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Dyddiad: 24ain Hydref 2017	

At:	Comisiynydd yr Heddlu a Throseddu, Y Prif Gwnstabl ac Aelodau’r Cyd-bwyllgor Archwilio (Mr A Kenwright, Mr A Morgan, Mr G Evans, Mr M MacDonald)

Copi at:	Mrs J Woods, Y Prif Swyddog Cyllid
Cymdeithas Prif Swyddogion yr Heddlu a Swyddogion a Staff Uwch 
		Cynrychiolwyr TIAA a Swyddfa Archwilio Cymru
		Y Wasg a’r Llyfrgelloedd

Annwyl Syr/Fadam,

Cynhelir cyfarfod y Cyd-bwyllgor Archwilio ar Ddydd Mawrth 31ain o Hydref 2017 am 2:00yp yn Ystafell SCC004 y Ganolfan Rheoli Strategol, Pencadlys yr Heddlu, Llangynnwr, Caerfyrddin  i drafod y materion ar yr agenda sydd ynghlwm.  Caiff Cynrychiolwyr o’r Wasg ac Aelodau o’r cyhoedd fynychu’r cyfarfod hwn.  Er  mwyn cymryd rhan drwy gyfrwng y Gymraeg  mae’n ofynnol i Aelodau o’r Cyhoedd roi o leiaf 7 diwrnod o rybudd er mwyn sicrhau darpariaeth o’r fath, yn unol â’r hyn a nodir ar ein gwefan.  Pe byddem yn derbyn hysbysiad hwyr, byddwn yn gwneud ein gorau i ddarparu'r gwasanaeth hwn, ond ni ellir gwarantu y bydd ar gael.
Yr eiddoch yn gywir
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Mrs Carys F Morgans
Pennaeth Staff
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cofnodion 25-07-2017
HEDDLU A THROSEDDU
POLICE AND CRIME

Joint Audit Committee
Police HQ ;
25" July 2017
10:00 - 12:25

Meeting:
Venue:
Date:
Time:

Heddlu+Police

> DYFED-POWYS

Members:

Mr Alasdair Kenwright (AMSK)
Mr Malcolm MacDonald(MM)
Mr Andre Morgan (AM)

Mrs Carys Morgans, Chief of Staff (CoS)

Mrs Jayne Woods, Chief Finance Officer (CFO)

Mr Edwin Harries, Director of Finance (DoF)

Mr John Herniman, Engagement Director, WAO

Mr Jason Garcia, Audit Manager, WAO (JG)

Mr Jonathan Maddock, Client Manager, TIAA (JM)

Mrs Sarah Welsby Financial Accountant

Mrs Karen Davies Financial Accountant

Mrs Claire Bryant, Compliance Officer (agenda item 15 only)
Mr Andrew Edwards, Asst Director BSU (agenda item 16 only)
Mrs Anne Williams, Business Support Officer

Apologies:

Mr Gawain Evans Chair, Mr Dafydd Llywelyn Police & Crime
Commissioner, Mr Mark Collins Chief Constable, Ms Vicky Davies Audit
Director TIAA.

Declarations
of Interest:

None

ACTION SUMMARY FROM MEETING ON 29" March 2017

Action No.

Action Summary Progress

A94 2016/17

TIAA to report on comparative work with other
Welsh Forces to determine best practice.

Complete

A95 2016/17

VD to share TIAA'’s Client Portal with Members. Complete

A96 2016/17

That an update on Creditor payments be
provided at the next meeting.

Complete

A97 2016/17

That the CFO discuss and confirm the most
appropriate method of valuating different
classes of assets in the accounts with Wales
Audit Office.

Complete

A98 2016/17

VD to provide the Force with the draft wording
of the audit opinion in preparation of a draft
Statement of Accounts.

Complete

A98 2016/17

Following amendments the report on Annual
Governance Statements for 2016/17 be re-
issued for further comments and amendments.

Complete






A98 2016/17 | Due to a restriction on time, in relation to
agenda item 5 the Chair asked Members to
circulate any comments in relation to the draft
Joint Audit Committee Annual report in advance
of the next meeting.

A98 2016/17 | In relation to agenda Item 4 Terms of Reference | Complete
for the Joint Audit Committee, Members were
asked to circulate any comments in advance of
the next meeting.

A98 2016/17 | Members to meet in advance of the next | Complete
meeting to discuss and agree outstanding items
in relation to the Annual Report and Terms of
Reference.

A98 2016/17 | The CoS to circulate Members with actions | Complete
arising from the JAC training day.

Welcome

Al 2017/18 Minutes of the meeting held on 29™ March 2017 and Matters
Arising

MM accepted the role of lead on HMIC matters and to attend appropriate internal

meetings.

Two administrators within the Force had been provided with access to TIAA’s Client Portal
system. Any request to access the system could be made via the administrators.

Decision: That MM lead on HMIC matters and be invited to attend appropriate
meetings.

Action: The CFO to send TIAA's Client briefings to Members electronically.

Decision: The minutes of the meeting held on 29" March 2017 were accepted
as a true record.

A2 2017/18 Terms of Reference (ToR) for the Joint Audit Committee

Members had previously met to discuss the ToR and following feedback the draft ToR
were presented for formal ratification. Members were content to approve.

Members thanked the CoS for the preparatory work and it was agreed to review the ToR
on an annual basis to certify they were fit for purpose.

Decision: That the Terms of Reference for the Joint Audit Committee be
approved and reviewed annually from here onwards.






A3 2017/18 Joint Audit Committee draft Annual Report 2016/17

Members considered the Annual Report to be more informative than in previous years.
Decision: The Annual Report 2016/17 was approved for publication.

A4 2017/18 Draft 2016/17 Letter of Representation

a) Police & Crime Commissioner

JH outlined the audit procedure as part of the closure of accounts. Full access had been
given to information with one uncorrected misstatement highlighted. JH provided
Members with a detailed explanation on the uncorrected misstatement, and a
management decision not to amend the accounts due to its materiality which did not
affect the unqualified opinion of the accounts.

MM questioned any impact and difficulties from the uncorrected misstatement on next
year’s accounts. In response JH satisfied Members of the position and provided Members
with clarification of their responsibilities of the process to recommend the Accounts and
Letter of Representation to the PCC and CC for signature.

Decision: The draft Letter of Representation of the Police and Crime
Commissioner was approved for signature by the appropriate signatories.

b) Chief Constable

The content of the Letter was similar to the PCC’s Letter except for the uncorrected
misstatement.

There were no further questions in relation to the Chief Constable’s Letter of
Representation.

Decision: The draft Letter of Representation of the Chief Constable was
approved for signature by the appropriate signatories.

A5 2017/18 Management’s response to the audit enquiries on arrangements
for the prevention and detection of fraud.

JH outlined the requirements in accordance with the International Standards on Auditing
(ISAs) and briefly explained the areas of governance where views were sought and
consideration given to matters. MM questioned certain aspects of the content and
whether the content was being used for other purposes. AM made a suggestion on the
layout to aide ease of reading.

Decision: Members were in agreement with management’s response to the
audit enquiries to those charged with governance and management.

A6 2017/18 Wales Audit Office of 2016/17 Financial Statements Report and
Management Letter





The report provided an opinion on whether the financial statements of the Police and
Crime Commissioner and the Chief Constable for Dyfed-Powys gave a true and fair view
of their financial position as at 31 March 2017 and of their income and expenditure for
the year.

The timing of the report provided a very positive reflection of the work undertaken during
the pilot year to meet the earlier deadlines on the closure of accounts. The pilot
highlighted learning processes for the Force and WAO to look at areas for improvement
and any necessary process change. An early review of the draft accounts had proved
successful in providing an opportunity to highlight and address any issues at an early
stage.

JH had previously referred to the uncorrected misstatement and issued an unqualified
opinion subject to the accounts for approval.

The Chair on behalf of the Joint Audit Committee wished to record their gratitude to the
Finance Team for their significant achievement on early completion of the accounts.
Similarly, Members of the Joint Audit Committee paid compliments to WAO for their work
to assist with early closure.

Members referred to minor amendments required within the accounts.

In Appendix 5, MM questioned the non-disclosure of the two narrative adjustments made
to the Annual Governance Statement as Members had a responsibility to ensure the
Statement’s accuracy. In response ]G reassured Members by outlining the minor
amendments involved.

Decision: That the Financial Statements Report and Management Letter be
noted.

A7 2017/18 Draft Annual Statement of Accounts for 2016/17
a) Group Accounts

The CFO introduced the Group Accounts and referred to the helpful narrative report
which highlighted the most significant matters reported in the accounts along with an
explanation of the potential impact of the current economic climate on the services
provided by the PCC and CC for Dyfed-Powys.

Members had previously met at a Finance Seminar to discuss the draft accounts in some
detail. Members wished to record that the Finance Seminar had proved most informative
and was an extremely valuable part of the process which hopefully would be repeated in
future years. Members also felt the Narrative Report was well written and clearly
worded.

In relation to page 9 of the report, AM asked for updates on the delays in IT upgrades
and to the registration of buildings with the Land Registry. The CFO referred to previous
problematic issues with Land Registry and provided an explanation on the situation to
date.





The DoF explained that delays in delivering numerous IT and other strategic projects
were delays from a value for money perspective as opposed to project management
delays.

In relation to Land Registry, Members offered assistance which may support the process
in future.

Decision: The draft Statement of Accounts (Group Accounts) 2016/17 be
approved for signature.

b) Chief Constable Accounts

The DoF referred to the valuable and positive discussion which took place at the Finance
Seminar on the accounts. Most of the key points within the Narrative Report had been
discussed and the DoF welcomed any questions on the draft accounts.

AM complimented the useful detail within the Core Principles of Good Governance.

Decision: The draft Chief Constable’s Statement of Accounts (Single Entity)
2016/17 be approved for signature.

A8 2017/18 The 2016/17 Internal Audit Report

The annual internal audit report summarised the outcomes of reviews carried out on the
organisation’s framework of governance, risk management and control. The report was
designed to support the Annual Governance Statement.

JM summarised the content of the report and highlighted the Head of Internal Audit’s
Annual Opinion where sufficient internal audit work had been undertaken to allow for a
reasonable conclusion as to the adequacy and effectiveness of Dyfed-Powys Police’s risk
management, control and governance processes. Also an opinion that the Police and
Crime Commissioner and Chief Constable for Dyfed-Powys Police had adequate and
effective management, control and governance processes to manage the achievement of
its objectives.

MM questioned the content of the first sentence within the Annual Opinion and whether
reference should also be made to the the PCC’'s risk management, control and
governance processes?

A discussion took place on whether this statement was included in any other documents
which required closer examination.

It was agreed that no changes would be made to this year’s Internal Audit Report but JM
agreed to bring it to Vicky Davies’ attention.





Decision: To note the 2016/17 Internal Audit report.

There were no members of the public present and the Chair agreed to discuss
items which were Exempt from the public.

A9 2017 /18 Internal Audit Annual Plan comparison report EXEMPT

The document was the collation of the Internal Audit Strategic and Annual Plans for the
four Welsh Police and Crime Commissioners and Chief Constables.

It was the intention to provide comparator data and information where appropriate and
to conduct joint reviews where beneficial. The report was to provide information of the
planned work at all four organisations and used as a starting point for discussion of
jointly beneficial reviews.

Members and Officers were appreciative of having sight of the Comparison report and
asked appropriate questions and made relevant observations on certain aspects of the
content.

Decision: To note the report and to refer to the report at an appropriate time
when reviewing Internal Audit programme for the following year.

A10 2017/18 Progress report of the Internal Auditors (SICA) 2017/18

The summary provided the Audit Committee with an update on the progress of internal
work at Dyfed-Powys Police as at 13" July 2017. There was one change proposed to the
Annual Plan. Senior Management had requested a review of compliance with the Welsh
Language Standards. This was to replace the Board Assurance Framework review as the
organisation had not formally adopted or commenced work on the assurance framework
to date.

An update on the two Priority 1 recommendations showed that the majority of duplicate
payments had been recovered. The recommendation to advise Insurance Brokers of the
Aberystwyth mast site had been implemented.

In response to a question, JM provided Members with an update on ICT Network
Security.

Members highlighted the delay in receiving a draft report on Firearms Licensing which
was scheduled for 12" June. A reminder would be sent to highlight the outstanding
report and the Committee’s decision to invite appropriate staff to a meeting for
explanation.

In relation to a proposed change to the Annual Plan, the CFO highlighted the addition of
a review of compliance with the Welsh Language Standards and the Committee’s
requirement to approve any such change to the originally agreed Plan. It was noted that
this change would not affect the overall number of days within the Plan.





In relation to the availability of WAO reports, MM questioned any mechanisms in place for
this process. JH confirmed that any applicable reports would be brought to Members’
attention.

Decision: Members agreed a formal change in the Annual Plan to include a
review of compliance with the Welsh Language Standards

A1l 2017/18 Internal Auditors Reviews
a) Vetting Arrangements

The review assessed compliance with the internal vetting policy. The review awarded
reasonable assurance with three Priority 2 recommendations, three routine Priority 3 and
three operational recommendations.

JM referred to the Priority 2 recommendations which highlighted a backlog of workforce
who do not hold up-to-date security clearance and no process in place to effectively
manage persons with expired Non-Police Personnel Vetting who require renewal. It was
noted that an increase in FTE staff to deal with this vetting workload backlog would assist
in meeting the target implementation date of January 2019. There was no process in
place to inform sponsors in advance of clearances that were due to expire and a target
date for implementation was set at end of December 2017.

JM briefly summarised a Priority 3 recommendation to look at options available to
enhance the current Vetting Database and to submit a business plan after all options had
been explored. As a performance measure the number of outstanding expired or not-up-
to-date security clearances was to be reported in Performance Reports at Police
Accountability Board in order to provide assurance of compliance with the National
Vetting Policy.

In relation to the vetting clearance backlog MM questioned the distant target
implementation date of January 2019 and enquired whether a comparison with other
Forces was available. JM alluded to a comparison with two other Forces and the January
2019 date being a target completion date set by HMIC but work was expected to be
completed in advance of this date. MM highlighted this as a risk to the organisation and
the requirement for it to be included on the risk register.

A discussion followed on the staffing increase within the Vetting Unit with plans to
prioritise the order of processing the backlog in order to mitigate any risk.

Members considered it prudent to receive a progress reports in due course.

Decision: To provide Members with a progress report on the Vetting backlog
at a future meeting.





b) Governance - Collaboration Arrangements

The review considered the effectiveness of the governance arrangements for internally
managing collaborative projects. The review awarded reasonable assurance with one
Priority 1 and one Priority 3 recommendations.

The Force was in the process of implementing a new governance structure which was in
its infancy at the time of the review.

A Force Collaboration Board had been established as part of the new meeting structure.
The Board was to report to a Futures Board which was yet to meet.

In addition to the Police and Crime Plan and subsequent Delivery Plan, a joint
Collaboration Strategy had been developed to set out the principles for the Force
entering into collaborative opportunities.

MM emphasised the benefits of his attendance at Corporate Governance Group meetings
and asked for copies of the new governance structure to be distributed to JAC members
for information when available.

As all Welsh Forces had the same internal auditors the CoS highlighted the value of
looking at potential internal audit work on collaboration arrangements and a proposal
from this Committee to raise this matter at a future meeting of the All Wales Policing
Group.

Action: Members to be sent a copy of the new governance structure when
available.

Action: To include a discussion on Collaboration arrangements on the agenda of
a future meeting of the All Wales Policing Group.

c) HR Management - Learning and Development Arrangements

The review considered the arrangements for determining the learning and development
requirements, the monitoring arrangements and reporting to Boards. The review
awarded reasonable assurance with one Priority 2 recommendation highlighting the need
for an overall Policy and Procedures document to be formulated by the Learning &
Development Department. One Priority 3 recommendation was for the Strategic Learning
& Development People’s Board to meet on a quarterly basis to ensure regular monitoring
of performance against the Costed Training Plan. Both recommendations had been
accepted. A significant improvement had been made since the previous review three
years previously.





AM made an observation on the overspend on the training budget and control measures
for Managers for the approval of training requests. The DoF clarified the process and
scrutiny involved with the training budget.

d) Fleet Management - Repairs and Maintenance

The review considered the effectiveness of the arrangement for the management of the
fleet of vehicles used by the Force and the Police and Crime Commissioner’s Office. The
review awarded reasonable assurance with three Priority 2, two Priority 3 and three
operational recommendations.

The Vehicles Fleet Strategy and the Vehicles Replacement Strategy had both since been
updated. In relation to vehicles identified as overdue for servicing, a new system had
already been implemented to notify staff of this requirement. Members questioned the
capabilities of Tranman and the sample of vehicles reviewed. Issues relating from the
Tranman system would hopefully improve following an upgrade to the system.

Decision: To note the reviews of Internal Auditors.

A12 2017/18 Force and OPCC Corporate Risk Registers EXEMPT

a) Force Corporate Risk Register

The DoF summarised the key areas of risk identified on the report.

Members were encouraged at the level areas of risk were being managed.

The Chair questioned the auditors on the areas of risk considered when conducting their
audit work. JM confirmed that risk was taken into consideration in every review and
avenue of their work. JG commented on the hugely detailed report and suggested
Members prioritise certain risks at JAC meetings on a rolling programme and invite
owners or risk to attend meetings to discuss how risk was being mitigated.

A discussion ensued on whether to include risk as a standing item on agendas. AM felt it
worthwhile for Members to discuss in more detail and appreciated the opportunity to be

sighted of the full risk register.

In order to assist Members with decision making, the CoS suggested that a discussion be
ensued following the agenda item on ‘Supportive Scrutiny Processes’.

Decision: To note the Force Risk Register.





b) OPCC Corporate Risk Register

CB highlighted the key risks covered within the Register with the main items being
around scrutiny work and how the Office supports the Commissioner in fully exercising
his duties.

Decision: To note the OPCC Corporate Risk Register.
Al13 2017/18 Input on the OPCC risk and supportive scrutiny processes

CB circulated two documents for Members’ attention and gave a presentation on
Supportive Scrutiny processes. The processes were in their infancy and would evolve
and be reviewed in six months.

The CoS referred to changes which were being introduced to ensure that scrutiny
undertaken by the Commissioner was risk based, focussed and added value to the Force.

The terms of reference of Policing Board and Police Accountability Board had been
adapted to take a thematic approach to cover issues of considerable significance to assist
the Commissioner with his scrutiny responsibilities.

Members asked appropriate questions in relation to the Scrutiny Focus Pick and Sand
checklist.

Members felt this was a beneficial development and requested a progress report in six
months’ time.

A lengthy discussion ensued on the best approach for Members to usefully explore and
scrutinise all areas of risk. There was scope at the September JAC meeting but MM
expressed his concern on the time element involved if presentations were included as
agenda items.

The CoS questioned whether Members wished to suggest a topic of risk for consideration
in the next meeting. MM asked for a reminder to be sent to Members prior to the next
meeting in order to choose a particular area of risk for discussion.

CB was thanked for the presentation and left the meeting at this point.

Action: A report on the scrutiny process to be provided to Members in six
months.

ACTION: A reminder to be sent to Members to determine an area of risk to
scrutinise at the next meeting.

10





Al14 2017/18 Payment Statistics

Following introductions Andrew Edwards provided a brief overview of the report which
outlined the recommendations of the internal audit report for the Creditors function in
2016/17, the work carried out to improve areas and the impact on time take to process
invoices.

Members made observations and asked relevant questions on particular areas within the
content of the report. In answer to a question on Direct Debits, AE agreed to ascertain
an answer and feed back to Members in due course. Reference was made to the three
day business improvement event and a discussion on the capabilities of the ABW system
in relation to duplicate invoices. AE offered to circulate to Members the business paper
for the event to show the depth of scrutiny undertaken to improve areas of business.
Members were reassured by the detail within the report and AE was thanked for his
presentation.

AE left the meeting at this point
Decision: Members noted the report on payment statistics.
A15 2017/18 Minutes of Corporate Governance Group meeting 12" June 2017

The DoF summarised areas within the Minutes and drew attention to one correction -
Policing Accountability Board to be amended to Police Accountability Board.

MM recognised a challenging year where there had been a lot of changes in relation to
new guidance and thanked all involved for their hard work.

An official announcement on the funding formula was still awaited. The DoF considered
the prospects of any change in 2018/19 to be remote given that the Home Office had not
yet commenced a consultation on this matter.

Decision: The Committee noted the minutes of the Corporate Governance Group
held on 12" June 2017

A16 2017/18 Any other business

Following consultation with Members, at a meeting of Policing Board the Chief Constable
and Police & Crime Commissioner approved the extension of TIAA’s contract by a further
twelve months.

Decision: To formally note the decision made in Policing Board to approve the
extension to TIAA’s contract by a further twelve months.

11





A recruitment process for Members of the Joint Audit Committee was to commence
shortly. There was a proposal to extend the current term of office of two existing
Members by a further meeting. This was to allow sufficient time to complete the process
and enable any new Members to shadow a meeting. The CoS confirmed the decision to
look at a Committee which comprised of up to five members.

The CFO informed Members of a CIPFA development day for Police Audit Committees to
be held in London and York and invited expressions of interest.

MM questioned the possibility of either CIPFA arranging a similar day in Wales or for an
in-house training day and to include the four Welsh Forces. Some Members had
previously attended CIPFA training events and it was agreed to ascertain previous
content in order to determine any value.

Action: The CFO to forward details of the CIPFA development day to Members
for consideration.

Action: To ascertain the content of previous CIPFA training events.

The CFO drew attention to an on-line WAO consultation on ‘Simplifying the Fee Regime’.
A closing deadline was noted if Members were interested in participating.

The meeting closed at 12.25pm

Date of next meeting: 25" July 2017

D ® AR RO 0
Decision N° Decision Summary To be progressed by

D1 2017/18 | That MM lead on HMIC matters and be | Force
invited to attend appropriate meetings.

D1 2017/18 | The minutes of the meeting held on | Complete
25" March 2017 were accepted as a
true record.

D2 2017/18 | That the Terms of Reference for the | Members
Joint Audit committee be approved and
reviewed annually from here onwards.

