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TREASURY MANAGEMENT STRATEGY 2025-26

Background

The Council is required to operate a balanced budget. Part of the council’s
treasury management operation is to ensure that cash flow is planned, so that
cash is available when it is needed. Surplus monies are invested in
counterparties or instruments commensurate with the Council’s low risk
appetite, providing security and liquidity before considering investment return.

Another function of treasury management is the funding of the Council’s
capital plans. These capital plans provide a guide to the borrowing needs 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 loans (external borrowing) or using cash flow
surpluses (internal borrowing). Sometimes, when it is prudent and economic,
loan debt may be restructured to support the Council’s 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 expenditure or for larger capital projects. The council’s treasury
operations will see a balance of the interest costs of debt and the investment
income arising from cash deposits affecting the budget. Since cash balances
generally result from reserves and balances, it is paramount to ensure
adequate security of the sums invested, as a loss of principal will result in a
loss of resources to the General Fund.

The Chartered Institute of Public Finance & Accountancy (CIPFA) defines
treasury management as: “The management of the local authority’s
borrowing, investments and cash flows, its banking, money market and capital
market transactions; the effective control of the risks associated with those
activities; and the pursuit of optimum performance consistent with those
risks.”

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.

This section of the budget report meets the council’s legal obligation under the
Local Government Act 2003 to have regard to relevant codes of practice and
guidance issued by CIPFA (Chartered Institute of Public Finance &
Accountancy) and the Ministry of Housing, Communities and Local
Government (MHCLG).

This section of the budget report also fulfils the requirement for council to
approve:



e A treasury management strategy before the start of each financial year (as
required by CIPFA’s Treasury Management Code) including treasury
indicators.

« Prudential indicators to ensure that the council’s capital investment plans
are affordable, prudent and sustainable (as required by CIPFA’s Prudential
Code).

e An annual investment strategy before the start of each financial year (as
required by MHCLG'’s Investment Code).

e A Minimum Revenue Provision (MRP) policy (as required by MHCLG’s
MRP guidance).

5.8 The council’s investment in commercial property, equity shares, and lending
to third parties is considered in the capital strategy in Section 4.

5.9 However, for the purposes of clarity, the projections, indicators and limits
given in this section of the budget report include:

o The general fund and HRA proposed capital programme and its funding as
set out in Section 4, Tables 4.2, 4.4 and 4.5.

« The implications for the council’s capital financing requirement and
borrowing position arising from the non-financial investments proposed in
Section 4 of this report.

Reporting Requirements

Capital Strategy

5.10 The CIPFA 2021 Prudential and Treasury Management Codes require all
local authorities to prepare 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

5.11 The aim of the strategy is to ensure that all the Authority’s elected members
fully understand the overall long-term policy objectives and resulting Capital
Strategy requirements, governance procedures and risk appetite.

Treasury management reporting requirements
5.12 The Council’s Treasury Management Committee meets quarterly to support

the in-depth consideration of a range of matters relating to the governance of
the Council’s treasury management activity.



5.13 To support the Committee to meet its terms of reference and schedule
forward meeting dates, a core annual workplan has been adopted as follows:

January Treasury Management Committee - January Meeting
» Consider the Annual Treasury Management Strategy Statement (TMS)
prior to adoption by council

February Full Council to receive Treasury Management Strategy

April Treasury Management Committee - April Meeting
» Review proposed treasury activity for forthcoming year
o Initial update on end of year position

May Statutory Accounts preparation
June Treasury Management Outturn Report preparation
July Treasury Management Committee - July Meeting
o Consider outturn position report
August Full Council to receive Treasury Management Outturn Report
October Treasury Management Mid-Year Review Report preparation

November | Treasury Management Committee - November Meeting

e Consider mid-year report

« Consider initial Treasury Management Strategy changes for
forthcoming year

o Agree the Committee annual workplan

December | Full Council to receive Treasury Management Mid-Year Review Report

5.14 All Treasury Management quarterly reports will initially be presented to the
Treasury Management Committee before onward reporting to Cabinet and
Full Council.

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

« Annual reporting requirements before the start of the year including - a
review of the organisation’s approved plans, treasury management policy
statements, prudential and treasury indicators and treasury strategy (this
report).

o A mid-year treasury management report — This will update members with
the progress of activities undertaken, any material decisions, interim
performance including an update on the capital position and amend any
policies or prudential indicators as necessary.

« An annual treasury report after year-end — This provides details of
compliance with prudential and treasury indicators, the impact of actual
treasury operations compared to the estimates within the strategy.

5.16 As part of implementing the new requirements of the Treasury Management
Code of Practice, in addition to the three major reports detailed above,
quarterly reporting (to the end of June and to the end of December) is also
required. These additional reports will also be presented to the Treasury
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Management Committee. Full details of the scheme of delegation are shown
at Appendix D.

Treasury management - role of the Section 151 Officer

Under the Treasury Management Code of Practice, the council’s S151 officer
has specific responsibilities. A list of responsibilities is supplied at Appendix
E.

Treasury management practices

The new CIPFA Treasury Management Code provides details of what CIPFA
recommends an organisation’s treasury management practices (TMPs). Each
TMP requires a detailed explanation of the practices undertaken by the
Council's Treasury Management team. The council’s TMP’s will continue to
be developed to respond to best practice and regulatory updates.

Treasury Management Strategy 2025-2026

The strategy for 2025-2026 covers two main areas:

Capital issues:
« the capital expenditure plans and the associated prudential indicators
o the minimum revenue provision (MRP) policy

Treasury management issues:
« the current treasury position
« treasury indicators which limit the treasury risk and activities of the
Authority
prospects for interest rates
the borrowing strategy
policy on borrowing in advance of need
debt rescheduling
the investment strategy
creditworthiness policy; and
the policy on use of external service providers

These elements cover the requirements of the Local Government Act 2003,
DHLUC (now MHCLG) Investment Guidance, DHLUC (now MHCLG) MRP
Guidance, the CIPFA Prudential Code and the CIPFA Treasury Management
Code.

Training

The CIPFA Treasury Management Code requires the responsible officer to
ensure that all staff and members with responsibility for treasury management
receive adequate training in this area. The S151 officer is responsible for this
function in this Council. Full details of the S151 officer’s responsibilities are
shown at Appendix E.
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The Code also states that “all organisations to have a formal and
comprehensive knowledge and skills or training policy for the effective
acquisition and retention of treasury management knowledge and skills for
those responsible for management, delivery, governance and decision
making.

As a minimum, authorities should carry out the following to monitor and review
knowledge and skills:

« Record attendance at training and ensure action is taken where poor
attendance is identified.

e Prepare tailored learning plans for treasury management officers and
board/council members.

e Require treasury management officers and council members to
undertake self-assessment against the required competencies.

e Have regular communication with officers and board/council
members, encouraging them to highlight training needs on an ongoing
basis.”

The training needs of treasury management officers are recorded and
periodically reviewed as part of the formal annual employee performance
review. Member training is delivered via the Treasury Management
Committee. At its meeting on 16th July 2024 members of the Treasury
Management Committee received training presentations from the Councils
Treasury Advisors including an Economic Outlook and balance sheet
review.

Treasury management advisers

The council uses Link Asset Services as its external treasury management
advisors.

Responsibility for treasury management decisions remains with the council at
all times. Although the council will from time to time require the services of
specialists, consultants and advisers in order to acquire access to specialist
skills, undue reliance will not be placed upon the services and advice
provided.

The Capital Prudential Indicators 2025-2026 to 2029-2030

The council’s capital expenditure plans are a key driver of treasury
management activity. A summary of the council’s capital budget plans and
how these are being financed is shown in table 5.1. The prudential indicators,
which are designed to assist members’ overview and confirm capital
expenditure plans are prudent, affordable and sustainable.

Capital Expenditure and Financing

This prudential indicator is a summary of the Authority’s capital expenditure
plans, both those agreed previously, and those forming part of the new budget



cycle. The table below summarises the capital expenditure plans for the
General Fund and HRA and how these plans are being financed by capital or
revenue resources. Any shortfall of capital resources results in a need for
borrowing. Further details are set out in the Capital and Commercial Strategy

in Section 4.

