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Treasury Management
Internal Audit Programme Guide
This guide has been funded by the Housing Corporation

IGP Database Ref No G01-20213

HAIAF is grateful to The Housing Corporation for its funding through an Innovation and Good Practice Grant and its support and co-operation in the production of this publication.
Introduction

This guide provides advice on matters designed to assist the auditor in developing an internal audit programme on treasury management. It is the responsibility of the auditor to determine which elements of the guide are incorporated into their internal audit programme. The tables setting out the key control and expected tests do not imply that all the items contained in the tables need to be included in the internal audit programme developed by the auditor.
Preamble

Treasury Management is defined by CIPFA as “The management of the organisation’s 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.”

Treasury Management is a critical area for housing associations in an environment of increasing demands on business plans (for example, implementation of the rent restructuring framework, obligations in regard maintenance and decent homes, capital funding of development) and the increasing complexities of the money markets and sources of finance available to housing associations. 

Housing Corporation requirements

The viability of housing associations represents a core component of the Housing Corporation’s Regulatory Code, specifically section 1,1:  “Housing Associations must operate viable businesses with adequate recourse to financial resources to meet their current and future business and financial commitments”.   The Code also emphasises the need for a framework that effectively identifies and manages risks – treasury risks forming a key component of such a framework.

The Housing Corporation’s requirements are set out in Circular 01/07 Treasury Management by Housing Associations.

Audit Commission requirements

The Audit Commission does not include any specific requirements on treasury management within the KLOEs.

Areas covered by this Guide

This Internal Audit Programme Guide covers the following areas:

· High Level Control Framework

· Cash Flow Projections

· Loan Portfolio

· Investments

· Interest Rates

· Management information

Key Risk Areas

Failure to put in place and enforce robust systems of internal control in the area of Treasury Management exposes a housing association to a number of risks.  These could include the following:-

	Risk
	Potential Implications

	Insufficient cash available to meet liabilities
	· Bad publicity

· Loss of business opportunities

· Legal action by creditors



	Inefficient loan agreements
	· Loss of income which may continue for sometime due to tie in clauses



	Breaches of loan covenants
	· Closure of organisation

· Forced merger with a competitor

· Loss of loan facility



	Increase in interest rates
	· Reduction in service delivery due to need to service increased payments.

	Investments that do not optimise interest earned


	· Loss of income



	Misappropriation of funds
	· Financial loss 



	Breach of Regulatory Code
	· Regulatory action by the Housing Corporation

	Over dependence on a single lender who pulls out of the market
	· Financial loss

· Short term cash flow problems

· Cost and time to find and negotiate with a new lender




Other Sources of Information

There are a number of useful publications available on this topic, details of which are given below:

· “Circular – 01/07 – Treasury Management by housing associations” – Housing Corporation (2007) 

· “Good Practice Guide – Treasury Management” – Housing Corporation (2006)

· “Housing Finance Manual” – CIPFA (2005)

· “Treasury Management in the Public Services: Code of Practice and Cross-Sectoral Guidance Notes” – CIPFA (2001)

· “Financial Risk Management – Focus on Treasury” – NHF (1999)

CIPFA has produced a code for Treasury Management in Housing Associations which provide useful guidance for the auditor. The auditor needs to be clear that their role, using this Guide, is limited to appraising the internal controls and not to acting as a financial advisor.

Useful Websites

· Housing Corporation – www.housingcorp.gov.uk
· National Housing Federation - www.housing.org.uk
· CIPFA – www.cipfa.org.uk

Disclaimer

This guide has been prepared to provide persons carrying out internal audit reviews with an understanding of the risks and controls associated with the activity covered in this guide. This guide does not purport to be a detailed technical guide on the activity itself. The information and guidance contained in this guide are provided for general information purposes only and do not constitute legal or other professional advice. Users of this guide are responsible for establishing whether there has been any new guidance and/or regulatory change since this guide was prepared. This guide should not be relied upon to identify all strengths and weaknesses that may exist or to identify all instances of fraud or irregularity. HAIAF does not accept responsibility for any loss that may arise from reliance on information contained in this guide, or from its omission or unavailability. Specific professional advice must be sought in respect of any particular query. 

