failing bank by writing a cheque from taxpayer funds to
save the bank.

The Government now would not be able to write that cheque, the losses therefore would fall to unsecured
depositors. This is referred to as ‘bail in risk’.




There was strong likelihood that the UK, alongside Germany and Austria, would accelerate the
adoption of the Bank Recovery and Resolution Directive and that the implementation of bail-in
resolutions would be fast-tracked in these countries to early 2015, a full year ahead of other EU

nations.

The investment strategy for 2015/16 has been opened up slightly to include some additional classes
of investment to allow more flexibility and diversification. The decision to enter into a new class of
investment is delegated to the Commissioner’s Chief Finance Officer. A full explanation of each class
of asset is provided in Appendix A together with a schedule of the limits that will be applied. The

table below summarises what investment classes will be considered during 2015/16.

Class of Investment Existing or New

Banks Unsecured Existing
Banks Secured New
Government Previously limited to other local authorities

Registered Providers New

Pooled Funds Previously limited to money market funds offering a constant NAV

4.6.2. Specified and non-specified investments

The DCLG guidance categorises investments as ‘specified’ and ‘non-specified’.

Specified investments are sterling denominated instruments with a maximum maturity of
364 days. They also meet the “high credit quality” criteria as determined by the
Commissioner and are not deemed capital expenditure investments under statute.

High credit quality specified investments are defined by the Commissioner as those that meet its

counterparty selection criteria as outlined in Appendix A.

Non specified investments are, effectively, everything else and, so far as an investment strategy is
concerned, need to be set out in more detail, with appropriate limits set so as to minimise any
exposure to risk. The strategy should also set out the basis upon which any non-specified

investments are made, including how financial advice is sought.



So far as the Commissioner is concerned, investment strategies have always been limited to
counterparties with high credit ratings. The current policy permits ‘Non- Specified’ investments

(principally to facilitate lending for periods beyond 364 days) subject to:

e a maximum of three years duration.
e Counterparties with a minimum credit rating of AA- (or equivalent).

e an overall limit of £5m.

There are currently two investments that at the time of transacting were for a period of greater than
364 days and as such would have been classified as ‘Non-Specified’ investments. At this point in
time, neither of these investments have maturities greater than 364 days. There are no changes
proposed to the criteria for making “Non-specified investments” as set out above. The option
remains to make such investments with very highly rated counterparties up to the limit of £5m
should suitable opportunities arise. All such investments would require prior approval by the

Commissioner’s Chief Finance Officer.

The Treasury Management Strategy is designed to be a dynamic framework which is responsive to
prevailing conditions with the aim of safeguarding the Commissioner’s resources. Accordingly, the
Commissioner and its advisors Arlingclose Ltd will continuously monitor corporate developments and
market sentiment with regards to counterparties and will amend the approved counterparty list and
lending criteria where necessary. Whilst credit ratings are central to the counterparty risk evaluation
process, other factors such as the prevailing economic climate are taken into consideration when
determining investment strategy. It is proposed to continue the policy, adopted last year that the
Commissioner’s Chief Finance Officer, subject to consultation with the Commissioner, be granted
delegated authority to amend or extend the list of approved counterparties should market
conditions allow. The Joint Audit and Standards Committee will be updated on any changes to policy.
The performance of the Commissioner’s treasury advisors and quality of advice provided is evaluated
prior to the annual renewal of the contract. Meetings with the advisors to discuss treasury

management issues are held on a regular basis.

4.6.3. The use of Financial Instruments for the Management of Risks
Currently, Local Authorities (including PCC’s) legal power to use derivative instruments remains
unclear. The General Power of Competence enshrined in the Localism Act is not sufficiently explicit.
The Commissioner has no plans to use derivatives during 2015/16. Should this position change, the
Commissioner may seek to develop a detailed and robust risk management framework governing the

use of derivatives, but this change in strategy will require explicit approval.



4.6.4.

4.7.
4.7.1.

4.8.
4.8.1.

Liquidity of investments

The investment strategy must lay down:

e The principles which are to be used in determining the amount of funds which can prudently be

committed for more than one year i.e. what DCLG defines as a long term investment.

For The Commissioner, the total of investments over 364 days in duration are limited to £5m with a
maximum duration of three years. This policy balances the desire to maximise investment returns,

with the need to maintain the liquidity of funds.

Under current market conditions there is still little opportunity to generate significant additional
investment income by investing in longer time periods over 364 days. However, as always,
investment plans should be flexible enough to respond to changing market conditions during the
year. The estimate of investment income for 2015/16 amounts to £125k (£152k 2014/15) and actual
investment performance will be reported regularly to the Commissioner and will be provided to
members of the Joint Audit and Standards Committee as background information to provide

guidance and support when undertaking scrutiny of Treasury Management procedures.

Treasury Management and Risk

The Commissioner’s approach to risk is to seek optimum returns on invested sums, taking into
account at all times the paramount security of the investment. The CIPFA Code of Practice and
Treasury Management Practices (as set out below in para. 4.8) sets out in some detail defined

treasury risks and how those risks are managed on a day to day basis.

Treasury Management Practices
The CIPFA Code of Practice on Treasury Management recommends the adoption of detailed Treasury

Management Practices (TMPs). CIPFA recommends that TMPs should cover the following areas:

e Risk Management

e Best Value and Performance Management

e Decision Making and Analysis

e Approved Instruments

e Organisation, Segregation of duties and dealing arrangements
e Reporting and Management Information requirements

e Budgeting, Accounting and Audit



5.1.

Cash and cashflow management

Avoidance of money laundering

Training

Use of external service providers

Corporate Governance

Treasury Management is a specialised and potentially risky activity which is currently managed on a
day to day basis by the Financial Services Team under authorisation from the Commissioner’s Chief
Finance Officer as part of a shared service arrangement for the provision of financial services. The
training needs of treasury management staff to ensure that they have appropriate skills and
expertise to effectively undertake treasury management responsibilities is addressed on an ongoing

basis.

