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1.1.

1.2.

2.1.

2.2.

3.1.

Summary

This report details the strategy that the Council will follow in carrying out its
treasury management activities in 2020/21.

Activities in pursuance of the Climate Emergency declaration will inform and
direct the treasury management function until at least 2024/25.

Recommendation

That the Executive notes: @Q

The minor changes to the Treasury Management Practices as detailed i
paragraph 3.2.

That the Executive recommends to Council: V

a) The Treasury Management Strategy for 2020/21 as ouflinetjin pafagraph
3.2 and contained in Appendix A,

b) The 2020/21 Annual Investment Strategy as o

d graphs 3.3 and
contained in Appendix B including the following changes:

1. That the Council divests from funds t
fossil fuel extraction companies,
fossil fuel public equities and corp

direct ownership of
ingled funds that include
ds, by no later than the

end of 2025, and ideally by d 8§,2022, as outlined in paragraph
3.7.

2. That a separate non-lreasuk nagement ‘Investment Regeneration
Strategy’ is brought t@, the EXecutive during the first quarter of
2020/21.

c) The Minimum Revenu vision Policy Statement as outlined in paragraph

3.5 and containediin paragraphs 5.1 to 5.4 of Appendix C.

d) The Prudemti ators as outlined in paragraph 3.6 and contained in
Appen
Reas for t ecommendations

Council'§ytreasury management operations are governed by various

ry Management Practices (TMPs) that the CIPFA Treasury Management
ires be produced by the Council and adhered to by those officers

in the treasury management function. These TMPs have previously
been reported to the Executive and are subject to periodic Internal Audit
revView.

There have been two changes to the TMPs, as outlined below, which is
effectively one change that impacts on two TMPs:

TMP 1 — Risk management

Paragraph 3.5 — Adjusted to reflect the impact of the risk-based audit
approach required by the Internal Audit Charter.

TMP 7 — Budgeting, accounting and audit arrangements
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3.3.

3.4.

3.5.

3.6.

3.7.

Paragraph 2.1 — Adjusted to reflect the impact of the risk-based audit
approach required by the Internal Audit Charter.

Under CIPFA’s updated Treasury Management in Public Services Code of
Practice the Council continues to be required to have an approved annual
Treasury Management Strategy, under which its treasury management
operations can be carried out. The proposed Strategy for 2020/21 is included as
Appendix A.

This Council has regard to the Government’s Guidance on Local Government

Investments. The guidance states that an Annual Investment Strategy be
produced in advance of the year to which it relates and must be appro b
the full Council. The Strategy can be amended at any time and it must ad

available to the public. The Annual Investment Strategy for 2020/21 is sh
as Appendix B.

Statutory guidance issued by MHCLG requires that a s
Minimum Revenue Provision (MRP) Policy should be

approval before the start of the relevant financial gear. Thi
Appendix C.

ontained in

thorities was last revised in
at capital spending plans
ith the development of an

The Prudential Code for Capital Finance in
2018 and introduced new requirements fo
are considered and approved, in conj i
integrated Treasury Management Stra rudential Code requires full
Council to approve a number of Indicators, set out in Appendix D,
which must be considered whefy deter ing the Council’s Treasury

ini e next three financial years.

at this Treasury Management Strategy Statement
in fossil fuels. The investments over which the
f investments to fossil fuel extraction companies

o In fossil fuel companies and the Council is unable to
refore, the recommendatlon is to divest from these

ivestment will need to have regard to market condltlons and
in the Finance Team. Subject to the immediate financial
ouncil, this money would then be re-invested in non-carbon or

olicy Framework
it For the Future (FFF)

The Council’s FFF Strategy is designed to deliver the Vision for the District of
making it a Great Place to Live, Work and Visit and be carbon neutral by 2030.
To that end amongst other things the FFF Strategy contains several Key
projects.

The FFF Strategy has three strands — People, Services and Money and each has
an external and internal element to it. The table below illustrates the impact of
this proposal if any in relation to the Council’s FFF Strategy.
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4.3.

FFF Strands

Communities

People | Services | Money
External
Health, Homes, Green, Clean, Safe Infrastructure,

Enterprise,
Employment

Intended outcomes:
Improved health for all.
Housing needs for all
met.

Impressive cultural and
sports activities.
Cohesive and active
communities.

Intended outcomes:
Area has well looked
after public spaces.

All communities have
access to decent open
space.

Improved air quality.
Low levels of crime and
ASB.

Intended outcomes:
Dynamic and diverse
local economy.

Vibrant town centr
Improved perfor
productivity of |

economy.
Increased loyme
and income | Is.

Impacts of Proposal

No direct impact

Potential impact from
divesting in fossil fuel
equities

Internal

Effective Staff

Maintain or Impro
Services

Intended outcomes:
All staff are properly
trained.

All staff have the
appropriate tools.

All staff are engaged,
empowered and
supported.

The right people argiin
the right job wi
right skills and ri
behaviours.

Intended outcommes:
Focusing

Financial
@oting over the
onger Term

Intended outcomes:
Better return / use of
our assets.

Full cost accounting.
Continued cost
management.
Maximise income
earning opportunities.
Seek best value for
money.

No impact

To continue to maximize
the income earned on
our investments whilst
first ensuring security
and appropriate levels
of liquidity.

S orting Strategies

ach strand of the FFF Strategy has several supporting strategies. The Treasury
Management function is consistent with the relevant supporting strategies.

Changes to Existing Policies

The Treasury Management function is in accordance with existing policies, save
for the recommendation to divest from direct ownership of fossil fuels
companies or commingled funds that include fossil fuel public equities and
corporate bonds by no later than 2025, in pursuance of the Council’s Climate

Emergency Declaration.




4.4. The Council will be considering a Investment Regeneration Strategy during the
early part of 2020/21, which may have an impact on the Council’s increased
use of non-specified investments.

4.5. Impact Assessments

There are no impacts of new or significant policy changes proposed in respect of
equalities.

5. Budgetary Framework

5.1. The Treasury Management Strategy has a significant impact on the Co
budget through its objective of maximising investment income and min
interest payable whilst ensuring the security and liquidity of financial reso

The 2020/21 budget for investment income, after inclusion of growthSitems; is
as follows:

2020/21 Budget 'O

External investment income
Deferred capital receipts interest
Long-term debtor loans

less : HRA allocation

Net interest to General Fund

5.2. Divesting from the current two equity the re-procurement of suitable
alternative funds will incur an addijtion .“Any costs will be included in a
future budget report, before a g€-procu ent.

6. Risk Management

6.1. Investing the Council’
Management functionleff
the SLY principle.€ecukity

inevitably creates risk and the Treasury

y manages this risk through the application of
ranks uppermost, followed by Liquidity (L) and
t will be an underlining principle. It is accepted
stments increase the security risk within the portfolio;

6.2. 1 of Rppendix B (the annual Treasury Management Investment

rovides more detail on how the risk is mitigated.

ncil does not have a specific risk register for Treasury Management but
es feature within the Finance risk register.

y engaging with our treasury management consultants, Link Asset Services
(Link), the Council is able to minimise the risks to which it is exposed. Link
provide regular briefings, alerts and advice in respect of the Council’s portfolio.
They also provide training for Members and officers responsible for the Council’s
treasury management function, to ensure they are informed and competent.

6.5. The strategies outlined in this report are based on an orderly exit from the
European Union at the end of December 2020, with a trade deal. There is
significant risk to counterparty creditworthiness, interest rate assumptions and
the economic should a trade deal not be agreed by that date. The treasury
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7.1.

8.1.

8.2.

8.3.

8.4.

8.6.

management function will keep this under review, and bring forward modified
strategies for approval should the need arise.

Alternative Option(s) considered

An alternative to the strategy being proposed for 2020/21 would be to not alter
the current strategy to invest without specific reference to any Environmental,
Social and Governance (ESG) issues. Keeping the existing equity funds, which
invest in fossil fuels, may provide higher returns than the alternative of
divesting these funds and investing in non-carbon or ESG equity funds.

Background

The Council is required to operate a balanced budget, which broadly mea

appetite, providing adequate liquidity initially before c
return (i.e. Security, Liquidity, Yield).

the capital plans, which provide a guide to th
requirement. This is longer-term cash flow nsure that the Council
can meet its capital spending obligations. ement of longer-term cash
may involve arranging long or short- , or using longer-term cash flow
surpluses. On occasion, when it is pru onomic, any debt previously
drawn may be restructured to m or cost objectives.

The contribution the treasury management function makes to the authority is
critical, as the balance of debt i
ability to meet spendin mmitments as they fall due, either on day-to-day
revenue or for larger rojects. The treasury operations will see a balance
of the interest costs d the investment income arising from cash
deposits affecting“the budget. Since cash balances generally result
from reserves,and balances, it is paramount to ensure adequate security of the
sums investe of principal will in effect result in a loss to the General

commercial initiatives or loans to third parties will impact on the
tion, these activities are generally classed as non-treasury

ing Investment Regeneration Strategy.
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.”

Revised reporting is required for the 2020/21 reporting cycle due to revisions of
the MHCLG Investment Guidance, the MHCLG Minimum Revenue Provision
(MRP) Guidance, the CIPFA Prudential Code and the CIPFA Treasury
Management Code.



9.1.

9.2.

9.3.

9.4.

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.

The above reports are required to be a
recommended to the Council. TS fole i
Scrutiny Committee.

Prudential and treasury indicators and treasury strategy (within this
report at Appendix D) - The first, and most important, report is forward

looking and covers:

. the capital plans (including prudential indicators);

« a minimum revenue provision (MRP) policy (how residual’ c al
orro S

expenditure is charged to revenue over time);
« the treasury management strategy (how the investments b
are to be organised), including treasury indicators; and
ents

w e to be
ri

« an investment strategy (the parameters on how ipv:
4 :

managed).

rily a progress
nding prudential
ire revision.

A mid-year treasury management report —

An annual treasury report — This is a ba a oking review document
and provides details of a selection of a tial and treasury indicators
and actual treasury operations compare the estimates within the strategy.

ately scrutinised before being
undertaken by the Finance and Audit

In addition, the revised FA Pr ial and Treasury Management Codes

required, for 2019/20

| authorities to prepare a Capital Strategy

I o
report, which provides theffolfewing:

Thi

e a high-leve overview of how capital expenditure, capital
finan asury management activity contribute to the provision

of Vi
o ovenviewpof how the associated risk is managed
o impli€ations for future financial sustainability.

of the Capital Strategy is to ensure that all elected members on full

capital strategy is reported separately from the Treasury Management
ategy Statement; non-treasury investments will be reported through the

ormer. This ensures the separation of the core treasury function under
Security, Liquidity and Yield principles, and the policy and commercialism
investments usually driven by expenditure on an asset. The capital strategy will

show:
e The corporate governance arrangements for these types of activities;
e Any service objectives relating to the investments;
e The expected income, costs and resulting contribution;
e The debt related to the activity and the associated interest costs;
e The payback period (MRP policy);
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e For non-loan type investments, the cost against the current market
value;
e The risks associated with each activity.

