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Introduction

The Council is required by Regulation to have regard to the Prudential Code published by the
Chartered Institute of Public Finance and Accountancy (CIPFA) when carrying out its duties
under Part 1 of the Local Government Act 2003. Following consultation during 2017, CIPFA
published a revised Prudential Code (2017 Edition) and Treasury Management Code of
Practice (2017 Edition) in January 2018. One of the main aspects of this revised Code is to
bring together elements of capital expenditure with the treasury management strategy, into
a single Capital and Investment Strategy for approval by Full Council. This strategy document,
therefore, sets out the capital, investment and treasury management strategy for 2021/22
and includes a capital programme and prudential indicators for the forecast period of
2021/22 to 2023/24.

In addition to these revised regulations, the Ministry for Housing, Communities and Local
Government (MHCLG) has issued a revised Prudential Framework, the regulations under
which the Council is able to borrow and invest surplus cash flows, and revised Statutory
Guidance on the Minimum Revenue Provision (MRP).

This strategy document includes all of the information necessary to meet the requirements
of these revised guidance documents including the revisions to statutory investment and
MRP guidance.

Any changes to statutory guidance may, therefore, require a subsequent change to this
strategy, which will be reported at the earliest opportunity. Any such revisions will need the
approval of Council.

The delegated obligations for the Section 151 Officer in relation to the capital
programme and for treasury management activities are set out in the Financial Regulations
respectively.

What is Capital Expenditure?

Capital expenditure is incurred on the acquisition or creation of assets, or expenditure that
enhances or adds to the life or value of an existing fixed asset that is needed to provide
services. Fixed assets are tangible or intangible assets that yield benefits to the Council
generally for a period of more than one year. This contrasts with revenue expenditure which
is spending on the day to day running costs of services.

The Local Government Act 2003 extends the definition for the purpose of capital expenditure
to allow expenditure on computer software and on the making of loans or grants for capital
expenditure by another body to be treated as capital expenditure of the local authority.
These Statutory Regulations have been absorbed into CIPFA’s Accounting Code for Local
Government Accounting (the Code) and where appropriate form the basis of statutory
overrides to International Financial Reporting Standards used within company accounts. For
this reason, as well as the Capital Programme produced and approved as part of the annual
Budget Setting report, there will also be other activities that are required to be accounted for
as Capital Expenditure in addition to the annual programme.



The capital programme is the Councils plan of capital works for future years, including details
on the funding of the schemes. Included are the projects such as the purchase of land and
buildings, the construction of new buildings, design fees and the acquisition of vehicles and
major items of equipment. Also included in the program could be service and commercial
investments.

Treasury Management Function

The proposed Treasury Management arrangements are in accordance with both statutory
requirements, non-statutory guidance published by Government and best practice as
identified by CIPFA.

All decisions on overall Treasury Management (TM) strategy and the setting of annual TM
Strategies are determined by Ordinary Council. The same process will apply to changes to the
relevant policy or strategy during the course of a year. Thus, all matters relating to
borrowing, investments and debt repayment are determined by Ordinary Council.

The objective of the strategy is to establish a framework under which officers can carry out
treasury activities. The control framework is established initially by what is permitted within
the approved strategy, but further levels of control exist within the operational aspects of the
activities. This means that just because something is permitted by the strategy, it does not
necessarily follow that the activity will take place. The Section 151 Officer has the
responsibility for this day to day decision making with the primary objective of acting in the
best interest of the Council’s finances at all times.

Treasury Management investment activity covers those investments which arise from the
organisation’s cash flows and debt management activity, and ultimately represent balances
which need to be invested until the cash is required for use in the course of business.

For Treasury Management investments the security and liquidity of funds are placed
ahead of the investment return. The management of associated risk is set out in the
Treasury Management Strategy.

The CIPFA Treasury Management Code recognises that organisations may make
investments for policy reasons outside of normal treasury management activity. These may
include commercial investments.

Investments

The Local Government Act 2003 gives a local authority power to invest “for any
purpose relevant to its functions under any enactment, or for the purposes of the
prudent management of its financial affairs.”

There is no provision in the Act for the Secretary of State to regulate the way in which
an authority exercises its investment powers. It does however require authorities to
“have regard” to such guidance as the Secretary of State may issue and to such
guidance issued by others as he may specify. For this purpose, the Secretary of State



has formally endorsed CIPFA’s TM Code of Practice and has supplemented the Code
with additional guidance. Local authorities are therefore required by statute to have
regard to both sets of guidance in their investment activities.

The Section 151 will ensure that the Council has the appropriate legal powers to undertake
such investments.

The Section 151 will ensure the proportionality of all investments so that the Council does
not undertake a level of investing which exposes it to an excessive level of risk compared to
its financial resources.

Knowledge and expertise

Capital accounting and treasury activities are technical areas of local authority accounting
and are covered by specific regulations that are over and above regular accounting functions.
In respect of commercial investment, the knowledge and expertise required is specific to
asset management within a commercial environment.

To ensure that the Council is able to manage these activities appropriately and make
informed recommendations, specialist consultants are engaged.

In relation to asset acquisitions either directly by the Council or by under the wholly owned
company Seven Arches Investment Ltd (SAIL), property management and investment
consultants are used to undertake the initial assessment of potential sites for purchase and
to evaluate the proposed purchase.

For other treasury and investment activities, the Council engages with treasury consultants,
who provide general economic data as well as interest and investment rate forecasts and
other market data.



The Capital Programme Budget Setting Process

For any particular budget setting year, the process starts in July of the preceding

year. Budget Managers must complete a Growth Bid template to be submitted to Finance by
September/October. In the period between August and November, Budget Challenge
sessions are held with the Chief Executive, Strategic Director and S151 to discuss budgets and
potential growth bids with the Budget Manager. However, during 2020/21 the usual process
has been somewhat delayed due to the COVID-19 pandemic, the Council will endeavour to
follow guidelines as set out within this document for 2021/22

How Budget Managers should identify need for Capital Expenditure/Investment.

The need for a capital scheme may be identified by a Service through one or more of
the following processes.

e Services annually prepare plans ensuring that their objectives meet the overall aims
and objectives of the Council paying careful consideration to the Council’s Corporate
Strategy. These plans must identify any capital investment needed to meet future
service demands. This should be the main method of identifying and planning for
service’s capital requirements;

e The Corporate Asset Management Strategy is currently being revised to highlight
deficiencies in the condition, suitability and sufficiency of the Council’s existing
building stock and identify future areas of need;

e Reviews and external Inspections may also identify areas that need capital
investment;

e The need to respond to Government initiatives and new laws and regulations;

e The need to generate a revenue income to contribute to the funding of services.

These plans and review outcomes must be considered by Budget Managers who then must
identify their key capital priorities for the relevant service planning period.

Deciding on Capital Growth to submit

When identifying capital needs the Budget Manager along with their Link Accountant, should
consider the proposals against the following criteria:

Prudence:

e Recognition of the ability to prioritise and refocus following transformation work;

e Recognition of the capacity in the organisation to deliver such a programme;

e Recognition of the knowledge and skills available and whether these are
commensurate with the appetite for risk;

e Recognition of the future vision of the authority;

e The approach to commercial activities including ensuring effective due diligence,
expert advice and scrutiny, defining the risk appetite and considerations of
proportionality in respect of overall resources;



e The approach to treasury management and the management of risk as set out in the
Treasury Management Strategy.

Affordability:
e Revenue impact of the proposals on the Medium-Term Financial Strategy;
e The borrowing position of the Council, projections of external debt and the use of
internal borrowing to support capital expenditure;
e The authorised limit and operational boundary for the following year;
e Whether schemes are profiled to the appropriate financial year.

Sustainability:
e Along-term view of capital expenditure plans, where long term is defined by the
financing strategy of and risks faced with reference to the life of the project/assets;
e Provision for the repayment of debt over the life of the underlying debt as set out in
the Minimum Revenue Provision policy;
e An overview of asset management planning including maintenance requirements and
planned disposals.

Growth bid Appraisals

As part of the process of producing a list of potential schemes for the capital programme
budget managers should complete option appraisals to determine the most cost effective
and best service delivery options.

By submitting the project, the budget manager is agreeing to fund all operational and
running costs of the scheme and to find any necessary capital resources to fund the scheme
or make the Council aware of the full requirement of the use of corporate resources.

Projects are assessed through financial modelling as though they were funded by borrowing
and are required to provide a positive Net Present Value by the modelling of the project cash
flows, including the financing costs, to ensure that income or cost savings are greater than
sums expended.

Some projects may require a feasibility study. As part of any feasibility study an assessment
of the maintenance costs per annum averaged over the whole life of the asset should be
calculated.

All projects, especially major, complex and strategic projects, as part of setting the capital
programme for new schemes and additions, should follow the Corporate Project
Management Process.

Submission of Bids

All bids are produced in line with the appropriate timetable with consideration for the
financial information contained within the bid.

Budget Managers must have a clear understanding of the service requirement and the
budget consequences, both revenue and capital, of completing the capital program.



Bids must be submitted in September/October in order to be considered as part of the
budget setting process.