Capital expenditure

£ 0[0]0]

2024/25
Estimate

2025/26
Estimate

£000

Table 5.1: The council’s capital expenditure and financing plans

2026/27
Estimate

£000

2027/28
Estimate

£000

2028/29
Estimate

£ 20[0]0)

2029/30
Estimate

£000

General Fund 23,136 22,933 4,630 3,581 2,626 5,177
Capital Loans 0 7,000 1,000 0 0 0
Total General Fund 23136 | 29,933 5,630 3,581 2,626 5,177
Expenditure

Housing Revenue 30,151 37,520 55,427 46,600 43,932 47,565
Account

TOTAL CAPITAL

EXPENDITURE

Financing

Capital receipts 1,464 4,897 27,595 10,056 1,370 1,370
C_apltal receipts 0 0 0 0 0 0
(ringfenced)

Retained “one for one” RTB 5,459 8,075 6,909 2,908 1,098 3,356
receipts

Major repairs reserve 22,009 24,754 14,572 16,880 17,428 18,154
Contributions and grants 16,001 9,978 2,579 1,850 2,050 1,950
Revenue contribution 450 0 6,842 16,826 24,007 8,866
Revenue contribution from 0 0 0 0 0 0
earmarked reserves

Greater N_orW|ch growth 62 2.929 0 0 0 0
partnership

I%S;“m“”'ty infrastructure 747 214 353 688 556 3,065
S106 867 688 300 0 0 0
Total 47,059 51,536 59,150 49,208 46,508 36,760
Borrowing need for the 6228 | 159017 1,907 973 50| 15,981

year

TOTAL FINANCING

53,287 |

67,453

61,057 50,181

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

5.29 The Capital Financing Requirement (CFR) calculation for 2025-2026 and

future years of the capital programme is shown below in table 5.2(i). This is

the total historic outstanding capital expenditure yet to be financed from

revenue or capital resources and a future projection of CFR based on capital
expenditure plans. It is a measure of the council’s indebtedness, and
therefore its underlying borrowing need. The CFR also includes other long-
term liabilities such as finance leases.




5.30 The CFR incorporates interim figures in relation to the new reporting
requirements detailed within IFRS16. The reporting standard requires the
liabilities of certain leases currently accounted for through the revenue spend
of the Council, to be shown on the balance sheet, for example, if the lease
has more than a year to run or is above a de-minimis value. An example for
Norwich is vehicles procured through an operating lease.

5.31 IFRS16 remains a requirement of closing the accounts for 2024-2025 and
officers continue to undertake the required data gathering exercise and model
calculations, which will clarify the full impact on the CFR for the Council. Itis
therefore important to note that there may be a requirement to refresh the
authorised limit and operational boundary once the review is substantially
complete as part of the 2024-2025 closure of accounts process.

5.32 The general fund CFR does not increase indefinitely, as a Minimum Revenue
Provision (MRP) is made each year which is a statutory annual revenue
charge which broadly reduces indebtedness in line with each asset’s
expected life

5.33 The repayment of loan debt made to external organisations also reduces the
CFR where the loan has been financed by borrowing.

Table 5.2(i): Capital Prudential Indicators
2024 2025 2026 2027 2028 2029
2025 2026 2027 2028 2029 2030
Estimate Estimate Estimate Estimate Estimate Estimate
£000 £000 £000 (00]0) 0]0]0] 0]0]0)
Capital financing requirement at end of year
General Fund 98,795 113,849 113,983 114,140 113,318 112,480

Housing Revenue Account 208,532 208,532 208,532 208,532 208,532 224,421
TOTAL 307,327 321,850

Movement in Capital financing requirement

General fund

Housing Revenue Account

(822)
Liability Benchmark

5.34 The Authority is required to estimate and measure the Liability Benchmark for
the forthcoming financial year and the following two financial years, as a
minimum. The Benchmark is included to determine the appropriate structure
of the Councils external loans profile and is presented as a chart reflecting
four balances as follows:

« Existing loan debt outstanding: the authority’s existing loans which are still
outstanding in future years.

e Loans CFR: calculated in accordance with the loans CFR definition in the
Prudential Code, and projected into the future based on approved
prudential borrowing and planned MRP taking account of approved
prudential borrowing.



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

 Liability benchmark (or Gross Loans Requirement) = Net loans requirement
+ short term liquidity allowance.

5.35 Chart 5.1 shows the Council’s existing outstanding loan debt in the blue and

Total Amount (£'000)

5.36

grey bars bordered by the black line. The dark blue line at the top of the chart
shows the Council’s Capital Financing Requirement (CFR). The orange line
shows the net outstanding loan position after deducting treasury management
investments. The red dotted line is the Liability Benchmark (Gross Loan
requirement) which is net loans plus a liquidity allowance. The liability
Benchmark is significantly below the CFR demonstrating the Councils is
under borrowed externally and utilising internal borrowing instead.

Chart 5.1 Liability Benchmark
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The application of resources (capital receipts, reserves etc.) 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 (asset sales etc.). Detailed below
are estimates of the year-end balances for each resource and anticipated
day-to-day cash flow balances. Forward projections will be added in the final
version of the Strategy appended to the budget papers.



Table 5.2(ii

Estimated Resources

2024
2025
Estimate
£000

2025
2026
Estimate
0]0]0]

2026
2027
Estimate
£000

2027
2028
Estimate
£000

2028
2029
Estimate
£000

2029
2030
Estimate
£000

General Fund Reserve 8,249 8,249 8,249 8,249 8,249 8,249
GF Earmarked 18,621 | 14000 | 14,000 | 14000| 14.000| 14,000
Reserves

HRA Reserve 48,643 50,888 46,546 32,721 11,714 5,848
HRA Earmarked

Reserve 1,690 1,503 853 203 203 203
Capital Receipts 74191 | 72725 | 41,778 | 32574 33941 | 33125
Reserve

Major Repairs Reserve 8,729 0 0 0 0 0
Capital Grants

Unabplied 1,534 978 978 978 978 978

Total Core Funds

Working Capital*

Expected Investment

Balances
*Working capital balances shown are estimated year-end; these may be higher or
lower during the year depending on the day-to-day demands.

Minimum Revenue Provision (MRP) Policy Statement

5.37 The proposed MRP Policy Statement is set out in Appendix A. During
2023/24 the Council engaged Link Asset Services, the Councils Treasury
Management advisors to complete a review of its MRP policy. The review
considered technical and regulatory guidance, and identified prudent policy
changes the Council has adopted to meet its requirement to charge a
Minimum Revenue Provision and reduce the financial impact on the medium-
term financial plan.

5.38 Under Regulation 27 of the Local Authorities (Capital Finance and
Accounting) (England) Regulations 2003, where the Authority has financed
capital expenditure by borrowing it is required to make a provision each year
through a revenue charge (MRP). The 2003 Regulations have been further
amended with full effect from April 2025 to expressly provide that in
determining a prudent provision local authorities cannot exclude any amount
of CFR from its calculation, unless by an exception set out in statute.

5.39 The Council overpaid £6.982m of MRP in previous years. This amount is
being gradually released to the general fund revenue budget on a straight-line
basis over 40 years. From the 2025-2026 TM Strategy onwards, there is
£5.585m over 32 years still to be released. The amount of voluntary revenue
provision (VRP) made by the council to 31st March 2025 is £0.377m. A further
£0.034m VRP will be made in 2025-2026.

5.40 In accordance with the new regulations and guidance the Councils policy in
respect of charging minimum revenue provision (MRP) on loans to third
parties has been updated and full details are shown in Appendix A
(paragraphs 9-14).



5.41 Currently there is no requirement for the Housing Revenue Account to make
MRP provisions, although a voluntary revenue provision can be considered.
The benefit of such a provision would be to provide a mechanism for the
prudential repayment of debt over the life of the business plan. In the
absence of a repayment mechanism, the business plan demonstrates that
debt could continue to be financed via the resources available without a
specific provision being made. The current position is kept under review and
will continue to adopt a prudent approach, in line with national guidance and
best practice.

Borrowing

5.42 The capital expenditure plans set out in table 5.1 above, provide details of the
service activity of the council for both the General Fund and HRA. The
treasury management function ensures that the council’s cash is organised in
accordance with the relevant professional codes, ensuring 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
appropriate borrowing facilities. Further details of how the proposed capital
programme is funded, are set out in the Capital and Commercial Strategy in
Section 4.

Table 5.3: The Council’s current Treasury investment and external borrowing

position
31/03/2024 31/12/2024
Actuals Actuals
2(0]0]0] p(0]0]0)

Investments

Banks 31,446 354 39,686 38.6
Building Societies 0 0.0 0 0.0
Local Authority 51,000 57.5 30,000 29.2
UK Government 0 0.0 0 0.0
Money Market Funds 6,300 7.1 33,000 32.1

102,686

PWLB 201,648 97.5 199,148 97.5
Banks 5,000 24 5,000 2.4
Others 222 0.1 170 0.1

206,870 100.0| 204,318| 1000 |

5.43 On the 31+ of December 2024, the council held £204.3m of external borrowing
and £102.7m of treasury investments (including operational working cash
balances).

5.44 During 2024-2025 the council has no plans to take on any new long-term
borrowing.



5.45 Investment balances have increased since the start of 2024-2025. This is

mainly due to the timing of cash inflows and outflows during the year.

Maturity Structure of Borrowing Strategy

5.46 These lower and upper limits are set to reduce the Council’s exposure to

large, fixed rate sums falling due for refinancing.

Table 5.4: Maturity structure of borrowing

Maturity structure of fixed interest rate borrowing Lower Limit Upper Limit

Underl2 Months 0% 40%
12 months to 2 years 0% 60%
2 years to 5 years 0% 60%
5 years to 10 years 0% 60%
10 years to 15 years 0% 60%
15 years to 20 years 0% 60%
20 years and above 0% 80%

The table below summarises the council’s forward projections for borrowing based on
the assumptions given in table 5.1 above.

