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TREASURY MANAGEMENT SUMMARY REPORT 2009
1.
Introduction and Scope
1.1 
An audit review was undertaken during July 2009, to provide an opinion on the control environment and a level of assurance for Treasury Management.  
1.2 In addition to the standard assurance areas the audit covered the areas from the Audit Commission’s Risk and return report, dated March 2009, following the collapse of the Icelandic Banks.  Details of the best practice areas are attached for information as Appendix 1 to this summary.
2.
Good Practice Areas

2.1
During the audit a number of good practice areas within the process for Treasury Management were identified. These included:

· Documented procedures in place
· Supporting documentation and evidence kept for all treasury activities
· Screen prints and supporting documentation for reconciliations

3.
Management Summary and Overall Opinion
3.1 As stated in 1.2 above the audit has included a review of the Audit Commission Risk & Reward report which was issued in April 2009. The audit findings have provided Treasury Management with an action plan to ensure that best practice is being followed. The development of the action plan has been delayed due to the work pressures associated with the closedown of the annual accounts.
3.2 We are confident that Treasury Management will have completed the required actions by the end of the year and a follow up will take place in January 2010 to test this.

3.3 On the basis of the work carried out it is our opinion that the level of assurance provided by controls for this audit area is reasonable indicating that there are Policy/Procedure and best practice recommendations that Audit Services are confident that management will implement.
3.4 There were 23 best practice areas reviewed during this audit against the Audit Commission report. Compliance was generally good but there were 18 areas where it was identified that improvements could be made to ensure that the Council is meeting the best practice standards. 
3.5 The implementation of the recommendations made in this report (detailed in Section 4 below) have been made to improve the controls and procedures in this area and are categorised as below:
	Recommendation Category
	Number
	Percentage

	Legal requirement


	0
	0%

	Financial Regulation


	0
	0%

	Policy/Procedure


	16
	89%

	Best Practice


	2
	11%

	Total
	18
	100%


4. Detailed Findings and Recommendations.
ICELANDIC BANK COLLAPSE – AUDIT COMMISSION RISK & RETURN REPORT
	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	1
	The treasury management framework should set out responsibilities for elected members.
	The treasury framework does not set out responsibilities for elected members. Treasury Management reports and policies are not currently scrutinised by a specialist committee as recommended in the Audit Commissions Risk & Return report.  However from September 2009 it has been agreed that the Audit Committee will see treasury reports, and this will be shown in their terms of reference.

A training session is planned for members in October 2009.  The training will be carried out by Sector, who are T&W treasury advisors.  
	Member’s roles and responsibilities for treasury activities should be documented in section TMP5 of the Treasury Management practices. document 

Regular training courses should then be planned in order to refresh members knowledge. 
Category: Policy & Procedure  
	Members are adequately trained in order to scrutinise reports and challenge any investments/borrowing made.  


	Action : A Training session for members has been arranged for October 2009. Following the training the roles and responsibilities will be set and TMP5 will be updated 
Date: to be completed by Dec 31 2009

	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	2


	As part of the framework there is a treasury management policy which identifies risk and in particular security, liquidity and yield risk
	The Audit Commission Risk & Return report states that Local Authorities should put controls in place to enable them to make a systematic assessment of risk and reward including the potential for loss.   Although risks are taken into account prior to making investments through the counterparty lists and Fitch rating this is not documented and there is no evidence that there is a systematic approach to managing risks, 

	In order for T&W to demonstrate compliance with their Treasury Management Practices and their criteria for investing and borrowing they need to ensure they can demonstrate the management of risks. For each investment/loan the form could be amended to include a checklist which is based on local practices and procedures. For example it could show:
· Transaction fully checked against market and found to be competitive

· Alternative interest rates have been considered

· Treasury advisors called to confirm daily rate

· Appropriate time periods taken into account in light of cash flow and duration as recommended by Sector

