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Investment Strategies 2022/23




1.	SUMMARY

1.1	This report presents the Council’s Investment Strategies that the Council is required to produce through various pieces of legislation, and approve at full Council prior to the start of each new financial year. These strategies remain unchanged from those approved for the 2021/22 financial year.  The only changes for members to note are updates to the economic commentary, forecasts and estimates contained in the strategies. 

Key Decision – This report is a key decision as it is part of the budget setting framework and it is a statutory requirement that the Investment Strategies contained within this report are approved by full Council prior to the commencement of any new financial year.


2.	RECOMMENDATIONS:

i) 	That the Governance and Standards Committee undertake the scrutiny of the following annual Strategies that the Council is required to produce under statutory guidance in relation to its investment and borrowing activities:

· The Treasury Management Strategy 2022/23 to 2024/25
· The Minimum Revenue Provision (MRP) Strategy 2022/23
· The Capital Strategy 2022/23 to 2042/43
· The Asset Investment Strategy 2022/23
· The Commercial Property Investment Strategy 2022/23
· The Service Investment Strategy 2022/23

To be recommended to Council:

ii)	That the Treasury Management Strategy for the 2022/23 to 2024/25 financial year be approved, as per Appendix 1, including the Prudential Indicators which are set out within the Strategy

iii)	That the Minimum Revenue Provision (MRP) Strategy for the 2022/23 financial year be approved, as per Appendix 2 and the Council adopts the Regulatory Method for Supported Borrowing (Option 1) taken out by the Council prior to 1 April 2008 and the Asset Life Method for unsupported borrowing (Option 3) taken out after 1 April 2021 (if any new borrowing is taken on by the council).  

Where the Council takes on additional borrowing in order to purchase land and property assets for regeneration or housing purposes (in line with the Asset Investment Policy for non-commercial assets) or to provide a Service Investment the business case will set out whether a MRP charge is appropriate.

iv)	That the Capital Strategy for the 2022/23 to 2042/43 financial year be approved, as per Appendix 3

v)	That the Asset Investment Strategy for the 2022/23 financial year be approved, as per Appendix 4

vi)	That the Commercial Property Investment Strategy for the 2022/23 financial year be approved, as per Appendix 5

vii)	That the Service Investment Strategy for the 2022/23 financial year be approved, as per Appendix 6


3.	BACKGROUND

3.1	Under the Local Government Act 2003, there is a statutory requirement placed on local authorities to have regard to the CIPFA Code of Practice on Treasury Management and Prudential Code, and any directions issued directly under the Act when putting in place processes and procedures which impact on its financial management practices in respect of its investment and borrowing activities.

3.2	In line with the relevant legislation, Local Authorities are required to produce the following strategy documents and get them approved by full Council on an annual basis prior to the commencement of any new financial year:

3.3	Treasury Management Strategy (Appendix 1)

3.3.1	Under the Local Government Act 2003, local authorities must have regard to statutory proper practices in their treasury management activities. In effect this means the council must adhere to the Chartered Institute of Public Finance and Accountancy’s 'Treasury Management in the Public Services: Code of Practice' 2021 edition (the CIPFA Code), and the Ministry of Homes, Communities and Local Government (DLUHC) guidance on local authority investments.

3.3.2	The strategy provides the policy framework for the engagement of the council with financial markets in order to fund its capital investment programme, to maintain the security of its cash balances and protect them from credit, liquidity, inflation and interest rate risk.

3.4	Minimum Revenue Provision (MRP) Strategy (Appendix 2)

3.4.1	The Local Authorities (Capital Financing and Accounting)(England) Regulations 2007 places a general duty on Council’s to make an amount of MRP which it considers to be prudent.

3.4.2	The MRP requires local authorities to set aside each year an amount to cover any outstanding borrowing, so that it has sufficient resources available to repay the borrowing upon maturity.

3.4.3	This report recommends that Option 1 (“Regulatory Method”) be used for supported borrowing and that Option 3 (“Asset Life Method”) be used for unsupported borrowing in line with the MRP guidance issued by the Secretary of State.  

3.4.4	The Local Government Act 2003requires Local Authorities to have regard to the MRP guidance.  The guidance gives local authorities flexibility in how they calculate their MRP, providing the calculation is ‘prudent’. In calculating a prudent provision, local authorities are required to have regard to this guidance.  The Council has decided to deviate from the MRP guidance in respect of Commercial Property Investments and Service Investments; the reasons for this have been set out within the MRP Strategy 2020/21 contained within Appendix 2.

3.5	Capital Strategy (Appendix 3)

3.5.1	The requirement for Local Authorities to have a Capital Strategy is set out in the Prudential Code for Capital Finance in Local Authorities.

3.5.2	The Capital Strategy provides a forward look at the core principles that underpin the Council’s long term capital expenditure and investment decisions, having regard for risk mitigation and the implications on the Council’s financial sustainability.

3.5.3	The aim of the capital strategy is to ensure that all elected members fully understand the overall long-term policy objectives and resulting capital strategy requirements, governance procedures and risk appetite.  

3.6	Asset Investment Strategy (Appendix 4)

3.6.1	The objective of the Asset Investment Strategy is to establish a framework for the identification of asset investments which, if acquired, would provide the Council with benefits both to the organisation and to residents, as well as the potential for ongoing revenue benefits. This strategy is relevant to all assets the council intends to purchase in order to further its service objectives. This may include, but is not limited to assets purchased for regeneration purposes, invest-to-save purchases, and the replacement of council assets at the end of their current useful life.  

3.7	Commercial Property Investment Strategy (Appendix 5)

3.7.1	Under Section 15(1) (a) of the Local Government Act 2003, the Secretary of State issued statutory guidance on local government investments in 2018, which all local authorities are required to adhere to.  This requires local authorities to produce Strategy documents setting out their investment activities which sit outside the traditional treasury management (banking) activities to generate on-going revenue income streams, namely investments in financial assets.

3.7.2	The objective of the Commercial Property Strategy is to establish a framework for maintaining and monitoring the current portfolio of commercial properties. In accordance with the lending terms of the Public Works Loan Board, which came into force on 26th November 2020, the Council will not borrow to fund commercial property investments at any point during the life of this strategy. However, borrowing has previously been taken out to fund commercial property investments, and the costs related to this must be covered by the properties in question.

3.7.3	Councils are required to disclose the level of income they rely on as a proportion of their Net Revenue Budget (being the total of Government Grant, Council Tax and other un-ring fenced grant, which for Mansfield District Council includes New Homes Bonus).  The following tables show the ratio of commercial property investment income to the Council’s Net Revenue Budget:

Table 1 - Total commercial property investment income (including assets that have been purchased through available capital receipts and borrowing).  Investment income includes income from investment properties held within and outside Mansfield and district

	
	2021/22
	2022/23
	2023/24
	2024/25

	Net Revenue Budget (*) (£000)

	10,601
	11,196
	10,602
	10,652

	Commercial property investment income (£000)
	3,275
	3,210
	3,312
	3,357

	Ratio of commercial property investment income to the Net Revenue Budget (%)
	31%
	29%
	31%
	32%




Table 2 – Commercial property investment income, whereby the assets have been purchased through internal and external borrowing.

	
	2021/22
	2022/23
	2023/24
	2024/25

	Net Revenue Budget (*) (£000)

	10,601
	11,196
	10,602
	10,652

	Commercial property investment income (£000)
	3,052
	3,064
	3,160
	3,202

	Ratio of commercial property investment income to the Net Revenue Budget (%)
	29%
	27%
	30%
	30%




Table 3 - Commercial property investment income, whereby the assets have been purchased through external borrowing only

	
	2021/22
	2022/23
	2023/24
	2024/25

	Net Revenue Budget (*) (£000)

	10,601
	11,196
	10,602
	10,652

	Commercial property investment income (£000)
	1,905
	1,846
	1,865
	1,885

	Ratio of commercial property investment income to the Net Revenue Budget (%)
	18%
	16%
	18%
	18%



(*) Taken from the Council’s Medium Term Financial Strategy 2022/23 to 2024/25, as approved by Council on 25 January 2022.

3.8	Service Investment Strategy (Appendix 6)

3.8.1	Under Section 15(1) (a) of the Local Government Act 2003, the Secretary of State issued statutory guidance on local government investments in 2018, which all local authorities are required to have regard to.  This requires local authorities to produce Strategies setting out their investment activities which sit outside the traditional treasury management (banking) activities to generate on-going revenue income streams, namely investments in financial assets.

3.8.2	Service investments made by the Council are largely loans to third parties ranging from short-term to longer-term loans linked to assets or investments in group organisations. 

3.8.3	Mansfield District Council only has one service investment that it has entered into, made to Mansfield Homes for which the Council is the sole shareholder, details of which are contained within the Service Investment Strategy 2022/23, as contained within Appendix 5.  It is not expected that any further loan advances will be made to Mansfield Homes during 2022/23

3.9	Mansfield District Council has delegated the effective scrutiny of the above Strategies to its Governance and Standards Committee, through its Constitution (2.07.5 Audit Committee Terms of Reference, which was the predecessor to the Governance and Standards Committee, these were subsequently amended to include all the Investment Strategies following Council approval on 19 November 2019).  These Strategies are to be presented to full Council for approval on 8 March 2022 following the scrutiny process for adoption prior to the start of the 2022/23 financial year.

3.10	The above strategies provide an approved framework within which the officers undertake the day to day capital and treasury activities.

4.	PUBLIC WORKS LOAN BOARD	

4.1	As part of the Spending Review 2020, HM Treasury issued its response to the consultation on the future lending terms of the Public Works Loan Board (PWLB), which had taken place during Spring 2020.

4.2	In its response, HM Treasury confirmed its aim was to “prevent local authorities from using PWLB loans to buy commercial assets primarily for yield, without impeding their ability to pursue service delivery, housing, and regeneration under the prudential regime as they do now”. This confirms that using PWLB loans to invest in commercial investment properties, with the main aim of generating revenue income, will no longer be permitted.

4.3	The consultation response also stated that, given that borrowing cannot easily be linked to a specific scheme within the capital programme, access to PWLB loans will be denied if a council has plans to buy commercial properties anywhere in their capital programme. This is the case even if that purchase would have been funded from another source. 

4.4	The Treasury confirmed that the new lending terms were to be in place from 26th November 2020.

4.5	Given the restrictions on borrowing for commercial properties now in place, the Council can confirm that there are no planned commercial property acquisitions within the 2022/23 – 2023/24 capital programme. 

5.	OPTIONS

5.1	This report fulfils the Council’s legal obligation under the Local Government Act 2003 to have regard to the CIPFA Codes and directive issued by the Secretary of State in relation to investment and borrowing activities undertaken by the Council.

6.	RISK ASSESSMENT OF RECOMMENDATIONS AND OPTIONS

	Risk 
	Risk Assessment 
	Risk Level 
	Risk Management 

	Financial
That investments are lost due to placing money with institutions which are not secure

	
Loss of investments in the current economic climate is a major issue as institutions fail as a result of the credit crunch and the economic situation in their countries
	
Medium/ High
	
A monthly review of the Treasury Management positions and strategy is undertaken by senior Financial Services officers and changes made as appropriate. 
Several Safeguards have been put into place as a result of the current economic climate including, investing approximately 20% of deposits with the Government and the maximum investment in any single institution or group has been reduced from £7million to £5 million except for the nationalised / part nationalised banks.  This does not include investments with the Debt Management Office (DMO) as these are backed by the Government and are considered to be safe.

	Reputational
That the Council is borrowing from or investing with inappropriate organisations resulting in the loss of investments
	
Council assets need to be safe and there is confidence in their management. In the current climate there are few institutions which have retained either high ratings or stable outlooks.

In terms of reputation, the Council would be one of many major institutions affected by events over which there is little control
	
Medium 
	
A monthly review of the Treasury Management positions and strategy is undertaken by senior Financial Services officers and changes made as appropriate. 
Several Safeguards have been put into place as a result of the current economic climate including, investing approximately 20% of deposits with the Government and the maximum investment in any single institution or group has been reduced from £7million to £5 million except for the nationalised / part nationalised banks.  This does not include investments with the Debt Management Office (DMO) as these are backed by the Government and are considered to be safe.




7.	ALIGNMENT TO COUNCIL PRIORITIES

7.1	The recommendations set out in this report ensure the effective financial management of the Council in terms of its investment activities, and therefore ensures that the Council meets all its priorities.


8.	IMPLICATIONS

(a)	Relevant Legislation

	The treasury management and capital functions are governed by provisions set out under Part 1 of the Local Government Act 2003, whereby the Council must have regard to the CIPFA Prudential Code and the CIPFA Treasury Management Code of Practice. The Council formally adopts the current requirements of these codes as part of its Treasury Management Strategy, its Minimum Revenue Provision (MRP) Strategy and its Capital Strategy.  The updated guidance now requires local authorities to adopt an Investment Strategy for areas that are not covered within its existing Treasury Management Strategy; for Mansfield District Council this includes a Commercial Property Investment Strategy and Service Investments Strategy.

(b)       Human Rights

	No impact

(c)	Equality and Diversity

	No impact

(d)	Climate change and environmental sustainability

	No impact

(e)	Crime and Disorder

	No impact

(f) 	Budget /Resource  

	There are no financial implications arising as a direct result of approving these Strategies.  The Strategies set out how the Council will operate on a day to day basis as it manages its investments and borrowing, and how it will attempt to mitigate any risks in relation to these activities.


9.	COMMENTS OF STATUTORY OFFICERS

(a)	Monitoring Officer – the ongoing development and annual review of the strategy and associated documents forms an important part of the Council’s financial and governance assurance.