Specific guidance on the content of TMPs is contained within CIPFA’s revised code of Practice for
Treasury Management. Accordingly, the TMPs have been reviewed in detail and where necessary

minor amendments have been made to bring the TMPs into line with The Code.

Prudential Indicators 2015/16

Background

5.1.1. The Local Government Act 2003 provides the framework for capital finance, based on statutory

5.2.

compliance with a ‘Prudential Code’, most recently updated in 2011. Local Authorities including
PCC’s are now free to borrow, so long as the ensuing costs falling on the revenue account are
deemed to be Affordable, Prudent and Sustainable. In this context, Affordable is deemed to mean in

relation to the Commissioner’s overall spending plans.

Objectives of the Prudential Code

5.2.1. The key objectives of The Code are to ensure, within a clear framework, that Capital investment plans

are affordable, prudent and sustainable (or to highlight, in exceptional cases, that there is a danger
this will not be achieved so that the Commissioner can take remedial action). To demonstrate that
Authorities have fulfilled these objectives, the Prudential Code sets out the Indicators that must be
used. The indicators required by The Code are designed purely to support local decision making and
are specifically not designed to represent comparative performance indicators. Use of them in this
way would be misleading and counterproductive, not least as Authorities have very different levels of

debt, capital plans etc.



5.3.
5.3.1.

5.4.
5.4.1.

6.1.

Separate groups of indicators are required in the following three specified areas:

o Affordability
e Prudence

e Capital Expenditure / External Debt / Treasury Management

The overriding objective in the consideration of the affordability of the Commissioner’s capital plans
is to ensure that the planned capital investment of the Commissioner remains within sustainable
limits, and, in particular, to consider the impact on the overall cost to the Commissioner as expressed

by the effect on the Council Tax.

Prudential Indicators 2015/16
The Prudential Indicators required by The Code of Practice are attached at Appendix B, together with
a brief explanation of the purpose of each indicator and the assumptions which have been used in

preparing the indicators.

Setting, Revising, Monitoring and Reporting

Prudential Indicators, other than those using actual expenditure taken from audited statements of
accounts must be set prior to the commencement of the financial year to which they relate.
Indicators may be revised at any time, and must, in any case, be revised for the year of account when
preparing indicators for the following year. The Commissioner’s Chief Financial Officer has a
prescribed responsibility under The Code to ensure that relevant procedures exist for monitoring and
reporting of performance against the indicators. The Prudential Indicators when initially set and

whenever revised, must be approved by the body which approves the budget, i.e. The Commissioner.

Annual MRP Statement for 2015/16

The Local Authorities (Capital Finance and Accounting) (England) (Amendment) Regulations 2008 (SI
2008/414) place a duty on authorities to make a prudent provision for debt redemption, this is
known as the Minimum Revenue Provision (MRP). Guidance on Minimum Revenue Provision has
been issued by the Secretary of State and local authorities are required to “have regard” to such
guidance under section 21(1A) of the Local Government Act 2003. This sum known as the MRP is

intended to cover the principal repayments of any loan over the expected life of a capital asset.



6.2.

6.3.

6.4.

6.5.

The DCLG Guidance recommends that before the start of the financial year, a statement of MRP
policy for the forthcoming financial year is approved by The Commissioner. This is now by

agreement encompassed within the TMSS.

The broad aim of the policy is to ensure that MRP is charged over a period that is reasonably
commensurate with the period over which the capital expenditure, which gave rise to the debt,

provides benefits.

The four options available for calculating MRP are set out below:

e Option 1 — Regulatory Method based on 4% of the CFR after technical adjustments.

e Option 2 — CFR Method, based on 4% of the CFR with no technical adjustments.

e Option 3 — Asset Life Method, spread over the life of the asset being financed.

e Option 4 — Depreciation Method, based on the period over which the asset being financed is

depreciated.

It is proposed that The Commissioner’s MRP policy for 2015/16 is unchanged from that of 2014/15
and that The Commissioner utilises option 1 for all borrowing incurred prior to the 1st April 2008 and
option 3 for all borrowing undertaken from 2008-09 onwards, irrespective of whether this is against
supported or unsupported expenditure. This policy establishes a link between the period over which
the MRP is charged and the life of the asset for which borrowing has been undertaken. It is proposed

that a fixed instalment method is used to align to the Commissioner’s straight line depreciation

policy.

MRP in respect of PFl and leases brought on to the balance sheet under the 2009 SORP and IFRS will
match the annual principal repayment for the associated deferred liability. This will not result in an
additional charge to the Commissioner’s revenue budget as this is part of the capital repayment

element of the PFl unitary charge.



7.1.

8.1.

8.2.

8.3.

Balanced Budget Requirement

The Commissioner complies with the provisions of section 32 of the Local Government Finance Act

1992 to set a balanced budget.

Reporting on Treasury Activities

In accordance with The Code of Practice for Treasury Management, the Commissioner will approve
the Annual TMSS, receive, a quarterly summary of treasury activity, a mid-year update on the

strategy and an annual report after the close of the financial year.

The Joint Audit and Standards Committee will be responsible for the scrutiny of treasury
management policy and processes. The Joint and Standards Committee terms of reference in

relation to treasury management are:

e Review the Treasury Management policy and procedures to be satisfied that controls are
satisfactory.

e Receive regular reports on activities, issues and trends to support the Committee’s
understanding of Treasury Management activities; the Committee is not responsible for the
regular monitoring of activity.

e Review the treasury risk profile and adequacy of treasury risk management processes.

e Review assurances on Treasury Management (for example, an internal audit report, external or

other reports).

The DCLG Guidance on investments states that publication of strategies is now formally
recommended, the full suite of strategy documents will be published on the Commissioner’s website

once approved.