· Fitch rating falls within specified criteria

Category: Policy & Procedure
	The treasury team will be able to demonstrate that risks have been taken into account for all transactions.
The Authority can demonstrate it complies with its criteria for investment and borrowing, which in turn can demonstrate the management and consideration of risk

	Action : Agreed 

Date: Jan 2010


	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	3
	As part of the framework there is a treasury management policy which identifies risk and in particular security, liquidity and yield risk
(Continued)
	The Audit Commission’s risk and return report states that risks associated with liquidity, security and yield should be taken into account.  The T&W policy does not state the risk associated with yield.
	The treasury management policy should be updated to include the risks associated with yield as recommended by the Audit Commission.  

Category: Policy & Procedure
	The Authority can demonstrate that  it has considered all risks associated with the treasury management function


	Action : Agreed 
Date: March 2010

	4
	The treasury management policy and treasury arrangements are scrutinised by a specialist committee usually the audit committee before being accepted by the authority.
	The Treasury Management Practice (TMP) part 2 section 6.5 refers to Periodic Monitoring to Committee but there is no detail recorded in this section

	TMP part 2 section 6.5 should be updated to show which committee periodic Monitoring reports go to and how often
Category: Policy & Procedure

	The treasury management function is transparent and there is clear segregation between dealing with transactions and monitoring.


	Action : Agreed and will go to the Treasury Board

Date: Jan 2010




	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	5

	The treasury management policy and treasury arrangements are scrutinised by a specialist committee usually the audit committee before being accepted by the authority.
(Continued)
	There is a Treasury Board that meets monthly. During the audit terms of reference for the Treasury board could not be found.


	Terms of reference should be in place for the Treasury Management Board with reference to them reporting to the Audit Committee 
Category: Policy & Procedure

	Treasury Management Board will have clear, documented roles and responsibilities.  


	Action The Treasury Board will agree the terms of reference and this will then be passed to the Audit Committee for comment in November
Date: 3 Nov 2009



	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	6
	The treasury management policy and treasury arrangements are scrutinised by a specialist committee usually the audit committee before being accepted by the authority.
(Continued)
	The April Treasury Board minutes state that the next agenda should include the Audit commission risk and return report, but these minutes were not available at the time of the audit as evidence to confirm this had been discussed.  The Corporate Finance Manager confirmed that this discussion had taken place


	The discussion around the Audit Commission’s risk and return report should be shown in the Treasury Management Board minutes.   

Category: Policy & Procedure


	The Authority will ensure that recommendations made by the Audit Commission have been considered and where applicable changes made to the current working practices.


	Action Agreed 

Date: 30 Sept 2009




	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	7
	The treasury management policy and treasury arrangements are scrutinised by a specialist committee usually the audit committee before being accepted by the authority.
(Continued)
	During the audit the latest minutes available from the Treasury Management Board were for the period Feb-Apr 09


	Minutes of the treasury board should be issued on a timely basis and ratified by all present.  A summary of what was discussed and of treasury activities should be issued to the Cabinet Member Resources and members of the Audit Committee. 

Category: Policy & Procedures
	Members are kept informed in order for them to ask questions.

There will be an accurate account of items discussed at the Treasury Management Board
	Action Agreed 

Date: Audit committee meeting 3 November 2009


	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	8
	Local investment limits and guidelines are shown in an annual investment strategy prior to the start of each financial year.  This is approved by full council.
	The annual investment strategy, which is issued to full council, does not clearly show what the local investment limits are.


	The Annual investment strategy should be more explicit on what the local investment limits are. Details could be attached as an Appendix to the report. 
Category: Policy & Procedure

	More information will be available in order to make better decisions and to demonstrate compliance with treasury management practices.