(b)	Section 151 Officer – Own report


10.	CONSULTATION

None


 11.	BACKGROUND PAPERS

	None

	Report Author
	-
	Richard Jones

	Designation
	-
	Financial Services Manager

	Telephone
	-
	01623 463495

	E-mail
	-
	rjones@mansfield.gov.uk
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Appendix 1

Treasury Management Strategy 2022/23 to 2023/24










Treasury Management Strategy Statement 2022/23 to 2023/24

Introduction
The 2021 revised CIPFA Treasury Management Code and Prudential Code – changes which will impact on future TMSS/AIS reports and the risk management framework
CIPFA published the revised codes on 20th December 2021 and has stated that formal adoption is not required until the 2023/24 financial year. There is no implementation date specified for the Treasury Management Code. This Council has to 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, which are taken to Full Council for approval. 
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 a council’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.
The revised codes will have the following implications: 
a requirement for the Council to adopt a new debt liability benchmark treasury indicator to support the financing risk management of the capital financing requirement; this is to be shown in chart form for a minimum of ten years, with material differences between the liability benchmark and actual loans to be explained;
long term treasury investments, (including pooled funds), are to be classed as commercial investments unless justified by a cash flow business case;
pooled funds are to be included in the indicator for principal sums maturing in years beyond the initial budget year;
amendment to the knowledge and skills register for officers and members involved in the treasury management function - to be proportionate to the size and complexity of the treasury management conducted by each council; 
reporting to members is to be done quarterly, to include prudential indicators.
enviromental, social and governance (ESG) issues to be addressed within an authority’s treasury management policies and practices (TMP1). (This area is under further development by CIPFA.)
The main requirements of the Prudential Code relating to service and commercial investments are: 
The risks associated with service and commercial investments should be proportionate to their financial capacity – ie that plausible losses could be absorbed in budgets or reserves without unmanageable detriment to local services.
An authority must not borrow to invest for the primary purpose of commercial return.
It is not prudent for local authorities to make any investment or spending decision that will increase the CFR, and so may lead to new borrowing, unless directly and primarily related to the functions of the authority, and where any commercial returns are either related to the financial viability of the project in question or otherwise incidental to the primary purpose.
 An annual review should be conducted to evaluate whether commercial investments should be sold to release funds to finance new capital expenditure or refinance maturing debt.
A prudential indicator is required for the net income from commercial and service investments as a proportion of the net revenue stream.
Create new Investment Management Practices to manage risks associated with non-treasury investments, (similar to the current Treasury Management Practices).
The authority’s capital strategy or investment strategy should include: 
investments for service or commercial purposes: 
the authority’s approach to investments for service or commercial purposes (together referred to as non-treasury investments), including defining the authority’s objectives, risk appetite and risk management in respect of these investments, and processes ensuring effective due diligence 
an assessment of affordability, prudence and proportionality in respect of the authority’s overall financial capacity (ie whether plausible losses could be absorbed in budgets or reserves without unmanageable detriment to local services) 
details of financial and other risks of undertaking investments for service or commercial purposes and how these are managed 
limits on total investments for service purposes and for commercial purposes respectively (consistent with any limits required by other statutory guidance on investments)
requirements for independent and expert advice and scrutiny arrangements (while business cases may provide some of this material, the information contained in them will need to be periodically re-evaluated to inform the authority’s overall strategy) 
state compliance with paragraph 51 of the Prudential Code in relation to investments for commercial purposes, in particular the requirement that an authority must not borrow to invest primarily for financial return.As this Treasury Management Strategy Statement and Annual Investment Strategy deals soley with treasury management investments, the categories of service delivery and commercial investments will be dealt with as part of the Capital Strategy report. However, as investments in commercial property have implications for cash balances managed by the treasury team, it will be for each authority to determine whether to add a high level summary of the impact that commercial investments have, or may have, if it is planned to liquidate such investments within the three year time horizon of this report, (or a longer time horizon if that is felt appropriate).
Members will be updated on how all these changes will impact our current approach and any changes required will be incorporated into, and formally adopted, within the 2023/24 TMSS/AIS report.












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

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

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

Whilst any commercial initiatives or loans to third parties will impact on the treasury function, these activities are generally classed as non-treasury activities, (arising usually from capital expenditure), and are separate from the day to day treasury management activities.  The Council has a separate Commercial Property Investment Strategy 2022/23 and Service Investment Strategy 2022/23, at Appendix 4 and 5 respectively to this report, which address the management of these specific areas.

The Chartered Institute of Public Finance and Accountancy (CIPFA) revised 2017 Prudential and Treasury Management Codes require, from 2019/20, all local authorities to prepare an additional report, a capital strategy report, which will provide the following: 

a high-level long term overview of how capital expenditure, capital financing and treasury management activity contribute to the provision of services
an overview of how the associated risk is managed
the implications for future financial sustainability

The aim of the capital strategy is to ensure that all elected members fully understand the overall long-term policy objectives and resulting capital strategy requirements, governance procedures and risk appetite.  The Council’s Capital Strategy 2022/23 to 2042/43 is contained in Appendix 3 to this report.


Treasury Management Reporting

The four reports required to meet the Council’s requirement for reporting on its
Treasury Management activities include:

Prudential and Treasury Indicators and Treasury Strategy (This report) – Which covers:
Treasury Management Strategy, including how the investments and borrowings are to be organised (treasury indicators) 
Investment strategy, including the parameters on how investments are to be managed
Capital plans (prudential indicators)

A Minimum Revenue Provision (MRP) Strategy – This provides details of how residual capital expenditure is charged to revenue over time and includes the MRP Policy; the Council has produced a separate MRP Strategy, which can be found at Appendix 2.

A mid-year treasury management report – The Governance & Standards Committee receives a mid-year progress report which provides Members with information regarding the performance of the Treasury Management function and operations for the first two quarters of the year.

An Annual Treasury Report – This provides details of actual prudential and treasury indicators and actual treasury operations compared to the estimates within the approved strategy.

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

The Treasury Management Strategy for 2022/23 covers two main areas:

1.  Treasury Management Issues:
policy on use of external service providers
prospects for interest rates
the current treasury position
treasury indicators  which will limit the treasury risk and activities of the Council
the borrowing strategy
policy on borrowing in advance of need
debt rescheduling
the investment strategy
creditworthiness policy

2.  Capital Issues:
the capital plans and the associated prudential indicators

These elements outlined above cover the requirements of the Local Government Act 2003, the CIPFA Prudential Code, the CIPFA Treasury Management Code and the Department for Levelling Up Housing and Communities and Local Government (DLUHC) Investment Guidance.


Training

The CIPFA Code requires the responsible officer to ensure that members with responsibility for treasury management receive adequate training in treasury management.  This especially applies to members responsible for scrutiny.  Training was provided to Members on the Council’s Treasury Management and MRP Strategy in February 2021 and further training will be undertaken as required.  The training needs of treasury management officers are periodically reviewed.  


Treasury Management Consultants and Policy On the Use of External Service Providers

The Council uses Link Asset Services, Treasury Solutions as its external Treasury Management Advisors. The contract with Link runs until 31 March 2024 with options for extension by a further two years.  

The Council recognises that responsibility for Treasury Management decisions remains with the Council at all times and will ensure that undue reliance is not placed upon its external advisors.

It is also recognised that there is a value in employing external providers of Treasury Management services in order to gain access to specialist skills and resources.  The Council will ensure that the terms of their appointment and methods by which their value will be assessed are properly agreed and documented, and subject to regular review.

The scope of investments within the Council’s operations now includes both conventional treasury investments, (the placing of residual cash from the Council’s functions), and in previous year, has also included the purchase of  commercial  investments, such as investment properties.  The commercial investments require specialist advisers, and the Council uses Lambert, Smith Hampton in relation to this activity.


External Economic Context and Prospects for Interest Rates

The Council has appointed Link Asset Services 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 7 February 2022. These forecasts are for certainty rates, gilt yields plus 80 basis points (bps). Table 1 gives the Link Asset Services central view. 
	




As shown in the forecast table above, the forecast for Bank Rate now includes a further three increases of 0.25%  in March, May and November 2022 to end at 1.25%.

Over the last two years, the coronavirus outbreak has done huge economic damage to the UK and economies around the world. After the Bank of England took emergency action in March 2020 to cut Bank Rate to first 0.25%, and then to 0.10%, it left Bank Rate unchanged at its subsequent meetings until raising it to 0.25% at its meeting on 16 December 2021. A further rise of 0.25% was made on 4 February 2022.


Significant risks to the forecasts
Mutations of the virus render current vaccines ineffective, and tweaked vaccines to combat these mutations are delayed, or cannot be administered fast enough to prevent further lockdowns.  

Labour and supply shortages prove more enduring and disruptive and depress economic activity.

The Monetary Policy Committee acts too quickly, or too far, over the next three years to raise Bank Rate and causes UK economic growth, and increases in inflation, to be weaker than we currently anticipate. 

The Monetary Policy Committee tightens monetary policy too late to ward off building inflationary pressures.

The Government acts too quickly to cut expenditure to balance the national budget.

UK / EU trade arrangements – if there was a major impact on trade flows and financial services due to complications or lack of co-operation in sorting out significant remaining issues. 

Longer term US treasury yields rise strongly and pull gilt yields up higher than forecast.

Major stock markets e.g., in the US, become increasingly judged as being over-valued and susceptible to major price corrections. Central banks become increasingly exposed to the “moral hazard” risks of having to buy shares and corporate bonds to reduce the impact of major financial market selloffs on the general economy.

Geopolitical risks, for example in Ukraine, Iran, North Korea, but also in Europe and Middle Eastern countries; on-going global power influence struggles between Russia/China/US. These could lead to increasing safe-haven flows. 

The balance of risks to the UK economy: -
The overall balance of risks to economic growth in the UK is now to the downside, including risks from Covid and its variants - both domestically and their potential effects worldwide.

Forecasts for Bank Rate
The Monetary Policy Committee is now very concerned at the way that forecasts for inflation have had to be repeatedly increased within a matter of just a few months.  Combating this rising tide of inflation is now its number one priority and the 5-4 vote marginally approving only a 0.25% increase on 4th February rather than a 0.50% increase, indicates it is now determined to push up Bank Rate quickly.  A further increase of 0.25% is therefore probable for March, and again in May, followed possibly by a final one in November.  However, data between now and November could shift these timings or add to or subtract from the number of increases.
However, it is likely that these forecasts will need changing within a relatively short timeframe for the following reasons: -

We do not know whether there will be further mutations of Covid and how severe they may be, nor how rapidly scientific advances may be made in combating them.

The economy was running out of steam during the second half of 2021 and Omicron will mean that economic growth in quarter 1 of 2022 is likely to be flat, though on the rise towards the end of the quarter as the economy recovers. However, 54% energy cap cost increases from April, together with 1.25% extra employee national insurance, food inflation around 5% and council tax likely to rise in the region of 5% too - these increases are going to hit lower income families hard despite some limited assistance from the Chancellor to postpone the full impact of rising energy costs.

Consumers are 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 increases.  But most of those holdings are held by more affluent people whereas poorer people already spend nearly all their income before these increases hit and have few financial reserves. 

These increases are already highly disinflationary; inflation will also be on a gradual path down after April so that raises a question as to whether the MPC may shift into protecting economic growth by November, i.e., it is more debatable as to whether they will deliver another increase then.

The BIG ISSUE – will the current spike in inflation lead to a second-round effect in terms of labour demanding higher wages, (and/or lots of people getting higher wages by changing job)?

If the labour market remains very tight during 2022, then wage inflation poses a greater threat to overall inflation being higher for longer, and the MPC may then feel it needs to take more action. 

If the UK were to invoke article 16 of the Brexit deal over the dislocation in trading arrangements with Northern Ireland, this would have the potential to end up in a no-deal Brexit.

In summary, with the high level of uncertainty prevailing on several different fronts, we expect to have to revise our forecasts again - in line with whatever the new news is.
Forecasts for PWLB rates and gilt and treasury yields

Gilt yields. Since the start of 2021, we have seen a lot of volatility in gilt yields, and hence PWLB rates. Our forecasts show little overall increase in gilt yields during the forecast period to March 2025 but there will doubtless be a lot of unpredictable volatility during this forecast period.
   
While monetary policy in the UK will have a major impact on gilt yields, there is also a need to consider the potential impact that rising treasury yields in America could have on gilt yields.  As an average since 2011, there has been a 75% correlation between movements in US 10-year treasury yields and UK 10-year gilt yields. This is a significant UPWARD RISK exposure to our forecasts for medium to longer term PWLB rates. However, gilt yields and treasury yields do not always move in unison.
US treasury yields.  During the first part of 2021, US President Biden’s, and the Democratic party’s, determination to push through a $1.9trn (equivalent to 8.8% of GDP) fiscal boost for the US economy as a recovery package from the Covid pandemic was what unsettled financial markets. This was in addition to the $900bn support package previously passed in December 2020. Financial markets were alarmed that all this stimulus was happening at a time when: - 

A fast vaccination programme roll-out had enabled a rapid opening up of the economy during 2021.
The economy was growing strongly during the first half of 2021 although it has weakened during the second half.
It started from a position of little spare capacity due to less severe lockdown measures than in many other countries.
And the Fed was still providing substantial stimulus through monthly QE purchases during 2021.

It was not much of a surprise that a combination of these factors would eventually cause an excess of demand in the economy which generated strong inflationary pressures. This has eventually been recognised by the Fed at its recent December meeting with an aggressive response to damp inflation down during 2022 and 2023. 

At its 3rd November Fed meeting, the Fed decided to make a start on tapering its $120bn per month of QE purchases so that they ended next June. However, at its 15th December meeting it doubled the pace of tapering so that they will end all purchases in February.  These purchases are currently acting as downward pressure on treasury yields and so it would be expected that treasury yields will rise over the taper period, all other things being equal.  

It also forecast that it expected there would be three rate rises in 2022 of 0.25% from near zero currently, followed by three in 2023 and two in 2024.  This would take rates back above 2% to a neutral level for monetary policy. It also gave up on calling the sharp rise in inflation as being ‘transitory’. 

At its 26th January meeting, the Fed became even more hawkish following inflation rising sharply even further. It indicated that rates would begin to rise very soon, i.e., it implied at its March meeting it would increase rates and start to run down its holdings of QE purchases. It also appears likely that the Fed could take action to force longer term treasury yields up by prioritising selling holdings of its longer bonds as yields at this end have been stubbornly low despite rising inflation risks.  The low level of longer dated yields is a particular concern for the Fed because it is a key channel through which tighter monetary policy is meant to transmit to broader financial conditions, particularly in the US where long rates are a key driver of household and corporate borrowing costs. 

There are also possible DOWNSIDE RISKS from the huge sums of cash that the UK populace have saved during the pandemic; when savings accounts earn little interest, it is likely that some of this cash mountain could end up being invested in bonds and so push up demand for bonds and support their prices i.e., this would help to keep their yields down. How this will interplay with the Bank of England eventually getting round to not reinvesting maturing gilts and then later selling gilts, will be interesting to monitor.
There is likely to be exceptional volatility and unpredictability in respect of gilt yields and PWLB rates due to the following factors: -
How strongly will changes in gilt yields be correlated to changes in US treasury yields (see below). As the US financial markets are, by far, the biggest financial markets in the world, any upward trend in treasury yields will invariably impact and influence financial markets in other countries. Over 10 years since 2011 there has been an average 75% correlation between movements in US treasury yields and gilt yields.  However, from time to time these two yields can diverge. Lack of spare economic capacity and rising inflationary pressures are viewed as being much greater dangers in the US than in the UK. This could mean that central bank rates will end up rising  higher in the US than in the UK; the consequent increases in treasury yields could well spill over to cause (lesser) increases in gilt yields. There is, therefore, an upside risk to forecasts for gilt yields due to this correlation. The Link Group forecasts have included a risk of a 75% correlation between the two yields.
Will the Fed take action to counter increasing treasury yields if they rise beyond a yet unspecified level?
Would the MPC act to counter increasing gilt yields if they rise beyond a yet unspecified level?
How strong and enduring will inflationary pressures turn out to be in both the US and the UK, and so impact treasury and gilt yields?
Will the major western central banks implement their previously stated new average or sustainable level inflation monetary policies when inflation has now burst through all previous forecasts and far exceeded their target levels? Or are they going to effectively revert to their previous approach of prioritising focusing on pushing inflation back down and accepting that economic growth will be very much a secondary priority - until inflation is back down to target levels or below?
How well will central banks manage the running down of their stock of QE purchases of their national bonds i.e., without causing a panic reaction in financial markets as happened in the “taper tantrums” in the US in 2013?
Will exceptional volatility be focused on the short or long-end of the yield curve, or both?
If Russia were to invade Ukraine, this would be likely to cause short term volatility in financial markets, but it would not be expected to have a significant impact beyond that.


