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1. Purpose of the Report and Summary

11

1.2

1.3

1.4

To provide details of the Treasury Management Strategy Statement
(incorporating Prudential and Treasury Indicators), Minimum Revenue
Provision Policy Statement and Annual Investment Strategy proposed for the
financial year 2023-24.

The Council’s constitution requires that the Strategy and Policy Statements be
approved by Council and this responsibility cannot be delegated.

The scope and content of this report are in line with the requirements of the
Treasury Management Code of Practice and the Prudential Code for Capital
Finance, therefore there needs to be more detail included than standard
committee reports.

Due to the nature and complexity of this report, an overview is provided at
Appendix 7 which provides Members of the Council with a summary of the
main contents of the report. A Glossary of Terms is also included at Appendix
8.

2. Executive Summary

2.1

Treasury Management is an important part of the finance function of the
Council. Under the Prudential Regime, the Council has greater freedom with
regard to borrowing and investment decisions and the Prudential Indicators
provide an important monitoring framework.
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2.2 Through the Council’s Borrowing and Investment Strategies, the Director of
Finance and Transformation will seek to minimise borrowing costs and
maximise investment income whilst controlling the Council’'s exposure to
financial risk.

2.3  The Government guidance issued regarding repayment of debt on borrowings
(Minimum Revenue Provision) provides the Council with the ability to set
realistic levels of provision for the repayment of debt. The MRP Policy remains
unchanged for 2023/24.

2.4  This report reaffirms the overall Treasury Management Strategy in place and
proposes no changes in 2023/24 to the Treasury Management Strategy
Statement, Borrowing and Investment Strategies.

Recommendations
3.1  That Council approves;

I The Prudential and Treasury Indicators, as set out in the main body of
this report and summarised at Appendix 1, numbered 1 to 9;

il. The Treasury Management Strategy Statement 2023-24,
incorporating the Annual Investment Strategy 2023-24, as set out in the
main body of this report, and specifically;

iii. The Investment Instruments shown at Appendix 2;

iv. The list of organisations used for the on-lending of surplus funds,
shown at Appendix 3, up to the monetary limits stated,;

V. The Minimum Revenue Provision Policy Statement 2023-24 detailed
at Appendix 4.

Reasons for Recommendations

4.1  Approval of the annual Treasury Management Strategy and Policy Statements
cannot be delegated and therefore is required to be approved by Full Council.

Impact on other Executive Committees (including Area Committees)
5.1  This report has no impact on other Executive Committees.
Introduction

6.1  The Council is required to operate a balanced budget, which broadly means
that cash raised during the year will meet cash expenditure. Part of the
treasury management operation is to ensure that this cash flow is adequately
planned, with cash being available when it is needed. Surplus monies are
invested in low risk counterparties or ‘instruments’ commensurate with the
Council’s low risk appetite, providing adequate liquidity initially before
considering investment return.
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The second main function of the treasury management service is the funding
of the Council’s capital plans. These capital plans provide a guide to the
borrowing need of the Council, essentially the longer term cash flow planning
to ensure that the Council can meet its capital spending obligations. This
management of longer term cash may involve arranging long or short term
loans, or using longer term cash flow surpluses. On occasion any debt
previously drawn may be restructured to meet Council risk or cost objectives.

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

CIPFA defines treasury management as:

“The management of the local authority’s borrowing, investments and cash
flows, its banking, money market and capital market transactions; the effective
control of the risks associated with those activities; and the pursuit of optimum
performance consistent with those risks.”

Whilst any commercial initiatives or loans to third parties will impact on the
treasury function, these activities are generally classed as non-treasury
activities, (arising usually from capital expenditure), and are separate from the
day-to-day treasury management activities. This authority has not engaged in
any commercial investments and has no non-treasury investments.

7. Statutory Requirements

7.1

7.2

The Local Government Act 2003 (the Act) and supporting regulations requires
the Council to ‘have regard to’ the CIPFA Prudential Code and the CIPFA
Treasury Management Code of Practice to set Prudential and Treasury
Indicators for the next three years to ensure that the Council’s capital
investment plans are affordable, prudent and sustainable. These are shown in
the report and are summarised in Appendix 1.

The Act therefore requires the Council to set out its Treasury Strategy for
borrowing and to prepare an Annual Investment Strategy (as required by
Investment Guidance subsequent to the Act and included in section 21 of this
report); this sets out the Council’s policies for managing its investments and
for giving priority to the security and liquidity of those investments as set out in
Appendices 2 and 3. The ongoing turbulence in the international financial
markets over the last few years highlights the importance of a robust and fully
risk assessed strategy.

Page 3 of 55
OFFICIAL



8.

OFFICIAL

CIPFA Requirements

8.1

8.2

8.3

8.4

8.5

The Chartered Institute of Public Finance and Accountancy’s (CIPFA) Code of
Practice on Treasury Management (revised 2021) was adopted by the Council
on 25 February 2010.

The five primary requirements of the Code are as follows:

1. Creation and maintenance of a Treasury Management Policy
Statement which sets out the policies and objectives of the Council’s
treasury management activities.

2. Creation and maintenance of Treasury Management Practices which
set out the manner in which the Council will seek to achieve those
policies and objectives.

3. Receipt by the full Council of an annual Treasury Management
Strategy Statement - including the Annual Investment Strategy and
Minimum Revenue Provision Policy - for the year ahead, a Mid-year
Review Report and an Annual Report (stewardship report) covering
activities during the previous year.

4. Delegation by the Council of responsibilities for implementing and
monitoring treasury management policies and practices and for the
execution and administration of treasury management decisions.

5. Delegation by the Council of the role of scrutiny of treasury
management strategy and policies to a specific named body.

The Council is required to receive and approve, as a minimum, three main
reports each year, which incorporate a variety of polices, estimates and
actuals. In addition to the three major reports detailed below, from 2023/24,
guarterly reporting (end of June/end of December) is also required. However,
these additional reports do not have to be reported to Full Council/Cabinet but
do require to be adequately scrutinised. This role is undertaken by the
Overview and Scrutiny Management Committee.

Prudential and Treasury Indicators and Treasury Strategy which covers:

e The Council’s capital plans (including prudential indicators);

¢ A Minimum Revenue Provision (MRP) Policy (how residual capital
expenditure is charged to revenue over time);

e The Treasury Management Strategy (how investments and borrowings are
to be organised) including treasury indicators;

e An Annual investment strategy (the parameters on how investments are to
be managed).

A Mid-Year Treasury Management Report — this will update members with the
progress of the capital position, amending prudential indicators as necessary,
and whether any policies require revision.
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An Annual Treasury Report — this is a backward looking review document and
provides details of a selection of actual prudential and treasury indicators and

actual treasury operations compared to the estimates within the strategy.

8.7
required from 2023/24

8.8

Quarterly update reports (end of June/end of December) are also now

The Council has adopted the following scheme of delegation and reporting

arrangements in accordance with the requirements of the Code:-

Area of Responsibility

Authority/
Committee/ Officer

Frequency

Treasury Management
Strategy / Annual
Investment Strategy / MRP

policy

Full Council

Annually before the start of the
year

Treasury Management
Strategy / Annual
Investment Strategy / MRP
policy — midyear report

Cabinet

Mid-year

Treasury Management
Strategy / Annual
Investment Strategy / MRP
policy — updates or
revisions at other times

Cabinet

As necessary

Annual Treasury Outturn
Report

Cabinet

Annually by 30 September
after the end of the year

Treasury Management
Monitoring Reports

Director of Finance &
Transformation (S151
Officer)

Prudential Indicators to be
monitored periodically

Treasury Management
Practices

Director of Finance &
Transformation (S151
Officer)

Updated on an ongoing basis

Scrutiny of Treasury
Management Strategy /
Annual Investment
Strategy / MRP policy

Overview & Scrutiny
Management
Committee

Annually before the start of the
year

Scrutiny of treasury
management performance

Overview & Scrutiny
Management
Committee

At outturn and mid-year and
quarterly monitoring reports

Recent Developments
8.9
is required in 2023/24.

8.10
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a requirement for the Council to adopt a new debt liability benchmark
treasury indicator to support the financing risk management of the
capital financing requirement; this is to be shown in chart form for a
minimum of ten years, with material differences between the liability
benchmark and actual loans to be explained,;

Long-term treasury investments, (including pooled funds), are to be
classed as commercial investments unless justified by a cash flow
business case;

Pooled funds are to be included in the indicator for principal sums
maturing in years beyond the initial budget year;

Amendment to the knowledge and skills register for officers and
members involved in the treasury management function - to be
proportionate to the size and complexity of the treasury management
conducted by each authority;

Reporting to members is to be done quarterly. Specifically, the Director
of Finance and Transformation (S151 Officer) is required to establish
procedures to monitor and report performance against all forward-
looking prudential indicators at least quarterly. The S151 Officer is
expected to establish a measurement and reporting process that
highlights significant actual or forecast deviations from the approved
indicators. However, monitoring of prudential indicators, including
forecast debt and investments, is not required to be taken to Full
Council and should be reported as part of the authority’s integrated
revenue, capital and balance sheet monitoring;

Environmental, social and governance (ESG) issues to be addressed
within an authority’s treasury management policies and practices
(TMP1).

In addition, all investments and investment income must be attributed to one
of the following three purposes:

Treasury Management
Service Delivery
Commercial return

As this Treasury Management Strategy Statement and Annual Investment
Strategy deals solely with treasury management investments, the categories
of service delivery and commercial investments will be considered as part of
the Capital Strategy report.

9. Treasury Management Policy Statement 2023-24

9.1

The Treasury Management Policy Statement recommended for adoption
defines the policies and objectives of the Council’s treasury management
activities:
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This organisation defines its treasury management activities as:

The management of the local authority’s investments and cash
flows. Its banking, money market and capital market transactions;
the effective control of the risks associated with those activities; and
the pursuit of optimum performance consistent with those risks.

This organisation regards the successful identification, monitoring
and control of risk to be the prime criteria by which the effectiveness
of its treasury management activities will be measured.

Accordingly, the analysis and reporting of treasury management
activities will focus on their risk implications for the organisation, and
any financial instruments entered into to manage those risks.

This organisation acknowledges that effective treasury management
will provide support towards the achievement of its business and
service objectives. It is therefore committed to the principles of
achieving value for money in treasury management, and to
employing suitable comprehensive performance measurement
techniques, within the context of effective risk management.

10. Treasury Management Strategy for 2023-24

10.1 The proposed strategy for 2023-24 in respect of the following aspects of the
treasury management function is based upon the treasury officers’ views on
interest rates, supplemented with leading market forecasts provided by the
Council’s treasury management advisors, Link Asset Services.

10.2 The strategy for 2023-24 covers two main areas:

Capital Issues

the capital expenditure plans and the prudential indicators;
the Minimum Revenue Provision (MRP) policy.

Treasury Management Issues

the current treasury position;

treasury indicators which will limit the treasury risk and activities of
the Council;

prospects for interest rates;

the borrowing strategy;

policy on borrowing in advance of need;

debt rescheduling;

the investment strategy;

creditworthiness policy; and

the policy on use of external service providers.