Possible sources of funding can then be considered for each of the proposed capital
schemes. Each project will be considered in terms of revenue funding to cover the
operational running costs of the asset and any borrowing repayment costs, and also
how the asset will be funded in terms of capital expenditure.

The proportionality of the proposals as a whole will then be considered in respect of

overall resources and longer-term sustainability and risk. The Section 151 will take an overall
view on the prudence, affordability and sustainability of the overall borrowing level if all bids
are accepted.

Once the Section 151 has taken a view of the prudence of the overall borrowing level, growth
bids are presented to the Senior Leadership Team to be considered from a corporate strategy
perspective.

Prioritisation of Bids
A formalised corporate approach allows the Council to:

e |dentifying essential capital investment in the short term

e Identifying projects through approved strategies such as Leisure Strategy and Play
Area Strategy, ensuring strategies line up against the capital program.

e Utilise feasibility studies where needed, to ensure the right capital funds are being
requested.

e Ability to enter projects in a manged way through the annual budget cycle and when
the capital program is reviewed at mid-year.

e The Council is mindful of the current program and the capacity available to deliver
new projects and the relevant financing of the new bids.

This corporate approach results in a list of capital project proposals to be considered as part
of that year’s budget approval process and a ‘waiting list’ of other capital project proposals
that may be put forward for consideration later in the year or as part of the following year’s
budget approval process.

Member Approval

Large schemes are reported to individual committees before final submission is made to
Policy, Projects and Resource Committee. The Business Plan of these schemes are reported
to members before they approve and allow the drawdown of budgets for the scheme in
guestion.

Bids that are successful are then incorporated into the Capital Program as part of the Budget
Report, that is presented to Policy, Resources and Economic Development Committee who
refer the program to Ordinary Council for approval.



Members approve the overall borrowing levels at the Ordinary Council budget meeting each
year as part of the Treasury Management Strategy. Any external borrowing then becomes an
operational decision for the Section 151 who will decide based on current financial position
whether to borrowing internally or enter into external borrowing.

Once the Council has approved the capital programme, then expenditure can be committed
against these approved schemes subject to the normal contract and procurement procedure
rules and the terms and conditions of funding, if applicable.

Following approval by Council the capital programme expenditure is then monitored on a
monthly basis.

Monitoring the Capital Programme.

Once the detailed program has been approved at Ordinary Council, the financial spend is
monitored on a monthly basis. The monitoring cycle is summarised below

1. Atthe end of the financial month, Capital Budget monitoring cycle is opened in
Collaborative Planning, the Council’s monitoring system.

2. Budget mangers project the progress of each capital project and update the system
with their current estimates.

3. Link Accountants review the updates and make any necessary challenges or
amendments with discussion with the Budget Manager.

4. Senior Leadership Team review the information to ensure the projects are on target
at quarterly Budget Challenge sessions.

5. Members review overall delivery as part of Budget update reports taken to Policy,
Resources and Economic Development Committee.

Housing Revenue Account (HRA) Capital Programme

The Council awarded a new 10-year Repairs & Maintenance Contract that commenced in
June 2019.

The new contractor has been carrying out stock condition surveys on the Councils housing
properties, this information will then inform a 30-year Asset Management Strategy which will
be a key input into the HRA’s 30-year business plan.

Once the HRA Asset Management Strategy is developed this will aid in delivering a program
that will improve or maintain stock to the agreed standard but will also help identify how to
improve and maintain the overall estates and environment. The programme will be linked to
the revenue repairs budget and in particular the planned maintenance programme to ensure
that the overall programme of works is aligned and prioritised taking into account the overall
capital and revenue resources available.

In addition to HRA Asset Management Strategy, the Council is currently developing an
Strategic Housing Development Strategy. This is to address the acquisition and development



of new dwellings in the borough, utilising the retained right to buy receipts from right to buy
sales of Council dwellings.

The major source of funding for the HRA Capital programme is the depreciation charge to the
HRA which is charged to the Major Repairs Reserve and drawn down from here to finance the
HRA Decent home Program. However, the HRA can also make contributions of revenue to
capital expenditure. The HRA revenue budget identifies the proposed level of depreciation as
well as the proposed level of revenue contribution for the Capital programme.

Funding the Capital Program
How the Council funds its capital expenditure and investment.

Capital Receipts
A capital receipt is an amount of money exceeding £10,000 which is received from the sale of
an asset. They cannot be spent on revenue items.

Surplus and poor performing assets are reviewed with re-investment in higher performing
assets and the Council’s focus on investment and regeneration will ensure maximum return
from council assets. The general policy is that any capital receipts are then pooled and used
to finance future capital expenditure and investment according to priorities.

Section 106 — Planning obligations

When the Council adopts land for open space or play area the developer pays a commuted
sum under a ‘section 106 agreement’. This is held on the balance sheet and the interest
earned offsets the future maintenance costs of the recreation asset. The Council also seeks
to secure the provision of infrastructure and facilities to mitigate the effects of development
under section 106.

External Grants and Contributions

Through partnership working, supportive funding and innovation, the Council will seek to
attract investment into the Borough. We seek to maximise external funding to support our
programme. This tends to be for specific purposes. Working with public and private sector
partners we are able to make better use of Council money.

Revenue contributions

The Council is able to contribute revenue to the Capital if it chooses to do so. The Council’s
budget and MTFS sets out allocation of reserve balances and this Council’s approach to
managing working balances.

Balances and Reserves
The Council continues to hold specific reserves, these reserves are mostly earmarked for
specific projects, limiting funding for new initiatives.

Prudential/Unsupported Borrowing

Local Authorities can set their own borrowing levels based on their capital need and their
ability to pay for the borrowing. The levels will be set by using the indicators and factors set
out in the Prudential Code. The borrowing costs are not supported by the Government so
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services need to ensure they can fund the repayment costs. This borrowing may also be
referred to as Prudential Borrowing.

Capital projects that cannot be funded from any other source can be funded from Prudential
Borrowing. The Council must be able to afford the borrowing repayment and interest charges
on the loan from existing revenue budgets or the Council must see this as their key priority
for the budget process and to be factored into the Medium-Term Financial Strategy
accordingly.

The Section 151 will make an assessment of the overall prudence, affordability and
sustainability of the total borrowing requested. The impact of this borrowing will be reported
in the Treasury Management Strategy alongside the Prudential Indicators required by CIPFA’s
Prudential Code for Capital Finance.

The view of the Section 151 will be fed into the corporate bidding process so that, should the
borrowing levels be unaffordable or not prudent, then the schemes will be prioritised against
the available funding from borrowing using the corporate plan.

The Section 151 will also determine whether the borrowing should be from internal
resources or whether to enter into external borrowing.

Leasing

The Section 151 may enter into finance leasing agreements to fund capital expenditure on
behalf of services. However, a full option appraisal and comparison of other funding sources
must be made and the Section 151 must be certain that leasing provides the best value for
money method of funding the scheme.

Under the Prudential Code finance leasing agreements are counted against the overall
borrowing levels when looking at the prudence of the authority’s borrowing.

Invest to Save Schemes

Occasionally projects arise for which services require assistance with meeting

the set-up costs of projects which may bring long term service delivery improvements and/or
cost savings.

The initial set up costs may be of a revenue or capital nature. Assistance for these schemes
must be considered on an, individual basis by the Senior Leadership Team and then reported
to Policy, Resources & Economic Development Committee with consideration to the Council’s
overall priorities and resources. For ‘invest to save’ schemes assistance may be given for
initial set up costs, but it is expected that in the longer term these schemes will produce
savings and/or additional income that will as a minimum fund any additional operational or
borrowing costs. If the additional savings/income does not cover the additional costs
incurred, then the service will be required to fund the gap from their existing budgets (i.e.
they will underwrite the savings/income).
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Capital Programme 2020/21

The table below highlights the current forecast for 2020/21 Capital Projects and the
proposed slippage to be agreed as part of 2020/21 outturn report, that will be submitted to
Policies, Resource and Economic Development Committee June 2021.

These capital schemes have been aligned with the Corporate Strategy headings. The
schemes within each strategy theme are set to achieve the following:

Protecting our Environment

e Reducing pressure on environmentally sensitive areas and infrastructure.

e Investing in an electric fleet or alternative fuel powered vehicles to reduce the impact
on the environment.

e Improving and enhancing the Councils Waste management services.
Developing Our Communities

e Investing in community facilities to support the growing population.

e Enhancing and developing sustainable leisure facilities.

e Protecting residents and property through enforcement initiatives and crime
prevention initiatives.

Improving Housing

e Undertaking refurbishment of existing council housing.

e Increasing the delivery of housing to meet local needs.

e Using brownfield sites efficiently to provide affordable homes and relive pressure on
the green belt.

