








STATEMENT OF ACCOUNTING POLICIES

The Police Authority’s accounting policies as disclosed below have been drawn up in line with the
recommended accounting principles as specified in the Code of Practice on Local Authority
Accounting. They reflect the principles, bases, conventions, rules and practices applied by the
Authority and specify how the effects of transactions and other events have been reflected in its
financial statements.

Amortisation

The amortisation of intangible fixed assets over their useful lives is calculated using the straight-line
method. A full year's amortisation is calculated in the first year for newly acquired assets. No
amortisation is calculated in the year of disposal.

Capital Receipts

Capital receipts (arising from the disposal of capital assets) which have not been set aside for the
redemption of debt or to finance new capital expenditure are held in the Usable Capital Receipts
Reserve.

Debt Redemption

Under the provisions of the Local Government and Housing Act 1989, instalments of principal are
charged to the Statement of Movement on the Police Fund Balance in accordance with the statutory
Minimum Revenue Provision.

Depreciation

Depreciation is calculated using the straight-line method for all tangible fixed assets of an operational
nature with a finite useful life. A full year’s depreciation is calculated in the first year for newly acquired
assets, although assets in the course of construction are not depreciated until they are brought into
use. No depreciation is calculated in the year of disposal.

Financial Liabilities

Financial liabilities are initially measured at fair value and carried at their amortised cost. Annual
charges to the Income and Expenditure Account for interest payable are based on the carrying amount
of the liability, multiplied by the effective interest rate of the liability. The amount presented in the
balance sheet is the principal outstanding plus accrued interest on the liability.

Financial Assets

Financial Assets are classified into two types:

e loans and receivables — assets that have fixed or determinable payments but are not quoted in
an active market; and

e available-for-sale assets — assets that have a quoted market price and/or do not have fixed or
determinable payments.

Loans and Receivables

Loans and receivables are initially measured at fair value and carried at their amortised cost. Annual
credits to the Income and Expenditure Account for interest receivable are based on the carrying
amount of the asset multiplied by the effective interest rate for the instrument. For the Authority’s
investments this means that the amount presented in the balance sheet is the principal outstanding
plus accrued interest. The interest credited to the Income and Expenditure Account is the amount
receivable on the investment for the year.
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STATEMENT OF ACCOUNTING POLICIES

Available-for-Sale Assets

The Authority does not have any available-for-sale assets.

Fixed Assets

All expenditure on the acquisition, creation or enhancement of both tangible and intangible fixed
assets is capitalised on an accruals basis in the accounts. The expenditure is capitalised provided that
the fixed asset yields an enduring benefit to the Authority for a period of more than one year and that
the asset value exceeds the £6,000 de-minimis level.

Where fixed assets are included in the Balance Sheet on a valuation basis then such valuations will

take place at five yearly intervals although material changes to asset valuations will be adjusted in the

interim period as they occur.

Increases in valuations are matched by credits to the Revaluation Reserve to recognise unrealised

gains. Exceptionally, gains might be credited to the Income and Expenditure Account where they arise

from the reversal of an impairment loss previously charged to a service revenue account. The

Revaluation Reserve contains revaluation gains recognised since 1% April 2007 only, the date of its

formal implementation. Gains arising before that date have been consolidated into the Capital

Adjustment Account.

The values of each category of assets are reviewed at the year-end for evidence of reductions in

value. Impairments are accounted for by:

o where attributable to the clear consumption of economic benefits- the loss is charged to the
relevant service revenue account

o otherwise — written off against any revaluation gain attributable to the relevant asset in the
Revaluation Reserve, with any excess charged to the relevant service revenue account.

Where an impairment loss is charged to the Income & Expenditure Account but there were

accumulated revaluation gains in the Revaluation Reserve for that asset, an amount up to the value of

the loss is transferred from the Revaluation Reserve to the Capital Adjustment Account.

The principal asset categories and their useful economic lives, depreciated on a straight-line basis in
accordance with FRS 15, are:

Category Years
Intangible Assets Computer Software 5
Land & Buildings Land Indefinite, not depreciated
Police Stations 12,35 0r 75
Police Houses 35
Vehicles, Plant & Equipment  Police Vehicles 4
Telephone Equipment 50r 10
Radio Masts 15
Radio Equipment 50r 10
Plant & Machinery 50r10
Computer Equipment 50r10

Government Grants

Where the acquisition of a fixed asset is financed either wholly or in part by a government grant, the
amount of the grant is credited initially to the Government Grants-Deferred Account. Amounts are
released to the Income and Expenditure Account over the useful life of the asset to match the
depreciation charged on the asset to which it relates.
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STATEMENT OF ACCOUNTING POLICIES

Interest charges/income

Interest on external borrowing is fully accrued in order that each year bears the cost of interest related
to its actual external borrowing. External interest income is credited to the Income and Expenditure
Account over the period to which it relates

Investments

Surplus capital and revenue monies are invested externally on a temporary basis. Investments are
shown in the Balance Sheet at cost plus accrued interest due.

Leasing

The rentals payable under operating leases are charged to the Income and Expenditure Account on
an accruals basis.

Overheads

To ensure the accurate reporting to total cost of services, the apportionment of overheads to Basic
Command Units (BCUs) has been performed in accordance with the three most important principals
of apportionment, these being reality, transparency and materiality.

The pension costs included in the accounts have been determined in accordance with relevant
Government regulations.

Financial Reporting Standard 17 requires that current and future pension liabilities appear in the
accounts of organisations (both public and private). It requires that there is full recognition of the
asset/liability, that a pension reserve appears in the balance sheet and that entries in the Income and
Expenditure Account record movements in the asset/liability.

The main schemes in operation are as follows:

e Prior to 1% April 2006 the pension scheme for police officers operated in accordance with the
1987 Regulations and was an unfunded, defined benefit scheme and was not the subject of
an assessment by an actuary. It did not have a ‘percentage of pensionable pay' type of
employer’s contribution: rather pensions and benefits due in the year were paid by the
Authority and the cost, less pension contributions received from police officers, was charged
to the Income and Expenditure Account as part of the net expenditure for the year on a “pay
as you go” basis.

e From 1% April 2006 the scheme remains unfunded but is no longer on a ‘pay-as-you-go’ basis
as far as an individual Police Authority is concerned. Under the new scheme the Authority
pays an employer’s pension contribution based on a percentage of pay into the Pension Fund.
This, together with employees’ contributions, which are also paid into the Fund, is used to
meet the cost of pensions and benefits during the year. The amount by which the amounts
receivable by the Fund exceed the amounts payable is paid over to the sponsoring
department and conversely a pension top-up grant is made by the sponsoring department
where the amount payable from the Pension Fund exceeds the amount receivable, thereby
maintaining a nil balance on the Fund.

e Pensions and benefits for support staff are provided from the Greater Gwent (Torfaen)
Pension Fund. This is a funded, defined benefit scheme. The pension and other benefit
payments to support staff, including pension increases, are met from this fund.
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STATEMENT OF ACCOUNTING POLICIES

Provisions

In accordance with the Code of Practice the Authority has properly provided for liabilities known or
certain to occur but for which the timing and amount are uncertain. Such provisions are included within
the operating expenditure in the Income and Expenditure Account.

Private Finance Initiative (PFI)

The PFI contract for the provision of a custody unit and police station at Ystrad Mynach has been
deemed to be off-balance sheet in accordance with the Accounting Standards Board’'s FRS 5
‘Reporting the Substance of Transactions’. In order to ‘smooth-out’ profiling differences between the
unitary charge payments to the contractor and specific grant income from the Welsh Assembly
Government, a sinking fund has been set up to hold initial funding ‘surpluses ‘ and provide for future
funding shortfalls.

Reserves

Amounts set aside for purposes falling outside the definition of provisions are considered as reserves.
Revenue reserves are available to finance expenditure. Certain capital reserves created as a result of
the capital accounting scheme are not available to meet current expenditure and include:

o Revaluation Reserve which records the accumulated gains on the fixed assets held by the
Authority arising from increases in value to the extent that these gains have not been consumed
by subsequent downward movements in value.

Capital Adjustment Account, which provides a balancing mechanism between the different rates at
which assets are depreciated and are financed through the capital controls system, by
accumulating:

e On the debit side - the write-down of the historical cost of fixed assets as they are
consumed by depreciation and impairments or written off on disposal.

e On the credit side — the resources that have been set aside to finance capital
expenditure.

The balances for capital and revenue reserves are given in the Balance Sheet with further analysis
given on the Statement of Movement on Reserves.

Revenue

The accounts have been prepared on the accruals basis, whereby debtors and creditors are included
in the balance sheet in respect of goods and services rendered but not paid for at 31 March each
year.
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STATEMENT OF ACCOUNTING POLICIES

The Authority maintains stocks of uniforms, protective clothing, body armour, diesel, vehicle parts,
printing consumables, custody items, stationery, computer equipment, promotional goods, video tapes
and firearm ammunition. The value of these stocks at the end of the year is recorded in the accounts
at current cost, with the exception of vehicle parts which are recorded at historical cost.

