CUMBRIA
reter McCall  Office of the Police and Crime

Commissioner Report

REQUEST FOR POLICE & CRIME COMMISSIONER DECISION - (N° 001/ 2021)

TITLE: Approval of the Capital Strategy, Capital Programme and Treasury Management
Strategy 2021/22

Executive Summary:

The purpose of this report is to provide information on the proposed capital strategy for 2021/22. 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.

Local Authorities (including Police and Crime Commissioners) 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”. To meet these
requirements, all schemes within the 4 year medium term capital programme are only approved on the
basis that they are fully funded either through capital grants, capital reserves, capital receipts or revenue

contributions.




Recommendations:

1.1. Capital Strategy (Item 08a) — The Commissioner is asked to approve the capital strategy including

the prudential indicators set out in the report.

1.2. Capital Programme (Item 08b) - The Commissioner is asked to:

e Approve the capital programme for 2021/22 and beyond as part of the overall budget process

for 2021/22.

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:

Approve the Borrowing Strategy for 2021/22 as set out on pages 8-9

Approve the Investment Strategy for 2021/22 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 2021/22 as set out on page 22
Note that the detailed Treasury Management Practices (TMPs) have been reviewed and
updated as required by the Code of Practice and will be published alongside the TMSS on the
Commissioner’s website.

Delegate to the Joint Chief Finance Officer any non-material amendments arising from

scrutiny of the strategy by the Joint Audit Committee.

Police & 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 & Crime
Commissioner. Any such interests are recorded below.

| hereby approve/de-net approve the recommendation above

Police & Crime Commissioner | ChiefExecutive (delete as appropriate)

Signature:

— ()
I iﬁl }\} C“"'_"‘Qj* : Date: 19 February 2021
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CUMBRIA

Peter McCall

Office of the Police and Crime Commissioner Report

Public Accountability Conference 19 February 2021

Title: Capital Strategy 2021/21

Report of the Joint Chief Finance Officer

Originating Officers:  Michelle Bellis, Deputy Chief Finance Officer;

1.1.

1.2

1.3.

2.1.

Lorraine Holme, Financial Services Manager

Purpose of the Report

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.

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).

These reports meet the reporting requirements of the Charted Institute of Public Finance and

Accounting (CIPFA) Prudential Code for capital finance in Local Authorities 2017 updated guidance.

Recommendations

The Commissioner is asked to approve the contents of the report.
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3.2.

4.1.
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Introduction

The CIPFA Prudential Code (the code) and guidance notes were originally issued in 2002 and were later
fully revised in 2009, 2011 and again in 2017. 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 PFl & GUARANTEES KNOWLEDGE PRUDENTIAL
EXPENDITURE LEASING BORROWING m & LIABILITIES & SKILLS INDICATORS

Service &
Treasury Commercial
A 4 A 4 \ 4 J r A 4
[ CAPITAL PROGRAMME TREASURY STRATEGY [ INVESTMENT STRATEGY / MRP STATEMENT )
Capital expenditure Interest rate forecast Contribution Prudent provision
Capital financing Cash flow forecast Security Calculation of MRP
Capital receipts Borrowing strategy Liquidity Overpayments
Investment strategy Investment indicators
Prudence TM indicators Capacity and skills
Affordability Prudence

sttainability / QSK management / Qroportionality / \_ Aligned cost:benefit /
! o !

TM POLICY | TREASURY MANAGEMENT | NON-TREASURY INVESTMENT
STATEMENT | PRACTICES MANAGEMENT PRACTICES

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

encompassed into the Treasury Management Strategy.

Capital Expenditure and Financing

Capital expenditure is the term used to describe expenditure on assets, such as property, vehicles and
ICT 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).
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Capital expenditure plans are under-pinned by asset strategies, which are developed by respective

service leads linked to delivery of the Commissioner’s Police and Crime Plan and the Constabulary’s

overall Vision 2025. The principal asset strategies and their objectives are:

The Digital, Data and Technology Strategy, which has six key themes
o On-going provision of trusted and reliable ICT services. Business as Usual
o A cost effective and affordable ICT service
o Actively supporting the delivery of Cumbria Vision 25
o Toimplement national ICT systems
o To meet local demand to renew and replace Core Systems and Applications
o Collaboration
The Estates Strategy, which aims to maintain an Estate which is fit for purpose whilst reducing
overhead expenditure and maximising and exploiting existing assets.
The 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 financial approval process includes specific challenge at a Capital Star Chamber
chaired by the Deputy Chief Constable. 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.

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

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25

Capital Expenditure Actual Forecast Estimate Estimate Estimate Estimate
£m £m £m £m £m £m

Capital Expenditure 6.33 4.91 5.21 16.37 9.64 3.20

The profile of capital expenditure fluctuates annually. Across the current four year programme, annual
average expenditure typically comprises £1.3m to replace fleet vehicles, £1.5m on estate schemes
(although by their nature these investments tend to be more lumpy) and around £3.0m for

replacement of ICT systems and equipment.
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The 2021/22 capital programme includes ICT expenditure, continuing work on the replacement of a

number of control room systems with a single integrated solution, development and roll out of mobile
technology and smartphones, consideration of options for ICT 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
4 years is dominated by the need to evaluate options and provide a territorial headquarters in the west
of the County. Work will also be undertaken to assess the capital investment requirements to equip
the additional officers recruited through Operation Uplift and some provision has been made for this

in the programme.

Before the commencement of each financial year the schemes for that year are revisited to be assigned
an approval category. Large schemes which have previously been approved by the Commissioner
following submission of a business case and the smaller rolling replacement schemes are approved on
a firm basis, meaning that they can be progressed without further scrutiny. Schemes which have been
approved in principle but need some detailed work may be delegated to the Joint Chief Finance Office
for future approval. Schemes requiring business cases, option appraisals and financial appraisals are
given the status of indicative until they have been thoroughly scrutinised by all relevant business leads
before being passed to the Constabulary Chief Officer Group and the Police and Crime Commissioner

for final approval.

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 defines
an ‘Affordable, Prudent and Sustainable’ programme as being fully funded (from the sources outlined
above) for the medium term financial forecast period of 4 years. 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 a negligible level, the potential
to generate future capital receipts is low and capital reserves are likely to be extinguished in the next
two years. Whilst some additional capital borrowing is planned to finance long lived estates projects,

this is not a viable option for shorter life assets such as vehicles and ICT. Collectively, this means that
Page 4 of 10
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the Capital Programme is increasingly reliant on contributions from the revenue budget to fund it. This

is reflected in the revenue budget and MTFF where revenue support for capital have increased to an

annual figure of £3.7m by the end of the 10 year forecast period.

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 2021/22 to 2030/31 (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 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 Joint Chief Finance Officer, who delegates
responsibility for day to day management to the Deputy Chief Finance Officer. The Treasury
Management Strategy incorporates subsidiary investment and borrowing strategies, which are

summarised below.

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).
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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 BCCl 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), arising from historical decisions to
finance capital expenditure from borrowing within prudent limits. To date this has been met from

internal borrowing.

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 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 2021 is forecast to be
£21.60m.
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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 3%+ where investments are currently making less than 1% return in terms
of interest, therefore 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.

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 0.1%) and long-term fixed rate loans where the future cost is known but higher (currently
3.0%+). Current forecasts show that a small amount of short term borrowing, probably from other
local authorities, may be required at the start of 2021/22 to bridge a shortfall in cash in advance of

receipt of the new financial year’s revenue grants.

