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APPENDIX A
TREASURY MANAGEMENT STRATEGY STATEMENT 2019/20

Introduction

Treasury management is the management of the Council’s cash flows, borrowing and investments, and
the associated risks. The Council has borrowed and invested substantial sums of money and is therefore
exposed to financial risks including the loss of invested funds and the revenue effect of changing
interest rates. The successful identification, monitoring and control of financial risk are therefore
central to the Council’s prudent financial management.

Treasury risk management at the Council is conducted within the framework of the Chartered Institute
of Public Finance and Accountancy’s Treasury Management in the Public Services: Code of Practice 2017
Edition (the CIPFA Code) which requires the Council to approve a treasury management strategy before
the start of each financial year. This report fulfils the Council’s legal obligation under the Local
Government Act 2003 to have regard to the CIPFA Code.

Investments held for service purposes or for commercial profit are considered in a different report, the
Investment Strategy.

External Context

Economic background: The UK’s progress negotiating its exit from the European Union, together with
its future trading arrangements, will continue to be a major influence on the Authority’s treasury
management strategy for 2019/20.

UK Consumer Price Inflation (CPI) for October was up 2.4% year/year, slightly below the consensus
forecast and broadly in line with the Bank of England’s November Inflation Report. The most recent
labour market data for October 2018 showed the unemployment rate edged up slightly to 4.1% while
the employment rate of 75.7% was the joint highest on record. The 3-month average annual growth
rate for pay excluding bonuses was 3.3% as wages continue to rise steadily and provide some pull on
general inflation. Adjusted for inflation, real wages grew by 1.0%, a level still likely to have little effect
on consumer spending.

The rise in quarterly GDP growth to 0.6% in Q3 from 0.4% in the previous quarter was due to weather-
related factors boosting overall household consumption and construction activity over the summer
following the weather-related weakness in Q1. At 1.5%, annual GDP growth continues to remain below
trend. Looking ahead, the BoE, in its November Inflation Report, expects GDP growth to average around
1.75% over the forecast horizon, providing the UK’s exit from the EU is relatively smooth.

Following the Bank of England’s decision to increase Bank Rate to 0.75% in August, no changes to
monetary policy has been made since. However, the Bank expects that should the economy continue to
evolve in line with its November forecast, further increases in Bank Rate will be required to return
inflation to the 2% target. The Monetary Policy Committee continues to reiterate that any further
increases will be at a gradual pace and limited in extent.
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While US growth has slowed over 2018, the economy continues to perform robustly. The US Federal
Reserve continued its tightening bias throughout 2018, pushing rates to the current 2%-2.25% in
September. Markets continue to expect one more rate rise in December, but expectations are fading
that the further hikes previously expected in 2019 will materialise as concerns over trade wars drag on
economic activity.

Credit outlook: The big four UK banking groups have now divided their retail and investment banking
divisions into separate legal entities under ring fencing legislation. Bank of Scotland, Barclays Bank UK,
HSBC UK Bank, Lloyds Bank, National Westminster Bank, Royal Bank of Scotland and Ulster Bank are the
ring fenced banks that now only conduct lower risk retail banking activities. Barclays Bank, HSBC Bank,
Lloyds Bank Corporate Markets and NatWest Markets are the investment banks. Credit rating agencies
have adjusted the ratings of some of these banks with the ring fenced banks generally being better
rated than their non-ring fenced counterparts.

The Bank of England released its latest report on bank stress testing, illustrating that all entities included
in the analysis were deemed to have passed the test once the levels of capital and potential mitigating
actions presumed to be taken by management were factored in. The BoE did not require any bank to
raise additional capital.

European banks are considering their approach to Brexit, with some looking to create new UK
subsidiaries to ensure they can continue trading here. The credit strength of these new banks remains
unknown, although the chance of parental support is assumed to be very high if ever needed. The
uncertainty caused by protracted negotiations between the UK and EU is weighing on the
creditworthiness of both UK and European banks with substantial operations in both jurisdictions.

Interest rate forecast: Following the increase in Bank Rate to 0.75% in August 2018, the Authority’s
treasury management adviser Arlingclose is forecasting two more 0.25% hikes during 2019 to take
official UK interest rates to 1.25%. The Bank of England’s MPC has maintained expectations for slow
and steady rate rises over the forecast horizon. The MPC continues to have a bias towards tighter
monetary policy but is reluctant to push interest rate expectations too strongly. Arlingclose believes
that MPC members consider both that ultra-low interest rates result in other economic problems, and
that higher Bank Rate will be a more effective policy weapon should downside Brexit risks crystallise
when rate cuts will be required.

The UK economic environment remains relatively soft, despite seemingly strong labour market data.
Arlingclose’s view is that the economy still faces a challenging outlook as it exits the European Union
and Eurozone growth softens. While assumptions are that a Brexit deal is struck and some agreement
reached on transition and future trading arrangements before the UK leaves the EU, the possibility of a
“no deal” Brexit still hangs over economic activity. As such, the risks to the interest rate forecast are
considered firmly to the downside.

Gilt yields and hence long-term borrowing rates have remained at low levels but some upward
movement from current levels is expected based on Arlingclose’s interest rate projections, due to the
strength of the US economy and the ECB’s forward guidance on higher rates. 10-year and 20-year gilt
yields are forecast to remain around 1.7% and 2.2% respectively over the interest rate forecast horizon,
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however volatility arising from both economic and political events are likely to continue to offer
borrowing opportunities.

A more detailed economic and interest rate forecast provided by Arlingclose is attached at Appendix A.

For the purpose of setting the budget, it has been assumed that new investments will be made at an
average rate of 1%, and that new long-term loans will be borrowed at an average rate of 2.5%.

Local Context

On 31* December 2018, the Council held £90m of borrowing and £46m of investments. Forecast
changes in these sums are shown in the balance sheet analysis in table 1 below.

Balance sheet summary and forecast

31.3.18 31.3.19 31.3.20 31.3.21 31.3.22

Actual Estimate Forecast Forecast Forecast

£000 £000 £000 £000 £000
General Fund CFR 24,215 25,263 26,000 26,305 26,825
HRA CFR 100,466 105,006 105,982 109,206 112,677
Total CFR 124,681 130,269 131,982 135,511 139,502
Less: Other debt liabilities -224 -224 -224 -224 -224
Loans CFR 124,457 130,045 131,758 135,287 139,278
Less: External borrowing -86,102 -85,080 -83,056 -79,030 -76,001
Internal (over) borrowing 38,355 44,965 48,702 56,257 63,277
Less: Usable reserves -44,877 -41,400 -26,513 -23,375 -23,979
Less: Working capital -14,537 -14,500 -14,500 -14,500 -14,500
Investments (or New borrowing) 21,059 10,935 -7,689 -18,382 -24,798

The underlying need to borrow for capital purposes is measured by the Capital Financing Requirement
(CFR), while usable reserves and working capital are the underlying resources available for investment.
The Council’s current strategy is to maintain borrowing and investments below their underlying levels,
sometimes known as internal borrowing.

The Council has an increasing CFR due to the capital programme, but minimal investments and will
therefore be required to borrow up to a minimum of £25m over the forecast period.

CIPFA’s Prudential Code for Capital Finance in Local Authorities recommends that the Council’s total
debt should be lower than its highest forecast CFR over the next three years. The table above shows
that the Council expects to comply with this recommendation during 2019/20.

Liability benchmark: To compare the Council’s actual borrowing against an alternative strategy, a
liability benchmark has been calculated showing the lowest risk level of borrowing. This assumes the
same forecasts as table 1 above, but that cash and investment balances are kept to a minimum level of
£10m, as per MiFID I, at each year-end to maintain sufficient liquidity but minimise credit risk.
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Liability benchmark

31.3.18 31.3.19 31.3.20 31.3.21 31.3.22

Actual Estimate Forecast Forecast Forecast

£'000 £'000 £'000 £'000 £'000
Loans CFR 124,457 130,045 131,758 135,287 139,278
Less: Usable reserves -44,877 -41,400 -26,513 -23,375 -23,979
Less: Working capital -14,537 -14,500 -14,500 -14,500 -14,500
Plus: Minimum investments 10,000 10,000 10,000 10,000 10,000
Liability Benchmark 75,043 84,145 100,745 107,412 110,799

Borrowing Strategy

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
appropriate borrowing facilities. The strategy covers the relevant treasury / prudential indicators, the
current and projected debt positions.

Objectives: The Council’s chief objective when borrowing money is to strike an appropriately low risk
balance between securing low interest costs and achieving certainty of those costs over the period for

which funds are required. The flexibility to renegotiate loans should the Council’s long-term plans
change is a secondary objective.

Current Borrowing portfolio position

The Council’s treasury portfolio position at 31 March 2018, 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.

2017/18 2018/19 2019/20 2020/21 2021/22
Actual Estimate Estimate Estimate Estimate
£000 £000 £'000 £'000 £'000
External Debt
Debt at 1 April 87,123 86,326 85,304 83,280 79,254
Expected change in Debt -1,021 -1,246 -2,248 -4,250 -3,253
Other long-term liabilities 224 224 224 224 224
Actual gross debt at 31 March 86,326 85,304 83,280 79,254 76,225
The Capital Financing 124,681 | 130,269 | 131,982 | 135511 | 139,502
Requirement

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

4
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the estimates of any additional CFR for 2018/19 and the following two financial years. This allows some
flexibility for limited early borrowing for future years, but ensures that borrowing is not undertaken for
revenue purposes.

