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To the Chair and Members of

COUNCIL

THE TREASURY MANAGEMENT STRATEGY STATEMENT 2024/25 — 2027/28

EXECUTIVE SUMMARY

1. This report details the strategy for management of the council finances and provides
a framework for the operation of the treasury management function within the Council.
Treasury management seeks to optimise the council’s cash flow and secure the most
effective arrangements to support long term funding requirements. Key prudential
indicators relating to borrowing limits are contained in the body of the report, with the
prudential indicators relating to affordability in Appendix A. The key messages are:

a.

Borrowing — total borrowing requirement will increase during the period covered
by this report but the Council will remain under-borrowed against its total
borrowing requirement to avoid the higher cost of carrying debt (Capital
Financing Requirement 2024/25 £689m). As borrowing rates are currently at
high levels due to the Bank of England base rate increases that have taken
place throughout the last two years and aren’t forecast to start falling until at
least halfway through 2024, the primary borrowing strategy will be the same as
previous years which is to only borrow in the short term primarily for cash flow
purposes until the rates start to decrease again. This will minimise the impact
on the revenue budget (not only in 2024/25 but in future years), throughout this
period of high interest rates, however, it will mean the Council remains under-
borrowed. The borrowing strategy is detailed in paragraphs 26 — 70.

Investments — securing the return of investment funds remains paramount
when selecting counterparties and the strategy reflects this. The Investment
Strategy will continue to manage the balances available and support cash flow
requirements. The Investment Strategy is a low-risk policy with relatively low
returns in value; this protects the Council from losses caused by financial
institutions failing to repay investments when due. This policy allows the
Council to spread the risk amongst a number of approved lenders, and financial
instruments as outlined in paragraphs 71 — 114.

2. The Council has to approve the local policy for approach to debt repayment (Minimum
Revenue Provision — MRP) which is detailed in Appendix B.



EXEMPT REPORT

3. Not applicable.

RECOMMENDATIONS

4. Council is asked to recommend that Council approves: -

a. the Treasury Management Strategy Statement 2024/25 — 2027/28 report and
the Prudential Indicators included.

b. the Minimum Revenue Provision (MRP) policy as set out in paragraphs 41- 42
(details in Appendix B).

WHAT DOES THIS MEAN FOR THE CITIZENS OF DONCASTER?

5.

This Strategy ensures that the Council’s Capital Programme borrowing requirement
is affordable and further ensures that the borrowing to support the Programme takes
place at the best time to protect the on-going revenue budget for the Council. By
ensuring that the treasury management function is effective, we can ensure that the
right resources are available at the right time to enable the delivery of services.

BACKGROUND

6.

The Council is required to operate a balanced budget, which broadly means that
cash raised during the year will meet cash expenditure. Part of the treasury
management function is to ensure that this cash flow is planned, with cash being
available when it is needed. Surplus monies are invested in low-risk financial
institutions and instruments in line with the Council’s low-risk appetite, providing
liquidity before considering investment return. Since cash balances generally result
from reserves and balances, it is paramount to ensure adequate security of the sums
invested, as any investment loss would result in a reduction to the funding available
for the Council to spend

The second main function of treasury management is the funding of the Council’s
Capital Programme. The Capital Programme provides a guide to the borrowing need
of the Council and the longer-term cash flow planning, to ensure that the Council can
meet its capital spending obligations. This management of longer-term cash may
involve arranging long or short-term loans or using longer-term cash flow surpluses.
On occasion, when it is prudent and economic, any existing debt may be restructured
to reduce Council risk or generate savings.

The contribution the treasury management function makes to the authority is critical,
as the balance of debt and investment operations ensure liquidity, or the ability to
meet spending commitments as they fall due, either on day-to—day revenue or for
larger capital projects. The treasury operations will see a balance of the interest
costs of debt and the investment income arising from cash deposits affecting the
available budget.

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

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



10. For the Council to produce a strategy that is compliant with the statutory guidelines,

11.

a number of acts and guidance have to be taken into account. Members will recall
that the CIPFA Code of Practice on Treasury Management has been updated and
this report adheres to the new requirements of the Code which was introduced on
the 18t April 2023. The CIPFA 2021 Prudential and Treasury Management Codes
require all local authorities to prepare a Capital Strategy report which will provide the
following: -

¢ a high-level long-term overview of how capital expenditure, capital financing and
treasury management activity contribute to the provision of services

e an overview of how the associated risk is managed

e the implications for future financial sustainability

The aim of the strategy is to ensure that all the Authority’s elected members fully
understand the overall long-term policy objectives and resulting Capital Strategy
requirements, governance procedures and risk appetite. The Capital Strategy and
Capital Budget 2024/25 — 2027/28 report is also included within this agenda and
meets these requirements.

There are five reports containing treasury information each year, which incorporate
a variety of policies, estimates and actuals.

a. Prudential and treasury indicators and treasury strategy (this report) - The
first, and most important report is forward looking and covers:
. the capital plans, (including prudential indicators);
. an MRP policy, (how residual capital expenditure is charged to revenue over
time);
. the treasury management strategy, (how the investments and borrowings are to
be organised), including treasury indicators; and

. an investment strategy, (the parameters on how investments are to be
managed).

b. Finance and Performance Improvement Report — Quarterly report presented to
Executive Leadership Team, Executive Board and Cabinet.
. Details Treasury Management position at the end of each quarter
. Interest rate levels
« Under/Over borrowing position
. Associated risks
. Investment profile

Under the new code of practice referred to in paragraph 10, the second quarterly
report referred to in b. will become a mid-year treasury management report,
updating members on progress against the Capital Programme and updating
prudential indicators if necessary. The final quarterly report will be 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.

12. All the above reports are reviewed by the Overview and Scrutiny Management

Committee.



13. The Treasury Management strategy for 2024/25 — 2027/28 covers two main areas:-

Capital Issues
a) the capital expenditure plans and the associated prudential indicators;
b) MRP policy.

Treasury Management Issues
a) the current treasury position;
b) treasury indicators which limit treasury risk and activities of the Council;
c) prospects for interest rates;
d) the borrowing strategy;
e) policy on borrowing in advance of need;
f) debt rescheduling;
g) the investment strategy;
h) creditworthiness policy; and
i) policy on use of external service providers.

14. These elements cover the requirements of the Local Government Act 2003, CIPFA
Prudential Code, DLUHC MRP guidance, the CIPFA Treasury Management Code
and the DLUHC Investment Guidance.

Training

15. The CIPFA Treasury Management Code requires the responsible officer (Section
151 Officer) to ensure that members with responsibility for treasury management
receive adequate training in treasury management. This especially applies to
members responsible for scrutiny.

16. Furthermore, pages 47 and 48 of the Code state that they expect “all organisations
to have a formal and comprehensive knowledge and skills or training policy for the
effective acquisition and retention of treasury management knowledge and skills for
those responsible for management, delivery, governance and decision making”.

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

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

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

e Require treasury management officers and board/council members to undertake
self-assessment against the required competencies (as set out in the schedule
that may be adopted by the organisation).

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

18. All Members have been offered formal training during 2023/24. Our advisors (see
paragraph 20) delivered the training supported by officers and further support and
guidance has been offered if required. Attendance to date is 96.5% with the
remaining members still to be trained currently absent from duties as a result of long-
term sickness.

19. The training needs of treasury management officers are periodically reviewed.



Treasury management consultants

20.

21.

22.

The Council uses Link Treasury Services Limited, (known throughout the rest of this
report as Link), as its external treasury management advisors.

The Council recognises that responsibility for treasury management decisions always
remain with the organisation and will ensure that undue reliance is not placed upon
the services of our external service providers. All decisions will be undertaken with
regards to all available information, including, but not solely, our 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 Council will ensure that the terms of their appointment and the methods by which
their value will be assessed are properly agreed and documented and subjected to

regular review.

The Capital Programme Prudential Indicators 2024/25 — 2027/28

23. The Council’'s Capital Programme is the key driver of treasury management activity.
The Prudential Indicators are designed to assist members’ overview and confirm
capital expenditure plans.