Value Added Tax

The Police Authority is VAT registered and the Core Financial Statements have therefore been
prepared exclusive of this tax in accordance with SSAP 5.
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INCOME AND EXPENDITURE ACCOUNT FOR THE YEAR ENDING 31 MARCH 2009

CIPFA Best Value Accounting Code of Practice

This Account summarises the resources that have been generated and consumed in providing

services and managing the Authority during the last year. It includes all day-to-day expenses and
related income on an accruals basis, as well as transactions measuring the depreciation of fixed
assets and the real projected value of retirement benefits earned by employees in the year.

2007/2008
Restated

Net
Expenditure
£000

120,148 Police Services
0 National Police Services Undertaken Locally
0 Exceptional Costs of Legal Settlements

925 Corporate and Democratic Core
1,215 Non-Distributed Costs
122,288 Net Cost of Services

0 Loss on the Disposal of Fixed Assets
275 Levies to National Police Services
(1,130) Pension Grant (Receivable)/Repayable

0 (Surpluses)/Deficits on Trading Undertakings
not included in Net Cost of Services
438 Interest Payable and Similar Charges

0 Investment Losses
(2,454) Interest and Investment Income
0 Impairment of Financial Assets

39,871 Pensions Interest Cost and Expected Return
on Pensions Assets

159,288 Net Operating Expenditure
(64,066) General Government Grants
(14,614) Non Domestic Rates Redistribution
(31,995) Precepts

48,613 Net (Surplus)/Deficit for the Year

Note

1

19

2008/2009
Gross Gross Net
Expenditure Income  Expenditure
£000 £000 £°000

135,937 (18,289) 117,648
0 0 0

0 0 0

897 (3) 894

81 0 81
136,915 (18,292) 118,623
77 0 77

268 0 268
0 (5,267) (5,267)I

0 0 0

379 0 379
0 0 0‘

0 (2,064) (2,064)

198 0 198
44,669 0 44,669
182,506 (25,623) 156,883
0 (64,487) (64,487)
0 (16,117) (16,117)‘

0 (33,697) (33,697)
182,506 (139,924) 42,582
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STATEMENT OF MOVEMENT ON THE POLICE FUND BALANCE

The Income and Expenditure Account shows the Authority’s actual financial performance for the year,
measured in terms of the resources consumed and generated over the last twelve months. However,
the Authority is required to raise council tax on a different accounting basis, the main differences
being:

e Capital investment is accounted for as it is financed, rather than when the fixed assets are
consumed.

o Retirement benefits are charged as amounts become payable to pension funds and
pensioners, rather than as future benefits are earned.

The Police Fund Balance shows whether the authority has over- or under-spent against the council tax
that it raised for the year, taking into account the use of reserves built up in the past and contributions
to reserves earmarked for future expenditure.

This reconciliation statement summarises the differences between the outturn on the Income and
Expenditure Account and the Police Fund Balance.

2007/2008 2008/2009
£000 Note £000
48,613 (Surplus)/Deficit for the year on the Income and Expenditure Account 42,582
(48,833) Net additional amount required by statute and non-statutory proper (42,901)
Practices to be debited or credited to the Police Fund Balance for the
[ (220) )Iszacrrease in Police Fund Balance for the Year (319}
(5,635) Police Fund Balance brought forward (6,795)
(940) Transfers between Police Fund and Earmarked Reserves 1,118
W Police Fund Balance carried forward W
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STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

This Statement brings together all the gains and losses of the Authority for the year and shows the
aggregate increase in its net worth. In addition to the surplus generated on the Income and
Expenditure Account, it includes gains and losses relating to the revaluation of fixed assets and re-
measurement of the net liability to cover the cost of retirement benefits.

2007/2008 2008/2009
£000 £000

48,613 (Surplus)/Deficit for the year on the Income and Expenditure Account 42,582

(28) (Surplus)/Deficit arising on revaluation/impairment of fixed assets 0

(138,663) Actuarial (gains)/losses on pension fund assets and liabilities (80,867)

0 Any other (gains)/losses required to be included in the STRGL 0

(90,078) Total recognised (gains)/losses in the year (38,285)
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BALANCE SHEET AS AT 31° MARCH 2009

2007/2008 2008/2009
£000 Note £°000 £°000
Restated FIXED ASSETS
Intangible Fixed Assets
1,745 Computer Software 15 1,540
Tangible Fixed Assets
42,571 Operational Land and Buildings 15 41,463
4,450 Vehicles, Plant and Equipment 15 3,582
329 Non-Operational Land & Buildings 15 388
46,973
LONG TERM DEBTORS
390 PFI Long-Term Debtor 16 520
49,485 TOTAL LONG TERM ASSETS 47,493
CURRENT ASSETS
656 Stocks 17 602
6,337 Debtors 18,23,24,25,26 8,028
201 Payments in Advance 18 467
29,327 Investments 19,23,24,25,26 33,799
8,471 Cash at Bank and in hand 3,608
17 Petty Cash 21
46,525
CURRENT LIABILITIES
(637) Provisions 20 (687)
(11,728) Creditors 21,23,24,25 (10,754)
(247) Receipts in Advance 21 (167) (11,608)
81,882 TOTAL ASSETS LESS CURRENT 82,410
LIABILITIES
(6,037) Long Term Borrowing 22,23,24,25,26 (5,875)
(3,656) Government Grants Deferred Account 27 (3,495) (9,370)
72,189 NET ASSETS 73,040
(655,061) Net Pension Liabilities (617,627) |
(582,872) (544,587)
REPRESENTED BY:
AVAILABLE CAPITAL RESERVES
95 Useable Capital Receipts 28 0
2,273 Capital (Revenue Contributions) 29 2,772
515 Earmarked Capital Reserve 30 0
2,772
STATUTORY RESERVES
28 Revaluation Reserve 31 27
39,228 Capital Adjustment Account 32 38,643
0 Financial Instruments Adjustment Account
(655,061) Pensions Reserve 5 (617,627)
(578,957)
REVENUE BALANCES
0 Police Authority Wales Reserve 36 130
23,255 Earmarked Revenue Reserves 33 25,472
6,795 Police Fund 34 5,996
31,598 |
(582,872) NET EQUITY (544,587)
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CASH FLOW STATEMENT

2007/2008 2008/2009
£'000 Note £'000 £'000
REVENUE ACTIVITIES
Cash Outflow
(109,935) Cash paid to and on behalf of employees (117,541)
(19,678) Other operating cash payments (23,408)
(129,613) (140,949)
Cash Inflow
45,703 Police grant 46,070
9,141 Special grants 7 12,328
31,995 Council Tax income 33,697
14,614 Non domestic rate income 16,117
18,363 Revenue support grants 18,417
5,970 Cash received for goods and services 3,846
6,042 Other operating cash receipts 11,450
141,925
2,215 NET INFLOWS BEFORE FINANCING 976
RETURNS ON INVESTMENTS & SERVICING OF
FINANCE
(438) Interest paid (379)
2,869 Interest and investment income 1,866
1,487
4,646 TOTAL NET REVENUE ACTIVITIES 37 2,463
CAPITAL ACTIVITIES
Cash (Outflow)/Inflows
(6,770) Purchase of fixed assets (4,266)
0 Sale of fixed assets 108
1,382 Grant 1,470
(2,688)
(742) NET CASH FLOW BEFORE FINANCING (225)
FINANCING
Cash (Outflow)/Inflows
(162) Repayments of amounts borrowed (162)
0 New loans raised 0
(162)
(904) INCREASE/(DECREASE) IN CASH AND EQUIVALENTS (387)
MOVEMENT IN CASH AND CASH EQUIVALENTS
38,719 Cash, bank balance and investments, 1% April 2008 37,815
0 Movement between cash, petty cash and other funds 0
37,815 Cash, bank balance and investments, 1% April 2009 37,428
(904) INCREASE/(DECREASE) IN CASH AND EQUIVALENTS (387)
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NOTES TO THE CORE FINANCIAL STATEMENTS

1. BEST VALUE ACCOUNTING

The revised CIPFA Best Value Accounting Code of Practice (BVACOP) 2008 applies to all
accounting periods beginning on or after 1% April 2008.

In the interests of providing consistent and accurate recording of the costs of the major
activities of police forces, the previous set of mandatory divisions have been merged into one
line for the Net Cost of Police Services. This change is pending the formulation of a new
objective analysis. This new objective analysis will be consistent with the approach outlined in
FRS 3 Reporting Financial Performance.

Corporate and Democratic Core
This is the corporate management of the force and also its democratic representation and
management.

