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EXECUTIVE SUMMARY

BACKGROUND

This document has been prepared in accordance with the Local Government
Act 2003, which stipulates that local authorities must ‘have regard to’ the
following guidance:

The Prudential Code (CIPFA);

The Treasury Management Code (CIPFA);

Statutory Guidance on Minimum Revenue Provision (DLUHC), and
Statutory Guidance on Local Authority Investments (DLUHC).

In line with the recommendations of these codes, the Treasury Management
Strategy sets out the following each year for approval by the Fire Authority:

The Treasury Management Policy Statement
The Authority’s overall policies, practices and objectives in relation to
treasury management

The Authority’s Capital Expenditure Plans
The Authority’s indicative capital programme over the next few years

The MRP Policy Statement
How residual capital expenditure will be charged to revenue over time

The Authority’s Borrowing Strategy
How its ongoing borrowing requirement will be managed, with regard to
interest rate and refinancing risk

The Annual Investment Strategy
How any surplus cash will be managed, with regard to the principles of
Security, Liquidity and Yield

The Authority’s Prudential and Treasury Indicators
The limits and indicators designed to help monitor and control treasury
management risk

Please note that CIPFA is currently consulting on revising the Treasury
Management and Prudential Codes with the revised codes due to be
published in December 2021. A ‘soft launch’ is planned for 2022/23 and a full
implementation of the codes is expected to be adopted by local authorities
from 2023/24.

It should also be noted that the DLUHC is proposing to tighten up regulations
around local authorities financing capital expenditure on investments in
commercial projects for yield and has already closed access to all PWLB
borrowing if such schemes are included in an authority’s capital programme.
The new CIPFA codes are also likely to adopt a similar set of restrictions to
discourage further capital expenditure on commercial investments primarily
for yield.

In addition, the DLUHC are planning to provide further clarity in relation to the
Minimum Revenue Provision regulations and guidance so that all local
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1.6

1.7

1.8

1.9

authorities understand the need and value in ensuring revenue is set aside
annually in respect of their Capital Financing Requirement.

If required, the Strategy will be revised to reflect any changes to legislation
outlined in the paragraphs above.

OBJECTIVES

The objectives of the Treasury Management Strategy are to:

Ensure the Authority’s capital expenditure plans are prudent, affordable
and sustainable over the longer-term;

Ensure that sufficient cash is available when needed to meet the
Authority’s spending commitments;

Manage the Authority’s exposure to interest rate and refinancing risk whilst
maximising value for money, and

Manage the investment of temporary surplus cash in a way that preserves
the capital invested.

THE AUTHORITY’S BORROWING STRATEGY

Within the context of increasing economic uncertainty and interest rate
volatility, the proposed strategy is to:

Maintain an appropriate proportion of fixed rate borrowing in order to
limit the Authority’s exposure to interest rate risk (proposed targets in
section 3);

Maintain a balanced maturity profile on long and short-term
borrowing to limit the Authority’s exposure to refinancing risk (proposed
limits in Appendix C), and

Maintain an appropriate level of internal borrowing in order to reduce
the Authority’s financing costs.

THE ANNUAL INVESTMENT STRATEGY

In order to safely manage the Authority’s temporary surplus cash, the
proposed strategy is to:

Invest in only secure products and counterparties in order to minimise
the risk of loss (proposed limits in section 4);

Maintain an appropriate balance of liquid funds to ensure that sufficient
cash is available when needed, and

Within this context, seek to optimise performance in terms of yield.
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2.1

2.2

2.3

2.4

2.5

2.6

2.7

CAPITAL EXPENDITURE PLANS

The Authority’s capital expenditure plans are a key driver of its treasury
management activities. This section covers a range of prudential indicators
designed both to inform members of future activity and to assess whether
those plans are prudent, affordable and sustainable over the longer term and
reflect the framework as set out in CIPFA’s Prudential Code. The full suite of
indicators can be found in Appendix C.