9.6. Where a physical asset is being bought, details of market research, advisers
used, (and their monitoring), ongoing costs and investment requirements and
any credit information will be disclosed, including the ability to sell the asset
and realise the investment cash.

9.7. As reported in the February 2020 2020/21 General Fund Budget and Council
Tax report, the Capital Strategy that was approved for 2019/20 will be u te
during 2020/21 to reflect significant new policies and strategies, includifg t
Climate Emergency Declaration, the Asset Management Strategy and a in
Investment Regeneration Strategy.

9.8. Where the Council has borrowed to fund any non-treasury inyestment)thére
should also be an explanation of why borrowing was requir; W e
e

MHCLG Investment Guidance and CIPFA Prudential Cod \Y} n adhered
to.
9.9. Non-treasury investments that are for InvestmentfRegeneration purposes will

be subject to the new Investment Regeneration

audit process, the strategy and revenue i will be reported through
the same procedure as the capital str ‘@, through the budget monitoring
process and reports to members.

9.11. To demonstrate the proportiondlity bet
non-treasury operation, high-lével co
report, where appropriate.

en the treasury operations and the
ators are shown throughout this
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Appendix A
Treasury Management Strategy for 2020/21
The strategy for 2020/21 covers two main areas:

A. Capital issues

¢ the minimum revenue provision (MRP) policy — see Appendix C.
o the capital expenditure plans and the associated prudential indicators — incl@

in Appendix D.
B. Treasury management issues
e training
e external contracts
e benchmarking
e performance
e prospects for interest rates
e the borrowing strategy

e policy on borrowing in advance of need
e the current treasury position
e treasury indicators which limit the treasury ri tivities of the Council

(Appendix D)
e debt rescheduling
e the investment strategy (Appendix B)
e creditworthiness policy (Appendi ec 3).
These elements cover the requiremefts of t ocal Government Act 2003, the CIPFA

Prudential Code, MHCLG MRP GuidaRee, thg CIPFA Treasury Management Code and
MHCLG Investment Guidance.

1 Training

1.1 The CIPFA Code re
responsibility
managem

ir responsible officer to ensure that members with

Yy management receive adequate training in treasury
cially applies to members responsible for scrutiny.

019 Council elections, Link Asset Services (Link) delivered
Me rs of the Finance and Audit Scrutiny Committee and other
embers in November 2019. Further training will be provided as and

prewious post holder. This knowledge will be kept up to date by regular
endance at seminars held by our consultants and other sources, such as
IPFA publications and market intelligence.

External contracts

2.1 The Council uses Link Asset Services, Treasury Solutions (Link) as its external
treasury management advisor. The option to extend the contract with Link by
two years has been exercised taking the current agreement to January 2022.

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

2.3 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.

2.4 Banking services are provided by HSBC Bank Plc, with the current agreem€ént
running until February 2025.

3 Benchmarking

3.1 Link co-ordinates a sub-regional treasury management benchmarkin
which Warwick District Council is an active participant. The,C
achieve or exceed the weighted average rate of return ofgthe LI
portfolio, which is published quarterly.

4 Performance

4.1 Performance of the treasury function is report
Audit Scrutiny Committee.

ice yearly to the Finance and

4.2 The Treasury Management Team will seek tofachieve a return on its money
market investments of 0.0625% over Interbank Bid Rate (LIBID) of
a similar duration (LIBID refers to_the interest rate which major London
banks are willing to borrow frop¥each other).

5 Prospects for interest Rate

5.1 As part of their servic I ssists the Council to formulate a view on interest
rates. The following table Link’s central view as at 4 February 2020,
before the impact4ef Corgnavirus (Covid 19) on finance markets worldwide:

,g\
<&
@o
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Link Asset Services Interest Rate View

Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22  Jun-22  Sep-22 Dec-22 Mar-23

Bank Rate View 0.75 0.75 0.75 0.75 0.75 1.00 1.00 1.00 1.00 1.25 1.25 1.25 1.25
3 Month LIBID 0.70 0.70 0.80 0.80 0.90 1.00 1.00 1.10 1.20 1.30 1.30 1.30 1.30
6 Month LIBID 0.80 0.80 0.90 1.00 1.00 1.10 1.20 1.30 1.40 1.50 1.50 1.50 1.50
12 Month LIBID 0.90 0.90 1.00 1.10 1.20 1.30 1.40 1.50 1.60 1.70 1.70 1.70 1.70
S5yr PWLB Rate 2.30 2.30 2.40 2.40 2.50 2.60 2.70 2.80 2.90 2.90 3.00 3.00 3.10
10yr PWLB Rate 2.50 2.50 2.60 2.60 2.70 2.80 2.90 3.00 3.10 3.10 3.20 3.20 3.30
25yr PWLB Rate 3.00 3.00 3.10 3.20 3.30 3.40 3.50 3.60 3.70 3.80 3.80 3.90

50yr PWLB Rate

Bank Rate

0.75% 0.75% 0.75% 0.75% 0.75% 1.25%

0.75%

Link Asset Services 1.00% 1.00% 1.00% 1.00% 1.25%

1.00%

1.00% 1.00%

0.75% 0.75%

0.75% 0.75%

Capital Economics
S5yr PWLB Rate

2.30% 2.30% 2.40% 2.40% 2.50% 2.60% 2.70% 2.80% 2.90% 2.90% 3.00%

2.60%

Link Asset Services

2.40% 2.50% 2.50% 2.60%

Capital Economics 2.80% 2.80% 2.90%

10yr PWLB Rate

3.30%

Link Asset Services 2.50% 2.50% 2.60% 2.60% 2.70% 2.80% 2.90% 3.00% 3.10% 3.10 3.20%

Capital Economics 2.70% 2.70% 2.80% 2.80% 2.90% 3.00% 3.00% 3.10%

25yr PWLB Rate

3.00% 3.00% 3.10% 3.20% 3.30% 3.90% 3.90%

3.20%

Link Asset Services 3.40% 3.50% 3.60% 3. s‘ B0%
3.30% 3.30% - L -

3.40% 3.50% 3.60% 3.70%
3.40% 8.50%0 - -

Capital Economics 3.10% 3.10% 3.20% 3.20% 3.40%

50yr PWLB Rate
3.70% 3.80%

2.90% 3.80%

3.10%

2.90%
3.10%

3.00%
3.20%

3.10%
3.20%

3.20%
3.30%

3.30%
3.40%

Link Asset Services

Capital Economics

5.2 The above forecasts are based on an assumptiofsthat there is an agreed deal
on Brexit, including agreement on th rms @f trade between the UK and EU,
at some point in time. The result of th lection has removed much
uncertainty around this major a ptiesr. However, it does not remove
uncertainty around whether agfeemen n be reached with the EU on a trade
deal within the short time to embep 2020, as the Prime Minister has

pledged.

5.3 2019 was a year of wgak Ukjeconomic growth as political and Brexit uncertainty
Committee (MPC)
However, durij
ate at the time of the 30 January MPC meeting. There
nbeat UK economic news in December and January which
e“political uncertainty leading up to the General Election,

ith unCertainty over where Brexit would be going after that Election,

had bee

c activity and a recovery of confidence after the decisive result of the
al election removed political and Brexit uncertainty. The MPC clearly
ided to focus on the more recent forward-looking news, rather than the

arlier downbeat news, and so left Bank Rate unchanged. Provided that the
forward-looking surveys are borne out in practice in the coming months, and
the March Budget delivers with a fiscal boost, then it is expected that Bank Rate
will be left unchanged until after the December trade deal deadline. However,
the MPC is on alert that if the surveys prove optimistic and/or the Budget
disappoints, then they may still take action and cut Bank Rate in order to
stimulate growth.

ge

5.4 Bond yields /7 PWLB rates. There has been much speculation during 2019

that the bond market has gone into a bubble, as evidenced by high bond prices
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and remarkably low yields. However, given the context that there have been
heightened expectations that the US was heading for a recession in 2020, and a
general background of a downturn in world economic growth, together with
inflation generally at low levels in most countries and expected to remain
subdued, conditions are ripe for low bond yields. While inflation targeting by the
major central banks has been successful over the last thirty years in lowering
inflation expectations, the real equilibrium rate for central rates has fallen
considerably due to the high level of borrowing by consumers: this means that
central banks do not need to raise rates as much now to have a major impac

on consumer spending, inflation, etc. This has pulled down the overall level o
interest rates and bond yields in financial markets over the last thirty ye

inversion of bond yields in the US whereby ten-year yields have fallen belo
shorter-term yields. In the past, this has been a precursor of a recession.

other side of this coin is that bond prices are elevated, as in
expected to be moving out of riskier assets i.e. shares, in
downturn in corporate earnings and so selling out of e
markets are also currently at high levels as some inves
chasing returns in the context of dismal ultra-low i S
deposits.

5.5 During the first half of 2019/20 to 30 Septemb
a near halving of longer term PWLB rates
low levels. (See paragraphs 6.2 and 7.7 fo
PWLB rates margin over gilt yields of
There is though, an expectation that fi
fears about the degree of the d
expected, the US only suffers

s plunged and caused
tely unprecedented historic
s on the increase in the
roduced on 9 October 2019.)
arkets have gone too far in their
US and world growth. If, as
turn in growth, bond markets in the
US are likely to sell off and th ould/be expected to put upward pressure on
bond yields, not only in the US, 0 in the UK due to a correlation between
US treasuries and UK 7 at various times this correlation has been strong but
at other times weak. [How forecasting the timing of this, and how strong
the correlation is li to be very difficult to forecast with any degree of
nk Rate will also impact on gilt yields.

through prolonged use. Low interest rates have encouraged a debt-fuelled
m that now makes it harder for central banks to raise interest rates.
egative interest rates could damage the profitability of commercial banks and
so impair their ability to lend and / or push them into riskier lending. Banks
could also end up holding large amounts of their government’s bonds and so
create a potential ‘doom loop’l. In addition, the financial viability of pension
funds could be damaged by low yields on holdings of bonds.

1 A doom loop would occur where the credit rating of the debt of a nation was downgraded
which would cause bond prices to fall, causing losses on debt portfolios held by banks and
insurers, so reducing their capital and forcing them to sell bonds — which, in turn, would cause
further falls in their prices etc.
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5.8 The overall longer run future trend is for gilt yields, and consequently PWLB
rates, to rise, albeit gently. From time to time, gilt yields, and therefore PWLB
rates, can be subject to exceptional levels of volatility due to geo-political,
sovereign debt crisis, emerging market developments and sharp changes in
investor sentiment. Such volatility could occur at any time during the forecast
period.