It is unlikely that the Commissioner will actually exercise long term external borrowing until there is a
change in the present structure of investments rates compared to the costs of borrowing, as this would
result in a significant net interest cost to the revenue account in the short term. Nevertheless, such
financing decisions have long term consequences and should be taken in this context. Long term
interest rates will therefore be carefully monitored with the aim of deciding the most advantageous

time to take on long term liabilities.

Liability Benchmark - The 2017 code encourages Authorities to define their own ‘Liability Benchmark’
which will provide a basis for developing a strategy for managing interest rate risk. On the basis that
Link Asset Services (the Commissioner’s treasury advisors) are not forecasting significant interest rate
movements in the short term and that the Commissioner has no plans to make any long term external
borrowing decisions over the next financial year, because of the ‘cost of carry’, development of a
liability benchmark at this point would not provide added value. However, the Commissioner will
actively develop indicators to manage interest rate risk in due course once there is more clarity over

borrowing intentions.

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.
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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
£4.585m in relation to a private finance initiative (PFI) scheme for the provision of the Territorial Police
HQ 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.
At this point a decision on the provision of future policing facilities in West Cumbria will need to be

made. Options are currently being evaluated.

The Commissioner’s balance sheet also shows long term liabilities totalling £1.266bn 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 £1.017m 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 Finance
Services team. Further details on liabilities and guarantees are on page 92 of the 2019/20 statement

of accounts.

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 Joint 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
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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:

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25

Minimum revenue provision Actual Forecast Estimate Estimate Estimate Estimate
fm fm £m £m fm £m

Minimum revenue provision for the

X R 0.49 0.61 0.63 0.65 0.68 0.89
financial year

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, business rates and

general government grants as a key prudential indicator of the affordability, prudence and

sustainability of capital expenditure plans see below.

. . . 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25
Ratio of Financing Costs to Net Revenue i i i i
Actual Forecast Estimate Estimate Estimate Estimate
Stream
fm £m fm
Investment income 0.14 0.02 0.01 0.01 0.01 0.01
MRP 0.49 0.61 0.63 0.65 0.68 0.89
Financing Costs 0.35 0.59 0.62 0.64 0.67 0.88
Net Revenue Stream 111.14 118.76 120.04 124.44 126.84 126.84
Ratio 0.32% 0.50% 0.52% 0.52% 0.53% 0.70%

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 Joint
Chief Finance Officer is satisfied that the proposed capital programme is prudent, affordable and

sustainable.
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9. Knowledge and Skills
9.1. The Commissioner employs professionally qualified and experienced staff in senior positions with
responsibility for making capital expenditure, borrowing and investment decisions. The Joint Chief
Finance Officer is committed to the Governments apprenticeship levy scheme and currently has a

number of key employees studying at Level 3/4 (AAT) and Level 7 (CIPFA).

9.2. 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.

CUMBRIAVISION 25
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CUMBRIA

Peter McCall

Cumbria Office of the Police and
Crime Commissioner

Title: Capital Programme 2021/22 & Beyond

Public Accountability Conference: 19t February 2021

Report of the Joint Chief Finance Officer

Originating Officers: Michelle Bellis, Deputy Chief Finance Officer

Lorraine Holme, 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 2021/22
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. Police and Crime commissioner is asked to note the proposed capital programme for 2021/22 and

beyond as part of the overall budget process for 2021/22.

2.2. The Commissioner is asked to approve the status of capital projects as detailed in appendices 2 to 5.



3.1

3.2

3.3.

Capital Funding and Expenditure

Local Authorities (including Police and Crime Commissioners) 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”. To meet these requirements, all schemes within the 4-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 ICT Schemes. In addition to these, there are currently a small number
of “other schemes” which do not fall into the broad headings above and in particular include the
replacement of the countywide CCTV system and resources set aside to support the additional officers

recruited through Operation Uplift.

The table below provides a high-level summary of the proposed capital programme and associated

capital financing over the four-year timeframe of the medium-term financial forecast (2021/22 to

2024/25).
Capital Expenditure 77 Yro0 7 Yr1l Yr2 Yr3 Yra

2020/21 2021/22 2022/23 2023/24 2024/25

£ £ £ £ £

ICT Schemes 2,029,816 2,692,539 6,721,276 2,850,369 1,987,939
Fleet Schemes 2,096,670 1,768,374 1,085,280 1,185,600 897,184
Estates Schemes 311,794 300,000 7,710,000 5,600,000 310,000
Other Schemes 468,307 450,000 850,000 0 0
Total Capital Expenditure 4,906,587 5,210,913 16,366,556 9,635,969
Capital Receipts 0 0 (2,437,945) (532,606) 0
Contributions from Revenue (2,885,527) (3,796,427) (3,908,862) (3,405,881) (3,461,459)
Capital Grants (2,021,060) (1,164,486) (2,869,749) (97,482) 0
Capital Reserves 0 (250,000) (3,750,000) 0 0
Borrowing 0 0 (3,400,000) (5,600,000) 0

Total Capital Financing (4,906,587) (5,210,913) (16,366,556) (9,635,969)

(Excess)/Shortfall (1]



3.4.

3.5.

3.6.

The profile of capital expenditure fluctuates annually. Across the current ten-year programme, annual
average expenditure typically comprises £1.3m to replace fleet vehicles and around £3.0m for
replacement of ICT systems and equipment. The profile of Estates schemes is more ‘lumpy’, with peaks
of expenditure when major buildings are replaced. ICT Expenditure reflects the Constabulary Strategy
to invest in digital technology and the national programme to replace the Police Radio System
(Airwave) with an Emergency Services Network (ESN). The diagram below shows the make up of the

capital programme over 10 years.

Capital Programme 10 years to 2030/31
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A summary 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 four-year period to 2024/25.
The appendix also shows that in years 5-10 of the programme there are some shortfalls and deficits,
but overall the budget is balanced. This has been achieved through an increase in revenue
contributions from year 5 (see paragraph 3.8). The estimates for 5-10 years are built on a number of
assumptions, which, particularly in rapidly changing sectors such as ICT, 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.

In relation to the financing of the capital programme, the Government’s grant settlements for 2020/21
and 2021/22 both included a reduced level of specific capital grant funding of £97k pa. However,
additional funding for the recruitment of 20,000 additional Police Officers, known as Operation Uplift
was integral to the settlement. The Policing Minister’s statement, which accompanied the settlement,

made it clear that the additional revenue funding for Operation Uplift included a capital element to



3.7.

3.8.

support the infrastructure costs required to equip the additional officers in their roles. The money was
deliberately directed to the revenue budget to provide forces with maximum flexibility to decide upon
the most appropriate balance between officers and equipment to support Operation Uplift. A scheme
totaling £800k (£300k 2021/22 and £500k 2022/23) for Operation Uplift has now been included in the
programme, funded from the revenue budget. The detailed allocation of this budget will be decided

during 2021/22, with a significant proportion likely to be allocated to vehicles.

As a result of the majority of capital expenditure being in relation to relatively short lived assets (e.g.
ICT and fleet of up to 10 years’ life), choices for financing the capital expenditure are fairly limited.
Borrowing for short-lived assets is not a viable consideration due to the requirement to set aside funds
from the revenue budget for the repayment of debt over the life of the asset. Therefore, any future
borrowing would have to be in relation to building projects with a life of 50 years. It can be seen in
Appendix 1 that during 2022/23 and 2023/24 it is estimated that the Commissioner will need to
borrow £9m. This is linked to an indicative scheme to improve the Commissioner’s estate in the west
of the county. A full options evaluation exercise and formal report will be required before any firm

decisions are made in relation to this project.

