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Treasury Management - mid-year review
Finance & Resources Committee

Date: 5 February 2021 Agenda ltem:
Submitted By: Chief Finance and Procurement Officer 6
Purpose To present a mid-year review of treasury management activity of the Authority

Recommendations That Members note the report.

Summary This report presents a review of treasury management activity as required
by the CIPFA Code of Practice on Treasury Management which has been
adopted by this Authority. The report examines all treasury management
activity to ensure that it is accordance with the Authority’s treasury
management strategy.

In addition, it examines the outlook for the UK economy and the impact
that it might have on the treasury management strategy of the Authority

Local Government (Access to information) Act 1972
Exemption Category: None

Contact Officer: Alison Wood, Chief Finance and Procurement Officer
E: alison.wood@westyorksfire.gov.uk

Background papers open to inspection: The Prudential Code for Capital Finance in Local Authorities

Annexes:

Appendix A Investments at 17th December
Appendix B Debt Maturity Structure

Appendix C Prudential Indicators
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Introduction

The Authority has adopted the CIPFA Code of Practice on Treasury Management. Itis a
requirement of the Code that regular reports be submitted to Members detailing treasury
management operational activity. This report covers the period 1 April to 17 December
2020.

Information

The Authority has adopted the CIPFA Code of Practice on Treasury Management and
operates its treasury management service in compliance with this Code and various
statutory requirements. The Code recommends monitoring reports on treasury
management be submitted. Under Financial Procedure Rules, Full Authority is
responsible for the implementation and monitoring of the treasury management policies.
Finance & Resources Committee undertake a scrutiny role with regard to treasury
management.

The report covers the period 1 April to 17 December 2020, and reports on interest rates,
investment and borrowing activities, budget monitoring, prudential indicators, and
risk/compliance issues. Reference will be made to the Treasury Management Strategy
Report approved by the Authority on 21 February 2020.

The Treasury Management Strategy 2020/21 approved by the Authority on 21 February
2020.

The Chief Finance & Procurement Officer believed that the borrowing and investment
strategy for 2020/21 should continue to place emphasis on the security of the Authority’s
balances. The main external influences on the Authority’s strategy was the spread of the
coronavirus pandemic and the UK’s progress in negotiating its exit from the EU and any
uncertainty over the future weighing on growth. Economic growth is therefore forecast to
remain sluggish throughout 2020/21 as uncertainty could continue for several years.

The Authority had an overall Capital Financing Requirement (CFR) of £51.0 million as at
31st March 2020. The CFR represents the Authority’s underlying need to finance capital
expenditure by borrowing or other long-term liability arrangements. The CFR within the
strategy was to be financed via £45.4 million of external borrowing after using £5.6 million
of internal borrowing. The repayment of any long-term debt would be then financed via
short term borrowing as short term rates were forecast to stay low. Short term rates have
remained low in 2020/21 compared to longer term PWLB rates. This is covered in detail
in paragraph 2.5.3 later in the report.

Economic Context & Interest Rates

The spread of the coronavirus pandemic dominated during the period as countries around
the world tried to manage the delicate balancing act of containing transmission of the virus
while easing lockdown measures and getting their populations and economies working
again. After a relatively quiet few months of Brexit news it was back in the headlines
towards the end of the period.

The Bank of England (BoE) maintained Bank Rate at 0.1% and its Quantitative Easing
programme at £745 billion. The potential use of negative interest rates was not ruled in or
out by BoE policymakers, but then a comment in the September Monetary Policy
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Committee meeting minutes that the central bank was having a harder look at its potential
impact than was previously suggested took financial markets by surprise.

Government initiatives continued to support the economy, with the furlough (Coronavirus
Job Retention) scheme keeping almost 10 million workers in jobs, grants and loans to
businesses and 100 million discounted meals being claimed during the ‘Eat Out to Help
Out’ (EOHO) offer.

GDP growth contracted by a massive 19.8% (revised from first estimate -20.4%) in Q2
2020 (Apr-Jun) according to the Office for National Statistics, pushing the annual growth
rate down to -21.5% (first estimate -21.7%). Construction output fell by 35% over the
quarter, services output by almost 20% and production by 16%. Recent monthly estimates
of GDP have shown growth recovering, with the latest rise of almost 7% in July, but even
with the two previous monthly gains this still only makes up half of the lost output.

The headline rate of UK Consumer Price Inflation (CPI) fell to 0.2% year/year in August,
further below the Bank of England’s 2% target, with the largest downward contribution
coming from restaurants and hotels influenced by the EOHO scheme. The Office for
National Statistics’ preferred measure of CPIH which includes owner-occupied housing
was 0.5% year/year. In the three months to July, labour market data showed the
unemployment rate increased from 3.9% to 4.1% while wages fell 1% for total pay in
nominal terms (0.2% regular pay) and was down 1.8% in real terms (-0.7% regular pay).
Despite only a modest rise in unemployment over the period, the rate is expected to pick
up sharply in the coming months as the furlough scheme ends in October. On the back of
this, the BoE has forecast unemployment could hit a peak of between 8% and 9%.

Ultra-low interest rates and the flight to quality continued, keeping gilts yields low but
volatile over the period with the yield on some short-dated UK government bonds
remaining negative. The 5-year UK benchmark gilt yield started and ended the June—
September period at -0.06% (with much volatility in between). The 10-year gilt yield also
bounced around, starting at 0.21% and ending at 0.23% over the same period, while the
20-year rose from 0.56% to 0.74%. 1-month, 3-month and 12-month bid rates averaged
0.02%, 0.06% and 0.23% respectively over the period.

Investment Performance

The Authority has invested an average balance of £39.6 million externally during the
period, generating £0.129 million in investment income. The Authority is always ‘cash
rich’ in the middle of the year due to the receipt of the pension grant at the end of July
(£31.348 million) as a single annual payment. The Authority also received an additional
£4.286 million pension grant in April 2020.

Monies have been invested in line with the Treasury Management Strategy using deposit
accounts, money market funds and short-term deposits. Appendix A shows where
investments were held at the start of April and at the 17 December 2020 by counterparty,
by sector and by country.

The Authority’s investment performance was monitored during the period, with the
average lending rate of 0.56%, being above the weighted average 7 day London Interbank
Offer rate of 0.07%.
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Borrowing performance

In terms of borrowing, long-term loans at the end of September 2020 totalled £45.3 million
(E45.4 million 31 March 2020). Repayments of EIP (equal instalments of principal) loans
totalling £0.196 million will be made during the year. Current forecasts indicate that there
will not be a borrowing requirement for the remainder of the financial year.

Public Works Loan Board (PWLB) loans total £43.3 million of long-term loans, with the
remaining £2.0 million of external debt financed via a Lenders Option Borrowers Option
(LOBO) loan. The maturity profile for fixed rate long-term loans is shown in Appendix B
and shows that no more than 5% of fixed rate debt is due to be repaid in any one year.
This is good practice as it reduces the Authority’s exposure to a substantial borrowing
requirement in future years when interest rates might be at a relatively high level.

In October 2019 the PWLB raised the cost of certainty rate borrowing by 1% to 1.8%
above UK gilt yields as HM Treasury was concerned about the overall level of local
authority debt and authorities borrowing to buy commercial assets primarily for yield
without impeding their ability to pursue their core policy objectives of service delivery,
housing, and regeneration. The PWLB launched a wide-ranging consultation on the
PWLB’s future direction which closed on 31 July 2020. New lending terms were
announced by the PWLB on the 26 November 2020 which returned the cost of certainty
borrowing rates back to the same level as October 2019.

Short term borrowing rates however remain very low. Short term local to local funding up
to 6 months in duration is currently available at the current bank rate of 0.1% or even
slightly lower.

Revenue Budget Monitoring

The revenue budget contains a sum of £6.998 million for interest and provision for debt
repayment for 2019/20 and included provision for funding new borrowing in 2018/19 and
2019/20. However, no new borrowing was required in 2018/19 and the latest cashflow
projections show that is unlikely that any will be needed this year. It is therefore probable
that a significant underspending will take place. Underspending will be used to make
additional voluntary minimum revenue provision contributions, thus reducing the
Authority’s Capital Financing Requirement which is turn eases the financial burden of the
capital plan on the ongoing revenue budget.

Prudential Indicators

The Authority is able to undertake borrowing without central government approval under a
code of practice called the Prudential Code. Under this Code, certain indicators have to be
set at the beginning of the financial year as part of the treasury management strategy.

The purpose of the indicators is to contain the treasury function within certain limits,
thereby reducing the risk or likelihood of an adverse movement in interest rates or
borrowing decision impacting negatively on the Authority’s overall financial position. Other
prudential indicators are reported as part of the monitoring of capital.

Appendix C provides a schedule of the indicators set for treasury management and the
latest position.
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Risk and Compliance Issues

There are no issues to report.

Treasury Management

The Authority is aware of the risks of passive management of the treasury portfolio and,
with the support of the Council’'s Treasury Management team, has proactively managed
the debt and investments over the period.

Authority ‘Professional Client Status’

A new regulatory update (Markets in Financial Instruments Directive — MiFID) came into
force from 3 January 2018. The Authority has formally registered its status as a
‘professional client’ for the purposes of investing with or borrowing from regulated financial
services firms, such as money market funds. The Authority has plans in place in order to
maintain the current investment opportunities.

Financial Implications

These are included within the main body of the report

Human Resource and Diversity Implications

None

Health, Safety and Wellbeing Implications
None
Environmental Implications

None

Your Fire and Rescue Service Priorities
Treasury management underpins the financial management of the Authority which affects
all the fire and rescue service priorities.

Conclusions

This report provides Members with an update on Treasury Management activity to 17
December 2020, due to the Authority not having a need to borrow externally during 2019.
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Key — Fitch's credit ratings:

Appendix A Continued

Long

Short

Investment
Grade

Speculative

Extremely Strong

AAA

Very Strong

AA+

AA

AA-

Strong

A+

F1+

Adequate

BBB+

BBB

BBB-

F3

Grade

Speculative

BB+

BB

BB-

Very Speculative

B+

Vulnerable

CCC+

CCC

CCC-

CC

Defaulting
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Appendix B

WYFRA Long-term Debt Maturity Structure
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Treasury Management Prudential Indicators

Interest Rate Exposures

While fixed rate borrowing can contribute significantly to reducing the uncertainty surrounding
future interest rate scenarios, the pursuit of optimum performance justifies retaining a degree of
flexibility through the use of variable interest rates on at least part of the treasury management
portfolio. The Prudential Code requires the setting of upper limits for both variable rate and fixed

interest rate exposure:

APPENDIX C

interest payments

interest payments

Interest at fixed rates as a percentage of net

Interest at variable rates as a percentage of net

Limit Set Forecasted
Actual
2020/21
2020/21
60% - 100% 100%
0% - 40% 0%

The interest payments were within the limits set.

Maturity Structure of Borrowing

This indicator is designed to prevent the Authority having large concentrations of fixed rate debt
needing to be replaced at times of uncertainty over interest rates.

Amount of projected borrowing that is fixed

rate maturing in each period as a o

percentage of total projected borrowing that Limit Set Forecasted Actual

is fixed rate 2020/21
2020/21

Under 12 months 0% - 20% 0.4%

12 months to 2 years 0% - 20% 4.8%

2 years to 5 years 0% - 60% 9.0%

5 years to 10 years 0% - 80% 8.8%

More than 10 years 20% - 100% 77.0%

The limits on the proportion of fixed rate debt were adhered to.