D3 2017/18 | The Annual Report 2016/17 was | Complete
approved for publication.

D4 2017/18 | The draft Letter of Representation of | Complete
the Police and Crime Commissioner was
approved for signhature by the
appropriate signatories.

D4 2017/18 | The draft Letter of Representation of | Complete

12





the Chief Constable was approved for
signature by the appropriate
signatories.

D5 2017/18 | Members were in agreement with | Complete
management’'s response to the audit
enquiries to those charged with
governance and management.

D6 2017/18 | That the Financial Statements Report | Complete
and Management Letter be noted.

D7 2017/18 | The draft Statement of Accounts (Group | Complete
Accounts) 2016/17 be approved for
signature.

D8 2017/18 | To note the 2016/17 Internal Audit | Complete
report.

D9 2017/18 | To note the report and to refer to the | Members
report at an appropriate time when
reviewing Internal Audit programme
for the following year.

D10 To agree a formal change in the Annual | Complete

2017/18 Plan to include a review of compliance
with the Welsh Language Standards.

D11 To provide Members with a progress | Force

2017/18 report on the Vetting backlog at a
future meeting.

D11 To note the reviews of Internal | Complete

2017/18 Auditors.

D12 To note the Force Risk Register. Complete

2017/18

D12 To note the OPCC Corporate Risk | Complete

2017/18 Register.

D14 Members noted the report on payment | Complete

2017/18 statistics.

D15 The Committee noted the minutes of | Complete

2017/18 the corporate Governance Group held
on 12" June 2017.

D16 To formally note the decision made in | Complete

2017/18 Policing Board to approve the extension

to TIAA’'s contract by a further twelve
months.
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ACTION SUMMARY FROM MEETING ON 25" July 2017

Action N° Action Summary To be
progressed by
Al 2017/18 | The CFO to send TIAA’'s client briefings | CFO
electronically to Members.
Al1l Members to be sent a copy of the new | DoF
2017/18 governance structure when available.
Al1l To include a discussion on Collaboration | CoS
2017/18 arrangements on the agenda of a future meeting
of the All Wales Policing Group.
Al13 A report on the scrutiny process to be provided | CoS
2017/18 to members in six months.
Al3 A reminder to be sent to Members to determine | CoS
2017/18 an area of risk to scrutinise at the next meeting.
Al16 The CFO to forward details of the CIPFA | CFO
2017/18 development day to Members for consideration.
Al16 To ascertain the content of previous CIPFA | CFO
2017/18 training events.
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Police and Crime Commissioner for Dyfed-Powys and Chief
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Summary Internal Controls Assurance (SICA) Report
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tiaa

Police and Crime Commissioner for Dyfed-Powys and Chief Constable Dyfed-Powys

Summary Internal Controls Assurance (SICA) Report 2017/18
INTRODUCTION
1. This summary report provides the Audit Committee with an update on the progress of our work at Dyfed-Powys Police as at 20" October 2017.
PROGRESS AGAINST THE 2017/18 ANNUAL PLAN
2. Our progress against the Annual Plan for 2017/18 is set out in Appendix A. The results of these reviews are summarised at Appendix B.
INTERNAL CONTROL FRAMEWORK
3. Fieldwork has commenced on the 2017/18 reviews, with four further final reports issued since the last Joint Audit Committee meeting. There are no issues arising

from the findings which would require the annual Head of Audit Opinion to be qualified.

Review

Risk Management —
Mitigating Controls

Estates Strategy

Pension Fund

Figure 1 - Key Strategic Governance, Risk Management and Control Matters

High level

The Legal and Compliance Business Development Co-ordinator continues to be the single point of contact for the risk registers.

The senior management team regularly review risk registers. Previously the risk registers had been presented to the Chief Officer Group, but are now
presented to the new forum of the Force Executive Board.

The Risk Management Policy has been updated to reflect the revised governance arrangements.

The Force’s risk appetite statement has been reviewed in 2017 to provide context to the level of mitigating controls which are to be implemented.

There was evidence to confirm that risk registers are updated on a regular basis.

An Estates Strategy is in place for 2017 — 2018, the strategic aim of which is to provide clear guidance and direction around the future strategic and
operational estates requirements for the Force and to provide clarity for budget allocation and future investment requirements.

The Strategy aligns to the priorities contained within the Police and Crime Plan.

The Estates Project Board monitors implementation of the Estates Strategy.

Estates and Facilities staff have been transferred to the Office of the Police and Crime Commissioner and this needs to be reflected in the next review of
the Corporate Governance Framework.

Further operational requirements are to be determined to take forward the full implementation of the Estates Strategy.

The organisation has effective control arrangements in place in relation to the pension arrangements.

Policies and procedures for the pension’s administration arrangements have been appropriately documented and were current.
Responsibilities for the oversight, monitoring and operational arrangements were clearly defined.

No issues were identified from the compliance testing undertaken as part of this review.

No recommendations were identified.





tiaa

Review High level

Police and Crime Commissioner for Dyfed-Powys and Chief Constable Dyfed-Powys

Summary Internal Controls Assurance (SICA) Report

2017/18

Capital Projects The Force has comprehensive arrangements in place for the monitoring of the Capital Programme 2017/18 with effective governance and reporting
involving all key stakeholders.

The Capital Programme is developed through informed projections and forecasting.

Regular financial monitoring and reporting of the Capital Programme 2017/18 is evident.

Investigations — Duty First aiders, fire marshals and fire wardens have been identified by the Force, however details of their names and location have not been provided to staff.

of Care, HR and Fire alarm testing has not been undertaken on a weekly basis.

Financial systems

Emergency lighting testing has not been undertaken or recorded on a routine basis.

A324 forms are not always dealt with in a timely manner, and no audit trail was available for any issues encountered.

Purchasing cards are being used to pay for multiple invoices for a single purchase circumventing the Force’s Financial Regulations.

EMERGING GOVERNANCE, RISK AND INTERNAL CONTROL RELATED ISSUES

4, To date there has only one report, the Investigations — Duty of Care, HR and Financial systems review, where we have assessed the controls as providing “limited
assurance”. The issues identified relate to generic health and safety issues and at this stage we have identified no emerging strategic risks which could impact on
the overall effectiveness of the governance, risk and internal control framework of the organisation and adversely impact our annual opinion.

AUDITS COMPLETED SINCE THE LAST REPORT TO COMMITTEE

5. The table below details of audits completed for 2017/18 since the previous meeting of the Joint Audit Committee.
Key Dates Recca\ln:mzmgtfions
Review Evaluation Draft issued Requnses Final issued 1 2 3 OE
Received
Risk Management — Substantial 14/08/17 05/09/17 08/09/17 - - - 2
Mitigating Controls
Estates Strategy Reasonable 14/08/17 05/09/17 08/09/17 - 1 1 1
Pensions Substantial 05/09/17 05/09/17 08/09/17 - - - -
Capital Projects Substantial 04/09/17 05/09/17 08/09/17 - - - -
Investigations — Duty of Care, [imited 08/08/17 19/09/17 19/09/17 - 6 2 1

HR and Financial systems
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CHANGES TO THE ANNUAL PLAN 2017/18

6. There is one change proposed to the Annual Plan at this time which was approved at the last JAC meeting. This was replace the Business Assurance Framework
review with a compliance review of the Welsh Language Standards.

FRAUDS/IRREGULARITIES

7. We have not been advised of any frauds or irregularities in the period since the last summary report was issued.
LIAISON
8. Liaison with external audit: We have ongoing liaison with Wales Audit Office and have provided working paper files and the report on key financial systems.

PROGRESS ACTIONING PRIORITY 1 RECOMMENDATIONS

9. We have made no Priority 1 recommendations (i.e. fundamental control issue on which action should be taken immediately) since the previous SICA. The
previous SICA reported one Priority 1 recommendation that has now been implemented and will be removed from this report at the next update. See Appendix B.

OTHER MATTERS
10. We have issued briefing notes and fraud digests since the last audit committee. These are listed on Appendix C.
RESPONSIBILITY/DISCLAIMER

11. This report has been prepared solely for management's use and must not be recited or referred to in whole or in part to third parties without our prior written
consent. The matters raised in this report not necessarily a comprehensive statement of all the weaknesses that exist or all the improvements that might be made.
No responsibility to any third party is accepted as the report has not been prepared, and is not intended, for any other purpose. TIAA neither owes nor accepts any
duty of care to any other party who may receive this report and specifically disclaims any liability for loss, damage or expense of whatsoever nature, which is
caused by their reliance on our report.
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Appendix A

Progress against the Annual Plan for 2017/18

Planned Days Revised
System Quarter Quarter Current Status Comments
Governance - Collaborations 1 6 1 Final report issued 28" June 2017
Risk  Management -  Mitigating th
Controls Final Report Issued 8" September 2017

Fleet Management - Strategy Final report issued 26" June 2017

HR Management - Learning and

1 7 1 Final report issued 26" June 2017
Development

Investigations — Duty of Care, HR and
Financial systems

This is to be revised, TIAA to revisit to
discuss further to clarify certain issues

Final Report issued 19" September 2017

Firearms Licensing Final Report Issued 18" August 2017

Vetting Final report issued 7" July 2017

Capital Projects Final Report Issued 8" September 2017

Page 4
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System '33;32? eV gﬁ\grstg(rj Current Status Comments
Estates Strategy Final Report Issued 8" September 2017

Payroll Draft Report Issued 20" October 2017

Pensions Final Report Issued 8" September 2017
Overtime and additional allowances Draft Report Issued 2™ October 2017
Interim Follow Up Draft Report Issued 26" September 2017

2017/18 Annual Plan

= To be commenced

KEY:

= Site work commenced

= Draft report issued

= | Final report issued
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Appendix B
Recommendations — Priority 1 Only
Audit Report: Creditors —2016/17 - Report Issued: 12" January 2017
Rec. Risk Area Finding Recommendation Priority Management Implementation Responsible
Comments Timetable Officer
(dd/mml/yy) (Job Title)

A review has been undertaken by | 31/03/2017 (for full | BSU Officer /
the BSU of all payments appearing reimbursement of  BSU Co-
to be duplicates for the 2015/16  monies, however | Ordinator

and 2016/17(to date) financial process in place to

years. The Business Support monitor these

Officer is now in the process of payments moving

making contact with each of the forward)

suppliers in question to discuss | the process of

reimbursement. To capture this| peing implemented

information a spreadsheet of these
payments has been created and is
being used to monitor receipt of
this money.

1 Compliance |A review of the cash book and all| Duplicate payments and payments
transactions on the ABW system to the wrong supplier be recovered
confirmed that no credit notes were|as soon as possible and the
received for duplicate payments and recovery process be monitored to
payments to the wrong suppliers identified  ensure all amounts are received.
in paragraph 10.24. All findings and
information for the payments identified was
promptly passed to the Financial
Processing Supervisor to commence the

recovery process.
yp Eleven of the twelve

duplicate payments
have now been

recovered. The one
In addition a quarterly review will | o aining payment

be undertaken by the BSU Co- f£335263is the
Ordinator of all payments to identify ;5 cess of being
any future duplicate payments. recovered, supplier
is just taking time
to investigate
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Appendix C

Briefings on Developments in Governance, Risk and Control

TIAA produce regular briefing notes to summarise new developments in Governance, Risk, Control and Counter Fraud which may have an impact on our clients. These
are shared with clients and made available through our Online Client Portal. A summary list of those CBNs issued in the last three months which may be of relevance to
Dyfed Powys Police is given below. Copies of any CBNs are available on request from your local TIAA team.

Date Issued CBN Ref Subject Status TIAA Comments
Cash handling staff should be provided with guidance on how to recognise

10/10/2017 ~ CBN-17032 A\ — Identification of Counterfeit For Possible Action ;
Banknotes counterfeit notes

Al — COSO Enterprise Risk Audit Committees and Boards/Governing Bodies are advised to note the updated

19/09/2017 CBN-17029 For Information Enterprise Risk Management publication issued by COSO when reviewing their risk
Management Update .
management policy and procedures
19/09/2017 CBN-17028 NAO _ Guidance Qn _Cyber For Possible Action Audit Com_mlttees are advised to note the new gwdan_ce, _and to review their
Security and Information Risk understanding and coverage of cyber security and information risks

Audit Committees and Boards/Governing Bodies are recommended to seek
Public Sector-Potential Fine For assurance that their IT provisions include clearly defined, effective and managed
14/09/2017 CBN-17027 ) For Possible Action cybersecurity measures. In readiness for the new directive organisations should
Weak Cybersecurity . - . )
ascertain whether the arrangements in place demonstrate appropriate measures if a
cybersecurity incident occurs

All-The Need to Embed Cvber Audit Committees and Boards/Governing Bodies are advised to confirm whether
06/09/2017 CBN-17026 N y For Action procurement processes reflect an ongoing commitment to keep IT systems safe and
Security within Procurement secure

Members of Audit Committee and Boards/Governing Bodies are advised to review
For Information the contents of the guide, and note the key principles relating to the transmission of
data by e-mail.

All - Chanaes to Data Protection Boards and Audit Committees are advised to note the implications of the guidance
11/08/2017 CBN-17024 - 9 For Action and changes, and review their assurance and controls over implementation of action
Legislation . . .
plans to achieve demonstrable compliance with the new GDPR.

All - Understanding Secure E-

1-1/08/2017 CBN-17025 .
mail
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Date Issued

11/08/2017
13/07/2017

11/07/2017

28/06/2017

28/06/2017

20/06/2017

26/05/2017

CBN Ref

CBN-17023

CBN-17022

CBN-17021

CBN-17019

CBN-17018

CBN-17015

CBN-17014

Police and Crime Commissioner for Dyfed-Powys and Chief Constable Dyfed-Powys Police

Subject

All - Cyber Security — National
Cyber Security Centre (NCSC)
Launches Web Check for Public
Sector sites

All - Cyber Threats from Human
Behaviour

All - Cyber Security Vulnerability
leads to £100,000 fine

All - National Audit Office
Briefing — “Round-up for Audit
Committees”

All - Audit Scotland Report on
ICT Projects Lessons Learned

All — ICO Draft Guidance on
How to Comply With the New
General Data Protection
Regulations (GDPR) regarding
Consent

All - Change in Threat Level for
International Terrorism to
CRITICAL

Summary Internal Controls Assurance (SICA)

Status

For Possible Action

For Action

For Action

For Information

For Possible Action

For Possible Action

For Action

2017/18

TIAA Comments

Audit Committees are advised to note the NCSC ‘Web Check’ has gone live for
public sector sites.

Where organisations have concerns over their current arrangements, they may wish
to consider commissioning assurance work to ensure they have identified any risk or
control gaps and have workable solutions.

Audit Committees and Boards/Governing Bodies are advised to investigate what
measures are being deployed within their organisation to reduce the human
behaviour threat. This can be a combination of technical measures and controls, as
well as robust training / e-learning and keeping the level of awareness a priority.

Audit Committees and Boards/Governing Bodies are advised to seek independent
assurance from their IT supplier (whether in-house or external) that all IT systems
are subject to timely and effective security patching. Likewise that vulnerability
assessment and scanning are regularly performed, to demonstrate that appropriate
measures are being taken and maintained.

Audit Committees to note the availability of this 6 monthly summary of NAO reports.

Audit Committees to note the implications of this Lessons Learned report. Where
organisations have strategic plans including any significant ICT Projects and system
procurements then assurance should be sought over the effectiveness of their
project management, risk and governance processes.

Audit Committees are advised to note the implications of the draft guidance, and
review their assurance and controls over readiness and resourcing for the
implementation of GDPR.

Where organisations have concerns over their readiness for GDPR, they may wish
to consider commissioning assurance work to ensure they have identified any
control gaps and have workable solutions. TIAA are undertaking GDPR reviews at
many clients during 2017/18, and would be happy to undertake a detailed analysis
and build an appropriate workplan to develop the necessary compliance measures.

Audit Committees and Boards/Governing Bodies are advised to ensure they have
appropriate assurance over their organisation’s Security arrangements, in particular
their Business Continuity and Emergency Planning and Preparedness plans.
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PURPOSE: For the Joint Audit Committee

Timing: Routine

Title: Capital Programme Update

Category of Decision / Business Area Impact: Finance

Executive Summary:

The paper that follows provides a summary of the mid-year capital programme
position.

The capital programme for 2017/18 will be underspent against budget
predominantly as a result of delays in identifying and purchasing land for the
Carmarthenshire custody project.

Further detail of expenditure against the main headings in the capital programme
is contained within the report that follows.

Recommendation:

The Joint Audit Committee to consider this update.
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2017 /18 Capital Programme Update

Introduction

At the beginning of every financial year the Police and Crime
Commissioner’s (Commissioner) sets his Capital Strategy for the
year. This sets out the principles that underpin the production of
the forward capital programme. It shows how capital investment
contributes to the delivery of the Police and Crime Plan by the
Commissioner and the Chief Constable (CC).

The detailed break-down of the current capital programme to
2023/2024 is shown in Appendix A.

Mid-year Review

The current capital position (to the end of September 2017) is
shown on the table on the next page.

A sum of £2.022m has been spent against a total capital budget of
£9.222m with a further £0.698m of commitments recorded on the
system for this financial year.

The budgeted expenditure in split over three main categories -
Estate, Fleet and Other (predominantly IT).

Estate

Over the next few years, it is anticipated that there will be
significant expenditure on the estate. This includes the provision
for improvements in custody facilities in Carmarthenshire which is
expected to cost in the region of £8.0m in total.

Significant refurbishment works to other stations around Dyfed
Powys and across all four counties will amount to a further £7.3m.
On top of this, there will be a rolling custody upgrade programme
and a continuing planned maintenance programme funded from
revenue spending.

The next table summarises that £5.9m was budgeted to be spent
on the estate during the 2017/18 financial year with £3m to be
spent on the Carmarthenshire custody project and £2.5m on the
estates wide refurbishment programme.

However, due to difficulties in identifying and purchasing suitable
land for this potential development, the majority of the





Carmarthenshire custody budget will not be spent in this financial

year.

Capital Budget Position to 30th September 2017

Budget| Actual to| Committed| Remaining
Description Original| Virement| 2017/18 Date| Spending Budget
£'000 £'000 £'000 £'000 £'000 £'000
Estates Projects
CXPCC Estates Strategy - PCC 5,790 0 5,790 1,149 47 4,595
5,790 0 5,790 1,149 47 4,595
Vehicles
CXFS Fleet Budgets 972 0 972 739 90 143
972 0 972 739 90 143
Digital Policing / Other Projetcs
CID Projects
CXC07 ANPR - Replacements / New National System 239 0 239 0 120 119
CXC11 Cyber Crime 50 0 50 4 7 39
CXI21 Crime Intervention 50 0 50 2 16 32
CXDIG Digital Video Evidence 40 0 40 0 0 40
379 0 379 6 143 231
Director of Finance Projects
CXI102 Core ICT Replacement Programme 75 0 75 23 20 32
CXI120 Programme Developers / Technicians 70 0 70 0 0 70
CXI04 Wide Area Network 150 0 150 0 257 -107
CXI05 PSN 190 0 190 5 0 185
CXI06 Disaster Recovery 50 0 50 0 9 41
CXI07 Server / Storage - Replacements 75 0 75 0 0 75
CX108 Storage & Backup replacement/Upgrades 100 0 100 0 0 100
CXI09 AlIAM Project 0 0 0 3 0 -3
CXI11 Telematics 25 0 25 1 0 24
Emergenccy Services Network (ESMCP)
CXJ0o8 ESMCP 215 0 215 1 0 214
CX5A2 Mobile Data 150 0 150 92 15 43
CX113 Airwave Radio replacement 50 0 50 0 15 35
Legal Services Capital Projects
CXL02 Electronic Data Records Management 50 0 50 0 0 50
Territorial Policing Projects
CXJO3 Body Worn Video 40 0 40 4 2 34
CXC13 CCTV 500 0 500 0 0 500
CXxJ11 Operations Equipment - ANPR in Beat Vehicles 100 0 100 0 100 0
CXI18 1P999 Upgrade 240 0 240 0 0 240
CXI119 Hydra Upgrade 0 0 0 0 0 0
2,080 0 2,080 129 418 1,533
Total Capital Position 9,222 0 9222 2,022 698 6,501

2.8 The Force wide refurbishment programme however is progressing
and the table in Appendix B shows a summary of expenditure to

date at each site.

2.9 The Commissioner has procured the support of external consultants

to lead and manage these refurbishment works.

Their first task

was to carry out condition surveys across the estate. This work has






2.10

2.11

2.12

2.13

2.14

completed and a further procurement to secure the service of
experts to write the detailed specification has also been carried out.
These specifications have been used as the basis of the
procurement for contractor services.

Works are being procured in five packages. The first package,
boiler works, was essentially completed in the last financial year
with £900k of the costs of the second package, urgent works, being
spent in 2017/18.

The remaining packages are the territory package (excluding
Powys), Powys territory works and Carmarthen HQ works. The
majority of the territory package (excluding Powys) will be spent in
this financial year. Therefore it is expected that costs of about
£650k will be spent in this financial year with works to be carried
out at Newcastle Emlyn being commenced in the new financial year.
Works at Powys and Carmarthen HQ will also follow in the next
financial year.

Fleet

In terms of vehicles, a replacement programme has been developed
and the cost implications are included in the forward capital plan.
Vehicle requirements are considered in detail at the vehicle user
group which is attended by operational and support representatives
from the Force however the Force will continue to utilise the
National Framework agreement to procure operational vehicles.
Currently the replacement programme is on target to fully spend
the budget for the year.

Other

Whilst the ANPR budget line is currently showing an underspend of
£119k, the replacement camera programme is currently running to
plan and therefore we are expecting the budget to be fully spent by
the end of the financial year.