5.47 The Authority’s forward projections for borrowing are summarised below. The

5.48

table shows the actual external debt, against the underlying capital borrowing
need, (the Capital Financing Requirement - CFR), highlighting any over or
under borrowing.

Table 5.5(i): Estimated forward projections for borrowing

2024 2025 2026 2027 2028 2029
2025 2026 2027 2028 2029 2030

Estimate Estimate Estimate Estimate Estimate Estimate

£000 £000 £000 £000 £000 £000

External Debt
Debt as at 1 April 207,297 | 204.444 | 151,086 | 193,586 | 193,586 | 193,586
Expected change in debt (2,500) (53,200) 42,500 0 0 0

Change in Other long-term

iabiitios ? (353) (158) 0 0 0 0
Actual gross debt as at 31
March 204,444 151,086 193,586 193,586 193,586 193,586

Capital Financing Requirement | 5, 357 | 355331 | 322515 | 322,672 | 321,850 | 336,901

Under/(Over) borrowing

102,883 171,295 128,929
N.B. Other long-term liabilities are any liabilities and other credit arrangements that are
outstanding for periods in excess of 12 months e.g. finance leases.

Over the six-year period covered by this TM Strategy, the following loan
maturities and maturities refinancing are expected to occur. Current PWLB
rate forecasts show borrowing rates remaining relatively high (see table
5.8(i)), therefore any maturities refinancing and or new borrowing will be
monitored and adjusted if rates start to fall.



Table 5.5(ii): Estimated forward projections for borrowing (refinancing maturing
loans)
Amount of Each Loan

119,700,000

102,500,000

Maturing Financial Year New Borrowing Financial Year
2,500,000 2024-2025 0 2024-2025
2,500,000 2025-2026 0 2025-2026

700,000 2025-2026 0 2025-2026
50,000,000 2025-2026 50,000,000 2026-2027
2,500,000 2026-2027 0 2026-2027
5,000,000 2026-2027 0 2026-2027
50,000,000 2027-2028 50,000,000 2027-2028
2,500,000 2027-2028 2,500,000 2027-2028
2,000,000 2028-2029 0 2028-2029
2,000,000 2029-2030 0 2029-2030

5.49

5.50

5.51

5.52

5.53

Within the range of prudential indicators there are several key indicators to
ensure that the Authority operates its activities within defined limits. One of
these is that the Authority needs to ensure that its gross debt does not, except
in the short-term, exceed the total of the CFR in the preceding year plus the
estimates of any additional CFR for 2025-2026 and the following two financial
years. This allows some flexibility for limited early borrowing for future years
but ensures that borrowing is not undertaken for revenue or speculative
purposes.

The Council’'s S.151 Officer reports that the Authority complied with this
prudential indicator in the current year and does not envisage breaches in the
future. This view takes account of current commitments, existing plans and
the proposals in this budget report.

During 2024-2025 the council will not take any new long-term borrowing. The
subsequent high interest rate environment is being closely monitored in the
light of further significant tranches of debt falling due from the end of 2025-
2026.

The council is currently maintaining an under-borrowed position. This means
that the capital borrowing need (CFR) has not been fully funded with external
loan debt, as cash supporting the council’s reserves, balances and cash flow
is used as a temporary measure. This strategy is prudent as external loan
interest rates are currently high and set to be at high levels for some time.

The council has been well served by this policy over the last few years. The
Section 151 Officer will continue to review and adopt a pragmatic approach to
changing circumstances to avoid incurring higher borrowing costs as set out
below:



o Ifitis felt that there is a significant risk of a sharp FALL in long- and short-
term rates (e.g. due to a marked increase of risks around relapse into
recession or of risks of deflation), then long term borrowings will be
postponed and a potential rescheduling from fixed rate funding into short
term borrowing will be considered.

o 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, perhaps arising from
sudden increase in inflation risks, then the portfolio position will be re-
appraised. Most likely, fixed rate funding will be drawn whilst interest rates
are lower than they are projected to be in the next few years.

Investment Property Review

5.54 The revised Treasury Management and Prudential codes require Councils to
review assets held for investment purposes annually against ongoing
borrowing requirements and consider disposal of those investments to finance
borrowing where the sale of an investment is financially viable.

5.55 To inform its Investment Strategy and take into account the CIPFA code
requirements, the Council commissioned a review of its investment portfolio in
Winter 2024 in conjunction with Jones Lang LaSalle (JLL). This has resulted
in a number of asset disposals over the past 12 months and a further round of
asset disposals is due to take place in 2025-2026 in line with the new 5-year
plan.

Treasury Indicators 2024-2025 to 2029-2030
5.56 Table 5.6 below sets out the required affordable borrowing limit, namely:

a. The operational boundary - the limit beyond which external debt is not
normally expected to exceed.

b. The authorised limit for gross external debt - a statutory limit determined
under section 3 (1) of the Local Government Act 2003. It represents the
legal limit on the maximum level of borrowing beyond which external
debt is prohibited, and this limit needs to be set or revised by the full
Council. It is also 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 Authority is asked to approve the Authorised Limit shown
below.



Gross Debt

Indicators 2024-2025 to 2029-2030

2024 2025
Estimate
£000

2025 2026
Estimate
£000

2026 2027
Estimate
£000

2027 2028
Estimate
30 10)

2028 2029
Estimate
£000

2029 2030
Estimate
£000

204,444 151,086 193,586 193,586 193,586 193,586

Operational boundary for external debt

Operational boundary 307,327 322,381 322,515 322,672 321,850 336,901

Authorised limit for external debt

Authorised limit 337,327 352,381 352,515 352,672 351,850 366,901

Actual external debt

204,148 | 150,948 193,448 193448 | 193,448 | 193,448

Debt maturity profile all borrowing %

Less than one year

1%

26%

5%

27%

1%

1%

Between one and two years

26%

4%

35%

1%

1%

1%

Between 2 and 5 years

30%

28%

4%

3%

5%

5%

Between 5 and 10 years

7%

7%

9%

6%

4%

4%

Between 10 and 15 years

2%

1%

1%

0%

0%

0%

Between 15 and 20 years

0%

0%

0%

26%

53%

53%

Over 20 years

Upper limit for fixed interest

34%

34%

46%

36%

36%

36%

365 days

rates 100% 100% 100% 100% 100% 100%
!Jpper limit for variable 20% 20% 20% 0% 0% 0%
interest rates

Upper limit for investments > £30m £30m £30m c30m c30m oo

Current treasury investments
as at 30/11/2024 in excess of
1 year maturing in each year




Chart 5.2: Forecast of CFR and borrowing limits
Capital Financing Requirement and Gross Debt (including finance leases)

T
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Prospects for Interest Rates

5.57 The Council’s treasury advisor’s assist the Council to formulate a view on
interest rates. Link Group have provided the following forecasts as at 11
November 2024. These are forecasts for certainty rates, which are gilt
(government bond) yields plus 80 bps.

Table 5.7 Interest Rate Forecasts
Link Group Interest Rate View 11.11.24

Dec-24 Mar-25 Jun-25 Sep-25 Dec-25 Mar-26 Jun-26 Sep-26 Dec-26 Mar-27 Jun-27 Sep-27 Dec-27

BANK RATE 4.75 4.50 4.25 4.00 4.00 3.75 3.75 3.75 3.50 3.50 3.50 3.50 3.50
3 month ave eamings 4.70 4.50 4.30 4.00 4.00 4.00 3.80 3.80 3.80 3.50 3.50 3.50 3.50
6 month ave eamings 4.70 4.40 4.20 3.80 3.90 3.80 3.80 3.80 3.80 3.50 3.50 3.50 3.50

12 month ave earnings 4.70 4.40 4.20 3.80 3.90 3.80 3.80 3.80 3.80 3.50 3.50 3.50 3.50

5yr PWLB 5.00 4.90 4.80 4.60 4.50 4.50 4.40 4.30 4.20 4.10 4.00 4.00 3.80

10yr PWLB 5.30 5.10 5.00 4.80 4.80 4.70 4.50 4.50 4.40 4.30 4.20 4.20 4.10

25yr PWLB 5.60 5.50 5.40 5.30 5.20 5.10 5.00 4.90 4.80 4.70 4.60 4.50 4.50

50yr PWLB 5.40 5.30 5.20 5.10 5.00 4.90 4.80 4.70 4.60 4.50 4.40 4.30 4.30
Source: Link

5.58 Links’ central forecast reflects the 30 October Budget, the outcome of the US
Presidential election on 6 November, and the 25bps Bank Rate cut
undertaken by the Monetary Policy Committee (MPC) on 7 November. As a
result, Link have significantly revised their central forecasts for the first time
since May. In summary, the Bank Rate forecast is now 50bps — 75bps higher
than was previously the case, whilst PWLB forecasts have been materially
lifted to not only reflect increased concerns around the future path of inflation,
but also the increased level of Government borrowing over the term of the
current Parliament.