Delivering an efficient and effective Council

e Using Council building’s efficiently and to good effect.

e Continuing to deliver service improvement

e Invest further in technology to improve the customer journey when accessing Council
services.

e Invest in acquiring strategic in borough assets to promote employment and
regeneration.
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Table 1 - Capital Programme 2020/21 — Estimated Qutturn

2020/21 Current 2(.)20/21 .
Budget Estimated Variance
Outturn
£000 £000 £000

Protecting Our Environment
Vehicle Fleet Management 1,600 1,254 (346)
Cemetery Infrastructure 70 20 (50)
Open Space Site Security 25 25 0
Car Parking Improvements 323 2 (321)
Total Protecting Our Environment 2,018 1,301 (717)
Developing Our Communities
Play Area Refurbishment 467 143 (324)
King George’s Pavilion Redevelopment 7,734 708 (7,026)
Football Hub Development 1,456 0 (1,456)
Brentwood Leisure Trust Enhancements 0 244 244
Brentwood Leisure Centre Enhancements 500 500 0
Community Halls Enhancements 539 439 (100)
Equipment Purchase 25 0 (25)
CCTV Upgrades 10 10 0
Total Developing Our Communities 10,731 2,044 (8,687)
Improving Housing
Home Repair Assistance Grants 5 0 (5)
Disabled Facilities Grant 250 210 (40)
HRA Decent Home Programme 8,469 3,560 (4,909)
Affordable Housing Development 4,641 1,803 (2,838)
Total Improving Housing 13,365 5,573 (7,792)
Delivering an Effective and Efficient Council
Asset Management Strategy 100 80 (20)
Asset Improvements 200 0 (200)
ICT Strategy 60 57 (3)
ICT End User 65 69 4
ICT Software Licences 38 38 0
SAIL Loans 27,500 27,500 0
Strategic Employment Acquisition*® 0 62,500 62,500
In-Borough Regeneration Project 27,300 27,300 0
Total Delivering an Effective & Efficient Council 55,263 117,544 62,281
Total Capital Programme 81,377 126,462 45,085

*It should be noted that the estimated outturn has been included to ensure future years
prudential indicators are appropriate. No formal decision has been made to include within

the capital programme.
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Table 2 - Funding the 2020/21 Capital Programme

The following table identifies how the 2020/21 Capital Programme will be funded.

2020/21 2020/21
Current Estimated | Variance

Budget Outturn
£000 £000 £000
Grants & Contribution (825) (250) 575
Capital Receipts (200) (200) 0
Borrowing (66,517) (120,648) | (54,131)
Total General Fund Capital Funding (67,542) (121,098) | (80,856)
HRA Capital Receipts (923) (541) 382
Major Repairs Reserve (7,769) (3,561) 4,208
Revenue Contribution from HRA (1,200) (500) 700
HRA Borrowing (3,943) (762) 3,181
Total HRA Capital Funding (13,835) (5,364) 8,471
Total Capital Funding (81,377) (126,462) | (45,085)
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Slippage Proposals

Slippage is proposed when capital schemes are not completed within the specified financial
year but are still ongoing. Reasons for slippage could be delay to works starting, delay to
contracts being agreed, projects being effected by resources and weather, projects requiring
re-profiling are some examples. Not all underspends on schemes need to be brought
forward, only those for schemes that are commitment. Proposed Slippage from 2020/21 is as
follows

Table 3 — Proposed Capital Slippage

. Amount
Capital Scheme ,
£000
Car Parking Improvements 322
King George’s Pavilion Redevelopment 7,026
Football Hub Development 1,456
Community Halls Enhancements 100
Vehicle Management 346
Play Area Refurbishments 324
Total General Fund Slippage Proposals 9,574
Affordable Housing Development 2,838
Total HRA Slippage Proposals 2,838
Total Slippage Proposals 12,412
Funded By:
Borrowing (9,574)
Total General Fund Funding (9,574)
HRA Capital Receipts (851)
Borrowing (1,987)
Total HRA Funding (2,828)
Total Funding of Slippage Proposals (12,412)

These will be finalised and approved as part of 2020/21 outturn, which will be reported to
Policy Resources & Economic Development Committee.
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Capital Programme 2021/22

The table below details the capital programme budget for 2021/22 and the forecast for the next
two years. Each scheme is aligned with the Corporate Strategy as detailed on page 13 of this
document, and the proposed budget is set to deliver against each Corporate Strategy theme.

Table 4 - Capital Programme 2021/22 and forecasts for 2022/23 & 2023/24

2021/22 | 2022/23 | 2023/24
£'000 £'000 £'000

Protecting Our Environment

Vehicle Fleet Management 1,198 300 500
Open Spaces Infrastructure 100 220 220
Low Emissions Infrastructure 138 0 0
Car Parking Improvements 20 20 20
Total Protecting Our Environment 1,456 540 740

Developing Our Communities

Play Area Refurbishment 825 350 175
King George’s Pavilion Redevelopment 100 0 0
Total Developing Our Communities 925 350 175

Improving Housing

Home Repair Assistance Grant 5 5 5
Disabled Facilities Grant 250 250 250
HRA Decent Home Programme 7,528 3,090 3,090
Strategic Housing Delivery Programme 4,804 8,727 | 10,727
Total Improving Housing 12,587 | 12,072 14,072

Delivering an Effective and Efficient Council

Asset Management Strategy 600 200 200
Asset Development 400 1,000 1,000
ICT Strategy 100 100 100
ICT Hardware 25 10 10
Software Infrastructure 80 0 0
Strategic Property Acquisitions 4,650 0 0

Total Delivering an Effective and Efficient Council 5,855 1,310 1,310

Total Capital Programme 20,823 | 14,272 | 16,297
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Table 5 - Funding the Capital Programme

2021/22 2022/23 2023/24
£000 £000 £'000
Total General Capital Programme 8,491 2,455 2,480
Total HRA Capital Programme 12,332 11,817 13,817
Total Capital Programme 20,823 14,272 16,297
Funded By:
General Fund Capital Receipts (200) (200) (200)
Government Grants (250) (250) (250)
Borrowing (8,041) (2,005) (2,030)
Total General Fund Capital Funding (8,491) (2,455) (2,480)
HRA Capital Receipts (1,096) (200) (200)
Major Repairs Reserve (7,528) (3,090) (3,090)
HRA Borrowing (3,708) (8,527) (10,527)
Total HRA Capital Funding (12,332) (11,817) (13,817)
Total Capital Funding (20,823) (14,272) (16,297)

17




Capital Schemes 2021/22

A high-level summary is provided for each capital scheme that has been budgeted for in
2021/22 under each Corporate Strategy heading.

Protecting our Environment

Vehicle Fleet Management, replacing existing fleet predominantly for waste services. Current
fleet are aged and need replacing to reduce revenue burden of repairs and maintenance.

Open Spaces Infrastructure, additional funds that support workstreams on, improving the car
parks at King Georges, improving the disabled access at the golf course, installing electric
vehicle charging points and solar lighting for wayfinding and installing a Changing Places
facility to serve the play area and Splash Pad.

Low Emissions Infrastructure, To support the county with their active travel plans.

Car Parking Improvement ensuring general enhancements are performed in a timely manner
on Council car parks.

Developing Our Communities

Play Area Refurbishment, continued support in achieving the play area strategy.

King George’s Pavilion Redevelopment additional support in contributing to the project
ensuring the Council can meet its plans for the leisure strategy.

Improving Housing

Home Repair Assistance Grants awarded for small home repairs through public applications.
Disabled Facilities Grant received from central government for the Council to pay for essential
housing adaptations to help disabled people stay in their own home, subject to applications

and criteria.

HRA Decent Home Programme is planned works and major repairs works on the current stock
in the HRA to ensure they meet decent home standards for living.

Strategic Housing Delivery Programme: The regeneration of Brookfield Close, Hutton

resulting in a planned 61 zero carbon homes and the development of a range of smaller HRA
sites to deliver new homes.

18



Delivering an Efficient and Effective council

Asset Management Strategy funds to enhance Council owned assets through planned
maintenance.

Asset Development Works that are required to develop existing owned assets, which will be
reviewed by a business case.

ICT Strategy for the development of ICT in the Council to produce synergies and efficiencies
and support services and ICT enhancements required.

ICT Hardware rolling program of replacing ICT hardware as it comes to the end of its useful
life.

Software Infrastructure Enhance Council software

Strategic Property Acquisitions To ensure the Council has enough funding to purchase
strategic assets for the benefit of the borough.
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Risk, Procurement and Value for Money in the Capital Strategy

Risk is the threat that an event or action will adversely affect the Council’s ability to achieve
its objectives and to execute its strategies successfully.

Risk management is the process of identifying risks, evaluating their potential consequences
and determining the most effective methods of managing/mitigating them and/or
responding to them. It is @ means of minimising the costs and disruption to the organisation
caused by undesired events and of ensuring that staff understand and appreciate the
element of risk in all their activities.

The aim is to reduce the frequency of adverse risk events occurring (where possible),
minimise the severity of their consequences if they do occur, or to consider whether risk can
be transferred to other parties.

To manage risk effectively, the risks associated with each capital project need to be
systematically identified, analysed, influenced and monitored.

It is important to identify the appetite for risk by each scheme and for the capital programme
as a whole, especially when investing in capital assets held primarily for financial returns.
Under the CIPFA Prudential Code these are defined as investments and so the key principle of
control of risk and optimising returns consistent with the level of risk applies.

The Council is faced with diminishing capital finance and reduced access to grants and
external funding which means the Council will need to monitor spend against available funds
carefully to ensure that it does not spend or commit in advance of receiving funding.