Total principal sums invested for periods longer than 364 days

The Authority will not invest sums for periods longer than 364 days.

15
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Procurement review - update
Finance & Resources Committee

Date: 5 February 2021 Agenda ltem:
Submitted By: Chief Finance and Procurement Officer ;
Purpose To provide Members an update on the benefits achieved due to the

Procurement Review

Recommendations That Members note the report

Summary This report provides an update for Members on the benefits achieved
since implementing the Procurement Review recommendations.

Local Government (Access to information) Act 1972
Exemption Category: None

Contact Officer: Kim Larter, Procurement Manager
E: kim.larter@westyorksfire.gov.uk
T: 01275 655857

Background papers open to inspection: None

Annexes:
Appendix A - Customer Feedback
Local Government Association Peer Review

Making West Yorkshire Safer
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Introduction

The Local Government Association (LGA) peer review of procurement within WYFRS was
carried out in September 2018 and the report presented to Executive Committee on the 4
December 2018 included a number of recommendations.

The Interim Procurement Manager recruited took responsibility for implementing the key
recommendations from the review and was in post from Jan 2019 to April 2020.

Information

One of the recommendations of the Procurement Review was to recruit a permanent
Procurement Manager to lead the Procurement Team. Kim Larter was recruited and
commenced in post on 10th February 2020. This dedicated resource provides leadership
for the Procurement Team with substantial procurement expertise, knowledge and
experience to facilitate promotion and awareness of procurement across the organisation
whilst increasing compliance with Procurement Regulations and internal Contract
Procedure Rules (CPR).

A second Category Management Officer dedicated to Property Management Unit (PMU)
procurement was undertaken and Stephen Whitaker was recruited and commenced post
on 12" July 2020 (slightly delayed due to COVID-19).

The paragraphs below detail the main benefits of implementing the recommendations of
the procurement improvement programme to date:

Procurement presence and leadership

2.2.1 - The Authority appointed an experienced Member of the Chartered Institute of
Procurement and Supply (MCIPS) in February who is establishing improved procurement
presence and leadership within WYFRS.

2.2.2 - There is now a concentrated focus on effective leadership of the Procurement
Team, improving knowledge and skills to facilitate enhanced service provision to internal
customers in all matters relating to procurement with increased resource, both in terms of
capacity and capability.

2.2.3 - Regular and effective communication with all department heads has been quickly
established and is ongoing with dedicated help and support now provided to ensure
compliant procurement practise is undertaken.

2.2.4 - The Procurement Manager has refreshed the Procurement SharePoint page to
provide practical and useful information, resources and documentation to allow the
organisation to easily locate information and data.

2.2.5 - The Procurement Manager has also established good working relationships with
regional partner Fire and Rescue Services (FRS’s) and with the National Fire Chiefs
Council (NFCC) Procurement Hub, promoting and participating in collaborative and joint
working projects.

17



2.3

Robust and compliant procedures and standards

2.3.1 - Further review of WYFRS General Terms and Conditions of Contract has been
undertaken and enhancements have been implemented with standard Contract templates
now in place allowing for appropriate and relevant formal Contracts to be included in
tender documentation and signed/approved at Contract award stage. This has also
included specialist Contract templates for PMU (Property Management Unit), ensuring
appropriate industry standards and requirements are adhered to for Construction and
Facilities Management procurement projects.

2.3.2 - An updated Procurement Approval Document (PAD) has been introduced and is
now being widely utilised which allows for comprehensive tracking of a procurement
project from start to finish including the appropriate approval stages i.e. for all
procurement projects with a contract value above £75,000 countersignature by a Board
member is required for approval to proceed the procurement process and subsequently
award a Contract.

2.3.3 - Mandatory Transparency requirements, as mandated by the Cabinet Office, are
now being observed with the Contacts Register regularly published on the WYFRS
website each quarter.

2.3.4 - Further improvements to updated procedures, standards and guidance documents
are now published on the Procurement SharePoint page. These include template
procurement documents and guidance documents to allow procedures to be compliantly
and consistently applied. Checklists as a reference guide are also available to assist
internal customers to ensure they have applied the correct process, completed the
appropriate documentation and obtained all necessary approvals.

2.3.5 - A series of targeted procurement workshops have been delivered to increase basic
procurement knowledge which will continue during 2021 with follow up sessions planned,
tailored to each department to fill specific capability gaps and concentrate on improving
the knowledge and application of compliant procurement processes.

2.3.6 - An improved and updated Contracts Register is now in place with over 420
contract arrangements listed (226 in March 2020) with an annual value of £12.1m (£8m in
March 2020). Regular review and analysis of the data is now undertaken with a focus on
commencing procurement projects as early as possible to ensure contingency is built in to
avoid ‘last-minute’ projects being rushed and not allowing sufficient time to review
requirements and ensure contracts are appropriate. Examples include the current Heating
Servicing and Maintenance Contract which will be renewed with an option to purchase
new boilers as part of the Contract (currently a separate procurement process is required),
early renewal of the Cleaning Contract whereby savings and efficiencies have been
identified (i.e. the current contract is very expensive and efficiencies can be made by
reducing the remit of the current excessive services provided e.g. daily hoovering of low
volume areas, daily cleaning of desks, removal of waste bins at each desk etc.).

2.3.7 - A Procurement Delivery Plan is now implemented to effectively manage workload
and resource allocation within the Procurement Team, assigning projects to staff
accordingly (increased flexibility of resource allocated to internal customers) and allowing
the team to efficiently manage customer requirements and expectations and ensure
compliant contracts are implemented and value for money is achieved.

2.3.9 - Changes to CPR were formally agreed by Committee in December 2020 to allow
for mandatory publication to Contracts Finder (mandated by the Cabinet Office for all
procurement projects with a contract value above £25,000), amended procurement
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2.4

processes implemented to prevent the poor practice of consistently inviting the same
suppliers to submit a quote or tender response, provision of more stringent control
measures in terms of openness, fairness of opportunity, transparency and involvement of
the Procurement Team in all procurement projects with a value above £25,000 will ensure:

* continuous improvement in terms of enhanced procurement knowledge and best
practise;

« consideration of social value as a mandatory requirement in all procurement projects;

* increased compliance to CPR;

* best value is achieved.

» use of standard template documentation introduced.

2.3.10 — A departmental Improvement Plan was introduced in March 2020 which is

reviewed weekly by the Chief Finance and Procurement Officer and Procurement

Manager. This document tracks and monitors progress of strategic departmental

objectives and includes (but is not limited to) elements such as implementation of

procurement KPI's and the relevant reporting structure required for various Committee

meetings, implementation and reporting of accurate spend analysis, increased

participation in collaborative (regional and national) procurement projects and a structured

review of processes, systems and category management strategies.

Improved focus from transactional purchasing to best value procurement

2.4.1 - Stock management is now fully transferred to the Stores department with the
Procurement Manager assisting with a review of the Stores and stock contracts. This will
enable more formal contractual arrangements to be implemented and contract managed.

2.4.2 - Implementation of Purchasing Cards for expenditure below £250 has been rolled
out and is regularly reviewed with the Finance Department.

2.4.3 - Roll-out of training for support departments to raise their own purchase orders in
the OPEX system is ongoing with over 42 people now trained and actively using the
OPEX system. Regular refresher training is underway with a comprehensive suite of self-
service manuals readily available on the Procurement SharePoint page. This allows
procurement staff to better focus on delivering formal and longer-term compliant
contractual arrangements to be implemented and is eliminating the ‘bottleneck’ that used
to exist when the Procurement Team were relied upon to raise all orders within OPEX.
The large backlog that used to exist is now cleared.

2.4.4 - The increased use of Framework Agreements as a route to market is proving
beneficial as timescales for the procurement process are lessened. Examples include the
recent procurement process to contract an Insurance Broker (saving £6,500 per annum on
the actual Brokerage Services and £7,000 cost as part of the SLA with Kirklees Council),
use of the YPO (Yorkshire Purchasing Organisation) Insurance arrangement for Fleet
insurance provision (saving £50,000 per annum on car insurance) and use of the CCS
(Crown Commercial Services) arrangement for VOIP (Voice over Internet Protocol) which
has saved £175,000 per annum.

2.4.5 - Social value and life cycle costing is now a mandatory consideration in all
procurement projects. Applying appropriate award criteria to ensure these elements are
evaluated as part of the procurement process supports the requirement to achieve best
value.

2.4.6 - Thirty new contractual arrangements have been compliantly procured and
implemented since March 2020.
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2.5

2.6

Optimise procurement Processes and Systems.

2.5.1 - The integration project between OPEX (purchasing and stock control) and SAP
ERP (financial management and invoice payments) is nearing completion with some final
outstanding issues currently being resolved. Final further minor developments within
OPEX are currently being undertaken which will further enhance the functional capability
of the system further streamlining the process and increasing reporting functionality.

2.5.2 - “Self-service” in OPEX is enabling requisitions for stock items to be routed directly
to Stores and is working well. Stock control is now much improved with daily re-order
reporting allowing for orders to be raised prior to stock running out via the introduction of
min re-order levels. Non-stock requisitions are routed directly to the Procurement Team
for sourcing, eliminating paper requisitions, avoiding multiple authorisations and removing
the pre-existing process bottlenecks that used to exist.

2.5.3 - A new e-procurement system has been compliantly procured and implemented
(saving £7,500 per annum). Training is being undertaken to allow internal customers to
utilise the system for any Request for Quotation (RFQ) processes with all formal tender
processes above £25,000 being managed within the e-procurement system by the
Procurement Department.

2.5.4 - Work is underway to implement an improved on-line version of the Contracts
Register allowing for automatic e-mail alerts to be sent to the contract owner alerting them
that the review date is active and work needs to be undertaken to commence the required
procurement process and the ability to allow more than one person at a time to be active
in the Register (updating process).

2.5.5 - The Procurement Department now utilise Creditsafe as a tool to record and report
supplier credit ratings. This facility allows for a credit report to be saved as part of due
diligence check at the point of contract award and an automatic system alert is e-mailed
when any changes to the credit report occur providing increased vision of supplier's
financial standing as part of ongoing contract management.

Collaborative and Joint Working

2.6.1 - Participation with the NFCC national procurement programme provision of data —
Contracts Register and planned procurement projects for the next 3-5 years is now
occurring. During COVID-19 the Procurement Manager liaised closely with the NFCC
Procurement Hub in regard to national arrangements for PPE.

2.6.2 - Joint working with Humberside and South Yorkshire FRS’s has resulted in regional
contracts being awarded for Fire Kit provision and Laundry Inspection & Repair Services.
The Procurement Manager has drafted a regional set of Terms and Conditions (reviewed
by WYFRS legal) to be used for regional procurement projects so that despite who leads a
regional project, all partners are confident that the contractual obligations are consistent
and appropriate risk management is facilitated.

20



2.7

4.1

5.1

Manage customer relationships and engage with internal/external audit

2.7.1 - Departments have openly welcomed the improvements being made with clearly
defined procurement roles now documented and well understood. Feedback from some
internal customers is provided in Appendix A. The Procurement Manager regularly meets
with teams and individuals to discuss procurement plans and to provide advice and
support. The improved suite of procurement templates and guidance available facilitates
consistency and adherence to CPR.

2.7.2 - The Procurement Manager has liaised effectively with both internal and external
audit providing timely information.

