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Date: 8th October 2019	

TO:	The Police and Crime Commissioner, Chief Constable and Members of the Joint Audit Committee (Mr A Kenwright, Mr A Morgan, Mr M Evans, Mr M MacDonald and Ms K Curran)

Copy to:	Ms B Peatling, Chief Finance Officer
ACPO and Senior Officers/Staff 
		Representatives from TIAA and Wales Audit Office
		

Dear Sir/Madam,

A meeting of the Joint Audit Committee will be held on Tuesday 15th October 2019 at 10:00am in Room SCC001 of the Strategic Command Centre, Police Headquarters, Llangunnor, Carmarthen for the transaction of the business on the attached agenda.  Members of the Press and Public may attend this meeting.  To participate through the medium of Welsh, Members of the Public are required to provide at least 7 days notice to guarantee such provision as notified on our website.  Should we receive late notification we will do our best to provide this service but cannot guarantee.
Yours faithfully
[image: ]
Mrs Carys F Morgans
Chief of Staff

Encl.



A  G  E  N  D  A
1. Apologies for absence
2. Declarations of interest
3. To confirm the minutes of the meeting held on the 30th July 2019 


Matters for Scrutiny
4. To consider the following reports of the internal auditors:
a) Compliance Review of Overtime and Additional Allowances

b) HR Management – Recruitment and Training 

5. To consider the 2019/20 progress report of the Internal Auditors (SICA) 

6.  To receive a Treasury Management report – performance during 2018/19 and mid-year review of performance during 2019/20


[bookmark: _MON_1632052352][bookmark: _GoBack]

7. To receive the Draft Collaboration VFM Conclusion Briefing
The information contained in the report below has been subjected to the requirements of the Freedom of Information Act 2000, Data Protection Act 1998 and the Office of the Police and Crime Commissioner for Dyfed-Powys’ public interest test and is deemed to be exempt for publication under section 13 of Schedule 12A Local Government Act 1972.

8. To consider the draft Dyfed-Powys Audit Committee self-assessment
9. To consider the Force significant Corporate Risks 
10. To receive actions of Corporate Governance Group meeting held 3rd October 2019
11. To receive actions of Audit and Quality Assurance Group meeting held 30th September 2019 
12. Members Updates
13. Annual JAC training day update

14. Data Protection Update
15. Any other business 
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2019.10.15 Agenda item 3.pdf
Meeting: Joint Audit Committee

Venue: Police HQ Heddlu+*Police
=S Date: 30t July 2019
HEDDLU A THROSEDDU Time: 10:00 _y13:00
POLICE AND CRIME ’ o
Members: Mr Malcolm MacDonald (MM)
Mr Martin Evans (ME)
Mr Andre Morgan (AM)
Mr Alasdair Kenwright (AMSK)
Ms Kate Curran (KC)
Also Mr Dafydd Llywelyn Police & Crime Commissioner (PCC)
Present: Mrs Carys Morgans, Chief of Staff (CoS)

Ms Beverley Peatling, Chief Finance Officer (CFO)

Mr Edwin Harries, Director of Finance (DoF)

Mr Ian Williams, Assistant Director of Finance (IW)

Ms Nicola Davies, Force Accountant (ND)

Ms Karen Davies, Force Accountant (KD)

Mr Richard Harries, WAO, (RH)

Ms Leanne Malough, WAO (LM)

Mr Jason Blewitt, WAO (JB)

Mr Jonathan Maddock (TIAA), (IJM)

Miss Caryl Bond, Assurance Support Officer (CB)

Mr Huw Morgans, Risk & Business Continuity Management Advisor (HM)
Mrs Lynne Davies, Assistant Director Business Support Unit (LD)

Mr Steve Cadenne, Temporary Business Director People Services, (SC)
Ms Debby Jones, Force Records & Information Security Specialist (DJ)
Apologies: Ms Vicky Davies, TIAA (VD)

Mr Mark Collins, Chief Constable (CC)

Declarations | None.

of Interest:

ACTION SUMMARY FROM MEETING ON (7t March 2019)

Action N° | Action Summary To be | Progress
progressed
by

A80 To correct the typo on page 10 of minutes | CB Complete

2017/18 | as discussed.

A82 For the questions and points which have | CFO Complete
2017/18 | arisen from reading the WAO Draft Audit
Plan to be fed back to the WAO.

A84 OPCC to  circulate the Arlingclose | CB Complete
2017/18 | presentation slides to members.

A84 To invite Arlingclose to present at the | CB

2017/18 | finance sminar in December. Complete






Brexit preparedness to Brexit implications.

A86 TIAA to see if they are able to share | TIAA Complete
2017/18 | information on where each Force sits in

terms of their compliance with the Welsh

Language Standards.
A87 TIAA to provide the Committee with some | TIAA Complete
2017/18 | further information on the background of

SGH Associates.
A88 IW to amend the Draft Accounting Policies | IW Complete
2017/18 |[for 2018/19 Statement of Accounts

document in line discussions.
A90 IW to amend the Annual Accounts timetable | IW Complete
2017/18 | to state that the draft document be sent to

the OPCC at the end of May.
A95 An invite for the June seminar to be | CB Complete
2017/18 | circulated to KP.
A96 Amendment to be made on MMs foreword | CB Complete
2017/18 | within the Joint Audit Committee Annual

Report 2018/19.
A96 CoS will re-circulate the Annual Report | CoS Complete
2017/18 | following the amendments being made.
A96 CB to ask Committee members for | CB Ongoing
2017/18 | information on their profile and background

to be published on the PCCs website.
A97 CoS to consider where the trust legally sits | OPCC Ongoing
2017/18 | in terms of its link with the OPCC.
A97 A risk to be added to the risk register in | DoF/ PM | Complete
2017/18 | terms of the processes in place regarding

scoring and approving changes to risk

scores.
A98 Members to look at AGS and give | Members | Complete
2017/18 | suggestions on how it could be written as

an evaluation document.
A98 CFO to see if it is possible to arrange a | CFO Complete
2017/18 | facilitated workshop with CIPFA on the

AGS.
A99 The wording of one of the action areas for | KP Complete
2017/18 | 19/20 within the AGS be changed from

MM welcomed everyone to the meeting.
Apologies were given on behalf of the Chief Constable and a special welcome was given
to our new JAC member Kate Curran.






A100 2018/19: Minutes of the meeting held on 7 March 2019 and Matters
Arising

The actions from the previous meeting were discussed. The majority of which have been
completed as detailed in the action table.

Action A82: In relation to matters raised at the previous meeting, that within the WAO
draft Audit plan for 2019/20, a small increase has been applied to the fee rates (less than
1%), but gives no indication on how much more this is compared to previous years. It was
also queried that with the shorter period for the closure of accounts, whether WAO have
enough resources. JB from WAO advised that they were able to achieve the small increase
applied to fee rates by amending their skill mix with one day less of Audit Manager Time
and five more days of Trainee Time. There is no material change to the audit skill mix that
would result in a reduction to the audit quality provided. It was felt that it would provide
better audit support, whilst also achieving efficiency in keeping the overall fee to a similar
level as the previous year.

Action A86: JB explained that in terms of the Welsh Language Compliance review, the
reviews which they undertook only checked compliance with a sample of the standards.
TIAA did not collate the information from each Force and PCC on how many standards they
were compliant with as part of this review. There is now a collaborative contract in place
and this could be considered for one of the collaborative reviews in the future.

