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Treasury Management Strategy for 2024/25

The proposed Strategy for 2024/25 in respect of the following aspects of the
treasury management function is based upon treasury management officers’
view on interest rates, supplemented with market forecasts provided by the
Authority’s treasury advisor, Link Asset Services. This strategy covers:

e Training;

e Use of External Advisors;

e The borrowing strategy;

e Policy on borrowing in advance of need;
o Debt rescheduling;

e Theinvestment strategy;

e Creditworthiness; and

e Non-Treasury Investments

Training

The CIPFA Code requires the responsible officer to ensure that Officers and
Members with responsibility for treasury management receive adequate
training in treasury management. This especially applies to members
responsible for scrutiny.

Treasury Management Advisors

The Authority uses Link Asset Services, Treasury Solutions as its external
treasury management advisors.

Whilst the Authority has external treasury management advisors it recognises
that responsibility for treasury management decisions remains with the
organisation at all times and will ensure that undue reliance is not placed upon
the services of its external service providers. All decisions will be undertaken
with regards to all available information, including, but not solely, its treasury
advisers.

It also recognises that there is value in employing external providers of
treasury management services in order to acquire access to specialist skills
and resources. The Authority will ensure that the terms of their appointment
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and the methods by which their value will be assessed are properly agreed
and documented and subjected to regular review.

Investment and Borrowing Rates

Markets remain volatile due to strong inflationary pressures. The Bank of
England have been increasing rates to combat rising prices. On 3 August 2023,
the Bank of England’s MPC voted to raise rates to 5.25%, and rates have been
held at 5.25% at the subsequent MPC meetings. The Bank's monetary policy
committee meets every month to decide interest rate policy. The MPC continue
to monitor closely indications of persistent inflationary pressures and resilience
in the economy. Monetary policy aims to be sufficiently restrictive for
sufficiently long to return inflation to the 2% target sustainably in the medium
term, in line with the Committee’s remit.

Borrowing Strategy

The Authority’s capital borrowing need (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 since 2019/20 as investment returns have remained low
and counterparty risk is relatively high.

However, with interest rates on an upwards trajectory, the Authority has to
review borrowing requirements whilst considering the risk of interest rates
rising. Pushing up the cost of borrowing to the Authority.

The Authority’s borrowing strategy will give consideration to new loans in the
following order of priority:

e The cheapest borrowing and lowest risk approach is internal borrowing. By
continuing to maintain a relatively low level of cash balances the risk of
investment is reduced. However, in view of the overall forecast for long-term
borrowing rates to remain stagnant over the next few years, consideration
will be given to weighing the short-term advantage of internal borrowing
against potential long-term costs if the opportunity is missed for taking
loans at long-term rates which may be higher in future years;

e Temporary borrowing from money markets or other local authorities;
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e Long-term fixed rate market loans at rates significantly below PWLB rates
for the equivalent maturity period (where available) and to maintain an
appropriate balance between PWLB and market debt in the debt portfolio;

e PWLB borrowing for periods under ten years where rates are expected to be
significantly lower than rates for longer periods. This offers a range of
options for new borrowing which will spread debt maturities away from a
concentration in longer dated debt; and

e PWLB borrowing for periods of longer than ten years may be explored.

The principal risks that impact on the Strategy are the security of the
Authority’s investments and the potential for sharp changes to long and short-
term interest rates. Officers, in conjunction with the Authority’s treasury
advisor, will continue to monitor the financial standing of banks and building
societies, and the level of interest rates, both those prevailing and forecast.

Against this background and the risks within the economic forecast, caution
will be adopted with the 2024/25 treasury operations. The Director of
Resources will monitor the interest rates in financial markets and adopt a
pragmatic approach to changing circumstances, reporting any decisions to
Cabinet or full Council, as appropriate, at the next available opportunity. Such
circumstances include a situation where:

o If it were felt that there was a significant risk of a sharp fall in long and
short-term interest rates, then long-term borrowings will be postponed, and
potential rescheduling from fixed rate funding into short-term funding will
be considered; or

o If it were felt there was a significant risk of a much sharper rise in long and
short-term rates than that currently forecast, then the portfolio position will
be re-appraised with the likely action that fixed rate funding will be drawn
whilst interest rates are lower than they are projected to be in the next few
years.
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Policy on borrowing in advance of need

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.

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

Debt Rescheduling

As short-term borrowing rates will be considerably cheaper than longer-term
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 position taken via
rescheduling will be in accordance with the strategy position outlined above.

In order to generate the most attractive debt rescheduling opportunities, it is

proposed that the strategy for 2024/25 should remain flexible. The reason for

any rescheduling to take place may include:

 the generation of cash savings and / or discounted cash flow savings at
minimum risk;

e to help fulfil the strategy outlined above; and

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

All rescheduling will be reported to Cabinet as part of the next financial
management report at the meeting following its action.
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Annual Investment Strotegy
Investment policy — management of risk

The Department for Levelling Up, Housing and Communities (DLUHC) and
Chartered Institute of Public Finance and Accountancy (CIPFA) have extended
the meaning of ‘investments’ to include both financial and non-financial
investments. This section of the report deals solely with financial investments.
Non-financial investments, essentially the purchase of income yielding assets,
are covered later in the report.