Financial Implications

Savings and Efficiencies

Successful introduction of a savings register now allows for accurate annual and Contract
term tracking and reporting of procurement savings and efficiencies year on year (for both
one-off procurement projects and longer-term contractual arrangements). The latest
savings register summary 2020-21 is below. These savings cover both capital and
revenue expenditure.

Leg?th Capital | 202012021
Date Department Commodity description Procurement or Annual
Contract .
Route Revenue | Saving (£)
(years)
Feb-20 ICT Mobile phones Framework 3 Capital £60,000
Feb-20 ICT VOIP Framework 5 Capital £175,000
Feb-20 Property Tanks and Drainage Tender 5 Capital £1,750
Mar-20 ICT Multimedia Storage and Management Solution Tender 5 Capital £3,000
Apr-20 Transport Car Insurance Tender 5 Revenue £50,000
Apr-20 | Procurement | Creditsafe Account opened N/A 2 Revenue £250
Jul-20 | Procurement | Renewal of E-Sourcing System Quotation 4 Revenue £7,500
Oct-20 ICT VOIP (additional charges rejected) N/A 1 Capital £27,000
Dec-20 | Procurement | Insurance Brokerage Mini Comp 5 Revenue £6,500
Total Annual Savings 2020-21 £331,000

As annual Contract savings are recorded the table below provides the annual savings total
already identified for the next 3 years.

Annual Savings for future 3 years

2021-2022 £312,000
2022-2023 £251,000
2023-2024 £243,000

Human Resource and Diversity Implications
There are no immediate plans to increase the number of staff in the Procurement Team.
Health, Safety and Wellbeing implications

Ongoing health and well-being are being actively managed by the Procurement Manager
due to COVID-19. No adverse implications to date.
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Environmental implications

The interconnection of purchasing and financial systems has significantly reduced the
volume of paper transactions.

All procurement projects now consider sustainable procurement and environmental
implications both for WYFRS in terms of the goods and services being provided and how
the supplier being contracted manages environmental implications within their
organisation.

Your Fire and Rescue Service Priorities

The procurement review and improvement plan supports the fire and rescue service

priorities:

Promote the health, safety and well-being of all employees

Provide training & development to maintain a skilled and flexible workforce

Provide buildings, vehicles, equipment and technology that is fit for purpose to maximise
organisational effectiveness

Demonstrate transparent and accountable decision making throughout the organisation
Identify and implement strategic change to reflect the economic environment

Conclusions

The Procurement Improvement Programme is ongoing and continues to deliver benefits to
WYFRS.
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Appendix A

Customer Feedback — Procurement Department

Transport and logistics Manager — Glynn Richardson

1.

Presence of a qualified, highly skilled Procurement Manager is invaluable to Transport & Logistics.
We have a much better understanding of CPR and significant steps have been made to improving
contracts.

Significant reduction of risk to the Authority from poorly drafted and sourced contracts, using
correct methods for procurement in recognised frameworks and correct use of exemption requests
— applied to newly transferred responsibility for the Ops Store which was lacking in formal
contracts for procurement of goods.

Probably the most valuable for Transport is to have someone to help with advice, which ranges
from a quick 5-minute chat for confirmation and guidance, through to more detailed assistance for
complex procurements.

Ease of getting goods from the market — Procurement Manager has been able to make the
process of finding compliant goods and services so much quicker based on experience of
frameworks and use of existing contacts.

Ways of working between procurement and T&L greatly enhanced with shared office space — this
relationship continues to evolve despite covid restrictions, making everyday procurement quicker,
easier and better value to the Authority.

ICT Service Delivery Manager — Gayle Seekins

1.

2.

The introduction of a qualified procurement team has been extremely positive in my opinion and
something we have been lacking for many years.

We can now be assured that we are doing procurement in the right way and doing our best to
achieve best value. It has also provides much greater clarity around roles and responsibilities for
procurement and approval levels.

The procurement documents are much easier to understand and use and | believe that the future
planned training for those involved in procurement which will be of great value.

There may be some further streamlining that could be done to reduce cross-department
duplication. We have the planning cycle each year that starts the process that then leads to capital
/ revenue bids which go to star chamber and then to project management which then feeds the
procurement process. Perhaps a future phase could look at the documents in each of these steps
and see how it could be streamlined?

The contracts register is a big improvement and means we can keep on top of our contracts more
easily but there may be a better technical solution for this that makes it even easier. Something to
review when time permits? I think there is still some disconnect between departments,
procurement and finance around contracts and maybe as part of a look at the contracts register,
finance could be involved to see if it can be extended to meet their needs too? This would reduce
the amount of time finance spend chasing departments about annual costs etc.

The changes to OPEX have been difficult for ICT. The changes went live when we were in
lockdown dealing with connectivity problems and issuing kit. We did ask for a delay but it went
ahead and we are still trying to sort the problems that this has caused us. Some issues were of
our own making due to inefficient legacy processes but our capacity to deal with them when they
occurred put a lot of strain on some parts of the department. | understand that the changes
needed to happen and that it will streamline things going forwards, it was more of a timing issue.
Overall, I think the procurement review has been a resounding success and should be celebrated.
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1. Introduction

West Yorkshire Fire and Rescue Service (WYFRS) approached the LGA to help to
evaluate and improve its procurement function. A peer team was on site 25" — 28t
September 2018. WYFRS is fully aware that its procurement function needed
improvement but did not have the expertise in house to rectify it. As a result, it sought
advice from the FRS sector to learn how to address any identified problems. This
approach is to be commended.

This report provides a summary of the peer team'’s findings, building on the feedback
presentation provided by the peer team at the end of the on-site visit (28" September
2018). It then focuses on the recommendations, and quick wins as requested. Reference
to ‘Procurement’ and ‘Purchasing’ is made throughout this report. For the purposes of this
report the Peer Challenge team regard ‘Procurement’ as a strategic function and
‘Purchasing’ as a tactical, process-orientated function.

In presenting its feedback, the team have done so as fellow local government and fire
service officers, not professional consultants or inspectors. By its nature, the peer
challenge is a snapshot in time. Some of the feedback may be about things you are
already addressing and progressing.

1.1 The peer challenge process

Peer challenges are improvement-focussed and tailored to meet individual organisations’
needs. They are designed to complement and add value to an organisation’s own
performance and improvement. They are delivered by experienced officer and elected
member peers from other organisations. The peer team used their experience and
knowledge of local government and fire procurement to reflect on the information
presented to them by people they met, things they saw and material that they read.

The peer team prepared for the peer challenge by reviewing a range of documents and
information to ensure they were familiar with the WYFRS and the challenges it is facing.
The team then spent three days onsite at WYFRS, during which they:

. Spoke to more than 70 people: a range of staff including watches on stations and
various focus groups at headquarters, plus feedback from other Services.

. Gathered information and views from more than 15 meetings, including station visits
plus additional research and reading.

. Collectively spent more than 260 hours to determine their findings; the equivalent of

one person spending more than 6 weeks in WYFRS

1.2 The peer team

The make-up of the peer team reflected your requirements and the focus of the peer

challenge. Peers were selected because of their relevant experience and expertise

and the team was agreed with you. The team that delivered the peer challenge at

WYFRS were:

o Tina Butler MCIPS, Head of Commercial and Procurement, Kent Fire and Rescue
Service

1
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. Luke Malton MCIPS, National Procurement/PMO Lead, Fire Commercial
Transformation Programme and Corporate Procurement Manager, Devon and
Somerset Fire and Rescue Service

. Jacky Perkins MCIPS, Senior Contracts Manager, West Midlands Fire Service
. Tina Holland MCIPS, Programme Manager, Local Government Association
o Becca Singh, Peer Challenge Manager, Local Government Association

1.3 Scope and focus

This was agreed with between the LGA and WYFRS and was as follows:
Review Procurement Strategy:
» Measuring effectiveness of procurement
« Links to strategic plans and intent
» Support to operational Delivery
« Vision
Review Procurement Processes
« Range and use of processes
» Value for money and benchmarking
» Contract management
« Standards, specifications and supplier selection
« Use of customer insight
Managing Procurement:
« Capability
+ Capacity
« Devolved or centralised
» Level of compliance with standing orders
Working with others:
» Links with other public-sector organisations
« ldentify partnership opportunities
» Consider collaborative working

Procurement is essentially the overarching or umbrella term within which the purchasing
process can be found (see Appendix 2). The procurement cycle includes building
supplier relationships before letting a contract, market testing, and contract
management. All stages are important, to ensure that WYFRS:

. get the best value from their suppliers

. are compliant with public contract regulations
. can encourage suppliers to innovate

. ensure continuity of supply.

Getting procurement right can transform an organisation. Procurement could be a
strategic tool to help WYFRS deliver its corporate objectives for example in the
Integrated Risk Management Plan (IRMP).

The team gave feedback on these areas, focusing on actions to take to move WYFRS
forward. In addition, the team shared the information and examples about the wider
role of procurement, which includes pre-contract relationships, contract management,
and pre-procurement market sounding. The team also looked at, and shared with

2
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WYFRS, the regulations regarding procurement and the opportunities afforded by
procurement beyond purchasing of goods and supplies.

2. Executive Summary

The Procurement team is located within the Finance Department and focuses on the
purchasing process. The wider procurement functions are currently carried out across a
range of teams, with varying degrees of knowledge and experience. The understanding
and interpretation of financial standing orders is not to a high standard across the
organisation. There is currently no qualified procurement specialist within the Service, and
no strategic procurement processes.

Goods and services are procured across the following departments, although the list is not
exhaustive:

. Finance and Procurement
. Supplies

. ICT

. Property

. Transport

. Operations

. Training

The procurement team moved some years ago from the Supplies section to the Finance
Department to centralise the payment of all invoices. The team supports and enables the
delivery of goods for operational purposes. However, there is now little direct link between
the procurement of goods and the supplying of them to the internal customer. For
example, the Supplies section sits within the Service Support Directorate with no direct link
to the procurement of items and yet the Procurement Team is responsible for managing
stock quantities.

WYFRS’s approach to procurement appears to be a transactional purchasing process
rather than part of a wider commissioning approach that can make savings and drive
innovation and improvement. Staff should be encouraged to start with the outcomes they
want and use procurement expertise to help select in a compliant manner the right third-
party provider to deliver the requirements.

WYFRS is willing to listen to suggestions and recommendations of how to improve its
procurement function. Many staff know that the current situation is not ideal but are
unaware of how to improve it. Staff acknowledge the importance of WYFRS having a clear
vision for strategic procurement at WYFRS and valued the LGA peer challenge’s help in
addressing this.

The team feels the Service would benefit from securing the service of professionally
qualified procurement officers to avoid the risk of inadvertently failing to comply with legal
requirements (Public Contracts Regulations 2015).

Procurement systems and processes could be more efficient. One example is the,
duplication of maintaining paper (314s) as well as electronic processes and records.
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Another is authorisation procedures. There would be value in the service reviewing and
rationalising how it undertakes these.

There are pockets of good practice, such as the transport department considering whole
life costs of an asset prior to purchase and the training department benchmarking different
training suppliers. However, in general, WYFRS deploys procurement as a disparate and
an operational tool. The opportunity for the service is to use procurement as a strategic
and transformational tool that can help the Service be more efficient and innovative.

3. Risks

WYFRS needs to swiftly address how it approaches managing its procurement risks as not
doing this effectively could have serious consequences.