The forecasts are also predicated on an assumption that there is no break-up of the Eurozone or EU within the forecasting period, despite the major challenges that are looming up, and that there are no major ructions in international relations, especially between the US and Russia, China / North Korea and Iran, which have a major impact on international trade and world GDP growth. 

The balance of risks to medium to long term PWLB rates: -
There is a balance of upside risks to forecasts for medium to long term PWLB rates.




A new era for local authority investing
– a fundamental shift in central bank monetary policy
One of the key results of the pandemic has been a fundamental rethinking and shift in monetary policy by major central banks like the Fed, the Bank of England and the ECB, to tolerate a higher level of inflation than in the previous two decades when inflation was the prime target to bear down on so as to stop it going above a target rate. There is now also a greater emphasis on other targets for monetary policy than just inflation, especially on ‘achieving broad and inclusive “maximum” employment in its entirety’ in the US, before consideration would be given to increasing rates. 

The Fed in America has gone furthest in adopting a monetary policy based on a clear goal of allowing the inflation target to be symmetrical, (rather than a ceiling to keep under), so that inflation averages out the dips down and surges above the target rate, over an unspecified period of time. 
The Bank of England has also amended its target for monetary policy so that inflation should be ‘sustainably over 2%’ before starting on raising Bank Rate and the ECB now has a similar policy. 
For local authorities, this means that investment interest rates and very short term PWLB rates will not be rising as high as in previous decades when the economy recovers from a downturn and the recovery eventually runs out of spare capacity to fuel continuing expansion.  
Labour market liberalisation since the 1970s has helped to break the wage-price spirals that fuelled high levels of inflation and has now set inflation on a lower path which makes this shift in monetary policy practicable. In addition, recent changes in flexible employment practices, the rise of the gig economy and technological changes, will all help to lower inflationary pressures once economies recover from the various disruptions caused by the pandemic.  
Governments will also be concerned to see interest rates stay lower as every rise in central rates will add to the cost of vastly expanded levels of national debt; (in the UK this is £21bn for each 1% rise in rates). On the other hand, higher levels of inflation will help to erode the real value of total public debt.


Investment and borrowing rates
Investment returns have started improving in the second half of 21/22 and are expected to improve further during 22/23 as the MPC progressively increases Bank Rate. 
Borrowing interest rates fell to historically very low rates as a result of the COVID crisis and the quantitative easing operations of the Bank of England and still remain at historically low levels. The policy of avoiding new borrowing by running down spare cash balances has served local authorities well over the last few years.  
On 25.11.20, the Chancellor announced the conclusion to the review of margins over gilt yields for PWLB rates which had been increased by 100 bps in October 2019.  The standard and certainty margins were reduced by 100 bps but a prohibition was introduced to deny access to borrowing from the PWLB for any local authority which had purchase of assets for yield in its three-year capital programme. The current margins over gilt yields are as follows: -.
PWLB Standard Rate is gilt plus 100 basis points (G+100bps)
PWLB Certainty Rate is gilt plus 80 basis points (G+80bps)
PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps)
PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps)
Local Infrastructure Rate is gilt plus 60bps (G+60bps)

Borrowing for capital expenditure. Our long-term (beyond 10 years) forecast for Bank Rate is 2.00%. As nearly all PWLB certainty rates are now above this level, borrowing strategy will need to be reviewed, especially as the maturity curve has flattened out considerably.  Better value can be obtained at the very short and at the longer end of the curve and longer-term rates are still at historically low levels. Temporary borrowing rates are likely, however, to remain near Bank Rate and may also prove attractive as part of a balanced debt portfolio. In addition, there are also some cheap alternative sources of long-term borrowing if a client is seeking to avoid a “cost of carry” but also wishes to mitigate future re-financing risk.  
While this authority 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, (the difference between higher borrowing costs and lower investment returns), to any new borrowing that causes a temporary increase in cash balances.

ECONOMIC BACKGROUND
COVID-19 vaccines. 
These were the game changer during 2021 which raised high hopes that life in the UK would be able to largely return to normal in the second half of the year. However, the bursting onto the scene of the Omicron mutation at the end of November, rendered the initial two doses of all vaccines largely ineffective in preventing infection. This has dashed such hopes and raises the spectre again that a fourth wave of the virus could overwhelm hospitals in early 2022. What we now know is that this mutation is very fast spreading with the potential for total case numbers to double every two to three days, although it possibly may not cause so much severe illness as previous mutations. Rather than go for full lockdowns which heavily damage the economy, the government strategy this time is focusing on getting as many people as possible to have a third (booster) vaccination after three months from the previous last injection, as a booster has been shown to restore a high percentage of immunity to Omicron to those who have had two vaccinations. There is now a race on between how quickly boosters can be given to limit the spread of Omicron, and how quickly will hospitals fill up and potentially be unable to cope. In the meantime, workers have been requested to work from home and restrictions have been placed on large indoor gatherings and hospitality venues. With the household saving rate having been exceptionally high since the first lockdown in March 2020, there is plenty of pent-up demand and purchasing power stored up for services in sectors like restaurants, travel, tourism and hotels which had been hit hard during 2021, but could now be hit hard again by either, or both, of government restrictions and/or consumer reluctance to leave home. Growth will also be lower due to people being ill and not working, similar to the pingdemic in July. The economy, therefore, faces significant headwinds although some sectors have learned how to cope well with Covid. However, the biggest impact on growth would come from another lockdown if that happened. The big question still remains as to whether any further mutations of this virus could develop which render all current vaccines ineffective, as opposed to how quickly vaccines can be modified to deal with them and enhanced testing programmes be implemented to contain their spread until tweaked vaccines become widely available.

A SUMMARY OVERVIEW OF THE FUTURE PATH OF BANK RATE
The threat from Omicron was a wild card causing huge national concern at the time of December’s MPC meeting; now it is seen as a vanquished foe disappearing in the rear-view mirror.
The MPC shifted up a gear last week in raising Bank Rate by another 0.25% and narrowly avoiding making it a 0.50% increase by a 5-4 voting margin.
Our forecast now expects the MPC to deliver another 0.25% increase in March; their position appears to be to go for sharp increases to get the job done and dusted.
The March increase is likely to be followed by an increase to 1.0% in May and then to 1.25% in November.
The MPC is currently much more heavily focused on combating inflation than on protecting economic growth.
However, 54% energy cap cost increases from April, together with 1.25% extra employee national insurance, food inflation around 5% and council tax likely to rise in the region of 5% too - these increases are going to hit lower income families hard despite some limited assistance from the Chancellor to postpone the full impact of rising energy costs.
Consumers are 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 increases.  But most of those holdings are held by more affluent people whereas poorer people already spend nearly all their income before these increases hit and have few financial reserves. 
The increases are already highly disinflationary; inflation will also be on a gradual path down after April so that raises a question as to whether the MPC may shift into protecting economic growth by November, i.e., it is more debatable as to whether they will deliver another increase then.
The BIG ISSUE – will the current spike in inflation lead to a second-round effect in terms of labour demanding higher wages, (and/or lots of people getting higher wages by changing job)?
If the labour market remains very tight during 2022, then wage inflation poses a greater threat to overall inflation being higher for longer, and the MPC may then feel it needs to take more action. 

PWLB RATES
The yield curve has flattened out considerably.
We view the markets as having built in, already, nearly all the effects on gilt yields of the likely increases in Bank Rate.
It is difficult to say currently what effect the Bank of England starting to sell gilts will have on gilt yields once Bank Rate rises to 1%: it is likely to act cautiously as it has already started on not refinancing maturing debt. A passive process of not refinancing maturing debt could begin in March when the 4% 2022 gilt matures; the Bank owns £25bn of this issuance. A pure roll-off of the £875bn gilt portfolio by not refinancing bonds as they mature, would see the holdings fall to about £415bn by 2031, which would be about equal to the Bank’s pre-pandemic holding. Last August, the Bank said it would not actively sell gilts until the “Bank Rate had risen to at least 1%” and, “depending on economic circumstances at the time.” 
It is possible that Bank Rate will not rise above 1% as the MPC could shift to relying on quantitative tightening (QT) to do the further work of taking steam out of the economy and reducing inflationary pressures.
Increases in US treasury yields over the next few years could add upside pressure on gilt yields though, more recently, gilts have been much more correlated to movements in bund yields than treasury yields.


MPC MEETING 4TH FEBRUARY 2022
After the Bank of England became the first major western central bank to put interest rates up in this upswing in December, it has quickly followed up its first 0.15% rise by another 0.25% rise to 0.50%, in the second of what is very likely to be a series of increases during 2022.
The Monetary Policy Committee voted by a majority of 5-4 to increase Bank Rate by 25bps to 0.5% with the minority preferring to increase Bank Rate by 50bps to 0.75%. The Committee also voted unanimously for the following: -
to reduce the £875n stock of UK government bond purchases, financed by the issuance of central bank reserves, by ceasing to reinvest maturing assets. 
to begin to reduce the £20bn stock of sterling non-financial investment-grade corporate bond purchases by ceasing to reinvest maturing assets and by a programme of corporate bond sales to be completed no earlier than towards the end of 2023.
The Bank again sharply increased its forecast for inflation – to now reach a peak of 7.25% in April, well above its 2% target. 
The Bank estimated that UK GDP rose by 1.1% in quarter 4 of 2021 but, because of the effect of Omicron, GDP would be flat in quarter 1, but with the economy recovering during February and March. Due to the hit to households’ real incomes from higher inflation, it revised down its GDP growth forecast for 2022 from 3.75% to 3.25%. 
The Bank is concerned at how tight the labour market is with vacancies at near record levels and a general shortage of workers - who are in a very favourable position to increase earnings by changing job.
As in the December 2021 MPC meeting, the MPC was more concerned with combating inflation over the medium term than supporting economic growth in the short term. However, what was notable was the Bank’s forecast for inflation: based on the markets’ expectations that Bank Rate will rise to 1.50% by mid-2023, it forecast inflation to be only 1.6% in three years’ time.  In addition, if energy prices beyond the next six months fell as the futures market suggests, the Bank said CPI inflation in three years’ time would be even lower at 1.25%. With calculations of inflation, the key point to keep in mind is that it is the rate of change in prices – not the level – that matters.  Accordingly, even if oil and natural gas prices remain flat at their current elevated level, energy’s contribution to headline inflation will drop back over the course of this year. That means the current energy contribution to CPI inflation, of 2% to 3%, will gradually fade over the next year.
So the message to take away from the Bank’s forecast is that they do not expect Bank Rate to rise to 1.5% in order to hit their target of CPI inflation of 2%. The immediate issue is with four members having voted for a 0.50% increase in February, it would only take one member more for there to be another 0.25% increase at the March meeting.
The MPC’s forward guidance on its intended monetary policy on raising Bank Rate versus selling (quantitative tightening) holdings of bonds is as follows: -
Raising Bank Rate as “the active instrument in most circumstances”.
Raising Bank Rate to 0.50% before starting on reducing its holdings.
Once Bank Rate is at 0.50% it would stop reinvesting maturing gilts.
Once Bank Rate had risen to at least 1%, it would start selling its holdings.

OUR FORECASTS

Bank Rate
Covid remains a major potential downside threat as we are most likely to get further mutations. However, their severity and impact could vary widely, depending on vaccine effectiveness and how broadly it is administered.
If the UK invokes article 16 of the Brexit deal over the dislocation in trading arrangements with Northern Ireland, this has the potential to end up in a no-deal Brexit.

In summary, with the high level of uncertainty prevailing on several different fronts, we expect to have to revise our forecasts again - in line with whatever the new news is.

PWLB rates and gilt and treasury yields

Gilt yields. Since the start of 2021, we have seen a lot of volatility in gilt yields, and hence PWLB rates. Our forecasts show little overall increase in gilt yields during the forecast period to March 2025 but there will doubtless be a lot of unpredictable volatility during this forecast period.
   
While monetary policy in the UK will have a major impact on gilt yields, there is also a need to consider the potential impact that rising treasury yields in America could have on gilt yields.  As an average since 2011, there has been a 75% correlation between movements in US 10-year treasury yields and UK 10-year gilt yields. This is a significant UPWARD RISK exposure to our forecasts for medium to longer term PWLB rates. However, gilt yields and treasury yields do not always move in unison.

US treasury yields.  During the first part of 2021, US President Biden’s, and the Democratic party’s, determination to push through a $1.9trn (equivalent to 8.8% of GDP) fiscal boost for the US economy as a recovery package from the Covid pandemic was what unsettled financial markets. This was in addition to the $900bn support package previously passed in December 2020. Financial markets were alarmed that all this stimulus was happening at a time when: - 

A fast vaccination programme roll-out had enabled a rapid opening up of the economy during 2021.
The economy was growing strongly during the first half of 2021 although it has weakened during the second half.
It started from a position of little spare capacity due to less severe lockdown measures than in many other countries.
And the Fed was still providing substantial stimulus through monthly QE purchases during 2021.

It was not much of a surprise that a combination of these factors would eventually cause an excess of demand in the economy which generated strong inflationary pressures. This has eventually been recognised by the Fed at its recent December meeting with an aggressive response to damp inflation down during 2022 and 2023. 

At its 3rd November Fed meeting, the Fed decided to make a start on tapering its $120bn per month of QE purchases so that they ended next June. However, at its 15th December meeting it doubled the pace of tapering so that they will end all purchases in February.  These purchases are currently acting as downward pressure on treasury yields and so it would be expected that treasury yields will rise over the taper period, all other things being equal.  

It also forecast that it expected there would be three rate rises in 2022 of 0.25% from near zero currently, followed by three in 2023 and two in 2024.  This would take rates back above 2% to a neutral level for monetary policy. It also gave up on calling the sharp rise in inflation as being ‘transitory’. 

At its 26th January meeting, the Fed became even more hawkish following inflation rising sharply even further. It indicated that rates would begin to rise very soon, i.e., it implied at its March meeting it would increase rates and start to run down its holdings of QE purchases. It also appears likely that the Fed could take action to force longer term treasury yields up by prioritising selling holdings of its longer bonds as yields at this end have been stubbornly low despite rising inflation risks.  The low level of longer dated yields is a particular concern for the Fed because it is a key channel through which tighter monetary policy is meant to transmit to broader financial conditions, particularly in the US where long rates are a key driver of household and corporate borrowing costs. 

There are also possible DOWNSIDE RISKS from the huge sums of cash that the UK populace have saved during the pandemic; when savings accounts earn little interest, it is likely that some of this cash mountain could end up being invested in bonds and so push up demand for bonds and support their prices i.e., this would help to keep their yields down. How this will interplay with the Bank of England eventually getting round to not reinvesting maturing gilts and then later selling gilts, will be interesting to monitor.