At the start of this financial year a budget of £950k spread over six
years (to 2023/24) was established for the upgrade of Wide Area
Network (WAN). The procurement exercise has now been
completed and the contract has been awarded to British Telecom
Global Services under Welsh Government’s Public Sector Broadband
Aggregation contract. The capital cost of upgrading the Force’s
WAN provision is £657,379. However, the full capital cost falls due
within this financial year 2017/18. Therefore there will be an
overspend of £507,379 against WAN in this financial year although,
over six years, there will be a total saving of £292,621 against
budget. The full effect of this procurement has yet to be reflected
on the accounting system but the full £657,379 should be on the
system by the year end. The table below is an extract from the
business case depicting the actual versus budgeted costs (for both
revenue and capital):





2.15

2.16

2.17

2.18

Financial Case - WAN Upgrade

| 2017/18] 2018/19] 2019/20] 2020/21] 2022/23] 2023/24]  Total

f £ f £ £ £ £
Total Available Resources
Recurring Revenu Budget - ICT 0 300,000 300,000 300,000 300,000 300,000 1,500,000
Capital Budget - Wide Area Network 150,000 200,000 150,000 150,000 150,000 150,000 950,000
Total Resources Available 150,000 500,000 450,000 450,000 450,000 450,000 2,450,000
Total Resources Required
Revenue Budgets - ICT Revenue 0 236,839 237,089 162,493 162,905 163,325 962,701
Capital Related Spending 657,379 0 0 0 0 657,379

657,379 236,889 237,089 162,493 162,905 163,325 1,620,080

Total Change / Virement 507,379 -263,111 -212,911 -287,507 -287,095 -286,675 -829,920

Very little expenditure has been recognised against the PSN budget
line to date, however, switches are currently being bought via a
framework to ensure PSN compliance. It is expected that the full
£190k budget will be spent by the year end.

A budget of £100k was established for storage and backup
replacements/upgrades and whilst no expenditure has been made
to date, it is expected that this budget will be fully spent by the
year end.

The Emergency Service Mobile Communications Programme is a
nationally run programme to replace the Airwaves mobile radio
system. Details of the programme and its progress is often
reported in the press however, in summary, part of the cost of the
programme will be met centrally by the Home Office with the
remainder to be borne locally. The project is currently running
some nine months behind schedule. A review of the project is
expected to take place shortly with updated financials due to be
released in November 2017. It is unlikely that the budget will be
spent in this year and instead will be rolled over to 2018/19.

The mobile data project is progressing and the following initiatives
have been taken forward during the year:

o New crime process for recording at first point of contact;
o Welsh language compliance;

o Sudden death forms;

o Vehicle seizures - no tax process;

o New process for cancelling crimes;

o Thrives assessment available on mobile device

o Compact risk assessment (missing persons);






o Westpoint mobile photography integration.

2.19 The CCTV project is underway. An external consultant has assisted

2.20

2.21

in drawing up the tender specification. A project team is being
established to review the tender specification and to consider
further issues such as the monitoring requirements for the
equipment. Initial indications are that the capital cost of the
project will amount to £1.263m. A budget of £2m spread over four
years was set up at the start of this financial year with £500k
established as the budget for 2017/18. Given current timescales, it
is unlikely that much spend will fall within 2017/18 with the bulk of
the expenditure likely to fall into 2018/19.

When the budget was set, a recurring equipment budget of £100k
was also included as part of the capital programme with the aim of
reducing the impact of larger purchase requirements on revenue
budgets. A bidding mechanism was to be used for the allocation
and use of this funding. In year, the full budget has been allocated
to providing ANPR in beat vehicles.

The procurement of the 999/101 replacement system (noted as
IP999 upgrade on the table above) has been completed. The
contract was awarded to Computacenter and procured under the
National Procurement Service of Wales (NPS) ICT framework for
infrastructure. The capital cost of the new system will be £198,923
(against a budget of £240,000). Therefore there will be an
underspend of approximately £40k against this budget line at the
year end.

Impact Considerations

Implication Impact Impact Identified
Considered
(Yes/No)

Legal YES None
Contribution to YES As identified in Report
Police and Crime
Plan
Risk Analysis NO Assessed at each project

level as they progress
Equality NO Assessed at as each scheme

progresses

Human Rights YES None
Children & Young YES None
People
Environmental and YES As identified in Report
Sustainability
National Park YES None
Media NO Media Strategy around

publication needs to be
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considered by OPCC

Appendices
Appendix A - Detailed Capital Programme Budget
Appendix B - Estates Works by Site

Contact details
Author(s): Jayne Woods / Edwin Harries
Email: Edwin.harries@dyfed-powys.pnn.police.uk;
Jayne.woods@dyfed-powys.pnn.police.uk
Telephone: Ext 23296 / 23801

Public Access to Information

Information in this form is subject to the Freedom of Information Act
2000 (FOI Act) including the exemptions set out within the Act and other
relevant legislation. Where the exemptions or other restrictions are
applicable, this form will be edited prior to being made available on the
OPCC website within 5 working days of consideration by the Policing
Board.

Officer Approval

Chief Finance Officer

I have been consulted about the proposal and confirm that financial and
legal advice have been taken into account in the preparation of this
report. I am satisfied that this an appropriate request to be submitted to
the Policing Board

Signature Date 19/10/2017






Appendix A

Capital Programme

Estates Projects
Lanelli Custody Programme

Recurring Custody Spending

OPCC Estates Strategy Group Works
Planned Maintenance Programe
Further Phase - HQ Refurbishment
Total Spending

Vehicles

Vehicle Replacement Programme
Boat Replacement Programme

ICT Schemes

CCTV

PSN

Emeregency Services Network (Airwave Replacement)
Wide Area Network Requirements

Disaster Recovery

ANPR - Replacements / New National System
Programme Developers / Technicians

Cyber Crime Storage / Equipment

RMS Project

Digital Interview Recording

Central Data Information Store

Digital Photography

Ad Hoc Operational Equipment (Capital >£6K)
Body Worn Video

Mobile Data Project

Customer Relationship Management / CID
Crime Integration / Storm / PNC Audit / Interface
In-Car Video

Core ICT Desktop Replacement Programme
Server - Replacement programme

Storage & Backup Capacity

Telematics

Oracle Licences Replacements

Handset Replacements

Firewall Replacements

IP999 Upgrade

Funding Available

Police Capital Grants

Revenue Contribution to Capital
NPAS Capital (Panel)

Capital Receipts (Panel)

Capital Reserves (18645000)
Total

QOriginal Borrowing - Panel
Remaining Borrowing Requirement

Total Borrowing
Cumulative

Repayment @60 Yrs
Interest @4% per annum

Annual Increase

Revised  Original
[ 2016/17] 2017/18] 2018/19] 2019/20] 2020/21] 2021/22] 2022/23] 2023/24)] Total
£ £ £ £ £ £ £ £ £
0 3000000 3,000,000 2,000,000 0 0 0 0 8000000
336000 100000 200000 200,000 200,000 200000 200000 200000 1,636,000
1488000 2500000 1800000 500,000 200000 200000 400000 200,000 7,288,000
30000 90189 142580 125977 125000 125000 125000 125000 838,746
0 100000 50,000 50000 50,000 0 0 0 250000
1,854,000 5790,189 5192580 2,875,977 575000 525000 725000 525,000 18,062,746
1144000 972000 1044000 1037000 1050,000 1,050,000 1,050,000 1,050,000 8,397,000
120,000 0 0 0 120000 0 0 0 240000
1,264,000 972,000 1,044,000 1,037,000 1,170,000 1,050,000 1,050,000 1,050,000 8,637,000
0 500000 500,000 500000 500,000 0 0 0 2,000000
100000 190,000 50000 50,000 50000 50000 50000 50000 590,000
0 215000 945667 692,621 500000 3839 7831 230386 2595343
0 150000 200000 150000 150,000 150,000 150,000 150,000 1,100,000
765000 50000 50000 50,000 50,000 50000 50000 50,000 1,115,000
20000 239400 316350 332,000 292950 297,090 148500 285300  2,132490
0 70000 100000 100000 100,000 30,000 0 0 400000
80000 50,000 50000 50,000 50000 50000 50000 50000 430,000
0 50000 100000 100000 100,000 100,000 100,000 100000 650,000
0 40000 130,000 0 0 0 0 150,000 320000
0 0 0 100000 0 0 0 100000 200000
60,000 0 0 0 0 100,000 0 0 160000
125000 100000 100,000 100,000 100,000 100,000 100000 100000 825000
336000 40,000 0 0 0 200,000 0 0 576000
124000 150,000 320000 180,000 180,000 180,000 180,000 180,000 1,494,000
120,000 0 0 0 0 0 0 0 120000
0 50000 50000 50000 50,000 50,000 50,000 50000 350,000
0 0 250000 0 0 0 0 250,000 500000
75000 75000 75000 75000 75000 75000 75000 75000 600,000
75000 75000 75000 75000 75000 75000 75000 75000 600,000
140000 100000 100,000 100,000 100,000 100,000 100000 100000 840,000
97,000 25,000 0 0 0 200,000 0 0 322000
80,000 0 0 0 0 0 0 0 80000
0 50000 50000 25000 75000 25000 25000 75000 325000
50,000 0 0 50000 0 0 50000 0 150000
0 240000 0 0 0 400,000 0 0 640000
2,447,000 2,459,400 3462017 2,780,521 2,447,950 2235929 1,211,331 2,070,686 19,114,833
5,565,000 9,221,589 9,698,507 6,693,498 4,192,950 35810929 2,986,331 3,645,686 45,814,579
-500000 -318000 -318000 -318000 -318000 -318000 -318000 -318,000 -2,726,000
-400000  -300000 -300,000 -300000 -300,000 -300,000 -300,000 -300,000 -2,500,000
-114000  -68000  -23,000 0 0 0 0 0 -205000
0 -1500000 -500,000  -200,000 0 0 0 0 -2,200000
-4551,000 -7,035589 5,058,411 -2,000,000 0 0 0 0 -18,645,000
5,565,000 9,221,589 -6,199,411 -2,818,000 -618,000 -618,000 -618,000 -618,000 -26,276,000
0 0 2,106,000 -1,765,000 0 0 0 0 -3871,000
5,565,000 9,221,589 -8,305,411 -4,583,000 -618,000 -618,000 -618,000 -618,000 -30,147,000
0 0 -1393186 -2,110,498 -3,574950 -3,192929 -2368331 -3027,686 -15667,579
0 0 3499186 3875498 3574950 3,192929 2368331 3,027,686 19538579
0 0 3499186 7316365 10,769,375 13782814 15921431 18,683,760 18,683,760
0 0 58320 121,939 179490 229714 265357 31139  31139%
0 0 139967 292655 430775 551313 636857 747350 747350
0 0 198287 414594 610265 781,026 902214 1058746 1,058,746

0 198287 216307 195671 170762 121188 156532





Appendix B — Estates Works by Site

Revisted Project

Costs by site/Main Original Invoiced to Balance to
Value CE's and Total
Contractor Contract Value ) . date pay
- prelim adj.
Boiler

Aberystwyth £ 86,606.32 £ 87,566.32 £ 85,377.16 £ 2,189.16 £ 87,566.32
Haverfordwest f 79,516.96 £ 96,542.96 £ 94,129.39 £ 2,413.57 £  96,542.96
Newtown £ 79,516.96 £ 79,516.96 £ 77,529.03 £ 1987.93 £  79,516.96
Pembroke Dock £ 80,440.80 £ 83,416.20 £ 80,426.97 £ 2,989.23 £  83,416.20
Welshpool £ 61,544.26 £ 90,824.66 £  88,554.06 £ 2,270.60 £ 90,824.66
Tenby £ 44914.72 £ 55,707.12 £ 54,314.45 £ 1,392.67 £ 55,707.12

£ 432,540.02 £ 493,574.22 £ 480,331.06 £ 13,243.16 £ 493,574.22
Scope Variation £ 61,034.20

Urgent

Ammanford £ 797,330.69 £ 797,106.50 £ 772,580.43 £ 24,526.07 £ 797,106.50
Burry Port £ 191,984.94 £ 200,077.47 £ 188,544.25 £ 11,533.22 £ 200,077.47
Carmarthen £ 187,136.05 £ 272,788.90 £ 271,367.52 £ 1,421.38 £ 272,788.90
Llanelli £ 185551.56 £ 254,749.54 £ 234,543.59 £ 20,205.95 £ 254,749.54
Carmarthen HQ £ 30,520.70 £ 31,908.18 £ 27,970.09 £ 3,938.09 £ 31,908.18
Non-site specific £ - -£ 30,000.00 £ 13,567.93 -f£ 43,567.93 -£  30,000.00

£ 1,392,523.94 £ 1,526,630.59 £ 1,508,573.81 £ 18,056.78 | £ 1,526,630.59
Scope Variation £ 134,106.65

Regional

Unit 4 Cross Hands £ 28,051.05 £ 28,051.05 £ - £ 28,051.05 £ 28,051.05
Unit 6 Cross Hands £ 21,539.70 £ 21,539.70 £ - £ 21,539.70 £  21,539.70
Llandovery £ 13,030.29 £ 13,030.29 £ - £ 13,030.29 £  13,030.29
Liwynhendy £ 48997.80 £  48,197.80 £ 9,650.54 £ 38,547.26 £  48,197.80
Cross Hands P/S £ 25,242.68 £ 25,042.68 £ - £ 25,042.68 £  25,042.68
Ammanford £ 112,668.74 £ 111,393.99 £ 7,899.42 £103,494.57 £ 111,393.99
Pembroke Dock Port £ 19,981.26 £ 26,603.72 £ 30,848.85 £ 1,542.44 £ 32,391.29
Tenby £ 18,002.79 £ 62,047.94 £ 59,093.28 £ 2,954.66 £ 62,047.94
Saundersfoot £ 21,471.43 £ 22,767.40 £  24,227.15 £ 121136 £  25,438.51
Haverfordwest £ 56,422.79 £ 48900.79 £  29,046.12 £ 19,854.67 £  48,900.79
43 Merlin's Hill £ 1,491.75 £ 1,491.75 £ 6,095.01 £ 304.75 £ 6,399.76
45 Merlin's Hill £ 819.00 £ 819.00 £ 3,095.95 £ 154.80 £ 3,250.75
47 Merlin's Hill £ 1,491.75 £ 22,34891 £ 21,284.68 £ 1,064.23 £ 22,348.91
Narberth f 1,456.65 £ 1,456.65 £ - £ 1456.65 £ 1,456.65
Cardigan £ 8,359.65 £ 8,359.65 £ - £ 8,359.65 £ 8,359.65
Lampeter £ 20,404.25 £ 16,304.25 £ - £ 16,304.25 £  16,304.25
Aberystwyth f 169,606.13 £ 169,606.13 £ - £169,606.13 £ 169,606.13
Aberaeron £ 1,152.45 £ 1,152.45 £ - £ 115245 £ 1,152.45
Newcastle Emlyn £ 90,126.29 £ 90,126.29 £ - £ 90,126.29 £ 90,126.29
Fishguard £ 3,679.65 £ 3,679.65 £ - £ 367965 £ 3,679.65
Crymych £ 12,626.35 £ 12,626.35 £ - £ 12,626.35 £ 12,626.35
Llandysul £ 1,292.85 £ 1,292.85 £ - £ 129285 £ 1,292.85

£ 677,915.30 £ 736,839.30 £ 191,241.00 £561,396.74 | £ 752,637.74
Scope Variation £ 74,722.44

Comments

New gas supply

Station Redecoration
Additional Scope

Additional Scope and programme delays due to additional design
Additional Scope and programme delays due to additional design

Flat Roof, Reder repairs, power supplies

Roof structure weather boards and facias 43,45,47
Final Scope TBC

Final Scope TBC

Final Scope TBC

Final Scope TBC

Final Scope TBC

Final Scope TBC

Final Scope TBC

Final Scope TBC

Update Required
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PURPOSE: JOINT AUDIT COMMITTEE SCRUTINY

Timing: Routine

Title: Annual Treasury Outturn Report for 2016/17 and review of 2017/18
activity to date

Category of Decision / Business Area Impact: Statutory Requirement -
Finance

Executive Summary:
2016/17

During the financial year 2016/17, the treasury management function complied
with its treasury management practices.

A prudent approach has been taken in relation to investment activity with priority
being given to security and liquidity over yield.






2017/18

Treasury management activities to date in 2017/18 continue to be performed in
line with the current Treasury Management Strategy.

The treasury management function, in line with advice from its treasury
management advisors Arlingclose, continues to diversify its investments between
creditworthy counterparties.

Recommendation:

The Joint Audit Committee to consider and comment on the Treasury Outturn
Report for 2016/17 and mid-year report for 2017/18.
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Report of Chief Finance Officer of the PCC to the Joint Audit

Committee

Annual Treasury Outturn Report for 2016/17 and midyear review

of 2017/18

1. Purpose of Report

This report outlines for 2016/17:
e the performance of the treasury management function;
e the effects of decisions taken and transactions executed in
the past year; and

This report also provides a high level review of 2017/18 treasury
management activities to date.

. Background

The Commissioner’s treasury management activity is underpinned
by CIPFA’s Code of Practice on Treasury Management (“the Code”).
The Code requires that reports on the performance of the treasury
management function are made at least twice a year (mid-year and
at year end).

This report fulfils the Commissioner’s legal obligation under the
Local Government Act 2003 to have regard to both the CIPFA Code
and the Welsh Government’s Investment Guidance.

Dyfed Powys’ Treasury Management Strategy for 2016/17 was
presented to the Joint Audit Committee on the 22nd March 2016
and approved by the Commissioner prior on the 31st March 2016.

The Commissioner has invested substantial sums of money and is
therefore exposed to financial risks including the loss of invested
funds and the effect of changing interest rates. The successful
identification, monitoring and control of risk are therefore central to
the Commissioner’s treasury management strategy.





3. External Context

Growth, Inflation, Employment: GDP growth experienced a
slowdown in 2017 to 0.2% in Q1 and only rising to 0.3% in Q2. It is
projected that GDP growth will remain at 0.3% in Q3 2017 and
projected growth for 2018 will be 1.6%, down one percentage point
from previous estimates.

It is expected that CPI inflation will remain above the MPC’'s 2%
target and is expected to remain close to 2 34 % until Q1 2018.
There is expected to be some monthly volatility and is likely to peak
at 3% in October due to upward pressure on prices. Projected
wages and import prices imply a weakness in household’s real
income growth.

The latest statistics released by the ONS for the three months to
June 2017 show that the number of people in work increased and
both the number of unemployed and economically inactive people
fell. The unemployment rate dropped to 4.4% and the employment
rate increased to 75.1%, this is the highest since records began in
1971. Both Nominal wages, including and excluding bonuses,
increased by 2.1%. As CPI stayed at 2.6%, real wage growth has
fallen to 0.5% for both the including and excluding bonuses wage
growth figures.

Global influences: The outlook for the global economy appears
mixed but reasonably steady overall; Eurozone growth has
picked up and remains robust and alothr US growth may cool
due to reduced fiscal stimulus it should remain satisfactory.
China’s growth rate beat expectations recently but seems likely
to weaken. Global inflation is low.

UK Monetary Policy: The outlook from the UK economy remains
uncertain as the minority government continues to negotiate the
country’s exit from the European Union. The Bank of England’s MPC
(Monetary Policy Committee) voted by a majority of 6-2 to maintain
Bank Rate at 0.25%. The MPC’s overall assessment of the outlook
for inflation and activity in the August Inflation Report is broadly
similar to that in May. In the MPC’s central forecast, GDP growth
remains sluggish in the near term as the squeeze on households’
real incomes continues to weigh on consumption. Growth then picks
up to just above its reduced potential rate over the balance of the
forecast period. Net trade and business investment firm up, and
consumption growth recovers in line with modestly rising household
incomes. Net trade is bolstered by strong global growth and the
past depreciation of sterling. The combination of high rates of
profitability, especially in the export sector, the low cost of capital
and limited spare capacity supports investment by UK firms over
the forecast period, offsetting the effect of continued uncertainties
around Brexit.





4. Borrowing Strategy

There was no new borrowing in 2016/17. The table below
summarises the movement in borrowing during 2016/17:

Balance on Debt Debt Balance on
1/4/16 Maturing | prematurely 31/3/17
£m £m repaid £m £m
EOta' PWLB 2.455 (0.157) 0 2.298
orrowing

Capital expenditure was funded via internal resources and
earmarked capital reserves.

The use of internal resources in lieu of borrowing was judged to be
the most cost effective means of funding capital expenditure. This
has, for the time being, lowered overall treasury risk by reducing
both external debt and temporary investments. However, the
current capital strategy indicates that there may be a requirement
to undertake borrowing in 2018/19.

Debt Rescheduling: The PWLB continued to operate a spread of
approximately 1% between “premature repayment rate” and “new
loan” rates so the premium charge for early repayment of PWLB
debt remained relatively expensive for the loans in the
Commissioners portfolio and therefore unattractive for debt
rescheduling activity. No rescheduling activity was undertaken as a
consequence.

. Investment Activity in 2016/17

As of the 31/3/17 Dyfed Powys held £30m invested funds,
representing income received in advance of expenditure plus
balances and reserves held.

The Welsh Government’s Investment Guidance gives priority to
security and liquidity and the Commissioner’s aim is to achieve a
yield commensurate with these principles.






Balance
Investments on N el o
1/4/2016 Movement | 31/3/2017
£m £m £m
Short term Investments
(call accounts, deposits)
- Banks and Building
Societies with ratings of [A-] 12 -0.5 11.5
or higher
- Local Authorities 6 0 6
- Unrated buildin
societies ’ 2 0 2
UK Government: 0
- DMADF 2 2
- Treasury Bills 2 -2 0
- Gilts 0
Certificates of Deposits 8 -5 3
- Corporate Bonds 55 55
(secured)
- Corporate Bonds 6 4 >
(unsecured)
TOTAL INVESTMENTS 36 -6 30

Security of capital has remained the main investment objective.
This has been maintained by following the counterparty policy as
set out in its Treasury Management Strategy Statement for
2016/17.

Counterparty credit quality was assessed and monitored with
reference to credit ratings (the Commissioner’s minimum long-term
counterparty rating is A- across rating agencies Fitch, S&P and
Moody’s); for financial institutions analysis of funding structure and
susceptibility to bail-in, credit default swap prices, financial
statements, information on potential government support and
reports in the quality financial press.