The Service’s current procurement Standing Orders need to be updated in line with current
legislation to ensure WYFRS is not at risk of legal challenge. It is imperative that this is
resolved quickly. If WYFRS is challenged, Fire Authority members, as well as officers,
may face significant consequences as they are ultimately responsible for the actions of the
Service. Examples of regulations where WYFRS appears to be non-compliant with current
Public Contract Regulations (PCR 2015):

. Must publish contract opportunities and awards above £25,000 on Contracts Finder
(regulation 110)

. Must not shortlist (carry out PQQ) below EU Threshold (r 111)

. Should try to anticipate future requirements of the same goods/service to calculate
contract value (r 6)

The lack of procurement expertise within the Service means that processes are not
standardised, and procurement does not effectively align with the Service’s strategic intent.
This undermines WYFRS'’s ability to collaborate effectively or be sure it is as efficient as it
might be in providing value for money. Aside from the risk of non-compliance, WYFRS’
standard terms and conditions would not give adequate protection if things go wrong with a
contract. The team found insufficient evidence of robust contract management or
performance monitoring of suppliers.

Technical expertise in WYFRS’s procurement work is a priority. Currently the service’s lack
of expertise means that officers do not recognise that receiving single bids for a tender
could be evidence of ‘bid-rigging’ where suppliers are colluding. There is a particular risk
of this when using ‘select lists’. The team saw no evidence of collusion but it is important
that recognise the risk that this could happen.

There is a heavy reliance on one, non-qualified, member of staff for procurement advice.
This means that there is a single point of failure. If that individual leaves, or is not
available, or due to other work commitments is unable to keep up to date with changes in
legislation, this places the Service at further risk of non-compliance, and of mistakes being
made. This gives further reason for WYFRS to swiftly secure the technical expertise
required
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4. Feedback

4.1 Reviewing the strategy

Including measuring the effectiveness, links to strategic plans and intent, and support to
Operational Delivery.

There is no clear vision for procurement within WYFRS, nor any qualified specialist to lead
on strategic procurement. WYFRS’ understanding of procurement has been largely about
transactional purchasing rather than the strategic elements of procurement (Appendix 2).
This has led to the Service acting tactically not strategically. The strategy would benefit
from revision by a suitably qualified person. It should align with current and future
corporate objectives, for example in the IRMP. Some staff understand strategic
procurement in their own department, but this is patchy and not co-ordinated.

WEFRS should consider deploying more resources to in building supplier relationships.
Identifying its critical and non-critical suppliers and will help the Service better prioritise this
work. The approach for managing the supplier relationship will vary depending on the
contract type and markets within which the supplier operates. However, it will deliver
guantifiable benefits for both parties throughout the life of the contract if undertaken
appropriately. There are some examples in WYFRS where individuals have done this and
the next phase of development for the service is to utilise such practice in developing and
embedding a service-wide, corporate approach to strategic performance management of
suppliers.

There is currently little opportunity to use procurement to challenge, innovate and explore
different options. The team would encourage the service to consider the procurement
needs of the Service as a whole and do so without being constrained by current structures,
systems and personnel. Altering procurement systems requires a change management
process as habits and behaviours need to be different. The opportunity here is for WYFRS
to better understand the whole procurement cycle (see appendix 2) and to determine
what it wants from its procurement function to deliver what the service wants and then
resource appropriately.

The team would encourage the service to engage more with the national Fire Commercial
Transformation Programme (FCTP). This programme would help to upskill staff within the
service, as they would gain useful insight and build skills and experience by becoming
involved with project teams delivering national initiatives. The knowledge and skills gained
through involvement in national projects can be used as continual professional
development within the procurement function at WYFRS.
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4.2 Reviewing the processes

Including the range and use of processes, the use of customer insight, value for money,
benchmarking, standing orders, supplier selection and contract specifications,

There is a high level of compliance with current processes such as 314s, and auditing
against Standing Orders. However, Standing Orders are not always up to date and the
team would encourage the service to review current arrangements.

Frameworks such as YPO and CCS are used for procurement and this has helped the
organisation comply with Regulations. There was some evidence of the Service
benchmarking existing routes to market. However, there is more to do in recording,
guantifying and evaluating the benefits.

Multiple and duplicated processes are undermining the efficiency of WYFRS’s
procurement function. Paper systems (314s), Excel spreadsheets and proprietorial
software could be better integrated to ensure the various systems are being used to their
full potential. Maximising the use of electronic systems would help efficiency as the time
and resources lost in physically transferring paper documents around the Service could be
deployed elsewhere.

Electronic procurement processes are more efficient and auditable than paper ones when
used appropriately. However, such systems must be resilient in order to be effective. The
team heard that electronic systems in place are not always reliable which could explain
why paper systems are put in place as a fall back. This has implications for capacity.

The Service’s standard documents are rigid and could be better customised when needed.
One such example the team observed related to unclear instructions on Invitation to
Tender (ITT) documents. This could lead to lack of clarity about tender processes which
could expose the service to contractual risks and disputes. The standard templates for
Terms and Conditions would benefit from being reviewed so that they can be amended
when needed. This would allow for greater proportionality and recognition that more
complex contracts require greater protection and therefore more comprehensive
contractual provision.

WYFRS'’s pre-market engagement is inconsistent and the Service could better understand
the benefits of doing this well. Regulation 42 of PCR 2015 indicates that public sector
organisations are actively encouraged to engage with the market prior to procurement.
The Cabinet Office is dispelling the myths surrounding public sector engagement with
industry, encouraging market contribution to help drive out unnecessary cost across the
whole procurement cycle. Suppliers are used to pre-market engagement from work with
other public-sector organisations, particularly central government. They can innovate for
you if engaged early in the process. It also helps to reduce the risk premium built into
tenders from an unprepared or sceptical market. Providing it is done well and with
integrity, it saves time and money because the supplier is more capable of delivering what
you specifically need and help to avoid disputes downstream. Inefficiencies affect
suppliers as well as the public purse. All public bodies can and should be doing this.
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4.3 Managing procurement

Including contract management, capability, capacity, structure of procurement within the
Service

WYFRS is encouraged to secure professionally qualified procurement expertise as a
matter of priority. This would help to improve monitoring of its aggregated spend. In
addition, the Service would better understand and implement the requirements of
PCR2015 for example, not undertaking pre-qualification for contracts under the EU
threshold. Overall building greater expertise and capacity will remove some of the
examples of non-compliance that were shared with the team.

It was not clear to the team whether WYFRS is sufficiently aware of how well suppliers are
performing with respect to the contracts they are delivering. The levels of expenditure and
more robust performance information would improve the Service’s ability to manage
contracts and monitor performance.

There is a need for a greater clarity about functions and responsibilities in relation to
ordering and purchasing. At times it does not seem clear who is accountable for which
part of the process. For example, the Training Manager has overall responsibility for the
training budget, but individual Station Managers or team managers appear to control how it
is spent.

All public bodies are required to report details of tenders and contract awards over £25,000
through the Contracts Finder portal (PPN 02/17 ). The team could not find evidence that
this portal is consistently being used and would encourage WYFRS to assure itself that this
reporting is taking place appropriately.

4.4 Working with others

Including links with other public-sector organisations, identifying partnership opportunities,
consider collaborative working

The procurement strategy expresses desire to collaborate on procurement. This is a sound
strategic intent but to deliver it there needs to be clearer direction on how WYFRS seeks to
collaborate and with whom. It appears that the benefits of collaborative procurement could
be better understood at all levels. The team encourage senior officers to assure
themselves that the strategic intent to collaborate is being delivered at practitioner level.
There are limited examples across the Service of working with other blue light agencies,
such as police officers using WYFRS facilities for some of their training. Within
procurement, however, there is limited evidence of collaboration: a few examples of
savings being achieved through joint procurement with South Yorkshire FRS.

Staff at different levels of the organisations have ideas to be more efficient through
collaborative procurement but have felt unable to influence processes. For example, if
three or four FRSs collaborated on procuring training, they could share the costs of hiring
the trainer and run the sessions for staff from all of those Services.
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5. Recommendations and Quick Wins

There are a range of suggestions and observations within the main section of the report
that inform the quick wins and practical actions. Conversations on site provided ideas and
examples of practice from other organisations.

5.1 Key Recommendations:

1. Appoint an interim, qualified, strategic Head of Procurement, separate from
the Finance Team and reporting to the Chief Fire Officer. Their role would be
to:

- consider and implement the recommendations from this report

- establishing the remit of a centralised strategic procurement team,

- write strategy and vision

- revise policy

- standing order revision

- terms and conditions and tender templates

- review and revise all procurement processes

- design procurement structures, systems and processes that work for WYFRS

2. Establish central Strategic Procurement Team. The peers recommend that this
team’s role is explored and established by the proposed interim Head of
Procurement but is likely to use the Category Management model. There is also
merit in considering retaining a small purchasing function, to manage the
transactional tail spend. WYFRS urgently needs qualified experienced procurement
personnel to ensure that it is fulfilling legal obligations, getting the best value for
money, and using procurement opportunities to support operational delivery,
partnership working and continue to achieve efficiencies. A dedicated procurement
team would free up time for other departments to spend more time in their specialist
areas instead of carrying out tenders.

3. Standing orders need to be reviewed in line with Public Contract Regulations
(PCR) 2015. There has been no audit on whether the constitution has been revised
to include any legislative changes to procurement processes. This should be
rectified to ensure that WYFRS is legally compliant.

4, Conduct an external audit based on compliance with PCR 2015. The audit on
supply chain failure in Dec 2017 appears to be based on whether procurement
complies with the constitution.

5. Templates for tendering and for Terms and Conditions (Ts and Cs) should be
re-drafted. Standard templates are needed for all procurement activity that is not
undertaken via framework arrangements, with scope for changing as needed for
different services, goods or works, and with adequate protection for the Fire
Authority. Examples are available for use from the Crown Commercial Services
(see signposting).

6. Conduct a benefits realisation review on systems that have already been
implemented. There are both electronic and paper-based systems, none of which
are being used to their full potential. The team suggest that you:

- evaluate systems and decide which to use,

- identify and address the effects and impacts of current systems (for example the
314s)

- use contract management software modules that you are paying for (OPEX and
DELTA could do more)
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- recognise that E-tendering is fully auditable; no need for two officers to open a
tender

- save stationery costs by removing duplication

- recognise that this is about change management, and that culture and behaviour
also needs to be managed.

7. Conduct a comprehensive value chain analysis on the processes. Map
processes and ask why each step is being taken. What value does each step add,
or is it a statutory requirement? If neither, stop doing it.

8. Job re-evaluation. Use specialists in procurement and Public Contracts
Regulations to write new job descriptions. Peers recommend that new job
descriptions include the need for staff who are CIPs qualified or working towards
this qualification.

9. Review supplies stock and ordering:

- clarify where responsibilities lie for reordering goods for supplies and shift staff
resource as appropriate

- use knowledge from Stores Supervisor and staff to set minimum stock and reorder
levels

- take stationery and ICT consumables out of Stores

- rationalise commodity items with customers by making the non-urgent items non-
stock and delivered direct to customers by the supplier.

- produce illustrated e-catalogue and move to just-in time delivery models for high
volume, low value routine goods.

- communicate and train customers in new ordering systems for standard and non-
standard items

10. Finalise the evaluation on the P-Card pilot and roll out across the Service.
The use of P Cards could reduce cost of administration for both WYFRS and the
suppliers if used effectively. The pilot has demonstrated the benefits of moving to
this payment mechanism
- Involve Leeds and Wakefield in the evaluation and plans.

- Establish appropriate parameters before the roll out to all stations

- Clearly communicate controls and guidance to all users.

