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MINUTES OF JOINT INDEPENDENT AUDIT COMMITTEE MEETING
HELD ON FRIDAY 16 DECEMBER 2022 COMMENCING AT 1030 HRS AND CONCLUDING AT
1258 HRS

Committee Members Present via MS Teams:
M Day, S Page, M Strange, G A Woods

Present and via MS Teams:

J Hogg (Deputy Chief Constable, TVP)

K Barrow-Grint (Chief Supt. Local Policing, TVP)

G Ormston (Chief of Staff, OPCC)

M Thornley (Chief Finance Officer, OPCC)

L Waters (Head of Finance, TVP)

C Widdison (Corporate Governance Officer, TVP)

J Kidman (Chief Supt. Head of Governance & Service Improvement, TVP)
A Grimley (Head of Change Delivery, TVP)

S South (Senior Management Team, ICT Department, TVP)
A Kent (Det. Supt. PSD) (TVP)

P Semczyszyn (Det. Insp. PSD) (TVP)

C Kirby (Director of People, TVP)

A Brittain (Associate Partner, EY)

A Kennett (Manager, EY)

N Shovell (Chief Internal Auditor, TVP & OPCCQC)

A Shearn (Principal Auditor, TVP & OPCC)

Observers: None

Apologies:

J Campbell (Chief Constable) (TVP)

M Barber (Police & Crime Commissioner, OPCCQC)
M Lattanzio (Head of ICT, TVP)

C Roberts (Executive Assistant to the PCC, OPCC)

Meeting Management

1. Apologies

The Chair, Gordon Woods (GW) welcomed all to the meeting and introductions were given. Apologies had
been received for today’s meeting. (GW) noted that today’s meeting would be transcribed and minuted by
Charlotte Roberts (CR) once recovered.
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2. Minutes of the JIAC Meeting held on 7 October 2022
(GW) went through the actions in the previous minutes of the meeting held on 7 October 2022.

Stephen Page (SP) noted references to vetting both in the minutes and elsewhere in today’s agenda; and
asked how progress was going. DCC Jason Hogg (JH) noted that vetting was struggling with demand as a
whole but this was due to the police uplift and it was taking more time to vet people due to social media and
were having some real challenges. Additional staff were being put in place but (JH) was not confident this
was being managed. Detective Supt. Ailsa Kent (AK) was looking into this and additional work was being
carried out in the background but this was a national problem. (AK) was looking at the HMICFRS recom-
mendations and most of these TVP were fully compliant with. There will be a structural review of how the
work will be planned and were seeing more challenges about the decisions being made with adverse sexual
misconduct findings through to judicial review although, TVP were taking a stance.

(SP) noted TVP’s letter in response to the HMICFRS report. (JH) confirmed TVP had a good relationship
with HMICFRS but fundamentally disagreed with one of the recommendations on a specific area, in part
because HMICFRS had referenced out-of-date data. A lot of the areas in the report were already addressed
18 months ago.

(GW) noted there were some risks taken within the Force. However, (JH) continued to look at this as well as
the vetting guidelines and prioritising the moves. However, there were no risks to the public.

(GW) confirmed the Minutes were a true and accurate reflection of what had been discussed at the meeting.

3. Outstanding Actions from JIAC meeting held on 7 October 2022

(GW) went through the outstanding actions and confirmed that all the outstanding actions were complete.
(GW) confirmed the Committee were very pleased to see all actions had been completed.

(SP) confirmed that some observations on cyber governance had been sent to Mike Lattanzio (ML) as
agreed. He emphasised that JIAC does not play a role in the mechanisms of cyber protection as such but
rather is focused on governance, e.g. the reporting cycles and metrics by which TVP gains assurance over
this critical risk. The Committee requested additional work on this area and asked for an update at the next
meeting in March. Gillian Ormston (GO) confirmed that (ML) had not been able to attend today due to a joint
meeting in Hampshire; and has asked if the dates for JIAC in 2023-24 could be reviewed to enable (ML) to
attend more frequently. (CR) would be liaising with the Committee and TVP to suggest alternative dates.

Action: The Committee wished to be updated on cyber governance at the next meeting in March 2024. (JH)
confirmed he would speak to (ML) to provide an update for the March meeting.

Action: (CR) to liaise with the Committee for advice on the JIAC dates and liaise with Cressida Chapman
thereafter once a response received from the Committee.

Annual Focus Areas

4. Action Plan Legal Framework for Police Collaborations

The Committee had read the paper and asked for the key points and hot issues. Claire Widdison (CW)
explained that governance was set out in statute and could be seen in the presentation. (GO) had been to a
number of meetings that governed the collaborations especially the South East Regional meetings.

(CW) explained how risks were escalated from the collaborations. A lot of work in the region was continuing
around national collaborations and governance areas and there were separate meetings around these. The
regional risks with the SE region was around their risks and processes that were in place. There were gaps
in this but plans were in place to progress this work. There was a meeting taking place next week with the
new Chief Constables and PCCs for TVP and Hampshire and their Chiefs of Staff to ensure governance was

2
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discussed and in place. Mike Day (MD) noted to keep the focus on collaboration, attendance had gone wrong
and the PCC has made this point in the past.

(GW) noted the insurance consortium paper and it did not indicate who chaired this meeting. The 10 force
insurance consortium were the insurance policies for the consortium. There was one insurance chair who
looked after the region as well as the analyst. There was not the level of activity as such and the lead moves
with the chair each time. (GO) noted that it would be interesting to know the risks and the impact there was
across all consortiums. Linda Waters (LW) pointed out that TVP were going out to tender in October 2023
and the insurance companies would provide a premium which was a collaborative function but work was still
ongoing. There were few insurers who want to insure Police Forces. (SP) asked whether TVP’s insurance
risk profile matches sufficiently well with the others in the consortium or TVP would benefit from its own
underwriting. (JH) responded that overall the consortium is the right approach although TVP had been doing
some very promising work with telematics which is having a big positive impact on vehicle accident rates.

At the moment, TVP did not have cyber insurance in place but talks were being carried out going forwards.
Action: The Committee asked for an update on cyber risk insurance when the review is complete.

Melissa Strange (MS) mentioned the audit collaborations and asked EY if they wished to draw the Committee
to anything specific. Andrew Bennett (AB) looked at collaboration with Surrey and Sussex under the value
for money work which would fall under this.

(SP) asked how demand management was undertaken and was the governance mechanism dealt with strong
enough. (JH) explained that with firearms, there was nationally agreed profiling as to how long it took to get
to an incident and the demand was starting to go down; other areas were less strong on demand manage-
ment. There was a Force Management Statement that looked at every department on levels of demand that
bring in data over 3 years and were getting additional software to ascertain a better understanding of this.
Current workload and backlog was being looked at as to the demands on teams. In the last couple of weeks
on national collaboration, the JOU drone teams had asked TVP to look at the comparison on the value for
money and deployment.

Action: The Committee felt that it would be helpful to have an update after the Hampshire/TVP Joint Collab-
oration review meeting as to the ways of working from (GO) noting any changes.