5.59 An extract of the Link Group commentary on the prospect for interest rate is
shown below:

« If we reflect on the 30 October Budget, our central case is that those
policy announcements will be inflationary, at least in the near-term. The



Office for Budgetary Responsibility and the Bank of England concur with
that view. The latter have the CPI measure of inflation hitting 2.5% y/y by
the end of 2024 and staying sticky until at least 2026. The Bank forecasts
CPI1 to be 2.7% yly (Q4 2025) and 2.2% (Q4 2026) before dropping back
in 2027 to 1.8% yly.

The anticipated major investment in the public sector, according to the
Bank, is expected to lift UK real GDP to 1.7% in 2025 before growth
moderates in 2026 and 2027. The debate around whether the
Government’s policies lead to a material uptick in growth primarily focus
on the logistics of fast-tracking planning permissions, identifying sufficient
skilled labour to undertake a resurgence in building, and an increase in
the employee participation rate within the economy.

There are inherent risks to all the above. The worst-case scenario would
see systemic blockages of planning permissions and the inability to
identify and resource the additional workforce required to deliver large-
scale IT, housing and infrastructure projects. This would lead to upside
risks to inflation, an increased prospect of further Government borrowing
& tax rises, and a tepid GDP performance.

Our central view is that monetary policy is sufficiently tight at present to
cater for some further moderate loosening, the extent of which, however,
will continue to be data dependent. We forecast the next reduction in
Bank Rate to be made in February and for a pattern to evolve whereby
rate cuts are made quarterly and in keeping with the release of the Bank’s
Quarterly Monetary Policy Reports (February, May, August and
November).

Any movement below a 4% Bank Rate will, nonetheless, be very much
dependent on inflation data in the second half of 2025. The fact that the
November MPC rate cut decision saw a split vote of 8-1 confirms that
there are already some concerns around inflation’s stickiness, and with
recent public sector wage increases beginning to funnel their way into
headline average earnings data, the market will be looking very closely at
those releases.

Regarding our PWLB forecast, the short to medium part of the curve is
forecast to remain elevated over the course of the next year, and the
degree to which rates moderate will be tied to the arguments for further
Bank Rate loosening or otherwise. The longer part of the curve will also
be impacted by inflation factors, but there is also the additional concern
that with other major developed economies such as the US and France
looking to run large budget deficits there could be a glut of government
debt issuance that investors will only agree to digest if the interest rates
paid provide sufficient reward for that scenario.

So far, we have made little mention of the US Presidential
election. Nonetheless, Donald Trump’s victory paves the way for the
introduction/extension of tariffs that could prove inflationary whilst the



same could be said of further tax cuts and an expansion of the current US
budget deficit. Invariably the direction of US Treasury yields in reaction to
his core policies will, in all probability, impact UK gilt yields. So, there are
domestic and international factors that could impact PWLB rates whilst, as
a general comment, geo-political risks abound in Europe, the Middle East
and Asia.

5.60 A full economic outlook from the Councils Treasury Advisors (Link) is shown
at Appendix C.

PWLB Rates

5.61 PWLB interest rates on borrowing are expected to remain high before
following the base rate movement down over time. Table 5.7 above shows
the Link forecast PWLB rates over the coming years. HM Treasury introduced
a new HRA rate for PWLB lending on 15 June 2023, solely for the use in the
HRA and intended primarily for new housing delivery. The Autumn Budget
2024 confirmed that the availability of this rate has now been extended to
March 2026. In producing the forecast Link have taken into account the trends
set out below.

e The overall longer-run trend is for gilt yields and PWLB rates to fall back
over the timeline of our forecasts, but the risks to our forecasts are to the
upsides. Our target borrowing rates are set two years forward (as we
expect rates to fall back) and the current PWLB (certainty) borrowing rates
are set out below: -

Table 5.8(i) Link Target Borrowing Rates

PWLB debt Current borrowing rate| Target borrowing rate Target borrowing rate
as at 11.11.24 p.m. now previous
(end of Q3 2026) (end of Q3 2026)

5 years 5.02% 4.30% 3.90%
10 years 5.23% 4.50% 4.10%
25 years 5.66% 4.90% 4.40%
50 years 5.42% 4.70% 4.20%

Borrowing advice

e Our long-term (beyond 10 years) forecast for Bank Rate has been
increased to 3.25% (from 3%). As all PWLB certainty rates are currently
significantly above this level, borrowing strategies will need to be reviewed
in that context. Overall, better value can be obtained at the shorter end of
the curve and short-dated fixed LA to LA monies should also be considered.
Temporary borrowing rates will, generally, fall in line with Bank Rate cuts.

e Links suggested budgeted earnings rates for investments up to about three
months’ duration in each financial year are rounded to the nearest 10 basis
points. Investment earnings have been revised somewhat higher for all
years from 2025-2026 as Bank Rate remains higher for longer. As part of
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our modelling for budgeting purposes the Council has adopted a prudent
25 basis points reduction on the average earnings outlined below.

Table 5.8(ii) Link suggested earnings for investments

Average earnings in each year Previously

2024-2025 (residual) 4.60% 4.25%
2025-2026 4.10% 3.35%
2026-2027 3.70% 3.10%

2027-2028 3.50% 3.25%
2028-2029 3.50% 3.25%
Years 6 to 10 3.50% 3.25%
Years 10+ 3.50% 3.50%

e We will continue to monitor economic and market developments as they
unfold. Typically, we formally review our forecasts following the quarterly
release of the Bank of England’s Monetary Policy Report but will consider
our position on an ad hoc basis as required.

e Our interest rate forecast for Bank Rate is in steps of 25 bps, whereas
PWLB forecasts have been rounded to the nearest 10 bps and are central
forecasts within bands of + / - 25 bps. Naturally, we continue to monitor
events and will update our forecasts as and when appropriate.

Borrowing Strategy

The Council is currently maintaining an under-borrowed position. This means
that the Capital Financing Requirement, has not been fully funded with loan
debt, as cash supporting the Authority’s reserves, balances and cash flow has
been used as a temporary measure. This strategy is prudent as medium and
longer dated borrowing rates are expected to fall from their current levels.

Against this background and the risks within the economic forecast, caution
will be adopted with the 2025-2026 treasury operations. The Council’'s S151
officer and the treasury team will monitor interest rates in financial markets
and adopt a pragmatic approach to changing circumstances.

Any borrowing decisions made by the Council’s S151 Officer will be reported
to the appropriate decision-making body at the next available opportunity.

Policy on borrowing in advance of need

CIPFA’s Prudential Code allows borrowing in advance of need when changes
in interest rates mean that it benefits the council to borrow before the planned
expenditure is incurred. This will be considered carefully, and appropriate
advice will be sought from the council’s treasury management advisers.

Borrowing in advance of need from a treasury management perspective will
be made within the following constraints:
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« It will be limited to no more than 75% of the expected increase in borrowing
need (CFR) over the three-year planning period; and

« The authority would not look to borrow more than 3 years in advance of
need (current and next two financial years).

The risks associated with any advanced borrowing from a treasury
management perspective will be subject to appraisal and will be reported via
the mid-year or annual Treasury Management reports.

Debt rescheduling

Where short-term borrowing rates are 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).

Any rescheduling will take account of:

« The generation of cash savings and / or discounted cash flow savings;

« Helping to fulfil the treasury strategy;

« Enhancing the balance of the portfolio (amend the maturity profile and/or
the balance of volatility).

If rescheduling is to be undertaken, it will be reported to the Treasury
Management Committee, Cabinet and Council, at the earliest meeting
following its action.

UK Municipal Bond Agency (MBA)
It is possible that the MBA will be offering loans to local authorities in the
future at rates expected to be lower than offered by the PWLB. The Councll

may make use of this new source of borrowing as and when appropriate.

Approved Sources of Long and Short-term Borrowing

On Balance Sheet Fixed Variable
PWLB ® ®
UK Municipal Bond Agency ® ®
Local Authorities ® 1
Banks ® ®
Pension Funds ® ®
Market (long-term) ® ®
Market (temporary) ® ®
Market (LOBOs) ° °
Stock Issues ° ®
Internal (capital receipts & revenue balances) ° °
Finance Leases ° o
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Annual Investment Strategy
Treasury investment policy

The council’s treasury management investment policy has regard to MHCLG's
Guidance on Local Government Investments (“the Guidance”) and CIPFA’s
Treasury Management in Public Services Code of Practice and Cross
Sectoral Guidance Notes (“the CIPFA TM Code”) as well as the CIPFA
Treasury Management Guidance Notes 2021. The Council’s treasury
management investment priorities will be Security first, Liquidity second, and
then Yield.

All funds invested by the in-house treasury management team as part of the
normal treasury management processes are made with reference to the cash
flow requirements of the council and the outlook for short-term interest rates
(i.e. rates for investments up to 12 months). Careful consideration will be
given before investing sums identified for longer term investments.