By the end of 2022/23 historic capital grant and general capital reserves will have been fully utilised.
This, in combination with the reduced level of capital grant, means that the capital programme
becomes more reliant on revenue contributions to support capital expenditure. Historically, the
annual contribution from the revenue budget was set at £1.2m. The following increases have been
approved since then

e PCPlJan 2017 - Increase of £0.48m to £1.68m for 2018/19 and 2019/20

e PCP Jan 2017 - Increase of £1.3m to £2.98m for 2020/21 onwards - as accumulated capital

reserves and grant are fully extinguished.
e PCPJan 2019 — Increase £0.3m to £3.28m from 2020/21.

e PCP Feb 2020 — Increase £0.27m to £3.56m from 2020/21 (to replace lost grant —see above)

As described in paragraph 3.6 revenue support for the capital programme in 2021/22 and 2022/23 has
been increased as a result of Operation Uplift. However, in the absence of other funding streams, there
is a likelihood that the level of revenue budget support for the underlying capital programme will need
to increase still further. The ten-year capital programme in appendix 1 shows revenue support for the

capital programme increasing to over £3.7m pa from 2025/26.
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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 revenue funding in future:

Capital Programme - Historic 5 Year's outturns, Predicted 2020/21
outturn and 10 years forecast to 2030/31
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ICT Schemes

The ICT Capital Programme primarily provides for the cyclical replacement and improvement of the
full range of ICT 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 Policing Vision 2025 issued by the APCC and NPCC seeks to
transform the delivery of policing services and positions ICT as a key enabler of change. These plans

for the future will be developed and managed locally within the work streams of Cumbria Vision 2025.

The ICT capital programme is supported by the Digital Data and Technology Strategy.

The ICT Capital Programme also makes provision for a large number of national ICT 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 is included in
the capital programme at the estimated cost of £3.0m over the four years of the MTFF and £7.4m over
10 years. 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 timescales for the project are constantly changing and it is likely to be the new financial
year before we get any further clarity. These prudent commitments in the strategy place the
Commissioner in a good position for any announcements. The replacement Airwave handsets will use
different technology to the old radios and the Constabulary’s control room infrastructure has been

upgraded so it is ready to support the connection to ESN.

The pandemic shifted the focus of ICT resources as they were quickly required to equip the workforce
with hardware and a resilient network to allow for agile working at home. Whilst some projects were
able to continue, the largest replacement in 2020/21 for the converged infrastructure had to be
paused. 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 ICT
infrastructure that is needed to support a more agile future. The Infrastructure is currently a
consolidation of server hardware in an on-site data centre. The desire is to move away from this
expensive hardware and towards cloud storage. This would be a managed software solution and
would therefore be revenue expenditure but until such time that a ‘Proof of Concept’ provides us with
a firm pathway to Cloud, the budget is provisioned for in capital. The budget has been reprofiled from
the large server replacement each 4 years to an even budget across all 10 years to reflect more

accurately the financing of a managed solution.

If these two large schemes are discounted, the programme shows that the ICT capital programme
presented remains broadly flat over the 10 years at an average of £1.4m per annum. This provides
for the cyclical replacement and improvement of the full range of ICT 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. It 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. The Constabulary also maintains a range of ICT systems to manage
corporate functions including financial transactions, human resources, payroll, fleet management,
estates management, ICT support systems and training and learning systems. Over recent years
significant investment in mobile and digital ICT has been undertaken, the capital strategy presented
includes for the subsequent replacement of existing mobile devices as they reach end of life. Budgets
for devices 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.
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Appendix 2 provides a high-level analysis of the ICT capital programme.

Fleet Schemes

The constabulary fleet replacement programme consists of around 300 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, the Corporate Support
Annual Update presented to the Commissioner for approval elsewhere on this agenda, incorporates
detail on progress against delivery of the strategy over the last year and work planned for 2021/22.
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 2020/21 85 vehicles were planned for replacement at an estimated cost of £2,847k. Many
these vehicles are to replace the ‘Single Vehicle platform’ that was rolled out in 2014/15. The
conclusion was reached that there is no longer a single vehicle that meets all the requirements of the
differing teams that use the vehicle and that a mix of cars and vans would be the most appropriate
option. Unfortunately, due to the world wide-pandemic, production of vehicles largely ceased for a
time, before beginning slowly again. This has meant that the lead time for delivery of some models
has increased. Of the 85 vehicles planned for replacement, 79 have been ordered. Of these; 16 have
been received, 39 are still expected before the year end and, unfortunately, 24 will now not be received
until 2021/22. Following a few minor changes to the plan a total of 28 vehicles with a budget of £966k

have been moved forward to 2021/22 to reflect these delays.

The Constabulary now has 7 electric vehicles
on the fleet. Five of which are livered and 2
are currently used as unmarked pool vehicles.
These vehicles are supported by a network of
14 electric vehicle charging points at HQ and

the main deployment centres.

The plan for 2021/22 is to replace 37 vehicles with a budget of £772k. This is made up with a mix of
operational vehicles for the Mobile and Pro-active Support Groups, several unmarked Area Drug Team

vehicles and a number of pool vehicles. The budget has been created on pricing from current
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frameworks but at this point in time the effect of Brexit and trade negotiations is unknown, but the

general feeling is that prices 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, one
police house, leased in and leased out property together with surplus assets subject to disposal). The
estates schemes are supported by the estates strategy, the Corporate Support Annual Update
presented to the Commissioner for approval elsewhere on this agenda, incorporates detail on progress
against delivery of the strategy over the last year and work planned for 2021/22. 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 the
development of the new Eden

Deployment Centre and

replacement hostel accommodation

on the HQ site at Penrith. In

response to the Government

announcement of investment in

additional Police Officers (Operation
Uplift) the property will be temporarily utilised as a Learning and Development Centre to support the

increased level of police officer recruitment.

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, options for which will be developed over 2021/22.
The west scheme accounts for the majority of the estates capital spend, £13m out the £13.9m planned
over the medium term, with some smaller items of life cycle replacement making up the difference.
Beyond this, in the 10-year plan, the estates capital budget reduces significantly once the west scheme
is complete, to leave on average £225k per year for replacement schemes.

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



3.12. Other Schemes

Other schemes include cross cutting or operational programmes of work and include the replacement

of Tasers and Firearms and works to expand and replace the Countywide CCTV system.

Also included in the is section is a scheme titled Operation Uplift. This scheme refers to the
Governments decision to ‘uplift’ the number of officers in each Constabulary and as such they have
provided additional revenue and capital grants to facilitate this growth. This funding will be required
to make changes to the Estate, increase the vehicle Fleet and purchase the additional ICT equipment
that each officer will require to undertake their roles. Detailed planning is underway to ascertain
exactly where this funding is required but until that is complete it will be held in total as ‘other

schemes’.

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

4. Capital Receipts

4.1. Appendix 7 provides details of property disposals and the proceeds of those sales over recent years.
The table shows total receipts of £4.769m. At 31 March 2020 there was a balance of capital receipts
unapplied of £2.096m, this means that £2.673m have already been applied to the capital programme.
The majority of the sales resulted from an estates rationalisation programme and those sale proceeds
were used to finance the South Area Headquarters in Barrow.

4.2. The remainder of the capital receipts will be applied to the capital programme from 2022/23 as
reserves and grants are extinguished.