Treasury Indicators: limits to borrowing activity

Operational Boundary for External Debt: The operational boundary is based on the Council’s estimate
of most likely (i.e. prudent but not worst case) scenario for external debt. It links directly to the
Council’s estimates of capital expenditure, the capital financing requirement and cash flow
requirements, and is a key management tool for in-year monitoring. Other long-term liabilities
comprise finance lease, Private Finance Initiative and other liabilities that are not borrowing but form

part of the Council’s debt.

2018/19 2019/20 2020/21 2021/22
Operational Boundary Revised Estimate Estimate Estimate
£000 £000 £000 £000
Borrowing 135,269 136,982 140,511 144,502
Other long-term liabilities 400 400 400 400
Total Debt 135,669 137,382 140,911 144,902

Authorised Limit for External Debt: The authorised limit is the affordable borrowing limit determined in
compliance with the Local Government Act 2003. It is the maximum amount of debt that the Council
can legally owe. The authorised limit provides headroom over and above the operational boundary for

unusual cash movements.

2018/19 2019/20 2020/21 2021/22
Authorised Limit Limit Limit Limit Limit
£'000 £'000 £'000 £'000
Borrowing 140,269 141,982 145,511 149,502
Other long-term liabilities 600 600 600 600
Total Debt 140,869 142,582 146,111 150,102

Separately, the Council has previously been limited to a maximum HRA CFR through the HRA self-
financing regime and the Government set HRA Debt cap, however on 30 October 2018 the Government

removed the HRA Debt cap. Therefore the limit below is just for guidance purposes:

2018/19 2019/20 2020/21 2021/22
HRA Debt Limit Estimate Estimate Estimate Estimate
£'000 £'000 £'000 £'000
Previous HRA Debt Cap 112,475 112,475 112,475 112,475
HRA CFR 105,006 105,982 109,206 112,677
HRA Headroom 7,469 6,493 3,269 -202
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Maturity structure of borrowing: This indicator is set to control the Council’s exposure to refinancing
risk. The upper and lower limits on the maturity structure of fixed and variable rate borrowing will be:

Upper Lower
Under 12 months 15% 0%
12 months and within 24 months 15% 0%
24 months and within 5 years 30% 0%
5 years and within 10 years 100% 0%
10 years and above 100% 0%

Time periods start on the first day of each financial year. The maturity date of borrowing is the earliest
date on which the lender can demand repayment.

Strategy: Given the significant cuts to public expenditure and in particular to local government funding,
the Council’s borrowing strategy continues to address the key issue of affordability without
compromising the longer-term stability of the debt portfolio. With short-term interest rates currently
much lower than long-term rates, it is likely to be more cost effective in the short-term to either use
internal resources, or to borrow short-term loans instead.

By doing so, the Council is able to reduce net borrowing costs (despite foregone investment income)
and reduce overall treasury risk. The benefits of internal or short-term borrowing will be monitored
regularly against the potential for incurring additional costs by deferring borrowing into future years
when long-term borrowing rates are forecast to rise modestly. Arlingclose will assist the Council with
this ‘cost of carry’ and breakeven analysis. Its output may determine whether the Council borrows
additional sums at long-term fixed rates in 2019/20 with a view to keeping future interest costs low,
even if this causes additional cost in the short-term.

Alternatively, the Council may arrange forward starting loans during 2019/20, where the interest rate is
fixed in advance, but the cash is received in later years. This would enable certainty of cost to be
achieved without suffering a cost of carry in the intervening period.

In addition, the Council may borrow (normally for up to one month) short-term loans to cover
unplanned cash flow shortages.

Sources of borrowing: The approved sources of long-term and short-term borrowing are:

e Public Works Loan Board (PWLB) and any successor body

e any institution approved for investments (see below)

¢ any other bank or building society authorised to operate in the UK

¢ any other UK public sector body

¢ UK public and private sector pension funds

e capital market bond investors

¢ UK Municipal Bonds Agency plc and other special purpose companies created to enable local
Council bond issues
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Other sources of debt finance: In addition, capital finance may be raised by the following methods that
are not borrowing, but may be classed as other debt liabilities:

¢ |easing

¢ hire purchase

e Private Finance Initiative
e sale and leaseback

The Council has previously raised the majority of its long-term borrowing from the PWLB but it
continues to investigate other sources of finance, such as local Council loans and bank loans, that may
be available at more favourable rates.

Municipal Bonds Agency: UK Municipal Bonds Agency plc was established in 2014 by the Local
Government Association as an alternative to the PWLB. It plans to issue bonds on the capital markets
and lend the proceeds to local authorities. This will be a more complicated source of finance than the
PWLB for two reasons: borrowing authorities will be required to provide bond investors with a joint and
several guarantee to refund their investment in the event that the agency is unable to for any reason;
and there will be a lead time of several months between committing to borrow and knowing the
interest rate payable. Any decision to borrow from the Agency will therefore be the subject of a
separate report to Full Council.

LOBOs: The Council holds £3.5m of LOBO (Lender’s Option Borrower’s Option) loans where the lender
has the option to propose an increase in the interest rate at set dates, following which the Council has
the option to either accept the new rate or to repay the loan at no additional cost. £3.5m of these
LOBOs have options during 2019/20, and although the Council understands that lenders are unlikely to
exercise their options in the current low interest rate environment, there remains an element of
refinancing risk. The Council will take the option to repay LOBO loans at no cost if it has the opportunity
to do so. Total borrowing via LOBO loans will be limited to £0m.

Short-term and variable rate loans: These loans leave the Council exposed to the risk of short-term
interest rate rises and are therefore subject to the interest rate exposure limits in the treasury
management indicators below.

Debt rescheduling: The PWLB allows authorities to repay loans before maturity and either pay a
premium or receive a discount according to a set formula based on current interest rates. Other lenders
may also be prepared to negotiate premature redemption terms. The Council may take advantage of
this and replace some loans with new loans, or repay loans without replacement, where this is expected
to lead to an overall cost saving or a reduction in risk.

Policy on internal borrowing interest to the HRA: On 1st April 2012, the Council notionally split each of
its existing long-term loans into General Fund and HRA pools. In the future, new long-term loans
borrowed will be assigned in their entirety to one pool or the other.

Interest payable and other costs/income arising from long-term loans (e.g. premiums and discounts on
early redemption) will be charged/ credited to the respective revenue account. Differences between the
value of the HRA loans pool and the HRA’s underlying need to borrow (capital financing requirement)
will result in an internal borrowing situation. The internal borrowing on the HRA will charged at the 25

7
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year fixed maturity interest rate for PWLB for the 31° March for the relevant financial year with the
credit going to the General Fund balance.

Investment Strategy

The Council holds invested funds, representing income received in advance of expenditure plus balances
and reserves held. In the past 12 months, the Council’s investment balance has ranged between £22
and £48 million. Levels available for investment are affected by capital expenditure and use of reserves,
both will continue to be monitored throughout the financial year.

Objectives: The CIPFA Code requires the Council to invest its funds prudently, and to have regard to the
security and liquidity of its investments before seeking the highest rate of return, or yield. The Council’s
objective when investing money is to strike an appropriate balance between risk and return, minimising
the risk of incurring losses from defaults and the risk of receiving unsuitably low investment income.
Where balances are expected to be invested for more than one year, the Council will aim to achieve a
total return that is equal or higher than the prevailing rate of inflation, in order to maintain the
spending power of the sum invested.

Negative interest rates: If the UK enters into a recession in 2019/20, there is a small chance that the
Bank of England could set its Bank Rate at or below zero, which is likely to feed through to negative
interest rates on all low risk, short-term investment options. This situation already exists in many other
European countries. In this event, security will be measured as receiving the contractually agreed
amount at maturity, even though this may be less than the amount originally invested.

Strategy: Given the increasing risk and very low returns from short-term unsecured bank investments,
the Council aims to diversify into more secure and/or higher yielding asset classes during 2019/20. This
is especially the case for the estimated £10m that is potentially available for longer-term investment.
The majority of the Council’s surplus cash is currently invested in short-term unsecured bank deposits
and money market funds. This diversification will represent a substantial change in strategy over the
coming year, in line with the Council’s approved Investment Plan and Commercialisation Strategy.

Business models: Under the new IFRS 9 standard, the accounting for certain investments depends on
the Council’s “business model” for managing them. The Council aims to achieve value from its internally
managed treasury investments by a business model of collecting the contractual cash flows and
therefore, where other criteria are also met, these investments will continue to be accounted for at
amortised cost. However, each new financial instrument will be reviewed prior to investment and then
the appropriate “business model” identified will be allocated.

Approved counterparties: The Council may invest its surplus funds with any of the counterparty types
in table 3 below, subject to the cash limits (per counterparty) and the time limits shown.

Agenda Page 9



Approved investment counterparties and limits

Credit Banks Banks Registered
. Government Corporates .
rating unsecured secured Providers
£ Unlimited
UK Govt n/a n/a n/a n/a
50 years
AAA £5m £10m £20m £5m £5m
5years 20 years 50 years 20 years 20 years
AA+ £5m £10m £10m £5m £5m
5 years 10 years 25 years 10 years 10 years
AA £5m £10m £10m £5m £5m
4 years 5vyears 15 years 5 years 10 years
AA £5m £10m £5m £5m
3 years 4 years 4 years 10 years
At £5m £10m £5m £5m
2 years 3 years 3 years 5 years
A £5m £10m £5m £5m
13 months 2 years 2 years 5 years
A £5m £10m £5m £5m
6 months 13 months 13 months 5 years
£5m
None n/a
5 years
Pooled funds and real
. £10m per fund or trust
estate investment trusts

This table must be read in conjunction with the notes below

Credit rating: Investment limits are set by reference to the lowest published long-term credit rating
from a selection of external rating agencies. Where available, the credit rating relevant to the specific
investment or class of investment is used, otherwise the counterparty credit rating is used. However,
investment decisions are never made solely based on credit ratings, and all other relevant factors
including external advice will be taken into account.

