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CAMBRIDGESHIRE & PETERBOROUGH COMBINED AUTHORITY

AUDIT AND GOVERNANCE COMMITTEE

29" March 2019

10am

Suite 0.1A, Huntingdonshire District Council, Pathfinder House, St Mary's
Street, Huntingdon, Cambs PE29 3TN

AGENDA

Open to Public and Press

Number Agenda Item Chief Officer | Papers Pages
1 Apologies and Declarations of Chair No Oral
Interests
2 Chair’'s Announcements Chair No Oral
3 Minutes — to approve the Chair Yes Page 4
minutes of the meeting held on
30t November 2018
Audit
4 a) Finance Review Programme Yes Page 15
Director - CIPFA
b) Internal Auditors Update Oral
Budget Review Internal Auditor
5 Internal Audit Progress Report | Internal Auditor No Page 28




Number Agenda Item Chief Officer | Papers | Pages
6 Treasury Management Head of Finance | Yes Page 36
7 External Audit Plan 2018/19 Ernst & Young Yes Page 63
8 Internal Audit Plan Internal Auditor Yes Pages 102

Governance
9 Combined Authority Board Interim Chief Yes Page 107
Update Executive
10 Business Board Governance Interim Chief Yes Page 141
Update Executive
11 Corporate Risk Register Assurance Yes Page 145
Annual Review Manager
12 Assurance Framework Assurance Yes Page 150
Manager
13 Staffing Structure Update Interim Chief Yes | Page 153
Executive
14 Work Programme Chair Yes Page 155
Date of next meeting
15 315t May 2019 at East Chair Oral
Cambridgeshire District
Council




Audit and Governance Committee Membership

Chair: Mr John Pye (Independent Person)

Councillor Mac McGuire - Huntingdonshire District Council
Councillor Antony Mason - South Cambridgeshire District Council
Councillor Nichola Harrison - Cambridgeshire County Council
Councillor Chris Morris - East Cambridgeshire District Council
Councillor Anne Hay - Fenland District Council

Councillor David Seaton - Peterborough City Council

Councillor Richard Robertson - Cambridge City Council

The Audit and Governance Committee Role

e To review and scrutinize the authority’s financial affairs

» 4« To review and assess the authority’s risk management, internal control and
corporate governance arrangements

* To review and assess the economy, efficiency and effectiveness of the
‘authority’s use of resources

* To make reports and recommendations tothe CA on these reviews

* To ensure high standards of conduct amongst Members

The Combined Authority is committed to open government and members of the public are welcome to attend
Committee meetings. It supports the principle of transparency and encourages filming, recording and taking
photographs at meetings that are open to the public. It also welcomes the use of social networking and micro-
blogging websites (such as Twitter and Facebook) to communicate with people about what is happening, as it
happens.

For more information about this meeting, please contact Anne Gardiner
anne.gardiner@cambridgeshirepeterborough-ca.gov.uk or 07961240442
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CAMBRIDGESHIRE & PETERBOROUGH COMBINED
AUTHORITY —

DRAFT MINUTES

AUDIT AND GOVERNANCE COMMITTEE: MINUTES

Date: 30 November 2018

Time: 11am

Location: East Cambridgeshire District Council

Present:

Mr J Pye

Cllr Mac McGuire

Clir Anthony Mason
ClIr Nichola Harrison
CllIr Chris Morris

Clir Anne Hay

CllIr David Seaton

ClIr Richard Robertson

Officers:

Patrick Arran
Anne Gardiner
Jon Alsop
Noel O’Neil
Darren Edey
Louise Cooke

Others in attendance:

Suresh Patel

Also in attendance — Mayor James Palmer

Chairman

Huntingdonshire District Council
South Cambridgeshire District Council
Cambridgeshire County Council

East Cambridgeshire District Council
Fenland District Council

Peterborough City Council

Cambridge City Council

Interim Monitoring Officer

Scrutiny Officer

Head of Finance

Section 151 for Business Board
Compliance Manager

Group Auditor (Peterborough City Council)

Associate Partner — Ernst & Young LLP,
External Auditor
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Apologies and Declarations of Interests

No apologies were received.

No declarations of interest were made.

Minutes of the meeting held on 24" September 2018

The minutes of the meeting held on the 24t September 2018 were agreed as a
correct record.

The Committee reviewed the action sheet and the following points were raised: -

The Chair requested that they receive a written update from the Chief Executive
Officer regarding the governance review at the next meeting

The Chair noted that it was helpful to have the top five risks included in the Risk
Register report.

Combined Authority Board Update

The Chairman invited the Mayor for the Combined Authority to provide the
committee with an overview of the Combined Authority activities.

The following points were made:-

e The Combined Authority had been in existence for 18 months but was
now a very different organisation than originally planned as the LEP had
now been taken on and that had also led to an increased budget for the
next year.

¢ The Combined Authority had been hampered by the number of schemes
that had needed to be worked up from scratch, which had taken longer
than previously thought.

e After the resignation of the Chief Executive Officer over the summer the
Mayor had realised that the Authority needed to be looked at structurally.
So, John Hill, an experienced Chief Executive from East Cambridgeshire,
had been asked to carry out a review of the existing structure and
governance arrangements.

e The Mayor advised that the incumbent Interim Chief Finance Officer had
been dismissed from his position that morning, 30 Nov 2108, for
misleading facts to the Combined Authority Overview and Scrutiny
Committee.

o Committee members raised concerns around the news of the Interim
Chief Finance Officer's dismissal, especially as he was perceived to be a
high quality director who had been making good progress.

e The Chair expressed concern that this was the fourth Section 151 officer
to leave the Combined Authority. He asked if the Mayor could offer any
reassurance about the effectiveness of the Authority’s financial
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management given the high turnover in this role. The Mayor said that he
was frustrated that the Authority had not secured a permanent Chief
Finance Officer yet, but that the process to do so was underway; in the
meantime, Noel O’Neil, the Deputy Chief Finance Officer was more than
capable of covering the role.

e The Mayor confirmed that the decision to terminate the Interim Chief
Finance Officer's employment had been taken unanimously by himself,
the Deputy Mayor and the two interim Chief Executive Officers that
morning.

e The Chair again expressed concern about the lack of chief financial officer
continuity, especially at a time when the Authority’s top two risks were
about weaknesses in financial management

e Inresponse to a question about the Ely bypass the Mayor advised that in
his previous role as Leader of East Cambridgeshire District Council he
had ensured that the project was delivered and had pushed officers to get
it delivered as quickly as possible. The Mayor felt that infrastructure
always took far too long to deliver, and it was right to look at alternative
options to try to speed up the process. The cost to the economy if there
was a delay or if it failed to deliver would be greater.

e Currently the Combined Authority had not delivered a project on a scale
that required a gateway review but once they did the Mayor would ensure
that there would be a gateway review and lessons’ learned process in
place — Kings Dyke would be the first project of this scale for the authority.

e Funding for larger projects would come incrementally over future years
and it was important for the authority to be realistic on the delivery
timescale for these projects.

The Committee thanked the Mayor for attending to provide a progress update
and to answer the Committee's questions.

Treasury Management Update

The Committee received the report from the Head of Finance which provided the
Audit and Governance Committee with an update on the Combined Authority
(CPCA)’s Treasury Management.

In response to a question regarding the £24m loan to East Cambridgeshire
Trading Company, the Committee were advised that this decision was approved
at the Board meeting on Wednesday 28 Nov 2018. The scheme involved the
purchase of 88 ex Ministry of Defence Houses; there were 88 houses which
would be refurbished, with some being divided, to provide 92 units in total and
then sold, with 15 of those dwellings being set aside as affordable housing. The
Business Plan put forward demonstrated that the risk to the authority was low.

In response to a question on whether it was within the remit of the Combined
Authority to lend money for schemes to produce a profit, officers advised that the
Housing Strategy for the Combined Authority provided a toolkit with a variety of
options which included providing loans for housing. The aim was that the
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Combined Authority would get interest and a return on the loan which would feed
into the revolving fund.

The Treasury Management Strategy was due to come back to the committee in
March; the Chair requested that the cost of the strategy, where inflation eroded
capital value, be factored into the report.

The Committee noted the report.
External Audit — Outline Audit Plan

The Committee received the report from the External Auditor which provided the
2018/19 Outline Audit Plan as prepared by Ernst & Young LLP (EY).

The external auditors advised that this was an outline of the external audit plan
and there would be revisions, especially in regard to the latest developments
around the Section 151 officer departure.

The Business Board was an area where the external auditors needed to gain
further understanding around the financial and governance arrangements.

The external auditors highlighted their focus on the risk that the Combined
Authority would be capitalising expenditure which it should be treating as running
costs; for example, expenditure on a feasibility study where there was no
resultant asset. Officers reassured the committee that they were working with the
financial team at Peterborough City Council to ensure that the accounting
treatment of expenditure was in line with the rules for the Combined Authority.

The Committee asked the external auditors for their view on how the Combined
Authority could measure how it had achieved value for money. The external
auditor suggested that the Combined Authority should establish some metrics to
assess its value for money. The Section 151 officer for the Business Board
agreed to bring back more detail on how the Combined Authority could measure
the value for money that was being achieved.

