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TREASURY MANAGEMENT STRATEGY 2023-24

INTRODUCTION
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Cheshire Fire Authority (“the Authority”) is required to operate a balanced budget
meaning that cash raised during the year from grants, council tax and other income
sources will match the cash expenditure for the year. The first requirement of treasury
management is to ensure that this cashflow is adequately planned with cash being
available when it is needed. Surplus funds are invested in low risk counterparties or
financial instruments commensurate with a low risk appetite, that offer adequate liquidity
(i.e. ease of access) before considering any return on the investment. The investment
strategy objectives are, in order of priority, security, liquidity and then yield (i.e. interest
earned).

The second main function of treasury management is the funding of the capital
programme. The capital programme and plans provide a guide to the Authority’s
borrowing requirement which is essentially the longer-term cashflow planning to ensure
that the capital programme commitments can be met. The management of longer-term
cashflow may involve arranging long or short-term loans or the use of cashflow
surpluses. Any debt currently held may also be re-structured when favourable
conditions arise and in line with risk and/or cost objectives.

The contribution the treasury management function makes to the organisation 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 resultin a loss
to the balance on the General Reserve.

The Chartered Institute of Public Finance and Accountancy (CIPFA) defines treasury
management as:

‘The management of the local authority’s borrowing, investments and cash flows,
including 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. The Authority does not currently undertake or plan to enter into any non-
treasury activities.
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CIPFA published revised Prudential and Treasury Management Codes on 20 December
2021. The Authority has regard to these codes of practice when it prepares the Treasury
Management Strategy and included Annual Investment Strategy.

The revised codes have a number of implications for public sector organisations
although most have limited or no impact on the Authority, which does not currently hold
or plan to enter into any commercial or non-treasury investments. In view of this, the
most notable new requirement for the Authority is a requirement to adopt a new debt
liability benchmark treasury indicator to support the financing risk management of the
capital financing requirement (included at paragraph 4.3 of this Strategy).

In addition, all investments and investment income must 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 that
seeks to prudently manage the risks, costs or income relating to existing or forecast debt
or treasury investments. All of the Authority’s current and planned investments fall into
this category.

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”. The Authority has no Service Delivery investments.

Commercial Return

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

The CIPFA 2021 Prudential and Treasury Management Codes require the preparation
of a Capital Strategy providing a longer-term focus to capital plans including:

. 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 Capital Strategy is being reported separately as part of the annual budget report

pack. The aim of the Capital Strategy is to ensure that the Authority fully understands

the overall long-term policy objectives and resulting Capital Strategy requirements,
governance procedures and risk appetite.
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TREASURY MANAGEMENT REPORTING REQUIREMENTS

The Authority is required to receive and approve, as a minimum, three main reports each
year concerned with treasury management which include information about policies,
estimates and actual income and expenditure.

Treasury Management Strategy (this report) — the first and most important report
covering:

o the capital plans (including prudential indicators);

o Borrowing Strategy and prudential limits (how borrowings are to be organised
and includes the treasury indicators);

o an Investment Strategy (the parameters on how investments are to be managed);
and

o a minimum revenue provision (MRP) policy statement (how residual capital
expenditure is charged to revenue over time).

A Mid-Year Treasury Management Report — this updates the Authority on the
progress of the capital position, updates prudential indicators as necessary, and whether
the actual execution of treasury management is in line with the Strategy or whether any
policies need revision.

An Annual Treasury Management Report — This is a backward looking review
document and provides details of a selection of actual prudential and treasury indicators
and actual treasury operations compared to the estimates within the Strategy.

Quarterly reports — In addition to the three major reports detailed above, from 2023-
24, additional quarterly reporting (end of June/end of December) is also required. This
new reporting requirement will be fulfiled by the inclusion of updated and forecast
Treasury/Prudential Indicators within the main First Quarter and Third Quarter financial
review reports to Performance and Overview Committee.

Scrutiny - The above reports are required to be adequately scrutinised before being
recommended to the Fire Authority. This scrutiny is undertaken regularly by the
Treasurer, the Head of Finance and the Chief Accountant. as part of the review process
as quarterly reports are prepared, and by the Chief Fire Officer and Chief Executive and
the Director of Governance prior to reports being submitted for approval to Members.
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TREASURY MANAGEMENT STRATEGY 2023-24
The Treasury Management Strategy covers two main areas:-

Capital:
s The capital expenditure plans and associated prudential indicators; and
s The minimum revenue provision (MRP) statement.