- Use management information from the bank to help monitor spend and ensure
compliance with policy.

- Conduct spend analysis on all third party spend up to £500 across the organisation
to assist with identifying other areas that could use P-Cards, not just stations.

11. Align the Medium Term Financial Plan with the National Fire Commercial
Transformation Programme plan. This will enable identification of potential
opportunities to collaborate across the Sector within each National category and
maximise aggregated buying power.

5.2 Quick wins

e Appoint a fully qualified interim or temporary Procurement Manager to implement
the quick wins and recommendations from this review:

e Let go of the legacy paper-based systems and maximise the technology that you
are investing in:

e Revise standing orders to align with current legislation e.g. PCR 2015

e Identify your top ten critical suppliers and associated risks and manage the
relationship accordingly
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Review suppliers on Property’s approved supplier list and ensure quotations/tenders
are invited on a rotational basis. This will minimise Suppliers opportunity to
collaborate and the possibility of bid rigging.

Understand what WYFRS spends on minor works across all the sites and consider
how this could be done more efficiently for example by one or more local SMEs on a
single framework

Review historic expenditure and aggregate demand. Award framework contracts
and call off requirements when required.

Review option of moving stores system to Transman

Include an overview of PCR 2015 and WYFRS procurement processes in New
Starters inductions.

Review the changes South Yorkshire FRS have implemented changes to their
procurement section

6. Good practice from the FRS sector

Using the new regulations which have clarified what you can and can’t do
Pre-market or soft-market testing - valuable if done well with integrity

Conducting initial and then quarterly finance checks on strategic suppliers’ financial
stability throughout the length of the contract, even on framework call-off
arrangements (so as not to be reliant on the framework owner undertaking regular
checks)

Updating standing orders regularly in line with material changes to regulations
Using standard terms and conditions for works contracts (NEC & JCT)

Adding social value throughout the procurement process as part of the Public

Services (Social Value) Act. Other fire and rescue services have committed to
consider how what is proposed to be procured can improve the economic, social
and environmental well-being of their communities.

7. Signposting with hyperlinks

Guidance on public sector procurement from Crown Commercial Service (CCS):
CCS introduction

All policies and regulations affecting public sector procurement and Public

Procurement Notices: CCS public sector procurement polices
Model Contracts including short and long term form as well as ICT specific terms:
Model public sector contracts

Public Contract Regulations 2015:
http://www.legislation.gov.uk/uksi/2015/102/contents/made

Procurement Strategy: Examples from Devon & Somerset and Kent FRSs were
provided separately.

Presentation about new rules for procurement coming into force. Although written
pre-GDPR implementation it informs public sector organisations about limitations,

expectations and possibilities achievable through procurement: CCS presentation
on changes to procurement regs

Review of Standing Orders — South Yorkshire have conducted a recent review and

are happy to share

Fire Commercial Transformation Programme website:
https://www.nationalfirechiefs.org.uk/Procurement
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Contents summaries:
Fire Commercial Transformation Programme (FCTP) — includes the background
to FCTP, the composition of the Strategic Commercial Board (including biographies)
and key programme documentation (Terms of Reference, Highlight Reports etc)
FCTP Newsletters — includes copies of the FCTP’s newsletter which are issued on
a quarterly (ish) basis. These are generally fairly long but provide comprehensive
details of what’s been achieved and what’s planned within the programme.
FCTP Categories — includes details of each of the six categories of expenditure
(Fleet, Operational Equipment, Clothing, Construction/FM, ICT and Professional
Services). Where available Framework documentation and case studies are
available within the separate category areas. There is also a high-level version of
each categories strategy.
Pipelines & Procurement Opportunities —includes a link to a PDF document
which provides visibility of current and planned activity within each of the
categories. Also includes links to other relevant websites (Contract Finder, CCS,
Emergency Services E-Procurement Portals etc)
Framework — link to an excel spreadsheet containing details of lots of frameworks
available to the fire sector (we plan on improving this and building into the website
moving forwards). This is currently restricted to CFOA Communities Members
(must belong to an FRS).
Guidance Documents — only includes a guide on market engagement (pre-
procurement) at the moment but this will grow.
Links to other Websites — links to other websites relevant to public procurement.
Contacts - document detailing contacts at all UK FRS’s - restricted to CFOA
Communities Members (must belong to an FRS).

e Crown Commercial Service’s Mystery Shopper
https://www.gov.uk/government/publications/mystery-shopper-results-2018

8. Next steps
Immediate next steps

We appreciate the senior managerial and political leadership will want to reflect on
these findings and suggestions to determine how the organisation wishes to take things
forward.

As part of the peer challenge process, there is an offer of further activity to support this.
The LGA is well placed to provide additional support, advice and guidance on the areas
for development and improvement and we would be happy to discuss this. Mark Edgell,
Principal Adviser is the main contact between your Service and the Local Government
Association (LGA). He can be contacted by emailing mark.edgell@local.gov.uk .

In the meantime, we are keen to continue the relationship we have formed with the
Service throughout the peer challenge. We will endeavour to provide signposting to
examples of practice and further information and guidance about the issues we have
raised in this report to help inform ongoing consideration.
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Appendix 1. Terms of Reference and Definition (provided by
WYFRS)

Terms of reference

The overarching aim of this review is to consider the current procurement provision and
assess its overall effectiveness. In doing so to identify strengths, areas for development
and opportunities for continuous improvement.

The specific objectives are:

. To review the existing procurement strategy, and to provide a narrative evaluation,
including the appropriateness of the current procurement and tendering systems.

. To consider how the effectiveness of procurement is measured, or otherwise.

. To consider the level of compliance with existing Standing Orders.

. To consider the determination of standards, development of specifications and the
selection of suppliers and to provide a narrative evaluation.

. To consider the strategic alignment of the procurement processes and consider the
links to the delivery of strategic intent

. To review the range, and use, of procurement processes and to provide a narrative
evaluation.

. To consider the capacity, resource and structure of, and skill sets within, the

procurement team or teams, and to make recommendations where appropriate in support
of service improvement

. To provide an opinion on the value for money provided by the procurement
processes and to benchmark this against similar organisations

. To evaluate, and comment upon, the links between WYFRS and other public-sector
organisations and identify partnership opportunities

. To identify, and consider, opportunities for collaborative working with other
organisations

. To consider, and make comment upon, the provision of support to operational
requirements

. To consider the mechanisms used to gain customer insight and feedback to guide
future procurement

. To consider, and make comment upon, the mechanisms used to manage the
Procurement Process and the Supply Base Efficiently and Effectively

Procurement — a definition to guide this review:

The act of obtaining or buying goods and services. The process includes preparation and
processing of a demand as well as the end receipt and approval of payment. It often
involves

(1) purchase planning,

(2) standards determination,

(3) specifications development,

(4) supplier research and selection,

(5) value analysis,
12
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(6) financing,

(7) price negotiation,

(8) making the purchase,

(9) supply contract administration,

(10) inventory control and stores, and
(11) disposals and other related functions.

The process of procurement is often part of a company's strategy because the ability to
purchase certain materials will determine if operations will continue.

Appendix 2: Procurement DNA model
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ESMCP - control room update

Finance & Resources Committee

Date: 5 February 2021 Agenda Item:

Submitted By: Director of Service Support

Purpose To provide Members an update on the current West Yorkshire Fire and Rescue
(WYFRS) Control room Emergency Services Network (ESN) remediation and
upgrade.

Recommendations That Members note the report.

Summary WYFRS is an approved ESN Assurance Partner (AP). In order to meet that
commitment, WYFRS are required to have an ESN capable control room. Our
current Control room requires a process of remediation and upgrade to allow
WYFRS to be ESN compliant. A WYFRS funding bid was submitted and agreed
by the Fire Funding Programme (FFP) to release the funding to allow
remediation work to begin.

Local Government (Access to information) Act 1972

Exemption Category: None

Contact Officer: Mat Walker, Area Manager Service Support
Background papers open to inspection: None

Annexes: None

Making West Yorkshire Safer
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1.2

1.3

2.1
2.2

2.3

2.4

3.2

Introduction

WYFRS were awarded assurance partner Status by the Home Office (HO) in 2020. This
role provides a significant amount of funding to allow WYFRS to transition onto ESN early
and receive technical support from the National ESN programme team.

As an ESN assurance partner WYFRS are required to have an ESN compliant control
room. In order to achieve this a process of remediation is required to upgrade the technical
architecture and hardware within the Control room.

Due to a number of factors, it has been decided that early 2021 is the optimum time to
upgrade the Control room architecture and therefore a drawdown of funding is required.

Information
The ESN Enabling work required by WYFRS will be delivered in two phases by Systel.

Phase One is the delivery and installation of the hardware which includes new servers in
preparation from the new software.

Phase Two is the installation of the operating system for the ESN START which will
improve functionality and Control user experience.

There is a dependency for the Control Room ESN upgrade in that South Yorkshire Fire and
Rescue Services (SYFRS) have already installed their new servers and as such this has a
detrimental effect on the fall-back control arrangements between WYFRS and SYFRS. The
early upgrade of WYFRS Control room will allow the robust fall-back arrangements to be
reinstated.

Financial Implications

WYFRS Control room upgrade and Infrastructure budget provided by the Fire Funding
Programme (FFP) is £412,950 which is based on a 2016/17 quote. Additional funding was
required due to a £326,323 increase in quotation to a total value of £739,273. A funding
submission was placed with FFP who have subsequently agreed to fund the shortfall apart
from the £52,000 that is deemed ‘business as usual’.

On 20 January 2021 Management Board approved the funding of the £52,000 deficit to
allow the order to be placed with Systel and allow WYFRS to be allocated the Systel teams
for the identified period in Q2 2021.

Human Resource and Diversity Implications

None.

Health, Safety and Wellbeing Implications

None.
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8.2

8.3
8.4

Environmental Implications

The modern server systems adopted in this proposal are more energy efficient and
environmentally friendly than the servers currently in use.

Your Fire and Rescue Service Priorities

e We will reduce the risks to the communities of West Yorkshire

e We will continue to develop ways of working which improve the safety and
effectiveness of our firefighters

e We will be innovative and work smarter throughout the service

Conclusions

The remediation work will allow WFRS to continue to be on course to fulfil its Assurance
Partner commitments to participate in in both Operational Validation (testing the ESN
network and functionality) and Operational Evaluation (exercising to simulate live
operational use in a range of scenarios).

Funding has been secured from the FFP except for the shortfall that FFP identified as
business as usual £52,000.

The shortfall was agreed by WYFRS at Management Board on 20/01/21.

This will reinstate Control’s resilience and fall-back capabilities by re-aligning their system
architectures.
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Virement of funds - managed print solution
Finance & Resources Committee

Date: 5 February 2021 Agenda ltem:
Submitted By: Director of Service Support 9
Purpose To request the virement of funds and approval to procure a managed

print solution.

Recommendations That Committee approve the virement and procurement of a managed
print solution.

Summary A capital scheme was included in the 20/21 capital plan to enable the
procurement of a managed print solution. Following consideration of the
options available, the preference is to buy the printers rather than rent
them.

There is an underspend in the server storage capital scheme due to a
change in the requirements as detailed in this report. The report seeks
permission to vire this money into the managed print budget and for the
procurement of the solution as detailed below.