5. JIAC Annual Assurance Report

(GW) thanked Neil Shovell (NS) who had provided a first draft of the report. (GW) also noted Amna Rehmans’
service had finished with the Committee and her input would be missed. (GW) took the meeting through the
key highlights of the year and one thing that was different this year was the experience of the annual accounts
process, where the Committee had been disappointed that TVP’s strong record of completing accounts on
time had not been sustained. The Committee would reflect on this later during the meeting. (GW) thanked
(CR) for the papers that were sent out on time and the outstanding actions that were completed. The Com-
mittee recognised the inflation and cost of living were all major factors for TVP and continued to be interested
in cyber issues.

The overall conclusion was risk management in TVP was valued with the open conversations from both TVP
and PCC but clearly there were areas to still monitor. (SP) indicated the Committee had noted a drop in JIAC
attendance from senior management and hoped this would be reversed in 2023.

6. TVP Anti-Fraud, Bribery & Corruption Policy

(GW) welcomed Detective Supt. Ailsa Kent (AK) to the meeting. Peter Semczyszyn (PS) provided an update
to the Committee noting the risks and opportunities for the department for this year on the counter corruption
unit. There was a team that conducted the investigations and enquiries of different allegations in the organ-
isation. All were processed and researched as to the level of risk imposed. PSD had managed to secure a

3
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new role to start in April 2023 around a detective role for developing data around financial expenses, overtime
claims and to explore additional avenues. This was a good indicator of ‘other issues’. (PS) had managed to
secure an analyst role to look at phone analytics and to develop a conductor indicator risk process and to
develop a set of assessments at the point of re-vetting which would be duck tailed with a risk assessment
and applied to point of entry in the vetting process. This would give high, medium and low risks even before
the vetting process started for a new member of staff.

(AK) noted some of the matters to also note through counter corruption in terms of uplift in recruiting more
people and disclosable associations and computer misuse and to ensure TVP could provide a response
proactively through thorough investigation from intelligence. The slight risk was financial misconduct increase
and put the right resource to this.

(MS) asked for an update regarding the level of analysis as this was fairly light in the policy. The reviews
were undertaken quarterly but had not been able to look into the depth of the analysis. (AK) pointed out a
threat assessment carried out provided a greater understanding. The Committee required assurance and
this could not be read in the process/policy whether this would mean the need to change the emphasis or an
explanation that gave more detail so the Committee could provide assurance. The Committee was interested
in what was being measured and how the right thing was being carried out in terms of governance. (AK)
thanked the Committee for their feedback around potential frauds. There was a resource in place who could
respond to activity and provide this assurance in due course although was a challenge.

(SP) referred to substance misuse but did not have the latest year figures. Was this due to less substance
misuse? (PS) confirmed that after 2021 HMICFRS inspection the intelligence recording process was
changed to fall in line with the national guidance.

(MS) noted the data was old and asked what the numbers looked like for this year. (PS) noted there would
probably be an increase in sexual misconduct but would see a drop off in the proactive intelligence but an-
ticipated with the analyst starting, figures would show an increase.

Action: for next years report it would be more helpful to have more narrative and analysis of where PSD saw
the threats, how the resources were deployed for these threats and what the outcomes of that activity were.

Governance Matters

7 Draft Treasury Management Strategy Statement 2022/23

Martin Thornley (MT) provided a summary of the draft template which was a fairly recent document. There
were two key factors to report on in the statement which were the new indicators and the budget which meant
the forecast figures only came out this week but happy to take comments from the Committee at this stage.
(MT) asked the Committee for their thoughts on the paper. (MT) noted the investment in companies where
the OPCC essentially used bank deposits for less than a year but there was the ESG issue which could also
be relevant for investing overseas or countries with human rights issues.

Action: Two areas the Committee wished to be updated on were the ESG, and whether the summer turmoil
and disruption to LDI were relevant to TVP’s Treasury Management Strategy. (MT) would be agreeing this
document in January 2023 although the Committee were happy for (MT) to come back to update to the
Committee on the paper at the next JIAC meeting in March to consider. The Committee would discuss this
outside of today’s meeting.

8. EY Final Audit Results Report and Auditor’s Annual Report

(AB) noted from the progress report that an update was reported to the Committee at the October meeting
there were issues with the 2021/22 audit and data analytics which left a number of areas still to complete and
EY were awaiting assurances from Grant Thornton The audit was restarted at the end of November 2022 so
this piece of work was still ongoing (as set out on page 63). EY would run through this to the end of January
but have had correspondence that Grant Thornton intend to submit their letters of assurance in January 2023.

4
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Lessons had been learned and a meeting had already take place with (MT) and (LW) as to how work would
be carried out differently in going forwards.

(MD) reflected the this was the seventh time of being told this information. The report was by far the poorest
update the Committee had received. The Committee had been impressed in previous years but EY really
needed to get the final report completed with immediate effect and this needed to improve going forwards.
(AB) took on board the Committee’s comments but unfortunately, the issue was around analytic data and this
had been sorted so going forwards, this should not be an issue for this year's audit; the work would be
completed by January 2023.

(MS) asked whether the work would be completed by the end of January or at the start of January to be in a
position to sign off. The caveat was the letter from the pension scheme which was awaited ‘in January’.

(SP) felt this was not a situation to be proud of and was surprised EY had stopped work for such a long period
when more creative scheduling would have helped their client meet deadlines. (AB) felt in terms of ‘being
able to squeeze something in’, this was impracticable and EY had needed to stop and reschedule the teams
for later in the year.

9. External Audit Lessons Learnt

(MT) had a recent meeting with (LW’s) DoF year-end accounts team and EY and summarised on one page
the steps that would be taken. This document would be used to write the plan for the audit over the coming
months before the audit started. The data analytics have been the big issue that has affected matters and
the increased audit requirements made the decisions more difficult. It was worth noting the pressures that
had highlighted the planning and communication so hence the relatively long list of key ways of working
better. This document had been agreed by both TVP and EY. (MS) asked whether what went wrong was in
relation to the audit. The portal had been improving over the years although some auditors were still dropping
an email rather than adding it to the portal. (AB) noted that some of the questions raised prior to the monthly
meetings from the log were being answered and some were not, so it would be helpful if EY checked the log
before the monthly meetings actually took place.

Action: The Committee asked for an update from (MT)/(LW’s DoF year end accounts team)/(EY) as to how
the resolutions of lessons learnt have been implemented and anything that was still outstanding at the JIAC
meeting in March 2023.

Action: The Committee wished to have a separate meeting with EY to include (AB) and (AK) in the New Year
to discuss lessons learnt and work going forward. (GW) would contact (AB) and liaise on a date and timings.

10. Local Audit Opt-In Arrangements

(MT) provided an update on the Local Audit Opt-In Arrangements and the audit tendering through PSSA.
(MT) confirmed EY would continue as the auditors for another 5 years. Given the joint efforts to improve the
audit process and the challenges in the market, it was not felt that there would be any benefit in moving to
an alternative audit firm. The time limit for a single audit firm was 20 years and it was probable that the
organisation would need to move to a new firm when the next 5 year term was complete.

The Committee were glad that consideration of the effective functioning of audits had been taken into ac-
count.

11. Portfolio, Programme & Project Management

(GW) had written to (JH) asking for this paper so that the Committee could understand how this worked in

practice. The Committee had read the papers and asked if Andrew Grimley (AG) could provide a narrative
update to the Committee. (AG) was unsure of the level of details the Committee required but provided an
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overview of how often meetings took place. The Force were working on long term priorities of project man-
agement, formerly governed projects and resource for the next few years. There were a large number of
projects currently being undertaken. The first slide showed how close TVP worked with Hampshire Constab-
ulary (HC) as well as on joint digital projects with HC. Every other month there was a portfolio level govern-
ance board chaired by DCC to provide escalations and discuss challenges and to hold SRO’s to account.
An update was reported on a monthly basis.

