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Dyddiad:	15 Mawrth 2016

AT:	Comisiynydd yr Heddlu a Throseddu, y Prif Gwnstabl ac Aelodau o’r Cyd-bwyllgor Archwilio
                   (Mr G Evans, Mr A Kenwright, Mrs A Williams, Mr M MacDonald)

Copi at:	Mrs J Woods, Prif Swyddog Ariannol
Cymdeithas Prif Swyddogion yr Heddlu ac Uwch Swyddogion/Staff Cynrychiolwyr o TIAA a Swyddfa Archwilio Cymru
Y Wasg a Llyfrgelloedd

Annwyl Syr/Fadam,

Cynhelir cyfarfod o’r Cyd-bwyllgor Archwilio ar ddydd Mawrth 22 Mawrth 2016 am 10:00y.b. yn Ystafell SCC002 o’r Ganolfan Gydlynu Strategol, Pencadlys yr Heddlu, Llangynnwr, Caerfyrddin er mwyn trafod y materion ar yr agenda sydd ynghlwm. Mae hawl gan aelodau o’r Wasg a’r Cyhoedd fynychu’r cyfarfod hwn.  

Yr eiddoch yn gywir
[image: ]


Helen Morgan-Howard
Pennaeth Staff Dros Dro

Amg.
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2015-12-09 Mins draft
Minutes of the Joint Audit Committee
Wednesday 9" December 2015 @ 10:00 am
Strategic Command Centre, Police Headquarters

Present: Mr Alasdair Kenwright )
Mr Malcolm MacDonald ) Members of Joint Audit Committee
Mrs Ann Williams )

In attendance:

Tim Burton — Deputy Police & Crime Commissioner (DPCC)

Simon Prince - Chief Constable (CC)

Helen Morgan-Howard - Chief of Staff, OPCC (HMH)

Jayne Woods - Chief Finance Officer, OPCC (CFO)

Edwin Harries — Director of Finance (DoF)

Samantha Gainard - Director of Legal & Compliance (SG) agenda item 5 only
Jason Garcia - Audit Manager, WAO (JG)

Vicky Davies — Head of Audit TIAA (VD)

Anne Williams - Support Officer, OPCC

In Gawain Evans’ absence, Alasdair Kenwright agreed to chair the meeting.

Following introductions a warm welcome was extended to Vince Tether and Tony Joslin from
HMIC who attended the meeting as observers.

Al17

A18

A19

A20

A21

Apologies for absence

Apologies for absence were received from Gawain Evans Member of Joint Audit
Committee, Christopher Salmon PCC and Mr John Herniman WAO.

Declarations of interest

There were no declarations of interest.

To confirm the minutes of the meeting held on 23" September 2015

The minutes were agreed as an accurate record of the meeting.

Matters arising

There were no matters arising from the minutes.

Business Continuity arrangements

SG provided an update on Business Continuity arrangements. SG confirmed the
undertaking of a new approach to split the corporate plan into business areas with

Business Continuity champions being identified. A devised training programme was
scheduled to commence in January and run to the end of March 2016 before a check
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A22

and testing of the system. Various mechanisms of testing had been observed together
with an organisation event to ensure measures in place were realistic and achievable.
A target date of June 2016 was indicated.

The Chair questioned arrangements for dissemination within the organisation to ensure
that all areas were fully sighted of plans. A response confirmed that responsibility fell
with each departmental area with the Force Communication Centre serving as a central
point, and guidance on the Business Continuity website

Concerns on progress were dismissed with reassurance given by SG that training was
to commence in January.

VD confirmed that the review of Business Continuity rescheduled to 2015/16 Quarter 4
was deferred until Quarter 1 2016/17 thus providing Members with added assurance.

MM was encouraged by the update and it was pleasing to note that the issue had been
addressed. MM made an observation on the significance of desk exercises to provide a
feel for a real incident and the value of forward planning in selecting an appropriate
alternative estate base in any incident.

External Auditor’'s Annual Audit Letter for 2014-15 - Police & Crime
Commissioner and Chief Constable of Dyfed-Powys Police

JG summarised findings from the audit work undertaken in relation to both the Police &
Crime Commissioner and Chief Constable of Dyfed-Powys during 2015.

Key positive statements within the Audit Letters highlighted an unqualified opinion on
the 2014-15 financial statements of the Police & Crime Commissioner, the Chief
Constable and the Police Pension Fund; the Commissioner and Chief Constable had
appropriate arrangements in place in the year to secure economy, efficiency and
effectiveness in their use of resources; and a certificate was issued confirming that the
audit of the accounts had been completed on 29" September 2015.

In response to a question by MM on the criteria used to assess arrangements for
securing economy, efficiency and effectiveness, JG explained that the criteria listed in
Appendix A were simply examples of the types of questions that WAO use in order to
make their assessment. These are standard questions that are asked to all similar
organisations.

The DPCC welcomed the report in particular to the Commissioner and Chief Constable
having appropriate arrangements in place for efficiency and effectiveness. The DPCC
alluded to financial pressures in future years and confirmed early planning and
preparation to protect the cost of rural policing.

The Chief Constable had already articulated a budget requirement for 2016-17 to which
the Commissioner had agreed, regardless of the impending outcome of CSR.
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A24

Members welcomed this statement on the 2016-17 budget and endorsed work
undertaken by both the Commissioner and Chief Constable and their staff.

Decision: The Committee noted the External Auditor’'s Annual Audit
Letter for 2014-15

Matters arising from 2014-15 Audit Letters

Prior to the meeting a decision had been made to bring matters arising from 2014-15
Audit Letters to the Committee to provide openness and transparency.

JG introduced two documents, one addressed to the DoF and one addressed to the
CFO. Members observed that in future one document would suffice unless significant
differences were noted.

JG highlighted some matters within the Action Plan; in particular the challenging
programme and approach to faster closure of accounts in 2018-19. Planned workshops
organised by WAO in January 2016 would address areas for improvement and future
challenges. The DoF confirmed work in progress to date to meet earlier closure
deadlines. ]G referred to future areas of accounting for collaboration in Wales and
reported on difficulties and delays identified within the 2014-15 audit.

The CFO highlighted issues concerning the OPCC in relation to the ownership of assets.
An exercise to establish ownership with the Land Registry was still ongoing and further
work on a full review of assets was planned.

It was noted that Management’s responses to matters arising from 2014-15 audit
letters were to be concluded following the JAC meeting.

Decision: The Committee noted the WAO matters arising from the
2014-15 audit letters and confirmed the value of bringing
these matters to the Committee.

Summary Internal Audit Progress report

The report provided Members with an update on the Controls Assurance framework as
at 1% December 2015 following work undertaken to date against the Annual Plan for
2015/16. The table within the report showed five completed audits and three draft
audits since the previous JAC meeting. There had been no changes to the Annual Plan
2015/16 other than slight changes to timings as listed within Appendix A. VD
highlighted that due to the delayed completion of the Business Continuity Plan the
review of Business Continuity rescheduled to Quarter 4 was deferred until Quarter 1
2016/17 allowing the time to be used for either a review of the Driver Re-training
Scheme or Recruitment and Retention arrangements. Members agreed it was
appropriate for Officers to decide on which review was more appropriate and beneficial
to the organisation. Following observations by the DoF Members agreed to the change
in the Audit Plan.
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The outstanding Priority 1 recommendation made in previous audit reports and the
current position was listed in Appendix B. Progress against the set targets were on
target for completion by year end with the review of Leases deferred to Quarter 4 due
to staff absence. Minor delays in relation to comments on the drafts being returned for
final preparation were being monitored. Members were satisfied with progress in
relation to the outstanding priority 1 recommendation made in the previous Business
Continuity audit report.

It was noted that Members were impressed with the audit work in terms of quantity
and quality of reports.

Decision: The Committee agreed the change within the Audit Plan.
Reports of the Internal Auditors
a) Assurance Review of Creditor Payments

The review considered the arrangements for authorising and paying costs incurred
by the organisation and the arrangement for control of the organisation’s cheques
and automated payments. The review awarded a reasonable level of assurance
with three Priority 2 recommendations all accepted by management with reasonable
timescales for implementation.

MM raised a point for clarification on page 4 regarding the reference to unpresented
cheques dated over 12 months old being investigated whilst WAO had reported on
unrepresented cheques over 9 months. ]G agreed to make enquiries as regards to
the rule on unpresented cheques.

b) Assurance Review of Pension Arrangements

The review considered the arrangements for the creation, amendment and deletion
of pension records and payment of pensions. The review awarded substantial
assurance that the organisation had good controls in place in relation to pension
arrangements and no recommendations were identified. One suggestion asked that
consideration be given to identifying and training appropriate contingency cover in
the absence of the Pensions Officer. This suggestion had been accepted by
management.

c) Assurance Review of Document and Evidence Retention management
arrangements.

The review considered the arrangements for the secure retention of key documents
and evidence. The review also considered the process in place for safe custody of
documents and evidence and the arrangements for retrieval, removal and return of
evidence. The review awarded reasonable assurance with one Priority 2





recommendation which sought clarity on the Property Management System being
used by all areas of the Force to enable an agreed approach and implementation.

Members endorsed the management comment as a valid response.

d) Assurance Review of the Strategic Planning Arrangements

The review considered the arrangements by which the Chief Officer Group and
senior management groups ensure that corporate plans for the organisation remain
achievable in times of economic uncertainty. The review awarded substantial
assurance assessment with good controls in place over the strategic planning
arrangements.

The DPCC welcomed the report and confirmed that Strategic Planning was an area
on which both the Commissioner and Chief Constable had undertaken a significant
amount of work. Any issues are dealt with as they arise through weekly Policing
Board and monthly Police Accountability Board meetings. The DPCC provided the
Committee with assurance that all priorities and commitments within the Annual
Report either had been delivered or were in the process of being delivered.

MM stated that two Members of JAC had observed a Police Accountability Board
meeting and were impressed with the scrutiny mechanisms in place and the range
of subjects covered at the meeting.

The webcasting of public Police Accountability Board meetings had commenced and
Members fully endorsed this facility and requested site details in order to view
future meetings online.

HMH stated that the Delivery Plan which reports progress against the Police & Crime
Plan was no longer being produced or reported on to JAC as information within the
Plan was included in other reports.

e) Assurance Review of the Payroll arrangements

f)

The review considered the arrangements for the creation, amendment and deletion
of payroll records; payment of allowance and pay awards; and payment of salaries.
The review awarded reasonable assurance with two Priority 2 recommendations
which were accepted and progressed by management. The DoF emphasised work
in hand within the Payroll section.

