.

DAVID ALLEN

%

CUMBRIA’S POLICE, FIRE
AND CRIME COMMISSIONER

%
a4

Request for a Police, Fire & Crime Commissioner

Decision
SECTION 1
Please identify who is
requesting the decision:
OPFCC Decision Y Decision Number: PF 001/2025
CCFRA Decision N Decision Number: CF xxxx/lyyyy
Constabulary Decision Y Decision Number: CC xxxxlyyyy

(Please indicate whether this is a PART 1 or PART 2 decision (For Part 2 decisions, only the Section 1 is to
be published)

PART 1 Decision: \/ PART 2 Decision:

DECISION TITLE: Approval of the Capital Strategy, Capital Programme, Treasury
Management Strategy and Treasury Management Practices 2025/26

Executive Summary:
The purpose of this report is to provide information on the proposed capital strategy for

2025/26. The capital strategy (item 08a) is an overarching strategy that sits above the two
documents which have been produced historically namely the capital programme (item
08b) and the treasury management strategy statement (item 08c). The capital strategy
provides a high-level overview of how capital expenditure, capital financing and treasury
management activity contribute to the provision of services along with an overview of how
associated risk is managed and the implications for future financial sustainability. The
capital programme is developed in consultation with the Constabulary who are the primary

user of the capital assets under the ownership of the Commissioner.
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Local Authorities (including the Police, Fire and Crime Commissioner) determine their own
programmes for capital investment in non-current (fixed) assets that are essential to the

delivery of quality public services.

The Commissioner is required by regulation to have regard to The Prudential Code when
carrying out his duties in England and Wales under part 1 of the Local Government Act
2003. The Prudential Code establishes a framework to support local strategic planning,
local asset management planning and proper option appraisal. The objectives of the
Prudential Code are to ensure: “within a clear framework, that the capital investment plans

of local authorities are affordable, prudent and sustainable”.

In the past, to meet these requirements, all schemes within the 5-year medium term capital
programme are only approved on the basis that they are fully funded either through capital
grants, capital reserves, capital receipts, revenue contributions or borrowing. The

proposed programme meets this test only with the planned increased use of borrowing.

The estimates for 5-10 years are however built on a number of assumptions, which,
particularly in rapidly changing sectors such as ICT, are difficult to accurately predict. This
means that projected costs in the later years of the capital programme become increasingly

indicative and should be treated with caution.

Recommendation:
The Commissioner is asked to:

1.1. Capital Strategy (Item 08a) — The Commissioner is asked to

e Approve the capital strategy including the prudential indicators set out in the report.

1.2. Capital Programme (ltem 08b) - The Commissioner is asked to:
e Approve the capital programme for 2025/26 and beyond as part of the overall
budget process for 2025/26.

e To approve the status of capital projects (as detailed in appendices 2 to 5)

1.3. Treasury Management Strategy (Item 08c) - The Commissioner is asked to:
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Approve the Borrowing Strategy for 2025/26 as set out on pages 8-9

Approve the Investment Strategy for 2025/26 as set out on pages 10-13

Approve the Treasury Management Prudential Indicators as set out on pages 15-16
Approve the other Prudential Indicators set out on pages 17 to 21

Approve the Minimum Revenue Provision Policy Statement for 2025/26 as set out
on page 22

Delegate to the OPFCC Chief Finance Officer any non-material amendments arising
from scrutiny of the strategy by the Joint Audit Committee.

Note that the detailed Treasury Management Practices (TMPs) are currently being
reviewed and updated as required by the Code of Practice and will be published
alongside the TMSS on the Commissioner’'s website. The updated TMPs will be
provided at the Joint Audit Committee in March 2025.

Police, Fire & Crime Commissioner

| confirm that | have considered whether or not | have any personal or prejudicial in this matter and
take the proposed decision in compliance with the Code of Conduct for Cumbria Police, Fire &
Crime Commissioner. Any such interests are recorded below.

| hereby: approve

the recommendations as set out above.

Delete as appropriate:

Police, Fire & Crime Commissioner / Chief Executive (delete as appropriate)

Signature: M\ Date: 13 February 2025

For OPFCC Office Use only:

Date of publication of decision:
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Each section below must be completed prior to submission to the Commissioner for
decision.

ORIGINATING OFFICER DECLARATION:

| confirm that this report has been considered by the Chief Officer Group / OPFCC
Executive Team / CCFRA Executive Team and that relevant financial, legal and equalities
advice has been taken into account in the preparation of this report.

Signed: Date:

CHIEF OFFICER APPROVAL (where applicable)

Chief Constable / Chief Fire Officer (delete as appropriate)

| have been consulted about the proposal and confirm that | am satisfied that this is an
appropriate request to be submitted to the Police, Fire and Crime Commissioner.

Signature: Date:

OPFCC CHIEF OFFICER APPROVAL

Chief Executive (Monitoring Officer) / Chief Finance Officer (Deputy Chief Executive)
(delete as appropriate)

| have been consulted about the proposal and confirm that financial, legal and equalities
advice has been taken into account in the preparation of this report. | am satisfied that this
is an appropriate request to be submitted to the Police, Fire and Crime Commissioner /
Chief Executive (delete as appropriate).

Signature: Date:

Media Strategy
The decision taken by the Police, Fire & Crime Commissioner may require a press
announcement or media strategy.

Will a press release be required following the decision being considered? YES /NO
If yes, has a media strategy been formulated? YES /NO
Is the media strategy attached? YES /NO

What is the proposed date of the press release:
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Public Access to Information

Information in this form is subject to the Freedom of Information Act 2000 (FOIA) and other
legislation. Part 1 of this form will be made available on the PFCC website within 5 working
days of approval. Any facts/advice/recommendations that should not be made
automatically available on request should not be included in Part 1 but instead in the Part 2
section of the form. Deferment is only applicable where release before that date would not
compromise the implementation of the decision being approved.

Is the publication of this form to be deferred? YES /NO

Until what date (if known):

If yes, for what reason:

If this is a Part 2 Decision, has the Part 2 element of this form been YES / NO
completed
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Office of the Police, Fire and Crime Commissioner
Report

N

Public Accountability Conference 13 February 2025

Title: Capital Strategy 2025/26

Agenda Item 08a
Report of the Constabulary Chief Finance Officer and PFCC Chief Finance Officer

Originating Officers: Lorraine Holme, Group Accountant

1. Purpose of the Report

1.1. This capital strategy is intended to give a high level overview of how capital expenditure,
capital financing and treasury management activity contribute to the provision of services
along with an overview of how associated risk is managed and the implications for future

financial sustainability.

1.2. The aim of this report is to provide enough detail to allow non-financial decision makers to
understand how stewardship, value for money, prudence, sustainability and affordability will
be secured without repeating in detail the information that is contained in other documents
presented as part of this suite of capital and treasury management reports (agenda items 08b

& 08c).

1.3. These reports meet the reporting requirements of the Charted Institute of Public Finance and
Accounting (CIPFA) Prudential Code for capital finance in Local Authorities 2021 updated

guidance.
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3.1

4.2.

Recommendation

The Commissioner is asked to approve the contents of the report.

Introduction

The CIPFA Prudential Code (the code) and guidance notes were originally issued in 2002 and
were later fully revised in 2009, 2011, 2017 and again in 2021. This code requires the
Commissioner to look at capital expenditure and investment plans in light of the overall
strategy and resources and ensure that the decisions are being made with sufficient regard to

the long run implications and potential risks to the Commissioner.

This capital strategy report summarises the purpose and governance over a range of activities
associated with capital investment and financing, which are reported on in detail elsewhere
on this agenda item. The diagram below provides an overview of the scope of these activities,

their inter-dependencies and reporting structures:

CAPITAL STRATEGY: A short overview, accessible to non-financial specialist members, covering:

CAPITAL PFI & BORROWING GUARANTEES KNOWLEDGE PRUDENTIAL
EXPENDITURE LEASING & LIABILITIES & SKILLS INDICATORS
Z
<

Service &
Treasury Commercial
L N 3

4 N N, N N

CAPITAL PROGRAMME

Capital expenditure
Capital financing
Capital Receipts

Prudence
Affordability
Sustainability

AN

TREASURY STRATEGY

Interest rate forecast
Cash flow forecast
Borrowing strategy
Investment strategy
TM indicators

Risk management

INVESTMENT STRATEGY

Contribution

Security

Liquidity

Investment Indicators
Capacity and skills

Proportionality

)

!

)

\

MRP STRATEGY

Prudent provision
Calculation of MRP
Overpayments

Prudence
Aligned Cost:benefit

)

-
!

TM POLICY
STATEMENT

TREASURY MANAGEMEN

PRACTICES

T

NON-TREASURY INVESTMENT

MANAGEMENT PRACTICES

*The MRP Statement, Investment Strategy and the Prudential Indicators of the Commissioner

are encompassed into the Treasury Management Strategy.

Corporate Support / Financial Services / LVH & MB
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5.1.

5.2.

5.3.

Capital Expenditure and Financing

Capital expenditure is the term used to describe expenditure on assets, such as property,
vehicles and Digital Data and Technology (DDaT) equipment, that will be used (or have a life)
of more than 1 year. There is some limited discretion on what is to be treated as capital
expenditure and assets costing less than £25k will be charged to the revenue account in

accordance with the Financial Rules and Regulations (this is known as the deminimis level).

Capital expenditure plans are under-pinned by asset strategies, which are developed by
respective service leads linked to delivery of the Commissioner’s Police, Fire and Crime Plan
and the Chief Constable’s Vision (the 4 C’s). The principal asset strategies and their objectives

are:

¢ The Digital, Data and Technology Strategy (DDaT), which has six key themes
o Actively supporting the delivery of the Constabulary Vision and Target Operating
Model
o On-going provision of reliable and trusted DDaT services.
o A cost effective and affordable DDaT enabling services
o To implement national DDaT projects
o To meet local demand to renew and replace Core Systems and Applications
o Collaboration and Partnership
e The Estates Strategy, which aims to maintain an Estate which is fit for purpose whilst
reducing overhead expenditure and maximising and exploiting existing assets.
eThe Fleet Strategy, which aims to satisfy the Constabulary’s vehicle needs within a

sustainable financial model.

A workplan is developed annually to support delivery of each strategy. The updated financial
implications are distilled early in the financial planning process and subsequently consolidated
to produce a ten-year capital programme. The overall capital programme is then subject to a
process of financial scrutiny in the context of both available capital funding resources and the
overall revenue budget position. The final capital programme and associated asset strategies
are subject to approval by both the Constabulary Chief Officer Group and the Commissioner

at his Public Accountability Conference.
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5.4.

5.5.

5.6.

5.7.

The capital expenditure estimates for the current year and medium term are shown below:

2023/24 2024/25 2025/26 2026/27 2027/28

Capital Expenditure Actual Forecast Estimate Estimate Estimate
fm fm £fm fm fm

Capital Expenditure 4.061 6.175 4.885 5.972 5.102

The profile of capital expenditure fluctuates annually. Across the current five-year
programme, annual average expenditure typically comprises £2.016m to replace fleet
vehicles, £0.892m on estate schemes (although by their nature these investments tend to be

more lumpy) and around £2.594m for replacement of DDaT systems and equipment.

The 2025/26 capital programme includes DDaT expenditure on development and roll out of
mobile technology and smartphones, consideration of options for DDaT infrastructure and a
move to more cloud based systems. In addition, preparatory work on the national programme
to replace the Police Radio System (Airwave) with an Emergency Services Network (ESN) will
continue, in advance of significant expenditure to implement the system in future years.
Investment in the on-going replacement of vehicles in accordance with the Fleet Strategy will
continue. Expenditure on Estates schemes over the 5 years is dominated by the need to
evaluate options to provide a Basic Command Unit (BCU) Deployment Centre in the west of

the County upon the expiry of the existing PFl arrangement in 2026.

In accordance with Financial Regulations B3 — Capital Programme, capital projects are split
into three categories, Indicative, Delegated and Firm as outlined below. All schemes will begin
as indicative when the medium term financial plan is approved and the Commissioner will
indicate which schemes are to be subject to further reports to proceed to procurement in the
MTFF.
Indicative — Where a scheme requires a full detailed business case to be submitted to the
Commissioner for formal approval. All schemes requiring a business case are presented to
COgG, followed by Executive Board — Police prior to proceeding. The information
requirements for schemes will be subject to Constabulary CFO approval in consultation
with the OPFCC CFO.
Delegated — where a scheme is approved in principle but there are fine details with regard
to procurement and costs that have been delegated to the Constabulary CFO, in

consultation with the OPFCC CFO, for final approval. Constabulary CFO delegations are
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5.8.

5.9.

limited to the financial amounts included for the scheme within the capital programme
plus a variance of up to 10% or £100,000 whichever is the lower. The Constabulary CFO in
consultation with the OPFCC CFO, may vire from capital reserves to fund any balance for
the scheme within the delegated limit.