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

e DLUHC (formerly MHCLG’s) Guidance on Local Government Investments;

e Treasury management in the public services, 2021 edition Code of practice
and cross sectoral guidance notes;

e Treasury management in the public services, 2021 edition Guidance notes

The Authority’s investment priorities are:

a) the security of capital;
b) the liquidity of its investments; and,
c) Yield (return).

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:

1.  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 their short-term and long-term ratings;

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

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

This Authority has defined the list of types of investment instruments that
the treasury management team are authorised to use. There are two lists
in within the Investments and Credit Criteria under the categories of
‘specified’ and ‘non-specified’ investments:

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

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

The Authority has determined that it will limit the maximum total exposure
to non-specified investments as being 25%;

Lending limits for each counterparty will be set through applying the matrix
table within the Investments and Credit Criteria table;

Transaction limits are set for each type of investment in within the
Investments and Credit Criteria table;

This Authority will set a limit for its investments which are invested for
longer than 365 days;

Investments will only be placed with counterparties from countries with a
specified minimum sovereign rating;

This Authority has engaged external consultants to provide 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;
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1. All investments will be denominated in sterling; and

12. Following the introduction of IFRS 9 as a result of the type of type of
investments the Authority holds, there has been no material impact on the
Authority’s financial statements.

The Authority will pursue value for money in treasury management and will
monitor the yield from investment income against appropriate benchmarks for
investment performance. Regular monitoring of investment performance will
be carried out during the year.

There have been no changes in risk management policy from last year, and
the above criteria are unchanged.

Investment Strategy

Investments will be made with reference to the core balance and cash flow
requirements and the outlook for short-term interest rates. Greater returns are
usually obtainable by investing for longer periods. While most cash flow
balances are required in order to manage day to day cash flow, where cash
sums can be identified that could be invested for longer periods, the value to
be obtained from longer-term investments will be carefully assessed:

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

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

A prudent approach will be taken with all investments being made on a short-
term basis; in the current economic climate. This will primarily be achieved
through investing with selected banks and funds which meet the Authority’s
credit rating criteria, as set out in Appendix E.

At the end of the financial year, the Authority will report on its investment
activity as part of its Annual Treasury Report.
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Creditworthiness Policy

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

e Credit watches and credit outlooks from credit rating agencies;

 Credit default swaps (CDS) spreads to give early warning of likely changes
in credit ratings; and

e Sovereign ratings to select counterparties from only the most creditworthy
countries.

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

The Link Asset Services’ creditworthiness service uses a wider array of
information other than just primary ratings. Furthermore, by using a risk
weighted scoring system; it does not give undue preponderance to one
agency’s ratings.

The Authority is alerted to changes to ratings of all three agencies through its
use of the Link Asset Services creditworthiness service:

e If a downgrade results in the counterparty no longer meeting the Authority’s
minimum criteriq, its further uses as a new investment will be withdrawn
immediately; and

e In addition to the use of credit ratings the Authority will be advised of
information in movements in credit default swap spreads against the iTraxx
benchmark and other market data on a daily basis via its Passport website.
Extreme market movements may result in downgrade of an institution or
removal from the Authority’s lending list. Sole reliance will not be placed on
the use of this external service. In addition, this Authority will also use market
data and market information on any external support for banks to help
support its decision-making process.
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Investment Instruments and Credit Criteria

Investment instruments used for the prudent investment of the Authority’s cash
balances are listed below under the ‘Specified’ and ‘Non-Specified’ Investment
categories.

Specified Investments are those investments offering high security and
liquidity. All such investments will be in sterling, with a maximum maturity of
one year, meeting the minimum ‘high’ rating criteria where applicable. Table 1
below shows the credit rating criteria used to select with whom the Authority
will place funds.

The minimum credit ratings criteria the Authority use will be a Short Term
rating (Fitch or equivalents) of F1 and a Long Term rating of A-. There may be
occasions when the counterparty ratings from one rating agency are
marginally lower than these ratings but may still be used. In these instances
consideration will be given to the whole range of ratings available or other
market information, to support their use.

Group Limit — A group limit is the maximum exposure that can be held in total
across a group of entities which fall within a single parent. For example, Bank of
Scotland PLC falls within the group of Lloyds Bank PLC, therefore no more than
£10m can be invested across the group. A Group limit of £10m will not be
exceeded.

Non-specified Investments - are all sterling denominated, with maturities in
excess of one year. A maximum of 25% may be held in aggregate in non-
specified investments. Table 2 below shows the counterparties with whom the
Authority will place funds.
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Credit Maximum Deposit | Maximum Period
Criteria
UK Government N/A £75m 6 months
Debt Management
Office (DMADF)
UK Locall N/A £10m each 1year
Authorities
UK Government UK Sovereign | £10m 1year
Treasury Bills Rating
Term deposits with | Blue /Orange | £5m each 12 months
individual bank or | Red 6 months
building society Green 100 days
entity No Colour Not for use
Certificate of Blue /Orange | £5m each 12 months
Deposits with Red 6 months
banks and Green 100 days
building societies | No Colour Not for use
Money Market AAA £5m each Liquid
Funds
*(CNAV,
LVNAV,VNAV)

*CNAV- Constant Net Asset Value
LVNAV- Low Volatility Net Asset Value
VNAV- Variable net Asset Value

Table 2: Non-Specified Investments

Credit Maximum Deposit | Maximum Period
Criteria
UK Local Authorities N/A £5m each 3 years

10
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