Appendix A

Counterparty Selection Criteria and Approved Counterparties

1.1.

2.1

2.2.

Background

The lending criteria set out below are designed to ensure that, in accordance with The Code of
Practice, the security of the funds invested is more important than maximising the return on
investments. Following consultation with the Commissioner’s treasury advisors Arlingclose Ltd
some amendments are proposed to the criteria used in determining approved investment
counterparties for 2015/16 compared to those in operation for 2014/15. These proposed
amendments are in relation to a range of possible investment counterparties as outlined in
paragraph 4.6.1 of the covering report. There are also changes to the proposed maximum limits
and durations for investment. The amendments to the limits are being proposed to ensure
greater diversification of investments with the aim of providing greater protection in the event of

failure of a financial institution.

Changes to Counterparty Selection Criteria

As outlined above, changes to the selection criteria for investment counterparties are proposed

for 2015/16. These changes comprise:

* Changes to investment categories to allow diversification (with specific approval delegated
to the Commissioner’s Chief Finance Officer).

* Changes to the maximum investment amount and the duration of the investments. The
investment limits will be linked to the credit rating of the counterparty at the time the

investment is made.

The credit worthiness of counterparties is monitored on an ongoing basis in conjunction with the
Commissioner’s treasury management advisors Arlingclose Ltd who provide timely updates and
advice on the standing of counterparties. Whilst credit ratings are central to the counterparty risk
evaluation process, other factors such as the prevailing economic climate are taken into
consideration when determining investment strategy. In the event that this ongoing monitoring
results in a significant change to counterparty selection during the year, the Commissioner and

the Joint Audit and Standards Committee will be advised through the quarterly activities report.



2.3.

2.4.

3.1.

4.1.

5.1.

The approved investment counterparties for the 2015/16 investment strategy are summaried as

follows:

Category H Description Comments ‘

Category 1 | Banks Unsecured Includes building societies

Category 2 | Banks Secured Includes building societies

Category 3 | Government Includes other Local Authorities

Category 4 | Registered Providers Includes providers of social housing e.g. Housing
Associations

Category 5 | Pooled Funds Includes Money Market Funds and property funds

A more detailed explanation of each of these counter party groupings in provided in Schedule B

(page 20).

Counterparty Groupings

The criteria for approving investment counterparties have been devised, grouped and graded as

detailed in Schedule A (page 19).

Description of Credit Ratings

As outlined in paragraph 2.2 above the credit worthiness of counterparties is monitored on an

ongoing basis in conjunction with the Commissioner’s treasury management advisors Arlingclose

Ltd. A description of each of the credit rating is provided at Schedule C (page 21-23).

Counterparty Limits

The limitations on the amounts to be invested in the various categories of counterparty are set

out in Schedule A (page19). The limits are based on a percentage of the potential maximum sums

available for investment during the year which have been forecast as up to £40m.
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Schedule A — Counterparty Groupings and Associated Limits

[

Credit Rating

Investment Limits
Maximum 1 2 3 4 5
Banks Banks Government  Registered Pooled
Unsecured Secured Providers Funds

Category Limit 2015/16 Amount £20m £20m Unlimited £10m £15m
Duration
Existing (2014/15) limits for Amount £18m Unlimited N/A £15m
information Duration
Individual Institution/Group Limits
UK Government Amount N/A N/A £ unlimited N/A N/A
Duration 50 Years
AAA Amount £2m f4m £4m £2m f4m
Duration 5 years 20 years 50 years 20 years per
AA+ Amount £2m £4m f4m £2m fund
Duration 5 years 10 years 25 years 10 years
AA Amount £2m f4m f4m £2m
Duration 4 years 5 years 15 years 10 years
AA- Amount £2m f4m f4m £2m
Duration 3 years 4 years 10 years 10 years
A+ Amount £2m £Am £2m £2m
Duration 2 years 3 years 5 years 5 years
A Amount £2m f4m £2m £2m
Duration | 13 months 2 years 5 Years 5 years
A- Amount £2m f4m £2m £2m
Duration 6 months 13 months 5 years 5 years
BBB+ Amount £1lm £2m fim £im
Duration 100 days 6 months 2 years 2 years
BBB/BBB- Amount £1m £2m N/A N/A
Duration Next day 100 days
only
None Amount £im N/A £2m £2m
Duration 6 months 25 years 5 years
Existing (2014/15) limits for Amount £3m £2m with N/A £3m
information Duration (Local per
Authorities fund
only) (MMF
only)

Note, individual, group and category limits for 2015/16 are based on the potential maximum available for
investment during the year which has been estimated at up to £40m.

The maximum of all investments with outstanding maturities greater than 364 days will be £5m.




Schedule B — Explanation of Counterparty Groupings

Class of Investment

Category 1 - Banks Unsecured: Accounts, deposits, certificates of deposit and senior unsecured bonds
with banks and building societies, other than multilateral development banks. These investments are
subject to the risk of credit loss via a bail-in should the regulator determine that the bank is failing or
likely to fail. Unsecured investment with banks rated BBB or BBB- are restricted to overnight deposits at

the Commissioner’s current account bank Nat West plc.

‘ Existing or New ‘

Existing

Category 2 - Banks Secured: Covered bonds, reverse repurchase agreements and other collateralised
arrangements with banks and building societies. These investments are secured on the bank’s assets,
which limits the potential losses in the unlikely event of insolvency, and means that they are exempt
from bail-in. Where there is no investment specific credit rating, but the collateral upon which the
investment is secured has a credit rating, the highest of the collateral credit rating and the counterparty
credit rating will be used to determine cash and time limits. The combined secured and unsecured

investments in any one bank will not exceed the cash limit for secured investments.

New

Category 3 - Government: Loans, bonds and bills issued or guaranteed by national governments, regional
and local authorities and multilateral development banks. These investments are not subject to bail-in,
and there is an insignificant risk of insolvency. Investments with the UK Central Government may be

made in unlimited amounts for up to 50 years.