10.3 These elements cover the requirements of the Local Government Act 2003,
DLUHC Investment Guidance, DLUHC MRP Guidance, the CIPFA Prudential
Code and the CIPFA Treasury Management Code.
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The Capital Prudential Indicators 2023-24 — 2025-26

11.1 The Council’s capital expenditure plans are the key driver of treasury
management activity. The outputs of the capital expenditure plans are
reflected in prudential indicators, which are designed to assist Members’
overview and confirm capital expenditure plans.

11.2

Capital Expenditure — this prudential indicator is a summary of the Council’s

capital expenditure plans, both those agreed previously, and those forming
part of this budget cycle. Capital expenditure forecasts are summarised in the

table below:

2022/23 | 2023/24 | 2024/25 | 2025/26
Capital Expenditure by Programme Estimate | Estimate | Estimate | Estimate
Theme

£m £m £m £m

Roads and Infrastructure 21.508 19.395 20.673 16.526
Clean Environment 0.406 0.425 1.350 1.350
Crime Prevention 0.341 0.750 0.500 0.350
Carbon Reduction 2.015 6.446 10.019 16.140
Efficiency and VFM (Inc. Property &
Assets) 10.860 7.715 7.196 6.100
Improving Local Areas (inc. Schools) 68.492 87.073 68.572 36.044
Service Transformational Schemes
(Capital Receipts Flexibility) 5.780 5.500 5.000 0.000
Other (Programme
Support/Contingencies) 0.900 4.000 4.000 4.000
Over-Programming 0.000 -10.000 -10.000 5.000
Non-HRA 110.302 | 121.304 | 107.310 85.510
HRA 55.403 55.530 72.876 74.505
Total 165.705 | 176.834 | 180.186 | 160.015

11.3 The above and below tables exclude other long term liabilities, such as
Private Finance Initiative (PFI) and leasing arrangements which have their

own borrowing instruments.

114

The table below summarises the above capital expenditure plans and how

these plans are being financed by capital or revenue resources. Any shortfall
of resources results in a funding borrowing need.
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2022/23 | 2023/24 | 2024/25 | 2025/26

Capital Expenditure Estimate | Estimate | Estimate | Estimate
£m £m £m £m

Non-HRA 110.302 | 121.304 | 107.310 85.510
HRA 55.403 55.530 72.876 74.505
Total 165.705 | 176.834 | 180.186 | 160.015
Financed by:
Capital receipts 16.530 34.650 8.703 10.221
Capital grants 41.295 42.936 36.394 15.884
Capital reserves 0.000 20.840 67.815 66.718
Revenue 1.907 0.000 0.000 0.593
Total 59.732 98.426 | 112.912 93.416
Net financing need for the year 105.973 78.408 67.274 66.599

The Council’s Borrowing Need (the Capital Financing Requirement)

12.1 The second prudential indicator is the Council’'s Capital Financing

Requirement (CFR). The CFR is simply the total historic outstanding capital
expenditure which has not yet been paid for from either revenue or capital

resources. It is essentially a measure of the Council’s underlying borrowing
need. Any capital expenditure above, which has not immediately been paid

for, will increase the CFR.

12.2 The CFR does not increase indefinitely, as the minimum revenue provision
(MRP) is a statutory annual revenue charge which broadly reduces the
borrowing need in line with each asset’s life, and so charges the economic
consumption of capital assets as they are used.

12.3 The CFR includes any other long term liabilities (e.g. PFI schemes, finance
leases) brought onto the balance sheet. Whilst this increases the CFR, and
therefore the Council’s borrowing requirement, these types of scheme include
a borrowing facility and so the Council is not required to separately borrow for
these schemes. The Council currently has £169 million of such schemes

within the CFR.
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12.4 The Council is asked to approve the CFR projections below:

2022/23 2023/24 2024/25 2025/26
Estimate | Estimate | Estimate | Estimate
£m £m £m £m
CFR — non housing 746.333 800.793 845.963 885.131
CFR - housing 270.082 273.379 273.379 275.970
Total CFR 1,016.415 | 1,074.172 | 1,119.342 | 1,161.101
Movement in CFR 85.963 57.757 45.170 41.759
Movement in CFR represented by
Net financing need for the year
(above)
- General CapEx 105.973 78.408 67.274 66.599
- PFI liabilities
hﬁ;?]cl\iﬂnzpr% nga;ftsther 20.010 | 20.651 22.104 |  24.840
Movement in CFR 85.963 57.757 45.170 41.759

Liability Benchmark

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

13.2

13.3

There are four components to the LB:

1.

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

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

Net loans requirement: this will show the Authority’s gross loan debt less
treasury management investments at the last financial year-end, projected
into the future and based on its approved prudential borrowing, planned
MRP and any other major cash flows forecast

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

The graph below represents the Liability Benchmark for the Council,

incorporating all of the above information.
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Liability Benchmark
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13.4 The graph demonstrates the forecast rise in the Capital Financing
Requirement (CFR) over next 4 years in line with the commitment to deliver
the capital programme and the associated funding/borrowing requirements.
This will reduce over time once the capital spend has been incurred and
subsequent Minimum Revenue Provision (MRP) are charged. It confirms that
the Council has a short term borrowing need which will look to manage
alongside forecast interest rates and Medium Term Financial Planning
assumptions. See Borrowing Strategy at Section 21.

Page 11 of 55
OFFICIAL



OFFICIAL

14.  Minimum Revenue Provision (MRP) Policy Statement

Background

14.1

14.2

14.3

14.4

14.5

Capital expenditure is generally expenditure on assets which have a life
expectancy of more than one year e.g. buildings, vehicles, machinery etc. In
accordance with proper practice, the financing of such expenditure is spread
over several years in order to try to match the years over which such assets
benefit the local community through their useful life. The Council is therefore
required to pay off an element of the accumulated General Fund capital spend
each year (the CFR) through a revenue charge (the minimum revenue
provision - MRP), although it is also allowed to undertake additional voluntary
payments if required (voluntary revenue provision — VRP), which is
determined by the Council under guidance.

The Local Authorities (Capital Finance and Accounting) (England) Regulations
2003 (as amended by Statutory Instrument 2008 no. 414 s4) lay down that:

“A local authority shall determine for the current financial year an amount of
minimum revenue provision that it considers to be prudent.”

For balance sheet liabilities relating to finance leases and on balance-sheet
PFI contracts, the MRP Guidance suggests that the requirement to make
prudent MRP would be regarded as met by a charge equal to the element of
the rent/charge that goes to reduce the Balance Sheet liability. However, the
Council’s current policy is for the MRP charge to be calculated on the basis of
the expected life of the asset which has been acquired, which is consistent
with policy in place for general borrowing.

As at 31/3/22 the Council held £171m of PFI Finance Lease Liabilities on the
Balance Sheet, incorporating Schools (BSF) and Extra Care Facilities.

However, the key principle of MRP is that the annual amount set aside should
be prudent. The relevant regulations state that Local Authorities are required
to have regard to the MRP guidance when setting MRP Policy. The guidance
gives flexibility in how it calculates MRP, providing the calculation is deemed
prudent.

Government Guidance

14.6

The Council is legally obliged to ‘have regard’ to the guidance issued by
MHCLG, which is intended to enable a more flexible approach to assessing
the amount of annual minimum revenue provision (MRP) than was required
under the previous statutory requirements. Although it is up to each Council to
determine for itself how to calculate MRP, the guidance suggests four
methodologies, with an overriding recommendation that the Council should
make prudent provision to redeem its debt liability over a period which is
reasonably commensurate with that over which the capital expenditure is
estimated to provide benefits.
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The requirement to ‘have regard’ to the guidance means that:

e Although four main options are recommended in the guidance, there is
no intention to be prescriptive by making these the only methods of
charge under which a local authority may consider its MRP to be
prudent.

e |tis the responsibility of each authority to decide upon the most
appropriate method of making a prudent provision after having had
regard to the guidance

The MRP Policy for 2023/24 is detailed at Appendix 4.

A schedule of the current MRP commitments and forecast commitments
based on the current capital programme is provided at Appendix 5.

14.10 A schedule of current and forecast MRP commitments for the PFI liability is

provided at Appendix 6.

Affordability Prudential Indicators

15.1

15.2

15.3

The previous sections cover the overall capital and control of borrowing
prudential indicators, but within this framework prudential indicators are
required to assess the affordability of the capital investment plans. These
provide an indication of the impact of the capital investment plans on the
Council’s overall finances. The Council is asked to approve the following
indicators.

The ratio of financing costs to net revenue stream. This indicator identifies the
trend in the cost of capital (borrowing and other long term obligation costs net
of investment income) against the net revenue stream.

2022/23 | 2023/24 | 2024/25 | 2025/26
Estimate | Estimate | Estimate | Estimate
% % % %
Non-HRA 3.6 3.9 4.1 4.8
HRA 47.2 44.1 42.8 43.6

The estimates of financing costs include current commitments and the
proposals in the budget report.

The impact of capital investment decisions on council tax. This indicator
identifies the revenue costs associated with proposed changes to the three
year capital programme recommended in the budget report compared to the
Council’s existing approved commitments and current plans. The
assumptions are based on the budget, but will invariably include some
estimates, such as the level of Government support, which are not published
over a three year period.
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Impact of capital investment decisions on the band D council tax

2022/23 | 2023/24 | 2024/25 | 2025/26
Estimate | Estimate | Estimate | Estimate
£ £ £ £
Council tax -
band D 7.12 7.23 5.83 5.01

15.4 The impact of capital investment decisions on housing rent levels. Similar to
the council tax calculation, this indicator identifies the trend in the cost of
proposed changes in the housing capital programme recommended in this
budget report compared to the Council’s existing commitments and current
plans, expressed as a discrete impact on weekly rent levels. This indicator
shows the revenue impact on any newly proposed changes, although any
discrete impact will be constrained by rent controls.

Impact of capital investment decisions on housing rent levels

2022/23 | 2023/24 | 2024/25 | 2025/26
Estimate | Estimate | Estimate | Estimate
£ £ £ £
Weekly housing
rent levels 1.92 1.18 0.05 1.37

Treasury Management Strategy

16.1 The capital expenditure plans set out in Section 11 provide details of the
service activity of the Council. The treasury management function ensures
that the Council’s cash is organised in accordance with the relevant
professional codes, so that sufficient cash is available to meet this service
activity. This will involve both the organisation of the cash flow and, where
capital plans require, the organisation of approporiate borrowing facilities.
The strategy covers the relevant treasury / prudential indicators, the current
and projected debt positions and the annual investment strategy.