Globally, our views are as follows: -

EU. The ECB joined with the Fed by announcing on 16th December that it will be reducing its QE purchases - by half from October 2022, i.e., it will still be providing significant stimulus via QE purchases during the first half of 2022.  The ECB did not change its rate at its 3rd February meeting, but it was clearly shocked by the increase in inflation to 5.1% in January. The President of the ECB, Christine Lagarde, hinted in the press conference after the meeting that the ECB may accelerate monetary tightening before long and she hinted that asset purchases could be reduced more quickly than implied by the previous guidance.  She also refused to reaffirm officials’ previous assessment that interest rate hikes in 2022 are “very unlikely”. It, therefore, now looks likely that all three major western central banks will be raising rates this year in the face of sharp increases in inflation - which is looking increasingly likely to be stubbornly high and for much longer than the previous oft repeated ‘transitory’ descriptions implied.

China. The pace of economic growth has now fallen back after the initial surge of recovery from the pandemic and China has been struggling to contain the spread of the Delta variant through using sharp local lockdowns - which depress economic growth. However, with Omicron having now spread to China, and being much more easily transmissible, lockdown strategies may not prove so successful in future. To boost flagging economic growth, The People’s Bank of China cut its key interest rate in December 2021.

Japan. 2021 was a patchy year in combating Covid. However, recent business surveys indicate that the economy is rebounding rapidly now that the bulk of the population is fully vaccinated, and new virus cases have plunged. The Bank of Japan is continuing its very loose monetary policy but with little prospect of getting inflation back towards its target of 2% any time soon.

World growth.  World growth was in recession in 2020 but recovered during 2021 until starting to lose momentum more recently. Inflation has been rising due to increases in gas and electricity prices, shipping costs and supply shortages, although these should subside during 2022. It is likely that we are heading into a period where there will be a reversal of world globalisation and a decoupling of western countries from dependence on China to supply products, and vice versa. This is likely to reduce world growth rates from those in prior decades.

The balance of risks to the UK economy: -
The overall balance of risks to economic growth in the UK is now to the downside.

Downside risks to current forecasts for UK gilt yields and PWLB rates include: -
Mutations of the virus render current vaccines ineffective, and tweaked vaccines to combat these mutations are delayed or unable to be administered fast enough to stop the NHS being overwhelmed.

Labour and supply shortages prove more enduring and disruptive and depress economic activity.

Bank of England acts too quickly, or too far, over the next three years to raise Bank Rate and causes UK economic growth, and increases in inflation, to be weaker than we currently anticipate. 

The Government acts too quickly to increase taxes and/or cut expenditure to balance the national budget.

UK / EU trade arrangements – if there was a major impact on trade flows and financial services due to complications or lack of co-operation in sorting out significant remaining issues. 

Geopolitical risks, for example in Ukraine/Russia, Iran, China, North Korea and Middle Eastern countries, which could lead to increasing safe-haven flows. If Russia were to invade Ukraine, this would be likely to cause short term volatility in financial markets, but it would not be expected to have a significant impact beyond that.


Upside risks to current forecasts for UK gilt yields and PWLB rates: -
The Bank of England is too slow in its pace and strength of increases in Bank Rate and, therefore, allows inflationary pressures to build up too strongly within the UK economy, which then necessitates a later rapid series of increases in Bank Rate faster than we currently expect. 

Longer term US treasury yields rise strongly and pull gilt yields up higher than forecast.







SUPPLY SHORTAGES. The pandemic and extreme weather events, followed by a major surge in demand after lockdowns ended, have been highly disruptive of extended worldwide supply chains.  Major queues of ships unable to unload their goods at ports in New York, California and China built up rapidly during quarters 2 and 3 of 2021 but then halved during quarter 4. Such issues have led to a misdistribution of shipping containers around the world and have contributed to a huge increase in the cost of shipping. Combined with a shortage of semi-conductors, these issues have had a disruptive impact on production in many countries. The latest additional disruption has been a shortage of coal in China leading to power cuts focused primarily on producers (rather than consumers), i.e., this will further aggravate shortages in meeting demand for goods. Many western countries are also hitting up against a difficulty in filling job vacancies. It is expected that these issues will be gradually sorted out, but they are currently contributing to a spike upwards in inflation and shortages of materials and goods available to purchase. 




Local Context

As at 31 March 2021 the Council had £92.111million of external borrowing and £27.999million of investments.  Forecast changes in these sums are shown in the balance sheet analysis in table 2 below:





The underlying need to borrow for capital purposes is measured by the Capital Financing Requirement (CFR), while usable reserves and working capital are the underlying resources available for investment. The CFR is simply the total historic outstanding capital expenditure which has not yet been paid for from either revenue or capital resources.  

CIPFA’s Prudential Code for Capital Finance in Local Authorities recommends that the Council’s total debt should be lower than its highest forecast CFR over the next three years.  Table 2 shows that the Council forecasts that borrowing will peak at £164.298Million (including maintaining a minimum £10million liquid funds) and so expects to comply with this recommendation during the next three years.  This view takes into account the Capital expenditure plans included in the 2022/23 budget report.

The Council is expected to remain in an under borrowed position, this position which represents a risk should interest rates rise however there is a cost of carry 
Balances for investment are forecast to fall to a core £10million balance.


The Council’s Borrowing Need (the Capital Financing Requirement)

The current projections for the CFR are stated in Table 3:








The increase in lease liabilities is due to the implementation of IFRS16  Leases and is based on the estimated liability connected to the lease of Walkden Street Car Park which was previously accounted for off balance sheet as an operating lease.


Treasury Management Strategy

The capital expenditure plans provide details of the service activity of the Council.  The Treasury Management function ensures that the Council’s cash is organised in accordance with the the relevant professional codes, so that sufficient cash is available to meet this service activity.  This will involve both the organisation of the cash flow and, where capital plans require, the organisation of approporiate borrowing facilities.  The strategy covers the relevant treasury / prudential indicators, the current and projected debt positions and the annual investment strategy.


Current Portfolio Position

The Council’s treasury portfolio position at 31 March 2021, with forward projections are summarised below. Table 4 shows the actual external borrowing (the treasury management operations), against the underlying capital borrowing need (the CFR), highlighting any over or under borrowing. 



Treasury Indicators: Limits to Borrowing Activity

The Operational Boundary is the limit beyond which external borrowing is not normally expected to exceed.  In most cases, this would be a similar figure to the CFR, but may be lower or higher depending on the levels of actual borrowing.  The Council’s Operational Boundary levels for the financial years 2021/22 to 2024/25 have been shown in Table 5.  The operational boundary limits have been increased to provide headroom to allow external borrowing to be taken to finance the capital expenditure plans laid out in table 13.  It is however likely that internal borrowing will be used.




The Authorised Limit for external borrowing is a further key prudential indicator and represents a control on the maximum level of borrowing.  This represents a limit beyond which external debt is prohibited, and this limit needs to be set or revised by the full Council.  It reflects the level of external debt which, while not desired, could be afforded in the short term, but is not sustainable in the longer term.  The Council’s Authorised Limit levels for the financial years 2021/22 to 2024/25 have been shown in Table 6:  




This is the statutory limit determined under section 3 (1) of the Local Government Act 2003. The Government retains an option to control either the total of all councils’ plans, or those of a specific council, although this power has not yet been exercised.


Borrowing Strategy 

The Council is currently maintaining an under-borrowed position.  This means that the capital borrowing need (CFR), 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 high.  There will be a requirement to borrow in 2021/22 and 2022/23.

Against this background and the risks within the economic forecast, caution will be adopted with the 2022/23 treasury operations.  The Head of Finance will monitor interest rates in financial markets and adopt a pragmatic approach to changing circumstances:

if it was felt that there was a significant risk of a sharp FALL in long and short term rates, for example due to a marked increase of risks around relapse into recession or of risks of deflation, then long term borrowings will be postponed, and potential rescheduling from fixed rate funding into short term borrowing will be considered
if it was felt that there was a significant risk of a much sharper RISE in long and short term rates than that currently forecast, for example arising from a greater than expected increase in world economic activity or a sudden increase in inflation risks, then the portfolio position will be re-appraised with the likely action that fixed rate funding will be drawn whilst interest rates are still lower than they will be in the next few years.


Treasury Management Limits On Activity

There are three debt related treasury activity limits.  The purpose of these are to restrain the activity of the treasury function within certain limits, thereby managing risk and reducing the impact of any adverse movement in interest rates.  However, if these are set to be too restrictive they will impair the opportunities to reduce costs / improve performance.  The indicators include:

Upper limits on variable interest rate exposure - this identifies a maximum limit for variable interest rates based upon the debt position net of investments 
Upper limits on fixed interest rate exposure - this is similar to the previous indicator and covers a maximum limit on fixed interest rates
Maturity structure of borrowing - these gross limits are set to reduce the Council’s exposure to large fixed rate sums falling due for refinancing, and are required for upper and lower limits. 

The limits for the three indicators have been set out in Table 7:
	
	


Policy on Borrowing In Advance of Need 

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

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


Debt Rescheduling

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

The reasons for any rescheduling to take place will include: 

the generation of cash savings and / or discounted cash flow savings;
helping to fulfil the treasury strategy;
enhance the balance of the portfolio (amend the maturity profile and/or the balance of volatility).

Consideration will also be given to identify if there is any residual potential for making savings by running down investment balances to repay debt prematurely as short term rates on investments are likely to be lower than rates paid on current debt.  

All rescheduling will be reported to the Council at the earliest meeting following its action.


New Financial Institutions As A Source of Borrowing And / Or Types of Borrowing

As an alternative to borrowing from the PWLB, consideration will also need to be given to sourcing funding at cheaper rates from the following:

Local authorities (primarily shorter dated maturities)
Financial institutions (primarily insurance companies and pension funds but also some banks, out of spot or forward dates)
Municipal Bonds Agency (no issuance at present but there is potential)

The degree which any of these options proves cheaper than PWLB Certainty Rate is still evolving at the time of writing but our advisors will keep us informed.




Annual Investment Strategy	

Investment Policy

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

DLUHC’s Guidance on Local Government Investments (“the Guidance”) 
 CIPFA Treasury Management in Public Services Code of Practice and Cross Sectoral Guidance Notes 2017 (“the CIPFA TM Code”).  
CIPFA Treasury Management Guidance Notes 2018.

The Council’s investment priorities will be security first, liquidity second, then return.

In accordance with DLUHC and CIPFA guidance, and in order to minimise the risk to investments, the Council has below clearly stipulated the minimum acceptable credit quality of counterparties for inclusion on the lending list. The creditworthiness methodology used to create the counterparty list fully accounts for the ratings, watches and outlooks published by all three ratings agencies with a full understanding of what these reflect in the eyes of each agengy. Using the Link Asset Services ratings service counterparty ratings are monitored on a real time basis with knowledge of any changes notified electronically as the agencies notify modifications.

Furthermore, 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 contiunally 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 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. This is fully integrated into the credit methodology provided by the advisors, Link Asset Services in producing its colour codings which show the varying degrees of creditworthiness.

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.

The aim of the strategy is to generate a list of highly creditworthy counterparties which will also enable divesification and thus avoidance of concentration risk.

The intention of the strategy is to provide security of investment and minimisation of risk.

Investment instruments identified for use in the financial year are listed in Appendix 1.C under the ‘Specified’ and ‘Non-Specified’ Investments categories. Counterparty limits will be as set through the Council’s Treasury Management Practices. 

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
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 Head of Finance will maintain a counterparty list in compliance with the following criteria and will revise the criteria and submit them to Council for approval as necessary.  These criteria are separate to that which determines which types of investment instrument are either Specified or Non-Specified as it provides 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.  

The minimum rating criteria uses the lowest common denominator method of selecting counterparties and applying limits.  This means that the application of the Council’s minimum criteria will apply to the lowest available rating for any institution.  For instance, if an institution is rated by two agencies, one meets the Council’s criteria, the other does not, the institution will fall outside the lending criteria.  

Credit rating information is supplied by Link Asset Services, the Council’s treasury consultants, on all active counterparties that comply with the criteria below.  Any counterparty failing to meet the criteria would be omitted from the counterparty (dealing) list.  Any rating changes, rating watches (notification of a likely change), rating outlooks (notification of a possible longer term change) are provided to officers almost immediately after they occur and this information is considered before dealing.  For instance, a negative rating watch applying to a counterparty at the minimum Council criteria will be suspended from use, with all others being reviewed in light of market conditions. 

The criteria for providing a pool of high quality investment counterparties (both Specified and Non-specified investments) is:

Banks 1 - good credit quality – the Council will only use banks which:
are UK banks; and/or
are non-UK and domiciled in a country which has a minimum sovereign long term rating of AA- and have, as a minimum, the following Fitch and Moody’s credit ratings (where rated):
Short term – F1 (Fitch), P1 (Moody’s)
Long term – AA – (Fitch)
Viability – bbb (Fitch)

Banks 2 – Part nationalised UK banks –Royal Bank of Scotland Group. These banks can be included if they continue to be part nationalised or they meet the ratings in Banks 1 above.

Banks 3 – The Council’s own banker for transactional purposes if the bank falls below the above criteria, although in this case balances will be minimised in both monetary size and time.

Building societies – The Council will use societies which meet the ratings for banks above.

Money Market Funds (MMFs) – Constant Net Asset Value (CNAV), Low Volatility Net Asset Value (LVNAV), Variable Net Asset Value (VNAV)

UK Government (including gilts, Treasury Bills and DMADF)

Local authorities, parish councils

Appendix 1.A lists all the banks and building societies that the Council can use to place investments at the 31 December 2021.

Due care will be taken to consider the country, group and sector exposure of the Council’s investments.  In part the country selection will be chosen by the credit rating of the sovereign state in Banks 1 above.  In addition:

Limits in place above will apply to a group of companies
Sector limits will be monitored regularly for appropriateness

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

The time and monetary limits for institutions on the Council’s counterparty list are as set out in Table 8 (these will cover both Specified and Non-Specified Investments):
	

This Council also applies the creditworthiness service provided by Link Asset Services.  This service employs a sophisticated modelling approach utlilising credit ratings from the three main credit rating agencies - Fitch, Moodys and Standard and Poors.  The credit ratings of counterparties are supplemented with the following overlays: 

credit watches and credit outlooks from credit rating agencies;
Credit Default Swaps (CDS) spreads to give early warning of likely changes in credit ratings;
sovereign ratings to select counterparties from only the most creditworthy countries.

When compared to previous years Table 1 forecasts that the Council’s investments will be at a reduced level from 2022/23 onwards.  Therefore the Council will consider the risks of the proportionality of investments in any one single institution compared to the total amount of investments as well as the criteria in table 8 and 9.

This modelling approach combines credit ratings, credit watches and credit outlooks in a weighted scoring system which is then combined with an overlay of Credit Default Swaps (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 duration for investments.   The Council will therefore use counterparties within the following durational bands, as shown in Table 9. 

	

The Link Asset Services creditworthiness service uses a wider array of information than just primary ratings and by using a risk weighted scoring system, does not give undue preponderance to just one agency’s ratings.
All credit ratings will be monitored daily.  The Council is alerted to changes to ratings of all three agencies through its use of the Link Asset Services 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.
In addition to the use of credit ratings the Council will be advised of information in movements in Credit Default Swap against the iTraxx benchmark and other market data on a weekly basis. 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 this Council will also use market data and market information, information on government support for banks and the credit ratings of that government support.