All references to publications and legislation are applicable in England only.
1.
OVERALL CONTROL FRAMEWORK
	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	1.1
Lack of an adequate control framework for treasury management leads to an inappropriate approach to treasury management.
	1.1.1
A Treasury Management Policy Statement is adopted which incorporates the CIPFA Code and sector specific guidance relating to housing associations and has been approved by members.
	(a)
Confirm that there is a treasury management policy statement that is up to date and incorporates reference to the CIPFA’s Code and sector specific guidance for housing associations.

(b)
Confirm that the policy statement has been approved by the Board and is incorporated into the rules, standing orders or financial regulations.

(c)
Confirm that the policy statement includes those items listed within the CIPFA code and sector specific guidance. 

(d) Confirm that the policy:

· sets out the Board’s objectives for the function and includes clear parameters.

· explains why and how treasury activities are expected to support the business and how this links to the risk management strategy.



	
	1.1.2
Procedures for treasury management should be adequately documented and regularly reviewed.
	(a) Confirm that procedures for treasury management are consistent with the policy and its objectives

(b) Confirm procedures are appropriate for the level of and nature of activities undertaken and are reviewed at least annually.



	
	1.1.3
An annual strategy document is prepared and reported to the relevant committee (for example Finance) and the Board.
	(a) Confirm that the Finance Director has prepared and reported on the annual strategy proposed for the next financial year to the appropriate Committee and Board



	
	1.1.4
There is sufficient in-house treasury management expertise available and appropriate training is provided.
	(a) Confirm by way of interview that:

· the staff associated with treasury management receive regular training.

· the competence and knowledge levels of staff in the treasury management function are regularly assessed and appropriate action taken where required

(b) Where the treasury management function is outsourced, confirm that an appropriate contract is in place and performance indicators are set and regularly monitored.



	
	1.1.5
There is clear segregation of duties between the person originating the deal, those responsible for confirming the deals with counterparties and making/receiving payment, and those carrying out bank reconciliations. 
	(a) Identify staff who have authority to originate deals, those responsible for confirming the deals with counterparties and making/receiving payment, and those carrying out bank reconciliations and confirm that different members of staff carry them out.

(b) For a sample of deals confirm that adequate segregation of duties is in place in practice.



	
	1.1.6
A scheme of delegation for treasury management is in place and consistent with the policy.
	(a) Confirm that a scheme of delegation is in place, that it is appropriate to the needs of the Association and that it is up to date.

(b) For the sample at 1.1.5(a) confirm that the scheme of delegation has been adhered to.



	
	1.1.7
The Board should confirm that members have adequate training/experience to confirm they have the appropriate skills in the area of treasury management. 
	(a) Confirm that the Board regularly undertakes a review of the skills of its members to confirm that adequate experience is available in the field of treasury management. 

(b) Confirm that any shortfalls identified are addressed through training or seeking professional advice.



	
	1.1.8
All new treasury activities or products are reviewed by the Board together with a report of potential risks and rewards. (Note: The Board should confirm that its systems are capable of supporting the new activity).
	(a) Confirm that, where new treasury activities or products are being considered, a report of potential risks and rewards is considered by the Board and that the Board confirms that its systems are capable of supporting the new activity.



	
	1.1.9
Procedures are in place to monitor compliance with loan covenants. 
	(a) Confirm that regular reports are produced to monitor compliance with loan covenants. (NB Typically this forms part of regular monthly management accounts)

(b) For the sample taken at 1.1.9(a) confirm that there is evidence available to corroborate the data reported. This should include:

· confirmation from the funders of the loan covenants and the evidence that they require.