Action A87: IB explained that SGH Associates is a small firm set up by the previous Quality
Director who retired from the business over five years ago. This meets the requirement for
PSIAS External Assurance as for many organisations this is done by peer review. There is
no requirement to use any organisation.

Action A96: CB will progress with the Chair of JAC in the first instance.

Action A97: CoS explained that there is work ongoing in relation to where the trust legally
sits in terms of its link with the OPCC. CoS will bring an update in relation to this in a future
meeting.

Action A97: DoF explained that he has been in discussion with HM in relation to the risk
registers and the processes in place regarding scoring and approving changes to risk
scores. DoF explained that there is uncertainty whether the processes or the narrative is
at fault. This will be discussed in further detail when members consider the Risk mitigation
report on the agenda.

Decision A100: The minutes of the meeting held on 7t" March 2019 were accepted
as a true record.

A101 2018/19: To approve the Joint Audit Committees Terms of Reference
A draft of the JAC Terms of Reference (ToR) was reviewed at the June seminar and the
document has been amended to reflect feedback.

CoS wished to bring the section on the tenure of the Chair to Members’ attention. The
tenure has historically been for a period of two years. However, having looked at CIPFA
guidance and other ToRs for Committees elsewhere; it has been found that many follow





an open-ended tenure with an annual election of the Chair, which does not prohibit the
current Chair being re-elected.

The Committee agreed that a period of two years is restrictive and that it should be
changed to an open-ended tenure, with no restriction regarding the same Chair being re-
elected. It was agreed that a Chair election should take place every two years.

Action A101: The ToR to be amended to include agreed changes in relation to the
tenure of the JAC Chair being open-ended with and election-taking place every
two years.

Decision A101: Pending the discussed amendments the Committee formerly
accept the revised JAC Terms of Reference.

Action A101: The revised JAC ToR to be published on the Commissioners website.

A102 2018/19: Internal Audit Annual Report 2018/19

JM gave an overview of the Internal Audit Annual report. The Committee were happy with
its content and the overview given of the 22 audits undertaken.

A103 2018/19: Wales Audit Office (WAO) Audit of 2018/19 Financial Statements
Report

JB explained that this is the report that WAO produce for the Committee following the
completion of the audit of accounts for the CC and PCC.

JB explained that the audit is now substantially complete and that they had received the
accounts within the agreed deadline. JB acknowledged that this is a significant achievement
for the Finance Department in getting the accounts finalised for audit in line with the agreed
tight deadline. Undertaking the production and audit of the accounts to these earlier
deadlines has identified a number of learning points for both the finance team and WAO.
In particular, there needs to be a more robust quality assurance of the accounts and
working papers to be available at the time of receipt of the draft accounts. WAO are in
discussion with officers regarding this and will continue to work with them to prepare for
next year.

MM thanked everyone that was involved in the process of finalising the Statement of
Accounts.

A104 2018/2019: Appraisal Review of the Annual Governance Statement
2019/20

Outcome: Substantial Assurance. There were three priority three recommendations
detailed from the review, namely: the progress of implementing actions identified within
the Matrix of Evidence to be updated on a regular basis, the current Action Plans for
2019/20 need to set out a target timescale for completion of each action; and that the





Matrix of Evidence needs to be progressed by Managers and Business Leaders and not just
by the Governance and Performance Manager and Chief of Staff.

A106 2018/2019: Draft 2016/17 Letters of Representation - Police & Crime
Commissioner and Chief Constable

Members were happy with the content and letters were recommended for signature by
the appropriate signatories.

Action 106: The draft Letter of Representation of the Police and Crime
Commissioner was recommended for signature by the appropriate signatories.

Action 106: The draft Letter of Representation of the Chief Constable was
recommended for signature by the appropriate signatories.

A107 2018/2019: Management’s response to the audit enquiries on
arrangements for the prevention and detection of fraud

KC noted that on page 6 where it notes what arrangements are in place to report fraud to
those charged with governance, there is no reference to the JAC even though fraud comes
within their remit in the ToR. The Committee agreed that JAC does need to be included.
The CFO explained that they are currently doing a piece of work to put in place a Counter
Fraud and Anti-corruption Policy which is referred to in the Corporate Governance
Framework. CFO explained that benchmarking is being undertaken and that this work will
come back to the Committee in due course.

RH noted that the document should inform the work that is undertaken in the year,
therefore stated that it may be useful in the future to have a discussion regarding the
contents of the document.

Action 107: For the Counter-fraud and Anti-Corruption policy to be brought to the
Commiittee in the future.

Action 107: For JAC to be referenced as an arrangement to report within the
Management’s response to the audit enquiries on arrangements for the
prevention and detection of fraud.

A108 2018/2019: Draft Annual Statement of Accounts for 2018/19

It was noted that the June seminar is beneficial to the process in preparing the accounts
and that this is something that should continue to happen annually.

AM wished to note that on page 19, under section 6 - ‘Risks, opportunities and the Medium
Term Financial Outlook’ the first points within this section are in relation to risks and then
financial planning. There is no reference to opportunities and it was queried whether a
different title may be more appropriate to reflect the content.





Following a discussion the Committee agreed that this was something to note when
preparing the next future document, to review whether the headings reflect the content,
keeping in line with standard wording for the report.

KC queried a point on page 40 -41. The depreciation table on page 40 for Assets held for
sale implies that they have depreciated, yet within the paragraph on page 41 it states
“Depreciation is not charged on Assets Held for sale”. This is a contradiction. The
Committee agreed with this observation.

Action 108: For the table on page 40 to be amended before the Statement of
Accounts are signed.

Action 108: The Committee recommend the Draft Annual Statement of
Accounts for 2017/18 to both the PCC and CC for approval.

The PCC expressed his thanks to everyone involved in the process of preparing the
Annual Statement of Accounts.

The DoF expressed his thanks to both the finance team and the support of the WAO team
in preparing for the Statement of Accounts.

A109 2018/19: CIPFA

CFO explained that they are still waiting on confirmation of the date of the annual
training day which includes an input from CIPFA. North Wales are organising the training
this year and it is planned to take place in Wrexham. As soon as the date is confirmed
this will be circulated to members.

A109 2018/19: CIPFA Statement Role of Head of Internal Audit

MM felt that this document on the Role of Head of Internal Audit sets out the importance
of Internal Audit. MM noted that it may be useful for TIAA to feedback on how they feel
these principles apply to their organisation and whether they feel that the principles are
able to be put into practice.

Action 109: TIAA to provide feedback at the next meeting on how the principles
as set out in the CIPFA Statement Role of Head of Internal Audit document
apply to TIAA as an organisation.

DoF noted that principle 3 - “"The HIA must be a senior manager with regular and open
engagement across the organisation, particularly with the leadership team and with the
audit committee” is most probably the most challenging as an external organisation.
CoS also noted that in terms of principle three it is important to ensure that the Internal
Audit have accessibility to the organisation.

A110 2018/2019: The 2018/19 progress report of the Internal Auditors (SICA)

a) SICA report for 2018/19

JM explained that this report provides the Joint Audit Committee with a final update on
the progress of their work Police for 2018/19. The PCC raised a point regarding the





timeliness of follow up reviews and their importance. DoF also noted that they need to
look at the time between when a draft is received and their formal response back in
return.

The CFO noted that as part of the ongoing governance review it was identified that the
internal audit reports didn't always fit into the reporting structure of the organisation. As
a result of this there is now a group called the Audit and Quality assurance Group which
will now have oversight of internal audit reports, including outstanding actions and
timeliness.

b) SICA report for 2019/20

JM explained that this report provides the Audit Committee with an update on the progress
of their work up to the 19th July 2019. It was explained that this currently includes one
audit on the Annual Governance Statement.