Interim Follow-Up review

The interim follow up review by TIAA considered whether the management actions
taken in respect of Priority 1, 2 and 3 addressed the control issues that gave rise to
the recommendations. Progress of the management actions were identified with 42
recommendations implemented, 1 in process of being implemented, 1 no longer
applicable with 9 given a revised target date. Reassurance was sought on whether
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some of the revised target dates of December 2015 were realistic. Whilst the DoF
reported that target dates were set by responsible officers who were in a position to
agree the set dates, VD emphasised that a follow up report in March would pick up
on any slippage. Members were invited to review progress on TIAA’s online system
if they so wished.

Members congratulated TIAA on the high number of reviews implemented within the
audit process and complimented the information within the reports and supporting
documents providing members with a comprehensive insight.

Decision: The Committee noted the Internal Audit Reports.

Action: That HMH provide Members with webcast site details.

A26 TIAA’s Internal Audit Contract Extension

A27

VD withdrew from the meeting for the duration of the discussion.

The contract for provision of Internal Audit Services for the PCC and CC of Dyfed-
Powys had been awarded to TIAA on the 24™ June 2013 for three years. The contract
was due to expire on the 24™ June 2016 which allowed for the extension of the
services provided for a further two years on a year by year basis. Members were
asked to consider the extension of the Internal Audit Contract with TIAA for a year.

Members discussed the adequacy and independence of the performance of the internal
audit service to date and referred to the collaborative benefits of remaining with TIAA.

A discussion ensued when JG asked Members to consider past experiences of working
with internal audit providers. JG referred to collaborative work across police forces in
South Wales and the scope for further collaboration and at the appropriate time to
consider the option of looking to the market in order to accomplish a better financial
package.

A discussion ensued in response to the DPCC asking Members to consider the value for
money of the audit programme, culminating in an endorsement of the presented fee
rates.

Members agreed to fully endorse the extension of the contract.

Decision: The Committee formally agreed that TIAA’s Internal Audit
Contract be extended for one year.

Update on HMIC activity

HMIC carried out 10 inspections on Dyfed-Powys Police Force in 2015 with details being
provided in Appendix A. There had been a reduction in the pace and level of HMIC
inspections over the latter months which was greatly welcomed after a protracted
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period of intense activity. A progress report on HMIC audits highlighted good work
within the Force on moving ahead with issues raised. All recommendations made by
the HMIC had been captured on an action plan owned by the relevant Department
Head and monitored via the T/ACC.

The PEEL programme was to continue for 2016 with all forces subject to an
unannounced Crime Data Integrity review. HMIC had announced a system of a HMIC
Lead Officer becoming more involved in direct engagement with respective Forces and
this approach was welcomed.

In relation to HMIC developments, HMIC were working with its Criminal Justice Joint
Inspection partners to finalise an inspection programme of major issues across a wide
spectrum of criminal justice activity. In relation to crime-recording, HMIC in future
would carry out unannounced inspections. Through HMIC force insight work, HMIC
planned on gathering information throughout the year instead of just prior to fieldwork,
thus reducing the demand for data wherever possible.

Recent HMIC publications and upcoming publications were highlighted.

Mr Tether provided clarification on HMIC’s position and progress with inspections in
moving forward into 2016.

The CC welcomed the positive change referred to by Mr Tether in HMIC's approach to
the context of planned activity. The CC referred to challenges posed to the force area
of Dyfed-Powys and made some observations on the outcomes of recent HMIC
inspection reports.

The Chair whilst referring to previous pressures of HMIC activity on day to day
business was encouraged to hear of the reduction in HMIC activity and the creation of a
liaison lead role between the Force and HMIC.

The DPCC also welcomed the creation of a liaison role and also HMIC's involvement in
the wider criminal justice system.

MM reiterated Members’ past concerns on the disproportionate number of inspections
which Police Forces in Wales are subject to.

Decision: The Committee noted the information on HMIC activity.
A28 Minutes of the Corporate Governance Group 10" November 2015

The DoF summarised key areas within the minutes. A point worthy of noting was in
relation to the format of the Annual Governance statements. It was agreed to await
the outcome of a consultation by CIPFA on a revised CIPFA/Solace Governance Model.
Also the updated versions of the Corporate and Dynamic Risk Registers had been
considered.
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A discussion ensued with regard to the significance of a representative from JAC being
in attendance at Corporate Governance Group meetings. In the absence of the Chair
MM asked for consideration to be given to a substitute being invited.

The CFO provided clarification as the 10™ November meeting discussed the Chair’s
recent appointment to a new role within Welsh Government and the impact of this new
role on his position not only as Chair of JAC but also as Member of JAC.

Decision: The Committee noted the minutes of the Corporate Governance
Group 10" November 2015 and agreed for a process to be
developed inviting a substitute representative of the Committee to
Corporate Governance Group meetings in the absence of the Chair.

Any other business

a) As alluded to in the previous agenda item JW announced that GE Chair of JAC had
been promoted to the role of Finance Director within Welsh Government. A lengthy
discussion ensued with regard to the appropriateness of GE continuing as Chair and
Member of JAC in light of his new role. Members considered the opinions of WAO,
TIAA and the CC on the matter. Valuable points were raised through discussion
with a recommendation for Members to consider issues around perceived conflict of
interest within Welsh Government and other organisations responsible for
governance. Members agreed the value of taking this perception issue up with
Governance Officers within Welsh Government.

It was noted that GE had brought invaluable expertise to the committee and GE had
been professional in his conduct and demonstrated integrity in bringing the matter
to the attention of the Committee.

Following a detailed discussion it was agreed that the CFO liaise with the Director of
Governance within Welsh Government with regard to perceived conflict and inform
Members of the outcome.

ACTION: That the CFO liaise with the relevant officer within Welsh
Government for advice and report the outcome to Members
prior to the next meeting.

b) The Chair made reference to recent negative press publicity concerning Dyfed-
Powys Police. Members discussed the review of reputational risk resulting in the
loss of public confidence as a result of negative press publicity.

The approach taken by both the OPCC and the CC were confirmed and Members
were satisfied with the actions taken in order to protect the reputation of the
organisation.

The meeting closed at 12noon and the next meeting was scheduled for 22"
March 2016
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Status of document

This document has been prepared for the internal use of Dyfed Powys Police & Crime
Commissioner and Chief Constable, Dyfed Powys Police as part of work performed/to be
performed in accordance with statutory functions.

No responsibility is taken by the Auditor General or the staff of the Wales Audit Office in
relation to any member, director, officer or other employee in their individual capacity, or to
any third party.

In the event of receiving a request for information to which this document may be relevant,
attention is drawn to the Code of Practice issued under section 45 of the Freedom of
Information Act 2000. The section 45 Code sets out the practice in the handling of requests
that is expected of public authorities, including consultation with relevant third parties. In
relation to this document, the Auditor General for Wales and the Wales Audit Office are
relevant third parties. Any enquiries regarding disclosure or re-use of this document should
be sent to the Wales Audit Office at info.officer@audit.wales.

This document was produced by John Herniman, Jason Garcia, Leanne Malough and
Andy Bruce.

Page 2 of 13 - 2016 Audit Plan- Dyfed Powys Police & Crime Commissioner and Chief Constable,
Dyfed Powys Police





Contents

2016 Audit Plan

Summary 4
Financial statements audit 4
Performance audit 7
Fee, audit team and timetable 8
Appendices

Appendix 1: Respective responsibilities 10
Appendix 2: Criteria to assess arrangements for securing economy, efficiency 12

and effectiveness in his use of resources

Page 3 of 13 - 2016 Audit Plan- Dyfed Powys Police & Crime Commissioner and Chief Constable,
Dyfed Powys Police





2016 Audit Plan

Summary

1.  Asyour external auditor, my objective is to carry out an audit which discharges my
statutory duties as Auditor General and fulfils my obligations under the Public Audit
(Wales) Act 2004 and the Code of Audit Practice, namely to:

. examine and certify whether your financial statements are ‘true and fair’; and

o assess whether you have made proper arrangements for securing economy,
efficiency and effectiveness in the use of resources.

2.  The purpose of this plan is to set out my proposed work, when it will be undertaken,
how much it will cost and who will undertake it.

3.  There have been no limitations imposed on me in planning the scope of this audit.

4, My responsibilities, along with those of management and those charged with
governance, are set out in Appendix 1.

Financial statements audit

5.  Itis my responsibility to issue a certificate and report on the financial statements of
both the Dyfed Powys Police & Crime Commissioner (the Commissioner) and Chief
Constable, Dyfed Powys Police (the Chief Constable) which includes an opinion on
their ‘truth and fairness’.

6. | also consider whether or not the Commissioner and the Chief Constable have made
proper arrangements for securing economy, efficiency and effectiveness in their use of
resources and report by exception if the Annual Governance Statements do not
comply with requirements.

7.  Appendix 1 sets out my responsibilities in full.

8.  The audit work | undertake to fulfil my responsibilities responds to my assessment of
risks. This understanding allows me to develop an audit approach which focuses on
addressing specific risks whilst providing assurance for the financial statements as a
whole. My audit approach consists of three phases as set out in Exhibit 1.

Exhibit 1. My audit approach

Planning: Execution: Concluding and
Enquiry, observation Testing of reporting:

and inspection to controls, Evaluation of
understand the entity transactions, evidence obtained
and its internal balances and to conclude and
controls in order to disclosures in report appropriately
identify and assess response to

risks those risks
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The risks identified from my initial audit planning work that will impact on my financial
statements audit, are set out in Exhibit 2 along with the work | intend to undertake to
address them. Exhibit 2 identifies risks common to both the Commissioner and the
Chief Constable and, where appropriate, risks that are specific to either the

Commissioner or to the Chief Constable.

Exhibit 2: Financial statements audit risks

Financial statements audit risk Proposed audit response

The risk of management override of controls
is present in all entities. Due to the
unpredictable way in which such override
could occur, it is viewed as a significant risk
[ISA 240.31-33].

The financial statements need to comply with

International Financial Reporting Standards
(IFRS). The Commissioner and Chief
Constable and their staff must:

e ensure that each set of accounts are
prepared to appropriately reflect the
substance of day-to-day control of
activities as well as legal positions; and

e have a full understanding of IFRS
requirements, keeping up-to-date with
new requirements and ensure risks and
issues are identified and dealt with
appropriately.

There will be Police & Crime Commissioner
elections in May 2016 which could impact
on production and audit of key documents
during the year.

Work is ongoing to identify jointly-controlled
operations which require disclosure under
the Code and audit regulations. This work
will require co-ordination with other Welsh
forces to determine agreed outcomes and
consistency across Wales.