Estimates of Capital Expenditure

This indicator summarises the capital expenditure plans set out in the
Authority’s Capital Investment:

Table 1 - Estimates of Capital Expenditure

2021/22 2022/23 2023/24 2024/25 Total
(EM) (EM) (EM) (EM) (EM)

Indicative Capital Programme 5.609 8.773 8.969 7.657 31.008

Total Capital Expenditure 5.609 8.773 8.969 7.657 31.008

Funded from Borrowing 1.995 8.019 8.869 7.557 26.440
Funded from Other Resources 3.614 0.754 0.100 0.100 4.568

These plans are funded from a variety of sources including £26.4M from
borrowing (see Appendix C for further details).

Estimates of Capital Financing Requirement (CFR)

This indicator sets out the Authority’s CFR, which reflects the capital
expenditure (both historic and planned) being funded from borrowing or other
long-term liabilities*. This includes the £26.4M identified in paragraph 2.3:

Table 2 - Estimates of Capital Financing Requirement
2021/22 2022/23 2023/24 2024/25
(EM) (EM) (EM) (EM)
Estimated Closing CFR 31.592 39.188 47.533 54.451
* By the end of 2019/20 the Authority had repaid its other long-term liabilities in full

New expenditure aside, the CFR will reduce over time via a statutory annual
charge to the revenue account, known as the Minimum Revenue Provision
(MRP). The Authority’s MRP policy is included in Appendix B.

Gross Borrowing and the Capital Financing Requirement

This indicator compares the Authority’s expected borrowing position to its
underlying borrowing need (referred to as the Borrowing CFR), to identify
the extent to which the Authority is under or over-borrowed.

As outlined below, the Authority is expected to be significantly under-

borrowed at the end of 2021/22. position is supported by the Authority’s
usable reserves which largely represent the resources set aside for
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investment in future years. By utilising the cash supporting these resources
temporarily, the Authority has the option to defer long-term borrowing until the
related spending commitments occur (also referred to as internal
borrowing).

2.8 Whilst this is a cost-effective position which can help to reduce investment
counterparty risk, it is one that needs to be actively monitored and managed
considering the Authority’s planned capital investment, particularly in the
current economic climate (see section 3 for further details).

Table 3 - Gross Borrowing and the Capital Financing Requirement

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

(EM) (EM) (EM) (EM)

Closing CFR 31592 39.188 47.533 54.451
Gross Borrowing (23.248) (23.168) (23.168) (22.168)
Under-Borrowed Position 8.344 16.020 24.365 32.283
Support from Usable Reserves (8.344) (14.398) (14.065) (13.623)
External Borrowing Requirement - 1.622 10.300 18.660

2.9 As illustrated by the chart below, the external borrowing requirement
(represented by the blue arrows) is the cumulative amount required over the
period:

External Borrowing Requirement (EM)
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Table 4 - External Borrowing Requirement (2021/22 - 2024/25)

£M
Planned capital investment 26.440
Maturing loans / reduced support from usable reserves | (5.808)
Amounts set aside to repay debt (2.972)
Total 18.660
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3.1

3.2

3.3

BORROWING STRATEGY

The Authority’s general policy objective is to ensure its level of debt is
prudent, affordable and sustainable over the longer term (i.e. keeping
financing costs to a minimum whilst addressing the key associated
risks):

¢ Interest Rate Risk
¢ Refinancing Risk

Interest Rate Risk

This is the risk of an adverse movement in interest rates which leads to a rise
in borrowing costs or lost opportunity costs. The Authority measures this risk
against its temporary and variable-rate borrowing and any requirement which
has yet to be financed (i.e. its under-borrowed position).

Interest rates are a key driver of the Authority’s treasury management
activities and as such are monitored by officers on a regular basis. As shown
below, PWLB borrowing rates have shown a slight upward trend throughout
the third quarter, and the latest forecasts are predicting a steady rise in rates
to 2024/25 (see Table 5 below).