A111 2018/2019: The reports of the internal auditors:

a) ICT Review of General Data Protection Regulations (GDPR) Compliance -
Visit 2

No assurance assessment was given for this review as it followed up on the review of GDPR
compliance undertaken in October 2018. This review was split into two parts with the first
section being competed in March 2019. It was explained that this report is a follow up on
those recommendations that were set out back in March. One priority two recommendation
was given in relation to data protection refresher training programme needed to be
introduced for all staff of the Office of the Police and Crime Commissioner. This
recommendation has been accepted, and is being progressed.

KC queried in terms of GDPR how many subject access requests are received by the force
and OPCC. DJ explained that subject access requests have increased by 20% since the
implementation of GDPR.

Action 111: For the number of Subject Access requests received by the Force to
be circulated to the Committee.

b) Compliance Review of Counter Fraud - Procurement

Outcome: Substantial Assurance with two priority 3 recommendations that have been
accepted. These were in relation to the Procurement Thresholds publicised on the Forces
website under section ‘Contracts and Procurement’ which is to be amended in line with the
limits set out within the Corporate Governance Framework and a supplier database review
be undertaken annually to remove duplicate and unused supplier accounts. JM noted that
this audit shows continuous improvement.





c) Assurance Review of ICT Infrastructure
Outcome: Reasonable Assurance with one priority two recommendation: That the
Ammanford site be fully tested once the replacement 999 system has been fully
implemented.
DoF explained that the ICT infrastructure at Ammanford is well underway and appears to
be working well. However, they are still having problems with the implementation of the
new 999 system; there are further delays with the service provider failing to deliver ‘on
time’. KC noted that the new implementation date within the report stated 02/07/2019
and queried whether this has now been met. DoF explained that this has not been achieved
and that they are now working towards September/ October.
DoF stated that due to being reliant on an external contractor it is extremely difficult to
give an accurate date. JM stated that this will be reviewed again in September.

d) Assurance Review of Absence Management
Outcome: Limited Assurance with one priority 1 recommendation, eight priority 2
recommendations and three priority 3 recommendations. The priority 1 recommendation
was regarding time off for Compassionate Leave and Time off for Dependents be paid to
all staff in accordance with the Leave for Personal Family reasons plus Other Special Leave
Policy. The audit had picked up a few instances were individuals were being fully paid in
excess of 5 days, going against policy.

The Committee welcomed Steve Cadenne the Temporary Assistant Director of People
Services to the meeting. MM asked what review processes are in place if an individual
requires more than five days off. AM also noted that if the policy is not being followed does
its content need reviewing to make it more flexible. SC explained that the Force provides
a maximum of five paid days off. SC also explained that they have not previously audited
this area and they do not currently have an automated or an online system to request this
form of leave. This is currently all done manually, which does make monitoring the requests
difficult.

SC explained that they have put the following steps in place to ensure that staff are
implementing the policy; there has been a Force communication sent out to reiterate the
policy and there is a new line manager training programme which includes a ‘Peoples day’
which will include training on allocating time off. All line managers will be required to attend
this training and it will be an opportunity to ensure that all staff understand that they
should not be exceeding the five-day leave allowance as set within the policy.

SC also explained that they are in the process of looking into the possibility of having an
online system where all leave requests will be inputted, only allowing a maximum of five
days to be taken. They will continue to monitor this area to ensure improvement.

SC confirmed that following the Policy reviews the leave entitlement will not be changed.

SC gave an update in relation to the Attendance & Performance Management policy and
highlighted trigger points which are to be used by managers as a prompt to consider the
introduction of a supportive plan. SC explained that this is subjective, as not all staff who
hit a trigger are put onto a plan. It is down to the mangers discretion. However, it is
important that all managers are able to give a rationale as to why they are not placed on
a plan if a trigger is hit. SC explained that this will also be covered in the ‘Peoples day’
training.





SC wished to note that this audit had been highly beneficial, as it has helped identify areas
for improvement in areas, which had not been previously audited.

JM noted that it is good to see departments having an input into what is reviewed to ensure
that the correct areas are receiving the attention.

e) Assurance Review of the TARIAN ROCU Collaborative Project

Outcome: Reasonable Assurance with two priority 2 recommendations and six priority 3
recommendations. JM explained that this was a collaborative review between South Wales,
Gwent and Dyfed-Powys Police. The main areas of concern were around formalising a
timetable to ensure that the annual budget is agreed prior to the start of the financial year.
At the end of March 2019 the budget for 2019/20 had yet to be finalised and that any
surplus funds that have been returned to the three force’s reserves, will be available to
TARIAN during 2019/20 when required. All recommendations have been accepted.

CFO explained that this is an ongoing concern in terms of some of these findings within
the report and that these are included on the risk register. They identified some risks
around governance arrangements and discussions have been had with WAO in relation to
doing some work in terms of value for money.

f) Compliance Review of Risk Management - Mitigating Controls
The Committee welcomed Huw Morgans the Risk & Business Continuity Management
Advisor and Lynne Davies the Assistant Director for the Business Support Unit.

Outcome: Reasonable Assurance with one priority 2 recommendation and two priority 3
recommendations. JM explained that the main concern that was identified from the review
was in relation to risk 9 and the need to increase its score. Due to the current position in
the delay of the software and the backlog of data processing, the Force is exposed to risks
with integrity of the data in Police National Computering. It was felt that the risk score
should be increased until the system is fully functional and data processing has reduced to
a more manageable number. This recommendation has been agreed and a risk score of 16
has been implemented.

HM wished to note that the audit was beneficial with the correct areas being reviewed. It
was useful to be part of the process in choosing areas for review. This ensured that the
correct areas were selected for scrutiny.

PCC asked, how does Dyfed-Powys sit in comparison to other forces in relation to timeliness
of PNC recording and our backlog updates etc. LD explained that when compared nationally
for timeliness Dyfed-Powys fares well.

DoF pointed out that one area which is not covered within the report is that there is a high
level of oversight and testing regarding this risk, there is ongoing work being undertaken
by the department in order to try and mitigate the risks.

LD stated that in order to mitigate the risk they are prioritising the recording of the higher
risk updates. LD explained that each entry can take around 25mins to upload, LD explained
that once they are able to have an automated system, which will help transpose
information from the custody system, this would reduce the amount of significantly,
helping them to record updates more efficiently.





LD noted that in terms of the ongoing work to achieve the automated system, there have
been delays due to uncertainty as to who could deliver the system that is required. The
Forces Development Team has now been commissioned to create the automated system.

LD also noted that the oversight of the provisions for the development work is being
monitored by the Performance and Outcomes Board.

PCC wanted to highlight that risks are also discussed at Policing Board, which provides
another opportunity where risks are being monitored and scrutinised.

A112 2018/2019: The Internal Audit July 2019 Follow Up Review

JM explained that this report summarises the reviews that they have followed up as part
of the process. The key findings from the report are 45 out of 86 recommendations (53%)
reviewed have been implemented by Dyfed-Powys Police and a further 28
recommendations (33%) are in the process of being implemented. One recommendation
(1%) had been considered but had not been implemented. 11 of the recommendations
could not be followed up during the audit, as the responsible person was not available.
These recommendations will be included in the next follow up audit.