The Council has defined the list of types of investment instruments that the
treasury management team are authorised to use below.

e Specified investments are those with a high level of credit quality and
subject to a maturity limit of one year or have less than a year left to run to
maturity, if originally they were classified as being non-specified
investments solely due to the maturity period exceeding one year.

In accordance with the Code, the Authority has set out additional criteria
to limit the time and the amount of monies which will be invested in these
bodies (see table 5.9).

Non-specified investments are those with less high credit quality, may be
for periods in excess of one year, and/or are more complex instruments
which require greater consideration by members and officers before being
authorised for use. The Non-specified Investments are listed in table 5.9.

The Council has engaged external consultants (Link) to provide expert advice
on how to optimise an appropriate balance of security, liquidity and yield,
given the risk appetite of this Authority in the context of the expected level of
cash balances and need for liquidity throughout the year.

Full details of lending limits for each counterparty, transaction and duration
limits for each type of investment are set out in Table 5.9 below. All
investments will be denominated in sterling.

As a result of the change in accounting standards for 2023-2024 under IFRS
9, this Authority will consider the implications of investment instruments which
could result in an adverse movement in the value of the amount invested and
resultant charges at the end of the year to the General Fund. (In November
2018, the MHCLG, concluded a consultation for a temporary override to allow
English local authorities time to adjust their portfolio of all pooled investments
by announcing a statutory override to delay implementation of IFRS 9 for five
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years ending 315t March 2023. More recently, a further extension to the over-
ride to 315t March 2025 has been agreed by Government.

Risk Management and Creditworthiness Policy

Management of risk is placed in high priority in accordance with the MHCLG
(DLUHC) and CIPFA Guidance. In order to minimise the risk to treasury
investments, the council applies minimum acceptable credit criteria to
generate a list of highly creditworthy counterparties which it maintains. This
also enables diversification and thus avoidance of concentration risk. The key
ratings used to monitor counterparties are the long-term ratings. Credit rating
information is supplied by Link Group, our treasury advisors, on all active
counterparties that comply with the criteria below in table 5.9.

Ratings will not be the sole determinant of the quality of an institution; the
financial sector will be continuously monitored on both micro and macro basis
and in relation to the economic and political environments in which these
institutions operate. The assessment will also take account of information that
reflects the opinion of the markets. To achieve this, the council will engage
with its advisors to watch the market pricing such as “credit default swaps”
and overlay that information on top of the credit ratings.

Other information sources used will include the financial press, share price
and other such information relating to the banking sector in order to establish
the most robust scrutiny process on the suitability of potential investment
counterparties. For local authority or related counterparties, the financial
standing and other available information will be considered before placing
investments.

Where applicable consideration will be given to the materiality of expected
credit losses for treasury investments before they are used.

The counterparty list for treasury investments may be revised from time to
time and will submitted to council for approval as necessary.

In its selection process, the council will apply its approved minimum criteria to
the lowest available rating for any institution. Credit rating information is
supplied by Link Asset Services; the Council’s treasury consultants. Any
counterparty failing to meet the criteria would be omitted from the counterparty
(dealing) list.

Any rating changes, rating watches (notification of a possible 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. On occasion ratings may be downgraded when an investment
has already been made. The criteria used are such that a minor downgrading
should not affect the full receipt of the principal and interest. Where a credit
rating agency announces that a rating is on review for possible downgrade so
that it may fall below the approved minimum rating criteria, then future
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investments (other than existing investments) will not be made with that
organisation until the outcome of the review is announced.

Building Societies will be subject to an additional criterion where the assets on
their balance sheet are taken into account to assess credit worthiness. The
counterparty list will therefore permit investment with building societies where
their credit ratings are below the minimum for banks/UK building societies, but
where the assets on the building societies balance sheet exceed £2.5bn.

The list of types of investment instruments that the treasury management
team are authorised to use are categorised as specified and non- specified
investments.

e Specified investments that the Council will use are high security and
high liquidity investments in sterling and with a maturity of no more than a
year.

« Non-specified investments are high security, high credit quality, in some
cases more complex instruments for periods in excess of one year.

The council will consider the use of new investment instruments after careful
consideration by officers and approval by council.

While all investments will be denominated in sterling, investments will only be
placed with counterparties from countries with a specified minimum sovereign
rating in table 5.10. Lending and transaction limits for each counterparty will
be set in the Treasury Management Principles (TMPs) through applying the
matrix table 5.9 below.



Minimum Long

Counterparty/Financial term Credit Criteria

instrument

DMAF UK Government

Specified Investments

Table 5.9: specified and non-specified investment approved instruments and limits

‘Non specified Investments

UK Government gilts

UK Government Treasury
bills

Money Market Funds CNAV

Money MARKET Funds
LVNAV

Money Market Funds VNAV*

UK Local Authority term
deposits (LA)**

Term Deposits with UK
Building Societies

Banks/UK Building Societies
(Term deposits, CD, Call &

Notice accounts)

Banks/UK Building Societies

(Term deposits, CD, Call &
Notice accounts)

Banks/UK Building Societies

(Term deposits, CD, Call &

Notice accounts)

Banks/UK Building Societies
(Term deposits, CD, Call &
Notice accounts)

The Authority’s own banker

Property Funds

Loan Capital and other third
party loans including parish

. Maximum |Counterparty Limit Maximum Counterparty
or Equivalent duration (Em) duration Limit (Em)
n/a 3 months £30m n/a n/a
UK Sovereign rating | 12 months £15m 3 years £5m
UK Sovereign rating [ 6 months £10m n/a n/a

n/a n/a
Liquid
£10m per fund £50m n/a n/a
overall limit n/a n/a
12 months £13m per LA 5 years £5m per LA
Assets worth at least | 12 months £5m n/a n/a
2.5bn but do not
meet the minimum
Bank/Building
ociety credit
12 months £20m 2 years £10m
12 months £17m 12 months £5m
12 months £10m n/a n/a
6 months £5m n/a n/a
12 months [E15m (for day to day| Non-specified
operational working | investment if |balances will be
capital requirements| banker fails to | minimised as
— not for investment meet the far asis
purposes) minimum credit possible.
criteria
redit loss analysis,
inancial and legal
due diligence n/a n/a n/a £5m per fund
considered on
ubject to financial &| individual considered on
legal due diligence basis n/a individual basis n/a

councils

* Specialist advice will be obtained before the use of VNAV money market funds
** |nvestments with Local authorities will reviewed and considered on a case by case basis

5.89 As part of the 2025-2026 TMS officers will increase the overall allocation limit
for Money Market Funds (MMF’s) to £50M (whilst maintaining the individual
MMF maximum limit of £20M per MMF). This will result in the need for at
least two further MMF’s to be sourced during the year and will add additional
investment security and cash liquidity options.

Sovereign limits

5.90 Alongside changes in banking regulations which are focused on improving the
banking sectors resilience to financial and economic stress, due care will be



taken to consider the country, group and sector exposure of the Council’s
investments.

5.91 The Council will only use approved counterparties from the UK and countries
with a sovereign credit rating from the three main rating agencies equal to or
above AA-. In addition:

« No more than 20% will be placed with any non-UK country at any time
and would always be sterling investments

« Sector limits will be monitored regularly for appropriateness.

5.92 Due to the current economic outlook for the UK economy, the UK sovereign
rating is currently on the lowest acceptable level suggested for approved
countries of AA-. However, if credit rating agencies downgrade the UK below
AA- (the minimum Sovereign rating for 2025-2026), the council will
immediately seek advice from its treasury adviser and report to council at the
earliest possible reporting date.

Table 5.10: Sovereign rating for 2025-2026

AAA Sweden AA
Australia Switzerland France
Denmark

Germany AA+ AA-
Luxembourg Canada Belgium
Netherlands Finland Hong Kong
Norway USA U.K.
Singapore

Bank of England iteration UK bank stress tests

5.93 In addition to the use of credit ratings provided by the three main rating
agencies the other factors identified in paragraphs 5.79 and 5.80 will be taken
into consideration when selecting UK banks.

Money Market Funds (MMFs)

5.94 Money market funds are pooled investment vehicles consisting of instruments
similar to those used by the council. They have the advantage of providing
wide diversification of investment risks, coupled with the services of a
professional fund manager and analyst team. Fees are deducted from the
interest paid to the council.

Building societies
5.95 Although the regulation of building societies is no longer any different to that

of banks, the council may use building societies which meet the minimum
credit rating for Banks and Building Societies or have a minimum asset size of
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£2.5bn but will restrict these types of investments to fixed deposits subject to
lower cash limit and shorter time limit.

Current account banking

The council’s current accounts are held with Barclays Bank UK Plc (Ring
Fenced Bank RFB). In the event of the credit rating of Barclays Bank UK Plc
(RFB) falling to a point lower than the council’s minimum credit criteria of A-
long term rating, the council will treat its bank as “high credit quality” for the
purpose of making investments that can be withdrawn on the next working
day.