Country Limits

Whilst the Council has determined that it will not limit investments to UK banks, it will only use approved counterparties from other countries with a minimum sovereign credit rating of AA- from Fitch. The list of countries that qualify using this credit criteria as at the date of this report are shown in Appendix 1.B.  This list will be added to, or deducted from, by officers should ratings change in accordance with this policy.


Investment Strategy

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

Bank Rate is forecast to increase over the next few years.  Bank Rate forecasts for financial year ends (March) have been set out in Table 10 below: 
			
			
			


The suggested budgeted investment earnings rates for returns on investments placed for periods up to  three months during each financial year for the next four years are set out in Table 11 below: 
			
			
			


The Invesment treasury indicator and limits are total principal funds invested for greater than 365 days.  These limits are set with regard to the Council’s liquidity requirements and to reduce the need for early sale of an investment, and are based on the availablility of funds after year end.  The maximum principal sums that can be invested has been set out in Table 12:
		
	
	

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 Report. 


Scheme of Delegation

Please see Appendix 1.D for the Scheme of Delegation.


Role of the Section 151 Officer

Please see Appendix 1.E for the role of the Section 151 Officer, the Council’s Head of Finance.


Capital Expenditure Plans

The Table below is a summary of the Council’s capital expenditure plans, both those agreed previously, and those forming part of this budget cycle.





Table 14 summarises how the Council’s capital plans are being financed by capital or revenue resources.  Any shortfall of resources would result in the Council needing to take out additional borrowing. 





Core Funds and the Expected Investment Balances

The application of resources (such as, capital receipts and reserves) to either finance capital expenditure or other budget decisions to support the revenue budget will have an ongoing impact on investments unless resources are supplemented each year from new sources (such as asset sales).  

Estimates of the year end balances for each resource and anticipated day to day cash flow balances have been detailed below in Table 15.

Table 15 shows that the level of expected investments will reduce.  Fund balances / reserves are forecast to reduce to finance the General Fund Transformation / capital schemes and the HRA new build programme.  If there is slippage on the capital programme and /or if the Council receives capital receipts not included in these forecasts then there will be higher balances for external investment.

	



Affordability Prudential Indicators

The previous sections cover the overall capital and control of borrowing prudential indicators, but within this framework prudential indicators are required to assess the affordability of the capital investment plans.   These provide an indication of the impact of the capital investment plans on the Council’s overall finances.  

Ratio of Financing Costs to Net Revenue Stream

This indicator, set out in Table 16, identifies the trend in the cost of capital (borrowing and other long term obligation costs net of investment income) against the net revenue stream.  The estimates of financing costs include current commitments and the proposals in this report.  The net revenue stream is excluding income from investment properties.






Table 17 shows the ratio of financing costs to net revenue stream including income from investment properties.





Housing Revenue Account (HRA) Debt

The Government removed the HRA Debt Cap in November 2018 which had limited the Council to a maximum HRA CFR.  The following local indicators are to be adopted for the HRA debt which measure the HRA’s capacity to borrow.

Ratio of debt to revenues shows the number of times the level of HRA debt is greater than the HRA gross revenue income.  The ratio increases as the HRA debt level is expected to increase in order to deliver new build housing schemes.







Loan To Value - calculates the level of debt (the HRA CFR) compared to the Value of the HRA assets.  The regional average for the East Midlands and Northern Regions is between the ranges of 35% to 48%.  Table 20 shows that the HRA is slightly below the lower end of this range.  





Interest Cover Rate (ICR) calculates how many times the operating surplus covers the interest costs (the greater the ICR the more affordable the level of borrowing).  The average ICR for Council’s with an HRA is 2.23 with Council’s ranging between 1.20 to 4.50 therefore the Council is above the average.






Appendix 1.A

Full Individual Listings of Counterparties and Counterparty Limits as at 31 December 2020
	Sovereign rating	Institution
 	 	BANKS
UK	AA-	Bank of Scotland
 	 	Barclays Bank Plc
 	 	Close Brothers Ltd
		Handelsbanken
 	 	HSBC Bank Plc
 	 	Lloyds Bank Plc
 	 	Santander UK plc
 	 	Standard Chartered Bank
Australia	AAA	Australia & New Zealand Banking Group Ltd
 	 	Commonwealth Bank of Australia
 	 	Macquarie Bank Limited
 	 	National Australia Bank
 	 	Westpac Banking Corporation
Belgium	AA-	BNP Paribas Fortis
 	 	KBC Bank NV
Canada 	AA+	Bank of Montreal
 	 	Bank of Nova Scotia
 	 	Canadian Imperial Bank of Commerce
 	 	National Bank of Canada
 	 	Royal Bank of Canada
 	 	Toronto Dominion Bank
Denmark	AAA	Danske Bank
Finland	AA+	Nordea Bank Finland plc
France	AA	BNP Paribas
 	 	Credit Industriel et Commercial
 	 	Credit Agricole SA
 	 	Societe Generale
Germany	AAA	Bayerische Landesbank
		Landesbank Baden Wuerttemberg
Netherlands	AAA	ABN AMRO Bank  NV
		Cooperatieve Rabobank UA
 	 	ING Bank NV
		
Singapore	AAA	DBS Bank Ltd
 	 	Oversea-Chinese Banking Corporation Ltd
 	 	United Overseas Bank Ltd
Sweden	AAA	Skandinaviska Enskilda Banken AB
 	 	Swedbank AB
 	 	Svenska Handelsbanken
Switzerland	AAA	Credit Suisse 
 	 	UBS AG
		
US	AAA	Bank of America NA
 	 	Bank of New York Mellon
 	 	Citibank NA
 	 	JP Morgan Chase Bank
 	 	Wells Fargo Bank NA
 	 	 
 	 	BUILDING SOCIETIES
UK	AA-	Nationwide BS
 	 	 
 	 	UK Nationalised and Part Nationalised Banks
 	 	ROYAL BANK OF SCOTLAND GROUP
 	 	National Westminster
 	 	Royal Bank of Scotland  














Appendix 1.B

Approved Countries for Investments (as at 31 December 2021).

Country List

Australia
Belgium
Canada
Denmark
Finland
France
Germany
Netherlands
Singapore
Sweden
Switzerland
United Kingdom
United States of America

















Appendix 1.C

Specified and Non-Specified Investments

SPECIFIED INVESTMENTS: 
(All such investments will be sterling denominated, with maturities up to maximum of 1 year, meeting the minimum ‘high’ rating criteria where applicable)


	Minimum ‘High’ Credit Criteria	Use
Debt Management Agency Deposit Facility	--				In-house
Term deposits – banks and building societies	Green	Short-term F1, Individual C	In-house



Nationalised banks in the UK have credit ratings which do not conform to the credit criteria usually used by local authorities to identify banks which are of high creditworthiness.  In particular, as they no longer are separate institutions in their own right, it is impossible for Fitch to assign them an individual rating for their stand-alone financial strength.  Accordingly, Fitch have assigned an F rating which means that at a historical point of time, this bank failed and is now owned by the Government.  However, these institutions are now recipients of an F1+ short term rating as they effectively take on the creditworthiness of the Government itself i.e. deposits made with them are effectively being made to the Government. They also have a support rating of 1; in other words, on both counts, they have the highest ratings possible.

	Minimum Credit Criteria	Use	Max £ of total investments	Max. maturity period
UK  nationalised banks	Blue	In-house 	£7million per banking group	12 months






2.  Maturities in excess of 1 year
	Minimum Credit Criteria	Use	Max £ of total investments	Max. maturity period
Term deposits – banks and building societies 	Purple	In-house	£10million	2 years





Appendix 1.D 

Treasury Management Scheme of Delegation

Allocation of Responsibilities

Council
Receiving and reviewing reports on treasury management policies, practices and activities
Approval of annual strategy approval of amendments to the organisation’s adopted clauses, treasury management policy statement and treasury management practices
Budget consideration and approval
Approval of the division of responsibilities, as per the Treasury Management Practices

Executive
Receiving and reviewing regular monitoring reports and acting on recommendations

Governance and Standards Committee
Reviewing the contents and operation of the Council’s Annual Treasury Management and Investment Strategy and Minimum Revenue Provision Strategy.
























Appendix 1.E

The Treasury Management Role of the Section 151 Officer

The Section 151 Officer is responsible for the administration of the Council’s financial affairs in line with part 3 of the Council’s Constitution. The responsibilities of the Section 151 Officer for Treasury Management are stipulated in part 16 of the Council’s Financial Regulations which form part of the Council’s Constitution.

The Section 151 Officer:

Recommending clauses, treasury management policy/practices for approval, reviewing the same regularly, and monitoring compliance
Submitting regular treasury management policy reports
Submitting budgets and budget variations
Receiving and reviewing management information reports
Reviewing the performance of the treasury management function
Ensuring the adequacy of treasury management resources and skills, and the effective division of responsibilities within the treasury management function
Ensuring the adequacy of internal audit, and liaising with external audit
Recommending the appointment of external service providers
Approving the selection of external service providers and agreeing terms of appointment.

The above list of specific responsibilities of the S151 officer in the 2017 Treasury Management Code has not changed.  However, implicit in the changes in both codes, is a major extension of the functions of this role, especially in respect of non-financial investments, (which CIPFA has defined as being part of treasury management):

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 authority
ensure that the authority has appropriate legal powers to undertake expenditure on non-financial assets and their financing
ensuring the proportionality of all investments so that the authority does not undertake a level of investing which exposes the authority to an excessive level of risk compared to its financial resources
ensuring that an adequate governance process is in place for the approval, monitoring and ongoing risk management of all non-financial investments and long term liabilities
provision to members of a schedule of all non-treasury investments including material investments in subsidiaries, joint ventures, loans and financial guarantees 
ensuring that members are adequately informed and understand the risk exposures taken on by an authority
ensuring that the authority has adequate expertise, either in house or externally provided, to carry out the above
creation of Treasury Management Practices which specifically deal with how non treasury investments will be carried out and managed, to include the following:
Risk management, including investment and risk management criteria for any material non-treasury investment portfolios;
Performance measurement and management, including methodology and criteria for assessing the performance and success of non-treasury investments;
Decision making, governance and organisation , including a statement of the governance requirements for decision making in relation to non-treasury investments; and arrangements to ensure that appropriate professional due diligence is carried out to support decision making;
Reporting and management information, including where and how often monitoring reports are taken;
Training and qualifications, including how the relevant knowledge and skills in relation to non-treasury investments will be arranged.
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Appendix 2


Minimum Revenue Provision (MRP) Strategy 2022/23


	Minimum Revenue Provision (MRP)
Strategy 2022/23

Introduction

Minimum Revenue Provision (MRP) is the annual revenue provision that local authorities which are not debt free have to make in respect of their debts and credit liabilities.  The requirement to make MRP has existed since 1990, and only relates to borrowing undertaken on non-Housing Revenue Account (HRA) capital schemes.

Under the Local Authorities (Capital Financing and Accounting)(Amendment) (England) Regulations 2007 a general duty is placed on local authorities to make an amount of MRP which is considered to be prudent, with the responsibility being placed upon full Council to approve an Annual MRP Strategy each year.

The 2007 Regulations require that an Annual MRP Strategy be adopted by Council prior to the start of each financial year.  Once a method has been approved for a particular year, any assets purchased through borrowing thereafter must continue to have MRP charged in the same way (that is, the Council cannot change the method of calculating MRP on individual assets).


Minimum Revenue Provision (MRP) Options Available

There are four options outlined within the 2007 Regulations for Councils to follow as to the calculation of MRP, however there are certain factors which predetermine the option the Council must adhere to, depending whether the borrowing is supported or unsupported: 

Option 1 (“Regulatory Method”) and Option 2 (“Capital Financing Requirement (CFR) Method“) can only be used for supported borrowing, excluding HRA borrowing for capital expenditure.

The preferred option for the Council for supported borrowing is option 1, the “Regulatory Method”.

Option 3 (“Asset Life Method”) and Option 4 (“Depreciation Method”) can only be used to calculate the MRP for new schemes that require the Council to take on unsupported borrowing, excluding HRA borrowing for capital expenditure.  

The preferred option for the Council for unsupported borrowing is option 3, the “Asset Life Method”, with the exception of any:
 
· Commercial Property Investments
· Service Investment Loans
Which have been dealt with separately below.

Appendix 2.A demonstrates the calculations required for each Method and a worked example to show the difference between options 1 and 2 for supported borrowing and options 3 and 4 for non-supported borrowing.


Minimum Revenue Provision (MRP) Options for Commercial Property Investments

Guidance issued by the Ministry for Housing, Communities and Local Government (DLUHC) in February 2018 states that option 4 (“Depreciation Method”) is not a suitable approach for investment properties as depreciation is not charged on this classification of assets.

The DLUHC guidance indicates that Option 3 (the “Asset Life Method”) is an appropriate method for calculating MRP on all assets, however the guidance does give local authorities flexibility in how they calculate their MRP, provided the calculation is ‘prudent’. In calculating a prudent provision, local authorities are required to have regard to this guidance.  

In order to determine an appropriate approach to be adopted by the Council in respect of calculating a MRP for Commercial Property Investments, the following considerations have been taken account of by the Council: 

· The underlying principle around MRP is that Local Authorities makes a prudent provision each year to provide cover for/and reduce over time the CFR liability of the Council 
· In doing so, Local Authorities should align the period over which they charge MRP to one that is commensurate with the period over which the capital expenditure provides benefit. 
· A charge to the revenue account for MRP cannot be Nil, if the Local Authority has a positive CFR. 
· Paragraph 49 of the informal commentary to the MRP guidance issued in February 2018 states that the maximum life for MRP relating to investment properties should be 50 years. 
· Paragraph 32 of the informal guidance provides for authorities to make voluntary repayments of MRP (known as VRP). 
· Paragraph 26 of the main guidance also confirms that where an overpayment has been made previously, through a VRP, this can be offset against a future years provision, but must be disclosed in the MRP strategy and any remaining cumulative amounts of overpayment should also be declared to Full Council. 

The main issue is in ensuring that prudent provision is made to reduce the Capital Financing Requirement (CFR)/debt liability of the Council over a period of time. The CFR liability is incurred as soon as the Council makes any capital expenditure (including commercial property investments) which is not financed at the time, and as such the Council is required to fund the expenditure through borrowing. As also noted above, the level of MRP in any one year under the revised 2018 guidance cannot be Nil. 

From the Council’s perspective the following considerations need to be borne in mind:

· MRP cannot be Nil, but any amount above Nil would therefore meet the requirements in theory. 
· In addition to a nominal MRP each year, the Council could consider making a VRP each year (from an earmarked reserve established to manage the investment returns achieved each year on the funds, aside of capital growth), to ensure prudent provision is made each year. By making and declaring a VRP, the Council would have the ability to unwind such provisions, if it could be argued at a later date that an overpayment has been made. As noted above, this would need to be declared formally in the annual MRP strategy. 