5. Supplementary information

Attachments

Appendix 1 Capital Expenditure and Financing 10 years 2021/22 to 2030/31

Appendix 2 ICT Schemes

Appendix 3 Fleet Schemes

Appendix 4 Estates Schemes

Appendix 5 Other Schemes

Appendix 6 Analysis of the change in Capital Strategy between February 2020 and December 2020

Appendix 7 Capital Receipts Breakdown 2009/10 to 2020/21



Appendix 1

Capital Expenditure and Financing 10 years 2021/22 to 2030/31

Capital Expenditure Yro Yrl Yr2 Yr3 Yrd Yr5 Yr6 Yr7 Yr8 Yr9 Yr10
2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31
£ £ £ £ £ £ £ £ £ £
ICT Schemes 2,029,816 2,692,539 6,721,276 2,850,369 1,987,939 2,902,508 2,544,082 1,957,695 3,001,228 2,759,106 1,872,157 29,288,899
Fleet Schemes 2,096,670 1,768,374 1,085,280 1,185,600 897,184 709,560 2,430,890 1,386,000 1,917,480 746,460 1,071,440 13,198,268
Estates Schemes 311,794 300,000 7,710,000 5,600,000 310,000 350,000 245,000 170,000 155,000 320,000 105,000 15,265,000
Other Schemes 468,307 450,000 850,000 0 0 0 0 150,000 350,000 43,000 0 1,843,000
Total Capital Expenditure 4,906,587 5,210,913 16,366,556 9,635,969 3,195,123 3,962,068 5,219,972 3,663,695 5,423,708 3,868,566 3,048,597 59,595,167
Capital Financing Yro0 Yril Yr2 Yr3 Yra Yr5 Yr6 Yr7 Yr8 Yr9 Yr 10 Yr 1-10
2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31 Total
£ £ £ £ £ £ £ £ £ £ £
Capital Receipts 0 0 (2,437,945) (532,606) 0 0 (1,161,674) 0 (649,935) 0 0 (4,782,160)
Contributions from Revenue  (2,868,527) (3,813,427) (3,908,862) (3,405,881) (3,461,459)| (3,716,600) (3,744,984) (3,769,840) (3,772,167) (3,711,965) (3,710,733) (37,015,916)
Capital Grants (2,038,060) (1,147,486) (2,869,749) (97,482) 0 0 (292,446) 0 (194,964) (97,482) (97,482) (4,797,090)
Capital Reserves 0 (250,000) (3,750,000) 0 0 0 0 0 0 0 0 (4,000,000)
Borrowing 0 0 (3,400,000) (5,600,000) 0 0 0 0 0 0 0 (9,000,000)

Total Capital Financing (4,906,587) (5,210,913) (16,366,556) (9,635,969) (3,461,459) (3,716,600) (5,199,104) (3,769,840) (4,617,066) (3,809,447) (3,808,215) (59,595,167)

(Excess)/Shortfall ) (0) 0 (266,336) 245,468 20,868 (106,144) 806,642 59,120 (759,617

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



Appendix 2

ICT Schemes
ICT Summary Yr0 Yrl Yr2 Yr3 Yrd Yr5 Yr6 Yr7 Yr8 Yr9 Yr10 Yr1-10
2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31 Total
£ £ £ £ £ £ £ £ £ £ £ £

ICT End User Hardware Replacement (002x) 388,606 1,000,068 961,666 348,084 813,579 643,628 446,621 698,538 661,125 881,714 450,871 6,905,894
ICT Core Hardware Replacement (003/004x) 496,414 2,205,003 1,687,400 1,868,050 964,110y 1,447,719 1,014,347 1,380,748 2,283,899 991,478 1,514,254 15,357,009
ICT Core Infrastructure Replacement (projects) 933,400 280,423 2,615,383 382,378 99,325 1,210,336 1,416,831 106,397 308,750 1,250,695 112,909 7,783,428
ICT Infrastructure Solution Replacement (Projects) 211,396 207,045 456,827 251,857 110,925 113,033 115,239 117,488 277,081 122,120 124,503 1,896,117
Savings Target - 15% Year 5-10 (linked to ICT tech
- d‘\'/;ngces) & ° (I 0 0 0 0 ol (512,207) (448,956) (345,476) (529,628) (486,901) (330,381) (2,653,549)
General Prudent Slippage (linked to workloads and

. (1,000,000) 1,000,000 0 0 0 0 0 0 0 0 0
staffing levels)
Total ICT Summary 2,029,816 2,692,539 6,721,276 2,850,369 1,987,939 2,902,508 2,544,082 1,957,695 3,001,228 2,759,106 1,872,157 29,288,899

Status - The ICT schemes within the capital programme above consolidate a significant number of complex and interrelated projects. The status of schemes is subject to
agreement between the Commissioner and Constabulary. It is recommended that delegated approval is given to the Joint Chief Finance Officer to agree the status of

schemes on the basis of the following principles:

Firm Schemes
o Schemes that are either routine cyclical upgrade of existing systems/hardware/software
o Schemes which have been approved by the Commissioner following submission of a business case/decision report

Delegated Schemes

o Schemes agreed in principle by decision report, where the detail of the financial profile/procurement/implementation plans are still to be developed
. Schemes within the Joint Chief Finance Officer’s virement authorisation limits for which there is a clear business case
. Schemes above the Joint Chief Finance Officer’s virement authorisation limits, but which are nationally mandated and supported by a business case.

Schemes not meeting the principles for firm or delegated schemes will be classed as indicative and will require a business case or decision report to the Commissioner
before approval is given to commence with the scheme. The status of schemes applies to the funding for the four years 2021/22 to 2024/25, covering the period for which

the capital programme is fully funded.



Fleet Schemes

Fleet Summary

Proposed

Covert

Neighbourhood Policing
Specialist Vehicles

Dog Vehicles

Motor Cycles

Pool Cars

Protected personnel Carriers
Roads Policing Vehicles
Crime Command

Crime Scene Investigators
Garage

Chief Officer Pool

Above Strength Vehicles
Partnership Vehicles

Total Fleet Summary

Number of
Vehicles in
Category

14
92
28
10

29

20

39
10

16
15

Yr0
2020/21

£
72,328
854,781
189,960
80,661
15,000
13,260
183,600
618,000
15,300
0
0
0
0
53,780

2,096,670

Yrl
2021/22

£
79,674
660,000
265,000
280,000
0
174,200
0
174,000
30,000
20,500

1,768,374

Yr2
2022/23
£
26,520
482,460
0
0
0
15,300
244,800
40,800

275,400

o O o

1,085,280

Yr3
2023/24
£

78,000
374,400
115,440
0
0
64,480
0
312,000
202,800

1,185,600

Yrd
2024/25

£

91,160
0
118,720
0
0
38,584
0
434,600
114,480

897,184

Yr5

2025/26

£
21,600
64,800
237,600
75,600
152,280
19,440
0
79,920
58,320
0

0
0
0
0

Yr6

2026/27

£
66,660
1,195,150
121,660
269,500
0
125,070
132,000
374,000
114,400
0
0
0
0
32,450

709,560 2,430,890

Yr7
2027/28
£
51,520
1,000,160
112,000
0
0
14,560
0
112,000
33,600
0
0
0
0
62,160

Yr8

2028/29

£
85,500
410,400
417,240
0
0
224,580
205,200
353,400
0
0
153,900
0
0
67,260

1,386,000 1,917,480

Yr9

2029/30

£
99,760
0
128,760
0

0
17,400
0
433,840
0
23,780
0
42,920
0

0

Appendix 3

Yr 10
2030/31

£
23,600
0
101,480
82,600
17,700
73,160
283,200
165,200
283,200

o O

41,300

o

M YT Y Y YT Y Y Y YN Y YN YN

o

Yr1-10

Total
£

623,994
4,187,370
1,617,900
707,700
169,980
766,774
865,200
2,479,760
836,800
319,680
153,900
159,800
0

309,410

746,460 1,071,440 13,198,268

Number of Vehicles Replaced Each Year

70

65

32

45

33

27

LY4

18

Status - Fleet Replacement - It is recommended that all fleet replacement schemes are approved as firm for 2021/22 only. This provides authority to procure on the basis of
the currently approved fleet strategy. The strategy will be reviewed during 2021/22 to inform the status of the capital programme in future years.
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Estates Schemes