5.9 In addition, PWLB rates are subject to ad hoc decisions by H.M. Treasury to
change the margin over gilt yields charged in PWLB rates: such changes coul
be up or down. It is not clear that if gilt yields were to rise back up again b
over 100bps within the next year or so, whether H.M. Treasury would reggove
the extra 100 bps margin implemented on 9 October 2019.

5.10 Economic and interest rate forecasting remains difficult with so many influ

impact. Forecasts for average investment earnings be
horizon will be heavily dependent on economic and

6 Investment and borrowing rates

2

/21 with little increase

6.1 Investment returns are likely to remain low, duri
in the following two years. However, if ma
agreed Brexit, then there is upside p

s was made with an
earnings.

6.2 Borrowing interest rates were o
2019/20 but then PWLB borro

alling trend during the first half of
jumped up by 100 bps on 9 October
2019. The policy of avoiding n ing by running down spare cash
balances has served local auth Il over the last few years, with this
Council deciding to dra wn £1 illion in September 2019 as the optimum
balance of risk in up ements versus the higher short-term carrying
costs. The unexpecte of 100 bps in PWLB rates required a major

ury management strategy and risk management.

6.3 ot be able to avoid borrowing to finance new capital

ularly for the HRA or to fund any Investment Regeneration

orrowing Strategy

e Council’s current long-term borrowing portfolio consists of £136.157 million
HRA and £12 million General Fund PWLB debt.

.2 The HRA loans were taken out in 2012 to finance the HRA Self Financing
settlement, and the interest paid on this debt is entirely borne by the HRA and
is provided for as part of the HRA Business Plan. The first of these loans is

2 It is anticipated that new HRA and commercial investments would only take place if the
scheme has a positive net return, including the borrowing costs
14



scheduled to be repaid on 28 March 2053 with the final loan being repaid on 28
March 2062.

7.3 £12 million was borrowed in September 2019, for repayment at maturity on 28
August 2059, with the interest borne by the General Fund.

7.4 The Council is currently maintaining an under-borrowed position, despite the
borrowing referred to in paragraph 6.2, which means that the capital borrowing
need (the Capital Financing Requirement), has not been fully funded with loa
debt as cash supporting the Council’s reserves, balances and cash flow has
been used as a temporary measure, i.e. borrowing has been deferred. Thi
strategy is prudent as investment returns are low and counterparty ris
an issue that needs to be considered.

7.5 The borrowing undertaken in 2019 has reduced the under-borrow ositi
the previous two financial years. That strategy is prudent while inves

replenish the cash backing the Reserves and Balances i
developments, and (2) the upside risk of PWLB and
result of economic factors make it prudent to con
the internal borrowing by taking PWLB loans during 2020f21. Additionally, there
are a number of potential HRA capital scheme requires considerable
external borrowing in 2020/21 and beyon s could a new Investment
Regeneration Strategy.

7.6  Against this background and the risks economic forecast, caution will
be adopted with the 2020/21 tr rations. The Head of Finance will
monitor interest rates in financial markets and adopt a pragmatic approach to
changing circumstances:

e if it was felt that t was a Significant risk of a sharp FALL in borrowing
rates, (e.g. due t@'a ed increase of risks around relapse into recession
or of risks of deflation), then borrowing will be postponed;

e f it was felt t
borrowin
accelerétio

was a significant risk of a much sharper RISE in
an that currently forecast, perhaps arising from an
the rate of increase in central rates in the USA and UK, an
economic activity, or a sudden increase in inflation risks,
e portfolio position will be re-appraised. Most likely, fixed rate funding
awn whilst interest rates are lower than they are projected to be in

source of long-term borrowing for local authorities has been the
ollowing the decision by the PWLB on 9 October 2019 to increase their
in over gilt yields by 100 bps to 180 basis points on loans lent to local
thorities, consideration will also need to be given to sourcing funding at
cheaper rates from the following, especially as Link expect the underlying PWLB
rates (see the table in paragraph 5.1) to rise:

e Local authorities - primarily shorter dated maturities

e Financial institutions - primarily insurance companies and pension funds but
also some banks, out of spot or forward dates

¢ Municipal Bonds Agency (MBA) — the first issuance is expected in April or May
2020.
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7.8 Approved sources of long and short-term borrowing

On Balance Sheet Fixed Variable

Public Works Loan Board (PWLB) L4 ®
Municipal Bond Agency (MBA)
Local authorities

Banks

Pension funds

Insurance companies

Market (long-term)
Market (temporary)
Market (LOBOs)
Stock issues

Local temporary o
Local bonds

Local authority bills ®
Overdraft ®
Negotiable bonds Q L
Internal (capital receipts & revenue balance ®
Commercial paper L4 -
Medium term notes o -
Finance leases 1 L

7.9 The degree which any of these@ptions ves cheaper than PWLB Certainty
Rate is still evolving at the timg of wri but the Council’s advisors will keep
officers informed. Financial ins io
are likely to have signifieaptly mo omplex administration and legal

7.10 However, the 10 i n their rates in October 2019 may have made it
effectively the_‘lend last resort’ in some circumstances, especially for
short to medi ans. The Council will consider other sources of external
finance, iacladin

i able PWLB loans, for periods up to 15 years. However,

coul®introduce a risk in terms of a bond issuers defaulting, which

with the PWLB. Link will provide advice on the most cost effective

rder*to finance temporary cash deficits. However, proactive cash flow

agement will keep these to a minimum and, wherever possible, the loan
ould be taken out for periods of less than 7 days in order to minimise the
interest payable. The Council has not incurred any short term borrowing in
2019/20 to date and is not expecting to during 2020/21.

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

8 Policy on borrowing in advance of need

8.1 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
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borrow in advance will be within forward approved Capital Financing
Requirement estimates, and will be considered carefully to ensure that value for
money can be demonstrated and that the Council can ensure the security of
such funds.

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

9.1

9.2

9.3

mechanism.

Current treasury position

The investments at 31 January 2020 are summarised below:

31 Jan 20:30 Sep 19 Mar 19
Type of Investment
£'000 £'000 00

Money Markets incl. CD's & Bonds 42,000

Money Market Funds 40,988

Business Reserve Accounts incl. call accounts 6,551

Total In House Investments 89,539

Corporate Equity Funds (nominal) 6

Total Investments 95,839

The market valuations of the two equity f
included above, are shown below:

ed to the nominal value

. n 20{30 Sep 19:31 Mar 19
Equity Fund
£'000 £'000 £'000
Royal London UK Equity Fund & o § 3,478 3,377 3,202
Columbia Threadneedle UK Equity lacome Eund 3,299 3,203 3,031
Total . 6,777 6,580 6,233

31 January 2020 include unrealised capital

These equity fund valtiati

gains and accruedjintekest.
investments within
Threadneedl|

e amount of ‘extraction of fossil fuel’ related
nds is (a) Royal London — 9.5% and (b) Columbia
he Council does not have any influence over where

9.4

10

10.1

these pooledye

ES

funds invest.

nvironmental, Social and Governance) equity funds are
ich operate with either negative (‘avoiding’) screening or positive
appropriateness of these ESG funds will be considered in

xternal Borowing 31 Jan 2030 Sep 1931 Mar 19
£'000 £'000 £'000

Public Works Loan Board 148,157 148,157 136,157

Total 148,157 148,157: 136,157

Debt rescheduling

Rescheduling of borrowing in the Council’s debt portfolio is unlikely to occur as

the September 2019 100 bps increase in PWLB rates only applied to new
borrowing rates and not to premature debt repayment rates.
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10.2 The Council’s treasury advisors will monitor the debt portfolio and identify any

opportunities for debt restructuring but there would need to be a significant
increase in interest rates for this occur.

10.3 If rescheduling was done, it will be reported to the Finance and Audit Scrutiny

Committee, at the earliest meeting following its action.
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1.1

1.2

1.3

1.4

Appen

Annual Treasury Management Investment Strategy

Investment policy — management of risk

dix B

The MHCLG® and CIPFA* have extended the meaning of ‘investments’ to include
both financial and non-financial investments. This report deals solely with
financial investments, (as managed by the treasury management team). N

covered in the Capital Strategy, (a separate report).

on
financial investments, essentially the purchase of income yielding assets, arQ

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

¢ MHCLG’s Guidance on Local Government Investments (“the Gdidance”);

ross

e CIPFA Treasury Management in Public Services Code of Practicg an
Sectoral Guidance Notes 2017 (“the Code”),

e CIPFA Treasury Management Guidance Notes 2018.

The Council’s investment priorities, using the establish " principles in

decreasing importance, are:

1. Security,

2. Liquidity and
3. Yield return.

The above guidance from the MHCLG
management of risk. This authority h
managing risk and defines its ris

dC place a high priority on the
teda prudent approach to
e following means:

1.4.1. Minimum acceptable ria are applied in order to generate a
list of highly creditwo terparties. This also enables
diversification and thus nce of concentration risk. The key
ratings used nitor counterparties are the short term and long-
term rating

1.4.2. Otheri ratings will not be the sole determinant of the
quali tion; it is important to continually assess and

ncial sector on both a micro and macro basis and in
the economic and political environments in which
operate. The assessment will also take account of

n that reflects the opinion of the markets. To achieve this

maon
n

erlay that information on top of the credit ratings.

stitugi
orm
consideration the Council will engage with its advisors to maintain a
monitor on market pricing such as “credit default swaps” and
@
@ 1.4.4.

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

This authority has defined the list of types of investment
instruments that the treasury management team are authorised to

use under the categories of ‘specified’ and ‘non-specified’ investments:

o Specified investments are those with a high level of credit
quality and subject to a maturity limit of one year.

3 Ministry of Housing, Communities & Local Government
4 Chartered Institute of Public Finance & Accountancy
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o Non-specified investments are those with less high credit
quality, may be for periods in excess of one year, and/or are
more complex instruments which require greater consideration by
members and officers before being authorised for use. Once an
investment is classed as non-specified, it remains non-specified
all the way through to maturity i.e. an 18-month deposit would
still be non-specified even if it has only 11 months left until
maturity.

o Commercial investments are outside the Council’s treasury
management strategy and will be subject to the developmen
new Investment Regeneration Strategy.

1.4.5. Non-specified investments limit. The Council has determin ti
will limit the maximum total exposure to non-specified investme
being 70% of the total investment portfolio.

1.4.6. Commercial investments limit. The Council will
maximum exposure to commercial investments (i
third parties at commercial rates of interest), €
percentage of the total investment portfolio,
development and approval of the new Inv
Strategy.

