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EXECUTIVE SUMMARY

The Local Government Act 2003 (“the Act”) and the Regulations made under the Act
require the Council to have regard to the Prudential Code for Capital Finance in Local
Authorities and to set Prudential Indicators for the next three years to ensure that the
Council’s capital investment plans are affordable, prudent and sustainable. These are
contained within this report.

The Act also requires the Council to set out a statement of its treasury management
strategy for borrowing and to prepare an Annual Investment Strategy (as shown in
Appendix 1). This sets out the Council’s policies for managing its investments and for
giving priority to the security and liquidity of those investments. The Treasury
Management Strategy Statement and Annual Investment Strategy must both have
regard to guidance issued by the Department for Levelling Up, Housing and
Communities (DLUHC) and must be agreed by Full Council.

CIPFA published the revised Treasury Management Code and Prudential Code on
20th December 2021 and has stated that revisions need to be included in the
reporting framework from the 2023/24 financial year. The Authority, therefore, must
have regard to these Codes of Practice when it prepares the Treasury Management
Strategy Statement and Annual Investment Strategy, and also related reports during
the financial year.

This report sets out the Council's proposed Treasury Management Strategy
Statement (TMSS) for the period 2023/24 to 2027/28, and Annual Investment
Strategy (AIS) for the year ended 31 March 2024, together with supporting
information.

The TMSS and AIS form part of the Council’s overall budget setting and financial
framework.

RECOMMENDATIONS

Cabinet is asked to recommend to Full Council the approval of:

1. the Treasury Management Strategy Statement;

2. the borrowing strategy and borrowing limits for 2023/24 to 2027/28 set out in
section 6;

3. the Prudential Indicators set out in section 8;

4. the Annual Investment Strategy and approved investments set out in Appendix
1;

5. the Minimum Revenue Provision Policy set out in Appendix 2.

REASONS FOR DECISIONS
To comply with the Local Government Act 2003, other regulations and guidance and

to ensure that the Council’s borrowing and investment plans are prudent, affordable
and sustainable and comply with statutory requirements.



4.1

4.2

4.3

4.4

4.5

BACKGROUND INFORMATION

The Council is required to operate a balanced budget, which broadly means that
monies received during the year will meet payments expenditure. The function of
treasury management is to ensure that the Council’s capital programme and
corporate investment plans are adequatly funded, and the cashflow is adequately
planned, with cash being available when it is needed to discharge the Council’s legal
obligations and deliver Council services. Surplus monies are invested to obtain an
optimal return, while ensuring security of capital and liquidity.

The Chartered Institute of Public Finance and Accountancy (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.”

The Council has formally adopted CIPFA’s Code of Practice on Treasury Management
and follows the key requirements of the Code as set out in Appendix 3.

The TMSS covers three main areas summarised below:
Capital spending

» Capital spending plans

» Other investment opportunities

» Capital Finance Requirement (CFR)
> Affordability

Borrowing

Borrowing strategy

New Loans

Limits on external borrowing

Maturity structure of borrowing

Policy on borrowing in advance of need
Forward borrowing

Debt rescheduling

Investing primarily for yield

VVVVVVVY

Managing cash balances

The current cash position and cash flow forecast
Prospects for investment returns

Council policy on investing and managing risk
Balancing short and long term investments
Improving investment returns

VVVYVYY

The Annual Investment Strategy (AlS) at Appendix 1 provides more detail on how the
Council’s surplus cash investments are to be managed in 2023/24. Approved
schedules of specified and non-specified investments will be updated following
consideration by Members and finalisation of 2023/24 budget plans.



4.6

The revised Treasury Management Code requires all investments and investment
income to be attributed to one of the following three purposes:

» Treasury management
Arising from the organisation’s cash flows or treasury risk management
activity, this type of investment represents balances which are only held until
the cash is required for use. Treasury investments may also arise from other
treasury risk management activity which seeks to prudently manage the risks,
costs or income relating to existing or forecast debt or treasury investments.

» Service delivery
Investments held primarily and directly for the delivery of public services
including housing, regeneration and local infrastructure. Returns on this
category of investment which are funded by borrowing are permitted only in
cases where the income is “either related to the financial viability of the project
in question or otherwise incidental to the primary purpose”.

» Commercial return
Investments held primarily for financial return with no treasury management or
direct service provision purpose. Risks on such investments should be
proportionate to an authority’s financial capacity — i.e., that ‘plausible losses’
could be absorbed in budgets or reserves without unmanageable detriment to
local services. An authority must not borrow to invest primarily for financial
return.

TREASURY MANAGEMENT STRATEGY STATEMENT

5.

5.1

5.2

5.3

SECTION 1 - CAPITAL SPENDING
Capital spending plans

The Council’s capital expenditure plans are the key driver of treasury management
activity. The output of the capital expenditure plans is reflected in the prudential
indicators, which are designed to provide an overview of capital expenditure plans.

Table 1 summarises the Council’s capital expenditure plans, both in terms of those
projects agreed previously, and those forming part of the current budget cycle. The
table sets out the Council’s current expectations reference the revenue or capital
financing.

The forecast for 2022/23 General Fund capital expenditure in last years TMSS was
£302m. This is now expected to be £267m. The variance of £35m is due to slippage
and the strategic prioritisation of capital schemes.



Table 1 Capital spending and funding plans

2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28
Actual Forecast Estimate Estimate Estimate Estimate Estimate
Expenditure
187 General Fund 267 290 363 421 400 236 1,977
164 HRA 187 148 276 152 74 145 982
351 454 438 639 573 474 381 2,959
Funding
General Fund
58 Grants & Contributions 42 79 98 108 58 22 407
21 Capital Receipts Applied 58 29 18 21 116 274 516
HRA
94' Grants & Contributions 76 113 101 46 11 34 381
38 Capital Receipts Applied 56 84 107 77 62 29 415
6 Revenue Financing 0 0 0 0 0 0 0
217 232 305 324 252 247 359 1,719
134 Net financing need for the year 222 133 315 321 227 22 1,240

Other investment opportunities

5.4  As well as investing in assets owned by the Council and used in the delivery of
services, the Council can also invest, where appropriate, in:

» infrastructure projects, such as green energy;
» loans to third parties;
» shareholdings, and loans to limited companies and joint ventures.

5.5 Such investments are treated as expenditure for treasury management and prudential
borrowing purposes even though they do not create physical assets in the Council’s
accounts. Appropriate budgets in respect of these activities are agreed as part of the
Council's budget setting and ongoing monitoring processes and considered as part of
the Annual Investment Strategy.

5.6 In addition, the Council has a substantial commercial investment property portfolio
which forms part of the investment strategy. The Council has allocated funds of £120m.
£27m of this has been during the 2022/23 financial year. The strategy focuses on
increasing the income generated by the Council from its property holdings, while also
meeting its strategic aims. Future Public Work Loans Board (PWLB) borrowing will not
form part of the investment portfolio’s source of external funding. Future acquisitions
of property will be subject to thorough due diligence and pay full heed to the PWLB’s
rules on not purchasing assets primarily for yield.

5.7 The Council has also invested £30m within the overall context of the Council’s annual
investment strategy in a residential housing partnership. This partnership was
developed in response to the lack of private rented accommodation accessible to
rising numbers of people living in temporary accommodation or otherwise at risk of
homelessness in London.



Capital Financing Requirement (CFR)

ol

.8 The CFR measures the extent to which capital expenditure has not yet been financed
from either revenue or capital resources. It is essentially a measure of the Council’s
indebtedness and so its underlying borrowing need. Any capital expenditure which has
not immediately been paid for through a revenue or capital resource, will increase the
CFR.

o

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

(62}

.10 Table 2 shows that the CFR will increase over the medium term. Consequently, the
capital financing charge to revenue will increase, reflecting the capital spending plans.