Dyfed Powys will also consider the use of secured investments
products that provide collateral in the event that the counterparty
cannot meet its obligations for repayment.






Difference
2014/15 | 2015/16 | 2016/17 | (2015/16
&
2016/17)
Average £3.500m £2.136m | £1.873m -£0.263m
investment made
Average number 58.22 78.23 100.31 22.08
of days of each
investment
Average daily £37.660m | £29.626m | £23.047m -£6.579m
total investment
Average rate of 0.37% 0.52% 0.43% -0.09%
interest

Security of capital remained the Commissioner’'s main investment
objective. This was maintained by following the counterparty policy
set out in Treasury Management Policy Statement for 2016/17.
This resulted in investments only being made with institutions
defined as “high credit quality” - those having a long-term credit
rating of (A-) or higher.

. Credit Risk

Counterparty credit quality as measured by credit ratings is
summarised below:

Value Weighted Average
Credit Rating

= Arlingclose Client
Average

Value Weighted
Average

CoOomENNWWAAN
ououwouwowouwo
sf=fsf=R=X=k=X=R=R=k=]

Scoring:
-Value weighted average reflects the credit quality of investments

according to the size of the deposit
AAA = highest credit quality = 1
D = lowest credit quality = 26
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Credit Rating
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-Time weighted average reflects the credit quality of investments
according to the maturity of the deposit

AAA = highest credit quality = 1

D = lowest credit quality = 26

The end of bank bail-outs, the introduction of bail-ins, and the
preference being given to large numbers of depositors other than
local authorities means that the risks of making unsecured deposits
continues to be elevated relative to other investment
options. Dyfed Powys has therefore increasingly favoured secured
investment options or diversified alternatives such as covered
bonds over longer, and non-bank investment over unsecured bank
and building society deposits.

As illustrated by the above graphs, the credit rating of investments
made by Dyfed Powys compare favourably with those made by
Arlingclose clients.

. Budgeted Income and Outturn for 2016/17

The UK Bank base rate reduced from 0.5% to 0.25% on the 4™
August 2016. The base rate reduction along with the Brexit vote
have significantly reduced vyields from new investments. New
deposits were made at an average rate of 0.44%, compared with
0.52% in 2015/16.

The Commissioner’s budgeted investment income for the year was
£0.403m. The Commissioner’s investment outturn for the year was
£0.222m.

The below tables compare Dyfed Powys return on Total Investment
Portfolio with other Arlingclose clients in March 2017 and March
2016. This demonstrates that the steps taken to increase
counterparties and types of investments made, have increased





returns on investments whilst maintaining adequate credit risk (see
above section 6).

March 2017 - Total return on Total Investment Portfolio
(internal plus External Funds)

Total Return on Total Investment
Portfolio (Internal plus External
Funds)

0,
8.0% The rate of return has been calculated as:

6:5 % External pooled funds: total return (capital and income)
6.0% for the past year.

5.5% Other investments: effective interest rate (EIR) of
5.0% investments held at the quarter end date.

4.0% Since investment portfolios change over time, this will
3.5% not equal your actual rate of return for the past year,
3.0% but is a snapshot of current returns.

N
o
R

—_
(4]
3R3%WR

m Average rate on internal investments m Over-performance of external funds
m Dyfed Powys Police - 31/03/2017

March 2016 - Total Return on Total Investment
Portfolio (Internal plus External Funds)

5.0% I

4.5%

4.0%

3.5%

3.0%

2.5%

1.5%

1.0%

0.5%

0.0%

oY)

enchmarking m Dyfed Powys Police - 31/03/2016






This is further illustrated in the below table:

Internal Investments: Average Rate vs
Credit Risk (value-weighted)
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wv 1.8% 7 *
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8. Performance Measurement of Treasury Management
Function in 2016/17

As detailed in Treasury Management Practice Statement A2 of the
2016/17 Treasury Management Strategy the following measures
will be utilised to monitor the performance of the Treasury
Management Function:

Performance Measure Achieved | Explanation
1 | Achieving the budgeted | No Bank of England
investment income base rate has
reduced from

0.5% to 0.25%.
Security of deposit
not return remains

priority
2 | Ensuring cash balance cover | Yes Money was held in
of 31 days call accounts

during the year

3 | Ensuring that investments are | Yes
only placed with institutions
which comply with the annual

10






Treasury Management
Strategy
4 | Ensuring approved counter- | Yes
party limits are adhered to
5 | Expected levels of | Yes Actual levels of
investments per month investments per
compared to actual level of month were
investment comparable with
expected levels
6 | Average rate of return of | No As mentioned
investments per month above regarding
compared to target rate achieving
budgeted
investment
income

9. Update on Investments with Icelandic Banks

Early in October 2008, the Icelandic Banks Landsbanki and Glitnit
collapsed and the UK subsidiaries of the banks, Heritable and
Kaupthing Singer and Friedlander (KSF) went into administration.
The Former Police Authority had £2m deposited across two of these
institutions in accordance with the Annual Investment Strategy. The
current situation with regards to recovery of the sums deposited
varies between each institution.

e KSF - Dyfed Powys has now recovered 85.00% of its
investment (principal and dividends);

e Heritable - Dyfed Powys has recovered 97.98% of its
investment (principal and dividends).

It is likely that a further distribution for KSF will be received during
the 2017/18 financial year.

10. Compliance

Appendix B to this report provides a summary of performance
against the Prudential Indicators set for 2016/17.

In compliance with the Code, in 2016/17 the treasury management
function can confirm that:

e it complied with its treasury management practices; and

e no prudential indicators have been breached:
It should however be noted that it was previously reported
that the Commissioner would breach the CFR vs External
Debt ratio (i.e. debt should not exceed the total of the CFR in
the preceding year plus the estimate of any additional CFR
for the current and next two financial years).

11





Given the current plans to borrow in two years’ time, this
position has now changed and there is no longer a breach.

e a prudent approach has been taken in relation to investment
activity with priority being given to security and liquidity over
yield.

11. Treasury Management Activity in 2017/18

Treasury management activities have been carried out in line with
the Treasury Management Strategy and practices except in relation
to the issues mentioned above, which are also applicable in
2017/18.

Borrowing Activity

No new borrowing has taken place between the 1% April 2017 - 31
August 2017.

Temporary and short-dated loans borrowed from the markets
predominantly from other Local Authorities have remained
affordable and attractive.

It is the intention to undertake one such loan before the 31% March
2018 to ensure that internal processes are working should the need
arise in the future.

Investment Activity

The Commissioner holds significant invested funds, representing
income received in advance of expenditure plus balances and
reserves held.

The Welsh Government’s Investment Guidance gives priority to
security and liquidity and the Commissioner’s aim is to achieve a
yield commensurate with these principles.

The transposition of European Union directives into UK legislation
places the burden of rescuing failing EU banks disproportionately
onto unsecured local authority investors through potential bail-in of
unsecured bank deposits. (Please note, the outcome of the EU
referendum does not alter the UK's legislated bail-in resolution
regime.)

In line with this the Commissioner invests funds in large range of

institutions and uses a variety of investment types such as
Certificates of Deposit, Treasury Bills and Covered Bonds.
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The diversity of types of investments held is illustrated below:

CALL
Current Investments ACCOUNT

6%

CERTIFICATE OF
DEPOSIT
18%

CORPORATE
BOND - FIXED
19%

Further detail of the current portfolio of investments held is
available in Appendix A (RESTRICTED).

Exposure to bail-in risk

One of the principle objectives of the investment strategy for
2017/18 has been to reduce exposure to the risk of “bail-in.”

The number of investments exposed to bail-in as of the 30" June
2017 was 63%. This figure has reduced to 40% as of the 31
August 2017.

Budgeted Income and Outturn

The average cash balances for the period April - August 2017 were
£32.344m

Rates on short-dated money market investments with banks and
building societies have reduced as a consequence of Brexit and the
reduction in the Bank of England Base rate to 0.25% in August
2016.

Despite this the rate of return on internal investments has not
reduced by 0.25% and compares favourably to other Arlingclose
clients.

This is illustrated by the below chart:-
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Internal Investments: Average Rate vs Credit Risk - Movement

LOW RISK

HIGH RETURN

Average Return on Internal Investments
- »

.5 3 35 - 45 5 55 6

Average Credit Risk Score - Valued Weighted Average

o Onyfed Powys Patice « 3006/10%& Dyfed Pawys Pelice « 30092016 # Dyfod Powps Police: 310202008 o Dyfed Powys Pelice « 31.035/20%) o Dyfed Powys Police - 30

* Average 2082018 dverage 30/09/10% * Average 31/12/200e « Average 51002007 & Aserage 30V 06 2017

As the majority of the Commissioner’s surplus cash continues to be
invested in short-dated money market instruments, it will most
likely result in a substantial fall in investment income over the year.

£'000

Budgeted Investment Income 112
2017/18

Investment Income received 27
April - August 2017

Projected Investment Income 130
2017/18

Estimated Budget Surplus 18

12. MIfID II Categorisation of Local Authorities
The way that Local Authorities can access financial services will
change in January 2018 as a result of the second Markets in
Financial Instruments Directive.
Currently Dyfed Powys are treated as professional clients.
All Local Authorities will be reclassed as retail clients unless they
choose to elect to be professional clients.
They are only able to do so if they have at least a £10m
investment balance and staff with relevant experience.
Local Authorities who are unable to / choose not to do so may
mean reduced access to financial services or higher fees and
greater administrative burden.
A decision will be made by The Commissioner once the benefits
and disadvantages of both options have been evaluated.
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13. Staff Training

All staff responsible for Treasury Management have received
training through the year relevant to their roles.

Staff have

attended workshops

provided by our

Treasury

Management Advisors Arlingclose including an Investment and Debt

Workshop,
Closedown workshop.

Treasury Management Strategy and an Accounts

Quarterly client meetings with Arlingclose were also attended by
key staff which provided an update on general economic
environment conditions and investment tools to consider.

All staff are supported to attend relevant training courses.

14. Resource Implications

Implication

Detail

Finance As detailed above
Staff N/A
Assets N/A
Partners N/A
Timescales N/A
Leadership N/A
15. Impact Considerations
Implication Impact Impact Identified
Considered
(Yes/No)
Legal Yes Statutory duty to produce
document
Contribution to Yes Police & Crime Plan delivery
Police and Crime principle: Delivering Value for
Plan Money - this includes good
management of financial
resources
Risk Analysis Yes Included within main body of
report
Equality Yes None
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Human Rights Yes None

Children & Young Yes None

People

Environmental and Yes None

Sustainability

National Park Yes None

Media Yes None
16. Appendices

Appendix A -= RESTRICTED Summary of current investments
Appendix B - Prudential Indicators

Appendix C - Treasury Management Strategy for 2016/17
Appendix D - Treasury Management Strategy for 2017/18

17. Background / Supporting papers
e Local Government Act 2003,
e CIPFA TM Code,
e Prudential Code,
e Dyfed Powys Investment Strategy and Policy 2015/16,
18. Contact details
Author(s): Jayne Woods and Sarah Welsby
Email: Jayne.woods@dyfed-powys.pnn.police.uk

sarah.welsby@dyfed-powys.pnn.police.uk
Telephone: x23806

19. Public Access to Information

Information in this form is subject to the Freedom of Information Act 2000 (FOI
Act) including the exemptions set out within the Act and other relevant
legislation. Where the exemptions or other restrictions are applicable, this form
will be edited prior to being made available on the OPCC website within 5
working days of consideration by the Policing Board.

20. Officer Approval

Chief Finance Officer

I have been consulted about the proposal and confirm that financial and legal
advice have been taken into account in the preparation of this report. I am
satisfied that this is an appropriate request to be submitted to the Policing Board

Signature Date
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Appendix B - Prudential Indicators

(a) Capital Financing Requirement (CFR)

The Commissioner’s cumulative maximum external borrowing requirement for
2016/17 to 2018/19 are shown in the table below:

31/03/2017 | 31/03/2017 31/03/2018 31/03/2019
Capital Financing Approved Actual Estimate Estimate
Requirement £000 £000 £000 £000
Total CFR 0 0 0 3,499

Gross Debt and the Capital Financing Requirement: In order to ensure that
debt is only used for capital purposes in the medium term, debt should not,
except in the short term, exceed the total of the CFR in the preceding year plus
the estimates of any additional CFR for the current and next two financial years.

This is a key indicator of prudence.

The table below summarises the current

position:
31/03/2017 31/03/2017 | 31/03/2018 | 31/03/2019
Debt Approved Actual Estimate Estimate
£000 £000 £000 £000

Borrowing 2,298 2,298 2,125 5,435
Total Debt 2,298 2,298 2,125 4,713
Borrowing in excess No

of CFR? *

To note: The repayment premiums on the long-term loans held are prohibitive
and therefore it is most cost effective to carry these loans rather than pay them
off early.

(b) Authorised Limit and Operational Boundary for External Debt

The Operational Boundary for External Debt is based on the Commissioner’s
estimate of most likely, i.e. prudent but not worst case, scenario for external
debt. This is based on the Commissioner’s estimate of capital expenditure, the
capital financing requirement and cash flow requirements and is a key
management tool for in-year monitoring. Other long-term liabilities comprise
finance lease, Private Finance Initiative (PFI) and other liabilities that are not
borrowing but form part of the Authority’s debt.

The Authorised Limit for External Debt is the affordable borrowing limit
determined in compliance with the Local Government Act 2003. It is the
maximum amount of debt that the Commissioner can legally owe. The
authorised limit provides headroom over and above the operational boundary for
unusual cash movements.





The Chief Finance Officer confirms that there were no breaches to the Authorised
Limit and the Operational Boundary during 2016/17 and no new borrowing was

undertaken in 2016/17.

Operational Authorised Limit | Actual External
Boundary (Approved) Debt
(Approved) 31/03/2017 31/03/2017
31/03/2017 £000 £000
£000
Short-term Borrowing 18,100 23,100 0
Other Long-term Liabilities 1,000 1,000 2,298
Total 19,100 24,100 2,298
(c) Upper Limits for Fixed Interest Rate Exposure and Variable

Interest Rate Exposure

This indicator is set to control the Commissioner’s exposure to interest rate risk.
The upper limits on fixed and variable rate interest rate exposures, expressed as
the amount of net principal borrowed.

Upper Limit for
Exposure
Compliance with Limits:

Upper Limit for
Exposure

Compliance with Limits:

(d)

Fixed

Approved Limits for

2016/17

Principal borrowed

Rate

Variable Rate

£000

20,600

Yes
3,000

Yes

Maturity Structure of Fixed Rate Borrowing

Maximum during
2016/17

Principal borrowed

£000
0

This indicator is provided to limit large concentrations of fixed rate debt needing
to be renegotiated during times of uncertainty over interest rates.

Maturity Structure of
Fixed Rate Borrowing

under 12 months

12 months and within 24
months

24 months and within 5 years
5 years and within 10 years
10 years and above

Total

Actual Fixed % Fixed |Compliance
Upper | Lower Rate Rate with Set
Limit Limit |Borrowing at| Borrowing Limits?
% % 31/03/2017 at
£'000 31/03/2017
10 0 173 7.5 Yes
10 0 189 8.2 Yes
50 0 682 29.7 Yes
70 0 1,254 54.6 Yes
100 0 o
2,298

*Upper limit on fixed borrowing between 5 and 10 years was amended in
the September 2016 Joint Audit Committee. It was set incorrectly and did





not take into account the correct repayment structure. There are no plans
to renegotiate any debt due to the high repayment premium.

(e)

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, net of investment income.

Ratio of Financing 31/03/2017 | 31/03/2017 | 31/03/2018 31/03/2019
Costs to Net Revenue Approved Actual Estimate Estimate
Stream % % % %
Total 1.29 0.00 1.26 1.11

(f)Upper Limit for Total Principal Sums Invested Over 364 Days

The purpose of this limit is to contain exposure to the possibility of loss that may
arise as a result of the Authority having to seek early repayment of the sums

invested.
31/03/2017 | 31/03/2017 | 31/03/2018 | 31/03/2019
Approved Actual
£m £m £m £m
Upper Limit for Total
Principal Sums Invested 20 7.836 16 6
for over 364 Days
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Report of Chief Finance Officer of the PCC

Treasury Management Strategy and Investment Policy

1. Purpose of Report

The Chartered Institute of Public Finance and Accountancy’s Treasury Management
in the Public Services; Code of Practice 2011 edition (the CIPFA code) requires the
PCC to approve a treasury management strategy before the start of each financial
year.

In addition, the Welsh Government (WG) issued revised Guidance on Local Authority
Investments in March 2010 that requires the PCC to approve an investment strategy
before the start of each financial year.

This report fulfils the PCC’s legal obligation under the Local Government Act 2003 to
have regard to both the CIPFA Code and the WG Guidance.

The PCC has invested substantial sums of money and is therefore exposed to
financial risks including the loss of invested funds and the revenue effect of changing
interest rates. The successful identification, monitoring and control of risk are
therefore central to the PCC’s treasury management strategy.

The PCC’s Chief Financial Officer (CFO) should implement and monitor the treasury
management policies and procedures in line with the CIPFA code and other
professional guidance.

Credit Outlook and Interest Rate Forecast
2.1 Credit outlook

The varying fortunes of different parts of the global economy are reflected in market
indicators of credit risk. UK Banks operating in the Far East and parts of mainland
Europe have seen their perceived risk increase, while those with a more domestic
focus continue to show improvement. The sale of most of the government’s stake in
Lloyds and the first sale of its shares in RBS have generally been seen as credit
positive.

Bail-in legislation, which ensures that large investors including local authorities will
rescue failing banks instead of taxpayers in the future, has now been fully
implemented in the UK, USA and Germany. The rest of the European Union will
follow suit in January 2016, while Australia, Canada and Switzerland are well
advanced with their own plans. Meanwhile, changes to the UK Financial Services





Compensation Scheme and similar European schemes in July 2015 mean that most
private sector investors are now partially or fully exempt from contributing to a bail-in.
The credit risk associated with making unsecured bank deposits has therefore
increased relative to the risk of other investment options available to the PCC; returns
from cash deposits however remain stubbornly low.

2.2 Interest rate forecast

The PCC’s treasury advisor Arlingclose projects the first 0.25% increase in UK Bank
Rate in the third quarter of 2016, rising by 0.5% a year thereafter, finally settling
between 2% and 3% in several years’ time. Persistently low inflation, subdued global
growth and potential concerns over the UK’s position in Europe mean that the risks to
this forecast are weighted towards the downside.

A shallow upward path for medium term gilt yields is forecast, as continuing concerns
about the Eurozone, emerging markets and other geo-political events weigh on risk
appetite, while inflation expectations remain subdued. Arlingclose projects the 10
year gilt yield to rise from its current 2.0% level by around 0.3% a year. The
uncertainties surrounding the timing of UK and US interest rate rises are likely to
prompt short-term volatility in gilt yields.

For the purpose of setting the budget, it has been assumed that new investments will
be made at an average rate of 1.2% with an assumed average reserve balance of
£33.365m for the year.

2.3 Local Context

As of the end of December 2015 the PCC had £2.5m of borrowing and £41m of
investments. This is set out in further detail at Appendix A. Forecast changes in
these sums are shown in the balance sheet analysis in table 1 below.





Table 1: Balance Sheet Summary and Forecast

31.3.15 31.3.16 31.3.17 31.3.18 31.3.19
Actual Estimate | Forecast | Forecast | Forecast
£m £m £m £m £m
Total CFR * 7.6 0 0 0 0
Less: External 25 24 23 22 4.2
borrowing **
Internal (over) 5.1 2.4 23 2.2 4.2
borrowing
Less: Usable reserves 455 30.1 21.7 12.2 6.5
Less: Working capital 0.6 0.6 0.6 0.6 0.6
Investments (or New 41.0 33.1 24.6 15.0 13
borrowing)

* assumed that reserves will be used to reduce the CFR to zero within 2015/16 as
recommended by Arlingclose. However, this is subject to the approval of Wales Audit
Office

** shows only loans to which the PCC is committed and excludes optional refinancing

Borrowing Strategy

The PCC currently holds £2.5 million of loans, a decrease of £0.1 million on the
previous year, as part of its strategy for funding previous years’ capital programmes.
The PCC does not expect to need to borrow in 2016/17. The PCC may however
borrow to pre-fund future years’ requirements, providing this does not exceed the
authorised limit for borrowing.

The PCC’s chief objective when borrowing money is to strike an appropriately low risk
balance between securing low interest costs and achieving certainty of those costs
over the period for which funds are required. The flexibility to renegotiate loans
should the PCC’s long-term plans change is a secondary objective.

The PCC may borrow short-term loans (normally for up to one month) to cover
unexpected cash flow shortages.

3.1 Sources

The approved sources of long-term and short-term borrowing are:

. Public Works Loan Board (PWLB) and any successor body

. any institution approved for investments (see below)

. any other bank or building society authorised to operate in the UK

. UK public and private sector pension funds (except Dyfed-Powys Pension
Fund)





. capital market bond investors

. UK Municipal Bonds Agency plc and other special purpose companies created
to enable local authority bond issues

In addition, capital finance may be raised by the following methods that are not
borrowing, but may be classed as other debt liabilities:

. operating and finance leases
. hire purchase

. sale and leaseback

Previously all long-term borrowing has been raised from the PWLB but it continues to
investigate other sources of finance, such as local authority loans and bank loans,
that may be available at more favourable rates.

All borrowing will need the approval of the CFO PCC or the CFO CC (only in
circumstances where the CFO PCC is unavailable).

The PCC’s capital expenditure plans imply that there will be a need to borrow in
financial years 2018/19 and 2019/20. Reserve levels are forecast to fall to £6.018m
in 2019/20 as capital reserves / receipts are used to finance capital expenditure and
reserves are used to finance the revenue budget.

Investment Strategy

The PCC holds significant invested funds, representing income received in advance
of expenditure plus balances and reserves held. In the past 12 months, the PCC’s
investment balance has ranged between £31 and £43 million.