The Committee noted the report.
Chief Executive Resignation

The Committee received the report form the Interim Monitoring Officer which
outlined provided them with the factual background relating to the circumstances
of the resignation of the former Chief Executive.

The following points were made:-

e The External Auditor reported that the Interim Monitoring Officer had
provided requested information relating to the Chief Executive’s departure
and subsequent severance. Based on that information, the external
auditor had concluded that the Combined Authority had acted lawfully and
reasonably.

¢ The Committee were advised that the Mayor had the authority to get
external legal advice and commit the authority to expenditure, as he had
the general power of competence which was set out in the legislation.
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e Under the Localism Act 2011 the Mayor, like other local authorities, had to
work within the budget set by the Authority.

¢ The Committee were assured by the external auditors that the severance
package provided to the Chief Executive Officer was ‘reasonable’.

The Committee discussed their concerns around the termination of the most
recent two senior officer roles and the impact such decisions could have on the
reputation of the Combined Authority.

The Committee agreed that they would like to recommend to the Combined
Authority Board that a review be undertaken on the procedures for the
termination of the employment of senior officers, as the Committee were
concerned that recent events surrounding officers leaving the Combined
Authority were creating reputational damage.

The Committee noted the report.
Corporate Risk Register Review

The Committee received the report from the Assurance Manager, which asked
the Committee to review the Combined Authority Corporate Risk Register and
suggest any changes they would like to put forward as a recommendation to the
Board.

The Compliance Manager advised that the risk register would now be a standing
item at the Directors’ meeting for consideration and discussion. The officer was
also organising a workshop for officers.

The Chair requested that in future reports that the top five risks be detailed along
with the previous top five risks, so that the Committee could understand how
matter were progressing.

The Committee discussed other areas of risk they felt should be considered on
the risk register; these included reputational risk, senior staff retention rates and
ability of the organisation to recruit, and control of expenditure.

The Compliance Manager advised he would feed this back to the directors.

The Committee welcomed the progress being made and agreed to note the risk
register.

Internal Audit — Progress Report

The Committee received the report from the Group Auditor which provided details
of the progress made in delivering the approved Audit Plan for 2018 / 2019.

The Group Auditor advised that there were currently several reviews being
undertaken for the Combined Authority. There was the review of the LEP
governance arrangements; the Adult Education Budget and the East
Cambridgeshire Trading Company.
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There was also the corporate governance review which had been extended to
include recruitment and HR processes.

All completed grant reviews were certified by the auditors and if there were any
concerns these would be raised with the Committee.

Work was on track for the results to be reflected in the annual Internal Audit
Opinion.

The practice was for Internal Audit reports to be shared with the Committee when
the level of the opinion was below ‘satisfactory’. However, the Chair asked that
the report of Governance Review be brought back to the Audit Committee, for
the members to consider regardless of the level of opinion,

The Chair requested that a timeline and delivery dates for all the ongoing reviews
be provided in future reports.

The Committee noted the report.

Audit Committee Self-Assessment Actions and Review

The Committee received the report which requested the Audit and Governance
Committee to review the proposed actions from the Committee’s first annual self-

assessment exercise.

The following points were discussed:-

e The Chair advised he was halfway through the 1:1’s with the committee
members.

e The Officers advised that a separate area on the Combined Authority
system was being set up for the Audit and Governance Committee
members to allow access to training and development material.

e The Scrutiny Officer advised that an induction pack would be provided at
the first Audit and Governance Committee meeting of the civic year.

e The Committee requested that a short meeting with both the internal and
external auditors be arranged prior to the start of the March meeting.

The Committee agreed that they would like to consider the draft accounts in a
public forum, and therefore they would like the May informal meeting to be
rearranged to a later date in June.

The Committee agreed to note the progress of the actions in the report.
Staffing Structure

The Committee received the report from the Interim Monitoring Officer which
explained the situation and timelines regarding a permanent senior staffing
structure and provided assurance about how good governance was being

maintained in the interim.

The following points were raised during the discussion:-
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The Committee were assured that there was an interim staffing structure and a
system of delegation in place for officers.

The senior management structure was agreed at the Employment Committee
held in November. The recruitment for permanent Directors of Transport and
Finance would start as soon as possible.

The Committee requested that the Chief Executive Officer provide an update on
staffing structure at the March Audit and Governance meeting.

The Committee requested that the interim staffing structure be circulated to
committee members.

The Committee noted the report.

Work Programme

The Committee received the report which provided the draft work programme for
Audit and Governance Committee for the remainder of the 2018/19 municipal
year.

The Committee agreed that an update on the Combined Authority staffing
structure be added to the March meeting agenda.

The Committee agreed that the informal meeting scheduled for May be

rearranged for a public meeting in June to discuss the draft accounts.

The Committee agreed a calendar what the Committee needs to consider over
the municipal year should be included with future work programmes.

The Committee agreed and noted the work programme.
Date and Location of the Next Meeting

The Committee agreed the next meeting shall be held on 29t March 2019 at
Huntingdonshire District Council.

Meeting Closed: 13:30pm.
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Audit and Governance Committee Action Sheet — 30t November 2018

termination of senior officers as they committee
were concerned that recent events were creating
reputational damage to the Combined Authority

-the draft wording to be sent to Chair, copy to
Vice Chair, who would circulate to colleagues for
any feedback.

Date Action Officer Delegated officer Completed
30t Further detail on how the Combined Authority Noel O’Neil
November could measure the value for money that it had
2018 achieved to be provided at the next meeting.
Committee requested that a recommendation is Anne
made to the CA Board that they undertake a Gardiner/Patrick
review on the current procedures for the Arran

More legible version of the risk register to be
made available to members.

Darren Edey/Anne
Gardiner

Internal auditors to include a timeline and delivery
date for all reviews in their future reports.

Steve Crabtree

Circulate staffing structure to Audit members

Anne Gardiner

Rearrange the informal meeting in May to review
the draft accounts to be held in June as a public
meeting.

Anne Gardiner

11




CEO provide an update on staffing structure at
March meeting to reassure committee that there
is a structure in place for the authority following
the review.

Anne Gardiner/Kim
Sawyer

Calendar of items that must be considered
annually by the committee to be added to the
work programme.

Anne Gardiner

A private meeting with both the internal and
external auditors be arranged prior to the start of
the March meeting.

Anne Gardiner
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Audit and Governance Committee Action Sheet — 30t November 2018

Date

Action

Officer

Delegated
officer

Completed/Comments

30th
November
2018

Further detail on how the Combined Authority
could measure the value for money that it had
achieved to be provided at the next meeting.

Noel O’Neil

Report to be brought back to
the A&G July meeting

Committee requested that a recommendation
is made to the CA Board that they undertake a
review on the current procedures for the
termination of senior officers as they
committee were concerned that recent events
were creating reputational damage to the
Combined Authority

-the draft wording to be sent to Chair, copy to
Vice Chair, who would circulate to colleagues
for any feedback.

Anne
Gardiner/Patrick
Arran

30/01/19

More legible version of the risk register to be
made available to members.

Darren Edey

Internal auditors to include a timeline and
delivery date for all reviews in their future
reports.

Steve Crabtree

29/03/19

Circulate staffing structure to Audit members

Anne Gardiner

06/12/18
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Rearrange the informal meeting in May to
review the draft accounts to be held in June
as a public meeting.

Anne Gardiner

After further discussion with

officers — the Chair has agreed

that the 315t May meeting

originally scheduled will be held

in public.
CEO provide an update on staffing structure Kim Sawyer 29/03/19
at March meeting to reassure committee that
there is a structure in place for the authority
following the review.
Calendar of items that must be considered Anne Gardiner 29/03/19
annually by the committee to be added to the
work programme.
A private meeting with both the internal and Anne Gardiner 29/03/19

external auditors be arranged prior to the start
of the March meeting.
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AUDIT AND GOVERNANCE AGENDA ITEM No: 4a
COMMITTEE
29t MARCH 2019 PUBLIC REPORT

INDEPENDENT BUDGET REVIEW

1.0
1.1

PURPOSE

The Committee are asked to note the independent financial review (Appendix
1) that has been carried out by CIPFA’s Consultancy Service. lan Kirby will be
attending to present his report.

RECOMMENDATIONS

Lead Officer: Noel O’Neil — Interim Section 73 Officer

The Audit and Governance Committee are recommended to:

Note the specific Governance recommendation and consider how Committee can
ensure that budget review processes are effective in 2019/20.

2.0
2.1

BACKGROUND

CIPFA C.Co Ltd (C.Co) was commissioned by the interim Chief Executive,
John Hill, of Cambridgeshire & Peterborough Combined Authority to
undertake an independent assurance review related to the production of the
Authority’s 2019/20 budget. The Authority was specifically seeking to ensure
that:

The process for completing the budget met all statutory and, internal,
constitutional requirements

The assumptions made within it are suitable and robust

Appropriate control and governance are in place to support its delivery

Specifically, the review was scoped to:

Review the process undertaken to complete the 2019/20 budget
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Assess and/or test the assumptions that underpin it, including funding sources
and the split of revenue and capital

Assess the governance in place to report, assess and, where appropriate,
intervene in the delivery of the budget

2.2 The Authority required the review to be complete in January in order to inform
the budget sign-off process and, specifically, the Combined Authority Board
(the Board) meeting scheduled for 30 January 2019.