Banks unsecured: Accounts, deposits, certificates of deposit and senior unsecured bonds with banks
and building societies, other than multilateral development banks. These investments are subject to the
risk of credit loss via a bail-in should the regulator determine that the bank is failing or likely to fail. See
below for arrangements relating to operational bank accounts.

Banks secured: Covered bonds, reverse repurchase agreements and other collateralised arrangements
with banks and building societies. These investments are secured on the bank’s assets, which limits the
potential losses in the unlikely event of insolvency, and means that they are exempt from bail-in. Where
there is no investment specific credit rating, but the collateral upon which the investment is secured has
a credit rating, the higher of the collateral credit rating and the counterparty credit rating will be used to
determine cash and time limits. The combined secured and unsecured investments in any one bank will
not exceed the cash limit for secured investments.
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Government: Loans, bonds and bills issued or guaranteed by national governments, regional and local
authorities and multilateral development banks. These investments are not subject to bail-in, and there
is generally a lower risk of insolvency, although they are not zero risk. Investments with the UK Central
Government may be made in unlimited amounts for up to 50 years.

Corporates: Loans, bonds and commercial paper issued by companies other than banks and registered
providers. These investments are not subject to bail-in, but are exposed to the risk of the company
going insolvent. Loans to unrated companies will only be made as part of a diversified pool in order to
spread the risk widely.

Registered providers: Loans and bonds issued by, guaranteed by or secured on the assets of registered
providers of social housing and registered social landlords, formerly known as housing associations.
These bodies are tightly regulated by the Regulator of Social Housing (in England), the Scottish Housing
Regulator, the Welsh Government and the Department for Communities (in Northern Ireland). As
providers of public services, they retain the likelihood of receiving government support if needed.

Pooled funds: Shares or units in diversified investment vehicles consisting of the any of the above
investment types, plus equity shares and property. These funds have the advantage of providing wide
diversification of investment risks, coupled with the services of a professional fund manager in return
for a fee. Short-term Money Market Funds that offer same-day liquidity and very low or no volatility
will be used as an alternative to instant access bank accounts, while pooled funds whose value changes
with market prices and/or have a notice period will be used for longer investment periods.

Bond, equity and property funds offer enhanced returns over the longer term, but are more volatile in
the short term. These allow the Council to diversify into asset classes other than cash without the need
to own and manage the underlying investments. Because these funds have no defined maturity date,
but are available for withdrawal after a notice period, their performance and continued suitability in
meeting the Council’s investment objectives will be monitored regularly.

Real estate investment trusts: Shares in companies that invest mainly in real estate and pay the
majority of their rental income to investors in a similar manner to pooled property funds. As with
property funds, REITs offer enhanced returns over the longer term, but are more volatile especially as
the share price reflects changing demand for the shares as well as changes in the value of the
underlying properties.

Operational bank accounts: The Council will incur operational exposures through their current
accounts, with Lloyds Bank. These are not classed as investments, but are still subject to the risk of a
bank bail-in, and balances will therefore be kept below £500,000 net in the bank. The Bank of England
has stated that in the event of failure, banks with assets greater than £25 billion are more likely to be
bailed-in than made insolvent, increasing the chance of the Council maintaining operational continuity.

Country and sector limits: Due care will be taken to consider the country, group and sector exposure of
the Council’s investments.

The Council has determined that it will only use approved counterparties from countries with a
minimum sovereign credit rating of AA (excluding UK) from Fitch (or equivalent). This list will be added
to, or deducted from by officers should ratings change in accordance with this policy.

10
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Risk assessment and credit ratings: Credit ratings are obtained and monitored by the Council’s treasury
advisers, who will notify changes in ratings as they occur. Where an entity has its credit rating
downgraded so that it fails to meet the approved investment criteria then:

e no new investments will be made,

¢ any existing investments that can be recalled or sold at no cost will be, and

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

Where a credit rating agency announces that a credit rating is on review for possible downgrade (also
known as “rating watch negative” or “credit watch negative”) so that it may fall below the approved
rating criteria, then only investments that can be withdrawn on the next working day will be made with
that organisation until the outcome of the review is announced. This policy will not apply to negative
outlooks, which indicate a long-term direction of travel rather than an imminent change of rating.

Other information on the security of investments: The Council understands that credit ratings are
good, but not perfect, predictors of investment default. Full regard will therefore be given to other
available information on the credit quality of the organisations in which it invests, including credit
default swap prices, financial statements, information on potential government support, reports in the
quality financial press and analysis and advice from the Council’s treasury management adviser. No
investments will be made with an organisation if there are substantive doubts about its credit quality,
even though it may otherwise meet the above criteria.

When deteriorating financial market conditions affect the creditworthiness of all organisations, as
happened in 2008 and 2011, this is not generally reflected in credit ratings, but can be seen in other
market measures. In these circumstances, the Council will restrict its investments to those organisations
of higher credit quality and reduce the maximum duration of its investments to maintain the required
level of security. The extent of these restrictions will be in line with prevailing financial market
conditions. If these restrictions mean that insufficient commercial organisations of high credit quality
are available to invest the Council’s cash balances, then the surplus will be deposited with the UK
Government via the Debt Management Office or invested in government treasury bills for example, or
with other local authorities. This will cause a reduction in the level of investment income earned, but
will protect the principal sum invested.

Investment limits: The Council’s revenue reserves available to cover investment losses are forecast to
be £18 million on 31* March 2019. In order to limit the amount of reserves will be potentially put at
risk in the case of a single default, the maximum that will be lent to any one organisation (other than
the UK Government) will be £10 million. A group of banks under the same ownership will be treated as
a single organisation for limit purposes. Limits will also be placed on fund managers, investments in
brokers’ nominee accounts, foreign countries and industry sectors as below. Investments in pooled
funds and multilateral development banks do not count against the limit for any single foreign country,
since the risk is diversified over many countries.
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Investment limits

Cash limit
Any single organisation, except the UK Central Government £10m each
UK Central Government unlimited
Any group of organisations under the same ownership £10m per group
Any group of pooled funds under the same management £10m per manager
Negotiable instruments held in a broker’s nominee account £10m per broker
Foreign countries £10m per country
Registered providers and registered social landlords £10m in total
Unsecured investments with building societies £10m in total
Loans to unrated corporates £15m in total
Local Authorities £15m each
Money market funds £40m in total
Real estate investment trusts £10m in total

Liquidity management: This diversification will represent a substantial change in strategy over the
coming year, in line with the Council’s approved Investment Plan and Commercialisation Strategy. The
forecast is compiled on a prudent basis to minimise the risk of the Council being forced to borrow on
unfavourable terms to meet its financial commitments. Limits on long-term investments are set by
reference to the Council’s medium-term financial plan and cash flow forecast.

Policy on internal investment interest to the HRA: On 1st April 2012, the Council notionally split each of
its existing long-term loans into General Fund and HRA pools. Interest receivable for HRA balance sheet
resources available for investment will result in a notional cash balance. This balance will be measured
at the end of the financial year and interest transferred from the General Fund to the HRA at the
average investment rate for a DMO investment for the financial year due to the General Fund carrying
all the credit risk per investment.

Treasury Indicators: limits to investing activity

The Council measures and manages its exposures to treasury management risks using the following
indicators.

Security: The Council has adopted a voluntary measure of its exposure to credit risk by monitoring the
value-weighted average credit rating of its investment portfolio. This is calculated by applying a score to
each investment (AAA=1, AA+=2, etc.) and taking the arithmetic average, weighted by the size of each
investment. Unrated investments are assigned a score based on their perceived risk.

Credit risk indicator Target

Portfolio average credit rating A
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Liquidity: The Council has adopted a voluntary measure of its exposure to liquidity risk by monitoring
the amount of cash available to meet unexpected payments within a banding period, without additional

borrowing.
Liquidity risk indicator Target Limit
Total cash available within;
3 months 30% 100%
3 -12 months 50% 80%
Over 12 months 20% 40%

Interest rate exposures: This indicator is set to control the Council’s exposure to interest rate risk. The

upper limits on the one-year revenue impact of a 1% rise or fall in interest rates will be:

Interest rate risk indicator Limit
Upper limit on one-year revenue impact of a 1% rise in interest rates £200,000
Upper limit on one-year revenue impact of a 1% fall in interest rates £200,000

The impact of a change in interest rates is calculated on the assumption that maturing loans and

investments will be replaced at current rates.

Principal sums invested for periods longer than a year: The purpose of this indicator is to control the
Council’s exposure to the risk of incurring losses by seeking early repayment of its investments. The

limits on the long-term principal sum invested to final maturities beyond the period end will be:

Price risk indicator

2019/20

2020/21

2021/22

Limit on principal invested beyond year end

£10m

£10m

£10m
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Related Matters

The CIPFA Code requires the Council to include the following in its treasury management strategy.

Financial Derivatives: Local authorities have previously made use of financial derivatives embedded into
loans and investments both to reduce interest rate risk (e.g. interest rate collars and forward deals) and
to reduce costs or increase income at the expense of greater risk (e.g. LOBO loans and callable
deposits). The general power of competence in Section 1 of the Localism Act 2011 removes much of the
uncertainty over local authorities’ use of standalone financial derivatives (i.e. those that are not
embedded into a loan or investment).