My audit team will:

o test the appropriateness of journal entries
and other adjustments made in preparing
the financial statements;

e review accounting estimates for biases;
and

o evaluate the rationale for any significant
transactions outside the normal course of
business.

We will continue to work with and support
the Commissioner and Chief Constable and
their staff to agree the most appropriate
presentation in both sets of financial
statements and the group statements.

We will also agree improvements to the
methodology and working papers supporting
the financial statements, where necessary.

My audit team will liaise with management
to identify areas of the accounts production
process that could be affected by these
upcoming elections, and will work to ensure
that any potential disruption is minimised.

My audit team will liaise with management
and offer assistance during this work where
required, to ensure that all jointly controlled
operations are identified and reported upon
accurately in the financial statements.
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10.

11.

12.

Financial statements audit risk

In a period of financial constraint, there are
risks that governance arrangements may be
weakened, for example as a result of the
departure of key staff from the organisation.
It is important, therefore, that the
Commissioner and the Chief Constable
report in their Annual Governance
Statements, how they are mitigating this risk,
for example by ensuring the existence of:

¢ robust internal financial controls such as
comprehensive standing orders and
financial regulations, strong budgetary
control and effective Internal Audit;

e the operation of recognised standards of
financial conduct;

e arrangements to ensure that the
Commissioner and the Chief Constable
only enter into transactions where there is
specific legal provision for them to do so;
and

e well-established and understood
procedures to prevent and detect fraud
and corruption.

During 2015-16 the Commissioner
negotiated a settlement to buy out the
remaining period of the PFI contract on
Ammanford Police Station. There is a risk
that this asset acquisition will not be correctly
accounted for in the 2015-16 financial
statements.

Proposed audit response

Detailed review of the revised arrangements
for the production of the Annual Governance
Statements.

We will also consider the work of others
including Internal Audit and Her Majesty’s
Inspectorate of Constabulary (HMIC).

My audit team will work with the finance
department in agreeing all the relevant
accounting entries for this transaction to
ensure the 2015-16 financial statements are
accurate in this regard.

| do not seek to obtain absolute assurance on the truth and fairness of the financial
statements and related notes, but adopt a concept of materiality. My aim is to identify
material misstatements, that is, those that might result in a reader of the accounts
being misled. The levels at which | judge such misstatements to be material will be
reported to the Commissioner and the Chief Constable prior to completion of the audit.

For reporting purposes, | will treat any misstatements below a ‘trivial’ level (the lower of
five per cent of materiality or £100,000) as not requiring consideration by those
charged with governance and therefore | will not report them.

My fees are based on the following assumptions:

information provided to support the financial statements is timely, to the quality
expected and has been subject to quality assurance review;

appropriate accommodation and facilities are provided to enable my audit team
to deliver the audit in an efficient manner;
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o all appropriate officials will be available during the audit;

. you have all the necessary controls and checks in place to enable the respective
Responsible Financial Officers to provide all the assurances that | require in the
Letters of Representation addressed to me; and

. Internal Audit’s planned programme of work is complete and management has
responded to issues that may have affected the financial statements.

Performance audit

13.

14.

15.

The components of my performance audit work are shown in Exhibit 3 and have been
designed in order to help deliver the high-level objectives set out in our 2013-2016
corporate strategy (www.wao.gov.uk/publication/wales-audit-office-corporate-strategy-
2013-2016).

Exhibit 3: Components of my performance audit work

Financial audit and other

Auditor General reviews HMIC reviews

Providing assurance

Offering insight

Good practice Follow-up

It is my responsibility to satisfy myself that the audited body has made proper
arrangements for securing economy, efficiency and effectiveness in its use of
resources. Appendix 2 shows the detailed questions we have to answer in coming to
our conclusion on your arrangements.

In answering these questions | shall place reliance upon:
° the results of the audit work undertaken on the financial statements;

. the results of the work of other external review bodies eg, HMIC and the National
Audit Office, where relevant to my responsibilities;

o the Commissioner and the Chief Constable’s systems of internal control,
as reported in the Annual Governance Statements and my report thereon; and

o the results of work carried out by the Auditor General and data-matching
exercises.
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16.

We will identify audit areas where we need to supplement the audit assurance from the
reliance obtained from the audit work outlined in paragraph 15. This work will relate to
specific elements of the corporate governance and financial management processes in
place for the Commissioner and Chief Constable. We will provide greater detail to
management on the exact work we will undertake once we have assessed the
assurance we can rely on from our financial audit work and the work on HMIC.

Fee, audit team and timetable

Fee

17.

18.

19.

20.

21.

Your estimated fee for 2016 is set out in Exhibit 4. This figure is comparable to the
actual fee charged as set out in the 2014-15 Annual Audit Letter.

Exhibit 4: Audit fee

Proposed fee for 2016 (£)! § Actual fee for 2015 (£)

Financial statements audit 74,756 74,756
Performance audit work 7,760 7,760
Total fee 82,516 82,516

Planning will be ongoing, and changes to my programme of audit work and therefore
my fee, may be required if any key new risks emerge. | shall make no changes without
first discussing them with the Chief Finance Officers.

In previous years, there have been no formal objections to the financial statements.
However, | do receive a number of queries and items of correspondence from
members of the public and other interested parties.

Any detailed investigations or other work required to respond to queries and objections
will result in an additional fee. Any such additional fee will be charged at daily rates
based on the specific grade or skill mix required for the work, but will be discussed with
the Commissioner and Chief Constable prior to undertaking the work.

Further information on my fee scales and fee setting can be found on our website at:
www.wao.gov.uk/about-us/fee-scales-and-fee-setting.

1 The fees shown in this document are exclusive of VAT, which is no longer charged to you.
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Audit team

22. The main members of my team, together with their contact details, are summarised in
Exhibit 5.

Exhibit 5: My team

John Herniman Engagement Director 029 2032 0500 John.Herniman@audit.wales

Jason Garcia Financial Audit Manager 07854 022649 Jason.Garcia@audit.wales

Andy Bruce Performance Audit Lead 07919 164779 Andy.Bruce@audit.wales

Leanne Malough Financial Audit Team 07973 699131 Leanne.Malough@audit.wales
Leader

23. | can confirm that my team members are all independent of the Commissioner, the
Chief Constable and your officers. In addition, | am not aware of any potential conflicts
of interest that | need to bring to your attention.

Timetable

24. 1 will provide reports, or other outputs as agreed, to the Commissioner and Chief
Constable covering the areas of work identified in this document. My key milestones
are set out in Exhibit 6.

Exhibit 6: Timetable

Planned output Work undertaken Report finalised

2016 Audit Plan December 2015 — March 2016
February 2016

e Audit of Financial Statements Report Feb September 2016

- . . ebruary —

3 O_plnlor_1 on Financial Statements September 2016 September 2016

e Financial Accounts Memorandum November 2016

Annual Audit Report for 2016 November — December 2016
December 2016

2017 Audit Plan October — December  January 2017
2016
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Appendix 1

Respective responsibilities

As amended by the Public Audit (Wales) Act 2013, the Public Audit (Wales) Act 2004 sets
out my powers and duties to undertake your financial audit. It is my responsibility to issue a
certificate and report on the financial statements which includes an opinion on:

. Their ‘truth and fairness’, providing assurance that they:

- are free from material misstatement, whether caused by fraud or error;

- comply with the statutory and other applicable requirements; and

- comply with all relevant requirements for accounting presentation and disclosure.
o The consistency of information in the Annual Report with the financial statements.

| must also state by exception if the Annual Governance Statement does not comply with
requirements, if proper accounting records have not been kept, if disclosures required for
remuneration and other transactions have not been made or if | have not received all the
information and explanations | require.

The Public Audit (Wales) Act 2004 requires me to assess whether the Commissioner and
the Chief Constable have made proper arrangements for securing economy, efficiency and
effectiveness in the use of resources. To achieve this, | consider:

. the results of the audit work undertaken on the financial statements;

o the Commissioner and the Chief Constable systems of internal control, as reported in
the Annual Governance Statements and my report thereon;

° the results of other work carried out including performance audit work and
data-matching exercises;

° the results of the work of other external review bodies where relevant to my
responsibilities; and

° any other work that addresses matters not covered by the above, and which | consider
necessary to discharge my responsibilities.

The Public Audit (Wales) Act 2004 sets out the rights of the public and electors to inspect the
Commissioner’s and the Chief Constable’s financial statements and related documents, to
ask me, as the auditor questions about the accounts and, where appropriate, to challenge
items in the accounts. | must also consider whether in the public interest, | should make a
report on any matter which comes to my notice in the course of the audit.

My audit work does not relieve management and those charged with governance of their
responsibilities which include:

o the preparation of the financial statements and Annual Report in accordance with
applicable accounting standards and guidance;

. the keeping of proper accounting records;
o ensuring the regularity of financial transactions; and
. securing value for money in the use of resources.
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Management agrees to provide me with:

access to all information of which management is aware that is relevant to the
preparation of the financial statements such as records, documentation and other
matters;

additional information that | may request from management for the purpose of the
audit; and

unrestricted access to persons within the authority from whom | determine it necessary
to obtain audit evidence.

Management will need to provide me with written representations to confirm:

that it has fulfilled its responsibilities for the preparation of the financial statements;
that all transactions have been recorded and are reflected in the financial statements;
the completeness of the information provided to me for the purposes of the audit; and

to support other audit evidence relevant to the financial statements or specific
assertions in the financial statements if | deem it necessary or if required by ISAs.
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Appendix 2

Criteria to assess arrangements for securing economy,
efficiency and effectiveness in his use of resources

Corporate performance

management and financial

Questions on arrangements

management arrangements

Establishing objectives
determining policy and decision
making

Meeting the needs of users,
stakeholders and the local
population

Monitoring and reviewing
performance

Compliance with established
policies

Operational and financial risks

Managing financial and other
resources

Proper standards of conduct etc

Has the Commissioner/Chief Constable put in place arrangements
for setting, reviewing and implementing his strategic and
operational objectives?

Has the Commissioner/Chief Constable put in place channels of
communication with the local population, users of the service, and
other stakeholders including partners, and are there monitoring
arrangements to ensure that key messages about services are
taken into account?

Has the Commissioner/Chief Constable put in place arrangements
for monitoring and scrutiny of performance, to identify potential
variances against strategic objectives, standards and targets, for
taking action where necessary and reporting to the
Commissioner/Chief Constable?

Has the Commissioner/Chief Constable put in place arrangements
to maintain a sound system of internal control, including those for
ensuring compliance with laws and regulations, and internal
policies and procedures?

Has the Commissioner/Chief Constable put in place arrangements
to manage his significant business risks?