2.3  Submission of the final report was provided on the 29" January and was
considered by the Portfolio Holder for Finance and the Audit and Governance
Chairman for comments; with the final report being brought to Audit and
Governance at their March meeting to review.

3.0 FINANCIAL IMPLICATIONS

3.1 There are no direct financial implications of receiving the report. However, it is
crucial that Audit & Governance Committee continue to monitor the
effectiveness of the procedures.

This report is part of that reassurance now alongside the on-going work of
Internal and External Audit.

40 LEGAL IMPLICATION

4.1  There are no direct legal implications

5.0 APPENDICES

5.1 Independent 2019/20 Budget Review

Source Documents Location
None
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Independent 2019/20
Budget Review

Final Report

Author: lan Kirby

Date: 29 January 2019 A)
CAMBRIDGESHIRE

& PETERBOROUGH

(\ V COMBINED AUTHORITY

ClPFA\ We are C.Co; consultancy service
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Independent 2019/20 Budget Review

Document Control

Document Title:

Independent 2019/20 Budget Review

Date: 29 January 2019 | Version: 1.0
Issue:
Sponsor: John Hill — Chief Executive
SRO: Ben Bastable — Interim Finance Manager
Portfolio Holder
Authors lan Kirby
Date Approval Version Signature

We are C.Co; CIPFA’s consultancy service
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CIPFA C.Co Ltd (C.Co) was commissioned by the Cambridgeshire & Peterborough Combined Authority
(the Authority) to undertake an independent assurance review related to the production of the
Authority’s 2019/20 budget. The Authority was specifically seeking to ensure that:

The process for completing the budget met all statutory and, internal, constitutional
requirements

The assumptions made within it are suitable and robust

Appropriate control and governance are in place to support its delivery

Specifically, the review was scoped to:

Review the process undertaken to complete the 2019/20 budget

Assess and/or test the assumptions that underpin it, including funding sources and the split
of revenue and capital

Assess the governance in place to report, assess and, where appropriate, intervene in the
delivery of the budget

The Authority required the review to be complete in January in order to inform the budget sign-off
process and, specifically, the Combined Authority Board (the Board) meeting scheduled for 30 January
2019.

Following an initial scoping meeting with the Chief Executive, C.Co met with the Interim Finance
Director and Finance Manager immediately after the Christmas break to discuss the context and
process to complete the 2019/20 budget and to table an initial document request. The document
request was completed in full by the Interim Finance Manager.

A detailed document review formed the principal basis of this review and enabled C.Co to determine
its initial findings, to seek clarification where appropriate and to determining its emerging
recommendations. This stage of the review identified a number of additional document requests
which were again completed in full. Particularly relevant was the draft budget report presented to the
Board on 28 November, the specific recommendations contained within the minutes and the
subsequent development of the content and presentation of the draft, final budget report for the 30
January Board. The full list of documents reviewed, split initial and subsequent, is attached at
Appendix 1.

An initial summary document was produced and shared with the Chief Executive on 18 January. This
document enabled C.Co to present its approach, initial findings and emerging recommendations. It
provided an opportunity for the Authority to challenge the findings, provide additional information to
mitigate recommendations and request, within the scope of the review, any further meetings with
Authority employees.
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Please note that all observations and findings represent a ‘true and fair view’ based upon discussions
with key officers and the documentation provided.

In undertaking this review within the agreed timescales, C.Co took account and, to a certain extent,
relied upon relevant information and documentation provided to the Authority by third party
organisations such as their External Auditors (Ernst & Young).

Of particular relevance is Ernst & Young’s assessment of materiality as “£821,000, which is 2% of gross
expenditure”; their technical review, and satisfactory conclusion, on Revenue Expenditure from
Capital under Statute (REFCUS); and the “Unqualified Audit Opinion” on the 2017/18 financial
statements as reported in the Annual Audit Letter (August 2018).

C.Co has also taken account of Authority’s Internal Audit report (March 2018) that provided a
‘Reasonable Assurance’ assessment of the Authority’s corporate governance control framework.

Having reviewed the 19 documents referred to in Appendix 1 and following initial and subsequent
discussion with key officers, principally the interim Finance Director and Finance Manager, C.Co is
satisfied that:

The Authority has prepared and is in the process of signing off its 2019/20 Budget and Medium
Term Financial Plan in accordance with its own policies and procedures as outlined in its
Constitution.

That the 2019/20 Budget’s content, including assumptions and revenue/capital split, are clear
and appropriate.

The Authority has in place robust and comprehensive budget monitoring and reporting
processes and procedures that will now include regular reporting to the Combined Authority
Board including regular monthly reports and a detailed mid-year review.

There are no material findings and/or failings have been identified as part of this review. A number of
non-material recommendations are included to support the enhancement of processes already in
place.
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Chapter 7 of the Authority’s Constitution (version 5 — 26 September 2018) clearly sets out the formal
governance process for the approval of its budget, including that of the Mayor.

A draft budget is required to be submitted to the Combined Authority Board by 31 December each
year for consideration and approval to consult upon it. A 2019/20 draft Budget and Medium Term
Financial Plan 2019 to 2023 was presented as a public report at the 28 November Cambridgeshire &
Peterborough Combined Authority Board.

Minute 270 confirms that the revenue and capital budgets were approved for consultation subject to
a review and reduction of Combined Authority overheads in time for publication within the final
budget report.

The consultation document and request for comment was made available on the Authority’s website
on 3 December 2018, with a closing date of Friday 4 January. In addition, a targeted mail out was sent
to Overview and Scrutiny members, S151 officers, Chief Executives and Business Board members.

The final budget report is scheduled to be considered at the Authority’s Business Board on 30 January
2019. Although approvals are not yet in place, C.Co is satisfied that the draft final report:

Meets the time dependent requirements of the Authority’s Constitution

Incorporates the Mayor’s budget which is subject to a complementary but separate approval
process

Identifies a significant reduction in Combined Authority overheads from the draft report, in
particular a reported £1.5m reduction in staffing costs

Appropriately addresses the reported consultation feedback

As part of this review, a like-for-like comparison was conducted between the Draft Budget and MTFP
report (28th November) and the Final Draft intended for the 30 January Board. The January report is
much clearer in its presentation and narrative, particularly in regard to control over capital spend. The
clear distinction of ‘directly controlled’ and ‘passported’ expenditure, with a clear indication of where
control and/or decision-making sits supports good governance and clear financial reporting.

The Revenue budget summary table is clearly presented in terms of income and expenditure and net
position. The Capital summary table is less clear and adopting a similar format to the Revenue table
may improve the presentation of it. A minor improvement would be to show both Revenue and Capital
on the same cost basis, Revenue is currently shown as £000s and Capital in £m.
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C.Co’s assessment of the Authority’s 2019/20 budget has been predominantly a desk-based review of
key documents. Our role therefore is to provide an opinion on clarity and consistency of the budget
and whether the information provided is sufficient and coherent — in our opinion the budget, its
treatment of both Revenue and Capital expenditure and any assumptions therein are clear and
transparent.

The one area that would benefit from greater consideration and narrative within the budget report is
the impact of the absorption of the Adult Education Budget (AEB) for the area, its employees and
expenditure. Although the £12.1m revenue budget is referenced in the report and our understanding
is that over 90% of the funding is already committed and will be distributed to relevant
projects/organisations, it is not clear what budgetary and operational risk this will bring to the
Authority.

Without detailed testing, this review relies upon the quality of the documentation provided, any
relevant third-party assurance and the ability to follow up questions/queries with key officers. The
split of Revenue and Capital within the 2019/20 Budget and MTFP is clear and consistent with income
streams, as stated. Clarification, within the narrative regarding the use of revenue funding for “the
feasibility work for major priorities” is particularly helpful. C.Co is satisfied with the split as presented
and is confident that the wider governance monitoring and reporting is now in place to support
effective delivery and, where appropriate, timely intervention.

In reviewing the individual line items within the 2019/20 draft revenue budget, C.Co raise the
following (non-material) observations:

£20k for ‘Software and Licenses’ appears small for an Authority of this size and may be worth
reviewing in light of current and future operational requirements. The immaturity of the
Finance System is a corporate risk. As the system and its use mature, particularly in terms of
remote technology, there is likely to be an increasing, not flat, spend in this area.

There is no budget against the line item for ‘Recruitment’. This assumes then that there will
be no turnover of staff and/or that the cost of future recruitment is being absorbed from
within existing salaries. It may be worth clarifying this issue for the final budget report.
Whilst a staffing evaluation has been undertaken and the budget line reduced accordingly,
the £4.8m salary budget should be kept under review, alongside wider corporate overheads,
to ensure they are proportionate for the roles and outputs required.
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Sound Financial Governance enables the Authority to fulfil its strategic objectives, deliver its core
services and intervene in a timely, efficient way to address shortfalls in performance and/or delivery.
It also enables the Authority to react appropriately and flexibly to new opportunities as they arise.

