Appendix A Treasury Management Strategy 2020/21
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2.1

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

The Council regards the successful identification, monitoring and control of risk
to be the prime criteria by which the effectiveness of its treasury management
activities will be measured. Accordingly, the analysis and reporting of treasury
management activities will focus on their risk implications for the organisation.

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

This Strategy has been prepared in accordance with the CIPFA Treasury
Management Code 2017. This requires the Council to approve the Treasury
Management Strategy annually and to produce a mid-year report. In addition,
Members in both Executive and Scrutiny functions receive monitoring reports
and regular reviews. The aim of these reporting arrangements is to ensure that
those with ultimate responsibility for the treasury management function
appreciate fully the implications of treasury management policies and activities,
and that those implementing policies and executing transactions have properly
fulfilled their responsibilities with regard to delegation and reporting.

The Act requires the Council to set out its Treasury Management Strategy for
borrowing and to prepare an Annual Investment Strategy to set out the Council’s
policies for managing its investments and for giving priority to the security and
liquidity of those investments.

Annual Investment Strategy

The Council is required to prepare an Annual Investment Strategy. 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). Non-financial
investments, essentially the purchase of income yielding assets, are covered in
the Capital Strategy, (a separate report).

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

o Ministry of Housing, Communities and Local Government (MHCLG)
Guidance on Local Government Investments (“the Guidance”)
o CIPFA Treasury Management in Public Services Code of Practice and

Cross Sectoral Guidance Notes 2017 (“the Code”)

o CIPFA Treasury Management Guidance Notes 2018

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



2.2 The guidance from the MHCLG and CIPFA place a high priority on the
management of risk. This authority has adopted a prudent approach to
managing risk and defines its risk appetite by the following means: -

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

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

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

d. This authority has defined the list of types of investment instruments that the
treasury management team are authorised to use. There are two lists in appendix
D under the categories of ‘specified’ and ‘non-specified’ investments.

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

¢ 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.

The Council has determined that it will limit the maximum total exposure to non-
specified investments as detailed in Appendix D.

e. Lending limits and Transaction Limits, (amounts and maturity), for each
counterparty will be set through applying the matrix table in Appendix D and will
consider investments longer than 365 days

f.  This authority has engaged external consultants, Link Asset Services, to
provide expert advice on how to optimise an appropriate balance of security,
liquidity and vyield, given the risk appetite of this authority in the context of the
expected level of cash balances and need for liquidity throughout the year.

g. Allinvestments will be denominated in sterling.

h. The Council only invests in counterparties with a high credit quality in the UK or
other countries meeting minimum AA- sovereign rating. The Council understands
that changes have taken place to the ratings agencies and that their new
methodologies mean that sovereign ratings are now of lesser importance in the
assessment process. However, the Council continues to specify a minimum
sovereign rating as the underlying domestic and where appropriate, international,
economic and wider political and social background will still have an influence on
the ratings of a financial institution (see Appendix E).
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2.3

3.2

3.3

3.4

As a result of the change in accounting standards for 2018/19 under IFRS 9, this
authority considered the implications of investment instruments which could result
in an adverse movement in the value of the amount invested and resultant
charges at the end of the year to the General Fund. No changes were deemed to
be required to the use of existing approved investment instruments. (In November
2018, the 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 1.4.18.).

The borrowing of monies purely to invest or on-lend in order to make a return is
unlawful and this Council will not engage in such activities.

Creditworthiness policy

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

e It maintains a policy covering the categories of financial instruments it will invest
in, maximum investment duration, criteria for choosing counterparties with
adequate security, and monitoring their security.

o It has sufficient liquidity in its investments. For this purpose it will set out
procedures for determining the maximum periods for which funds may prudently
be committed. These procedures also apply to the Council’s Prudential
indicators of the maximum principal sums invested in excess of 364 days.

The Assistant Director (Finance and Estates) will maintain a counterparty list in
compliance with the criteria in the Strategy for Specified and Non-Specified
Investment and will revise the criteria and submit them to Council for approval as
necessary.

In determining the credit quality, the Council uses the Fitch credit ratings,
together with Moody and Standard & Poor’s equivalent where rated. Not all
counterparties are rated by all three agencies and the Council will use available
ratings.

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

credit watches and credit outlooks from credit rating agencies;

CDS spreads to give early warning of likely changes in credit ratings;

sovereign ratings to select counterparties from only the most creditworthy
countries.