The Council will only use standalone financial derivatives (such as swaps, forwards, futures and options)
where they can be clearly demonstrated to reduce the overall level of the financial risks that the Council
is exposed to. Additional risks presented, such as credit exposure to derivative counterparties, will be
taken into account when determining the overall level of risk. Embedded derivatives, including those
present in pooled funds and forward starting transactions, will not be subject to this policy, although
the risks they present will be managed in line with the overall treasury risk management strategy.

Financial derivative transactions may be arranged with any organisation that meets the approved
investment criteria. The current value of any amount due from a derivative counterparty will count
against the counterparty credit limit and the relevant foreign country limit.

Housing Revenue Account: On 1st April 2012, the Council notionally split each of its existing long-term
loans into General Fund and HRA pools. In the future, new long-term loans borrowed will be assigned in
their entirety to one pool or the other. Interest payable and other costs/income arising from long-term
loans (e.g. premiums and discounts on early redemption) will be charged/ credited to the respective
revenue account. Differences between the value of the HRA loans pool and the HRA’s underlying need
to borrow (adjusted for HRA balance sheet resources available for investment) will result in a notional
cash balance which may be positive or negative. This balance will be measured each month and interest
transferred between the General Fund and HRA at the Council’s average interest rate on investments,
adjusted for credit risk.

Markets in Financial Instruments Directive: The Council has opted up to professional client status with
its providers of financial services, including advisers, banks and brokers, allowing it access to a greater
range of services but without the greater regulatory protections afforded to individuals and small
companies. Given the size and range of the Council’s treasury management activities, the Director of
Resources believes this to be the most appropriate status.

14
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Appendix A — Arlingclose Economic & Interest Rate Forecast December 2018

Underlying assumptions:

Our central interest rate forecasts are predicated on there being a transitionary period following
the UK’s official exit from the EU.

The MPC has a bias towards tighter monetary policy but is reluctant to push interest rate
expectations too strongly. We believe that MPC members consider that: 1) tight labour markets
will prompt inflationary pressure in the future, 2) ultra-low interest rates result in other
economic problems, and 3) higher Bank Rate will be a more effective policy weapon if downside
risks to growth crystallise.

Both our projected outlook and the increase in the magnitude of political and economic risks
facing the UK economy means we maintain the significant downside risks to our forecasts,
despite the potential for slightly stronger growth next year as business investment rebounds
should the EU Withdrawal Agreement be approved. The potential for severe economic
outcomes has increased following the poor reception of the Withdrawal Agreement by MPs. We
expect the Bank of England to hold at or reduce interest rates from current levels if Brexit risks
materialise.

The UK economic environment is relatively soft, despite seemingly strong labour market data.
GDP growth recovered somewhat in the middle quarters of 2018, but more recent data
suggests the economy slowed markedly in Q4. Our view is that the UK economy still faces a
challenging outlook as the country exits the European Union and Eurozone economic growth
softens.

Cost pressures are easing but inflation is forecast to remain above the Bank’s 2% target through
most of the forecast period. Lower oil prices have reduced inflationary pressure, but the tight
labour market and decline in the value of sterling means inflation may remain above target for
longer than expected.

Global economic growth is slowing. Despite slower growth, the European Central Bank is
conditioning markets for the end of QE, the timing of the first rate hike (2019) and their path
thereafter. More recent US data has placed pressure on the Federal Reserve to reduce the pace
of monetary tightening — previous hikes and heightened expectations will, however, slow
economic growth.

Central bank actions and geopolitical risks have and will continue to produce significant
volatility in financial markets, including bond markets.

Forecast:

The MPC has maintained expectations of a slow rise in interest rates over the forecast horizon,
but recent events around Brexit have dampened interest rate expectations. Our central case is
for Bank Rate to rise twice in 2019, after the UK exits the EU. The risks are weighted to the
downside.

Gilt yields have remained at low levels. We expect some upward movement from current levels
based on our central case that the UK will enter a transitionary period following its EU exit in
March 2019. However, our projected weak economic outlook and volatility arising from both
economic and political events will continue to offer borrowing opportunities.

15

Agenda Page 16



Dec-18 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21|Average
Official Bank Rate
Upside risk 0.00| 0.00| 0.00 0.00 0.25 0.25 0.25| 0.25 0.25| 0.25| 0.25 0.25| 0.25| 0.17
Arlingclose Central Case 0.75| 0.75 1.00 1.00 1.25 1.25( 1.25| 1.25 1.25| 1.25( 1.25( 1.25( 1.25 1.13
Downside risk 0.00| -0.50 -0.75| -0.75| -1.00 -1.00{ -1.00 -1.00 -1.00| -1.00{ -1.00| -1.00| -1.00| -0.85
3-mth money market rate
Upside risk 0.10]  0.10] 0.10 0.10 0.15 0.20 0.20[ 0.20 0.20f 0.20 0.20, 0.20 0.20, 0.17
Arlingclose Central Case 0.90( 0.95 1.10 1.30 1.40 1.40 1.40 1.35 1.35| 1.35| 1.35 1.35| 1.35 1.27
Downside risk -0.20] -0.45 -0.60| -0.80 -0.90 -0.90[ -0.90 -0.85] -0.85| -0.85 -0.85| -0.85| -0.85| -0.76
1-yr money market rate
Upside risk 0.20|  0.30] 0.30 0.35 0.35 0.35 0.35| 0.35 0.35| 0.35| 0.35 0.35| 0.35| 0.33
Arlingclose Central Case 1.15| 1.25 1.35 1.50 1.70| 1.60( 1.50( 1.40( 1.35| 1.35| 1.35| 1.35| 1.35 1.40
Downside risk -0.35] -0.50 -0.60] -0.80 -0.90] -0.90[ -0.90 -0.85 -0.85| -0.85 -0.85| -0.85| -0.85| -0.77
5-yr gilt yield
Upside risk 0.25 0.30] 0.30 0.35 0.35 0.40| 0.40] 0.40 0.40| 0.40| 0.40 0.40| 0.40 0.37
Arlingclose Central Case 1.15| 1.25 1.35 1.50 1.50| 1.40( 1.35[ 1.35 1.30/ 1.30( 1.30( 1.30( 1.30 1.33
Downside risk -0.50] -0.60 -0.65| -0.80| -0.80] -0.70f -0.65| -0.65| -0.65| -0.65| -0.65| -0.65| -0.65| -0.66
10-yr gilt yield
Upside risk 0.25 0.30] 0.30 0.35 0.35 0.40| 0.40] 0.40 0.40| 0.40| 0.40 0.40| 0.40 0.37
Arlingclose Central Case 1.50| 1.65 1.70 1.80 1.80| 1.75| 1.75 1.70{ 1.70| 1.70| 1.70| 1.70| 1.70 1.70
Downside risk -0.55| -0.70 -0.70| -0.80 -0.80] -0.75 -0.75 -0.70| -0.70| -0.70| -0.70| -0.70| -0.70| -0.71
20-yr gilt yield
Upside risk 0.25  0.30] 0.30 0.35 0.35 0.40| 0.40] 0.40 0.40| 0.40| 0.40f 0.40| 0.40 0.37
Arlingclose Central Case 2.00{ 2.10 2.20 2.20 2.20| 2.20( 2.20| 2.20| 2.20( 2.20{ 2.20{ 2.20| 2.20| 2.18
Downside risk -0.60] -0.70 -0.75| -0.75 -0.75| -0.75 -0.75 -0.75 -0.75| -0.75 -0.75| -0.75 -0.75| -0.73
50-yr gilt yield
Upside risk 0.25  0.30] 0.30 0.35 0.35 0.40| 0.40] 0.40 0.40| 0.40| 0.40 0.40| 0.40 0.37
Arlingclose Central Case 1.90( 1.95 2.00 2.00 2.00 2.00 2.00 2.00 2.00| 2.00{ 2.00 2.00| 2.00 1.99
Downside risk -0.60] -0.70 -0.75| -0.75 -0.75| -0.75 -0.75 -0.75 -0.75| -0.75 -0.75| -0.75 -0.75| -0.73
PWLB Certainty Rate (Maturity Loans) = Gilt yield + 0.80%
PWLB Infrastructure Rate (Maturity Loans) = Gilt yield + 0.60%
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Treasury Management Scheme of Delegation

(i) Full Council

e receiving and reviewing reports on treasury management policies, practices and activities;
e approval of annual strategy.

e approval of/famendments to the organisation’s adopted clauses, treasury management policy
statement and treasury management practices;

e budget consideration and approval;

e approval of the division of responsibilities;

(ii) Audit and Accounts Committee

e reviewing the treasury management policy and procedures and making recommendations to
the responsible body;

e receiving and reviewing regular monitoring reports and acting on recommendations; and

e approving the selection of external service providers and agreeing terms of appointment.
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The Treasury Management Role of the Section 151 Officer

The S151 (responsible) officer

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;

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

recommending the appointment of external service providers.

18
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Appendix A

Capital Strategy Report 2019/20

Introduction

This capital strategy is a new report for 2019/20, giving a high-level overview of how capital
expenditure, capital financing and treasury management activity contribute to the provision of local
public services along with an overview of how associated risk is managed and the implications for
future financial sustainability. It has been written in an accessible style to enhance stakeholders’
understanding of these sometimes technical areas.

As well as detailing the approved capital programme, the document also sets out the Councils
ambitions over the medium to longer term.