The Council has approximately £26m invested in commercial property investments which is funded from external borrowing from other financial institutions. Using MRP guidance for the maximum life of 50 years would result in an MRP charge of £520,000 per annum to revenue if a nil value was assumed at the end of the 50 years. If 50% of the property value was deemed to be land then a charge of £260,000 would be required. Using the loan periods of between 19 to 48 years would result in an MRP charge of £688,000 per annum to revenue if a nil value was assumed at the end of the loan term. If 50% of the property value was deemed to be land, then a charge of £344,000 would be required. 

This approach, however, assumes that the asset’s value will completely diminish over its life, whereas, in reality, each of the Council’s Commercial Property Investments will be actively managed with the intention that capital value is at least maintained over time and where an individual commercial property investment fails to achieve the Council’s expectations, then consideration will be given to an exit strategy.  In addition, the movement in the value of money over time will mean that, in 50 years, the real value of the borrowing will diminish significantly. For example, an average 1% annual uplift would increase the fund value from £26million to almost £42.8million. 

Prudence needs to be considered from both perspectives in that it is equally important not to overcharge current taxpayers for MRP as it is to undercharge. 

On the basis of the example set out above, there could be a suggestion that the Council charges each year a provision of £520,000 which would fall as a charge on the taxpayers and revenue budget each year. Provided the value of the asset/investment is sufficient to cover the future repayment of the debt liability (CFR), then the Council takes the view that it would be imprudent to charge such an amount to current taxpayers, when at any time in the future the investment could be cashed in, repaid and the subsequent receipt set aside to reduce the CFR liability of the council.  Rather than charging a fixed amount each year, the Council believes that a prudent approach would be to review the value of the commercial property investments each year and then consider any requirement to set aside a prudent provision based on the value and expected trajectory of the holding. 

This would cover the requirement to set aside a prudent provision each year without unnecessarily overcharging current taxpayers. Any initial gains in the value of the holdings will be set aside in an earmarked reserve to cover any potential volatility in the early years. 

Based on the above information the Council’s MRP Policy in respect of commercial property investments will be to determine the amount of MRP and VRP based on the combined value of its holdings at the end of each financial year and as part of the budget setting process. 

The Council has approved a Commercial Investment Volatility Earmarked Reserve which the General Fund revenue budget will make an annual contribution into, in order to put resources aside  to reduce any volatility in income due to, for example a unit becoming vacant .  This is so that the impact on the Council’s ability to deliver services is minimised in the event that the Council doesn’t achieve the income target set within the budget.  The annual contribution to the Commercial Investment Volatility Earmarked Reserve will be monitored to ensure that adequate resources are built up over time and maintained in the event that an MRP or VRP is made from the reserve.

The Council will ensure that any capital receipts generated from the sale of commercial property investments will be earmarked and set aside when received to reduce the CFR liability by the amount of the original borrowing for units sold if MRP/VRP has not previously been provided for. 

The Council will also monitor the performance of its Commercial Property Investments on a regular basis with performance reported to the Governance & Standards  Committee alongside Treasury Management monitoring reports. 

This policy may need to be reviewed in the future if circumstances change by the issue of updated directions, accounting pronouncements from CIPFA or DLUHC. 


Minimum Revenue Provision (MRP) Options for Service Investments

Service investments made by the Council are largely loans to third parties ranging from short-term to longer-term loans linked to assets or investments in group organisations. 

Where the Council takes out additional borrowing to support a service investment to a third party, the MRP guidance requires that an MRP charge is made to meet the cost of repaying that loan when it becomes due for repayment.

Provided the Council doesn’t have any reason to believe that the third party will default on the repayment of the amount owed to the Council for the service investment, then there will be sufficient resources to cover the future repayment of the debt liability (CFR), then the Council takes the view that it would be imprudent to charge such an amount to current taxpayers, when at any time in the future the investment will be repaid and the subsequent receipt set aside to reduce the CFR liability of the council.  The Council will make an assessment of the potential for default on the service investment as part of the business case that is presented.


MRP Overpayments 

A change introduced by the revised DLUHC MRP Guidance was the allowance that any charges made over the statutory minimum revenue provision (MRP), voluntary revenue provision or overpayments, can, if needed, be reclaimed in later years if deemed necessary or prudent. In order for these sums to be reclaimed for use in the budget, this policy must disclose the cumulative overpayment made each year. As at 31 December 2021 there have been VRP overpayments of £1,000. If a decision is made to make a VRP contribution at the end of the 2021/22 financial year as part of the year end accounts process, this will be reported as part of Treasury Management outturn information for 2021/22.


Appendix 2.A – MRP Calculation Examples

The following shows how the MRP figure is calculated under each of the options discussed above, along with an example which compares the different options for both supported and unsupported borrowing:


Future supported Borrowing and any Previous Borrowings

Option 1 (“Regulatory Method”) – This is the method currently used by the Council, as set out in the 2003 Regulations.  Option 1 is calculated as 4% of the total Capital Financing Requirement for all borrowing, excluding HRA borrowing less Adjustment A:

4% (CFR – HRA – AA)

Where:
CFR = Capital Financing Requirement
HRA = HRA borrowing
AA = Adjustment A

Option 2 (“Capital Financing Requirement (CFR) Method”) – this uses the same formula as Option 1 but does not take account of Adjustment A.

4% (CFR – HRA)

Where:
CFR = Capital Financing Requirement
HRA = HRA borrowing

Once calculated Adjustment A remains a fixed variable within the calculation; in the case of Mansfield District Council Adjustment A is £491,000 meaning that the MRP calculated under Option 1 will always be £19,640 (4% of £491,000) less compared to Option 2.

The following demonstrates the different MRP calculated under Option 1 and Option 2 based on the Council’s Capital Financing Requirement for the financial year:

Total Capital Financing Requirement for future supported borrowing and any previous borrowing for the financial year was £41,357,070.
HRA borrowing for the financial year is £,29,263,142
Adjustment A is £491,000


	MRP 
	Option 1
	Option 2

	Financial Year
	£464,117
	£483,757




Unsupported Borrowing

Option 3 (“Asset Life Method”) – The MRP for each asset acquired through unsupported borrowing is calculated using the following formulae:

A – B
C

Where:
A = Capital expenditure (unsupported borrowing) on asset
B = Total MRP already made against the asset
C = Remaining useful life of the asset

Option 4 (“Depreciation Method”) - The MRP for each asset acquired through unsupported borrowing is calculated using the following formulae:

A – B – D
C

Where:
A = Capital expenditure (unsupported borrowing) on asset
B = Total MRP already made against the asset
C = Remaining useful life of the asset
D = Residual Value of the Asset

The following demonstrates the different MRP calculations under Option 3 and Option 4:

A wind turbine is purchased for £100,000 with an asset life of 20 years, using prudential borrowing taken out over 20 years.  At the end of the asset life there is expected to be a residual scrap value of £10,000; this scrap value might fluctuate over time.

Option 3:

MRP = 	£100,000 – 0  = £5,000 per year
		20

Total MRP over the 20 years = 20 X £5,000 = £100,000 

Meaning that the Council has set aside the full value of the loan over the life of the asset, which it can use to pay off the borrowing on maturity.

Option 4:

MRP = 	£100,000 – £10,000  = £4,500 per year
		20

Total MRP over the 20 years = 20 X £4,500 = £90,000 

Meaning that the Council has only set aside £90,000, which is £10,000 less that the full value of the loan over the life of the asset, meaning that the Council will have to find £10,000 to add to the £90,000 in order to pay off the borrowing on maturity.
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Capital Strategy 2022/23 to 2042/43

Introduction

The Capital Strategy is a requirement for Local Authorities to produce from April 2019 following the publication of the revised Prudential Code for Capital Finance in Local Authorities 2017.

The Capital Strategy is intended to give a high level overview of how capital expenditure, capital financing and treasury management activity contribute to the provision of services along with an overview of how associated risk is managed and the implications for future financial sustainability.  The Capital Strategy is a forward looking document that focuses on the core principles that underpin the Council’s long term capital expenditure and investment decisions.

The Strategy maintains a strong and current link to the Council’s priorities and to its key strategy documents notably; Making Mansfield Towards 2030:, Medium Term Financial Strategy, Treasury Management Strategy, Asset Investment Strategy, Service Investment Strategy and the Transformation Strategy.

The Capital Strategy covers the following areas:

· Governance Processes
· Capital Programme
· Asset Management Planning
· Debt and Borrowing and Treasury Management
· Non Treasury Investments Strategy
· Knowledge and Skills


Governance Processes

Capital Strategy and Capital Programme - The overarching Capital Strategy is required to be approved by the Full Council prior to the start of the new financial year.  A three year capital programme is approved annually by the Full Council as part of the budget setting process through the Medium Term Financial Strategy (the Council’s Medium Term Financial Strategy 2022/23 to 2023/24 was presented to Council on 25 January 2022 for approval). 

Appraisal – As part of the budget setting process requests are made by Heads of Service for schemes to be included in the Capital Programme.  For each scheme a business case will be completed by the project officer which details the costs and benefits of the scheme including any on-going revenue costs. Project mandates require approval at Head of Service level or above.  

Approval – In accordance with the Council’s constitution, Capital schemes require approval prior to being included on the capital programme.  The following levels of approval apply for additions and increases to the capital programme:
	
	Approval by:
	Method
	Approval Limit from /to

	Executive Member
	Delegated Decision
	Up to £50,000 

	Full Council
	Full Council decision
	Over £50,000




Monitoring – Expenditure and progress of individual schemes are monitored against the approved individual capital scheme budget by the Capital and Housing Accountant and the General Fund and Housing Capital Monitoring Groups.  Meetings are held between the Capital and Housing Accountant and project officers.  Reports are presented to the Overview and Scrutiny Committee (Corporate Resources) during the financial year together with an out-turn report being produced at the year end.

Virements - Where there is a need to increase a capital scheme budget by utilising an unspent budget a virement will be agreed between the Head of Finance and the relevant director. Approval of such virements shall be subject to the following financial limits:
	
	Approval by:
	Method
	Approval Limit from /to

	Head of Finance
	Virement Form 
	Up to £10,000

	Portfolio Holder for Corporate and Finance
	Virement Form
	£10,001 to £49,999

	Executive
	Delegated Decision
	£50,000 to £250,000

	Full Council
	Full Council decision
	Over £250,000 




Capital Programme

The General Fund and Housing Revenue Account Consolidated Capital Programme for 2022/23 to 2023/24 are set out in the Medium Term Financial Strategy (MTFS) which was presented to Council on 25 January 2022.  The priorities of the current capital programme and the capital programme for the next three years are as follows:


General Fund
· Refurbishment of Walkden Street and Four Seasons Car Parks
· Works to Secure Berry Hill Quarry Cliff Face
· Planned works on the Council’s operational buildings
· Continuous replacement of the vehicle fleet

Housing Revenue Account
· Maintain the Decency of the Council’s Housing Stock	
· New Build Properties

Further schemes will be added to the Consolidated Capital Programme to enhance existing assets and to acquire and build new assets where there is a business case.

Assets that have a physical substance and are held for the production or supply of goods or services for rental to others or for administrative purposes and that are expected to be used during more than one financial year are classified as property, plant and equipment. Acquisitions of assets which are less than £10,000 (the Council’s de minimis level) are charged straight to the Comprehensive Income and Expenditure Statement.

Expenditure on the acquisition, creation or enhancement of property, plant and equipment is capitalised, provided that it is probable that the future economic benefits or service potential associated with the item flow to the Council and the cost of the item can be measured reliably. Expenditure that maintains but does not add to an assets potential to deliver future economic benefits (for example, repairs and maintenance) is charged as an expense when it is incurred.

This Strategy extends beyond the three year Capital Programme to 2042/43.  As part of the Council’s Asset Management Planning condition surveys are carried out of the Council’s Operational assets this is likely to identify future schemes for inclusion in the capital programme.  

The Council currently has a fleet of vehicles which it uses to deliver services. It is expected that the Council will continue to replace older vehicles to minimise the revenue costs of repairs. The capital programme includes a £472,000 each year for vehicle purchases, due to revenue budget pressures it is unlikely that this amount will be able to be increased, therefore alternatives to purchasing vehicles are currently being explored.


New stock condition surveys are planned to be carried out of the HRA housing stock to inform what capital works need to be undertaken to maintain the decency of the housing stock. This may result in further capital works being identified for inclusion in the capital programme and which will need to be financed from HRA resources.

The current Housing Revenue Account (HRA) Business Plan covers the period from 2015/16 to 2045/46.  The results of the stock condition surveys will be used to calculate the capital expenditure required to maintain the decency of the HRA Housing stock and this inform a revised HRA business plan to replace the current plan.  

The current item 8 determination requires that the HRA Major Repairs Reserve is credited with an amount equal to depreciation each year. It is forecast that should this statutory override remain in place there will be additional resources available in the Major Repair Reserve (MRR) to maintain the decency of the housing stock.

The HRA resources are used to fund HRA revenue and capital expenditure.  Should the decision be made to use the HRA capital receipts to finance General Fund capital expenditure then the HRA CFR would be reduced by the equivalent amount.


Asset Management Planning

The Council has a property portfolio of assets.  This consists of operational property, investment property and property held for specific community or regeneration purposes.  The Council has specific reasons for owning and retaining property which are in line with the Council’s Corporate Priorities:

• Operational Assets – supporting core business and service delivery
• Investment Property – to provide a financial return to the Council
• Community Assets – to provide green spaces for recreation 
• Commercial /Regeneration – supporting small businesses and economic growth

Condition surveys have been carried out of the Council’s operational assets this work has identified Planned Preventative Works (PPW) that are required to be carried out over the next three years. Budgets for these works are included in the consolidated capital programme included in the Medium Term Financial Strategy 2022/23 to 2023/24.
	
Over the 20 years covered by this Capital Strategy further works will be required to be carried out.  

Leisure Centres – Under the current Leisure Contract whereby the Council’s leisure facilities, (namely leisure centres) the Council retains responsibility for buildings and major equipment whilst the contractor is responsible for day to day repairs. The works which have been identified to maintain the buildings and major equipment are set out below. The highest priority works are included the capital programme within the MTFS, financing will need to be identified to cover works required in the years beyond the next three years.:

Water Meadows - 
Roof replacement 
Pool plant/ leak flume resolution
Air handling unit 
Window replacement 
Pool plant refurbishment
Rebecca Adlington SC - 
Wet-side Flooring 
Pool swimming pool tank refurbishment 
Boiler replacement
Air handling units replacement
Oak Tree Leisure Centre -  
Roof replacement
Boiler replacement

The method of funding this investment is dependent upon the nature and the scale of the work, whether it merely maintains the asset or whether it enhances and lengthens its useful life.

The property portfolio is regularly reviewed to identify assets which have become surplus to the Council’s requirements which could be disposed of to generate a capital receipt and or reduce the Council’s costs. 


Debt and Borrowing and Treasury Management

Capital expenditure is a key driver of Treasury Management activity. The Treasury Management Strategy (included at Appendix 1 to this report) includes a projection of the level of external and internal borrowing based on the Council’s capital expenditure plans. 