Treasury Management:
o The current position;
Prudential indicators which limit the treasury risks and activities of the Authority;
Prospects for interest rates;
The borrowing strategy;
The policy on borrowing in advance of need;
Debt rescheduling;
The investment strategy;
The policy on creditworthiness; and
The policy on using external service providers in relation to Treasury
Management.

a
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These elements cover the requirements of the Local Government Act 2003, the
Department of Levelling Up, Housing and Communities (DLUHC) Investment Guidance,
DLUHC Minimum Revenue Provision (MRP) Guidance, the CIPFA Prudential Code and
the CIPFA Treasury Management Code.

The CIPFA Treasury Management Code requires the responsible officer (the Fire
Authority Treasurer) to ensure that anyone with responsibility for treasury management
receives adequate training. The Code requires that organisations 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 which is appropriate to the size
and complexity of the organisation’s treasury management needs.

The external treasury management supplier will provide suitable training during the year
as appropriate and the training needs of treasury management officers will be regularly
reviewed in order to maintain those skills and keep them up to date.

The Finance team will manage all day to day treasury management services on behalf
of the Authority, supported directly by Link Group as its external treasury management
advisors. However, it is recognised that responsibility for treasury management
decisions remains with the Authority at all times and overdue reliance will not be placed
upon one source of advice alone. Nevertheless, it is also recognised that there is value
in employing external advisors in order to gain access to specialist skills and resources.
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CAPITAL EXPENDITURE PRUDENTIAL INDICATORS 2023-26

Capital expenditure

Capital expenditure plans are a key driver of treasury management activity. The funding
of such plans impact on cash balances and borrowing requirements in the short and
longer terms. The on-going consequences of these decisions have a direct impact on
the annual revenue budget. As such, the following prudential indicators show the
proposed capital expenditure plans, how they are to be funded, the impact on the
organisation’s finances and their affordability in terms of the impact on revenue budgets.

This prudential indicator is a summary of the Authority’s capital expenditure plans, both
those agreed previously, and those forming part of this budget cycle. These are based
on actual and forecast 2022-23 cash spend along with the planned future capital
programme.

Table 1: Capital Expenditure

2022-23 2023-24 2024-25 2025-26
Estimate Estimate Estimate Estimate
£000 £000 £000 £000
9,336 9,592 6,528 5,375

The next table shows how the above capital expenditure is to be financed. Where there
is a shortfall in available funds, the shortfall is covered by an additional borrowing
requirement. It is anticipated that c£12m of additional borrowing requirement will be
utilised over the period to finance planned major estates projects in Crewe and Wilmslow,
along with continuing modernisation of Service houses. The Fire Station Modernisation
Programme is also included in these capital expenditure forecasts and is expected to
recommence in 2023 following review.

It should also be noted that there is currently no financial provision included in any plans
relating to either Ellesmere Port or Warrington Fire Stations. If significant additional
capital expenditure is approved in respect of these sites, it will be necessary to increase
the future borrowing requirement and to recognise the impact of associated financing
costs in the Medium Term Financial Plan.

Table 2: Capital Financing

2022-23 2023-24 | 2024-25 | 2025-26
Estimate Estimate | Estimate | Estimate
£000 £000 £000 £000
9,336 | Forecast Spend 9,592 6,528 5,375

Financed by:
0 | Capital grants 0 0 0
25 | Capital Receipts 0 0 0
2,011 | Capital Reserves & 5542 | 6278 5125
Revenue Contributions
7,300 | Borrowing requirement 4,050 250 250
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Capital Financing Requirement (or borrowing needs)

The second prudential indicator is the Authority’s Capital Financing Requirement (CFR).
The CFR is simply the total historic outstanding capital expenditure which has not yet
been financed either from revenue or capital funds. It is essentially a measure of
borrowing need and any capital expenditure not financed in the above table will increase
the CFR.

It should be noted that the CFR increases during the period of the current MTFP,
reflecting the new borrowing requirement due to planned capital expenditure.