1.4.7. Lending limits, (amounts and matu
set through applying the matrix table i

Ysafor ea€h counterparty will be
IX B Annex 2.

1.4.8. Transaction limits are not set fo e of investment, being

subject to the overall lendingMigit in“&.4.7 above

1.4.9. This authority will set a limit e ount of its investments which
are invested for long an 5 days. (70% - see paragraph 3.11
below).

1.4.10. Investments will only d with counterparties from countries

with a specifi

1.4.11. This authori aged external consultants, (Appendix A
section ide expert advice on how to optimise an appropriate
balance o liquidity and yield, given the risk appetite of this

i context of the expected level of cash balances and

iquidity throughout the year.

inimum sovereign rating, (Appendix B Annex 2).

1.4.1 Il investments will be denominated in sterling.

result of the change in accounting standards for 2019/20 under
IFRS 9, this authority will consider the implications of investment
instruments which could result in an adverse movement in the value of
he amount invested and resultant charges at the end of the year to
the General Fund®. This override applies to the Council’s equity funds
and will be a factor in their appropriateness after 2022/23.

However, this authority will also pursue value for money in treasury
management and will monitor the yield from investment income against
appropriate benchmarks for investment performance. Regular monitoring of
investment performance will be carried out during the year.

5 In November 2018, the Ministry of Housing, Communities and Local Government, [MHCLG],
concluded a consultation for a temporary override to allow English local authorities time to
adjust their portfolio of all pooled investments by announcing a statutory override to delay
implementation of IFRS 9 for five years commencing from 1 April 2018
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2. Changes in risk management policy from last year
2.1 The above criteria are unchanged from last year.
3. Creditworthiness policy

3.1 The Council relies on credit ratings published by the three main Credit Rating
agencies, Fitch Ratings, Moody’s Investor Services and Standard & Poor’s which
are supplied to it by its treasury advisers. These ratings are used to establish
the credit quality of counterparties and investment schemes. These instituti
also issue regular ratings watch bulletins and where these are negative a
affect one of our counterparties this will be taken into account when d in
whether or not to place future investments with them.

3.2 The Council also utilises elements of the creditworthiness service

Poor’s. The credit ratings of counterparties are suppleniént it

overlays:

e Credit watches and credit outlooks from creditirating @gencies;
¢ Credit Default Swap (CDS) spreads to giveearly, warging of likely changes
in credit ratings;

e following

e Sovereign ratings to select counterpar ly the most creditworthy

countries.
3.3  All credit ratings will be monitor utinely and will inform every investment
decision. The Council is alertedfto cha to ratings of all three agencies

through its use of the service.

e if a downgrade results in the erparty / investment scheme no longer
meeting the Coun inimum criteria, its further use as a new investment

e In addition to
information_i nts in credit default swap spreads and other market

3.4 operty, corporate bond and corporate equity funds will be

dvice of Link, the Council’s treasury advisors.

I's investment balances have increased in recent years mainly due to
asing Housing Revenue Account (HRA) balances that are projected to be
ilised in the medium term.

6 In order to provide flexibility and to continue to be able to invest in the highest

quality counterparties it is proposed to keep the counterparty limits for certain
institutions as follows:
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A rated private banks £5m

A+ rated private banks £7m
AA rated private banks £8m
Government Debt CNAV MMFs® £10m

LVNAV MMFs’ £10m

3.7 The Council has both cash flow derived and core balances available fot@:

investment. Investment decisions will be made with regard to cash flo
requirements, core cash balances and the outlook for short term interest

3.8 The Council will continue to use Money Market Funds (MMFs), call b
accounts and the money markets to invest cash flow drive ey untiPthe
time when it is required. Core investments will be invest a‘temhination of
corporate equity funds and the financial markets.

3.9 The Council has two corporate equity fund manag don Asset
Management and Columbia Threadneedle, the pefforma which are kept
under review. Currently the funds are expect turns of around
3.75% in 2020/21, although this is at risk from omic impact of

ing fossil fuels and the

before the end of 2022, as part of the
Options include closing these fun ing in ESG (Environmental
Social & Governance) equity f ew fund manager appointments would
be made in conjunction with Lifikk and Would be in adherence with the Council’s
procurement rules. Re-procurin i st these reserves is likely to incur an
additional cost.

limate Emergency Declaration.

3.10 Based on its cash flow foréCasts (subject to any ‘internal borrowing’ pending

borrowing for ne |l e nditure, including commercial investment), the
Council anticipates t nvestments in 2020/21 on average will be in the
region of £69 £28m will be “core” investments i.e. made up of

reserves anéthbalances which are not required in the short term.

3.11 um percentage of its ‘core’ investments that the Council will hold in

estments (over 365 days) is 70%. It follows therefore that the

m percentage of its overall investments that the Council will hold in

investments (365 days or less) is 30%. Having regard to the

likely cash flows and levels of funds available for investment the

t available for long-term investment will be a maximum of 70% of the

C investment portfolio subject to a total of £30 million at any one time in line
ith the Prudential Indicator covering this issue. These limits will apply jointly

to the in house team and any fund managers so that the overall ceilings of 70%

and £30 million are not breached.

3.12 The 2020/21 interest rate outlook is for Bank Rate to start the year at 0.75%
and rise to 1.25% by the final quarter of the year. Based on current investment
policies and interest rate projections, it is currently estimated that the overall

6 Constant Net Asset Value Money Market Funds
7 Low-Volatility Net Asset Value Money Market Funds
22



4.

4.1

4.2

4.3

4.4

portfolio will achieve a 0.98% return for 2020/21.

Investments that are not part of treasury management activity

Where, in addition to treasury management investment activity, the Council

invests in other financial assets and property primarily for financial return,

these investments will be proportional to the level of resources available and

the Council will ensure the same robust procedures for the consideration of
and return are applied to these decisions.

The Council recognises that investment in other financial assets e.g. loan
third parties and property may be taken for non-treasury managemen
purposes, thus requiring careful investment management. Such activity

risk

O

includes loans supporting service outcomes and commercial investments, i
are taken for mainly financial reasons.
ent

The Council’s framework to consider such non treasury mapa
investments will be reflected within the Capital Strategy and a estment
Regeneration Strategy. All such investment proposals red on

their own merits, and have regard to treasury man

programme, investment strategy or equivalen
relevant, the organisation’s risk appetite
for non-treasury investments. It will be re

these activities may differ from that fogtrea management.

23
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Appendix B Annex 1
Schedule of specified and non-specified investments

Specified Instruments (365 days or less)

e Deposits with banks and building societies

¢ Deposits with UK Government, Nationalised Industries, Public
Corporations, and UK Local Authorities

o UK Government Gilts

¢ Debt Management Agency Deposit Facility (DMADF)

e Government Debt Constant Net Asset Value Money Market Fun A
rated)

e Low Volatility Net Asset Value Money Market Funds (AAA ra

e Corporate Bonds issued by private sector finan

e Corporate Bonds issued by financial institugd
by the UK Government

e Corporate Bonds issued by corporates

e Covered Bonds issued by private

e Covered Bonds issued by financial institutions partly or wholly owned by
the UK Government

e Covered Bonds issued b s

e Supranational Bonds i
Lateral Development B

¢ Floating Rate N issue

e Floating Rate Note ued by financial institutions partly or wholly
owned by gheWWK Government

¢ Floating Ra ssued by corporates

private sector financial institutions

o r urities guaranteed by HM Government
o pos

Non SpEcified Investments

posits with unrated building societies
eposits with banks and building societies greater than 365 days

Deposits with UK Local Authorities greater than 365 days

o Certificates of deposits issued by banks and building societies greater
than 365 days

e Corporate Bonds issued by private sector financial institutions greater
than 365 days

e Corporate Bonds issued by financial institutions partly or wholly owned
by the UK Government greater than 365 days

e Corporate Bonds issued by corporates greater than 365 days

e Covered Bonds issued by private sector financial institutions greater

than 365 days
24



e Covered Bonds issued by financial institutions partly or wholly owned by
the UK Government greater than 365 days

e Covered Bonds issued by corporates greater than 365 days

e Corporate Bond Funds

e Regulated Property Funds including Real Estate Investment Trusts

e CCLA Property Fund or other similar property fund

o Diversified asset funds (e.g. CCLA DIF)

o UK Government Gilts with over 365 days to maturity

e Supranational Bonds issued by Supranational Institutions or Multi Q
Lateral Development with over 365 days to maturity
e Corporate Equity Funds V

<
@o
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pendix B Annex 2

Counterparty Limits

Viability | # Sovereign .
Inve.stment / counterparty S/term L/term / country min. Max limit per Use Notes ref
type: . . counterparty
support | credit rating
Specified instruments: .
(repayable within 12 months) (FITCH or equivalent)
DMADF n/a In house & EFM*
UK Govt. / local authorities / public
corporations / nationalised n/a High 64 days In house & EFM* 11
industries
Bank - part nationalised UK F1 A 364 days In house & EFM* 1&2
Bank - private (includes fixed term F1 A 364 days In house & EFM* 1&2
deposits, CDs and category 1 FRNs F1 A+ 364 days In house & EFM* 1&2
& bonds) F1 AA- & above 364 days In house & EFM* 1&2
. . . F1 A 364 days In house & EFM* 1&2

chfer prlvatg sector financial F1 e 364 days In house & EFM* 182
institutions (includes category 1
FRNs & bonds) F1 AA- & above 364 days In house & EFM* 1&2

F1 A 364 days In house & EFM* 1&2
gg;zz;ates (category 3 FRNS & F1 At 364 days in house & EFM* 182

F1 AA- & above 364 days In house & EFM* 1&2
Bank subsidairies of UK banks Explicit Parent £5m 3 months In house & EFM* 1&3