Interest Rates 2021/22
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3.4 The coronavirus outbreak has done huge economic damage to the UK and to

economies around the world. In December 2021, the Bank of England
became the first major western central bank to raise interest rates (from
0.10% to 0.25%) as recovery progresses from the Covid-19 recession of
2020. As shown in the table overleaf, the latest forecasts include an increase
in Bank Rate from 0.25% to 0.50% in 2022, with a gradual rise to 1.25% by
2025.
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Table 5 - Latest Interest Rate Projections*

Latest | Mar-22 | Sep-22 | Mar-23 | Mar-24 | Mar-25
UK Base Rate 0.25% | 0.25% | 0.50% | 0.75% | 1.00% | 1.25%
PWLB Certainty (50 Years) | 1.47% | 1.70% 1.90% | 2.00% 2.10% | 2.30%

*Provided by Link Asset Services on 20" December 2021

3.5 As shown below, it is anticipated that 26% of the Authority’s borrowing

requirement will be exposed to interest rate risk at the end of 2021/22. This
could rise to 59% by the end of 2024/25, should no further fixed rate
borrowing be undertaken:

2021/22

B Fixed Rate Borrowing

2022/23

202324

Borrowing CFR Exposed to Interest Rate Risk

Under-Borrowed Position

2024/25

3.6 To limit the impact of a future rise in interest rates, the proposed strategy is to
maintain a minimum proportion of fixed rate borrowing of 70%. In order to

achieve this target, the Authority is likely to require £15.9M of fixed rate

borrowing over the period, with the majority arising in 2023/24 or later. The
remaining 30% could be funded through temporary borrowing and internal

cash resources.

Table 6 - External Borrowing Requirement

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

(EM) (EM) (EM) (EM)

Fixed Rate Borrowing - 4.264 10.105 15.948
Temporary / Variable Rate Borrowing - - 0.195 2.712
Total Requirement (Cumulative) - 4264 10.300 18.660

3.7 Officers will address the Authority’s fixed rate borrowing requirement through

a combination of the following:

e Deferred loans - these would allow the Authority to borrow from financial
institutions such as banks and pension funds at a fixed rate and draw
down the cash up to two years in advance. Whilst they may no longer be
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3.8

3.9

cheaper than the PWLB, deferred loans help to protect the Authority from
interest rate risk without the additional cost of carry and credit risk.
Lenders tend to have a minimum size of £10M however officers will
continue to explore any potential opportunities

e PWLB borrowing - the Authority has access to long-term PWLB funding
at the certainty rate (providing loans at 0.2% below the usual rate). Such
borrowing would be carried out in small tranches to minimise the cost of
carry and mitigate credit risk. It would also be considered in light of the
alternative options available (e.g. deferred loans).

e Local authority loans - the Authority may be able to borrow from other
local authorities for periods of up to 5 years, which would provide
additional budget certainty over the medium-term whilst providing a saving
against current long-term PWLB rates. This would be carried out in small
tranches to minimise the cost of carry and mitigate credit risk.

e Other market loans - as with deferred loans the Authority may be able to
access long-term, fixed rate funding from financial institutions on a spot
basis (i.e. immediate drawdown). However, this is now likely to be more
expensive than the PWLB, therefore is not one of the preferred options at
present.

Refinancing Risk

This is risk of refinancing debt on unfavourable terms, due to either a lack of
availability of replacement financing or an increase in interest rates. The
Authority measures this risk against the maturity profile on long and short-
term borrowing.
To protect the Authority from refinancing risk, officers will operate within the
maturity limits set out in Appendix C. As shown below the Authority has a
balanced maturity profile which is currently well within this limit:
Current Maturity Profile
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3.10 The recommendation is to borrow in small tranches to spread refinancing risk

4.1

4.2

4.3

4.4

4.5

and to allow officers to invest the cash safely whilst required to meet the
Authority’s spending commitments.