Local Government (Access to information) Act 1972
Exemption Category: None

Contact Officer: Gayle Seekins, ICT Service Delivery Manager
E: gayle.seekins@westyorksfire.gov.uk

Background papers open to inspection: None

Annexes: None

Making West Yorkshire Safer
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1.2

2.2

2.3

Introduction

There are currently a range of printers across the organisation including small desktop
printers and larger multifunction devices. Users will be able to print to their local printer but
will need to set up alternate devices if they are working from another location to their
normal base. It is also difficult for managers to manage their print budgets as any prints
done on their printer would be charged to them regardless of who did the printing. The
wide range of printers in use require different cartridges, some of which can be costly to
replace and take time to order and arrive.

As part of the move towards more efficient and flexible ways of working, we are looking to
replace the current printer estate with a managed print solution. This would utilise the
existing multifunction devices that are still fit for purpose but see the removal of all the
small desktop printers.

Information
The new managed print solution will provide a range of benefits including:

o Item will only be printed when the user presents their ID card at the printer.

o The item can be printed at any device without the user needing to have each printer
set up. They simply set it to print and then go to any printer with their ID card.

. Any prints not collected will be deleted after 24 hours and no charges will be
incurred.

. Printing can be performed from a West Yorkshire Fire and Rescue Service
(WYFRS) issued desktop computer, laptop or mobile device

. Costs can be charged back to the user’s department and not the department the
printer is physically located in allowing managers to better manage their print
budget.

. Replacement toners are automatically ordered by the printer when levels reach a
specified limit to reduce printer downtime.

o Printers will be able to monitor themselves for faults and proactively deploy an
engineer for the next business day.

The solution also provides some added value options including someone working from
home being able to request print and have it delivered to their home address within
24hours.

£65,000 was put in the capital budget for this project, working on the assumption that the
printers would be rented with an annual revenue cost. Following discussions with the
Chief Finance and Procurement Officer, the preferred option is to buy the printers as a
capital investment. In order to do this, we would like to vire the £174,000 underspend from
the server storage project. This budget was underspent because it factored in capacity for
media storage. This was not required due to the implementation of a dedicated media
storage solution, hence the actual cost being significantly less.

The plan is to buy 45 printers for all stations and districts, repurposing the existing Toshiba
printers that are still fit for purpose for use at HQ until the new site is complete at which
point, new printers would be bought to suit the requirements of the new building. Some of
the money will enable the purchase of printer peripherals such as finishers that can
produce booklets, perforate documents and staple documents on completion of the print
job. These peripherals could see a reduction in the need to use external print services for
specialist printing.

Virement of funds - managed print
solution
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2.4

3.2

3.3

4.1

5.1

6.1

There would still be an annual revenue cost for the software which will manage all of the
printers and monitor usage at a cost of £30,000 per annum. Additionally, there will be a
revenue cost charged per print, however, this can be accurately charged back to the
departments that are requesting the prints. For example, if someone from Finance printed
a document at Bradford station, it would be charged to Finance and not Bradford. This
would give budget holders the ability to manage their staff's printing behaviours, reducing
revenue costs. The deletion of prints not collected will also see a reduction in print costs
and have a positive environmental impact.

Financial Implications

Included within the 2021/21 capital plan there a scheme for replacement printers totalling
£65,000. The cost of the managed print solution is expected to be in the region of
£240,000 and as such also requires the virement of £174,000 which is the under spend in
the server project scheme. The purchase will follow the Contract Procedure Rules and will
go through the tender process.

There is an additional revenue cost of £30,00 for the print management software which
has been included as growth in the 2021/22 revenue budget. This will be off-set by a
reduction in the cost of the current photocopying contract and the purchase of printer
cartridges.

In addition, the managed print solution will mean that expenditure on replacement printer
cartridges will reduce.

Human Resource and Diversity Implications
There are no Human Resource and Diversity implications arising.
Health, Safety and Wellbeing Implications
There are no health, safety and wellbeing implications arising.
Environmental Implications

The ability to manage printing locally and the need to physically request the print before it
is produced should see a reduction in printing costs and in the use of the printers, toners
and paper. The reduction in the number of printers will also see reduction in power usage.

Your Fire and Rescue Service Priorities

Work smarter throughout the service.

Make better use of technology and innovate where possible.

Be more efficient across all areas of the service and make savings.
Conclusions

The replacement of our printer estate will allow us to manage our printing costs, reduce
the number of printers in use and provide greater functionality for our staff, particularly
those working in varied locations.

It is therefore recommended that Committee agree the virement of the funds as detailed in
this report and the procurement of the managed print service.
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OFFICIAL

West Yorkshire

qa\ " Fire & Rescue Authority

Treasury Management Strategy 2021 - 22

Finance & Resources Committee

Date: 5 February 2021

Agenda ltem:

Submitted By: Chief Finance and Procurement Officer

Purpose

Recommendations

Summary

To present the Treasury Management Strategy 2021/22

To recommend to the Full Authority the approval of the Treasury Management Strategy
2021/22 including;

a) the investment strategy in section 2.3 and Appendix A

b) the borrowing strategy outlined in section 2.4

c¢) the capital strategy outlined in section 2.5

¢) the policy for provision of repayment of debt outlined in Appendix C

d) the Treasury Management indicators in Appendix D

e) the Capital Plan 2021/22 — 2025/26 at Appendix E

The Authority has formally adopted CIPFA’s Code of Practice on Treasury
Management, and is thereby required to consider a treasury management
strategy before the start of each financial year. In addition, the Department for
Communities and Local Government (DCLG) issued guidance on local authority
investments in March 2010, which requires the Authority to approve an
Investment Strategy before the start of each financial year.

Local Government (Access to information) Act 1972

Exemption Category:

Contact Officer:

None

Alison Wood, Chief Finance and Procurement Officer
E: Alison.wood@westyorksfire.gov.uk
T: 01274 682311 ext 660204

Background papers open to inspection: The Prudential Code for Capital Finance in Local Authorities

Annexes:

Appendix A — Investment strategy
Appendix B — Credit rating scores
Appendix C — Provision for repayment of debt
Appendix D — Treasury Management indicators
Appendix E — Capital Plan 2021/22 -2025/26

Making West Yorkshire Safer
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2.1

211

2.1.2

2.1.3

214

2.1.5

Introduction

The Authority has formally adopted CIPFA’s Code of Practice on Treasury Management,
and is thereby required to consider a treasury management strategy before the start of
each financial year. CIPFA released an updated version of the Prudential code in
December 2017 which has resulted in a new requirement for local authorities to produce a
capital strategy. The capital strategy is included within section 2.5 of this report. In
addition, the Ministry for Housing, Communities and Local Government (MHCLG) issued
guidance on local authority investments in February 2018, which requires the Authority to
approve an Investment Strategy before the start of each financial year.

Information

Outlook for the economy, credit risk and interest rates

The impact on the UK from coronavirus, lockdown measures, the rollout of vaccines, as
well as the new trading arrangements with the European Union (EU), will remain major
influences on the Authority’s treasury management strategy for 2021/22.

The Bank of England (BoE) maintained the Bank Rate at 0.10% in December 2020 and
the Quantitative Easing programme at £895 billion having extended it by £150 billion in the
previous month. The Monetary Policy Committee (MPC) voted unanimously for both, but
no mention was made of the potential future use of negative interest rates. In the
November Monetary Policy Report (MPR) forecasts, the Bank expects the UK economy to
shrink -2% in Quarter 4 2020 before growing by 7.25% in 2021, lower than the previous
forecast of 9%. The BoE also forecasts the economy will now take until Quarter 1 2022 to
reach its pre-pandemic level rather than the end of 2021 as previously forecast.

UK Consumer Price Inflation (CPI) for November 2020 registered 0.3% year on year,
down from 0.7% in the previous month. Core inflation, which excludes the more volatile
components, fell to 1.1% from 1.5%. The most recent labour market data for the three
months to October 2020 showed the unemployment rate rose to 4.9% while the
employment rate fell to 75.2%. Both measures are expected to deteriorate further due to
the ongoing impact of coronavirus on the jobs market.

GDP growth rebounded by 16.0% in Quarter 3 2020 having fallen by -18.8% in the second
quarter, with the annual rate rising to -8.6% from -20.8%. All sectors rose quarter-on-
quarter, with dramatic gains in construction (41.2%), followed by services and production
(both 14.7%). Monthly GDP estimates have shown the economic recovery slowing and
remains well below its pre-pandemic peak. Looking ahead, the BoE’'s November MPR
forecasts economic growth will rise in 2021 with GDP reaching 11% in Quarter 4 2021,
3.1% in Quarter 4 2022 and 1.6% in Quarter 4 2023.

The credit ratings for many UK institutions were downgraded on the back of downgrades
to the sovereign rating. Credit conditions more generally though in banks and building
societies have tended to be relatively benign, despite the impact of the pandemic. Looking
forward, the potential for bank losses to be greater than expected when government and
central bank support starts to be removed remains a risk, suggesting a cautious approach
to bank deposits in 2021/22 remains advisable.

Treasury Management Strategy 2021 -
22 Page 2 of 14
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2.1.6 It is forecast that BoE Bank Rate will remain at 0.1% until at least the end of 2024. The
risks to this forecast are judged to be to the downside as the BoE and UK government
continue to react to the coronavirus pandemic and the new EU trading deal. The BoE
extended its asset purchase programme to £895 billion in November while keeping the
Bank Rate on hold and maintained this position in December. However, further interest

rate cuts to zero, or possibly negative, cannot yet be ruled out.

Forecasts for interest rates for the next three years is as follows:

Table 1: Interest Rate Forecasts

Average Base Rate

20 Year PWLB Rate

2021/22 0.10% 2.55%
2022/23 0.10% 2.65%
2023/24 0.10% 2.65%

2.2 Borrowing and Investment — General Strategy for 2021/22

2.2.1

liabilities and £30.0 million of investments.

As at 31 March 2021, the Authority is expected to have £45.2 million of external debt

Forecasts for CFR as at 31 March are as follows:

2021/22 2022/23 2023/24
£m £m £m
CFR 56.4 63.9 68.8

2.2.1 The Capital Financing Requirement (CFR) represents the Authority’s underlying need to
finance capital expenditure by borrowing or other long-term liability arrangements. An
Authority can choose to borrow externally to fund its CFR. If it does this, it is likely that it
would be investing externally an amount equivalent to its total reserves, balances and net
creditors. Alternatively, an Authority can choose not to invest externally but instead use
these balances to effectively borrow internally and minimise external borrowing. In
between these two extremes, an Authority may have a mixture of external and internal
investments/external and internal borrowing.

2.2.2 The movement in the CFR can be further explained via the table below;

2021/22 | 2022/23 2023/24
£m £m £m
CFR bff previous year 49.5 56.4 63.9
Capital Expenditure (net of Capital 9.9 109 8.0
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2.2.3

224

2.2.5

2.2.6

2.3

231

Receipts and Reserves)

CFR Debt Financed via;

Minimum Revenue Provision
(MRP)

CFR to c/f to next year 56.4 63.9 68.8

Prior to 2009/10 the Authority’s policy had been to borrow up to its CFR and investing
externally the majority of its balances. With the onset of instabilities in the financial
markets and the economic downturn, the policy changed to one of ensuring the security of
the Authority’s balances. This coincided with dramatic falls in investment returns making
the budgetary benefit of maximising external borrowing more marginal. Over the past few
years, the Authority has chosen to finance its capital expenditure by ‘borrowing‘ internally.
This has principally been because of the relatively low rates of interest receivable on
investments, less than 0.65%, particularly when compared to the cost of borrowing longer
term loans from the PWLB.