MM noted that 11 recommendations not being able to be implemented due to responsible
individuals not being available is quite high. JM explained that they are trying to schedule
meetings for September and will try to be flexible on the days that they attend HQ in order
to try and accommodate different availabilities to avoid delays.

IW noted that timeliness of responses will have heavier scrutiny going forward as it has
been recognised that there have been delays. IW also explained that they are looking to
use an online portal, which TIAA offer as part of their service. This will make collecting
responses and providing feedback more efficient.

JM confirmed that the online portal works well with other organisations and should be a
positive development going forward.

KC queried whether within the follow up reports where it notes outstanding
recommendations would it be possible in future to identify which of those are high priority
recommendations.

Action 112: TIAA to add priority level box to follow up Reviews to identify level
of recommendations, which are outstanding.

A113 2018/2019: Updated Annual Internal Audit Plan

JM noted that in terms of drawing up the Internal Audit Plan he had been invited to the
Audit and Quality Assurance Group meeting and engaged with a number of managers to
determine what areas are of concern to them, which could be subject to an internal audit.
Unfortunately not many managers came forward with areas of concern, however, it did
give an opportunity to highlight the benefits of having an audit and how it can be of help.
IW explained that due to the low response of areas asking for review, this left capacity
within the plan. Further areas for review were decided from the scoping day, which are
presented in the plan for the members’ consideration.
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ME queried that in terms of risks whether it would be worth looking at the entire process
again. JM noted this and it will be discussed in the September meeting when planning the
approach for 2020/21.

JM explained that Annex C of the plan sets out the collaborative annual plan. Five
collaborative reviews have been agreed, the areas for review were decided by the four
forces. Each force is provided with an area to lead, with Dyfed-Powys being assigned
Debtors. One auditor will be assignhed to carry out the audit for the four forces ensuring
continuity with one overall report being produced.

IW explained that the areas for review were selected with a financial focus, with the
financial leads within each of the four forces taking the lead, in order to oversee the new
process before rolling out to other departments next year.

A114 2018/2019: Force significant Corporate Risks

HM explained that the Force intends to review its risk appetite in relation to information
management risks. This stems from a visit from the Information Commissioners
Office(ICO) auditors at the beginning of the year where they identified a potential weakness
as an organisation for not having a separate information risk register. This was accepted
and they are taking a proposal before the Information and Assurance Board next month to
introduce a new risk register to the organisation, which contains the information risks only.
This will allow the organisation to focus on information risks in a more robust way.

HM gave an overview of the three new areas of risk within the Corporate Risk register. The
first new risk is the capacity of traditional forensic market in relation to the response to
the cyber-attack on Eurofins Forensics Services. HM explained that Eurofins has now had
assurance from police forces nationally and will now be able to carry out business as usual.
Risk has dropped from a 16 to an 8.

The second new risk is in relation to a company called SYTECH (Systems Technology
Consultants Limited) who had their accreditation removed as it was identified that they
had used some non-vetted staff on cases that were submitted by Dyfed-Powys Police.
These individuals have since received vetting clearance. ICO were informed and Dyfed-
Powys are still waiting on the advice of The Crown Prosecution Service (CPS) as to whether
there are any implications.

The third risk was in relation to uncertainty in financial projection causing a necessity for
attainment of savings plan; based upon current assumptions, the MTFP requires the
attainment of annual savings in order to return to a balanced budget. This is due to the
uncertainty surrounding the outcome of the Government Corporate Social Responsibility,
potential changes to police formula funding and forthcoming pay awards.

HM gave their updates in relation to existing risks, including Brexit, HM explained that
the Force is preparing for a potential no deal Brexit. The 4 Welsh forces are in the
process of setting up a time table of meetings / telephone conferences to ensure fit for
purpose preparedness for a 'No Deal' exit.

MM queried the regularity of the steering group meetings. HM reassured the Committee
that the EU Exit Group used to meet weekly and this will be picked up again as Brexit
activity develops.





The risk in relation to the legislation regarding pre-charge bail has initiated a piece of work
to look at the quality of bail decisions. This showed a bailing of detained persons position
of 13%, which was considerably higher than the national average of 4%. Previously,
concerns have been expressed as this may indicate an overuse or incorrect use of bail
within the Force. However, National Police Chiefs’ Council guidance published on 29th May
2019, has indicated concern with the national position insofar as a reduction in bail could
mean missed opportunities to protect vulnerable people and put conditions on violent
offenders that could prevent reoffending. The guidance places the Dyfed-Powys data in a
different light and could suggest that Dyfed-Powys is making appropriate use of bail.

A115 2018/2019: Update on the Force Management Statement (FMS)

DoF reminded the Committee that they had received a presentation on the FMS within
their June seminar where key risks were highlighted. DoF explained that the document
that they had received identified risks and areas of concern that the Force may face when
preparing for the FMS. All actions have owners and these will be used when preparing for
HMIC inspections.

ME queried how often this document will be brought to the attention of JAC.

Following a discussion the Committee felt that the FMS is covered well in the finance
seminar, however, if there are any updates then this could be covered within the Statement
of Accounts seminar or when deemed necessary to review.

PCC wished to note that even though the FMS is a requirement for HMIC, it is very much
welcomed, as it helps PCC'’s to have an overview of the Force. PCCs are able to hold forces
to account when monitoring the progress made against the actions arising from the FMS.
MM noted that they would extend an invite to HMIC again to attend a future JAC

meeting.

A116 2018/2019: Corporate Governance Group Actions - 9th July 2019

The Committee looked at the actions raised within the last Corporate Governance Group
meeting.

DoF stated that the main focus within this meeting was on the Annual Governance
Statement (AGS), the Audit and Quality Assurance Group and the Internal Audit plan which
have all been covered in today’s meeting.

A117 2018/2019: Input on the Information Commissioners Office Inspection of
Dyfed-Powys Police and the Forces’ response

MM welcomed Debby Jones the Force Records & Information Security Specialist to the
meeting.

DJ stated that the visit from the Information Commissioners office was very beneficial. 88
actions were identified as ways for improvement, bringing a focus to the department of
what is required to move forward.

D] explained that there were three areas looked at: Governance and Accountability,
Information Risk Management and Requests for Personal Data. D] gave an update on
progress, explaining that in terms of Governance and Accountability 82% of those
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recommendations are in progress. This includes implementation of the new information
risk register. They have published a new privacy notice and they have completed a re-
structure, with all vacancies within the department now filled.

In terms of the second area Information Risk Management, 92% of actions are in progress.
Progress include a new Information Risk Policy and progress being made with the
Information Asset Register. The third area Requests for Personal Data, 83% of actions are
in progress. Actions included introduction of templates and reviewing the subject access
process.

Good progress is being made and Auditors will be returning at the end of the year to check
on developments. DJ confirmed that progress against the actions is being monitored by
the Information and Assurance Board which is chaired by the Deputy Chief Constable.

A discussion took place regarding data breeches and any data breeches which are reported
to the Information Commissioner will be brought to JAC. The PCC wished to reassure the
Committee that he is also made aware of any data breeches as an additional oversight to
the Committee.

AM noted that the target date for the 88 actions is September and queried whether this
date is achievable. D] confirmed that they confident that they will be able to meet this
target as things currently stand.

A118 2018/2019: Any Other Business
No further business to be discussed.
MM thanked everyone for attending the meeting.

The Meeting closed at 13:46 hrs

DECISIONS ARISING FROM MEETING 30 July 2019

Decision Decision Summary
No.

A100 The minutes of the meeting held on 7" March 2019 were | Completed
2018/19 | accepted as a true record.