Ideas of new technology were discussed during these meetings and whether this still fitted in with the organ-
isation’s digital strategy. Every project and programme had weekly team meetings. The complication was
having a joint portfolio programme with HC. (AG) went through the various slides to reassure the Committee.

(MD) made a general point of what the Committee required and if in doubt, attendees needed to contact the
Committee to provide the additional information they sought. The Committee proof read the papers and
thanked (AG) for the verbal update to see how the programmes were played which was useful to note.

(SP) agreed with (MD’s) concern that the paper had not addressed areas the Committee wished to explore.
(SP) suggested it was good to see that TVP wishes to become a data driven organisation but it is not yet
clear how TVP will build the foundation of data and will position management to be stewards of data quality
and exploitation. (JH) agreed with these issues. Some of the problems would take a few years and was
currently led by (AG). Governance had been slow but next year these areas would form a basis of govern-
ance and make the organisation focused on what needed to be addressed and provide a multi-year report.
These were early steps in order to make these priorities right, the slight challenge was that it was collaborated
with HC and sometimes it took time to get these right.

(GW) referred to page 75 of the document where it showed a list of things that did not fall under the 6 priorities
and was an interesting reflection on the strategy. Chief Supt. Joe Kidman (JK) noted a number of matters
that needed to be brought together that do not necessary fit into the TVP 2025 plan. This was specifically
about changing and making choices and taking the next steps for strategies.

(SP) asked which programmes hit that threshold to become big enough or high enough risk to get on the list,
suggesting that some programmes should be on the list because data is used in novel ways, even if the
budget is small. (GO) confirmed that recently the organisation has implemented a major projects protocol
which essentially involved the current governance structure and set out some principles.

(AG) confirmed that TVP had made a conscious decision about the six strategic threats and focused on
delivering these. Some projects that do not align would still being carried out.

Action: The Committee felt it would be useful to see the Major Projects Protocol. (GO) to send this through
to the Committee.

Action: The Committee required a follow up report and update from (AG) at the next meeting in March on
Portfolio, Programme and Project Management as to resource allocation between portfolio consistency of
architecture and technical questions. The Committee were happy for (AG) to contact the Committee direct
for a list of questions the Committee wish answered and (AG) to prepare a second paper for the meeting in
March.

Action: (JH) to provide the Committee with an update on the Force Review at the March JIAC meeting.

12. Effectiveness Review and Collated Results from the Panel and Attendees

There were updates not shown in the paper but were provided to the Committee. The comments were put
into a table to show skills, self-assessments and effectiveness from the Committee as well as the responses
received from attendees. (MT) summarised the feedback and comments noted. It was noted that cyber was
on the less well covered area. Generally, the feedback was positive but noting lack of attendance at Audit
meetings which had already been discussed during today’s meeting.
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(GO) noted that today was the first meeting (GO) attended but would go through the results of the effective-
ness review with (MT) after the meeting to review the responses. The meeting with (GO) and (MT) would
also include looking at the process of the preparation of papers for all meetings.

(GW) thanked all for their contributions to have a reflection on the effectiveness and also the steps that (GO)
and (MT) would be carrying out.

Action: (GO) and (MT) to update the Committee at the March meeting on any recommended steps to improve
effectiveness.

Action: (GO) and (MT) to progress an advert for a new committee member, replacing Amna Rehman.

Reqular Reporting

13. TVP Strategic Risk & Business Continuity

(CW) provided an update the Committee on risks in TVP. The main points to note were a couple of increases
to risks. The main drive was external factors outside of TVP’s control but plans had been put in place to
mitigate these. Other risks were around ICT resources, recruitment and custody. These were being driven
by the external recruitment and job market. Investment had been made into custody and the difficulties in
recruiting into these roles continued. Savings targets had been made due to the increase in fuel costs,
electricity costs etc. again outside of TVP’s control. (GW) noticed the difference in the risk register.

(SP) noted cyber was not on the risk register, noting that most organisations of this size have cyber as one
of their top few enterprise risks. lIs it credible for cyber not to be on the list? (CW) confirmed that this was
under consideration. (CW) confirmed training and exercises had taken place in March 2022 and additional
cyber and training would be conducted in due course . (SP) did not want TVP to become complacent be-
cause, so far, a major incident had not happened.

ESMCP continues to be the highest-risk, hardest-to-control risk and (SP) had sympathy for the organisation.
(CW) confirmed that TVP continues to take every step it can to mitigate the risk at Force level. There is a
regional team which is TVP led and well connected so the organisation was reducing the size of the ESMCP
team. There is now a single individual connected but awaiting some national direction at this time.

As to the Criminal Justice backlog problem, (SP) asked whether it was right to remove it from the risk register,
as the backlog impacted the value the Force delivered to the community. (CW) confirmed that this had been
reviewed by CCMT who had decided that this risk should be removed from the register.

(MD) referred to demand: how is this risk being managed? (GO) noted that risks were being discussed as
well as the everyday issues and this was being managed by (CW). (CW) was looking to remove the risk
management process and move to a different approach in the new year as to strategic risks and issues that
were being managed on a daily basis. There were currently three programmes. AlU, an evaluation of the
first pilot would start in February about the impact on demand and what it currently is. (CW) had developed
a framework which was signed off (a road map) about how to reduce the demand and in which areas. (JK)
referred back to the TVP 2025 plan and confirmed that front line services programmes were also included.

The Committee turned to the business continuity paper. (CW) advised that there was currently national Home
Office work being carried out to respond to the risk of energy shortages. A paper would be going to CCMT
next week as to the use of generators, fuel and suppliers which showed some risks. TVP were currently
consulting with key departments as to their business continuity arrangements and what they would be.

(JK) noted there were other matters to consider and these were the adverse weather conditions and risk of
a weather outage. If there was not enough power there was a national plan in place. (JK) went into further
details but assured the Committee that TVP were putting plans in place. (SP) felt the work on energy short-
falls was thorough and very helpful.
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(SP) noted the lightning strikes in Bicester and the fire and asked whether there were lessons learned or
processes that should be applied anywhere else. (CW) confirmed that a thorough analysis had been con-
ducted.

(SP) referred to the report of ICT incidents and recalled a previous JIAC recommendation that in prioritizing
and reporting on ICT outages, it would be helpful to see these through the lens of potential harm to the public
and officers, not just disruption to office processes. For example reporting would highlight an outage which
could have resulted in armed response not reaching an incident and thereby placing officers in danger. (CW)
said there was a user experience programme to put technology in the back seat and they would work closely
with (CW)’s team. They would be developing a debrief and a spreadsheet logging any learning about these
incidents so processes were in place.

14. OPCC Risk Register

The OPCC Risk Register was presented by (GO). The document had recently been reviewed and altered
as to the detail required by the Committee. The key point to note was the victims model which was a non-
consent based model to support victims of crime. This risk was high at the moment but the OPCC were
working closely with ICT to get details of the plan and as soon as this was in place, it will be mitigated shortly.
The OPCC Risk Register was a work in progress document and would be updated shortly.