The Capital Financing Requirement (CFR) will need to be monitored carefully. Risk is
therefore addressed throughout this strategy by setting out clearly how projects will be
appraised, approved, monitored and reported on.

The strategy is closely aligned to the Treasury Management Strategy which contains key
performance indicators.

Capital projects will be managed through the council’s budgeting system. All risks that may
affect a project are considered. These can include political, economic, legal, technological,
environmental and reputational as well as financial. Large projects will use appropriate
project management tools in accordance with the size of the project.

A specific risk as a VAT registered body is the recovery of exempt VAT only up to a value of
5% of all the VAT it incurs. This is known as the de-minimis limit. Monitoring and control of
exempt input tax is essential for the council as where exempt input tax exceeds the 5% limit
the whole amount is irrecoverable and will represent an additional cost to the council. Each
capital investment will be closely reviewed to assess its VAT implications.

Procurement
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The purchase of capital assets should be conducted in accordance with the Procurement
Strategy, ensuring value for money, legality and sustainability at all times. Contract standing
orders and rules governing the disposal or write offs of assets are contained in the
Constitution.

The Capital Programme and business cases associated with the development of the individual
schemes should take in consideration the Council’s Procurement strategy, Standing Orders
for Contracts (as part of the Council’s Constitution) and Financial Regulations.

The decision on which procurement route to take is governed by the following thresholds,
contained within Standing Orders:

Overall value Procedure

Under £10,000 One quotation required, obtaining best
value for money

£10,000 to £50,000 At least three quotations required;

guotation exercise to be conducted by the
Procurement Officers on Delta E-Sourcing
website, and advertised on the Council’s
website for at least two weeks

£50,000 to EU threshold* Full tender exercise conducted by
Procurement Officers on Delta E-Sourcing
website and advertised on the Councils
website for at least two weeks

Over EU threshold* Full tender exercise conducted on Delta E-
Sourcing website by the procurement
Officers, in accordance with the Official
Journal of the European union rules and
advertised on the Council’s website for at
least two weeks.

It should be noted that the thresholds contained within the standing orders will be amended
in the constitution to reflect the new rules following the end of the transition period on 315t
December 20220 to leave the EU. The changes will reflect the find a tender scheme which is
our equivalent of the OJEU process.

Other options

Many collaborative organisations let framework agreements which public sector
organisations can use.

A framework is an agreement between one or more authorities and one or more contractors
which establishes the terms governing any call-off contracts that are let during a set period. It
is not in itself a contractual agreement to supply, but is an enabling agreement providing
agreed specifications, delivery terms, prices, and terms and conditions of contract.
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Framework agreements have been tendered in a way compliant with Public Contracts
Regulations 2015 and because of this the Council can use these instead of a full, open tender
exercise.

Once a framework agreement is in place, individual purchase orders can be placed against it
under the agreed terms and conditions. The orders, once placed, are contracts under the
Framework.

There are rules about how you can use a framework agreement, and these will vary
dependent on the individual terms of each framework agreement. The Procurement Officer
will be able to advise as to the availability of any framework agreements.

Standing Orders state that waivers from procurement rules are allowed only under certain
circumstances:

¢ The subject matter of the contract can only be supplied by one specialist supplier;

e There is an unforeseen emergency involving immediate risk to persons, property or serious
disruption to Council services;

e The contract is an extension to an existing contract and a change of supplier would cause
technical difficulties, diseconomies of scale or significant disruption to Council services;

¢ The purchase involves collaborative procurement arrangements with another local
authority or government department;

* There is any other compelling or practical reason that a competitive exercise should not be
run.

If a waiver is appropriate for a particular procurement, officers must obtain a Waiver Form
from the Procurement Team, complete and sign it and return it to the Procurement Team,
who will check its validity and obtain a signature from either the Section 151 Officer, the
Chief Executive or the Monitoring Officer.

A waiver cannot be granted if the value of the required procurement is above the current EU
threshold

Where capital spend involves a specific procurement process which differs from the
standard process, we will adopt the principal that by approving the capital project we are also
approving the specific procurement process.

Value for Money
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The Council recognises that effective procurement lies at the heart of delivering value for
money and is essential if the Council is to obtain real improvements to quality and service
costs. The Council seeks to achieve value for money by applying rigorous procurement
standards in the selection of suppliers and contractors to ensure efficiency, economy and
effectiveness is received throughout the life of a contract. The significant resources applied
to capital expenditure require the adopted principles of value for money to be at the heart of
our capital strategy. Specifically, we will seek to strengthen the outcome indicators as part of
post project reviews.

Brentwood Borough Council’s Procurement Ethics Code is based on the principles of
maintaining honesty, fairness and transparency and forms part of the Standing Orders for
Contracts.

All Officers of Brentwood Borough Council are required to uphold this code and to seek
commitment to it by all those with whom they engage in their professional practice.

Officers are expected to encourage their suppliers to adopt an ethical purchasing policy

based on the principles of this code and to raise any matter of concern relating to business
ethics at an appropriate level.
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Other Capital Expenditure

Part of the reason for the changes in the revised CIPFA regulations is to ensure that the
Council provides clarity over ‘other’ investments that might otherwise not be captured in
either the Treasury management or Investment Strategies. This type of investment could
include, for example, the purchase of Investment Properties (held on a commercial basis to
generate income or for capital appreciation purposes), or the issue of loans or other financial
support to third parties, including wholly owned companies.

The income generated from such investments will help the Council to achieve a balanced
budget in future years and will provide income for reinvesting in Council services, thereby
supporting the maintenance and development of the Council’s services.

Unlike the Council Investments which focuses on the prudent investment of surplus cash
flows, by following the factors of Security, Liquidity and Yield in that order, investment in
commercial operations, by their nature, need a different objective.

Whilst seeking to maintain the level of investment, the focus is on Yield (the level of financial
return) and the investments are not likely to be liquid (the speed at which the investment can
be converted into cash).

The investments in the Council’s wholly owned company Seven Arches Investment Limited
(SAIL) are not regarded in the regulations as being part of the Council’s treasury activities and
are therefore accounted for as capital expenditure as a loan to SAIL. They are facilitated by a
Facilities Agreement between the two parties. This expenditure is funded from borrowing,
the cost of servicing debts falls on the General Fund and will be included in the budgets to be
approved by Ordinary Council in each financial year of the life of the loan.

It is essential that, at the very least, ‘other’ investments need to provide an income to the
General Fund which is sufficient to cover these costs, but preferably to also create a surplus
that can be used to support the provision of services. However, in complying with the
regulations, it is necessary to recognise the risks and in particular that the income generated
by these schemes may not be sufficient to cover the costs incurred.

The Council uses a number of mechanisms to reduce these risks, including the following:

a) Project cost modelling — in this exercise, the income and expenditure cash flows for the life
of the project are modelled. These are based on a number of assumptions
which may include the borrowing rate, term of the borrowing and rate of inflation.
These costs are then converted into a ‘present value’ (taking out the impact of
inflation and the opportunity cost of income that could be generated if the funds had
simply been invested for a return), using an appropriate discount rate, the effect
being as though all of the costs and income generated by the project occurred on
day 1. Other investment appraisal techniques are also used including:
e Payback
e Internal rate of return
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b) Use of specialist advisors — as part of these activities, the Council employs the use of
specialist advisors, who know and understand the market in which the activities operate and
provide the Council with appropriate advice and data on which to base many of the
assumptions used within the modelling.

¢) The activities undertaken by SAIL - This area is subject to a strategic framework in which to
operate. Their Commercial Property Investment Strategy that clearly sets out the parameters
around which investments that will be reviewed and considered by SAIL’s board. This strategy
is approved alongside the Business Plan on an annual basis by the board and presented
annually to the shareholders. Policy, Resources and Economic Committee is the nominated
committee to represent the Council as shareholder. All purchase decisions under the strategy
are subject to the approval of the Directors. Policy, Economic and Resources Committee has
delegated authority to approve any required funding should this be requested by SAIL and
included within the capital programme.

d) Use of earmarked reserves — these activities are rarely consistent in terms of costs and
income and while these are modelled as accurately as possible, there will be fluctuations that
are unknown at the outset. One of the methods that will be used by the Section 151 Officer
to protect the Council from these fluctuations is the use of Earmarked Reserves. In this
instance any surpluses above projections, may be transferred into a reserve to offset any
future deficits that may be experienced. In this way, the Section 151 Officer can take a view
annually of the extent to which surpluses generated can be used to fund services whilst being
mindful of the risk to future budget setting of any negative events in any of these more
commercial areas.

The following estimates have been included in the budget setting process for 2021/22 and
the forecast period:
a) Historic lending to Seven Arches Investments Ltd, the Council’s wholly-owned
subsidiary
b) rental income from the former HRA shops that now sit within the general fund

A summary of these estimates is included below.

Table 6 — Commercial Income Estimates

2021/22 2022/23 2023/24

Policy Initiatives

£000 £000 £000
Long-term lending to subsidiary 1,660 1,660 1,660
Rental Income from Shops 184 184 184

To the extent that these income streams are not realised, the Section 151 Officer will need to
find additional savings elsewhere in the General Fund budget or use Reserve balances to
maintain service levels.
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The long-term lending to the Council’s subsidiary was executed prior to November 2020. The
capital expenditure plans for 2021/22 to 2023/24 do not include any further lending to the
subsidiary, not any associated borrowing by the Council.