Table 2 Capital Financing Requirement forecast

2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28
Actual Forecast Estimate Estimate Estimate Estimate Estimate
£m £m £m £m £m £m
CFR as at 31 March
672 General Fund 818 978 1,198 1,456 1,642 1,535
326 HRA 381 332 400 429 430 512
998 1,199 1,310 1,598 1,885 2,072 2,047
Annual Charge
108 General Fund 167 182 247 292 226 (60)
26 HRA 55 (49) 68 29 1 82
134 222 133 315 321 227 22
Reason for Change
152 Net financing 243 155 342 355 267 69
(18) Less MRP (21) (22) 27) (34) (40) (47)
134 222 133 315 321 227 22

o

.11 Table 3 below confirms that the Council’s gross debt does not exceed the total of the
CFR in the preceding year plus the estimates of any additional CFR for current year
and the following financial years. This allows some flexibility for limited early borrowing
for future years and ensures that borrowing is not undertaken for revenue purposes.

Table 3 Borrowing compared to the Capital Financing Requirement

2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28
Actual Forecast Estimate Estimate Estimate Estimate Estimate
£m £m £m £m £m £m £m

298 Gross Projected Debt 400 587 571 558 549 539
998 Capital Financing Requirement 1,199 1,310 1,598 1,885 2,072 2,047
700 Under / (over) borrowing 799 723 1,027 1,327 1,523 1,508

ol

.12 The Council’'s MRP policy is shown at Appendix 2. The Department for Levelling Up,
Housing and Communities (DLUHC) is conducting a consultation on amending MRP
regulations/guidance for England. The latest information available suggests that any
changes will take effect from 2024/25 at the earliest. Authorities that are already fully
compliant with MRP requirements (including Westminster) will be unaffected.

(o]



5.13 Under Regulation 27 of the Local Authorities (Capital Finance and Accounting)
(England) Regulations 2003 an Authority that has financed capital expenditure
through borrowing is required to make a provision each year through a revenue
charge (MRP). The Authority is required to calculate a prudent provision of MRP
which ensures that the outstanding debt liability is repaid over a period that is
reasonably commensurate with that over which the capital expenditure provides
benefits.

5.14 Members will be updated on how the new regulations will impact the Council’s
approach, though this is expected to be limited, and any changes required will be
formally adopted within the MRP appendix of the 2024/25 TMSS Strategy report.

Affordability

5.15 The objective of the affordability indicator is to ensure that the level of investment in
capital assets proposed remains within sustainable limits and to ensure the impact on
the Council’s “bottom line” is manageable. The estimates of financing costs include
current commitments and the proposals in the Council’s budget report. Table 4 below
sets out the expected ratio of capital financing costs to income for both General Fund
and HRA activities:

Table 4 Ratio of capital financing costs to income

2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28
Actual Forecast Estimate Estimate Estimate Estimate Estimate
% ) ) ) ) ) )

8.17 General Fund 29.51 12.24 (10.55) (16.92) (15.59) 11.59
35.76 HRA 34.62 34.59 33.29 33.03 32.70 32.52

5.16 For the next five years, gross capital financing charges for the General Fund capital
programme are largely outweighed or balanced by income from investments and the
commercial property portfolio. The capital financing charges arising from the HRA
capital programme remain in line with the forecast increase in income, hence, capital
charges as a proportion of the HRA net revenue stream remain relatively steady.

6. SECTION 2 - BORROWING
Borrowing strategy
6.1 One of the main functions of the treasury management service is the funding of the

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

6.2 The Council’'s main objective when borrowing money is to strike an appropriate
balance between securing low interest costs and achieving cost certainty over the
period for which funds are required. Given the significant cuts to public expenditure
and, in particular, to local government funding, the Council’s borrowing strategy
continues to address the key issue of affordability without compromising the long term
stability of the debt portfolio.

~



6.3

6.4

6.5

6.6

6.7

The key factors influencing the 2023/24 strategy are:
»  forecast borrowing requirements

»  the current economic and market environment
»  interest rate forecasts.

The Council is currently maintaining an under-borrowed position. This means that the
capital borrowing need (the Capital Financing Requirement) was not fully funded with
loan debt, as cash supporting the Council’s reserves, balances and cash flow was
used as an interim funding measure. This strategy was prudent as investment returns
have only recently begun to rise and counterparty risk has been minimised. It has
also saved a considerable amount of interest payable, known as the ‘cost of carry’.

The borrowing position needs to be kept under review to avoid incurring higher
borrowing costs in future years when the Council may not be able to avoid new
borrowing to finance capital expenditure and/or to refinance maturing debt. The
monitoring process includes the setting of various trigger points, the breaking of which
will require officer consideration of borrowing requirements and market conditions.

New Loans

All new loans are subject to the relevant gilt yields +0.8% (known as the PWLB
certainty rate). A prohibition is in place to deny access to borrowing to any local
authority which plans to purchase assets primarily for yield in its three-year capital
programme.

The key advantage of PWLB is the speed and ease of transaction processing and
the low fee and administration cost associated with the loans. Alternative types of
funding could result in lengthy due diligence, consultancy costs, legal advice and fees
and will be far more costly administratively.

The alternative sources to PWLB of long term borrowing include:
» Banks

Discussions with the Council’s treasury consultant suggest that the Council
could access borrowing from banks. However, the decision by the PWLB to
reverse the 1% additional cost of general fund borrowing has resulted in banks
now being placed in an overly competitive environment. New opportunities
have arisen with the new UK Infrastructure Bank that offer competitive rates
for qualifying investment. Other borrowing is available through specific bank
backed opportunities such as the Mayor of London’s Energy Efficiency Fund.

> Pension Fund institutional investors

Initial indications have suggested that the Council may be able to borrow from
institutional investors at rates of around gilt yield plus 1.2% to 1.8% for periods
of over 20 years, via a private placement agreement (PPA). Such an
arrangement will be subject to negotiations with the lenders, who will need to
carry out due diligence on a Council’s finances, budgets and balance sheet.



6.8

6.9

6.10

6.11

> Bond issuance

A bond issue would first require the Council to become credit rated by one
(or more) of the major ratings agencies: Fitch, S&P or Moody’s. This is a
complex, lengthy, repetitive and costly process.

The precise rate offered will be market led and dependent on the financial
resilience of the authority and the market’s perception of creditworthiness.

Councils with significant reserves and a record of not overspending on
budget will be able to secure the most advantageous rates. Bond releases
typically require a minimum size of at least £200m.

» The Municipal Bonds Agency

This has been in existence since 2013 but has only recently transacted its first
bond issuance for a local authority borrower. It is not regarded as a major
provider.

» Community Municipal Investments

A bond like instrument, where funds can be raised from multiple investor
sources, including individuals. This is an alternative financing route, which will
help facilitate the Council’s commitment to becoming a carbon neutral council
by 2030 and a carbon neutral city by 2040.

Proceeds from the bond issue will be used as a funding source for green
initiatives.

Alternative opportunities for the Council may well present themselves, and the
borrowing strategy will be designed to allow for this. The ‘benchmark’ for a borrowing
opportunity is regarded at around gilts +0.8%. It is unclear at this stage whether
feasible PWLB competition will materialise, and it is likely to take some time to do so.
Officers will continue to explore alternatives to the PWLB, working with the Council’s
treasury advisor, Link. PWLB rates will also be kept under regular and active review.

Immediate liquidity needs can be satisfied by borrowing from other local authorities
in the short term, consistent with the Council’s current approved treasury
management strategy. Temporary borrowing rates are likely, however, to remain near
Bank Rate and may also prove attractive as part of a balanced debt portfolio.