Firm - where a firm scheme is approved, procurement can commence without delay. They
will typically relate to cyclical replacement programmes and maintenance works. They will
either be supported by the relevant capital strategy or a business case, at or before the

approval of the capital programme.

No capital expenditure shall be incurred unless the specific scheme is included in the capital

programme approved by the PFCC or as subsequently modified.

The capital programme must be financed from a combination of capital grants, capital
receipts, reserves, direct support from the revenue budget and, unlike the revenue budget,
borrowing is permitted. Whilst it is a statutory requirement that the Commissioner agrees a
balanced revenue budget, the Prudential Code requires the capital programme to be
demonstrated as ‘Affordable, Prudent and Sustainable”, it is up to each authority how it
determines these criteria. Cumbria has previously defined an ‘Affordable, Prudent and
Sustainable’ programme as being fully funded (from the sources outlined above) for the
medium term financial forecast (MTFF) period of 5 years. The estimates for 5-10 years are
built on a number of assumptions, which, particularly in rapidly changing sectors such as DDaT,
are difficult to accurately predict. This means that projected costs in the later years of the
capital programme become increasingly indicative and should be treated with caution. Asthe
capital programme is fully funded over ten years, it meets the test of being Affordable,
Prudent and Sustainable. The revenue budget and MTFF must also fully reflect any revenue

implications of the capital programme including servicing costs of borrowing.

The difficulty facing Cumbria is that capital grants have been reduced to zero, the potential to
generate future capital receipts is low and capital reserves are mainly utilised in 2024/25. This
means that the only viable options in future to fund capital expenditure are directly from the
revenue budget or through borrowing, which itself has implications for the revenue budget.
The challenge for the PFCC and Constabulary will be the need to find an appropriate balance

between capital and revenue expenditure, which is sustainable.
Page 5 of 11
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5.10.

5.11.

5.12.

6.2.

In the context of requiring significant revenue savings to balance the revenue budget in
2024/25 and beyond primarily due to increased inflation, the decision has been taken reduce
the revenue budget support to the capital programme to around £0.400m per annum with
the balance being financed through an increased use of borrowing requirement that will be
repaid over the life of assets bought. The revenue effects of borrowing decisions have been

reflected in the MTFF.

When a capital asset is no longer needed, it may be sold so that the proceeds, known as capital
receipts, can be spent on new assets or to repay debts. Capital financing assumes that all

capital receipts will be used to finance new assets rather than reduce existing debt.

Full details of the 10 year programme and associated financing can be found in the separate

report ‘Capital Programme 2025/26 to 2034/35 (item 08b on this agenda).

Treasury Management

Treasury management is concerned with keeping sufficient but not excessive cash available
to meet spending needs while managing the risks involved. Surplus cash is invested until
required while a shortage of cash will be met by borrowing, to avoid excessive credit balances
or overdrafts in the bank current account. The Police, Fire and Crime Commissioner is
generally cash rich in the short term due to the level of reserves currently held and revenue
grants being received in advance of spend, but cash poor in the long term due to capital

expenditure being incurred in advance of being financed.

Treasury Management involves the management of large sums of money and is therefore
inherently risky. Accordingly, treasury activities are strictly controlled and managed in
accordance with CIPFA’s Prudential Code. The Treasury Management Strategy is approved
annually by the Commissioner at his Public Accountability Conference, with activities being
reported upon a periodic basis through the same meeting. The Joint Audit Committee also
provides scrutiny of treasury management activities. Responsibility for treasury activities is
delegated to the PFCCs Chief Finance Officer, who delegates responsibility for day to day
management to the Constabulary Chief Finance Officer. The Treasury Management Strategy

incorporates subsidiary investment and borrowing strategies, which are summarised below.
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6.3.

6.4.

Investment strategy - Treasury investments arise from receiving cash before it is paid out
again. The Commissioner makes investments because he has a cash surplus as a result of his
day-to-day activities, for example when income is received in advance of expenditure (known
as treasury management investments). The Commissioner does not make investments to
support local public services by lending to or buying shares in other organisations (service
investments), or to earn investment income (known as commercial investments where

investment income is the main purpose).

The Commissioner’s policy on treasury investments is to prioritise security and liquidity over
yield; that is to focus on minimising risk rather than maximising returns. The risk that an
investment counter- party defaults is very real as illustrated by the BCCI and, more recently,
Icelandic Banks scandals, which impacted on public sector bodies. The investment strategy
seeks to mitigate this risk by only investing in high quality, trusted counter-parties and
spreading the investment portfolio across organisations. Cash that is likely to be spent in the
near term is invested securely, for example with the government, other local authorities or
selected high-quality banks, to minimise the risk of loss. Money that will be held for longer
terms is invested more widely to balance the risk of loss against the risk of receiving returns
below inflation. Both near-term and longer-term investments may be held in pooled funds,
where an external fund manager makes decisions on which particular investments to buy

(subject to strict criteria) and the Commissioner may request his money back at short notice.

Whilst the Commissioner has historically held significant investments, these balances are
being reduced as the Commissioner has undertaken internal borrowing to support the capital

programme (see below) and reserves are drawn down to support the revenue budget.

Further details on treasury investment strategy are on pages 10 to 13 of the treasury

management strategy (agenda item 08c).

The Borrowing Strategy — As indicated the Commissioner currently holds no external debts,
other than a PFl arrangement described in section 6 of this report, with all external borrowing
with the PWLB (Public Works Loans Board) having been repaid during 2012/13. However,

there is an underlying need to borrow, known as the Capital Financing Requirement (CFR),
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arising from historical decisions to finance capital expenditure from borrowing within prudent

limits. To date this has been met from internal borrowing.

6.5. The capital financing requirement (CFR) is a measure of the amount of capital spending that
has not yet been financed by capital receipts, grants or contributions, it is in essence the
amount of internal debt finance of the Police, Fire and Crime Commissioner. The CFR
increases each time there is new capital expenditure financed by debt and decreases with
MRP repayments, capital receipts assigned to repay debt or by making additional voluntary

contributions. The CFR for the 31 March 2025 is forecast to be £21.089m.

Internal Borrowing — the practice of using reserves and provisions that have been set
aside for future use to fund capital expenditure plans now. External borrowing comes
with interest payments of currently around 5.25% where investments are currently
making around 5.0% return, rates are forecast to fall during 2025/26 and as such, there is
an incremental cost to borrow in advance of need (known as cost of carry). This is
therefore discouraged if there are cash reserves available that can be drawn down as an

alternative to borrowing.

6.6. The main objectives when borrowing is to achieve a low but certain cost of finance, while
retaining flexibility should plans change in future. These objectives are often conflicting, and
the Commissioner would therefore have to strike a balance between low cost short-term loans
(currently available at around 5.5%) and long-term fixed rate loans where the future cost is
known but higher (currently 5.25%). In previous financial years forecasts have shown that a
small amount of short term borrowing, probably from other local authorities, may be required
at the start of the new financial year.to bridge a shortfall in cash whilst the new financial year’s

revenue grants are received. This is not forecast to be necessary for 2025/26.

Given the rate of borrowing it is unlikely that the Commissioner will actually exercise long-
term external borrowing until these reduce. As such financing decisions have long term
consequences and should be taken in this context, long term interest rates will be carefully
monitored with the aim of deciding the most advantageous time to take on long-term

liabilities.

Page 8 of 11
Corporate Support / Financial Services / LVH & MB



7.1.

7.2.

7.3.

Liability Benchmark - The 2021 code requires Authorities to define their own ‘Liability
Benchmark’ which will provide a future basis for developing a strategy for managing interest

rate risk.

As an assurance that borrowing is only undertaken for capital purposes and is sustainable, the
Commissioner is required to set an affordable borrowing limit (also termed the authorised
limit for external debt) each year. In line with the statutory guidance a lower ‘operational

boundary’ is also set as a warning level should debt approach the limit.

Further details on the borrowing strategy are on pages 8 to 9 of the treasury management

strategy (agenda item 08c).

Other Liabilities

In relation to other external liabilities the Commissioner’s balance sheet currently shows debt
of £3.701m in relation to a private finance initiative (PFl) scheme for the provision of the Basic
Command Unit deployment centre in West Cumbria. This debt is scheduled to reduce
gradually through annual unitary charge payments met from the revenue account, until 2026
when the primary arrangement comes to an end. The intention is to purchase the premise,

as permitted in the terms of the contract, and negotiations with the provider are progressing.

The Commissioner’s balance sheet also shows long term liabilities totalling £1.080bn in
respect of the Local Government and Police Officer Pension Scheme deficits. These will be
met through a combination of payments from the revenue budget over a long period and
support from central Government. A sum of £2.372m has been set aside to cover risks from
legal claims and insurance liabilities. The Commissioner is also at risk of having to pay for an
unlawful discrimination claim arising from the transitional provisions in the Police Pension
Regulations 2015 but has not put aside any money because there is no clarity of the scale of

the claim and no certainty over who will bear the costs at this time.

The risk of these pension liabilities crystallising and requiring payment is monitored by the
Financial Services team. Further details on liabilities and guarantees are on page 101 of the

2023/24 statement of accounts.
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8.1.

9.1.

9.2.

9.3.

Prudential Indicators

Both capital expenditure plans and treasury management are supported by a range of
Prudential Indicators, whose purpose is to act as an early warning system that these activities
are falling outside prescribed limits and may no longer be affordable, prudent or sustainable.
Prudential Indicators, other than those using actual expenditure taken from audited
statements of accounts must be set prior to the commencement of the financial year to which
they relate. Indicators may be revised at any time, and must, in any case, be revised for the
year of account when preparing indicators for the following year. The PFCCs Chief Finance
Officer has a prescribed responsibility under the Code to ensure that relevant procedures exist
for monitoring and reporting of performance against the indicators. The Prudential Indicators
when initially set and whenever revised, must be approved by the body which approves the
budget, i.e. The Commissioner at his Public Accountability Conference. Details of Prudential

indicators are set out on pages 15-21 of the treasury management strategy (agenda item 08c).

Revenue Budget Implications
Although capital expenditure is not charged directly to the revenue budget, interest payable

on loans and MRP are charged to revenue, offset by any investment income receivable.

The Commissioner is also required to set aside a sum each year from the revenue budget to
repay borrowing, which is linked to the life of the asset being financed. This is known as the
minimum revenue payment (MRP) and can be likened to the minimum repayment on a credit
card debt. The estimates for the repayment of internal borrowing from the revenue budget

is shown below:

2023/24 2024/25 2025/26 2026/27 2027/28

Minimum Revenue Provision Actual Forecast Estimate Estimate Estimate
fm fm fm fm fm

Minimum revenue provision for the financial year 0.681 0.737 0.899 1.380 2.050

The net annual charges to the revenue account are collectively known as financing costs,
which are compared to the net revenue stream i.e. the amount funded from council tax and
general government grants as a key prudential indicator of the affordability, prudence and

sustainability of capital expenditure plans see below.
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2023/24 2024/25 2025/26 2026/27 2027/28

Ratio of Financing Costs to Net Revenue Stream Actual Forecast Estimate Estimate Estimate
£m £m £m fm fm
Investment income 1.009 1.144 1.015 0.660 0.640
MRP 0.681 0.737 0.899 1.380 2.050
Financing Costs -0.328 -0.407 -0.116 0.720 1.410
Net Revenue Stream 130.475 138.306 147.275 149.703 153.053
Ratio -0.251% -0.294% -0.079% 0.481% 0.921%

The financing costs are forecast to increase, reflecting the decision to make increased use of
borrowing over the MTFF period in lieu of direct revenue contributions highlighted earlier in
the report. Nonetheless, the ratios of financing costs to the revenue budget above are

considered sustainable.

Due to the very long-term nature of capital expenditure and financing, the revenue budget
implications of expenditure incurred over the MTFF period may extend for up to 50 years into
the future. The PFCC Chief Finance Officer is satisfied that the proposed capital programme

is prudent, affordable and sustainable.

10. Knowledge and Skills
10.1. The Commissioner employs professionally qualified and experienced staff in senior positions

with responsibility for making capital expenditure, borrowing and investment decisions.

10.2. Where employees do not have the knowledge and skills required, use is made of suitably
qualified external advisers. The Commissioner currently employs Link Asset Services Limited
as treasury management advisers. This approach is more cost effective than employing such
staff directly and ensures that the Commissioner has access to knowledge and skills

commensurate with his risk appetite.
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Title: Capital Programme 2025/26 & Beyond
Report of the Constabulary Chief Finance Officer and PFCC Chief Finance Officer

Originating Officers: Lorraine Holme, Group Accountant; Sarah Walker, Financial Services Manager

1. Purpose of the Report

1.1. The purpose of this report is to provide information on the proposed capital programme for
2025/26 and beyond, both in terms of capital expenditure projections and the financing
available to fund such expenditure. The capital programme is developed in consultation with
the Constabulary who are the primary user of the capital assets under the ownership of the

Commissioner.

2. Recommendations

2.1. The Commissioner is asked to note the proposed capital strategy for 2025/26 and beyond as

part of the overall budget process for 2025/26.