ANNUAL INVESTMENT STRATEGY
CONTEXT

The Authority’s general policy objective is to invest its surplus funds
prudently, which involves managing a number of risks as outlined later in this
section. The Authority’s investment priorities (in order) are as follows:

e the security of capital;
e the liquidity of investments, and
e optimum yield commensurate with the above

The borrowing of monies purely to invest or on-lend and make a return is
considered unlawful. As such the Authority will not engage in such activity
and as per table 3 (paragraph 2.8) will keep external borrowing beneath the
CFR.

STRATEGY

As outlined in the previous section, the Authority is proposing to undertake
around £15.9M of fixed rate borrowing over the next three years, which may
result in a temporary increase in cash balances. Within this context, the
Authority’s investment strategy will be to: -

e Invest any temporary surplus cash in secure products and
counterparties in order to minimise the risk of loss;

e Maintain an appropriate balance of liquid funds to ensure that sufficient
cash is available when needed, and

e Within this context, seek to optimise performance in terms of yield.

Credit and Counterparty Risk (Security)

This is the risk of a third party being unable to meet its contractual obligations
to the Authority, which put simply is the risk of default on any principal or
interest payable. This would clearly have a detrimental impact on the
Authority’s resources.

In order to mitigate this risk, the Authority maintains a list of approved
counterparties and investment limits based on the creditworthiness service
provided by Link Asset Services (further details are available on request).
This approach combines the credit ratings assigned by the three main rating
agencies (Fitch, Moody’s and Standard and Poor’s) with a range of market
factors to provide a suggested duration for investments, including:

e Credit ‘watches’ and ‘outlooks’ from the main rating agencies;

e Credit Default Swap (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.
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4.6 Members are asked to approve the investment counterparties and limits

below:
Institution Minimum Long-Term Maximum Maximum
Rating (Fitch or Equivalent) Amount Duration
UK Government AA- Unlimited 1 Year
Barclays Bank PLC :
(the Authority’s own bank) A £10M Overnight
A+ £5M (E10M per group) 1 Year
Banks A £5M (E10M per group) 6 Months
A- £5M (E10M per group) 100 Days
A £5M 6 Months
Building Societies
A- £5M 100 Days
Local Authorities AA-* £5M 1 Year
Money Market Funds AAA £10M per fund Overnight**

(including VNAV)

* Not all Local Authorities are separately rated, but they are deemed to be in line with the UK
Government reflecting the likelihood of intervention in the event of severe financial difficulty.

** Money Market Funds may be invested for longer periods than overnight, however funds can be
withdrawn daily if required.

4.7 In addition to the use of credit ratings, the Authority will be advised of
information in movements in CDS and other market data on a weekly basis,
which will be used to inform the amount and duration of new investments. If
a downgrade results in the counterparty / investment scheme no longer
meeting the Authority’s minimum criteria (e.g. a credit rating below A-), it will
be withdrawn from the approved list immediately and any outstanding
investments not re-invested at maturity.

4.8 Members are also asked to approve the limits below which consider the
Authority’s total exposure to loans, non-specified investments and foreign
countries. These limits are designed to protect the Authority from undue
credit / counterparty risk and are additional to those set out in paragraph 4.6:

Maximum

foreign countries

Type Comments
Amount
Total loans or investments The Authority has no intentions to invest with entities
with unrated entities / N/A without credit ratings or those with credit ratings
entities rated below A- below A-.
Total long-term The Authority has no intentions to invest long term
. N/A ) :
investments (i.e. for periods of more than 12 months).
Totgl hon-specified N/A The total of the two limits above.

Investments

) . This limits the overall amount that can be invested
Total investments with L ; i .
o o with institutions from outside the UK and is subject
institutions domiciled in £5M

to a minimum sovereign credit rating of AA-
(equivalent to the UK).
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4.9 The process for approving such investments is detailed in Treasury
Management Practice Document 5: Organisation, Clarity and segregation of
Responsibilities and Dealing Arrangements, which requires prior
authorisation from the Treasurer.

Price Risk (Security)

4.10 This is the risk of a reduction in value of funds invested, due to an adverse
change in market conditions. In order to mitigate this risk, the Authority will
continue to monitor the performance of its Money Market Funds throughout
the financial year.