Link Asset Services’s modelling approach combines credit ratings, credit Watches
and credit Outlooks in a weighted scoring system which is then combined with an
overlay of CDS spreads for which the end product is a series of colour coded
bands which indicate the relative creditworthiness of counterparties. These colour
codes are used by the Council to determine the suggested duration for
investments.



3.6

3.8

3.9

3.10

3.1

Credit ratings will be monitored whenever an investment is to be made, using the
most recent information. The Council is alerted to changes to ratings of all three
agencies through its use of the Link creditworthiness service.

« if a downgrade results in the counterparty / investment scheme no longer
meeting the Council’'s minimum criteria, its further use as a new investment
will be withdrawn immediately.

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

Sole reliance will not be placed on the use of this external service. In addition
the Council will also use market data including information on government
support for banks and the credit ratings of that government support.

The Council receives updates from Link on future changes to Money Market
Funds (MMF) that might affect the liquidity or risk of the fund. The Council is
likely to change its approach to the use of MMF should liquidity or risk be
adversely affected.

The Municipal Bond Agency has been established for some time. It has not
issued any bonds to date, although is expected to launch the first bond issue in
the near future. It had been hoped that the borrowing rates available would be
lower than those offered by the Public Works Loans Board (PWLB), and given the
rise of 1% in PWLB borrowing rates in October 2019 this is more likely. The
Council intends to make use of this new source of borrowing as and when
appropriate.

In-house funds. Investments will be made with reference to the core balance
and cash flow requirements, anticipated capital financing requirements and the
outlook for short-term interest rates (i.e. rates for investments up to 12 months).
Greater returns are usually obtainable by investing for longer periods. While most
cash balances are required in order to manage the ups and downs of cash flow,
where cash sums can be identified that could be invested for longer periods, the
value to be obtained from longer term investments will be carefully assessed.

e If it is thought that Bank Rate is likely to rise significantly within the time
horizon being considered, then consideration will be given to keeping most
investments as being short term or variable.

e Conversely, if it is thought that Bank Rate is likely to fall within that time
period, consideration will be given to locking in higher rates currently
obtainable, for longer periods.

Country limits

The Council has determined that it will only use approved counterparties from
UK or selected countries with a minimum sovereign credit rating of AA- from
Fitch Ratings (or equivalent from other agencies if Fitch does not provide). This
is part of the criteria used to produce the Council’s Counterparty List.
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5.1
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5.3

6.2

Current Investments and Interest Rate Forecast

At the 31 December 2019 the Council had £63.03Million on deposit with various
the institutions.

Interest Rate Forecast - The Bank of England base rate remains at 0.75% as
at 31 January 2020. Link now forecast that Bank Rate will increase gradually
over the next few years to reach 1.25% by 2" quarter 2022.

Bank Rate forecasts (source: Link 31 January 2020) for financial year ends
(March) are:

. 2019/20 0.75%
. 2020/21 0.75%
. 2021/22 1.00%
. 2022/23 1.25%

Investment returns expectations.

The Council has budgeted for investment returns of 0.93% in 2019/20 and is
budgeting for returns of 0.902 % in 2020/21. For comparison Link’s suggested
budgeted investment earnings rates for returns on investments placed for
periods up to about three months during each financial year are as follows:

As at 31-01-20

2019/20 0.70%
2020/21 0.90%
2021/22 1.20%
2022/23 1.30%

And are based on the following assumption:

There is still ongoing uncertainty over Brexit, and the impacts after the transition
period that may effect sterling. It may result in higher borrowing costs in future
PWLB (Public Works Loan Board) rates as these rates are linked to gilts. The
HRA and General Fund capital strategies both have significant borrowing
requirements over the next few years and officers continue to monitor movements
in the borrowing rates.

Borrowing Strategy and Policy on Borrowing in Advance of Need

The Council is currently maintaining an under-borrowed position. This means
that the capital borrowing need (the Capital Financing Requirement), has not
been fully funded with loan debt as cash supporting the Council’s reserves,
balances and cash flow has been used as a temporary measure. This strategy is
prudent as investment returns are low and counterparty risk is still an issue that
needs to be considered.

Against this background and the risks within the economic forecast, caution will
be adopted with the 2020/21 treasury operations. The Assistant Director (Finance
and Estates) will monitor interest rates in financial markets and adopt a pragmatic
approach to changing circumstances.