Current Portfolio Position

17.1 The Council’s treasury portfolio position at 31 March 2022 with forward
projections are summarised below. The table shows the actual external debt
(the treasury management operations), against the underlying capital
borrowing need (the Capital Financing Requirement - CFR), highlighting any
over or under borrowing.
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2022/23 | 2023/24 | 2024/25 | 2025/26
Estimate Estimate Estimate Estimate
£m £m £m £m

Borrowing at 1 April 742.790 797.690 876.098 943.372
Expected change in 54.900 78.408 67.274 66.599
borrowing
Other long-term liabilities | 176 034 |  168.975| 167.881| 166.752
(OLTL) : : : :
Expected change in
b -1.059 -1.094 -1.129 -1.166
Actual gross debt at 31 966.665 | 1,043.979| 1110124 1,175.557
March
Eggj‘ the borrowing 1,016.415 | 1,074.172| 1,119.342 | 1,161.101
Over / (under) 49750 |  -30.193 -9.218 14.456
borrowing
X‘;ﬁ}' investments at 1 151.230 50.000 50.000 50.000
Total investments at 31 50.000 50.000 50.000 50.000
March
Investment change 2101.230 0.000 0.000 0.000
Net debt 916.665 | 993.979 | 1.060.124| 1125557

Within the prudential indicators there are a number of key indicators to ensure
that the Council operates its activities within well-defined limits. One of these
is that the Council needs to ensure that its gross debt does not, except in the
short term, exceed the total of the CFR in the preceding year plus the estimates of
any additional CFR for 2023-24 and the following two financial years. This allows
some flexibility for limited early borrowing for future years but ensures that
borrowing is not undertaken for revenue or speculative purposes.

The Director of Finance and Transformation (S151 Officer) reports that the
Council complied with this prudential indicator in the current year and does not
envisage difficulties for the future. This view takes into account current
commitments, existing plans, and the proposals in the budget report.

Treasury Indicators: Limits to Borrowing Activity

18.1

The Operational Boundary. This is the limit beyond which external borrowing
is not normally expected to exceed. In most cases, this would be a similar
figure to the CFR, but may be lower or higher depending on the levels of
actual debt and the ability to fund under-borrowing by other cash resources.
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2022/23 | 2023/24 | 2024/25 | 2025/26
Operational Estimate | Estimate | Estimate | Estimate
boundary

£m £m £m £m

Borrowing 742.790 797.690 | 876.098 943.372
Additional
Borrowing 54.900 78.408 67.274 66.599
10% Net Budget
Requirement 35.543 39.368 40.681 41.871
Other long term
liabilities 168.975| 167.881 | 166.752 | 165.586
Total 1,002.208 | 1,083.347 | 1,150.805 | 1,217.428

18.2 The Authorised Limit for external borrowing. A further key prudential indicator
represents a control on the maximum level of borrowing. This represents a
limit beyond which external debt is prohibited, and this limit needs to be set or
revised by full Council. It reflects the level of external debt which, while not
desired, could be afforded in the short term, but is not sustainable in the
longer term.

18.3 The Authorised Limit is the statutory limit determined under section 3 (1) of the

Local Government Act 2003. The Government retains an option to control

either the total of all councils’ plans, or those of a specific council, although

this power has not yet been exercised.

18.4 The Council is asked to approve the following Authorised Limit:

2022/23 | 2023/24 | 2024/25 | 2025/26

Authorised limit | Estimate | Estimate | Estimate | Estimate
£m £m £m £m

Operational Debt | | ), 505 | 1.083.347 | 1,150.805 | 1,217.428
(as above)
Possible
additional
borrowing 57.825 77.586 45.097 26.105
(grants/capital
receipts)
Total 1,060.033 | 1,160.933 | 1,195.902 | 1,243.533

Prospect for Interest Rates and Economic Environment

19.1 The Council has appointed Link Group as its treasury advisor and part of their
service is to assist the Council to formulate a view on interest rates. Link
provided the following updated forecasts on 19/12/22.

19.2 PWLB rate forecasts are based on the Certainty Rate (the standard rate

minus 20 bps) which has been accessible since 1st November 2012.
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Link Group Interest Rate View 19.12.22

Dec-22 Mar-23 Jun-23 Sep-23 Dec-23 Mar-24 Jun-24 Sep-24 Dec-24 Mar-25 Jun-25 Sep-25 Dec-25

BANK RATE 350 425 450 450 450 400 375 350 325 300 275 250 250
3 month ave eamings 360 430 450 45 450 400 380 330 300 300 280 250 250
6 month ave eamings 4.20 450  4.60 450 420 410 390 340 310  3.00 290 260 2.60

12 month ave earnings 4.70 4.70 4.70 4.50 4.30 4.20 4.00 3.50 3.20 3.10 3.00 270 270

5yr PWLB 4.20 4.20 4.20 4.10 4.00 3.90 3.80 3.60 3.50 3.40 3.30 3.20 3.10

10 yr PWLB 4.30 4.40 4.40 4.30 4.10 4.00 3.90 3.80 3.60 3.50 3.40 3.30 3.30

25yr PWLB 4.60 4.60 4.60 4.50 4.40 4.20 410 4.00 3.90 3.70 3.60 3.50 3.50

50 yr PWLB 4.30 4.30 4.30 4.20 4.10 3.90 3.80 3.70 3.60 3.50 3.30 3.20 3.20

Comments by Link Group:

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

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

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

In the upcoming months, our forecasts will be guided not only by economic data
releases and clarifications from the MPC over its monetary policies and the
Government over its fiscal policies, but the on-going conflict between Russia and
Ukraine.

PWLB RATES

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

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

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

Downside risks to current forecasts for UK gilt yields and PWLB rates include: -

e Labour and supply shortages prove more enduring and disruptive and
depress economic activity (accepting that in the near-term this is also an upside
risk to inflation and, thus, rising gilt yields).

e The Bank of England acts too quickly, or too far, over the next year to raise
Bank Rate and causes UK economic growth, and increases in inflation, to be
weaker than we currently anticipate.

e UK/ EU trade arrangements — if there was a major impact on trade flows and
financial services due to complications or lack of co-operation in sorting out
significant remaining issues.

e Geopolitical risks, for example in Ukraine/Russia, China/Taiwan/US, Iran,
North Korea and Middle Eastern countries, which could lead to increasing safe-
haven flows.
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Upside risks to current forecasts for UK gilt yields and PWLB rates: -

e The Bank of England is too slow in its pace and strength of increases in Bank
Rate and, therefore, allows inflationary pressures to build up too strongly and
for a longer period within the UK economy, which then necessitates Bank Rate
staying higher for longer than we currently project or even necessitates a further
series of increases in Bank Rate.

e The Government acts too quickly to cut taxes and/or increases expenditure in
light of the cost-of-living squeeze.

e The pound weakens because of a lack of confidence in the UK Government’s
fiscal policies, resulting in investors pricing in a risk premium for holding UK
sovereign debt.

e Longer term US treasury yields rise strongly and pull gilt yields up higher than
currently forecast.

e Projected gilt issuance, inclusive of natural maturities and QT, could be too
much for the markets to comfortably digest without higher yields consequently.

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

20. Economic Commentary

20.1 The following paragraphs are designed to impart a degree of knowledge
around factors impacting on the treasury management function at the Council.
This environment is constantly changing, no more so than in recent years.
Any significant issues that arise between the report being written and the
actual committee date will be reported verbally.

Against a backdrop of inflationary pressures, the easing of Covid restrictions
in most developed economies, the Russian invasion of Ukraine, and a range
of different UK Government policies, it is no surprise that UK interest rates
have been volatile right across the curve, from Bank Rate through to 50-year
gilt yields, for all of 2022.

Q2 of 2022 saw UK GDP revised upwards to +0.2% g/q, but this was quickly
reversed in the third quarter. Nevertheless, CPI inflation has picked up to what
should be a peak reading of 11.1% in October, although with further increases
in the gas and electricity price caps pencilled in for April 2023, and the cap
potentially rising from an average of £2,500 to £3,000 per household, there is
still a possibility that inflation will spike higher again before dropping back
slowly through 2023.

Throughout Q3 Bank Rate increased, finishing the quarter at 2.25% (an
increase of 1%). Q4 has seen rates rise to 3.5% in December and the market
expects Bank Rate to hit 4.5% by May 2023.
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Globally, though, all the major economies are expected to struggle in the near
term. The fall below 50 in the composite Purchasing Manager Indices for the
UK, US, EZ and China all point to at least one, if not more, quarters of GDP
contraction. In November, the MPC projected eight quarters of negative
growth for the UK lasting throughout 2023 and 2024, but with Bank Rate set to
peak at lower levels than previously priced in by the markets and the fiscal
tightening deferred to some extent, it is not clear that things will be as bad as
first anticipated by the Bank.

The £ has strengthened of late, recovering from a record low of $1.035 to
$1.22. Notwithstanding the £'s better run of late, 2023 is likely to see a
housing correction of some magnitude as fixed-rate mortgages have moved
above 5% and affordability has been squeezed despite proposed Stamp Duty
cuts remaining in place.

In the table below, the rise in gilt yields, and therein PWLB rates, through the
first half of 2022/23 is clear to see.

PWLB Rates 1.4.22 - 30.9.22
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However, the peak in rates on 28th September as illustrated in the table
covering April to September 2022 below, has been followed by the whole
curve shifting lower. PWLB rates at the front end of the curve are generally
over 1% lower now whilst the 50 years is over 1.75% lower.

1 Year 5 Year 10 Year 25 Year 50 Year
Low 1.95% 2.18% 2.36% 2.52% 2.25%
Date 01/04/2022 13/05/2022 04/04/2022 04/04/2022 04/04/2022
High 511% 5.44% 5.35% 5.80% 5.51%
Date 28/09/2022 28/09/2022 28/09/2022 28/09/2022 28/09/2022
Average 2.81% 2.92% 3.13% 3.44% 3.17%
Spread 3.16% 3.26% 2.99% 3.28% 3.26%
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CENTRAL BANK CONCERNS — DECEMBER 2022

In December, the Fed decided to push up US rates by 0.5% to a range of
4.25% to 4.5%, whilst the MPC followed by raising Bank Rate from 3% to
3.5%, in line with market expectations. EZ rates have also increased to 2%
with further tightening in the pipeline.

Regarding UK market expectations, although they now expect Bank Rate to
peak within a lower range of 4.5% - 4.75%, caution is advised as the Bank of
England Quarterly Monetary Policy Reports have carried a dovish message
over the course of the last year, only for the Bank to have to play catch-up as
the inflationary data has proven stronger than expected.

Borrowing Strategy

21.1

21.2

21.3

21.4

21.5

The Council is currently maintaining an under-borrowed position. This means
that the capital borrowing need (the Capital Financing Requirement), has not
been fully funded with loan debt as cash supporting the Council’s reserves,
balances and cash flow has been used as a temporary measure.

This strategy is prudent as medium and longer dated borrowing rates are
expected to fall from their current levels once prevailing inflation concerns are
addressed by tighter near-term monetary policy. That is, Bank Rate increases
over the remainder of 2022 and the first half of 2023.

Against this background and the risks within the economic forecast, caution
will be adopted with the 2023-24 treasury operations. The Director of Finance
and Transformation will monitor interest rates in financial markets and adopt a
pragmatic approach to changing circumstances:
e If it was felt that there was a significant risk of a sharp FALL in
borrowing rates, then borrowing will be postponed.

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

Any decisions will be reported to the appropriate decision making body at the
next available opportunity.