While the Council will not be able to avoid borrowing to finance new capital
expenditure, to replace maturing debt and the rundown of reserves, there will be a
“cost of carry”, to any new borrowing that will cause a temporary increase in cash
balances. Indicative work recently undertaken indicates there may be the need to
take new long term financing in the financial year 2024/25.

Liability Benchmark

A new prudential indicator for 2023/24 is the Liability Benchmark. Local Authorities
are required to estimate and measure the Liability Benchmark for the forthcoming
financial year and the following two financial years, as a minimum.
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6.12 There are four components to the Liability Benchmark:

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

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

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

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

6.13 The liability benchmark highlights any substantial mismatches between actual loan
debt outstanding and the liability benchmark. The years where actual loans
outstanding exceed the benchmark represent an overborrowed position, which will
result in excess cash requiring investment.

6.14 Despite the recent spike in the cost of borrowing, the Council is currently in an under-
borrowed position, where it is financing current capital schemes through the
temporary use of its own cash reserves. The use of these reserves is expected to
remain part of the Council’s balance sheet throughout 2023/24. Current modelling
points to a large borrowing requirement in 2025, by which time the cost of borrowing
is projected to reduce to levels approaching 3.1%.
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Table 5 The Council’s balance sheet position as at 31 March 2023

2022/23 2023/24 2024/25 2025/26 2026/27 2027/28

Forecast Estimate Estimate Estimate Estimate Estimate
£m £m £m £m £m £m
Capital Financing Requirement 1,199 1,310 1,598 1,885 2,072 2,047

Other Long Term Liabilities

PFI ) (6) (6) (6) (6) (6)
Leases (44) (43) (42) (42) (41) (40)
Under / (over) borrowing 1,148 1,261 1,550 1,837 2,025 2,001
External Borrowing 400 587 571 558 549 539
ngﬂf,rw?,?;mw'”g’ Internal 748 674 979 1,279 1,476 1,462

Limits on external borrowing

[02]

.15 The Prudential Code requires the Council to set two limits on its total external debt, as
set out in Table 6 below. The Authorised Limit has been increased in line with the CFR.

The limits are:

» Authorised Limit for External Debt (Prudential Indicator 5a) — This is
the limit prescribed by section 3(1) of the Local Government Act 2003
representing the maximum level of borrowing which the Council may incur.
It reflects the level of external debt which, while not desired, could be
afforded in the short term, but may not be sustainable in the longer term.

»  Operational Boundary (Prudential Indicator 5b) — This is the limit which
external debt is not normally expected to exceed. The boundary is based
on current debt plus anticipated net financing need for future years.

Table 6 Overall borrowing limits

2022/23 2023/24 2024/25 2025/26 2026/27 2027/28

Forecast Estimate Estimate Estimate Estimate Estimate
£m £m £m £m £m £m

Authorised Limit:
Sememing) e ey (e T 1,250 1,359 1,646 1,933 2,119 2,093
liabilities
Operational Boundary:
Borrowing 400 587 571 558 549 539
Other long term liabilities 51 49 48 48 47 46
Operational Boundary 451 636 619 606 596 585

6.16 The Executive Director of Finance and Resources reports that the Council complied
with these prudential indicators in the current year and does not envisage difficulties
for the future. This view considers current commitments, existing plans and the
proposals in this report.

1
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Maturity structure of borrowing (Prudential Indicator 8)

6.17 Managing the maturity profile of debt is essential for reducing the Council’s exposure
to large, fixed rate sums falling due for refinancing within a short period, and thus
potentially exposing the Council to additional cost. Table 7 below sets out current
upper and lower limits for debt maturity which are unchanged from 2022/23. The
principal repayment profile for current council borrowing remains within these limits.

Table 7 Debt maturity profile limits

Actual

Mgturity at 31 Duration Upper Limit  Lower Limit

ecember

2022

0 Under 12 Months 40 0

5 12 Months and within 24 Months 35 0

2 24 Months and within 5 Years 35 0

16 5 Years and within 10 Years 50 0

77 10 Years and Above 100 35

Table 8 Maturity profile of long term borrowing

Borrowing as at 31 December 2022

General
Fund

Period

0-5years 3 31
5-10 years 3 52
10 - 15 years 4 38
15 - 20 years 5 0
20 - 25 years 20 0
25 - 30 years 156 0
30 - 35 years 6 40
35-40 years 7 0
40 - 45 years 8 15
Total 212 176

6.18 The Council has £70 million of LOBOs (Lender Option Borrower Option) debt, none of
which mature in the near future. Were the lender to exercise their option, the Executive
Director of Finance and Resources will consider accepting the new rate of interest or
repaying (with no penalty) if it is in the Council’s interest. Repayment of the LOBO
may result in a need for refinancing.

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

12



6.20

6.21

6.22

6.23

6.24

6.25

6.26

6.27

Policy on borrowing in advance of need

The Council has the power to borrow in advance of need in line with its future
borrowing requirements under the Local Authorities (Capital Finance and Accounting)
(England) Regulations 2003, as amended.

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

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

Forward borrowing

As anticipated in the 2022/23 TMSS, the Council took no additional borrowing for the
financial year due to the high level of cash holdings. Officers are monitoring market
conditions and reviewing the need to borrow if a requirement is identified for either
the General Fund or Housing Revenue Account (HRA). The monitoring process
includes the setting of various trigger points, the breaking of which will require officer
consideration of borrowing requirements and market conditions.

Due to the overall financial position and the underlying need to borrow for capital
purposes, it is prudent for the Council to lock in affordability by placing some forward
borrowing for the amounts it can be relatively certain it will need, while maintaining
some forward flexibility as projects may or may not proceed within the expected
timeframes.

During the financial year 2019/20, the Council arranged forward borrowing loans
totalling £400m. These loans have enabled the Council to agree competitive rates in
advance of need which eliminates the “cost of carry”, i.e., the difference between loan
interest cost and the rate of return on cash investments. This also gives some stability
and certainty to the financing of the Council’s housing development schemes in
particular.

An analysis of these loans can be found in the table below.

M = (%] “

Phoenix Group 375 15 March 2022 15 March 2062 2706 Annuity
Barings LLC 150.0 15 August 2022 15 August 2052 1.970 Matunty
Phoenix Group 125 15 March 2023 15 March 2063 2.751 Annuity
Rothesay Life Plc 200.0 08 May 2023 08 May 2063 2.887 Equal Instalment of Principal
Weighted average interest rate 400.0 2.579

Debt Rescheduling

As short term borrowing rates will be considerably cheaper than longer term fixed
interest rates, there may be opportunities to generate savings by switching from long
term debt to short term debt. However, these savings will need to be considered in
light of the current treasury position and the cost of debt repayment (premiums
incurred).

13



6.28

6.29

6.30

7.1

7.2

The reasons for any rescheduling to take place will include:

»  generating cash savings and/or discounted cash flow savings

»  helping to fulfil the treasury strategy

» enhancing the balance of the portfolio by amending the maturity profile and/or
the balance of volatility.

Investing primarily for yield

Under the new PWLB framework, the Council will need to submit its three-year capital
plan to the PWLB. Under the PWLB criteria, it is stipulated: “Local authorities must not
pursue a deliberate strategy of using private borrowing or internal borrowing to support
investment in an asset that the PWLB would not support and then refinancing or
externalising this with a PWLB loan.”

On transacting a PWLB loan, the S151 officer is required to confirm that the local
authority is not borrowing in advance of need and does not intend to buy investment
assets primarily for yield. When applying for a new PWLB loan, the Council will be
asked to confirm that the latest plans submitted remain current and provide assurance
that they do not intend to buy investment assets primarily for yield.

SECTION 3 - MANAGING CASH BALANCES
The current cash position and cash flow forecast

Investments will be made with reference to the core balance and cash flow
requirements and the outlook for short term interest rates (i.e., rates for investments
up to 12 months).