Other Matters

15. Progress on 2021/22 Internal Audit Plan Delivery & Summary of Matters arising from
Completed Audits

Neil Shovell (NS) confirmed there were no changes in resources and plans were on track working with the
same team on the plan. The Committee received the completed audits but on a whole, there were no matters
to bring to the Committee’s attention.

(MD) referred to limited assurance on mental health and wanted more detail on this and the title of the audit
was not very descriptive which was very unusual for (NS). (MD) asked if there were any reflections about
external mental health and the use of the Force where discussions take place. (NS) confirmed this was
focusing on external demand coming in but would be made clearer in the understanding of the title. There
was an area of the Force’s focus (NS) was working with Chief Supt. Katy Barrow-Grint (KBG) on this. As an
overview, there were areas to work on in all areas on demand, governance arrangements but also dip check-
ing details on niche etc. This was clearly a high level of demand on the Force but it was good to see that
matters were being worked on and addressed.

(KBG) had set up a governance structure. There was great support with mental health for officers and staff
with dedicated members dealing with mental health issues. The demand was so huge so the aim was to see
where the organisation could make some additional changes using triage for mental health crisis. Mental
health was a health issue and the organisation was looking at how to retract policing and get more health.
There was a dedicated 111 service for a general health issues so this has been put into the pot and govern-
ance is now in a much better place. The organisation will be delivering additional work on mental health over
the next 12 months and thereafter. The Force were going in the right direction and keen to sort this and to
make a difference especially for those in crisis.

(MD) noted that it was great to see the audit process working well with the Force that they wanted to work on
the validation of auditing the value of some great work and issues. (GW) reiterated (MD’s comments).

(NS) noted the learning process for audit and helping the Force in improving matters and had taken lessons
learned to head the organisation in the right direction.
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16. Progress on Delivery of Agreed Actions in Internal Audit Report

Amy Shearn (AS) provided a brief summary noting there were 24 outstanding actions on the paper to note.
There were no priority 1 actions to specifically highlight to the Committee but under section 2.6 there were 4
priority actions and 2 actions which were more than 12 months overdue.

(GW) was glad to note all the outstanding actions were being chased and an update would be provided by
(NS) at the next meeting in March.

17. AOB

Nothing discussed.

The meeting concluded at 1258 hrs.

Date of next meeting: Friday 17 March 2023 at 1300hrs to be held in the CCMT Meeting Room, TVP HQ
South/MS Teams
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AGENDA ITEM 3

THAMES VALLEY

JOINT INDEPENDENT AUDIT COMMITTEE

Actions Arising from 16 December 2022 Meeting

Matters Arising from
Minutes dated
16 December 2022

Lead

Action

Update/Action Complete

Agenda ltem 3
Outstanding Actions from 7
October 2022

DCC Jason Hogg
Mike Lattanzio

The Committee wished to be updated on cyber
governance at the next meeting in March 2024. (JH)
confirmed he would speak to (ML) to provide an update
for the March meeting.

(CR) adding Cyber Governance to the March 2023 agenda

ACTION COMPLETE

Agenda ltem 3
Outstanding Actions from 7
October 2022

Charlotte Roberts

(CR) to liaise with the Committee for advice on the JIAC
dates and liaise with Cressida Chapman thereafter once
a response received from the Committee.

(CR) emailing the Committee 04/01/23 to ascertain advice
on changing dates. MD would be able to make Friday
afternoons or Monday would be another option. (GW)
content to re-timetable although dates could be tricky. (SP)
fairly flexible albeit does have other priority meetings in the
diary but opted for Friday afternoons. (CR) to liaise with
Cressida Chapman upon return to the office. CR/CC
completed this request and changed all JIAC meetings to
the afternoons keeping the same timings and re-sending
out invites.

ACTION COMPLETE

Agenda ltem 4
Action Plan Legal Framework for
Police Collaborations

DCC Jason Hogg

The Committee asked for an update on cyber risk
insurance when the review is complete

Update from LW - Work is on-going to access the availability
of products, alongside the costs vs benefits, of Cyber
insurance. The market is changing and removing products
which were previously available. We are discussing with
other forces and PDS as well as the brokers. A data breach
policy is being reviewed.

ACTION COMPLETE




Agenda ltem 4
Annual Governance Statement
(Action Plans) Progress Report

Gillian Ormston

1
The Committee felt that it would be helpful to have an
update after the Hampshire/TVP Joint Collaboration
review meeting as to the ways of working from (GO)
noting any changes.

There is currently a review of internal governance processes
taking place within TVP. Once this has concluded we will be
moving to review the external governance processes i.e.
Joint Governance with Hampshire, JIAC, PESP, IAG, SIAG,
NAGs, ISOB, community Scrutiny and other community
involvement in scrutiny. There will be an Annual Governance
Statement prepared ready for the end of the financial year.

ACTION UPDATED AND ONGOING REVIEW TAKING
PLACE. THE AGS TO BE INCLUDED EITHER 16 JUNE
2023 OR 8 SEPT 2023 RE FINAL ACCOUNTS

Agenda Item 6
TVP Anti-Fraud, Bribery &
Corruption Policy

Det. Supt. Ailsa Kent

The Committee would like to see in next year’s report
more narrative and analysis of where PSD saw the
threats, how the resources were deployed for these
threats and what the outcomes of that activity were.

CR adding this into December 2023 draft Agenda

ACTION ADDED & COMPLETE

Agenda ltem 7
Draft Treasury Management
Strategy Statement

Martin Thornley

Action: Two areas the Committee wished to be updated
on were the ESG, and whether the summer turmoil and
disruption to LDI were relevant to TVP’s Treasury
Management Strategy. (MT) would be agreeing this
document in January 2023 although the Committee were
happy for (MT) to come back to update to the Committee
on the paper at the next JIAC meeting in March to
consider. The Committee would discuss this outside of
today’s meeting.

TMSS is provided to the March JIAC including new ESG
statement. The short term impact of the summer turmoil is
reflected in the higher rates we were able to obtain for
investments around the time. In the ongoing economic
climate we are “laddering” our investments for periods of up
to 12 months with high credit rated institutions to take
advantage of higher rates whilst providing good liquidity.

UPDATE COMPLETE

Agenda Item 9
External Audit Lessons Learnt

Martin Thornley

Action: The Committee asked for an update from
(MT)/(LW)/(EY) as to how the resolutions of lessons
learnt have been implemented and anything that was still
outstanding at the JIAC meeting in March 2023.

We are meeting with EY on 8 Feb and will consider how to
implement the lessons learnt in next year’s audit

UPDATE COMPLETE

Agenda ltem 9
External Audit Lessons Learnt

Gordon Woods

Action: The Committee wished to have a separate
meeting with EY to include (AB) and (AK) in the New Year
to discuss lessons learnt and work going forward. (GW)
would contact (AB) and liaise on a date and timings.

(GW) confirmed a meeting had been arranged with EY on 3
February 2023 at 1230hrs.

ACTION COMPLETE

Agenda Item 11
Portfolio, Programme &
Management

Gillian Ormston

The Committee felt it would be useful to see the Major
Projects Protocol. (GO) to send this through to the
Committee.

CR sending the Major Projects Protocol through to the
Committee 18/01/2023

ACTION COMPLETE




Agenda Item 11
Portfolio, Programme &
Management

Andrew Grimley

17
Action: The Committee requifed a follow up report and
update from (AG) at the next meeting in March on
Portfolio, Programme and Project Management as to
resource allocation between portfolio consistency of
architecture and technical questions. The Committee
were happy for (AG) to contact the Committee direct for a
list of questions the Committee wish answered and (AG)
to prepare a second paper for the meeting in March.