Guarantee

Money Market Fund (CNAV) £10m liquid In house & EFM*
Money Market Fund (LVNAV) £10m liquid In house & EFM*
Money Market Fund (VNAV) £6m liquid In house & EFM* 4
Building societies - category A AA- £4m 364 days In house & EFM* la.
Building societies - category B AA- £2m 364 days In house & EFM* la.
Corporate bonds - category 2 £9m 364 days In house & EFM* 5
Covered bonds - category 2 £9m 364 days In house & EFM* 12
Bonds - supranational / multi-lateral £5m 364 days In house & EFM*
development banks
Floating Rate Notes (FRN) - A £9m 364 days In house & EFM* 6
category 2
Eligible bank bills n/a Deterg;&ed by £5m 364 days EFM*
Sterling securities guaranié by n/a AA om not defined EEM™*
HM Government
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Viability | # Sovereign . Max.
Investment / counterparty - Max limit per i
. S/term L/term / country min. maturity Use Notes ref
type: . . counterparty :
support | credit rating period
Non-specified instruments: (FITCH or equivalent)
Building societies - assets > £500m unrated category C £1m 3 mont In house 1b & 9
5:2': - part nationalised UK > 1 F1 AA- £9m ouse + advice & EFM* |1b, 2, & 10
Bank - private (includes fixed term F1 In house + advice & EFM*|1b, 2, & 10
deposits, CDs and category 1 FRNs F1 A+ In house + advice & EFM*|1b, 2, & 10
& bonds) F1 AA- & above In house + advice & EFM*|1b, 2, & 10
Other private sector financial F1 A In house + advice & EFM*|1b, 2, & 10
institutions (includes category 1 F1 A+ In house + advice & EFM*|1b, 2, & 10
FRN's & Bonds) F1 AA- & above In house + advice & EFM*[1b, 2, & 10
F1 A In house + advice & EFM*[1b, 2, & 10
FRN' e
gg;'zz;ates (category 3 FRN'S, F1 A+ In house + advice & EFM*|1b, 2, & 10
F1 AA- & above 2 years In house + advice & EFM*|1b, 2, & 10
Building societies - > 1 year F1 A - £1m 2 years In house + advice & EFM*| 1b & 10
Local authorities > 1 year n/a High £9m 5 years In house + advice 10
)C/g;'?orate bonds - category 2 >1 A £9m 2 years In house & EFM* 5& 10
)C/g;’freo' bonds - category 2 >1 A £9m 2 years In house & EFM* 10 & 12
Corporate Equity Funds - low risk N/A ee note 13 £4m 10 years EFM>* 13 & 14
ﬁ;’;porate Equity Funds - medium See note 13 £2m 10 years EFM* 13 & 14
Corporate Bond Funds BB £5m 10 years |In house + advice & EFM* 10
Pooled property fund eg: REITS Al::tggslzed £5m 10 years In house + advice 10
CCLA property funds n see note 8 £5m 10 years In house + advice 7 &10
Day to day balances n/a n/a In house 8
@ o




Notes:

*

EFM = External Fund Manager

# Minimum sovereign rating does not apply to UK domiciled counterparties
All maximum maturity periods include any forward deal period
Includes business call reserve accounts, special tranches & any other form of investment with that institution e.g. certifigate of degposits, corporate bonds and repos,
1. except where the repo collateral is more highly credit rated than the counterparty in which case the counterparty limit is i by £3m with a maximum in repos
of £3m
Includes business call reserve accounts, special tranches & any other form of investment with that institutj of deposits, corporate bonds and repos,
la. except where the repo collateral is more highly credit rated than the counterparty in which case the co creased by £2m with a maximum in repos
of £2m
1b. Includes business call reserve accounts, special tranches & any other form of investment with thatnsSti . rtificate of deposits, corporate bonds and repos
2. Counterparty limit is also the group limit where investments are with different but related instituti
3 Unrated but with explicit guarantee by parent + parent meets minimum ratings of short-term F1, . Subject to group limit relating to parent bank e.g. £56m
© if private of £9m if part or wholly nationalised
4. Subject to overall group limit of £6m
5. Corporate bonds must be senior unsecured and above. Category types:
Category 1: Issued by private sector financial institutions
Category 2: Issued by financial institutions wholly owned or part owned by th
Category 3: Issued by corporates
6. Floating rate notes - categories as per note 5 above
7. Security of trustee of fund (LAMIT) controlled by LGA, COSLA who app s and officers of LAMIT
8. Minimum exposure to credit risk as overnight balances only
9. Group limit of £8m
10. £15m overall limit for corporate bond / equity / property fund Om limit for all counterparties
11. UK Government includes gilt edged securities and Treasury
12. Covered bonds category types:
Category 1: Issued by private sector financial insti
Category 2: Issued by financial institutions wholly ow owned by the UK Government
Category 3: Issued by corporates
13. Risk determined as follows:
Low - UK equity income funds
Medium - UK capital growth funds
14. Maximum investment limit subject t@),10% c I growth, i.e. maximum is 110% of original investment
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Appendix B Annex 3
Approved Countries for Investments

This list is based on those countries which have sovereign ratings of AA- or higher,
(based on the lowest rating from Fitch, Moody’s and S&P.

Based on lowest available rating

AAA
. Australia
. Canada
« Denmark
+ Germany
« Luxembourg
« Netherlands V
. Norway
. Singapore
« Sweden
. Switzerland

AA+
. Finland
+ U.S.A.
AA
« Abu Dhabi (UAE)
- France
+ Hong Kong
« U.K.
AA-

&
@o
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Appendix C
Minimum Revenue Provision Policy

1 Background

1.1 The Council is required to pay off an element of the accumulated General Fund
capital spend each year (the Capital Financing Requirement - 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).

1.2 MHCLG regulations have been issued which require the full Council to a e
an MRP Statement in advance of each year. A variety of options ate provi
councils, so long as there is a prudent provision. The Council is re mende
to approve the following MRP Statement.

1.3 The Statutory Guidance on Minimum Revenue Provision®
options under which MRP could be made, with an over
that the Council should make prudent provision to r

ers r in
co endation
t liability over
h the capital
expenditure is estimated to provide benefits. Alth@ugh foldr main options are
recommended in the guidance, there is no int prescriptive by
making these the only methods of charge under ic local authority may
consider its MRP to be prudent.

2 Four Main Options

2.1 Option 1 — Regulatory Meth
This option is the old statutory$\methodof 4% of the CFR and which has to be

used in order to calculate MRP o bt still outstanding at 1 April 2008°. It
can also be used to ¢ e MRP on debt incurred under the new system but
which is supported thfoug annual SCE (Supported Capital Expenditure)

allocation from DCLG

2.2 Option 2 — ancing Requirement Method

of Option 1 and is based on 4% of the CFR with certain
priate where the borrowing is not linked to a particular

This is a yariati
changesfand p
asse

2.3 i 3 — Asset Life Method

option, it is intended that MRP should be spread over the useful life

set financed by the borrowing or credit arrangement. In future, where

borrowing is utilised to finance specific assets it is likely that the period of the

I will match the expected life of the asset and therefore, under this method
e annual charge to the Council’s accounts is directly related to building up the

provision required to pay off the loan when it matures which, under Options 1

and 2, is not possible.

There are 2 methods of calculating the annual charge under this option

a) equal annual instalments or

8 Guiance issued by the Secretary of State under section 21(1A) of the Local Government Act 2003. Fourth
edition applies to periods commencing 1 April 2019.
9 The Council had no debt at this date
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2.4

3.1

3.2

4.1

51

53

b) by the annuity method where annual payments gradually increase during
the life of the asset.

Option 4 — Depreciation Method

This is a variation on option 3 using the method of depreciation attached to the
asset e.g. straight line where depreciation is charged in equal instalments over
the estimated life and the reducing balance method where depreciation is
greater in the early years of an assets life and which is most appropriate for
short lived assets e.g. vehicles. In this Council’s case assets are depreciated
using the straight line method and so option 4 is not materially different ffom
option 3.

HRA

Under the Self Financing regime, the HRA Business Plan has to provi

resources for the repayment of the £136.157m borrowed fro on the
28 March 2012. Repayment of this debt is currently provi encing in
year 41 (2052/53) and continuing through to year 50 siness Plan

The HRA will apply the same principle to new borrgwing u ken for capital
investment.

Voluntary Revenue Provision (VRP)

MHCLG issued revised MRP guidance in 201
Provision. In future any VRP or overp
in previous years’ MRP statement, can med and credited back to the
General Fund in certain circum example would be a loan to a third
party where during the duration of thefloan MRP or VRP has been made but on
full repayment of the loan the piincipal’has been applied to pay down the
Capital Financing Requi ent. | instance the VRP is no longer required

he General Fund. The Council has instances of

oncerning Voluntary Revenue
OfMRP, which has been disclosed

to pay down the Ca ancing Requirement.

Warwic Council Policy

Itis men that for any long-term borrowing on the General Fund e.g.
leis@tre ce refurbishments, the following methods of Minimum Revenue
ision be ddopted:

rrowing specifically linked to a particular asset or capital scheme —

ion 3 based on the annuity method.

o or borrowing that cannot be linked to a particular asset or capital scheme —
Option 3 based on the annuity method using the weighted average life of
assets.

For any borrowing incurred through finance leases, the annual principal
repayments in the lease are regarded as MRP.

Although not strictly part of MRP requirements, it is also recommended that for
internal borrowing (i.e. capital expenditure financed from reserves), where
appropriate, Option 3 based on the annuity method be adopted, in most cases,
as a means of replenishing those reserves which financed the capital
expenditure. In exceptional circumstances another method may be more
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appropriate.

5.4  For short duration loans to third parties the Council will not make either MRP or
VRP but instead apply the capital receipt received through the repayment of the
loan to pay down the Capital Financing Requirement.

5.5 The Council may on occasion enter into agreement to undertake a scheme /
capital payment whereby monies and resources (grants, capital receipts, S106
receipts, etc.) will be received some time after the scheme / capital payment
has been completed. On such occasions whereby the capital expenditure is
expected to be fully reimbursed by future capital or revenue income, no P
will be provided. This position will be kept under review and should th
likelihood of receipt of the income change, then MRP may be initiated. an
example would be the granting of monies to an external organisation and
receipts are expected to pay for the capital liability.

&
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Appendix D
Prudential and Treasury Indicators

Introduction

1.1. The Prudential Capital Finance system came into effect on 1 April 2004,
replacing the previous system of approval allocations from central Government,

allowing local authorities to decide how much they can prudently afford to
borrow and pay back from revenue resources.

1.2. CIPFA developed the Prudential Code for Capital Finance in Local Authoriti
(the ‘Prudential Code’) to provide a mechanism to enable councils to e re
that in line with the new freedom given, their capital investment plans a

affordable, prudent and sustainable.

1.3. It is the Council’s responsibility to set its prudential indicators, havingyre to
its own set of circumstances. The Council must demonstrate ¢hat its ¢ I
investment proposals are:

e affordable,
e prudent and

e sustainable.

)

1.4. All Indicators must be included in the Council’s
Outturn report.

asury Strategy and

1.5. The Prudential and Treasury Indicatorg,are ided into:
a) Prudential:
o Affordability (section 2)
¢ Prudence (section 3)
e Capital Expendit (secti -5)
o External Debt [secti 6-7)
b) Treasury:

1.6. i lains what the Prudential and Treasury Indicators are as well

- Ratio of financing costs to net revenue stream

hows the trend in the cost of capital (borrowing and other long-term
n costs, net of investment income) against the net revenue stream, i.e.
taxation, rents and non-specific grant income.

e higher the ratio, the higher the proportion of resources tied up just to
service met capital costs, and which represent a potential affordability risk.