Both the CIPFA Code and the WG Guidance require The PCC to invest its funds
prudently, and to have regard to the security and liquidity of its investments before
seeking the highest rate of return, or yield. The objective when investing money is to
strike an appropriate balance between risk and return, minimising the risk of incurring
losses from defaults and the risk receiving unsuitably low investment income.

Given the increasing risk and continued low returns from short-term unsecured bank
investments, the PCC aims to further diversify into more secure and/or higher yielding
asset classes during 2016/17. This is especially the case for the estimated £5m that
is available for longer-term investment. The majority of the Authorities surplus cash is
currently invested in short-term unsecured bank deposits, and certificates of deposit.
This diversification will represent a continuation of the new strategy adopted in
2015/16.





4.1 Approved Counterparties

The PCC may invest its surplus funds with any of the counterparty types in table 2
below, subject to the cash limits (per counterparty) and the time limits shown.

The combined secured and unsecured investments in any one bank will not exceed
the cash limit for secured investments.

Counterparty limits will be reviewed on a quarterly basis and will be amended if
necessary dependent on investment balances.

Definitions of types of investment are included in Appendix B.

Table 2: Approved Investment Counterparties and Limits

Banks
Credit /Building Banks Government | Corporates Registered
Rating Societies Secured Providers
Unsecured
UK n/a n/a £ Unlimited n/a n/a
Gowt 50 years
AAA £3m £4m £5m £3m £3m
5 years 20 years 50 years 20 years 20 years
AA+ £3m £4m £5m £3m £3m
5 years 10 years 25 years 10 years 10 years
AA £3m £4m £5m £3m £3m
4 years 5 years 15 years 5 years 10 years
AA- £3m £4m £5m £3m £3m
3 years 4 years 10 years 4 years 10 years
£3m £4m £2m £2m £2m
A+
2 years 3 years 5 years 3 years 5 years
A £3m £4m £2m £2m £2m
13 months 2 years 5 years 2 years 5 years
A £3m £4m £2m £2m £2m
6 months 13 months 5 years 13 months 5 years
*BBB+ £3m £4m £2m £2m £2m
6 months 13 months 5 years 13 months 5 years
*BBB £3m £4m £2m £2m £2m
6 months 13 months 5 years 13 months 5 years
None Elm n/a £2m None None
6 months

* No new investments to be made with banks of these ratings

4.2

Specified Investments

The WG Guidance defines specified investments as those:

» denominated in pound sterling,






« due to be repaid within 12 months of arrangement,

« not defined as capital expenditure by legislation, and

» invested with one of:
o the UK Government,
o a UK local authority, parish council or community council, or
o a body or investment scheme of “high credit quality”.

Dyfed Powys defines “high credit quality” organisations and securities as those
having a credit rating of A- or higher that are domiciled in the UK or a foreign country
with a sovereign rating of AA+ or higher

4.3 Non-specified Investments

Any investment not meeting the definition of a specified investment is classed as non-
specified. The Dyfed Powys does not intend to make any investments denominated
in foreign currencies. Non-specified investments will therefore comprise long-term
investments, i.e. those that are due to mature 12 months or longer from the date of
arrangement. Limits on non-specified investments are shown in table 3 below.

Table 3: Non-Specified Investment Limits

Cash limit

Total long-term investments £20m
Total shares in Money Market Funds £5m
Total shares in other pooled funds £5m
Total investments without credit ratings or rated

£10m
below [A-]
Total investments with institutions domiciled in £10m
foreign countries rated below [AA+]
Maximum amount to be invested in non-specified £30m
investments

4.4 Investment Limits

The PCC’s revenue reserves available to cover investment losses are forecast to be
£4.5 million on 31st March 2016. In order that no more than 10% of available
reserves will be put at risk in the case of a single default, the maximum that will be
lent to any one organisation (other than the UK Government) will be £4 million. A
group of banks under the same ownership will be treated as a single organisation for
limit purposes. Limits will also be placed on fund managers, investments in brokers’
nominee accounts, foreign countries and industry sectors as below. Investments in
multilateral development banks do not count against the limit for any single foreign
country, since the risk is diversified over many countries.





Table 4: Investment Limits

Cash limit
Any single organisation, except the UK Central £4m each
Government
UK Central Government unlimited
Any gr f organisations under th m
yg ogp of organisations under the same £4m per group
ownership

Negotiable instruments held in a broker’s

. £25m per broker
nominee account

Foreign countries £6m per country
Registered Providers £5m in total
Unsecured investments with Building Societies £6m in total

4.5 Risk assessment and credit ratings

Credit ratings are obtained and monitored by the PCC’s treasury advisers, who will
notify changes in ratings as they occur. Where an entity has its credit rating
downgraded so that it fails to meet the approved investment criteria then:

e no new investments will be made,
e any existing investments that can be recalled or sold at no cost will be, and

» full consideration will be given to the recall or sale of all other existing investments
with the affected counterparty.

Where a credit rating agency announces that a credit rating is on review for possible
downgrade (also known as “rating watch negative” or “credit watch negative”) so that
it may fall below the approved rating criteria, then only investments that can be
withdrawn on the next working day will be made with that organisation until the
outcome of the review is announced. This policy will not apply to negative outlooks,
which indicate a long-term direction of travel rather than an imminent change of
rating.

4.6 Other Information on the Security of Investments

The PCC understands that credit ratings are good, but not perfect, predictors of
investment default. Full regard will therefore be given to other available information
on the credit quality of the organisations in which it invests, including credit default
swap prices, financial statements, information on potential government support and
reports in the quality financial press. No investments will be made with an
organisation if there are substantive doubts about its credit quality, even though it
may meet the credit rating criteria.

When deteriorating financial market conditions affect the creditworthiness of all
organisations, as happened in 2008 and 2011, this is not generally reflected in credit
ratings, but can be seen in other market measures. In these circumstances, Dyfed
Powys will restrict its investments to those organisations of higher credit quality and
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reduce the maximum duration of its investments to maintain the required level of
security. The extent of these restrictions will be in line with prevailing financial market
conditions. If these restrictions mean that insufficient commercial organisations of
high credit quality are available to invest the PCC’s cash balances, then the surplus
will be deposited with the UK Government, via the Debt Management Office or
invested in government treasury bills for example, or with other local authorities. This
will cause a reduction in the level of investment income earned, but will protect the
principal sum invested.

4.7 Liquidity Management

Dyfed Powys completes an annual cash flow forecast which estimated the monthly
cash flow position. This will be utilised to determine the maximum period for which
funds may prudently be committed. This forecast is compiled on a prudent basis, with
receipts under-estimated and payments over-estimated to minimise the risk of being
force to borrow on unfavourable terms to meet its financial commitments.

Dyfed Powys will aim to have a minimum of £2 million in call-accounts for short term
liquidity purposes.

All investments of over 13 months will require CFO PCC approval in advance.

Treasury Management Indicators

Dyfed Powys measures and manages its exposures to treasury management risks
using the following indicators.

5.1 Security

The PCC has adopted a voluntary measure of its exposure to credit risk by monitoring
the value-weighted average credit rating / credit score of its investment portfolio. This
is calculated by applying a score to each investment (AAA=1, AA+=2, etc.) and taking
the arithmetic average, weighted by the size of each investment. Unrated investments
are assigned a score based on their perceived risk.

Target

Portfolio average credit rating / score Al6

5.2 Liquidity

The PCC has adopted a voluntary measure of its exposure to liquidity risk by
monitoring the amount of cash available to meet unexpected payments within a
rolling three month period, without additional borrowing.

Target

Total cash available within 3 months £4m






5.3 Interest Rate Exposures

This indicator is set to control the PCC’s exposure to interest rate risk. The upper
limits on fixed and variable rate interest rate exposures, expressed as the account of
net principal borrowed. (Investments count as negative borrowing.):

2016/17 2017/18 2018/19
Upper limit on fixed interest rate exposure £40m £40m £40m
Upper limit on variable interest rate £20m £20m £20m
exposure

Fixed rate investments and borrowings are those where the rate of interest is fixed for
at least 12 months, measured from the start of the financial year or the transaction
date if later. All other instruments are classed as variable rate.

5.4 Maturity Structure of Borrowing

This indicator is set to control the PCC’s exposure to refinancing risk. The upper and
lower limits on the maturity structure of fixed rate borrowing will be:

Upper Lower
Under 12 months 10% 0%
12 months and within 24 months 10% 0%
24 months and within 5 years 50% 0%
5 years and within 10 years 50% 0%
10 years and above 100% 0%

Time periods start on the first day of each financial year. The maturity date of
borrowing is the earliest date on which the lender can demand repayment.

5.5 Principal Sums Invested for Periods Longer than 364 days

The purpose of this indicator is to control the PCC’s exposure to the risk of incurring
losses by seeking early repayment of its investments. The limits on the long-term
principal sum invested to final maturities beyond the period end will be:

2016/17 2017/18 2018/19
Limit on principal invested beyond year end £20m £16m £6m

Other Items

There are a number of additional items that Dyfed Powys is obliged by CIPFA or WG
to include in its Treasury Management Strategy.





6.1 Policy on Use of Financial Derivatives

In the absence of any legal power to do so, the PCC will not use standalone financial
derivatives (such as swaps, forwards, futures and options). Derivatives embedded
into loans and investments, including pooled funds and forward starting transactions,
may be used, and the risks that they present will be managed in line with the overall
treasury risk management strategy.

6.2 Investment Training

CIPFA’s Code of Practice requires the Chief Finance Officer to ensure that all
members tasked with treasury management responsibilities, including scrutiny of the
treasury management function, receive appropriate training relevant to their needs
and understand fully their roles and responsibilities.

Staff who undertake Treasury management duties attend relevant training events
provided by Arlingclose and attend a quarterly strategy meeting. Staff also attend
other relevant training events.

6.3 Investment Advisers

The PCC has appointed Arlingclose Limited as treasury management advisers and
receives specific advice on investment, debt and capital finance issues from them.

6.4 Investment of Money Borrowed in Advance of Need

The PCC may, from time to time, borrow in advance of need, where this is expected
to provide the best long term value for money. Since amounts borrowed will be
invested until spent, the PCC is aware that it will be exposed to the risk of loss of the
borrowed sums, and the risk that investment and borrowing interest rates may
change in the intervening period. These risks will be managed as part of the PCC’s
overall management of its treasury risks.

The total amount borrowed will not exceed the authorised borrowing limit of £23.6
million. The maximum period between borrowing and expenditure is expected to be
two years, although Dyfed Powys is not required to link particular loans with particular
items of expenditure.

6.5 Financial Implications

The budget for investment income in 2016/17 is £0.4 million, based on an average
investment portfolio of £ 33.4 million at an interest rate of 1.2%. If actual levels of
investments and actual interest rates differ from those forecast, performance against
budget will be correspondingly different.

6.6 Other Options Considered

The WG Guidance and the CIPFA Code do not prescribe any particular treasury
management strategy for local authorities to adopt. The Chief Financial Officer
(PCCQC), believes that the above strategy represents an appropriate balance between
risk management and cost effectiveness. Some alternative strategies, with their
financial and risk management implications, are listed below.
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Alternative

Impact on income
and expenditure

Impact on risk management

Invest in a narrower
range of
counterparties and/or
for shorter times

Interest income will be
lower

Lower chance of losses from
credit related defaults, but any
such losses may be greater

Invest in a wider
range of
counterparties and/or
for longer times

Interest income will be
higher

Increased risk of losses from
credit related defaults, but any
such losses may be smaller

Borrow additional
sums at long-term
fixed interest rates

Debt interest costs will
rise; this is unlikely to
be offset by higher
investment income

Higher investment balance leading
to a higher impact in the event of a
default; however long-term interest
costs may be more certain

Borrow short-term or
variable loans instead
of long-term fixed
rates

Debt interest costs will
initially be lower

Increases in debt interest costs
will be broadly offset by rising
investment income in the medium
term, but long term costs may be
less certain

Reduce level of
borrowing

Saving on debt
interest is likely to
exceed lost
investment income

Reduced investment balance
leading to a lower impact in the
event of a default; however long-
term interest costs may be less
certain
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Appendix A — Investment & Debt Portfolio Position

29/02/2016

Actual Portfolio

29/02/2016

Average Rate

£m %
External Borrowing:
PWLB - Fixed Rate 3 5.48
Total Gross External Debt 3 5.48
Investments:
Managed in-house
Short-term investments 33 0.52
Total Investments 33 0.52
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Appendix B — Investment Definitions
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.

Banks Unsecure

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 are restricted to overnight deposits
at the PCC’s current account bank.

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 higher 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.

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.

Corporates

Loans, bonds and commercial paper issued by companies other than banks and registered
providers. These investments are not subject to bail-in, but are exposed to the risk of the
company going insolvent. Loans to unrated companies will only be made as part of a
diversified pool in order to spread the risk widely.

Registered Providers

Loans and bonds issued by, guaranteed by or secured on the assets of 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.
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Pooled Funds

Shares in diversified investment vehicles consisting of the any of the above investment
types, plus equity shares and property. These funds have the advantage of providing wide
diversification of investment risks, coupled with the services of a professional fund manager
in return for a fee. Short-term Money Market Funds that offer same-day liquidity and very
low or no volatility 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 PCC 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 PCC’s investment objectives will be
monitored regularly.
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Appendix C — Treasury Management Practices (TMP)

TMP1 Risk Management

The Chief Finance Officer (CFO) of the PCC will design, implement and monitor all
arrangements for the identification, management and control of treasury management risk,
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 PCC’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 below:-

Credit and Counterparty Risk
Definition

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.

Action

“Dyfed-Powys 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 counter-
party lists and limits reflect a prudent attitude towards organisations with which 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.
It also recognises the need to have, and will therefore maintain, a formal counter-
party policy in respect of those institutions from which it may borrow, or with whom it
may enter into other financing arrangements.”

Counterparties are detailed within the Treasury Management Strategy and Policy.

Liquidity Risk
Definition

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.

Action

It will be the function of the CFO (Chief Constable) through the treasury management
staff employed by the Chief Constable to ensure that it 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.

They will ensure that at all times there will be a surplus of cash available which can
be called upon (E2m) through its investments in cash on call accounts, which would
be available at any time.
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Robust weekly, monthly and annual cash flow forecasting processes are in place in
line with Financial Regulations and Financial Control Procedures.

Interest Rate Risk
Definition

The risk that fluctuations in the levels of interest rates create an unexpected or
unbudgeted burden on the organisation’s finances, against which the organisation
has failed to protect itself adequately.

Action

Dyfed-Powys 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.

It will achieve this by the prudent use of its 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 subject to the consideration and, if required,
approval of any policy or budgetary implications.

The PCC will only undertake borrowing from approved sources such as the PWLB,
organisations such as the European Investment Bank and from commercial banks
who are on the PCC’s list of authorised institutions, thereby minimising legal and
regulatory risk. All investment of over 13 months will need prior approval by the CFO
PCC.

Exchange Rate Risk
Definition

The risk that fluctuations in foreign exchange rates create and unexpected or
unbudgeted burden on the organisation’s finances, against which the organisation
has failed to protect itself adequately.

Action

Currently Dyfed Powys only invest in sterling products, hence there is ho exchange
rate risk.

Refinancing Risk
Definition

The risk that maturing borrowings, capital, project or partnership financings cannot
be refinanced on terms that reflect the provisions made by the organisation for those
refinancing, both capital and current (revenue) and / or that the terms are inconsistent
with prevailing market conditions at the time.

Action

Dyfed-Powys will ensure that its borrowing, private financing and partnership
arrangements are negotiated, structured and documented, and the maturity profile of
the monies so raised are managed, with a view to obtaining offer terms for renewal or
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refinancing if required, which are competitive and as favourable to the PCC as can
reasonably be achieved in the light of market conditions prevailing at the time.

It will actively manage its relationships with its counter-parties in these transactions
in such a manner as to secure this objective, and will avoid over reliance on any one
source of funding if this might jeopardise achievement of the above.”

Legal and Regulatory Risk
Definition

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 organisations suffers losses accordingly.

Action

Dyfed-Powys 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 counter-party policy under TMP1 credit and counter-party risk
management, it will ensure that there is evidence of counter-parties’ powers, authority
and compliance in respect of the transactions they may effect with the PCC,
particularly with regard to duty of care and fees charged.

Dyfed Powys recognises that future legislative or regulatory changes may impact on
its treasury management activities and, so far as is reasonably able to do so, will seek
to minimise the risk of these impacting adversely on the PCC.

Fraud, Error and Corruption Contingency
Definition

The risk that an organisation fails to identify the circumstances in which it may be
exposes to the risk of loss through fraud, error, corruption or other eventualities in its
treasury management dealings, and fails to employ suitable systems and procedures
and maintain effective contingency management arrangements to these ends. It
includes the area of risk commonly referred to as an operational risk.

Action

Dyfed-Powys 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.
Internal Audit will regularly review Treasury Management function and report to the
Joint Audit Committee.

A clear, well defined reporting structure for fraud etc. is in place in the event of a
systems breakdown. The insurance policy incorporates cover for fraud, error and
corruption. This is documented within the Anti-fraud and Corruption policy and
included within Financial Control Procedure 4.7 “Dealing with Suspected Fraud and
deception.”
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Market Risk
Definition

The risk that through adverse 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.

Action

Dyfed-Powys will seek to ensure that its stated treasury management policies and
objectives will not be compromised by adverse market fluctuations in the value of the
principal sums it invests, and will accordingly seek to protect itself from the effects of
such fluctuations.

It will only place investments with institutions that are included on the most recent
counter-party lending list approved by Arlingclose.

TMP2 Performance Measurement

Dyfed Powys 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 on-going 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 by
using the criteria set out below:-

The performance measures / benchmarks for treasury management will include the
following: -

Performance Measure

1 Achieving the budgeted investment income
2 Ensuring cash balance cover of 31 days
3 Ensuring that investments are only placed with institutions which

comply with the annual Treasury Management Strategy.

4 Ensuring approved counter-party limits are adhered to (refer to TMP’s
1/5)

5 Expected levels of Investments per month compared to actual level of
investment

6 Average rate of return of investments per month compared to target
rate
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TMP3 Decision Making and Analysis

Dyfed Powys 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.

Decisions regarding funding, borrowing, lending and new instruments and techniques will
only be made if they comply with the Treasury Management Policy and Strategy. All
decisions will be open to independent scrutiny.

TMP4 Approved Instruments, Methods and Techniques

Dyfed Powys will undertake its treasury management activities by employing only those
instruments, methods and techniques specified in the Financial Regulations and Financial
Control Procedures and within the limits and parameters defined in TMP 1 Risk
Management.

The Corporate Governance Framework section 7.8F gives instruction on Treasury
Management and Banking arrangements and the Financial Control Procedure 2.1 Treasury
Management and Banking arrangements specify instruments, methods and technigues
approved.

TMP5  Organisation, Clarity and Segregation of Responsibilities and Dealing
Arrangements

Dyfed-Powys 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 error, and for the
pursuit of optimum performance, that these activities are structured and managed in a fully
integrated manner, and that there is, at all times, clarity of treasury management
responsibilities.

The principle on which this will be based is a clear distinction between those charged with
setting treasury management policies and those charged with implementing and controlling
these policies, particularly with regard to the execution and transmission of funds, the
recording and administering of treasury management decisions, and the audit and review of
the treasury management function.

If and when Dyfed Powys intends, as a result of lack of resources or other circumstances, to
depart from these principles, the CFO CC will ensure that the reasons are properly reported
to the CFO PCC in accordance with TMP6 Reporting Requirements and Management
Information Arrangements, and the implications properly considered and evaluated.

The CFO CC will ensure that there are clear written statements of the responsibilities for
each post engaged in treasury management, and the arrangements for absence cover. The
CFO CC will also ensure that at all times those engaged in treasury management will follow
the policies and procedures set out and report any deviance from these to the CFO PCC.

The CFO CC will ensure that there is proper documentation for all deals and transactions
and that procedures exist for the effective transmission of funds and provide evidence of this
where required to the CFO PCC.

TMP6 Reporting Requirements and Management Information Arrangements

Dyfed-Powys will ensure that regular reports are prepared and considered on the
implementation of its treasury management policies; on the effects of decisions taken and
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transactions executed in pursuit of those policies; on the implications of changes, particularly
budgetary, resulting from regulatory, economic, market or other factors affecting its treasury
management activities; and on the performance of the treasury management function.

It is suggested that the following reporting process be presented by the PCC CFO:-

Annual reporting requirements before the start of the year:

° Review of the Treasury Management policy statement and strategy,
o Review of the Treasury Management Practices,
. Prudential Indicators.

Mid-year reporting requirements:

. Treasury Management Activities undertaken,

° Variations (if any) from agreed policies / practices,

. Performance report,

. Performance against Treasury Management and Prudential Indicators.

Annual reporting requirements after year end:

. Performance of Treasury Management Function,
° Report on risk implications of decisions taken and transactions executed,
° Report on any circumstances of non-compliance with the Treasury management

Police Statement and TMPs.

TMP7 Budgeting, Accounting and Audit Arrangements

The CFO PCC will prepare and the PCC will approve and if necessary from time to time will
amend the annual budget for the Treasury Management function, together with associated
income. The matters to be included in the budget will be at minimum those required by
statute or regulation, together with such information as will demonstrate compliance with
TMP1 Risk Management, TMP2 Performance Measurement and TMP4 Approved
Instruments, Methods and Techniques. The CFO will exercise effective controls over this
budget and will report upon and recommend any changes required in accordance with TMP6
Reporting Requirements and Management Information Arrangements.

Dyfed-Powys will account for its treasury management activities, for decisions made and
transactions executed, in accordance with appropriate accounting practices and standards,
and with statutory and regulatory requirements in force for the time being and in particular the
CIPFA Code of Practice and Cross-Sectoral Guidance Notes for Treasury Management in
Public Services issued in 2011. The CFO will act in accordance with the PCC’s policy
statement and TMPs and the CIPFA: Standard of Professional Practice on Treasury
Management.

The PCC will ensure that its auditors, and those charged with regulatory review, have access
to all information and papers supporting the activities of the treasury management function
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as are necessary for the proper fulfilment of their roles, and that such information and papers
demonstrate compliance with external and internal policies and approved practices.