To provide a sense of scale of the extent which the Council is relying on these activities to
fund services, the following percentages compare the total budget requirement of each

financial year to the projected income.

Table 7 — Analysis of Commercial Income to the General Fund

Policy Initiatives

2021/22

£'000

2022/23

£'000

2023/24

£'000

Total Net Budget Requirement 8,570 8,118 7,700
Net Long-term lending to subsidiary 1,660 1,660 1,660
Net return from shops 184 184 184
% of Investment Income to Net budget 21.5% 22.7% 23.9%

Policy Initiatives

Table 7a — Analysis of Commercial Income compared to overall Income

2021/22

£'000

2022/23

£'000

2023/24

£'000

Total Budgeted Income 40,399 40,822 40,766
Net Long-term lending to subsidiary 1,660 1,660 1,660
Net return from shops 184 184 184
% of Investment Income to Net budget 4.6% 4.5% 4.5%

It is important that these activities are proportional to the overall finances available to the

council, to avoid over-reliance on their performance. This approach gives a measure of this
reliance in any given financial year, which therefore allows for any fluctuations in levels of

income and expenditure to be managed.

It can be seen from the table that less then 24% of the Councils net budget requirement is
being financed through these income streams, however compared to the total budgeted
income is initially 4.6%. The minimum level reserve balance has been amended accordingly to
take this proportionality into account.

The Section 151 Officer is required to consider the point at which the resources of the council
are over relying on investment activities to balance the budget. These activities should be
regarded as supporting the council in managing shortfalls in its finances, rather than a main
source of funding, so that ongoing risks, inherent in all these arrangements, can be
adequately managed. Proportionality must also be viewed in context to the wider risk
mitigation measures in place.

The Council continues to explore alternative ways and models of generating and delivering
initiatives that will deliver the Corporate Strategy as well as retaining an income return on its
assets. (which is not primarily for yield). These initiative projects could be, economic
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regeneration projects, acquiring strategic sites that secures employment within the borough,
or seeking out a private sector partner to secure residential acquisitions. As new
opportunities come forward, they will be assessed in relation to the most appropriate
delivery model and, where appropriate, will be delivered within SAIL or a new subsidiary
company set up, if this is deemed to be the best vehicle, or when statutory regulations
require the Council to do so.

There may also be occasions when assets are moved within the group, but these transactions
will generally be at arm’s length and at a market value, ensuring that, where schemes are
developed through one of the ventures, they are free to act in a commercial manner in their
operations in developing and delivering those schemes.

It should be noted that taking on the additional borrowing associated with these activities is
not without risk and the management of this is detailed in subsequent sections of this
strategy. All of the borrowing currently undertaken for capital investment purposes is asset
backed, i.e. the Council has the ownership of an asset that could be sold if required, with the
value sufficient to repay the debt incurred in purchasing it. The Council therefore does not
consider that there is a significant risk of the loans being deemed to be impaired in the
foreseeable future. In future years, if the loan is deemed to be impaired, the authority will
make provision to cover any expected loss by way of minimum revenue provision
contribution (see Minimum Revenue Provision section, page 46)
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Treasury Management

Treasury management is a key element of the Council’s overall financial management
arrangements. It relates to the Council’s borrowing and investment activities and the
effective management of the associated risks. These activities are strictly regulated by
statutory requirements and professional codes of practice, which require authorities to set
local parameters for their Officers to work within. This Council has adopted the CIPFA Code of
Practice on Treasury Management in the Public Services and, as required by the Code, has an
approved Treasury Management Policy Statement and associated Practice Statements.

Under these arrangements, Council approves an annual strategy for the expected treasury
management activity in the forthcoming financial year. A further report is made after the
year-end on the actual activity for the year and a mid-year report will also be made
comparing performance with the approved strategy.

This section summarises the current position about the Council’s Treasury Management
arrangements and proposes a strategy for 2021/22.

Capital Expenditure and Financing

The main driver of the Council’s treasury activity is its capital expenditure plans. The
following table summarises the Council’s capital expenditure programme for 2021/22 to
2023/24, and the 2019/20 actuals and 2020/21 forecast outturn. The figures for 2021/22
incorporate the slippage proposals reported on page 16.

Table 8 — Capital Expenditure

2020/21
2019/20 O. o/ 2021/22 2022/23 2023/24
Estimated

Actual Estimate Estimate Estimate
outturn

£000

£000

£000

£000

£000

General Fund 24,880 121,098 18,066 2,455 2,480
HRA 5,317 5,364 15,170 11,817 13,817
Total 30,197 126,462 33,236 14,272 16,297

The following table summarises how the capital programme will be financed:
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Table 9 — Financing of Capital Expenditure

2019/20

Actual

2(0[0]0)

2020/21

Estimated

outturn

2021/22
Estimate

£000

2022/23
Estimate

2023/24
Estimate

Capital receipts (1,517) (741) (2,147) (400) (400)
Capital grants & contributions (352) (250) (250) (250) (250)
Revenue contributions (1,473) (500) 0 0 0
Major repairs reserve (927) (3,561) | (7,528) (3,090) (3,090)
Sub total (4,269) (5,052) | (9,925) (3,740) | (3,740)
Borrowing (25,928) | (121,410) | (23,311) | (10,532) | (12,557)
Total (30,197) | (126,462) | (33,236) | (14,272) | (16,297)

Capital Financing Requirement

The main purpose of borrowing and other forms of credit (such as finance leasing) is to meet
a shortfall in capital resources available to finance capital expenditure. In practice however
there is such a great variety of revenue and capital cash flowing in and out of the Council’s
bank account at any time that it is difficult to determine from an examination of cash
transactions just what the underlying debt requirement is.

The statutory measure for this is the Capital Financing Requirement (CFR), as defined

in the Prudential Code. By ignoring capital expenditure financed from capital cash

resources (e.g. capital receipts, grants and contributions, or from revenue or other

reserves), it represents the true capital shortfall at any time. Then, by plotting estimated
movements in capital expenditure and resources through the capital programme it is possible
to estimate the underlying debt requirement. In practice, the Council might not actually incur
borrowing in line with the CFR if, for example, it has surplus funds invested externally that
could be called back, but the starting point for developing a strategy for borrowing is the CFR.
The forecasts for 2021/22 to 2023/24 are as follows:
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Table 10 — Capital Financing Requirement

2019/20
Actual

2(0[0]0)

2020/21
Estimated
outturn

2(0[0]0)

2021/22
Estimate

12(0[0]0)

2022/23
Estimate

12(0[0]0)

2023/24
Estimate

2(0[0]0)

Capital Financing Requirement

General Fund 56,409 176,791 | 193,108 | 193,479 | 193,779
HRA 62,829 63,591 69,286 77,813 88,340
Total CFR 119,238 240,382 | 262,394 | 271,292 | 282,119

Movement in CFR represented by:

2020/21
Estimated

outturn

2021/22

Estimate

2022/23
Estimate

2023/24
Estimate

Net financing need for the year 121,409 23,311 10,532 12,557
Minimum & Voluntary Revenue Provision (265) | (1,299) (1,634) (1,730)
Movement in CFR 121,144 22,012 8,898 10,827

Gross Debt and the Capital Financing Requirement

The Council should ensure that its gross debt does not, except in the short term, exceed the
total of the CFR in the preceding year plus the estimates of any additional CFR for 2021/22
and the following two financial years. This allows some flexibility for limited early borrowing
for future years but ensures that borrowing is not undertaken for revenue or speculative
purposes. The following table shows that the level of gross borrowing is expected to be
below the CFR, which demonstrates compliance with the requirement of this indicator.

Table 11 — Comparison of total debt to Capital Financing Requirement

2019/20 2020/21 2021/22 2022/23 2023/24
Actual Estimate Estimate Estimate Estimate
20[0]0) 20[0]0] £000 £000 £000
Borrowing 96,351 213,847 | 237,559 | 248,087 | 256,140
Total debt 96,351 213,847 | 237,559 | 248,087 | 256,140
Capital financing requirement
119,238 240,382 | 262,394 | 271,292 | 282,119
Under borrowing (22,887) | (26,535) | (24,835) | (23,205) | (25,979)
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Borrowing Strategy

The Council’s level of external borrowing has increased significantly over last three years, and
this is forecast to continue over the next three years, as shown in the above table. This has
been driven by the growth of the Council’s historic commercial lending, the potential
acquisition of in-borough properties for regeneration purposes and the Town Hall project.

The Council has met its most of its borrowing requirements over the last three years by
short-term borrowing from other local authorities. This has been a cost effect approach as
short-term borrowing rates have been significantly lower than long term rates from the
Public Works Loans Board (PWLB). The Council has benefited from this approach during
2020/21 in particular, as interest rates have been at unprecedented low levels.