Non Distributed Costs

These are items of expenditure that the BVACOP specifically excludes from the total cost of
service, namely pension related past service costs and the cost of holding unused/surplus
assets.
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NOTES TO THE CORE FINANCIAL STATEMENTS

2. INCOME & EXPENDITURE ACCOUNT FOR YEAR ENDED 31 MARCH 2009
BY SUBJECTIVE ANALYSIS

2007/2008 2008/2009
Restated
£000 Note £000 £°000
EXPENDITURE
Employees:
61,529 Police Officers 64,980
25,282 Police Staff 27,392
23,030 Pensions — Police 5 16,550
3,844 Pensions - Police Staff 5 3,725
113,685 112,647
5,991 Premises 6,099
3,118 Transport 3,483
14,176 Supplies and Services 14,686
275 Agency 6 268
438 Interest Payable and Similar Charges 19 379 24,915 |
137,683 TOTAL EXPENDITURE 137,562
INCOME
(4,903) Customer and Client Receipts (5,153)
(9,779) Grants and Reimbursements 7 (13,062)
(14,682) TOTAL INCOME (18,215) |
123,001 NET COST OF SERVICE 119,347
(2,454) Interest and Investment Income (2,064)
0 Impairment of Financial Assets 198
(1,130) Pension Grant (Receivable)/Repayable (5,267)
39,871 Net Finance Expenditure — Pensions 5 44,669 37,536 |
159,288 NET OPERATING EXPENDITURE 156,883
Government Grants:
(45,703) Police (46,070)
(18,363) Revenue Support (18,417)
(14,614) Non domestic rate income (16,117)
(31,995) Precept 9 (33,697)
S _(114.301) |
48,613 (SURPLUS)/DEFICIT FOR THE YEAR 42,582
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NOTES TO THE CORE FINANCIAL STATEMENTS

POLICE FUND BALANCE

NOTE OF RECONCILING ITEMS FOR THE STATEMENT OF MOVEMENT ON THE

2007/2008 2008/2009
£000 Note £000
Restated Amounts included in the Income and Expenditure

account but required by statute to be excluded
when determining the Movement on the Police
Fund Balance for the year
(705) Amortisation of intangible fixed assets 15 (649)
(5,519) Depreciation and impairment of fixed assets 15 (4,605)
104 Revenue funded assets 15 162
2,115 Government Grants Deferred amortisation 27 1,558
0 Write-downs of deferred charges to be financed 0
from capital resources
95 Net gain/(loss) on sale of fixed assets (77)
(65,825) Net charges made for retirement benefits in (64,024)
accordance with FRS 17
1,130 Top-up Grant — (Surplus)/Deficit of Contributions 5,267
to pension payments in year (receivable
from)/payable to Pension Fund
(68,605) (62,368)
Amounts not included in the Income and
Expenditure Account but required to be included
by statute when determining the Movement on the
Police Fund Balance for the year
296 Minimum revenue provision for capital financing 8 264
5,063 Capital expenditure charged in-year to the Police 2,666
Fund Balance
15,603 Employer’s contributions payable to the Pensions 16,244
Account and retirement benefits payable direct to
pensioners
20,952 19,174
Transfers to or from the Police Fund Balance that
are required to be taken into account when
determining the Movement on the Police Fund
Balance for the year
(920) Net charges made for retirement benefits in (920)
accordance with FRS 17 in respect of the 2006
Police Pension Scheme
(260) Net transfer to or from earmarked reserves 1,213
(1,180) 293
Net additional amount required to be credited to
(48,833) the Police Fund balance for the year (42,901)
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NOTES TO THE CORE FINANCIAL STATEMENTS

4. EMPLOYEE DETAILS:

4.1 Numbers employed
31" March = 31%' March
2008 2009
Number Number
Police Officers:
Above the rank of Constable 355 336
Constables 1,163 1,128
1,518 1,464
Police Staff:
Full Time 901 881
Part Time 181 179
1,082 1,060
4.2 Remuneration Received

During the year, the number of officers and support staff who received remuneration in excess
of £60,000, excluding pension contributions, were:

Remuneration Band 2007/2008 2008/2009

Number Number
£60,000 - £69,999 13 7
£70,000 - £79,999 5 8
£80,000 - £89,999 1 1
£90,000 — £99,999 2 1
£110,000 - £119,999 1 1

4.3 Members’ Allowances

The total of expenses and allowances paid to Police Authority Members during the year was
£189,275

5 RETIREMENT BENEFITS

5.1 Participation in Schemes

As part of the terms and conditions of employment of its police officers and other employees,
the Authority offers retirement benefits. Although these benefits will not actually be payable
until employees retire the full cost of providing retirement benefits must be included in the
accounting period in which they are earned.

The Authority participates in two pension schemes:

e The Police Pension Scheme for police officers — this is an unfunded scheme, meaning
that there are no investment assets built up to meet the pension liabilities and cash has to
be generated to meet actual pension payments in the year they eventually fall due.

e Pensions and benefits for police staff are provided under the Local Government Pension
Scheme from the Greater Gwent (Torfaen) Pension Fund. This is a funded scheme,
meaning that the authority and employees pay contributions into a fund, calculated at a
level intended to balance the pensions liabilities with investment assets.
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NOTES TO THE CORE FINANCIAL STATEMENTS

5.2 Change of Accounting Policy

Under the 2008 SORP the Authority has adopted the amendment to FRS 17, Retirement
Benefits. As a result, quoted securities held as assets in the defined benefit pension scheme
are now valued at a bid price rather than mid-market value. The effect of this change is that
the value of scheme assets at 31 March 2008 has been restated from £39.897m to £39.824m,
a decrease of £0.073m, resulting in an increase of the pension deficit of £0.073m. Current and

prior year surplus have been unaffected by this change.

5.3 Transactions relating to Retirement Benefits

We recognise the cost of retirement benefits in the Net Cost of Services when they are earned
by employees, rather than when the benefits are eventually paid as pensions. However, the
charge we are required to make against Council Tax is based on the cash payable in the year,
so the real cost of retirement benefits is reversed out in the Statement of Movement in the
General Fund Balance. The following transactions have been made in the Income and
Expenditure Account and Statement of Movement in the General Fund Balance during the

year:

2007/2008 2008/2009
As Restated
Police LGPS Police LGPS
Pension Pension
Scheme Scheme
Net Cost of Services: £000s £000s £000s £000s £000s £000s
e current service cost (22,550) (3,109) (25,659) (15,820) (3,717) (19,537)
e past service cost (480) (735) (1,215) (730) (8) (738)
(23,030) (3,844) (26,874) (16,550) (3,725) (20,275)
Net Operating Expenditure
e interest cost (39,440) (3,121) (42,561) (43,450) (4,069) (47,519)
e expected return on assets in the - 2,690 2,690 - 2,850 2,850
scheme
Net charge to the Income and (62,470) (4,275) (66,745) (60,000) (4,944) (64,944)
Expenditure Account
Statement of Movement in the
Police Fund Balance
Reversal of net charges made for 62,470 4,275 66,745 60,000 4,944 64,944
retirement benefits in accordance
with FRS 17
Actual amount charged against the
Police Fund Balance for pensions
in the year:
e employers’ contributions payable (11,825) (3,203) (15,028) = (12,046) (3,491) (15,537)
to scheme
e retirement benefits payable (1,056) - (1,056) (1,404) - (1,404)
to pensioners
(12,881) (3,203) (16,084) = (13,450) (3,491) (16,941)
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NOTES TO THE CORE FINANCIAL STATEMENTS

In addition to the recognised gains and losses included in the Income and Expenditure Account,
actuarial gains and losses of £80.867m were included in the Statement of Total Recognised Gains
and Losses.

54 Assets and Liabilities in Relation to Retirement Benefits

Reconciliation of present value of the scheme liabilities:

Unfunded liabilities: Police  Funded liabilities: Local
Pension Scheme Government Pension
Scheme
£000 £°000

2007/2008 2008/2009 2007/2008 2008/2009

1 April 725,710 630,580 55,928 64,305

Current Service Cost 22,550 15,820 3,109 3,717

Interest Cost 39,440 43,450 3,121 4,069

Contribution by Scheme 5,780 5,570 1,218 1,438
Participants

Actuarial Gains and Losses (144,070) (75,330) 780 (17,984)

Benefits Paid (19,310) (23,590) (586) (354)

Past Service Costs 480 730 735 8

31 March 630,580 597,230 64,305 55,199

Reconciliation of fair value of the scheme assets:

Local Government Pension
Scheme
£000

2007/2008 2008/2009

As restated As restated
1 April 37,925 39,824
Expected Rate of Return 2,690 2,850
Actuarial Gains and Losses (4,626) (12,447)
Employer Contributions 3,203 3,491
Contribution by Scheme Participants 1,218 1,438
Benefits Paid (586) (354)
31 March 39,824 34,802

The expected return on scheme assets is determined by considering the expected returns available on
the assets underlying the current investment policy. Expected yields on fixed interest investments are
based on gross redemption yields as at the Balance Sheet date. Expected returns on equity
investments reflect long-term real rates of return experienced in the respective markets.

The actual return on scheme assets in the year was £9,597,000 (2007/2008: £1,127,000)
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NOTES TO THE CORE FINANCIAL STATEMENTS

5.5 Scheme History

2004/2005 2005/2006 2006/2007 2007/2008 2008/2009
As restated  As restated
£000 £000 £°000 £°000 £°000
Present Value of Liabilities:
Police Pension Scheme (583,420) (732,310) (725,710) (630,580) (597,230)
Local Government Pension (41,388) (52,754) (55,928) (64,305) (55,199)
Scheme
Fair Value of Assets in the 21,879 31,960 37,925 39,824 34,802
Local Gov. Pension Scheme
Surplus/(deficit) in the scheme
Police Pension Scheme (583,420) (732,310) (725,710) (630,580) (597,230)
Local Government Pension (19,509) (20,794) (18,003) (24,481) (20,397)
Scheme
Total (602,929) (753,104) (743,713) (655,061) (617,627)

The Authority has elected not to restate fair value of scheme assets for 2004/2005 and 2005/2006 as

permitted by FRS17 (as revised).