UK banks —ring fencing

The council will continue to assess any newly formed entities against existing
criteria and those with sufficiently high ratings will be considered for
investment purposes.

Investment risk benchmarking

These benchmarks are simple guides to maximum risk, so they may be
breached from time to time, depending on movements in interest rates and
counterparty criteria. The purpose of the benchmark is that officers will
monitor the current and trend position and amend the operational strategy to
manage risk as conditions change. Any breach of the benchmarks will be
reported, with supporting reasons in the mid-year or annual Treasury
Management report.

Security benchmark

Counterparty risk will increase as duration of investment increases. The
council will continue its policy of investing the majority of its investments with
duration of less than 12 months. The councils security risk benchmark for the
current portfolio, when compared to the historic default tables is 0.04%. This
benchmark is an average risk of default measure and will be monitored
retrospectively and action taken to manage the security risk when considering
future investments.

Liquidity

5.100 The council seeks to maintain the following Liquidity:

e Bank overdraft — zero balance

e Liquid short-term deposits of at least £1m available with a week’s notice.

o Weighted average life benchmark is expected to be 0.50 years, with a
maximum of 1.00 year. However, this benchmark may change if the
Council decides to invest longer than 12 months.

Yield
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Local measures of yield benchmarks are:

e Investments — internal returns above the 7-day SONIA (Sterling Overnight
Index Average) rate.

Ethical investment

The council will not knowingly invest directly in businesses whose activities
and practices pose a risk of serious harm to individuals or groups, or whose
activities are inconsistent with the council’s mission and values.

This applies to direct treasury investment only. The council’s normal money
market activity would usually be with financial institutions which may have
unknown indirect links with companies which the council will be unable to
monitor. However, where known links are publicly available the council will not
knowingly invest.

Environmental, Social and Corporate Governance Policy

The updated Treasury Management Code published in December 2021
included a requirement under TMP1 that ‘the organisation’s credit and
counterparty policies should set out its policy and practices relating to
environmental, social and governance (ESG) investment considerations’. The
Code acknowledges that this is a developing area, and it is not implied that
the organisation’s ESG policy will currently include ESG scoring or other real-
time ESG criteria at the individual investment level. The council will continue
to review and build on the emerging guidance in this area of treasury
management as well as seek updates on good practice from its Treasury
Management advisors.

The Council and its Members have a fiduciary duty to act in the best interests
of local taxpayers in the management of the council’s resources. The law is
clear that the Members must primarily act in the best financial interests of
local taxpayers. Broadly speaking, Members must take financially material
considerations into account (i.e. those which may affect investment returns)
but cannot take decisions based purely on non-financial factors. Additionally
the S151 Officer has a duty to ensure the effective financial management of
the local authority as a whole, meaning that there is a wider responsibility than
simply applying a policy set by the Administration or the Full Council, i.e. to
ensure that the financial interests of Council Tax Payers are protected
effectively, such as balancing the budget but also then in determining the best
way to balance the financial viability of investments with the political priorities
of the Administration and/or the Full Council.

The Council recognises that environment, social and governance (ESG)
factors can influence investment performance and the ability to achieve
sustainable returns. The Councils Treasury Management (TM) Committee
therefore considers the following two key areas of responsible investment:

« Corporate Governance — acting as responsible and active investors.
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e Sustainable investment — considering the financial impact of environmental,
social and governance (ESG) factors on its investments.

The TM Committee takes ESG matters very seriously and will regularly
conduct reviews of its policies in this area with advice from its Treasury
Advisors. The TM Committee has developed the following responsible
investment beliefs.

« The TM Committee has an overriding duty to manage its investments in
accordance with the Committees Terms of reference and the council’s legal
obligation under the Local Government Act 2003;

o The Committee will adopt the relevant codes of practice and guidance
issued by CIPFA (Chartered Institute of Public Finance & Accountancy) and
the DLUHC (Department for Levelling Up, Housing and Communities)
including CIPFA’s Treasury Management Code of practice and the
Prudential Code.

« The TM Committee consider proactive management of our ESG approach
and will therefore encourage the Council’s TM Advisers to actively engage
with officers and the financial markets to identify suitable counterparty’s and
investments.

As part of their Environmental, Social and Governance (ESG) considerations,
our TM Advisors should review the market for approaches to environmental
factors such as fossil fuels and climate change along with Social factors such
as employee rights and Governance factors such as compliance with standard
industry practice and Legislation.

The TM Committee expects its advisors to demonstrate a positive review of
the market in response to:

« Matters of social responsibility.

« Environmental policy on how their impact can be minimised.

« Monitor risks and opportunities associated with climate change and fossil
fuels.

« Anticipate future legislative requirements.

As part of the Council’s Counterparty list, the Council has access to a
Sustainable triple A rated Money Market Fund. This allows the Council to
place up to £10M of its surplus cash in an ESG focused fund which is low risk
provides next day liquidity and market rate return.

Where the Council opens further Money Market Funds these will be European
Union Sustainable Finance Disclosure Regulation (EUSFDR) Article 8
compliant (or equivalent), AAA rated Money Market Funds (MMF’s).

The Council will continue to work with its Treasury advisors to identify suitable
ESG or Ethical investment options in accordance with the credit rating criteria
set out in table 5.9.
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Policy on charging interest to the Housing Revenue Account (HRA)

Following the reform of housing finance, the council can adopt its own policy
on sharing interest costs and income between the General Fund (GF) and the
Housing Revenue Account (HRA).

The CIPFA Code recommends that authorities state their policy on this matter
each year in their treasury management strategy. The charge is required to
be fair to the general fund and to the HRA. This council’s policy is to charge
the HRA with actual interest on external debt plus an element for any under-
borrowing and pay interest income on surplus cash at the Council’s pooled
borrowing/investment rates.

Policy on use of financial derivatives

The council will not use standalone derivatives except where they can be
clearly demonstrated to reduce the overall level of financial risk that the
council is exposed to.

List of Appendices

Appendix A: Minimum Revenue Provision (MRP) policy statement
Appendix B: Key Financial, Prudential and treasury indicators
Appendix C: Economic background

Appendix D:Treasury management scheme of delegation

Appendix E: The treasury management role of the section 151 officer



APPENDIX A
Minimum Revenue Provision (MRP) policy statement
For capital expenditure incurred:

1. In 2023/24, the Authority’'s MRP policy was subject to a comprehensive review
of MRP charges and methodology by the Council’s Treasury Advisors. This
policy reflects the new MRP calculation methods that have been implemented.

2.  For supported capital expenditure incurred before 1st April 2008, the Authority
will apply the Asset Life Method using an annuity calculation and will take
account of the regulatory calculated Adjustment A, which was a means of
maintaining broad neutrality between the old and new MRP systems that took
effect prior to April 2008.

3. Unsupported borrowing will be subject to MRP under option 3 of the guidance
(Asset Life Method). MRP will be based on the estimated life of the assets in
accordance with the statutory guidance using the annuity method, calculated on
a weighted average basis.

4. MRP in respect of unsupported borrowing taken to meet expenditure, which is
treated as capital expenditure by virtue of either a capitalisation direction or
regulations, will be determined in accordance with the asset lives as
recommended by the statutory guidance.

5. The interest rate applied to the annuity calculations will reflect the market
conditions at the time and will, for the current financial year, be based on PWLB
annuity rates.

6. Where applicable, repayments included in annual PFI or finance leases are
applied as MRP.

7. MRP Overpayments - The MRP Guidance allows that any charges made in
excess of the statutory minimum revenue provision (MRP), i.e. voluntary
revenue provision (VRP) or overpayments, can 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. The Council overpaid £6.982m of MRP in previous years. This amount is
being gradually released to the general fund revenue budget on a straight-line
basis over 40 years. From the 2025-2026 TM Strategy onwards, there is
£5.585m over 32 years still to be released. The amount of VRP made by the
council to 31st March 2025 is £0.377m. A further £0.034m VRP will be made in
2025-2026.

8. MRP will commence in the year following the year in which capital expenditure
financed from borrowing is incurred, except for asset under construction where
the MRP will be deferred until the year after the asset becomes operational.



10.

11.

12.

13.

14.

For capital loans which are classed as non-commercial and have not been
subject to a recognised credit loss in the current or any previous financial year
the Council has chosen not to provide MRP.

For capital loans which are classed as commercial and have not been subject
to a recognised credit loss in the current or any previous financial year then the
Council will provide MRP over the useful life of the assets purchased by the
third party.

Capital receipts received from the non-commercial and commercial loan
repayments in the financial year will be used to reduce the debt liability i.e. the
capital receipts will be used in lieu of MRP to reduce the CFR.

For capital loans to third parties granted before 7 May 2024 - Where those
loans have been subject to an actual or expected credit loss in the current or
any previous financial year then MRP will be provided in each financial year
over the useful life of the assets purchased by the third party.