The ‘Governance Tracker’ spreadsheet is a useful capture of key governance issues raised by the
Authority, its Internal Auditors and acknowledged by the External Auditors Ernst & Young. The
document is a helpful reporting tool. However, although the document has an evidence column no
references or links to evidence that remedies or mitigates the issues identified are captured.

The ‘Tracker’ makes specific reference to a number of ‘budget setting’ and ‘budget management’
areas for attention’. For the purposes of this review, the Authority’s progress is assessed in the
following areas:

Single-year budget setting — changes to the budget setting process for 2019/20 include the addition
of a 4 year Medium Term Financial Plan (MTFP) with an appropriate capture of current and future
years’ spending proposals. Although evidence is not referenced in the ‘Tracker’, C.Co has had access
to relevant, mitigating evidence in this regard.

Budget Setting Documentation — in acknowledging the use of Peterborough City Council’s templates
for budget documentation purposes the narrative suggests that “there is no need to reference budget
cuts” as the Combined Authority is a commissioning organisation. However, the Authority now has an
annual revenue budget of around £24m and is responsible for securing the efficient, effective and
economic delivery of its operational activity. The minute of the 28 November Board clearly references
the challenge and requirement to review salary costs. It is important, that any future efficiency plans
are incorporated into budget monitoring and tracking process.

Financial Reporting — Internal and External Audit both referenced the need for budget monitoring to
be reported wider than just internally to the organisation. A budget monitoring report was taken to
the Board on 28 November and there is a commitment to report monthly to the Board moving
forward. This commitment was affirmed by the Interim Finance Director during on-site discussion. The
‘Budget Monitor’ update report provides a comprehensive picture of both revenue and capital income
and expenditure in sufficient detail to inform and enable challenge from Board Members and public
alike.

Alignment of Investment & Delivery arrangements — The development of a 4-year MTFP alongside
the 2019/20 budget and Treasury Management Strategy provides greater clarity and oversight of
these arrangements. Clarity on ‘draw down’ approvals provides increased governance to mitigate the
related risks.

Corporate Risk Register — although the majority of the risks on the register can be argued to be
Finance-related, the corporate risk register identifies three main Finance risks, two of which are scored
as the Authority’s top risks. An underdeveloped ‘investment strategy’ is the top risk, however the
alignment of the 2019/20 Budget, the MTFP and the Investment Strategy, supported by strong
reporting and governance, will go some to mitigate this risk. Financial transition is the second risk and
is assumed to relate to the absorption of the LEP (Business Board) and the Adult Education Board
responsibilities. There is no evidence that this is being poorly managed but the risk score appropriately
reflects the impact for the Combined Authority. The addition of an impact statement for the Authority
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Independent 2019/20 Budget Review

@ cco

as a result of these significant changes would enhance the final budget report. The maturity of the
finance system reflects the immaturity of the organisation and the “basic processes” it has in place.
The risk highlights the need to keep pace with a changing/evolving organisation and its inclusion in
the register is appropriate.

It is pleasing to note the evidence of increased rigour regarding ‘contingencies’ between the draft and
final Budget reports. For example, Capacity funding, reserved funding for reactive work to emerging
ideas, now states ‘utilisation of this funding will require the approval of the Chief Executive’.

We are C.Co; consultancy service
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Although no material findings and/or failings have been identified as part of this review. A number of
non-material recommendations are provided below to support the enhancement of processes already
in place. The recommendations are themed in line with the review scope.

Theme Recommendation
1. Process Satisfactory — no recommendation
2. Budget Presentation a) Review the Capital summary table within the Budget report and,

where appropriate, more closely align to the Revenue summary
table.

3. Budget Assumptions Revenue:

a)

b)

c)

d)

Software & Licenses — A flat rate of £20k is budgeted to March
2023 and appears low in the context of an “immature Finance
System” and developments in mobile technology. A review of this
element is recommended.

Recruitment — Given the forecast outturn for 2018/19, a zero
budget against recruitment appears odd. Clarification on the
revenue funding source for future recruitment is recommended.

Accommodation/Office Running Costs — it would be useful to
clarify the distinction between the two.

Corporate Overheads — accepting that significant progress was
made to reduce the salary element of the budget between draft
and final budget reports, it would be prudent to review all
corporate elements of the budget to ensure that the Authority
continues to deliver value for money.

4. Revenue/Capital Split Satisfactory — no recommendation

5. Governance a)

The introduction of monthly reporting to the Board, including
proposals for a detailed mid-year review, is a positive step from a
governance perspective. However, it is important that the
content, format and impact of monthly reporting is kept under
review to ensure that it continues to support effective delivery of
both revenue and capital expenditure.
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The key documents reviewed/considered as part of this assurance review were:

Original Document Request:

1.

N

oW

8.
9.

10.

Final signed 2017/18 financial statements

Annual Audit Letter (Ernst & Young)

Internal Audit - Scoping document for HR process review
Internal Audit — Draft Audit Report for 2017/18

Outline audit plan for 2018/19 (Ernst & Young)

CPCA Corporate Governance review tracker

4 year Business Plan report from May 18

4 year Business Plan MTFP working papers

MTFP Board Report to November Board

Draft January Board report

Additional/Supplementary Documentation Requested and Reviewed:

11

12

13.
14.
15.
16.
17.
18.
19.

Final Constitution (September 2018)

CPCA Board Minutes (28 November 2018)

2019/20 Budget Consultation Web page

2019/20 Budget Consultation Document

2019/20 Stakeholder Budget Consultation Letter and distribution
Budget Monitor Update (28 November Board Agenda)

2018/19 November Budgetary Control Spreadsheet

Audit & Governance Committee Minutes (26 March 2018)

Corporate Risk Register as reported to Audit & Governance Committee (30 November 2018)
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CAMBRIDGESHIRE
& PETERBOROUGH
COMBINED AUTHORITY

AUDIT AND GOVERNANCE COMMITTEE AGENDA ITEM No: 5

29 MARCH 2019 PUBLIC REPORT

INTERNAL AUDIT: PROGRESS REPORT 2018 / 2019

1.0

1.1.

PURPOSE

Internal Audit provide assurance to the Audit and Governance Committee that

activities undertaken across the Combined Authority are appropriately managed,

monitored and delivered in accordance with set governance, controls and risk
management frameworks. This report provides details of the progress made in
delivering the approved Audit Plan for 2018 / 2019.

DECISION REQUIRED

Lead Officer: Steve Crabtree, Peterborough City Council

The Audit and Governance Committee is recommended that the progress report
from Internal Audit is considered.

2.0

2.1.

2.2.

BACKGROUND

In March 2018 Audit and Governance Committee discussed and agreed the
Internal Audit Plan for 2018 / 2019. In accordance with the agreed work
programme for Internal Audit, the reports provide an independent and objective
opinion on the Combined Authority’s effectiveness in managing risk
management, governance and the control environment.

The reports will also feed into the Annual Internal Audit report that will be
prepared at the end of the financial year. The Annual Report will provide an
overall audit opinion on the adequacy and effectiveness of the governance, risk
management and internal control processes, based upon the outcome of the
reviews completed during the year. This opinion can then be used to feed into
the Combined Authority’s Annual Governance Statement that accompanies the
Annual Statement of Accounts.
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2.3.

2.4.

3.0

3.1.

4.0

41.

5.0

5.1.

6.0

6.1.

Appendix 1 provides commentary of progress made against the plan.

Since the last report, no frauds / irregularities have been reported to Internal
Audit. No additional areas have been referred to Audit for inclusion /
consideration as part of their works.

FINANCIAL IMPLICATIONS

The cost of undertaking Internal Audit activities is contained within the charges
contained within the Combined Authority’s budget and are set out within the
Service Level Agreement. Any increase in the required audit coverage will be
agreed with Peterborough City Council on an ongoing basis.

LEGAL IMPLICATIONS

The Accounts and Audit Regulations 2015, Regulation 5, requires a relevant
organisation to undertake an effective internal audit to evaluate the effectiveness
of its risk, control and governance processes, taking into account public sector
internal auditing standards or guidance.

SIGNIFICANT IMPLICATIONS

There are no direct wider CPCA implications arising from this report.

APPENDICES

Appendix 1: Internal Audit Plan 2018 / 2019: Progress

Location
Source Documents

List background papers:
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Internal Audit Plan 2018 / 2019: Progress Report

APPENDIX 1

\) PETERBOROUGH

7
® CITY COUNCIL
CAMBRIDGESHIRE

& PETERBOROUGH
COMBINED AUTHORITY

INTERNAL AUDIT PLAN 2018 /2019
PROGRESS REPORT

ANNUAL REPORT
1. Introduction

2. Summary of Audit Reviews

This report has been prepared for the use of Members and management of the Cambridgeshire and Peterborough Combined Authority. Details may be made
available to specified external organisations, including external auditors, but otherwise the report should not be used or referred to in whole or in part without prior
consent. No responsibility to any third party is accepted as the report has not been prepared, and is not intended for any other purpose.