Table 3: Capital Financing Requirement (CFR)

2022-23 . . . . 2023-24 | 2024-25 | 2025-26
Estimate :?gg)al Financing Requirement Estimate | Estimate | Estimate
£000 £000 £000 £000
16,126 | CFR brought forward 22,624 | 25,925 | 25,276
7,300 | Net financing need for the year 4,050 250 250
(802) | Less MRP (749) (899) (909)
22,624 | CFR carried forward 25,925 | 25,276 | 24,617
6,498 | Movement in CFR 3,301 (649) (659)

The CFRis reduced every year by the minimum revenue provision (MRP). The Authority
is required by statute to set aside MRP each year for the repayment of external debt.
Under amendment regulation 4(1) of the 2008 Regulations, the Authority has a duty to
set aside MRP which it considers to be prudent. Guidance has been issued which sets
out recommendations on the interpretation of ‘prudent’ and the Authority is required to
prepare an annual statement on how it proposes to calculate MRP. The 2023-24 annual
statement is set out in the Annex.

The DLUHC issued a “Consultation on changes to the capital framework: Minimum
Revenue Provision” on 30 November 2021 which primarily covers concerns that the
government has in respect of compliance with the duty to make a prudent MRP. The
consultation states that DLUHC are not intending to change the current statutory
guidance, but to clearly set out in legislation the practices that authorities should already
be following. There are two main proposals and neither will impact upon the Authority’s
current MRP practices which are already consistent and fully compliant with the intent
of the framework and government expectations.

Liability Benchmark

A new prudential indicator from 2023/24 is the Liability Benchmark (LB). The Authority
is required to estimate and measure the LB for the forthcoming financial year and the
following two financial years, as a minimum. However, CIPFA strongly recommends that
the LB is produced for at least ten years and should ideally cover the full debt maturity
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profile of a public body. The chart below covers the Authority’s full debt maturity profile
as recommended.

There are four components to the Liability Benchmark:

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

2. Loans Capital Financing Requirement (CFR): this is calculated in accordance
with the loans CFR definition in the Prudential Code and projected into the future
based on approved prudential borrowing and planned MRP.

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

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

Liability Benchmark
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The aim of the LB is to minimise/reduce refinancing, interest rate and credit risks by
informing the timing and duration of new external borrowing. For this purpose it has been
assumed that a short-term liquidity allowance of £8m is required to be maintained
throughout the period, to provide access to liquidity if needed due to unanticipated short-
term cash flow variations.
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The chart shows that the Authority’s LB is currently rising sharply to a peak in around
2026 indicating the additional borrowing requirement associated with delivery of the
currently approved major estates projects. This requirement then reduces as provision
is made to repay outstanding borrowing via the annual MRP charge whilst no further
Capital Expenditure financed by borrowing is currently planned beyond 2026.

In view of this, by around 2039, the LB will have reduced back down to the level of the
existing loan portfolio, indicating that although there is a significant short to medium term
requirement for new borrowing, this borrowing would ideally be for a range of durations
up to around 16 years, i.e. filling the white triangular period in the chart between 2023
and 2039 where the LB (red line) exceeds the current loan portfolio (black line/bar chart).

The chart also shows that that the existing loan debt portfolio will be fully repaid by 2072
and that the requirement to borrow (CFR) will also be reduced to nil by 2074, indicating
that the Authority’s current MRP policy remains prudent and appropriate.

The chart then indicates that without any further new approved capital expenditure
financed by borrowing beyond the period of the current Capital Strategy, the existing
borrowing portfolio exceeds the LB after 2041. If this remains the case then it indicates
either excess cash requiring investment or an opportunity to repay/restructure debt over
this future period.