The Treasury Management Strategy covers the following areas particularly relevant to the Capital Strategy:

· Forecast financing of the capital programme including future prudential borrowing
· The Council’s Capital Financing Requirement (CFR) (The CFR is simply the total historic outstanding capital expenditure which has not yet been paid for from either revenue or capital resources.  It is essentially a measure of the Council’s underlying borrowing need). 
· Actual and forecast CFR for the General Fund and HRA.
· Actual external debt and forecast external debt.
· Operational Boundary and Authorised Limit for the level of external debt.

Treasury Management decisions and risks – The Treasury Management sets out basis for making investment decisions and the risk management when undertaking this activity.  The Strategy for 2020/21 was approved by Council in March 2020.

Scrutiny – The Treasury Management Strategy is scrutinised by the Council’s Governance and Standards Committee and is then recommended for approval by full Council.  The Governance and Standards Committee receives a half year update and outturn reports on Treasury Management activities in line with the Treasury Management Code of Practice 2017.


Non-Treasury Investments Strategy

The Council has invested in non-treasury management investments primarily for financial return, these being investment properties and loans to a third party housing development company (Mansfield Homes Ltd). 

The following non-treasury investment strategies for 2021/22 were approved by Council in March 2021 which covered the Council’s commercial activities:

· Commercial Property Investment Strategy 
· Service Investments Strategy

The non-treasury investment strategies for 2022/23 will be presented for approval as part of this report; a copy can be found at Appendix 4 and Appendix 5, respectively.


Knowledge and Skills

The council has professionally qualified staff across a range of disciplines including, finance, legal and property that follow continuous professional development (CPD) and attend courses on an ongoing basis to keep abreast of new developments and skills.

The council establishes project teams from all professional disciplines from across the council as and when required.  External professional advice is taken where 
required and will always be sought in consideration of any major commercial property investment decision.

Internal and external training is offered to members to ensure they have up to date knowledge and expertise to understand and challenge capital and treasury decisions taken by the Head of Finance.
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Asset Investment Strategy
2022/23

Introduction

The core function of the Council is to deliver statutory and other services to local residents.  

The Council invests its money for three broad purposes:

· because it has surplus cash as a result of its day-to-day activities. For example, when income is received in advance of expenditure
· to support local public services and invest in the local area on a longer-term basis
· to earn investment income generated by council-owned assets

The objective of the Asset Investment Strategy (the Strategy) is to establish a framework for the identification of asset investments which, if acquired, would provide the Council with benefits both to the organisation and to residents, as well as the potential for ongoing revenue benefits. .

The Strategy aims to provide a robust and viable framework for the acquisition of asset investments.  The key underlying objectives of this Strategy are:

· Governance Arrangements – to provide a decision making framework aligned to the requirements of the Statutory Guidance Relating to Local Authority Investments

· Investment Criteria – to identify suitable asset investment opportunities that fulfil the aims of the strategy “Making Mansfield: Towards 2030” 

· Risk Management – to balance the requirement for income return with an acceptable level of managed risk

· Financial Viability – each potential  investment will have a full business case and be evaluated to ensure the income received is sufficient to provide an acceptable rate of return following the payment of borrowing costs (where applicable), management fees and any other running costs

Under this Strategy, the Council may:

· Purchase property in order to further service objectives
· Purchase smaller assets such as vehicles and equipment, as required by services
· Build or develop property to be let to interested parties
· Acquire land to be developed or make available for development
· Purchase tenanted property and carry out landlord functions
· Purchase assets as part of Invest to Save initiatives, in order to generate longer-term savings for the authority
· Undertake any other investments for which it has legal powers to do so

Investment in financial institutions, such as banks and building societies are classed as Treasury Management investments and are not covered in this Strategy; these are addressed within the Council’s Annual Treasury Management Strategy.

Decision Making

Asset investments may require agile and quick decision making.  In order to ensure appropriate governance arrangements are maintained, investment decisions will be made in accordance with the Council’s existing decision making process, threshold levels and the Scheme of Delegation, as set out within the Council’s Constitution.

Monitoring Arrangements

Monitoring of capital schemes is included within quarterly Revenue and Capital forecasting, which is referred to Overview & Scrutiny Committee (Corporate Resources) on a quarterly basis. 

Monitoring of the overall Investment Strategy is delegated to the Governance & Standards committee, who receive reports at the financial year year-end. 

Investment Criteria

All investments must reflect the requirements set out in the Statutory Guidance on Local Government Investments issued under Section 15(1) (a) of the Local Government Act 2003, which came into force of 1 April 2018.  Further details of this statutory guidance can be found at:

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/678866/Guidance_on_local_government_investments.pdf

Table 1 sets out the summary of the statutory guidance requirements:


Table 1

	Requirement
	Considerations

	Clearly show how investments contribute to Council’s objectives

	· Need to align with Corporate Plan priorities
· Clarify purpose and extent to which it supports deficit reduction and /or economic regeneration in the District


	Strategy must include indicators to show how Councillors have assessed the total risk exposure on decision

	· How is it funded
· Rate of return expected and why (benchmarked)
· Show additional debt costs
· Risks over the repayment period
· Extent of support for deficit gap
· Mitigation if returns fail and / or borrowing increases
· Assessment of capital depreciation


	Clearly show how the investment is proportionate
	· Loan corresponds in size or degree (terms/rate/returns)
· Risk exposure is reasonable, accepted and balanced across the portfolio
· Within agreed and defined ‘affordability‘ limit


	Risk assessment should be robust

	· Market assessment (competition, demand, trends)
· Proper quality external advice and expertise
· Credit ratings


	Contingency
	· Loss of investment return / Increase in loan repayments
· Capital depreciation
· Extra costs and budget impact
· Loss of revenue stream - service delivery




Financial Viability

The financial viability of each individual potential investment opportunity will be fully assessed within a comprehensive business case. In order to reflect the potential risk that may arise as a consequence of purchasing assets, and provide a sufficient financial contribution to the Council’s General Fund, a positive Internal Rate of Return (IRR) is required. However, the Council may still consider pursuing a property acquisition if the IRR is positive but low if a social and/or regeneration opportunity is identified.

The cumulative effect of investments will be monitored to ensure that cases are not just considered on an individual basis but as part of an overall portfolio with consideration given to the overall level of borrowing.

The level of return will be heavily influenced by the below factors:

· The whole life costing, taking account of any borrowing that the Council is required to take out at the time or at a later date where it can initially borrow internally to reduce actual debt costs incurred
· Whether an investment generates a positive Internal Rate of Return (IRR)
· The regulatory requirements of the Minimum Revenue Provision (MRP) or the potential requirement to increase resources held within the Commercial Property Volatility Earmarked Reserve, if applicable.

Whole Life Costing

When considering the potential acquisition of an asset, the Council will have to build a solid business case which supports the decision to invest.  In order to understand the financial viability of a potential investment, whole life costing should be included showing all potential commitments on the Council’s financial resources as a result of benefiting from the revenue income stream, over the expected period that the Council intends to own the investment.  This should include:

· Costs associated with purchasing the investment:
· Acquisition costs
· Stamp duty
· Solicitors / legal fees
· Development costs
· Interest costs where borrowing was incurred
· Minimum Revenue Provision (MRP), where it is deemed a charge is necessary (See below)
· Any other costs associated with acquiring the asset

· Annual revenue income streams, if applicable:
· Property rental
· Other income, such as service charges

· Annual running costs:
· Utilities
· Business rates
· Repairs and maintenance
· Insurances
· Security
· Management costs
· Any other on-going running costs

The above requirements focus solely on the financial elements of an investment. However, there may be times when an investment is required in order to provide non-monetary value to the district, such as:
· Promoting future economic growth
· Enhancing social or environmental wellbeing

In these instances, the non-monetary benefits arising from the investment, including how the project will meet corporate objectives, will be documented in the business case submitted for approval, to be considered as part of the overall case for investment. 

In order to evaluate investment proposals, the following considerations will be required:
· Benefits of the investment
· Does the project help meet statutory objectives?
· Does the project align with corporate objectives?
· Costs 
· Value for money (benefits received in relation to costs)
· Impact on future revenue costs
· Deliverability/risks
· Will the project be delivered on time and within budget?
· Any possible negative effects of the project?

Risk Management

As with all investments, there are risks that capital values and rental values can fluctuate.  To mitigate against future unfavourable market forces, acquisitions will be made on the basis that the Council is willing and able to:

· Take on investments for the medium to long term; this will ensure that income and capital returns are considered over the long term thereby smoothing out any cyclical economic and/or property downturns.  Property maintenance over the long term will be factored into the business case for each potential acquisition opportunity

Individual investments must not expose the Council to an inappropriate level of risk.  Consideration will be given to defect liability periods when reviewing a potential property which is either new build or off-plan.

Annual Review of Fair Value

As part of the final accounts process each year, a rolling valuation of Property, Plant & Equipment held by the Council is undertaken, to give assurance that properties held by the Council are reflected correctly in the Statement of Accounts. As not all properties are revalued every year, a review is undertaken by Financial Services to confirm that there is no material impact on the Council’s financial statements as a result of this process.   

Exit Strategy

The period of time during which the Council is expected to hold an investment will be documented within the business case at the time of requesting the investment. This will set out how long the Council expects to hold the asset for, and any potential revenue costs that may be required upon disposal of the asset. 

Minimum Revenue Provision

The Council is required to produce an annual Minimum Revenue Provision Strategy which sets out its policy for setting aside resources to meet the repayment of loans; this is approved at full Council as part of the Treasury Management and Annual Investment Strategy, and can be found at Appendix 2 to that Strategy.
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Commercial Property Investment Strategy 
2022/23

Principles of any Commercial Property Investment

The key principles for the Council when investing in commercial property are:

· To build a balanced portfolio of commercial assets/properties that diversify the risk to the Council through holding commercial investments
· The target yield of an individual commercial investment is a minimum of 5%, although each proposed investment opportunity will be assessed on its own merits, and a potential yield below 5% would not automatically be discounted if there were other desirable attributes involved that could be demonstrated
· Investments are to be freehold or long leasehold
· Covenants strength of tenants are to be of a sufficient strength that on balance the property has an institutionally acceptable grade of income which is deemed to be safe at the time of the purchase
· No investments in speculative developments
· No investments in areas classed as being:
· in an area that is classed as a high risk flood zone or 
· with high land contamination risk
· any investment that is considered to be high risk

The Council will always give preference to potential investment opportunities which are within the District, however careful consideration may be given to commercial investment properties which are outside the District.

In accordance with the lending terms of the Public Works Loan Board, which came into force on 26th November 2020, the Council will not borrow to fund commercial property investments at any point during the life of this strategy. However, borrowing has previously been taken out to fund commercial property investments, and the costs related to this must be covered by the properties in question. 

Commercial Property Investment Portfolio

The Chartered Institute of Public Finance and Accountancy (CIPFA) recommends that the security and liquidity of investments should take priority over yield: this is reflected in the Council’s approach when acquiring commercial property investments.

The objectives of the Council’s commercial property investment portfolio are:

· To generate a medium to long term sustainable and predictable income stream that contributes towards the cost of delivering public services provided to residents and users of its services
· To achieve an appropriate balance of risk and return through portfolio diversification to protect the Council from shifts or decline in a specific sector
· To acquire standing commercial investment properties that generate an immediate income through being let on commercial terms, or from properties which are contracted to be let
· To provide an income stream with a clear margin over the cost of capital 
· To acquire a suitable grade of properties which possess the characteristics  required to retain liquidity and preserve capital

In order to diversify the risk of its commercial property investment, the Council has worked towards a predetermined balance of its portfolio across the following sectors:

· Retail
· Office
· Industrial
· Alternative

The Council has sought advice from External Property Advisors as to the balance of its property portfolio in order to help mitigate exposure to any inherent risks of specific sectors.

Commercial Property Investment Assessment Matrix

The Council has adopted a Commercial Property Investment Assessment Matrix which allows the relative merits of each potential commercial property investment opportunity to be measured and evaluated against a target threshold.  This Matrix has been refined in partnership with the Council’s appointed property advisors in order to develop a balanced asset portfolio.

This Commercial Property Investment Assessment Matrix is designed to address what are considered to be the key characteristics of a sound investment.  Each investment has been assessed using the following criteria:
	
· Location – Location is deemed to be an important consideration when critiquing the asset. It is important to acquire an asset in an area that is viewed to be economically buoyant and has the ability of sustainable financial and economic growth, over the life time of the asset. Greater scoring weight is given to prime locations. The quality of the location relevant to the sector that the property traded in is also deemed to be of significance. 

· Tenant Covenant – The financial standing and viability of the tenant is also considered and objectively scored. Paragraph 6 Statutory Guidance on Local Government Investments cites the use of Standard and Poor’s; Moody’s Investors Service Ltd or Fitch Ratings Ltd. The Council uses a recognised financial referencing agency and provider of business credit information and data intelligence.

· Building Quality – The age and construction of the building is reviewed and taken into account in the decision making process. The potential for future structural repair, retro fit and refurbishment expenses for both the Council and the Tenant, should be limited as much as possible. A modern, well-constructed, energy efficient building scores highly. 

· Average Weighted Unexpired Lease Term (AWULT) – The AWULT is taken from the average length of the unexpired lease term. In the case of multi tenanted property it is the average of the combined occupational leases. Longer AWULT are viewed more positively than shorter ones, with twenty five years being aspirational. In addition the ability of the tenant(s) to end the lease before its contractual end date is becoming more common in commercial leases. They have the effect of guaranteeing the income only for the period up until the next break option. A lack of break options within a lease is viewed as desirable.

· Tenure – The acquisition of the freehold interest in a property is considered more favourably than a leasehold acquisition and this is reflected in the scoring matrix.

· Energy Performance Certificate Rating/Potential – The energy performance of a building is considered essential in view of current legislation and future let-ability of a building and cost of operating from the premises.


In summary applying the Commercial Property Investment Assessment Matrix will produce the highest score for properties which have the following attributes: 

· Tenants who have a strong covenant strength and sound financial standing with at least 5 years remaining on the lease.
· Prime/good secondary locations meaning at the end of the lease term the property should be re-let with minimum void periods.
· The building will not become obsolescent.
· Opportunities during hold period for rental growth and capital value increases through active asset management, that is, lease re-gear, RPI/CPI and open market rent reviews, refurbishment
· Minimise risk
· Maximise rental income and minimise management costs to ensure the best return is generated.
· No investment in speculative development.

Portfolio Management

To mitigate the risk of void periods where the property is either partially or fully vacant, or a tenant has defaulted on its rental obligations, the commercial property investment portfolio will be actively managed either by the Council’s Property Services Team or by an appointed Management Company.

In addition, the investment criteria specified in the scoring matrix will favour secure property investments, that is, high quality buildings, thus mitigating the risk of void periods on re-letting.

Third Party Expertise

Property investment markets are, in general, controlled by national and regional commercial property agencies and establishing links and relationships with a number of such property agents is the best method of sourcing suitable properties for acquisition.