The matters raised in this report are only those that came to our attention during the course of our work — there may be weaknesses in governance, risk

management and the system of internal control that we are not aware of because they did not form part of our work programme, were excluded from the scope of
individual audit engagements or were not brought to our attention. The opinion is based solely the work undertaken as part of the agreed Internal Audit plan.
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Internal Audit Plan 2018 / 2019: Progress Report

1.1

1.2

1.3

INTRODUCTION

The purpose of this report is to bring the Audit and Governance Committee up to date with the progress made against the delivery of the
2018 / 2019 Internal Audit Plan.

The Committee has a responsibility to review the effectiveness of the system of internal controls and to monitor arrangements in place
relating to corporate governance and risk management arrangements. Internal Audit is an assurance function which provides an independent
and objective opinion to the organisation on the control environment, comprising risk management, control and governance. This work
update provides the Committee with information on recent audit work that has been carried out to assist them in discharging their
responsibility by giving the necessary assurances on the system of internal control.

The information included in this progress report will feed into, and inform our overall opinion in our Internal Audit Annual Report issued at the
year end. Where appropriate each report we issue during the year is given an overall opinion based on the following criteria:

TABLE 1: ASSURANCE RATINGS

Opinion / Assurance Description

SUBSTANTIAL The internal control system is well designed to meet objectives and address relevant risks, and key controls are
consistently applied. There is some scope to improve the design of, or compliance with, the control framework in order to
increase efficiency and effectiveness.

REASONABLE The internal control system is generally sound but there are some weaknesses in the design of controls and / or the
inconsistent application of controls. Opportunities exist to strengthen the control framework and mitigate further against
potential risks.

LIMITED The internal control system is poorly designed and / or there is significant non-compliance with controls, which can put the
system objectives at risk. Therefore, there is a need to introduce additional controls and improve compliance with existing
ones to reduce the risk exposure for the Authority.

NO There are significant weaknesses in the design of the internal control system, and there is consistent non-compliance with
those controls that exist. Failure to improve controls will expose the Authority to significant risk, which could lead to major
financial loss, embarrassment or failure to achieve key service objectives.
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Internal Audit Plan 2018 / 2019: Progress Report

SUMMARY OF AUDIT REVIEWS COMPLETED

The Audit Plan is re-profiled throughout the year when the risks profile of the Combined Authority changes and to react to emerging issues,
management requests or Audit and Governance Committee requests. Following on from its initial approval, additional reviews have been
requested. This has increased the number of days to be delivered from 75 to 105 days. This is reflected in the Service Level Agreement

2.3

provided to Finance.

Progress against the works to date are as follows:

TABLE 2: AUDIT PLAN PROGRESS

BEIS LEP PROJECT GRANTS

The Greater Cambridge and Greater Peterborough Local Enterprise Partnership (GCGP
LEP) was a recipient of a grant from the Department for Business, Energy and Industry
Strategy. When it ceased to operate as of 1 April 2018, its functions were transferred to
the CPCA and was replaced by the Business Board.

Internal Audit were commissioned to review the adequacy, or otherwise, of the financial
records maintained and ensure that the grant sums claimed were in line with its
conditions.

The deadline for approval and return to BEIS was 25 June 2018.

(This audit did not form part of the original audit plan as the LEP was at the time
considered outside of scope of the CPCA).

AUDITED AREAS AUDIT OPINION

Following review of the financial records maintained,
supporting documentation and the grant conditions
imposed, we were able to confirm that the monies claimed
were appropriate.

The grant letter was signed and issued in line with the
timetable.

Opinion: Grant conditions met

TRANSPORT GRANTS

Four grants coordinated through the CPCA require a declaration to be sent to the
Department for Transport, these being Capital Block Funding; Challenge Fund Tranche
2A; Local Transport Grant and Pothole Action Fund.

Based on the determination letters, monies are spent separately by PCC and CCC. Where
monies are spent directly by County they undertake a review of the appropriateness of
spending and provided statement returns to that effect. Similar arrangements were
undertaken by PCC.

As Chief Internal Auditor for the CPCA, | have looked to place reliance on their works.

Following review of claims and completed statements we
confirmed to DfT that monies had been spent in line with
the determination letters.

Opinion: Grant conditions met
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Internal Audit Plan 2018 / 2019: Progress Report

TREASURY MANAGEMENT

As part of the original audit plan, due to the Treasury Management Strategy being agreed,
a review was undertaken as to how the processes were being delivered and monitored.

The work is complete and a final report was issued on 8 March 2019.

The overall opinion is 'Reasonable’, reflecting an
internal control framework that is generally sound but with
opportunities to strengthen further.

Recommendations include introducing the approval and
documentation of investment decisions and updating the
authorisation matrix, which will enhance the audit trail and
ensure clarity of accountability.

Although we plan to follow-up audits within 6 months, we
have been advised that 4 of the 8 recommendations have
already been implemented.

LEP GOVERNANCE (NEW REQUIREMENT)

Discussions at the Informal Audit and Governance Committee meeting 22 May 2018
considered the LEP transfer into CPCA. It was noted that a temporary Business Board
had been created to oversee a number of the decision making processes until such time
that appropriate business leaders are appointed. A separate report at the Audit and
Governance Committee in 28 September 2018 provided further details at to the
arrangements in relation to the LEP and the Business Board going forward together with
member appointments.

The LEP has to have its governance arrangements approved by February each year. A
national study was undertaken earlier in 2018 — the Mary Ney review — and this reviewed
the workings of all LEPs to build on best practice so as to provide recommendations to
make all LEPs “best in class”. As a result of this the previous assurance framework has
been extensively revised.

CPCA are due to have submitted their assurance framework in November.

We have reviewed the contents of the Assurance Framework for consistency across the
organisation. Furthermore, it has been externally validated and signed off as appropriate
by CLGU.

We have concluded our fieldwork and the report is being drafted.

Due to the similarities between the LEP Assurance Framework and the Local Code of
Corporate Governance, we note that the CPCA has taken the decision to reduce the level
of bureaucracy by combining into one document. This is scheduled for production in
March 2019.

Report being prepared.
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Internal Audit Plan 2018 / 2019: Progress Report

PROJECTS: ADULT EDUCATION BUDGETS Fieldwork has concluded and report being produced.

Adult Education Budgets are due to be devolved to the CPCA from 2018 / 2019. A report
was been submitted to the Board earlier in the summer as well as Audit and Governance
Committee.

Our review has incorporated:

e Consulting on and attending an Assurance and Knowledge Working Group with
the Education and Skills Funding Agency and other MCAs on assurance
processes and the agreement of an assurance MOU for the first year of service
delivery. A series of meetings have taken place throughout October, November
and December. A MOU has been produced and audit involvement has concluded
for this area of activity.

e Undertaking a health / compliance review of the AEB Project to date to ensure
that information contained within Readiness Conditions are being followed in
accordance with project delivery and timelines.

PROJECTS: EAST CAMBRIDGE TRADING COMPANY -

Internal Audit has identified the allocation of monies for housing projects in relation to the
East Cambridge Trading Co. Ltd as an area for review. Initial reviews have taken place in
relation to this.

It should be noted the scope of the work was increased to cover the more recent loan of
£24.4m and further information is awaited in this regard.

CORPORATE GOVERNANCE Draft report issued.

The original audit plan was to focus on areas which had not been developed or embedded | A separate report will cover the CPCA / CPSB.
previously. However, following Audit and Governance Committee the scope for this review
was extended to include additional areas which had been identified. The scoping
document was included on the last agenda.

Fieldwork has been completed and a draft report issued in relation to the main areas. Key
points were discussed at the Governance Workshop.

Separate points of clarification are being sought about the relationship and improvements
in concerning the CPCA and the CPSB.
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Internal Audit Plan 2018 / 2019: Progress Report

FUTURE PROPOSALS

Since the last Audit and Governance Committee:
e No fraud / irregularities have been reported to Internal Audit

e No new areas have been identified, however the Audit Plan remains a fluid document which will be reviewed regularly.
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CAMBRIDGESHIRE
& PETERBOROUGH
COMBINED AUTHORITY

AUDIT AND GOVERNANCE
COMMITTEE

AGENDA ITEM No: 6

29 MARCH 2019

PUBLIC REPORT

TREASURY MANAGEMENT STRATEGY

1.0 PURPOSE

1.1. The purpose of this report is for the Audit and Governance Committee to
receive an update on the development of the Combined Authority’s draft
Treasury Management Strategy for 2019/20.

DECISION REQUIRED

Lead Officer:

Noel O’Neill, Interim Chief Finance
Officer

2019/20

The Audit and Governance Committee is recommended to:

(a) Note the development of the draft Treasury Management Strategy for

2.0 BACKGROUND

2.1. According to its Terms of Reference, the Audit and Governance Committee
shall “ensure there is effective scrutiny of the treasury management strategy
and policies in accordance with CIPFA’s Code of Practice”.

2.2. The Treasury Management in the Public Services: Code of Practice 2011
recommends that Members receive regular reports on the authority’s treasury
management policies, practices and activities, including an annual strategy in

advance of the new financial year.