For capital loans to third parties granted on or after 7 May 2024 - Where those

loans are subject to an expected or actual credit loss, then the MRP charge will
be at least the amount of the recognised credit loss for the financial year, after

adjusting for any previous MRP or capital receipts applied to the loan.

For supported capital expenditure incurred before 1st April 2008, the Authority
will apply the Asset Life Method using an annuity calculation and will take
account of the regulatory calculated Adjustment A, which was a means of
maintaining broad neutrality between the old and new MRP systems that took
effect prior to April 2008. This methodology writes down the debt liability over a
much shorter period than the regulatory method and is therefore deemed
prudent.



Appendix B

1. Key Financial, Capital Prudential and Treasury Indicators 2024-2025 - 2029-
2030

Background

1.1 Local government finance is subject to a high level of regulation. There are
various codes of practice which the council, under legislation, has a duty to have
regard to when taking its budget decisions.

1.2 This section of the report provides information to show the affordability,
proportionality, and value of potential risk exposure with regard to the council’s
proposals for borrowing, lending to third parties, investment in equity shares in
third parties, as well as its commercial income streams.

1.3 MHCLG has suggested various financial indices that could be used to fulfil this
requirement and recommends that councils should “where appropriate” consider
setting self-assessed limits or targets for these indices.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachm
ent data/file/678866/Guidance on local government investments.pdf

1.4 For the majority of indicators, the council has not elected to set self-assessed
limits. This will be kept under review as better benchmarking data becomes
available from other authorities. The annual limit regarding borrowing along with
a number of other prudential and Treasury Management indicators are set in the
above Treasury Management Strategy.

1.5 The indices chosen as being the most appropriate for the council’s
circumstances at present take as their starting point figures from the 20234/24
draft statement of accounts and project these forward for this financial year and
the five following years.

1.6 The MHCLG do not specify any indices for the HRA — they are given in the
tables that follow where appropriate to do so using locally derived indicators.

Key Financial Indicators Balance Sheet position - strong

1.7 The balance sheet provides a “snapshot” of the council’s financial position at a
specific point in time showing what it owns and owes. The council currently has a
strong balance sheet position. The balance sheet in the draft 2023/24 statement
of accounts shows total long-term assets valued at just under £1.2bn, most of
which are land and property assets including the council’s HRA housing. The
Councils usable Reserves totals £163M.

1.8 As at 31 March 2024, the council had external borrowing of £208m (£204m long-
term, £4m short-term) which is 17% of the value of the council’s assets. In
addition, the council had borrowed £92m internally from its own cash holdings to
temporarily fund capital expenditure and investments. The total long-term


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

1.9

1.10

1.11

1.12

2.1

2.2

2.3

indebtedness of the council at the end of last financial year was therefore £300m
(this figure is known as the capital financing requirement (CFR)).

Long term investments (equity shares) as at the 31 March 2024 include a £3.4m
shareholding in Lion Homes (Norwich) Ltd (LHL) and £0.370m shareholding in
Norwich City Services Ltd (NCSL).

In the 2023/24 long term debtors, the amounts lent to third parties on commercial
terms comprise a £6.150m loan to LHL, Two capital loans to NCSL totalling
£1.220M, two £0.500m working capital loans to NCSL and a £0.104m loan to
Norwich Preservation Trust. The council also makes “soft” loans (on non-
commercial terms) to others, for example home improvement loans to residents.
Only the lending undertaken on commercial terms needs to be considered as
part of the requirements arising from the revised Investment Code.

Forecast Balance Sheet position

The council’s budget proposals contained within this budget report will result in a
growing balance sheet both in terms of the long-term assets that will be held by
the council (in particular social housing and long-term debtors) as well as its
long-term liabilities (its capital financing requirement or underlying need to
borrow).

Core Funds and Expected Investment Balances

The application of resources (reserves, capital receipts etc.) 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 (asset sales etc.). A table detailing estimated year-
end balances for each resource and anticipated day-to-day cash flow balances
are included in the main Treasury Management Strategy document.

Capital Prudential and Treasury Indicators

Capital Expenditure - The Authority’s capital expenditure plans are the key driver
of treasury management activity. The output of the capital expenditure plans is
reflected in the prudential indicators, which are designed to assist members’
overview and confirm capital expenditure plans. The Capital expenditure plans
are shown in the Treasury Management Strategy document.

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 Authority’s overall finances.

The Council’s Capital expenditure plans should be considered alongside the cost
of past borrowing, maintenance requirements and planned disposals. The
authority’s Minimum Revenue Provision (MRP) policy will also have a critical
impact on the overall affordability of new borrowing. This indicator identifies the
trend in the Capital Financing costs are shown as a % net revenue stream



(taxation and non-specific grant income excluding capital grants, contributions
and donated assets).

2023/24 2024 2025 2026 2027 2028 2029
2025 2026 2027 2028 2029 2030
Estimate | Estimate Estimate Estimate Estimate Estimate
£000 £000 £000 £000 £000 £000 £000
Capital Financing costs as a% of Net Revenue Stream
Non-HRA 4% 2% 3% 3% 3% 3% 3%
HRA 8% 8% 8% 9% 9% 9% 9%

2.4 This indicator shows the HRA debt per dwelling and shows a consistent estimated
debt of £15K per dwelling, with a small increase in the forecast cost per dwelling

to reflect additional borrowing requirements flagged in the HRA capital programme
for 2029-2030.

2023/24
Actual

2024 2025
Estimate

£000
HRA Debt per Dwelling

2025 2026

Estimate
£000

2026 2027
Estimate

£000

2027 2028
Estimate

£000

2028 2029
Estimate

£000

2029 2030
Estimate

HRA debt £m (CFR) 208,532 208532 | 208,532 208,532 | 208,532 208,532 224,421
Number of HRA 14,257 14,211 14,131 14,003 14,001 14,000 13,994
dwellings

Debt per dwelling £ 14,627 14,674 14,757 14,892 14,894 14,895 16,037

Maturity Structure of Borrowing

2.5 Maturity structure of borrowing. These gross limits are set to reduce the Authority’s
exposure to large, fixed rate sums falling due for refinancing, and are required for
upper and lower limits. The maturity structure of borrowing are shown in Treasury

Management Strategy.

Control of Interest Rate Exposure

2.6 The measures to manage the Control of interest rate exposure (including Interest
rate forecasts, Prospect for Interest Rates, Borrowing Strategy and Annual
Investment Strategy) are shown in the main Treasury Management Strategy.

3. The Council’s non-financial (commercial) investments to net Revenue

Stream

3.1 This ratio shows the general fund’s dependence on commercial income to
deliver core general fund services. The ratio is shown as a % against net
revenue stream (taxation and non-specific grant income excluding capital grants,

contributions and donated assets).




Net commercial income to Net Revenue Stream

2024 2025 2026 2027 2028 2029
2025 2026 2027 2028 2029 2030

2023/24

Actual Estimate Estimate Estimate Estimate Estimate Estimate
£000 £000 £000 £000 £000 £000 £000

Commercial Property
Income (6,703) | (6,041) | (6,275) | (6,275)| (6,275) | (6,275) | (6,275)
Commercial Property
Expenditure 4,337 2,444 2,699 2,710 2,718 2,726 2,734
MRP 829 850 871 894 916 939 963
Airport Industrial Net
Income (44) 0 0 0 0 0 0

Net Commercial Property (2,747) (2,705) (2,671) (2,641) (2,610) (2,578)
Income

Lending interest income (372) (376) (376) (376) (376) (376) (376)
Assumed lending cost 169 119 129 129 129 129 129

Net 3rd Party Lending (203) (257) (247) (247) (247) (247) (247)
Income

Net Commercial Income (1,784)  (3,004)  (2,952) (2,918) (2,888)  (2,857)  (2,825)

Net Revenue Stream

Net Commercial Income
as a % of Net Revenue
Stream

3.2 For 2024-2025 onwards the net and gross income from Commercial property are
based on the proposed budget assumptions. Income from the council’s car parks
is not included in this analysis as the primary reason for owning and managing
them is not solely for-profit making purposes.