2.2. Atthe next Executive Board — Police meeting The Commissioner is asked to approve the status

of capital projects as detailed in appendices 2 to 5.



3.1.

3.2.

3.3.

3.4.

Capital Funding and Expenditure

Local Authorities (including the Police, Fire and Crime Commissioner) determine their own
programmes for capital investment in non-current (fixed) assets that are essential to the
delivery of quality public services. The Commissioner is required by regulation to have regard
to The Prudential Code when carrying out his duties in England and Wales under part 1 of the
Local Government Act 2003. The Prudential Code establishes a framework to support local
strategic planning, local asset management planning and proper option appraisal. The
objectives of the Prudential Code are to ensure: “within a clear framework, that the capital
investment plans of local authorities are affordable, prudent and sustainable”. The test
applied to meet these requirements states that all schemes, within the 5-year medium term
capital programme, are only approved on the basis that they are fully funded either through

capital grants, capital reserves, capital receipts, revenue contributions or planned borrowing.

There are three main recurring elements to the Commissioner’s capital programme namely:
Fleet Schemes, Estates Schemes and DDaT (Digital Data & Technology) Schemes. In addition
to these, there are currently a small number of “other schemes” which do not fall into the
broad headings above and include the replacement of firearms equipment, such as tasers and

CCTV equipment.

The profile of capital expenditure fluctuates annually. Across the current ten-year
programme, annual average expenditure typically comprises £1.991m to replace fleet vehicles
and around £1.623m for replacement of DDaT systems and equipment. DDAT Expenditure
reflects the Constabulary Strategy to invest in digital technology. The profile of Estates

schemes is ‘lumpier’, with peaks of expenditure when major buildings are replaced.

The table below provides a high-level summary of the proposed capital programme and
associated capital financing over the five-year timeframe of the medium-term financial

forecast (2025/26 to 2029/30).



3.5.

Capital Expenditure

DDaT Schemes
Fleet Schemes
Estates Schemes
Other Schemes

Total Capital Expenditure

Yro
2024/25
£m

Yrl
2025/26
£m

Yr2
2026/27
£m

Yr3
2027/28
£m

Yr4
2028/29
£fm

Yr5
pLopLYE)]

Yr 1-5
Total

Capital Financing Yr0 Yri Yr2 Yr3 Yra
2024/25 2025/26 2026/27 2027/28 2028/29 pLopLYE)]
£m £m £m £m £m £m
Capital Receipts (2.231) 0.000 0.000 0.000 0.000 0.000 0.000
Revenue Contributions (0.590) (0.402) (0.400) (0.487) (0.501) (0.400) (2.190)
Revenue Reserves - DRC (0.808) (0.397) (0.125) 0.000 (0.025) 0.000 (0.547)
Capital Reserves (1.519) 0.000 0.000 0.000 0.000 0.000 0.000
Borrowing (1.027) (4.086) (5.447) (4.615) (4.006) (7.040) (25.194)

Total Capital Financing

(6.175)

(4.885)

(5.972)

(5.102)

(4.532)

(7.440)

(27.931)

The diagram below shows the composition of the capital programme over 10 years. The large
block of Estates work in 2026/27 relates to the purchase and modernisation of the
deployment centre in West Cumbria at the end of the current PFl contract. The large increase
in DDaT expenditure in 2029/30 includes £3.500m for the replacement to the current airwave
radios with a new national Emergency Services network (ESN), this scheme has previously
been delayed. The increase in the fleet budget for 2031/32 incorporates a year whereby the

rolling program for replacement vehicles every 4 years & 5 years are due within the same year,

resulting in a year with more vehicle purchases.

Capital Programme 10 years to 2034/35
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3.6.

3.7.

3.8.

Historically, the capital programme has been financed through a combination of capital grants,
capital receipts, capital reserves, borrowing and contributions from the revenue budget.

e Reserves are earmarked to specific projects and the timing of their use is matched to
the expenditure. Reserves are largely exhausted by 2026/27.

¢ In addition, the Government’s grant settlements over recent years had successively
reduced the amount of capital grant to the point where it was removed altogether in
2022/23. All of the grants were used to fund capital expenditure in 2023/24 leaving
no capital grants to apply to any future years.

e Asimilar situation has arisen with the ‘unapplied capital receipts’ reserve. An historic
programme of estate rationalisation has resulted in sale receipts being received but
not always used to fund expenditure in the same financial year. Some of these receipts
have been reserved and the programme presented here shows that £2.231m will be
used in 2024/25, depleting the reserve. Following this there are expected to be no

new capital receipts with the medium term.

As a result of the reducing funding sources described above, the choices for future financing
of the capital programme are largely limited to contributions from the revenue budget or
borrowing. In the past borrowing has been confined to long life assets such as Estates and as
a result the capital programme has become increasingly reliant on contributions from the
revenue budget to finance capital expenditure. Historically, the annual contribution from the
revenue budget was set at £1.200m but from 2017 the revenue contribution has steadily

increased in each budget setting round to a level of £3.560m.

In the previous capital programme, as a result of the current inflationary pressure on the
revenue budget, the decision was taken to reduce revenue contributions in both 2022/23 and
2023/24 by £3.000m p.a. and to replace this with borrowing as a means of balancing the
revenue budget in the short term. As a result of some reprofiling there has been no need to
undertake any of this borrowing to date however from 2024/25 borrowing against DDaT and
Fleet assets will become necessary. As a result of continued inflationary pressures, contract
price increases, reduced government grants the core revenue contribution has been reduced

to £0.400m p.a. with borrowing being used to balance the capital funding.



3.9. Asummary of the 10-year capital programme is provided for information at Appendix 1. The
appendix shows that the capital programme is fully funded over the medium-term five-year
period and the longer 10-year period. This has been achieved by assumed borrowing of
£37.474m over the 10-year MTFF. The estimates for 5-10 years are built on a number of
assumptions, which, particularly in rapidly changing sectors such as DDaT, are difficult to
accurately predict. This means that project costs in the later years of the capital programme

become increasingly indicative and should be treated with caution.

3.10. The chart below illustrates capital expenditure and funding over a historic five-year period and
forecast for ten-year period which illustrates how the capital programme will become almost

entirely dependent upon borrowing in the future with a small amount of revenue funding.

Capital Programme - Historic 5 Year's outturns, Predicted 2024/25
outturn and 10 years forecast to 2034/35
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3.11. DDaT Schemes
The DDaT Capital Programme primarily provides for the cyclical replacement and
improvement of the full range of DDaT equipment, hardware and application software to
meet the strategic and operational needs of the Constabulary. However, over the period of
the medium term financial forecast it also supports the Constabulary strategy to invest in

technology to modernise the police service that is delivered to our communities.

The DDaT capital programme supports the delivery of the Constabulary’s Digital Strategy.

The DDaT Capital Programme also makes provision for a large number of national DDaT
programmes, which include changes of major strategic importance, in particular, the
programme to replace the Police Radio System (Airwave) with an Emergency Services Network
(ESN). The ESN scheme was previously included in the capital programme at an estimated
cost of £9.605m over 10 years. The scheme has been consistently postponed, due to national
delays on the project. Benchmarking has been carried out with similar forces to understand
their ESN strategies, and on this basis the budget has been reduced to £3.402m, commencing
in 2029/30. Details of requirements are still emerging, and it won’t be clear as to the financial
commitment needed locally until the Home Office release further information and devices are

developed.

The pandemic has provided the Constabulary with an opportunity to assess the current agile
working and look at how this will affect future working arrangements. This will help determine
the DDaT infrastructure that is needed to support a more agile future. The infrastructure is
currently a consolidation of server hardware in an on-site data center. The desire is to move
away from this expensive hardware and towards cloud storage. This work has begun and a
budget of £5.416m is included in the programme to continue the infrastructure improvements

over the 10-year strategy.

The DDaT programme also covers local and mandated national police systems such as the
main crime and intelligence system, command and control, forensics management, prisoner

information systems, case and custody, including digital files for sharing with criminal justice



partners and the police national data base that supports the sharing of information between

forces.

Work is continuing in partnership with Mark 43 to replace the record management system,
allowing the Constabulary to keep ahead of the evolving complexities of policing technologies
and join all information in one place. Work is progressing well and the project is now going
live in three phases. Phase 1 is planned to go live in March 2025 & phase 2 by March 2026.
Phase 3 is linked to the national DCF (Digital Case File) project, this final phase will be much
smaller and managed within the work stack of Business Development. The scheme has cost

£300k to date with an expected spend of £1.15m by end of 2026.

Over recent years significant investment in mobile and digital ICT has been undertaken and
was successful in allowing the Constabulary to work effectively from home during the
pandemic. The capital strategy presented provides £7.467m over 10 years to provide a
Modern Workplace, and the subsequent replacement of existing mobile devices as they reach
end of life. Budgets for hardware also provide for the costs of all the different technology
used to access systems, including traditional desktop computers, laptops, tablets as well as
the smartphones that use application technology (police apps), but importantly provide end

user access to all systems and applications.

An in-depth analysis & benchmarking exercise has been carried out during the year on the
DDaT capital budget, with savings being identified. A number of planned replacements have
been pushed back, and the contract for the command and control system has been reviewed

rather than the original plan to replace the system and the savings realised.

If the large schemes are discounted, the programme shows that the DDaT capital programme
presented remains broadly flat over the 10 years at an average of £1.623m per annum. This
provides for the cyclical replacement and improvement of the full range of DDaT services: the
networks and security and that ensures information can be moved securely between the

different systems and device end points through which it is entered, processed and stored.

Appendix 2 provides a high-level analysis of the DDaT capital programme.



3.12. Fleet Schemes
The Constabulary fleet replacement programme consists of 321 vehicles. The capital
programme provides for the replacement and kit out of these vehicles on a periodic basis at
the end of their useful life. The fleet schemes are supported by the fleet strategy, an update
of which was presented to the Commissioner as part of the budget setting process in
September. The fleet strategy sets out the Constabulary fleet requirements over the coming
years. The main aim of the fleet strategy is to provide a cost effective fleet service to meet
the needs of operational policing. The majority of vehicles are procured through a national

framework agreement which ensures value for money is achieved.

During 2024/25 54 vehicles were planned for replacement (including 19 where delivery was
delayed from 2023/24) at an estimated cost of £1.57m. Of this, 11 vehicles had their life
extended by one year delaying
purchase to 2025/26 at an
estimated cost of £193k. The
pandemic delayed delivery of a
large number of vehicles and this
has had an ongoing knock-on

effect, however during 2024/25

deliveries have started to catch up.
Of the remaining 43 vehicles in the programme for 2024/25 all 43 have been ordered and 32

of those received, it is hoped the remaining 11 will be delivered by the end of March 2025.

A further review of vehicle requirements is currently underway, this will look at vehicle

provision for pool cars, learning & development related travel is also being reviewed.

A new scheme for the introduction of vehicle telematics is progressing well. This provides in-
car data recording to improve vehicle utilisation and it is anticipated that the detailed data

provided will result in efficiencies in future years.

The plan for 2025/26 is to replace 50 vehicles with a budget of £1.600m, this is made up of a

mix of mainly operational vehicle across all commands. The budget has been created on



3.13.

pricing from current frameworks and recent purchases with a caveat that prices are volatile &

rapidly increasing, and there is potential that the budget requirement will increase.

Appendix 3 provides a high-level analysis of the fleet capital programme.

Estates Schemes

The Commissioner’s estate currently consists of 30 premises (including police headquarters,
larger police stations/Territorial Policing Area HQ, which include custody suites, smaller police
stations, leased in and leased out property together with surplus assets subject to
disposal). The estates schemes are supported by the estates strategy, an annual update of
progress against this was presented to the Commissioner as part of the budget setting process
for 2025/26. The estates strategy aims to provide a link between the strategic objectives of
the organisation and priorities for the estate. The strategy outlines the current and future

requirements of the estate and documents the changes that are required to meet these.

The main focus of the strategy in
recent years has been on smaller
life cycle replacements at various

premises, including roof repairs,

enhancing the LDC, heating and
ventilation and improvements to

the uninterrupted power supply.

The emphasis shifts for the coming years to focus on improved premises in the west of the
county in response to major flooding incidents in recent years, including a review of options
for the West Cumbria deployment centre which is currently part of a PFl arrangement. Inthe
previous capital programme the budget was been reduced significantly from £13.000m to
£1.100m based on the assumption that the current premises will be purchased and renovated

rather than undertaking a new build.

As a result of changes to the local government boundaries in Cumbria, the Constabulary

restructured into two basic command units (BCUs) to provide better alignment with the new



3.14.

local authority areas. This resulted in a requirement to have a deployment centre in Penrith,
the capital programme includes a scheme to modernise the estate provision at Hunter Lane.
The planning and tendering stage for this project has concluded and work on the

modernisation have commenced in earnest.

Appendix 4 provides a high-level analysis of the estates capital programme.

Other Schemes
Other schemes include cross cutting or operational programmes of work and include the
replacement of Tasers and Firearms, replacement ballistic shields, Firearms targeting system

and works to expand and replace the Countywide CCTV system.