Table 9 below shows that cash balances have increased by £808m since 31 March
2022 to 31 December 2022 which is mainly due to the forecast pattern of the Council’s
cashflows and is mainly dependant on the timing of precept payments, receipt of
grants, council tax and business rates, and progress on the capital expenditure
programme. The cash balance is expected to be closer to £800m by 31 March 2023
due to an expected NNDR section 31 repayment of approximately £439m.

Table 9 Cash position at 31 December 2022

As at 31 March 2022 As at 31 December 2022

Principal Average Rate Principal Average Rate

£m ) £m %
Investments
455 0.51 Specified 1,263 3.00
455 0.51 Total 1,263 3.00
Borrowing
131 3.74 Public Works Loan Board 131 3.74
70 5.08 Lender Option Borrower Options 70 5.08
37 2.70 Private Placement Borrowing 187 2.11
60 0.46 Local Authority 0 -
298 3.26 Total 388 3.20

14



7.3

7.4

7.5

The medium-term cash flow forecast below demonstrates that the Council currently
has a substantial positive cash flow position with the average cash position expected
to decrease each subsequent year with a projected requirement to take further
financing in 2024/25. Treasury officers will work closely with the capital finance team
to monitor slippage within the capital program. Information relating to future business
rates and the amounts held pending rating appeals will also be monitored as these are
uncertain and will have an impact on the figures detailed below.

Table 10 Medium-term cashflow forecast

2022/23 2023/24 2024/25 2025/26 2026/27 2027/28

Forecast Estimate Estimate Estimate Estimate Estimate
£m £m £m £m £m £m
Balance at 1 April 473 417 471 140 (194) (431)

Movement in Cash

Capital Receipt 114 113 125 98 178 303
Grants & Contributions 118 192 199 154 69 56

Cash In 232 305 324 252 247 359
HRA Cash movements 5 0 0 0 0 0
Capital Programme (454) (438) (639) (573) (474) (381)
Cash Out (449) (438) (639) (573) (474) (381)
Forward Borrowing 162 200 0 0 0 0
Repayment of debt Q) (13) (16) (13) (10) (10)
Balance 31 March 417 471 140 (194) (431) (463)
Average Balance 445 444 306 (27) (313) (447)

The Council aims to manage daily cash flow peaks and troughs to achieve a nil
current account balance throughout the year. As such the average yearly surplus
cash balances should be fully invested throughout. Although the opening balance of
£473m on 1 April 2022 is used in table 10, this does not represent the average
balance for the month of April 2022 and results in lower balances being reflected in
the cashflow forecast. The average investment balance was £618m in April 2022 and
£927m for the year to 315t December 2022.

Prospects for investment returns

The Bank of England’s Monetary Policy Committee made clear at its November 2022
meeting that further rate increases are in the pipeline and markets expect Bank Rate
to peak at 4.5% - 4.75%. Investing in 2023/24, is therefore likely to be conducted, first,
in a rising interest rate environment, but also, potentially a falling interest rate
environment at the back end of the financial year, depending on how quickly inflation
falls back and how growth performs.



7.6

1.7

7.8

7.9

8.1

8.2

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

Council policy on investing and managing risk

The aim is to manage risk and reduce the impact of any adverse movement in interest
rates on the one hand but, at the same time, not setting the limits to be so restrictive
that they impair opportunities to reduce costs or improve performance.

Balancing short and long term investments

Greater returns are usually obtainable by investing for longer periods. While most cash
balances are required 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. During 2022/23 the Council
had no investments that exceeded 364 days. This means the Council remains well
within the upper limit for such investments of £450m.

Table 11 Investment limits

2022/23 2023/24 2024/25 2025/26 2026/27 2027/28

Actual Estimate Estimate Estimate Estimate Estimate
£m £m £m £m £m £m
Upper Limit for principal sums invested 0 450 450 450 450 450

for more than 364 days

Improving investment returns

An Investment Executive meets to ensure that the Council made best use of its
resources and ensure value for money was being achieved in its overall investment
strategy. The group contains both Council Members and Officers and meets on a half
yearly basis. This is the subject of a concurrent report on this agenda.

Summary of prudential indicators (PIs)

The purpose of prudential indicators (PIs) is to provide a reference point or “dashboard”
so that senior officers and Members can:

» easily identify whether approved treasury management policies are being
applied correctly in practice and,

» take corrective action as required.

As the Council’s S151 officer, the Executive Director of Finance and Resources has a
responsibility to ensure that appropriate Pls are set and monitored and that any
breaches are reported to Members.
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8.3  The Executive Director of Finance and Resources has confirmed that the Pls set out
below are all expected to be complied with in 2022/23 and does not envisage at this
stage that there will be any difficulty in achieving compliance with the suggested

indicators for 2023/24.
PR 2021/22 Actual 2022/23 Forecast 2023/24 Proposed
Ref |Reference
1 5.1 Capital expenditure £351m £454m £438m
2 5.8 Capital Financing Requirement (CFR) £998m £1,199m £1,310m
3 5.12 Net debt vs CFR £700m underborrowing £799m underborrowing £723m underborrowing
GF 8.17% GF 29.51% GF 12.24%
4 5.13 Ratio of financing costs to revenue stream HRA 35.76% HRA 34.62% HRA 34.59%
ba 6.12 Authorised limit for external debt £1,050m £1,250m £1,359m
5b 6.12 Operational debt boundary £298m £451m £636m
6 7.3 Working Capital Balance £0m £0m £0m
Limit on surplus funds invested for more
than 364 days (i.e. non specified
7 7.90 investments) £18m £0m £450m

Upper limit under 12

Upper limit under 12

8 months: 40% months: 40%
6.14 ‘ _ Actual: 20% Forecast: 0% Upper limit under 12
Maturity structure of borrowing Lower limit 10 years ~ Lower limit 10 years ~ months: 40%
and above: 35% and above: 35% Lower limit 10 years and
Actual: 53% Forecast: 77% above: 35%
9. Legal Implications

9.1 The Local Government Act 2003 provides that a local authority has the power both to
borrow and invest money for any purpose relevant to its functions and for the prudent
management of its financial affairs. The Act requires the Council to determine and to
keep under review how much money it can afford to borrow. The Local Authorities
(Capital Finance and Accounting) (England) Regulations 2003, provide that, in
complying with this duty, the Council must have regard to the Prudential Code for
Capital Finance in Local Authorities published by CIPFA. The Council is also required
to have regard to the CIPFA Treasury Management Code of Practice.

9.2  The current CIPFA Treasury Management Code of Practice 2017 and the Secretary of
State’s Investment Code both require the Section 151 officer (Executive Director) to
present an Annual Treasury Management Strategy Statement, which includes an
Annual Investment Strategy, for the forthcoming year for approval by Full Council
before the beginning of each financial year.

9.3 The revised CIPFA Prudential Code for Capital Finance in Local Authorities sets out
various indicators that are to be used to support capital expenditure plans and treasury
management decisions. The prudential and treasury indicators must be set by Full
Council when the budget is set and are monitored during the year. The prudential
indicators are included in section 8 of this report.