Estates Schemes Ref Status Yro Yr1l Yr2 Yr3 Yrad Yr5 Yr6 Yr7 Yr8 Yr9 Yr 10
2020/21 2021/22 2022/23 2023/24  2024/25  2025/26 2026/27 2027/28 2028/29 2029/30 2030/31

£ £ £ 3 £ £

Existing Schemes
Roof Repairs - Various
Whitehaven Police Station Firm 37,625 0 0 0 0 0 0 0 0 0 0 0
Kendal Police Station Firm 56,249 0 0 0 0 0 120,000 0 0 25,000 0 145,000
Roof Repairs - HQ Dog section Firm 70,000 0 0 0 250,000 0 0 0 0 0 0 250,000
Heating, Ventilation & Cooling Plant - Various
Police Headquarters 0 0 0 0 0 300,000 0 0 0 200,000 0 500,000
Barrow HVAC 0 0 0 0 0 0 0 60,000 0 0 0 60,000
Other Existing Schemes
UPS Durranhill 0 0 0 0 60,000 0 0 0 0 0 0 60,000
UPS HQ Firm 100,000 0 0 0 0 0 0 0 30,000 0 0 30,000
UPS Barrow 0 0 0 0 0 0 0 60,000 0 0 0 60,000
Garage Provision 0 0 500,000 0 0 0 0 0 0 0 0 500,000
Durranhill - Replacement CCTV system and cell call 0 0 0 0 0 50,000 0 0 0 0 0 50,000
Kendal CCTV and Cell Call 0 0 0 0 0 0 0 50,000 0 0 0 50,000
West Resilience Flood Management a 0 250,000 7,150,000 5,600,000 0 0 0 0 0 0 0 13,000,000
Roof Repairs & Glazing - Durranhill 0 0 0 0 0 0 75,000 0 0 0 0 75,000
HQ Static invertor 0 0 0 0 0 0 0 0 50,000 0 0 50,000
HQ window conservation 0 0 0 0 0 0 50,000 0 0 0 0 50,000
Durranhill heat and vent plant Firm 27,920 0 0 0 0 0 0 0 0 0 0 0
Gas suppression cylinder replacements Firm 20,000 0 0 0 0 0 0 0 0 25,000 0 25,000
Barrow CCTV camera replacement 0 0 0 0 0 0 0 0 35,000 0 0 r 35,000
Comms Centre Cooling plant life cycle replacement 0 0 0 0 0 0 0 0 0 70,000 0 f 70,000
Kendal M&E plant 0 0 0 0 0 0 0 0 20,000 0 0 r 20,000
Carlisle M&E plant (area 2) 0 0 60,000 0 0 0 0 0 20,000 0 0 r 80,000
Sub Total Existing Estates Schemes 311,794 250,000 7,710,000 5,600,000 310,000 350,000 245,000 170,000 155,000 320,000 0 15,110,000
New Estates Schemes 2021/22
Kendal - yr 10 electrical and plant infrastructure 0 0 0 0 0 0 0 0 0 0 50,000 50,000
Durranhill curtain walling life cycles 0 0 0 0 0 0 0 0 0 0 30,000 30,000
Learning and Development Centre life cycles 0 0 0 0 0 0 0 0 0 0 25,000 25,000
Barrow - custody services to support digital roll out b 0 50,000 0 0 0 0 0 0 0 0 0 f 50,000
Sub Total New Estates Schemes 0 50,000 0 0 0 0 0 0 (] 0 105,000 155,000

Total Estates Schemes 311,794 7,710,000

Estates Scheme Status Recommendations*
1. Itisrecommended that schemes (a) and (b) be agreed in principle as indicative schemes and subject to a business case being approved by the Commissioner.
*scheme status applies to the financial profile between 2021/22 and 2024/25 only unless otherwise stated.
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Other Schemes

Other Schemes Yro0 Yri Yr2 Yr3 Yra Yr5 Yr6 Yr7 Yr8 Yr9 Yr 10
2021/22 onwards 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31
£ £ £ £ £ £ £ £ £ £

cctv 23,890 150,000 350,000 0 0 0 0 150,000 350,000 0 0 1,000,000
New CED migration (currently Taser X26) 302,055 0 0 0 0 0 0 0 0 0 0 0
Glock Pistol Replacement 45,167 0 0 0 0 0 0 0 0 0 0 0
Portable Ballistic Protective Equipment 0 0 0 0 0 0 0 0 0 43,000 0 43,000
Laser Scanning 58,191 0 0 0 0 0 0 0 0 0 0 0
Business Transformation 0 0 0 0 0 0 0 0 0 0 0 0
Operation Uplift 14,379 300,000 500,000 0 0 0 0 0 0 0 0 800,000
Operation Lecturn 24,625 0 0 0 0 0 0 0 0 0 0 0

Total Other Schemes 468,307 450,000 850,000 0 150,000 350,000

Other Scheme Status Recommendations*
1. Itis recommended that the wholescale replacement of the CCTV system in 2021/22 and 2022/23 be subject to a business case.
2. Itis recommended that the capital aspects of the operation uplift programme in 2021/22 and 2022/23 be subject to a business case.

*scheme status applies to the financial profile between 2021/22 and 2024/25 only unless otherwise stated.



Appendix 6
Analysis of the change in Capital Programme between February 2020 and the

February2021 proposal.

Yro Yr1l Yr2 Yr3 Yr4

2020/21 2021/22 2022/23 2023/24 2024/25

£ 3 £ £ £
Capital Strategy - Approved (February 2020) 7,552,976 8,035,056 10,884,805 8,358,113 3,477,887 30,755,861
Capital Strategy - Proposed (December 2020) 4,906,587 5,210,913 16,366,556 9,635,969 3,195,123 34,408,560
Difference (decrease)/Increase (2,646,389) (2,824,143) 5,481,751 1,277,855  (282,764) 3,652,699

Difference by Type

- ICT Schemes (2,238,548) (1,771,496) 3,191,161 1,063,391  (144,408) 2,338,648
- Fleet Schemes (750,150) 992,353 (384,410) 214,464 (138,356) 684,051
- Estates Schemes 29,169 (1,775,000) 1,825,000 0 0 50,000
- Other Schemes 313,140 (270,000) 850,000 0 0 580,000
Difference (decrease)/Increase (2,646,389) (2,824,143) 5,481,751 1,277,855 (282,764) 3,652,699

Explanation of the Difference by Type

- ICT Schemes

Realignments Current Year (2,547,894) 1,380,198 1,393,441 2,773,638
Realignments Future Years 448,488  (600,592) (152,105)
New Scheme 104,265 0 0 0 0 0
Transfer From Revenue 12,269 0 0 0 0 0
Transfer to Revenue 192,812 0 0 0 (512,025) (512,025)
Changes to Infrastructure (smoothing) 0 (1,629,494) 700,000 502,284 800,000 185,159
Changes to Tablet repacements (smoothing) 0 (522,200) 97,720 112,620 168,209 (260,850)
New Year 0
Prudent Slippage (1,000,000) 1,000,000

- Fleet Schemes

Price Correction 0 0 1,500 0 0 1,500
Slippage from 19/20 130,354 0 0 0 0 0
Previously approved SVG/COG report changes (63,300) (185,000) (100,000) 300,000 50,000 65,000
Motorcycle replacement B/Fwd 15,000 0 0 (15,000) 0 (15,000)
Effect of previous Write Offs 111,461 0 0 0 (70,000) (70,000)
Mileage Issues B/Fwd 0 281,200 (224,000) (44,200) 0 13,000
Slippage to 2021/22 (926,000) 926,000 0 0 (75,000) 867,000
Inflation (17,665) (29,847) (61,910) (26,336) (43,356) (161,449)