The basic elements of the Strategy therefore include:

e Adirect relationship to the Corporate Plan;

e Aninvestment programme expressed over the medium to long term;

e A framework that prioritises the use of capital resources;

e A consideration of the need to pursue external financing (grants, contributions etc), which
reconcile external funding opportunities with the Council's priorities and organisational
objectives, so that it is the achievement of the latter that directs effort to secure the former; and

e A direct relationship with the Treasury Management Policy and Strategy, and the limitations on
activity through the treasury management Prudential Indicators.

This document is intended for the use by all stakeholders to show how the Council makes decisions
on capital investment:

e for the Policy and Finance Committee and Council — to decide on capital investment policy
within the overall context of investment need/opportunity and affordability;

e for Councillors — to provide an understanding of the need for capital investment and help them
scrutinise policy and management;

o for Officers — to provide an understanding of the Council’s capital investment priorities, to assist
them in bidding for capital resources, and to confirm their role in the capital project
management and monitoring arrangements;

o for taxpayers — to demonstrate how the Council seeks to prudently manage capital resources
and look after its assets; and

e for partners — to share with them our Vision and help to co-ordinate and seek further
opportunities for joint ventures.
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CAPITAL INVESTMENT PRIORITIES

The aim of the Council is to make a sustainable improvement to the long-term quality of life of our
residents. The Corporate Plan 2019-2023 sets out the vision for Newark and Sherwood. This Vision
is intended to be external facing and clearly indicates the Council’s ambition for the district and the

people within.

Underpinning the Council's contribution to the Corporate Plan vision are eleven Corporate
Objectives. These are:

e Improve the cleanliness and appearance of the local environment;
e Reduce crime and anti-social behaviour, and increase feelings of safety in our communities;

Improve transport infrastructure to reduce congestion and facilitate growth;
Accelerate the supply of new homes including associated facilities;

Increase visits to Newark and Sherwood and the use of visitor attractions by local residents;
Protect, promote and enhance the district’s natural environment;
Enhance and sustain Newark Town Centre;

e Reduce levels of deprivation in target areas and remove barriers to social mobility across the

district;

e Improve the health and wellbeing of local residents, with a particular focus on narrowing the
gap in healthy life expectancy and other health outcomes;

e Increase participation with the Council and within local communities; and

e Generate more income, improve value for money and increase residents’ satisfaction with

the Council.

While the aim of the Council for its capital investment is in line with the Corporate Plan the capital
need is influenced by a number of other factors both internal and external to the Council. The

diagram below identifies a number of these:

Demand for

Availability of
capital resources

investment

Appetite for
external borrowing

Health and safety

requirements

Legislative
requirements

Capital Investment Needs

Condition of Council
owned assets

Political priorities

Corporate plan
priorities

N

Overall financial position of
the Council as set out in

Size and nature of
the Council’s asset
base

70N\

Statutory
Obligations
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Capital Expenditure and Financing

Capital expenditure is where the Council spends money on assets, such as property or vehicles, that
will be used for more than one year. In local government this includes spending on assets owned by
other bodies, and loans and grants to other bodies enabling them to buy assets. The Council has
some limited discretion on what counts as capital expenditure, for example assets costing below
£15,000 are not capitalised and are charged to revenue in year.

» For details of the Council’s policy on capitalisation, see: Accounting Policy 1.17 under note 1
of the Councils Statement of Accounts.

In 2019/20, the Council is planning capital expenditure of £30.2m as summarised below:

Prudential Indicator: Estimates of Capital Expenditure in £°000

2017/18 2018/19 2019/20 2020/21 2021/22

actual forecast budget budget budget

General Fund services 9,774 7,287 9,782 5,860 4,322
Council housing (HRA) 15,247 19,058 16,439 18,607 14,661
Capital investments 0 0 4,000 0 0
TOTAL 25,021 26,345 30,221 24,467 18,983

The General Fund Capital Programme with a proposed budget for 2019/20 of £13.8m. Of this
amount, expenditure on the Council’s non-housing assets totals £9.2m, and £0.6m will provide
Disabled Facilities Grants to a number of private dwellings during the year. Also during 2018/19 the
Council also plans to incur £4.0m of capital expenditure on investments.

The Housing Revenue Account (HRA) is a ring-fenced account which ensures that council housing
does not subsidise, or is itself subsidised, by other local services. HRA capital expenditure is
therefore recorded separately, and has a proposed budget for 2019/20 of £16.4m, which supports
the maintenance of the Councils circa 5,400 council houses.

Governance: During early September a ‘Capital Bid Request Form’ is sent to all business managers
and directors. All bids are required to be authorised by the relevant director and then collated by
the Capital Finance team, each bid is required to include all the financing costs (which can be nil if
the project is fully externally financed) in order to assess the viability of each scheme against the
available resources.

Senior Leadership Team appraises all the bids based on a comparison of service priorities against
financing costs, criteria can be found at Appendix E. Based on this assessment a final Capital
Programme report will be prepared for submission to Policy and Finance Committee in December
before final approval by Council.

> Full details of the ‘Capital Bid Request Form’ and the prioritisation criteria can be found at
Appendix E.
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All capital expenditure must be financed, either from external sources (government grants and other
contributions), the Council’s own resources (revenue, reserves and capital receipts) or debt
(borrowing, leasing and Private Finance Initiative). The planned financing of the above expenditure is

as follows:

Capital financing in £°000

2017/18 2018/19 2019/20 2020/21 2021/22
actual forecast budget budget budget

External sources
Capital Grants 3,220 2,173 5,366 3,953 3,047
Other Contributions 5,210 3,230 0 750 0
Own resources
Capital Receipts 2,000 4,630 6,102 1,520 1,563
Revenue/ Major Repairs
Reserve 2,958 9,209 14,488 10,067 6,598
Debt
Borrowing 11,633 7,103 4,265 8,177 7,775
Leasing 0 0 0 0 0
TOTAL 25,021 26,345 30,221 24,467 18,983

Debt is only a temporary source of finance, since loans and leases must be repaid, and this is
therefore replaced over time by other financing, usually from revenue which is known as Minimum
Revenue Provision (MRP) within the General Fund account and is mandated by a MRP Statement. As
for the HRA account due to self-financing there is no concept of a MRP charge just actual debt loan
repayments as they mature. Alternatively, proceeds from selling capital assets (known as capital
receipts) may be used to replace debt finance. The forecast General Fund MRP charge and the HRA
actual debt loan repayments are below:

Replacement of debt finance in £°000

2017/18 2018/19 2019/20 2020/21 2021/22

actual forecast budget budget budget

General Fund - MRP 421 492 528 622 755
HRA - Debt Repayment 1,020 1,022 2,024 4,026 3,029

» The Council’s full General Fund Minimum Revenue Provision statement is available here at
Appendix C.

The Council’s cumulative outstanding amount of debt finance is measured by the capital financing
requirement (CFR). This increases with new debt-financed capital expenditure and reduces with
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MRP and loan debt repayments and capital receipts used to replace debt. The CFR is expected to
increase by £1.1m during 2019/20. Based on the above figures for expenditure and financing, the

Council’s estimated CFR is as follows:

Prudential Indicator: Estimates of Capital Financing Requirement in £°000

31.3.2018 31.3.2019 31.3.2020 31.3.2021 31.3.2022

actual forecast budget budget budget

General Fund services 24,215 25,263 26,000 26,305 26,825
Council housing (HRA) 100,466 105,007 105,983 109,207 112,678
Capital investments 0 0 0 0 0
TOTAL CFR 124,681 130,270 131,983 135,512 139,503

Asset management: The overriding objective of asset management within the council is to achieve
a corporate portfolio of property assets that is appropriate, fit for purpose and affordable. The
council’s property portfolio consists of operational property and property held for specific
community or regeneration purposes. The council has specific reasons for owning and retaining

property:

e QOperational purposes e.g. assets that support core business and service delivery e.g. office
buildings.

e Parks, playgrounds and open spaces.

e Regeneration, enabling strategic place shaping and economic growth.

Asset management is an important part of the council’s business management arrangements and is
crucial to the delivery of efficient and effective services, the ongoing management and maintenance
of capital assets will be considered as part of the strategy. The asset management planning includes
an objective to optimise the council’s land and property portfolio through proactive estate
management and effective corporate arrangements for the acquisition and disposal of land and
property assets.

Asset disposal: The council will continue to realise the value of any properties that have been
declared surplus to requirements in a timely manner, having regard to the prevailing market
conditions in order to maximise the sale proceeds, known as capital receipts, which can then be
spent on new assets or repay debt. The Council is currently also permitted to spend capital receipts
on service transformation projects until 2021/22. Repayments of capital grants, loans and

investments also generate capital receipts.

» The Council’s Flexible Use of Capital Receipts Policy is available here at Appendix D.
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Treasury Management

Treasury management is concerned with keeping sufficient but not excessive cash available to meet
the Council’s spending needs, while managing the risks involved. Surplus cash is invested until
required, while a shortage of cash will be met by borrowing, to avoid excessive credit balances or
overdrafts in the bank current account. The Council is typically cash rich in the short-term as revenue
income is received before it is spent, but cash poor in the long-term as capital expenditure is
incurred before being financed. The revenue cash surpluses are offset against capital cash shortfalls
to reduce overall borrowing.

Due to decisions taken in the past, the Council at 31* December had £90m borrowing at an average
interest rate of 3.4% and £46m treasury investments at an average rate of 0.7%.

Borrowing strategy: The Council’s main objectives when borrowing are to achieve a low but certain
cost of finance while retaining flexibility should plans change in future. These objectives are often
conflicting, and the Council therefore seeks to strike a balance between cheap short-term loans
(currently available at around 0.75%) and long-term fixed rate loans where the future cost is known
but higher (currently 2.0 to 3.0%).