It sets an upper limit on the proportion of the Council’s net revenue streams
both for General Fund and Housing Revenue Account (HRA) that is committed
to servicing debt.

2.4. The table below shows the actual for 2018/19 (a single value) and the ratios
proposed for the General Fund, HRA and Overall as required by the Prudential
Code. These figures exclude unapproved schemes, other than HRA schemes
subject to approval at the same March Council meeting as this report.
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2.5.

2.6.

2.7.

2.8.

3.2

<
Q‘o

Table 1

Year General Fund Housing Revenue Overall
Account
2018/19 -1.21% 41.65% 24.05%
2019/20 -2.00% to 3.00% | 38.00% to 42.00% | 20.00% to 25.00%
2020/21 -2.00% to 3.00% 38.00% to 50.00% | 23.00% to 33.00%
2021/22 -2.00% to 3.50% | 38.00% to 58.00% | 24.00% to 39.00%
2022/23 -2.00% to 3.50% | 38.00% to 58.00% | 24.00% to 39.00

The ratio for estimates is a range rather than a single figure, to allow for 9@th
the uncertain amount of borrowing that will take place for more c i
investments and developments by the General Fund and HRA, and
movements in long-term interest rates, as a relatively small ariation
borrowing costs could cause a ratio based on a precise p ntage togbe
breached.

The significant size of the HRA ratio includes the H na g debt taken
in 2012 and future — currently unapproved - borr easing the supply
of dwellings. If income increases at least much asithe delit costs the ratio
should not increase once the new rental properti upied — there will be
a short-term cost during any acquisition

The General Fund ratio would increase for f rrowing to finance capital
expenditure such as leisure centres, | ans to third parties and
commercial investment.

The ratios will be monitored d ar and, if necessary, remedial action
taken — such as Council increa imits - to avoid them being breached.

Prudence - Gross De nd the Capital Financing Requirement

This indicator require§ th ss debt, except in the short term, is to be kept
below the Capital &inalncing Reéquirement (CFR) for the same period. This
demonstrates that iIng has not been taken in advance of need. It is
estimated th ernal debt will be lower than the CFR in future years.

Table 2 s t
Authorised Li a

onger term projections, compared with total debt and the
Operational Boundary from sections 6 and 7 respectively:
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Table 2

Capital Financing Requirement (including finance leases)

£m Actual Est Est Est Est Est Est Est Est Est Est
18/19 19/20 20/21 21/22 22/23 23/24 24/25 25/26 26/27 27/28 28/29
HRA CFR 136.2 150.5 157.1 170.5 170.5 196.5 196.5 196.5 196.5 196.5 196.5
GF CFR 167 165 295  31.3 314 358 358 358 358 358 358
gﬁ;:;glc:s\'/sscttr'r‘gié non- 5o 6.0 7.9 6.9 6.9 2.4 2.4 0.4 0.4 0.4 0.4
Total CFR 157.8 172.9 194.2 208.8 208.8 234.8 234.8 232.8 232.7 232.7 23

External borrowing - HRA 136.2 139.7 141.9 155.4 155.4 181.4 181.4 181.4 181.4

External borrowing - GF - 20.0 35.3 35.4 35.4 35.4 35.3 33.3 33.3
Other long term liabilities 0.0 0.0 1.1 1.2 1.2 1.2 1.2 1.2 1.2
Gross Debt 136.2 159.8 178.3 191.9 191.9 217.9 217.9 2159 215.9 2
Internal borrowing - HRA - 10.8 15.2 15.2 15.2 15.2 15.2 15.2 15.2
Internal borrowing - GF 21.6 2.4 0.7 1.7 1.7 1.7 1.7 1.7

WDC internal borrowing 21.6 13.2 15.9 16.9 16.9 16.9 16.9 16.9

Authorised Limit 168.9 192.8 214.9 229.2 229.0 255.0 255.0 255.
Operational Boundary 150.0 173.8 195.8 210.0 209.8 235.8 235.8

3.3 These figures are shown in graphical form, demons j e CFR will be
higher than gross debt:
Table 3
Capital Finance Require uding finance leases)
500 ==l Gross Debt e Authorised Lim N\ OpShational Boundary  e===Total CFR
250

200 ‘ -
£m 150 T '
10 ‘ =

18/19 19/20 20/21 21/22 22/23 23/24 24/25 25/26 26/27 27/28 28/29

he value of gross debt excludes unapproved borrowing for HRA developments
and commercial investment, other than HRA schemes being considered in the
same Council meeting.

4. Capital Expenditure

4.1 The Council is required to publish its estimated capital expenditure for both the
General Fund (GF) and Housing Revenue Account (HRA) for a minimum of the
next three financial years, as well as the actual for the previous year and latest
estimate for the current year.
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4.2 By modelling various capital programme scenarios, including new HRA
properties and commercial investment opportunities, this indicator provides the
data for the ratio of financing costs to net revenue stream indicator.

4.3 Table 4 shows the Council’s estimated capital expenditure on the General Fund
and HRA for the next four years, including any potential but currently
unapproved ‘development’ from 2020/21:

Table 4

2018719 | 2019720 | 2020/21 | 2021/22 | 2022/23 | 2023

Capital expenditure Actual Estimate Estimate Estimate Estimate Estifhat

£'000 £'000 £'000 £'000 £'000 00

General Fund 9,805 12,811 8,703 2,821 615 87

HRA (HIP) 11,086 40,250 15,088 6,798 8,803 ,80

HRA development - 3,540 2,237 13,445 - 2

Commercial activities

(including development) / non- 5,573 651 12,600 100 -

financial investments*>

Total (A) 26,464 57,252 38,628 23,1 41 34,289

* - loans to third parties
5. Capital Financing Requirement
5.1 The Capital Financing Requirement (CFR) is a key‘measure that shows the

underlying need for an authority to borrow for
difference between the Council’s capital e i
resources set aside to finance that spend.

5.2

The borrowing may be either external
borrowing (where an authority t

or

poses, i.e. the
and the revenue or capital

om the PWLB) or internal
utilises cash backing its reserves

and balances rather than taking externallloans). External borrowing creates a

cost to the Council in terms of having
repayment of external loans whilg,i
interest and an expos
taken. The CFR provi
results feed into the

53

capital or rev
borrowin

<
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Table 5 summarise
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ay interest on and provide for

nal borrowing creates lost investment
future Interest rate increases when loans must be
tarting point for calculating this cost and the

tio Of financing costs to net revenue stream indicator.

capital expenditure plans are being financed by
rces. Any shortfall of resources results in a funding
j.e. an increase in the Capital Financing Requirement).



Table 5

Ei i " ital 2018/19 | 2019/20 : 2020/21 | 2021/22 | 2022/23 | 2023/24
|nanC|r_|g ot capita Actual Estimate Estimate Estimate Estimate Estimate
expenditure
£'000 £'000 £'000 £'000 £'000 £'000

HRA:
Capital receipts 611 3,577 - 1,500 - -
Caplt{:ll grants and 311 _ _ _ _ _
contributions
Reserves 10,086 25,724 11,084 6,027 8,680
Revenue contributions 78 122 123 123 123

Total HRA 11,086 29,423 11,207 7,650 8,803
General Fund:
Capital receipts 1,202 454
Capltc_all grants and 1,011 10,317
contributions
Reserves 1,803 1,797
Revenue contributions 88 156

Total GF 4,104 12,724

Combined:
Capital receipts 1,813 4,031
Caplt;ll gljants and 1,322 10,317
contributions
Reserves 11,889 27,521
Revenue contributions 166 278
Subtotal (B) 15,190 42,147
Net borrowing need for the 11,274 15,105
year (A — B)

5.4 The net financing need for commercial activities / non-financial investments
included in table 5 against expenditur in table 6:

Table 6
Commercial activities Z non- 2018/19 20/21 | 2021/22 | 2022/23 | 2023724
financial investments £°000 Actual | Estimate Estimate Estimate Estimate
Capital expenditure 5,573 12,600 100 - -
Financing costs 879 4 - -
Net financing need for the 661 13,479 104 _ _
year
P_ercer_mtage of total net 4% 58% 1% 0% 0%
financing need %

5.5 These figures ilustrative at this point and are subject to the Council’s
apprava a Inveéstment Regeneration Strategy, which is expected to be
ring 2020/21.
5.6 creases where unfinanced capital expenditure takes place and
s the Council makes a Minimum Revenue Provision (MRP).
7/ his Council has four CFRs:
(a) the HRA
(b) the General Fund, which is further subdivided to show
(c) ‘commercial activities / non-financial investments’ (which have, to
date, been loans to third parties at commercial rates of interest), and
(d) combined total for the whole of the Council (the sum of a to c).
5.8 The estimated CFRs at the end of 2019/20 and each of the next three years are

based on the Council’s latest capital programme and exclude any unapproved
‘commercial investment / non-financial activities’ and additional HRA borrowing
for schemes that are subject to viability appraisals, and which would be subject
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to future Council reports and revised Prudential Indicators, where appropriate.
The General Fund CFR also includes the impact of the internal borrowing
incurred to date, as well as the internal and external borrowing factored into
the current 5-year General Fund Capital Programme.

Table 7

5.9

) (b) ©
Capital Financing C9r1_1r_nerC|al
. activities Z non
Requirement i .
General financial
HRA Fund investments
Year £'000 £'000 £'000
2018/19 Actual 136,157 16,186 5,484
2019/20 Latest 150,524 16,460 5,961
2020/21 157,088 29,211 7,945
2021/22 170,533 31,290 6,929
2022/23 170,533 31,385 6,9

The opening HRA CFR at 1 April 2019 was the HRA selféfinanéing t
settlement of £136.157 million.

External Debt - Authorised Limit

The Council is required to set - for the forthco
financial years - an Authorised Limit for it

nd the following two

the principal element of finance leases

Council had these contracts).

6.2 The Authorised Limit represen

debt the Council can incur. The
of the limits set.

6.3 The recommended Adthori

Table 8

ernal debt, gross of

ther long-term liabilities’,
in statute, and which include
ate Finance Initiative (PFI) if the

a contkolon the maximum level of external
uncil has no legal power to borrow in excess

Limit is as shown in table 8:

2019720 2020/21 2021722 2022/23
Latest Estimate Estimate Estimate
£'000 £'000 £'000 £'000
settlement 189,188 195,546 196,307 196,107
liabilities 29 1,112 1,200 1,200
3,540 5,777 19,221 19,221
lal activities / non- B 12.500 12.500 12.500
Tatal Authorised Limit 192,757 214,935 229,228 229,028

The Authorised Limit reflects a level of external debt that, whilst not desired,
could be afforded in the short-term but is not sustainable in the longer-term.
The Indicators for the Operational Boundary and Gross Debt & the CFR will both
be set below the Authorised Limit.