- Estates Schemes

Kendal Police Station 1,249 0 0 0 0 0
Garage Provision 0 (500,000) 500,000 0 0 0
West Resilience Flood Management 0 (1,325,000) 1,325,000 0 0 0
New Schemes Added in 0 50,000 0 0 0 50,000
Slippage from 19/20 27,920 0 0 0 0 0
- Other Schemes
CCTV 23,890 (350,000) 350,000 0 0 0
New CED migration (currently Taser X26) 192,055 (220,000) 0 0 0 (220,000)
Laser Scanning 58,191 0 0 0 0 0
Operation Uplift 14,379 300,000 500,000 0 0 814,379
Operation Lecturn 24,625 0 0 0 0 24,625
Difference (decrease)/Increase (2,646,389) (2,824,143) 5,481,751 1,277,855  (282,764) 3,652,699

Difference left to explain 0 0 0 0 0 0



Appendix 7

Property Disposals — Details of Sale Proceeds

Net Capital
Year Premises Sold Receipts £
2020/21 At the time of writing this report there had been no 0
funds received for any premises sold.

2019/20 There were no property sales 0
2018/19 Police House -39 Liddle Close Carlisle 156,454
2018/19 Ulverston Police Station 490,963
2017/18 Cleator Moor Police Station 103,061
2017/18 Barrow Police Statation 439,639
2016/17 Police House - 21 Thornleigh Road 260,630
2016/17 Maryport Police Station 78,505
2015/16 Police House 11-12 The Green, Penrith 57,994
2015/16 Wigton Police Station 182,955
2015/16 Ambleside Police Station 315,369
2013/14 Dalton in Furness Police Station 118,244
2013/14 Keswick Police Station 327,000
2012/13 Kirkby Stephen Police Station & House 149,143
2012/13 Police House - 3 Centurians Walk, Carlisle 172,673
2012/13 Police House - 4 Allan Court, Workington 171,400
2012/13 Alston Police Station 164,877
2012/13 Ambleside Police Station 139,247
2012/13 Cockermouth Police Station 238,387
2012/13 Millom Police Station 43,956
2012/13 Milnthorpe Police Station 139,240
2012/13 Sedbergh Police Station 88,672
2011/12 Police House - Durdar 147,930
2011/12 Police House - 12 Derwent Drive Kendal 181,557
2011/12 Police House - 10 Clifton Court, Workington 123,680
2010/11 Police House - 52 Whitestiles, Seaton 113,576
2010/11 Police House - 6 Helsington Road, Kendal 213,332
2009/10 Police House - 3 Derwent Drive, Kendal 150,143
Please note there were no property disposals in 2014/15 0

Total 4,768,625



Public Accountability Conference
19 February 2021
Agenda Item No 08c

CUMBRIA Joint Audit Committee

17 March 2021
Peter McCall Agenda Item No 12c¢

Office of the Police and Crime
Commissioner Report

Title: Borrowing, Treasury Management, Investment and MRP
Strategies 2021/22 (including Prudential Indicators)

Report of the Joint Chief Finance Officer

Originating Officers:  Michelle Bellis, Deputy Chief Finance Officer;
Lorraine Holme, Financial Services Manager

Purpose of the Report

The Chartered Institute of Public Finance and Accountancy’s Code of Practice for Treasury
Management in Public Services (the CIPFATM Code) and the Prudential Code require Local Authorities
(including PCCs) to determine the Treasury Management Strategy Statement (TMSS) on an annual

basis.

These codes were originally issued in 2002, revised in 2009, 2011 and again in 2017. The TMSS
presented here complies with the 2017 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 Investment (MHCLG) Investment Guidance 2018.

This report proposes a strategy for the financial year 2021/22.



Treasury Management in Local Government continues to be a highly important activity. The Police

and Crime Commissioner (“The Commissioner”) adopts the CIPFA definition of Treasury Management

which is as follows:

‘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.

2
3
4.
5
6

Approve the Borrowing Strategy for 2021/22 as set out on pages 8-9

Approve the Investment Strategy for 2021/22 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 2021/22 as set out on page 22
Note that the detailed Treasury Management Practices (TMPs) have been reviewed and
updated as required by the Code of Practice and will be published alongside the TMSS on the
Commissioner’s website.

Delegate to the Joint 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. It should however 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 & Regulatory Risk.

e 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).
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Key Messages

The Commissioners 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 counter-party
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
counter-parties, 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 revenue budget. Forecasts of cash
balances, interest receipts and financing costs are regularly re-modelled. The revenue budget for 2021/22 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 and
recently updated in 2017. 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 Investment 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 current treasury advisor’s 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.
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Key Messages

Scrutiny of the Commissioners
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 out-going 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.
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Key Messages

Investment returns and
borrowing rates are likely to
remain low by historical
standards during 2020/21 but
to be on a gently rising trend
over the next few vyears.
However many factors can

impact that forecast.

The Commissioner continues to
utilise reserves in place of new
borrowing to fund the capital

programme.

Treasury Management Cash Flow Forecast (Continued)

The estimated treasury position at 31st March 2021 and for the following financial years are summarised below:

Estimate Estimate Estimate Estimate
Estimated Treasury Position 2021/22 2022/23 2023/24 2024/25
£fm £m £fm £fm
External Borrowing 0.00 0.00 0.00 0.00
Interest Payments 0.00 0.00 0.00 0.00
Investments (average) 14.919 9.765 2.494 0.379
Interest Receipts 0.015 0.010 0.010 0.010

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 Commissioner’s underlying need to borrow, as measured by the Capital Financing Requirement (CFR), is estimated to be £21.60m at the
start of the 2021/22 financial year. This includes £4.40m which is the capital value of the PFI 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, specifically to
provide a fit for purpose territorial policing HQ in the west of the county. This investment is still indicative and would be subject to a full

business case decision process.

Under current market conditions, where short term interest receipts are forecast to remain low in the immediate future, and there are
continuing general uncertainties over the credit worthiness 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.

The estimate for interest receipts in 2021/22 is £10k (latest forecast for 2020/21 is £15k). The low level of receipts reflects the historically

low level of investment returns currently available where the Bank of England base rate stands at 0.10%.
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Key Messages

Economic uncertainty
continues as a result of the
covid-19 pandemic, keeping
interest rates and growth

predictions low.

Interest Rates are forecast to
remain at 0.10% for the

medium term

Treasury Management Interest Rate Forecast

The coronavirus outbreak has done huge economic damage to the UK and economies around the world. After the Bank of England took
emergency action in March to cut Bank Rate to first 0.25%, and then to 0.10%, it subsequently left the Bank Rate unchanged at its subsequent
meetings, including its last meeting on 4th February 2021, although some forecasters had suggested that a cut into negative territory could

happen. However, at that last meeting, we were informed that financial institutions were not prepared for implementing negative rates.

The Monetary Policy Committee (MPC), therefore, requested that the Prudential Regulation Authority require financial institutions to
prepare for such implementation if, at any time in the future, the MPC may wish to use that as a new monetary policy tool. The MPC made
it clear that this did not in any way imply that they were about to use this tool in the near future. As shown in the forecast table above, no

increase in Bank Rate is expected in the near-term, as it is unlikely that inflation will rise sustainably above 2% during this period so as to

warrant increasing Bank Rate.