Projected levels of the Council’s total outstanding debt which comprises borrowing, PFI liabilities,
leases are shown below, compared with the capital financing requirement.

Prudential Indicator: Gross Debt and the Capital Financing Requirement in £°000

Debt 31.3.2018 | 31.3.2019 | 31.3.2020 | 31.3.2021 | 31.3.2022
actual forecast budget budget budget
External Debt
Debt at 1 April 87,123 86,326 85,304 83,280 79,254
Expected change in Debt -1,021 -1,246 -2,248 -4,250 -3,253
Other long-term liabilities (OLTL) 224 224 224 224 224
Actual gross debt at 31 March 86,326 85,304 83,280 79,254 76,225
The Capital Financing Requirement 124,681 130,269 131,982 135,511 139,502
Under / (over) borrowing 38,355 44,965 48,702 56,257 63,277

Statutory guidance is that debt should remain below the capital financing requirement, except in the
short-term. As can be seen from table 6, the Council expects to comply with this in the medium
term.

Liability benchmark: To compare the Council’s actual borrowing against an alternative strategy, a
liability benchmark has been calculated showing the lowest risk level of borrowing. This assumes
that cash and investment balances are kept to a minimum level of £10m at each year-end. This
benchmark is currently £75m and is forecast to rise to £111m over the next four years.
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Borrowing and the Liability Benchmark in £°000

31.3.2018 31.3.2019 31.3.2020 31.3.2021 31.3.2022

actual forecast budget budget budget

Outstanding borrowing 124,681 130,269 131,982 135,511 139,502
Liability benchmark 75,043 84,145 100,745 107,412 110,799

The table shows that the Council expects to remain borrowed above its liability benchmark. This is
because cash outflows to date have been below the assumptions made when the loans were
borrowed.

Affordable borrowing limit: The Council is legally obliged to set an affordable borrowing limit (also
termed the authorised limit for external debt) each year. In line with statutory guidance, a lower
“operational boundary” is also set as a warning level should debt approach the limit.

Prudential Indicators: Authorised limit and operational boundary for external debt in £°000

2018/19 2019/20 2020/21 2021/22

limit limit limit limit

Authorised limit — total external debt 140,869 142,582 146,111 150,102
Operational boundary — total external debt 135,669 137,382 140,911 144,902

» Further details on borrowing are in pages 4 to 7 of the treasury management strategy.

Investment strategy: Treasury investments arise from receiving cash before it is paid out again.
Investments made for service reasons or for pure financial gain are not generally considered to be
part of treasury management.

The Council’s policy on treasury investments is to prioritise security and liquidity over yield, which is
to focus on minimising risk rather than maximising returns. Cash that is likely to be spent in the near
term is invested securely, for example with the government, other local authorities or selected high-
quality banks, to minimise the risk of loss. Money that will be held for longer terms is invested more
widely, including in bonds, shares and property, to balance the risk of loss against the risk of
receiving returns below inflation. Both near-term and longer-term investments may be held in
pooled funds, where an external fund manager makes decisions on which particular investments to
buy and the Council may request its money back at short notice.

Treasury management investments in £°000

31.3.2018 31.3.2019 31.3.2020 31.3.2021 31.3.2022

actual forecast budget budget budget

Near-term investments 39,046 36,899 24,990 22,479 22,962
Longer-term investments 0 9,225 6,247 5,620 5,741
TOTAL 39,046 46,124 31,237 28,099 28,703
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» Further details on treasury investments are in pages 8 to 13 of the treasury management
strategy.

Governance: Decisions on treasury management investment and borrowing are made daily and are
therefore delegated to the Director of Resources and staff, who must act in line with the treasury
management strategy approved by Full Council. Half yearly reports on treasury management activity
are presented to the Accounts and Audit committee and then to Full Council. The Accounts and
audit committee is responsible for scrutinising treasury management decisions.

Investments for Service Purposes

The Council makes investments to assist local public services, including making loans to and buying
shares in local service providers, local small businesses to promote economic growth and the
Council’s subsidiaries that provide services. In light of the public service objective, the Council is
willing to take more risk than with treasury investments, however it still plans for such investments
to break even after all costs.

Governance: Decisions on service investments are made by the relevant service manager in
consultation with the Director of Resources and must meet the criteria and limits laid down in the
investment strategy. Most loans and shares are capital expenditure and purchases will therefore
also be approved as part of the capital programme.

» Further details on service investments are contained within the investment strategy.

Commercial Activities

With central government financial support for local public services declining, the Council will
potentially invest in commercial property purely or mainly for financial gain.

The Chartered Institute of Public Finance and Accountancy (CIPFA) define investment property as
property held solely to earn rentals or for capital appreciation or both. Returns from property
ownership can be both income driven (through the receipt of rent) and by way of appreciation of the
underlying asset value (capital growth). The combination of these is a consideration in assessing the
attractiveness of a property for acquisition.

With financial return being the main objective, the Council accepts higher risk on commercial
investment than with treasury investments. In the context of the Capital Strategy, the council is
using capital to invest in property to provide a positive surplus/financial return. The council may
fund the purchase of the property by borrowing money, normally from the Public Works Loan Board.
The rental income paid by the tenant should exceed the cost of repaying the borrowed money each
year. The annual surplus then supports the council’s budget position, and enables the council to
continue to provide services for local people. Property investment is not without risk as property
values can fall as well as rise and changing economic conditions could cause tenants to leave with
properties remaining vacant. In order that commercial investments remain proportionate to the size
of the council, these are subject to an overall maximum investment limit of £10m.
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Governance: Decisions on commercial investments are made by the Deputy Chief Executive/Director
of Resources, S151 Officer in line with the criteria and limits approved by Council in the investment
strategy. Property and most other commercial investments are also capital expenditure and

purchases will therefore also be approved as part of the capital programme.

> Further details on commercial investments and limits on their use are contained within the
investment strategy.

Liabilities

In addition to debt of £90m detailed above, the Council is committed to making future payments to
cover its pension fund deficit (valued at £68.9m 2017/18). It has also set aside a Collection Fund
provision of £2.8m to cover risks of Non Domestic Rates Appeals.

Governance: Decisions on incurring new discretional liabilities are taken by business managers in
consultation with the Director of Resources. The risk of liabilities crystallising and requiring payment
is monitored by the corporate finance team. New liabilities are reported to full Council for
approval/notification as appropriate.

» Further details on liabilities and guarantees are on pages 89 to 95 of the 2017/18 statement
of accounts.

Revenue Budget Implications

Although capital expenditure is not charged directly to the revenue budget, interest payable on
loans and MRP are charged to revenue, offset by any investment income receivable. The net annual
charge is known as financing costs; this is compared to the net revenue stream i.e. the amount
funded from Council Tax, business rates and general government grants.

Prudential Indicator: Proportion of financing costs to net revenue stream in £°000

2017/18 2018/19 2019/20 2020/21 2021/22
actual forecast budget budget budget
General Fund
Financing costs -120 -25 -47 35 131
Proportion of net revenue stream -0.61% -0.17% -0.33% 0.30% 1.10%
Housing Revenue Account
Financing costs 13,243 12,046 11,758 12,939 13,614
Proportion of net revenue stream 58.74% 53.76% 51.37% 54.32% 54.92%

> Further details on the revenue implications of capital expenditure are contained within the

2019/20 revenue budget.
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Sustainability: Due to the very long-term nature of capital expenditure and financing, the revenue
budget implications of expenditure incurred in the next few years will extend for potentially up to 50
years into the future. The Director of Resources is satisfied that the proposed capital programme is
prudent, affordable and sustainable.

Knowledge and Skills

The Council employs professionally qualified and experienced staff in senior positions with
responsibility for making capital expenditure, borrowing and investment decisions. For example, the
Director of Resources is a qualified accountant with 16 years’ experience, the Business Manager —
Asset Management is a qualified Quantity Surveyor, Chartered to MRICS level and also has 17 years’
experience. The Council pays for junior staff to study towards relevant professional qualifications
including CIPFA, ACT (treasury) and actively encourages staff to attend relevant training courses and
seminars.

Where Council staff do not have the knowledge and skills required, use is made of external advisers
and consultants that are specialists in their field. The Council currently employs Arlingclose Limited
as treasury management advisers. This approach is more cost effective than employing such staff
directly, and ensures that the Council has access to knowledge and skills commensurate with its risk
appetite.

» The Council’s policy on the use of temporary agency workers and consultants is available on
the Councils Intranet.
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APPENDIX B
MANAGING THE CAPITAL PROGRAMME

A key role in the monitoring of the capital programme is undertaken by the Capital Monitoring
Group, which meets on a quarterly basis. This Group is attended by responsible officers and the
relevant accountant and is chaired by the Business Manager for Financial Services. It is a supportive
environment in which problem areas are identified and corrective actions agreed and implemented
at an early stage to avoid slippage. Each scheme has a nominated project manager who is
responsible for the successful completion of the scheme both to time and on budget.

The Council maintains comprehensive and robust procedures for managing and monitoring its
Capital Programme. Ongoing monitoring arrangements for the delivery of the approved programme
consist of:

e Project Managers are identified for each scheme who are responsible for monitoring
progress, spend and income and producing action plans to respond to variations in pace or
cost of delivery;

e The Deputy Chief Executive/Director of Resources and S151 Officer co-ordinates high level
monthly reporting and detailed quarterly reporting to the Management Team, Audit &
Accounts Committee, and Policy and Finance Committee;

e The quarterly capital monitoring where project managers report on performance outputs on
each of their capital projects in progress. Variations and unexpected items are discussed
and appropriate action taken; and

e Business Managers are responsible for ensuring that Project Manager monitoring reports
are quality assured and challenged, and that corporate implications arising from capital
monitoring are brought to the attention of the Corporate Management Team and Policy and
Finance Committee.