Has the Commissioner/Chief Constable put in place arrangements
to evaluate and improve the value for money he achieves in his
use of resources?

Has the Commissioner/Chief Constable put in place arrangements
to ensure that his spending matches his available resources?

Has the Commissioner/Chief Constable put in place arrangements
for managing and monitoring performance against budgets, taking
corrective action where appropriate, and reporting the results to
senior management and the Commissioner/Chief Constable?

Has the Commissioner/Chief Constable put in place arrangements
for monitoring and scrutinising performance, to identify potential
variances against strategic objectives, standards and targets for
taking action?

Has the Commissioner/Chief Constable put in place arrangements
that are designed to promote and ensure probity and propriety in
the conduct of his business?
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POLICE AND CRIME :

Heddlu+*Police
DYFED-POWYS

Dicgelee ein Cyottned - Safequarding owur Compietmty

PURPOSE: JOINT AUDIT COMMITTEE SCRUTINY

Timing: Prior to start of 2016/17 Financial Year

Title: Treasury Management Strategy Statement for 2016/17

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 2016/17 year.

Our treasury management advisers, Arlingclose, have recommended that we apply our
capital reserves to reduce our Capital Financing Requirement (CFR) to zero (see Appendix E
- Confidential) in 2015/16. We are currently in discussions with Wales Audit Office about the
accounting treatment of a reduction in the CFR. The sections of this report highlighted in
yellow may be affected by our discussions with WAO and will be updated once we have
finalised the accounting treatment. Appendix D — Prudential Indicators and Minimum
Revenue Provision will also be completed once our discussions with WAO have concluded.

Recommendation:

For consideration and comment by the Joint Audit Committee.
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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 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 qilt 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,






e 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.
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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 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 £[X]
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.

16





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

(To follow once discussions with WAO have concluded)
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PURPOSE: Joint Audit Committee Scrutiny

Timing: For immediate implementation

Title: Reserves and Balances Policy

Category of Decision / Business Area Impact: Finance

Executive Summary:
The Reserves and Balances Policy has been reviewed and updated.

Only one change has been made - paragraph 8.3 now specifically refers to the
PCC being able to apply capital reserves against the Capital Financing
Requirement (CFR).

This amendment has been made after our treasury management advisers,
Arlingclose, recommended that the PCC applies some of his capital reserves
against the CRF, hence reducing the Minimum Revenue Provision (MRP) charged
annually to the revenue budget.

This policy is reviewed annually and will be presented to JAC when changes are
proposed.

Recommendation:

JAC to consider the revised Reserves and Balances Policy. The Commissioner to
approve and adopt the revised Reserves and Balances Policy with immediate
effect.
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VERSION CONTROL

Version Date Author Reason for Change
1.0 14/11/13 | Diane Jones | Transfer of policy to new force template
1.1 09/03/15 | Jayne Allow PCC to return reserves to electorate
Woods
1.2 14/03/16 | Jayne Specifically allow the PCC to set capital reserves
Woods against the CFR (paragraph 8.3)

EQUALITY IMPACT ASSESSMENT

Section 4 of the Equality Act 2010 sets out the protected characteristics that
qualify for protection under the Act as follows: Age; Disability; Gender
Reassignment; Marriage and Civil Partnership; Pregnancy and Maternity; Race;
Religion or Belief; Sex; Sexual Orientation.

The public sector equality duty places a proactive legal requirement on public
bodies to have regard, in the exercise of their functions, to the need to:

e eliminate discrimination, harassment, victimisation, and any other conduct
that is unlawful under the Act;

e advance equality of opportunity between persons who share a relevant
protected characteristic and persons who do not share it;

o foster good relations between persons who share a relevant protected
characteristic and persons who do not share it.

The equality duty applies to all protected characteristics with the exception of
Marriage and Civil Partnership, to which only the duty to have regard to the need to
eliminate discrimination applies.

Carrying out an equality impact assessment involves systematically assessing
the likely or actual effects of policies on people in respect of all the protected
characteristics set out above.

An equality impact assessment should be carried out on any policy that is relevant
to the public sector equality duty. An equality impact assessment template is
available here.

HUMAN RIGHTS ACT
CERTIFICATE OF COMPLIANCE

This policy has been drafted in accordance with the Human Rights Act and has been
reviewed on the basis of its content and the supporting evidence and it is deemed
compliant with that Act and the principles underpinning it.

Name:
Department:

Signed:




http://teams/sites/Intranet/Diversity/Equality%20Scheme/131008_Equality_Impact_Assessment_Template.docx



Freedom of Information Act 2000

Section 19 of the Freedom of Information Act 2000 places a requirement upon the
Force to publish all policies on the Force website. Policies are why we do things and
procedures are how we do them. A case-by-case review of procedures must be
undertaken to protect law enforcement and health and safety considerations.
Where a combined policy and procedure document is being produced the Force is
legally required to publish the policy section and assess the procedure part to
ensure no sensitive information is published.

There is a requirement therefore to review this document to establish its suitability
for publication. Please identify below whether the document is suitable for
publication in its entirety or not. Where it is believed that disclosure will be harmful
please articulate the harm that publication would cause and highlight the relevant
sections within the document. Where it is perceived that there is harm in disclosure
the document should be forwarded to the FOI Unit for review.

Suitability for publication

Suitability for publication Yes/No Date Signature

Yes 14/03/16 Jayne Woods
Document is suitable for
publication in its entirety

Document is suitable for
publication in part, I have
identified those sections
which I believe are not
suitable for disclosure and
have articulated below the
harm which would be caused
by publication.

Harm - in publication

FOI review - to be completed by FOI Unit

Suitability for publication Yes/No Date FOI Decision
Maker
Document is suitable for Yes 14/03/16 Jayne Woods

publication in its entirety

Document is suitable for
disclosure in part and
relevant redactions have
been applied. A public facing






version has been created.

Once review has been undertaken FOI decision maker to return document to policy
author and following sign-off document to be published within Force Publication
Scheme. Any future changes to the document should be brought to the attention of
the FOI Unit, as appropriate.






Reserves & Balances Policy

2.2.

4.2.

4.3.

4.4.

POLICY STATEMENT

The requirement for financial reserves is acknowledged in statute. Sections 32
and 43 of the Local Government Finance Act 1992 require local authorities in
England and Wales to have regard to the level of reserves needed for meeting
estimated future expenditure when calculating their budget requirement.

POLICY AIM

The Financial Management Code of Practice states that the Police and Crime
Commissioner (PCC) should establish a policy on reserves (including how they
might be used by the Chief Constable (CC)) and provisions in consultation
with the CC. This should have due regard to the need to ensure the on-going
funding of policing activities and the requirement to meet exceptional or
extraordinary policing operations.

Reserves are an essential part of financial management. They help the PCC
and CC cope with unpredictable financial pressures and plan for future
spending commitments.

APPLICABILITY

This policy applies to the PCC, CC and all police officers and police staff with
budget management responsibilities.

DEFINITIONS

Reserves and balances are different from provisions from an accounting
perspective. In the case of useable reserves (as opposed to unusable
reserves) and provisions, both amounts represented on the balance sheet
should be matched by physical cash balances, unless internal borrowing has
taken place.

Usable Reserves - are balances which are generally held for three specific
purposes and are categorised as general reserves or earmarked reserves:

e A working balance to help smooth the impact of uneven cash flows -
general reserves;

e A contingency to deal with unexpected events — general reserves;

¢ A means of building up funds to meet known or predicted requirements
- earmarked reserves.

Unusable Reserves - do not have equivalent cash balances and are held for
accounting purposes.

Provisions - are required for any liabilities of uncertain timing or amount
that have been incurred.





5.

5.1.

5.2.

6.2.

6.3.

GOVERNANCE ARRANGEMENTS
Minimum governance requirements in respect of reserves and balances are:

e The PCC has a soundly based policy on the level and nature of reserves
and balances it needs which has been considered by the Joint Audit
Committee;

e The required levels of reserves and balances should be reflected in the
annual budget and Medium Term Financial Plan (MTFP);

e The PCC monitors and maintains its levels of reserves and balances
within the range determined by its agreed policy, advised by the CFO
(PCC) who will ensure that there are clear protocols for their
establishment and use;

e The PCC retains adequate reserves so that unexpected demand led
pressures on budgets can be met without adverse impact on the
achievement of the key priorities;

e The PCC’'s policy for reserves and balances is based on a thorough
understanding of needs and risks, and is properly and clearly reported
at the time the budget and precept are set. The level of balances is
kept under review and managed to ensure that financial standing is
sound and supports the PCC in the achievement of their long term
objectives;

e Where target levels for reserves and balances are exceeded, the
opportunity costs of maintaining these levels has been established,
compared to the benefit accrued.

Locally agreed Financial Regulations and the Scheme of Consent should:

e Contain full details of how the Reserves and Balances Policy will
operate locally;

e Ensure that the annual budget includes a realistic amount of
operational contingency that is available to the CC for operational
priorities without the need for additional approval; and

e Make provision, where appropriate, for budgets to be carried forward
from one financial year to the next.

STATUTORY RESPONSIBILITIES

The “CIPFA Statement on the Role of the Chief Finance Officer of the Police
and Crime Commissioner and the Chief Finance Officer of the Chief Constable”
sets out the five principles that define the core activities and behaviours that
belong to the role of the CFO and the organisational arrangements needed to
support them.

For each principle the Statement sets out the governance arrangements
required within an organisation to ensure that CFOs are able to operate
effectively and perform their core duties.

Governance arrangements required in respect of reserves and balances and
which are the responsibility of the CFO (PCC) are:

e Ensuring that advice is provided on the levels of reserves and balances
in line with good practice guidance;





6.4.
6.5.

7.2.

7.3.

7.4.

7.5.

7.6.

7.7.

e To report at the time the budget is considered and the precept set, on
the robustness of the budget estimates and the adequacy of financial
reserves, as required by s25 of the Local Government Act 2003, and in
line with CIPFA guidance.

Both should be undertaken in consultation with the CFO (CC).

There are also a range of safeguards in place that militate against the PCC
over-committing themselves financially. These include:

e The balanced budget requirement;

e Chief finance officers’ Local Government Finance Act 1988 Section 114
powers which requires the chief finance officer to report if there is or is
likely to be unlawful expenditure or an unbalanced budget; and

e The external auditor’s responsibility to review and report on financial
standing includes a review of the level of reserves taking into account
their knowledge of the organisation’s performance over a period of
time. However, it is not the responsibility of auditors to prescribe the
optimum or minimum level of reserves for individual organisations.