Previously
limited to other

local authorities

Category 4 - Registered Providers: Loans and bonds issued by, guaranteed by or secured on the assets of | New

Registered Providers of Social Housing, formerly known as Housing Associations. These bodies are tightly

regulated by the Homes and Communities Agency and, as providers of public services, they retain a high

likelihood of receiving government support if needed.

Category 5 - Pooled Funds: Shares in diversified investment vehicles consisting of the any of the above | Previously
investment types, plus equity shares and property. These funds have the advantage of providing wide | limited to

diversification of investment risks, coupled with the services of a professional fund manager in return for
a fee. Money Market Funds that offer same-day liquidity and aim for a constant net asset value (NAV)
will be used as an alternative to instant access bank accounts, while pooled funds whose value changes

with market prices and/or have a notice period will be used for longer investment periods.

Bond, equity and property funds offer enhanced returns over the longer term, but are more volatile in
the short term. These allow the Commissioner to diversify into asset classes other than cash without the
need to own and manage the underlying investments. Because these funds have no defined maturity
date, but are available for withdrawal after a notice period, their performance and continued suitability

in meeting the Commissioner’s investment objectives will be monitored regularly.

money market
funds offering a

constant NAV




Schedule C — Description of Credit Ratings — Long Term Rating

Rating

Agency

Long Term
Rating

Fitch

This category of ratings applies to
investments over 12 months. The grading
isin the range AAA, AA, A, etc, down to
DDD.

e AAA Highest credit quality
‘AAA’ ratings denote the lowest
expectation of credit risk. They are
assigned only in case of exceptionally
strong capacity for timely payment of
financial commitments. This capacity is
highly unlikely to be affected by
foreseeable events.

e AA Very high credit quality
‘AA’ ratings denote a very low
expectation of credit risk. They indicate
very strong capacity for timely payment
of financial commitments. This
capacity is not significantly vulnerable
to foreseeable events.

e A High credit quality
‘A’ ratings denote a low expectation of
credit risk. The capacity for timely
payment of financial commitments is
considered strong. This capacity may,
nevertheless, be more vulnerable to
changes in circumstances or in
economic conditions than is the case
for higher ratings.

The Commissioner will confine
investments to those institutions with a
minimum rating of A-.

This category of ratings

applies to investments over
12 months. The grading is in
the range Aaa, Aa, A, etc,
down to C.

Moody's appends numerical
modifiers 1, 2, and 3 to each
generic rating classification
from Aa to Caa.

The modifier 1 indicates that
the obligation ranks in the
higher end of its generic
rating category; the modifier
2 indicates a mid-range
ranking; and the modifier 3
indicates a ranking in the
lower end of that generic
rating category.

e Aaa Obligations rated Aaa
are judged to be of the
highest quality, with
minimal credit risk.

e Aa Obligations rated
Aa are judged to be of high
quality and are subject to
very low credit risk.

e A Obligations rated A are
considered upper-medium
grade and are subject to
low credit risk.

The Commissioner will
confine investments to those
institutions with a minimum
rating of Al.

Standard & Poor’s

This category of ratings applies
to investments over 12 months.
The grading is in the range AAA,
AA, A, etc, down to D.

The ratings from 'AA' to 'CCC'
may be modified by the addition
of a plus (+) or minus (-) sign to
show relative standing within the
major rating categories.

e AAA: An obligation rated 'AAA'
has the highest rating
assigned by Standard &
Poor's. The obligor's capacity
to meet its financial
commitment on the obligation
is extremely strong.

e AA: An obligation rated 'AA’
differs from the highest-rated
obligations only to a small
degree. The obligor's capacity
to meet its financial
commitment on the obligation
is very strong.

e A:An obligation rated 'A'is
somewhat more susceptible
to the adverse effects of
changes in circumstances and
economic conditions than
obligations in higher-rated
categories. However, the
obligor's capacity to meet its
financial commitment on the
obligation is still strong.

The Commissioner will confine
investments to those
institutions with a minimum
rating of A-.




Schedule C — Description of Credit Ratings — Short Term Rating

Rating Fitch Moody’s
Agency

Short
Term
Rating

This category of ratings generally
applies to investments of up to 12
months. The grading is in the range
F1,F2,F3,B,C,D.

e F1 Highest credit quality
Indicates the strongest capacity
for timely payment of financial
commitments; may have an
added “+” to denote an
exceptionally strong credit
feature.

The Commissioner will confine
investments to those institutions
with a minimum rating of F1.

This category of ratings

generally applies to
investments of up to 12
months. The grading is in
the range P1, P2, P3, NP
(not prime).

e P1 Issuers (or
supporting institutions)
rated Prime-1 have a
superior ability to repay
short-term debt
obligations.

The Commissioner will
confine investments to
those institutions with a
minimum rating of P1.

Standard & Poor’s

This category of ratings
generally applies to
investments of up to 12
months. The grading is in
the range A1,A2, A3, B1, B2,
B3, C, D.

e Al Ashort-term
obligation rated 'A-1"is
rated in the highest
category by Standard &
Poor's. The obligor's
capacity to meet its
financial commitment on
the obligation is strong.
Within this category,
certain obligations are
designated with a plus
sign (+). This indicates
that the obligor's capacity
to meet its financial
commitment on these
obligations is extremely
strong.

The Commissioner will
confine investments to
those institutions with a
minimum rating of Al.
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Schedule C — Description of Credit Ratings — Support Rating

Fitch Standard & Poor’s
Support This category of assessment does Not applicable Not applicable
Rating not rate the quality of the banking
(Fitch) institution, but represents the

analyst’s view of whether the bank
would receive State or other
support should this be necessary.
The gradings are in the range 1 -5,
although as set out above, the
strategy is to restrict such
investments to grades 1 - 3:

e 1 A bank for which there is an
extremely high probability of
external support. The potential
provider of support is very highly
rated in its own right and has a
very high propensity to support
the bank in question.