CR adding a second update from (AG) to the March JIAC
Agenda.

ACTION COMPLETE

Agenda Item 11
Portfolio, Programme &
Management

DCC Jason
Andrew Grimley

Hogg

Action: (JH) to provide the Committee with an update on
the Force Review at the March JIAC meeting.

CR adding to the JIAC March 2023 agenda.

ACTION COMPLETE

Agenda ltem 12
Effectiveness Review and
Collated Results

Martin Thornley

Action: (GO) and (MT) to update the Committee at the
March meeting on any recommended steps to improve
effectiveness.

Action: (GO) and (MT) to progress an advert for a new
committee member, replacing Amna Rehman.

Update to be provided at JIAC meeting on 17 March 2023
agenda item 18 in AOB

ACTION COMPLETE

The proposal is to advertise for up to three new JIAC
members. This will allow us to fill the current vacancy, plus
the additional two vacancies expected from March 2024.
Once vetting is complete, this would give a period of overlap
to support continuity.

The draft JIAC Handbook has been prepared to consolidate
information about JIAC in one place, particularly supporting
recruitment of new members. (We'll also share with JIAC for
any views at the March 17 meeting).

ACTION COMPLETE

Matters Arising from Lead Action Update / Action complete

Minutes dated

18 June 2021

Agenda ltem 8 Mike Action 15. (AC) to liaise with Cat Hemmings (CH) in | Action 15. BC exercises planned for HC 5" October
Lattanzio/DCC setting up a paper exercise rehearsal in switching off | with TVP targeted end October-December 2021.

Annual Report of the SIRO Jason Hogg and restoring.re Ransomware attacks with a

planned exercise taking place in December 2021
with (JH) being involved in the exercise.

ACTION COMPLETE BUT TO REMAIN ON THIS
LIST WITH UPDATES PROVIDED AFTER TVP
EXERCISE HAS TAKEN PLACE BY (JH)
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Update: BC exercise completed in TVP in November
2022 resulting in 10 actions relating to end user training
and Cyber Response Plan. All actions are progressing
and expected to be complete at next JIAC. A further
update will be provided at JIAC followed by request to
close.
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1 INTRODUCTION

1.1 Background

The Police and Crime Commissioner (PCC) is required to operate a balanced budget,
which broadly means that cash income raised during the year will meet cash expenditure.
Part of the treasury management operation is to ensure that this cash flow is adequately
planned, with cash being available when it is needed. Surplus monies are invested in low
risk counterparties or instruments commensurate with the PCC’s low risk policy and
appetite, providing adequate liquidity initially before considering investment return.

The second main function of the treasury management service is the funding of the
PCC'’s capital plans. These capital plans provide a guide to the PCC’s borrowing need,
essentially the longer term cash flow planning to ensure that the PCC can meet his
capital spending obligations. This management of longer term cash may involve
arranging long or short term loans, or using longer term cash flow surpluses. On occasion
any debt previously drawn may be restructured to meet the PCC'’s risk or cost objectives.

The contribution the treasury management function makes to the authority is critical, as
the balance of debt and investment operations ensure liquidity or the ability to meet
spending commitments as they fall due, either on day-to-day revenue or for larger capital
projects. The treasury operations will see a balance of the interest costs of debt and the
investment income arising from cash deposits affecting the available budget. Since cash
balances generally result from reserves and balances, it is paramount to ensure
adequate security of the sums invested, as a loss of principal will in effect result in a loss
to the General Fund Balance.

The Chartered Institute of Public Finance and Accountancy (CIPFA) published the
updated Treasury Management and Prudential Codes on 20" December 2021 and
defines defines treasury management as:

“The management of the local authority’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.”

1.2 Reporting requirements

1.2.1 Capital strategy

The CIPFA 2021 Prudential and Treasury Management Codes require all local
authorities to prepare a Capital Strategy report which will provide the following: -

¢ a high-level long-term overview of how capital expenditure, capital financing
and treasury management activity contribute to the provision of services

e an overview of how the associated risk is managed

e the implications for future financial sustainability

The aim of this capital strategy is to ensure that the PCC fully understands the
overall long-term policy objectives and resulting capital strategy requirements,
governance procedures and risk appetite.

This capital strategy is reported separately from the Treasury Management Strategy
Statement. This ensures the separation of the core treasury function under security,
liquidity and yield principles, and the policy and commercialism investments usually
driven by expenditure on an asset. The capital strategy for 2023/24 is being
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presented to the PCC at his Performance and Accountability meeting on 19 January
2023.

1.2.2 Treasury Management reporting

Treasury management activity is reported quarterly during the year. This will update
the PCC with progress on the capital position, amending prudential indicators as
necessary, and will indicate whether the treasury operation is meeting the strategy
requirements and whether any policies require revision.

The Annual Treasury Report after Year End provides details of a selection of actual
prudential and treasury indicators and actual treasury operations compared to the
estimates within the strategy.

All reports are presented to the PCC at the Performance and Accountability Meeting
and the Annual Report is also provided to the Joint Independent Audit Committee for
scrutiny.

1.3 Treasury Management Strategy for 2023/24

The strategy for 2023/24 covers two main areas:

Capital issues
. the capital plans and the prudential indicators;
« the minimum revenue provision (MRP) strategy.

Treasury management issues
« the current treasury position;
« treasury indicators which limit the treasury risk and activities of the PCC;
« prospects for interest rates;
» the borrowing strategy;
« policy on borrowing in advance of need;
- debt rescheduling;
» the investment strategy;
« creditworthiness policy; and
« policy on use of external service providers.

These elements cover the requirements of the Local Government Act 2003, the CIPFA
Prudential Code, CLG MRP Guidance, the CIPFA Treasury Management Code and
CLG Investment Guidance.

1.4 Training

The CIPFA Code requires the responsible officer to ensure that members (sic) with
responsibility for treasury management receive adequate training in treasury
management. This especially applies to members (sic) responsible for scrutiny.

Furthermore, pages 47 and 48 of the Code state that they expect “all organisations to
have a formal and comprehensive knowledge and skills or training policy for the effective
acquisition and retention of treasury management knowledge and skills for those
responsible for management, delivery, governance and decision making.
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Appropriate training will be provided to the PCC and members of the Joint Independent
Audit Committee.

As a minimum the PCC should carry out the following to monitor and review knowledge
and skills:

o Prepare tailored learning plans for treasury management officers and
relevant committee members.

¢ Require treasury management officers and relevant committee members to
undertake self-assessment against the required competencies.

e Have regular communication with officers and relevant committee members,
encouraging them to highlight training needs on an ongoing basis.

The training needs of treasury management staff are reviewed periodically.

1.5 Treasury management consultants

The Office of the PCC uses Link Treasury Services as its external treasury management
advisors.

The PCC recognises that responsibility for treasury management decisions remain with
the organisation at all times and will ensure that undue reliance is not placed upon our
external service providers.

The PCC also recognises that there is value in employing external providers of treasury
management services in order to acquire access to specialist skills and resources. The
PCC will ensure that the terms of their appointment and the methods by which their value
will be assessed are properly agreed and documented, and subjected to regular review.