Whilst staffing resources will be made available in order to source suitable property assets for acquisition that match the Commercial Property Investment Assessment Matrix set under the Strategy, it is recognised that third party expertise is essential to enable informed decision making and may be brought in to support the Council with its commercial property investment acquisitions.

Monitoring Arrangements

The Council will maintain a summary of current material investment properties, the monitoring of which will be referred to the Council’s Governance and Standards Committee; this will form part of the Council’s overall Investment Strategy updates which are presented to the group twice a year.

Exit Strategy

Where a commercial property investment no longer meet the requirements of the Council either as a result of a shift in the diversification of its property portfolio or as a result of underperformance against the Commercial Property Investment Assessment Matrix, then it will look to dispose of the asset.  Upon disposal, the Council will look at potential opportunities to re-invest in relevant assets within the district that further the Council’s priorities, if it is in the Council’s interest at that time, or use the receipt to repay any attributable outstanding debt. 

Governance Arrangements

Asset Board

The Asset Board has considered potential investments on behalf of the Council.  This Group comprises of:

· Elected Mayor 
· Portfolio Holder for Corporate and Finance
· Chief Executive Officer
· Strategic Director 
· Head of Finance
· Head of Law and Governance
· Head of Planning and Regeneration
· Corporate Asset Manager

As the strategy moves from purchasing assets to maintaining the current portfolio, the Asset Board will receive relevant updates from Property Services and external advisors where required, on the condition of existing assets, the remaining term on their leases and whether an exit strategy needs to be investigated on any particular properties.

The Asset Board has its own Council approved Terms of Reference which were approved at Council on 19 November 2019.

Commercial Property Volatility Earmarked Reserve

The Council has created a Commercial Property Volatility Earmarked Reserve which aims to mitigate the impact of any loss of capital investment upon the sale of an asset in order to meet the shortfall against any outstanding debt.

The Commercial Property Volatility Earmarked Reserve will also be used to meet any shortfall in revenue income resulting in loss of tenure to protect the Council against fluctuations in revenue income which would impact on the Council’s ability to deliver services.

An annual review will be carried out as part of the Medium Term Financial Strategy to assess whether there are sufficient resources held within the Commercial Property Volatility Earmarked Reserve.  Where it is deemed there are insufficient resources, provision will be made to top up the reserve over a period of time as part of the budget setting process (through the Medium Term Financial Strategy).

Annual Reporting

As part of any investment strategy it is very important to keep the investment criteria and guidelines under review. A failure to do so may result in the portfolio under-performing the market or its risk profile increasing due to changes in both the macro-economic and micro-economic position around the real estate market.

As such the Council will undertake a comprehensive annual review of the portfolio which will be completed by a suitably professionally qualified surveyor who is actively involved in the UK property investment market.

The Asset Board will be responsible for monitoring performance of the Council’s commercial property investment portfolio, and providing updates to the Governance and Standards Committee through the Treasury Management monitoring reports.

The annual portfolio review should cover:

· Section A – Investment (assisted by externally appointed surveyor)
· A market update on investment trends, activity and forecasts
· An update on the occupational markets
· A review of current investment strategy
· Re-confirmation of investment criteria and asset target weightings
· Identification of any re-alignment required to match market changes and forecasts
· Benchmarking the existing portfolio and asset level investment returns
· Reporting on performance of the portfolio and individual assets
· Reporting on any KPI or performance criteria
· Provision of annual property business plans to evaluate added value opportunities
· Provision of a review of portfolio activity and the added value created over the previous 12 months
· An update of five year cash flow forecast
· An update of Retain/Dispose asset designation

· Section B – Management (Property Services)
· Reporting on portfolio management performance including rent collection rates, bad debt provision and service charge reconciliations
· Advice on all critical lease dates, break options, rent reviews and lease expiries
· Reporting on any health and safety incidents and insurance claims
· Reporting on dilapidations claims and status
· Capital expenditure requirements 

This review will provide a clear understanding of the commercial property investment portfolio’s position and management, its risk and return profile and any latent value that can be driven out through strategic asset management. A regular review of the five-year cash flow is important to understand future working capital requirements, as well as assessing the accuracy of the predicted rental income.

The annual review will also feed into considerations given as to whether there are sufficient resources held in the Commercial Property Volatility Reserve.
The Council’s Governance and Standards Committee will receive monitoring updates on Commercial Property Investments as part of regular updates on the Investment Strategies.
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Service Investment Strategy
2022/23

Service investments made by the Council are largely loans to third parties ranging from short-term to longer-term loans linked to assets or investments in group organisations. 

Following a detailed assessment, a loan will have an interest rate applied which reflects any appropriate legislation (e.g. State Aid). Scrutiny for Service Investments is undertaken by officers within the Council giving due regard to the relevant formal approval. This scrutiny will include a due diligence assessment to ensure that the Council has the appropriate level of: 

· Security – due diligence is carried out on the loan counterparty to assess their credit strength and ability to make loan repayments. Security is also achieved by obtaining charges on assets, but could also include guarantees (e.g. Parent Company Guarantee) 
· Liquidity – third party business cases to be critically assessed to identify financial performance including if the scheme has early year deficits 
· Yield – reflecting market risk / return and the opportunity cost to the Council of not being able to use those funds elsewhere 

Request for service investments are likely to be unique in nature and each will need to be considered on its own merits.  Approval for any requests will be contained within a report setting out the purpose of the loan, the amount requested and recommended, and the terms of the re-payment (including the period the loan is to be repaid back to the Council and interest payable) and will be dealt with under the Council’s appropriate Delegations as set out within its Constitution.

The Council currently has one Service Investment, made to Mansfield Homes for which the Council is the sole shareholder, details of which are contained within the table below:

	Company
	Maximum loan agreed
	Total amount loaned at 31 December 2021
	Interest rate payable to the Council
	Amounts repaid at 31 December 2021

	Mansfield Homes
	£8.8million
	£8,603,236
	3%
	£5,278,657
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Capital Expenditure 2020/2021 2021/2022 2022/2023 2023/2024 2024/2025

Actual Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000)

Total CFR 147,677 145,980 179,244 170,934 164,902

Less external borrowing

-92,111 -87,611 -142,920 -164,298 -164,173

Internal borrowing

55,566 58,369 36,324 6,636 729

Less usable reserves

-86,629 -62,201 -59,486 -54,748 -52,091

Less working capital

3,064 -6,168 13,162 38,112 41,362

External Investments

27,999 10,000 10,000 10,000 10,000

Table 2
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Capital Expenditure 2020/2021 2021/2022 2022/2023 2023/2024 2024/2025

Actual  Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000)

Capital Financing 

Requirement (CFR)

CFR - General Fund  12,059 14,863 18,108 17,421 18,015

CFR - Commercial activities / 

non financial investments

65,182 65,181 65,180 65,179 65,178

 CFR - Lease liabilities

0 0 10,809 10,687 10,562

CFR - HRA 70,436 65,936 85,147 77,647 71,147

Total CFR  147,677 145,980 179,244 170,934 164,902

Movement in CFR

-7,375 -1,697 33,264 -8,310 -6,032

Movement in CFR represented by

Net financing need for the 

year (above) 

1,102 3,250 30,949 0 1,263

Less MRP/VRP and other 

financing movements (See 

below)

-8,477 -4,947 -8,494 -8,188 -7,170

Lease liabilities

0 0 10,809 -122 -125

Movement in CFR 

-7,375 -1,697 33,264 -8,310 -6,032

Table 3
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2020/2021 2021/2022 2022/2023 2023/2024 2024/2025

Actual Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000)

External Debt 

Debt at 1 April 

98,229 92,111 87,611 142,920 164,298

Expected Change in debt -6,118 -4,500 44,500 21,500 0

Lease liabilities 1 April 0 0 10,929 10,929 10,929

Expected change in lease liabilities 0 0 -120 -122 -125

Gross Debt at 31 March

92,111 87,611 142,920 164,298 164,173

The Capital Financing 

requirement 

147,677 145,980 179,244 170,934 164,902

Under/ (Over) Borrowing 

55,566 58,369 36,324 6,636 729

Table 4
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2021/2022 2022/2023 2023/2024 2024/2025

Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000)

Debt 145,980 168,435 160,247 154,340

Other Long term liabilities 0 10,809 10,687 10,562

Total  145,980 179,244 170,934 164,902

Gross Debt from Table 4 87,611 142,920 164,298 164,173

Headroom 58,369 36,324 6,636 729

Table 5

Operational 

Boundary 
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2021/2022 2022/2023 2023/2024 2024/2025

Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000)

Debt 153,980 176,435 168,247 162,340

Other Long term liabilities 0 12,809 12,687 12,562

Total  153,980 189,244 180,934 174,902

Table 6

Authorised Limit 
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Lower Upper 

0% 20%

0% 20%

0% 50%

0% 60%

0% 80%

Lower Upper 

0% 20%

0% 20%

0% 20%

0% 20%

0% 20%

10 years and above 

5 years to 10 years

2 years to 5 years

12 months to 2 years

Table 7

Maturity Structure of Fixed Interest Rate Borrowing 2022/2023



Under 12 months 

10 years and above 

Maturity Structure of Variable Interest Rate Borrowing 2022/2023



Under 12 months 

12 months to 2 years

2 years to 5 years

5 years to 10 years
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(£000)

Banks 1 category high quality  F1+ 7,000 2 years

Banks 1 category medium quality  F1+ 7,000 6 months

Banks 1 category lower quality  F1 3,000 3 months

Banks 2 category - part 

nationalised

F1 7,000 1 year

Banks 3 category - Council's 

own Bank (if not on the 

counterparty listing)- Operational 

Limit 

N/A 250 daily

Banks 3 category - Council's 

own Bank (if not on the 

counterparty listing)- Authorised - 

Limit 

N/A 1,000 1 working day

Debt Management Account 

Deposit Facility (DMADF)

N/A N/A 6 months

Money Market Funds CNAV, 

LNVAV and VNAV

AAA 3,000 liquid

Local authorities

N/A 3,000 1 year

Table 8



Time 

Limit 

Money 

Limit

Fitch Short 

term Rating 

(or equivalent)
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Creditworthiness  Duration

Yellow 5 years

Purple 2 years

Blue

1 year (only applies to nationalised or semi-

nationalised banks)

Orange 1 year

Red 6 months

Green 3 months

No Colour 

Not to be used

Table 9
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Financial Year %

2022/2023 1.25

2023/2024 1.25

2024/2025 1.25

Table 10
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Financial Year %

2022/2023 1.00

2023/2024 1.25

2024/2025 1.25

2025/2026 1.25

Table 11
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2022/2023 2023/2024 2024/2025

(£000) (£000) (£000)

10,000 10,000 10,000

Maximum Principal Sum Invested Greater than 365 Days

Principal sums invested 

Table 12
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Capital Expenditure 2020/2021 2021/2022 2022/2023 2023/2024 2024/2025

Actual Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000)

General Fund non 

Commercial

4,483 13,825 18,065 12,232 11,659

Housing Revenue 

Account

3,891 9,817 53,386 4,540 4,540

Total  8,374 23,642 71,451 16,772 16,199

Table 13
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2020/2021 2021/2022 2022/2023 2023/2024 2024/2025

Actual Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000)

General Fund

Prudential Borrowing

0 3,250 3,738 0 1,263

Grants

1,786 4,608 4,417 3,961 4,374

Reserves

819 1,772 3,728 187 0

Revenue Contributions

500 935 935 935 935

S106

105 148 190 0 0

Capital Receipts

1,273 3,112 5,057 7,149 5,087

Housing Revenue Account

Major Repairs Reserve

3,194 7,118 12,448 4,540 4,540

Capital Receipts

451 331 900 0

Grants

240 585 2,310 0

Reserves

6 1,783 10,517 0 0

Prudential Borrowing 0 0 27,211 0

Total 8,374 23,642 71,451 16,772 16,199

Financing of Capital 

Expenditure

Table 14
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Year End Resources  2020/2021 2021/2022 2022/2023 2023/2024 2024/2025

Actual Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000)

Fund Balances/reserves  58,198 31,733 29,400 32,706 36,242

Capital receipts 8,119 10,156 8,319 3,820 672

Provisions 2,557 2,557 2,557 2,557 2,557

Loans set aside 17,755 17,755 19,210 15,665 12,620

Total 86,629 62,201 59,486 54,748 52,091

Under/(over) borrowing 55,566 58,369 36,324 6,636 729

Expected Investments  27,999 10,000 10,000 10,000 10,000

Under/ (Over) Borrowing 

55,566 58,369 36,324 6,636 729

Table 15
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2020/2021 2021/2022 2022/2023 2023/2024 2024/2025

Actual Estimate Estimate Estimate Estimate

(%) (%) (%) (%) (%)

General Fund  1.70 4.94 6.73 13.28 17.68

HRA 9.71 9.20 10.27 10.06 9.80

Table 16
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2020/2021 2021/2022 2022/2023 2023/2024 2024/2025

Actual Estimate Estimate Estimate Estimate

(%) (%) (%) (%) (%)

General Fund  1.49 4.00 5.23 10.15 13.48

HRA 9.71 9.20 10.27 10.06 9.80

Table 17
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2019/2020 2020/2021 2021/2022 2022/2023 2023/2024

Actual Estimate Estimate Estimate Estimate

£000 £000 £000 £000 £000

HRA CFR 70,436 65,936 85,147 77,647 71,147

HRA Revenues 28,138 26,141 26,058 26,493 26,941

Ratio of debt to revenues

2.50 2.52 3.27 2.93 2.64

Table 18

Housing Revenue 

Account


image20.emf
Capital Expenditure 2020/2021 2021/2022 2022/2023 2023/2024 2024/2025

Actual  Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000)

Capital Financing Requirement 

(CFR) HRA

70,436 65,936 85,147 77,647 71,147

Value of HRA non current 

assets

235,505 244,232 259,018 268,167 277,609

Loan To Value

30% 27% 33% 29% 26%

Table 19
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Interest Cover Rate 2020/2021 2021/2022 2022/2023 2023/2024 2024/2025

Actual  Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000)

Operating Surplus

7,462 8,133 8,337 8,645 8,937

Interest Costs

2,698 2,494 2,793 2,803 2,803

ICR

2.77 3.26 2.98 3.08 3.19

Table 20
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image2.emf
5 Year 25 Year 50 Year 

March 2022 0.75% 2.20% 2.40% 2.20%

June 2022 1.00% 2.30% 2.50% 2.30%

September 2022 1.00% 2.30% 2.50% 2.30%

December 2022 1.25% 2.30% 2.60% 2.40%

March 2023 1.25% 2.30% 2.60% 2.40%

June 2023 1.25% 2.30% 2.60% 2.40%

September 2023 1.25% 2.30% 2.60% 2.40%

December 2023 1.25% 2.30% 2.60% 2.40%

March 2024 1.25% 2.30% 2.60% 2.40%

June 2024 1.25% 2.30% 2.60% 2.40%

September 2024 1.25% 2.30% 2.60% 2.40%

December 2024 1.25% 2.30% 2.60% 2.40%

March 2025 1.25% 2.30% 2.60% 2.40%

Table 1

Annual Average %

PWLB Borrowing Rates 

(including certainty rate adjustment)

Bank Rate 