9.4 The Council is also required to approve a Treasury Management Strategy Statement
setting out the overarching framework for treasury management services within the
Council. This statement is set out in sections 5-7 of this report.
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10. Appendices

1 Annual Investment Strategy
2 Minimum Revenue Provision (MRP) Policy
3 CIPFA Requirements

4 Prospects for Interest Rates and Economic Update

Background papers

Treasury Management Strategy Statement 2022/23 (Approved by Council March

2022)

1. Section 3 Local Government Act 2003

2. Local Authorities (Capital Finance and Accounting) (England) Regulations
2003, as amended

3. DLUHC Guidance on Minimum Revenue Provision (fourth edition) February
2018

4, DLUHC Capital Finance Guidance on Local Government Investments
February 2018

5. CIPFA Prudential Code for Capital Finance in Local Authorities, 2017

6. CIPFA Treasury Management Code of Practice, 2017

7. CIPFA Treasury Management Guidance Notes, 2018

If you have any queries about this Report or wish to inspect any of the
Background Papers, please contact:

Patrick Rowe, Strategic Finance Manager
Tel: 07971 026047

Email: prowe@westminster.gov.uk
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APPENDIX 1
ANNUAL INVESTMENT STRATEGY

1. The Council holds significant invested funds, representing income received in
advance of expenditure, balances and reserves. During the first half of the current
year, the Council’s average investment balance has been around £783m and the
cash flow projections show this pattern is expected to decrease in the forthcoming
year. Investments are made with reference to the core balance, future cash flow
requirements and the outlook for interest rates.

2. The Council’s investment policy has regard to the DLUHC’s Guidance on Local
Government Investments (“the Investment Guidance”) and the CIPFA Treasury
Management in Public Services Code of Practice and Cross Sectoral Guidance Notes
(the CIPFA TM Code”). The Council’s investment priorities will be security first,
liquidity second, then followed by yield.

3. In accordance with the above guidance and to minimise the risk to investments, the
Council applies minimum acceptable credit criteria to generate a list of highly
creditworthy counterparties which will provide security of investments, enable
diversification and minimise risk. The key ratings used to monitor counterparties are
the short term and long term ratings.

Investment returns expectations

4. The central forecast reflects a view that the MPC will be keen to demonstrate its anti-
inflation credentials by delivering a succession of rate increases. This has happened
throughout 2022, but the new Government’s policy of emphasising fiscal rectitude will
probably mean Bank Rate does not now need to increase to further than 4.5%.
Further down the road, it is anticipated that the Bank of England will be keen to loosen
monetary policy when the worst of the inflationary pressures have lessened — but that
timing will be one of fine judgment: cut too soon, and inflationary pressures may well
build up further; cut too late and any downturn or recession may be prolonged.

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

Average earnings in each year

2023/24 4.40%
2024/25 3.30%
2025/26 2.60%
2026/27 2.50%
Long term later years 2.80%

Investment time limits

6. This limit is set regarding the Council’s liquidity requirements and to reduce the need
for early sale of an investment. For the year 2023/24, the proposed limit of
investments for over 364 days is £450m as set out in table 11 of the TMSS.

Investment policy

7. The Council’s officers recognise that ratings should not be the sole determinant of
the quality of an institution and that it is important to assess continually and monitor
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10.

11.

12.

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 this end 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.

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

Creditworthiness policy

The primary principle governing the Council’s investment criteria is the security of its
investments, although the yield or return on the investment is also a key
consideration.

After this main principle, the Council will ensure that:

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

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

The Executive Director of Finance and Resources will maintain a counterparty list in
compliance with the following criteria and will revise the criteria and submit them to
Full Council for approval as necessary. These criteria are separate to those which
determine which types of investment instrument are either specified or non-specified
as they provide an overall pool of counterparties considered high quality which the
Council may use, rather than defining what types of investment instruments are to be
used.

Credit rating information is supplied by Link Asset Services, the Council’s treasury
advisor. Any counterparty failing to meet the criteria would be omitted from the
counterparty list. Any rating changes, rating watches (notification of a likely change),
rating outlooks (notification of the longer term bias outside the central rating view) are
provided to officers almost immediately after they occur, and this information is
considered before dealing.

The Council considers the following relevant matters when proposing
counterparties:

the financial position and jurisdiction of the institution;

the market pricing of credit default swaps for the institution;

any implicit or explicit Government support for the institution;

Standard & Poor’s, Moody’s and Fitch’s short and long term credit ratings;
sovereign ratings to select counterparties from only the most creditworthy
countries; and

core Tier 1 capital ratios.

YV VVVVYY
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13.

14.

15.

Changes to the credit rating will be monitored and, in the event, that a counterparty is
downgraded and does not meet the minimum criteria specified in Appendix 1, the
following action will be taken immediately:

»  no new investments will be made;
»  existing investments will be recalled if there are no penalties; and

»  full consideration will be given to recall or sell existing investments which would
be liable to penalty clause.

Specified and non-specified investments

The DLUHC Guidance on Local Government Investments made under section 15(1)
of the Local Government Act 2003, places restrictions on local authorities around the
use of specified and non-specified investments.

A specified investment is defined as an investment which satisfies all of the conditions
below:

the investment and any associated cash flows are denominated in sterling;

the investment has a maximum maturity of one year;

the investment is not defined as capital expenditure; and

the investment is made with a body or in an investment scheme of high credit
quality; or with the UK Government, a UK Local Authority or parish/community
council.

YV VY

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. In
addition to the long term investments listed in the table at the end of Appendix 1, the
following non-specified investments that the Council may make include:

»  Green Energy Bonds: investments in solar farms are a form of Green Energy
Bonds that provide a secure enhanced yield. The investments are structured as
unrated bonds and secured on the assets and contracts of solar and wind farms.
Before proceeding with any such investment, internal and external due diligence
will be undertaken in advance of investments covering the financial, planning
and legal aspects.

» Social Housing Bonds: various fund managers facilitate the raising of
financing housing associations via bond issues. The investment is therefore
asset backed and provides enhanced returns. Officers will need to undertake
due diligence on each potential investment to understand the risks and
likelihood of default.

»  Asset Backed Securities (ABS) / Residential Mortgage backed securities
(RMBS) — as these securities by their nature are asset backed, they are
regarded as low risk should a default take place, but have a higher return. These
are available for direct investment, or as pooled / segregated assets managed
by a third party fund manager. In the event of a fund manager option being
selected, this would need to be procured through a proper procurement process.
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16.

17.

Loans: the Council will allow loans (as a form of investment) to be made to
organisations delivering services for the Council where this will lead to the
enhancement of services to Westminster Stakeholders. The Council will
undertake due diligence checks to confirm the borrower’s creditworthiness
before any sums are advanced and will obtain appropriate levels of security or
third party guarantees for loans advanced. The Council would expect a return
commensurate with the type, risk and duration of the loan. A limit of £50 million
for this type of investment is proposed with a duration commensurate with the
life of the asset and Council’s cash flow requirements. All loans will need to be
in line with the Council’s Scheme of Delegation and Key Decision thresholds
levels.

Shareholdings in limited companies and joint ventures: the Council invests
in three forms of company:

o  Small scale businesses funded through the Civic Enterprise Fund aimed
at promoting economic growth in the area. Individual investments are no
more than £0.5m and the aim is for the Fund to be self-financing over the
medium-term.

o  Trading vehicles which the Council has set up to undertake particular
functions. These are not held primarily as investments but to fulfil Council
service objectives. Any new proposals will be subject to due diligence as
part of the initial business case. As these are not to be held primarily as
investment vehicles, then there is an expectation that they will break even.

o  Trading vehicles held for a commercial purpose where the Council is
obliged to undertake transactions via a company vehicle. These will be
wholly owned subsidiaries of the Council with the aim of diversifying the
investment portfolio risk.

o  Westminster Housing Investment Ltd.

For any such investments, specific proposals will be considered by the Tri-Borough
Director of Treasury and Pensions, and approved by the S151 Officer after
considering:

>
>
>
>
>

>

cash flow requirements

investment period

expected return

the general outlook for short to medium term interest rates
creditworthiness of the proposed investment counterparty

other investment risks.

The value of non-specified investments will not exceed their investment allocation.
The Council must now formulate a strategy that allocates its cash in the most effective
manner to short, medium and long term non-specified investments.
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18.

19.

20.