2.3. This report presents the first draft of the annual strategy for 2019/20.
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24.

2.5.

2.6.

2.7.

2.8.

2.9.

The Combined Authority currently receives Treasury Management support
through a Finance Service Level Agreement with Peterborough City Council.
The Combined Authority recognises the responsibility for treasury management
decisions remains with the Combined Authority, and also the value of
employing external providers in order to access specialist skills and advice.

Whilst the Combined Authority has had access to specialist treasury
management service providers through its relationship with Peterborough City
Council, it is now appropriate for the Combined Authority to employ its own
specialist providers directly.

An early requirement for the CPCA appointed providers will be to review the
draft Treasury Management Strategy and recommend improvements to make it
more appropriate for the current and future financial requirements, constraints
and priorities of the Combined Authority.

A revised version of the Treasury Management Strategy will be presented to
the Audit and Governance Committee when this exercise has been completed.

Previous treasury management update reports have identified categories of
investment as set out in the table below

Treasury . "
Management Investment Strategy et IPE;?.IT:d'ture
Strategy

= Principles of: * Housing JVs * Medium Term
1. Security . gus?n_ess Board equity Financial Plan
Sl ecisions
! * Cashflow
2 quu;d;ty s lari
3. Yield
Rewarded vs Unrewarded Risk Retumn

Business Case
Ways of working/ skills/ readiness

Funding to support investment

Liquidity vs term

ing to support Capital Expenditure and the MTFP

Surplus cash balances will be held in accordance with the principles set out in
the Treasury Management Strategy in order to support strategic investment
decisions and the Capital Programme and the Medium Term Financial Plan
(MTFP).

2.10. The 2019/20 budget was approved after consultation by the Combined

Authority Board in January 2019, alongside the MTFP which sets out the
Capital programme for the three year period to 2021/22.

2.11.The draft Treasury Management Strategy reflects the objectives of the MTFP,

and the cashflow forecast required to deliver it. The Treasury Management
Strategy needs to ensure that funds are secure and available when required to
support the Capital programme.
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2.12.The purpose of the attached Treasury Management Strategy is to:

(a) Manage external investments

(b) Ensure debt is prudent and economic

(c) Produce and monitor prudential indicators, and
(d) Ensure that decisions comply with regulations

2.13. The Prudential Code underpins the system of capital finance. Prudential
indicators are developed to ensure that:

(a) Capital investment plans are affordable;

(b) All external borrowing and other long-term liabilities are within prudent
and sustainable levels; and

(c) Treasury management decisions are taken in accordance with
professional good advice.

2.14.Where it is necessary for investments to be undertaken in order to manage the
Combined Authority’s cash flows, the Combined Authority’s primary principle is
for the security of its investments. To support this principle, the Combined
Authority will ensure that:

¢ It maintains a policy covering both the categories of investment types it will
invest in, criteria for choosing investment counterparties with adequate
security and monitoring their security.

e |t has sufficient liquidity in its investments. For this purpose it will set out
procedures for determining the maximum periods for which funds may
prudently be committed.

2.15. A Cashflow forecast has been developed based on the draft MTFP, with
assumptions made on anticipated funding receipts and the drawdown of funds
required to service future Revenue and Capital expenditure.

2.16. The Treasury Management Strategy will allow the Combined Authority to
investigate the appropriateness of offerings to the market in light of the
Combined Authority’s risk appetite and the advice of independent advisors. Any
potential investment identified would be subject to a full due diligence review.

2.17.The Combined Authority currently operates a restrictive lending list due to the
continued economic uncertainty. Surplus cash is only invested for short periods
with Barclays. The Combined Authority also invests with other Local
Authorities, the Debt Management Office (DMO) and with facilities set up with
Money Market Funds (MMF).

2.18. The draft Treasury Management Strategy for 2019/20 to 2021/22 is shown at
appendix 1.
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3.0

3.1.

4.0

4.1.

5.0

5.1.

6.0

6.1.

FINANCIAL IMPLICATIONS

There are no other financial implications to bring to the Committee's attention
other than those covered in the rest of the report.

LEGAL IMPLICATIONS

Treasury Management activities have to conform to the Local Government Act
2003, the Local Authorities (Capital; Finance and Accounting) (England)
Regulations 2003 (SI 2003/3146), which specifies that the Authority is required
to have regard to the CIPFA Prudential Code and the CIPFA Treasury
Management Code of Practice and also the Local Authorities (Capital Finance
and Accounting) (England) (Amendment) Regulations 2008 (S| 2008/414),
which clarifies the requirements of the Minimum Revenue Provision guidance.
Local authorities must have regard to DCLG statutory investment guidance.

SIGNIFICANT IMPLICATIONS
None.
APPENDICES

Appendix 1 — Draft Cambridgeshire and Peterborough Combined Authority
(CPCA) Treasury Management Strategy 2019/20.

Location
Source Documents

None
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2019/20 to 2021/22
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1.2,

1.3,

1.4,

1.5,

1.6.

A.7.

Introduction
Background

. The Combined Authority is required to operate a balanced budget, which means that

cash raised through the year will meet cash expenditure. The Treasury Management
Strategy (TMS) has four fundamental roles:

Manage External Investments - Security, Liquidity and Yield

Ensure Debt is Prudent and Economic

Produce and Monitor the Prudential Indicators

To ensure that decisions comply with regulations.

The role of treasury management is to ensure cash flow is adequately planned so that
cash is available when it is needed. Surplus monies are invested in low risk
counterparties commensurate with the Combined Authority’s risk appetite ensuring that
security and liquidity are achieved before considering investment return.

The second main function of the treasury management service is the funding of the
Authority’s capital plans. These capital plans provide a guide to the borrowing need of
the Authority, essentially the longer-term cash flow planning, to ensure that the Authority
can meet its 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, when it is prudent and economic, any debt previously drawn may be
restructured to meet Authority 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.

Whilst any commercial initiatives or loans to third parties will impact on the treasury
function, these activities are generally classed as non-treasury activities, (arising
usually from capital expenditure), and are separate from the day to day treasury
management activities.

CIPFA 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.”

Revised reporting is required for the 2019/20 reporting cycle due to revisions of the
MHCLG Investment Guidance, the MHCLG Minimum Revenue Provision (MRP)
Guidance, the CIPFA Prudential Code and the CIPFA Treasury Management Code.
The primary reporting changes include the introduction of a capital strategy, to provide
a longer-term focus to the capital plans, and greater reporting requirements surrounding
any commercial activity undertaken under the Localism Act 2011.
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1.2.
1.2.1.
1.2.2.

1.2.3.

1.2.4.

1.2.5.

1.2.6.

1.2.7.

1.3.
1.3.1.

1.3.2.

1.3.3.

Reporting Requirements
Capital Strategy

The CIPFA revised 2017 Prudential and Treasury Management Codes require, for
2019/20, all local authorities to prepare an additional report, a capital strategy report,
which will provide the following:

e 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;
¢ the implications for future financial sustainability;
The aim of this Capital Strategy is to ensure that all members fully understand 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 and non-treasury investments will be reported through the former. 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 will show:

the corporate governance arrangements for these types of activities;
any service objectives relating to the investments;
the expected income, costs and resulting contribution;
for non-loan type investments, the cost against the current market value;

o the risks associated with each activity.
Where a physical asset is being bought, details of market research, advisers used, (and
their monitoring), ongoing costs and investment requirements and any credit
information will be disclosed, including the ability to sell the asset and realise the
investment cash.

Where the Authority has borrowed to fund any non-treasury investment, there should
also be an explanation of why borrowing was required and why the MHCLG Investment
Guidance and CIPFA Prudential Code have not been adhered to.

If any non-treasury investment sustains a loss during the final accounts and audit
process, the strategy and revenue implications will be reported through the same
procedure as the Capital Strategy.

Treasury Management Reporting

The Combined Authority is required to receive and approve, as a minimum, three main
treasury reports each year, which incorporate a variety of policies, estimates and
actuals.

Prudential and Treasury Indicators and Treasury Strategy - The first report is
forward looking and covers:

¢ the capital plans, (including prudential indicators);
a Minimum Revenue Provision (MRP) policy, (how residual capital expenditure is
charged to revenue over time);

¢ the treasury management strategy, (how the investments and borrowings are to be
organised), including treasury indicators; and

¢ an investment strategy, (the parameters on how investments are to be managed).

A Mid-Year Treasury Management Report — This is primarily a progress report and

will update members on the capital position, amending prudential indicators as
necessary, and whether any policies require revision.
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1.3.4.

1.3.5.
1.3.6.

1.4.
1.4.1.

1.4.2.

1.5.
1.5.1.

1.6.
1.6.1.

1.6.2.

1.6.3.

An Annual Treasury Report — This is a backward looking review document and
provides details of a selection of actual prudential and treasury indicators and actual
treasury operations compared to the estimates within the strategy.

Scrutiny

The above reports are required to be adequately scrutinised and this role is undertaken
by the Audit and Governance Committee.