Treasury Management procedures and processes will be audited in accordance with the
internal audit risk based audit strategy.

Auditors will as part of their responsibilities in auditing the Statement of Accounts, obtain
independent verification from counterparties of investments held by the PCC.

TMP8 Cash and Cash Flow Management

Unless statutory or regulatory requirements demand otherwise, all monies in the hand of Dyfed
Powys will be under the control of the PCC, and will be aggregated for cash flow and
investment management purposes. Cash flow projections will be prepared on a regular basis,
and the CFO PCC and CFO CC will ensure that these are adequate for the purposes of
monitoring compliance with TMP1 Liquidity Risk Management.

TMP9 Money laundering

Dyfed Powys is alert to the possibility that it may become the subject of an attempt to involve it
in a transaction involving the laundering of money. Accordingly, it will maintain procedures for
verifying and recording the identity of counter-parties and reporting suspicions, and will ensure
that staff involved in this are fully trained.

Only counterparties approved by the Treasury Management consultants will be utilised. Terms
and conditions are agreed between the counterparty and the PCC prior to the transfer of
funds.

The Proceeds of Crime Act 2020 (POCA) and the related Money Laundering Regulations
2007 have also extended the Wales Audit Office auditors responsibilities. The Auditor
General and his staff and contractors are required to report to the Serious and Organised
Crime Agency (SOCA) where they suspect, as a result of information gained during the
course of their work, that there may have been criminal acts that involve financial gain.

If any staff involved in Treasury Management have suspicions of money laundering then this
should be brought to the attention of the CFO PCC and CFO CC.

TMP10 Training and Qualifications

Dyfed Powys recognises the importance of ensuring that all staff involved in the treasury
management function are fully equipped to undertake the duties and responsibilities
allocated to them. The PCC will therefore seek to appoint individuals who are both capable
and experienced and will provide training for staff to enable them to acquire and maintain an
appropriate level of expertise, knowledge and skills. The CFO PCC will recommend and
implement the necessary arrangements.

The CFO PCC will ensure that all staff tasked with treasury management responsibilities,
including those responsible for scrutiny, have access to training relevant to their needs and
those responsibilities.

Those charged with governance recognise their individual responsibility to ensure that they
have the necessary skills to complete their role effectively.

Staff who undertake Treasury management duties attend relevant training events provided
by Arlingclose and attend a quarterly strategy meeting. Staff also attend relevant training
events that are held by CIPFA.
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Weekly bulletin e-mails are sent out by Arlingclose which provide advice on any economic
developments and suggested revisions to counterparty limits.

TMP11 Use of External Service Providers

Dyfed-Powys recognises that responsibility for treasury management decisions remains with
the PCC at all times. Dyfed-Powys recognises the potential value of employing external
providers of treasury management services, in order to acquire access to specialist skills and
resources. When it employs such service providers, it will ensure it does so for reasons
which will have been submitted to a full evaluation of the costs and benefits. It will also
ensure that the terms of their appointment and the methods by which their value will be
assessed are properly agreed and documented, and subject to regular review. And it will
ensure, where feasible and necessary, that a spread of service providers is used, to avoid
over reliance on one or a small number of companies. Where services are subject to formal
tender or re-tender arrangements, legislative requirements will always be observed. The
monitoring of such arrangements rests with the CFO PCC.

Dyfed Powys has a contract with Arlingclose for the provision of advice/assistance as
follows:

. Strategic advice

. Capital finance advice

. Treasury Management Policy and Strategy

. Interest Rate Forecasting and Economic Advice
. Investment Policy Advice

. Debt Advice

o Counterparty Assistance

. Seminars and training

. Website and client meetings.

The initial contract was for the period 1% July 2008 to 30™ June 2010. This is now subject to
an annual review.

TMP12 Corporate Governance

Dyfed-Powys has adopted and implemented the key recommendations of the CIPFA Code of
Practice. This is considered vital to the achievement of proper corporate governance in
treasury management, and the CFO PCC and CFO CC will monitor and, if and when
necessary, report upon the effectiveness of these arrangements.

The Code recommends that public service organisations state their commitment to
embracing the principles of corporate governance in their Treasury Management activities,
notably openness and transparency.

Dyfed Powys is committed to the pursuit of proper corporate governance throughout its
businesses and services, and to establishing the principles and practices by which this can
be achieved. Therefore, the treasury management function and its activities will be
undertaken with openness and transparency, honesty, integrity and accountability reflected
in Dyfed Powys’s Corporate Governance Framework and Financial Control Procedures.
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The organisation’s Treasury Management policies and practices will be published on the
internet.

The CFO PCC has primacy over Treasury Management functions and will ensure that

adequate separation of duties exist between staff charged with undertaking Treasury
Management Functions.
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Appendix D - Prudential Indicators and MRP Statement

The Local Government Act 2003 requires the PCC to have regard to the Chartered
Institute of Public Finance and Accountancy’s Prudential Code for Capital Finance in
Local Authorities (the Prudential Code) when determining how much money it can
afford to borrow. The objectives of the Prudential Code are to ensure, within a clear
framework, that the capital investment plans of local authorities are affordable,
prudent and sustainable, and that treasury management decisions are taken in
accordance with good professional practice.

To demonstrate that the PCC has fulfilled these objectives, the Prudential Code sets
out the following indicators that must be set and monitored each year.

Estimates of Capital Expenditure
The PCC has approved capital expenditure and financing as summarised below:-

Capital Expenditure and 2016/17 2017/18 2018/19 2019/20
Financing Estimate Estimate Estimate Estimate
£m £m £m £m
Total Expenditure 7.857 9.108 7.819 2.712
Government Grants 0.500 0.500 0.500 0.500
Borrowing 0 0 2.106 1.765
Capital Receipts 1.614 0.568 0.223 0
Revenue 0.422 0.431 0.439 0.447
Reserves 5.321 7.609 4,551 0
Total Financing 7.857 9.108 7.819 2.712

Estimates of Capital Financing Requirement

The underlying need to borrow for capital purposes is measured by the Capital
Financing Requirement (CFR) while usable reserves and working capital are the
underlying resources available for investment.

As of 1% April 2015 the PCC had an opening capital financing requirement of £7.309
million (excluding PFI) against total fixed assets recorded on the balance sheet of
£73.912 million. During 2015/16 the PCC applied £7.309 million of its capital reserve
to the CFR in order to reduce the balance to zero.

In addition, in 2015/16, the Ammanford Police Station PFl was terminated, thus
reducing the outstanding capital expenditure relating to the PFI to zero.

In relation to the capital expenditure plans outlined in the capital strategy, the PCC
will need to borrow a total of £3.871 million (internal borrowing) over the period
2018/19 to 2019/20. The PCC must also make annual repayments from the revenue
budget for interest and a repayment of principal in accordance with the MRP policy
set out below.

The PCC is currently looking at ways to reduce the need to borrow in 2018/19 and
2019/20 to zero. It is likely that this will be achieved by reducing the contributions
from the revenue reserve to the revenue budget that are currently planned (as a
result of the PCC’s decision to realign the level of the council tax precept payable and
in effect, return reserves to tax payers) and instead, making the contributions to the
capital budget.
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Capital Financing 2015/16 2016/17 2017/18 2018/19 | 2019/20

Requirement Estimate | Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m

Opening Capital 7.309 0 0 0 2.106

Financing

Requirement

(Excluding PFI)

Opening PFIl balance 2.504 0 0 0 0

In-year use of reserves -7.309 0 0 0 0

to reduce CFR

Termination of PFI -2.504 0 0 0 0

Less: Annual Minimum 0 0 0 0 0.084

repayment from

revenue

Add: New Borrowing 0 0 0 2.106 1.765

Total 0 0 0 2.106 3.787

3. Gross Debt and the Capital Financing Requirement
In order to ensure that over the medium term debt will only be for a capital purpose,
paragraph 44 of the Prudential Code states that the PCC should ensure that debt
does not, except in the short term, exceed the total of capital financing requirement in
the preceding year plus an estimates of any additional capital financing requirement
for the current and next two financial years. This is a key indicator of prudence. All
borrowing decisions will be made by the PCC advised by the CFO PCC.

Whilst currently we meet the requirement of paragraph 44 of the Prudential Code,
external debt is higher than the CFR in 2016/17. This is due to the CFR reducing
more than we expected when we initially took out the long-term loans that we hold (all
are dated pre 1990). Repayment premiums on these Public Works Loan Board debts
are prohibitive and therefore it is more cost effective to continue to carry these loans
rather than pay them off early. In addition, the PCC receives a grant contribution
towards the costs of pre 1990 debt financing at 51% of the costs of the remaining
notional interest payments and minimum revenue repayment.

Debt 31.03.17 | 31.03.18 | 31.03.19 | 31.03.20
Estimate | Estimate | Estimate | Estimate
£m £m £m £m
External Borrowing 2.298 2.125 1.936 1.729
PFI liabilities 0 0 0 0
Total Debt 2.298 2.125 1.936 1.729

Operational Boundary for External Debt
The operational boundary is based on the PCC’s estimate of most likely i.e. prudent,
but not worst case scenario for external debt. It links directly to the PCC’s estimates
of capital expenditure, the capital financing requirement and cash flow requirements
and is a key management tool for in-year monitoring. Private Finance Initiative also

forms part of the PCC’s debt. The limits set are shown in the Table below:
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Operational Boundary 2016/17 | 2017/18 | 2018/19 | 2019/20
Estimate | Estimate | Estimate | Estimate
£m £m £m £m
Short-term Borrowing 2.500 2.500 2.500 2.500
Total long-term debt and other 18.137 18.137 18.137 18.137
liabilities (incl CFR)
Total Debt 20,637 20,637 20,637 20,637

. Authorised limit for External Debt

The authorised limit is the affordable borrowing limit determined in compliance with

the Local Government Act 2003. It is the maximum amount of debt that the PCC can
legally owe. The authorised limit provides headroom over and above the operational
boundary for unusual cash movements. The limits set are shown in the Table below:

Authorised Limit 31.03.16 | 31.03.17 | 31.03.18 | 31.03.19
Revised | Revised | Estimate | Estimate
£m £m £m £m
Short-term Borrowing 5.000 5.000 5.000 5.000
Total long-term debt and other 18.600 18.600 18.600 18.600
liabilities (incl CFR)
Total Debt 23.600 23.600 23.600 23.600

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, net of investment income. This indicator shows
financing costs in the context of the entire budget. This is scheduled to reduce over

the period.
Authorised Limit 2016/17 2017/18 2018/19 2019/20
Estimate | Estimate | Estimate | Estimate
£m £m £m £m
Financing Cost 1.203 1.198 1.066 1.045
Net Force Budget 93.342 95.378 96.455 98.275
Total Debt 1.29% 1.26% 1.11% 1.06%

Incremental Impact of Capital Investment Decisions
This is an indicator of affordability that shows the impact of capital investment
decisions on Council Tax levels. The incremental impact is the difference between
the total revenue budget requirement of the current approved capital programme and
the revenue budget requirement arising from the proposed capital programme.

Incremental Impact of Capital Investment 2016/17 | 2017/18 | 2018/19
Decisions Estimate | Estimate | Estimate
Incremental Cost £m -0.006 -0.131 -0.021
Council Tax Base 218,090 | 219,617 | 221,154
Band D increase £ -0.03 -0.60 -0.10
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Annual Minimum Revenue Provision Statement 2016/17

Where the PCC finances capital expenditure by debt, it must put aside resources to repay
that debt in later years. The amount charged to the revenue budget for the repayment of debt
is known as Minimum Revenue Provision (MRP) although there has been no statutory
minimum since 2008. The Local Government Act 2003 requires the PCC to have regard to
the Welsh Government’s Guidance on Minimum Revenue Provision.

The broad aim of the WG guidance is to ensure that debt is repaid that is either reasonably
commensurate with that over which the capital expenditure provides benefits or, in the case
of borrowing supported by Government Revenue Support Grant, reasonably commensurate
with the period implicit in the determination of that grant.

The WG guidance requires the PCC to approve an annual MRP statement each year, and
recommends a number of options for calculating a prudent amount of MRP.

Whilst it is foreseen that the CFR will remain at zero for a couple of years (and therefore
MRP will be zero), the policy will still be used to estimate future MRP charges to the revenue
account for future years in setting the medium term financial plan and capital programme.

The following statement only incorporates options recommended in the guidance:
ANNUAL MINIMUM REVENUE PROVISION (MRP) STATEMENT

The following policy has been set by the PCC in relation to MRP for 2016/17.
Supported Borrowing - Capital Financing Requirement Method

MRP is equal to 4% of the supported Capital Financing Requirement (CFR) at the end of
the preceding financial year. For 2016/17 this is estimated to be zero.

Prudential Borrowing - Depreciation Method

MRP is to be equal to the provision required in accordance with depreciation accounting
in respect of the asset on which expenditure has been financed by prudential borrowing
or unsupported credit arrangements.

(a) MRP will continue to be made annually until the cumulative amount of such provision
is equal to the expenditure originally financed.

(b) On disposal of the asset, the amount of the capital receipt will not be taken to the
revenue account and the PCC will comply with the normal requirements of the 2003 Act
on the use of capital receipts.

(c) Where the percentage of the expenditure on the asset financed by prudential
borrowing or unsupported credit arrangements is less than 100%, MRP will be equal to
the same percentage of the provision required under depreciation accounting.

Finance Leases and PFI

In the case of finance leases and on balance-sheet PFI contracts, the MRP requirement
will be regarded as met by a charge equal to the element of the rent/charge that goes to
write down the balance sheet liability.
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Executive Summary:

This document sets out the PCC’s Treasury Management Strategy including Prudential
Indicators, Financing Requirement and Minimum Revenue Provision policy for 2017/18
following scrutiny at the Joint Audit Committee meeting of the 29" March 2017.
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PURPOSE: JOINT AUDIT COMMITTEE SCRUTINY

Timing: Prior to start of 2017/18 Financial Year

Title: Treasury Management Strategy Statement for 2017/18

Category of Decision / Business Area Impact: Finance

Executive Summary:

The Home Office Financial Management Code of Practice states that the PCC is directly
responsible for loans, investments and for borrowing money. The Chief Finance Officer of the
PCC should decide what investments are to be made locally and approve any borrowing.
Decisions on Capital Financing and Borrowing also form part of the PCC's responsibility.

Through locally agreed financial regulations and a Corporate Governance Framework the
daily management of Loans and Investments in compliance with the approved polices could
be undertaken by the Police Force CFOs staff.

All loans and investment should be arranged in line with best practice as embodied in the
CIPFA Code of Practice on Treasury Management and all borrowing undertaken should
comply with the CIPFA prudential Code for Capital Finance in Local Authorities.

The Chartered Institute of Public Finance and Accountancy’s Code of Practice for Treasury
Management in Public Services requires the determination of the Treasury Management
Strategy Statement (TMSS) on an annual basis. The TMSS also includes the Annual
Investment Strategy that is a requirement of the Welsh Government’s Investment Guidance.

This document sets out the policies and procedures the PCC has in place for meeting these
statutory requirements for the 2017/18 year.
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Report of Chief Financial Officer of the PCC

Treasury Management Strategy and Investment Policy

1. Purpose of Report

The Chartered Institute of Public Finance and Accountancy’s Treasury
Management in the Public Services;, Code of Practice 2011 edition (the CIPFA
cede) requires the PCC to approve a treasury management strategy before the
start of each financial year.

In addition, the Welsh Government (WG) issued revised Guidance on Local
Authority Investments in March 2010 that requires the PCC to approve an
investment strategy before the start of each financial year.

This report fulfils the PCC’s legal obligation under the Local Government Act 2003
to have regard to both the CIPFA Code and the WG Guidance.

The PCC has invested substantial sums of money and is therefore exposed to
financial risks including the loss of invested funds and the revenue effect of
changing interest rates. The successful identification, monitoring and control of risk
are therefore central to the PCC'’s treasury management strategy.

In accordance with the WG Guidance, the PCC will be asked to approve a revised
Treasury Management Strategy Statement should the assumptions on which this
report is based change significantly. Such circumstances would include, for
example, a large unexpected change in interest rates or in the level of its
investment balance.

The PCC’s Chief Financial Officer (CFO) should implement and monitor the
treasury management policies and procedures in line with the CIPFA code and
other professional guidance.

External Context
2.1 External Context

The major external influence of the Treasury Management Strategy for 2017/18 will
be the UK’s progress in negotiating a smooth exit from the European Union.
Financial markets, wrong-footed by the referendum ouicome, have since been
weighed down by uncertainty over whether leaving the Union also means leaving
the single market. Negotiations are expected to start once the UK formally triggers





exit in early 2017 and last for at least two years. Uncertainty over future economic
prospects will therefore remain throughout 2017/18.

The fall and continuing weakness in sterling and the near doubling in the price of oil
in 2016 have combined to drive inflation expectations higher. The Bank of England
is forecasting that Consumer Price Inflation will breach its 2% target in 2017, the
first time since late 2013, but the Bank is expected to look through inflation
overshoots over the course of 2017 when setting interest rates so as to avoid
derailing the economy.

2.2 Credit outlook

Markets have expressed concern over the financial viability of a number of
European banks recently. Sluggish economies and continuing fines for pre-crisis
behaviour have weighed on bank profits, and any future slowdown will exacerbate
concerns in this regard.

Bail-in legislation, which ensures that large investors including local authorities and
PCCs will rescue failing banks instead of taxpayers in the future, has now been
fully implemented in the European Union, Switzerland and USA, while Australia
and Canada are progressing with their own plans. The credit risk associated with
making unsecured bank deposits has therefore increased relative to the risk of
other investment options available to the PCC; returns from cash deposits however
continue to fall.

2.3 Interest rate forecast

The PCC's treasury adviser Arlingclose’s central case is for UK Bank Rate to
remain at 0.25% during 2017/18. The Bank of England has, however, highlighted
that excessive levels of inflation will not be tolerated for sustained periods. Given
this view and the current inflation outlook, further falls in the Bank Rate look less
likely. Negative Bank Rate is currently perceived by some policymakers to be
counterproductive but, although a low probability, cannot be entirely ruled out in the
medium term, particularly if the UK enters recession as a result of concerns over
leaving the European Union.

For the purpose of setting the budget, it has been assumed that new investments
will be made at an average rate of 0.35% with an average cash balance of
£28.740m for the year.

2.4 Local Context

On 30™ September 2016, the Commissioner held £2.378m of borrowing and on the
ogh February 2017, investments totalled £29.836m. This is set out in further detail
at Appendix A. Forecast changes in these sums are shown in the balance sheet
analysis in table 1 below.





Table 1: Balance Sheet Summary and Forecast

31.3.16 31.3.17 31.3.18 31.3.19 31.3.20
Actual Estimate | Forecast | Forecast | Forecast
£m £m £m £m £m

Total CFR * 0 0 0 3.5 7.2
Less: External 23 23 21 54 -8.9
borrowing ** ' ' ' ' '
Less: Usable 329 26.0 -16.9 -10.8 -8.3
reserves
Less: Working 28 15 15 15 1.5
capital ' ' ' ' '
Investments. (or 38.0 29.8 205 14.2 -11.5
New borrowing)

* finance leases, PFI liabilities and transferred debt that form part of the PCC’s total
debt

* shows only loans to which the PCC is committed and excludes optional
refinancing

The underlying need to borrow for capital purposes is measured by the Capital
Financing Requirement (CFR), while usable reserves and working capital are the
underlying resources available for investment. The Commissioner's current
strategy is to maintain borrowing and investments below their underlying levels,
sometimes known as internal borrowing

The Commissioner has an increasing CFR from 2018/19 onwards in order to meet
the demands of the capital programme and will therefore borrow up to £7.4m over
the forecast period.

CIPFA's Prudential Code for Capital Finance in Local Authorities recommends that
the PCC’s debt should be lower than its highest forecast CFR over the next three
years.

It should be noted that external debt is higher than the CFR in 2016/17. This is due
to the CFR reducing more than we expected when we initially took out the long-
term loans that we hold (all are dated pre 1990). Repayment premiums on these
Public Works Loan Board debts are prohibitive and therefore it is more cost
effective to continue to carry these loans rather than pay them off early. In
addition, the PCC receives a grant contribution towards the costs of pre 1990 debt
financing at 51% of the costs of the remaining notional interest payments and
minimum revenue repayment.





3. Borrowing Strategy

As mentioned earlier, the PCC currently holds £2.278 million of loans, a decrease
of £0.144 million on the previous year, as part of its strategy for funding previous
years' capital programmes. The PCC does not expect to need to borrow in
2017/18. The PCC may however borrow to pre-fund future years’ requirements,
providing this does not exceed the authorised limit for borrowing.

The PCC'’s chief objective when borrowing money is to strike an appropriately low
risk balance between securing low interest costs and achieving certainty of those
costs over the period for which funds are required. The flexibility to renegotiate
loans should the PCC’s long-term plans change is a secondary objective.

The PCC may borrow short-term loans (normally for up to one month) to cover
unexpected cash flow shortages.

3.1 Sources

The approved sources of long-term and short-term borrowing are:

o Public Works Loan Board (PWLB) and any successor body;

o any institution approved for investments (see below);

o any other bank or building society authorised to operate in the UK;

. UK public and private sector pension funds (except Dyfed-Powys Pension
Fund);

° capital market bond investors;
° Special purpose companies created to enable local authority bond issues.

In addition, capital finance may be raised by the following methods that are not
borrowing, but may be classed as other debt liabilities:

. operating and finance leases;
o hire purchase ;

. sale and leaseback.

Previously, all long-term borrowing has been raised from the PWLB but it continues
to investigate other sources of finance, such as local authority loans and bank
loans that may be available at more favourable rates.

All borrowing will need the approval of the CFO PCC or the CFO CC (only in
circumstances where the CFO PCC is unavailable).

The PCC’s capital expenditure plans imply that there will be a need to borrow in
financial years 2018/19 to 2023/24. Reserve levels are forecast to fall to £8.330m
in 2023/24 as capital reserves / receipts are used to finance capital expenditure.





4.