Country of domicile

The current TMSS allows deposits/investments with financial entities domiciled in
the following countries: Australia, Canada, Denmark, Finland, France, Germany,
Luxembourg, Netherlands, Norway, Singapore, Sweden, Switzerland, UK and USA.
This list will be kept under review and any proposed changes to the policy reported
to the next meeting.

Schedule of investments

The criteria for providing a pool of high quality short, medium and long-term, cash-
based investment counterparties along with the time and monetary limits for
institutions on the Council’s counterparty list are in the table below.

Officers will monitor the current economic and investment backdrop on the names
within the Council’s counterparty list.
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All investments listed below must be Sterling denominated

Investments

Minimum Credit Rating

Maximum Individual

Maximum tenor

Required Counterparty Investment Limit
(S&P/Moody’s/Fitch) (Em)
DMO Deposits Government Backed Unlimited 6 months
UK Government Government Backed Unlimited Unlimited
(Gilts/T-Bills/Repos)
Supra-national Banks, LT: AA/Aa/AA £200m 5 years
European Agencies
Covered Bonds LT: AA/Aa/AA £300m 10 years
Network Rail Government guarantee Unlimited Oct 2052
TFL LT: AA/Aa/AA £100m 5 years
Greater London Authority (GLA) GLA: £100m 5 years
LA: £100m per LA, per criteria 3 years
UK Local Authorities (LA) N/A omp P y
£500m in aggregate
Local Government Association (LGA) LGA: £20m 15 years
Commercial Paper issued by UK and European ST: A-1/P-1/F-1 £40m per name, 6 months
Corporates £200m in aggregate
Money Market Funds (MMF) LT: AAA/Aaa/AAA £70m per Fund Manager, 3 day notice

By at least two of the main
credit agencies

£300m in aggregate

Ultra Short Dated Bond Funds (USDBFs)

Due Diligence

£25m per fund manager
£75m in aggregate

Up to 7 day
notice

Collateralised Deposits Collateralised against loan £100m 50 years
Social Housing Bonds Due Diligence £200m 10 years
Pooled Property Funds Due Diligence £200m 10 years
Asset backed securities (ABS) and Residential Asset Backed / Due Diligence £200m 10 years
mortgage backed securities (RMBS)
UK Bank (Deposit or Certificates of Deposit) LT: AA-/Aa3/AA- £75m 5 years
ST: F1+
LT: A-/A3/A £50m 3years
ST:F1
Non-UK Bank (Deposit or Certificates of Deposit) LT: AA-/Aa2/AA- £50m 5 years
ST: F1+
LT: AIA2/A £35m 3years
ST:F1
Green Energy Bonds Internal and External due | Less than 25% of the total project 10 years
diligence investment or maximum £20m per
bond.
£50m in aggregate
Rated UK Building Societies LT: A-/A3/A £10m per Building Society, 1year
ST F1 £50m in aggregate
Loans to organisations delivering services for the Due diligence £50m in aggregate Over the life of
Council the asset
Government Bonds - regulated investment vehicle AAA/AA only £50m Daily pricing

Sovereign approved list (AA- rated and above):

Australia, Canada, Denmark, Finland, France, Germany, Luxembourg, Netherlands, Norway, Singapore, Sweden, Switzerland, UK and USA
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Rationale for investment limits

Debt Management Office (DMO): Unlimited. The DMO is an executive agency of His
Majesty’s Treasury. Being fully UK government backed, the DMO is the ultimate low
risk depositary. Being ultra-low risk, the investment return is low.

UK Government Gilts/T-Bills/Repos: Unlimited. UK Government gilts are regarded
by the market as high quality and ultra-low risk. Being ultra-low risk, the investment
return is low.

Supranational Banks, European Agencies: £200m limit. A supra-national bank is a
financial institution, such as the European Investment Bank or the World Bank, whose
equity is owned by sovereign states. Being owned by overseas states, they are
regarded as being low risk, but not in the same safe risk category as UK. The
investment return is low.

Covered Bonds: £300m limit. Covered bonds are debt securities issued by a bank or
mortgage institution and collateralised against a pool of assets that, in case of failure
of the issuer, can cover claims at any point of time. They are subject to specific
legislation to protect bond holders. With slightly more risk, the investment return is
higher than UK Gilts.

Network Rail: Unlimited. Network Rail is the owner and infrastructure manager of most
of the rail network in England, Scotland and Wales. Having a UK government
guarantee, they are regarded as being reasonably low risk with a lower investment
return.

Transport for London (TfL): £100m limit. Transport for London is a local government
body responsible for the transport system in Greater London. Its parent organisation
is the Greater London Authority (GLA). Being a GLA owned entity, the investment is
regarded as safe and the return is low.

Greater London Authority (GLA): £100m limit. The Greater London Authority is the
top-tier administrative body for Greater London, consisting of a directly elected
executive Mayor of London and an elected 25-member London Assembly. Being
categorised alongside UK local authorities, the investment is regarded as safe and the
return is low.

UK Local Authorities: £100 limit per authority, £500m in total. Local authorities have
always been regarded as safe counterparties. As an additional safeguard, each new
local authority counterparty will be subject to due diligence checks regarding latest
accounts, external audit opinion, financial budget projections and financial reputation.
There are 326 billing authorities with tax-raising powers in England, consisting of 201
non-metropolitan district councils, 55 unitary authority councils, 36 metropolitan
borough councils, 32 London borough councils, the City of London Corporation and
the Council of the Isles of Scilly. Additionally, there are levying authorities, consisting
of 45 police authorities, 52 fire authorities and six waste disposal authorities. UK local
authorities and levying authorities are regarded as safe and the return is relatively low.
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Local Government Association: £20m limit. The Local Government Association
(LGA) is a charitable organisation, funded largely from subscriptions, which comprises
local authorities in England and Wales, representing the interests of local government
to national government. Its core membership comprises 335 councils. Despite being
an entity which represents local authorities, this entity is not regarded as risk free as
local authorities and therefore the limit is lower at £20m.

Commercial Paper issued by the UK and European Corporates: £40m per name,
£200m in total. Commercial paper is an unsecured, short term debt instrument issued
by a corporation, typically for the financing of accounts receivable, inventories and
meeting short term liabilities. Investment is confined to high quality investment grade
corporates. The risk and investment return are higher than the sovereign categories.

Money Market Funds (MMF): £70m per manager, £300m in total. Money market
funds are open-ended funds that invest in short term high quality debt securities such
as Treasury bills and commercial paper.

Ultra short dated bond funds (USDBFs): £25m per manager, £75m in total.
Enhanced money market funds increase returns via increasing interest rate, credit and
liquidity risk in order to enhance the return. Being well diversified reduces the impact
of a single default within the portfolio.

Collateralised Deposits: £100m limit. In lending agreements, collateral is a
borrower’s pledge of specific property to a lender to secure repayment of a loan,
serving as a lender's protection against a borrower's default. Being asset backed, they
are regarded as being reasonably low risk should a default take place, but with a higher
return.

Social Housing Bonds: £200m limit. Housing associations are increasingly issuing
public bonds, secured against social housing assets, to meet financing requirements.
This category is greater risk and will provide an enhanced return.

Pooled Property Funds: £200m limit. These are investment vehicles such as mutual
funds, commingled funds, group trusts, real estate funds, limited partnership funds,
and alternative investments. The distinguishing feature of a pooled fund is that a
number of investors contribute money to the fund.

Residential Mortgage Backed Securities (RMBS): £200m limit. A residential
mortgage backed security is a pool of mortgage loans created by banks and other
financial institutions. The cash flows from each of the pooled mortgages is packaged
by a special-purpose entity into classes and tranches, which then issues securities and
can be purchased by investors. Being asset backed, they are regarded as being
reasonably low risk should a default take place, but with a higher return.