2 A bank for which, in the
Analyst’s opinion, there is a high
probability of external support.
The potential provider of support
is highly rated in its own right and
has a high propensity to support
the bank in question.

3 A bank for which, in the
Analyst’s opinion, there is a
moderate probability of external
support, because of uncertainties
about the ability or propensity of
the potential provider of support
to do so.




Appendix B
Prudential Indicators 2015/16 to 2017/18

Introduction

The Prudential Code for Capital Finance in Local Authorities (Prudential Code) has been developed by the
Chartered Institute of Public Finance and Accountancy to provide a code of practice to underpin the system
of capital finance embodied in Part 1 of the Local Government Act 2003, the Prudential Code was revised in
November 2011. Local Authorities (which includes Police and Crime Commissioner’s) are free to determine
their own level of capital investment controlled by self-regulation. The exercise of these new freedoms is
subject to compliance with the requirements of the CIPFA Prudential Code, which is made a statutory
requirement under the provisions of the Local Government Act 2003. The key objectives of the Prudential

Code are to ensure that capital investment plans are affordable, prudent and sustainable.
The Prudential Code supports a system of self-regulation that is achieved by the setting and monitoring of a
suite of Prudential Indicators that directly relate to each other. The indicators establish parameters within

which the Commissioner should operate to ensure that the objectives of the Prudential Code are met.

Prudential Indicators

The Prudential Indicators for which the Commissioner is required to set limits are as follows:

1. Net Borrowing and the Capital Financing Requirement

This is a key indicator of Prudence. This Prudential Indicator provides an overarching requirement that all

the indicators operate within and is described in the Prudential Code as follows:

‘In order to ensure that over the medium term net borrowing will only be for a capital purpose, the
authority should ensure that net external borrowing does not, except in the short term, exceed the
total of capital financing requirement in the preceding year plus the estimates of any additional

capital financing requirement for the current and next two financial years’.
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The Commissioner’s Chief Financial Officer reports that the Commissioner had no difficulty meeting this
requirement for 2013/14, nor are any difficulties envisaged for the current or future years. This view takes
into account all plans and commitments included in the 2015/16 budget. The table below provides a

comparison of net borrowing and the Capital Financing Requirement.

Comparison of Net Borrowing and the Capital Financing Requirement

2014/15
2013/14 Revised 2015/16 2016/17 2017/18

Actual Estimate Estimate Estimate Estimate

Net Debt (section 9 below provides
(13.849) (16.632) (12.633) (4.709) 380

analysis)

Capital Financing Requirement as
17.357 17.164 18.814 18.400 17.978
at 31 March

2. Capital Expenditure

This indicator is set to ensure that the level of proposed capital expenditure remains within sustainable

limits and, in particular, to consider the impact on council tax.

The actual amount of capital expenditure that was incurred during 2013/14, and the estimates of capital
expenditure to be incurred for the current and future years that are proposed in the 2015/16 budget plus

known requirements in both 2016/17 and 2017/18 are set out in the table below.

Capital Expenditure
2014/15

2013/14 Revised 2015/16 2016/17 2017/18

Actual Estimate Estimate Estimate Estimate

fm fm fm fm fm

Capital Expenditure 3.311 10.090 9.941 9.396 6.071
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Capital expenditure will be financed or funded as follows:

Capital Financing

2014/15
2013/14 Revised 2015/16 2016/17 2017/18

Actual Estimate Estimate Estimate Estimate

£m £m £m £m £m
Capital Receipts 0.600 1.069 1.268 0 0
Government Grants 0.788 0.607 0.509 5.547 4.406
Revenue Contributions 1.873 8.246 6.145 3.849 1.665
Total Financing 3.261 9.922 7.922 9.396 6.071
Borrowing * 0.050 0.168 2.019 0 0
Total Funding 0.050 0.168 2.019 0 0
Total Financing and Funding 3.311 10.090 9.941 9.396 6.071

* In the current financial climate the decision has been taken to borrow internally rather than from the

PWLB which will be reflected in the capital financing requirement indicator.

3. Ratio of Financing Costs to Net Revenue Stream

This is an indicator of affordability and highlights the revenue implications of existing and proposed capital
expenditure by identifying the proportion of the revenue budget required to meet financing costs. The

definition of financing costs is set out in the Prudential Code.

Financing Costs include the amount of interest payable in respect of borrowing or other long term liabilities
and the amount the Commissioner is required to set aside to repay debt, less interest and investments
income. The Commissioner’s financing costs can be both positive and negative dependent on the relative

level of interest receipts and payments.

The actual Net Revenue Stream is the ‘amount to be met from government grants and local taxation’ taken
from the annual Statement of Accounts, budget, budget proposal and medium term financial forecast.
These figures are purely indicative and are, in particular, in no way meant to indicate planned increases in

funding from Council Tax.
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Council Tax Increase of 1.9% from 2015/16

Ratio of Financing Costs to Net Revenue Stream

2013/14 2014/15 2015/16 ‘ 2016/17 2017/18

Actual Estimate Estimate ‘ Estimate Estimate

fm fm fm ‘ fm fm

Financing Costs 0.216 0.241 0.243 0.315 0.369
Net Revenue Stream 98.771 96.714 94.871 93.096 91.912
Ratio 0.22% 0.25% 0.26% 0.34% 0.40%

4. Capital Financing Requirement

The capital financing requirement (CFR) is a measure of the extent to which the Commissioner needs to
borrow to support capital expenditure. It does not necessarily relate to the actual amount of borrowing at
any one point in time. The Commissioner has an integrated treasury management strategy where there is
no distinction between revenue and capital cash flows, and the day to day position of external borrowing

and investments can change constantly.
The CFR concerns only those borrowing transactions arising from capital spending, whereas the total
amount of external borrowing is a consequence of all revenue and capital cash transactions combined

together following recommended treasury management practice.