ASSESSING THE APPROPRIATE LEVEL OF RESERVES

The PCC is responsible for ensuring that the level of reserves is appropriate
for local circumstances, and is accountable to taxpayers for the decisions
made. The CFO (PCC) has a duty to provide the PCC with the advice they
need to make good decisions.

Reserves are maintained as a matter of prudence. They enable the
organisation to provide for cash flow fluctuations and unexpected costly
events and thereby help protect it from overspending the annual budget,
should such events occur. Reserves for specific purposes may also be
maintained where it is likely that a spending requirement will occur in the
future.

The public’s acceptance of the precept is partly reliant on the understanding
that the precept is spent on policing and that only a reasonable and prudent
amount of any over-funding is being stored away as a general reserve.
Conversely, when unforeseen expenditure arises, it is likely that the public
would expect that the organisation would have sufficient resources to cover
the expense without recourse to overspend.

In order to assess the adequacy of reserves, the CFO (PCC) should include an
up-to-date assessment of the strategic, operational and financial risks facing
the organisations.

Setting the level of reserves is one of several related decisions that must be
taken when preparing the MTFP and the budget for a particular financial year.

Assessing the required level of reserves should involve carrying out an
analysis of the Balance Sheet on an annual basis and projecting forward the
key items of the Balance Sheet. This projection incorporates forecasting levels
of reserves and balances over a three year time horizon to cover the MTFP
and capital programme.

An effective reserves and balances strategy should consider the organisations
approach to treasury management, capital expenditure plans and the need
for external borrowing, against the use of balances and reserves.
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7.8.

8.2.

8.3.

8.4.

CIPFA guidance suggests that in addition to cash flow requirements, the
following factors should be considered:

Budget Assumptions Financial Standing and Management

The treatment of inflation and The overall financial standing of the

interest rates organisations (level of borrowing, debt
outstanding, council tax collection rates
etc.)

Estimates of the level and The organisations track record in budget

timing of capital receipts and financial management including the
robustness of the medium term plans.

The treatment of demand led The organisations capacity to manage in-

pressures year budget pressures

The treatment of planned The strength of the financial information

efficiency savings/ productivity and reporting arrangements
gains

The financial risks inherent in The organisation’s virement and end of
any significant new funding year procedures in relation to budget
partnerships, major outsourcing under/over spends at organisational and
arrangements or major capital departmental level

developments

The availability of other funds to The adequacy of the organisation’s
deal with major contingencies insurance arrangements to cover major
and the adequacy of provisions  unforeseen risks.

EARMARKED RESERVES

The current accounting Code requires the purpose, usage and basis of
transactions of earmarked reserves to be clearly identified. A review of the
purpose and level of reserves will be carried out annually during the budget
setting process and details of the use of reserves included in the relevant
note to the Statement of Accounts.

Earmarked reserves are categorised as either “usable” reserves or
“unusable” reserves. Usable reserves can be applied to fund expenditure,
unusable reserves are not resources backed and therefore do not have
equivalent cash balances.

It is the PCC’s policy to use reserves to fund non-recurring purchases to
reduce the impact on the council tax precept. This includes using capital
reserves to reduce the Capital Financing Requirement (CFR), if appropriate,
which in turn will reduce the Minimum Revenue Provision charged to the
revenue account annually.

The target level of earmarked reserves will therefore fluctuate annually but
will always be justifiable and monitored to ensure levels of earmarked
reserves are not too high or too low. Should the PCC deem that the level of
usable reserves that he holds is above and beyond the levels reasonably
required and specifically earmarked for future projects, the PCC may return
reserves to the public. This is to be achieved by first utilising reserves to
fund one off investments in line with provision 13.3.





8.5.

8.6.

The reason useable reserves are held will be classified as:

Specification

Earmarked -
specified

Medium Term
Financial Planning

Capital Spending

Corporate
contingency

Risk-based
reserves

Ring fenced income

Reason

For a specific purpose

To plan finances
strategically e.g. reserves to
defer external borrowing to
secure financial savings

To support the capital
programme

To protect against

overspends or failure to

deliver savings on time.

- Held to cover short-term
financial risk

- Held for medium and
long-term risks or
spending plans

That can only be used for
specific purposes

Unusable reserves currently held include:

¢ Revaluation Reserve - The Revaluation Reserve contains the gains
arising from increases in the value of Property, Plant and Equipment
and Intangible Assets. The balance is reduced when assets with
accumulated gains are revalued downwards or impaired, consumed

Proportion of
Net Revenue
Expenditure
Budget

Assessment based

Assessment based

Assessment based

2%

3% to 5%

Carry forward of
unspent ring-
fenced income
from one financial
year to the next in
accordance with
the Code

through depreciation, or disposed of and the gains are realised;

e Capital Adjustment Account - The Capital Adjustment Account
absorbs the timing differences arising from the different arrangements
for accounting for the consumption of non-current assets and for
financing the acquisition, construction or enhancement of those assets

under statutory provisions;

¢ Accumulated Absences Account - The Accumulated Absences
Account absorbs the differences that would otherwise arise on the
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9.2.

9.3.

10.
10.1.

10.2.

10.3.

10.4.

General Fund Balance from accruing for compensated absences earned
but not taken in the year, e.g. annual leave entitlement carried forward
at 31 March. Statutory arrangements require that the impact on the
General Fund Balance is neutralised by transfers to or from the
Account;

e Pensions Reserve - The Pensions Reserve absorbs the timing
differences arising from the different arrangements for accounting for
post-employment benefits and for funding benefits in accordance with
statutory provisions.

GENERAL RESERVE

Whilst CIPFA does not stipulate a minimum or optimal level of general
reserve, its general guidance is to establish a reserve representing “resources
set aside for purposes such as general contingencies and cash flow
management.”

Historically, District Audit recommended that the general reserve is set at a
minimum 2.5% of the net revenue expenditure budget. In addition the level
of general reserves held by the Most Similar Forces will also be considered in
determining the adequacy of the level of the general reserve held by the PCC.
The general reserve should not exceed 5.0% of the net revenue expenditure
budget.

Setting the level of earmarked and general reserves is just one of several
related decisions in the formulation of the MTFP and the budget for a
particular year. Account should be taken of the key financial assumptions
underpinning the budget alongside a consideration of the organisations
financial management arrangements.

FORCE RESERVES

The PCC must have due regard to the need to ensure the on-going funding of
policing activities (including the requirement to meet exceptional or
extraordinary operations). The annual budget should include a realistic
amount of operational contingency to be available to the Chief Constable to
meet operational priorities without the need for additional approval.

The CC will ensure that the annual revenue budget is sufficient to finance
foreseeable operational needs by presenting a business case as part of the
MTFP and annual budget setting process to the CFO (PCC) and PCC for one-
off expenditure items to be funded from earmarked reserves.

The business case should include consideration of the level of reserves
required for major incident investigations and other operational requirements,
the amount of reserves required and timescales for their use.

Approval of business cases for the use of reserves will be subject to the
authorisation limits set out in Financial Regulations, to assist with day to day
operational decision making.
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11.
11.1.

12,
12.1.

12.2.

12.3.

12.4.

13.
13.1.

13.2.

13.3.

13.4.

PCC RESERVES

All reserves will be held by the PCC and managed to balance funding and
spending priorities and to manage risks. This should be established as part of
the medium-term financial planning process.

REPORTING FRAMEWORK

The PCC has a fiduciary duty to local taxpayers and must be satisfied that the
decisions taken on balances and reserves represent proper stewardship of
public funds.

The level and utilisation of reserves will be informed by the advice and
judgement of the CFO (PCC). To enable the PCC to reach their decision, the
CFO (PCC) will report the factors that influenced their judgement and ensure
that the advice given is recorded formally. This report will include as a
minimum a statement:

e detailing the level of general reserve and any movements on the fund;

e on the adequacy of the earmarked reserves, relative to spending and
an estimate of provisions in respect of the forthcoming financial year
and the MTFP;

e how reserves have changed over time, comparing with those held by
other similar organisations;

e on the annual review of earmarked reserves including estimates of the
year end balances. The statement will list the various reserves, their
purpose, when they will be utilised and appropriate level; and

e An assessment of the risk of major incidents (operational and non-
operational) occurring which is reflected in the budget and MTFP.

This report will be provided annually based on estimates to the PCC prior to
approval of the council tax precept. The report will be updated with the year-
end position for the PCC prior to the approval of the Statement of Accounts.

A mid-year report will be provided to the PCC for monitoring purposes. This
will set out any changes in the status of the risks that reserves are being held
to mitigate.

THE “"OPPORTUNITY COST” OF HOLDING RESERVES

The external auditor encourages a statement within the Reserve Policy on the
opportunity cost of holding reserves. “Opportunity Cost” is an economic
theory term, which means if you spend something on one thing you can't
spend it on something else.

Applied to reserves, this means that if reserves are held which are too high,
then an organisation is foregoing the opportunity to lower the Council Tax.
This theory does not however lend itself well in practice where levels of
council tax increase can be capped.

During the budget setting process the PCC considers using reserves for one
off investments. This is considered a more sustainable use of ‘excess’
reserves and reduces the impact on the council tax precept.

It is essential that the PCC’s decisions on reserves are communicated clearly
to local taxpayers to promote accountability.
12





14.
14.1.

14.2.

14.3.

15.

15.1.

15.2.

16.
16.1.

17.
17.1.

18.

PROVISIONS

Provisions are required for any liabilities of uncertain timing or amount that
have been incurred. Provisions are required to be recognised when:

e the local authority has a present obligation (legal or constructive) as a
result of a past event;

e it is probable that a transfer of economic benefits will be required to
settle the obligation; and

¢ a reliable estimate can be made of the amount of the obligation.

A transfer of economic benefits or other event is regarded as probable if the
event is more likely than not to occur. If these conditions are not met, no
provision should be recognised.

The requirement for provisions will assessed and reported upon at the same
time as the reserves.

RELATED POLICIES, PROTOCOLS, PRACTICES OR SERVICE
AGREEMENTS

Internal:

e Scheme of Governance - Financial Regulations;
e Financial Control Procedures (Finance intranet site).

External:

e CIPFA Statement on the Role of the Chief Finance Officer in Local
Government.

MONITORING

The reporting framework will provide assurance that the policy is being
adhered and monitored for its effectiveness and identified inefficiencies.

REVIEW

This policy will be reviewed and updated annually by the Head of Financial
Governance on behalf of the PCC, to ensure it remains up to date for any
changes to the Financial Management Code of Practice or other legislation and
guidance.