UK Bank Deposits: £75m or £50m per bank. Banks have become a riskier
counterparty since the bail outs of Lloyds and RBS. The Financial Services (Banking
Reform) Act 2013 confers on the Bank of England a bail-in stabilisation option for the
resolution for banks and building societies, ensuring that shareholders and
creditors/depositors of the failed institution, rather than the taxpayer, meet the costs of
the failure. Despite the bail-in risk, the return on UK bank deposits is relatively low.
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Non-UK Bank Deposits: £50m or £35m (Sterling deposits only) per bank. Overseas
banks incorporated in the UK provide several options for high quality institutions with
returns largely similar to UK banks.

Green Energy Bonds: £20m per bond, £50m limit (subject to due diligence). This
comprises of finance for the supply of electricity from renewable energy sources,
particularly in areas such as energy storage and electric vehicle networks. This
category is greater risk and will provide an enhanced return. Use should be made of
regulated markets where available to provide additional investment security and risk
reduction.

Rated Building Societies: £10m per building society, £50m limit. Same rationale as
UK banks, see above.

Loans to organisations delivering services to the Council: £50m limit. Assessed
individually and subject to due diligence. At markets rates of interest and reflecting the
risk of the borrower, this will offer an enhanced rate of return.

UK Government Bonds (Regulated Investment Vehicle): £50m limit. The Fund
takes a specialised investment approach to fixed income investments, seeking to
generate returns from high quality government bonds and related derivatives that are
largely independent of the level of bond yields, changes in interest rates and wider
market fluctuations. The strategy aims to generate returns by exploiting mispricing
occurring when very closely related securities are priced inconsistently with each other.
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APPENDIX 2

Minimum Revenue Provision (MRP) Policy

Capital expenditure is generally defined as expenditure on assets that have a life
expectancy of more than one year. The accounting approach is to spread the cost
over the estimated useful life of the asset. The mechanism for spreading these costs
is through an annual MRP. The MRP is how capital expenditure, which is financed by
borrowing or credit arrangements, is funded by Council Tax.

Regulation 28 of the Local Authorities (Capital Finance and Accounting) (England)
Regulations 2003, as amended (Statutory Instrument (Sl) 3146/2003) requires full
Council to approve a Minimum Revenue Provision (MRP) Statement setting out the
policy for making MRP and the amount of MRP to be calculated which the Council
considers to be prudent. In setting a level which the Council considers to be prudent,
the Guidance states that the broad aim is to ensure that debt is repaid over a period
reasonably commensurate with that over which the capital expenditure provides
benefits to the Council.

The Council is recommended to approve the following MRP Statement:

»  For capital expenditure incurred before 1 April 2007, MRP will be calculated using
Option 1 (the 'Regulatory Method’) of the CLG Guidance on MRP. Under this
option MRP will be 4% of the closing non-HRA CFR for the preceding financial
year.

»  For all capital expenditure incurred after 1 April 2007 financed from unsupported
(prudential) borrowing (including PFI and finance leases), MRP will be based
upon the asset life method under Option 3 of the DCLG Guidance.

» In some cases, where a scheme is financed by prudential borrowing it may be
appropriate to vary the profile of the MRP charge to reflect the future income
streams associated with the asset, whilst retaining the principle that the full
amount of borrowing will be charged as MRP over the asset’s estimated useful
life.

»  The Council reserves the right to adopt an annuity MRP structure where
appropriate to match an assets cash flow.

»  Avoluntary MRP may be made from either revenue or voluntarily set aside capital
receipts.

»  Estimated life periods and amortisation methodologies will be determined under
delegated powers. To the extent that expenditure is not on the creation of an
asset and is of a type that is subject to estimated life periods that are referred to
in the guidance, these periods will generally be adopted by the Council. However,
the Council reserves the right to determine useful life periods and prudent MRP
in exceptional circumstances where the recommendations of the guidance would
not be appropriate.
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»  As some types of capital expenditure incurred by the Council are not capable of
being related to an individual asset, asset lives will be assessed on a basis which
most reasonably reflects the anticipated period of benefit that arises from the
expenditure. Also, whatever type of expenditure is involved, it will be grouped
together in a manner which reflects the nature of the main component of
expenditure and will only be divided up in cases where there are two or more
major components with substantially different useful economic lives.

»  Charges included in annual PFI or finance leases to write down the balance sheet
liability shall be applied as MRP.

»  Where borrowing is undertaken for the construction of new assets, MRP will only
become chargeable once such assets are completed and operational.

»  If property investments are short term (i.e., no more than 4 years) and for capital
appreciation, the Council will not charge MRP as these will be funded by the
capital receipt on disposal

There is no requirement on the HRA to make a minimum revenue provision but there
is a requirement for a charge for depreciation to be made. For the Council this is
componentised based on the life of component and the gross replacement cost within
the overall existing use value — social housing of the HRA stock.

For commercial properties, MRP is charged on a hurdle rate basis to ensure that the

Council’s investment return is sufficient to meet MRP and associated borrowing
costs.
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APPENDIX 3
CIPFA Requirements

The Council has formally adopted CIPFA’s Code of Practice on Treasury Management
(updated 2017) and complies with the requirements of the Code as detailed in this appendix.
There are no changes to the requirements formally adopted in the 2017 update with regard
to reporting, these are listed below:

» Maintaining a Treasury Management Policy Statement setting out the policies and
objectives of the Council’s treasury management activities.

»  Maintaining a statement of Treasury Management Practices that sets out the way the
Council will seek to achieve these policies and objectives.

»  Presenting Full Council with an annual TMSS statement, including an annual
investment strategy and MRP policy for the year ahead (this report), a half year review
report and an annual report (stewardship report) covering compliance during the
previous year.

» A statement of delegation for treasury management functions and for the execution
and administration of statement treasury management decisions (see below).

>  Delegation of the role of scrutiny of treasury management activities and reports to a
specific named body. At Westminster City Council this role is undertaken by the Audit
and Performance Committee.

Treasury Management Delegations and Responsibilities

The respective roles of the Council, Cabinet, Audit and Performance Committee and Section
151 officer are summarised below. Further details are set out in the Treasury Management
Practices.

Council

Council will approve the annual treasury strategy, including borrowing and investment
strategies. In doing so Council will establish and communicate their appetite for risk within
treasury management having regard to the Prudential Code.

Cabinet

Cabinet will recommend to Council the annual treasury strategy, including borrowing and
investment strategies and receive a half-year report and annual outturn report on treasury
activities.

Cabinet also approves revenue budgets, including those for treasury activities.

Audit and Performance Committee

This committee is responsible for ensuring effective scrutiny of the Treasury Strategy and
policies.
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Section 151 Officer

Council has delegated responsibility for the implementation and monitoring of treasury
management decisions to the Section 151 Officer to act in accordance with approved policy
and practices. The S151 Officer has full delegated powers from the Council and is
responsible for the following activities:

investment management arrangements and strategy;

borrowing and debt strategy;

monitoring investment activity and performance;

overseeing administrative activities;

ensuring compliance with relevant laws and regulations;

provision of guidance to officers and members in exercising delegated
powers.

YVVYVYVYYVY

Tri-Borough Director of Treasury and Pensions

Has responsibility for the execution and administration of treasury management decisions,
acting in accordance with the Council’s Treasury Policy Statement and CIPFA’s ‘Standard of
Professional Practice on Treasury Management'.

Treasury Team

Undertakes day to day treasury investment and borrowing activity in accordance with
strategy, policy, practices and procedures.

Training

The CIPFA code requires the S151 officer to ensure that Members with responsibility for
making treasury management decisions and for scrutinising treasury functions receive
adequate training. The training needs of all officers are reviewed periodically as part of the
Learning and Development programme. Officers attend various seminars, training sessions
and conferences during the year and appropriate Member training is offered as and when is
needed, and suitable opportunities, are identified.
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APPENDIX 4

Prospects for Interest Rates

1.

