APPENDIX A

TREASURY MANAGEMENT STRATEGY STATEMENT 2023/24

Introduction

The Council is required to operate a balanced budget, which broadly means that cash raised
during the year will meet cash expenditure. Part of the treasury management operation is to
ensure that this cash flow is adequately planned, with cash being available when it is needed.
Surplus monies are invested in low-risk counterparties or instruments commensurate with the
Council’s low risk appetite, providing adequate liquidity initially before considering investment
return.

The second main function of the treasury management service is the funding of the Council’s
capital plans. These capital plans provide a guide to the borrowing need of the Council,
essentially the longer-term cash flow planning, to ensure that the Council can meet its capital
spending obligations. This management of longer-term cash may involve arranging long or short-
term loans or using longer-term cash flow surpluses. On occasion, when it is prudent and
economic, any debt previously drawn may be restructured to meet Council risk or cost objectives.

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

CIPFA defines treasury management as:

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

This strategy covers the requirements of the Local Government Act 2003, the CIPFA Prudential
Code, DLUHC MRP Guidance, the CIPFA Treasury Management Code and DLUHC Investment

Guidance.

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

Treasury Management Reporting

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



a. Prudential and treasury indicators and treasury strategy (this report) - The first, and
most important report is forward looking and covers:
e the capital forecast summary;
e the treasury management strategy, (how the investments and borrowings are to be
organised), including treasury indicators; and
* an investment strategy, (the parameters on how treasury investments are to be
managed).

b. A mid-year treasury management report — This is primarily a progress report and will
update members on the treasury position, amending prudential indicators as necessary,
and whether any policies require revision.

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

Scrutiny

The above reports and strategies are required to be adequately scrutinised before being
recommended to the Council. This role is undertaken by the Audit and Governance Committee.

Training

The CIPFA Code requires the responsible officer to ensure that members with responsibility for
treasury management receive adequate training in treasury management. This especially applies
to members responsible for scrutiny. Treasury Management training has been undertaken by
members on 25 January 2023 and further training will be arranged as required.

The training needs of treasury management officers are periodically reviewed.
Treasury Management Consultants
The Council uses Link Group, Treasury solutions as its external treasury management advisors.

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

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



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 and the Council’s capital strategy. This will involve both the organisation of the cash flow
and, where capital plans require, the organisation of appropriate borrowing facilities. The
strategy covers the relevant treasury / prudential indicators, the current and projected debt
positions.

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.

Prudential Indicator 4: 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: The Council is currently maintaining an under-borrowed position. This means that the
capital borrowing need, (the Capital Financing Requirement), has not been fully funded with loan
debt as cash supporting the Authority’s reserves, balances and cash flow has been used as a
temporary measure. This strategy is prudent as medium and longer dated borrowing rates are
expected to fall from their current levels once prevailing inflation concerns are addressed by
tighter near-term monetary policy. That is, Bank Rate increases over the remainder of 2023.

Against this background and the risks within the economic forecast, caution will be adopted with
the 2023/24 treasury operations. The Director of Resources/Deputy Chief Executive will monitor
interest rates in financial markets and adopt a pragmatic approach to changing circumstances.

The benefits of internal or short-term borrowing will be monitored regularly against the potential
forincurring additional costs by deferring borrowing into future years when long-term borrowing
rates are forecast to rise modestly. Link 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 2023/24 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 2023/24, 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: Currently the PWLB Certainty Rate is set at gilts + 80 basis points for both
HRA and non-HRA borrowing. However, consideration may still need to be given to sourcing
funding from the following additional sources.

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

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

e UK Municipal Bonds Agency plc any institution approved for investments (see below)

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

e any other UK public sector body

e UK public and private sector pension funds

e capital market bond investors

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

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 2023/24, 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.

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. Rescheduling of
current borrowing in our debt portfolio is unlikely to occur. If rescheduling was done, it will be
reported to Council, at the earliest meeting following its action.

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



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 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.



Annual Investment Strategy

Management of Risk

The Department of Levelling Up, Housing and Communities (DLUHC) and CIPFA have extended
the meaning of ‘investments’ to include both financial and non-financial investments. This report
deals solely with treasury (financial) investments, (as managed by the treasury management
team). Non-financial investments, essentially the purchase of income yielding assets, are
covered in the Capital Strategy and Investment Strategy.

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

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

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

. CIPFA Treasury Management Guidance Notes 2021

The Council’s investment priorities will be security first, portfolio liquidity second and then yield,
(return).

The above guidance from the DLUHC and CIPFA place a high priority on the management of risk.
The Council has adopted a prudent approach to managing risk.

The Council holds invested funds, representing income received in advance of expenditure plus
balances and reserves held. In the past 9 months, the Council’s investment balance has ranged
between £52 and £83 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: As 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.