4.11 Linked to this, the DLUHC changed accounting standards for 2022/23 under
IFRS 9, and the 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.

4.12 Owing to the low-risk strategy that the Authority has adopted, the risk of
credit loss is deemed immaterial (therefore no impact on the general fund),
however officers will continue to monitor this position on a regular basis to
identify any potential risks going forwards.

Legal and Regulatory Risk (Security)

4.13 This is the risk that the Authority or an organisation which it is undertaking
treasury management activities with, fails to act in accordance with its legal
powers or regulatory requirements, causing reputational damage and / or
resulting in financial loss.

4.14 In order to mitigate this risk, the Authority adopts the recommendations of the
statutory guidance and receives professional advice from its Treasury
Management advisers (Link Asset Services). Officers attend and / or receive
regular training updates to keep up with the latest developments and
regulatory changes.

Liquidity Risk

4.15 This is the risk that cash is not available when needed to meet the Authority’s
spending commitments, causing reputational damage, compromise service
objectives and / or leading to additional unbudgeted costs.

4.16 In line with the DLUHC investment advice on the liquidity of investments, the
Authority will aim to maintain an appropriate balance of liquid funds (i.e. the
Barclays Flexible Interest-Bearing Current Account and Money Market
Funds).

4.17 In a period of prolonged low interest rates, accepted practice would be to
lengthen the investment period to lock into higher rates. However, the
uncertainty and volatility in the financial markets has heightened credit risk.
As a consequence, the Authority will keep the investment maturity relatively
short, which is reflected in the maturity periods specified in paragraph 4.6.
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4.18

4.19

4.20

4.21

Longer term investment yields also do not represent good value for money
against the risks taken.

Yield

The pursuit of optimum returns is a secondary priority to security and liquidity.
This is particularly important in a period of significant political and economic
uncertainty. Investment yields are expected to remain low for the short term
in line with the UK base rate, however as per the latest projections (see Table
5) there is scope for investment yields to increase along with the base rate.

Diversification

Although the Authority currently has a good spread of investment
instruments, officers will continue to evaluate alternative investment options
that meet the principles of security, liquidity and yield. Consideration will be
given to alternative investment instruments and whether they are suitable for
the investment portfolio. Proposals for new investment instruments will be
taken to the Treasury Management Panel for discussion and advice will be
sought from Link prior to making any investment decisions.

In addition to the core investment principles of security, liquidity and yield the
Authority will also seek to diversify investments to avoid concentration in
specific banks, types of instrument, sovereign state etc. Consideration will
also be given to the overall concentration of investments within each sector.

In order to diversify a portfolio largely invested in cash, investments will be
placed with approved counterparties over a range of maturity periods.
Maximum investment levels are set to ensure prudent diversification is
achieved and these, together with minimum ratings and cash limits, are
shown in the table at paragraph 4.6.
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APPENDIX A

TREASURY MANAGEMENT POLICY STATEMENT 2022/23

1

11

1.2

1.3

1.4

15

1.6

2.1

Introduction & Background

Treasury management activities are defined as “the management of the
organisation’s borrowing, investments and cash flows, its banking, money
market and capital market transactions; the effective control of the risks
associated with those activities; and the pursuit of optimum performance
consistent with those risks”.

The Authority regards successful identification, monitoring and control of risk
to be the prime criteria by which the effectiveness of its treasury management
activities will be measured. Accordingly, the analysis and reporting of
treasury management activities will focus on their risk implications for the
South Yorkshire Fire and Rescue Authority (SYFRA) and any financial
instruments entered into to manage these risks.

The Authority adopts the principles outlined in the CIPFA Code which
requires the responsible officer to ensure that members with responsibility for
treasury management receive adequate training in treasury management.
This especially applies to members responsible for scrutiny.