PROCUREMENT

The purchase of capital assets should be conducted in accordance with the Contract Procedure
Rules, ensuring value for money, legality and sustainability at all times. Contract standing orders and
rules governing the disposal or write off of assets are contained in the Constitution which is
consistently reviewed.

VALUE FOR MONEY

The Council recognises that effective procurement lies at the heart of delivering value for money and
is essential if the Council is to obtain real improvements to quality and service costs. The Council
seeks to achieve value for money by applying rigorous procurement standards in the selection of
suppliers and contractors to ensure efficiency, economy and effectiveness is received throughout
the life of a contract. The significant resources applied to capital expenditure require the adopted
principles of value for money to be at the heart of our capital strategy. Specifically we will seek to
strengthen the outcome indicators as part of post project reviews.
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APPENDIX C

ANNUAL MINIMUM REVENUE PROVISION STATEMENT 2019/20
The Council is 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).

CLG regulations have been issued which require the full Council to approve an MRP Statement in
advance of each year. A variety of options are provided to councils, so long as there is a prudent
provision. The Council is recommended to approve the following MRP Statement:

For capital expenditure incurred before 1 April 2016 or which in the future will be Supported Capital
Expenditure, the MRP policy will be:

. Existing practice - MRP will follow the existing practice outlined in former CLG

regulations (option 1);

These options provide for an approximate 4% reduction in the borrowing need (CFR) each year.
However as the Council deems it more prudent MRP will be charged on a 2% straight line basis, net
of ‘Adjustment A’. This ensures that the debt will be repaid within 50 years.

From 1 April 2016 for all unsupported borrowing (including PFI and finance leases) the MRP policy
will be either:

. Asset life method — MRP will be based on the estimated life of the assets, in
accordance with the regulations (this option must be applied for any expenditure
capitalised under a Capitalisation Direction) (option 3);

These options provide for a reduction in the borrowing need over approximately the asset’s life.

There is no requirement on the HRA to make a minimum revenue provision but there is a
requirement for a charge for depreciation to be made (although there are transitional arrangements
in place).

Repayments included in annual PFl or finance leases are applied as MRP.
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APPENDIX D
FLEXIBLE USE OF CAPITAL RECEIPTS STRATEGY

Introduction and Background

Following the Spending Review 2015, the Department for Communities and Local Government (CLG)
recently issued guidance on the flexible use of capital receipts which came into effect from 1 April
2016 to 31 March 2022. The guidance, underpinned by a direction from the Secretary of State for
Communities and Local Government, will enable local authorities to capitalise costs incurred on
transforming or improving service delivery designed to generate ongoing revenue savings. The
guidance also states that each local authority should prepare a Flexible use of Capital Receipts
Strategy.

In summary, the key elements of the CLG guidance on the flexible use of capital receipts are:

Types of qualifying expenditure

1. Qualifying expenditure is expenditure on any project that is designed to generate ongoing
revenue savings in the delivery of public services and/or transform service delivery to reduce
costs and/or transform service delivery in a way that reduces costs or demand for services in
future years for any of the public sector delivery partners. Within this definition, it is for
individual local authorities to decide whether or not a project qualifies for the flexibility.

2. Set up and implementation costs of any new processes or arrangements can be classified as
qualifying expenditure. The ongoing revenue costs of the new processes or arrangements
cannot be classified as qualifying expenditure. In addition, one off costs, such as banking
savings against temporary increases in costs/pay cannot be classified as qualifying
expenditure.

Financing of the qualifying expenditure

i Up to 100% of capital receipts from property, plant and equipment disposals received from
2019/20 (excluding Right to Buy receipts) can be used to finance qualifying expenditure.
Existing capital receipts in hand prior to 2019/20 are not permitted to be used.

ii. Local authorities may not borrow to finance qualifying expenditure.

iii.  The guidance will apply for 2019/20.
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NEWARK & SHERWOOD DISTRICT COUNCIL
CAPITAL PROJECT APPRAISAL FORM

APPENDIX E

PORTFOLIO

DIRECTORATE

BUSINESS MANAGER

PROJECT OFFICER

PROJECT TITLE

1. DESCRIPTION OF PROJECT

2. DEMONSTRATION OF NEED (include supporting information with this appraisal)

3a. DETAIL HOW THE PROJECT MEETS LINKS TO THE COUNCIL’S KEY PRIORITIES

3b. DESCRIBE THE IMPACT OF THIS PROJECT ON OTHER COUNCIL SERVICES

3c. PROJECT DEPENDENCIES

4. RESOURCE REQUIREMENTS

Fund or HRA).

4a. LAND/BUILDINGS CURRENTLY IN COUNCIL OWNERSHIP (State whether General

4b. ESTIMATED CAPITAL COSTS INCLUDING PROFILE OF SPEND OVER FINANCIAL YEARS
(best estimates should be given which can be firmed up when details scoping has been

completed)
2019/20 2020/21 2021/22 2022/23
£ 3 £ £
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4c. FUNDING AVAILABLE

Source 2019/20 2020/21 2021/22 2022/23
£ £ £ £

4c. REVENUE IMPLICATIONS (this should include costs associated with implementation,
ongoing revenue costs and ongoing savings and should be agreed with relevant
accountant).

4d. VAT IMPLICATIONS (do we need to consider an option to tax?)

5. ANTICIPATED START AND END DATES FOR PROJECT ONCE APPROVED

FORM COMPLETED BY:

DATE:

SIGNATURE OF SPONSORING DIRECTOR:
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PRIORITISATION CRITERIA

STAGE 1 Comments STAGE 2 STAGE 2
FACTOR DETAILED PRIORITISATION WEIGHTING
Key Priorities 35%
Scheme must link to at least | If a scheme does not | Each scheme to be marked as
one of the Council’s | clearly relate to these | to how well it fits with the
priorities and be an objective | areas it will not be | following-
contained within a Service | considered further. )
Plan. e Prosperity
e People
e Place
® Public Service
Evidence of Need 10%
Service Strategy In some cases local | The following factors will
National Strategy or demanc.is are in. ext.:ess receive equal weighting :-
Guidelines of national guidelines « Statutory Obligation
and strategies and this i
Statutory Obligation tries to acknowledge ¢ Nat‘|o.naIStrategy ) )
e Validity of consultation in
that the two must be . .
oo relation to project. e.g.
balanced. This will cover How specific to this
Health and  Safety project? Who was
related schemes. consulted, was this
comprehensive?
e (Quality of evidence of need
for project .e.g. size of
sample base, date of
evidence, format of
evidence
Partnership 15%

Eligibility under existing
criteria can be
demonstrated.

Show that work has
been done to ensure
that the obtaining of
external  finance s
realistic. The degree to
which the partnership
will add value to the
project.

The proportion of finance
which will be met by third
party. The likelihood of
receiving support.

Assessment of the value the
partner will add to the project.
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STAGE 1 Comments STAGE 2 STAGE 2
FACTOR DETAILED PRIORITISATION WEIGHTING
Outputs and Outcomes 15%
These have been clearly | This will enable the | Assessment then made on | Assessment of all
identified and can be | council to improve the | what the scheme will achieve. | factors or group
justified from supporting | way it reports its work of factors
evidence. and clearly show what is
Specific comments should being  achieved.  The
comments should refer
be made as to how the
to any performance
scheme represents value for | |~ | )
indicators which the
money when compared to . )
. proposal is addressing
other options T
specifying what the
improvement target is.
Financial 15%
Capital costs have been | Capital costs include | Capital will be based on the

based on internal or external
professional advice

Revenue implications have
been properly developed

both works and land
purchase and cover all
associated costs.

Try and avoid
“guesstimates”  which
result in schemes
requiring increased

finance or having to be
reduced to meet

finance available.

quality of work which has
been put into estimate. e.g.
costed feasibility studies.

Revenue will be based on
whether the effect is positive,
neutral or negative on the
revenue budget.

Positive effect scores 10
Neutral effect scores 3

Negative effect scores 0

Capital marked 1
to5

Revenue marked
Oto 10

Risk Assessment

Identify the level of risk in a
project not being able to

proceed. For example
planning appeals, listed
building  consent.  Over

subscription of partnership
funds

Try and ensure that not
all schemes selected are
high risk with the
danger that there will
be delays in delivery or
no-delivery.

The following will all need to
be considered:-

Technical Issues
Financial Uncertainty
Partnership uncertainty
Planning Issues

Legal issues

Timescale

10%
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Agenda Item 7

APPENDIX A
Investment Strategy Report 2019/20

Introduction
The Council invests its money for three broad purposes:

e because it has surplus cash as a result of its day-to-day activities, for example when income
is received in advance of expenditure (known as treasury management investments),

e to support local public services by lending to, or buying shares in, other organisations
(service investments), and

e to earn investment income (known as commercial investments where this is the main
purpose).

This investment strategy is a new report for 2019/20, meeting the requirements of statutory
guidance issued by the government in January 2018, and focuses on the second and third of these
categories. This new investment strategy has been created in line with the Councils Investment Plan
2017-2020 and the Treasury Management Strategy Statement. The initial strategy may be replaced
with a revised strategy at any time during the year in cases where any treasury management issues
(including investment issues) need to be brought to the attention of Full Council.