The Council has appointed Link Group as its treasury advisor and part of their service
is to assist the Council to formulate a view on interest rates. Link provided the following
forecasts on 8 November 2022. These are forecasts for certainty rates, gilt yields plus
80 bps.

Link Group Interest Rate View 08.11.22

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

BANK RATE 350 425 450 450 450 400 3975 350 325 300 275 250 250
3 month ave eamings 360 430 450 450 450 400 380 330 300 300 280 250 250
6 month ave eamings 420 450 460 450 420 410 390 340 310 300 290 260 280

12 month ave earnings 470 470 470 450 430 420 400 350 320 310 300 270 270

Syr PWLB 430 430 420 410 400 39 380 360 350 340 330 320 310

10yr PWLE 450 450 440 430 420 400 390 370 360 350 340 330 320

25yrPWLB 470 470 460 450 440 430 410 400 39 370 360 350 350

S0yrPWLB 430 440 430 420 410 400 380 370 360 340 330 320 320

Our central forecast reflects a view that the MPC will be keen to demonstrate its anti-
inflation credentials by delivering a succession of rate increases. This has happened
throughout 2022, but the new Government’s policy of emphasising fiscal rectitude will
probably mean Bank Rate does not now need to increase to further than 4.5%.

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

The CPI measure of inflation will peak at close to 11% in Q4 2022. Despite the cost-
of-living squeeze that is still taking shape, the Bank will want to see evidence that
wages are not spiralling upwards in what is evidently a very tight labour market. Wage
increases, excluding bonuses, are currently running at 5.7%.

The plan to sell £10bn of gilts back into the market each quarter (Quantitative
Tightening) has begun but will focus on the short to medium end of the curve for the
present. This approach will prevent any further disruption to the longer end of the
curve following on from the short-lived effects of the Truss/Kwarteng unfunded dash
for growth policy.

In the upcoming months, our forecasts will be guided not only by economic data
releases and clarifications from the MPC over its monetary policies and the
Government over its fiscal policies, but the on-going conflict between Russia and
Ukraine. Furthermore, the heightened tensions between China/Taiwan/US also have
the potential to have a wider and negative economic impact.

On the positive side, consumers are still estimated to be sitting on over £160bn of
excess savings left over from the pandemic so that will cushion some of the impact of
the above challenges. However, most of those are held by more affluent people
whereas lower income families already spend nearly all their income on essentials
such as food, energy and rent/mortgage payments.
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10.

11.

12.

13.

Economic Update

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

Market commentators’ misplaced optimism around inflation has been the root cause
of the rout in the bond markets with, for example, UK, EZ and US 10-year yields all
rising by over 200bps since the turn of the year. The table below provides a snapshot
of the conundrum facing central banks: inflation is elevated but labour markets are
extra-ordinarily tight, making it an issue of fine judgment as to how far monetary
policy needs to tighten.

UK Eurozone us
Bank Rate 3.0% 1.5% 3.75%-4.00%
GDP -0.2%q/q Q3 +0.2%0q/q Q3 2.6% Q3
(2.4%yly) (2.1%yly) Annualised
Inflation 11.1%yly (Oct) 10.0%yly (Nov) 7.7%yly (Oct)
Unemployment 3.6% (Sep) 6.6% (Sep) 3.7% (Aug)
Rate

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

The UK unemployment rate fell to a 48-year low of 3.6%, and this despite a net
migration increase of c500k. The fact is that with many economic participants
registered as long-term sick, the UK labour force actually shrunk by c500k in the year
to June. Without an increase in the labour force participation rate, it is hard to see
how the UK economy will be able to grow its way to prosperity, and with average
wage increases running at 5.5% - 6% the MPC will be concerned that wage inflation
will prove just as sticky as major supply-side shocks to food and energy that have
endured since Russia’s invasion of Ukraine on 22nd February 2022.

Throughout Q3 Bank Rate increased, finishing the quarter at 2.25% (an increase of
1%). Q4 has seen rates rise to 3% in November and the market expects Bank Rate
to hit 4.5% by May 2023.

Following a Conservative Party leadership contest, Liz Truss became Prime Minister
for a tumultuous seven weeks that ran through September and December. Put
simply, the markets did not like the unfunded tax-cutting and heavy spending policies
put forward by her Chancellor, Kwasi Kwarteng, and their reign lasted barely seven
weeks before being replaced by Prime Minister Rishi Sunak and Chancellor Jeremy
Hunt. Their Autumn Statement of 17th November gave rise to a net £55bn fiscal

33



14.

15.

16.

17.

tightening, although much of the “heavy lifting” has been left for the next Parliament
to deliver. However, the markets liked what they heard, and UK gilt yields have
completely reversed the increases seen under the previous tenants of No10/11
Downing Street.

Globally, though, all the major economies are expected to struggle in the near term.
The fall below 50 in the composite Purchasing Manager Indices for the UK, US, EZ
and China all point to at least one if not more quarters of GDP contraction. In
November, the MPC projected eight quarters of negative growth for the UK lasting
throughout 2023 and 2024, but with Bank Rate set to peak at lower levels than
previously priced in by the markets and the fiscal tightening deferred to some extent,
it is not clear that things will be as bad as first anticipated by the Bank.

The pound has strengthened against the dollar of late, recovering from a record low
of $1.035, on the Monday following the Truss government'’s “fiscal event”, to $1.20.
Notwithstanding the pound’s better run of late, 2023 is likely to see a housing
correction of some magnitude as fixed-rate mortgages have moved above 5% and
affordability has been squeezed despite proposed stamp duty cuts remaining in
place.

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

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

whilst the 50 years is over 1.75% lower.

1 Year 5 Year 10 Year 25 Year 50 Year
Low 1.95% 2.18% 2.36% 2.52% 2.25%
Date 01/04/2022 13/05/2022 04/04/2022 04/04/2022 04/04/2022
High 5.11% 5.44% 5.35% 5.80% 5.51%
Date 28/09/2022 28/09/2022 28/09/2022 28/09/2022 28/09/2022
Average 2.81% 2.92% 3.13% 3.44% 3.17%
Spread 3.16% 3.26% 2.99% 3.28% 3.26%
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19.
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22.

After a shaky start to the year, the S&P 500 and FTSE 100 have climbed in recent
weeks, albeit the former is still 17% down and the FTSE 2% up. The German DAX is
9% down for the year.

At the start of November, the Fed decided to push up US rates by 0.75% to a range
of 3.75% - 4%, whilst the MPC followed a day later by raising Bank Rate from 2.25%
to 3%, in line with market expectations. EZ rates have also increased to 1.5% with
further tightening in the pipeline. The current Federal Reserve interest rate is 4.25%
to 4.50% as of 14 December 2022. Whilst at its meeting ending on 14 December
2022, the MPC voted by a majority of 6-3 to increase Bank Rate by 0.5 percentage
points, to 3.5%.

Having said that, the press conferences in the US and the UK were very different. In
the US, Fed Chair, Jerome Powell, stated that rates will be elevated and stay higher
for longer than markets had expected. Governor Bailey, here in the UK, said the
opposite and explained that the two economies are positioned very differently so you
should not, therefore, expect the same policy or messaging.

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

In addition, the Bank’s central message that GDP will fall for eight quarters starting
with Q3 2022 may prove to be a little pessimistic. The question remains whether if
and to what extent the £160bn excess savings accumulated by households through
the Covid lockdowns will provide a spending buffer for the economy. Ultimately,
however, it will not only be inflation data but also employment data that will mostly
impact the decision-making process, although any softening in the interest rate
outlook in the US may also have an effect (just as, conversely, greater tightening
may also).
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