WHO TO CONTACT ABOUT THIS POLICY
Jayne Woods Chief Finance Officer
jayne.woods@dyfed-powys.pnn.police.uk
Telephone ext. 23296

13






image6.emf
2016-03-22 Agenda 

Item 8 - Captial Strategy to 2019-20.pdf


2016-03-22 Agenda Item 8 - Captial Strategy to 2019-20.pdf
SN0
HEDDLU A THROSEDDU

POLICE AND CRIME :
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PURPOSE: For the Joint Audit Committee

Timing: The Capital Strategy must be in place by 1° April 2016

Title: Capital Strategy 2016/17 - 2019/20

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

Executive Summary:

This Capital Strategy sets out the principles that underpin the production of the
Police and Crime Commissioner’s 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.

Recommendation:

The Joint Audit Committee to consider the Capital Strategy 2016/17 - 2019/20.






HEDDLU A THROSEDDU Heddlu+*Police
POLICE AND CRIME % => DYFED-POWYS
“ Diegelee ain Cymecned ~ Safequarding our Communty

Report of Chief Finance Officer (PCC) to the Joint Audit Committee

1.1

1.2

1.3

1.4

Capital Strategy

Introduction

This Capital Strategy sets out the principles that underpin the
production of the Police and Crime Commissioner’s 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.

Police and Crime Plan priorities focus on making our neighbourhood
safe, protecting victims and spending wisely. They are:

Priority One Preventing and Tackling Crime

Priority Two Protecting the Vulnerable

Priority Three Bringing People to Justice

Priority Four Enhancing Access to Police Services
Priority Five Ensuring High Standards of
Professionalism

o Priority Six Spending Wisely

The Capital Strategy is a tool to support planning and corporate
working across the two Corporations Sole. It also helps us use and
manage our assets well. The Capital Strategy shows how we
prioritise, monitor, deliver and evaluate our capital programme
using the basic principles of the project methodology (Prince 2).

Dyfed Powys is geographically the largest police area in England
and Wales covering over half the landmass of Wales. It is
particularly affected by the challenges associated with policing a
largely rural area which includes two significant Ports, the major
instillations at Milford Haven and a vibrant tourist industry. Capital
Assets, whether Police Stations, Police Houses, Radio Masts,
Vehicles or IT and Other equipment play a vital role in the delivery
of policing services across the area and in terms of delivering Police
and Crime Plan priorities.

Key Partnerships

In delivering each element of the strategy, the Commissioner plans
to take due account of the continuing collaboration agenda and will
take every opportunity to engage with neighbouring forces and
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3.1

3.2

3.3

3.4

3.5

other constituent Authorities in developing strategies to counter
common problems. This Capital Strategy takes account of the
continuing need to invest in these key priority areas working with
partners in the future.

Capital Programme

Assets are vital to the delivery of efficient services and that they
should be well managed and maintained. Strategies for Estates
Management, IT and Vehicle replacements underpin the Capital
Strategy in providing the details for the longevity and the optimum
replacement cycles for these items. The current capital programme
included as Appendix A to this document is based on a range of
needs information.

The Commissioner is responsible for ensuring that services are
delivered cost effectively. This has involved reviewing existing
spending and decision-making processes as well as looking at
additional opportunities to improve services provided to the public
and value for money for the future.

The Capital budget outlined in Appendix A is contributing to the
future delivery policing in the Dyfed Powys area of cashable
efficiencies in the following ways:

e A reduction in revenue expenditure through a programme
of potential buildings refurbishments and rationalisation as
outlined in the estates strategy;

e Ensuring that planned building maintenance is prioritised
on the basis of risk and statutory compliance;

e Centralisation of custody in Carmarthenshire;

e Through the delivery against the Digital Policing Strategy
and Roadmap which entails investing in mobile data, digital
policing and continued investment in IT systems and ANPR
technology to maintain productivity and performance
levels;

e Ensuring that opportunities for collaboration and sharing of
buildings continue to be explored.

Critical to this is a prioritised update of the estate with the focus on
improving operational facilities at the main larger police stations.
The plan includes provision for improvements in custody facilities in
Carmarthenshire which is expected to cost in the region of £7.6m.
A draft feasibility summary of the costs of an 18 cell facility at
Dafen, Llanelli is provided in Appendix B.

Significant refurbishment works to other station around Dyfed
Powys and across all four counties will amount to a further £7.4m.
The current estimate of costs, summarised by county, is provided in





3.6

3.7

3.8

3.9

3.10

3.11

3.12

Appendix C. On top of this, there will be a continuing planned
maintenance programme.

The Commissioner has procured the support of external consultants
to lead and manage these works. Their first task was to carry out
condition surveys across the estate. This work has completed and
a further procurement to secure the service of experts to write the
detailed specification of works needed for each site has just
concluded. These specifications will be used by potential
contractors to bid for works across the four counties.

The capital budget supplements a central revenue budget held by
the Estates Department in respect of planned and cyclical major
buildings works and revenue resources held and managed locally in
divisional budgets available for smaller scale repairs, upkeep, and
maintenance initiatives / programmes. Investment has been
prioritised within the capital programme to reduce revenue
expenditure on the estate.

Flexibility will be maintained within the buildings capital programme
to allow for the virement between varying projects. This will be
dependent on the judgement of the Estates Manager and approval
by the Commissioner.

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.

The Telemetrics project entails fitting “Black boxes” in vehicles to
record vehicle usage and deployment amongst other things. Other
forces have experienced a 20% reduction in fuel usage and would
equate to savings of £200k in fuel bills. Funding for this is included
in the plans.

A modest recurring equipment budget is 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
will be used for the allocation and use of this funding.

The Digital ICT Strategy and Roadmap is a detailed stand-alone
document that includes provision for the further roll out of mobile
data, digital policing, body worn video, In-Car video, officer portal
(digital case file) and ANPR capabilities. It also caters for the
updating of Communications Centre infrastructure and hardware as
well as the replacement of Force desktop IT and servers on a
replacement basis rather than a scheduled basis thus ensuring that
capital investment in IT continues to be focussed on meeting key
priorities. The Capital Programme includes the full cost implications
of this planned work.





4.1

4.2

4.3

4.4

4.7

4.8

5.1

5.2

Capital Requirements and Resources

In 2016/17 there has been a reduction of 0.6% in core funding and
a more significant reduction of 40% in the capital grant.

The Commissioner has prioritised investment in the capital
programme to reduce revenue expenditure.

As part of his integrated service and financial planning
arrangements, the Commissioner estimates the level of capital
resources available for subsequent years. He also estimates the
level available for the following four years in order to draw up a
forward capital programme.

An outline capital programme was approved by the Commissioner
and the Police & Crime Panel in January 2016. The total approved
capital programme for 2016/17 to 2019/20 was £27.496 million.
Full details of the capital programme are included within Appendix
A.

The profiled level of capital investment and external resources are
also used to calculate the budget for investment income and short
term borrowing. The strategy also feeds into the considerations that
the Commissioner makes annually in setting prudent sustainable
and affordable borrowing levels and indicators. These are
considered alongside investment considerations separately under
the prudential code.

In addition to his own capital programme, the Commissioner works
with partners to secure additional capital and revenue resources to
further partnership objectives. These are dealt with through
complementary processes. The resources levered in are not
included in the capital programme unless they form part of a direct
Dyfed Powys Police led project. Innovation funding will also be
considered to bolster further capital projects.

Identifying and Prioritising Capital Projects

The attached capital programme has been prioritised by the Force
Programme Board which appraises requirements against strategic
priorities. The processes recognise the varying scale and
complexity of capital projects and incorporate a proportionate
approach to capital project appraisal, monitoring and evaluation.

The Commissioner manages his capital strategy operationally
through the Policing Board, which oversees the major change
projects for both capital and revenue. The detailed implementation
work is overseen by the Estates and Vehicle User Groups and other
Scheme by specific Project Boards.





5.3

5.4

6.1

6.2

6.3

Major projects are managed in accordance with project
management best practice in terms compliance with PRINCE 2
project methodology. Links have been established between
benefits management on key projects, efficiency planning and
costing information.

The Capital project proposals are considered and prioritised with
reference to a business case and are considered against the
following factors:

e Strategic importance - how the bid supports the
Commissioner’s priorities and wider national and regional
priorities;

e The outcomes that will be achieved and the specific benefits
and impacts;

e Sustainability - whether costs are realistic and the level of
future revenue implications;
What options have been considered?;

¢ What other funding sources may be available;

e The degree to which the proposals support partnership
working.

Prioritisation is then made, based on four categories, which are
listed below in order of priority:

e Unavoidable (statutory, contractual or tortuous liability);

e Corporate Priority (relating directly to the Corporate Aims
and priorities for improvement);

e Service Priority (meeting stated service priorities);

e Other (payback, invest to save, leverage of external
funding etc).

Lower priority projects which cannot be delivered within available
resources can only be considered and undertaken if additional
resources or an under-spend on the approved capital programme is
identified during the year.

Implementing and Monitoring Capital Projects

Progress against capital schemes is reported on at least a quarterly
basis to the Policing Board and the Chief Officer Group.

Following approval of the capital programme, a project manager
and a user representative is identified for each capital project. The
project manager is responsible for managing the project
implementation and delivering its objectives. For all projects within
the capital programme an officer is identified as project sponsor.

The user representative is responsible for representing users and
customers and for defining the quality requirements. Both roles
reflect the underlying principles of the Prince 2 project management
methodology. The project manager produces a project plan for





7.1

7.2

7.3

7.4

8.1

9.1

9.2

approval. Progress against the project plan is reported to the
Programme Management Board and Project Sponsor.

Evaluating Completed Capital Projects

Once projects have been completed the project manager completes
a post implementation review for the major capital projects. This
includes identifying at what stage the post project review will be
carried out. The post project report is reviewed by the Force
Programme Board and reported to the Commissioner if required.

To evaluate the actual success and outcomes of capital projects a
post project review is also carried out. The depth of this review is
proportionate to the scale of the project and the benefits set out in
the initial Project Initiation Documentation.

This review is in effect a check of performance against the original
proposal. It focuses on the outcomes achieved, the extent to which
the benefits claimed are being realised, the actual costs, both
revenue and capital, and the impact of other funding and
partnership working. Dyfed Powys can then use this information to
learn lessons and make any improvements identified during project
implementation.

The ongoing success of projects is monitored through a number of
mechanisms such as officer feedback, public consultation and
customer feedback.

The Disposal of Assets

The Commissioner recognises the need to dispose of surplus or
unsuitable assets to help achieve its corporate aims and deliver its
capital programme and the detailed process for disposal of assets is
included in the Corporate Governance Framework.

Revenue Implications of Capital Investment

Day to day (revenue) spending resources are limited. This means
that revenue funding for capital schemes is limited both in terms of
funding the initial schemes and meeting on-going running costs.