Treasury Management Strategy for 2019/20
The strategy for 2019/20 covers:
Capital issues

. the capital expenditure plans and the associated prudential indicators;
« the MRP policy.
Treasury management issues

« the current treasury position;

« treasury indicators which limit the treasury risk and activities of the Authority;
« prospects for interest rates;

» the borrowing strategy;

« policy on borrowing in advance of need;

» debt rescheduling;

« the investment strategy;

« creditworthiness policy; and

« the policy on use of external service providers.

These elements cover the requirements of the Local Government Act 2003, the CIPFA
Prudential Code 2017, the MHCLG MRP Guidance, the CIPFA Treasury Management
Code 2017, and the MHCLG Investment Guidance.

Training

The CIPFA Code requires the responsible officer to ensure that members with
responsibility for treasury management receive adequate training in treasury
management. This requirement is reviewed annually.

Treasury Management Advisors

The Authority recognises that responsibility for treasury management decisions remains
with the Authority at all times and will ensure that undue reliance is not placed upon
external advisors.

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

The scope of investments within the Authority’s operations may in the near future
include both conventional treasury investments, (the placing of residual cash from the
Authority’s functions), and more commercial type investments, such as investment
properties. The commercial type investments require specialist advisers.
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1.7.
1.7.1.

1.7.2.

1.7.3.

1.7.4.

1.7.5.

1.8.

Treasury Management Policy Statement

The Treasury Management Policy Statement sets out the policies and objectives of
Treasury Management Activities which is revised annually. It reflects April 2018
guidance.

The Combined Authority 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 Combined Authority 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.

Investments in the above definition covers all financial assets of the organisation, as
well as other non-financial assets which the organisation holds primarily for financial
returns such as investment property portfolios. This may therefore include investments
which are not managed as part of normal treasury management or under treasury
management delegations.  All investments require an appropriate investment
management and risk management framework.

The Combined Authority’s high level policies for borrowing and investments are set out
below.

e To invest available cash balances with a number of high quality investment
counterparties over a spread of maturity dates in accordance with the Combined
Authority’s lending list.

¢ To reduce the revenue cost of any debt the Combined Authority enters into by
obtaining financing at the cheapest rate possible.

e To seek to reschedule or repay debt at the optimum time.

The Treasury Management Role of the Section 73 Officer
The S73 (responsible) officer must do the following:

e recommend clauses, treasury management policy/practices for approval, reviewing
the same regularly, and monitoring compliance;

¢ submit regular treasury management policy reports;

o submit budgets and budget variations;

¢ receive and reviewing management information reports;

¢ review the performance of the treasury management function;

e ensure the adequacy of treasury management resources and skills, and the
effective division of responsibilities within the treasury management function;

¢ ensure the adequacy of internal audit, and liaising with external audit;
o recommend the appointment of external service providers;

e prepare a capital strategy to include capital expenditure, capital financing, non-
financial investments and treasury management, with a long-term timeframe
ensuring that the capital strategy is prudent, sustainable, affordable and prudent in
the long-term and provides value for money;

e ensure that due diligence has been carried out on all treasury and non-financial
investments and is in accordance with the risk appetite of the authority;
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2.

2.2.

2.3.

¢ ensure that the authority has appropriate legal powers to undertake expenditure on
non-financial assets and their financing;

¢ ensure the proportionality of all investments so that the authority does not undertake
a level of investing which exposes the authority to an excessive level of risk
compared to its financial resources;

¢ ensure that an adequate governance process is in place for the approval, monitoring
and ongoing risk management of all non-financial investments and long-term
liabilities;

¢ provide to members of a schedule of all non-treasury investments including material
investments in subsidiaries, joint ventures, loans and financial guarantees;

¢ ensure that members are adequately informed and understand the risk exposures
taken on by an authority. This is done by regular training presentations to the Audit
Committee;

e ensure that the authority has adequate expertise, either in house or externally
provided, to carry out the above. This is done by regular attendance at course and
conferences and joint working with Link Asset Services;

e create Treasury Management Practices (TMPs) which specifically deal with how
non treasury investments will be carried out and managed, to include the following

o Risk management TMP1 and schedules), including investment and risk
management criteria for any material non-treasury investment portfolios;

o Performance measurement and management (TMP2 and schedules), including
methodology and criteria for assessing the performance and success of non-
treasury investments;

o Decision making, governance and organisation (TMP5 and schedules), including
a statement of the governance requirements for decision making in relation to
non-treasury investments; and arrangements to ensure that appropriate
professional due diligence is carried out to support decision making;

o Reporting and management information (TMP6 and schedules), including where
and how often monitoring reports are taken to the various committees;

o Training and qualifications (TMP10 and schedules), including how the relevant
knowledge and skills in relation to non-treasury investments will be arranged.

Capital Prudential Indicators 2019/20 to 2022/23

The Authority’s capital programme is the key driver of the treasury management activity.
The output of the capital programme is reflected in the prudential indicators which are
designed to assist member’s overview and confirm the capital programme.

The Capital expenditure incurred to date is largely REFCUS expenditure (Revenue
Expenditure Funded from Capital Under Statute), which is defined as capital for funding
purposes but does not form an asset to be carried in the Combined Authority’s Balance
Sheet. The figures for 2019/20 are taken from the Capital Programme which is part of
the Authority’s Medium Term Financial Plan.

Indicator 1 — Capital Expenditure — this Prudential Indicator is a summary of the
Authority’s estimated capital expenditure for the current financial year (2018/19) and
the following three financial years including how it will be funded either from grants,
contributions, or capital receipts with the remaining being the ‘net financing requirement’
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24,

2.5.

2.6.

2.7.

Transport & 313| 491| 565| 731| 596
Infrastructure

New Homes &
Communities

3.0 14.0 70.4 65.1 14.7

Education & Skills 0.0 3.2 25.7 35.3 11.0
Corporate 0.0 0.3 0.0 0.0 0.0
Total 34.3 66.6 152.6 | 173.5 85.3
Financed by:
Capital grants

contributions (34.3)| (66.6) | (152.6) | (173.5) | (85.3)

Net financing
requirement 0.0 0.0 0.0 0.0 0.0

Total 0.0 0.0 0.0 0.0 0.0

Indicator 2 — Capital Financing Requirement (CFR) — the CFR is the total historical
capital expenditure which has not yet been paid for from either revenue or capital
resources. It is a measure of the Combined Authority’s underlying borrowing
requirement. Any capital expenditure which has not immediately been paid for will
increase the CFR.

The Combined Authority currently does not have any debt, but is likely to borrow in the
future as part of a wider funding strategy that will support future investment
programmes.

CFR brought forward 0.0 0.0 0.0 0.0 0.0
Borrowing 0.0 0.0 0.0 0.0 0.0
Repayment 0.0 0.0 0.0 0.0 0.0
CFR carried forward 0.0 0.0 0.0 0.0 0.0
Movement in CFR 0.0 0.0 0.0 0.0 0.0
Net financing 00| 00| 00| 00| 00
requirement

]':iﬁ;f]c'\i"n'zp & other 00| 00| 00| 00| 00
Movement in CFR 0.0 0.0 0.0 0.0 0.0

The difference between the borrowing requirement and the movement on the CFR is
the MRP recharge made during the year.

Indicator 3 — Actual and estimates of the ratio of financing costs to net revenue budget.
This indicator identifies the proportion of the revenue budget which is taken up in
Financing capital expenditure i.e. the net interest cost and the provision to repay debt.

Total ratio n/a n/a n/a n/a n/a
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Minimum Revenue Provision Policy

3.1. Capital expenditure is generally expenditure on assets which have a life expectancy of
more than one year e.g. buildings, vehicles, equipment, etc. Such expenditure is spread
over several years in order to try to match the years over which such assets benefit the
local community through their useful life. The manner of spreading these costs is
through an annual Minimum Revenue Provision (MRP).

3.2. CLG Regulations require the Combined Authority to approve an MRP statement in
advance of each year. A variety of options are provided to Local Authorities to calculate
this revenue charge and the Authority must satisfy itself that the provision is prudent.

3.3. Local Authorities are allowed by statute to use capital receipts for the repayment of any
borrowing previously incurred. The application of capital receipts to repay debt would
reduce the level of MRP chargeable to revenue, but statutory guidance does not
address how such a reduction should be calculated. When the Authority uses its capital
receipts to redeem borrowing, the value of the MRP which would otherwise have been
set aside for that year will be reduced by the amounts which have instead been repaid
from capital receipts. This results in a prudent level of MRP, as there will be no
reduction in the overall level of funding set aside to redeem debt.

3.4. Below is a table summarising the MRP Policy.

Capital Expenditure MRP Policy

Incurred

Expenditure funded by Asset Life, annuity method — MRP will be based on the prevailing PWLB

unsupported borrowing interest rate for a loan with a term equivalent to the estimated life of the
project.

Finance Leases Charged in relation to asset life on the annuity method

Secured Loans to third No MRP will be charged each year as reliance can be placed on the capital

parties repaid in bullet receipt that will be generated when the loan is repaid or, in the event of a

form. default, the realisation of the security. If realisation of the security does not

equate to the original loaned amount the Authority will recognise the
associated impairment and will charge MRP for the outstanding loan
amount over the next MTFS periods.