Treasury Management Limits on Activity

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

e Upper limits on variable interest rate exposure. This identifies a
maximum limit for variable interest rates based upon the debt position,
net of investments.
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e Upper limits on fixed interest rate exposure. This is similar to the
previous indicator and covers a maximum limit on fixed interest rates.

e Maturity structure of borrowing. These gross limits are set to reduce the
Council’'s exposure to large fixed rate sums falling due for refinancing,
and are required for upper and lower limits.

21.6 The Council is asked to approve the following treasury indicators and limits:

2023/24 2024/25 2025/26
% % %
Interest Rate Exposures
Limits on fixed interest rates
based on net debt 90 90 90
Limits on variable interest
rates based on net debt [ 3 [

Maturity Structure of interest rate borrowing (fixed and
variable) 2023/24

Lower Upper
% %
Under 12 months 0.00 35
12 months to 2 years 0.00 30
2 years to 5 years 0.00 50
5 years to 10 years 0.00 75
10 years and above 0.00 90

Policy on Borrowing in Advance of Need

22.1

22.2

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

Risks associated with any borrowing in advance of activity will be subject to
prior appraisal and subsequent reporting through the mid-year or annual
reporting mechanism.

Debt Rescheduling

23.1

23.2

Rescheduling of current borrowing in our debt portfolio is unlikely to occur as
there is still a very large difference between premature redemption rates and
new borrowing rates.

All rescheduling will be reported to Cabinet, at the earliest meeting following
its action.
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New Financial Institutions as a Source of Borrowing and / or Types of Borrowing

24.1

24.2

Currently the PWLB Certainty Rate is set at gilts + 80 basis points. However,
consideration may still need to be given to sourcing funding from the following
sources for the following reasons:

e Local authorities (primarily shorter dated maturities out to 3 years or so — generally
still cheaper than the Certainty Rate).

e Financial institutions (primarily insurance companies and pension funds but also
some banks, out of forward dates where the objective is to avoid a “cost of carry”
or to achieve refinancing certainty over the next few years).

Our advisors will keep us informed as to the relative merits of each of these
alternative funding sources.

Other Issues

Capital Strateqy

25.1

25.2

25.3

In December 2017, CIPFA issued revised Prudential and Treasury
Management Codes. As from 2019-20, all local authorities are required to
prepare an additional report, a Capital Strategy report, which is intended to
provide the following: -

e a high-level overview of how capital expenditure, capital financing and

treasury management activity contribute to the provision of services
e an overview of how the associated risk is managed
e the implications for future financial sustainability

The aim of this report is to ensure that all elected members of Council fully
understand the overall strategy, governance procedures and risk appetite
entailed by this Strategy. The Capital Strategy allows all members to
understand how stewardship, value for money, prudence, sustainability and
affordability will be secured.

The Capital Strategy for 2023/24 to 2026/27 is presented to Council on this
agenda.

Annual Investment Strategy

Investment Policy

26.1

The Council’s investment policy has regard to the following:

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

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

e CIPFA Treasury Management Guidance Notes 2021.
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The Council’s investment priorities will be security first, portfolio liquidity
second, then return (yield). The Council will aim to achieve the optimum return
(yield) on its investments commensurate with proper levels of security and
liquidity and with regard to the Councils risk appetite.

In accordance with guidance from DLUHC and CIPFA, and in order to
minimise the risk to investments, the Council has adopted a prudent approach
to managing risk and defines its risk appetite by the following means:

1. Minimum acceptable credit criteria are applied in order to generate a
list of highly creditworthy counterparties. This also enables
diversification and thus avoidance of concentration risk. The key ratings
used to monitor counterparties are the short-term and long-term
ratings.

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

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

The aim of the strategy is to generate a list of highly creditworthy
counterparties which will also enable diversification and thus avoidance of
concentration risk.

The intention of the strategy is to provide security of investment and
minimisation of risk.

The key requirements of both the Code and the investment guidance are to
set an annual investment strategy, as part of its annual treasury strategy for
the following year, covering the identification and approval of the following:

e The strategy guidelines for choosing and placing investments;

e The principles to be used to determine the maximum periods for which
funds can be committed,;

e Specified investments that the Council will use. These are high
security (i.e. high credit rating, although this is defined by the Council,
and no guidelines are given), and high liquidity investments in sterling
and with a maturity of no more than a year.

The investment instruments identified for use in the financial year 2023-24 are
set out at Appendix 2 under the ‘Specified’ and ‘Non-Specified’ Investments
categories. Organisations to which the Council will lend and associated
counterparty limits are detailed at Appendix 3.
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The Council will pursue value for money in treasury management and will
monitor the yield from investment income against appropriate benchmarks for
investment performance. Regular monitoring of investment performance will
be carried out during the year.

Creditworthiness Policy

26.9

26.10

26.11

26.12

26.13

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

e Credit watches and credit outlooks from credit rating agencies;

e Credit Default Swap (CDS) spreads to give early warning of likely
changes in credit ratings

e Sovereign ratings to select counterparties from only the most
creditworthy countries.

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

e Blue 1 year (only applies to nationalised or semi-nationalised
UK banks)

e Orange 1 year

e Red 6 months

e Green 100 days

e No colour notto be used

The Link creditworthiness service uses a wider array of information other than
just primary ratings and by using a risk weighted scoring system, does not
give undue preponderance to just one agency’s ratings. The Council is
satisfied with the level of security this provides for its investments. Itis also a
service which the Council would not be able to replicate using in house
resources.

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

All credit ratings will be monitored on a weekly basis. The Council is alerted to
changes to ratings of all three agencies through its use of the Link
creditworthiness service.
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¢ If a downgrade results in the counterparty / investment scheme no
longer meeting the Council’s minimum criteria, its further use as a new
investment will be withdrawn immediately.

e In addition to the use of credit ratings the Council will be advised of
information in movements in Credit Default Swap against the iTraxx
benchmark and other market data on a daily basis via its Passport
website, provided exclusively to it by Link. Extreme market movements
may result in downgrade of an institution or removal from the Council’s
lending list.

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

26.15 If financial institutions are upgraded in rating and therefore meet the Council’s
criteria as defined, then committee approval will be sought prior to inclusion
on the counterparty list.

Country Limits

26.16 The Council has determined that it will only use approved counterparties from
the UK only.

Investment Counterparty Selection Criteria

26.17 The primary principle governing the Council’s investment criteria is the
security of its investments, although the yield or return on the investment is
also a key consideration. After this main principle the Council will ensure that:

e It maintains a policy covering both the categories of investment types it
will invest in, criteria for choosing investment counterparties with
adequate security, and monitoring their security. This is set out in the
Specified and Non-Specified investment sections below; and

¢ It has sufficient liquidity in its investments. For this purpose it will set
out procedures for determining the maximum periods for which funds
may prudently be committed. These procedures also apply to the
Council’s prudential indicators covering the maximum principal sums
invested.

26.18 The Director of Finance and Transformation will maintain a counterparty list in
compliance with the following criteria and will revise the criteria and submit
them to Council for approval as necessary. These criteria are separate to that
which determines which types of investment instrument are either Specified or
Non-Specified as it provides an overall pool of counterparties considered high
quality which the Council may use, rather than defining what types of
investment instruments are to be used.
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Credit rating information is supplied by Link Group, the Council’s treasury
advisors, on all active counterparties that comply with the criteria below. Any
counterparty failing to meet the criteria would be omitted from the counterparty
(dealing) list. Any rating changes, rating watches (notification of a likely
change), rating outlooks (notification of a possible longer term change) are
provided to officers almost immediately after they occur and this information is
considered before dealing. For instance, a negative rating watch applying to a
counterparty at the minimum Council criteria will be considered for suspension
from use, with all others being reviewed in light of market conditions.

On occasions ratings may be downgraded when an investment has already
been made. The criteria used are such that a minor downgrading should not
affect the full receipt of the principal and interest.

The criteria for providing a pool of high quality investment counterparties (both
specified and non-specified investments) is as follows:

e Banks 1 — a good credit quality — the Council will only use banks which
are UK banks and hold a minimum Fitch rating of:
e Shortterm - F1
e Longterm —A-

e Banks 2 — part nationalised UK bank — Royal Bank of Scotland ring
fenced operations. This bank can be included if it continues to be part
nationalised or it meets the rating in Banks 1 above.

e Banks 3 — The Council’s own banker (Natwest Bank) for transactional
purposes if the bank falls below the above criteria, although in this case
balances will be minimised in both monetary size and time invested.

e Bank subsidiary and treasury operation — The Council will use these
where the parent bank has provided an appropriate guarantee or has
the necessary ratings outlined above.

e Building societies — The Council will use all societies which meet the
ratings for banks as outlined above.

e Money Market Funds — AAA rating.
e Enhanced Money Market Funds — AAA rating.
e UK Government (DMADF)

e Local authorities.

Group Considerations

26.22

Due care will be taken will be taken to consider the group exposure of the
Council’s investments. In addition limits in place above will apply to a group of
companies.
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26.23 Additional requirements under the Code require the Council to supplement
credit rating information. Whilst the above criteria relies primarily on the
application of credit ratings to provide a pool of appropriate counterparties for
officers to use, additional operational market information will be applied before

making any specific investment decision from the agreed pool of

counterparties. This additional market information (for example Credit Default
Swaps, negative rating watches/outlooks) will be applied to compare the

relative security of differing investment opportunities.

Time and Monetary Limits Applying to Investments

26.24 The time and monetary limits for institutions on the Council’s counterparty list
are as follows (these will cover specified and non-specified investments). The
Counterparty limits have increased in recognition of the need for further scope
to invest and the opportunity for greater returns on investments.

Fitch Long Term|Fitch Short Term Money Time
Rating Rating Limit Limit
(minimum) (minimum)

Banks 1 category high quality AA- F1+ £30 million lyr
Banks 1 category medium quality A F1 £20 million lyr
Banks 1 category lower quality A- F1 £10 million lyr
Banks 2 category — part AA- F1+ £40 million lyr
nationalised — high quality
Banks 2 category — part A F1 £25 million 1lyr
nationalised — medium quality
Banks 2 category — part A- F1 £15 million lyr
nationalised — low quality
Limit 3 category — Council’s N/A N/A £5 million 1 day
banker (not meeting Banks 1)
UK Government (DMADF) N/A N/A Unlimited 6 mths
Local authorities N/A N/A £15 million lyr
Money Market Funds AAA £15 million liquid

26.25 The proposed criteria for Specified and Non-Specified investments are shown
in Appendix 2 for approval.
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Investment Strateqy

In House Funds

27.1

27.2

Investments will be made with reference to the core balance and cash flow
requirements and the outlook for short-term interest rates (i.e. rates for
investments up to 12 months). Greater returns are usually obtainable by
investing for longer periods. The current shape of the yield curve suggests
that is the case at present, but there is the prospect of Bank Rate peaking in
the first half of 2023 and possibly reducing as early as the latter part of 2023
S0 an agile investment strategy would be appropriate to optimise returns.

Accordingly, while most cash balances are required in order to manage the
ups and downs of cash flow, where cash sums can be identified that could be
invested for longer periods, the value to be obtained from longer-term
investments will be carefully assessed.

