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Audit Report Distribution 

	For Action:
	Lorraine Holme, Principal Financial Services Officer

	For Information:
	Michelle Bellis, Deputy Chief Finance Officer
Roger Marshall, Joint Chief Finance Officer

Stephen Kirkpatrick, Director of Corporate Support



	Audit Committee
	The Joint Audit Standards Committee, which is due to be held on 22 November, will receive the report.
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1 Background
1.1 This report summarises the findings from the audit of Treasury Management. This was a planned audit assignment which was undertaken in accordance with the 2017/18 Audit Plan, as part of a cyclical review of main financial systems.

1.2 Treasury Management is important in making sure that the PCC has sufficient liquidity to meet obligations whilst managing payments, receipts and financial risks effectively.  Treasury management is defined as 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.
1.3 The Commissioner is required to approve an annual Treasury Management Strategy Statement in accordance with CIPFA Code of Practice on Treasury Management.  The Strategy must also incorporate an Investment Strategy as required by the Local Government Act 2003.  Together, both these strategies cover the financing and investment strategy for each financial year.

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; detailed findings and recommendations are reported within section 5 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 Deputy Chief Finance Officer and the agreed scope was to provide independent assurance over management’s arrangements for ensuring effective governance, risk management and internal controls in the following areas:
· Compliance with the Treasury Management Strategy
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 in respect of treasury 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.

4.3 Strengths: The following areas of good practice were identified during the course of the audit:
· The treasury management strategy has been approved by the Commissioner.

· The strategy is supported by documented Treasury Management Practices as recommended by the CIPFA Code of Practice on Treasury Management.
· The strategy and supporting treasury management practices are reviewed annually by the Joint Chief Finance Officer and Deputy Chief Finance Officer and are independently reviewed by the Joint Audit and Standards Committee prior to approval by the Commissioner.

· The Deputy Chief Finance Officer, as officer with overall delegated responsibility for treasury management, has arrangements in place to be assured that the strategy is being complied with.  Where instances of non-compliance occur these are reported with explanations to the Joint Audit and Standards Committee and Commissioner.

· There is quarterly reporting to and independent review and scrutiny of treasury management performance by the Joint Audit and Standards Committee.

· Roles and responsibilities of those involved in treasury management activity have been clearly identified, documented and communicated.

· Risks around delivery of the treasury management strategy are considered and included within the Corporate Support risk register.

· Arrangements are in place to ensure segregation of duties between making and authorising transactions.

· There is regular review of access permissions to treasury management systems.
· Arrangements are in place to ensure there is resilience within the treasury management team and treasury management is included within the finance business continuity plan.
	Comment from the Director of Corporate Support and Joint Chief Finance Officer:
Director of Corporate Support comments

I am delighted that this review of treasury management has provided Substantial assurance and that there are no areas for action identified.  The audit has confirmed that the Constabulary & the Office of the Police and Crime Commissioner (OPCC) have a sound and robust approach to treasury management which supports and enables the priorities set out in the Policing Plan.  

I am pleased that the audit review also recognised the strong governance and working practices in place around treasury management, including clear ownership with demarcation of responsibilities and robust reporting arrangements.  These findings are extremely positive in recognising the excellent work of the shared Financial Services team working on behalf of both the Constabulary and the OPCC.

Joint Chief Finance Officer comments
I am very pleased to note the continuing assessment of Substantial Assurance in relation to Treasury Management activities, in what is an inherently risky activity. The report reflects the high quality of work delivered by the Financial Services team in liaison with our Treasury Management advisors Arlingclose Ltd to safeguard PCC and Constabulary funds.  


Appendix A

Audit Assurance Opinions
There are four levels of assurance used; these are defined as follows:
	Definition:
	Rating Reason

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

	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.

	Reasonable
	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.
	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.

	Partial
	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.


	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.

	Limited / None
	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.
	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.


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:
· 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.

· Medium priority recommendations will be followed with the responsible officer within the defined timescales.

· Advisory issues are for management consideration.
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