Appendix C
ECONOMIC BACKGROUND
o The third quarter of 2024 (July to September) saw:

e« GDP growth stagnating in July following downwardly revised Q2
figures (0.5% q/q);

« A further easing in wage growth as the headline 3myy rate (including
bonuses) fell from 4.6% in June to 4.0% in July;

« CPIlinflation hitting its target in June before edging above it to 2.2% in
July and August;

e Core CPl inflation increasing from 3.3% in July to 3.6% in August;

« The Bank of England initiating its easing cycle by lowering interest
rates from 5.25% to 5.0% in August and holding them steady in its
September meeting;

e 10-year gilt yields falling to 4.0% in September.

e The economy’s stagnation in June and July points more to a mild slowdown in
GDP growth than a sudden drop back into a recession. Moreover, the drop in
September’s composite activity Purchasing Managers Index, from 53.8 in August
to 52.9, was still consistent with GDP growth of 0.3%-0.4% for the summer
months. This is in line with the Bank of England’s view, and it was encouraging
that an improvement in manufacturing output growth could be detected, whilst the
services PMI balance suggests non-retail services output grew by 0.5% g/q in Q3.
Additionally, the services PMI future activity balance showed an uptick in
September, although readings after the Chancellor's announcements at the
Budget on 30th October will be more meaningful.

e« The 1.0% m/m jump in retail sales in August was stronger than the consensus
forecast for a 0.4% m/m increase. The rise was reasonably broad based, with six
of the seven main sub sectors recording monthly increases, though the biggest
gains came from clothing stores and supermarkets, which the ONS reported was
driven by the warmer-than-usual weather and end of season sales. As a result,
some of that strength is probably temporary.

o The Government’s plans to raise public spending by around £16bn a year (0.6%
GDP) could weaken GDP growth in the medium-term. However, if taxes are raised
in line with spending (i.e., by £16bn) that would mean the overall stance of fiscal
policy would be similar to the previous government’s plan to reduce the budget
deficit. Additionally, rises in public spending tend to boost GDP by more than
increases in taxes reduce it. Our colleagues at Capital Economics suggest GDP
growth will hit 1.2% in 2024 before reaching 1.5% for both 2025 and 2026.



o The further easing in wage growth will be welcomed by the Bank of England as a
sign that labour market conditions are continuing to cool. The 3myy growth rate of
average earnings fell from 4.6% in June to 4.0% in July. On a three-month
annualised basis, average earnings growth eased from 3.0% to 1.8%, its lowest
rate since December 2023. Excluding bonuses, the 3myy rate fell from 5.4% to
5.1%.

e Other labour market indicators also point to a further loosening in the labour
market. The 59,000 fall in the alternative PAYE measure of the number of
employees in August marked the fourth fall in the past five months. And the 77,000
decline in the three months to August was the biggest drop since November 2020.
Moreover, the number of workforce jobs fell by 28,000 in Q2. The downward trend
in job vacancies continued too. The number of job vacancies fell from 872,000 in
the three months to July to 857,000 in the three months to August. That leaves it
34% below its peak in May 2022, and just 5% above its pre-pandemic level.
Nonetheless, the Bank of England is still more concerned about the inflationary
influence of the labour market rather than the risk of a major slowdown in labour
market activity.

« CPIl inflation stayed at 2.2% in August, but services inflation rose from a two-year
low of 5.2% in July to 5.6%, significantly above its long-run average of 3.5%. Food
and fuel price inflation exerted some downward pressure on CPI inflation, but
these were offset by the upward effects from rising furniture/household equipment
inflation, recreation/culture inflation and a surprisingly large rise in airfares inflation
from -10.4% in July to +11.9% in August. As a result, core inflation crept back up
from 3.3% to 3.6%. CPI inflation is also expected to rise in the coming months,
potentially reaching 2.9% in November, before declining to around 2.0% by mid-
2025.

« The Bank initiated its loosening cycle in August with a 25bps rate cut, lowering
rates from 5.25% to 5.0%. In its September meeting, the Bank, resembling the
ECB more than the Fed, opted to hold rates steady at 5.0%, signalling a
preference for a more gradual approach to rate cuts. Notably, one Monetary Policy
Committee (MPC) member (Swati Dhingra) voted for a consecutive 25bps cut,
while four members swung back to voting to leave rates unchanged. That meant
the slim 5-4 vote in favour of a cut in August shifted to a solid 8-1 vote in favour of
no change.

o Looking ahead, CPI inflation will likely rise in the coming months before it falls
back to its target of 2.0% in mid-2025. The increasing uncertainties of the Middle
East may also exert an upward pressure on inflation, with oil prices rising in the
aftermath of Iran’s missile attack on Israel on 1 October. China’s recent outpouring
of new fiscal support measures in the latter stages of September has also added
to the upshift in broader commaodity prices, which, in turn, may impact on global
inflation levels and thus monetary policy decisions. Despite these recent
developments, our central forecast is still for rates to fall to 4.5% by the end of
2024 with further cuts likely throughout 2025. This is in line with market
expectations, however, although a November rate cut still looks likely, December
may be more problematic for the Bank if CPI inflation spikes towards 3%. In the
second half of 2025, though, we think a more marked easing in inflation will prompt



the Bank to speed up, resulting in rates eventually reaching 3.0%, rather than the
3.25-3.50% currently priced in by financial markets.

Our forecast is next due to be updated around mid-November following the 30
October Budget, 5 November US presidential election and the 7 November MPC
meeting and the release of the Bank of England Quarterly Monetary Policy
Report.

Looking at gilt movements in the first half of 2024-2025, and you will note the 10-
year gilt yield declined from 4.32% in May to 4.02% in August as the Bank’s August
rate cut signalled the start of its loosening cycle. Following the decision to hold the
Bank Rate at 5.0% in September, the market response was muted, with the 10-
year yield rising by only 5bps after the announcement. This likely reflected the fact
that money markets had priced in a 25% chance of a rate cut prior to the meeting.
The yield had already increased by about 10bps in the days leading up to the
meeting, driven in part by the Fed's "hawkish cut" on 18 September. There is a
possibility that gilt yields will rise near-term as UK policymakers remain cautious
due to persistent inflation concerns, before declining in the longer term as rates
fall to 3.0%.

The FTSE 100 reached a peak of 8,380 in the third quarter of 2024, but its
performance is firmly in the shade of the US S&P500, which has breached the
5,700 threshold on several occasions recently. Its progress, however, may pause
for the time being whilst investors wait to see who is elected the next US President,
and how events in the Middle East (and Ukraine) unfold. The catalyst for any
further rally (or not) is likely to be the degree of investors’ faith in Al.

MPC meetings: 9 May, 20 June, 1 August, 19 September 2024

On 9 May, the Bank of England’s Monetary Policy Committee (MPC) voted 7-2 to
keep Bank Rate at 5.25%. This outcome was repeated on 20" June.

However, by the time of the August meeting, there was a 5-4 vote in place for rates
to be cut by 25bps to 5%. However, subsequent speeches from MPC members
have supported Governor Bailey’s tone with its emphasis on “gradual” reductions
over time.

Markets thought there may be an outside chance of a further Bank Rate reduction
in September, following the 50bps cut by the FOMC, but this came to nothing.

November saw a rate cut to 4.75% but, thereatfter, inflation and employment data
releases, as well as geo-political events, are likely to be the determinant for what
happens in the remainder of 2024-2025 and into 2025-2026.

In the chart below, despite a considerable gilt market rally in mid-September, rates
started and finished the six-month period under review in broadly the same position.
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HIGH/LOW/AVERAGE PWLB RATES FOR 02.04.24 — 30.09.24

1 Year 5 Year 10 Year 25 Year 50 Year
02/04/2024 5.39% 4.72% 4.80% 5.28% 5.07%
30/09/2024 4.95% 4.55% 4.79% 5.33% 5.13%
Low 4.78% 4.31% 4.52% 5.08% 4.88%
Low date 17/09/2024 17/09/2024 17/09/2024 17/109/2024 17/09/2024
High 5.61% 5.14% 5.18% 5.61% 5.40%
High date 29/05/2024 01/05/2024 01/05/2024 01/05/2024 01/05/2024
Average 521% 4.76% 4.88% 5.35% 5.14%
Spread 0.83% 0.83% 0.66% 0.53% 0.52%
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Appendix D
TREASURY MANAGEMENT SCHEME OF DELEGATION
(i) Cabinet and Full council — Responsible Body

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

« approval of annual strategy.

« approval offlamendments to the organisation’s adopted clauses,
treasury management policy statement and treasury
management practices.

« budget consideration and approval.

« approval of the division of responsibilities.

e receiving and reviewing regular monitoring reports and acting on
recommendations.

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

(ii) Treasury Management Committee - Body with responsibility
for scrutiny

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



Appendix E

THE TREASURY MANAGEMENT ROLE OF THE SECTION 151 OFFICER
The S151 (responsible) officer

recommending clauses, treasury management policy/practices for approval,
reviewing the same regularly, and monitoring compliance;

submitting regular treasury management policy reports;

submitting budgets and budget variations;

receiving and reviewing management information reports;

reviewing the performance of the treasury management function;

ensuring the adequacy of treasury management resources and skills, and the
effective division of responsibilities within the treasury management function;
ensuring the adequacy of internal audit, and liaising with external audit;
recommending the appointment of external service providers.

The above list of specific responsibilities of the S151 officer in the 2021 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 the 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 (TM Code p54): -

- Risk management (TMP1 and schedules), including investment and
risk management criteria for any material non-treasury investment
portfolios;



Performance measurement and management (TMP2 and schedules),
including methodology and criteria for assessing the performance and
success of non-treasury investments;

Decision making, governance and organisation (TMP5 and
schedules), 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 (TMP6 and schedules),
including where and how often monitoring reports are taken;

Training and qualifications (TMP10 and schedules), including how the
relevant knowledge and skills in relation to non-treasury investments
will be arranged.
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