The CFR as presented below now includes a figure in respect of the PFl contract as required by changes to

proper accounting practices introduced in The Code of Practice on Local Authority Accounting 2009.

Capital Financing Requirement

2013/14 2014/15 2015/16 2016/17 2017/18

Actual Estimate Estimate Estimate Estimate

fm fm fm fm fm

Capital Financing Requirement as
17.357 17.164 18.814 18.400 17.978
at 31 March.




5. The Authorised Limit

The Authorised Limit represents an upper limit of external borrowing that could be afforded in the short
term but may not be sustainable. This limit includes a risk assessment of exceptional events taking into
account the demands of revenue and capital cash flows. The Authorised Limit gauges events that may
occur over and above those transactions which have been included in the Operational Boundary. The

Authorised Limit must not be breached.

The Commissioner should note that the Authorised Limit represents the limit specified in section 3 (1) of

the Local Government Act 2003 (Duty to determine affordable borrowing limit).

The following Authorised Limits for external debt, excluding temporary investments are recommended:

Authorised Limit for External Debt

2015/16 2016/17 2017/18

£m £m £m
External Borrowing 20.19 19.89 19.59
Other Long Term Liabilities 5.12 5.01 4.89
Total Authorised Limit 25.31 24.90 24.48

6. Operational Boundary

The Operational Boundary represents an estimate of the most likely, prudent, but not worst case scenario

and provides a parameter against which day to day treasury management activity can be monitored.

Occasionally, the Operational Boundary may be exceeded (but still not breach the Authorised Limit)
following variations in cash flow. Such an occurrence would follow controlled treasury management action

and may not have a significant impact on the prudential indicators when viewed all together.

Consistent with the Authorised Limit, the Commissioner’s Chief Financial Officer has delegated authority,
within the total Operational Boundary, to effect movement between the separately identified and agreed
figures for External Borrowing and Other Long Term Liabilities. Any such changes will be reported to the
Commissioner and the Joint Audit and Standards Committee meeting following the change. The following

limits for each year’s Operational Boundary, excluding temporary investments are recommended:
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Operational Boundary for External Debt

2015/16 2016/17 2017/17

£m £m £m
External Borrowing 18.69 18.39 18.09
Other Long Term Liabilities 5.12 5.01 4.89
Total Operation Boundary 23.81 23.40 22.98

7. Actual External Debt

The Commissioner’s actual external debt as at 31 March 2015 will be £5.220m, comprising other long term
liabilities of £5.220m in relation to the PFl. It is unlikely that the Commissioner will actually exercise
external borrowing until there is a change in the present structure of investments rates compared to the
costs of borrowing. It should be noted that all external borrowing with the PWLB (Public Works Loans

Board) was repaid during 2012/13.

8. The Incremental Impact of Capital Investment Decisions on the Council Tax

This is an indicator of affordability that shows the impact of capital investment decision on Council Tax.
This indicator identifies specifically the additional cost to the taxpayer of the new capital investment

proposed in the 2015/16 to 2017/18 Capital Programme.

The impact identifies the revenue expenditure that will arise as a result of approval of the 2015/16 capital

programme. The revenue effects of previously approved capital schemes are not included in this indicator.

The impact has been calculated using forward estimates of funding consistent with expectations in the

latest medium term forecast.

The impact on the revenue budget, and therefore the Council Tax, is felt by a combination of the following:
debt costs of the new borrowing, the amount set aside from revenue to repay the principal element of
external borrowing (Minimum Revenue Provision), the revenue impact of a capital project (e.g. running

costs or savings of a new asset) and Direct Revenue Contributions.
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It should be noted that borrowing itself does not fund capital expenditure since the loans have to be repaid
eventually. The actual funding comes from the Minimum Revenue Provision, which is statutorily charged to

revenue each year.

The estimate of the impact of the capital investment approved in the 2015/16 Budget on the Council Tax is

set out in the table below. The figures are not cumulative and show the actual impact in each year.

Impact of capital investment decisions on the Council Tax

2015/16 2016/17 2017/18

Capital Expenditure funded from revenue £1.233m | £1.200m | £1.240m
Financing and direct revenue costs £0.025m | £0.050m | £0.050m
Total Incremental Revenue Effect of Capital Investment £1.258m | £1.250m | £1.290m
Incremental Impact on Band D Council Tax £7.76 £7.71 £7.96

9. Gross and Net Debt

The purpose of this treasury indicator is to highlight a situation where The Commissioner is planning to

borrow in advance of need.

Gross and Net Debt

2015/16 2016/17 2017/18

fm fm fm
Outstanding Borrowing (at notional value) 0.000 0.000 0.000
Other Long Term Liabilities (PFI & Finance Lease at
5.122 5.012 4.887
notional value)
Gross Debt 5.122 5.012 4.887
Less Investments 17.755 9.721 4.506

Net Debt (12.633) (4.709) 381
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10. Fixed Interest Rate Exposures

It is recommended that The Commissioner sets an upper limit on its fixed interest rate exposures as

follows.

Upper limits for net principal sums outstanding at fixed rates

2014/15 2015/16 2016/17

fm fm fm

Net Principal sums Outstanding at Fixed Rates
25.31 24.90 24.48

This represents the position that all of the Commissioner’s authorised external borrowing may be at a fixed

rate at any one time.

11. Variable Interest Rate Exposures

It is recommended that the Commissioner sets an upper limit on its variable interest rate exposures as

follows.