Investment Returns Expectations

27.3

27.4

The current forecast shown in paragraph 19.2, includes a forecast for Bank
Rate to reach 4.5% in Q2 2023.

The suggested budgeted investment earnings rates for returns on investments
placed for periods up to about three months during each financial year are as
follows:

Average earnings in each year _

2022/23 (remainder) 3.95%
2023/24 4.40%
2024/25 3.30%
2025/26 2.60%
2026/27 2.50%

Years 6 to 10 2.80%
Years 10+ 2.80%

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

Investment Treasury Indicator and Limit

27.5 Total principal funds invested for greater than 365 days. These limits are set

with regard to the Council’s liquidity requirements and to reduce the need for
early sale of an investment and are based on the availability of funds after
each year-end.
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27.6 The Council is asked to approved the treasury indicator and limit:

Upper limit for principal sums invested for longer than 365 days

£m 2023/24 2024/25 2025/26

Principal sums invested for £m £m £m
longer than 365 days 0 0 0

27.7 For its cash flow generated balances, the Council will seek to utilise its
business reserve instant access and notice accounts, money market funds
and short-dated deposits (overnight to 100 days) in order to benefit from the
compounding of interest.

End of Year Investment Report

27.8 At the end of the financial year, the Council will report on its investment
activity as part of its Annual Treasury Report.

Policy on the use of External Service Providers

27.9 The Council uses Link Group, Link Treasury Services Limited as its external
treasury management advisors.

27.10 The Council recognises that responsibility for treasury management decisions
remains with the organisation at all times and will ensure that undue reliance
is not placed upon our external service providers. All decisions will be
undertaken with regards to all available information, including, but not solely,
our treasury advisers.

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

Training

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

27.13 Furthermore, pages 47 and 48 of the Code state that they expect “all
organisations to have a formal and comprehensive knowledge and skills or
training policy for the effective acquisition and retention of treasury
management knowledge and skills for those responsible for management,
delivery, governance and decision making.

27.14 The scale and nature of this will depend on the size and complexity of the
organisation’s treasury management needs. Organisations should consider
how to assess whether treasury management staff and board/ council
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members have the required knowledge and skills to undertake their roles and
whether they have been able to maintain those skills and keep them up to
date.

27.15 As a minimum, authorities should carry out the following to monitor and review
knowledge and skills:

e Record attendance at training and ensure action is taken where poor
attendance is identified.

e Prepare tailored learning plans for treasury management officers and
board/council members.

e Require treasury management officers and board/council members to
undertake self-assessment against the required competencies (as set
out in the schedule that may be adopted by the organisation).

e Have regular communication with officers and board/council members,
encouraging them to highlight training needs on an ongoing basis.”

27.16 In further support of the revised training requirements, CIPFA’s Better
Governance Forum and Treasury Management Network have produced a
‘self-assessment by members responsible for the scrutiny of treasury
management’, which is available from the CIPFA website to download.

27.17 In light of the extended governance required around skills and training, further
training will be arranged as required.

27.18 The training needs of treasury management officers are periodically reviewed.

The Treasury Management role of the Section 151 Officer

27.19 The Director of Finance and Transformation (S151 Officer) will be responsible
for:

e recommending clauses, treasury management policy/practices for

approval, reviewing the same regularly, and monitoring compliance;

submitting regular treasury management policy reports;

submitting budgets and budget variations;

receiving and reviewing management information reports;

reviewing the performance of the treasury management function;

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 is
in accordance with the risk appetite of the Councll

e ensure that the Council has appropriate legal powers to undertake
expenditure on non-financial assets and their financing
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e ensuring the proportionality of all investments so that the Council does
not undertake a level of investing which exposes the Council 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

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

e ensuring that members are adequately informed and understand the
risk exposures taken on by the Council

e ensuring that the Council has adequate expertise, either in house or
externally provided, to carry out the above

e creation of Treasury Management Practices which specifically deal with
how non treasury investments will be carried out and managed

Options and Risk Assessment

28.1 Although the content and criteria stated in the Treasury Management Strategy
are statutory requirements, there are some options available to the Council in
how this is managed, in terms of the following:

e Investment Options — alternative investment products, counterparties,
limits and durations.

e Prudential Indicators — alternative limits for certain indicators, i.e. debt
maturity profile, interest rate exposure.

e Minimum Revenue Provision — alternative options for the revenue charge.

28.2 The options proposed are based on the Council investing surplus monies with
low risk counterparties in line with the Council’s low risk appetite. This
provides the Council with adequate liquidity and security of funds before
considering investment return.

Risk Assessment

29.1 The main risks surrounding the Council’s Treasury operations, mitigated
through the Treasury Management Strategy and Investment Policy, are as
follows:
¢ Prudential Indicator limits are breached — set and approved locally and

regularly monitored as part of ongoing Treasury Management activity.

e Investments lost due to the inability of a Bank or Building Society to repay
the loan — key criteria as part of the Creditworthiness Policy which ensures
investments are made with only high credit quality counterparties for set
durations.

e Too cautious an approach to investments could result in lower investment
income being achieved — Investment Policy provides flexibility to use other
non-specific investment products if it is considered prudent.

Consultation

30.1 This report requires no further consultation.
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31. Comments of the Director of Legal Services & Partnerships (Monitoring Officer)
31.1 As the report states in paragraphs 7.1 and 7.2, treasury management is
subject to the requirements of the Local Government Act 2003, CIPFA
prudential and management codes and DLUHC Guidance. The low risk
investment strategy to maintain adequate liquidity and security of funds above
consideration of return on investment is noted and supported. The report
complies with the statutory requirements and raises no immediate legal
issues. [CA]
32. Comments of the Section 151 Officer
32.1 The Director of Finance and Transformation (S151 Officer) is the author of the
report.
33. Comments of the HR City Manager and Compliance with the Equality Duty
33.1 There are no staffing or equality issues arising from this decision. KH
34. Comments of Overview and Scrutiny
34.1 This report will be considered by Overview and Scrutiny Management
Committee at its Budget meeting of Friday, 10 February, 2023. Any
recommendations or comments agreed by the Committee will be submitted to
Cabinet for consideration alongside the report. (Ref. Sc7234 (FH))
35. Comments of the Portfolio Holder for Strategic Finance
35.1 Although the financial markets have settled following the political turmoil of
late 2022, the future remains very uncertain particular with regard to inflation
rates and the related course of the Ukraine war. Although much of the
Council’'s borrowing is at fixed interest rates, changes in the wider economy
could impact on the Council’s MTFP in the medium term.
David Bell
Director of Finance and Transformation (S151 Officer)
Background Documents: CIPFA Prudential Code and Treasury Management Code of
Practice (2021 Edition)
Local Authorities (Capital Finance and Accounting) (England)
(Amendment) Regulations 2008
Guidance on Minimum Revenue Provision issued by DCLG —
Feb 2018
Officer Interest None
Contact Officer: David Bell/Mike Armstrong
Telephone No.: 613084/613282
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Implications Matrix

I have informed and sought advice from HR,
Legal, Finance, Overview and Scrutiny and the
Climate Change Advisor and any other key
stakeholders i.e. Portfolio Holder, relevant Ward
Members etc. prior to submitting this report for
official comments

Yes

| have considered whether this report requests a
decision that is outside the Budget and Policy
Framework approved by Council

Yes

Value for money considerations have been
accounted for within the report

Yes

The report is approved by the relevant City
Manager

Yes

| have included any procurement/commercial
issues/implications within the report

n/a

| have considered the potential media interest in
this report and liaised with the Media Team to
ensure that they are briefed to respond to media
interest.

Yes

| have included any equalities and diversity
implications within the report and where
necessary | have completed an Equalities
Impact Assessment and the outcomes are
included within the report

There are no equality and diversity
implications within this report.

Any Health and Safety implications are included
within the report

n/a

Any human rights implications are included
within the report

There are no human rights implications
within this report.

I have included any community safety
implications and paid regard to Section 17 of
the Crime and Disorder Act within the report

n/a

I have liaised with the Climate Change Advisor
and any environmental and climate change
issues/sustainability implications are included
within the report

n/a

I have included information about how this
report contributes to the City Plan/ Area
priorities within the report

n/a
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Appendix 1
Prudential and Treasury Indicators

1. Prudential and Treasury Indicators

11

1.2

The following show the proposed Prudential and Treasury Indicators referred
to in section six of the main report

Affordability of Capital Plans
(a) Indicator 1 — Capital Expenditure

“The local authority will make reasonable estimates of the total capital
expenditure that it plans to incur during the forthcoming financial year
and at least the following two financial years. These prudential
indicators will be referred to as estimates of capital expenditure and
shall be expressed in the following manner:

Estimate of total capital expenditure to be incurred in years 1, 2 and 3
(and 4 etc. if applicable)” (paragraph 47 of the code)

This details the Council’s capital spending plans over the next 3 years and
reports on the outturn from the previous financial year. These estimates are in
line with the General Fund, HRA and Capital Strategy Reports to be
considered by Council on 23 February 2023. There is no subjectivity to this
indicator.

2022/23 | 2023/24 | 2024/25 | 2025/26
Estimate | Estimate | Estimate | Estimate

£m £m £m £m
Non-HRA 110.302 | 121.304 | 107.310 85.510
HRA 55.403 55.530 72.876 74.505
Total 165.705 | 176.834 | 180.186 | 160.015

(b) Indicator 2 — Ratio of Financing Costs to Net Revenue Stream

“The local authority will estimate for the forthcoming financial year and
the following two financial years the ratio of financing costs to net
revenue stream. This prudential indicator shall be referred to as
estimates of the ratio of financing costs to net revenue stream and shall
be expressed in the following manner:

Estimates of financing costs / estimate of net revenue stream * 100 %
For years 1, 2 and 3“(paragraph 38 of the code)

Shows the revenue costs (the capital financing costs less investment income
earned) associated with funding previous and future capital spending, as a
percentage of total revenue spending. Again, as in the previous indicator,
these estimates are in line with the General Fund, HRA and Capital Strategy
Reports to be considered by Council on 23 February 2023. There is no
subjectivity to this indicator.
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2022/23 | 2023/24 | 2024/25 | 2025/26
Estimate | Estimate | Estimate | Estimate
% % % %
Non-HRA 3.6 3.9 4.1 4.8
HRA 47.2 44.1 42.8 43.6

(c) Indicator 3 — Capital Financing Requirement

“The local authority will make reasonable estimates of the total of the
capital financing requirement at the end of the forthcoming financial
year and the following two years. These prudential indicators will be
referred to as the estimates of capital financing requirement and shall be
expressed as follows:

Estimate of capital financing requirements as at the end of years 1, 2 and
3” (paragraph 50 of the code)

The Capital Financing Requirement measures the Council’s underlying need
to borrow for a capital purpose i.e. that element of previous and proposed
capital spending which has been/will be funded from borrowing. In order to
ensure borrowing is maintained within sustainable limits, the Prudential Code
requires that net external borrowing does not exceed the total of the capital
financing requirement in the preceding year plus the estimates of any
additional capital financing requirement for the current and next two financial
years. The Director of Finance and Transformation (S151 Officer) can confirm
that this requirement will be met.