The liabilities show the underlying commitments that the Authority has in the long run to pay retirement
benefits. The total liability of £617.6m has a substantial impact on the net worth of the Authority as
recorded in the Balance Sheet, resulting in a negative overall balance of £545m.

However, statutory arrangements for funding the deficit mean that the financial position of the

Authority remains healthy:

o the deficit on the local government scheme will be made good by increased contributions
over the remaining working life of the employees, as assessed by the scheme actuary

e finance is only required to be raised to cover police pensions when the pensions are

actually paid.

The total contributions expected to be made to the Local Government Pension Scheme by the
Authority in the year to 31 March 2010 is £3.492m. Expected contributions for the Police Pension
Scheme in the year to 31 March 2010 are £12.278m.
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5.6 Basis for Estimating Assets and Liabilities

The Greater Gwent (Torfaen) Pension Fund liabilities have been valued by Mercer Human Resource
Consulting, an independent firm of actuaries, on an actuarial basis using the projected unit method,
which assesses the future liabilities of the fund discounted to their present value. The most recent full
valuation carried out was as at 31% March 2007 and an interim valuation was carried out at 31%' March
2008.

The main assumptions used in the calculations are:

Police Pension Local Government
Scheme Pension Scheme
2008 2009 2008 2009
Long-term expected rate of return on
assets in the scheme:
Equity investments - - 7.5% 7.5%
Government Bonds - - 4.6% 4.0%
Other Bonds - - 6.1% 6.0%
Property - - 6.5% 6.5%
Cash/Liquidity - - 5.25% @ 0.50%
Mortality Assumptions:
Longevity at 65 for current pensioners:
Men 23.4 21.1 21.2
Women 26.6 24.0 24.0
Longevity at 65 for future pensioners:
Men 25.6 22.2 22.2
Women 28.6 25.0 25.0
Rate of inflation 3.7% 3.0% 3.6% 3.3%
Rate of increase in salaries 5.2% 4.5% 5.1% 4.8%
Rate of increase in pensions 3.7% 3.0% 3.6% 3.3%
Rate for discounting scheme liabilities 6.9% 6.9% 6.1% 71%
Take-up option to convert annual pension 50% 50%
into retirement lump-sum

The Police Pension Scheme has no assets to cover its liabilities. The Local Government Pension
Scheme’s assets consist of the following categories, by proportion of the total assets held:

2008 2009

% %

Equities 79.3 72.8
Government Bonds 7.4 10.2
Other Bonds 7.3 8.7
Property 1.5 1.6
Cash/Liquidity 4.5 6.7
Other 0.0 0.0
100.0 100.0
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5.7

Movements on the Pension Reserve

The actuarial gains and losses identified as movements on the Pension Reserve in 2008/2009 can be
analysed into the following categories, measured as absolute amounts and as a percentage of assets
or liabilities at 31% March 2009:

Police Pension Scheme 1987

2004/2005 2005/2006 2006/2007 2007/2008 2008/2009
£000 % £000 % £000 % £000 % £000 | %
Experience gains and losses on 1,940 03| 438 o6] 6030 | 09| 950 16 70| 16
liabilities
Police Pension Scheme 2006
2006/2007 2007/2008 2008/2009
£000 % £000 % £000 %
Experience gains and losses on liabilities (1,150) (85.2) 430 | 25.1 (500) § (17.9)
Local Government Pension Scheme
2004/2005 2005/2006 2006/2007 2007/2008 2008/2009
As restated As restated
£000 % £000 % £000 % £000 % £000 %
Difference between expected 1062 | 49 4867 | 152 767| 2| a626| 116| 12447 358
and actual return on assets
E:&ﬁ{::;‘ce gains and losses on 1522 371 (1.730) | 33) ol ool 10e3] 17 ol oo

6. AGENCY TRANSACTIONS

2007/2008 2008/2009
£000 £°000
Police National Computer 275 268
275 268
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7. GRANTS AND REIMBURSEMENTS

General police expenditure attracts grant from the Home Office and revenue support grant
and a share of the business rates from the Welsh Assembly Government. These resources
are allocated in accordance with a formula.

The £13.062m shown in the Income and Expenditure Account (subjective format) as grants
and reimbursements relates to general and specific grants. This is mainly made up of
£0.664m received in respect of contributions from other police authorities towards jointly
funded projects and £12.328m received from the Home Office & Welsh Assembly as specific
grant funding in respect of the following initiatives:

2007/2008 2008/2009

£000 £000

Police Community Support Officers 2,530 2,809
Operation Jasmine - 2,530
Crime Fighting Fund (Additional Police Officers) 2,361 2,361
Special Police Grant 1,332 1,457
PFI Ystrad Mynach 867 840
Disengaged Schools Programme 185 660
All Wales Schools Liaison 374 404
Basic Command Units 478 382
CTSA Ports Policing 294 280
Drug Intervention Programme 150 223
Local Criminal Justice Board 135 189
Making the Connection - 75
National Partnership Performance Improvement Fund - 38
Domestic Violence 27 35
Specials Initiative 60 30
Community Safety - 15
Resourcing Change 192 -
Multi Agency Risk Assessment Conference 75 -
Environmental & Violent Crime 30 -
Criminal Damage Project 20 -
Neighbourhood Policing Web 16 -
Alcohol Misuse Campaigns 15 -
9,141 12,328
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8. MINIMUM REVENUE PROVISION

Regulations require Police Authorities to set aside money to provide for redemption of debt.
This is known as the Minimum Revenue Provision (MRP).

2007/2008 2008/2009

£000 £000

Minimum revenue provision 296 264
296 264

9. PRECEPT

Council tax income derives from charges raised according to the value of residential
properties, which in 2008/2009 were classified into nine valuation bands. The charge for a
band D property is calculated by taking the amount of income required for the year and
dividing this amount by the council tax base i.e. the number of band D equivalent properties.
The council tax for properties in other bands is then calculated by applying a multiplying factor
to the band D figure e.g. a band A property is equivalent to two thirds of a band D property.
The council tax levied, by band, was as follows for 2008/2009:

Property A B C D E F G H I
Tax Band
£ 111.43 130.00 148.57 167.14 204.28 241.42 278.57 334.28 389.99

The council tax, for police purposes, collected by each of the Local Authorities was:

2007/2008 2008/2009

£000 £000

Blaenau Gwent 3,142 3,295
Caerphilly 9,100 9,631
Monmouthshire 6,615 6,954
Newport 8,288 8,718
Torfaen 4,850 5,099
31,995 33,697

Statement of Accounts 2008/2009 37



NOTES TO THE CORE FINANCIAL STATEMENTS

10. SECTION 5(1) LOCAL GOVERNMENT ACT 1986

Set out below, under the requirements of Section 5(1) of the Local Government Act 1986, is
the Authority’s spending on publicity.

2007/2008 2008/2009

£000 £000

Recruitment & other advertising 63 40
63 40

11. LEASES

The Authority currently leases twenty-four buildings ranging from a Police Box on Malpas
Road to 25,200 sq ft of office accommodation at Mamhilad Park. The amount paid under
these arrangements during 2008/9 was £525,094. Payments on leases during 2009/10 will
total £491,726 of which £62,359 are in respect of leases expiring in that year or which are
currently under renegotiation, £179,657 on leases expiring between 2010/11 and 2013/14 and
£249,710 on leases expiring subsequently.

12. RELATED PARTY TRANSACTIONS

During the year none of the authority members or chief officers or parties related to them has
undertaken any material transactions with Gwent Police Authority. However: -

Two Police Authority Members were also members of Monmouthshire County Council from
whom the Police Authority purchased the following services in the year:

2007/2008 2008/2009
£000 £000
Internal Audit 50 52
Property Services 174 227
224 279
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One Police Authority Member was a Major Shareholder in the Glen-Yr-Afon House Hotel to
whom the Authority made payments during the year.

2007/2008 2008/2009
£000 £°000
Glen-Yr-Afon House Hotel 14
14 7

~

During the year the Authority has had a number of material transactions with the following
related parties:

2007/2008 2008/2009
Income Income
Received Received
£°000 £°000
Home Office — Police Grant 45,703 46,070
Welsh Assembly Government — Revenue Support 32,977 34,534
Grant and Business Rates
Unitary Authorities: Council Tax Precepts
e Blaenau Gwent 3,142 3,295
e Caerphilly 9,100 9,631
e  Monmouthshire 6,615 6,954
e Newport 8,288 8,718
e Torfaen 4,850 5,099

Police Staff Pensions

Police staff pensions and benefits are provided from the Greater Gwent (Torfaen) Pension
Fund which is administered by Torfaen County Borough Council to whom the following
amounts were paid over for 2008/09.