	Action : Agreed. This will be done for 2010-11 Strategy

Date: March 2010



	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	9
	Treasury management policies emphasise local accountability and responsibility
	Part 2 of the treasury management practices shows the roles and responsibilities of various officers/Groups.  It does not show the roles and responsibility of the Treasury officer
	The treasury management policy should be updated to include the roles and responsibility of the Treasury Officer
Category: Policy & Procedure

	All officers will be aware of their roles and responsibility.
	Action: Agreed
Date: Jan 2010


	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	10
	Elected members receive regular updates on the full range of risks being run
	The annual treasury report goes to full council in March.  In future treasury reports will also go to the Audit Committee.  There is currently a lot of information and sometimes it is difficult to understand.
	Future reports for members should be relevant, in plain English and easy to understand in order for members to understand and challenge treasury activities.

Category: Best Practice

	Members will have a better understanding of treasury activities in order for them to ask relevant questions.  

To be able to demonstrate transparency in the treasury process
	Action: Agreed.  Member training might also increase their understanding.  A summary report will prepared and attached to the front of the report due to the technical nature of the full report
Date: March 2010


	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	11
	Staff are adequately trained in procedures, practices and process which are relevant to the authority’s treasury management arrangements
	TMP10 of the Treasury Management Practices part 2 should show treasury staff training and qualifications, but this is not completed
	The Treasury Management Practices part 2 should be updated to include staff training and qualifications 
Category: Policy & Procedure

	To demonstrate that staff are suitably qualified and experienced.
	Action: Agreed
Date: Jan 2010


	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	12

	The full range of information is used before deciding where to deposit funds and is not limited to credit ratings
	During the audit it was noted that the Authority have investments with banks currently on ‘negative watch’ and one in particular was with Dexia for £5,000,000 from 1/10/08 – 1/10/13.  The current duration recommended from Sector for this is now classed as N/C (No duration recommended, therefore it is recommended not to invest).  

The Manager Capital & Treasury confirmed that advice was taken from Sector and it was agreed to continue with the investment due to the cost of penalty clauses in removing the money early. 

	Any downgrades of banks or other institutions should be considered as a risk, discussed at the Treasury Board and the results recorded in the minutes.  
Category: Policy & Procedure

	The latest and most up to date information is available in order to make more informed decisions.   
To demonstrate risks have been considered
	Action: Agreed
Date: All future Treasury Board meetings



	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	13
	The full range of information is used before deciding where to deposit funds and is not limited to credit ratings
(Continued)
	The report showing current investments, which is presented to full council, does not show the latest advice given by Sector and the reason for remaining with current investments if they are downgraded.    It is also noted that since the Icelandic Bank collapse Sector are not recommending investments for more than 12 months. It was noted that ad hoc meetings are held with members of the Treasury management board to discuss changes in banking arrangements as and when they arise
	The Treasury Management Policy should be updated to demonstrate what to do if banks are downgraded for existing investments

Category: Policy & Procedure

	The latest and most up to date information is available in order to make more informed decisions.   

To demonstrate risks have been considered
	Action: Agreed 

Date: March 2010



	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	14
	The full range of information is used before deciding where to deposit funds and is not limited to credit ratings
(Continued)
	See 13 
	The current financial monitoring report to members should include a more detailed section on treasury management activities which covers investments specifically those on negative watch or fall below our approved criteria.  

Category: Policy & Procedure

	The latest and most up to date information is available in order to make more informed decisions.   

To demonstrate risks have been considered
	Action: Agreed
Date: March 2010




	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	15
	The full range of information is used before deciding where to deposit funds and is not limited to credit ratings
(Continued)
	The counterparty list provided by Sector, is split into countries and banks are shown within the country they belong.  Limits are not set showing the appropriate split of investments to be made in the UK and non UK countries.  Current investment  reports do not show how much the Authority have invested with each country


	Thresholds should be set and documented on the appropriate split of investments to be made in the UK and non UK countries.  Current investment reports should show how much is invested with each country.

Category: Policy & Procedure

	The latest and most up to date information is available in order to make more informed decisions.   