2023/24 2024/25 2025/26
Estimate | Estimate | Estimate
£m £m £m
Non-HRA 800.793 845.963 885.131
HRA 273.379 273.379 275.970
CFR Total 1,074.172 ( 1,119.342 | 1,161.101
Borrowing 1,043.979 | 1,110.124 | 1,175.557

(d) Indicator 4 — Incremental impact of Capital Investment Decisions on
Council Tax and Housing Rents

“The local authority will forecast the total budgetary requirements for
the authority arising from proposed changes to the capital programme
and calculate the addition or reduction to the council tax/housing rents
that would result.

This calculation shall be undertaken for the forthcoming year and the
following two financial years or longer timeframe if required to capture
the full effect of capital investment decisions on the council tax/housing
rents.
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This prudential indicator will be referred to as estimates of the impact of
the new capital investment decisions on the council tax/average weekly
housing rents, and shall be expressed in the following manner:

Exx.xx (Paragraph 39 of the code)

The indicator seeks to demonstrate the additional costs, to be funded from the
Council Tax and Housing Rents, of the Council’s capital spending plans.

Again, these estimates are in line with the General Fund, HRA and Capital
Strategy Reports to be considered by Council on 23 February 2023.

2023/24 2024/25 2025/26
Estimate Estimate Estimate
£ £ £
Non-HRA (Council Tax) 7.23 5.83 5.01
HRA (average weekly rent) 1.18 0.05 1.37

Treasury Management
(a) Acceptance of the CIPFA TM Code

The Council formally adopted the CIPFA’s Treasury Management in the
Public Services: Code of Practice and Cross-Sectoral Guidance Notes on
25th February 2010.

(b) Indicator 5 — Authorised Limit for External Debt

“The local authority will set for the forthcoming financial year and the
following two financial years an authorised limit for its total external
debt, excluding investments, separately identifying borrowing from
other long term liabilities. This prudential indicator will be referred to as
the authorised limit and shall be expressed in the following manner:

Authorised limit for external debt = authorised limit for borrowing +
authorised limit for other long term liabilities

For years 1, 2 and 3.” (Paragraph 54 of the code)

With regard to external debt the Council is required to identify limits consistent
with the Revenue Budget and Capital Programme. The Authorised Limit is
based on a prudent, but not worst case scenario, with additional headroom to
allow for unusual cash movements. The authorised limit will be the statutory
limit determined under Section 3 (1) of the Local Government Act 2003.

The indicator is calculated by taking the results from indicator six, Operational
boundary for external debt, plus the amount of capital spend forecast to be
financed from grants and capital receipts. This would cover the unlikely event
of contractually committed spend not being financed from grants/contributions
and/or capital receipts as planned and having to be financed from borrowing.
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2022/23 2023/24 | 2024/25 2025/26
Estimate | Estimate | Estimate | Estimate
£m £m £m £m
Operational debt indicator (indicator 6) | 1,002.208 | 1,083.347 | 1,150.805 | 1,217.428
Possible additional capital spend
‘E'gr‘raarr‘]‘ig‘:;gigtgor:g?"rv&give 0 57.825| 77.586| 45.007| 26.105
Total Amount 1,060.033 | 1,160.933 | 1,195.902 | 1,243.533
Rounded for indicator 1,060.000 | 1,161.000 | 1,196.000 | 1,244.000

(c) Indicator 6 — Operational Boundary for External Debt

“The local authority will also set for the forthcoming financial year and
the following two financial years an operational boundary for its total
external debt, excluding investments, separately identifying borrowing
from other long term liabilities. This prudential indicator will be referred
to as the operational boundary and shall be expressed in the following

manner:

Operational boundary for external debt = operational boundary for

borrowing + operational boundary for other long term liabilities.
For years 1, 2 and 3.” (Paragraph 55 of the code)

The Operational Boundary for external debt is based on the same estimates
which underpin the Authorised Limit but does not include the additional
headroom included within the Authorised Limit. The Operational Boundary
provides an important tool for in year monitoring.

The code goes on to say “It will probably not be significant if the operational
boundary is breached temporarily on occasions due to variations in cash flow.
However, a sustained or regular trend above the operational boundary would
be significant and should lead to further investigation and action as

appropriate”

The Operational Limit for external debt has been calculated as the current
amount of debt, plus additional borrowing, plus ten per cent of the year’s net

revenue budget for cash flow purposes in the event of expenditure being

higher than income at points during the year.

2022/23 | 2023/24 | 2024/25 | 2025/26
Estimate | Estimate | Estimate | Estimate
£m £m £m £m
Debt 742.790 797.690 | 876.098 | 943.372
Additional borrowing 54.900 78.408 67.274 66.599
10% Net budget requirement 35.543 39.368 40.681 41.871
Other liabilities 168.975 167.881 166.752 165.586
Calculated Operational Limit 1,002.208 | 1,083.347 | 1,150.805 | 1,217.428

The Council’s actual external debt at 31 March 2022 was £913 million, and is
forecast to be £967 million at the 31 March 2023, all of which related to

borrowing for capital purposes.
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(d) Indicator 7 — Fixed and Variable Rate Exposure

“The local authority will set for the forthcoming financial year and the
following two financial year’s upper limits to its exposure to the effects
of changes in interest rates. These prudential indicators will relate to
both fixed interest rates and variable interest rates and be referred to
respectively as the upper limits on fixed interest rates and variable

interest rate exposures.

The upper limits on fixed interest rates and variable interest rates

exposures may be expressed either as absolute amounts or as

percentages. They may be related either to the authority’s net interest
on, or to its net principal sum outstanding on, its
borrowings/investments.” (Paragraph 67 and 68)

The indicator seeks to ensure that the Council limits its exposure to the risk of
interest rate changes and the consequent impact on the investment income
and interest payments on loans, by restricting the proportion of variable rate

borrowing.
2022/23 | 2023/24 | 2024/25 | 2025/26
Estimate | Estimate | Estimate | Estimate
% % % %
Limits on fixed interest rates
based on net debt — Upper Limit 90 90 90 90
Limits on variable interest rates
based on net debt — Upper Limit [ [ [ 75

(e) Indicator 8 — Upper and Lower Limits for the maturity structure of
borrowings

“The local authority will set for the forthcoming financial year both upper
and lower limits with respect to the maturity structure of its borrowings.
The prudential indicators will be referred to as the upper and lower limits
respectively for the maturity structure of borrowing and shall be
calculated as follows:

Amount of projected borrowing that is fixed and variable rate maturing
in each period expressed as a percentage of total projected borrowing
that is fixed and variable rate.

Where the periods in question are
e Under 12 months
e 12 months and within 24 months
e 24 months and within 5 years
e 5years and within 10 years
e 10 years and above”
(paragraph 74 of the code)
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The indicator also seeks to ensure the Council controls its exposure to the risk
of interest rate changes by limiting the proportion of debt maturing in any
single period. Ordinarily debt is replaced on maturity and therefore it is
important that the Council is not forced to replace a large proportion of loans
at a time of relatively high interest rates.

Upper Lower

Limit Limit
% %
Under 12 Months 35 0
12 months and within 24 months 30 0
24 months and within 5 years 50 0
5 years and within 10 years 75 0
10 years and above 90 0

(f) Indicator 9 — Upper limit for maturity structure of investments

“Where a local authority invests, or plans to invest, for periods longer
than 364 days, the local authority will set an upper limit for each forward
financial year period for the maturing of such investments. These
prudential indicators will be referred to as prudential limits for principal
sums invested for periods longer than 364 days and shall be calculated
as follows:

Total principal invested to final maturities beyond the period end.”
(paragraph 77 of the code)

Under the Prudential Regime Councils are free to invest for periods of greater
than 1 year. This indicator sets restrictions on the proportion of investments
committed for longer periods in order to limit the risks associated with being
unable to meet unexpected cash flows and/or being able to take advantage of
future increases in interest rates.

Upper

Limit
%
Under 12 Months 100
12 months and within 24 months 25
24 months and within 3 years 20
3 years and within 4 years 15
4 years and within 5 years 10
5 years and above 10
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Appendix 2

Credit and Counterparty Risk Management — Specified and Non-Specified

Investments and Limits (Treasury Management Practice (TMP1))

Specified and Non-Specified Investments

11

1.2

Specified investments are investments denominated in sterling, do not exceed
364 days in term, do not involve the acquisition of share or loan capital, are
made with the UK Government or a local authority, or with a body or
investment scheme meeting the minimum ‘high’ credit quality criteria where
applicable. Non-specified investments are anything that does not satisfy the
specified investment criteria, i.e. investments with a maturity of greater than 1
year.

Importantly the acquisition of share capital or loan capital in any body
corporate is defined as capital expenditure under Section 16(2) of the Local
Government Act 2003. Such investments will have to be funded out of capital
or revenue resources and will be classified as ‘non-specified investments’. As
a result no such investment instruments, such as equities, are included within
this Appendix.

Specified Investments

Minimum ‘High’ Credit Use
Criteria

Term deposits — banks Short-term F1, Long-term A- In-house
Term deposits — building societies Short-term F1, Long-term A- In-house
Term deposits — local authorities - In-house
Term deposits — UK part Short-term F1, Long-term A- In-house
nationalised banks

Debt Management Agency Deposit UK Sovereign Rating In-house
Facility (DMADF)— UK Government

Money Market Funds AAA In-house

1.3  Accounting treatment of investments — the accounting treatment may differ

from the underlying cash transactions arising from investment decisions made
by the Council. To ensure that the Council is protected from any adverse
revenue impact, which may arise from these differences, Treasury Officers in
consultation with Link Asset Services will review the accounting implications of
any new transactions before they are undertaken.
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Maturities of ANY period (not applicable for 2023-24 Investment Strategy)

Minimum Credit Use Max % of Max.
Criteria total maturity
investments period
Term deposits with unrated Market In-house Nil - no longer Nil — no
counterparties Capitalisation applicable longer
above £500 million applicable
Maturities in excess of 1 year (not applicable for 2023-24 Investment Strategy)
Minimum Credit Use Max % of Max.
Criteria total maturity
investments period
Term deposits — banks Short-term F1, In-house Nil - no longer Nil - no
Long-term A+ applicable longer
applicable
Term deposits — local - In-house Nil - no longer Nil - no
authorities applicable longer
applicable
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Approved Organisations for on-lending of Surplus Funds

Note — the organisations listed below currently meet the specified criteria as per the Investment Policy of the

above report, section 26.24 refers.

UK Banks (Maximum Investment Period of up to 1 year)

Appendix 3

Approved Proposed Current
Investment | Investment | Investment
Limit (max) | Limit (max) Limit **
Santander UK plc £30 million £30 million £20 million
Barclays Bank plc £30 million £30 million £20 million
Standard Chartered £30 million £30 million £20 million
Clydesdale Bank (trading as Yorkshire £30 million £30 million Nil
Bank)
HSBC Bank plc £30 million £30 million £30 million
Lloyds Banking Group inc: * £40 million £40 million £25 million
Lloyds TSB Bank plc
Bank of Scotland plc
Royal Bank of Scotland Group inc: * £40 million £40 million £25 million
Royal Bank of Scotland
NatWest Bank plc
Ulster Bank Ltd

Note * - The higher limits are based on Lloyds and RBS being part-nationalised therefore carrying additional
UK Government security (section 26.24 refers).