Investment Strategy

The PCC holds significant invested funds, representing income received in
advance of expenditure plus balances and reserves held. In the past 12 months,
the PCC'’s investment balance has ranged between £28 and £45 million. Due to the
utilisation of reserves to fund the capital programme investment balances are
expected to reduce in 2017/18.

Both the CIPFA Code and the WG Guidance require The PCC to invest its funds
prudently, and to have regard to the security and liquidity of its investments before
seeking the highest rate of return, or yield. The objective when investing money is
fo strike an appropriate balance between risk and return, minimising the risk of
incurring losses from defaults and the risk receiving unsuitably low investment
income.

Negative Interest Rates: If the UK enters into a recession in 2017/18, there is a
small chance that the Bank of England could set its Bank Rate at or below zero,
which is likely to feed through to negative interest rates on all low risk, short-term
investment options. This situation already exists in many other European countries.
In this event, security will be measured as receiving the contractually agreed
amount at maturity, even though this may be less than the original amount
invested.

Given the increasing risk and continued low returns from short-term unsecured
bank investments, the PCC aims to further diversify into more secure and/or higher
yielding asset classes during 2017/18. This is especially the case for the estimated
£5m that is available for longer-term investment. The PCC’s surplus cash is
invested in a number of different investment types including short-term unsecured
bank deposits, certificates of deposit and secured bank deposits. This
diversification will represent a continuation of the new strategy adopted in 2016/17.

4.1 Approved Counterparties

The PCC may invest its surplus funds with any of the counterparty types in table 2
below, subject to the cash limits (per counterparty) and the time limits shown.

The combined secured and unsecured investments in any one bank will not exceed
the cash limit for secured investments.

Counterparty limits will be reviewed on a quarterly basis and will be amended if
necessary dependent on investment balances.





Table 2: Approved Investment Counterparties and Limits

Banks
Credit | /Building Banks Goisinment | Cotoiates Registered
Rating | Societies Secured P Providers
Unsecured
UK n/a n/a 4. Hrie n/a n/a
Govt 50 years
A 3 £3m £3m £3m £1.5m £1.5m
5 years 20 years 50 years 20 years 20 years
AAL £3m £3m £3m £1.5m £1.5m
5 years 10 years 25 years 10 years 10 years
AA £3m £3m - £3m £1.5m £1.5m
4 years 5 years 15 years 5 years 10 years
AA- £3m £3m £3m £1.5m £1.5m
3 years 4 years 10 years 4 years 10 years
£3m £3m £1.5m £1m £1.0m
A+
2 years 3 years 5 years 3 years 5 years
A £3m £3m £1.5m £1m £1.0m
13 months 2 years 5 years 2 years 5 years
£3m £3m £1.5m £1m £1.0m
A- 13
6 months 5 years 13 months 5 years
months
£3m £3m £1.5m £1m £1.0m
*BBB+ 13
6 months 5 years 13 months 5 years
months '
None £1m n/a Sall None None
6 months 5 years
Pooled Funds (no greater than £3m per fund) and no greater than 50% of total

investments

* No new investments to be made with banks of these ratings

It should be noted that we have considered reducing counterparty limits given that
balances are expected to reduce, however as we approach the beginning of the
financial year we hold £3m in one institution. To avoid breaching these limits we
have maintained existing levels, however they will be reviewed and reduced if
appropriate at the mid-year review stage.

An alternative investment tool which has become available is Reverse Purchase
Agreements (Repo’s). Our Treasury Advisors have stated that these are classed
under the category of “banks secured.”

Definitions of the above terminology are included in Appendix B.

4,2 Risk Assessment and Credit Ratings

Credit ratings are obtained and monitored by the PCC’s treasury advisers, who will
notify changes in ratings as they occur. Where an entity has its credit rating

downgraded so that it fails to meet the approved investment criteria then:
e no new investments will be made,






e any existing investments that can be recalled or sold at no cost will be, and

e full consideration will be given to the recall or sale of all other existing
investments with the affected counterparty.

Where a credit rating agency announces that a credit rating is on review for
possible downgrade (also known as “rating watch negative” or “credit watch
negative”) so that it may fall below the approved rating criteria, then only
investments that can be withdrawn [on the next working day] will be made with that
organisation until the outcome of the review is announced. This policy will not
apply to negative outlooks, which indicate a long-term direction of travel rather than
an imminent change of rating.

4.3 Other Information on the Security of Investments: The PCC
understands that credit ratings are good, but not perfect, predictors of investment
default. Full regard will therefore be given to other available information on the
credit quality of the organisations in which it invests, including credit default swap
prices, financial statements, information on potential government support and
reports in the quality financial press. No investments will be made with an
crganisation if there are substantive doubts about its credit quality, even though it
may meet the credit rating criteria.

When deteriorating financial market conditions affect the creditworthiness of all
organisations, as happened in 2008 and 2011, this is not generally reflected in
credit ratings, but can be seen in other market measures. In these circumstances,
the PCC will resfrict its investments to those organisations of higher credit quality
and reduce the maximum duration of its investments to maintain the required level
of security. The extent of these restrictions will be in line with prevailing financial
market conditions. If these restrictions mean that insufficient commercial
organisations of high credit quality are available to invest the PCC’s cash balances,
then the surplus will be deposited with the UK Government, via the Debt
Management Office or invested in government treasury bills for example, or with
other local authorities. This will cause a reduction in the level of investment income
earned, but will protect the principal sum invested.

4.4  Specified Investments
The WG Guidance defines specified investments as those:
» denominated in pound sterling,
e due fo be repaid within 12 months of arrangement,
« not defined as capital expenditure by legislation, and
» invested with one of:
o the UK Government,
o a UK local authority, parish council or community council, or

o a body or investment scheme of “high credit quality”.





Dyfed Powys defines “high credit quality” organisations and securities as those
having a credit rating of A- or higher that are domiciled in the UK or a foreign
country with a sovereign rating of AA+ or higher

4.5 Non-specified Investments

Any investment not meeting the definition of a specified investment is classed as
non-specified. Dyfed Powys does not intend to make any investments denominated
in foreign currencies. Non-specified investments will therefore comprise long-term
investments, i.e. those that are due to mature 12 months or longer from the date of
arrangement. Limits on non-specified investments are shown in table 3 below.

Table 3: Non-Specified Investment Limits

Cash limit

Total long-term investments £30m
Total Shares in Money Market Funds £10m
Total Shares in Other pooled funds £8m
Total investments without credit ratings or rated

£4m
below [A-]
Total investments with institutions domiciled in £5m
foreign countries rated below [AA+]
Maximum amount to be invested in non-specified
_ £35m
investments

4.6 Investment Limits

The PCC's revenue reserves available to cover unforeseeable investment losses
(the general reserve) is forecast to be £4.5 million on 31st March 2017. The
maximum that will be lent to any one organisation (other than the UK Government)
will be £3 million. A group of banks under the same ownership will be treated as a
single organisation for limit purposes. Limits will also be placed on fund managers,
investments in brokers’ nominee accounts, foreign countries and industry sectors
as below. Investments in multilateral development banks do not count against the
limit for any single foreign country, since the risk is diversified over many countries.

Table 4: Investment Limits

Cash limit
Any single organisation, except the UK Central £3rm each
Government
UK Central Government unlimited
Any group of organisations under the same £V pEFYroUD
ownership

Negotiable instruments held in a broker's

; £25m per broker
nominee account

Foreign countries £6m per country

Registered Providers £5m in total
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Unsecured investments with Building Societies ; £4m in total

4.7 Liquidity Management

Dyfed Powys completes an annual cash flow forecast which estimated the monthly
cash flow position. This will be utilised to determine the maximum period for which
funds may prudently be committed. This forecast is compiled on a prudent basis,
with receipts under-estimated and payments over-estimated to minimise the risk of
being force to borrow on unfavourable terms to meet its financial commitments.

Limits on long-term investments are set by reference to the PCC's Medium term
financial plan and cash flow forecast. '

Dyfed Powys will aim to have a minimum of £2 million in call-accounts for short
term liquidity purposes.

Investments are also made in T-bills and Certificates of Deposit which are liquid
and can be sold in the secondary market if cash is required at short-term notice.

All investments of over 13 months will require CFO PCC approval in advance.
Treasury Management Indicators

Dyfed Powys measures and manages its exposures to treasury management risks
using the following indicators.

5.1 Security

The PCC has adopted a voluntary measure of its exposure to credit risk by
monitoring the value-weighted average credit rating / credit score of its investment
portfolio. This is calculated by applying a score to each investment (AAA=1,
AA+=2, etc.) and taking the arithmetic average, weighted by the size of each
investment. Unrated investments are assigned a score based on their perceived
risk.

Target

Portfolio average credit rating / score AlB

5.2  Liquidity

The PCC has adopted a voluntary measure of its exposure to liquidity risk by
monitoring the amount of cash available to meet unexpected payments within a
rolling three month period, without additional borrowing.

Target

Total cash available within 3 months £4m
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5.3 Interest Rate Exposures

This indicator is set to control the PCC’s exposure to interest rate risk. The upper
limits on fixed and variable rate interest rate exposures, expressed as the account
of net principal borrowed. (Investments count as negative borrowing.):

2016/17 201718 2018/19
Upper limit on fixed interest rate exposure £40m £40m £40m
Upper limit on variable interest rate £20m £20m £o0m
exposure

Fixed rate investments and borrowings are those where the rate of interest is fixed
for at least 12 months, measured from the start of the financial year or the
transaction date if later. All other instruments are classed as variable rate.

5.4 Maturity Structure of Borrowing

This indicator is set to control the PCC’s exposure to refinancing risk. The upper
and lower limits on the maturity structure of fixed rate borrowing will be:

Upper Lower
Under 12 months 70% 0%
12 months and within 24 months 70% 0%
24 months and within 5 years 80% 0%
5 years and within 10 years 90% 0%
10 years and above 100% 0%

Time periods start on the first day of each financial year. The maturity date of
borrowing is the earliest date on which the lender can demand repayment.

The limits have been set as wide as possible to ensure opportunities to restructure
debt are not lost.

5.5 Principal Sums Invested for Periods Longer than 364 days

The purpose of this indicator is to control the PCC’s exposure to the risk of
incurring losses by seeking early repayment of its investments. The limits on the
long-term principal sum invested to final maturities beyond the period end will be:

201718 2018/19 2019/20
Limit on principal invested beyond year £20m £20m £15m
end
. Other ltems

There are a number of additional items that Dyfed Powys is abliged by CIPFA or
WG to include in its Treasury Management Strategy.
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6.1 Policy on Use of Financial Derivatives

In the absence of any legal power to do so, the PCC will not use standalone
financial derivatives (such as swaps, forwards, futures and options). Derivatives
embedded into loans and investments, including pooled funds and forward starting
transactions, may be used, and the risks that they present will be managed in line
with the overall treasury risk management strategy.

6.2 Investment Training

CIPFA’s Code of Practice requires the Chief Finance Officer to ensure that all
members tasked with treasury management responsibilities, including scrutiny of
the treasury management function, receive appropriate training relevant to their
needs and fully understand their roles and responsibilities.

Staff that undertake Treasury management duties attend relevant training events
provided by Arlingclose and attend a quarterly strategy meetlng Staff also attend
other relevant training events.

6.3 Investment Advisers

The PCC has appointed Arlingclose Limited as treasury management advisers and
receives specific advice on investment, debt and capital finance issues from them.

6.4 Investment of Money Borrowed in Advance of Need

The PCC may, from time to time, borrow in advance of need, where this is
expected to provide the best long term value for money. Since amounts borrowed
will be invested until spent, the PCC is aware that it will be exposed to the risk of
loss of the borrowed sums, and the risk that investment and borrowing interest
rates may change in the intervening period. These risks will be managed as part of
the PCC’s overall management of its treasury risks.

The total amount borrowed will not exceed the authorised borrowing limit of £23.1
million. The maximum period between borrowing and spending is expected to be
two years, although Dyfed Powys is not required to link particular loans with
particular items of expenditure.

6.5 Financial Implications

The budget for investment income in 2017/18 is £0.1 million, based on an average
investment portfolio of £ 28.7 million at an interest rate of 0.35%. If actual levels of
investments and actual interest rates differ from those forecast, performance
against budget will be correspondingly different.

6.6 Other Options Considered

The WG Guidance and the CIPFA Code do not prescribe any particular treasury
management strategy for local authorities to adopt. The Chief Financial Officer
(PCC) believes that the above sirategy represents an appropriate balance between
risk management and cost effectiveness. Some alternative strategies, with their
financial and risk management implications, are listed below:
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Alternative

Impact on income
and expenditure

Impact en risk management

Invest in a narrower
range of
counterparties and/or
for shorter times

Interest income will
be lower

Lower chance of losses from
credit related defaults, but any
such losses may be greater

Invest in a wider
range of
counterparties and/or
for longer times

Interest income will
be higher

Increased risk of losses from
credit related defaults, but any
such losses may be smaller

Borrow additional
sums at long-term
fixed interest rates

Debt interest costs
will rise; this is
unlikely to be offset
by higher investment
income

Higher investment balance
leading to a higher impact in the
event of a default; however long-
term interest costs may be more
certain

Borrow short-term or
variable loans instead
of long-term fixed
rates

Debt interest costs
will initially be lower

Increases in debt interest costs
will be broadly offset by rising
investment income in the medium
term, but long term costs may be
less certain

Reduce level of
borrowing

Saving on debt
interest is likely to
exceed lost
investment income

Reduced investment balance
leading to a lower impact in the
event of a default; however long-
term interest costs may be less
certain
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Appendix A — Investment & Debt Portfolio Position

30/09/2016

Actual Portfolio

31/09/2016

Average Rate

£m %
External Borrowing:
2.378 9.32
PWLB — Fixed Rate
Total Gross External Debt 2.378 9.32
28/02/2017 28/02/2017

Actual Portfolio

Average Rate

£m %
Investments:
Managed in-house
Short-term investments 21.000 0.37
Long-term investments 8.836 0.981
Total Investments 29.836 0.77

Please note that all debt is long-term and dated pre-1990. Balances are calculated on a bi-

annual basis (30" September and 31% March).






Appendix B — Investment Definitions

Credit Rating: Investment limits are set 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. However, investment decisions are
never made solely based on credit ratings, and all other relevant factors including
external advice will be taken into account.

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.

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 higher 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.

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.

Corporates: Loans, bonds and commercial paper issued by companies other than
banks and registered providers. These investments are not subject to bail-in, but
are exposed to the risk of the company going insolvent. Loans to unrated
companies will only be made as part of a diversified pool in order to spread the risk
widely.

Registered Providers: Loans and bonds issued by, guaranteed by or secured on
the assets of 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 the likelihood of receiving
government support if needed.

Reverse Purchase Agreements (Repo): A repurchase agreement is a financial
transaction where one entity (typically a bank) sells investments (bonds) to another
entity (the investor) on one date and at the same time agrees to repurchase them
at a fixed price on a later date. A repo involves two linked but separate transactions
— the sale of bonds by the bank in return for cash, and the later repurchase of the
bonds in return for a larger sum of cash.
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Pooled Funds: Shares in diversified investment vehicles consisting of any of the
above investment types, plus equity shares and property. These funds have the
advantage of providing wide diversification of investment risks, coupled with the
services of a professional fund manager in return for a fee. Short term Money
Market Funds that offer same-day liquidity and very low or no volatility will be used
as an alternative to instant access bank accounts.
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Appendix C — Treasury Management Practices (TMP)

TMP1 Risk Management

The Chief Finance Officer (CFO) of the PCC will design, implement and monitor all
arrangements for the identification, management and control of treasury management risk,
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 PCC’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 below:-

Credit and Counterparty Risk
Definition

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.

Action

“‘Dyfed-Powys 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
counter-party lists and limits reflect a prudent attitude towards organisations with
which 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. It also recognises the need to have, and will therefore
maintain, a formal counter-party policy in respect of those institutions from which it
may borrow, or with whom it may enter into other financing arrangements.”

Counterparties are detailed within the Treasury Management Strategy and Policy.

Liguidity Risk
Definition

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.

Action

It will be the function of the CFO (Chief Constable) through the treasury
management staff employed by the Chief Constable to ensure that it 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.

They will ensure that at all times there will be a surplus of cash available which can
be called upon (£2m) through its investments in cash on call accounts, which would
be available at any time.

Robust weekly, monthly and annual cash flow forecasting processes are in place in
line with Financial Regulations and Financial Control Procedures.
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Interest Rate Risk
Definition

The risk that fluctuations in the levels of interest rates create an unexpected or
unbudgeted burden on the organisation’s finances, against which the organisation
has failed to protect itself adequately.

Action

Dyfed-Powys 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 requiremenis and management information arrangements.

It will achieve this by the prudent use of its 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
fo take advantage of unexpected, potentially advantageous changes in the level or
structure of interest rates. This should be subject tc the consideration and, if
required, approval of any pclicy or budgetary implications.

The PCC will only undertake borrowing from approved sources such as the PWLB,
organisations such as the European Investment Bank and from commercial banks
who are on the PCC'’s list of authorised institutions, thereby minimising legal and
regulatory risk. All investment of over 13 months will need prior approval by the
CFO PCC.

Exchange Rate Risk
Definition

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.

Action

Currently Dyfed Powys only invest in sterling products, hence there is no exchange
rate risk.

Refinancing Risk
Definition

The risk that maturing borrowings, capital, project or partnership financings cannot
be refinanced on terms that reflect the provisions made by the organisation for
those refinancing, both capital and current (revenue) and / or that the terms are
inconsistent with prevailing market conditions at the time.

Action

Dyfed-Powys will ensure that its borrowing, private financing and partnership
arrangements are negotiated, structured and documented, and the maturity profile
of the monies so raised are managed, with a view to obtaining offer terms for
renewal or refinancing if required, which are competitive and as favourable to the
PCC as can reasonably be achieved in the light of market conditions prevailing at
the time.

It will actively manage its relationships with its counter-parties in these
transactions in such a manner as to secure this objective, and will avoid over
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reliance on any one source of funding if this might jeopardise achievement of the
above.”

Legal and Regulatory Risk
Definition

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 organisations suffers losses accordingly.

Action

Dyfed-Powys 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 counter-party policy under TMP1 credit and counter-party
risk management, it will ensure that there is evidence of counter-parties’ powers,
authority and compliance in respect of the transactions they may effect with the
PCC, particularly with regard to duty of care and fees charged.

Dyfed Powys recognises that future legislative or regulatory changes may impact
on its treasury management activities and, so far as is reasonably able to do so,
will seek to minimise the risk of these impacting adversely on the PCC.

Fraud, Error and Corruption Contingency
Definition

The risk that an 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 employ suitable systems and
procedures and maintain effective contingency management arrangements to
these ends. It includes the area of risk commonly referred to as an operational risk.

Action

Dyfed-Powys 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. Internal Audit will regularly review Treasury Management function and
report to the Joint Audit Committee.

A clear, well defined reporting structure for fraud etc. is in place in the event of a
systems breakdown. The insurance policy incorporates cover for fraud, error and
corruption. This is documented within the Anti-fraud and Corruption policy and
included within Financial Control Procedure 4.7 “Dealing with Suspected Fraud and
deception.”

Market Risk

Definition

The risk that through adverse 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.





Action

Dyfed-Powys will seek to ensure that its stated treasury management policies and
objectives will not be compromised by adverse market fluctuations in the value of
the principal sums it invests, and will accordingly seek to protect itself from the
effects of such fluctuations.

It will only place investments with institutions that are included on the most recent
counter-party lending list approved by Arlingclose.

TMP2 Performance Measurement

Dyfed Powys 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 on-going 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 by
using the criteria set out below:-

The performance measures / benchmarks for treasury management will include the
following: -

Performance Measure

1 Achlevmg the budgeted investment income

2 Ensurmg cash balance cover of 31 days
3 Ensuring that investments are only placed with institutions which

comply with the annual Treasury Management Strategy

4 Ensuring approved counter- party limits are adhered to (refer to |

TMP’s 1/ 5)
5 Expected levels of Investments per month compared to actual [evel

of investment |

| Average rate of return of investments per month compared to target |
. | rate

[92]

TMP3 Decision Making and Analysis

Dyfed Powys 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.

Decisions regarding funding, borrowing, lending and new instruments and techniques will
only be made if they comply with the Treasury Management Policy and Strategy. All
decisions will be open to independent scrutiny.
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TMP4 Approved Instruments, Methods and Techniques

Dyfed Powys will undertake its treasury management activities by employing only those
instruments, methods and techniques specified in the Financial Regulations and Financial
Control Procedures and within the limits and parameters defined in TMP 1 Risk
Management.

The Corporate Governance Framework section 7.8F gives instruction on Treasury
Management and Banking arrangemenis and the Financial Control Procedure 2.1
Treasury Management and Banking arrangements specify instruments, methods and
techniques approved.

TMP5 Organisation, Clarity and Segregation of Responsibilities and Dealing
Arrangements

Dyfed-Powys 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
error, and for the pursuit of optimum performance, that these activities are structured and
managed in a fully integrated manner, and that there is, at all times, clarity of treasury
management responsibilities.

The principle on which this will be based is a clear distinction between those charged with
setting treasury management policies and those charged with implementing and
controlling these policies, particularly with regard to the execution and transmission of
funds, the recording and administering of treasury management decisions, and the audit
and review of the treasury management function.

If and when Dyfed Powys intends, as a result of lack of resources or other circumstances,
to depart from these principles, the CFO CC will ensure that the reasons are properly
reported to the CFO PCC in accordance with TMPG6 Reporting Requirements and
Management Information Arrangements, and the implications properly considered and
evaluated.

The CFO CC will ensure that there are clear written statements of the responsibilities for
each post engaged in treasury management, and the arrangements for absence cover.
The CFO CC will also ensure that at all times those engaged in treasury management will
follow the policies and procedures set out and report any deviance from these to the CFO
PCC.

The CFO CC will ensure that there is proper documentation for all deals and transactions
and that procedures exist for the effective transmission of funds and provide evidence of
this where required to the CFO PCC.