Capital Expenditure

24. The first prudential indicator is a summary of the Council’s Capital Programme
expenditure plans and funding. It includes existing expenditure commitments, and
those included in the 2024/25 — 2027/28 budget cycle.

Actual Estimates
2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
£k £k £k £k £k £k
Capital Expenditure
General Fund (GF) 58,106 | 81,951 | 144,614 | 72,475| 35974| 20,121
HRA 30,971 | 41,349 | 49,858 | 76,727 | 60,821 | 48,658
Total 89,077 | 123,300 | 194,472 | 149,202 | 96,795| 68,779

25. The following table summarises the above capital expenditure plans and how capital
or revenue resources are financing these plans. Any shortfall of resources results in
a funding borrowing need.

Actual Estimates
2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
£k £k £k £k £k £k

Financing of Capital Expenditure
Capital Receipts 1,184 9,632 15,231 7,200 2,411 3,955
Capital Grants 46,158 | 53,586 71,025 40,343 | 13,697 2,782
Capital Reserves 31,247 | 34,740 35,780 39,933 | 25,834 25,696
Revenue 8,078 | 15,661 12,075 9,047 9,448 9,665
Sub Total 86,667 | 113,619 | 134,111 96,523 | 51,390 ( 42,098
Net Financing Need 2,410 9,681 60,361 52,679 | 45,405 26,681




Borrowing

26.

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

The Council’s borrowing need (the Capital Financing Requirement (CFR))

27.

28.

29.

30.

The second prudential indicator is the Council’s Capital Financing Requirement
(CFR). The CFR is simply total historic outstanding capital expenditure that has not
been fully funded. It is a measure of the Council’'s underlying borrowing need.

Any capital expenditure above, which has not immediately been paid for through a
revenue or capital resource, will increase the CFR.

The CFR does not increase indefinitely, as MRP is a statutory annual revenue charge
which broadly reduces the indebtedness in line with each asset’s life, and so charges
the economic consumption of capital assets as they are used.

The CFR includes any other long-term liabilities (e.g. Private Finance Initiative (PFI)
schemes, finance leases). Whilst these increase the CFR and therefore the Council’s
borrowing requirement, these types of scheme include a borrowing facility by the PFI,
Purchasing Power Parity (PPP) lease provider and so the Council is not required to
borrow separately for these schemes. At 31st March 2023, the Council had £40.4m
of such schemes within the CFR:

Actual Estimates
2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
£k £k £k £k £k £k

Capital Financing Requirement
GF 361,142 363,278 | 394,335 | 421,570 | 435,977 | 437,846
HRA 266,831 271,413 | 294,621 | 312,607 | 335,038 | 351,413
Total CFR 627,973 634,691 | 688,956 | 734,177 | 771,015 | 789,259
Movement in CFR -3,829 6,718 | 54,265 | 45,221 | 36,838 | 18,244
Represented by
Hg;g'z‘tggfé”gbove) 2,410 9,681 | 60,361 | 52,679| 45405| 26,681
Less MRP/Other -6,239 -2,963 -6,096 -7,458 -8,567 -8,437
financing
adjustment
Movement in CFR -3,829 6,718 | 54,265| 45,221 | 36,838 | 18,244




31.

The Council is forecast to have borrowed £453.7m at 31st March 2024 against a
forecast CFR (borrowing requirement) of £595.0m after allowing for its other long
term liabilities, which means that the Council is currently forecast to be under-
borrowed (see paragraphs 35 to 38) by £141.3m. Being under-borrowed minimises
external interest costs but may not be sustainable long term. Whilst this might seem
like a high level of under-borrowing this is consistent with other similar Local
Authorities.

Debt Liability Benchmark (LB)
32. It is now a requirement of the 2021 Code of Practice to calculate the Debt Liability

33.

Benchmark and as a minimum the Authority is required to estimate and measure the
LB for the forthcoming financial year and at least the following two financial years.

There are four components to the LB: -

1. Existing loan debt outstanding: the Authority’s existing loans that are still
outstanding in future years. These are shown as the blue stacked bars on the
chart below.

2. Loans CFR: this is calculated in accordance with the loans CFR definition in the
Prudential Code and projected into the future based on the approved prudential
borrowing outlined in the table above and planned MRP. This is the blue line on
the chart below.

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 its approved prudential borrowing, planned MRP and any other
major cash flows forecast such as temporary borrowing for cashflow or use of
reserves. This is the orange line on the chart below.

4. Liability benchmark (or gross loans requirement): this equals net loans
requirement plus a short-term liquidity allowance (assumed at £30m for the life of
the model). This is the red broken line on the chart below.

The liability benchmark is effectively the net borrowing requirement of a local authority
plus a liquidity allowance. CIPFA recommends that the optimum position for
borrowing should be at the level of the liability benchmark. They also recommend that
the benchmark is calculated for the life of the existing debt portfolio but as the Capital
Programme (and consequently the prudential borrowing) is only agreed for four years
into the future, whereas all the other inputs are projected for 50 years, it is felt that the
long-term view of the benchmark has the potential to be quite misleading.

The LB is shown below:
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34.The liability benchmark indicates a future borrowing requirement as the liability
benchmark is greater than the actual loans. This is to be expected as the Council is
currently maintaining an under-borrowed position (see paragraphs 35-38 below). Link
have advised that the way local government finance is structured means that local
authorities are unlikely to need to borrow as much as their CFR (in other words an
under-borrowed position would usually be expected due to the levels of reserves and
balances Council’s usually operate with).

Under-Borrowing

35.As detailed above, the Council is currently maintaining an under-borrowed position.
This means that the level of actual debt is below the Capital Financing Requirement
(the amount the authority needs to borrow for capital purposes) and therefore the
Council is using internal resources such as earmarked reserves, unapplied grants and
capital receipts, cash balances, etc. to fund some of its unfinanced capital
expenditure.

36.This strategy is beneficial because external debt interest payments are minimised
during the time when interest rates are increasing, hence protecting the revenue
budget. There are obviously risks inherent in this approach on interest rate
fluctuations i.e. interest rates don’'t behave as expected and borrowing has to be
undertaken at higher rates, liquidity risks where the current level of internal borrowing
is needed for other purposes such as emergency situations where no other funding is
available and re-financing risks. The latter is quite a low risk as the majority of our
debt is on a fixed term basis.

37.This position cannot be sustained in the long term. The reserves and balances may
be needed and consequently the need to borrow will increase. This could be short-
term or long-term borrowing. However, whilst interest rates are at their current levels
the Council will be adopting a strategy of only utilising short-term borrowing to maintain
the cashflow position. This is likely to be from both other local authorities (or similar)
and the Public Works Loan Board (PWLB) as currently the rates are comparable.



Once interest rates start to fall again then long-term borrowing from the PWLB, will be
undertaken in order to remove some interest rate risk.

38.1t should also be noted that although it was the Council’s intention to pre-pay its future
service rate pension liabilities, at a discounted rate, for 2023/24 to 2025/26, as noted
in the previous years report, that this wasn’t actually undertaken as the financial
incentive to do so wasn't sufficient.

Short-Term Borrowing

39.The use of short-term borrowing can make the borrowing portfolio volatile in terms of
interest rate and refinancing risk. The benefit to the Council is lower interest costs
compared to those that would be incurred if long term borrowing was undertaken.

40.Unless new resources are identified, e.g. grants, asset sales, etc. funding the Capital
Programme from balances will decrease investment balances and hence reduce
investment income levels but the loss, currently, is more than offset by the interest
savings generated by not taking on the full borrowing requirement.

The Minimum Revenue Provision (MRP)

41.Under Regulation 27 of the Local Authorities (Capital Finance and Accounting)
(England) Regulations 2003, where the Authority has financed capital expenditure by
borrowing it is required to make a provision each year through a revenue charge
(MRP). The MRP charge is the means by which capital expenditure, which has been
funded by borrowing, is paid for by council taxpayers.