A101 Pending the discussed amendments the Committee | Completed
2018/19 | formerly accept the revised JAC Terms of Reference.

13





ACTIONS ARISING FROM MEETING 30t July 2019

Action N° | Action Summary To be
progressed
by

Al101 The ToR to be amended to include agreed changes in | OPCC

2018/19 | relation to the tenure of the JAC Chair being open-ended

with and election-taking place every three years.

Al101 The revised JAC ToR to be published on the | OPCC

2018/19 | Commissioners website.

A106 The draft Letter of Representation of the Police and CC/PCC

2018/19 | Crime Commissioner was recommended for signature

by the appropriate signatories.
A106 The draft Letter of Representation of the Chief CC/PCC
2018/19 | Constable was recommended for signature by the
appropriate signatories.
A107 For the work in relation to the Counter-fraud and anti- | CFO
2018/19 | corruption policy to be brought to the Committee in the
future.
A107 For JAC to be referenced as an arrangement to report | WAO
2018/19 | within the Management’'s response to the audit
enquiries on arrangements for the prevention and
detection of fraud.

A108 For the table on page 40 to be amended before the | DoF

2018/19 | Statement of Accounts are signed.

A108 The Committee recommend the Draft Annual Statement | PCC/CC

2018/19 | of Accounts for 2017/18 to both the PCC and CC for

approval.
;\;'23 19 TIAA to provide feedback at the next meeting on how TIAA
/ the principles as set out in the CIPFA Statement Role of
Head of Internal Audit document apply to TIAA as an
organisation.

Al111 For the number of Subject Access requests received by | D]

2018/19 | the force to be circulated to the Committee.

:(1):3/19 TIAA to add priority level box to follow up Reviews to TIAA

identify level of recommendations, which are
outstanding.

14





ONGOING ACTIONS SUMMARY FROM PREVIOUS MEETINGS

Action N° | Action Summary To be
progressed
by

A96 CB to ask Committee members for information on their | CB

2017/18 | profile and background to be published on the PCCs

website.
A97 CoS to consider where the trust legally sits in terms of | OPCC
2017/18 | its link with the OPCC.

15
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Report of Chief Finance Officer of the PCC to the Joint Audit Committee

Annual Treasury Outturn Report for 2018/19 and mid-year review of 2019/20

1. Purpose of Report

This report outlines for 2018/19:


· the performance of the treasury management function;


· the effects of decisions taken and transactions executed in the past year; and 


This report also provides a high level review of 2019/20 treasury management activities to date.

2. Background

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

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


Following consultation in 2017, CIPFA published new versions of the Prudential Code for Capital Finance in Local Authorities (Prudential Code).


The Prudential Code includes a requirement for local authorities to provide a Capital Strategy, which is to be a summary document approved covering capital expenditure and financing, treasury management and non-treasury investments.  A Capital Strategy, complying with CIPFA’s requirement, will be produced later in 2019/20. 


Both the CIPFA Code and government guidance require the Commissioner to invest funds prudently, and to have regard to the security and liquidity of treasury investments before seeking the optimum rate of return, or yield.  The main 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 of receiving unsuitably low investment income.

Dyfed Powys’ Treasury Management Strategy for 2019/20 was presented to the Joint Audit Committee on the 7th March 2019 and subsequently approved by the Commissioner. 

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


3.   External Context

UK Consumer Price Inflation (CPIH) fell to 1.7% year/year in August 2019 from 2.0% in July, weaker than the consensus forecast of 1.9% and below the Bank of England’s target. The most recent labour market data for the three months to July 2019 showed the unemployment rate edged back down to 3.8% while the employment rate remained at 76.1%, the joint highest since records began in 1971. Nominal annual wage growth measured by the 3-month average excluding bonuses was 3.8% and 4.0% including bonuses.  Adjusting for inflation, real wages were up 1.9% excluding bonuses and 2.1% including.


The Quarterly National Accounts for Q2 2019 GDP confirmed the UK economy contracted by 0.2% following the 0.5% gain in Q1 which was distorted by stockpiling ahead of Brexit. Only the services sector registered an increase in growth, a very modest 0.1%, with both production and construction falling and the former registering its largest drop since Q4 2012.  Business investment fell by 0.4% (revised from -0.5% in the first estimate) as Brexit uncertainties impacted on business planning and decision-making.


The Bank of England maintained Bank Rate at 0.75% and in its August Inflation Report noted the deterioration in global activity and sentiment and confirmed that monetary policy decisions related to Brexit could be in either direction depending on whether or not a deal is ultimately reached by 31st October.

Recent activity in the bond markets and PWLB interest rates highlight that weaker economic growth remains a global risk. The US yield curve remains inverted with 10-year Treasury yields lower than US 3-month bills. History has shown that a recession hasn’t been far behind a yield curve inversion. Following the sale of 10-year Bonds at -0.24% in June, yields on German government securities continue to remain negative in the secondary market with 2 and 5-year securities currently both trading around -0.77%.

There were minimal credit rating changes during the period. Moody’s upgraded The Co-operative Bank’s long-term rating to B3 and Fitch upgraded Clydesdale Bank and Virgin Money to A.

4. Borrowing Strategy

There was no new borrowing in 2018/19.  The table below summarises the movement in borrowing during 2018/19:


		

		Balance on  1/4/18                            £m

		Debt Maturing             £m

		Debt prematurely repaid £m

		Balance on 31/3/19                £m



		Total PWLB borrowing

		2.125

		(0.189)

		-

		1.936





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


The use of internal resources in lieu of borrowing was judged to be the most cost effective means of funding capital expenditure. This has, for the time being, lowered overall treasury risk by reducing both external debt and temporary investments.  However, the current capital strategy indicates that there may be a requirement to undertake borrowing in 2019/20.

5. Investment Activity in 2018/19

As of the 31/03/19 Dyfed Powys held £26m of invested funds, representing income received in advance of expenditure plus balances and reserves held.  


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


		Investments

		Balance on 01/04/2018

£m

		Net Movement

£m

		Balance on 31/03/2019

£m



		Banks and Building Societies with ratings of [A-] or higher

		8.0

		(0.5)

		7.5



		Local authorities

		2.0

		6.0

		8.0



		Unrated building societies

		-

		1.0

		1.0



		Treasury Bills

		-

		1.0

		1.0



		Certificates of Deposits

		-

		2.0

		2.0



		Corporate Bonds  (secured)

		11.0

		(4.5)

		6.5



		Corporate Bonds (unsecured)

		3.0

		(3.0)

		-



		TOTAL INVESTMENTS

		24.0

		2.0

		26.0





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


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

		

		2016/17



		2017/18



		2018/19



		Difference (2017/18 & 2018/19)



		Average investment made

		£1.873m

		£2.082m

		£1.879m

		(£0.203m)



		Average number of days of each investment

		100.31

		90.25

		81.22

		(9.03)



		Average daily total investment

		£23.047m

		£17.805m

		£19.260m

		£1.455m



		Average rate of interest

		0.43%

		0.41%

		0.68%

		0.27%





Security of capital remained the Commissioner’s main investment objective. This was maintained by following the counterparty policy set out in Treasury Management Policy Statement for 2018/19.  This resulted in investments only being made with institutions defined as “high credit quality” - those having a long-term credit rating of (A-) or higher.

The average rate increase of 0.27% from 2017/18 to 2018/19 was mainly due to higher returns achieved as a result of the base rate change in August 2018.