Consequently particular attention has been paid to on-going
revenue costs stemming from capital projects within the appraisal
process. All potential capital bids identify ongoing revenue costs
and consider how these can be met. Once approved, revenue costs
stemming from capital schemes are built into the medium term
financial plan.





10 Conclusion

10.1 This Capital Strategy considers all aspect of capital management
and sets out the methods for assessing capital projects and assets.
The strategy should be read in conjunction with the detailed Estates
and IT Strategies and annual Vehicle Replacement Plan.

11. 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
considered by OPCC

12. Appendices
Appendix A - Detailed Draft Capital Programme

13. 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

14. 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.






15. 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 14/3/2016






Appendix A

Capital Budget / Spending - 2016/17 to 2019/20

2016/17 2017/18| 2018/19 2019/20 Total

Project Name £'000 £'000| £'000 £'000 £'000
Estates Projects
Land and Buildings 2,700 6,800 5,800 700 16,000
Vehicles
Vehicle Replacement Programme 1,144 972 1,044 1,037 4,197
Boat Replacement Programme 120 0 0 0 120
Digital Policing / Other Budgets
CID Projects
Officer Portal 15 0 0 0 15
Electronic Witness Statements 10 0 0 0 10
Live Link 10 0 0 0 10
Digital Interview Recording 0 0 75 75 150
Streamlined Digital file 25 0 0 0 25
Central Data Information Store 100 0 0 0 100
ANPR - Replacements / New Nation: 180 225 200 200 805
DARS Replacement 0 0 0 0 0
Digital Photography 100 0 0 0 100
Postal Requisitioning / Charging 10 0 0 0 10
Cyber Crime 40 20 20 20 100
CID Equipment 25 40 40 40 145
Territorial Operations Projects
First Contact 75 0 0 0 75
Mobile Stations 0 0 0 0 0
Body Worn Video 400 0 0 0 400
Digital Mobile (650) 80 290 41 41 452
Digital Mobile (Additional Devices) 51 6 129 129 315
Kelvin Connect - Site License 0 0 0 0 0
Customer Relationship Management 175 0 0 0 175
ESMCP 150 250 100 100 600
Track My Crime 50 50 0 0 100
Social Media 25 25 0 0 50
Operations Equipment 60 40 40 40 180
In-Car Video 250 0 0 0 250
Director of Finance Projects
GIS 25 0 0 0 25
Core Replacement Programme 50 50 50 50 200
Device Rationalisation 50 25 25 25 125
WAN 238 0 0 0 238
PSN 240 0 0 0 240
Disaster Recovery 100 50 50 50 250
Server / Storage - Replacements 40 50 40 40 170
Storage & Backup replacement/Upgr 140 30 30 30 230
Strategic IT Developments (IAM) 175 75 50 50 350
Collaboration/ Integration 25 0 0 0 25
Telematics 97 25 0 0 122
Firewall Replacements 50 0 0 0 50
Airwave Radio replacement 76 75 25 25 201
USB memory Stick 25 0 0 0 25
Server Room - Fire Suppressant 35 0 0 0 35
Oracle Site License Reduction/remoy 100 0 0 0 100
Wireless Access - All Stations 15 10 10 10 45
1P999 Upgrade 438 0 0 0 438
Director of Legal and Compliance
MOPI 20 0 0 0 20
Electronic Data Records Managemen 90 0 0 0 90
Information Sharing 20 0 0 0 20
Continuous Improvement
Other Projects / Contingency 13 0 50 50 113

7,857 9,108 7,819 2,712 27,496
Capital Financing
Grant Funding 500 500 500 500 2,000
Borrowing - - 2,106 1,765 3,871
Capital Receipts 1,500 500 200 - 2,200
NPAS Capital Credit 114 68 23 - 205
Contribution from Revenue Reserve 422 431 439 447 1,739
Capital Reserve 5,321 7,609 4,551 - 17,481

7,857 9,108 7,819 2,712 27,496
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Appendix B

Summary of Llanelli Works

RADIAL Order of Cost

&ws P ‘ ﬁ% Feasibility Report 18 Cell Custody suite at Dafen Nr Llanelli

The following rates includes OH&P and prelims

Custody Areas 516 m? £3,425 m2 £1,767,300
Custody Offices 684 m? £2,386 m2 £1,632,024
General Offices 700 m2 £1,657 m2 £1,159,900
1900 m* £2,400 m2 £4,559,224

Specification uplift to reflect a level of Civic Pride to entrance 1.0% £45,592
£4,604,816

IT and technology (Home office innovation grant not included final cost to be confirmed) £250,000
Moves costs & clearance costs £50,000
Llanelli NPT (office fit out no lease or freehold costs inc) £50,000
FFF&E £250,000

Tender Price Index

Data based on 3Q2012 443
uplift to 1Q2016 499 plus 11.22% 516,773
SUB-TOTAL £5,721,589
Price and Design Risk @20% 20% £1,144,318
Land Purchase £45,000
(65K per acre at 3 acres - £150K receipts for land sale)
Project team fees (inc pre con, surveys, detailed desn & construction stage fees) £725,000
TOTAL £7,635,907
Assumptions Exclusions ( Some of the items listed below may be
included in the 1.4M price & design risk element
Works carried out during normal working hours Removal of contaminated material from site
Ground remediation works
Does not include VAT Archaeological Implications, mining etc.
Does Not include TACT spcifix provisions fencing and vehicle gates Specific sustainability measures beyond the
We assume that main services of gas, electric, mains water and sewerage allowances proposed.
are located near the site boundary Statutory services diversions

Works to be undertaken beyond site boundary
Planning & Building Regulations fees

Finance charges

Temporary relocation

Phasing during construction
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Appendix C

Summary of Estates Refurbishment Project by County

Carmarthen Pembrokeshire Powys Ceredigion Total
Total Suney Costs Years 0 - 3 2,578,098 1,004,182 046,283 609,397 5,137,960
plus additonal costs b/f
Asbestos Refurbishment and 18,000 14,000 16,000 12,000 60,000
Demolition Suneys
Provisional Sum for Asbestos 18,000 14,000 16,000 12,000 60,000
Removal Works
Sub-total Condition Suney Végrsktz 2,614,008 1,032,182 978,283 633,397 5,257,960
Preliminaries (15%) 392,115 154,827 146,742 95,010 788,694
Sub-total inc Prelims 3,006,213 1,187,009 1,125,026 728,406 6,046,654
Contingency (10%) 300,621 118,701 112,503 72,841 604,665
Total Estates 3,306,834 1,305,710 1,237,528 801,247 6,651,319
50% 20% 19% 12%
Fees
Building Regulation and Planning 30,000 15,000 20,000 20,000 85,000
Fees
Original Fees 41,335 16,321 15,469 10,016 83,141
Variations to date 25,793 10,184 9,653 6,250 51,880
Professional Design Fees Estates 190,404 111,698 68,207 51,752 422,062
Professional Design Fees Projects 0 0 0 0 0
Total fees 287,533 153,204 113,328 88,017 642,083
Total Project Costs by Territory 3,594,367 1,458,914 1,350,857 889,264 7,293,402
Total Estate Costs 7,293,402
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HEDDLU A THROSEDDU Heddlu+*Police
POLICE AND CRIME & YFED-POWYS

Dicgelee ein Cyottned - Safequarding owur Compietmty

PURPOSE: Joint Audit Committee Scrutiny

Timing: Prior to the start of the 2016/17 financial year

Title: Corporate Governance Framework Update

Category of Decision / Business Area Impact: Finance

Executive Summary:

The Corporate Governance Framework (CGF) is reviewed annually to ensure that
it is fit for purpose. However, with the second term of a Police & Crime
Commissioner (PCC) due to commence in May and the recruitment of a new Chief
Constable (CC) about to commence, the Corporate Governance Group considered
it more appropriate to carry out a high level review of the existing CGF before the
start of 2016/17 and to follow this with a more comprehensive review once the
new CC has taken office. This will allow the new combination of corporations sole
to discuss and reflect in the CGF the governance structures that they wish to see
in place during their tenures.

Two amendments are currently proposed for 2016/17:

1. That the following sentence on protocols surrounding information sharing
agreements be added after paragraph 3.6(F).4 (page 23):

The PCC and CC will provide reasonable assistance to the other in the
preparation of Information Sharing Agreements, Data Disclosure Agreements and
Data Processing Contracts, as applicable, to ensure compliance with the College
of Policing Authorised Professional Practice — Information Management (Sharing
Police Information).

2. That paragraphs 7.8(E).8 and 7.9(E).9 (page 85) be amended to reflect
the latest technologies is use within the organisation:

The CC and Chief of Staff shall maintain inventories that record an adequate
description of portable and desirable items such as Computers, Laptops, Mobile
Devices and photographic equipment above the value shown below:

£250

Due to the length of the Corporate Governance Framework document (98 pages),
the whole document has not been reproduced here.






As part of the more comprehensive review of the CGF, the Corporate Governance
Group will consider more fully all aspects of the existing framework to ensure
that they adequately meet the needs of the PCC, the CC, the Office of the Police
and Crime Commissioner (OPCC) and Force. The group will consider the findings
of the Committee on Standards in Public Life’s report Tone from the top:
Leadership, ethics and accountability in policing, including the need for greater
clarity around roles and responsibilities, and greater scrutiny and transparency
around PCC decisions.

The OPCC is currently carrying out a review of the first Commissioner’s term of
office and identifying strengths and weaknesses of the current governance
arrangements with the aim of identifying any changes and clarifications to be
incorporated into the next review.

Recommendation:

That the JAC approves:
- The two amendments to the Corporate Governance Framework;
- That a comprehensive review of the Framework be undertaken early in the
second term of office for a PCC and after the appointment of a new CC.
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Heddlu*Police
E Corporate Governance Group

HEDDLU A THROSEDDU

POLICE AND CRIME .
MINUTES
34 March, 2016
ACPO, Police Headquarters

Attendees: Liane James (Chair) T/Deputy Chief Constable

Edwin Harries Director of Finance

Jayne Woods Chief Finance Officer, OPCC

Helen Morgan-Howard Chief of Staff, OPCC

Rachel Jones Legal Services

Paul Morris Collaboration

Vicky Davies Wales Audit Office
Apologies:  Adrian Williams Director of Resources

Gawain Evans Chair of the Joint Audit Committee

1. Disclosure of any other Business ltems

a) Update in relation to Gawain Evans, Chair of JAC - Jayne Woods
b) Corporate Governance Framework — Jayne Woods

2. Presentation

Vicky Davies presented the group with an overview of the Board Assurance Framework.