42.The Council’'s MRP policy is detailed at Appendix B. The selected methods are those
that are most beneficial in each case and comply with Department for Levelling Up,
Housing and Communities (DLUHC) regulations.

Core funds and expected investment balances

43.The application of resources (capital receipts, reserves etc.) to either finance capital
expenditure or other budget decisions to support the revenue budget will have an
ongoing impact on investments unless resources are supplemented each year from

new sources (asset sales etc.).

Detailed below are estimates of the year-end

balances for each resource and anticipated day-to-day cash flow balances. It should
be noted that the use of resources is difficult to predict, and a cautious approach is

taken.

Actual Estimates
Year End

2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
Resources

£k £k £k £k £k £k

Reserves balances | 127,020 | 99.000| 91.600| 71.600| 67.600| 64,600
Capital receipts 26.345| 16.800| 10,000| 8000 8000| 8,000
Provisions 9,277 9,277 9,277 9,277 9,277 9,277
Capital Grants 27.710| 27.710| 27.710| 27.710| 27.710| 27710
Unapplied
Total core funds | 190,352 | 152,787 | 138,587 | 116,587 | 112,587 | 109,587
Working capital 7,510 5,000 5,000 5,000 5,000 5,000
Under/over 160,203 | 141,339 | 126,249 | 106,116 | 102540 | 99,310
borrowing
Expected 37,659 | 16,448| 17,338 15471| 15,047| 15277
investments




Current Portfolio Position

44.There are a number of key prudential indicators to ensure that the Council operates
within well-defined limits. One of these is that the Council needs to ensure that its
total borrowing does not, except in the short term, exceed the total of the CFR. This
helps to ensure that over the medium-term borrowing is not undertaken for revenue

purposes.

45.The Section 151 officer reports that the Council complied with this prudential indicator
in the current year and does not envisage difficulties for the future. This view takes
into account current commitments, existing plans, and the proposals in this report. As
previously stated, the Council’s external borrowing as at 31st March 2024 is expected
to be £453.7m. This is split across two pools as shown in the table below. The
borrowing need (CFR less long-term liabilities) is £595.0m, which highlights that the

Council will be under-borrowed by £141.3m (see paragraphs 35 to 38 above).

46.The Council’s forward projections for borrowing are summarised below. The table
shows the actual external debt, against the underlying capital borrowing need, (the
CFR), which is adjusted for any long-term liabilities for which we don’t have a
borrowing requirement for (see paragraph 30 above), highlighting any over or under

borrowing.
Actual Estimates

Portfolio Position 2022123 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28

£k £k £k £k £k £k
CFR General Fund 361,142 | 363,278 | 394,335| 421,570 | 435977| 437,846
Other long-term 40,401 | -39.711| -37,065| -34420| -31,774| -29128
liabilities (OLTL): ; ; ; ; ; ;
External Borrowing 182.109 | 203,109 | 253109 | 301,109| 325109| 335.109
Under-borrowed 138,632 | 120458 | 104.160| 86,041| 79,004| 73,609
Position ’ ’ ’ ’ ’ ’
Ave. Interest Rate 3.02% | 450%| 4.20%| 4.00%]| 3.50% 3.20%
CFR HRA 266,831 | 271,413 | 294,621 | 312,607 | 335038| 351,413
External Borrowing 245260 | 250532 | 272,532 | 292532 | 311592| 325712
Under-borrowed
oreer? 21571| 20881| 22089| 20075| 23446| 25701
Average Interest Rate 4.82% 5.11% 4.60% 4.60% 4.40% 4.10%
Total CFR less OLTL | 587,572 | 594,980 | 651,890 | 699,757 | 739.241| 760,131
Total External debt | 427,369 | 453,641 | 525,641 | 593,641| 636,701| 660,821
Total Under-
borrowing 160,203 | 141,339 | 126,249 | 106,116 | 102,540 | 99,310

*As there is no requirement to apply MRP to the Housing Revenue Account (HRA) borrowing, its under-
borrowed position would only change because of a strategic change in the Council’s borrowing pool

makeup or external borrowing position, e.g. increase/decrease in external debt.




47.Both debt pools will see high interest rates in the beginning of next year, which should
then start to fall slowly throughout the end of the period. The average interest rate on
HRA debt is higher than the General Fund (GF) debt as that pool contains a higher
proportion of older debt taken out at higher interest rates.

48. Treasury management decisions on the structure and timing of borrowing will be made
independently for the GF and HRA. Interest on loans will be calculated in accordance
with proper accounting practices. This will require interest expenditure on external
borrowing attributed to HRA loans being allocated to the HRA. Interest expenditure
on external borrowing attributed to the GF will be allocated to the GF.

49.Following changes to the DLUHC guidance, the council needs to report debt relating
to commercial activities/non-financial investments separately. The Council confirms
that we do not currently have any debt relating to commercial activities/non-financial
investments and there are no plans for this to change during the term of this report.

Treasury Indicators: Limits to Borrowing Activity
50.These are the 2 overall controls for treasury management external borrowing: -
e The ‘operational boundary’ for external borrowing; and

e The ‘authorised limit’ for external borrowing.

Operational Boundary for external borrowing

51.This is the limit beyond which external borrowing (for both cashflow and capital) is not
normally expected to exceed. For 2024/25, the limit is £689.0m based on the total
CFR. In most cases, the operational boundary will be a similar figure to the CFR but
could be higher or lower depending on the levels of actual debt and the ability to fund
under borrowing from cash resources.

Actual Estimates
Operational Boundary | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
£k £k £k £k £k £k
GF & HRA Borrowing 587572 | 594980 | 651,890 | 699757 | 739.241| 760,131
%{Ei(lai’:ileosng term 40401| 39,711| 37.065| 34420| 31774| 29,128
Total 627,973 | 634,691| 688,955| 734,177 | 771,015| 789,259

The Authorised Limit for external borrowing

52.A further key prudential indicator is a control on the maximum level of borrowing. This
represents the statutory legal limit, beyond which external borrowing is prohibited and

this limit needs to be set or revised by full Council.

It reflects the level of external

borrowing, which, while not desired, could be afforded in the short term, but is not
sustainable in the longer term.

53. This is the statutory limit determined under section 3 (1) of the Local Government

Act 2003. The Government retains an option to control either the total of all councils’
plans, or those of a specific council, although this power has not yet been

exercised.




54.Council are ask to approve a limit that is set £20m above the CFR. The Council does
not borrow in advance, and this would only be considered where interest rates were
preferential and to avoid future interest rate risk. This would mean that the council
would incur additional interest costs and principal repayments before benefiting from
a developed asset. This is highly unlikely to occur given the prevailing high interest
rates, but the calculation of the indicator is a requirement of the Code. For 2024/25,
the limit is £708.955m. This is shown in the table below:

Actual Estimates
Authorised limit 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
£k £k £k £k £k £k
GF & HRA Borrowing 607,572 [ 614,980 | 671,890 | 719,757 | 759,241 | 780,131
Other long-term liabilities 40,401 39,711 37,065| 34,420 | 31,774 | 29,128
Total 647,973 | 654,691 | 708,955 | 754,177 | 791,015 | 809,259

Treasury Management Limits on activity

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

Prospects for Interest Rates

56.Part of the service provided by Link is to assist the Council to formulate a view on
interest rates. Appendix D outlines the forecasts for short term (Bank Rate) and
longer-term fixed interest rates.

57.Between February 2022 and August 2023, the Bank of England increased the base
rate every six weeks, taking it from its lowest level ever of 0.1% to 5.25% where it has
remained to mitigate inflationary pressures. The coronavirus outbreak has done huge
economic damage both to the UK and economies around the world, which have been
further impacted by the war between Russia and the Ukraine and now the unrest in
the Middle East. Whilst the base rate isn’'t expected to increase any further, opinions
are divided as to when it will start reducing and by how much. There are positive signs
that inflation has peaked and is now on a downward trajectory but there are still
pressures within the labour market which could still drive wage inflation. The Bank of
England have made several indications that higher rates could be around for some
time yet and there are a lot of factors to currently consider before implementing any
reductions, however, their hawkish stance hasn’t prevented the market from forming
a view that rates will start to fall soon as gilt yields have already starting to fall.