Short-term borrowing, however, is not a sustainable approach over the long term. It exposes
the Council to the risk of not being able to refinance maturing borrowings in future years at
low interest rates if there is a scarcity of liquidity, resulting in the borrowings being
refinanced at high interest rates. A prudent approach over the long term is to maintain a
prudent balance of borrowing long-term and short-term, at fixed interest rates. Long term
borrowing addresses the above risks and aids medium term financial planning by providing
certainty around interest costs, whilst maintaining some short-term borrowing enables the
Council to take advantage of lower interest rates. During 2020/21 £27m of maturing short-
term borrowings were replaced with long term borrowings form PWLB.

PWLB Consultation Exercise

The PWLB has traditionally been the default source for local authorities of long-term
borrowing. In recent years, a minority of local authorities have been using the PWLB lending
facility excessively to acquire investment properties primarily for yield. The government
regard this as an inappropriate use of PWLB funds.

In response to this trend, the government increased PWLB rates by 1% in October 2019.
This reduced the PWLB’s attractiveness as a source of long-term borrowing and prompted
the emergence of market lenders as an alternative to PWLB.

In November 2020 as part of the spending review, HM Treasury announced the outcome of a
consultation exercise into future lending terms. With effect from 26th November 2020, a
local authority will not be eligible to borrow from the PWLB if its planned capital spending for
the next three years contains any purchase of investment property primarily for yield. The
acquisition of properties for regeneration purposes has been highlighted in the consultation
as an appropriate use of PWLB funds. These new measures are not retrospective and,
therefore, the council could refinance all internal borrowing (the difference between actual
debt and the capital financing requirement) which existed on 25 November with PWLB
borrowing at the revised rates. The council is also permitted to refinance maturing loans with
new PWLB borrowing, even in years where debt for yield activities have taken place. In
addition, it should be noted that the consultation was explicit that property investments
were not intended to be prohibited.
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HM Treasury also removed the 1% increase on its lending rates that was imposed in October
2019, making PWLB an attractive source of long-term borrowing again.

The Council’s programme therefore assumes that no investment property purchases
primarily for yield will be pursued in any financial year during this budget forecast period. Any
future acquisitions the Council may purchase will be primarily for regeneration, employment
and housing purposes as deemed acceptable by HM Treasury. The Council will adhere to and
comply with the revised guidance to ensure accessibility to PWLB funding.

Borrowing during 2021/22

For planning purposes, the Council’s budget for 2021/22 has been prepared on the
assumption that all new borrowing and refinancing of existing borrowing will be long-term,
from PWLB.

Officers will regularly monitor the economic environment and during the year and will make
prudent decisions regarding borrowings as these arise.

If short-term rates remain low, the Council will consider continuing to borrow short-term for
periods up to one year to maximise the benefit of low interest rates. If there are indications
that interest rates are likely to increase, the Council will switch to long-term borrowing.

Interest rate movement needs to be closely monitored, due to current PWLB rates being
exceptionally low for long term borrowing and the MTFS assuming interest rates of 1.6% for a
50 year period. Any borrowing above this rate would cause a pressure on the MTFS.

The proposed borrowing approach will apply for new borrowings and the refinancing of
maturing borrowings.

The default source of long-term borrowing will be the PWLB, but if corporate lenders provide
competively priced alternatives to the PWLB, the Council will consider these.

If it is deemed to be cost-effective in the longer term, the Council will consider borrowing
additional sums during 2021/22 in anticipation of the funds being required later in the year,
even if this will incur a short-term cost of carrying the debt.

If necessary, the Council will take out short-term loans to cover any unplanned cash flow
shortages.

Sources of borrowing
The approved sources of long-term and short-term borrowing will be:

e Public Works Loan Board and any successor body

e any other UK local authority or other public sector body
e any UK bank or building society

e capital market bond investors
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HRA and General Fund ‘Pools’

HRA and General Fund debt is managed separately in two pools. The following principles are
adhered to:
e There must be no detriment to the General Fund in this approach.
e Any allocation of debt should be broadly equitable between the HRA and the GF.
e Future charges to the HRA in relation to borrowing are not influenced by GF
decisions, giving a greater degree of independence, certainty and control.
e (Cash resources (reserves and other cash backed balances e.g. provisions) which
allow borrowing to be below the capital financing requirement are separated
between the HRA and General Fund.

Where relevant the figures that follow are split between HRA and GF. It should, however, be
noted that all debt is secured on all the revenues of the Council and that the Section 151
Officer retains responsibility for the overall TM strategy.

Projected Portfolio Position
The projected position for the Council’s debt and investments is set out in the table
below.

Table 12 — Council’s Debt and Investments
1 April 31 March

2021 2022

£000 0[0[0}
Borrowing
- PWLB 206,166 232,882
- Other Local Authorities 7,500 4,500
- Transferred Debt 181 177
Total Borrowing 213,847 237,559
Investments 0 0
Net Borrowing 213,847 237,559

Interest rate forecasts

The following table, provided by the Council’s treasury advisors, shows bank rate and PWLB
interest rate forecasts up to March 2023:
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Table 13 — Interest Rates Forecast

Bank Rate 0.10% | 0.10% | 0.10% | 0.10% | 0.10% | 0.10% | 0.10% | 0.10% | 0.10% | 0.10%
PWLB Rates

- 5years 0.80% | 0.80% | 0.80% | 0.80% | 0.80% | 0.90% | 0.90% | 0.90% | 0.90% | 0.90%
- 10 vyears 1.10% | 1.10% | 1.10% | 1.20% | 1.20% | 1.20% | 1.20% | 1.20% | 1.20% | 1.20%
- 25 years 1.50% | 1.50% | 1.60% | 1.60% | 1.60% | 1.60% | 1.70% | 1.70% | 1.70% | 1.70%
- 50 years 1.30% | 1.30% | 1.40% | 1.40% | 1.40% | 1.40% | 1.50% | 1.50% | 1.50% | 1.50%

No increase in Bank Rate is expected in the near-term as economic recovery from the
coronavirus pandemic is expected to be only gradual and, therefore, prolonged. Some
forecasters had suggested that a cut of the bank rate into negative territory could happen.
The Bank of England has made clear its view, however, that such a move would be damaging
and that more quantitative easing is the favoured tool if further action becomes necessary.

There is also expected to be little upward movement in PWLB rates over the next two years
as it will take economies, a prolonged period to recover all the momentum they have lost in
the sharp recession caused during the coronavirus shut down period. From time to time, gilt
yields, and therefore PWLB rates, can be subject to exceptional levels of volatility due to geo-
political, sovereign debt crisis, emerging market developments and sharp changes in investor
sentiment. Such volatility could occur at any time during the forecast period, and could
provide opportunities to lock into longer-term borrowing at favourable rates of interest.

Debt Limits
Local borrowing limits are set as part of the Council’s consideration of its annual Prudential
Indicators. The limits projected by the Council up to 2023/24 are shown in the following

tables:

Table 14 - Operational Boundary For External Debt

2019/20 2020/21 2021/22 2022/23 2023/24
Actual Estimate Estimate Estimate Estimate
£000 0[0[0} £000 £000 £000
Borrowing 120,283 235,000 | 245,000 | 255,000 | 265,000
Total 120,283 235,000 | 245,000 | 255,000 | 265,000

This is the borrowing limit above which borrowing would not normally be expected to rise. It
will not normally be a matter of concern if the Operational Boundary is breached temporarily
due to variations in cash flow. However, a sustained or regular trend above the Operational
Boundary would require investigation and appropriate action.

Authorised Limit For External Debt
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The Authorised Limit is the limit placed by the Council on the absolute level of its gross debt.
The Local Government Act 2003 stipulates that it must not be breached at any time. The
indicator is split between limits for external borrowing and for other long-term liabilities,

Table 15 — Total Authorised Limit for External Debt
2019/20 2020/21 2021/22 2022/23 2023/24

Actual Estimate Estimate Estimate Estimate

£000 £000 £000 £000 £000
Borrowing 120,283 244,500 | 290,000 | 300,000 | 310,000
Other long-term liabilities 3,000 3,000 3,000 3,000 3,000
Total 123,283 247,500 | 293,000 | 303,000 | 313,000

As the two Debt Limits are set locally, the Council may review and amend either or both of
them during the course of the year by formal resolution.

Debt Rescheduling

This is the practice of repaying debt of one maturity early in order to borrow for a different
maturity period. The purpose might be to reflect changes in borrowing needs or to take
advantage of changes in interest rates. The lender will usually offer a discount, or require
payment of a premium, depending on the difference between the rate of interest on the
existing loan and that offered in the markets or by the PWLB for the remaining term of that
loan.

The question of whether the Council will pursue any debt rescheduling will always have to
take into account the net revenue effects of the premium/ discount against the costs/savings
to be made in the average rate of interest payable on the new loans.

The PWLB terms on which premature repayment can be made are generally unattractive.
Rescheduling should only be considered where the economics can be justified over the term
of the original or replacement loan. Another important consideration is the respective
financial implications for the General Fund and Housing Revenue Account.

Decisions on rescheduling will be made by the Section 151 Officer or under delegated
arrangements. It is not envisaged that any debt rescheduling will take place during 2021/22.