Strategy: Given the continued risk and market volatility, the Council aims to continue investing
into secure and/or higher yielding asset classes during 2023/24. This is especially the case for
the estimated £15m 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.

Business models: As a result of the change in accounting standards under IFRS 9, the Council
must consider the implications of investment instruments which could result in an adverse
movement in the value of the amount invested and resultant charges at the end of the year to
the General Fund. The Department for Levelling Up, Housing and Communities (DLHUC) has
released a consultation in advance of the current expiry of the qualifying Pooled Fund override
to IFRS 9 accounting requirements. The current regulation 30K, which was introduced on 1 April
2018 will come to an end on 31 March 2023. The consultation had a closing date of 7 October



2022 and Ministers have decided to extend the existing IFRS9 statutory override for a further 2
years until 31 March 2025.

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

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

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

The Director - Resources/Deputy Chief Executive will maintain a counterparty list in compliance
with the following criteria in the table below and will revise the criteria and submit them to
Council for approval as necessary.

Credit rating information is supplied by Link Group, our treasury advisors, on all active
counterparties that comply with the criteria below. Any counterparty failing to meet the criteria
would be omitted from the counterparty (dealing) list. Any rating changes, rating Watches
(notification of a likely change), rating Outlooks (notification of the longer-term bias outside the
central rating view) are provided to officers almost immediately after they occur and this
information is considered before dealing. For instance, a negative rating Watch applying to
counterparty at the minimum Council criteria will be suspended from use, with all others being
reviewed in light of market conditions.

Use of additional information other than credit ratings. Additional requirements under the
Code require the Council to supplement credit rating information. Whilst the below criteria relies
primarily on the application of credit ratings to provide a pool of appropriate counterparties for
officers to use, additional operational market information will be applied before making any
investment decision from the agreed pool of counterparties. This additional market information
(for example Credit Default Swaps, rating Watches/Outlooks) will be applied to compare the
relative security of differing investment opportunities.

Time and monetary limits applying to investments. The time and monetary limits for institutions
on the Council’s counterparty list are as follows:

Credit Banks Banks Registered
. Government Corporates .
rating unsecured secured Providers
£ Unlimited
UK Govt n/a n/a 50 years n/a n/a
AAA £8m £10m £20m £5m £5m
5 years 20 years 50 years 20 years 20 years
AA+ £6m £10m £10m £5m £5m
5 years 10 years 25 years 10 years 10 years
AA £6m £10m £10m £5m £5m




4 years 5 years 15 years 5 years 10 years
AA- fbm £10m £5m £5m
3 years 4 years 4 years 10 years
fbm £10m £5m £5m
A+
2 years 3 years 3 years 5 years
A fbm £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
N
one n/a 5 years
P
OOIE,d funds and real £15m 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.

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 its 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 £850,000 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.

Investment limits: In order to limit the amount of reserves that 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 £15 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.



Investment Limits

Cash limit
Any single organisation, except the UK Central £15m each
Government
UK Central Government unlimited

Any group of organisations under the same ownership

£15m per group

Any group of pooled funds under the same
management

£15m 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 £12m each
Real estate investment trusts £10m in total

Liquidity management: 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.

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

2023/24 4.00%
2024/25 3.30%
2025/26 2.60%
2026/27 2.50%

Treasury Indicators: limits to investing activity
The Council measures and manages its exposures to treasury management risks using the
following indicators.

Prudential Indicator 5: 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

Prudential Indicator 6: 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 30% 80%
Over 12 months 40% 60%

Prudential Indicator 8: 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 2023/24 | 2024/25 | 2025/26
Limit on principal invested beyond year end £15m £15m £15m




Treasury Management Scheme of Delegation

(i) Full Council

receiving and reviewing reports on treasury management policies, practices and
activities;

approval of annual strategy.

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

budget consideration and approval;

approval of the division of responsibilities;

(ii) Audit & Governance Committee

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

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

approving the selection of external service providers and agreeing terms of
appointment.



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;
recommending the appointment of external service providers;

preparation of a capital strategy to include capital expenditure, capital financing, and
treasury management, with a long term timeframe;

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

ensuring that due diligence has been carried out on all treasury is in accordance with
the risk appetite of the authority;

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

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

ensuring that an adequate governance process is in place for the approval, monitoring
and ongoing risk management of all non-financial investments and long term liabilities;
provision to members of a schedule of all non-treasury investments including material
investments in subsidiaries, joint ventures, loans and financial guarantees;

ensuring that members are adequately informed and understand the risk exposures
taken on by an authority;

ensuring that the authority has adequate expertise, either in house or externally
provided, to carry out the above; and

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