Core Funds and Expected Investment Balances

The application of funds (capital receipts, reserves etc.) to finance capital expenditure
or other budget decisions to support the revenue budget will have an on-going impact
on the cash available for investments unless resources are supplemented each year
from new sources (asset sales etc.). Detailed below are the estimated year-end
balances for reserves. The Capital Receipts and Unapplied Capital Grants reserves are
restricted in their usage to funding capital expenditure or repaying debt and cannot be
used for revenue purposes.
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Table 4: Reserves

31 March | 31 March | 31 March | 31 March | 31 March
2022 2023 2024 2025 2026
Reserves Actual Estimate | Estimate | Estimate | Estimate
£000 £000 £000 £000 £000
Earmarked Revenue Reserves
Resource Centre Managers Reserves 6,207 6,384 5,570 4,353 4,353
Funding Support (Covid) Reserve 2,269 1,252 1,252 1,252 1,252
Community Risk Reduction Reserve 371 371 371 371 371
Unitary Performance Group Reserve 226 210 210 210 210
9,073 8,217 7,403 6,186 6,186
Capital Reserves
Usable Capital Receipts 0 0 0 0 0
Revenue Reserve for Capital Expenditure 12,649 12,863 10,392 6,624 3,049
Unapplied Capital Grants 0 0 0 0 0
12,649 12,863 10,392 6,624 3,049
General Reserve
2,210 2,210 2,210 2,210 2,210
General Fund
Total Reserves 23,392 23,290 20,005 15,020 11,445

Affordability Prudential Indicators

So far the Strategy has covered the control of overall capital expenditure plans and
borrowing prudential indicators. The following indicator provides an indication of the
impact of the above capital expenditure plans and their financing proposals on the
overall finances and precept (council tax).

Table 5: Ratio of financing costs to net revenue funding

2021-22 2022-23 2023-24 2024-25 2025-26
Actual Estimate Estimate Estimate Estimate
1.86% 2.24% 2.07% 2.60% 2.67%

This indicator identifies the trend in the financing costs of the Authority, (borrowing, MRP
and other long term obligation costs), against the net revenue stream. The estimates of
financing costs include current commitments and the proposals included in the
budget/medium-term financial plan. The above ratio is increasing due largely to the
removal of available capital grant funding and the requirement to increase borrowing in
order to finance the approved major estates projects. This is most notably new debt
repayment provision (MRP) in respect of the replacement fire station at Crewe and the
purchase of service housing in Wilmslow to allow the Day Crewing duty system to be
introduced at Wilmslow Fire Station.

The above estimates do not include any provision relating to either Ellesmere Port or
Warrington Fire Stations. The affordability of any significant proposed future capital
expenditure in respect of these sites will therefore need to be reviewed carefully
alongside the MTFP.



5.1.1

5.1.2

5.1.3

BORROWING

Section 4 provide details of the capital plans of the Authority. A key function of treasury
management is to ensure that the cash resources are organised in accordance with the
relevant regulations and professional codes so that sufficient cash is available to meet
service activity and the capital strategy. This will involve both cashflow management
and where capital expenditure plans require it, the arrangement of appropriate
borrowing facilities. This Strategy covers the relevant treasury and prudential indicators,
the current and projected debt positions and the Annual Investment Strategy.

Current Debt Position

The current debt position with forward projections, is summarised below. The table
shows actual external debt against the underlying capital borrowing need, highlighting
any internal borrowing or over borrowing.

Table 6: Debt Position

2021-22 | 2022-23 . 2023-24 | 2024-25 | 2025-26
Actual | Estimate g;cc;?}sirzr?l::tw ing Estimate | Estimate | Estimate
£000 £000 £000 £000 £000
External Debt
5,012 12,012 | Debt at 1 April 12,012 15,586 18,119
7,000 0 | Expected change in Debt 3,574 2,533 1,533
12,012 12,012 | External Debt at 31 March 15,586 18,119 19,652
0 0 | Finance Lease 0 0 0
Expected change in Finance
0 0| abes 9 0 0 0
12,012 12,012 | Actual Gross Debt at 31 March 15,586 18,119 19,652
16,126 | 22,624 | Capital Financing Requirement 25,925 25,276 24 617
4,114 | 10,612 | Internal " / (over) borrowing 10,339 7,157 4,965

*1 — Paragraph 5.4 below discusses the internal borrowing position.

Within the prudential indicators there are a number of key indicators to ensure that the
Authority operates its activities within well-defined limits. One of these is that the
Authority ensures that its gross debt does not, except in the short-term, exceed the total
Capital Financing Requirement in the preceding year plus the estimates for any
additional Capital Financing Requirement for 2023-24 and the following two financial
years. This allows some flexibility for limited early borrowing for future plans but ensures
that borrowing is not undertaken for revenue or speculative purposes.