6.3

6.4

6.5

6.6

6.7

The Operational Boundary and Authorised Borrowing Limits must be approved
as part of the Prudential Code Indicators before the start of each financial year.
The revised 2019/20 limits and proposed limits for 2020/21 are:-

2019/20
Revised 2020/21
£000 £000
Operational Boundary 271,141 313,171
Authorised Limit 279,141 321,171

Based on the capital programme 2020/21 (February 2020 Update) resourcing
projections, the Council has the following borrowing requirements in 2020/21 are
projected:
e General Fund £4,118,770 (£2,534,400 in relation to the 10 year
plan for the garages estates approved by Council on 20 July
2016, and £1,584,370 in relation to the wholly owned housing
development company).
¢ HRA £23,802,670 (£14,116,204 on work to existing housing
stock and £9,686,466 on housing development).

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

In determining whether borrowing will be undertaken in advance of need the
Council will;

e ensure that there is a clear link between the capital programme and maturity
profile of the existing debt portfolio which supports the need to take funding in
advance of need

e ensure the ongoing revenue liabilities created, and the implications for the future
plans and budgets have been considered

¢ evaluate the economic and market factors that might influence the manner and
timing of any decision to borrow

e consider the merits and demerits of alternative forms of funding

o consider the alternative interest rate bases available, the most appropriate
periods to fund and repayment profiles to use.

Borrowing may be taken to facilitate investment in regeneration and/or
economic improvements for the town. This may include investment in special
purpose vehicles owned by the Council to facilitate regeneration aspirations.
Any such investments will be presented to Members

End of year investment report

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

Policy on the use of external service providers

In July 2016, the Council tendered for its treasury management advisors. As a
result of which, Link Asset Services (formerly known as Capita Asset Services)
was reappointed on a five year contract. The new contract commenced on 26
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8.2

8.3

9.2

9.3

October 2016.

The Council recognises that responsibility for treasury management decisions
remains with the organisation at all times and will ensure that undue reliance is
not placed upon our external service providers.

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.

Scheme of Delegation and Role of Section 151 officer

The Council has the role of:

e receiving and reviewing reports on treasury management policies, practices and

activities
e approval of annual strategy.

¢ approval offamendments to the organisation’s adopted clauses, treasury
management policy statement and treasury management practices

¢ budget consideration and approval

e approval of the division of responsibilities

e receiving and reviewing regular monitoring reports and acting on
recommendations

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

The Audit Committee has the role of reviewing the policy and procedures and

making recommendations to Council.

The Section 151 Officer has the role of:
e recommending clauses, treasury management policy/practices for
approval, reviewing the same regularly, and monitoring compliance
e submitting regular treasury management policy reports
e submitting budgets and budget variations
e receiving and reviewing management information reports
e reviewing the performance of the treasury management function

¢ ensuring the adequacy of treasury management resources and skills, and
the effective division of responsibilities within the treasury management
function

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

e recommending the appointment of external service providers.

e preparation of a capital strategy to include capital expenditure, capital
financing, non-financial investments and treasury management, with a long
term timeframe ensuring that the capital strategy is prudent, sustainable,
affordable and prudent in the long term and provides value for money

¢ ensuring that due diligence has been carried out on all treasury and non-
financial investments and is in accordance with the risk appetite of the
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authority

o ensure that the authority has appropriate legal powers to undertake
expenditure on non-financial assets and their financing
o ensuring the proportionality of all investments so that the authority does not

undertake a level of investing which exposes the authority to an excessive
level of risk compared to its financial resources

) ensuring that an adequate governance process is in place for the approval,
monitoring and ongoing risk management of all non-financial investments and

long term liabilities

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

) ensuring that members are adequately informed and understand the risk

exposures taken on by an authority

o ensuring that the authority has adequate expertise, either in house or

externally provided, to carry out the above

) creation of Treasury Management Practices which specifically deal with how
non treasury investments will be carried out and managed, to include the
following (covered in Annual Capital Strategy Report).

9.4 Reporting arrangement to the Council and the Audit Committee is as below:

Area of Responsibility

Council

Committee

Frequency

Strategy / Minimum Revenue Provision (MRP) policy

Treasury Management Policy Statement (revised) Council Initial adoption in
2010
Treasury Management Strategy / Annual Investment |Council Annually before the

start of the year

Strategy / MRP policy — updates or revisions at other

Treasury Management Strategy / Annual Investment |Council Annually before the
Strategy / MRP policy — mid-year report end of the year
Treasury Management Strategy / Annual Investment |Council As required.

times
Annual Treasury Outturn Report Council Annually by 30t
November
Scrutiny of Treasury Management Strategy Audit Annually before the
Committee |start of the year
Scrutiny of Treasury Management performance Audit Quarterly (General
Committee |[Fund updates)