Borrowing Strategy

58. As outlined above the borrowing strategy for the forthcoming period whilst interest
rates are at their current levels is to only undertake short-term borrowing when
required for cash flow purposes. This strategy will be revised when rates start to fall
back down and stabilise at the lower levels envisaged. This strategy will protect the
overall financial position of the Authority in both the short term as interest costs on
debt will be minimised as far as possible and in the long term as future debt
repayments will be lower. There are risks to this approach as if the current level of
under borrowing can no longer be sustained i.e. the reserves and balances (internal
borrowing) are no longer available then we will be forced to borrow at these higher
interest rates.



59.This is a continuation of the strategy adopted in 2023/2024 and relies on the Council
having a robust cash flow forecast in place to ensure the core function of Treasury
Management as outlined in paragraph 6 above can be fulfilled. This will ensure that
the Council isn’t tied into long term debt with higher than necessary interest rates.

60. 1t is normally prudent to borrow long term to support the Capital Programme; however,
we have had very unusual market conditions over the last four years resulting in
extremely low interest rates which have then had to rise significantly to mitigate
inflationary pressures. So, whilst rates were extremely low, we were only borrowing
in the short term to benefit from interest rate savings and now we are delaying
borrowing whilst interest rates are believed to be artificially high.  Also, 57% of the
Council’s borrowings (at 315t December 2023) are for terms between 30 and 50 years,
which brings certainty of cost and minimises interest rate risk on almost half the
portfolio.

61.The Council’s current Loans and Investment portfolios are shown in Appendix C.

Transfer of Loans between Debt Pools

62.The Council’s policy on transferring loans between the HRA and GF debt pools is as
follows: -

¢ Inthe case of the HRA/GF having a requirement to fund its CFR, then one debt
pool may be used to subsidise another to reduce either the GF or the HRA
external borrowing requirement.

¢ [f this happens, then loans will be transferred between the pools without the
need to recognise an internal premium or discount.

e Similarly, if the HRA and GF wish to swap loans as a result of strategic
decisions, this loan swap would also be undertaken at no internal premium or
discount.

63.Where the HRA or GF has surplus cash balances, which allow either account to be
funded internally, the rate charged on this internal borrowing will be based on the
average external rate of interest on the applicable pool at the end of the financial year.
This is a reasonable approach providing certainty of charging, protection against
short-term increases in market rates and reflects the fact that strategic borrowing
decisions will generally be made on an annual basis.

Policy on Borrowing in Advance of Need

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

65.Borrowing in advance will be made within the constraints that: -

e It will be limited to no more than 75% of the expected increase in borrowing
need (CFR) over a three-year planning period; and

e Would not look to borrow more than three years in advance of need.

66.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.



IFRS 16

67.The CIPFA LAASAC Local Authority Accounting Code Board has deferred
implementation of IFRS16 until 15t April 2024, which requires Authorities to bring
previously off-balance sheet leased assets onto the balance sheet for the closure of
the accounts for the 2024/25 financial year. For our current leases these changes
aren’t believed to be significant for the Council, but when quantified will ultimately
affect the Capital Financing Requirement (CFR), external debt (other long-term
liabilities), Operational Boundary and Authorised Limit. Should the limits need to be
increased as a result of IFRS16 these will be dealt with when they can be more
accurately quantified.

Debt Rescheduling

68. Rescheduling of current borrowing in our debt portfolio is unlikely to occur as there is
still a large difference between premature redemption rates and new borrowing rates.
Should any rescheduling take place it will reported in the next report following the
timetable outlined in paragraph 11 above.

Approved Sources of Long and Short term Borrowing

69.The Section 151 Officer, under delegated powers, will take the most appropriate form
of borrowing depending on the prevailing interest rates at the time taking into account
the relevant risks. In the current environment it is likely that shorter term fixed rates
will provide lower cost opportunities in the short term which is consistent with our
strategy.

70.0ur advisors will keep us informed as to the relative merits of available funding
sources.

Annual Investment Strategy

Investment Policy

71.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 report deals solely with treasury (financial) investments. Non-
financial investments, essentially the purchase of income yielding assets and service
investments, would be covered in the Capital Strategy if the Council were to be
entering into any which they are not.

72.The Council’s investment policy has regard to the Government DLUHC’s Guidance
on Local Government Investments (‘the Guidance”), the CIPFA Treasury
Management in Public Services Code of Practice and Cross Sectoral Guidance Notes
2021 (“the CIPFA Code”) and the CIPFA Treasury Management Guidance Notes
2021. The Council’s investment priorities will be security first, portfolio liquidity
second, then return.

73.In order to minimise the risk to investments, the Council has stipulated the minimum
acceptable credit quality of financial institutions for inclusion on its lending list. The
methodology used to create the lending list takes account of the ratings and watches
published by all three ratings agencies, Fitch, Moody’s and Standard & Poor’s, with a
full understanding of what the ratings reflect in the eyes of each agency. Using the
Link ratings service, banks’ ratings are monitored on a real time basis with knowledge
of any changes notified electronically as the agencies notify modifications.

74.The aim of the policy is to generate a list of highly creditworthy financial
institutions/products, which will also enable diversification, and thus avoidance of
concentration risk.



75.The primary intention of the policy is to provide security of investment and
minimisation of risk.

76.Where the HRA or GF has surplus cash balances invested the interest shall be
credited based on the relative proportions of the balances. Where an investment is
impaired, the charge shall also be shared based on the relative proportions of the
balances.

77.Investment instruments identified for use within the financial year are listed in
Appendix E under the “Specified” and “Non-specified” investment categories. The
definition of these categories is as follows:

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

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

78.The introduction of IFRS 9 has been further delayed until 31t March 2025, a delay of
another two years. Once introduced, under IFRS 9 Authorities will have to 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. The further delay is to allow Authorities to initiate an orderly withdrawal
of funds if required. The Council don’t have any investment instruments to consider
under this accounting standard.

79. All investments will be denominated in sterling.

80. Even with the restraints of security and liquidity the Authority will still pursue value
for money in treasury management and will monitor the yield from investment income
against appropriate benchmarks. Regular monitoring and reporting of investment
performance will be carried out during the year (see paragraph 11).

81.The above criteria are unchanged from last year.
Environmental, Social & Governance (ESG) Considerations

82. The revised code updated in 2021 introduces the concept of ESG considerations into
an Authority’s investment strategy as follows: “The organisation's credit and
counterparty policies should set out its policy and practices relating to environmental,
social and governance (ESG) investment considerations. This is a developing area,
and it is not implied that the organisation’s ESG policy will currently include ESG
scoring or other real-time ESG criteria at individual investment level.” As these
considerations are still in their infancy within public service organisations there isn’t a
consistent and developed approach therefore each Authority is recommended to
consider their own policies in relation to their own priorities.



83.

84.

In setting a policy on ESG the following considerations should be factored in:
reporting, metrics, priority, monitoring, rationale and impact. There should be a clear
process on deciding on the priority of ESG and as we are investing public money this
should never compromise on security or liquidity. Whilst ESG considerations are still
in their infancy the proposed policy is that ESG becomes a fourth consideration after
security, liquidity and yield (SLY). This means it will only be considered if there are
two or more identical investments in terms of SLY and then the Council’s priorities on
tree planting, green spaces and reducing fleet emissions will be considered against
the investment organisations own priorities.

Throughout 2023/24 there have been no instances where ESG has been a factor as
the overriding principles of SLY have influenced investment decisions. Therefore, the
review of ESG considerations concludes that they should remain unchanged from the
above for 2024/25 and that if they are applied to an investment it will be included in
the reporting outlined in paragraph 11.

Credit Risk Policy

85.The Council has determined that it will only use approved counterparties from

countries with a minimum sovereign credit rating equal to the UK’s sovereign rating
(minimum rating as confirmed by at least two agencies). The list of countries that
qualify using this credit criteria as at the date of this report are shown in Appendix E.
This list will be amended by officers should ratings change in accordance with this
policy. Any changes will be approved by the Section 151 Officer. Not all
counterparties will be active in the market at all times, therefore, it is important to have
a good spread of available organisations.