2007/2008 2008/2009

£000 £000
e Employer’s Contributions 3,200 3,476
o Employees’ Contributions 1,220 1,425
4,420 4,901

13. AUDIT COSTS

In 2008/9 Gwent Police Authority incurred the following fees relating to external audit carried
out by the Wales Audit Office:

2007/2008 2008/2009
£000 £000
e Fees payable with regard to external audit services 67 70
carried out
67 70
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14. PRIVATE FINANCE INITIATIVE

The Authority has entered into a long-term contract under the PFI, whereby the contractor is
responsible for the design, construction, finance and maintenance of a 31-cell custody unit
and police station at Ystrad Mynach. The agreement imposes a 30-year occupation/use of the
new facility on the Authority and the facility became operational during the year.

The PFI contract has been deemed to be off balance sheet in accordance with the Accounting
Standards Board’s FRS5 ‘Reporting the Substance of Transactions’.

The amount included within the Income and Expenditure Account in respect of the Unitary
Charge Payments on the PFI asset deemed to be off-balance sheet was £874,649.

The Authority receives funding from the Welsh Assembly Government, via specific grant
payments, to meet the costs of the unitary charge payments. However, the scheduling of the
funding is such that it differs annually, during the period of the PFI contract, from that applying
to the payments to the contractor. Whilst the unitary charge payments increase annually over
the period of the contract the WAG funding reduces annually over the same period.

The result of the variance in these funding and expenditure profiles means that the funding
received by the Authority in the early years of the contract will exceed that required to meet the
unitary charge. Subsequently however, until the expiry of the contract term, the opposite will
be true. As a result, the Authority has agreed that the initial funding ‘surpluses’ will be set
aside, to provide for the subsequent funding shortfalls, and is holding such funds as an
earmarked reserve to meet future PFI liabilities.

The Authority is committed to make the following future payments in respect of this contract.

£°000

Within one year 873
Years 2-5 (inclusive) 3,491
Years 6-10 (inclusive) 4,364
Years 11-15 (inclusive) 4,364
Years 16-20 (inclusive) 4,364
Years 21-25 (inclusive) 4,364
Years 26-27 (inclusive) 1,746

Total | 23,566
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15. FIXED ASSETS

15.1 Movements in the year

Intangible Operational Vehicles, Non- Total
Assets Land & Plantand  Operational
Buildings Equipment Land &
Buildings
£000 £000 £000 £000 £000
Gross Book value as at 1% April 2008 4,234 45,287 19,724 329 69,574
Accum Depn/Amort'n at 31% March 2008 (2,489) (2,716) (15,274) (0) | (20,479)
Net Book value as at 1% April 2008 1,745 42,571 4,450 329 49,095
Movement in 2008/2009
Additions 539 1,048 1,555 175 | 3,317
Revaluations 0 0 0 0 0
Impairments (95) (1,087) (212) 0 (1,394)
Disposals 0 (70) (541) (116) (727)
Depreciation (649) (1,000) (2,211) 0 (3,860)
Depreciation/impairments on assets sold 0 1 541 0 542
Net Book value as at 1°* April 2009 1,540 41,463 3,582 388 | 46,973
Accum Depn/Amort’'n at 31% March 2009 3,233 4,803 17,155 0 25,191
Gross Book value as at 31% March 2009 4,773 46,266 20,737 388 72,164

An error in the Accum Depn/Amort'n figure on Operational Land & Buildings as at the 31st March 2008
was identified after publication of the Statement of Accounts for that year. Whilst not affecting the
carried forward net balances it does mean that the Gross Book Values and Accumulated Depreciation
brought forward on this category have been amended by £440k.'

15.2 Capital Financing

The additions to the fixed assets, excluding capital creditors, were financed as follows:

£000
Financed from Capital (Revenue Conts) Reserve and Capital Receipts 2,868
Financed from Government Grant 1,398
Capital Financing 4,266
Reduction on Capital Creditors (1,111)
Revenue Purchases 162 |
Total Additions 3,317

15.3 Valuations

Land and buildings have been valued as at 31% March 2007 by Cooke & Arkwright (the next
valuation is due on 31 March 2012). The asset valuers responsible were Andrew Gardener,
Bsc, MRICS, Jeremy Symons, Bsc, MRICS and Selby Milner, MA, MRICS. The basis of the
valuation was either “open market value”®, “existing use value” or “depreciated replacement
value”.

Police houses were included in the before mentioned valuation, but were valued at “open
market value”.

Vehicles are valued at historical costs less depreciation.

Other operating assets (tangible and intangible) are either valued at historical costs less
depreciation or valued by the staff of the Police Authority.
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15.4  Capital commitments
As at 31%' March 2009 the Authority was not contractually committed to any schemes of
significant value. However, the Authority is currently formulating its Estate and IS&T Strategies
and these will result in significant commitments.

15.5. Information on Assets held

Fixed assets owned by the Authority include the following:

2007/2008 2008/2009

Number Number

Operational Buildings — Police Stations 45 44
Non-operational Buildings — Police Houses 3 3
Radio Sites 5 5
Operational Vehicles 397 388

16. LONG-TERM DEBTORS

As part of the Authority’s PFI contract for custody services, the Authority will acquire the
residual value of the new police station and custody facilities at Ystrad Mynych at the end of
the contract for nominal consideration.

The residual value of the asset is estimated to be greater than the consideration. The
Authority must build up the difference over the life of the contract to ensure a proper allocation
of payments is made between the cost of custody services under the contract and the
acquisition of the residual interest. This is in line with Treasury Technical Note 1 (revised) and
has been calculated and accounted for in the statement of accounts for 2008-2009, resulting
in a cumulative long-term debtor of £0.520m. This is offset by an equal reserve (see note 33
to the Core Financial Statements).

17. STOCKS

An analysis of stocks is shown below:

2007/2008 2008/2009

£000 £°000

Uniform 301 250
Protective Clothing 4 3
Body Armour 47 43
Diesel 23 6
Vehicle Spares 81 86
Printing Consumables 6 9
Custody Stores 16 16
Paper & Printed Stationery 16 20
Information System Stocks 20 26
Promotional Goods 2 1
Video Tapes 7 8
Firearm Ammunition Stocks 133 134
656 602
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18. DEBTORS & PREPAYMENTS

An analysis of debtors due within one year is shown below. The prepayments shown relate to
a payment in advance for insurance and various other capital and revenue prepayments.

2007/2008 2008/2009

£000 £000

Sundry Debtors & Other 373 101
Grants & Partnership Schemes 4,580 6,999
VAT 1,189 846
Secondments 195 82
6,337 8,028

Prepayments 201 467
6,538 8,495

19. INVESTMENTS

This represents surplus cash in hand which is invested in short-term cash deposits in order to
maximise income. Investments are made with a selection of financial institutions which meet
the criteria laid down in the Authority’s Treasury Management Strategy and on the advice of
the Authority’s treasury management consultants. It also includes an amount of £130k
representing the GPA’s share of the net assets of the Police Authority of Wales.

Landsbanki Islands hf
At 31* March 2009 the Authority has an outstanding investment of £1m with Landsbanki
Islands hf.

Landsbanki Islands hf is an Icelandic entity. Following steps taken by the Icelandic
Government in early October 2008 its domestic assets and liabilities were transferred to a new
bank (New Landsbanki) with the management of the affairs of Old Landsbanki being placed in
the hands of a resolution committee. Old Landsbanki’s affairs are being administered under
Icelandic law. Old Landsbanki’s latest public presentation of its affairs was made to creditors
on 20™ February 2009 and can be viewed on its website. This and other relevant information
indicates that recovery of between 66-100% could be achieved, and the Authority has taken a
mid point position and assumed recovery at 83% by 2012. The Authority has therefore
decided to recognise an impairment based on it recovering 83p in the £.

Recovery is subject to the following uncertainties and risks:

= Confirmation that deposits enjoy preferential creditor status which is likely to have to
be tested through the Icelandic courts.

= The impact of exchange rate fluctuations on the value of assets recovered by the
resolution committee and on the settlement of the authority’s claim, which may be
denominated wholly or partly in currencies other than sterling.

= Settlement of the terms of a ‘bond’ which will allow creditors of old Landsbanki to
enjoy rights in New Landsbanki.

= The impact (if any) of the freezing order made by the UK Government over
Landsbanki’s London branch assets.

Failure to secure preferential creditor status would have a significant impact upon the amount
of the deposit that is recoverable. The total assets of the bank only equate to one third of its
liabilities, assuming that the Bond remains at its current value. Therefore, if preferential
creditor status is not achieved the recoverable amount may only be 33p in the £.
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No information has been provided by the resolution committee about the timing of any
payments to depositors. Because it is anticipated that all the assets of Landsbanki Islands will
need to be realised to repay priority creditors, settlement in a single sum is unlikely. Therefore,
in calculating the impairment, the authority has used the estimated repayment timetables for
Heritable and KS&F as a basis for its assumption about the timing of recoveries. It is therefore
assumed that the repayment will be split roughly evenly between March 2010, December
2010, December 2011 and December 2012.