The Treasurer confirms that the Authority complied with this prudential indicator in the
current year and does not envisage any issues for the immediate future. This view takes
into account current commitments, existing plans and the proposals included in the
budget report and Medium Term Financial Plan for 2023-28 to be considered by the Fire
Authority on 15t February 2023.
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Treasury Indicators - limits to borrowing activities

There are two limits to borrowing, the operational boundary and the authorised limit for
external debt. These are the current debt position as shown in 5.1.1 above plus the
forecast requirement for external financing over the next three years.

The operational boundary is the limit which external debt and long-term liabilities is
not normally expected to exceed. In most cases this would be a similar figure to the
Capital Financing Requirement but may be higher or lower depending on the level of
actual debt and repayment schedules. Temporary breach of the operational boundary
is not in itself cause for concern but an indicator that such liabilities should be reviewed.
If there was a sustained breach, (such as an increase in long-term borrowing), then this
would need to be investigated and action taken.

The operational boundaries below are based on estimating the Authority’s most likely
level of borrowing and leasing each year. It includes long-term borrowing to fund capital
expenditure plans, short-term temporary borrowing for cashflow purposes and the
impact of any finance leases.

Table 7: Operational Boundary

2023-24 | 2024-25 2025-26

Operational Boundary Estimate | Estimate Estimate
£000 £000 £000

Debt 18,586 21,119 22,652
Other long term liabilities 50 200 200
Total 18,636 21,319 22,852

As Table 7 shows, the Operational Boundary over the period 2023-26 is increasing to
around £23m by 2025-26 from around £12m in 2021-22 because of the planned
borrowing to support the capital programme.

The authorised limit for external debt is a further key prudential indicator representing
a control on the maximum level of borrowing. This represents a limit beyond which
external debt and finance leases are prohibited and is set or revised by the Authority. It
reflects the level of such debt which, while not desired, could be afforded in the short
term but is not sustainable in the longer-term.

This is a 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 local authorities’ plans
or those of any specific public body; although this power has yet to be exercised.

There is a statutory requirement for the Authority to confirm the authorised limit. This is
set out in the table below:
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Table 8: Authorised Limit

Authorised limit for external 202_3'24 202_4'25 202_5'26
debt Estimate Estimate Estimate

£000 £000 £000
Borrowing 20,586 23,119 24,652
Other Long Term Liabilities 50 200 200
Total Authorised Limit 20,636 23,319 24,852

Prospects for Interest Rates

Link Group have been appointed as external treasury advisor and part of their service
is to assist the Authority to formulate a view on interest rates. The following table gives

our current view.

Link Group Interest Rate View 19.12.22

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

BANK RATE 350 425 45 450 450 400 375 350 325 300 275 250 250
3 month ave eamings 360 430 45 450 450 400 380 330 300 300 280 250 250
6 month ave eamings 420 450 460 450 420 410 39 340 310 3.00 290 2560 260

12 month ave earnings 470 470 470 450 430 420 400 35 320 310 300 270 270

S5yr PWLB 420 420 420 410 400 390 380 360 350 340 330 320 310

10yr PWLB 430 440 440 430 410 400 39 380 360 350 340 330 330

25yr PWLB 460 460 460 450 440 420 410 400 390 370 360 350 3.50

S50yr PWLB 430 430 430 420 410 390 380 370 360 3.50 330 320 320

Source: Link Group

2022/23 has seen political and economic volatility and uncertainty along with significant
inflationary pressures, a weakening pound and a reduction in market confidence all
leading to rises in interest rates. The Monetary Policy Committee (MPC) has now
increased interest rates ten times in as many meetings since 2022 and has raised rates
by 0.5% to 4% at its February meeting, their highest level since the Global Financial
Crisis.

Forecasts for Bank Rate

The above forecast for interest rates was updated on 19 December and reflects a view
that the MPC will be keen to further demonstrate its anti-inflation credentials by
delivering a succession of rate increases. Bank Rate stands at 4% currently but is
expected to reach a peak of 4.5% during 2023.