Appendix 5 provides a high-level analysis of the ‘other’ schemes.

Scheme Approval Status

In accordance with Financial Regulations B3 — Capital Programme, capital projects are split
into three categories, Indicative, Delegated and Firm as outlined below. All schemes will begin
as indicative when the medium term financial plan is approved and the Commissioner will
indicate which schemes are to be subject to further reports to proceed to procurement in the

MTFF.

Indicative — Where a scheme requires a full detailed business case to be submitted to the
Commissioner for formal approval. All schemes requiring a business case are presented to
COgG, followed by Executive Board — Police prior to proceeding. The information requirements

for schemes will be subject to CC CFO approval in consultation with the OPFCC CFO.

Delegated — where a scheme is approved in principle but there are fine details with regard to
procurement and costs that have been delegated to the CC CFO, in consultation with the
OPFCC CFO, for final approval. CC CFO delegations are limited to the financial amounts

included for the scheme within the capital programme plus a variance of up to 10% or



£100,000 whichever is the lower. The CC CFO in consultation with the OPFCC CFO, may vire

from capital reserves to fund any balance for the scheme within the delegated limit.

Firm - where a firm scheme is approved, procurement can commence without delay. They
will typically relate to cyclical replacement programmes and maintenance works. They will
either be supported by the relevant capital strategy or a business case, at or before the

approval of the capital programme.

No capital expenditure shall be incurred unless the specific scheme is included in the capital

programme approved by the PFCC or as subsequently modified

5. Supplementary information

Attachments

Appendix1  Draft Capital Expenditure and Financing 10 years 2025/26 to 2034/35
Appendix 2  Draft DDaT Schemes

Appendix 3  Draft Fleet Schemes

Appendix4  Draft Estates Schemes

Appendix 5  Draft Other Schemes

Appendix 6  Analysis of the change in Capital Strategy between February 2024 and January 2025



Appendix 1

Capital Expenditure and Financing 10 years 2025/26 to 2034/35

Capital Expenditure Yro Yr1 Yr 2 Yr3 Yra Yr5 Yr 6 Yr7 Yr 8 Yr9 Yr 10 Yr 1-10
2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31 2031/32 2032/33 2033/34 2034/35 Total
£ £ £ £ £ £ £ £ £ £ £ £
DDaT Schemes 3,864,899 2,204,737 1,508,797 2,609,497 1,381,005 5,266,140 820,684 943,186 84,457 985,725 426,785 16,231,014
Fleet Schemes 1,536,889 1,600,524 2,664,054 1,672,866 2,385,097 1,757,005 1,370,599 3,661,765 1,014,058 2,220,578 1,562,905 19,909,453
Estates Schemes 601,389 1,080,000 1,799,557 620,000 615,680 345,000 580,000 230,000 0 0 120,000 5,390,237
Other Schemes 172,056 0 0 200,000 150,000 72,202 650,000 400,000 0 250,000 29,202 1,751,404

Total Capital Expenditure 6,175,233 4,885,262 5,972,408 5,102,362 4,531,782 7,440,347 3,421,284 5,234,951 1,098,515 3,456,304 2,138,892 43,282,107

Capital Financing Yro Yr1 Yr 2 Yr3 Yr 4 Yr5 Yr 6 Yr7 Yr 8 Yr9 Yr 10 Yr 1-10
2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31 2031/32 2032/33 2033/34 2034/35 Total
£ £ £ £ £ £ £ £ £ £ £ £
Capital Receipts (2,231,382) 0 0 0 0 0| (1,000,000) 0 0 0 0 (1,000,000)
Revenue Contributions (589,904) (402,000) (400,000) (487,360) (500,700) (400,000) (400,000) (400,000) (467,260) (400,000) (400,000) (4,257,320)
Revenue Reserves (807,921) (396,640) (125,000) 0 (25,000) 0 (4,000) 0 0 0 0 (550,640)
Capital Reserves (1,518,917) 0 0 0 0 0 0 0 0 0 0 0
Borrowing (1,027,110) (4,086,622) (5,447,408) (4,615,002) (4,006,082) (7,040,347)| (2,017,284) (4,834,951)  (631,255) (3,056,304) (1,738,892) (37,474,147)

Total Capital Financing (6,175,233) (4,885,262) (5,972,408) (5,102,362) (4,531,782) (7,440,347) (3,421,284) (5,234,951) (1,098,515) (3,456,304) (2,138,892) (43,282,107)

(Excess)/Shortfall (1] (0] 0 0
As per section 4 above, all schemes will begin as indicative when the medium term financial plan is approved and the Commissioner will indicate which
schemes are to be subject to further reports to proceeding.

A more detailed analysis of capital expenditure is provided at Appendices 2-5



Appendix 2

DDaT Schemes
DDaT Strategy 2025/26 onwards Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10 Yr 1-10
2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 2030-31 2031-32 2032-33 3033-34 3034-35 Total
£'s £'s £'s £'s £'s £'s £'s £'s £'s £'s £'s £'s

Modern Workplace (End User Hardware Replacements) 1,905,344 792,135 813,908 2,018,294 707,114 589,124 473,174 856,082 532,801 612,413 74,000 7,469,045
Service Projects 152,076 169,598 92,916 61,469 95,042 63,635 97,249 65,885 62,042 65,783 64,549 838,168
Core Hardware Replacements 1,674,953 675,400 276,973 504,734 578,849 1,211,203 580,642 456,424 268,753 499,128 363,551 5,415,657
Radio Replacement 0 45,000 0 0 0 3,402,178 0 0 0 0 0 3,447,178
Projects (Infrastructure Solution Replacements) 520,485 648,004 325,000 25,000 0 0 0 0 0 0 0 998,004
General Reprofile (387,960)  (125,400) 0 0 0 0 0 0 0 0 0 (125,400)
Savings 0 0 0 0 0 o| (330,381) (435,205) (779,139) (191,599)  (75,315) (1,811,638)

Total DDaT Programme 3,864,899 2,204,737 1,508,797 2,609,497 1,381,005 5,266,140 820,684 943,186 84,457 985,725 426,785 16,231,014

As per section 4 above, all schemes will begin as indicative when the medium term financial plan is approved and the Commissioner will indicate which
schemes are to be subject to further reports to proceeding.



Fleet Schemes

Year 0

2024-25
£

Year 1
2025-26
£

Year 2
2026-27
£

Year 3
2027-28

£

Year 4
2028-29

£

Year 5
2029-30

£

Year 6
2030-31

£

\(:E1)
2031-32
£

Year 8
2032-33

£

Year 9
2033-34
£

Appendix 3

Year 10
2034-35
£

Fleet Strategy 2025/26 onwards Number of
Vehicles in
Category
Covert 12
Neighbourhood Policing 94
Specialist Vehicles 30
Dog Vehicles 14
Motor Cycles 7
Pool Cars 27
Protected personnel Carriers 9
Roads Policing Vehicles 25
Crime Command 40
Crime Scene Investigators 8
Garage 6
VIP 3
Above Strength Vehicles 28
Courtesy/fleet stock for rolling garage 1
Partnership Vehicles (Rechargable) 17
Telematics

Total Fleet Summary 321

662,424
72,000
28,000

64,590
250,000
102,000

74,009

266,240
17,627

300,000
373,999
335,000
8,000
141,000
19,500
241,000
135,000

57,962
1,879,853
107,100
108,120

87,720
218,280
82,620
122,400

74,880
189,306
234,000

20,280
445,120
621,920

1,536,889 1,600,524 2,664,054 1,672,866

63,892
756,831
352,980

95,400

59,148
340,260
327,540

95,400

143,100
49,847

100,700

2,385,097

843,298
101,520
224,640

276,480

260,280

1,757,005

330,000
224,399
224,400
30,800
16,500
106,700
89,100
280,500
29,700
38,500

1,370,599

63,644
2,220,952
385,308
49,280

72,341
669,760
200,480

107,160
120,840

22,230
352,260
51,300
239,400
53,609

67,260

3,661,765 1,014,058

153,439
863,030
265,640
261,000
146,160

58,000
279,560
139,200

54,549

2,220,578

928,655
50,740
106,200

23,010
252,520
95,580
106,200

1,562,905

1,043,816
8,091,019
2,119,153
1,238,280
303,660
745,409
1,256,180
3,019,620
1,130,480
269,100
143,100
294,316
0

0
255,320

19,909,453

Number of Vehicles Replaced Each Year

50

50

77

27

55

42

50

93

30

52

32

As per section 4 above, all schemes will begin as indicative when the medium term financial plan is approved and the Commissioner will indicate which
schemes are to be subject to further reports to proceeding.



Estates Schemes Appendix 4

Estates Strategy 2025/26 Onwards Yro0 Yri Yr 2 Yr3 Yra Yr5 Yr6 Yr7 Yr8 Yr9 Yr 10 Yr 1-10

2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31 2031/32 2032/33 2033/34 2034/35 Total
£ £ £ £ £ £ £ £

Existing Schemes
Roof Repairs - Various
Roof Repairs - Kendal Police Station 176,249 0 0 0 0 25,000 0 0 0 0 0 25,000
Roof Repairs - Appleby 0 0 0 0 0 0 0 120,000 0 0 0 120,000
Roof Repairs & Glazing - Durranhill 5,000 0 70,000 0 0 0 0 0 0 0 0 70,000
Heating, Ventilation & Cooling Plant - Various
Police Headquarters HVAC 0 300,000 0 0 0 200,000 0 0 0 0 0 500,000
Barrow HVAC 0 0 60,000 0 0 0 0 0 0 0 0 60,000
Durranhill heat and vent plant 0 0 0 0 0 0 0 0 0 0 120,000 120,000
Comms Centre Cooling plant 0 0 0 0 0 70,000 0 0 0 0 0 70,000
UpPs
UPS HQ 0 0 80,000 0 0 0 0 0 0 0 0 80,000
UPS Kendal 30,000 0 0 0 0 0 0 0 0 0 0 0
UPS Barrow 5,000 0 0 0 0 0 0 0 0 0 0 0
CCTV and Cell Call
Kendal CCTV and Cell Call 0 0 0 0 0 0 0 60,000 0 0 0 60,000
Other Existing Schemes
Garage Provision 0 0 0 0 0 0 500,000 0 0 0 0 500,000
Cell Safety 100,000 0 0 0 0 0 0 0 0 0 0 0
West Estate Purchase 10,140 85,000 1,000,000 0 0 0 0 0 0 0 0 1,085,000
HQ window conservation 0 0 50,000 0 0 0 0 0 0 0 0 50,000
Learning and Development Centre life cycles 0 0 0 0 0 25,000 0 0 0 0 0 25,000
Gas suppression cylinder replacements 0 0 0 0 0 25,000 0 0 0 0 0 25,000
Kendal M&E plant 0 0 0 0 20,000 0 0 0 0 0 0 20,000
Kendal - yr 10 electrical and plant 0 0 0 0 0 0 50,000 0 0 0 0 50,000
Carlisle M&E plant (area 2) 0 80,000 0 0 0 0 0 0 0 0 0 80,000
Dog Section 125,000 125,000 0 0 0 0 0 0 0 0 125,000
Durranhill curtain walling life cycles 0 0 0 0 0 0 30,000 0 0 0 0 30,000
Strategic Estate development fund 0 100,000 289,557 500,000 595,680 0 0 0 0 0 0 1,485,237
Cockermouth Paving 0 80,000 0 0 0 0 0 0 0 0 0 80,000
Appleby 150,000 50,000 0 0 0 0 0 0 0 0 50,000
Firearms welfare - toilets/facilities 0 0 100,000 0 0 0 0 0 0 0 0 100,000
Windermere refurbishment 0 120,000 0 0 0 0 0 0 0 0 0 120,000
Brampton retaining wall 0 80,000 0 0 0 0 0 0 0 0 0 80,000
Kirby Stephen - new roof 0 60,000 0 0 0 0 0 0 0 0 0 60,000
Sub Total Existing Estates Schemes 601,389 1,080,000 1,649,557 500,000 615,680 345,000 580,000 180,000 0 0 120,000 5,070,237
New Estates Schemes 2025/26
Kendal CCTV 0 0 0 0 0 0 50,000 0 0 0" 50,000
Durranhill CCTV 0 0 30,000 0 0 0 0 0 0 0 0" 30,000
Durranhill affray 0 0 120,000 0 0 0 0 0 0 0 o” 120,000
Durranhill life replacement 0 0 0 120,000 0 0 0 0 0 0 o” 120,000
Sub Total New Estates Schemes 0 0 150,000 120,000 0 0 0 50,000 0 0 0 320,000

Total Estates Schemes 601,389 1,080,000 1,799,557 620,000 615,680 345,000 580,000 230,000 120,000 5,390,237

As per section 4 above, all schemes will begin as indicative when the medium term financial plan is approved and the Commissioner will indicate which
schemes are to be subject to further reports to proceeding.