The cost of borrowing has been historically low over the past decade and short-term
borrowing rates remain very low. In October 2019 the PWLB raised the cost of certainty
rate borrowing by 1% to 1.8% above UK gilt yields as HM Treasury was concerned about
the overall level of local authority debt and authorities borrowing to buy commercial assets
primarily for yield without impeding their ability to pursue their core policy objectives of
service delivery, housing, and regeneration. The PWLB launched a wide-ranging
consultation on the PWLB'’s future direction which closed on 31 July 2020. New lending
terms were announced by the PWLB on the 26 November 2020 which returned the cost of
certainty borrowing rates back to the same level as October 2019. This practice is made
more complicated by the Government’s method of funding pension contributions — the
year’s funding plus any shortfall from the previous year, is paid as a lump sum in July
each year. The grant in 2020/21 was £31.3 million.

The Chief Finance & Procurement Officer believes that the borrowing and investment
strategy for 2021/22 must continue to place emphasis on the security of the Authority’s
balances.

As at 31 March 2021, the Authority is expected to have around £30.0 million invested
externally, primarily in instant access accounts or short-term deposits, with local
authorities, major British owned banks, building societies or Money Market Funds (MMFs).
This will also ensure compliance with The Markets in Financial Instruments Directive I,
whereby those maintaining a professional status must keep a minimum of £10 million
invested at any point in time.

Treasury Investment Strategy

Investment guidance issued by MHCLG requires that an investment strategy, outlining the
Authority’s policies for managing investments in terms of risk, liquidity and yield, should be
approved by full Authority or equivalent level, before the start of the financial year. This
strategy can then only be varied during the year by the same executive body.
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2.3.2

2.3.3

2.3.4

2.3.5

The guidance splits investments into two types — specified and non-specified.

e Specified investments are those offering high security and liquidity. All such
investments should be in sterling with a maturity of no more than a year. Investments
made with the Government (DMADF) and a local authority automatically count as
specified investments, as do investment with bodies or investment schemes of “high
credit quality”. It is for individual authorities to determine what they regard as “high
credit quality”.

¢ Non-specified investments have greater potential risk, being investments with bodies
that have a credit rating below “high credit quality”; bodies that are not credit rated at
all; and investments over a year.

It is estimated that the Authority could have up to £60 million to invest at times during the
year which is a combination of cash received in advance, reserves and creditors.

It is proposed to continue with a low-risk strategy in line with previous years and where
possible to borrow internally. This will help in reducing the amount of money the Authority
has invested at any one time and minimise the cost of borrowing.

The Authority’s investment criteria has been slightly adapted over the years but is largely
based on a strategy of when the Authority had relatively small investment balances. Since
the pensions’ payments have increased and the Government has chosen to provide the
Authority with an annual grant to cover the costs, the Authority has found itself with more
significant levels of investment. Officers carried out a review of the strategy prior to
2015/16 and are confident that it is fit for purpose in terms of the current strategy of
prioritising security and liquidity whilst achieving returns above that offered by the
Government.

Key features of the strategy are as follows:

Specified Investments

e The Authority is able to invest up to £6 million on an instant access basis with foreign
based banks with a “high to upper medium grade” credit rating.

e The Authority can invest up to £6 million in individual MMFs (instant access or two day
notice). MMFs are pooled investment vehicles, having the advantage of providing wide
diversification of risk, coupled with the services of a professional fund manager.

e The Authority can invest in Debt Management Account Deposit Facility (DMADF) for
up to 6 months.

e The Authority can invest in local authorities for up to 364 days.
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2.3.6

2.3.7

2.3.8

2.3.9

Non-Specified Investments

e The Authority is able to invest up to £1 million and up to two months with individual UK
banks and building societies with a “medium grade” credit rating.

e The Authority adopts an overall limit for non-specified investments of £2 million.

A maximum limit of £6 million applies to any one counterparty and this applies to a
banking group rather than each individual bank within a group.

For illustrative purposes, the last column of Appendix A lists which banks and building
societies the Authority could invest with based on credit ratings as at the beginning of
December 2020.

The policy allowing the Authority to invest up to £6 million with part-nationalised UK banks
with mid “medium grade” credit ratings has been removed. With the Government steadily
divesting themselves of their stake in these banks and the recent bail-in legislation, it is
unlikely that the Government would bail these banks out if they got into further trouble.

There may be opportunities in the future for local authorities to use collateralised products,
in particular reverse repurchase agreements (REPOs). These products are secured on the
borrower’s assets (such as gilts or corporate bonds) and are exempt from bail-in. The
rates are currently comparable to unsecured investments but entry levels are likely to be
for investments of £10 million plus. It is proposed that reverse repurchase agreements are
available to use under the strategy at the higher level indicated above.

The Authority uses credit ratings from the three main rating agencies - Fitch, Moody’s and
Standard & Poor’s to assess the risk of investment defaults (Appendix B). The lowest
credit rating of an organisation will be used to determine credit quality. Long term ratings
are expressed on a scale from AAA (the highest quality) through to D (indicating default).
Ratings of BBB- and above are described as investment grade, while ratings of BB+ and
below are described as speculative grade.

2.3.10 Where an entity has its credit rating downgraded so that it fails to meet the approved

investment criteria:

e No new investments will be made.

e Any existing investments that can be recalled at no cost will be recalled.

e Full consideration will be given to the recall or sale of all other existing investments
with the affected counterparty.

2.3.11 Where a credit rating agency announces that a rating is on review for possible downgrade

(“rating watch negative or credit watch negative”) so that it is likely to fall below the
required criteria, then no further investments will be made in that organisation until the
outcome is announced. This policy will not apply to negative outlooks, which indicate a
long-term direction of travel rather than an imminent change of rating.
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2.3.12 Full regard will be given to other available information on the credit quality of banks and
building societies, including credit default swap prices, financial statements and rating
agency reports. No investments will be made with an organisation if there are substantive
doubts about its credit quality, even though it may meet the approved criteria.

2.3.13 Investments may be made using the following instruments:
e Interest paying bank accounts.

Fixed term deposits.

Call or notice deposits.

Callable deposits.

Shares in money market funds.

Reverse repurchase agreements.

2.3.14 Annual cash flow forecasts are prepared which are continuously updated. This helps
determine the maximum period for which funds may be prudently committed.

2.3.15 Investment policy and performance will be monitored continuously and will be reported to
Members during the year and as part of the annual report on Treasury Management.

2.4 Borrowing Requirement and Strategy

2.4.1 As at 31 March 2021, the Authority is expected to have £45.2 million of external debt
liabilities and £30.0 million of investments. Forecast changes in these sums for the next
three years are shown in the balance sheet analysis below:

Balance Sheet Forecast

2020/21 | 2021/22 | 2022/23 | 2023/24
£m £m £m £m
CFR 49.5 56.4 63.9 68.8
Less: External borrowing 45.2 45.0 43.9 41.9
Internal Borrowing 4.3 11.4 20.0 26.9
Investments 30.0 30.0 30.0 30.0

2.4.2 When taking new borrowing, due attention will be paid to the Authority’s debt maturity
profile. It is good practice to have a maturity profile for long-term debt which does not
expose the Authority to a substantial borrowing requirement in years when interest rates
may be at a relatively high level. In accordance with the requirements of the Code, the
Authority sets out limits with respect to the maturity structure of its borrowing later in this
report.
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2.4.3

2.4.4

2.4.5

2.4.6

It is predicted that as at 31 March 2021, the Authority will have total external borrowing
and other long-term liabilities of around £45.2 million.

This is analysed as follows:

Estimated Total debt
as at 31 March 2021
£m
%
PWLB fixed loans 43.2 95.6
LOBO 2.0 4.4
TOTAL 452 100.0

Historically, the biggest source of borrowing for local authorities has been PWLB loans.
These Government loans have offered value for money and also flexibilities to restructure
and make possible savings. Although, the Government decided to raise rates for new
PWLB loans in October 2010 by around 0.90%, it has since introduced a discounted rate
for local authorities joining the new “certainty rate” scheme. The Authority has joined the
scheme and will have access to loans discounted by 0.20% in 2020/21. As noted earlier in
paragraph 2.2.5 in October 2019 the PWLB raised the cost of certainty rate borrowing by
1% to 1.8% above UK gilt yields as HM Treasury was concerned about the overall level of
local authority debt and authorities borrowing to buy commercial assets primarily for yield
without impeding their ability to pursue their core policy objectives of service delivery,
housing, and regeneration. The PWLB launched a wide-ranging consultation on the
PWLB'’s future direction which closed on 31 July 2020. New lending terms were
announced by the PWLB on the 26 November 2020 which returned the cost of certainty
borrowing rates back to the same level as October 2019.

The Authority also has a LOBO (Lender’s Option, Borrower’s Option) loan. The way this
loan works is that the Authority pays interest at a fixed rate for an initial period and then
the lender has the option in the secondary period to increase the rate. If the option is
exercised, the Authority can either accept the new rate or repay the loan. The Authority’s
loan is in its secondary period with intervals of 5 years between options. The next option
date is May 2021. There have been moves by some lenders to amend the terms of their
LOBO loans to convert them to ‘vanilla’ fixed rate loans. No approach has yet been made
by Dexia Credit Local, the lender to the Authority to amend any of the conditions of the
loan.

The Local Capital Finance Company was established in 2014 by the Local Government
Association as an alternative source of local authority finance. It plans to issue bonds on
the capital markets and lend the proceeds to local authorities. This will be a more
complicated source of finance than the PWLB for two reasons: borrowing authorities may
be required to provide bond investors with a joint and several guarantee over the very
small risk that other local authority borrowers default on their loans; there will be a lead
time of several months between committing to borrow and knowing the interest rate
payable.
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2.4.7

2.4.8

2.4.9

2.5

251

2.5.2

In terms of meeting the Authority’s borrowing requirement over the next three years, as
short-term rates are forecast to stay low, it may be opportune to take short-term loans
either at fixed or variable rates. However, with long term rates forecast to rise in the
coming years, any such short-term savings will need to be balanced against potential
longer-term costs.

The PWLB allows authorities to repay loans before maturity and either pay a premium or
receive a discount according to a set formula based on current interest rates. The
Authority may take advantage of this and replace some of the higher rate loans with new
loans at lower interest rates where this will lead to an overall saving or reduce risk.

Borrowing policy and performance will be continuously monitored throughout the year and
will be reported to Members.

Capital Strategy

The purpose of the Capital Strategy is to demonstrate that the Authority takes capital
expenditure and investment decisions in line with corporate and service objectives and
properly takes account of stewardship, value for money, prudence, sustainability and
affordability. It sets out the long term context in which capital expenditure and investment
decisions are made and gives due consideration to both risk and reward and impact on
the achievement of priority outcomes.

The Capital Strategy comprises a number of distinct, but inter-related, elements as
follows:

Capital Expenditure

This section includes an overview of the governance process for approval and monitoring
of capital expenditure, including the Authority’s policies on capitalisation, and an overview
of its capital expenditure and financing plans.

Capital Financing and Borrowing

This section provides a projection of the Authority’s capital financing requirement, how this
is impacted by capital expenditure decisions and how it will be funded and repaid. It
therefore sets out the Authority’s borrowing strategy and explains how it will discharge its
duty to make prudent revenue provision for the repayment of debt.