Further down the road, it is anticipated that the Bank of England will be keen to loosen
monetary policy when the worst of the inflationary pressures are behind us. But that
timing will be one of fine judgment: cut too soon, and inflationary pressures may well
build up further; cut too late and any downturn or recession may be prolonged.

The CPI measure of inflation now appears to have peaked at 11.1% in Q4 2022
(currently 10.7%). Despite the cost-of-living squeeze that is still taking shape, the Bank
of England will want to see evidence that wages are not spiralling upwards in what is
evidently a very tight labour market.
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In the coming months, updated forecasts will be guided not only by economic data
releases and clarifications from the MPC over its monetary policies and the Government
over its fiscal policies, but also by the on-going conflict between Russia and Ukraine.

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

Forecasts for PWLB rates and gilt and treasury yields

Since the start of 2021, we have seen a lot of volatility in gilt yields, and hence PWLB
rates, with significant increases in the second half of 2022. The yield curve movements
have however become less volatile of late and PWLB Certainty Rates for periods of 5
to 50 years are currently in the range of 4.20% to 4.60%. The markets have now built
in the effects on gilt yields of the likely increases in Bank Rate and the elevated
inflation outlook.

As the interest forecast table for PWLB certainty rates above shows, there is now
forecast to be stability of rates over the short term, followed by a gradual reduction
during the forecast period to December 2025.

Downside risks to current forecasts for UK gilt yields and PWLB rates include:

e Labour and supply shortages prove more enduring and disruptive and depress
economic activity (accepting that in the near-term this is also an upside risk to
inflation and, thus, rising gilt yields).

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

« UK/ EU trade arrangements — if there was a major impact on trade flows and
financial services.

e Geopolitical risks, for example in Ukraine/Russia.
Upside risks to current forecasts for UK gilt yields and PWLB rates:

e The Bank of England is too slow in its pace and strength of increases in the Bank
Rate and, therefore, allows inflationary pressures to build up too strongly and for a
longer period within the UK economy, which then necessitates the Bank Rate
staying higher for longer than we currently project or even necessitates a further
series of increases in the Bank Rate.

« The Government acts too quickly to cut taxes and/or increases expenditure in light
of the cost-of-living squeeze.



e The pound weakens because of a lack of confidence in the UK Government’s

fiscal policies, resulting in investors pricing in a risk premium for holding UK
sovereign debt.

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

currently forecast.

5.3.12 Link’s long-term (beyond 10 years) forecast for the Bank Rate is 2.50%. As all PWLB
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certainty rates are currently above this level, borrowing strategies will need to be
reviewed in that context.

Borrowing Strategy

As shown in Table 6, the Authority is currently utilising internal borrowing and forecast
to remain so for the period covered by this Strategy. This means that the capital
borrowing need (the Capital Financing Requirement), has not been fully funded with
external loan debt as cash supporting reserves, balances and cash flow has been
used as a temporary measure. This approach is appropriate for the current economic
scenario and prudent as medium and longer dated borrowing rates are expected to fall
from their current levels once prevailing inflation concerns are addressed by tighter
near-term monetary policy.

In view of the recent sharp rise in interest rates and current market volatility, together
with reduced cashflow pressure from the re-profiling of the Fire Station Modernisation
programme expenditure, the 2022-23 new borrowing requirement associated with
currently in progress major estates projects is currently being deferred. As a result,
the position at 31 March 2023 is now forecast to be around £10.6m internally
borrowed. This is consistent with the current strategy of increasing internal borrowing
over the period of major estates projects delivery in order to minimise new long term
external borrowing over this period and will be achieved through careful cashflow
management.

At this point, a temporary increase to the target level of internal borrowing over this
period, supported by short periods of temporary external borrowing if required, is
considered to be manageable and a sensible position in view of the current high cost
of borrowing and forecasts that this will begin to reduce closer to target levels as the
economy stabilises. The position will continue to be monitored closely throughout
2023-24 and will be reviewed again as part of the 2024-25 Treasury Management
Strategy.

Against this background and the risks within the economic forecast, caution will be
adopted with the 2023-24 treasury operations. The Treasurer will keep interest rates
and the cashflow under regular review in order to adopt a pragmatic approach to
changing circumstances, supported by advice from the external Treasury Management
advisers.