Upper limits for net principal sums outstanding at variable rates

2015/16 2016/17 2017/18

fm fm fm

Net Principal sums Outstanding at
1.5 1.5 1.5
Variable Rates

This is the maximum external borrowing judged prudent by the Commissioner’s Chief Finance Officer that

the Commissioner should expose to variable rates.
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12. Maturity Structure of Borrowing

It is recommended that the upper and lower limits for the maturity structure of borrowings are as follows:

Amount of projected borrowing that is fixed rate maturing in each period as a percentage of total projected

borrowing that is fixed rate.

This indicator is primarily applicable to authorities which have undertaken significant levels of borrowing to
finance their capital programmes in which case it is prudent to spread the profile of repayments to
safeguard against fluctuations of interest payments arising from having to refinance a large proportion of
the debt portfolio at any point in time. During 2012/13 the Commissioner repaid all outstanding external

borrowing and as a result there is currently no requirement to apply stringent limits to the maturity profile

of existing debt.

Upper Limit Lower Limit

Period of Maturity
) )
Under 12 months 100 0
12 months and within 24 months 100 0
24 months and within 5 years 100 0
5 years and within 10years 100 0
10 years and above 100 0

13. Investments for longer than 364 days

The Treasury Management Strategy allows “non-specified” investments for periods of up to 5 years. The

maximum of all investments with outstanding maturities greater than 364 days will be £5m.
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Finance staff have authority to undertake transactions on instruction from the Commissioner’s Chief Finance

Officer as part of the arrangements for shared financial services.
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Schedule 1

Summary ldentifying Risks of Treasury Management

The “Treasury Management in the Public Services: Code of Practice and cross sectoral guidance notes “(the Code)
identifies twelve areas where statements of Treasury Management practices (TMPs) should be developed to

implement the full requirements of the Code.

TMP 1 Risk Management

The Commissioner‘s Chief Finance Officer will design, implement and monitor all arrangements for the
identification, management and control of treasury management risk. They will report at least annually on the
adequacy / suitability thereof, and will report, as a matter of urgency, the circumstances of any actual or likely
difficulty in achieving the organisation’s objectives in this respect, all in accordance with the procedures set out in
TMP6 — Reporting requirements and management information arrangements. In respect of each of the following

risks, the arrangements which seek to ensure compliance with these objectives are set out in the schedule 2.

1. Credit and Counterparty Risk Management
The risk of failure by a counterparty to meet its contractual obligations to the organisation under an
investment, borrowing, capital, project or partnership financing, particularly as a result of the counterparty’s
diminished creditworthiness, and the resulting detrimental effect on the organisation’s capital or current

(revenue) resources.

The Commissioner regards a key objective of its treasury management activities to be the security of the
principal sums it invests. Accordingly, it will ensure that its counterparty lists and limits reflect a prudent
attitude towards organisations with whom funds may be deposited, and will limit its investment activities to
the instruments, methods and techniques referred to in TMP4 Approved instruments methods and
techniques and listed in schedule 2 of this document. It also recognises the need to have, and will therefore
maintain, a formal counterparty policy in respect of those organisations from which it may borrow, or with

whom it may enter into other financial or derivative arrangements.

To ensure this it will maintain a defined list of authorised counterparties and the group deposit limits. In
conjunction with The Commissioner’s treasury advisors (Arlingclose Ltd) the credit worthiness of

counterparties is reviewed on an ongoing basis. Where such monitoring results in significant changes to the
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approved counterparty list, this will be reported to the Commissioner and the Joint Audit and Standards
Committee through the quarterly treasury management activities report. The treasury advisory service
provided by Arlingclose Ltd gives daily updates on credit worthiness which allows immediate action where
necessary. Any amendments are subsequently put to the Commissioner for ratification. A weekly statement
will be presented to the Commissioner’s Deputy Chief Finance Officer for approval detailing all the week’s
investment activity and a summary of all amounts deposited at any one time by counterparty and category
together with details of any borrowings undertaken or repaid in the week and the total outstanding at close
of business for the week. Copies of this information are also provided to the Commissioner’s Chief Finance
Officer, Chief Constable’s Chief Finance Officer and the Director of Corporate Support. Where exceptional
circumstances make it necessary to deviate from the approved lending list limits this will be approved by the
Commissioner’s Chief Finance Officer (or in his/her absence by the Deputy Chief Finance Officer) in advance

of the transaction being undertaken and will be reported to the Commissioner at the earliest opportunity.

Liquidity Risk Management
The risk that cash will not be available when it is needed, that ineffective management of liquidity creates
additional unbudgeted costs, and that the organisation’s business / service objectives will be thereby

compromised.

The Commissioner considers that the prospect of ongoing liquidity problems is remote due to the nature and
timing of its main income sources and the substance of major items of expenditure. However, it will ensure
that the Policing Body has adequate, though not excessive cash resources, borrowing arrangements,
overdraft or standby facilities to enable it at all times to have the level of funds available to it which are
necessary for the achievement of its business/service objectives. This will be achieved through the use of a
proven cash flow forecasting model. This is updated annually to include all known major income streams
(e.g. Home Office Grant, RSG, NNDR, precepts, capital grant etc.) and all major payments (e.g. payroll, HMRC,

weekly payment run estimates, etc.).

The Commissioner will only borrow in advance of need where there is a clear business case for doing so and
will only do so for the current capital programme or to finance future debt maturities. There are currently no

plans to borrow in advance of need.

Interest Rate Risk Management
The risk that fluctuations in the level of interest rates create an unexpected or unbudgeted burden on the

organisation’s finances, against which the organisation has failed to protect itself adequately.
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The Commissioner will manage its exposure to fluctuations in interest rates with a view to containing its
interest costs, or securing its interest revenues, in accordance with the amounts provided in its budgetary
arrangements as amended in accordance with TMP6 Reporting requirements and management information

arrangements.

The Commissioner will achieve this by the prudent use of approved financing and investment instruments,
methods and techniques, primarily to create stability and certainty of costs and revenues, but at the same
time retaining a sufficient degree of flexibility to take advantage of unexpected, potentially advantageous
changes in the level or structure of interest rates. This should be the subject to consideration and, if

required, approval of any policy or budgetary implications.