86.The Council applies the credit risk assessment service provided by Link.

87.This service employs a sophisticated modelling approach utilising credit ratings from

the three main credit rating agencies. The credit ratings of financial institutions are
supplemented with the following overlays: -

e credit watches and credit outlooks from credit rating agencies;

e Credit Default Swaps (CDS) spreads to give early warning of likely changes in
credit ratings;

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

88.The end product of this is a series of bands, which indicate the relative

creditworthiness of financial institutions. This is used by the Council to determine the
duration of investments. The model will also be used to select institutions with a high
level of creditworthiness, based on the following bands. The Council will therefore
use financial institutions within the following durational bands.
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Yellow 5 Years

Dark pink | 5 years for Enhanced money market funds (EMMFs) with a
credit score of 1.25
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credit score of 1.5

Purple 2 Years

Blue 1 year (applies to nationalised or semi nationalised UK Banks)
Orange 1 Year

Red 6 Months

Green 100 Days

No Colour | Not to be used

89.Appendix E contains a table showing the relative credit worthiness of different
financial institutions, maximum terms and maximum investment limits.

90.This methodology is even more cautious than the approach suggested by CIPFA of
using the lowest rating from all three rating agencies to determine creditworthy
financial institutions. The Link creditworthiness service uses a wider array of
information in addition to the primary ratings and by using a risk weighted scoring
system, does not give undue weighting to one agency’s ratings.

91.Typically the minimum credit ratings criteria the Council use will be a short term rating
(Fitch or equivalents) of F1 and a long-term rating of A-. There may be occasions
when another rating agency’s counterparty ratings may be used that are marginally
lower than Fitch’s counterparty ratings but, in such instances, consideration will be
given to the whole range of ratings available or other topical market information, to
support their use.

92.All credit ratings are monitored weekly and changes to ratings are notified to us by
Link creditworthiness service.

93.1f a downgrade results in the financial institution / investment scheme no longer
meeting the Council’s minimum criteria, its further use as a new investment will be
withdrawn immediately.

94.In addition to the use of credit ratings the Council will be advised of information in
movements in Credit Default Swap against the iTraxx benchmark and other market
data on a weekly basis. Extreme market movements may result in downgrade of an
institution or removal from the Council’s lending list.

UK banks - ring-fencing

95.The largest UK banks, (those with more than £25bn of retail / Small and Medium-sized
Enterprise (SME) deposits), were required, by UK law, to separate core retail banking
services from their investment and international banking activities by 1st January
2019. This is known as “ring-fencing”. Whilst smaller banks with less than £25bn in
deposits are exempt, they can choose to opt up. Several banks are very close to the
threshold already and so may come into scope in the future regardless.



96.Ring-fencing is a regulatory initiative created in response to the global financial crisis.
It mandates the separation of retail and SME deposits from investment banking, in
order to improve the resilience and resolvability of banks by changing their structure.
In general, simpler, activities offered from within a ring-fenced bank, (RFB), will be
focused on lower risk, day-to-day core transactions, whilst more complex and “riskier”
activities are required to be housed in a separate entity, a non-ring-fenced bank,
(NRFB). This is intended to ensure that an entity’s core activities are not adversely
affected by the acts or omissions of other members of its group.

97.While the structure of the banks included within this process may have changed, the
fundamentals of credit assessment have not. The Council will continue to assess the
new-formed entities in the same way that it does others and those with sufficiently
high ratings (and any other metrics considered), will be considered for investment
purposes.

Investment Strategy

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

99.The bank base rate is currently 5.25% with forecasts projecting the rate has peaked
and will decrease slowly from 2024 onwards (interest rate forecasts are covered in
more detail in Appendix D).

100. The suggested budgeted investment earnings rates for returns on investments placed
for periods of up to 3 months during each financial year are shown in the following
summary. These rates have been used to estimate investment interest, over the
strategy term.

Average earnings in each
year

2023/24 (residual) 5.30%
2024/25 4.70%
2025/26 3.20%
2026/27 3.00%
2027/28 3.25%

Years 6 to 10 3.25%
Years 10+ 3.25%

101. The Council will pursue value for money with its investments and to measure this will
use the 1 month compounded SONIA (Sterling Overnight Index Average) rate, which
is the risk-free rate for sterling markets administered by the Bank of England, as its
investment benchmark. Due to the lack of available funds for investment currently
we have suspended our subscription to the investment benchmarking service offered
by Link which allows us to compare our performance against our peers.



102.

103.

104.

105.

106.

107.

108.

109.

The overall balance of risks to economic growth in the UK is probably to the downside
due to the weight of all the uncertainties over Brexit, as well as a softening global
economic picture.

The balance of risks to increases in Bank Rate and shorter-term PWLB rates are
broadly similarly to the downside. The Bank of England’s forward guidance should
be a good indicator of where interest rates are going.

Whilst ever the Council remains under-borrowed and using our internal balances to
partly mitigate the need for borrowing there will be limited balances available for
investment. However, to bring balance to the portfolio funds generated through the
Council’s cash flow will be invested on the following basis:-

Liquid Funds (approx. £15m)

This part of the portfolio should be managed at around £15m. This allows for the
payment of payroll on dates within the year when grants are delayed due to the 15th
being on a weekend (June 2024, September 2024, and December 2024, January
2025 and February 2025).

For example, this part of the portfolio should be invested in: -
e bank deposits (main accounts, call accounts, notice accounts); and
e potentially Money Market Funds (subject to due diligence and selection process).

Other Specified Investments (approx. £25m)

Once the liquid funds are in place the Council should continue to invest in other slightly
less liquid but still secure assets, up to a maximum of 1 year. Examples of these
assets are: -

e UK Government Treasury Bills, which will have a maturity date of less than 6
months (the maximum term).

e High quality Certificates of Deposit (rank equally with bank deposits re: bail in)
which provides access to a wider range of higher rated banks.

e High quality bonds issued by banks, with a maturity date of less than 1 year.

e Other Corporate Bonds that meet its minimum investment criteria, with a maturity
of less than 1 year.

e Collateralised Deposits (repurchase/Reverse Repurchase) arrangements utilising
its existing custodial arrangements with King & Shaxson brokers. This is a method
of secured deposit with a bank.

Non-Specified Investments (Maximum £20m)

Any core funds that are identified as being available longer term, e.g. reserves, could
continue to be invested in suitable longer term assets, examples of which are: -

o fixed deposits with banks in excess of 12 months.
e High quality Certificates of Deposit with a maturity date in excess of 12 months.
e High quality bonds issued by banks, with a maturity date in excess of 12 months.

e Other Corporate Bonds that meet the Councils minimum investment criteria, with
a maturity in excess of 12 months.

A full list of Specified and Non-Specified investments is shown in Appendix E.



110. Any new Non-Specified investment will require authorisation by the Section 151
Officer. Details of minimum criteria and any additional due diligence required can also
be seen in Appendix E.

111. Investment treasury indicator and limit - total principal funds invested for greater than
365 days. These limits are set with regard to the Council’s liquidity requirements and
to reduce the need for early sale of an investment and are based on the availability of
funds after each year-end.

Maximum principal sums invested > 1 year
2024/25 2025/26 2026/27
£20m £20m £20m

2027/28
£20m

£m
Principal sums
invested > 1 year

Investment Reporting

112. Reporting on investment activity is included in the quarterly updates, the mid-year and
the end of the financial year reports as outlined in paragraph 11 above.

Policy on the use of external service providers

113.The Council recognises that 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.

114.1t 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 Council will ensure that the terms of their appointment and the methods by which
their value will be assessed are properly agreed and documented, and subjected to
regular review.

OPTIONS CONSIDERED

115. Other options that have been considered and members need to be aware of, when
compiling this report, that would affect the investments and borrowing decisions are

as follows: -
Options Likely impact on Income and | Likely impact on risk
Expenditure management
1. Investin a Interest income will be lower Reduced risk of losses from

narrower range of
institutions and
shorter terms

2. Reduce level
of borrowing

credit related defaults, but any
single loss could be magnified.