2 THE CAPITAL PRUDENTIAL INDICATORS 2021/22 -
2025/26

The PCC’s capital expenditure plans are the key driver of treasury management
activity. The output from the capital expenditure plans are reflected in prudential
indicators.

2.1 Capital expenditure and financing
The PCC is asked to approve the summary capital expenditure and financing

projections. Any shortfall in resources results in a funding borrowing need. This
forms the first prudential indicator.
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Table 1 2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26
Revised
Actual | Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m

Capital Expenditure 24.889 45.739 51.324 32.691 29.177
Financed by:
Surplus Funds carried 28.541 37.362 7.511 (5.210)
forward
Predicted underspend 1.038
22/23
Capital receipts 3.999 6.052 4.165 1.200 19.510
Capital grants incl 3 8.489 25.814 0.100 0.100 0.100
party contributions
Revenue contributions 3.564 14.495 13.000 13.000 13.000
Borrowing 5.922 0.000 0.000 0.000 2.500
Earmarked Reserves 2.915 7.161 4.208 5.670 0.000
TOTAL 0.000 83.101 21.473 19.970 35.110
Net surplus/shortfall 0.000 37.362 7.511 (5.210) 0.723

2.2 The PCC’s borrowing need (the Capital Financing Requirement)

The second prudential indicator is the PCC’s Capital Financing Requirement (CFR).
The CFR is simply the total historic outstanding capital expenditure which has not
yet been paid for from either revenue or capital resources. It is essentially a
measure of the PCC’s underlying borrowing need. Any capital expenditure included
in the table above, which has not immediately been paid for, will increase the CFR.

The CFR does not increase indefinitely, as the minimum revenue provision (MRP) is
a statutory annual revenue charge which broadly reduces the borrowing need in line
with each asset’s life.

The CFR includes other long-term liabilities such as PFI schemes and finance
leases. Whilst these increase the CFR, and therefore the borrowing requirement,
these types of scheme include a borrowing facility and so the PCC is not required to

borrow separately for these schemes.

schemes within the CFR.

The PCC currently has £8.650m of such

The PCC is asked to approve the following CFR projections.

Table 2 2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26

Actual | Revised | Estimate | Estimate | Estimate
£m Estimate £m £m £m
£m

Opening CFR 60.185 63.450 60.595 57.731 54.908

Net financing need/borrowing 5.922 0.000 0.000 0.000 2.500

for the year as per Table 1

Less MRP & VRP debt -1.123 -1.242 -1.242 -1.227 -1.277

charged to accounts

Less Finance Lease Liability -1.534 -1.613 -1.622 - 1.596 -1.557

repayment

Movement in CFR 3.265 2.855 -2.864 -2.823 -0.334

| Closing CFR | 63.450] 60.595| 57.731| 54908 | 54.574 |
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2.3 Liability Benchmark

A third and new prudential indicator for 2023/24 is the Liability Benchmark (LB). The
PCC is required to estimate and measure the LB for the forthcoming financial year
and the following two financial years, as a minimum.

There are four components to the LB: -

1. Existing loan debt outstanding: the Authority’s existing loans that are still
outstanding in future years.

2. Loans CFR: this is calculated in accordance with the loans CFR definition in
the Prudential Code and projected into the future based on planned
prudential borrowing and MRP.

3. Net loans requirement. gross loan debt less treasury management
investments at the last financial year-end, projected into the future and based
on planned prudential borrowing, MRP and any other major cash flows.

4. Liability benchmark (or gross loans requirement): this equals net loans
requirement plus short-term liquidity allowance

Chart 3 below shows the LB components over ten years, demonstrating that further
borrowing is not required based on medium term plans. There is some headroom for
additional capital spend in the 5-10 year horizon without further borrowing.
Borrowing plans will be adapted in conjunction with the development of longer term
capital plans.

Liability Benchmark
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2.4 Minimum revenue provision (MRP) policy statement

The PCC is required to pay off an element of the accumulated capital spend each
year (the CFR) and make a statutory charge to revenue for the repayment of debt,
known as the minimum revenue provision (MRP). The MRP policy sets out how the
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PCC will pay for capital assets through revenue each year. The PCC is also allowed
to make additional voluntary payments (voluntary revenue provision - VRP).

Regulations have been issued which require the PCC to approve an MRP Statement
in advance of each year. A variety of options are provided, so long as there is a
prudent provision.

The PCC is recommended to approve the following MRP Statement:

° For capital expenditure incurred before 1 April 2008, MRP will be based on the
Regulatory Method of 4% reducing. MRP will be written down over a fixed 50 year
period

° For capital expenditure incurred from 1 April 2008, the MRP will be based on the
‘Asset Life Method’, whereby MRP will be based on the estimated life of the assets
in accordance with the regulations.

° For finance leases, an ‘MRP equivalent’ sum will be paid off each year.

Capital expenditure incurred during 2022/23 will not be subject to an MRP charge
until 2023/24, or in the year after the asset becomes operational

2.5 Core funds and expected investment balances
Investments will be made with reference to the core balances, future cash flow
requirements and the outlook for short-term interest rates (i.e. rates for investments

up to 12 months).

Table 4 below provides an estimate of the year-end balances for each resource and
anticipated day-to-day cash flow balances.

Table 4 2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26
Revised
Year End Resources Actual | Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m

General balances 20.390 20.131 15.728 15.987 15.987
Earmarked revenue

reserves 38.518 35.762 28.991 22.694 35.291
Capital grants and

reserves 28.541 37.363 7.512 5.209 0.724
Insurance provision 9.103 9.103 9.103 9.103 9.103
Total core funds 96.552 102.359 61.334 52.993 61.105
Working capital* 19.400 19.400 19.400 19.400 19.400
Expected investments 115.952 121.759 80.734 72.393 80.505

* The working capital balance is the average difference between cash investments and core cash
balances from the last 5 financial years. The actual figure will obviously vary from day to day according
to circumstances.

3 BORROWING

The capital expenditure plans set out in Section 2 provide details of the service
activities of the PCC. The treasury management function ensures that the PCC’s
cash is organised in accordance with the relevant professional codes so that
sufficient cash is available to meet this service activity. This will involve both the
organisation of the cash flow and, where capital plans require, the organisation of
appropriate borrowing facilities. The strategy covers the relevant treasury /
prudential indicators, the current and projected debt positions and the annual
investment strategy.
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3.1 Current portfolio position

The PCC’s borrowing portfolio position at 31 March 2022, with forward projections, is
summarised below. The table shows the actual external debt (the treasury
management operations), against the underlying capital borrowing need (the Capital
Financing Requirement or CFR), highlighting any over or under borrowing.

Table 5 2021/22 2022/23 2023/24 2024/25 2025/26
PCC Borrowing Portfolio Revised

Actual Estimate Estimate Estimate Estimate

£m £m £m £m £m

External Debt
Debt at 1 April 50.678 50.678 50.678 50.678 49.922
Expected change in Debt 0.000 0.000 0.000 -0.756 2.500
Other long-term liabilities 10.184 8.650 7.037 5.359 3.436
(OLTL) at 13t April
Expected change in OLTL -1.534 -1.613 -1.678 -1.737 -1.193
Actual gross debt 59.328 57.715 56.037 53.544 54.665
at 31 March
The CFR 63.450 60.595 57.731 54.908 54.574
Under / (over) borrowing 4.122 2.880 1.694 1.364 (0.091)

Within the prudential indicators there are a number of key indicators to ensure that
the PCC operates their activities within well-defined limits. One of these is that the
PCC needs to ensure that gross debt does not, except in the short term, exceed the
total of the CFR in the preceding year plus the estimates of any additional CFR for
2021/22 and the following two financial years. This allows some flexibility for limited
early borrowing for future years, but ensures that borrowing is not undertaken for
revenue purposes.