The following table compares Dyfed Powys return on Total Investment Portfolio with other Arlingclose clients as at March 2019. This demonstrates that the steps taken to increase counterparties and types of investments made have increased returns on investments whilst still maintaining adequate credit risk (see section 6).

		Investment Benchmarking
31 March 2019

		Dyfed Powys Police 

		13 Police & Fire Authorities Average

		144 LAs Average



		 

		 

		 

		 



		Internal Investments

		£25.8m

		£16.1m

		£51.0m



		Strategic Pooled Funds

		-

		£1.1m

		£1.6m



		TOTAL INVESTMENTS

		£25.8m

		£17.7m

		£62.6m



		 

		 

		 

		 



		Security

		 

		 

		 



		Average Credit Score

		3.45

		4.05

		4.20



		Average Credit Rating

		AA

		AA-

		AA-



		Average Credit Score (time-weighted)

		1.46

		3.56

		4.02



		Average Credit Rating (time-weighted)

		AAA

		AA-

		AA-



		Number of Counterparties / Funds

		15

		8

		13



		Proportion Exposed to Bail-in

		41%

		60%

		55%



		 

		 

		 

		 



		Yield

		 

		 

		 



		Total Internal Investment Return

		0.83%

		0.74%

		0.85%





6. Credit Risk


Counterparty credit quality as measured by credit ratings is summarised in the following graph:


[image: image3]

Scoring:


-Value weighted average reflects the credit quality of investments according to the size of the deposit


AAA: highest credit quality = 1



[image: image4]

-Time weighted average reflects the credit quality of investments according to the maturity of the deposit


Dyfed-Powys investments are in the mid-range of the graph reflecting mid-range returns for a low rated risk. 

With respect to the time weighted graph, Dyfed-Powys investment returns are in the upper/mid-range with a very low rated risk. This compares favourably with the majority of other investors who have achieved similar or worse returns for considerably higher risk.

7. Budgeted Income and Outturn for 2018/19

The UK Bank base rate increased from 0.50% to 0.75% on the 2 August 2018. The average rate of interest achieved mirrored that increase during that period (0.41% in 2017/18 – 0.68% in 2018/19).

The Commissioner’s budgeted investment income for the year was £0.202m, whilst the investment outturn was £0.215m.


		

		£’000



		Original Budgeted Investment Income 2018/19

		202



		Actual Investment Income received in 2018/19

		215



		Difference in Estimated Budget

		13





8. Performance Measurement of Treasury Management Function in 2018/19

As detailed in Treasury Management Practice Statement TMP2 of the 2018/19 Treasury Management Strategy the following measures will be utilised to monitor the performance of the Treasury Management Function:

		

		Performance Measure

		Achieved

		Explanation



		1

		Achieving the budgeted investment income

		Yes

		Return remained stable due to the base rate increase and despite a reduction in balances 



		2

		Ensuring cash balance cover of 31 days

		Yes

		Money was held in call accounts during the year



		3

		Ensuring that investments are only placed with institutions which comply with the annual Treasury Management Strategy

		Yes

		



		4

		Ensuring approved counter-party limits are adhered to

		Yes

		



		5

		Expected levels of investments per month compared to actual level of investment

		Yes

		Actual levels of investments per month were comparable with expected levels



		6

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

		Yes

		The base rate increased from 0.5% to 0.75% on 2 August 2018





9. Compliance


Appendix B to this report provides a summary of performance against the Prudential Indicators set for 2018/19.


In compliance with the Code, in 2018/19 the treasury management function can confirm that:


· it complied with its treasury management practices; and


· one prudential indicator has been breached due to the CFR being repaid:


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


10. Treasury Management Activity in 2019/20

Treasury management activities have been carried out in line with the Treasury Management Strategy and practices in 2019/20.   


Borrowing Activity

No new borrowing has taken place between 1st April 2019 and 30th September 2019.


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

A review of the Capital Programme is currently being undertaken which will inform any borrowing requirement for 2019/20.

Investment Activity

The investment balance as at 30 September 2019 was £21.061m. 

		Investments

		Balance on 01/04/2019


£m

		Net Movement


£m

		Balance on 30/09/2019


£m



		Banks and Building Societies with ratings of [A-] or higher

		7.5

		(3.5)

		4.0



		Local authorities

		8.0

		(8.0)

		0



		Unrated building societies

		1.0

		(1.0)

		0



		Treasury Bills

		1.0

		(1.0)

		0



		Certificates of Deposits

		2.0

		2.0

		4.0



		Corporate Bonds  (secured)

		6.5

		0

		6.5



		Corporate Bonds (unsecured)

		0

		2.5

		2.5



		 DMO

		0

		2.0

		2.0



		 Money Market

		0

		2.0

		2.0



		TOTAL INVESTMENTS

		26.0

		(5.0)

		21.0





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


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


The Commissioner invests funds in a large range of institutions and uses a variety of investment types such as Certificates of Deposit, Treasury Bills and Covered Bonds.


The diversity of types of investments held is illustrated on the following page:


[image: image5]

The table on the following page compares Dyfed Powys return on Total Investment Portfolio with other Arlingclose clients as at June 2019. This demonstrates that the steps taken to increase counterparties and types of investments made have increased returns on investments whilst still maintaining adequate credit risk.

		Investment Benchmarking
30 June 2019

		Dyfed Powys Police 

		14 Police & Fire Authorities Average

		134 LAs Average



		 

		 

		 

		 



		Internal Investments

		£21.3m

		£11.0m

		£63.9m



		Cash Plus & Short Bond Funds

		-

		£1.1m

		£2.0m



		Strategic Pooled Funds

		-

		£0.9m

		£10.5m



		TOTAL INVESTMENTS

		£21.3m

		£12.9m

		£76.4m



		 

		 

		 

		 



		Security

		 

		 

		 



		Average Credit Score

		3.79

		4.30

		4.31



		Average Credit Rating

		AA

		AA-

		AA-



		Average Credit Score (time-weighted)

		1.79

		3.97

		4.20



		Average Credit Rating (time-weighted)

		AA+

		AA-

		AA-



		Number of Counterparties / Funds

		12

		7

		14



		Proportion Exposed to Bail-in

		70%

		66%

		62%



		 

		 

		 

		 



		Yield

		 

		 

		 



		Total Internal Investment Return

		0.89%

		0.71%

		0.85%





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

11. Exposure to bail-in risk


One of the principal objectives of the investment strategy for 2019/20 has been to reduce exposure to the risk of “bail-in.” The number of investments exposed to bail-in has remained stable over the past 12 months and currently is 34% of the total investments held as at 30th September 2019.


12. Budgeted Income and Outturn in 2019/20


With the no increase in the base rate since August 2018 investment returns should be in line with last year’s return by the end of the current financial year. 

		

		£’000



		Original Budgeted Investment Income 2019/20

		290



		Investment Income received April to September 2019

		81





		Projected Investment Income 2019/20

		201



		Difference in Estimated Budget

		(89)





The Original Budget for Investment Income was based on higher interest rate assumptions than have been realised, principally because forecast base rate changes have not occurred.  Additionally, the forecast cash inflows from the sale of assets occurred slightly later than anticipated.


13. Staff Training


The Staff responsible for Treasury Management have received training throughout the year relevant to their roles. They have attended workshops provided by our Treasury Management Advisors Arlingclose, including an Investment and Debt Workshop, Treasury Management Strategy workshop and an Accounts Closedown workshop. 


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


A further workshop is scheduled for the 8th October 2019 to consider additional investment streams.