The Commissioner will ensure that any hedging tools such as derivatives are only used for the management
of risk and the prudent management of financial affairs and that the policy for the use of derivatives is clearly

detailed in the annual strategy. There are currently no plans to utilise such instruments.

Revised interest forecasts for both the current and forward years are incorporated within the
Commissioner’s budget and medium term financial forecasts on a regular basis. An appropriate limit will also
be defined in the annual strategy setting out the maximum amount of variable rate debt to be incurred.
However, security of principal will always take precedence over interest returns in decisions over investment

of our cash.

Exchange Rate Risk Management
The risk that fluctuations in foreign exchange rates create an unexpected or unbudgeted burden on the

organisation’s finances, against which the organisation has failed to protect itself adequately.

The Commissioner will manage its exposure to fluctuations in exchange rates so as to minimise any
detrimental impact on its budgeted income/expenditure levels. However, this is not considered to be an
issue for the Commissioner at the moment, as all treasury transactions are currently undertaken in pounds

sterling.

Refinancing Risk Management
The risk that maturing borrowings, capital, projects or partnership financings cannot be refinanced on terms
that reflect the provisions made by the organisation for refinancing, both capital and current (revenue), and

/ or that the terms are inconsistent with prevailing market conditions at the time.
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The Commissioner will ensure that its borrowing, private financing and partnership arrangements are
negotiated, structured, documented and the maturity profile of the monies raised are managed, with a view
to obtaining offer terms for renewal or refinancing, if required, which are competitive and as favourable to

The Commissioner as can be reasonably achieved in the light of market conditions prevailing at the time.

It will actively manage its relationships with its counterparties in these transactions in such a manner as to
secure this objective, and will avoid overreliance on any one source of funding if this might jeopardise

achievement of the above.

Legal and Regulatory Risk Management
The risk that the organisation itself, or an organisation with which it is dealing in its treasury management
activities, fails to act in accordance with its legal powers or regulatory requirements and that the

organisation suffers losses accordingly.

The Commissioner will ensure that all of its treasury management activities comply with its statutory powers
and regulatory requirements. It will demonstrate such compliance, if required to do so, to all parties with
whom it deals in such activities. In framing its credit and counterparty policy under TMP1(1) credit and
counterparty risk management, it will ensure that there is evidence of counterparties’ powers, authority and
compliance in respect of the transactions they may effect with the organisation, particularly with regard to

duty of care and fees charged.

An Investment Strategy, as required in Section 15 of the Local Government Act 2003 will be put to the

Commissioner annually for ratification as part of the treasury management strategy statement.

The Commissioner recognises that future legislative or regulatory changes may impact on its treasury
management activities and, so far as it is reasonably able to do so, will seek to minimise the risk of these

impacting adversely on the organisation.

Regular scanning of the internal and external regulatory framework will be undertaken by the deputy Chief

Finance Officer to aid the above.

Fraud, Error and Corruption and Contingency Management
The risk that the organisation fails to identify the circumstances in which it may be exposed to the risk of loss

through fraud, error, corruption or other eventualities in its treasury management dealings, and fails to



Page 7 of 31

employ suitable systems and procedures and maintain effective contingency management arrangements to

these ends. It includes the area of risk commonly referred to as operational risk.

The Commissioner will ensure that it has identified the circumstances which may expose it to the risk of loss
through fraud, error, corruption or other eventualities in its treasury management dealings. Accordingly, it
will employ suitable systems and procedures, and will maintain effective contingency management

arrangements, to these ends.

8. Market Risk Management
The risk that, through adverse market fluctuations in the value of the principal sums an organisation borrows
and invests, its stated treasury management policies and objectives are compromised, against which effects

it has failed to protect itself adequately.

The Commissioner will seek to ensure that its stated treasury management policies and objectives will not be
compromised by adverse market fluctuations in the principal sums it invests, and will accordingly seek to

protect itself from the effects of such fluctuations.

Only very secure instruments and institutions are chosen with strict limits placed on the value of deposit that

can be made with each institution (including group limits) thus limiting its exposure.

TMP 2 Performance Measurement

The Commissioner is committed to the pursuit of value for money in its treasury management activities, and to the
use of performance methodology in support of that aim, within the framework set out in its treasury management

policy statement.

Accordingly, the treasury management function will be the subject of ongoing analysis of the value it adds in
support of the organisation’s stated business or service objectives. It will be the subject of regular examination of
alternative methods of service delivery, of the availability of fiscal or other grant or subsidy incentives, and of the
scope for other potential improvements. The performance of the treasury management function will be measured

using the criteria set out in schedule 2.
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TMP 3 Decision Making and Analysis

The Commissioner will maintain full records of its treasury management decisions, and of the processes and
practices applied in reaching those decisions, both for the purposes of learning from the past, and for
demonstrating that reasonable steps were taken to ensure that all issues relevant to those decisions were taken
into account at the time. The issues to be addressed and the processes and practices to be pursued in reaching

decisions are detailed in Schedule 2.

TMP 4 Approved Instruments, Methods and Techniques

The Commissioner will undertake its treasury management activities by employing only those instruments,
methods and techniques detailed in Schedule 2 and within the limits and parameters defined in TMP1 Risk

Management.

Where the Commissioner intends to use derivative instruments for the management of risks, these will be limited
to those set out in its annual treasury strategy. The Commissioner will seek proper advice and will consider that
advice when entering into arrangements to use such products to ensure that it fully understands those products.

There are currently no plans to utilise such instruments.

TMP 5 Organisation, Clarity, Segregation of Responsibilities and Dealing

Arrangements

The Commissioner considers it essential, for the purposes of the effective control and monitoring of its treasury
management activities, for the reduction of the risk of fraud or e