Current Treasury Position

The capital expenditure plans set out in Section 2 provide details of the service activity
of the Authority. The treasury management function ensures that the Authority’s cash
is organised in accordance with the relevant professional codes, so that sufficient cash
is available to meet this service activity and the Authority’s capital strategy. 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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4.2.

at 28 February 2019 are shown in the following table .

The overall treasury management portfolio as at 31 March 2018 and for the position as

Treasury Portfolio

Actual

Actual

Current

Current

31.03.18 31.03.18 28.02.19 28.02.19

£'000 % £'000 %
Treasury Investments
Banks 11,700, 11.9 14,000, 8.4
Local Authorities 77,000 78.0 137,500, 82.6
DMADF (HM Treasury) 0f 0.0 5,000 3.0
Money Market Funds 10,000 10.1 10,000 6.0
Total Treasury Investments 98,700 100.0 166,500, 100.0
Treasury External Borrowing
Local Authorities 0f 0.0 0f 0.0
PWLB 0f 0.0 0f 0.0
LOBOs 0f 0.0 0f 0.0
Total External Borrowing 0f nl/a 0f nl/a
Net Treasury Investments/(Borrowing) (98,700) (166,500)
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4.3.

4.4.

4.5.

4.6.

Indicator 4 - The Combined Authority’s treasury position at 31 March 2019, with
estimates for future years will be entered in the table below as future borrowing
requirements become clear. The table below shows the actual external borrowing
(Gross Debt) against the CFR.

External Borrowing

Market Borrowing 0.0 0.0 0.0 0.0 0.0
Repayment of borrowing 0.0 0.0 0.0 0.0 0.0
Expected change in 0.0 0.0 0.0 0.0 0.0
borrowing

Other long-term liabilities 0.0 0.0 0.0 0.0 0.0
Gross Debt at 31 March 0.0 0.0 0.0 0.0 0.0
CFR 0.0 0.0 0.0 0.0 0.0
% of Gross Debt to CFR n/a n/a n/a n/a n/a

Based on the prudential indicators there are a number of key measures to ensure that
the Combined Authority operates its activities within defined limits. One of these is that
the Combined Authority needs to ensure that its total borrowing does not, except in the
short term, exceed the total of the CFR in the year plus the estimates of any additional
CFR for 2018/19 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.

Indicator 5 - The Operational Boundary - external borrowing is not normally expected
to exceed this limit. If the operational boundary was exceeded this would be reported
immediately to the members of the Audit and Governance Committee with a full report
taken to the next committee meeting. The Operational Boundary is set out below:

Borrowing 0.00 0.00 74.61 74.61 74.61
Other long term liabilities 0.00 0.00 0.00 0.00 0.00
Total 0.00 0.00 74.61 74.61 74.61

Indicator 6 - The Authorised Limit for external borrowing - this represents a limit
beyond which external borrowing is prohibited.

Borrowing 0.00 0.00 84.61 84.61 84.61
Other long term liabilities 0.00 0.00 0.00 0.00 0.00
Total 0.00 0.00 84.61 84.61 84.61
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4.7.

This is the borrowing cap agreed by HM Treasury with Cambridgeshire and
Peterborough Combined Authority in advance of the making of the Combined
Authorities (Borrowing) Regulations 2018.

Prospects for Interest Rates

5.1. The Combined Authority utilises the treasury services of Link Asset Services through
its relationship with Peterborough City Council who provide Treasury Management
Support to the Combined Authority. Part of their service is to assist the Combined
Authority to formulate a view on interest rates to assist with borrowing and investment
decisions.

5.2. The Link Asset Services forecast for bank base rate (as at November 2018) and PWLB
new borrowing (as at November 2018) is as follows (note that the PWLB Borrowing
Rate includes the Certainty Rate adjustment):

Interest Rate Syr 10yr 25yr 50yr
(All rates Ba;‘,'i‘evRvate PWLB PWLB PWLE PWLE
shown as %) Rate Rate Rate Rate
Dec-18 0.75 2.00 2.50 2.90 2.70
Mar 19 0.75 2.10 2.50 2.90 2.70
Jun 19 1.00 2.20 2.60 3.00 2.80
Sep 19 1.00 2.20 2.70 3.10 2.90
Dec 19 1.00 2.30 2.70 3.10 2.90
Mar 20 1.25 2.30 2.80 3.20 3.00
Jun 20 1.25 2.40 2.90 3.30 3.10
Sep 20 1.25 2.50 2.90 3.30 3.10
Dec 20 1.50 2.50 3.00 3.40 3.20
Mar 21 1.50 2.60 3.00 3.40 3.20
Jun 21 1.75 2.60 3.10 3.50 3.30
Sep 21 1.75 2.70 3.10 3.50 3.30
Dec 21 1.75 2.80 3.20 3.60 3.40
Mar 22 2.00 2.80 3.20 3.60 3.40

5.3. The Authority successfully applied to be one of the principal local authorities that would
qualify for the Certainty Rate, during the period 1 November 2018 to 31 October 2019.
This results in the Authority being able to benefit from reduced interest rates on PWLB
loans by 20 basis points (0.20%). The Authority is assuming that there will be a similar
scheme in place when this scheme expires. and will submit a new application
accordingly.

5.4. The interest rate forecasts provided by Link Asset Services in paragraph 5.2 are
predicated on an assumption of an agreement being reached on Brexit between the UK
and the EU. In the event of an orderly non-agreement exit, Link Asset Services think it
is likely that the Bank of England would take action to cut Bank Rate from 0.75% in
order to help economic growth deal with the adverse effects of this situation. This is also
likely to cause short to medium term gilt yields to fall. If there was a disorderly Brexit,
then any cut in Bank Rate would be likely to last for a longer period and also depress
short and medium gilt yields correspondingly. It is also possible that the government
could act to protect economic growth by implementing fiscal stimulus.

5.5. The balance of risks to the UK:

¢ the overall balance of risks to economic growth in the UK is probably neutral.

¢ the balance of risks to increases in Bank Rate and shorter term PWLB rates, are
probably also even and are broadly dependent on how strong GDP growth turns
out, how slowly inflation pressures subside, and how quickly the Brexit negotiations
move forward positively.
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5.6.

5.7.

One risk that is both an upside and downside risk, is that all central banks are now
working in very different economic conditions than before the 2008 financial crash as
there has been a major increase in consumer and other debt due to the exceptionally
low levels of borrowing rates that have prevailed for ten years since 2008. This means
that the neutral rate of interest in an economy, (i.e. the rate that is neither expansionary
nor deflationary), is difficult to determine definitively in this new environment, although
central banks have made statements that they expect it to be much lower than before
2008. Central banks could therefore either over or under do increases in central interest
rates.

Link Asset Services interest rate forecasts, detailed above, are based on their views of
the future economic climate, and below are some extracts taken from their economic
forecasts:

¢ The flow of positive economic statistics since the end of the first quarter of 2018 has
shown that pessimism was overdone about the poor growth in quarter 1 when
adverse weather caused a temporary downward blip. Quarter 1 at 0.1% growth in
GDP was followed by a return to 0.4% in quarter 2 and by a strong performance in
quarter 3 of +0.6%. However, growth in quarter 4 is expected to weaken significantly.

e At their November quarterly Inflation Report meeting, the MPC repeated their well-
worn phrase that future Bank Rate increases would be gradual and would rise to a
much lower equilibrium rate, (where monetary policy is neither expansionary of
contractionary), than before the crash; indeed they gave a figure for this of around
2.5% in ten years’ time, but declined to give a medium term forecast. However, with
so much uncertainty around Brexit, they warned that the next move could be up or
down, even if there was a disorderly Brexit. While it would be expected that Bank
Rate could be cut if there was a significant fall in GDP growth as a result of a
disorderly Brexit, so as to provide a stimulus to growth, they warned they could also
raise Bank Rate in the same scenario if there was a boost to inflation from a
devaluation of sterling, increases in import prices and more expensive goods
produced in the UK replacing cheaper goods previously imported, and so on. In
addition, the Chancellor could potentially provide fiscal stimulus to support economic
growth, though at the cost of increasing the budget deficit above currently projected
levels.

¢ It is unlikely that the MPC would increase Bank Rate in February 2019, ahead of the
deadline in March for Brexit. Getting parliamentary approval for a Brexit agreement
on both sides of the Channel will take well into spring 2019. However, in view of the
hawkish stance of the MPC at their November meeting, the next increase in Bank
Rate is now forecast to be in May 2019, (on the assumption that a Brexit deal is
agreed by both the UK and the EU). The following increases are then forecast to be
in February and November 2020 before ending up at 2.0% in February 2022.

¢ Inflation. The Consumer Price Index (CPI) measure of inflation has been falling from
a peak of 3.1% in November 2017 to 2.1% in December 2018. In the November Bank
of England quarterly Inflation Report, inflation was forecast to still be marginally above
its 2% inflation target two years ahead, (at about 2.1%), given a scenario of minimal
increa