6.5 The Authorised Limit takes account of the HRA Housing Improvement

Programme (HIP) and the General Fund capital programme. The figures for
‘HRA developments’ are for amounts being considered by Council parallel to this
report and would need to be excluded if not approved. It excludes additional

HRA development and GF investment regeneration that would be expected to
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generate a net income stream — these are both subject to future Council
decisions and could also require the Prudential Indicators to be formally
amended.

6.6 The debt figure provides for the potential borrowing liability of vehicles under

the combined waste collection / street cleansing / grounds maintenance
contract that will commence on 1 April 2021, as the Council is able to borrow
more cheaply than most contractors. The requirement for this borrowing, which
would result in reduced payments to the contractor(s), will be known by mid-
2020.

6.7 It should be noted that the figures for each year are cumulative.

7.1 The Council is, additionally, required to set an Operational Bound

External Debt - Operational Boundary

external debt, which is for three years and gross of investments.

7.2 The Operational Boundary - which is less than the Authoris

7.3  An occasional breach of the Operational Boundaryis not ac

7.4 The recommended Operational Bound

external debt is not ordinarily expected to exceed. Thi
anticipated additional borrowing to cater for foreca

se for concern

ut aSustained breach could
ow. Therefore, this

dial action taken if

(provide that the Authorised Limit is not breache
indicate that there are problems with the Coun
indicator is monitored throughout the yea
necessary.

shown in table 9. It should be

noted that the figures for each y. ar mulative. They are based on the

same assumptions outlined in paragra .5 above.
Table 9
2019720 2020/21 2021722 2022/23
Latest Estimate Estimate Estimate
£'000 £'000 £'000 £'000
170,188 176,546 177,307 177,107
29 1,012 1,000 1,000
3,540 5,777 19,221 19,221
- 12,500 12,500 12,500
15,900 16,900 16,900
173,757 211,735 226,928 226,728
Treasury Indicators
1 e following indicators used to be part of the Prudential Code and are now part

of the Treasury Management Code of Practice.

2  Maturity structure of borrowing:

a) Upper and Lower Limits respectively for the Maturity Structure of Fixed
Interest Rate Borrowing

Table 10
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Period Upper [ Lower
Under 12 months 20% 0%
12 months & within 24 months 20% 0%
24 months & within 5 years 20% 0%
5 years & within 10 years 20% 0%
10 years & above 100% 0%

b) Upper and Lower Limits respectively for the Maturity Structure of Variable
Interest Rate Borrowing

Table 11
Period Upper | Lower
Under 12 months 100% 0%

12 months & within 24 months 100% 0% V
24 months & within 5 years 100% | 0% V

5 years & within 10 years 100% 0%
c) Upper limits to fixed interest rate and variable inter te gkposures on
borrowing

Table 12
Upper Limit -
Year Fixed Rate
2020/21 100%
2021/22 100%
2022/23 100%
8.3 Upper limit on total principal su i sted for periods longer than a year:
e The total maximum su at can be invested for more than 365 days is
70% of the core iAves t portfolio, subject to a maximum of £30 million

at any one ti

However, wh ents which originally were for periods of more than 365
haxe 365 days or less to maturity at the 1 April each year they

r that date as short term i.e. less than 365 day investments
t count against the 70% or £30 million limit.
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Appendix E
Economic Background

Note:

e Since the information below was written by the Council’s treasury advisers the
world economy has been rocked by the outbreak of the Coronavirus, which will
dampen financial performance for 2020 world-wide. A number of national banks
have cut their Base Rate as part of managing their economy.

UK

e General election December 2019 returned a large Conservative majorit
platform of getting Brexit done. UK left the EU on 31 January 2020.

e There is still considerable uncertainty about whether the UK and EU w to
agree the details of a trade deal by the deadllne set by the pri i

e GDP growth has been weak in 2019 and is likely to be

¢ November MPC meeting and Bank of England g tary Policy
Report (formerly called the Inflation Report). MPC yoted 7. keep rates on
hold. Increase in concerns among MPC membersgar d weak UK growth caused
by weak global economic growth and the potentia uncertainties to
become entrenched and so delay UK econo

e MPC meeting on 30 January 2020 a
key view was that there was currently ‘n

7-2 to keep rates on hold. Their
about the extent to which

policy uncertainties among companigs, an olds had declined’ i.e. they were
going to sit on their hands and s ow th&economy goes in the next few
months.

e If economic growth were to weake iderably, the MPC has relatively little
room to make a big imp ith Bank Rate still only at 0.75%. It would,
therefore, probably sugg@gest it would be up to the Chancellor to provide help

to support growth byw
etc.

e CPI inflation,h

of a fiscal boost e.g. tax cuts, infrastructure spending

ering around the Bank of England’s target of 2%

gain in both October and November to a three-year low of

ain close to, or under 2% over the next two years and so
immediate concern to the MPC. However, if there was a hard

co aging pick up again in the three months to October to growth of 24,000,
showed that the labour market was not about to head into a major

nturn. The unemployment rate held steady at a 44-year low of 3.8%. Wage
nflation has been steadily falling from a high point of 3.9% in July to 3.5% in
October (3-month average regular pay, excluding bonuses). This meant that in
real terms, (i.e. wage rates higher than CPI inflation), earnings grew by about
2.0%. As the UK economy is very much services sector driven, an increase in
household spending power is likely to feed through into providing some support to
the overall rate of economic growth in the coming months. The other message
from the fall in wage growth is that employers are beginning to find it easier to
hire suitable staff, indicating that supply pressure in the labour market is easing.
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USA

e Growth in 2019 has been falling after a strong start in quarter 1 at 3.1%,
(annualised rate), to 2.0% in quarter 2 and then 2.1% in quarter 3. The economy
looks likely to have maintained a growth rate similar to quarter 3 into quarter 4;
fears of a recession in 2020 have largely dissipated.

e The strong growth in employment numbers during 2018 has weakened during
2019, indicating that the economy had been cooling, while inflationary pressures
were also weakening.

e CPI inflation rose from 1.8% to 2.1% in November, a one year high, but thi
was singularly caused by a rise in gasoline prices.

e The Fed finished its series of increases in rates to 2.25 — 2.50% in Decem
2018. In July 2019, it cut rates by 0.25% as a ‘midterm adjustment;
up that this was not intended to be seen as the start of a series of ¢
off a downturn in growth. It also ended its programme of quantitative ti
in August, (reducing its holdings of treasuries etc.). It then c s by
again in September and by another 0.25% in its October
1.75%.

e At its September meeting it also said it was going to tb Treasuries
again, although this was not to be seen as a resumgtion ofg@guantitative easing
but rather an exercise to relieve liquidity pressur@s ifithe repo market. In the first
month, it will buy $60bn, whereas it had been redtigin alance sheet by $50bn
per month during 2019.

e The Fed left rates unchanged in Decem
statement was more optimistic about th

ver, the accompanying
rse of the economy so this

ressing US, Chinese and world
pacting Germany as exports of goods

ing a phase one deal between the US and China

to roll back some of iffs;4fhis gives some hope of resolving this dispute.

EUROZONE

e Growth haghb ing from +1.8 % in 2018 to around half of that at the end
of 2019; re appears to be little upside potential in the near future.

e The Central Bank (ECB) ended its programme of quantitative easing
pu t in December 2018, which then meant that the central banks in

K and EU had all ended the phase of post financial crisis expansion of

er, the downturn in EZ growth in the second half of 2018 and into 2019,
ther with inflation falling well under the upper limit of its target range of O to

%, (but it aims to keep it near to 2%), has prompted the ECB to take new
measures to stimulate growth. At its March meeting it announced a third round
of TLTROs; this provides banks with cheap borrowing.

e However, since then, the downturn in EZ and world growth has gathered
momentum; at its meeting on 12 September it cut its deposit rate further into
negative territory, from -0.4% to -0.5%, and announced a resumption of
guantitative easing purchases of debt for an unlimited period.
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e At its October meeting it said these purchases would start in November at €20bn
per month - a relatively small amount compared to the previous buying
programme. It also increased the maturity of the third round of TLTROs from two
to three years. However, it is doubtful whether this very limited loosening of
monetary policy will have much impact on growth and, unsurprisingly, the ECB
stated that governments would need to help stimulate growth by ‘growth friendly’
fiscal policy.

e There were no policy changes in the December meeting, which was chaired for t
first time by the new President of the ECB, Christine Lagarde. However, the
outlook continued to be down beat about the economy; this makes it likely
will be further monetary policy stimulus to come in 2020. She also annou
thorough review during 2020 of how the ECB conducts monetary policy, i
the price stability target.

e Several EU countries have coalition governments. More recently, A
and Italy have been in the throes of trying to form coalition go
some unlikely combinations of parties i.e. this raises questio
endurance. The latest results of German state elections h
on the frail German CDU/SDP coalition government and
of the CDU.

CHINA

e Economic growth has been weakening over succe
rounds of central bank stimulus; medium te
progress still needs to be made to eliminate e
stock of unsold property, and to addres
banking and shadow banking systems. In
greater switch from investment i stri

s, despite repeated
increasing. Major
ss industrial capacity and the
f non-performing loans in the
, there still needs to be a
capacity, property construction and
infrastructure to consumer goods productiom.

JAPAN

e It has been struggling t@/sti te consistent significant GDP growth and to get
inflation up to its target\ef 2%, despite huge monetary and fiscal stimulus. It is
also making little pr ndamental reform of the economy.

WORLD GROWT, of globalisation

Id growth has been boosted by increasing globalisation
spectalising in producing goods and commaodities in which they have
vantage and which they then trade with the rest of the world. This

d the world economy. The Chinese government has targeted achieving
orld positions in specific key sectors and products, especially high tech
and production of rare earth minerals used in high tech products. Itis
ieving this by massive financial support, (i.e. subsidies), to state owned firms,
government directions to other firms, technology theft, restrictions on market
access by foreign firms and informal targets for the domestic market share of
Chinese producers in the selected sectors. This is regarded as being unfair
competition that is putting western firms at an unfair disadvantage or even
putting some out of business. It is also regarded with suspicion on the political
front as China is an authoritarian country that is not averse to using economic and
military power for political advantage. The current trade war between the US and
China therefore needs to be seen against that backdrop. It is, therefore, likely
that we are heading into a period where there will be a reversal of world
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globalisation and a decoupling of western countries from dependence on
China to supply products. This is likely to produce a backdrop in the coming years
of weak global growth and so weak inflation.

e Central banks are, therefore, likely to come under more pressure to
support growth by looser monetary policy measures and this will militate
against central banks increasing interest rates in 2020 and beyond.

e The trade war between the US and China has been during 2019, and still is, a
major concern to financial markets due to the synchronised general weakenin
of growth in the major economies of the world, compounded by fears that ther
could even be a recession looming up in the US, (though such fears have |
dissipated towards the end of 2019).

banks in most of the major economies will have limited ammunition a
terms of monetary policy measures, when rates are already vefplow in

central bank rates in some countries. The latest PMI
health for the US, UK, EU and China have all been
growth; this confirms investor sentiment that th
year ahead is weak.