Base Rate Estimates 2020/21 2021/22 2022/23 2023/24 2024/25
Quarter 1 0.10% 0.10% 0.10% 0.10% 0.10%
Quarter 2 0.10% 0.10% 0.10% 0.10% 0.10%
Quarter 3 0.10% 0.10% 0.10% 0.10% 0.10%
Quarter 4 0.10% 0.10% 0.10% 0.10% 0.10%

As for money market funds (MMFs), yields have fallen near to zero. Some fund managers have resorted to trimming fee levels to ensure
that net yields for investors remain in positive territory where possible and practical. Investor cash flow uncertainty, and the need to

maintain liquidity in these unprecedented times, has meant there is a surfeit of money swilling around at the very short end of the market.

Inter-local authority lending and borrowing rates have also declined due to the surge in the levels of cash seeking a short-term home at a
time when many local authorities are probably having difficulties over accurately forecasting when disbursements of funds received will
occur or when further large receipts will be received from the Government — this in turn may benefit the Commissioner if the need to

borrow short term occurs in the near future.
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Key Messages

The PCC has an increasing
Capital Financing Requirement
due to the capital programme,
but has modest investments,
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, but in order 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 2021/22 and beyond.

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25
Capital Financing Actual Forecast Estimate Estimate Estimate Estimate
fm £m £m fm £m fm

Balance B/fwd 19.35 22.21 21.60 20.97 23.72 28.64
Plus Capital Expenditure financed

) 3.35 0.00 0.00 3.40 5.60 0.00
from borrowing
Less MRP for Debt Redemption -0.49 -0.61 -0.63 -0.65 -0.68 -0.89
Balance C/Fwd 22.21 21.60 20.97 23.72 28.64 27.75

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).
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Key Messages

Diversification of investments
continues to provide a level of
liquid cash that is suitable for
the Commissioners 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
liguid 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 2021/22. Given that the CFR is forecast to be £21.60m this
effectively means that the Commissioner will be funding over £17.20m of capital spend from internal resources (CFR £21.60m less £4.40m

in relation to the PFI).

Currently, there is a significant differential between investment rates at 0.10% and the rate at which long term finance can be procured,
which despite standing at historically low levels, will still cost over 3.00+% pa. Consequently, at this juncture, undertaking long term
borrowing is likely to have a prohibitively high short-term cost to the revenue account. However, such funding decisions may commit the
Commissioner to costs for many years into the future and it is therefore 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 advisor, will continue to monitor market conditions and interest
rate prospects on an on-going 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.
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Key Messages

The Investment Strategy for
2021/22 remains broadly the
same as in previous years as
there has been little change in

the markets or counterparties.

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

importance at all times”.

The appropriate balance
between risk and return is
sought but with returns so low
there is little to be gained from
exposing the Commissioner to

extra risk.

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 to support local public services by lending to or buying shares in other organisations (service investments), and

e to earninvestment 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 meets the
requirement in the statutory investment guidance issued by the Ministry of Housing, Communities and Local Government 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.

In the past the treasury management investment strategy has operated 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.
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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 2020/21, the Commissioner’s investment balance has ranged between £10.73m and £27.39m. The larger sum was
due to the receipt in July 2020 of £20.0m pension top up grant from the Home Office, which is drawn down steadily over the remainder of
the year. Balances in 2021/22 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 £30m.

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 2021/22 remains the same. The decision to enter into a new class of investment is delegated to the Joint
Chief Finance Officer. The strategy allows for investments in pooled funds such as money market funds or property funds. Following Brexit
information and advice will be sought regarding the use of property funds to further diversify the Commissioners’ portfolio, provide a longer-
term investment and increase yield whilst maintaining security. However, given the current economic uncertainty arising from Covid 19 it is
unlikely that they will be pursued. A full explanation of each class of asset is provided in Appendix A together with a schedule of the limits

that will be applied.
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Key Messages

The Joint Chief Finance Officer
(subject with 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)

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 Joint 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 PCC’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 2021/22. 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
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's defines as a long-term investment.
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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)

The Financial Services team uses 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 2021/22 amounts to £10k (£15k 2020/21) 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.
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Key Messages

The ‘Treasury Management
Practices’ statement is updated
for 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:

o Risk Management

. Performance Management

o Decision Making and Analysis

o Approved Instruments

o Organisation, Segregation of duties and dealing arrangements
o Reporting and Management Information requirements
. Budgeting, Accounting and Audit

. Cash and cash flow management

. Money laundering

. Training & Qualifications

. Use of external service providers

o 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 Joint 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 minor amendments
have been made to bring the TMPs into line with The Code.
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Key Messages

The PCC 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 100.00 0
12 months and within 24 months 100.00 0
24 months and within 5 years 100.00 0
5 years and within 10years 100.00 0
10 years and above 100.00 0

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.
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Compliance with the indicators
will be presented to the
PCC  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.

2020/21

Price Risk Indicator 2021/22 2022/23 2023/24 2024/25

Limit on principal invested beyond one year £2m £2m £2m £2m £2m

3. Exposure to interest rate changes - The 2017 code encourages Authorities to define their own ‘Liability Benchmark’ which will provide a
basis for developing a strategy for managing interest rate risk. On the basis that Link Asset Services Ltd are not forecasting significant interest
rate movements in the short term and that the Commissioner has no plans to make any long term external borrowing decisions over the
next financial year, because of the ‘cost of carry’, development of a liability benchmark at this point would not provide added value. However,
the Commissioner will actively develop indicators to manage interest rate risk in due course once there is more clarity over borrowing

intentions.

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 Joint 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.
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Key Messages Other Prudential Indicators 2021/22

As per the 2017 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.

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25

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

Capital Expenditure 6.33 491 5.21 16.37 9.64 3.20

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25

Capital Financing Actual Forecast Estimate Estimate Estimate Estimate
£m £m £m £m £m £m
Capital Receipts 0.00 0.00 0.00 2.44 0.53 0.00
Government Grants 0.82 2.04 1.15 2.87 0.10 0.00
Revenue Contributions 2.16 2.87 4.06 7.66 3.41 3.47
Total Financing 2.98 4,91 5.21 12.97 4.04 3.47
Borrowing 3.35 0.00 0.00 3.40 5.60 0.00
Total Funding 3.35 0.00 0.00 3.40 5.60 0.00
Total Financing and Funding 6.33 491 5.21 16.37 9.64 3.47
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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 2021/22 (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.

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25
Capital Financing Actual Forecast Estimate Estimate Estimate Estimate
£m £m fm £m £m fm

Balance B/fwd 19.35 22.21 21.60 20.97 23.72 28.64
Plus Capital Expenditure financed

. 3.35 0.00 0.00 3.40 5.60 0.00
from borrowing
Less MRP for Debt Redemption -0.49 -0.61 -0.63 -0.65 -0.68 -0.89
Balance C/Fwd 22.21 21.60 20.97 23.72 28.64 27.75

Authorised Limit

The 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.

. _ 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25
Authorised Limit for External Debt
fm fm fm fm fm fm
External Borrowing 24.13 23.70 23.28 26.26 31.44 30.85
Other Long Term Liabilities 4.59 4.40 4.20 3.97 3.70 3.40
Total Authorised Limit 28.71 28.10 27.47 30.22 35.14 34.25
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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 2021/22 (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 Joint 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.

. 2019/20 2020/21 2021/22 2021/22 2022/23 2024/25
Operational Boundary for External De
fm £m £m £m £m £m
External Borrowing 22.63 22.20 21.78 24.76 29.94 29.35
Other Long Term Liabilities 4.59 4.40 4.20 3.97 3.70 3.40
Total Operational Boundary 27.21 26.60 25.97 28.72 33.64 32.75

Actual External Debt

The Commissioner’s actual external debt as at 31 March 2021 will be £4.40m, comprising only of other long-term liabilities of £4.40m 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.
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Key Messages Other Prudential Indicators 2021/22 (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.