· the basis on which the calculation of loan cover has been made – need to check that this accords with the funders requirements

(c) Confirm for any areas where the housing association is close to, or has exceeded loan covenants this has been formally reported / considered by the Board and a way forward has been agreed with the housing association’s funders.



	
	1.1.10
Treasury transactions are confirmed on a timely basis. 
	(a) For the sample at 1.1.5(a) treasury transactions, confirm that they were confirmed on a timely basis (usually same day).



	
	1.1.11
There are secure and robust arrangements for recording and reporting on treasury transactions.
	(a) Review the system for recording and reporting treasury transactions and confirm that it:

· allows for all new transactions or cash flows to be recorded accurately and on a timely basis.

· allows for the assessment of interest rate changes on cash flow and balances.

· is secure (i.e. password controlled, and regularly backed-up).




2.
CASH FLOW PROJECTIONS

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	2.1
The failure to develop and review appropriate cash flow projections could lead to unexpected liquidity problems. 
	2.1.1 Forecasts for strategic planning (normally 25 years), and operational planning are prepared.


	(a)
Confirm that cash flows have been produced and have been subject to independent review by a senior member of the finance team who is not involved in treasury transactions.

	
	2.1.2 Forecasts are reviewed promptly by senior management.


	(a)
Select a sample of forecasts and confirm that there is evidence of review.

	
	2.1.3
The actual cash flow outturn is recorded and monitored against the forecast, variances investigated, and appropriate amendments made to forecasts.
	(a)
Establish when the most recent cash flow statement was prepared.

(b)
For a sample of figures in the cash flow confirm that there is evidence to support them (for example average creditor runs, development payments etc).

(c)
Identify any variances (favourable & adverse) and confirm that the reasons for these have been identified.



	
	2.1.4 Projections are based on latest available approved budgets and income and expenditure projections, and the officer preparing them receives prompt information on significant contracts entered into and expenditure decisions etc.


	(a)
Confirm that there is a mechanism for notifying the responsible officer of any revised income and expenditure projections and significant contracts entered into. 

(b)
From the tender register select three major contracts awarded over the previous eighteen months and confirm when the projected expenditure for each was incorporated into the cash flow.

	
	2.1.5
Projections are carried out on potential new projects to assess the impacts on cash flow.
	(a) Confirm that there is a mechanism for notifying the responsible officer of the income and expenditure projections for possible new projects.

(b) From the Board minutes, select three projects that have been approved but which will not incur significant expenditure within the current financial year, and confirm that the cash flow implications have been considered.

	
	2.1.6
The sensitivity of cash flow forecasts to changes in key assumptions is analysed.
	(c) Confirm that a sensitivity analysis is undertaken on the cash flow forecast and that it is documented and reviewed at least annually.

(d) Review the most recent sensitivity analysis that has been undertaken and confirm that the changes in key assumptions are supported by appropriate independent source documentation.




3.
LOAN PORTFOLIO

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	3.1
Failure to identify and evaluate suitable loans may lead to additional financial costs to the Association.
	3.1.1 Major loan opportunities are identified, evaluated and compared (at least 3).

(Note: All borrowing decisions should take into account the cost of borrowing, break clauses, standby facilities etc. and not just the interest rate charged.)


	(a)
For a sample of loans taken up, confirm that evidence exists to support the decisions made and that the decision took into account non-interest charge issues (e.g. loan conditions, early redemption, penalties etc).

	
	3.1.2
Recommended loan or investment opportunities are reviewed and agreed by a second independent officer or a panel of members.
	(a) For a sample of loans taken up confirm that each was reviewed and agreed by a second independent officer or a panel of members.



	
	3.1.3
Any financing decision should consider the costs/benefits of the potential lenders.


	(a) Confirm that any financing decisions take into account all relevant information and that this is included within a report for agreement by the Board.