TMP6 Reporting Requirements and Management Information Arrangements

Dyfed-Powys will ensure that regular reports are prepared and considered on the
implementation of its treasury management policies; on the effects of decisions taken and
transactions executed in pursuit of those policies; on the implications of changes,
particularly budgetary, resulting from regulatory, economic, market or other factors
affecting its treasury management activities; and on the performance of the treasury
management function.

It is suggested that the following reporting process be presented by the PCC CFO:-

Annual reporting requirements before the start of the year:

o Review of the Treasury Management policy statement and strategy,
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e Review of the Treasury Management Practices,

° Prudential Indicators.

Mid-year reporting requirements:

° Treasury Management Activities undertaken,

® Variations (if any) from agreed policies / practices,

o Performance report, '

o Performance against Treasury Management and Prudential Indicators.

Annual reporting requirements after year end:

o Performance of Treasury Management Function,
o Report on risk implications of decisions taken and transactions executed,
o Report on any circumstances of non-compliance with the Treasury management

Police Statement and TMPs.

TMP7 Budgeting, Accounting and Audit Arrangements

The CFO PCC will prepare and the PCC will approve and if necessary from time to time
will amend the annual budget for the Treasury Management function, together with
associated income. The matters to be included in the budget will be at minimum those
required by statute or regulation, together with such information as will demonstrate
compliance with TMP1 Risk Management, TMP2 Performance Measurement and TMP4
Approved Insfruments, Methods and Techniques. The CFO will exercise effective controls
over this budget and will report upon and recommend any changes required in accordance
with TMP6 Reporting Requirements and Management Information Arrangements.

Dyfed-Powys will account for its treasury management activities, for decisions made and
transactions executed, in accordance with appropriate accounting practices and standards,
and with statutory and regulatory requirements in force for the time being and in particular
the CIPFA Code of Practice and Cross-Sectoral Guidance Notes for Treasury Management
in Public Services issued in 2011. The CFO will act in accordance with the PCC’s policy
statement and TMPs and the CIPFA: Standard of Professional Practice on Treasury
Management.

The PCC will ensure that its auditors, and those charged with regulatory review, have
access to all information and papers supporting the activities of the treasury management
function as are necessary for the proper fulfilment of their roles, and that such information
and papers demonstrate compliance with external and internal policies and approved
practices.

Treasury Management procedures and processes will be audited in accordance with the
internal audit risk based audit strategy.

Auditors will as part of their responsibilities in auditing the Statement of Accounts, obtain
independent verification from counterparties of investments held by the PCC.

TMP8 Cash and Cash Flow Management
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Unless statutory or regulatory requirements demand otherwise, all monies in the hand of
Dyfed Powys will be under the control of the PCC, and will be aggregated for cash flow and
investment management purposes. Cash flow projections will be prepared on a regular
basis, and the CFO PCC and CFO CC will ensure that these are adequate for the purposes
of monitoring compliance with TMP1 Liquidity Risk Management.

TMPS Money laundering

Dyfed Powys is alert to the possibility that it may become the subject of an attempt to
involve it in a transaction involving the laundering of money. Accordingly, it will maintain
procedures for verifying and recording the identity of counter-parties and reporting
suspicions, and will ensure that staff involved in this are fully trained.

Only counterparties approved by the Treasury Management consultants will be utilised.
Terms and conditions are agreed between the counterparty and the PCC prior to the
transfer of funds.

The Proceeds of Crime Act 2020 (POCA) and the related Money Laundering Regulations
2007 have also extended the Wales Audit Office auditors responsibilities. The Auditor
General and his staff and contractors are required to report to the Serious and Organised
Crime Agency (SOCA) where they suspect, as a result of information gained during the
course of their work, that there may have been criminal acts that involve financial gain.

If any staff involved in Treasury Management have suspicions of money laundering then this
should be brought to the attention of the CFO PCC and CFO CC.

TMP10 Training and Qualifications

Dyfed Powys recognises the importance of ensuring that all staff involved in the treasury
management function are fully equipped to undertake the duties and responsibilities
allocated to them. The PCC will therefore seek to appoint individuals who are both capable
and experienced and will provide training for staff to enable them to acquire and maintain
an appropriate level of expertise, knowledge and skills. The CFO PCC will recommend
and implement the necessary arrangements.

The CFO PCC will ensure that all staff tasked with treasury management responsibilities,
including those responsible for scrutiny, have access to training relevant to their needs and
those responsibilities.

Those charged with governance recognise their individual responsibility to ensure that they
have the necessary skills to complete their role effectively.

Staff who undertake Treasury management duties attend relevant training events provided
by Arlingclose and attend a quarterly strategy meeting. Staif also attend relevant training
events that are held by CIPFA.

Weekly bulletin e-mails are sent out by Arlingclose which provide advice on any economic
developments and suggested revisions to counterparty limits.

TMP11 Use of External Service Providers

Dyfed-Powys recognises that responsibility for treasury management decisions remains
with the PCC at all times. Dyfed-Powys recognises the potential value of employing
external providers of treasury management services, in order to acquire access to
specialist skills and resources. When it employs such service providers, it will ensure it
does so for reasons which will have been submitted to a full evaluation of the costs and
benefits. It will also ensure that the terms of their appointment and the methods by which
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their value will be assessed are properly agreed and documented, and subject to regular
review. And it will ensure, where feasible and necessary, that a spread of service
providers is used, to avoid over reliance on one or a small number of companies. Where
services are subject to formal tender or re-tender arrangements, legislative requirements
will always be observed. The monitoring of such arrangements rests with the CFO PCC.

Dyfed Powys has a contract with Arlingclose for the provision of advice/assistance as
follows: ;

e Strategic advice

o Capital finance advice

o Treasury Management Policy and Strategy

o Interest Rate Forecasting and Economic Advice
o Investment Policy Advice

a Debt Advice

e Counterparty Assistance

e Seminars and training

° Website and client meetings.

The initial contract was for the period 1% July 2008 to 30" June 2010. This arrangement is
now subject to a fender exercise.

TMP12 Cor_porate Governance

Dyfed-Powys has adopted and implemented the key recommendations of the CIPFA Code
of Practice. This is considered vital to the achievement of proper corporate governance in
treasury management, and the CFO PCC and CFO CC will monitor and, if and when
necessary, report upon the effectiveness of these arrangements.

The Code recommends that public service organisations state their commitment to
embracing the principles of corporate governance in their Treasury Management activities,
notably openness and transparency. '

Dyfed Powys is committed to the pursuit of proper corporate governance throughout its
businesses and services, and to establishing the principles and practices by which this can
be achieved. Therefore, the treasury management function and its activities will be
undertaken with openness and transparency, honesty, integrity and accountability
reflected in Dyfed Powys’s Corporate Governance Framework and Financial Control
Procedures.

The organisation’s Treasury Management policies and practices will be published on the
internet.

The CFO PCC has primacy over Treasury Management functions and will ensure that
adequate separation of duties exist between staff charged with undertaking Treasury
Management Functions.

25





Appendix D - Prudential Indicators and MRP Statement 2017/18

The Local Government Act 2003 requires the PCC to have regard to the Chartered
Institute of Public Finance and Accountancy’s Prudential Code for Capital Finance in Local
Authorities (the Prudential Code) when determining how much money it can afford fo
borrow. The objectives of the Prudential Code are to ensure, within a clear framework, that
the capital investment plans of local authorities are affordable, prudent and sustainable,
and that treasury management decisions are taken in accordance with good professional
practice. To demonstrate that the PCC has fulfilled these objectives, the Prudential Code
sets out the following indicators that must be set and monitored each year.

1. Estimates of Capital Expenditure:
The PCC’s planned capital expenditure and financing may be summarised as
follows:

Bt Eleniiire snd 2016117 | 2017/18 | 201819 | 2019/20 2020/21
Ly Revised Estimate Estimate Estimate Estimate
£k £k £k £k £k
Estates Projects 1,854 5,790 5,193 2,876 375
Vehicles 1,264 972 1,044 1,037 1,170
ICT Schemes 2,447 2,459 3,462 2,781 2,448
Total Expenditure 5,565 9,221 9,699 6,694 4,193
Capital Receipts 114 1,568 523 200 0
Government Grants 500 318 318 318 318
Reserves 4,551 7,035 5,059 2,001 0
Ez\gizre Contributions fo 400 300 300 300 300
Borrowing 0 0 3,499 3,875 3,975
Leasing and PFI 0 0 0 0 0
Total Financing 5,565 9,221 9,699 6,694 4,193

2. Estimates of Capital Financing Requirement

The underlying need to borrow for capital purposes is measured by the Capital
Financing Requirement (CFR) while usable reserves and working capital are the
underlying resources available for investment.

As of 1% April 2015 the PCC had an opening capital financing requirement of
£7.309 million (excluding PFI) against total fixed assets recorded on the balance
sheet of £73.912 million. During 2015/16 the PCC applied £7.309 million of its
capital reserve to the CFR in order to reduce the balance to zero.

In relation to the capital expenditure plans outlined in the capital strategy, the PCC
will need to borrow a total of £7.235 million over the period 2018/19 to 2018/20.
The PCC must also make annual repayments from the revenue budget for interest
and a repayment of principal in accordance with the MRP policy set out below.
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The PCC is currently looking at ways to reduce the need to borrow in 2018/19 and

2019/20.

However, in the current medium term financial plan, it has been assumed that there
will be a requirement for external borrowing from 2018/19 onwards.

Capital Financing Requirement 31.03.17 | 31.03.18 | 31.03.19 | 31.03.20

Revised | Estimate | Estimate | Estimate
£k £k £k £k

Opening Capital Financing 0 0 0 3,499

Requirement

Less: Annual Minimum 0 0 0 139

repayment from revenue

Add: New Borrowing 0 0 3,499 3,875

Closing Capital Financing 0 0 3,499 7,235

Requirement

Gross Debt and The Capital Financing Requirement

In order to ensure that over the medium term debt will only be for a capital purpose,
paragraph 44 of the Prudential Code states that the PCC should ensure that debt
does not, except in the short term, exceed the total of capital financing requirement
in the preceding year plus an estimates of any additional capital financing
requirement for the current and next two financial years. This is a key indicator of
prudence.

We are currently in breach of this indicator, albeit that this is allowable in the short
term. We are in breach as a result of applying reserves against the CFR in
2015/16 to reduce the balance to zero. At the time the decision was made we
reported that we would be in breach of this indicator as a result of holding historic
debt that was, for financial reasons, was not economic to pay off.

We are currently looking at ways to reduce the need to borrow externally in
2018/19 and 2019/20 and to once again comply with paragraph 44 of the Code.

All borrowing decisions will be made by the PCC advised by the CFO PCC.

Debt 31.03.17 31.03.18 31.03.19 31.03.20
Revised Estimate Estimate Estimate
£k £k £k £k
Borrowing 2,298 2,125 5,435 8,924
Total Debt 2,298 2,125 5,435 8,924

Operational boundary for External Debt
The operational boundary is based on the PCC’s estimate of most likely i.e.
prudent, but not worst case scenario for external debt. It links directly to the PCC'’s
estimated of capital expenditure, the capital financing requirement and cashflow
requirements, and is a key management tool for in-year monitoring. Other long-
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term liabilities comprise finance lease, Private Finance Initiative and other liabilities
that are not borrowing but form part of the PCC’s debt.

The limits set are shown in the table below:

Operational 2016/17 2017/18 2018/19 2019/20
Boundary Limit Limit Limit Limit
£k £k £k £k
Borrowing 18,100 18,100 18,100 18,100
Other long- 1,000 1,000 1,000 1,000
term liabilities
Total Debt 19,100 19,100 19,100 19,100

Authorised limit for External Debt

The authorised limit is the affordable borrowing limit determined in compliance with
the Local Government Act 2003. It is the maximum amount of debt that the PCC
can legally owe. The authorised limit provides headroom over and above the
operational boundary for unusual cash movements.

The limits set are shown in the table below:

Authorised 2016/M17 2017/18 2018/19 2019/20
Limit Limit Limit Limit Limit
£k £k £k £k
Borrowing 23,100 23,100 23,100 23,100
Other long- 1,000 1,000 1,000 1,000
term liabilities
Total Debt 24,100 24,100 24,100 24,100

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, net of investment income. This
indicator shows financing costs in the context of the entire budget.

This is scheduled to increase over the period due to the requirement to undertake
borrowing to support the investment required as a result of the Ca'pital Programme.
It is still projected to remain below 1% of the overall budget and therefore shouldn’t
provide any long term problems in terms of affordability and sustainability.

2016/17 201718 2018/19 2019/20 2020/21
Revised | Estimate Estimate Estimate Estimate
£k £k £k £k £k
Financing Costs | 24 109 233 507 780
Net Revenue 93,342 96,616 96,137 95,861 98,292
Stream
Ratio of 0.03% 0.11% 0.24% 0.53% 0.79%
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Financing
Costs to Net
Revenue
Stream

Incremental Impact of Capital Investment Decisions

This is an indicator of affordability that shows the impact of capital investment
decisions on Council Tax levels. The incremental impact is the difference between
the total revenue budget requirement of the current approved capital programme
and the revenue budget requirement arising from the proposed capital programme.

Incremental Impact of Capital 2017/18 2018/19 2019/20

Investment Decisions Estimate Estimate Estimate
£ Sl £

Increase in annual band D Council -0.03 0.38 0.92

Tax
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Annual Minimum Revenue Provision Statement 2017/18

Where the PCC finances capital expenditure by debt, it must put aside resources to repay
that debt in later years. The amount charged to the revenue budget for the repayment of
debt is known as Minimum Revenue Provision (MRP) although there has been no
statutory minimum since 2008. The Local Government Act 2003 requires the PCC to have
regard to the Welsh Government’s Guidance on Minimum Revenue Provision.

The broad aim of the WG guidance is to ensure that debt is repaid that is either reasonably
commensurate with that over which the capital expenditure provides benefits or, in the
case of borrowing supported by Government Revenue Support Grant, reasonably
commensurate with the period implicit in the determination of that grant.

The WG guidance requires the PCC to approve an annual MRP statement each year, and
recommends a humber of options for calculating a prudent amount of MRP.

Whilst it is foreseen that the CFR will remain at zero for a couple of years (and therefore
MRP will be zero), the policy will still be used to estimate future MRP charges to the
revenue account for future years in setting the medium term financial plan and capital
programme.

The following statement only incorporates options recommended in the guidance:

ANNUAL MINIMUM REVENUE PROVISION (MRP) STATEMENT
The following policy has been set by the PCC in relation to MRP for 2017/18.
Supported Borrowing - Capital Financing Requirement Method

MRP is equal to 4% of the supported Capital Financing Requirement (CFR) at the end of
the preceding financial year. For 2017/18 this is estimated to be zero.

Prudential Borrowing - Depreciation Method

MRP is to be equal to the provision required in accordance with depreciation accounting
in respect of the asset on which expendiiure has been financed by prudential borrowing
or unsupported credit arrangements.

(a) MRP will continue to be made annually until the cumulative amount of such provision
is equal to the expenditure originally financed.

(b) On disposal of the asset, the amount of the capital receipt will not be taken to the
revenue account and the PCC will comply with the normal requirements of the 2003 Act
on the use of capital receipts.

(c) Where the percentage of the expenditure on the asset financed by prudential
borrowing or unsupported credit arrangements is less than 100%, MRP will be equal to
the same percentage of the provision required under depreciation accounting.

Finance Leases and PFl

In the case of finance leases and on balance-sheet PFI contracts, the MRP reguirement
will be regarded as met by a charge equal to the element of the rent/charge that goes to
write down the balance sheet liability.
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HEDDLU A THROSEDDU

POLICE AND CRIME
Corporate Governance Group
MINUTES
7th September, 2017
ACPO, Police Headquarters
Attendees: Darren Davies (Chair) Deputy Chief Constable
Edwin Harries Director of Finance
Jayne Woods Chief Finance Officer, OPCC
Paul Morris Collaboration & Efficiency
Rachel Jones Head of Legal Services
Malcolm MacDonald Joint Audit Committee
Sharon Richards OPCC
Nicola Squires ACPO (note taker)
Apologies:  Gawain Evans Chair of the Joint Audit Committee
Carys Morgans Chief of Staff, OPCC

1. Disclosure of any other business items

There were no other issues to raise.

2. Minutes of Corporate Governance Group - 12 June, 2017

It was agreed that the minutes of the last meeting held on the 12" June, 2017 were a correct
record of proceedings.

3. Update from Working Group - Updated Principles Document

It was agreed that in future, owners will be identified against each Action.

A. Consider determining how well understood the Code of Ethics and referral process is,

along with the transparency of feedback. Action:- Paul Morris to ask David Morgan to
put together a brief update paper on current progress.

. Consider establisnment of Professional Reference Group. Action:- Paul Morris will raise
at the next meeting of the group the proposal that it becomes a consultation forum for
the organisation. Subject to that agreement, they will act as the Staff Engagement
Reference Group.

Consider increasing community engagement at corporate level. Action:- The
ownership of the Influence, Connect and Engagement Board needs to be established.

. Ensure that we refer to sustainable development principles (from Well-being Act) on
business cases and ideas. The 5 principles are : long term, prevention, integration,
collaboration and involvement — This links into the Futures Board which Paul Morris will






raise at that group and will also be discussed at the next meeting of the Assets Board.
Action:- Paul Morris will raise with Ch Supt Richard Lewis to ensure that this is picked up
within the governance process. Develop a process for discussing and implementing
new ideas/business plans/legislation — this is being progressed by a sub group to the
Futures Board — the Change Oversight Board.

Develop and embed performance structures to support the Delivery Plan - this was
raised at a recent meeting of the Performance and Outcomes Board and discussion
held on the areas that need to be focussed on. Interviews are being held today for
the new Governance and Performance Manager who will take forward the
performance work and finalise the team.

Consider creating a repository of staff skills and qualifications to facilitate best
utilisation of available resources and skill sets. This is being progressed through iTrent by
Supt Pete Roderick therefore work is on-going. This work will feed into the Peoples
Board to co-ordinate issues.

HMIC Inspection Letter — an update on progress was provided by the DCC. As from
2018, PEEL will be undertaken over one stage as opposed to two. The Effectiveness
Inspection is scheduled during week commencing the 16t October, 2017.

Establish and publish a plan of our own audit of processes and systems and
compliance testing. Paul Morris provided an update. The Corporate Governance
Action Plan will be linked to the Risk Register. Action:- Paul Morris and Ch Supt Richard
Lewis will look at this and draw up a plan of work to progress issues.

4. Review of Current Issues that may have an impact on Governance Arrangements

a)

b)

Review of Risk Registers — a Health and Safety Compliance issue was raised in an audit
of investigations highlighting that fire testing in the main building was not being signed
off on a weekly basis. In addition, there were other matters which will be taken
forward through the Health and Safety Committee.

Health and Safety Training - COG have now approved a post to take on this training
to move this forward.

DCC Davies stated that a letter had been received from the ICO indicating concerns
on our information handling processes. An external review will be undertaken. An
Action Plan will be developed and a confirmation to ICO that work will be carried out
fo address matters.

Vetting Unit Backlog — it was confirmed that there is a plan in progress to deal with the
backlog.

PNC, PNC Audit and training and the delay in automatic transfer of documents on to
PNC. A significant piece of work is ongoing which has resolved the issues in relation to
the backlog. It was agreed to monitor the situation to ensure that this does not recur.
Delay in the infroduction/upgrade of IT Systems — ASBIS/STORM - there are some
amendments required to incorporate Firearm Certificate Holder checks and risk
assessments.  Currently waiting for some national work to be undertaken on that
before this can be taken forward.

Stop and Search geo-location data for stop and search records is not currently being
captured. This work remains unresolved.

Software issue with Gucci link resulting in Home Office withdrawing support to
implement - STORM and the Bail Act has not had a major impact but a request for a
review has been made.

Internal Audit — Jayne Woods provided headlines in relation to the reviews and
outcomes undertaken. The one review which had cause for concern was in relation






to compliance with investigations and the lack of updates being made in a fimely
fashion. It was agreed that these matters can be remedied quickly.

c) HMIC - already discussed in relation to the forthcoming inspection.
d) Operational Issues — already discussed.
e) Ethics — already discussed.

f) COG - For notfing, ACC Liane James will commence a secondment with Welsh
Government on the 15t October, 2017 to support some of their partnership work.
Community Safety issues, Violence against Women, Domestic Abuse and Sexual
Offences.

g) External Issues — no matters to note.

h) Financial Matters — Jayne Woods reported that discussions had commenced on the
next round of budget setting for next year. A Finance Seminar will be held on the 8t
September, 2017. Externally there has been no update on the review of the funding
formula. The new Policing Minister, Nick Hurd has asked for evidence to demonstrate
how reduced funding is affecting the organisation. A piece of work is being done
natfionally to pull together the views of all forces and OPCCs to provide a
consolidated view for the Policing Minister to consider. The Apprenticeship Levy was
discussed. Jayne Woods has received an e-mail from North Wales Police who are
considering a judicial review of the decision.

i) Joint Audit Committee - Malcoim Macdonald provided an update on the last

meeting of JAC. Appreciation had been expressed by the committee on the timely
submission of the completed accounts, the Internal audit reports and risk registers for
that meeting. A Joint Wales Training Day will be held by the Wales Audit Office to
enable a more structured business of work and to assist with understanding the
processes and supporting the organisation.
Action:- Jayne Woods volunteered to provide Malcolm Macdonald with an update on
the recruitment process and an awareness of current developments. DCC also
volunteered to attend JAC to provide an update to the group. A briefing to be
provided to the Chair of the JAC on the HMIC report in order to provide support to the
organisation.

i) Complaints — Backlogs are being progressed. Performance and timescales in
parficular are improving. The IPCC had also been complimentary on current
processes.

k) Collaboration - Paul Morris reported that the Force Collaboration Group will hold its 3
meeting on the 15" September, 2017. The All Wales DCC Bob Evans will attend the
meeting to provide an update on regional collaboration.

5. Monitoring of On-going Tasks

On-going Tasks and Actions — nothing further fo raise.






6. Any Other Business

There were no further issues to discuss.

7. Date of Next meeting

The next meeting will be held on Wednesday, 15" November, 2017 at 10.30am.
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