Reduced investment balance
leading to a lower impact in the
event of default, however long-
term interest costs become less
certain.

Saving on debt interest is likely
to exceed lost investment
income. Premium to be paid if
debt paid down (avoided if the
reduction is done, as planned,
by not replacing maturing
debt).

Debt interest costs will rise,

3. Borrow Reduced interest rate risk. But

additional sums

at long term fixed
interest rates

this is unlikely to be offset by
higher investment income

higher investment balance could
lead to a higher impact in the
event of a default.




Options

Likely impact on Income and
Expenditure

Likely impact on risk
management

4. Increase level
of borrowing

Additional cost of debt interest
is likely to exceed additional
investment income received.

Under-borrowing uses a
combination of reserves and
working capital. Any adverse
changes to either could lead to
cash not being available to fund
expenditure. Leading to
increased levels of borrowing.

5. Borrow
sufficient funds
for under-
borrowed position

Additional interest costs of up
to £7.5m per annum.

Reduced interest rate risk, but
significantly higher costs. In
addition, the higher investment
balance could lead to a higher
impact in the event of a default.

REASONS FOR RECOMMENDED OPTION

116. Option 1 is the recommended option to maximize external interest savings without
introducing unacceptable risk.

117.The strategy provides a good balance between our existing, predominantly long
maturity profile, to minimise interest costs whilst interest rates are at high levels which

protects front line budgets and service provision.

IMPACT ON THE COUNCIL’S KEY OUTCOMES

Great 8 Priority

Trade-
Mix of offs to
Positive ves consider |Neutral or No
Positive & . .
Overall . - implications
Negative .
Negative
overall

Change

Tackling Climate

|

work

Developing the skills to
thrive in life and in

Making Doncaster the
best

° place to do business
and create good jobs

for

Building opportunities

healthier,
longer lives for all

happier and

Creating safer,
stronger,
greener and cleaner
dcommunities where
everyone belongs




Nurturing a child and
family-friendly borough

Building Transport and
digital connections fit
for the future

Promoting the borough
and its cultural,
sporting, and heritage
opportunities

Fair & Inclusive

Treasury Management impacts on all the outcomes; it makes sure that the Council’s
cash is organised in accordance with the relevant professional codes, so that
sufficient cash is available to meet the Council’s activities.

Due to the nature of this report it is outside the scope of due regard process and so
does not need either an initial or full due regard assessment.

RISKS AND ASSUMPTIONS

118. This

strategy report along with the Council’'s Treasury Management Practice

Statements seeks to limit as far as possible the risks associated with the Council’s
Treasury function. However, the economic climate and financial markets are dynamic,
and can be prone to sharp unexpected movements. The Section 151 Officer and the
Council’s advisors will continually monitor the environment and act as necessary to
limit risk and achieve best value for the Council.

119. Key risks and the actions taken to mitigate those risks are: -

a.

The Council could be unable to borrow when funding is required due to adverse
market conditions and/or budgetary restraints. This risk is mitigated by
maintaining sufficient easily accessible funds. Further mitigating actions could
be scaling back or re-profiling capital expenditure plans if necessary.

There could be an increased use of reserves and working capital which is
currently used to finance the under borrowed position. This risk is mitigated by
regular monitoring of the use of reserves and having a robust cash flow
forecast, which is monitored on a daily basis.

Interest rates for borrowing could be higher than forecast. This risk is mitigated
by regular monitoring of economic forecasts, consulting with the Council’s
treasury advisers and reducing the borrowing term. Other sources of borrowing
will also be identified if possible.

. The Council could receive a lower than forecast return on its investments. This

risk is mitigated by regular monitoring of economic forecasts, consulting with
the Council’s treasury advisers and regular benchmarking. Investment
strategies would then be adjusted by the Section 151 Officer, as appropriate.

An institute with whom the Council has investments could become insolvent.
This risk is mitigated by only investing in financial institutions that meet the
Council’s minimum criteria. The Council will also continually monitor the credit



ratings of approved institutions and spread investments across a number of
financial institutions and assets.

A financial institution may not repay an investment at maturity date due to an
administration error (not insolvency). This is mitigated by maintaining accurate
records of all investments placed, including confirmation from the counterparty.
Adequate borrowing sources are available to cover any temporary cashflow
shortfalls. In addition, a proportion of the investments placed will always be
instantly accessible.

LEGAL IMPLICATIONS [Officer Initials: SRF Date 12/01/24]

120.The Council's Treasury Management activities are regulated by a variety of
professional codes, statutes and guidance: -

a.

Chapter 1 Part 1 of the Local Government Act 2003 (the Act) provides the
powers to borrow as well as providing controls and limits on such capital
finance and accounts;

the Local Authorities (Capital Finance and Accounting) (England) Regulations
2003, as amended, develops the controls and powers within the Act;

the Regulations require local authorities to have regard to the code of practice
entitled the Prudential Code for Capital Finance in Local Authorities published
by CIPFA when determining their affordable borrowing limit;

. the Regulations also require local authorities to operate its overall treasury

function having regard to the code of practice contained in the document
entitled Treasury Management in the Public Services: Code of Practice and
Cross-Sectoral Guidance Notes published by CIPFA,;

the Regulations require local authorities, for each financial year, to make a
minimum revenue provision, which they consider to be prudent, in respect of
the financing of capital expenditure incurred in that and previous years.

121. The Treasury Management function is included in the Chief Financial Officer’s duties
under Section 151 of the Local Government Act 1972 to administer the Council's
financial affairs.



FINANCIAL IMPLICATIONS [Officer Initials: RI Date 09/01/24]

122.The treasury management budget required for 2024/25 has been reviewed and
analysed over the following headings: -

General Fund
£m

Costs
Total Borrowing Costs 5.282
Other treasury management expenditure 0.080
Total Costs 5.362
Income
Investment Interest -0.475
Net Costs 4.887

123. The HRA interest costs are included in the separate HRA budget report that will be
presented to Full Council. Specific financial information is contained in the body of
the report.

HUMAN RESOURCES IMPLICATIONS [Officer Initials: DK Date 15/01/24]

124. There are no specific Human Resources implications to this report

TECHNOLOGY IMPLICATIONS [Officer Initials: PW Date 15/01/24]

125. There are no technology implications in relation to this report.

CONSULTATION

126. The Council obtains advice from specialist organisations in respect of its treasury
management activities. The impact of this is then assessed for its effect on the Council
and appropriate action taken as necessary. Consultation has taken place with key
financial managers and Executive Board.

127.This report has significant implications in terms of the following: -

Procurement Crime & Disorder

Human Resources Human Rights & Equalities

Buildings, Land and Occupiers Environment & Sustainability

ICT Capital Programme X

BACKGROUND PAPERS

CIPFA Code of Practice on Treasury Management (Revised 2021).

CIPFA Treasury Management in the Public Services Guidance Notes 2021.

CIPFA Prudential Code for Capital Finance in Local Authorities (Revised 2017).
DLUHC Statutory Guidance Local Government Investments (3™ edition), April 2018.

The Local Authorities (Capital Finance and Accounting) (England) (Amendment)
Regulations 2010 [SI1 2010/454] -
https://www.legislation.gov.uk/uksi/2010/454/pdfs/uksi 20100454 en.pdf

Localism Act 2011 - https://www.legislation.gov.uk/ukpga/2011/20/contents/enacted



https://www.legislation.gov.uk/uksi/2010/454/pdfs/uksi_20100454_en.pdf
https://www.legislation.gov.uk/ukpga/2011/20/contents/enacted

GLOSSARY OF ACRONYMS AND ABBREVIATIONS

Below is a list of all acronyms and abbreviations used throughout the report and their
meaning in full.