35



Treasury Indicators

Upper Limits on Fixed and Variable Interest Rate Exposure

This indicator is intended to set upper limits to the Council’s exposure to the effects of
changes in interest rates in 2021/22 and for the following two financial years.

The Council’s policy is just to borrow at fixed rates of interest and therefore by default the
upper limit for fixed rate exposure is 100%. An upper limit on variable interest rate exposure
is not required.

Maturity Structure of Borrowing

The following indicators are designed to limit the Council’s exposure to sums falling due for
replacement at about the same time. Long-term fixed loans could be running at historical
rates significantly different from the market rate at the time of repayment, with
consequences for the revenue account.

The limits refer separately to the maximum and minimum proportions of the borrowing
portfolio that may mature in each given time period. They have been maintained at the
same levels as 2020/21 as no change is deemed to be necessary. The minimum amounts
have been set at 0% since, in the long term, one of the objectives of the HRA business plan is
to repay the debt in full. The maximum limits have been kept at their limits to provide
flexibility in decision making over appropriate maturity periods for new debt.

Table 16 - Maturity Structure of Borrowing

Proportion of Borrowing

Lower Limit  Upper Limit

Under 12 months 0% 50%
12 months and within 24 months 0% 50%
24 month and 5 years 0% 50%
5 year and within 10 years 0% 50%
10 years and above 0% 100%
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Investment Strategy

Section 12 of the Local Government Act 2003 gives a general power to local authorities to
invest, “(a) for any purpose relevant to its functions under any enactment or (b) for the
purposes of the prudent management of its financial affairs.”

The Investment Strategy applies only to the temporary external investment of surplus funds
under Section 12(b). It does not apply to loans or investments the Council may make under
any other enactment, e.g. financial assistance on economic development, house renovation
or well-being grounds. The strategy has been prepared having regard to statutory guidance
given by the Secretary of State and to CIPFA’s Treasury Management Code of Practice.

The general objective is to invest surplus funds prudently. Accordingly, priority is given to (1)
security, (2) liquidity and (3) yield, in that order. The highest rate of return is sought only
after security and liquidity requirements are satisfied.

The Council’s investment strategy has regard to the MHCLG Guidance on Local Government
Investments, the CIPFA Treasury Management in Public Services Code of Practice and Cross Sectoral
Guidance Notes 2017 and the CIPFA Treasury Management Guidance Notes 2018. The primary
investment priorities of the Council are:

a) the security of its capital
b) liquidity of its portfolio, i.e. keeping funds readily available for expenditure
when needed.

Durational limits

To determine the duration of investments with bank and building societies, the Council will use
the creditworthiness service provided by Link Asset Services. This service employs a modelling
approach utilising credit ratings from the three main credit rating agencies, Fitch, Moody’s and
Standard & Poor, supplemented by other information. The Council will follow these
recommended durations, up to a maximum duration of one year. The Link Asset Services model
does not apply to local authorities, with which the maximum duration for investments will also be
one year.

Specified and non-specified investments

Specified investments are high security, high liquidity investments in sterling with high credit
quality and a maturity of no more than one year. All of the instruments identified in the table on
the next page meet the definition of specified instruments.

Non-specified investments are any other type of investments; in addition, any investment with a
duration of over one year is classified as a non-specified investment. The Council will not use non-
specified investments during 2021/22.
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Credit rating

Banks and some of the larger building societies are given credit rating by the three main credit
rating agencies, Fitch, Moodys and Standard & Poor (S&P). Ratings are split between short term
and long term. The Council’s proposed minimum acceptable credit ratings for 2020/21 are as
follows:

Agency Short Long
term term
Fitch F1 A-
Moody P1 A3
S&P Al A-

Credit Rating Definitions

Long-term Issuer Default rating

This rating measures the ability of a financial institution to meet all of its most senior financial
obligations on a timely basis over the term of the obligation. It is therefore effectively a
benchmark for rating institutions’ probability of default.

e For Fitch ratings: the top end of the scale is AAA (the lowest expectation of credit
risk) and ranges down to D (where the institution is in default and the potential for
recovery of funds is minimal).

e For Moody’s ratings: the top end of the scale is Aaa (highest quality with minimal
credit risk) and the lowest related class is C (where the institution is in default and
the potential recovery is minimal).

e For Standard & Poor’s ratings: the top end is AAA (the lowest expectation of credit
risk) and the lowest class is D (where the institution is in payment default).

Short-term Issuer Default rating

This rating is based on the liquidity profile of the institution and relates to its ongoing
capacity to meet financial obligations within a relatively short time horizon (normally less
than 13 months).

e For Fitch ratings: the scale ranges from F1 (highest) to D (actual or imminent
payment default)

e For Moody’s ratings: the scale is from P-1 (highest, where the institution has the
superior ability to repay short-term obligations) to P-3 (the lower end of ability to
repay short-term obligations).

e For Standard & Poor’s ratings: the scale is A-1 (highest) to D (imminent default in
payment)
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Individual (Fitch), Strength (Moody’s)

These ratings are assigned only to banks and assess how a bank would be viewed if it were
entirely independent. Link have advised that this “standalone” rating be removed as the
exclusion of sovereign status from the institutions has adversely affected the rating but does
not represent any intrinsic change.

e Fitch ratings: The principal factors assessed are balance sheet integrity and
profitability. The range is from A (a very strong bank) to F (bank has defaulted or
would have defaulted without external support).

e Moody’s ratings: range from A (strong intrinsic financial strength) to E— (in serious
difficulty).

e Standard and Poor’s have no ratings criteria for this. Link will continue to publish
these ratings, it is however intended to use the results of these to inform investment
decisions, rather than dictate them.

Investment instruments and limits

The Council will continue its approach of investing the majority of its funds in parcels of £1-£2m
with other local authorities and UK banks and building societies. The table below details the
Councils proposed Investment Instruments it will look to utilise.
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Table 17 - Proposed Investment Instruments

Minimum short ~ Minimum long Maximum Maximum
Instrument term credit term credit value of duration of

rating rating investment  investment

Term Deposits with N/a N/a £5m per local

1vyear
UK Local Authorities authority Y

) Fitch F1 Fitch A-
Term deposits or

notice accounts Moodys P-1 Moodys A3 £5m per bank | 1year

with UK banks
S&P A-1 S&P A-

Term deposits with
banks part
nationalised by the
UK Government

Minimum credit ratings not required
as long as these banks continue to be £5m per bank | 1 year
part nationalised

o Fitch F1 Fitch A-
Term deposits with £5m per
UK Building Moodys P-1 Moodys A3 Building 1 year
Societies Society
S&P A-1 S&P A-
6 months
Debt Management (DMADF
Account Deposit N/a N/a Unlimited imosed time
Facility (DMADF) . p
limit)
Ultra-Short/Short . ,
Selection process | Selection process
Dated Bond Funds
Treasury Bills issued
by the UK N/a N/a Unlimited 1 year
Government
Money Market -
Funds CNAV N/a AAA £5m per fund Liquid
M Market
oney Viarke N/a AAA £5m per fund Liquid
Funds LVNAV
Money Market .
Funds VNAV N/a AAA £5m per fund Liquid
. Fitch F1 Fitch A-
Certificates of £5m per
Deposit issued by Moodys P-1 Moodys A3 o P i 1 year
T institution
UK institutions
S&P A-1 S&P A-
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The monetary limits included in the investment strategy does not apply to balances on our
suite of current accounts provided by Lloyds Bank plc. As a result, we may operate from time
to time with monies held with Lloyds Bank marginally above the investment limits shown
because of these current account balances. The Council endeavours to keep balances of no
more than £2m on its current accounts.

Ultra-Short/Short-Dated Bond Funds

These are pooled investment vehicles where risk is diversified because of the spread of
investments. They are a potential new investment instrument for the Council, and a selection
process will be undertaken to ensure that the most suitable fund is chosen, if officers consider
that it is worthwhile pursuing them.

Investment returns expectations

The Bank Rate is unlikely to rise from 0.10% for a considerable period. It is very difficult to say
then it may start rising again, and it is therefore assumed that investment earnings will be
minimal for the foreseeable future.

Liquidity

The Council will carefully plan and monitor its principal cash flows in order to predict
shortages or surpluses for up to twelve months ahead. The forecast will be more detailed for
the immediate period ahead and will be continuously monitored and updated as new
information becomes available. The Section 151 Officer will ensure, under delegated
arrangements, that borrowings, investments and other cash flows are managed to ensure
there is appropriate operational liquidity, i.e. that there is sufficient access to funds through
borrowing and investments to enable the Council to meet its liabilities as they fall due. Due to
the uncertainties of some cash flows, there are occasions when, overnight, the balance held
in the Councils bank accounts may exceed or dip below the recommended £2million.

The maximum periods for which funds may be prudently invested will be determined at all
times by reference to the cash flow forecast. An agreed amount will always be kept ‘on call’
(available on the same day) to deal with any unforeseen cash flow pressures.

It is desirable from time to time to ‘forward deal’. This involves committing to the terms of a
future investment now rather than waiting until the date when the funds are expected to
become available and taking whatever the market has on offer at that time. This may be
useful in a number of ways, for example:

e afew days ahead of a significant cash receipt to ensure effective use of funds on
the day

e in connection with a restructuring of debt to accommodate temporary cash
differences on the day

e to lock into today’s favourable interest rates when the market is predicted to fall.
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In all these cases, it is possible that liquidity is compromised if the cash flow projections on
which the deal is based do not materialise when the time comes to transfer funds.