14. Resource Implications


		Implication

		Detail 



		Finance

		As detailed above 



		Staff

		N/A



		Assets

		N/A



		Partners

		N/A



		Timescales

		N/A



		Leadership

		N/A





15. Impact Considerations


		Implication

		Impact Considered (Yes/No)

		Impact Identified 



		Legal

		Yes

		Statutory duty to produce document



		Contribution to Police and Crime Plan

		Yes

		Police & Crime Plan delivery principle: Delivering Value for Money – this includes good management of financial resources



		Risk Analysis

		Yes

		Included within main body of report



		Equality

		Yes

		None



		Human Rights

		Yes

		None



		Children & Young People

		Yes

		None



		Environmental and Sustainability

		Yes

		None



		National Park 

		Yes

		None



		Media

		Yes

		None





16. Appendices


· Appendix A – Summary of current investments


· Appendix B – Prudential Indicators


17. Background / Supporting papers


· Local Government Act 2003

· CIPFA Treasury Management in Public Services

· CIPFA Prudential Code

18. Contact details


Author(s):
Beverley Peatling

Email:
beverley.peatling@dyfed-powys.pnn.police.uk  


Telephone:
x23806

19.  Public Access to Information


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





20. Officer Approval

		Chief Finance Officer 

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





		Signature




		Date





ITEM 







PURPOSE: JOINT AUDIT COMMITTEE SCRUTINY 







Timing:  Routine







Title: Annual Treasury Outturn Report for 2018/19 and review of 2019/20 activity to date







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







Executive Summary: 







2018/19







During the financial year 2018/19, the treasury management function complied with its treasury management practices.







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







2019/20







Treasury management activities to date in 2019/20 continue to be performed in line with the current Treasury Management Strategy.







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











Recommendation:







The Joint Audit Committee to consider and comment on the Treasury Outturn Report for 2018/19 and mid-year report for 2019/20.  
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Report of Chief Finance Officer of the PCC to the Joint Audit Committee

Annual Treasury Outturn Report for 2018/19 and mid-year review of 2019/20

1. Purpose of Report

This report outlines for 2018/19:


· the performance of the treasury management function;


· the effects of decisions taken and transactions executed in the past year; and 


This report also provides a high level review of 2019/20 treasury management activities to date.

2. Background

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

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


Following consultation in 2017, CIPFA published new versions of the Prudential Code for Capital Finance in Local Authorities (Prudential Code).


The Prudential Code includes a requirement for local authorities to provide a Capital Strategy, which is to be a summary document approved covering capital expenditure and financing, treasury management and non-treasury investments.  A Capital Strategy, complying with CIPFA’s requirement, will be produced later in 2019/20. 


Both the CIPFA Code and government guidance require the Commissioner to invest funds prudently, and to have regard to the security and liquidity of treasury investments before seeking the optimum rate of return, or yield.  The main 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 of receiving unsuitably low investment income.

Dyfed Powys’ Treasury Management Strategy for 2019/20 was presented to the Joint Audit Committee on the 7th March 2019 and subsequently approved by the Commissioner. 

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


3.   External Context

UK Consumer Price Inflation (CPIH) fell to 1.7% year/year in August 2019 from 2.0% in July, weaker than the consensus forecast of 1.9% and below the Bank of England’s target. The most recent labour market data for the three months to July 2019 showed the unemployment rate edged back down to 3.8% while the employment rate remained at 76.1%, the joint highest since records began in 1971. Nominal annual wage growth measured by the 3-month average excluding bonuses was 3.8% and 4.0% including bonuses.  Adjusting for inflation, real wages were up 1.9% excluding bonuses and 2.1% including.


The Quarterly National Accounts for Q2 2019 GDP confirmed the UK economy contracted by 0.2% following the 0.5% gain in Q1 which was distorted by stockpiling ahead of Brexit. Only the services sector registered an increase in growth, a very modest 0.1%, with both production and construction falling and the former registering its largest drop since Q4 2012.  Business investment fell by 0.4% (revised from -0.5% in the first estimate) as Brexit uncertainties impacted on business planning and decision-making.


The Bank of England maintained Bank Rate at 0.75% and in its August Inflation Report noted the deterioration in global activity and sentiment and confirmed that monetary policy decisions related to Brexit could be in either direction depending on whether or not a deal is ultimately reached by 31st October.


4. Borrowing Strategy

There was no new borrowing in 2018/19.  The table below summarises the movement in borrowing during 2018/19:


		

		Balance on  1/4/18                            £m

		Debt Maturing             £m

		Debt prematurely repaid £m

		Balance on 31/3/19                £m



		Total PWLB borrowing

		2.125

		(0.189)

		-

		1.936





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


The use of internal resources in lieu of borrowing was judged to be the most cost effective means of funding capital expenditure. This has, for the time being, lowered overall treasury risk by reducing both external debt and temporary investments.  However, the current capital strategy indicates that there may be a requirement to undertake borrowing in 2019/20.

5. Investment Activity in 2018/19

As of the 31/03/19 Dyfed Powys held £26m of invested funds, representing income received in advance of expenditure plus balances and reserves held.  


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


		Investments

		Balance on 01/04/2018

£m

		Net Movement

£m

		Balance on 31/03/2019

£m



		Banks and Building Societies with ratings of [A-] or higher

		8.0

		(0.5)

		7.5



		Local authorities

		2.0

		6.0

		8.0



		Unrated building societies

		-

		1.0

		1.0



		Treasury Bills

		-

		1.0

		1.0



		Certificates of Deposits

		-

		2.0

		2.0



		Corporate Bonds  (secured)

		11.0

		(4.5)

		6.5



		Corporate Bonds (unsecured)

		3.0

		(3.0)

		-



		TOTAL INVESTMENTS

		24.0

		2.0

		26.0





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


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

		

		2016/17



		2017/18



		2018/19



		Difference (2017/18 & 2018/19)



		Average investment made

		£1.873m

		£2.082m

		£1.879m

		(£0.203m)



		Average number of days of each investment

		100.31

		90.25

		81.22

		(9.03)



		Average daily total investment

		£23.047m

		£17.805m

		£19.260m

		£1.455m



		Average rate of interest

		0.43%

		0.41%

		0.68%

		0.27%





Security of capital remained the Commissioner’s main investment objective. This was maintained by following the counterparty policy set out in Treasury Management Policy Statement for 2018/19.  This resulted in investments only being made with institutions defined as “high credit quality” - those having a long-term credit rating of (A-) or higher.

The average rate increase of 0.27% from 2017/18 to 2018/19 was mainly due to higher returns achieved as a result of the base rate change in August 2018.

The following table compares Dyfed Powys return on Total Investment Portfolio with other Arlingclose clients as at March 2019. This demonstrates that the steps taken to increase counterparties and types of investments made have increased returns on investments whilst still maintaining adequate credit risk (see section 6).