CDS - Credit Default Swaps

CFR - Capital Financing Requirement

CIPFA - Chartered Institute of Public Finance and Accountancy
DLUHC — Department for Levelling up, Housing and Communities
ESG — Environmental, Social and Governance

GF - General Fund

GMRA - Global Master Repurchase Agreement

HRA — Housing Revenue Account

IFRS 9 — International Financial Reporting Standards — Financial Instruments
MHCLG — Ministry of Housing, Communities and Local Government
MPC — Monetary Policy Committee

MRP — Minimum Revenue Provision

NRFB — Non Ring-Fenced Bank

OLTL — Other long term liabilities

PFI — Private Finance Initiative

PPP — Purchasing Power Parity

PWLB — Public Works Loan Board

RFB - Ring-fenced bank

SLY — Security, Liquidity and Yield

SME — Small and Medium-sized Enterprise

SONIA - Sterling Overnight Index Average
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APPENDIX A

THE CAPITAL PRUDENTIAL AND TREASURY INDICATORS 2024/25 — 2027/28

1) The Council’s capital expenditure plans are the key driver of treasury management
activity. The output of the capital expenditure plans is reflected in the prudential
indicators, which are designed to assist members’ overview and confirm capital

expenditure plans.

Capital Expenditure | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
£m Actuals Estimates

Adults, Health & 5817| 5699| 6493| 6582| 5282| 5282
Wellbeing

Public Health 6,040 | 10873| 18,272 1,050 0 0
Corporate Resources 4,318 2,743 19,684 12,758 | 12,841 12,500
Children, Young 6321| 7435| 25706| 5778| 2,378 0
People & Families

Economy & 35610 | 54264 | 74459| 46307| 15473 2339
Environment

Non-HRA 58,106 | 81,014 | 144,614 | 72,475| 35974| 20,121
HRA 30,971 | 42,286| 49,858 76,727 60,821| 48,658
TOTAL 89,077 | 123,300 | 194,472 | 149,202 | 96,795| 68,779

Affordability prudential indicators

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

Ratio of financing costs to net revenue stream

3) 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.

Actual Estimates
% 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
Non-HRA 1.57% 1.11% 1.42% 1.65% 1.60% 1.72%
HRA 16.14% | 15.67% | 15.33% | 15.09% | 14.93% | 14.61%




4) The estimates of financing costs include current commitments and the proposals in

this budget report.

HRA ratios

Actual Estimates

2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
HRA Debt £m 245,260 | 250,532 | 272,532 | 292,532 | 311,592 | 325,712
HRA Revenues 79,428 | 85,149 | 91,323 94,079 96,440 98,573
% of Debt to Revenues 32.39% | 33.99% | 33.51% | 32.16% | 30.95% | 30.26%

Actual Estimates

2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
HRA Debt £m 245,260 | 250,532 | 272,532 | 292,532 | 311,592 | 325,712
Number of Dwellings 19,894 | 19,868 | 19,915 | 20,021 20,009 19,968
Debt per Dwelling 12,328 12,610 13,685 14,611 15,573 16,312

The number of dwellings goes down as a result of right to buy sales and up by the

acquisitions / new builds.

Maturity Structure of Borrowing

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

performance. The indicators are: -

e Upper limits on variable interest rate exposure. This identifies a maximum limit
for variable interest rates based upon the debt position net of investments;

e Upper limits on fixed interest rate exposure. This is similar to the previous
indicator and covers a maximum limit on fixed interest rates;

e Maturity structure of borrowing. These gross limits are set to reduce the
Council’'s exposure to large fixed rate sums falling due for refinancing and are
required for upper and lower limits.

[£m |

2023/24 |

2024/25 |

2025/26 |

2026/27 |

2027/28 |




Interest rate exposures

Upper Upper Upper Upper Upper
Limits on fixed 100% 100% 100% 100% 100%
interest rates
based on net debt
Limits on variable 30% 30% 30% 30% 30%

interest rates
based on net debt

Maturity structure of fixed interest rate borrowing 2023/24 (as at 31.12.2023)

Under 12 months 0% 30% 37.50 9.20%
12 months to 2 years 0% 50% 10.00 2.45%
2 years to 5 years 0% 50% 11.82 2.90%
5 years to 10 years 0% 75% 5.06 1.24%
10 years and above 10% 95% 343.28 84.21%
Total 407.66 100.00%
Maturity structure of variable interest rate borrowing 2023/24

Lower Upper Actuals | Actuals %

£m

Under 12 months 0% 30% 0 0
12 months to 2 years 0% 50% 0 0
2 years to 5 years 0% 50% 0 0
5 years to 10 years 0% 75% 0 0
10 years and above 10% 95% 0 0
Total 0 0%




APPENDIX B

Minimum Revenue Position (MRP) Policy Statement

1) The Council has an annual duty to charge an amount of MRP to the General Fund
Revenue Account which it considers to be a prudent provision. The MRP charge is
the means by which capital expenditure which has been funded by borrowing is paid
for by council tax payers. The guidance on MRP allows different options for the
calculation of MRP as below:

e Option 1 - Regulatory method

e Option 2 - CFR method

e Option 3 - Asset Life method, using either
o a - Equal instalment method
o b - Annuity method

e Option 4 - Depreciation method

Doncaster Council 2024/25 MRP Policy

2) The Council adopts the most appropriate method of calculating and charging MRP
for the specific asset. Methods used include either:
e Asset Life method — Equal instalment method (option 3a); or

e Asset Life method - Annuity method (option 3b); or
e Depreciation method (option 4).

3) MRP Overpayments - A change introduced by the revised DLUHC MRP Guidance
was the allowance that any charges made over the statutory minimum revenue
provision (MRP), voluntary revenue provision or overpayments, can, if needed, be
reclaimed in later years if deemed necessary or prudent. In order for these sums to
be reclaimed for use in the budget, this policy must disclose the cumulative
overpayment made each year. Up until the 31st March 2023, the total MRP
overpayments are estimated to be £34.692m.



APPENDIX C
Analysis of Debt as at 31/12/23
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Analysis of Investments as at 31/12/23

The Council doesn’t have any investments as at the 31/12/23. The cash balance was
all held within the Council’s contracted bank as at 31/12/23.



APPENDIX D

Interest Rate Forecasts

1. As noted above the Council has appointed Link as its treasury advisor and part of their
service is to assist the Council to formulate a view on interest rates. Link provided the
following forecasts in January 2024.

Link Group Interest Rate View  08.01.24

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

BANK RATE 525 525 4TS 425 3TH 325 300 300 300 300 300 300 300
3 month ave earmings 630 530 GO0 450 400 350 330 300 300 300 300 300 .00
& month ave sarmings 520 510 480 430  3B0 330 320 310 30 A0 A0 a0 30

12 month ave eamings 500 45 460 410 3IT0 320 3 310 30 310 310 32 AN

Syr PWLB 450 440 430 420 410 400 380 370 3E0 360 350 350 350

10 yr PWLE 470 450 440 430 420 440 400 380 3BO ATD ATD ATO 47D

25 yr PWLB 520 510 430 4BD 460 440 430 420 420 490 410 4490 490

50 yr PWLE 500 45 470D 460 440 420 410 400 400 350 0 380 380 390

2. This forecast reflects the view held by Link that rates will start to reduce when CPI
inflation and wage / employment data are supportive of such a move and when there
are indications of the economy slowing down / mild recession. The timing of the
reductions will be crucial as reducing rates too early may cause inflation to start to
rise again, however, leaving rates at the higher level could prolong any downturn /
recession.

3. Link will continue to update their forecasts regularly which 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 the on-going conflict between Russia
and Ukraine and the more recent conflict in Gaza.

Gilt yields / PWLB rates

4. The shorter end of the Yield curve has rallied recently as markets are pricing in a
reduction in the base rate quicker than the view that was holding sway at the time
based on the improvements to inflation within the USA and the Eurozone. At the time
of writing there is approx. c70 basis points between the 5 year and 50-year yields.

5. This has reduced the shorter-term rates significantly, especially with the certainty rate
built in, and making the PWLB a viable alternative for short term borrowing as well as
the Local Market.



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

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).