Note **: The current investment limits above reflect the action taken as per the creditworthiness criteria
included in the Investment Policy stated at paragraph 26.24 in the above report. Current investment limits
have been reduced due the previous wholescale downgrade of ratings of some of the above organisations.

UK Building Societies (Maximum Investment Period of up to 1 year)

Approved Proposed Current
Investment Investment Investment
Limit (max) Limit (max) Limit **
Nationwide Building Society £30 million £30 million £20 million
Coventry Building Society £30 million £30 million £10 million
Leeds Building Society £30 million £30 million £10 million
Skipton Building Society £30 million £30 million £10 million
Yorkshire Building Society £30 million £30 million £10 million
Other (Maximum Investment Period of up to 1 year)
Approved Proposed Current
Investment Investment Investment
Limit (max) Limit (max) Limit
Any Local Authority £15 million £15 million £15 million
(each) (each) (each)
Debt Management Agency Deposit Unlimited Unlimited Unlimited
Facility (DMADF) ***
Money Market Funds £15 million £15 million £15 million
(each) (each) (each)
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Note *** - The unlimited investment limit for the DMADF is based on the current uncertainties within the
banking sector, and if further bank failures occur, this account would provide for the security of the Council’s
cash surpluses.
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Appendix 4

Minimum Revenue Provision (Repayment of Debt) Policy Statement 2023-24

What is Minimum Revenue Provision?

11

Capital expenditure is generally expenditure on assets which have a life
expectancy of more than one year e.g. buildings, vehicles, machinery etc. In
accordance with proper practice, the financing of such expenditure is spread
over several years in order to try to match the years over which such assets
benefit the local community through their useful life. The manner of spreading
these costs is through an annual charge known as Minimum Revenue
Provision (MRP), which is determined by the Council under guidance.

Statutory duty

2.1

The Local Authorities (Capital Finance and Accounting) (England) Regulations
2003 (as amended by Statutory Instrument 2008 no. 414 s4) lay down that:

“A local authority shall determine for the current financial year an amount of
minimum revenue provision that it considers to be prudent.”

Government guidance

3.1

3.2

Along with the above duty, the Government issued guidance which came into
force on 31 March 2008 which requires that a Statement on the Council’s
policy for its annual MRP should be submitted to the full Council for approval
before the start of the financial year to which the provision will relate.

The Council is legally obliged to “have regard” to the guidance, which is
intended to enable a more flexible approach to assessing the amount of
annual provision than was required under the previous statutory requirements.
Although it is up to each Council to determine for itself how to calculate its
MRP, the guidance suggests four methodologies, with an overriding
recommendation that the Council should make prudent provision to redeem its
debt liability over a period which is reasonably commensurate with that over
which the capital expenditure is estimated to provide benefits. The
requirement to ‘have regard’ to the guidance therefore means that:

e Although four main options are recommended in the guidance, there is
no intention to be prescriptive by making these the only methods of
charge under which a local authority may consider its MRP to be
prudent.

e |tis the responsibility of each authority to decide upon the most
appropriate method of making a prudent provision, after having had
regard to the guidance.
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4.1  The Policy to be adopted for 2023/24 incorporates the following methods;

41.1

4.1.2

4.1.3

4.1.4

For capital expenditure incurred before 1 April 2008 or which in the
future will be Supported Capital Expenditure, the MRP Policy will be:

Calculating MRP in accordance with the annuity method over 60 years.
The 60 year repayment period is considered a reasonable average
assumption for the lives of the assets funded by capital expenditure.
This method will ensure the debt is fully repaid after 60 years, which
was not the case under the existing method.

For capital expenditure incurred from 1 April 2008 for all unsupported
borrowing (excluding PFI and finance leases) the MRP Policy will be:

Asset Life Method — MRP will be calculated in accordance with the
annuity method based on the estimated life of the asset, in accordance
with the proposed regulations (this option must be applied for any
expenditure capitalised under a Capitalisation Direction), using the
annuity method. This method also ensures that the debt is fully repaid
at the end of the estimated useful lives of each asset.

For PFI and Finance Lease Assets the MRP Policy will be:

Asset Life Method — MRP will be calculated in accordance with the
annuity method based on the estimated life of the asset, in accordance
with the proposed regulations. This method also ensures that the debt
is fully repaid at the end of the estimated useful lives of each asset.

The specified rate of interest will be the average interest rate of the
Council’s debt as at the end of the year in which the annuity rate is to
be applied.
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Minimum Revenue Provision - Qurrent and Forecast Charges APPENDIX 5
Qurrent Charge Forecast Total
Year Pre 2008 Debt| Post 2008 Debt Charge Charge
£000 £000 £000 £000
2022/23 516 8,861 831 10,208
2023/24 543 9,232 1,901 11,676
2024/ 25 572 9,535 2,704 12,810
2025/ 26 602 9,735 3,558 13,894
2026/ 27 634 10,143 4,464 15,241
2027/28 668 10,496 4598 15,761
2028/ 29 703 10,937 4,736 16,376
2029/30 740 10,357 4,878 15,975
2030/31 779 9,315 5,024 15,119
2031/32 820 8,256 5175 14,252
2032/33 864 7,945 5,330 14,140
2033/34 910 7,902 5,490 14,302
2034/35 958 7,657 5,655 14,269
2035/36 1,008 7451 5,825 14,284
2036/ 37 1,062 6,768 5,999 13,830
2037/38 1,118 5,741 5,077 11,937
2038/39 1,177 5,585 5,229 11,992
2039/40 1,240 5,194 5,386 11,820
2040/ 41 1,305 4,523 5,548 11,376
2041/42 1,374 4,101 5,714 11,189
2042/43 1,447 4,189 4,764 10,400
2043/44 1524 4,272 2,520 8,317
2044/ 45 1,605 4,360 1,784 7,749
2045/ 46 1,689 4,322 1,838 7,849
2046/ 47 1,779 4,428 1,893 8,100
2047/48 1,873 4,459 1,943 8,275
2048/ 49 1,972 4,612 1,959 8,543
2049/50 2,077 4,604 1,974 8,655
2050/51 2,187 4,767 2,034 8,988
2051/52 2,303 4,859 2,095 9,256
2052/53 2,425 5,006 2,157 9,589
2053/54 2,553 5,180 2,222 9,956
2054/55 2,689 5,279 2,289 10,257
2055/56 2,831 4,994 2,358 10,183
2056/57 2,981 5,173 2,428 10,583
2057/58 3,139 5,253 2,501 10,893
2058/59 3,306 5,010 2,576 10,892
2059/60 3481 5,137 2,653 11,272
2060/ 61 3,666 5,284 2,733 11,683
2061/62 3,860 5,429 2,815 12,104
2062/63 4,065 5,626 2,726 12,417
2063/64 4,280 5,831 2,417 12,529
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Minimum Revenue Provision - Qurrent and Forecast Charges APPENDIX 5
Qurrent Charge Forecast Total
Year Pre 2008 Debt| Post 2008 Debt Charge Charge
£000 £'000 £000 £000

2064/ 65 4507 6,033 2,392 12,932
2065/ 66 4,746 6,203 2,464 13,413
2066/ 67 4,998 6,422 2,537 13,957
2067/68 5,263 6,656 2,614 14,532
2068/ 69 674 6,898 2,692 10,264
2069/ 70 290 7,088 2,773 10,150
2070/ 71 0 7,278 2,856 10,134
2071/ 72 0 7,133 2,942 10,075
2072/ 73 0 7,285 3,030 10,315
2073/ 74 0 7479 3,121 10,600
2074/ 75 0 5,812 3,214 9,027
2075/ 76 0 5,263 3,311 8,574
2076/ 77 0 4,940 3410 8,350
2077/ 78 0 4,066 3,512 7,579
2078/ 79 0 2,483 3,618 6,101
2079/80 0 1,776 3,726 5,503
2080/ 81 0 1,231 3,838 5,069
2081/82 0 745 3,953 4,698
2082/ 83 0 0 3,167 3,167
2083/84 0 0 1,403 1,403
TOTAL 95,804 362,601 206,374 664,779
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APPENDIX 6
MRP - PH ASSETS
Finance Lease Annual MRP Finance Lease Annual MRP
Year Liability b/ Charge Year Liability b/f Charge
£ £ £ £

2023/24 168,929,182 1,094,155 2051/52 120,065,266 2,688,487
2024/ 25 167,835,027 1,129,855 2052/53 117,376,779 2,776,207
2025/ 26 166,705,172 1,166,720 2053/54 114,600,572 2,866,789
2026/ 27 165,538,452 1,204,788 2054/55 111,733,784 2,960,326
2027/28 164,333,665 1,244,097 2055/56 108,773,457 3,056,916
2028/29 163,089,568 1,284,690 2056/57 105,716,541 3,156,657
2029/30 161,804,878 1,326,607 2057/58 102,559,885 3,259,652
2030/31 160,478,271 1,369,891 2058/59 99,300,232 3,366,008
2031/32 159,108,380 1,414,588 2059/60 95,934,224 3,475,834
2032/33 157,693,792 1,460,743 2060/61 92,458,390 3,589,244
2033/34 156,233,049 1,508,404 2061/62 88,869,146 3,706,354
2034/35 154,724,645 1,557,620 2062/63 85,162,792 3,827,285
2035/ 36 153,167,024 1,608,442 2063/64 81,335,508 3,952,161
2036/37 151,558,582 1,660,923 2064/65 77,383,347 4,081,112
2037/38 149,897,659 1,715,115 2065/ 66 73,302,234 4,214,271
2038/39 148,182,544 1,771,076 2066/67 69,087,963 4,351,774
2039/40 146,411,468 1,828,863 2067/68 64,736,189 4,493,764
2040/ 41 144,582,605 1,888,535 2068/69 60,242,425 4,640,386
2041/ 42 142,694,070 1,950,154 2069/70 55,602,039 4,791,793
2042/ 43 140,743,916 2,013,784 2070/ 71 50,810,246 4,948,139
2043/ 44 138,730,132 2,079,489 207172 45,862,107 5,109,587
2044/ 45 136,650,643 2,147,339 2072/73 40,752,520 5,276,303
2045/ 46 134,503,304 2,217,402 2073/74 35,476,217 5,448,458
2046/ 47 132,285,901 2,289,752 2074/75 30,027,758 5,626,230
2047/48 129,996,150 2,364,462 2075/76 24,401,528 5,809,803
2048/ 49 127,631,688 2,441,609 2076/77 18,591,725 5,999,365
2049/50 125,190,078 2,521,274 2077/78 12,592,359 6,195,113
2050/51 122,668,804 2,603,538 2078/79 6,397,247 6,397,247
48,863,916 120,065,266
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Appendix 7
Summary of the Report Content
Background

1.1  The scope and content of the Treasury Management Strategy Statement
report are in line with the requirements of the Treasury Management Code of
Practice and the Prudential Code for Capital Finance, and therefore the report
is more detailed than standard committee reports.