The Authority uses Link Asset Services, Treasury Solutions as its external
treasury management advisors and recognises that the responsibility for
treasury management decisions remains with the organisation at all times
and will ensure that undue reliance is not placed upon our external service
providers. 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 training needs of the Authority’s treasury management staff are
assessed on a regular basis. Key members of staff attend training courses,
seminars and conferences, the majority of which are provided by the
Authority’s Treasury Management Advisers, Link, as appropriate. In addition,
members are encouraged to attend treasury management awareness /
refresher sessions, provided by Link.

The Authority acknowledges that effective treasury management will provide
support towards the achievement of its business and service objectives. Itis
therefore committed to the principles of achieving value for money in treasury
management, and to employing suitable comprehensive performance
measurement techniques, within the context of effective risk management.

Policies and Objectives of Treasury Management Activities

The Authority’s high-level policies for borrowing and investments are
summarised overleaf:
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2.2

2.3

2.4

2.5

Policy on Borrowing

The borrowing strategy will balance the need to reduce the risks in holding
high levels of cash with obtaining value for money in borrowing activities,
which may involve postponement of borrowing. However, against this
background, and the risks within the economic forecast, caution will be
adopted:

e [f it was felt that there was a significant risk of a fall in long and short term
rates, for example due to a marked increase in risks around relapse into
recession or of risks of deflation, then long term borrowings will be
postponed, and potential rescheduling from fixed rate funding into short
term borrowing will be considered.

e If it was felt that there was a significant risk of a much sharper rise in long
and short term rates than currently forecast, perhaps arising from a greater
than expected increase in world economic activity or a sudden increase in
inflation risks, then the portfolio position will be re-appraised with the likely
action that fixed rate funding will be drawn whilst interest rates were still
relatively cheap.

Policy on Investments

The investment strategy has as its primary objectives to protect principal
sums invested from loss and to ensure adequate liquidity so that funds are
available when needed. SYFRA also has a secondary aim to achieve the
optimum return in investments commensurate with proper levels of security
and liquidity. In the current economic climate, the risk appetite of this
Authority is low in order to give priority to the over-riding risk consideration of
counterparty security. SYFRA will therefore continue to invest only with high
quality counterparties.

Policy on Borrowing in Advance of Need

The Authority’s policy on borrowing in advance of need is that it 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.

Policy on the use of Derivatives

The general power of competence in Section 1 of the Localism Act 2011
removes much of the uncertainty over local authorities’ use of financial
derivatives. The CIPFA Code requires authorities to clearly detail their policy
on the use of derivatives in the TMSS. The Authority will only use derivatives
where they can be clearly demonstrated to reduce the overall level of
financial risk. Derivatives may be arranged with any organisation that meets
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2.6

3.1

the Authority’s approved investment criteria. The Authority will only use
derivatives after seeking a legal opinion and ensuring that officers have the
appropriate training to effectively manage their use.

The Authority will provide the following reports as required by the Prudential
and Treasury Management Codes:

The Capital Investment Strategy

This sets the framework for all aspects of the Authority’s capital and
investment expenditure including prioritisation, governance, planning,
outcomes, management, funding and monitoring.

Treasury Strategy and Prudential and Treasury Indicators

This report covers:

o the Authority’s capital expenditure plans;

the MRP Policy Statement;

the Authority’s borrowing strategy;

the Annual Investment Strategy, and

the Authority’s Prudential and Treasury Indicators.

Mid-Year Treasury Management Report

This will update members with progress on the capital position, amending
prudential indicators as necessary, and on whether treasury management
activities are meeting the strategy or whether any policies require revision.

An Annual Treasury Report

This provides details of a selection of actual prudential and treasury
indicators and actual treasury operations compared to the estimates within
the strategy.

Treasury Management Scheme of Delegation

The Authority will:

e receive and review reports on treasury management policies, practices
and activities;

e approve the annual strategy, and

e approve amendments to the adopted clauses within Financial
Regulations and the treasury management policy statement.
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3.2

3.3

The Audit and Governance Committee will:

scrutinise and make recommendations to the Authority on the treasury
management strategy and policies,

monitor the implementation of policies and practices, and

receive and review regular monitoring reports.