		Investment Benchmarking
31 March 2019

		Dyfed Powys Police 

		13 Police & Fire Authorities Average

		144 LAs Average



		 

		 

		 

		 



		Internal Investments

		£25.8m

		£16.1m

		£51.0m



		Strategic Pooled Funds

		-

		£1.1m

		£1.6m



		TOTAL INVESTMENTS

		£25.8m

		£17.7m

		£62.6m



		 

		 

		 

		 



		Security

		 

		 

		 



		Average Credit Score

		3.45

		4.05

		4.20



		Average Credit Rating

		AA

		AA-

		AA-



		Average Credit Score (time-weighted)

		1.46

		3.56

		4.02



		Average Credit Rating (time-weighted)

		AAA

		AA-

		AA-



		Number of Counterparties / Funds

		15

		8

		13



		Proportion Exposed to Bail-in

		41%

		60%

		55%



		 

		 

		 

		 



		Yield

		 

		 

		 



		Total Internal Investment Return

		0.83%

		0.74%

		0.85%





6. Credit Risk


Counterparty credit quality as measured by credit ratings is summarised in the following graph:


[image: image3]

Scoring:


-Value weighted average reflects the credit quality of investments according to the size of the deposit


AAA: highest credit quality = 1



[image: image4]

-Time weighted average reflects the credit quality of investments according to the maturity of the deposit


Dyfed-Powys investments are in the mid-range of the graph reflecting mid-range returns for a low rated risk. 

With respect to the time weighted graph, Dyfed-Powys investment returns are in the upper/mid-range with a very low rated risk. This compares favourably with the majority of other investors who have achieved similar or worse returns for considerably higher risk.

7. Budgeted Income and Outturn for 2018/19

The UK Bank base rate increased from 0.50% to 0.75% on the 2 August 2018. The average rate of interest achieved mirrored that increase during that period (0.41% in 2017/18 – 0.68% in 2018/19).

The Commissioner’s budgeted investment income for the year was £0.202m, whilst the investment outturn was £0.215m.


		

		£’000



		Original Budgeted Investment Income 2018/19

		202



		Actual Investment Income received in 2018/19

		215



		Difference in Estimated Budget

		13





8. Performance Measurement of Treasury Management Function in 2018/19

As detailed in Treasury Management Practice Statement TMP2 of the 2018/19 Treasury Management Strategy the following measures will be utilised to monitor the performance of the Treasury Management Function:

		

		Performance Measure

		Achieved

		Explanation



		1

		Achieving the budgeted investment income

		Yes

		Return remained stable due to the base rate increase and despite a reduction in balances 



		2

		Ensuring cash balance cover of 31 days

		Yes

		Money was held in call accounts during the year



		3

		Ensuring that investments are only placed with institutions which comply with the annual Treasury Management Strategy

		Yes

		



		4

		Ensuring approved counter-party limits are adhered to

		Yes

		



		5

		Expected levels of investments per month compared to actual level of investment

		Yes

		Actual levels of investments per month were comparable with expected levels



		6

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

		Yes

		The base rate increased from 0.5% to 0.75% on 2 August 2018





9. Compliance


Appendix B to this report provides a summary of performance against the Prudential Indicators set for 2018/19.


In compliance with the Code, in 2018/19 the treasury management function can confirm that:


· it complied with its treasury management practices; and


· one prudential indicator has been breached due to the CFR being repaid:


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


10. Treasury Management Activity in 2019/20

Treasury management activities have been carried out in line with the Treasury Management Strategy and practices in 2019/20.   


Borrowing Activity

No new borrowing has taken place between 1st April 2019 and 30th September 2019.


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


Investment Activity

The investment balance as at 30 September 2019 was £21.061m. 


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


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


The Commissioner invests funds in a large range of institutions and uses a variety of investment types such as Certificates of Deposit, Treasury Bills and Covered Bonds.


The diversity of types of investments held is illustrated on the following page:


[image: image5]

The below table compares Dyfed Powys return on Total Investment Portfolio with other Arlingclose clients as at June 2019. This demonstrates that the steps taken to increase counterparties and types of investments made have increased returns on investments whilst still maintaining adequate credit risk.


		Investment Benchmarking
30 June 2019

		Dyfed Powys Police 

		14 Police & Fire Authorities Average

		134 LAs Average



		 

		 

		 

		 



		Internal Investments

		£21.3m

		£11.0m

		£63.9m



		Cash Plus & Short Bond Funds

		-

		£1.1m

		£2.0m



		Strategic Pooled Funds

		-

		£0.9m

		£10.5m



		TOTAL INVESTMENTS

		£21.3m

		£12.9m

		£76.4m



		 

		 

		 

		 



		Security

		 

		 

		 



		Average Credit Score

		3.79

		4.30

		4.31



		Average Credit Rating

		AA

		AA-

		AA-



		Average Credit Score (time-weighted)

		1.79

		3.97

		4.20



		Average Credit Rating (time-weighted)

		AA+

		AA-

		AA-



		Number of Counterparties / Funds

		12

		7

		14



		Proportion Exposed to Bail-in

		70%

		66%

		62%



		 

		 

		 

		 



		Yield

		 

		 

		 



		Total Internal Investment Return

		0.89%

		0.71%

		0.85%





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

11. Exposure to bail-in risk


One of the principal objectives of the investment strategy for 2019/20 has been to reduce exposure to the risk of “bail-in.” The number of investments exposed to bail-in has remained stable over the past 12 months and currently is 34% of the total investments held as at 30th September 2019.


12. Budgeted Income and Outturn in 2019/20


With the no increase in the base rate since August 2018 investment returns should be in line with last year’s return by the end of the current financial year. 

		

		£’000



		Original Budgeted Investment Income 2019/20

		290



		Investment Income received April to September 2019

		81





		Projected Investment Income 2019/20

		201



		Difference in Estimated Budget

		(89)





13. Staff Training


The Staff responsible for Treasury Management have received training throughout the year relevant to their roles. They have attended workshops provided by our Treasury Management Advisors Arlingclose, including an Investment and Debt Workshop, Treasury Management Strategy workshop and an Accounts Closedown workshop. 


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


A further workshop is scheduled for the 8th October 2019 to consider additional investment streams.

14. Resource Implications


		Implication

		Detail 



		Finance

		As detailed above 



		Staff

		N/A



		Assets

		N/A



		Partners

		N/A



		Timescales

		N/A



		Leadership

		N/A





15. Impact Considerations


		Implication

		Impact Considered (Yes/No)

		Impact Identified 



		Legal

		Yes

		Statutory duty to produce document



		Contribution to Police and Crime Plan

		Yes

		Police & Crime Plan delivery principle: Delivering Value for Money – this includes good management of financial resources



		Risk Analysis

		Yes

		Included within main body of report



		Equality

		Yes

		None



		Human Rights

		Yes

		None



		Children & Young People

		Yes

		None



		Environmental and Sustainability

		Yes

		None



		National Park 

		Yes

		None



		Media

		Yes

		None





16. Appendices


· Appendix A – Summary of current investments


· Appendix B – Prudential Indicators


· Appendix C – Treasury Management Strategy for 2019/20

17. Background / Supporting papers


· Local Government Act 2003

· CIPFA Treasury Management in Public Services

· CIPFA Prudential Code

· Dyfed Powys Investment Strategy and Policy 2018/19 and 2019/20

18. Contact details


Author(s):
Beverley Peatling

Email:
beverley.peatling@dyfed-powys.pnn.police.uk  


Telephone:
x23806

19.  Public Access to Information


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





20. Officer Approval

		Chief Finance Officer 

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





		Signature




		Date





ITEM 







PURPOSE: JOINT AUDIT COMMITTEE SCRUTINY 







Timing:  Routine







Title: Annual Treasury Outturn Report for 2018/19 and review of 2019/20 activity to date







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







Executive Summary: 







2018/19







During the financial year 2018/19, the treasury management function complied with its treasury management practices.







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







2019/20







Treasury management activities to date in 2019/20 continue to be performed in line with the current Treasury Management Strategy.







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











Recommendation:







The Joint Audit Committee to consider and comment on the Treasury Outturn Report for 2018/19 and mid-year report for 2019/20.  
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