(b) For a sample of figures within the report, confirm that there is adequate supporting evidence.

(c) Confirm that the financing proposals, or the decision not to take any action, were approved by the full Board.




4.
INVESTMENT

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	4.1
Failure to identify and evaluate suitable investment opportunities may lead to financial loss to the Association.
	4.1.1 The Board should agree a strategy for investing cash which:

· Is risk averse;

· Includes a range of acceptable investments;

· Encourages using a number of institutions, not just one.

(See also 1.1.1 and 1.1.2)


	(a)
Confirm that a strategy for investing cash has been documented, is periodically reviewed and is subject to approval by the Board.

(b)
Select two non-consecutive months from the previous twelve months and confirm from the account statements that the cash balances at month end had been invested in accordance with the strategy.

	
	4.1.2 An approved list of institutions is drawn-up and sound selection criteria adopted.


(See also 1.1.1 and 1.1.2)
	(a) Confirm that an approved list of institutions is drawn-up and agreed by the Board.

(b) Confirm there are adequate procedures in place to select and vet institutions for the approved list.

(c) For a sample of institutions on the approved list, confirm that the selection criteria have been followed and complied with. 



	
	4.1.3 Investment limits are set for each institution based on appropriate documented criteria, which is subject to periodic review.  


	(a)
For a sample of institutions on the approved list, confirm that investment limits have been set.


5.
INTEREST RATES

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	5.1
A failure to appropriately manage and monitor interest rates leads to sub optimal arrangements being entered into, with a subsequent financial loss.
	5.1.1 Where derivative instruments are used, they comply with the rules of the housing association and with the treasury management strategy.

(Note: this will not apply to all housing associations.  See also 1.1.1 and 1.1.2).
	(a) Confirm that any free-standing derivative instruments being used comply with the rules of the housing association and also with the treasury management strategy.

(b) Where free-standing derivative instruments are used, confirm that the housing association has registered an appropriate rule change that permits use of the instrument with the Housing Corporation.



	
	5.1.2
Where investment/loan instruments are to be used then appropriate independent advice should be sought regarding their appropriateness to the circumstance of the housing association.  (Note:  This will not apply to all housing associations.  See also 1.1.1 and 1.1.2). 
	(a)
Confirm that the Treasury Strategy requires that where a type of investment/ loan instruments not previously used is being considered that appropriate independent advice is sought regarding their appropriateness to the circumstance of the housing association.

(b)
For a sample of new types of investment/loan instruments used confirm that appropriate independent advice was sought regarding their appropriateness to the circumstance of the housing association and that this included the potential financial impact.



	
	5.1.3
The housing association should set an interest rate management strategy as part of its treasury management policy. This should be kept up to date and approved by the Board. (See also 1.1.1 and 1.1.2).


	(a)
Confirm that an interest rate management strategy has been set as part of the treasury management policy and that it is kept up to date and approved by the Board.
(b)
Confirm from a sample of loans and investments made within the previous six months comply with the interest rate management strategy.



	
	5.1.4
Actual interest received is compared to expected interest and investment contract note.
	(a)
Confirm that checks are performed and evidenced to validate that actual interest received is as for expected interest and in accordance with the contract note.




6.
MANAGEMENT INFORMATION

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	6.1
Inadequate management information generated in respect of treasury management leads to the inappropriate financial decisions being taken. 
	6.1.1
The Board receives regular reports on treasury activities, including systematic sensitivity analysis.
	(a) Review Board minutes and agendas and confirm that the Board receives regular reports on treasury activities, including variance analysis.



	
	6.1.2
Performance indicators are set, with the Board receiving periodic reports on performance against these indicates. 
	(a)
Confirm that:

· performance indicators have been set. Confirm whether the indicators being used have been compared with those used by a sample of peer housing associations to confirm their appropriateness. 
· the Board receive periodic reports on performance against these indicators. 

· the indicators are subject to periodic review for continued relevance.
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