Treasury Management Role of the Treasurer:

The Treasurer has overall responsibility for the execution and administration
of treasury management decisions and will be responsible for:

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

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,
and

the appointment of external service providers.
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APPENDIX B
2022/23 MINIMUM REVENUE PROVISION (MRP) STATEMENT

The Authority is required to make a prudent provision for debt repayment known
as the Minimum Revenue Provision (MRP). Guidance on MRP has been issued
by the Secretary of State and local authorities are required to “have regard” to
such Guidance under Section 21(1A) of the Local Government Act 2003. The four
MRP options available are:

Option 1: Regulatory Method;
Option 2: CFR Method;

Option 3: Asset Life Method, and
Option 4: Depreciation Method.

NB This does not preclude other prudent methods

MRP in 2022/23: Options 1 and 2 may only be used for General Fund supported
expenditure. Methods of making prudent provision for General Fund self-financed
expenditure include Options 3 and 4 (which may also be used for supported
expenditure if the Authority chooses).

The MRP Statement is required to be submitted to the Authority before the start of
the financial year for approval. Any revision of which must also be submitted to the
Authority for approval. The Authority is recommended to approve the following
statement:

. For capital expenditure incurred before 15t April 2008, MRP will be
determined in accordance with Option 3;

. For supported capital expenditure incurred after 15t April 2008,
MRP will be determined in accordance with Option 3;

o For non-supported (prudentially borrowed) capital expenditure
incurred after 15t April 2008, MRP will be determined in
accordance with Option 3;

o Within Option 3, MRP is permitted to be calculated in one of two
ways - equal instalments or on an annuity basis. The Authority
has chosen to calculate MRP on an annuity basis, and

. MRP will normally commence in the financial year following the
one in which expenditure is incurred. However, MRP Guidance
permits local authorities to defer MRP until the financial year
following the one in which the asset becomes operational. The
Authority has chosen to employ this option for significant
qualifying projects.

MRP in respect of on balance sheet leases will match the annual principal
repayment for the associated deferred liability. This approach will produce an
MRP charge comparable to that under Option 3 in that it will run over the life of the
lease term.

Changes introduced by the revised (DLUHC) guidance on MRP mean that any
charges made over the statutory minimum revenue provision (MRP) can, if
needed, be reclaimed in later years if deemed necessary or prudent. To date no
such voluntary overpayments have been made.

Page 90



APPENDIX C
PRUDENTIAL AND TREASURY INDICATORS 2021/22 — 2024/25

Estimates of Capital Expenditure

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.
Members are asked to approve the capital expenditure forecasts:

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

(EM) (EM) (EM) (EM)

Indicative Capital Programme 5.609 8.773 8.969 7.657
Total Capital Expenditure 5.609 8.773 8.969 7.657

Estimates of Capital Financing Requirement

This indicator sets out the Authority’s CFR, which reflects the capital expenditure
(both historic and planned) being funded from borrowing or other long-term
liabilities (e.g. PFI schemes, finance leases). The Authority is asked to approve
the CFR projections below:

Estimated CFR 2021120202023 2021242024125
Opening Balance 29.983 31.592 39.188 47.533
Add Net Financing Need 1.995 8.019 8.869 7.557
Less Amounts Set Aside to Repay Debt  (0.386) (0.423) (0.524) (0.638)
Closing Balance 31.592 39.188 47.533 54.451

The Operational Boundary

This is the limit beyond which external debt is not normally expected to exceed,
based on the Authority’s CFR (see above). The Authority is asked to approve the
limits set out below:

2021/22 2022/23 2023/24 2024/25
(EM) (EM) (EM) (EM)
Debt 31.592 39.188 47.533 54.451