An efficient and effective framework to give sufficient continuous and reliable assurance to
the stewardship of an organisation, the management of risk and delivery of improved cost
effectiveness to public services. A document which brings together risk, assurance and
performance in relation to each strategic objective therefore assisting in good governance.

The group discussed the implications and benefits of applying the framework for the Force.

3. Minutes of Corporate Governance Group - 10" November 2015

The minutes of the last meeting held on 10" November 2015 were agreed.

Action:- Update Principles paperwork - incomplete as the new guidance is yet to be
published. An update to the existing version of the Draft guidance is expected to be
circulated shortly. Work on-going.

Action:- Chair of the Joint Audit Committee - On-going pending decision on the perceived
conflict of interest - The group agreed that the decision should be the first item on the agenda
at the next Joint Audit Committee Meeting being held on the 22nd March, 2016.

4. Annual Governance Statements

Ed Harries provided a summary to the group on the requirements of an Annual Governance
Statement which sets out the force’s arrangements for providing governance for the
organisation.






An annual review is completed to establish whether the current governance arrangements
are fit for purpose going forward and is a reflection on their suitability for the previous year.

Subject to the group’s agreement Ed Harries proposed redrafting the Corporate Governance
Statement to be presented to the Joint Audit Committee meeting in June. It was agreed to
proceed and to initially discuss at the next meeting of this group on the 26" May, 2016 prior to
the JAC in June.

5. Review of current issues that may have an impact on governance arrangements

A general discussion was held on the following issues:-

e Risk

- There were 5 routine recommendations made from the Compliance Review 2015-
2016, for the area of Legal and Compliance. 3 or which are now complete, that
included updates to the Corporate and Dynamic Risk Registers and an application
of the traffic light system. There has also been some guidance developed and
published on the Intranet pages. Huw Morgans has completed work alongside the
OPCC setting out Complimentary Risk Appetite Statements and the remaining two
recommendations are scheduled for completion by the end of March.

¢ Internal Audit

- A number of reports have been issued since the last meeting, some of which have
been finalised some are still at ‘Draft for Comment’.

- There have been Payroll, Procurement Card, ICT use of Social Media and Debtors
which are all reasonable levels of assurance.

- Utility payment is also reasonable.

- Risk Management Embedding is also a reasonable level of assurance.

- Budgetary Control is a substantial assurance.

- The Joint Firearms Unit came out as reasonable assurance.

- There are 3 internal audits due to be completed during the financial year
2015/2016.

- Leases started back in September, and are in the process of being written up.

- The internal audit of recruitment will be undertaken in mid-March.

- The follow-up audit will take place on the 22nd/23< March, 2016, which entails
checking that all actions have been undertaken.

- All of the audit actions and recommendations are listed as priority and the pre-
warnings are top priority as P1's in relation to business continuity.

e HMIC

- The reports from the Peel Inspections have been received with a number of
‘Requires Improvement’ recommendations relating to sight our Mission, Vision,
Values and identification of vulnerability at first point of contact within our force
and the Communications Centre.

- The Chief Constable has met with Wendy Williams, HMIC to discuss moving forward
and how the outcomes of the inspections correlate with the successful work on
natfional issues and measures throughout the force area.

- Processes are now in place within the organisation to ensure engagement with the
HMIC.

- The Inspection Plan for 2016/2017 has gone out for consultation.

- Feedback on the Peel Inspections has been submitted.

e Operational Issues and Ethics
- The Chief Constable attended the last Code of Ethics Committee stressing the
importance of the committee advising that he will take the lead. During a recent






portfolio meeting it was decided that ‘Ethics and Integrity’ will be part of T/DCC
James’ remit linking in with Professional Standards.

e COG
- Noissues of concern were raised regarding COG meetings.

o External Issues

- The OPCC held its first joint briefing event for candidates running for the position of
Police and Crime Commissioner. Minutes were produced and will be published on
the OPCC Website.
A number of media requests in relation to performance within the OPCC and the
force have been received. A protocol has been prepared indicating how to deal
with these requests.
Helen Morgan-Howard sought the group’s advice on statements that are reported
in the media as ‘fact’ when the Force data would contradict such statements. The
group was asked if there was a necessity to respond to such media coverage. The
Group surmised that it would depend on the context of the statement and each
would have to be considered on an individual basis prior to any decision being
made in relation to a response from either the OPCC or the Force.

¢ Financial Matters

- The recent Comprehensive Spending Review included an announcement that
police spending will be protected in real terms over the period however there were
still concerns relating to likely formula funding changes. The force awaits a further
update from the Home Office in relation to this. The Home Affairs Select Committee
has taken an interest in this and the Minister has indicated that time should be
taken in progressing formula funding issues.

- A 0% precept has been set by the PCC for next year in terms of the budget and
the budget for the Force has been agreed. Cost reductions are required to
balance the budget. A Spending Wisely Programme is being implemented. This
work is being led operationally and there are good governance arrangements set
up around this and dedicated staff in post tasked with delivery of the programme.
From a pension’s perspective, payments have been made in relation to GAD
factors for commutation. There is a legal claim that has been lodged nationally
challenging the fairness of the protections that had been granted by the Home
Office when changes from final salary to career average were brought in from
April 2015. A response to this is being coordinated at a national level.

¢ Joint Audit Committee

Edwin Harries gave the following update in relation to the December JAC :

- Samantha Gainard provided a presentation on Business Continuity, there were no
specific actions to report. The Committee were pleased with the progress being
made in that respect.

- The Annual Audit letters from the Wales Audit Office were discussed for the PCC
and the Chief Constable with a lot of positive statements and an unqualified
opinion in terms of the financial statements.

- A summary audit progress report was presented and accepted. There was
assurance review of creditors, of pension arrangements, and an assurance review
of document and evidence retention management.

- There was also a report on planning arrangements, payroll arrangements and the
follow-up of recommendations.

- TIAA's contract extension was discussed and agreed for one year.

- There was an update provided on HMIC activity.

- The minutes from this Corporate Governance Group were presented.






e Complaints

- Helen Morgan-Howard advised that legislative changes have been circulated to
all PCC'’s to have a greater involvement in appeals around Police Officer and Staff
misconduct cases. There are three models currently being proposed depending on
how much involvement the PCC wishes to have. It is unlikely that the changes will
come into force until next year. There is likely fo be an amendment to the Police
and Reform and Social Responsibility Act.

Action:- Helen Morgan-Howard to obtain further information by the next meeting.

6. Internal Audit Plan

Ed Harries advised the group that the current Internal Audit Plan was due for reconsideration.
A draft plan was circulated for the year 2016/2017. The document also included a 3 year
Strategic Rolling Audit Plan. The revised plan will be submitted for approval to the next
meeting of the Joint Audit Committee. Prior to that date, the plan will be circulated for
comment and will include the following topics:

1. Governance Assurance Framework Audit

2. Governance Strategic Control

3. Corporate Governance Framework — no update currently required.

4. Business Continuity Plan

5. ICT

6. Operational Policing Arrangements at Chief Superintendent Neighbourhood and
Territorial level

7. Complaints Management

8. Risk Management — mitigating controls

9. ICT Data Assurance Review

10. Counter Fraud Review

11. Duty Resources Management, Inc. HR, Flexi

12. Driver Retraining Programme

13. Treasury Management

14. General Leger, Payroll, Creditor, Fixed Assets — PCC's Fund

15. Licison, work on the Annual Plans, Strategic Plan and reporting and attending Joint
Audit Committee meetings.

16. Partnership Working — work is currently being undertaken by Paul Morris in relation to
collaboration.

17. Public First Programme — A review has been carried out by the Director of Resources
which will be discussed at the next meeting.

Other suggested areas of work were;

1. Planned maintenance in terms of Estates

2. Credit Card Receipting

3. Expenses

4. Digital Mail Room Project
A final plan will be compiled by TIAA taking account of comments made and forwarded for
consideration by the Audit Committee.

7. Monitoring of Ongoing Tasks

Ed Harries advised that the Review of Corporate Governance arrangements in 2015 resulted
in some actions requiring development. An update on those actions requiring development
during 2015/16 were as follows:
- Risk Management arrangements - the force has adopted new Risk Management
arrangements based on the Dynamic and Corporate Risk Management reporting






and the action was to embed the new risk management framework over the
course of the next year and fully implement processes across all areas of activity,
which has been done.

- Public First programme governance arrangements — the Programme was delivered
successfully and concluded, however, some learning still needed to be captured
to undertake a high level of approach to implementation. This was complete.

- Code of Ethics Leadership and Culture. Some considerable work has been
progressing around ethics, leadership, vision/ Mission /Values and culture.

- Governance of Collaboration and Partnerships. It was noted that the All Wales
Deputy Chief Constable post is being considered at this time.

- Business Continuity — This work was progressing and an update was provided at the
last Audit Committee meeting.

8. Review of Updated Core Principles

Jayne Woods advised that this Corporate Governance Group is supported by a Matrix which
is based on 6 core principles as outlined by CIPFA.

Using the guidelines/requirements a list has been compiled noting everything that is
undertaken by the Chief Constable and the PCC that meets those requirements.

Action:- Jayne Woods will forward copies of the updated matrix to members of the group,
any suggestions/additions to be fed back.

9. Any Other Business

e Corporate Governance Framework
This is the framework in which the organisation operates. It sets out how the PCC works
alongside the Chief Constable, what their respective roles are, covering financial
responsibility, standing orders of contract, delegated authority and other matters in
relation to governance.
It was proposed by Jayne Woods for the group to do a lightweight review of the
framework at this point with a more fundamental review being undertaken in
September given uncertainties around the election and the appointment of a new
Chief Constable.

e Gawain Evans — already discussed.

10. Date of Next meeting

The next meeting will be held on Thursday, 26" May, 2016.

ACTIONS
AGREED ACTIONS
Helen Morgan-Howard advised that legislative changes have been circulated
to all PCC's to have a greater involvement in appeals around Police Officer Helen
and Staff misconduct cases. There are three models currently being proposed Morgan-
depending on how much involvement the PCC would wish to have. 1t is Howard

unlikely that the changes will come into force until next year. There is likely to
be an amendment to the Police and Reform and Social Responsibility Act.

Action:- Helen Morgan-Howard to obtain further information by the next
meeting.






Jayne Woods advised that this Corporate Governance Group is supported by
a Matrix which is based on é core principals as outlined by CIPFA.

Using the guidelines/requirements a list has been compiled noting everything
that is undertaken by the Chief Constable and the PCC that meets those

requirements.

Action:- Jayne Woods will forward copies of the updated matrix to members of
the group, any suggestions/additions to be fed back.

Jayne
Woods
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