Appendix 5

Other Schemes

Other Schemes 2025/26 onwards Yro Yri Yr2 Yr3 Yr 4 Yr5 Yr 6 Yr7 Yr 8 Yr9 Yr 10
2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31 2031/32 2032/33 2033/34 2034/35
£ £ £ £ £ £ £ £ £

CCTV 0 0 0 0 150,000‘ 0| 450,000 400,000 0 0 0 1,000,000
Taser CED migration (T60 package /T7 * 7 67,829 0 0 200,000 0 0 0 0 0 200,000 0 400,000
X26 taser fleet replacement 0 0 0 0 0 o[ 200,000 0 0 0 0 200,000
Glock Pistol Replacement 0 0 0 0 0 0 0 0 0 50,000 0 50,000
Portable Ballistic Protective Equipment 0 0 0 0 0 43,000 0 0 0 0 0 43,000
LaserCam4 20,025 0 0 0 0 0 0 0 0 0 0 0
Firearms Targeting System 55,000 0 0 0 0 0 0 0 0 0 0 0
Sheilds - Public Order Protective Sheilds 29,202 0 0 0 0 29,202 0 0 0 0 29,202 58,404

Total Other Schemes 172,056 0 200,000 150,000 72,202 650,000 400,000 0 250,000

As per section 4 above, all schemes will begin as indicative when the medium term financial plan is approved and the Commissioner will indicate which
schemes are to be subject to further reports to proceeding.



Appendix 6

Analysis of change in Capital Programme between Feb 2024 and the Jan 2025 proposals.

EXPENDITURE Year 0 Year 1 Year 2 Year 3 Year 5 1-5 Year
2024-25 2025-26 2026-27 2027-28 2029-30 TOTAL
£ £ £ £ £ £

ggsgal Strategy - Approved (February | o o)) 0cy 34790912 6,518,356 4415936 8705458  9,162,418| 32,282,080
Capital Strategy - Proposed (TODAY) 6,175,233 4,885,262 5,972,408 5,102,362 4,531,782 7,440,347 27,932,162
Difference (decrease)/Increase (371,819) 1,405,350 (545,947) 686,426 (4,173,676) (1,722,071) (4,349,918)
Difference by Type

- ICT Schemes (210,178) 79,985  (209,500) (37,500) (4,636,678) (1,909,010) (6,712,702)

- Fleet Schemes 607,701 725,364 188,761 103,926 (112,678) 686,939 1,592,312

- Estates Schemes (789,367) 600,000 (525,208) 620,000 575,680 (500,000) 770,472

- Other Schemes 20,025 0 0 0 0 0 0
Difference (decrease)/Increase (371,819) 1,405,350 (545,947) 686,426 (4,173,676) (1,722,071) (4,349,918)
Explanation of the Difference by Type
ICT Schemes
Budget Assumptions review (92,434)  (709,500)  (209,500)  (287,500) (4,571,678) (1,995,911) (7,774,089)
Transfer to Revenue 0 (100,000) (100,000) (100,000) (100,000) (100,000) (500,000)
Budget Returned (165,936) (4,734) 0 0 0 0 (4,734)
Slippage to Future years 486,640 0 0 0 0 0 0
Schemes B/Fwd (250,000) 50,000 0 300,000 0 (300,000) 50,000
Savings 0 0 0 0 0 486,901 486,901
Slippage from 2023/24 (558,974) 659,504 100,000 0 0 0 759,504
New Replacement 370,527 82,715 0 50,000 35,000 0 167,715
New Scheme - ARIS 0 102,000 0 0 0 0 102,000
Fleet Schemes
Qtr.4 slippage 650,603 0 0 0 0 0 0
Move to 2025/26 (193,000) 0 0 0 0 0 0
Write off B/Fwd 23,836 27,000 (43,136) 0 0 23,836 7,700
Price Increase / reprofile 0 275,000 (54,424) (115,344) (441,456) 585,996 249,772
Price Increase & B/fwd 0 43,000 (35,000) 0 0 0 8,000
New Approval 39,009 0 0 0 47,025 0 47,025
Re-profile 0 56,000 0 0 0 (56,000) 0
Price Increase 87,253 347,525 380,288 243,737 331,768 100,237 1,403,555
Vehicle Specification Change 0 (6,000) (16,000) 0 0 0 (22,000)
Inflation 0 (17,160) (42,967) (24,467) (50,015) 32,870 (101,739)
Estates Schemes
Quarter 4 2023/24 B'Fwd (649,367) 230,000 0 0 0 0 230,000
Scheme B/Fwd 30,000 140,000 (90,000) 0 (20,000) 0 30,000
New Schemes 70,000 150,000 (535,208) 620,000 595,680 0 830,472
Budget returned (60,000) 0 0 0 0 0 0
Slippage (180,000) 80,000 100,000 0 0 (500,000) (320,000)
Other Schemes
LaserCam4 slippage 20,025 0 0 0 0 0 0
Difference (decrease)/Increase (371,819) 1,405,350 (545,947) 686,426 (4,173,676) (1,722,071) (4,349,918)

Balance left to explain 0 0 0 0 0 0 0
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Report of the Constabulary Chief Finance Officer and PFCC Chief Finance Officer

Originating Officers: Sarah Walker, Financial Services Manager;
Lorraine Holme, Group Accountant.

Purpose of the Report
The Chartered Institute of Public Finance and Accountancy’s Code of Practice for Treasury Management in
the Public Services (the CIPFA TM Code) and the Prudential Code require Local Authorities (including the

PFCC) to determine the Treasury Management Strategy Statement (TMSS) on an annual basis.

These codes were originally issued in 2002, revised in 2009, 2011, 2017, and again in 2021. The TMSS
presented here complies with the 2021 codes and accompanying guidance notes. The TMSS also
incorporates the Investment Strategy which is a requirement of the Ministry of Housing, Communities and
Local Government’s (MHCLG) (Previously Department for Levelling Up, Housing & Communities) Investment

Guidance 2018.



This report proposes a strategy for the financial year 2025/26.

Treasury Management in Local Government continues to be a highly important activity. The Police, Fire and
Crime Commissioner (“The Commissioner”) adopts the CIPFA definition of Treasury Management which is

as follows:

Treasury Management Definition

‘The management of the organisation’s investments and cash flows, its banking, money market and
capital market transactions; the effective control of the risks associated with those activities; and the

pursuit of optimum performance consistent with those risks.’

Recommendations

The Commissioner is asked to:

1. Approve the Borrowing Strategy for 2025/26 as set out on pages 8-9.

2. Approve the Investment Strategy for 2025/26 as set out on pages 10-13.

3. Approve the Treasury Management Prudential Indicators as set out on pages 15-17.

4. Approve the other Prudential Indicators set out on pages 17 to 21.

5. Approve the Minimum Revenue Provision Policy Statement for 2025/26 as set out on pages 22-23.

6. Note that the detailed Treasury Management Practices (TMPs) are currently being reviewed and
updated as required by the Code of Practice and will be published alongside the TMSS on the
Commissioner’s website. The updated TMPs will be provided at the Joint Audit Committee in March.

7. Delegate to the PFCC Chief Finance Officer any non-material amendments arising from scrutiny of

the strategy by the Joint Audit Committee.

The Joint Audit Committee are asked to review the Treasury Management Strategy Statement and Treasury
Management Practices to be satisfied that controls are satisfactory and provide advice as appropriate to the

Commissioner.
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Key Messages

Approval of an annual Treasury
Management Strategy is a
statutory requirement of the

Commissioner.

This Strategy aims to provide
the Commissioner with a low
risk, yet suitably flexible,
approach to Treasury

Management.

General Principles

The Commissioner is required to approve an annual Treasury Management Strategy Statement in accordance with the CIPFA Code of Practice
on Treasury Management, which also incorporates an Investment Strategy as required by the Local Government Act 2003 and which is
prepared in accordance with the Ministry of Housing, Communities and Local Government’s Investment Guidance 2018. Together, these

cover the financing and investment strategy for the forthcoming financial year.

The Treasury Management Strategy has been prepared in line with the model guidance produced by Link Asset Services Ltd, who provide
specialist treasury management advice to the Commissioner. However, it should be noted that all treasury management decisions and

activity are the responsibility of the Commissioner and any such references to the use of these advisors should be viewed in this context.

Treasury management activities involving, as they do, the investment of large sums of money and the generation of potentially significant
interest earnings have inherent risks. The Commissioner regards the successful identification, monitoring and control of risk to be the prime
criteria by which the effectiveness of its treasury management activities will be measured. Accordingly, the analysis and reporting of treasury
management activities will focus on their risk implications for the organisation, and any financial instruments entered into to manage these

risks. The main risks to the Commissioner’s treasury activities are outlined below:

e  Credit and Counterparty Risk (security of investments)

e  Liquidity Risk (inadequate cash resources)

e  Market or Interest Rate Risk (fluctuations in interest rate levels)
e  Re-financing Risks (impact of debt maturing in future years)

e Legal and Regulatory Risk

° Fraud, Error and Corruption Risk

Details of the control measures the Commissioner has put in place to manage these risks are contained within the separate Treasury

Management Practices (TMPs).



Key Messages

The Commissioner’s priority for
investments will always be

ranked in the order of:

Security

Liquidity

General Principles (Continued)

The Commissioner acknowledges that effective treasury management will provide support towards the achievement of its business and
service objectives. It is therefore committed to the principles of achieving value for money in treasury management and to employing
suitable comprehensive performance measurement techniques, within the context of effective risk management. However, the high profile
near failure of major banks in 2008 highlighted that this objective must be sought within a context of effective management of counterparty
risk. Accordingly, the Commissioner will continue to search for optimum returns on investments, but at all times the security of the sums
invested will be paramount. This is a cornerstone of the CIPFA Code of Treasury Management Practice which emphasises “Security, Liquidity,
Yield in order of importance at all times”. The security of the sums invested is managed by tight controls over the schedules of approved
counterparties, which are continually reviewed to take account of changing circumstances, and by the setting of limits on individual and

categories of investments as set out at Appendix A.

The strategy also takes into account the impact of treasury management activities on the Commissioner’s and Constabulary’s revenue
budget. Forecasts of cash balances, interest receipts and financing costs are regularly re-modelled. The revenue budget for 2025/26 and

forecasts for future years have been updated in light of the latest available information as part of the financial planning process.

The guidance under which this strategy is put forward comes from a variety of different places. Principally, however, the requirement to
produce an annual Treasury Management Strategy is set out in the CIPFA Code of Practice on Treasury Management published in 2011, 2017
and 2021. There is, in addition, a further requirement arising from the Local Government Act 2003 (Section 15) and the 2018 Ministry of
Housing, Communities and Local Government’s (MHCLG) Guidance, to produce an investment strategy as part of the wider Treasury Strategy.
This is set out below, starting at page 10. Finally, the Commissioner’s treasury advisors, Link Asset Services Ltd, have provided some advice

about possible future trends in interest rates and advice on best practice in relation to the format of the TMSS.

In accordance with The Code of Practice for Treasury Management, the Commissioner will approve the Annual TMSS, receive a quarterly

summary of treasury activity, a mid-year update on the strategy and an annual report after the close of the financial year.



Key Messages

Scrutiny of the Commissioner’s
treasury activities is the
responsibility of the Joint Audit

Committee, including:

e Quarterly Reports
e Year End Report
e Treasury Risk Management

e Review of Assurances

As a minimum a rolling 12-
month cash flow forecast is
maintained and is audited as
part of the statutory accounts
to support the principle that the
Commissioner is operating as a

‘going concern’.

General Principles (Continued)

The Joint Audit Committee will be responsible for the scrutiny of treasury management policy and processes. The Joint Audit Committee

terms of reference in relation to treasury management are:

e  Review the Treasury Management policy and procedures to be satisfied that controls are satisfactory.

e  Receive regular reports on activities, issues and trends to support the Committee’s understanding of Treasury Management
activities; the Committee is not responsible for the regular monitoring of activity.

e  Review the treasury risk profile and adequacy of treasury risk management processes.

e  Review assurances on Treasury Management (for example, an internal audit report, external or other reports).

The MHCLG Guidance on investments states that publication of strategies is now formally recommended, the full suite of strategy documents

will be published on the Commissioner’s website once approved.

The Commissioner complies with the provisions of section 32 of the Local Government Finance Act 1992 to set a balanced budget. This

report fulfils the legal obligation under the Local Government Act 2003 to have regard to both the CIPFA Code and MHCLG Guidance.

Treasury Management Cash Flow Forecast

Treasury Management activity is driven by the complex interaction of expenditure and income flows, but the core drivers within the
Commissioner’s balance sheet are the underlying need to borrow to finance its capital programme, as measured by the capital financing
requirement (CFR), which is explored in detail on page 8 of this report, and the level of reserves and balances. In addition, day-to-day
fluctuations in cash flows due to the timing of grant and council tax receipts and outgoing payments to employees and suppliers have an
impact on treasury activities and accordingly are modelled in detail. The Commissioner’s level of debt and investments is linked to the above
elements, but market conditions, interest rate expectations and credit risk considerations all influence the Commissioner’s strategy in

determining exact borrowing and lending activity.