Treasury Management Investments

The Council typically receives its income in cash (e.g. from taxes and grants) before it pays for its
expenditure in cash (e.g. through payroll and invoices). It also holds reserves for future expenditure
and collects local taxes on behalf of other local authorities and central government. These activities,
plus the timing of borrowing decisions, lead to a cash surplus which is invested in accordance with
guidance from the Chartered Institute of Public Finance and Accountancy. The balance of treasury
management investments is expected to fluctuate between £11m and £40m during the 2019/20
financial year.

Contribution: The contribution that these investments make to the objectives of the Council is to
support effective treasury management activities.

Further details: Full details of the Council’s policies and its plan for 2019/20 for treasury
management investments are covered in a separate document, the treasury management strategy.

Service Investments: Loans

Contribution: The Council can lend money to its subsidiaries, local businesses, local charities and any
other bodies to support local public services and stimulate local economic growth. Over the years
the Councils main service investment loan has been via the Growth Investment Fund. These
investments during 2017-18 generated £23,000 of investment income for the Council after taking
account of direct costs, representing a rate of return of 3.85%.
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Security: The main risk when making service loans is that the borrower will be unable to repay the
principal lent and/or the interest due. In order to limit this risk, and ensure that total exposure to
service loans remains proportionate to the size of the Council, upper limits on the outstanding loans
to each category of borrower have been set as follows:

Loans for service purposes

Category of borrower 31.3.2018 actual 2019/20
Balance Loss Net figure Approved

owing allowance | in accounts Limit

£m £m £m £m

Subsidiaries 0 0 0 6.000
Local businesses 0.597 0.597 0 1.000
Local charities 0 0 0 0.500
Other Bodies 0.042 0 0.042 0.500
TOTAL 0.639 0.597 0.042 8.000

Accounting standards require the Council to set aside loss allowance for loans, reflecting the
likelihood of non-payment. The figures for loans in the Council’s statement of accounts from
2018/19 onwards will be shown net of this loss allowance. However, the Council makes every
reasonable effort to collect the full sum lent and has appropriate credit control arrangements in
place to recover overdue repayments.

Risk assessment: The Council assesses the risk of loss before entering into service loans by assessing
the counterparty’s resilience, the service users’ needs that the loan is designed to help meet and
how theses will evolve over time. During the life of the loan any change in original assumptions will
be monitored. The Council will use external advisors if felt appropriate by the Director of Resources.
All loans will be subject to contract agreed by Legal and credit risk will be determined by reference
to the “expected credit loss” model for loans and receivables as set out in International Reporting
Standard (IFRS) 9 Financial Instruments. All loans must be approved by full Council and will be
monitored by Director of Resources.

Service Investments: Shares

Contribution: The Council can invest in the shares of its subsidiaries, its suppliers, and local
businesses to support local public services and stimulate local economic growth. Currently the
Council doesn’t intend to invest in any shares with suppliers or local businesses; however the Council
is in the process of setting up a fully owned Housing Development company which will require an
initial set up of investment in shares.

Security: One of the risks of investing in shares is that they fall in value meaning that the initial
outlay may not be recovered. In order to limit this risk, upper limits on the sum invested in each
category of shares have been set as follows:
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Shares held for service purposes

Category of company 31.3.2018 actual 2019/20
Amounts Gains or Value in Approved

invested losses accounts Limit

£m £m £m £m

Subsidiaries 0 0 0 4.000
Suppliers 0 0 0 0.250
Local businesses 0 0 0 0.250
TOTAL 0 0 0 4.500

Shares are classed as capital expenditure and purchases will therefore also be approved as part of
the capital programme.

Risk assessment: The Council would assess the risk of loss before entering into and whilst holding
shares by going through an extensive process of risk analysis. The risk analysis will include an
assessment of the market that the subsidiarity will be active in including the nature and level of
competition, how the market/customer needs will evolve over time, the barriers to entry and exit
and any ongoing investment requirements. The Council will use external advisors as thought
appropriate by Director of Resources.

Liquidity: Although this type of investment is fundamentally illiquid, in order to limit, this the
Council, when it sets a limit in this area, will initially set out the maximum periods for which funds
may prudently be committed and how the Council will ensure it stays within its stated investment
limits.

Non-specified Investments: Shares are the only investment type that the Council has identified that
meets the definition of a non-specified investment in the government guidance. The limits above on
share investments are therefore also the Council’s upper limits on non-specified investments. The
Council has not adopted any procedures for determining further categories of non-specified
investment since none are likely to meet the definition.

Commercial Investments: Property

Contribution: The Council can invest in local, regional and UK commercial and residential property
with the intention of making a profit that will be spent on local public services. Currently none of
the Council properties meet the investment property definition as defined in International
Accounting Standard 40: Investment Property.

Security: In accordance with government guidance, the Council considers a property investment to
be secure if its accounting valuation is at or higher than its purchase cost including taxes and
transaction costs.
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Risk assessment: The Council assesses the risk of loss before entering into and whilst holding
property investments by ensuring they are prudent and has fully considered the risk implications,
with regard to both the individual property and that the cumulative exposure of the council is
proportionate and prudent. The Council will ensure that a full due diligence exercise is undertaken
and adequate security is in place, before entering into any commercial property investment and the
business case will balance the benefits and risks. All investments of this type will be agreed by Policy
and Finance committee.

Liquidity: Compared with other investment types, property is relatively difficult to sell and convert
to cash at short notice, and can take a considerable period to sell in certain market conditions. The
investment strategy for the Council for 2019-20 is proposed to remain broadly unchanged as it is
considered overall to be well structured to limit any undue risks to the security of assets and
preservation of liquidity whilst also allowing the council and delegated officers to access suitable
investment opportunities.

Loan Commitments and Financial Guarantees

Although not strictly counted as investments, since no money has exchanged hands yet, loan
commitments and financial guarantees carry similar risks to the Council and are included here for
completeness. The Council does not provide such commitments and guarantees and this strategy
does not include them for 2019/20.

Borrowing in Advance of Need

The Council may, from time to time, borrow in advance of need, where this is expected to provide
the best long-term value for money. Since amounts borrowed will be invested until spent, the
Council is aware that it will be exposed to the risk of loss of the borrowed sums, and the risk that
investment and borrowing interest rates may change in the intervening period. These risks will be
managed as part of the Council’s overall management of its treasury risks.

The total amount borrowed will not exceed the authorised borrowing limit of £142 million. The
maximum period between borrowing and expenditure is expected to be two years, although the
Council is not required to link particular loans with particular items of expenditure.

Capacity, Skills and Culture

Elected members and statutory officers: The Council recognises that those elected Members and
statutory officers involved in the investments decision making process must have appropriate
capacity, skills and information to enable them to:
e take informed decisions as to whether to enter into a specific investment;
e to assess individual assessments in the context of the strategic objectives and risk profile of
the Council; and
e to enable them to understand how new decisions have changed the overall risk exposure of
the Council.
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The Council establishes project teams from all the professional disciplines from across the Council as
and when required. External professional advice is taken where required and will always be sought
in consideration of any major commercial property investment decision.

Commercial deals: The Council will ensure that the Account and Audit Committee, Policy and
Finance Committee and officers negotiating commercial deals are aware of the core principles of the
prudential framework and of the regulatory regime within which local authorities operate.

Corporate governance: Any investment decisions will be scrutinised by Senior Leadership Team
before final approval.

Investment Indicators

The Council has set the following quantitative indicators to allow elected members and the public to
assess the Council’s total risk exposure as a result of its investment decisions.

Total risk exposure: The first indicator shows the Council’s total exposure to potential investment
losses. This includes amounts the Council is contractually committed to lend but have yet to be
drawn down and guarantees the Council has issued over third party loans.

31.03.2018 | 31.03.2019 | 31.03.2020

Total investment exposure Actual Forecast Forecast
£m £m £m

Treasury management investments 24.472 30.095 24.719
Service investments: Loans 0.639 0.629 4.619
Service investments: Shares 0 0 4.000
Commercial investments: Property 0 0 0
TOTAL INVESTMENTS 25.111 30.724 33.338
Commitments to lend 0 0 0
Guarantees issued on loans 0 0 0
TOTAL EXPOSURE 25.111 30.724 33.338

How investments are funded: Government guidance is that these indicators should include how
investments are funded. Since the Council does not normally associate particular assets with
particular liabilities, this guidance is difficult to comply with. However, the following investments
could be described as being funded by borrowing. The remainder of the Council’s investments are
funded by usable reserves and income received in advance of expenditure.
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31.03.2018 | 31.03.2019 | 31.03.2020

Investments funded by borrowing Actual Forecast Forecast
£m £m £m

Treasury management investments 0 0 0
Service investments: Loans 0 0 0
Service investments: Shares 0 0 0
Commercial investments: Property 0 0 0
TOTAL FUNDED BY BORROWING 0 0 0

Rate of return received: This indicator shows the investment income received less the associated
costs, including the cost of borrowing where appropriate, as a proportion of the sum initially
invested. Note that due to the complex local government accounting framework, not all recorded
gains and losses affect the revenue account in the year they are incurred.

2017/18 2018/19 2019/20

Investments net rate of return
Actual Forecast Forecast
Treasury management investments 0.46% 0.69% 1.00%
Service investments: Loans 3.85% 3.85% 4.93%
Service investments: Shares 0 0 0
Commercial investments: Property 0 0 0
ALL INVESTMENTS 2.16% 2.27% 2.97%
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