To demonstrate risks have been considered
	Action: Agreed, will need to go to Treasury Board first and ratified by full council

Date: March 2010



	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	16
	The treasury management policy should specify what is classed as a high credit rating and how frequent these ratings should be monitored
	T&W policy shows different types of credit rating, the limit to invest and the duration of the investment but it is not made clear the meaning of these ratings.
	The treasury management policy should be updated to show the definition of the different types of credit rating, an example of this is shown in Appendix 3 of the Audit Commissions risk and return report.  This information should also be shown in reports which go to full council and the Audit Committee.
Category: Policy & Procedure

	Officers and members will be more aware of the different ratings when placing an investment and will be able to ask more informed questions
	Action: Agreed
Date: March 2010


	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	17

	The treasury management policy and framework should consider local policies and plans
	The Treasury Management Policies are currently being reviewed.  There are sections in TM part 2 which have not been completed, these include, 9.2, 8.1, 8.2, 8.5, 8.6, 8.7, 8.8, 7.1, 7.2, 7.3,6.5 & 5.13  
	During the treasury management policy review all sections should be fully completed, where appropriate
Category: Policy & Procedure

	Officers will be aware of their roles and responsibilities
	Action: Agreed
Date: March 2010


	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	18
	There are at least monthly compliance checks and regular spot checks
	No spot checks are undertaken by the Manager on treasury activities to ensure procedures are being followed and that the best rates are being obtained.


	Spot checks should be undertaken by the Manager, at month end, on a sample of investments and loans to ensure procedures are being followed and the best deals are always being obtained.  Once checked they should be signed and dated as evidence that this has been done

Category: Best Practice

	To highlight any training needs of staff

To ensure compliance when different staff are carrying out treasury duties
	Action: Agreed
Date: Sept 09


TREASURY MANAGEMENT 09/10 AUDIT                                                                                   APPENDIX 1
1.
Compliance with Audit Commission Guidance – Risk and Return March 2009 (There have been lessons learned for Investment & Borrowing following the collapse of the Icelandic Banks.)
· There is a treasury management framework that clearly states how much risk will be tolerated and that ensures appropriate reporting with the agreed risk appetite.

· The treasury management framework should set out responsibilities for elected members.

· As part of the framework there is a treasury management policy which identifies risk and in particular security, liquidity and yield risk

· The treasury management policy and treasury arrangements are scrutinised by a specialist committee usually the audit committee before being accepted by the authority

· The treasury management policies are monitored regularly

· Local investment limits and guidelines are shown in an annual investment strategy prior to the start of each financial year.  This is approved by full council 

· Treasury management policies emphasise local accountability and responsibility.

· Elected members receive regular updated on the full range of risks being run

· There is an elected member with responsibility for all aspects of finance, including treasury

· Treasury management is formally reported more regularly than the annual report (at least twice a year)

· Staff are adequately trained in procedures, practices and process which are relevant to the authority’s treasury management arrangements

· Limits are set on both the amounts invested and duration and this is shown in the treasury management policy

· The full council is required to approve the annual report and the treasury management strategy and plan for the start of the next financial year.

· The full range of information is used before deciding where to deposit funds and is not limited to credit ratings

· Local Authorities receive updates of any changes to credit ratings in order to make informed decisions.  The procedure for this should be documented in the policy management policy.

· Credit ratings are obtained from a reliable source and the Authority obtain ratings from more than one source

· The treasury management policy should specify what is classed as a high credit rating and how frequent these ratings should be monitored.

· The treasury management policy and framework should consider local policies and plans

· The Authority is investing prudently and should primarily seek to safeguard public funds rather than to maximise returns. 

· There is a clear separation of duties between those executing deals and those monitoring compliance.

· Benchmarking is undertaken which looks at a broad range of performance indicators including security and liquidity

· A list is maintained of all current deposits available for scrutiny at any time.

· There are at least monthly compliance checks and regular spot checks.
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