Recoveries are expressed as a percentage of the authority’s claim in the administration, which
it is expected may validly include interest accrued up to 17 October 2008.

20. PROVISIONS

The Authority currently holds the following provisions:

2007/2008 Movement 2008/2009

during year
£000 £000 £°000
Bad Debts 5 (5) 0
Insurance 632 55 687
637 50 687

Insurance

The Police Authority Insurance Provision currently meets the first £100,000 of successful
public and employer’s liability claims. The insurance provision represents the amount set
aside for claims made and claims incurred but not received to date which are due to be met by
the Authority and which fall into the employer’s and pubilic liability category.

The main types of claim under employer’s liability are injury to or illness of employees. Under
public liability the main heads of claim are wrongful arrest, unlawful detention, malicious
prosecution, assault and/or injury to members of the public and loss or damage to property.
The balance of claims above £100,000 in the above categories are met by way of insurance
cover as is property damage and third party motor claims for amounts exceeding £50,000.
Motor claims below £50,000 are catered for by way of internal funding.

Various other, comparatively minor risks are also met by way of insurance e.g. personal
accident, fidelity guarantee, engineering, but sometimes with differing excess levels which are
uninsured.

21. CREDITORS & RECEIPTS IN ADVANCE

Creditors falling due within one year are shown below. The receipts in advance shown for
2008/2009 relates to advance payments for mast sharing licences, partnership schemes and
unutilised government grant.

2007/2008 2008/2009

£000 £°000

Sundry Creditors & Other 6,995 5,357
Taxation & Pensions 3,810 4,645
Various Funds 616 509
Short Term Loans 203 203
Capital Retentions 104 40
11,728 10,754

Receipts in Advance 247 167
11,975 10,921
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22. LONG TERM BORROWING

Loans falling due after more than one year are analysed as follows:

Source of Loan: £000 £°000
Newport City Council 1,777 1,615
Public Works Loan Board 4,260 4,260

6,037 5,875

Analysis of loans by maturity:
>1 year to 2 years 161 161
3 years to 5 years 485 485
6 years to 10 years 808 808
Over 10 years 4,583 4,421

6,037 5,875

2007/2008 2008/2009

23. THE NATURE AND EXTENT OF RISK ARISING FROM FINANCIAL INSTRUMENTS

The Authority’s activities expose it to a variety of financial risks, the key risks are:

Credit risk — the possibility that other parties might fail to pay amounts due to the
Authority;

Liquidity risk — the possibility that the Authority might not have funds available to meet
its commitments to make payments;

Re-financing risk — the possibility that the Authority might be requiring to renew a
financial instrument on maturity at disadvantageous interest rates or terms.

Market risk - the possibility that financial loss might arise for the Authority as a result
of changes in such measures as interest rates movements.

Overall Procedures for Managing Risk
The Authority’s overall risk management procedures focus on the unpredictability of financial
markets, and implementing restrictions to minimise these risks. The procedures for risk

management are set out through a legal framework set out in the Local Government Act 2003
and the associated regulations. These require the Authority to comply with the CIPFA
Prudential Code, the CIPFA Treasury Management in the Public Services Code of Practice
and Investment Guidance issued through the Act. Overall these procedures require the
Authority to manage risk in the following ways:

by formally adopting the requirements of the Code of Practice;

by approving annually in advance prudential indicators for the following three years
limiting:

- The Authority’s overall borrowing;

- Its maximum and minimum exposures to fixed and variable rates;

- Its maximum and minimum for exposures the maturity structure of its debt;

- Its maximum annual exposures to investments maturing beyond a year.

by approving an investment strategy for the forthcoming year setting out its criteria for
both investing and selecting investment counterparties in compliance with the
Government Guidance;
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These are required to be reported and approved at or before the Authority’s annual Authority
Tax setting budget or before the start of the year to which they relate. These items are
reported with the annual treasury management strategy which outlines the detailed approach
to managing risk in relation to the Authority’'s financial instrument exposure. Actual
performance is also reported at least annually to Members.

These policies are implemented by a central treasury team. The Authority maintains written
principles for overall risk management, as well as written policies covering specific areas,
such as interest rate risk, credit risk, and the investment of surplus cash through Treasury
Management Practices (TMPs). These TMPs are a requirement of the Code of Practice and
are reviewed periodically.

Credit risk
Credit risk arises from deposits with banks and financial institutions, as well as credit
exposures to the Authority’s customers.

This risk is minimised through the Annual Investment Strategy, which requires that deposits
are not made with financial institutions unless they meet identified minimum credit criteria, in
accordance with the Fitch, Moody’s and Standard & Poors Ratings Services. The Annual
Investment Strategy also imposes a maximum amount and time to be invested with a financial
institution located within each category. Deposits are not made with banks and financial
institutions unless they meet the minimum requirements of the investment criteria outlined
above.

The following analysis summarises the Authority’s maximum exposure to credit risk. The
table (from Fitch) gives details of global corporate finance average cumulative default rates
(including financial organisations) for the period 1990 — 2007 on investments out to 5 years.

Adjustment
for market Estimated
Amount at Historical conditions maximum
31 March experience | at 31 March | exposure to
2009 of default 2009 default
£000s % % £000s
Deposits with banks and
financial institutions (a) (b) (c) (a*c)
AA rated counterparties 5,511 0.06 0.06 331
Local Authorities 11,311 0.00 0.00 0
Debt Management Office 16,018 0.00 0.00 0
Trade debtors 242 0.018 0.018 4
Total 335
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Landsbanki

The table above excludes a £1m investment in Landsbanki hf. (See note 19 on page 43 for
further commentary on Landsbanki hf)

Whilst the current credit crisis in international markets has raised the overall possibility of
default the Authority maintains strict credit criteria for investment counterparties.

The Authority does not generally allow credit for its trade debtors, such that £23,638 of the
£242,809 balance is past its due date for payment. The past due amount can be analysed by
age as follows:

31° March 2009 31% March 2008
£ £
> 12 months 0 2,631
9 to 12 months 0 2,000
6 to 9 months 0 496
3 to 6 months 17,666 220,353
2 to 3 months 5,972 180,286
Total 23,638 405,766
Liquidity Risk

The Authority manages its liquidity position through the risk management procedures above
(the setting and approval of prudential indicators and the approval of the treasury and
investment strategy reports), as well as through a comprehensive cash flow management
system, as required by the Code of Practice. This seeks to ensure that cash is available when
it is needed.

The Authority has ready access to borrowings from the Money Markets to cover any day to
day cash flow need, and whilst the PWLB provides access to longer term funds, it also acts as
a lender of last resort to Authorities (although it will not provide funding to an Authority whose
actions are unlawful). The Authority is also required to provide a balanced budget through the
Local Government Finance Act 1992, which ensures sufficient monies are raised to cover
annual expenditure. There is therefore no significant risk that it will be unable to raise finance
to meet its commitments under financial instruments.

Refinancing and Maturity Risk

The Authority maintains a significant debt and investment portfolio. Whilst the cash flow
procedures above are considered against the refinancing risk procedures, longer term risk to
the Authority relates to managing the exposure to replacing financial instruments as they
mature. This risk relates to both the maturing of longer term financial liabilities and longer
term financial assets.
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The approved prudential indicator limits for the maturity structure of debt and the limits placed
on investments placed for greater than one year in duration are the key parameters used to
address this risk. The Authority approved treasury and investment strategies address the
main risks and the central treasury team address the operational risks within the approved
parameters. This includes:

= monitoring the maturity profile of financial liabilities and amending the profile through
either new borrowing or the rescheduling of the existing debt; and

»= Monitoring the maturity profile of investments to ensure sufficient liquidity is available for
the Authority’s day to day cash flow needs.

The maturity analysis of financial liabilities is as follows:

31%" March 2009 | 31° March 2008

£000s £000s
Less than 1 year 161 161
Between 1 and 2 years 161 161
Between 2 and 5 years 485 485
More than 5 years 5,230 5,391
Total 6,037 6,198

All trade and other payables are due to be paid in less than one year and are not shown in the
table above.

Market Risk
Interest Rate Risk

The Authority has minimal exposure to risk in terms of its exposure to interest rate
movements on its borrowings and investments.

All PWLB borrowing, £4.26m in total, is at fixed interest rates. If interest rates were to rise the
fair value of these would fall.

£1.7m of transfer debt is at a variable interest rate, however, this variable interest rate is
based on the managing local authority’s average interest rate on its outstanding debt and
therefore the degree of variability is very low for the Authority.

Total investments of £33.8m are at fixed rates. If interest rates were to rise, the fair value of
these will remain the same as they are all for less than one year in duration.

Price Risk
The Authority is not exposed to any risks associated with a change in price of investments
such as equity shares.

Foreign Exchange Risk
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The Authority has no financial assets or liabilities denominated in foreign currencies. It
therefore has no exposure to loss arising from movements in exchange rates.