Key Messages

Investment returns and
borrowing rates have most
likely peaked, they started to
fallin 2024 and further rate cuts
are expected through 2025.

However, many factors can

impact that forecast.

The availability of reserves is
declining and a requirement to
borrow to fund the capital

programme is anticipated.

Treasury Management Cash Flow Forecast (Continued)

The estimated treasury position at 31st March 2025 and for the following financial years are summarised below:

Forecast Estimate Estimate Estimate Estimate
Estimated Treasury Position 2024/25 2025/26 2026/27 2027/28 2028/29
£m £m £m fm £fm
External Borrowing 0.000 0.000 0.000 0.000 0.000
Interest Payments 0.000 0.000 0.000 0.000 0.000
Investments (Average) 22.711 22.039 17.898 18.286 18.286
Interest Receipts 1.144 1.015 0.660 0.640 0.640

The figures in the table above are based on the approval of the proposed revenue budget and capital programme presented to the
Commissioner elsewhere on this agenda and are based on the interest rate assumptions as outlined on page 7 below. The estimate for
interest receipts in 2025/26 is £1.015m (latest forecast for 2024/25 is £1.144m). Interest receipts are higher this year due to slippage of the
capital programme and higher interest rates. The timing of future external borrowing is currently not known and negotiations regarding the

exit of the PFI contract are still to be made.

The Commissioner’s underlying need to borrow, as measured by the Capital Financing Requirement (CFR), is estimated to be £21.089m at
the start of the 2025/26 financial year. This includes £3.402m which is the capital value of the PFl contract as required by changes to proper
accounting practices introduced in The Code of Practice on Local Authority Accounting 2009. The capital programme paper elsewhere on

this agenda (see item 08b) indicates that the Commissioner will need to borrow to deliver the agreed capital programme.

Under current market conditions, where short term interest rate forecasts are frequently changing, and there are continuing general
uncertainties over the creditworthiness of financial institutions, it is assumed that the most prudent borrowing strategy for the present is to
meet the capital funding requirement from within internal resources. This has the effect of reducing the cash balances available for
investment. Advice will continue to be sought from our treasury advisors as to the most opportune time and interest rate to undertake

external borrowing.



Key Messages

Core CPI inflation has risen to
3.5% during 2024 and is above
the 2% target. The Bank of
England forecast inflation will
not fall to 2% until the end of

2025.

The Bank Rate is forecast to
steadily reduce in 2025, with
further reductions expected

during 2026.

Treasury Management Interest Rate Forecast

e GDP fell by 0.1% m/m in October with a 0.1% month on month rebound in November, the economy has a bit less momentum than
most economists previously thought and therefore a real risk remains to the economy contracting in Quarter 4 as a whole.

e UK CPI fell from 2.6% in November to 2.5% for December. Both services and core inflation are currently at rates clearly above those
with the 2.0% target and are moving in the wrong direction, there isn’t much downward momentum. The Bank of England forecasts
CPI to be 2.7% yly (Q4 2025) and 2.2% (Q4 2026) before dropping back in 2027 to 1.8% yly.

e The latest forecast, updated on 11th November, sets out a view that both short and long-dated interest rates will start to fall once it
is evident that the Bank of England has been successful in squeezing excess inflation out of the economy, despite a backdrop of

stubborn inflationary factors and a tight labour market.

The Monetary Policy Committee (MPC) has reduced the Bank Rate by 50bps over the past twelve months, taking rates to 4.75%. At the
December meeting a 6-3 majority saw it remain at 4.75%, with two members preferring to reduce the rate by 0.25%. The Committee
continues to consider a range of cases for how the past global shocks that drove up inflation may unwind, and therefore how persistent
domestic inflationary pressures may be. The MPC is also monitoring the impact on growth and inflationary pressures from the measures

announced in the Autumn Budget, and from geopolitical tensions and trade policy uncertainty. These developments have generated

additional uncertainties around the economic outlook.

Base Rate Estimates 2024/25 2025/26 2026/27 2027/28
Quarter 1 5.25% 4.50% 3.75% 3.50%
Quarter 2 5.25% 4.25% 3.75% 3.50%
Quarter 3 4.75% 4.00% 3.75% 3.50%
Quarter 4 4.75% 4.00% 3.50% 3.50%




Key Messages

The Commissioner has an
increasing Capital Financing
Requirement due to the capital
programme but has modest
investments (after deducting
the pension grant receipt), and
will therefore need to borrow in

the near future.

Borrowing Strategy

Long Term Borrowing

The Commissioner’s underlying need to borrow for capital purposes is measured by reference to the Capital Financing Requirement (CFR),
which is one of the Prudential Indicators and represents the cumulative capital expenditure of the Commissioner that has not been financed
from other sources such as capital receipts, capital grants, revenue contributions or reserves. To ensure that this expenditure will ultimately
be financed, authorities are required to make a provision from their revenue accounts each year for the repayment of debt. This sum known
as the Minimum Revenue Provision (MRP) is intended to cover the principal repayments of any loan over the expected life of a capital asset.

The CFR together with Usable Reserves, are the core drivers of the Commissioner’s Treasury Management activities.

Actual borrowing may be greater or less than the CFR, however to comply with the Prudential Code, the Commissioner must ensure that in
the medium term, net debt will only be for capital purposes. Therefore, the Commissioner must ensure that except in the short term, net
debt does not exceed the CFR in the preceding year plus the estimates of any additional CFR for the current and next two financial years. In

compliance with this requirement the Commissioner does not currently intend to borrow in advance of spending need.

The table below shows the Commissioner’s projected capital financing requirement for 2025/26 and beyond.

2023/24 2024/25 2025/26 2026/27 2027/28
Capital Financing Requirement Actual Forecast Estimate Estimate Estimate
fm fm fm fm fm
Balance B/fwd 21.468 20.799 21.090 24.278 28.346
Plus Capital Expenditure financed from
] 0.012 1.027 4.086 5.447 4.615
borrowing
Less MRP for Debt Redemption (0.681) (0.737) (0.899) (1.380) (2.050)
Balance C/Fwd 20.799 21.089 24.277 28.345 30.911

The above table shows only capital expenditure that is required to be financed from borrowing. The full capital programme and associated

financing is reported in summary within the capital programme elsewhere on the agenda (see item 08b).



Key Messages

Diversification of investments
continues to provide a level of
liquid cash that is suitable for to
cover the Commissioner’s
expenditure profile whilst total
investment balances remain
high. This will continue to be
monitored as levels of
investments  fall and if
necessary, a minimum level of

liquid cash to be maintained will

be set.

Short-term borrowing from
other Local Authorities may be
needed in the future to manage

short term cash flow shortfalls.

Borrowing Strategy (Continued)

The Commissioner is not expected to have any external borrowing at the start of 2025/26. Given that the CFR is forecast to be £24.277m by
the end of 2025/26, this effectively means that the Commissioner will be funding over £21.213m of capital spend from internal resources

(CFR £24.277m less £3.064m in relation to the PFI).

Bank Rate rises over the recent period have continued to push up the cost of long-term finance to over 5%. Borrowing rates are expected to
start falling during 2025 and to continue over the medium term. Consequently, undertaking long-term borrowing at this time is likely to fix
higher costs into the revenue account and commit the Commissioner to costs for many years in the future. It is critical that a long-term view

is taken regarding the timing of such transactions.

It should also be recognised that by funding internally, there is an exposure to interest rate risk at the point that actual borrowing is
undertaken. Accordingly, the Commissioner, in conjunction with its treasury advisors, will continue to monitor market conditions and interest
rate prospects on an ongoing basis, in the context of the Commissioner’s capital expenditure plans, with a view to minimising borrowing

costs over the medium to long term.

The Commissioner’s predecessors had previously raised all of its long-term borrowing from the PWLB (Public Works Loans Board) but other
sources of finance are now available and being investigated, such as local authority loans and bank loans, that may be available at more

favourable rates.

Short Term Borrowing

Short term loans will be used to manage day to day movements in cash balances, or over a short-term period to enable aggregation of

existing deposits into longer and more sustainable investment sums. Short term borrowing would probably be from another Local Authority.



Key Messages

The Investment Strategy for
2025/26 remains broadly the
same as in previous years as
there has been little change in
the markets or counterparties
but is presented in line with the
Link Asset Services (treasury

advisors) methodology.

The updated investment
guidance emphasises “Security,
Liquidity, Yield in order of

importance at all times”.

The appropriate balance
between risk and return is

sought.

Investment Strategy

Local Authorities (which include the Commissioner) invest their money for three broad purposes:

e  because they have surplus cash as a result of their day-to-day activities, for example when income is received in advance of
expenditure (known as treasury management investments),
e tosupport local public services by lending to or buying shares in other organisations (service investments), and

e  toearninvestment income (known as commercial investments where this is the main purpose).

The Local Government Act 2003, Section 15(1) (a) requires the Commissioner to approve an investment strategy which must also meet the
requirement in the statutory investment guidance issued by MHCLG in January 2018. The Commissioner does not currently have, and does
not intend to invest in, service investments or commercial investments so the detail below focuses on a Treasury Management Investment

Strategy.

The CIPFA Code requires funds to be invested prudently, and to have regard for:

Liquidity

Security
ensuring the funds
invested are available
for expenditure when
needed

protecting the capital
sums invested from
loss

The generation of yield is distinct from these prudential objectives. Once proper levels of security and liquidity are determined, it is then
reasonable to consider what yield can be obtained consistent with these priorities. The objective when investing surpluses 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. Where balances are expected to be invested for more than one year, the aim would be to achieve a total return that is

equal or higher than the prevailing rate of inflation, in order to maintain the spending power of the sum invested.

The treasury management investment strategy operates criteria based on credit ratings to determine the size and duration of investments
it is willing to place with particular counterparties. The credit worthiness of counterparties is reviewed on an ongoing basis in conjunction

with the Commissioner’s treasury advisors.



Key Messages

In accordance with guidance
from the MHCLG and CIPFA,
and in order to minimise the
risk to investments, the
Commissioner applies
minimum acceptable credit
criteria in order to generate a
list of highly creditworthy
counterparties  which  also

enables diversification and thus

avoidance of concentration risk.

The key ratings used to monitor
counterparties are the Long

Term ratings.

Investment Strategy (Continued)

The Commissioner holds significant balances of invested funds, representing income received in advance of expenditure plus balances and
reserves held. During 2024/25, the Commissioner’s investment balance has ranged between £5.126m and £36.859m. The larger sum was
due to the receipt in July 2024 of £16.520m pension top up grant from the Home Office, which is drawn down steadily over the remainder
of the year. Balances in 2025/26 are forecast to slowly reduce as expenditure on large capital schemes continues. It is anticipated that, at

the peak, when the pensions grant is received in July, balances for investment could approach £29.000m.

Credit Rating - Investment decisions are made by reference to the lowest published long-term credit rating from credit agencies such as,
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. In addition to credit ratings, the Commissioner, and its advisors, select countries and

financial institutions after analysis and ongoing monitoring of:

e  Economic fundamentals (e.g., net debt as a % of GDP)

e  Credit default swap prices (a CDS is a financial derivative or contract that allows an investor to "swap" or offset credit risk with
that of another investor)

e  Sovereign support mechanisms

e  Share prices

e  Corporate developments, news, articles, market sentiment and momentum

e  Subjective overlay — or, put more simply, common sense.

The investment strategy for 2015/16 was opened up slightly to include some additional classes of investment to allow more flexibility and
diversification. The strategy for 2025/26 remains principally the same, however, the methodology used in applying the matrix for the
placement of investments will be fully aligned with the Link Asset Services methodology. A full explanation of each class of asset and the

creditworthiness policy is provided in Appendix A together with a schedule of the limits that will be applied.

The decision to enter into an approved class of investment is delegated to the PFCC Chief Finance Officer. Lending Limits (amounts &

maturity) for each counterparty will be set through applying the matrix table. Transaction limits are also set for each type of investment.



Key Messages

The PFCC Chief Finance Officer
(subject to consultation with
the Commissioner) will be
granted delegated authority to
amend or extend the list of
approved counterparties

should market conditions allow.

No plans to use derivatives —
this would require explicit

approval.

Investment Strategy (Continued)

Classes of investment are also categorised under two types; specified and non-specified, the limits for these are set in the TMP’s. Specified
investments are those with a high level of credit quality and subject to a maturity limit of one year or have less than a year left to run to
maturity, even if originally they were classified as being non-specified investments solely due to the maturity period exceeding one year.
Non-specified investments are those with less high credit quality, may be for periods in excess of one year, and/or are more complex

instruments which require greater consideration by members and officers before being authorised for use.