44



Council meeting, 25 March 2020

Treasury Management Strategy 2020/21

Further to the briefing provide for F&AS on 17 March 2020, the points below
are a summary of changes necessary to include the Kenilworth School

REFCUS grant of £12.5m (assumed 2020/21) and HRA construction of Leyes

Lane (£25.993m in 2023/24)

Key points:

The changes required are to Appendix D, pp35-39, Tables 2 to 9 inc

ive

O

. Table 2, p35 — increases in the GF, HRA and overall CapitabFifnancin
Requirements
Capital Financing Requirement (including fin
£m Actual Est Est Est Est Est

18/19 19/20 20/21 21/22 26/27 27/28 28/29
HRA CFR 136.2 150.5 157.1 170.5 196.5 196.5 196.5
GF CFR 16.7 16.5 29.2 31.3 35.8 35.8 35.8
C_ommgrc,al activity / non- 5.0 6.0 7.9 6.9 0.4 0.4 0.4
financial investments
Total CFR 157.8 172.9 194.2 208.8 232.7 232.7 232.7
External borrowing - HRA 136.2 139.7 141.9 155.4 181.4 181.4 181.4
External borrowing - GF - 20.0 35.3 35.3 33.3 33.3 33.3 33.3
Other long term liabilities 0.0 0.0 1.1 1.2 1.2 1.2 1.2 1.2
Gross Debt 136.2 159.8 178.3 217.9 215.9 215.9 215.9 215.9
Internal borrowing - HRA - 10.8 15.2 15.2 15.2 15.2 15.2 15.2
Internal borrowing - GF 21.6 2.4 0.7 1.7 1.7 1.7 1.7 1.7
WDC internal borrowing 21.6 16.9 16.9 16.9 16.9 16.9
Authorised Limit 168.9 255.0 255.0 255.0 255.0 255.0
Operational Boundary 150.0 235.8 235.8 235.8 235.8 235.8

Table 3, p35—th

18/19

2
£m 15
@ 100
50
0

19/20

20/21

e Authorised Limit

21/22

22/23

=== (QOperational Boundary

in conjunction with Table 2

e==Total CFR

inance Requirement (including finance leases)

t
300
= Gr ebt
2

23/24

24/25

25/26
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27/28
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o Table 4, p36 — increased capital expenditure for these two items

2018/19 | 2019/20 | 2020/21 @ 2021/22 | 2022/23 | 2023/24

Capital expenditure Actual Estimate Estimate Estimate Estimate Estimate

£'000 £'000 £'000 £'000 £'000 £'000
General Fund 9,805 12,811 8,703 2,821 615 487
HRA (HIP) 11,086 40,250 15,088 6,798 8,803 7,809
HRA development - 3,540 2,237 13,445 - 25,993
Commercial activities
(including development) / non- 5,573 651 12,600 100 - -
financial investments*
Total (A) 26,464 57,252 38,628 23,164 9,418 ,2

J Table 5, p37 — resultant net borrowing requirement increases for t

Ei . £ ital 2018/19 | 2019/20 | 2020/21  2021/22 | 2@R2/23
inancing ot capita Actual Estimate | Estimate | Estimate 5 ate
expenditure
£'000 £'000 £'000 £'000 £'0 ‘000

HRA:
Capital receipts 611 3,577 - 1, - -
Capltgl gt.’ants and 311 ~ _ ~ ~
contributions
Reserves 10,086 25,724 11,084 8,680 7,686
Revenue contributions 78 122 123 123

Total HRA 11,086 29,423 11,2 8,803 7,809
General Fund:
Capital receipts 1,202 - - -
Capltgl glfants and 1,011 _ _
contributions
Reserves 1,803 459 407
Revenue contributions 88 80 80 80

Total GF 4,104 539 487

Combined:
Capital receipts 1,813 - -
Caplt_a| gl_‘ants and 1,322 _ _
contributions
Reserves 27,521 13,921 6,601 9,139 8,093
Revenue contributions 278 203 203 203 203
Subtotal (B) 42,147 16,770 9,496 9,342 8,296
Net borrowing need for the 15,105/ 21,858 13,668 76, 25,003
year (A — B)

inahcing need %

2018/19 2019720 | 2020/21 | 2021/22 2022/23 | 2023/24
Actual Estimate Estimate Estimate Estimate Estimate
5,573 651 12,600 100 - -
40 10 879 4 - -
5,613 661 13,479 104 - -
tage of total net 49% 4% 58% 1% 0% 0%

Table 7, 38 — the School REFCUS increases the 2020/21 CFR



() (b) © (®))
. . . Commercial
Capital Financing o
. activities /7 non
Requirement - .
General financial
HRA Fund investments Total
Year £'000 £'000 £'000 £'000
2018/19 Actual 136,157 16,186 5,484 157,827
2019/20 Latest 150,524 16,460 5,961
2020/21 157,088 29,211 7,945
2021/22 170,533 31,290 6,929
2022/23 170,533 31,385 6,910

2019720 2020721
Authorised Limit Latest Estimate
£'000 £'000
Debt including HRA settlement 189,188 195,546
Other long-term liabilities 29 1,11
HRA developments 3,540
(?Oh"er‘.EI’C.Ia| activities / non- _ 12,500 12.500
financial investments
Total Authorised Limit 192,757 229,228 229,028
2021/22 2022/23
Estimate Estimate Estimate
£'000 £'000 £'000
176,546 177,307 177,107
1,012 1,000 1,000
5,777 19,221 19,221
12,500 12,500 12,500
15,900 16,900 16,900
211,735 226,928 226,728




Appendix C (revised)
Minimum Revenue Provision Policy

1 Background
1.1 The Council is required to pay off an element of the accumulated General
Fund capital spend each year (the Capital Financing Requirement - CFR)
through a revenue charge (the Minimum Revenue Provision - MRP),
although it is also allowed to undertake additional voluntary payme if
required (Voluntary Revenue Provision - VRP).
el 215

1.2 MHCLG regulations have been issued which require the full Coungil to
approve an MRP Statement in advance of each year. A vagety of o
are provided to councils, so long as there is a prudent i
Council is recommended to approve the following MR

1.3 The Statutory Guidance on Minimum Revenue Pr,
options under which MRP could be made, with
recommendation that the Council should make
redeem its debt liability over a period which
with that over which the capital expendi i
benefits. Although four main options are
there is no intention to be prescrip by
of charge under which a local auth

nded in the guidance,
king these the only methods
onsider its MRP to be

prudent.
2 Four Main Options
2.1 Option 1 — Regul Metho
This option is the ald s ry method of 4% of the CFR and which has to

be used in ord
20082. It can als
new syste

toealcul MRP on all debt still outstanding at 1 April
to calculate MRP on debt incurred under the
is supported through the annual SCE (Supported

2.2

ion 3 — Asset Life Method

nder this option, it is intended that MRP should be spread over the useful
life of the asset financed by the borrowing or credit arrangement. In
future, where borrowing is utilised to finance specific assets it is likely that
the period of the loan will match the expected life of the asset and
therefore, under this method the annual charge to the Council’'s accounts

1 Guidance issued by the Secretary of State under section 21(1A) of the Local Government Act 2003.
Fourth edition applies to periods commencing 1 April 2019.
2 The Council had no debt at this date
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2.4

3.1

3.2

4.1

51

is directly related to building up the provision required to pay off the loan
when it matures which, under Options 1 and 2, is not possible.

There are 2 methods of calculating the annual charge under this option
a) equal annual instalments or
b) by the annuity method where annual payments gradually increase

during the life of the asset.

Option 4 — Depreciation Method

case assets are depreciated using the straight line
is not materially different from option 3.

HRA

sS Plan has to provide

rrowed from the PWLB
bt is currently provided for

inuing through to year 50 year

Under the Self Financing regime, the H
resources for the repayment of the £13
on the 28 March 2012. Repaymen
commencing in year 41 (2052/53)
of the Business Plan.

The HRA will apply the same\princi 0 new borrowing undertaken for

capital investment.
Voluntary Reven Prawuision (VRP)

MRP’ guidance in 2018 concerning Voluntary
ure any VRP or overpayment of MRP, which has
ious years’ MRP statement, can be reclaimed and

a third party where during the duration of the loan MRP
made but on full repayment of the loan the principal has
ied to pay down the Capital Financing Requirement. In this

nce the VRP is no longer required and can be released back to the
Fund. The Council has instances of such loans but has elected to
ake MRP or VRP on these as they are of relatively short duration and
Nn*repayment the principal repaid will be applied to pay down the Capital
inancing Requirement.

Warwick District Council Policy

It is recommended that for any long-term borrowing on the General Fund
e.g. leisure centre refurbishments, the following methods of Minimum
Revenue Provision be adopted:

e For borrowing specifically linked to a particular asset or capital scheme
— Option 3 based on the annuity method.
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e For borrowing that cannot be linked to a particular asset or capital
scheme — Option 3 based on the annuity method using the weighted

average life of assets.

5.2 For any borrowing incurred through finance leases, the annual principal
repayments in the lease are regarded as MRP.

5.3 Although not strictly part of MRP requirements, it is also recommended

that for internal borrowing (i.e. capital expenditure financed from

reserves), where appropriate, Option 3 based on the annuity method:be :

adopted, in most cases, as a means of replenishing those reserves w
financed the capital expenditure. In exceptional circumstances @nother
method may be more appropriate.

5.4  For short duration loans to third parties the Council will
MRP or VRP but instead apply the capital receipt receij
repayment of the loan to pay down the Capital Finangi

5.5 The Council may on occasion enter into agree
/ capital payment whereby monies and resour
S106 receipts, etc.) will be received some ti
payment has been completed. On suc i
expenditure is expected to be fully reim
revenue income, no MRP will be pr@wi
review and should the likelihood of
MRP may be initiated. Such
to an external organisation

capital liability.

am
dsS1
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o ake either
r he
equirement.

take a scheme
(grants, capital receipts,
e scheme / capital
whereby the capital
future capital or

is position will be kept under
the income change, then
would be the granting of monies
ceipts are expected to pay for the
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