The Chief Finance Officer reports that the PCC has complied with this prudential
indicator in the current year and does not envisage difficulties for the future. This
view takes into account current commitments, existing plans, and the proposals in
this budget report.

3.2 Treasury Indicators: limits to borrowing activity

The operational boundary for external debt is based on ‘probable’ debt during the
year and is a benchmark guide, not a limit. Actual debt could vary around this
boundary for short periods during the year. It should act as a monitoring indicator to
initiate timely action to ensure the statutory mandatory indicator (the ‘Authorised
Limit’, per Table 7 below) is not breached inadvertently.

Table 6 2022/23 2023/24 2024/25 2025/26
Operational boundary Revised

Estimate Estimate Estimate Estimate

£m £m £m £m

Debt 50.678 50.678 50.678 52.422
Other long term liabilities 8.650 7.037 5.359 3.436
Short Term liabilities 20.000 15.000 15.000 15.000
Total 79.328 72.715 71.037 70.858

The authorised limit for external debt is a key prudential indicator which provides
control on the overall level of affordable borrowing. It represents a limit beyond which
external debt is prohibited and needs to be set and/or revised by the PCC. It reflects
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the level of external debt which, whilst not necessarily desired, could be afforded in
the short term, but is not sustainable in the longer term. This is the statutory limit
determined under section 3 (1) of the Local Government Act 2003. The Government
retains an option to control either the total of all local authority plans, or those of a
specific authority (or PCC), although this power has not yet been exercised.

The PCC is asked to approve the following authorised limit:

Table 7 2022/23 2023/24 2024/25 2025/26
Authorised limit Revised

Estimate Estimate Estimate Estimate

£m £m £m £m

Debt 70.678 70.678 70.678 72422
Other long term liabilities 8.650 7.037 5.359 3.436
Short Term liabilities 20.000 15.000 15.000 15.000
Total 99.328 92.715 91.037 90.858

3.3 Prospects for interest rates’

The PCC has appointed Link Treasury Services as his treasury advisor and part of
their service is to assist the PCC to formulate a view on borrowing interest rates.
The following table and subsequent paragraphs give the Link forecast view.

Table 8 Bank Rate PWLB Borrowing Rates
(including certainty rate adjustment)
5 year 25 year 50 year
% % % %

Dec 2022 3.50 4.20 4.60 4.30
Mar 2023 4.25 4.20 4.60 4.30
Jun 2023 4.50 4.20 4.60 4.30
Sep 2023 4.50 4.10 4.50 4.20
Dec 2023 4.50 4.00 4.40 4.10
Mar 2024 4.00 3.90 4.20 3.90
Jun 2024 3.75 3.80 4.10 3.80
Sep 2024 3.50 3.60 4.00 3.70
Dec 2024 3.25 3.50 3.90 3.60
Mar 2025 3.00 3.40 3.70 3.50
Jun 2025 2.75 3.30 3.60 3.30
Sep 2025 2.50 3.20 3.50 3.20
Dec 2025 2.50 3.10 3.50 3.20

‘Our central forecast for interest rates was updated on 19 December and reflected a
view that the MPC would be keen to further demonstrate its anti-inflation credentials
by delivering a succession of rate increases. Bank Rate stands at 3.5% currently but
is expected to reach a peak of 4.5% in H1 2023.

Further down the road, we anticipate the Bank of England will be keen to loosen
monetary policy when the worst of the inflationary pressures are behind us — but that
timing will be one of fine judgment: cut too soon, and inflationary pressures may well
build up further; cut too late and any downturn or recession may be prolonged.

The CPI measure of inflation looks to have peaked at 11.1% in Q4 2022 (currently
10.7%). Despite the cost-of-living squeeze that is still taking shape, the Bank will
want to see evidence that wages are not spiralling upwards in what is evidently a
very tight labour market.

1. As of 19 December 2022
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Regarding the plan to sell £10bn of gilts back into the market each quarter
(Quantitative Tightening), this has started and will focus on the short, medium and
longer end of the curve in equal measure, now that the short-lived effects of the
Truss/Kwarteng unfunded dash for growth policy are firmly in the rear-view mirror.

In the upcoming months, our forecasts will be guided not only by economic data
releases and clarifications from the MPC over its monetary policies and the
Government over its fiscal policies, but the on-going conflict between Russia and
Ukraine. (More recently, the heightened tensions between China/Taiwan/US also
have the potential to have a wider and negative economic impact.)

On the positive side, consumers are still estimated to be sitting on over £160bn of
excess savings left over from the pandemic so that will cushion some of the impact
of the above challenges. However, most of those are held by more affluent people
whereas lower income families already spend nearly all their income on essentials
such as food, energy and rent/mortgage payments.

PWLB RATES

e Yield The yield curve movements have become less volatile of late and
PWLB 5 to 50 years Certainty Rates are, generally, in the range of 4.10% to
4.80%.

o We view the markets as having built in, already, nearly all the effects on gilt
yields of the likely increases in Bank Rate and the elevated inflation outlook.

The balance of risks to the UK economy: -
The overall balance of risks to economic growth in the UK is to the downside

Borrowing advice: Our long-term (beyond 10 years) forecast for Bank Rate stands
at 2.5%. As all PWLB certainty rates are now above this level, borrowing strategies
will need to be reviewed in that context. Better value can generally be obtained at
the shorter end of the curve and short-dated fixed LA to LA monies should be
considered. Temporary borrowing rates are likely, however, to remain near Bank
Rate and may also prove attractive whilst the market waits for inflation, and therein
gilt yields, to drop back later in 2023.

Our suggested budgeted earnings rates for investments up to about three months’
duration in each financial year are as follows: -

Average earnings in each year _

2022/23 (remainder) 4.80%
2023/24 4.40%
2024/25 3.30%
2025/26 2.60%
2026/27 2.50%

Years 6 to 10 2.80%
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Years 10+ 2.80%

As there are so many variables at this time, caution must be exercised in respect of
all interest rate forecasts.

Our interest rate forecast for Bank Rate is in steps of 25 bps, whereas PWLB
forecasts have been rounded to the nearest 10 bps and are central forecasts within
bands of + / - 25 bps. Naturally, we continue to monitor events and will update our
forecasts as and when appropriate.

3.4 Borrowing strategy

The PCC is currently maintaining an under-borrowed position. This means the
capital borrowing need (the Capital Financing Requirement) has not been fully
funded with loan debt as cash supporting the PCC’s reserves, balances and cash
flow has been used as a temporary measure. This strategy is prudent as interest
rates have increased and are expected to decrease in the medium term.and
counterparty risk is still an issue that needs to be considered.

Against this background and the risks within the economic forecast, caution will be
adopted with the 2022/23 treasury operations. The Chief Finance Officer will
monitor interest rates in financial markets and adopt a pragmatic approach to
changing circumstances, e.g:

* if it was felt that there was a significant risk of a sharp FALL in borrowing rates,
then borrowing will be postponed.