Operational Boundary

The Authorised Limit for External Debt

A further key prudential indicator represents a control on the maximum level of
borrowing. This represents a limit beyond which external debt is prohibited, and
this limit needs to be set or revised by the full Authority. It reflects the level of
external debt which, while not desired, could be afforded in the short term, but is
not sustainable in the longer term. The Authorised Limit has been set at £4M
above the Operational Boundary.
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This is the statutory limit determined under section 3 (1) of the Local Government
Act 2003. The Government retains an option to control either the total of all

authorities’ plans, or those of a specific authority, although this power has not yet
been exercised. The Authority is asked to approve the following authorised limit:

2021/22 2022/23 2023/24 2024/25
(EM) (EM) (EM) (EM)
Debt 35.592 43.188 51.533 58.451

Authorised Limit

In 2022/23 the Authority will be required to implement IFRS 16 which is replacing
the previous accounting standard applied for leases. This standard removes the
distinction between finance and operating leases which means that many of the
Authority’s existing leases will now be brought onto the balance sheet, potentially
increasing the Authority’s CFR and therefore increasing the operational boundary.
The effect of this for the Authority is currently projected to be minimal, however this
will be monitored on an ongoing basis.

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
authority is asked to approve the following limits:

Loan Maturity Structure (All Years)
Lower Upper

Under 12 months 0% 30%
12 months to 2 years 0% 15%
2 years to 5 years 0% 45%
5 years to 10 years 0% 75%

10 years and above 25% 100%

Maximum Principal Sums Invested for more than 365 Days

These limits are set with regard to the Authority’s liquidity requirements and the
expected availability of funds after each year-end. At present the Authority has no
intentions to invest for periods of more than 365 days.

Ratio of Financing Costs to Net Revenue Streams

This indicator identifies the trend in the cost of capital (borrowing and other long-
term obligation costs net of investment income) against the net revenue stream.

Ratio of Financing Costs
to Net Revenue Streams

General Fund 4.3% 3.9% 4.2% 4.1%

2021/22 2022/23 2023/24 2024/25
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Gross Debt and the Capital Financing Requirement

This indicator identifies the anticipated headroom against the Authority’s CFR after
taking account of any planned borrowing.

GrossDebra CFR 202422 2022023 202324 2024728
CFR 31592 39.188 47.533 54.451
Outstanding Borrowing (23.248) (23.168) (23.168) (22.168)
Planned Borrowing - (4.264) (10.300) (18.660)
Gross Debt (23.248) (27.432) (33.468) (40.828)
Headroom 8.344 11.756 14.065 13.623
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APPENDIX D
DEFINITION OF TERMS

Treasury Management refers to the management of the organisation’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.

CIPFA is the Chartered Institute of Public Finance and Accountancy - the leading
accountancy body for the public services providing education and training in
accountancy and financial management.

DLUHC is the Department for Levelling Up, Housing and Communities (formerly
the Ministry of Housing, Communities and Local Government) - a ministerial
department responsible for UK Government policy on housing and public services.

MRP refers to the Minimum Revenue Provision - a statutory annual charge to the
revenue account for the repayment of debt (as measured by the Capital Financing
Requirement).

Capital Financing Requirement (CFR) represents the Authority’s underlying
indebtedness for capital purposes, based on historic capital expenditure which
hasn’t yet been financed (e.g. from grants, capital receipts or revenue
contributions).

Debt refers to the sum of borrowing and other long-term liabilities.

Other Long-Term Liabilities mean the liabilities outstanding under credit
arrangements (e.g. PFI contracts or finance leases).

Internal Borrowing / Under-Borrowed refers to the temporary use of cash
resources (e.g. reserves earmarked for future capital expenditure or grants
received in advance of expenditure) to avoid borrowing immediately, which seeks
to reduce investment counterparty risk and create a short-term budget saving. The
Authority will replace these cash resources with external borrowing as these
spending commitments occur.

Specified Investments are short-term investments (i.e. less than 12 months)
denominated in pounds sterling with a high credit quality.

Non-Specified Investments refers to any financial investments (excluding loans)
that do not meet the criteria to be treated as a specified investment.

Investments in Foreign Countries refer to investments placed with

counterparties from countries outside the UK (subject to a minimum sovereign
rating of AA-).
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