The Bank of England has acted too quickly or too far in recent months and
subsequently brings the economy into recession.

Geopolitical risks, for example in Ukraine/Russia, China/Taiwan/US, Iran, North
Korea and Middle Eastern countries, which could lead to increasing safe-haven
flows.

Upside risks to current forecasts for UK gilt yields and PWLB rates: -

The Bank of England allows inflationary pressures to remain elevated for a long
period which necessitates a longer period of having to keep rates higher to
mitigate.

The pound weakens because of a lack of confidence in the UK Government’s
pre-election fiscal policies, which may prove inflationary, resulting in investors
pricing in a risk premium for holding UK sovereign debt.

Projected gilt issuance, inclusive of natural maturities and quantitative tightening ,
could be too much for the markets to comfortably digest without higher yields
compensating.



APPENDIX E

TREASURY MANAGEMENT PRACTICE (TMP1) — CREDIT AND COUNTERPARTY
RISK MANAGEMENT OPTION 1

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

NON-SPECIFIED INVESTMENTS: These are any investments which do not meet the
specified investment criteria. A maximum of 30% of the investment pool will be held in
aggregate in non-specified investment

A variety of investment instruments will be used, subject to the credit quality of the
institution, and depending on the type of investment made it will fall into one of the above
categories.

The criteria, time limits and monetary limits applying to institutions or investment vehicles
are:
SPECIFIED INVESTMENTS:

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

Maximum %
of total Max
Minimum ‘High’ investments matl;rity
Credit Criteria or maximum .
Amount per BEMEE
institution
Term deposits and other N/a £30m | 12 months
instruments with local (maximum
authorities of £10m per
authority)
Term deposits with banks and | Yellow £50m | 12 months
building societies Purple £40m | 12 months
Orange £30m | 12 months
Red £20m | 6 months
Green £10m | 100 days
No Colour nil | Not for use
Term Deposits with UK part Blue 12 months
nationalised banks £30m
Certificates of Deposit or Yellow £50m | 12 months
corporate bonds with banks Purple £40m | 12 months
and building societies Orange £30m | 12 months
Blue £30m | 12 months
Red £20m | 6 months
Green £10m | 100 days
No Colour nil | Not for use
Bonds issued by multilateral UK sovereign rating 100% | 12 months
development banks
UK Government Gilts UK sovereign rating 100% | 12 months
UK Government Treasury Bills | UK sovereign rating 100% | 6 months
Debt Management Agency -- 100% | 6 months
Deposit Facility




Maximum %
of total

Minimum ‘High’ investments m:;‘(mt
Credit Criteria or maximum iod y
Amount per perio
institution
Collateralised deposit UK sovereign rating 100% | 12 months
(Reverse Repurchase) (see
note 2)
Bond issued by a financial 100% | 12 months
institution which is explicitly UK sovereign rating

guaranteed by the UK

Government e.g. National Rail
Sovereign bond issues (other | UK sovereign rating 100% | 12 months
than the UK govt)
Collective Investment Schemes structured as Open Ended Investment Companies
(OEICs): -

Government Liquidity Funds AAA MMF rating 100% | Liquid
Money market funds AAA MMF rating 100% | Liquid
(CNAV/LVNAV or VNAV)
Enhanced Cash Funds with a | Fitch rating Short- 100% | Liquid
credit score of 1.25 term F1, long-term

A- or equivalent
Enhanced Cash Funds with a | Fitch rating short- 100% | Liquid
credit score of 1.5 term F1, longterm

A- or equivalent
Bond Funds Fitch rating short- 100% | Liquid

term F1, long-term
A- or equivalent
Gilt Funds Fitch rating short- 100% | Liquid
term F1, long-term
A- or equivalent

Note 1. If forward deposits are to be made, the forward period plus the deal period should
not exceed one year in aggregate.

N.B. buy and hold may also include sale at a financial year end and repurchase the
following day in order to accommodate the requirements of the Accounting Code of
Practice.

Note 2. As collateralised deposits are backed by collateral such as UK Gilts, corporate
bonds, etc. this investment instrument is regarded as being a AA rated investment as it
is equivalent to lending to the UK Government.

Note 3. The Council’s current banker has a one colour band uplift from these ratings with
the resulting maximum investment amount and maturity periods applying. This is the only
exception applied.

Note 4. Whilst other local authorities are considered high quality names for investments,
though not always rated, discretion will be applied to those authorities whose overall
financial position is of concern e.g. subject to section 114 notice.

Accounting treatment of investments. The accounting treatment may differ from the
underlying cash transactions arising from investment decisions made by this Council. To
ensure that the Council is protected from any adverse revenue impact, which may arise
from these differences, we will review the accounting implications of new transactions
before they are undertaken.



NON-SPECIFIED INVESTMENTS: A maximum of 30% will be held in aggregate in non-

specified investment
Maturities in excess of 1 year

Maximum %
of total Max
Minimum ‘High’ investments o
Credit Criteria or maximum ma?urlty
period
Amount per
institution
Term deposits and other N/a £20m | 5 years
instruments with local (maximum
authorities of £10m per
authority)
Term deposits with banks and | Yellow £50m | 5years
building societies Purple £40m | 2 years
Term Deposits with UK part Blue £30m | 5years
nationalised banks
Certificates of Deposit or Yellow £50m | 5years
corporate bonds with banks Purple £40m 2 years
and building societies
Bonds issued by multilateral UK sovereign rating £5m | 5 years
development banks
UK Government Gilts UK sovereign rating 100% | 50 years
Collateralised deposit UK sovereign rating 100% | 5 years
(Reverse Repurchase)
Bond issuance issued by a UK sovereign rating £20m | 10 years
financial institution which is
explicitly guaranteed by the
UK Government e.g. National
Rail
Commercial Paper Other Fitch rating short- £20m | 10 years
term F1, long-term
A- or equivalent
Corporate Bonds Fitch rating short- £20m | 10 years
term F1, long-term
A- or equivalent
Sovereign bond issues (other | UK sovereign £20m | 5 years
than the UK govt)
Bond Funds Fitch rating short- £20m | 10 years
term F1, longterm
A- or equivalent
Gilt Funds Fitch rating short- £20m | 10 years
term F1, longterm
A- or equivalent
Municipal Bonds UK sovereign rating £5m | 5 years
Floating Rate Notes Fitch rating short- £5m | 5 years
term F1, long-term
A- or equivalent
Covered Bonds Fitch rating short- £5m per | 10 years
term F1, long-term bond
A- or equivalent
Unrated Bonds **Non-rated internal £5m per | 10 years
due diligence bond




Maximum %
of total Max
Minimum ‘High’ investments matl;rity
Credit Criteria or maximum iod
Amount per perio
institution
Loans to Third Parties **Non-rated internal £5m | 50 years
due diligence
Churches, Charities and Local | **Non-rated internal £5m | 10 years
Authorities (CCLA) Property due diligence
Fund
Property Funds* **Non-rated internal £5m | 10 years
due diligence

*The use of these instruments can be deemed capital expenditure and as such will be an
application (spending) of capital resources. This Authority will seek guidance on the
status of any fund it may consider using. Appropriate due diligence will also be
undertaken before investment of this type is undertaken.

**Due Diligence will include the following, if available, however the list isn’t intended to be
exhaustive: -

Capitalisation of the organisation,

Revenue profits and margin trends,

Competitors and industry,

Valuation multiples e.g. price/earnings ratio,
Management and share ownership and track records,
Balance sheet analysis,

Examination of future plans and expectations,

Stock options and dividend policy.

APPROVED COUNTRIES FOR INVESTMENTS

This list is based on those countries which have higher sovereign ratings than the UK
(based on two out of three ratings from the agencies Fitch, Moody’s and S&P) and have
banks operating in sterling markets which have credit ratings of green or above in the
Link credit worthiness service. The UK is currently rated as AA- but is still an approved
country for investments.

AAA AA+ AA

Australia, Finland United Arab Emirates
Denmark, Canada
Germany, USA
Norway,
Netherlands,
Singapore,
Sweden,
Switzerland
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