24. FINANCIAL INSTRUMENT BALANCES

The borrowings and investments in the balance sheet are made up of the following categories
of financial instruments:

Long Term Current

315 March 2008 | 315 March 2009 | 315 March 2008 | 31 March 2009
£°000 £2000 £000 £000

Financial Liabilities

(Principal Amount) 6,037 5875 732 312

Financial Liabilities

at amortised cost 6,037 5,875 774 353

Financial Liabilities
at Fair Value - - -
through I&E

Total Borrowings 6,037 5,875 774 353

Loans and 29,875 34,042
Receivables - -
(Principal Amount)

Loans and 30,202 33,936
Receivables at - -
amortised cost

Available for
sale financial - - - -
assets

Financial assets
at fair value - - - -
through I&E

Total Investments - - 30,202 33,936

Unusual Movements
There were no unusual movements in financial instrument balances during the year

Reclassification
No financial instruments were re-classified during the year.

Derecognition of instruments
No financial instruments were de-recognised during the year.

Collateral
No financial instruments were linked to any collateral agreements.

Allowance for Credit Losses
No significant allowance for credit losses were required during the year.

Defaults and Breaches
There have been no defaults or breaches on any financial instruments.
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25. FINANCIAL INSTRUMENT GAINS AND LOSSES

The gains and losses recognised in the Income and Expenditure Account and STRGL in
relation to financial instruments are made up as follows:

Financial Instruments Gains and Losses 2008/09

Financial
Liabilities Financial Assets
Liabilities
measured Fair
at Available- value
amortised Loans and for-sale through
cost receivables assets the I&E Total
£000s £000s £000s (1) £000s (2) £000s
Interest expense (379) - - - (379)
Losses on derecognition - - - - -
Impairment losses - (174) - - (174)
Interest payable and similar (379) (174) - - (553)
charges
Interest income - 2,066 - - 2,066
Gains on derecognition
Interest and investment income - 2,066 - - 2,066
Gains on revaluation - - - - -
Losses on revaluation - - - - -
Amounts recycled to the I[+E - - - - -
Account after impairment
Surplus arising on revaluation of = = = = =
financial assets
Net gain/(loss) for the year (379) 1,892 - - 1,513
Financial Instruments Gains and Losses 2007/08
Financial
Liabilities Financial Assets
Liabilities
measured Fair
at Available- value
amortised Loans and for-sale through
cost receivables assets the I&E Total
£000s £000s £000s £000s £000s
Interest expense (438) - - - (438)
Losses on derecognition - - - - -
Impairment losses - - - - -
Interest payable and similar (438) - - (438)
charges
Interest income - 2,454 - -
Gains on derecognition - - - - -
Interest and investment income - 2,454 - - 2,454
Gains on revaluation - - - - -
Losses on revaluation - - - - -
Amounts recycled to the I+E - - - - -
Account after impairment
Surplus/(Deficit) arising on - - - - -
revaluation of financial assets
Net gain/(loss) for the year (438) 2,454 - - 2,016
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26. FINANCIAL INSTRUMENT - FAIR VALUE DISCLOSURE

Financial liabilities and financial assets represented by loans and receivables are carried on
the balance sheet at amortised cost. Their fair value can be assessed by calculating the
present value of the cash flows that take place over the remaining life of the instruments,
using the following assumptions:

*» Forloans from the PWLB an other loans payable, premature repayments rates from the
PWLB have been applied to provide the fair value under PWLB debt redemption
procedures;

= Where an instrument has a maturity of less than 12 months or is a trade or other
receivable the fair value is taken to be the principal outstanding or the billed amount; and

= The fair value of trade or other receivables is taken to be the invoice or billed amount.

The fair values calculated are as follows:

31 March 2008

31 March 2009

Carrying Fair value Carrying Fair value
amount amount
£°000 £°000 £°000 £000

PWLB debt 4,301 4,907 4,301 5,336
Non-PWLB debt 1,938 2,375 1,777 2,448
Total debt 6,239 7,282 6,078 7,784
Trade creditors 571 571 151 151
Total Financial 6,810 7,835 6,229 7,935
liabilities

The fair value is greater than the carrying amount because the Authority’s portfolio of loans
includes a number of fixed rate loans where the interest rate payable is higher than the
rates available for similar loans in the market at the balance sheet date.

31 March 2008

31 March 2009

Carrying Fair value Carrying Fair value
amount amount
£000 £000 £000 £000

Money market loans < 29,327 29,327 33,693 33,693
1yr
Trade debtors 875 875 242 242
Total Loans and 30,202 30,202 33,935 33,935
receivables

The differences are attributable to fixed interest instruments receiveable being held by the
authority whose interest rate is higher than the prevailing rate estimated to be available at 31
March. This increases the fair value of financial liabilities and raises the value of loans and
receivables.

The fair values for financial liabilities have been determined by reference to the Public Works
Loans Board (PWLB) redemption rules and prevailing PWLB redemption rates as at each
balance sheet date, and include accrued interest. The fair values for non-PWLB debt has
also been calculated using the same procedures and interest rates and this provides a sound
approximation for fair value for these instruments.
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The fair values for loans and receivables have been determined by reference to the Public
Works Loans Board (PWLB) redemption rules which provide a good approximation for the fair
value of a financial instrument, and includes accrued interest. The comparator market rates
prevailing have been taken from indicative investment rates at each balance sheet date. In
practice rates will be determined by the size of the transaction and the counterparty, but it is
impractical to use these figures, and the difference is likely to be immaterial.

27. GOVERNMENT GRANTS DEFERRED ACCOUNT

The government grants deferred account contains the amount of capital expenditure financed
from contributions towards the purchase of fixed assets, whether from government or other
parties. The balance is reduced by a contribution to the Income and Expenditure Account to
offset the depreciation on the capital asset charged to that account.

Where assets are not depreciated the amount remains in this account as long as the asset is

retained.

2007/2008 2008/2009

£000 £000

Opening balance 3,991 3,656
Grants applied to capital expenditure 1,717 1,397
Donated assets 63 0
Transfer to Income and Expenditure Account (2,115) (1,558)
Balance at 31% March 3,656 3,495

28. USEABLE CAPITAL RECEIPTS RESERVE

The proceeds from sales of fixed assets that have not yet been used to finance capital
expenditure.

2007/2008 2008/2009
£000 £000
Opening balance 0 95
Receipts 95 108
Less:
Funding of capital expenditure (0) (203)
Balance at 31%' March 95 0

29. CAPITAL (REVENUE CONTRIBUTIONS) RESERVE

Contributions from the Income and Expenditure Account to finance capital expenditure which
remain unused at the year end are held in this account.

2007/2008 2008/2009
£000 £°000
Opening balance 2,892 2,273
Contributions from I&E and reserves 4,434 3,164
Less:
Funding of capital expenditure (5,053) (2,665)
Balance at 31% March 2,273 2,772
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30. EARMARKED CAPITAL RESERVE

These represent capital funds that have been earmarked for specific purposes anticipated to

arise in future years.

Opening balance

Contributions (to) from I&E Account and reserves
Less:

Funding of capital expenditure

Balance at 31° March

2007/2008 2008/2009
£2000 £2000
1,054 515
(539) (515)

0 0
515 0

31. REVALUATION RESERVE

The balance represents the unrealised revaluation gains arising from holding fixed assets.

Opening balance

Surplus/(Deficiency) on revaluation of fixed assets
Difference between current value and historic cost
depreciation

Balance at 31° March

2007/2008 2008/2009
£°000 £2000

0 28

28 0

0 (1)

28 27

CAPITAL ADJUSTMENT ACCOUNT

The capital adjustment account represents the timing differences between the amount of the
historical cost of fixed assets that has been consumed and the amount that has been financed

in accordance with statutory requirements.

2007/2008 2008/2009
£000 £000
Opening balance 37,883 39,228
Capital expenditure financed from revenue 5,053 2,665
Assets financed from useable capital receipts 0 203
Assets financed from revenue 104 162
Impairment (2,135) (1,394)
Difference between current value and historic cost 0 1
depreciation
Disposal of Fixed Assets-excl Depreciation/Impairment 0 (184)
Minimum Revenue Provision 296 264
Depreciation/amortisation (4,089) (3,860)
Deferred Capital Grants/Contributions 2,115 1,558
Balance at 31° March 39,228 38,643
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33. EARMARKED REVENUE RESERVES

These represent funds that have been earmarked for specific revenue purposes anticipated to
arise in future years.

2007/2008 2008/2009
£000 £°000

Insurance 1,089 1,089
Planned Expenditure 5,640 7,104
Additional Expenditure 3,943 3,943
Divisional Rollovers 233 233
PFI Ystrad Mynach — Investment 8,419 8,757
PFI Ystrad Mynach — Residual Interest 390 520
Airwaves Radio Communications System 3,541 3,826
23,255 25,472

34. POLICE FUND

The Police Fund of £5.996m represents the balance of the Authority's general reserve.
Decisions have already been taken to utilise £0.523m of this by the end of 2009/10, which will
reduce the Police Fund to £5.473m.

35. CONTINGENT LIABILITIES / GAINS

The Authority is awaiting the outcome of outstanding employment tribunals, for which there is
considered to be sufficient provision in the reserves for any potential liability.