The Treasury Management Strategy is designed to be a dynamic framework which is responsive to prevailing conditions with the aim of
safeguarding the Commissioner’s resources. Accordingly, the Commissioner and his advisors will continuously monitor corporate
developments and market sentiment with regards to counterparties and will amend the approved counterparty list and lending criteria
where necessary. Whilst credit ratings are central to the counterparty risk evaluation process, other factors such as the prevailing economic
climate are taken into consideration when determining investment strategy. It is proposed to continue the policy, adopted in 2017/18 that
the PFCC Chief Finance Officer, subject to consultation with the Commissioner, be granted delegated authority to amend or extend the list

of approved counterparties should market conditions allow.

The Joint Audit Committee will be updated on any changes to policy. The performance of the Commissioner’s treasury advisors and quality
of advice provided is evaluated prior to the triennial renewal of the contract. Meetings with the advisors to discuss treasury management

issues are held on a regular basis.

The use of Financial Instruments for the Management of Risks
Currently, Local Authorities (including the PFCC’s) legal power to use derivative instruments remains unclear. The General Power of

Competence enshrined in the Localism Act is not sufficiently explicit.

In the absence of any explicit legal power to do so, the Commissioner has no plans to use derivatives during 2025/26. Should this position
change, the Commissioner may seek to develop a detailed and robust risk management framework governing the use of derivatives, but this

change in strategy will require explicit approval. A derivative is a financial security with a value that is reliant upon or derived from, an



Key Messages

The cash flow forecast is
maintained for a minimum
rolling 12 months. This allows
assessment of the ability to
invest longer term and
identifies areas where short
term borrowing may be

required.

Investment Strategy (Continued)

underlying asset or group of assets. The derivative itself is a contract between two or more parties, and the derivative derives its price from

fluctuations in the underlying asset.

Liquidity of investments
The investment strategy must lay down the principles which are to be used in determining the amount of funds which can prudently be

committed for more than one year i.e., what MHCLG defines as a long-term investment. (The commissioner has set this limit at £2m).

The Financial Services team use a cash flow forecasting spreadsheet to determine the maximum period for which funds may prudently be
committed. The forecast is compiled on a prudent basis to minimise the risk of the Commissioner being forced to borrow on unfavourable
terms to meet his financial commitments. For the Commissioner, the total of investments over one year in duration are limited to £2m with
a maximum duration of three years. This policy balances the desire to maximise investment returns, with the need to maintain the liquidity

of funds.

Under current market conditions there is still little opportunity to generate significant additional investment income by investing in longer
time periods over one year. However, as always, investment plans should be flexible enough to respond to changing market conditions
during the year. The estimate of investment income for 2025/26 amounts to £1.015m (£1.144m 2024/25) and actual investment
performance will be reported regularly to the Commissioner and will be provided to members of the Joint Audit Committee as background

information to provide guidance and support when undertaking scrutiny of Treasury Management procedures.



Key Messages

The ‘Treasury Management
Practices’ statement is updated
each year, scrutinised by the
Joint Audit Committee and
published on the
Commissioner’s website

alongside this strategy.

Treasury Risk and Treasury Management Practices

The Commissioner’s approach to risk is to seek optimum returns on invested sums, taking into account at all times the paramount security
of the investment. The CIPFA Code of Practice and Treasury Management Practices sets out in some detail defined treasury risks and how
those risks are managed on a day to day basis. The CIPFA Code of Practice on Treasury Management recommends the adoption of detailed
Treasury Management Practices (TMPs). As outlined above, the Treasury Management Code and Prudential Code were updated and
additional guidance notes have now been received. The TMP’s have been updated. The guidance from CIPFA recommends that TMPs should

cover the following areas:

e  Risk Management

° Performance Management

e  Decision Making and Analysis

e  Approved Instruments

e  Organisation, Segregation of Duties and Dealing Arrangements
e  Reporting and Management Information Requirements
e  Budgeting, Accounting and Audit

e  Cash and Cash Flow Management

e  Money Laundering

e  Training and Qualifications

e  Use of External Service Providers

e  Corporate Governance

Treasury Management is a specialised and potentially risky activity, which is currently managed on a day-to-day basis by the Financial Services
Team under authorisation from the PFCC Chief Finance Officer as part of a shared service arrangement for the provision of financial services.
The training needs of treasury management staff to ensure that they have appropriate skills and expertise to effectively undertake treasury
management responsibilities is addressed on an ongoing basis. Specific guidance on the content of TMPs is contained within CIPFA’s revised
code of Practice for Treasury Management. Accordingly, the TMPs have been reviewed in detail and where necessary amendments have

been made to bring the TMPs into line with The Code.



Key Messages

The PFCC currently has no
external debt and does
therefore not need to set limits
on the maturity of debt in each

period.

Treasury Management Prudential Indicators

The key objectives of The Code are to ensure, within a clear framework, that Capital investment plans are affordable, prudent and sustainable
(or to highlight, in exceptional cases, that there is a danger this will not be achieved so that the Commissioner can take remedial action). To
demonstrate that Authorities have fulfilled these objectives, the Prudential Code sets out the Indicators that must be used. The indicators
required by The Code are designed purely to support local decision making and are specifically not designed to represent comparative

performance indicators.

The treasury management Indicators are not targets to be aimed at but are instead limits within which the treasury management policies of

the Commissioner are deemed prudent. These cover three aspects:

1. Maturity Structure of Borrowing

It is recommended that upper and lower limits for the maturity structure of borrowings are calculated as follows:

Period of Maturity Upper Limit Lower Limit
% %
Under 12 months 100% 0.00
12 months and within 24 months 100% 0.00
24 months and within 5 years 100% 0.00
5 years and within 10 years 100% 0.00
10 years and above 100% 0.00

This indicator is primarily applicable to organisations, which have undertaken significant levels of borrowing to finance their capital
programmes in which case it is prudent to spread the profile of repayments to safeguard against fluctuations of interest payments
arising from having to refinance a large proportion of the debt portfolio at any point in time. During 2012/13 the Commissioner repaid
all outstanding external borrowing and as a result there is currently no requirement to apply stringent limits to the maturity profile of

existing debt.



Key Messages

Compliance with the indicators
will be presented to the
PFCC Public Accountability
Conference and the Joint Audit
Committee in the quarterly

Treasury Activities report.

Treasury Management Prudential Indicators (Continued)

2.

Principal sums invested for periods longer than a year

The purpose of this indicator is to contain the Commissioner’s exposure to the possibility of loss that might arise as a result of having to

borrow short term at higher rates or losses by seeking early repayment of its investments.

2023/24

Price Risk Indicator 2024/25 2025/26 2026/27 2027/28

Limit on principal invested beyond one year £2.000m £2.000m £2.000m £2.000m £2.000m

Liability Benchmark

The 2021 code requires Authorities to define their own ‘Liability Benchmark’ which looks at the net management of the PFCC’s overall
treasury position. The aim of the indicator is to support in the management of treasury risks, namely refinancing risk, interest rate and

credit risk. It does this through profiling the borrowing portfolio close to the plotted liability benchmark position.

The graph below shows that the current position for the Police Fire and Crime Commissioner is one of no external debt but a loan
requirement just below the capital financing requirement. The gap to the external loans of zero represents the under borrowed position

/ internal borrowing undertaken.

Liability Benchmark
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Key Messages

* In the current financial
climate the decision has been
taken to borrow internally
rather than from the PWLB
which will be reflected in the
capital financing requirement

indicator.

Setting, Revising, Monitoring and Reporting

Prudential Indicators, other than those using actual expenditure taken from audited statements of accounts must be set prior to the
commencement of the financial year to which they relate. Indicators may be revised at any time, and must, in any case, be revised for the
year of account when preparing indicators for the following year. The PFCC Chief Finance Officer has a prescribed responsibility under The
Code to ensure that relevant procedures exist for monitoring and reporting of performance against the indicators. The Prudential Indicators
when initially set and whenever revised, must be approved by the body which approves the budget, i.e. The Commissioner at his Public

Accountability Conference.
Other Prudential Indicators 2025/26

As per the 2021 CIPFA Prudential Code for Capital Finance and the accompanying guidance notes the Commissioner is required to produce a
number of indicators to assist understanding and to evaluate the prudence and affordability of the capital expenditure plans and the

borrowing and investment activities undertaken in support of this.

Capital Expenditure and Capital Financing

This indicator is set to ensure that the level of proposed capital expenditure remains within sustainable limits and, in particular, to consider

the impact on council tax.

2023/24 2024/25 2025/26 2026/27 2027/28
Capital Expenditure Actual Forecast Estimate Estimate Estimate
£m fm £m £m £m
Capital Expenditure 4.061 6.175 4.885 5.972 5.102
2023/24 2024/25 2025/26 2026/27 2027/28
Capital Financing Actual Forecast Estimate Estimate Estimate
£fm £fm £fm £fm fm
Capital Receipts 0.128 2.231 0.000 0.000 0.000
Government Grants 1.728 0.000 0.000 0.000 0.000
Revenue Contributions 2.193 2.917 0.799 0.525 0.487
Total Financing 4.049 5.148 0.799 0.525 0.487
Borrowing* 0.012 1.027 4.086 5.447 4.615
Total Funding 0.012 1.027 4.086 5.447 4.615
Total Financing and Funding 4.061 6.175 4.885 5.972 5.102




Key Messages

Capital Finance Requirement —
‘The mortgage you are yet to

take’.

Minimum Revenue Provision —

‘Annual Mortgage repayments’.

The Authorised Limit is a
statutory limit (Local
Government Act 2003) above
which the Commissioner has no

authority to borrow.

Other Prudential Indicators 2025/26 (Continued)

Capital Financing Requirement
The Capital Financing Requirement (CFR) shows the difference between the capital expenditure and the revenue or capital resources set

aside to finance that spend. The CFR will increase where capital expenditure takes place and will reduce with the Minimum Revenue Provision

(MRP) made each year from the revenue budgets.

2023/24 2024/25 2025/26 2026/27 2027/28
Capital Financing Requirement Actual Forecast Estimate Estimate Estimate
fm £m £m £fm £fm
Balance B/fwd 21.468 20.799 21.090 24.278 28.346
Plus Capital Expenditure financed from borrowing 0.012 1.027 4.086 5.447 4.615
Less MRP for Debt Redemption (0.681) (0.737) (0.899) (1.380) (2.050)
Balance C/Fwd 20.799 21.089 24.277 28.345 30.911

Authorised Limit
This represents a control on the maximum level of external debt. Whilst not desired it could be afforded by the authority in the short term

but is not sustainable in the longer term. The Authorised Limit gauges events that may occur over and above those transactions which have

been included in the Operational Boundary. The Authorised Limit must not be breached.

2023/24 2024/25 2025/26 2026/27 2027/28
Authorised Limit for External Debt / / / / /
fm fm £fm fm fm
Borrowing 23.598 24.187 27.714 31.935 34.500
Other Long Term Liabilities 3.701 3.402 3.064 2911 2911

Total Authorised Limit 27.299 27.589 30.778 34.846 37.411




Key Messages

The Operational Boundary limit
is not an absolute limit of
external debt and may be

exceeded temporarily.

Currently the Commissioner has

no external borrowing.

Other Prudential Indicators 2025/26 (Continued)

Operational Boundary
The Operational Boundary is a limit beyond which external debt is not normally expected to exceed. This limit is not an absolute limit but it

reflects the expectations of the level at which external debt is not normally expected to exceed.

Occasionally, the Operational Boundary may be exceeded (but still not breach the Authorised Limit) following variations in cash flow. Such
an occurrence would follow controlled treasury management action and may not have a significant impact on the prudential indicators when
viewed all together. Consistent with the Authorised Limit, the PFCC Chief Financial Officer has delegated authority, within the total

Operational Boundary, to effect movement between the separately identified and agreed figures for External Borrowing and Other Long-

term Liabilities. Any such changes will be reported to the Commissioner and the Joint Audit Committee meeting following the change.

) 2023/24 2024/25 2025/26 2026/27 2027/28
Operational Boundary for External Debt
£m fm fm fm £m
Borrowing 22.098 22.687 26.214 30.435 33.000
Other Long Term Liabilities 3.701 3.402 3.064 2,911 2,911
Total Operational Boundary 25.799 26.089 29.278 33.346 35.911

Actual External Debt

The Commissioner’s actual external debt as at 31 March 2025 will be £3.402m, comprising only of other long-term liabilities of £3.402m in
relation to the PFI. Itis unlikely that the Commissioner will actually exercise external borrowing until there is a change in the present structure
of investments rates compared to the costs of borrowing. It should be noted that all previous external borrowing with the PWLB (Public

Works Loans Board) was repaid during 2012/13.



Key Messages

Other Prudential Indicators 2025/26 (Continued)

Gross Debt and the Capital Financing Requirement

The Commissioner should only borrow to support a capital purpose, and borrowing should not be undertaken for revenue or speculative

purposes. Gross debt, except in the short term, should not exceed CFR in the preceding year plus the estimates for CFR for the three

subsequent years.