A key aim of the borrowing strategy is to minimise the cost of the loan portfolio whilst
ensuring that the obligation to repay the loans is spread out over a period of time. This



reduces the impact of such loans on the revenue budget. The profile of the repayment
of the debt portfolio is shown below at 5.6.3.

5.4.6 New long term borrowing is currently planned during the life of this Strategy. Where
short term borrowing arrangements are required to support a temporary low general
fund bank balance, the Authority will engage with Treasury Advisors to understand if
there are any local authority counterparties available to lend from. The offer will then
be considered and terms of loans agreed between the Chief Accountant and
nominated officer from the lending organisation.

5.5 Policy on borrowing in advance of need

5.5.1  The Authority 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 Authority can ensure the security of such funds.

5.6 Debt Rescheduling

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

5.6.2 The reasons for any rescheduling to take place will include:

e The generation of cash savings and/or discounted cash flow savings

e Helping to fulfil the treasury strategy

e Enhancing the balance of the portfolio (amending the maturity profile and/or the
balance of volatility).

5.6.3 Any potential rescheduling will be carefully considered. A table showing the current
profile of the debt portfolio, highlighting years in which debt matures, is shown below:

Loan Repayment Profile
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5.6.4

5.6.5

5.7
5.7.1

All current borrowing is on a fixed rate basis with a current overall weighted average
2.01%, reduced from 4.65% in February 2021 because of new external borrowing of
£11m to finance the Training Centre project. This was secured from PWLB at favourably
low fixed rates in March 2021 (£4m at 1.99%), July 2021 (£4m at 1.65%) and November
2021 (£3m at 1.63%). Any new loans taken out for future capital expenditure plans or
the repayment of maturing debt will be subject to the rates applicable at that time. Any
early repayment of debt would also be subject to the expense of early pay-back
premiums.

Key sensitivities of the interest rate forecast are likely to be:

= f it was felt that there was a significant risk of a much sharper rise in long and short
term rates than that currently forecast, fixed rate funding will be drawn whilst interest
rates are lower than they are projected to be in the next few years; and

= |If it were felt that there was a significant risk of a sharp fall in short and long-term
interest rates then longer-term borrowing will be postponed until rates were deemed
at their lowest and a review of current debt would be undertaken to ascertain the
benefit of rescheduling to more competitive short term loans.

Treasury Management limits on activity

There are three debt-related treasury activity limits. Their purpose is to restrain
borrowing activity within certain limits to manage risk and reduce the impact of adverse
movement in interest rates. However, if these are set too restrictively they will impair
the opportunity to reduce costs or maximise value for money.

Table 9: Interest Rate Limits

2023-24 | 2024-25 | 2025-26
Upper Upper Upper
Limits on fixed interest rates based on net debt 100% 100% 100%
Limits on variable interest rates based on net debt 25% 25% 25%
Table 10: Maturity structure of fixed interest rate borrowing 2023-24
Maturity Structure of Authority Lower Limit | Upper Limit
Borrowing % %
Under 12 months 0% 15%
12 months to 2 years 0% 15%
2 years to 5 years 0% 25%
5 years to 10 years 0% 25%
10 years and above 50% 100%




6.1

6.1.1

6.1.2

6.1.3

6.1.4

ANNUAL INVESTMENT STRATEGY
Investment Policy

The Department of Levelling Up, Housing and Communities (DLUHC) and CIPFA have
extended the meaning of ‘investments’ to include both financial and non-financial
investments. This Strategy deals solely with treasury (financial) investments. The
Authority does not hold any non-financial investments, essentially the purchase of
income yielding assets, but if it did these would now be covered in the separate Capital
Strategy.

The Authority’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 2021 (“the Code”)

= CIPFA Treasury Management Guidance Notes 2021

The Authority’s principal objectives for investments are security first, liquidity next and
finally yield (return). The Authority will aim to achieve the optimum return on its
investments commensurate with proper levels of security and liquidity. In the current
economic climate, it is considered appropriate to keep investments short term to cover
cash flow needs. However, where appropriate, the Authority will also consider the value
available in periods up to 12 months with high credit rated financial institutions.

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

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

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

c) Otherinformation 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 proces