* if it was that there was a significant risk of a much sharper RISE in borrowing
rates than that currently forecast, fixed rate funding will be drawn whilst interest
rates are lower than they are projected to be in the next few years.

Any urgent decisions taken by the Chief Finance Officer will be reported to the PCC
at the next available opportunity.

We will continue to monitor the forecast level of under-borrowing given the plans
currently in place to utilise a significant proportion of the currently held revenue and
capital reserves in coming years to help support one-off expenditure initiatives,
including investment in new technology and change programmes.

Treasury management limits on activity

There are three debt related treasury activity limits. The purpose of these are to
restrain the activity of the treasury function within certain limits, thereby managing
risk and reducing the impact of any adverse movement in interest rates. However, if
these are set to be too restrictive they will impair the opportunities to reduce costs /
improve performance. The indicators are:

e Upper limits on variable interest rate exposure. This identifies the maximum
limit for variable interest rates for both borrowing and investments.

o Upper limits on fixed interest rate exposure. This is similar to the previous
indicator and covers a maximum limit on fixed interest rates;

e Maturity structure of borrowing. These gross limits are set to reduce the
PCC’s exposure to large fixed rate sums falling due for refinancing, and are
required for upper and lower limits.
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The PCC is asked to approve the following treasury indicators and limits:

Table 9 | 2022123 | 2023/24 | 2024/25

Interest rate exposures

Upper Upper Upper
Limits on fixed interest rates:
« Debt only 100% 100% 100%
« Investments only 100% 100% 100%
Limits on variable interest rates
» Debt only 50% 50% 50%
« Investments only 100% 100% 100%
Maturity structure of fixed interest rate borrowing 2021/22
Lower Upper
Under 12 months 0% 50%
12 months to 2 years 0% 50%
2 years to 5 years 0% 50%
5 years to 10 years 0% 50%
10 years and above 0% 100%
Maturity structure of variable interest rate borrowing 2021/22
Lower Upper
Under 12 months 0% 100%
12 months to 2 years 0% 100%
2 years to 5 years 0% 100%
5 years to 10 years 0% 100%
10 years and above 0% 100%

3.5 Policy on borrowing in advance of need

The PCC will not borrow more than or in advance of its needs purely in order to profit
from the investment of the extra sums borrowed. Any decision to borrow in advance
will be within forward approved Capital Financing Requirement estimates, and will be
considered carefully to ensure that value for money can be demonstrated and that
the PCC can ensure the security of such funds.

3.6 Debt rescheduling

Rescheduling of current borrowing in our debt portfolio would be considered in the
event premature redemption rates providing an opportunity.

The reasons for any rescheduling to take place will include:
¢ the generation of cash savings and / or discounted cash flow savings;
¢ helping to fulfil the treasury strategy;
e enhance the balance of the portfolio (amend the maturity profile and/or the
balance of volatility).

Any rescheduling undertaken will be reported formally to the PCC in the next quarterly
performance update.
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4 ANNUAL INVESTMENT STRATEGY

4.1 Investment policy

The Department of Levelling Up, Housing and Communities (DLUHC) and CIPFA have
extended the meaning of ‘investments’ to include both financial and non-financial
investments. This report deals solely with financial investments, (as managed by the
treasury management team). Non-financial investments, if required, are covered in the
separate Annual Capital Strategy.

The PCC'’s investment policy has regard to the following: -

DLUHC’s Guidance on Local Government Investments (“the Guidance”)

o CIPFA Treasury Management in Public Services Code of Practice and Cross
Sectoral Guidance Notes 2021 (“the Code”)

o CIPFA Treasury Management Guidance Notes 2021

The PCC'’s investment priorities will be security first, liquidity second, then return.

In the current economic climate, it is considered appropriate to maintain a degree of
liquidity to cover cash flow needs but to also consider “laddering” investments for periods
up to 12 months with high credit rated financial institutions, whilst investment rates remain
elevated, as well as wider range fund options.

In accordance with the above guidance from the DLUHC and CIPFA, and in order to
minimise the risk to investments, the PCC 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 Short Term and Long Term ratings.

Ratings will not be the sole determinant of the quality of an institution; it is important to
continually assess and monitor the financial sector on both a micro and macro basis and
in relation to the economic and political environments in which institutions operate. The
assessment will also take account of information that reflects the opinion of the markets.
To this end the PCC will engage with its advisors to maintain a monitor on market pricing
such as “credit default swaps” and overlay that information on top of the credit ratings.

Other information sources used will include the financial press, share price and other
such information pertaining to the banking sector in order to establish the most robust
scrutiny process on the suitability of potential investment counterparties.

Investment instruments identified for use in the financial year are listed in appendix 5.2
under the ‘specified’ and ‘non-specified’ investments categories. Counterparty limits will
be as set through the Council’s treasury management practices — schedules.

4.2 Creditworthiness policy

The PCC applies the creditworthiness service provided by Link Treasury Services. This
service employs a sophisticated modelling approach utilising credit ratings from the three
main credit rating agencies - Fitch, Moody’s and Standard and Poor’s. The credit ratings
of counterparties are supplemented with the following overlays:

. credit watches and credit outlooks from credit rating agencies;
. CDS spreads to give early warning of likely changes in credit ratings;
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« sovereign ratings to select counterparties from only the most creditworthy
countries.

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

« Yellow 5 years

e Purple 2 years

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

« Red 6 months

« Green 100 days

« No colour not to be used

Y Pil Pi2 P B 0 R G N/C

T ]

UptoSyrs  UptoSyrs  UptoSyrs  Upto2yrs  Uptolyr Uptolyr  Uptobmths Upto100days No Colour

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

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

All credit ratings will be monitored weekly. The PCC is alerted to changes to ratings of all
three agencies through its use of the Link Asset Services’ creditworthiness service:

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

« in addition to the use of credit ratings the PCC will be advised of information in
movements in credit default swap spreads against the iTraxx benchmark and
other market data on a daily basis via its Passport website, provided exclusively
to it by Link Asset Services. Extreme market movements may result in
downgrade of an institution or removal from the PCC'’s lending list.

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

Creditworthiness.

Significant levels of downgrades to Short and Long-Term credit ratings have not
materialised since the crisis in March 2020. In the main, where they did change, any
alterations were limited to Outlooks. However, more recently the UK sovereign debt
rating has been placed on Negative Outlook by the three major rating agencies in
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the wake of the Truss/Kwarteng unfunded tax-cuts policy. Although the Sunak/Hunt
government has calmed markets, the outcome of the rating agency reviews is
unknown at present, but it is possible the UK sovereign debt rating will be
downgraded. Accordingly, when setting minimum sovereign debt ratings, this
Authority will not set a minimum rating for the UK.

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

4.3 Country limits

The PCC has determined that it will only use approved counterparties from countries with
a minimum sovereign credit rating of AA- from Fitch (or equivalent). The list of countries
that qualify using this credit criteria as at the date of this report are shown in Appendix
5.3. This list will be added to, or deducted from, by officers should ratings change in
accordance with this policy.

The UK is excluded from any stipulated minimum sovereign rating requirement.
4.4 Investment strategy

Investments will be made with reference to the core balance and cash flow requirements
and the outlook for short-term interest rates (i.e. rates for investments up to 12 months).
The majority of funds will be placed in short-term deposits (including lending to other
local authorities), call accounts or money market funds. Alternativel