Chief Financial Officer’s statement
This section contains the Chief Financial Officer’s views on the deliverability, affordability
and risk associated with the capital strategy.
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Capital Expenditure

- Capitalisation Policy

2.5.3 Expenditure is classified as capital expenditure when it results in the acquisition or
construction of an asset (e.g. land, buildings, vehicles, plant and equipment etc.) that:

e Will be held for use in the delivery of services, for rental to others, investment or for
administrative purposes; and

e Are of continuing benefit to the Authority for a period extending beyond one
financial year.

Subsequent expenditure on existing assets is also classified as capital expenditure if
these two criteria are met.

2.5.4 There may be instances where expenditure does not meet this definition but would be
treated as capital expenditure, including:

¢ Where the Authority has no direct future control or benefit from the resulting assets,
but would treat the expenditure as capital if it did control or benefit from the
resulting assets. For example, where a grant is provided by the Authority to an
external body in order that the body can purchase an asset for its own use. The
provision of the grant would be treated as capital expenditure in the accounts of the
Authority.

e Where statutory regulations require the Authority to capitalise expenditure that
would not otherwise have expenditure implications according to accounting rules.
For example, where the Government permits authorities, in special circumstances,
to treat redundancy costs as capital costs therefore increasing flexibility as such
costs can then be met using their existing borrowing powers or capital receipts.

2.5.5 The Authority operates a de-minimis limit for capital expenditure of £10,000. This means
that items below these limits are charged to revenue rather than capital.

- Governance

2.5.6 Capital expenditure is a necessary element in the development of the Authority’s services
since it generates investment in new and improved assets. Capital expenditure is
managed through the four-year Capital Programme which is reviewed annually as part of
the budget setting process and reviewed in year as part of financial monitoring
arrangements.

2.5.7 The Authority’s Financial Regulations and Contract Regulations provide a framework for
the preparation and appraisal of schemes proposed for inclusion in the Capital Plan,
appropriate authorisations for individual schemes to proceed and facilitate the overall
management of the Capital Programme within defined resource parameters.
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2.5.8 The Chief Finance and Procurement Officer shall determine the format of the Capital
Programme and the timing of reports relating to it. The approved Capital Programme will
comprise a number of individual schemes each of which will be quantified on an
annualised basis. Each directorate will submit capital bids to the finance department
which are then collated and presented to the Management Board Star Chamber for
scrutiny and approval for inclusion on the proposed capital plan. The bids are then
collated for submission to the Full Authority meeting in February.

2.5.9 The capital plan is monitored on a monthly basis with the provision of detailed budget
monitoring reports to managers and is reported quarterly to the Finance and Resources
Committee.

2.5.10 The Capital Monitoring Management Group meet on a quarterly basis whereby the capital
plan is scrutinised and managers have to report on the progress of each capital scheme
for which they are responsible. This is chaired by the Chief Finance and Procurement
Officer.

Capital Financing and Borrowing

2.5.11 The Authority’s capital expenditure plans as per the Capital Programme are set out in
Appendix E and will be presented in the Budget Report for approval.

2.5.12 When expenditure is classified as capital expenditure for capital financing purposes, this
means that the Authority is able to finance that expenditure from any of the following
sources:

(a) Capital grants and contributions — amounts awarded to the Authority in return for
past or future compliance with certain stipulations.

(b) Capital receipts — amounts generated from the sale of assets and from the repayment
of capital loans, grants or other financial assistance.

(c) Revenue contributions — amounts set aside from the revenue budget in the
earmarked capital funding reserve.

(d) Borrowing — amounts that the Authority does not need to fund immediately from cash
resources, but instead charges to the revenue budget over a number of years into the
future.

Chief Finance Officer Statement

2.5.13 The Prudential Code requires the Chief Financial Officer to report explicitly on the
affordability and risk associated with the Capital Strategy. The following are specific
responsibilities of the Chief Finance Officer:

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

e submitting quarterly treasury management reports;

e submitting quarterly capital budget reports;

e reviewing the performance of the treasury management function;
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2.6

2.6.1

2.7

2.7.1

2.8

2.8.1

2.8.2

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

e ensuring the adequacy of internal audit, and liaising with external audit;

e recommending the appointment of external service providers;

e preparation of a capital strategy to include capital expenditure, capital financing,
non-financial investments and treasury management;

e ensuring that the capital strategy is prudent, sustainable, affordable and prudent in
the long term and provides value for money;

e ensuring 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;

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

e ensuring 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;

e ensuring 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.

Statement of Policy on the Minimum Revenue Provision (MRP)

The Local Authorities (Capital Finance and Accounting) (England) Regulations 2008,
which came into effect on 31 March 2008, replaced the former statutory rules for
calculating MRP with a requirement for each local authority to determine a “prudent”
provision. The regulations require authorities to draw up a statement of their policy on the
calculation of MRP which requires approval by Full Authority in advance of the year to
which it applies. The recommended policy statement is detailed at Appendix C.

Treasury Management Indicators

The Authority is asked to approve certain treasury management indicators, the purpose of
which is to contain the activity of the treasury function within certain limits, thereby
reducing the risk or likelihood of an adverse movement in interest rates or borrowing
decision impacting negatively on the Council’'s overall financial position. However, if these
are set to be too restrictive, they will impair the opportunities to reduce costs. The
proposed indicators are set out in Appendix D.

Other Matters

The treasury management function is currently provided by Kirklees Council in a Service
Level Agreement, with effect from the 30" June 2021, this responsibility is to transfer to
the fire authority.

The MHCLG Investment Guidance also requires the Authority to note the following
matters each year as part of the investment strategy:
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2.8.3

Investment Consultants

As part of the SLA the fire authority access the services of an investment consultant via
Kirklees. The Council’'s adviser is Arlingclose Limited. The services received include:

a) Advice and guidance on relevant policies, strategies and reports.
b) Advice on investment decisions.

c) Notification of credit ratings and changes.

d) Other information on credit quality.

e) Advice on debt management decisions.

f) Accounting advice.

g) Reports on treasury performance.

h) Forecasts of interest rates and

i) Training courses.

Following the transfer of treasury management responsibility to fire in June 2021, a
procurement process will be undertaken in order to appoint the authority’s own investment
consultants.

Investment Training

The needs of treasury management staff for training in investment management is
assessed on a continuous basis, and formally on a 6 monthly basis as part of the staff
appraisal process. Additionally, training requirements are assessed when the
responsibilities of individual members of staff change. Staff attend training courses,
seminars and conferences as appropriate. This approach currently followed under the
SLA will be adopted when the fire authority has responsibility for treasury management.

Investment of money borrowed in advance of need

The Authority may, from time to time, borrow in advance of need, where this is expected
to provide the best long-term value for money. However, as this would involve externally
investing such sums until required and thus increasing exposures to both interest rate and
principal risks, it is not believed appropriate to undertake such a policy at this time.

Banking

The Authority moved its current account banking to Barclays in July 2015. There is
nothing to report on the operation of the accounts.

Financial Implications

Financial implications are included within the main body of the report.

Human Resource and Diversity Implications

There are no human resource and diversity implications associated with this report.
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Health, Safety and Wellbeing Implications

There are no health, safety and wellbeing implications associated with this report.

Conclusions

The treasury management strategy determines the framework upon which the Authority
manages its borrowing and investments during the year. This is essential to sound
financial governance.
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Specified

APPENDIX A

Short-term Credit Ratings /

Investment Limits per

Counterparties falling into

Counterparty category as at December 2020
Long-Term Credit Ratings
Fitch Moody’s S&P £m Period (1)
Banks / Building Societies F1 P-1 A-1 10 Up to 364 days | Lloyds Group
(Reverse Repurchase AAA,AA+ AA, Aaa,Aal,Aa2, AAAAA+ AA,
Agreements) (2) AA- A+ A A- AA- A+ A A-
Aa3,A1,A2,A3
Banks / Building Societies F1 P-1 A-1 6 <100 days Coventry BS
(Deposit accounts, fixed
term deposits)
AAA AA+ AA, Aaa,Aal,Aa2, AAA AA+ AA, 6 <6mth HSBC, Lloyds Group, Santander UK,
AA-,A+AA- AA-,A+ A A- Nationwide BS, Handelsbanken
Aa3,A1,A2,A3
MMF (3) - - - 6 Instant access/ | Aberdeen Standard, Aviva,
up to 2 day Goldman Sachs
notice
UK Government - - - Unlimited <6mth
(Fixed term deposits)
UK local authorities - - - Unlimited Up to 364 days
(Fixed term deposits)




Non-Specified (4)

Short-term Credit Ratings /

Investment Limits per

Counterparties falling into

Counterparty category as at December 2020
Long-Term Credit Ratings
Fitch Moody’s S&P £m Period (1)
UK Banks / Building F1,F2 P-1,P-2 A-1,A-2 6 <2mth Barclays, Leeds BS, RBS Group,
Societies Close Brothers
Higher than Higher than Higher than
(Fixed term deposits) BBB Baa2 BBB

(1) The investment period begins from the date on which funds are paid over.

(2) These investments are secured on the bank’s assets, which limits the potential losses in the unlikely event of insolvency and means that they are exempt from
bail-in. Where there is no investment specific credit rating but the collateral upon which the investment is secured has a credit rating, the higher of the collateral credit
rating and the counterparty credit rating will be used to determine cash and time limits. The combined secured and unsecured investments in any one bank will not

exceed the cash limit for secured investments.

(3) Overall limit for investments in MMFs of £24 million.

(4) Overall limit of £18 million.

59




APPENDIX B
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APPENDIX C

STATEMENT OF POLICY ON THE MINIMUM REVENUE PROVISION
(REPAYMENT OF DEBT)

1.

Background

The Local Authorities (Capital Finance and Accounting) (England)
Regulations 2008 which came into force on 31 March 2008, replaced the
detailed statutory rules for calculating Minimum Revenue Provision (MRP)
with a requirement to make an amount of MRP which the authority considers

“prudent”.

2.

Prudent Provision

2.1The regulation does not itself define “prudent provision”. However,

3.

3.1

3.2

guidance issued alongside the regulations makes recommendations on
the interpretation of that term.

The guidance provides two basic criteria for prudent provision:-

e Borrowing not supported by government grant (prudential
borrowing) — the provision for repayment of debt should be
linked to the life of the asset.

e Borrowing previously supported by revenue support grant
(supported borrowing) — the provision should be in line with the
period implicit within the grant determination (4% reducing
balance).

Proposed policy for 2021/22

The Authority has always been prudent when making provision for the
repayment of debt. In addition to the minimum revenue provision of 4%
of debt outstanding previously required, the Authority had regularly made
additional voluntary contributions. These voluntary contributions have
been calculated to reflect asset life. Thus, for example, debt used to
finance vehicles and many types of operational equipment has been fully
provided for over a 10 year period and all new buildings over 50. These
additional voluntary contributions covered all debt, not just unsupported,
and have been calculated using an annuity method with reference to
asset lives.

It is proposed that if any MRP/Interest budget becomes available due to
for example, capital schemes being re phased, a reduction in the capital
programme or the receipt of additional capital receipts, the Authority may
choose to make additional MRP payments providing the financial
position remains in line with the approved financial plan. In addition, any
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revenue budget savings identified during the year may also be used to
make one off MRP payments.

3.1

3.2

It is recommended that this policy is adopted for 2021/22. The
features of the policy can be summarised as follows:

¢ Provision to be made over the estimated life of the asset for which

borrowing is undertaken (maximum asset life of 40 years / 50 years

on Land)
e To be applied to supported and unsupported borrowing
e Provision will increase over the ass