36. POLICE AUTHORITIES OF WALES

The Police Authorities of Wales is a statutory joint committee formed in July 2007 representing
the four police authorities in Wales. The strategic goal of this organisation is to develop
strategic policing capabilities in Wales and to increase efficiency and effectiveness through
collaboration.

Gwent Police Authority have incorporated within these accounts their share of the income and
expenditure, assets and liabilities of the Police Authority of Wales.
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37. RECONCILIATION OF NET SURPLUS TO CASH INFLOW FROM REVENUE ACTIVITIES

2007/2008 2008/2009
£'000 £'000 £'000
(48,613) Surplus/(Deficit) for the year (42,582)
Add/(Less) Non Cash Transactions:
4,089 Depreciation 3,860
2,135 Impairment 1,394
0 Loss on sale of fixed asset 77
(104) Revenue funded assets (162)
(1,130) Pension top-up grant (5,267)
(22) Increase/(Decrease) in provisions 50
(2,115) Amortisation of Government Grants Deferred (1,558)
66,745 Net charges made for retirement benefits in accordance with 64,944
FRS 17
69,598 63,338
Add/(Less) Movement in Working Capital :
(771) Movement in debtors (1,908)
(87) Movement in stocks 54
(3) Movement in revenue creditors (23)
137 Movement in receipts in advance (64)
(12) Movement in payments in advance (108)
(736) (2,049)
Add/(Less) Movement in Reserves
(15,603) Employer’s contributions payable to the Pensions Account (16,244)
and retirement benefits payable direct to pensioners
4,646 TOTAL NET REVENUE ACTIVITIES 2,463
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38. MOVEMENT ON RESERVES

The Authority keeps a number of reserves in the Balance sheet. Some are required to be held for
statutory reasons, some are needed to comply with proper accounting practice, and others have been
set up voluntarily to earmark resources for future spending plans.

Reserve Balance Net Balance Purpose of Reserve Further Details of
1% April Movement | 31° Movements
2008 in Year March
2009
£000s £000s £000s
Available
Capital
Reserves
Useable Capital 95 (95) 0 Unused proceeds Note 28 to the Core
Receipts from the sale of Financial
fixed assets Statements, page 52
Capital Reserve 2,273 499 2,772 Unused contributions | Note 29 to the Core
(Revenue from revenue to fund | Financial
Contributions) capital expenditure Statements, page 52
Ear-Marked 515 (515) 0 | Capital funds Note 30 to the Core
Capital earmarked for Financial
specific purposes in Statements, page 53
future years
Statutory
Reserves
Revaluation 28 (1) 27 | Represents the Note 31 to the Core
Reserve unrealised Financial
revaluation gains Statements, page 53
arising from holding
fixed assets.
Capital 39,228 (585) 38,643 Represents Note 32 to the Core
Adjustment differences between Financial
Account the amount of the Statements, page 53
historical cost of fixed
assets that has been
consumed and the
amount financed
Pensions (655,061) 37,434 (617,627) | Balancing accountto | Note 5.4 to the Core
Reserve allow inclusion of Financial
Pension Liability in Statements, page 32
the Balance Sheet
Revenue
Balances
Police Authority 0 130 130 | Represents share of | Note 36 to the Core
Wales Reserve PAW assets Financial
Statements, page 54
Earmarked 23,255 2,217 25,472 Funds earmarked for | Note 33 to the Core
Revenue future specific Financial
Reserves revenue purposes Statements, page 54
Police Fund 6,795 (799) 5,996 Represents the Note 34 to the Core
balance of the Financial
Authority’s revenue Statements, page 54
reserves not
earmarked for
specific purposes
TOTAL (582,872) 38,285 (544,587)
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2007/2008 FUND ACCOUNT 2008/2009
£000 £°000
Contributions Receivable
(11,825) Received from employer (12,046)
Other
(78) Reimbursement of unabated pensions of 30+ officers (51)
(168) Capital equivalent charges (463)
(5,261) From members (5,431)
(17,332) (17,991)
Transfers in
(514) Individual transfers in from other schemes (139)
(17,846) (18,130)
Benefits Payable
14,666 Pensions 16,117
3,879 Commutations and Lump sum Retirement Benefits 6,762
68 Lump sum death benefits 142
23,021
Payments to and on account of leavers
1 Refund of contributions 2
362 Individual transfers out to other schemes 374
376
1,130  Net amount payable/ (receivable) for the year 5,267
0 Additional contribution received in year 0
(1,130) Contribution due (from)/to the Police Fund (5,267)
0 0
2007/2008 Net Assets Statement 2008/2009
£000 £°000
Net current assets and liabilities
Current assets
1,366 Prepaid Pension Benefits 1,503
1,130 Debtor — amount due from GPA 1,911
Current Liabilities
(2,004) Other Current Liabilities — Overdrawn Pension Cash (2,718)
Creditor — amount due to GPA
(492) Creditor — amount due to retired police officers (696)
following reassessment of lump sum payments
0 0
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Notes to the Police Pensions Account

Funding arrangements for the police pension scheme in England and Wales changed on 1% April
2006.

Before 1% April 2006 these schemes did not have a percentage of pensionable pay type of employer’s
contribution: rather each Police Authority was responsible for paying the pensions of its own former
employees on a pay-as-you-go basis. Under the new funding arrangements the schemes remain
unfunded but will no longer be on a pay-as-you-go basis as far as an individual Police Authority is
concerned. Authorities will no longer meet the pension outgo directly: instead they will pay an
employer’s pension contribution based on a percentage of pay into the Pension Fund. Each individual
Police Authority is required by legislation to operate a Pension Fund and the amounts that must be
paid into and paid out of the Pension Fund are specified by regulation.

There are no investment assets of the fund. Under the new arrangements the Pension Fund will be
balanced to nil at the year end by either paying over to the Police Fund the amount by which the
amounts receivable for the year exceeded the amounts payable, or by receiving cash in the form of
additional contribution from the Police Fund equal to the amount by which the amount payable from
the Pension Fund for the year exceeded the amount receivable. The Authority is reimbursed by the
Home Office for the additional contributions it makes to the Pension Fund or, conversely, is required to
pay the Home Office amounts it transfers to the Police Fund from the Pension Fund.

The Pension Fund Account does not take account of liabilities to pay pensions and other benefits after
the period end.
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ACCRUALS

The concept that income and expenditure are recognised as they are earned or incurred, not as
money is paid or received.

AGENCY COSTS

Services which are performed by or for another authority or Public Body where the agent is reimbursed
for the cost of work done. The only agency costs incurred by us is a contribution towards the costs of
the Police National Computer.

CAPITAL EXPENDITURE

As defined in the Local Government and Housing Act 1989, but broadly expenditure on the acquisition
of a fixed asset or expenditure which adds life or value to an existing fixed asset.

CAPITAL ADJUSTMENT ACCOUNT

An account which accumulates (on the debit side) the write-down of the historic cost of fixed assets as
they are consumed by depreciation and impairments, or written off on disposal, and (on the credit
side) the resources that have been set aside to finance capital expenditure.

CAPITAL RECEIPT

Monies received from the sale of assets, which may be used to finance new capital expenditure or to
repay outstanding loan debt as laid down within rules prescribed by Central Government.

CREDITORS

Amounts owed by the Police Authority for goods and services provided which had not been paid for at
the end of the financial year.

DEBTORS

Amounts owing to the Police Authority but not received at the end of the financial year.
DEPRECIATION

The measure of the wearing out, consumption, or other reduction in the useful economic life of a fixed
asset, whether arising from use, passage of time or obsolescence through technological or other
changes.

FINANCIAL INSTRUMENT

Any contract that gives rise to a financial asset in one entity and a financial liability or equity instrument
in another. The term ‘Financial Instrument’ covers both financial assets and financial liabilities and
includes the most straightforward financial assets and financial liabilities such as trade receivables and
trade payables and the most complex ones such as derivatives and embedded derivatives.

FIXED ASSET

Tangible and intangible assets which yield benefits to the Authority for periods of more than one year.
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LEASING

A method of financing expenditure over a period of time. There are two main types of lease:

a) Finance Lease - where the risks of ownership are transferred to the lessee and where the
assets are recorded in the Authority’s balance sheet at a current valuation.

(b) Operating Lease - where the risks of ownership stay with the leasing company and the annual
rental charges are made via the Income and Expenditure Account.

There are currently no Finance Leases held by the Police Authority.

MINIMUM REVENUE PROVISION

The minimum amount which must be set aside in the Income and Expenditure Account each year as a
provision for credit liabilities.

PRECEPT

The system by which the Unitary Authorities collect Council Tax as requested on behalf of the Police
Authority.

PROVISION

An amount set aside to provide for a liability which is likely to be incurred, although the amount and
date of that liability are uncertain.

RESERVES

An amount set aside for a specific purpose and carried forward to meet expenditure in future years.
General reserves represent accumulated balances which may be used to support future spending.

REVALUATION RESERVE

An amount representing the accumulated gains on the fixed assets held by the Authority arising from
increases in value, as a result of inflation and other factors — to the extent that these gains have not
been consumed by subsequent downward movements in value.

REVENUE SUPPORT GRANT

A grant from the Welsh Assembly Government towards the cost of Local and Police Authority
services.
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