1.2  The scope and content of the Treasury Management Strategy Statement
report is also consistent with previous reports submitted to Members, in line
with the reporting requirements stated within the Strategy Statement, and is
consistent with the Treasury Management reports of other Local Authorities.

1.3  Members are provided with 3 reports on an annual basis as follows:

e Treasury Strategy Statement (this report)

e A Mid-Year Treasury Management Report — update on progress of capital
position and Prudential Indicators

e An Annual Treasury Management Report — actual Prudential Indicators
and actual treasury operations as compared to estimates.

Main Content of Report and Key Areas for Consideration
2.1  The report covers the following key areas of Treasury Management:

e Investment Strategy
e Prudential and Treasury Indicators
e Minimum Revenue Provision Policy Statement

Investment Strategy

3.1 The Investment Strategy provides clear criteria as to creation of the Council’s
approved lending list and selection of counterparties to be included.

3.2  The criterion covers investment limits and duration of investment.

3.3  The Strategy covers the Council’s creditworthiness policy, stating how the
Council monitors the approved list of counterparties.

Prudential and Treasury Indicators

4.1 These indicators cover an assessment of the affordability of the Council’s
capital plans and the impact of these plans on the General Fund and HRA
revenue budgets. They also set limits on the amount of borrowing the Council
can undertake and the structure of the Council’s debt portfolio in terms of type
of debt held and maturity periods.
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These indicators are set for the forthcoming financial year and subsequent 2
years, and are in line with the Council’s Budget Report and Medium Term
Financial Plan.

Minimum Revenue Provision Policy Statement

5.1

5.2

The Council is required to pay off an element of the accumulated General
Fund capital spend each year through a revenue charge — the minimum
revenue provision (MRP). The provision (revenue charge) is in respect of
capital expenditure financed from borrowing. The MRP statement provides
the basis in which this is done.

There are options available to the Council in how the revenue charge is
derived, so long as the there is a prudent provision. The options
recommended for approval are based on the ones which have the least
impact on the revenue budget in each year.

Options Available

6.1

6.2

Although the content and criteria stated in the Treasury Management Strategy
are statutory requirements, there are some options available to the Council in
how this is managed, in terms of the following:

e Investment Options — alternative investment products, counterparties,
limits and durations.

e Prudential Indicators — alternative limits for certain indicators, i.e. debt
maturity profile, interest rate exposure.

e Minimum Revenue Provision — alternative options for the revenue charge.

The options proposed are based on the Council investing surplus monies with
low risk counterparties in line with the Council’s low risk appetite. This
provides the Council with adequate liquidity and security of funds before
considering investment return.

Member Training

7.1

7.2

It is a requirement of the Code that all officers and members with the
responsibility for treasury management receive adequate training.

The Council’s Treasury advisors, Link Asset Services, Treasury Solutions, are
also able to provide the required training as part of their advisory contract with
the Council.
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Conclusion

8.1

8.2

The Treasury Management Strategy Statement (including Prudential
Indicators) is linked to and underpins the annual General Fund and HRA
Revenue Budget Setting Report and Capital Strategy, and is therefore not
subjective.

The other important element of the Treasury Management Strategy Statement
is in relation to the borrowing and investment objectives which must be robust
and satisfy the Council’s priorities and risk appetite.
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Appendix 8
GLOSSARY OF TERMS
Base Rate Minimum lending rate of a bank or financial institution in the
UK determined by the Bank of England.
Basis Point 1/100" of 1%, i.e. 0.01%.
Call Account Deposits/investments placed with a bank or other financial

institutions which are available immediately, i.e. no advance
notice is required.

Capital Expenditure Expenditure on the acquisition of fixed assets which has a long
term value to the Council (e.g. the purchase of land, erection of
buildings), or expenditure that adds to the value of these
assets and not just maintains their existing value.

Capital Financing The total historic outstanding capital expenditure which has not
Requirement (CFR) yet been paid for from either revenue or capital resources. This
is the cumulative total of the Council’s borrowing need.

Capital Grants Monies provided to local authorities, usually from Government
departments, for capital expenditure only.

Capital Receipts These are proceeds from the sale of capital assets such as
land or property. These receipts can be used to fund the
capital programme but are not available to support the
Revenue Budget.

Counterparty Another (or the other) party to an agreement or other market
contract (e.g. lender or borrower). In the Council’s case this
generally relates to a bank or building society.

Credit Default Swap This provides protection (insurance) to a financial institution
following a loan or investment against any potential default, i.e.
protection against non-repayment of loan or investment.

Credit Outlook A formal indication by a credit rating agency that it anticipates
a change in a particular credit rating of a bank or other
financial institution at some time in the foreseeable future.

Credit Rating An assessment of the creditworthiness of a bank or other
financial institution, made by a credit rating agency, i.e. Fitch,
Moody’s and Standard & Poor’s.

Credit Rating Agency Independent organisations that assess the credit quality of
corporate and government debt. The main agencies are
Moody’s, Standard & Poor’s and Fitch.

Credit Watch Attached to a bank or other financial institution in which a
downgrading or upgrading of the credit rating could be
imminent.

Creditworthiness A measure of the ability and the willingness of a bank or other

financial institution to honour their financial obligations.
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Debt Cap

A limit set on the council housing borrowing requirement for
each local authority.

Debt Rescheduling

Refinancing of current debt/loans to generate revenue savings
if rates are favourable.

Investment Instrument

Investment options available to local authorities, i.e. fixed term
deposits, notice accounts.

Liquidity The ability to convert an asset (investment) easily into cash
quickly without affecting the asset’s price or value.
Maturity The end date of a loan, borrowing, investment or other form of

capital financing.

Minimum Revenue
Provision (MRP)

Local authorities are required each year to set aside some of
their revenues as provision for debt repayment. The provision
(revenue charge) is in respect of capital expenditure financed
by borrowing.

Money Market

Consists of financial institutions (e.g. banks and building
societies) and dealers in money and credit.

Money Market Fund

A well rated, highly diversified pooled investment vehicle
whose assets mainly comprise of short term instruments.

Non-Specified
Investments

Anything that does not satisfy the specific investment criteria,
i.e. investments with a term of greater than 1 year.

Notice Account

Deposits/investments placed with a bank or other financial
institutions which are available at notice, i.e. 15/30 day notice
to withdraw is required.

PFI

Private Finance Initiative — a Government initiative in which
private sector companies usually design, build and operate a
public facility for a set period of time, often 25 years.

Prudential and
Treasury Indicators
(see below for description
of each indicator)

As required by The Prudential Code, requires local authorities
to self-regulate the affordability, prudence and sustainability of
their capital plans, buy setting estimates and limits, and
publishing actuals, for a range of indicators.

Prudential Borrowing

Permissible borrowing within defined affordable limits.

Prudential Code
(CIPFA)

Local Authorities determine their own programmes of capital
investment in fixed assets that are central to the delivery of
quality local public services. The Prudential Code has been
developed as a professional code of practice to support them
in taking these decisions. The Prudential Code underpins the
overall system of capital finance. The objectives of the
Prudential Code are to ensure, within a clear framework, that

Page 53 of 55
OFFICIAL




OFFICIAL

the capital investment plans of local authorities are affordable,
prudent and sustainable.

PWLB

Public Works Loans Board — a statutory body operating within
the Debt Management Office of the HM Treasury and is
responsible for lending money to local authorities and other
prescribed bodies.

Risk Appetite

The level of risk Local Authorities wish to take in the lending of
surplus monies. The Council operates a low risk appetite, i.e.
only investing with low risk counterparties, where the security
and liquidity of cash are more important than yield (return).

Specified Investments

Investments that are made in sterling, do not exceed 364 days
in term, do not involve the acquisition of share or loan capital,

are made with the UK Government or a local authority, or with
a financial institution and meet the minimum credit criteria.

Treasury Management
Code of Practice
(CIPFA)

Provides Local Authorities with standards and guidance to
support and underpin their overall Treasury Management
activities.

Yield (Return)

The return on an investor’s capital investment. The higher the
yield the higher the risk of the capital invested.

Prudential and Treasury Indicators

Affordability of Capital Plans:

Indicator 1 — Capital
Expenditure

This details the Council’s approved capital spending plans for
the next 3 years and reports on the outturn from the previous
financial year. These estimates are reporting decisions agreed
previously in the Capital Programme report, and therefore
there is no subijectivity to this indicator.

Indicator 2 - Ratio of
Financing Costs to Net
Review Stream

This shows the revenue costs (the capital financing costs less
investment income earned) as a percentage of the total
revenue budget. There is a separate calculation for the
General Fund and the HRA. Again, these estimates have
been agreed by Committee through the Revenue Budget
setting report or in the Medium Term Financial Strategy.

Indicator 3 — Capital
Financing Requirement
(CFR)

The CFR measures the Council’s overall borrowing
requirement for capital purposes, i.e. that element of previous
and proposed capital spending which has been/will be funded
from borrowing. The Prudential Code requires that net external
borrowing does not exceed the CFR.

Indicator 4 —
Incremental Impact of
Capital Investment
Decisions on Council
Tax and Housing Rents

This indicator seeks to demonstrate the additional costs, to be
funded from the Council Tax and Housing Rent of the
Council’s capital spending plans, i.e. the capital plans to be
funded from borrowing. These estimates are in line with the
General Fund and HRA Revenue Budget setting reports.
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Treasury Management

Indicator 5 —
Authorised Limit for
External Debt

The Council is required to set external borrowing limits
consistent with the Revenue Budget and Capital Programme.
The Authorised Limit is based on a prudent limit, with
additional headroom to allow for unusual cash movements.

Indicator 6 —
Operational Boundary
for External Debt

The Operational Boundary is based on the same estimates as
the Authorised Limit, but does not include any additional
headroom. The Operational Boundary is the current debt plus
additional planned borrowing, plus 10% of next year’s revenue
budget for cash flow purposes.

Indicator 7 — Fixed and
Variable Interest Rate
Exposure

This indicator seeks to ensure that the Council limits its
exposure to the risk of interest rate changes and the
subsequent impact of such changes on the interest payments
on loans (a revenue expense), by restricting the proportion of
variable rate borrowing.

Indicator 8 — Upper and
Lower Limits for the
maturity structure of
borrowings

This indicator also seeks to ensure the Council controls its
exposure to the risk of interest rate changes by limiting the
proportion of debt due to be repaid in any one year. Debt is
ordinarily replaced on maturity and therefore it is important that
the Council is not forced to replace a large proportion of loans
at a time of relatively high interest rates (aimed at mitigating
any potential impact on the revenue budget).

Indicator 9 — Upper
Limit for the maturity
structure of
Investments

Under the Prudential Code councils are free to invest for
periods of greater than 1 year. This indicator sets restrictions
on the proportion of investments committed for longer periods
in order to limit the risks associated with being unable to meet
unexpected cash flows and/or being able to take advantage of
future increases in interest rates.
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