2023/24 2024/25
Gross Debt and Capital Financing Requirement Actual Forecast
£fm £fm
Closing CFR 31 March 20.799 21.089
Gross Debt 31 March 3.701 3.402

2025/26

Estimate
£fm

24.277
3.064

2026/27 2027/28
Estimate Estimate
£m fm
28.345 30.911
2.911 2.911

Using the figures from the above stated indicators the graph below demonstrates compliance as gross debt remains below CFR, authorised

and operational limits for all years presented:
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Key Messages

Other Prudential Indicators 2025/26 (Continued)

Ratio of financing costs
This is an indicator of affordability and highlights the revenue implications of existing and proposed capital expenditure by identifying the

proportion of the revenue budget required to meet financing costs. The definition of financing costs is set out in the Prudential Code.

Financing Costs include the amount of interest payable in respect of borrowing or other long-term liabilities and the amount the
Commissioner is required to set aside to repay debt, less interest and investments income. The Commissioner’s financing costs can be both

positive and negative dependent on the relative level of interest receipts and payments.

The actual Net Revenue Stream is the ‘amount to be met from Non-specific government grants and local taxation’ taken from the annual

Statement of Accounts, budget, budget proposal and medium-term financial forecast. These figures are purely indicative and are in no way

meant to indicate planned increases in funding from Council Tax.

2023/24 2024/25 2025/26 2026/27 2027/28

Ratio of Financing Costs to Net Revenue Stream Actual Forecast Estimate Estimate Estimate
fm fm fm fm fm

Investment income 1.009 1.144 1.015 0.660 0.640
MRP 0.681 0.737 0.899 1.380 2.050
Financing Costs -0.328 -0.407 -0.116 0.720 1.410
Net Revenue Stream 130.475 138.306 147.275 149.703 153.053
Ratio -0.251% -0.294% -0.079% 0.481% 0.921%




Key Messages

The broad aim of the Minimum
Revenue Provision is to ensure
that debt is repaid over a period
that is reasonably
commensurate with that over

which the capital expenditure

provides benefits.

Calculation will be based on
Option 1 for pre 2008/09 debt

and option 3 thereafter.

The Commissioner is also
permitted to make additional
voluntary payments if required
(voluntary revenue provision
VRP) although there are no
plans to make any in the

medium-term forecasts.

Annual MRP Statement for 2025/26

The Local Authorities (Capital Finance and Accounting) (England) (Amendment) Regulations 2008 (S| 2008/414) place a duty on authorities
to make a prudent provision for debt redemption, this is known as the Minimum Revenue Provision (MRP). The Local Government Act 2003
requires the Authority to “have regard” to The Ministry of Housing, Communities and Local Government’s Guidance on Minimum Revenue
Provision most recently issued in 2018. This sum known as the MRP is intended to cover the principal repayments of any loan over the

expected life of a capital asset.

The Ministry of Housing, Communities and Local Government recommends that before the start of the financial year, The Commissioner
approves a statement of MRP policy for the forthcoming financial year. This is now by agreement encompassed within the TMSS. The broad
aim of the policy is to ensure that MRP is charged over a period that is reasonably commensurate with the period over which the capital

expenditure, which gave rise to the debt, provides benefits.

The four options available for calculating MRP are set out below:

e Option 1 —Regulatory Method based on 4% of the CFR after technical adjustments.
e Option 2 — CFR Method, based on 4% of the CFR with no technical adjustments.
e Option 3 — Asset Life Method, spread over the life of the asset being financed.

e Option 4 — Depreciation Method, based on the period over which the asset being financed is depreciated.

It is proposed that The Commissioner’s MRP policy for 2025/26 is unchanged from that of 2024/25 and that the Commissioner utilises option
1 for all borrowing incurred prior to the 1st April 2008 and option 3 for all borrowing undertaken from 2008/09 onwards, irrespective of
whether this is against supported or unsupported expenditure. This policy establishes a link between the period over which the MRP is
charged and the life of the asset for which borrowing has been undertaken. It is proposed that a fixed instalment method is used to align to
the Commissioner’s straight-line depreciation policy. MRP in respect of PFl and leases brought on to the balance sheet under the 2009
accounting requirements will match the annual principal repayment for the associated deferred liability. This will not result in an additional
charge to the Commissioner’s revenue budget as this is part of the capital repayment element of the PFl unitary charge. There have been
some additional voluntary contributions of MRP made in previous years that are available to reduce the revenue charges in later years. No

such overpayments or withdrawals are planned for 2025/26.



Key Messages

Changes to the 2025/26 TMSS
prudential indicators and MRP
will be required once the
detailed impact of IFRS16 is
known at the 2024/25 financial

year end.

A new International Financial Reporting Standard 16 (IFRS16) has been implemented in the 2024/25 financial year, introducing a single lessee
accounting model that requires a lessee to recognise assets and liabilities for all leases with a term of more than 12 months unless the
underlying asset is low value. This will require an adjustment to the Capital Financing Requirement, external debt (other long-term liabilities),
the Authorised Limit and the Operational Boundary, to allow for those leases which were previously off-balance sheet, being brought onto

the balance sheet.

The related assets and liabilities are brought onto the balance sheet increasing long-term liabilities, and as a result this will increase the debt
liability. Generally accepted accounting practice requires these changes to be accounted for retrospectively, with the result that an element
of the rental or service charge payable in previous years (and previously charged to revenue accounts) will be taken to the balance sheet to
reduce the liability. On its own, this change in the accounting arrangements would result in a one-off increase to the CFR and an equal
increase in revenue account balances. This is not seen as a prudent course of action and the code guidance aims to ensure local authorities
are in the same position as if the change had not occurred. This is done by recommending the inclusion in the annual MRP charge of an
amount equal to the amount that has been taken to the balance sheet to reduce the liability, including the retrospective element in the first

year.

Currently, it is not possible to detail the adjustment figures until detailed data gathering has been completed at the end of the 2024/25
financial year. Following this It will be necessary to amend the MRP, Authorised Limit and Operational Boundary limits, this will be amended

mid-year once the detailed impact is known.



Appendix A

Creditworthiness Policy

The lending criteria set is designed to ensure that, in accordance with The Code of Practice, the security of the
funds invested is more important than maximising the return on investments. Following consultation with the
Commissioner’s treasury advisors there are no amendments to the criteria used in determining approved
investment counterparties for 2025/26 compared to those in operation for 2024/25. However there has been

a change in the methodology to applying the matrix for placing investments.

The criteria for approving investment counterparties have been devised, grouped, graded and investment
limits attached as detailed in Schedule A below. The individual, group and category limits are based on a
percentage of the potential maximum sums available for investment during the year of up to £40m. The
counterparty limits for 2025/26 are essentially the same as the limits for 2024/25, however, the methodology
used in applying the matrix for the placement of investments has been fully aligned with Link Asset Services
methodology. This service employs a sophisticated modelling approach utilising credit ratings from the three
main credit rating agencies - Fitch, Moody’s and Standard & Poor’s. The credit ratings of counterparties are

supplemented with the following overlays: -

1. “watches” and “outlooks” from credit rating agencies;
2. CDS spreads that may give early warning of changes in credit ratings;
3. Sovereign ratings to select counterparties from only the most creditworthy countries.

This modelling approach combines credit ratings, and any assigned Watches and Outlooks, in a weighted
scoring system which is then combined with an overlay of CDS spreads. The end-product of this is a series of
colour coded bands which indicate the relative creditworthiness of counterparties. These colour codes are
used by the Commissioner to determine the suggested duration for investments. The Commissioner will,

therefore, use counterparties within the following durational bands;

. Yellow 5 vyears*

. Purple 2 years

. Blue 1 year (only applies to nationalised or semi nationalised UK Banks)
o Orange 1 year

o Red 6 months

. Green 100 days

. No colour not to be used



The Link creditworthiness service uses a wider array of information other than just primary ratings.
Furthermore, by using a risk weighted scoring system, it does not give undue preponderance to just one

agency’s ratings.

Typically, the minimum credit ratings criteria the Commissioner uses will be a short-term rating (Fitch or
equivalents) of F1 and a long-term rating of A-. There may be occasions when the counterparty ratings from
one rating agency are marginally lower than these ratings but may still be used. In these instances,
consideration will be given to the whole range of ratings available, or other topical market information, to

support their use.

UK Government is considered the safest place to invest as it has never defaulted and therefore minimum
credit ratings do not apply. All investments are Sterling; therefore, the Commissioner is not exposed to any
foreign exchange / currency risk. The Commissioner has determined that it will only use approved

counterparties from the UK and from countries with a minimum sovereign credit rating of AA.

All credit ratings are monitored on an ongoing basis in conjunction with the Commissioner’s treasury
management advisors, Link Asset Services Ltd, who provide timely updates and advice on the standing of
counterparties. The Commissioner is alerted to changes to ratings of all three agencies through its use of the
Link creditworthiness service. Whilst credit ratings are central to the counterparty risk evaluation process,
other factors such as the prevailing economic climate are taken into consideration when determining
investment strategy and at the time when individual investment decisions are made. If this ongoing
monitoring results in a significant change to counterparty selection during the year, the Commissioner and the

Joint Audit Committee will be advised through the quarterly activities report.

. If a downgrade results in the counterparty / investment scheme no longer meeting the Authority’s
minimum criteria, its further use as a new investment will be withdrawn immediately.

. In addition to the use of credit ratings the Authority will be advised of information in movements in
Credit Default Swap spreads against the iTraxx European Senior Financials benchmark and other
market data on a daily basis via its Passport website, provided exclusively by Link. Extreme market

movements may result in the downgrade of an institution or removal from the Authority’s lending list.

Sole reliance will not be placed on the use of this external service. In addition, the Commissioner will also use
market data and market information, as well as information on any external support for banks to help its

decision-making process.



Schedule A — Counterparty Groupings and Associated Limits

Y Pil Pi2 P B 0 R G N/C
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UptoSyrs  UptoSyrs  UptoSyrs  Upto2yrs  Upto lyr Uptolyr Uptoemths Upto100days No Colour

i Colour (and long-term rating Transaction
el where applicable) limit
Banks * Yellow £2m 3yrs
UK Banks Purple £2m 2yrs
UK Banks Orange £2m lyr
UK Banks — part Blue £20m £2m 1yr
nationalised
UK Banks Red £2m 6mths
UK Banks Green £2m 100
days
UK Banks No Colour Not to be 0 0
used
Non-UK Bank** Orange/Blue/Purple £6m £2m lyr
Non-UK Bank** Red £6m £2m 6mths
Commissioner’s banker
No Colour £1m £1m 1da
(where “No Colour”) ! y
DMADF UK sovereign rating unlimited unlimited 6
months
Local authorities n/a unlimited £4m lyr
As per
Housing associations Colour bands £10m £2m colour
band
T ti
Category Fund rating*** ran.sa‘c on Time limit
limit
Money Market Funds CNAV AAA £20m £4m liquid
Money Market Funds LVNAV AAA £20m £4m liquid
Money Market Funds VNAV AAA £20m £4m liquid

* The yellow colour category is for UK Government, or its equivalent, money market funds and collateralised
deposits where the collateral is UK Government debt.

** Non-UK Bank (£6m) is within the total category limit of £20m for all banks.

*** Please note: “fund” ratings are different to individual counterparty ratings; Pooled funds are in essence
the same as AAA money market funds but they require 3 days’ notice for the return of our funds. This slight
reduction in cash flow is rewarded by a slightly increased interest rate. Link Asset Services Ltd suggest that
these funds are used for longer term investments and the ordinary money market funds to manage cash

flow



Creditworthiness.
Significant levels of downgrades to Short and Long-Term credit ratings have not materialised since the crisis
in March 2020. In the main, where they did change, any alterations were limited to Outlooks. Nonetheless,

when setting minimum sovereign debt ratings, this Commissioner will not set a minimum rating for the UK.

Credit Default Swap (CDS) prices

Although bank CDS prices, (these are market indicators of credit risk), spiked upwards during the days of the
Truss/Kwarteng government in the autumn of 2022, they have returned to more average levels since then.
However, sentiment can easily shift, so it will remain important to undertake continual monitoring of all
aspects of risk and return in the current circumstances. Link monitor CDS prices as part of their
creditworthiness service to local authorities and the Commissioner has access to this information via its Link-

provided Passport portal.

Limits
Due care will be taken to consider the exposure of the Commissioner’s total investment portfolio to non-

specified investments, countries, groups and sectors.

a. Non-specified treasury management investment limit. The Commissioner has determined that it will
limit the maximum total exposure of treasury management investments to non-specified treasury
management investments as being 10% (£2m) of the total treasury management investment portfolio.

b. Country limit. The Commissioner has determined that it will only use approved counterparties from

the UK and from countries with a minimum sovereign credit rating of AA from Fitch.

c. No more than £6 Million (15% at full capacity) will be placed with any non-UK country at any time;
d. Sector limits will be monitored regularly for appropriateness.
e. Whilst these limits also apply to the Commissioner’s own bankers in the ordinary course of business if

that bank's lowest rating falls below ‘A-’ balances will be maintained for operational purposes only

and minimised on a daily basis. A non-investment limit of £1m will apply in such circumstances.