. . . 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25
Gross Debt and Capital financing . ) i .
. Actual Forecast Estimate Estimate Estimate Estimate
requirement
fm fm fm fm fm fm
Closing CFR 31 March 22.21 21.60 20.97 23.72 28.64 27.48
Gross Debt 31 March 4.58 4.40 4.20 3.96 3.70 3.40

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:

Graph to demonstrate complience - Gross debt does not exceed CFR in subsequent financial
years
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Financial Year
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Key Messages

Other Prudential Indicators 2021/22 (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 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.

. . . 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25
Ratio of Financing Costs to Net Revenue . . . i
Stream Actual Forecast Estimate Estimate Estimate Estimate

£m fm £m £m fm £m
Investment income 0.14 0.02 0.01 0.01 0.01 0.01
MRP 0.49 0.61 0.63 0.65 0.68 0.89
Financing Costs 0.35 0.59 0.62 0.64 0.67 0.88
Net Revenue Stream 111.14 118.76 120.04 124.44 126.84 126.84
Ratio 0.32% 0.50% 0.52% 0.52% 0.53% 0.70%
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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.

In relation to the commissioner
this would be over 50 years as
borrowing is only used to
finance Land and Building

schemes.

Calculation will be based on
Option 1 for pre 2008/9 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 2021/22

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’s Guidance 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:

¢ 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.

¢ 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 2021/22 is unchanged from that of 2020/21 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. Itis 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 2021/22.
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Key Messages

Appendix A

Counterparty Selection Criteria and Approved Counterparties

The lending criteria set out below are 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 2021/22 compared to those in operation for

2020/21.

Counterparty Selection Criteria

The agreed changes to the selection criteria for investment counterparties for 2015/16 included changes to the investment categories, a
reduction in the maximum amount and duration lengths for investments. This was to encourage diversification and to increase the security
of those funds invested. These principles apply to the 2021/22 strategy. The investment limits and duration are linked to the credit rating

and type of counterparty at the time the investment is made.

The credit worthiness of counterparties is 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. 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.

The approved investment counterparties for the 2021/22 investment strategy are summarised as follows:

Category Description Comments

Category 1 Banks Unsecured Includes building societies

Category 2 Banks Secured Includes building societies

Category 3 Government Includes other Local Authorities

Category 4 Registered Providers |Includes providers of social housing e.g. Housing Associations
Category 5 Pooled Funds Includes Money Market Funds and property funds
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Key Messages

Whilst these limits also apply to
the Commissioners 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

Changes to accounting rules
mean that certain financial
instruments need to be valued
at year end and paper
gains/losses at the balance
sheet date charged to the
Statement of Comprehensive
Income and expenditure

Account. Such instruments are
not currently key to our

strategy.

A more detailed explanation of each of these counter party groupings in provided in Schedule B (page 26).

Counterparty Groupings / Limits

The criteria for approving investment counterparties have been devised, grouped, graded and investment limits attached as detailed in
Schedule A (page 25). The 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 2021/22 are the same as the limits for 2020/21. 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.
Description of Credit Ratings

As outlined above the credit worthiness of counterparties is monitored on an ongoing basis in conjunction with the Commissioner’s treasury

management advisors Link Asset Services Ltd.
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Key Messages Schedule A — Counterparty Groupings and Associated Limits
Investment Limits
The UK Government is Credit Rating Maximum 1 2 3 4 5
. Banks Banks Government Registered Pooled
considered the safest place to .
Unsecured Secured Providers Funds
invest as it has never defaulted Category Limit 2020/21  |Amount £20m £20m Unlimited £10m £20m
o ) Duration
and therefore minimum credit
ratings do not apply. Individual Institution/Group Limits
UK Government Amount N/A N/A £ unlimited N/A N/A
Duration 50 Years
The Commissioner has AAA Amount £2m f4m f4m £2m
Duration 5years 20 years 50 years 20 years
determined that it will only use AA+ Amount £2m £4m £4m £2m
. Duration 5years 10 years 25 years 10 years
approved counterparties from
PP P AA Amount £2m f4m f4m £2m
. . . £4m per fund
the UK and from countries with Duration 4 years 5 years 15 years 10 years (Pooled funds are
. . di AA- Amount £2m f4m fAm £2m generally not rated
a minimum: sovereign  credit Duration 3 years 4 years 10 years 10 years but the
rating of AA. A+ gmo;{nt 2£2m 3£4m 5£2m 5£2m diversification of
uration years years years years funds equate to AAA
A Amount £2m £4m £2m £2m . .
. credit rating)
All investments are Sterling. Duration 13 months 2 years 5 Years 5years
A- Amount £2m f4m f2m £2m
Therefore, the Commissioner is Duration 6 months 13 months 5 years 5 years
not exposed to any foreign None Amount N/A N/A £2m £2m
Duration 25 years 5 years

exchange / currency risk.

Note, individual, group and category limits for 2021/22 are based on the potential maximum available for investment during the year of up
to £40m. It should also be noted that as outlined on page 23 above, counterparty credit rating is not the only factor taken into consideration

at the time of placing investments.

The maximum of all investments with outstanding maturities greater than one year will be £2m.
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Key Messages Schedule B — Explanation of Counterparty Groupings

Class of Investment

Category 1 - Banks Unsecured: Accounts, deposits, certificates of deposit and senior unsecured bonds with banks and building societies, other than
multilateral development banks. These investments are subject to the risk of credit loss via a bail-in should the regulator determine that the bank

is failing or likely to fail. See below for arrangements relating to operational bank accounts.

The Commissioners priority for Category 2 - Banks Secured: Covered bonds, reverse repurchase agreements and other collateralised arrangements with banks and building

. . societies. These investments are secured on the bank’s assets, which limits the potential losses in the unlikely event of insolvency, and means that
investments will always be

) they are exempt from bail-in. Where there is no investment specific credit rating, but the collateral upon which the investment is secured has a
ranked in the order of
credit rating, the higher of the collateral credit rating and the counterparty credit rating will be used to determine cash and time limits. The

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

Category 3 - Government: Loans, bonds and bills issued or guaranteed by national governments, regional and local authorities and multilateral
development banks. These investments are not subject to bail-in, and there is generally a lower risk of insolvency, although they are not zero risk.

Investments with the UK Central Government may be made in unlimited amounts for up to 50 years.

Category 4 - Registered Providers: Loans and bonds issued by, guaranteed by or secured on the assets of registered providers of social housing
and registered social landlords, formerly known as housing associations. These bodies are tightly regulated by the Regulator of Social Housing (in
England), the Scottish Housing Regulator, the Welsh Government and the Department for Communities (in Northern Ireland). As providers of public

L|q u|d |ty services, they retain the likelihood of receiving government support if needed.

Category 5 - Pooled Funds: Shares or units in diversified investment vehicles consisting of the any of the above investment types, plus equity shares

and property. These funds have the advantage of providing wide diversification of investment risks, coupled with the services of a professional
fund manager in return for a fee. Short-term Money Market Funds that offer same-day liquidity and very low or no volatility will be used as an
alternative to instant access bank accounts, while pooled funds whose value changes with market prices and/or have a notice period will be used

for longer investment periods.

Bond, equity and property funds offer enhanced returns over the longer term but are more volatile in the short term. These allow the Authority
to diversify into asset classes other than cash without the need to own and manage the underlying investments. Because these funds have no
defined maturity date, but are available for withdrawal after a notice period, their performance and continued suitability in meeting the Authority’s

investment objectives will be monitored regularly.
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