Having regard to the effectiveness of cash flow forecasting and the flexibility to adjust other
cash flows to accommodate most variances as they happen, the Section 151 Officer considers
that Officers should be permitted the flexibility to deal forward for periods up to three
months, subject to approval under an internal delegation scheme.

All forward dealing is subject to the constraints and limits put in place by the other provisions
of the Treasury Management Strategy.

For the purpose of defining the term of an investment, it will be regarded as commencing on
the date that the commitment is entered into, rather than the date on which the funds are
paid over to the counterparty. This would prevent, for example, a twelve-month fixed deposit
being dealt in advance (as the term would extend over more than twelve months), whereas a
six-month fixed deposit dealt three months in advance would be acceptable.

Investment Consultants

Accessing suitable sources of information, especially in relation to credit risk, are essential
elements of an effective TM operation. The Section 151 Officer retains the services of Link
Asset Services for this purpose, as well as advice on borrowing, regulation and other technical
aspects of capital finance. The quality of the service is controlled through regular monitoring
and feedback, as well as through dialogue at periodic review meetings.

In relation to investments, the Council receives regular economic advice including interest
rate forecasts, a weekly and monthly newsletter, a regularly updated diary of events affecting
the money markets, technical advice on the TM Code of Practice and the MHCLG statutory
guidance as well as money market practice, assistance with formulation of the Investment
Strategy, the Treasury Management Strategy and the Annual TM Report, access to their
website, which provides a comprehensive source of information and occasional technical
papers, guidance on investment strategy and in response to ad hoc queries, and a constant
review of credit ratings tailored to the Council’s lending criteria as approved in its Investment
Strategy for the year. Training courses for staff are available as well as regular seminars on
topical issues. Whilst a constructive and transparent partnership is encouraged, it is explicit in
the relationship that the service provider acts only as adviser and the Council and its Officers
are responsible for all decisions taken.

Investment of Money Borrowed in Advance of Need

The CIPFA 2017 Prudential Code states that a council should not borrow more than or in
advance of its needs purely to profit from investment of the extra sums borrowed. Guidance
issued by MHCLG in October 2018 extends this definition to include borrowing to finance the
acquisition of non-financial as well as financial investments that the organisation holds
primarily or partially to generate a profit.

Some of the Council’s borrowings prior to 26™ November 2020 were to finance the activities
of its wholly owned company Seven Arches Investments Ltd (SAIL) by way of a series of state
aid compliant loans in order for SAIL to invest in properties for a commercial return. These

42



returns will be reinvested in Council services and will contribute towards a balanced budget in
future years. The capital programme for 2021/22 to 2023/24 does not include any further
loans to SAIL and there is therefore no planned borrowing during this period to finance this
activity. However the Council may considered further investment as long as SAIL can
demonstrate that it is not acquiring assets primarily for yield and supports in-borough
regeneration and employment purposes.

The Council’s policy for managing the risks associated with this activity are:

e SAIL is a limited company, wholly owned by the Council, with a robust management
structure and legal framework. The Directors of the Council’s wholly owned company
meet with statutory officers of the Council on a monthly basis and report to Policy
Resources and Economic Development on a quarterly basis. This gives the Council the
opportunity to ensure any risks associated with lending to SAIL are managed and
mitigated in a timely manner.

e SAIL operates within its Commercial Property Investment Strategy, which aims to
achieve a diverse property portfolio to minimise the risks associated with holding an
investment property portfolio. This strategy alongside the business plan, details what
SAIL considers it’s risks to be and how to mitigate them. In addition these documents
details the financial monitoring undertaken known as health checks which are reported
to the board and shareholders on a quarterly basis.

e SAIL applies a robust due diligence process around the acquisition of properties. This
includes the use of specialist property management and investment consultants, who
assess of potential sites for purchase and score properties against a series of
benchmark criteria. This include yield, location, alternative uses, length of lease, tenant
strength and good covenant.

e There s arobust SAIL funding approval in place, under which all loans to SAIL must be
considered and agreed by the Policy, Resources and Economic Development
Committee, following the satisfactory conclusion of the purchase due diligence
process.

o All lending to SAIL is made under a formal legal agreement between the Council and
SAIL.
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Investment Indicators

The following indicators are provided to enable Members and the public to assess the
Council’s total risk exposure as a result of its investment decisions.

Total investment exposure
The first indicator shows the Council’s total exposure to potential investment losses:

Table 18 — Total Investment Exposure

2021/22  2022/23 2023/24

Total investment exposure

£'000 £'000 £'000

Treasury investments 2,000 2,000 2,000
Long term loans to subsidiary 60,000 60,000 60,000
Investment properties- shops 3,256 3,256 3,256
Total investment exposure 65,256 65,256 65,256

How investments are funded

This is applicable to the capital investments. The table demonstrates that they are 100%
funded from borrowing:

Table 19 — Investment Funding

2021/22  2022/23 2023/24

Investments funded by borrowing

£'000 £'000 £'000

Long term loans to subsidiary 60,000 60,000 60,000
Investment properties- shops 3,256 3,256 3,256
Total funded by borrowings 63,256 63,256 63,256

Rate of return received

This indicator shows the investment income received less the associated costs,
including the cost of borrowing where appropriate, as a proportion of the sum initially
invested.
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Table 20 — Rate of Return on Investments

2021/22 2022/23 2023/24
Rate of return

£'000 £'000 £'000

Long term loans to subsidiary 60,000 60,000 | 60,000
Return 2,400 2,400 2,400
Rate of return 4.00% 4.00% 4.00%
Investment properties- shops 3,256 3,256 3,256
Return 230 230 230
Rate of return 7.06% 7.06% 7.06%
Treasury investments 2,000 2,000 2,000
Return 10 10 10
Rate of return 0.50% 0.50% 0.50%
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Minimum Revenue Provision

The Council is required by the Local Authorities (Capital Finance and Accounting) (England)
(Amendment) Regulations 2008 to calculate a level a provision for the repayment of debt
liability that it considers to be prudent, known as the Minimum Revenue Provision (MRP). The
regulations also require the full Council to approve an MRP policy in advance of each financial
year. There are four recommended options for the calculation of the provision.

The Council is recommended to approve this policy for 2021/22. The policy is as follows:

Debt Liability pre 1 April 2008

For capital expenditure funded by borrowing before 1 April 2008, minimum revenue
provision will be provided on a 2% straight-line basis, i.e. provision for the repayment of debt
over 50 years.

Debt Liability 1 April 2008 onwards

Minimum revenue provision for new capital expenditure incurred wholly or partly by
unsupported (Prudential) borrowing will be determined by reference to the expected life of
the asset on an annuity basis. The asset life is deemed to begin once the asset becomes
operational. Minimum revenue provision will commence from the financial year following
the one in which the asset becomes operational.

Minimum revenue provision in respect of unsupported (prudential) borrowing taken to meet
expenditure, which is treated as capital expenditure by virtue of either a capitalisation
direction or regulations, will be determined in accordance with the asset life method as
recommended by the statutory guidance.

The Council retains the right to make additional voluntary payments to reduce debt if
deemed prudent.

Debt Liability to finance long-term lending to wholly owned subsidiary
MRP will not be provided on borrowing raised to finance long-term loans to the Council’s

wholly owned subsidiary, Seven Arches Investments Ltd (SAIL). This is on the basis that:

a) theloan is secured against the assets of SAIL

b) the Council expects the loan to be repaid in full

c) the receipt from the repayment of the loan will be used to repay the
borrowing.

In future years, if the loan is deemed to be impaired, the authority will make MRP to cover
the difference between the total repayment amount now expected to be received and
balance of Capital Financing Requirement for the loan.

There is no requirement on the HRA to make a minimum revenue provision but under HRA
reform there is a requirement to charge depreciation on its assets, which will have a revenue
effect. The HRA business plan will need to fund this depreciation over the life of the assets.
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Prudential and Treasury Indicators

Indicators for Prudence
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Estimates of capital expenditure

The local authority will make reasonable estimates of the total of capital expenditure that it
plans to incur during the forthcoming financial year and at least the following two financial
years. These prudential indicators will be referred to as estimates of capital expenditure and
shall be expressed in the following manner: Estimate of total capital expenditure to be
incurred inyears 1, 2 and 3

Estimates of capital financing requirement

The local authority will make reasonable estimates of the total capital financing requirement
at the end of the forthcoming financial year and the following two years. These prudential
indicators will be referred to as the estimates of capital financing requirement and shall be
expressed as follows:

Estimate of capital financing requirement as at the end of years 1, 2 and 3

Indicators for External Debt

Authorised limit

The local authority will set for the forthcoming financial year and the following two financial
years an authorised limit for its total gross external debt, separately identifying borrowing
from other long-term liabilities. This prudential indicator will be referred to as the authorised
limit and shall be expressed in the following manner:

Authorised limit for external debt = authorised limit for borrowing + authorised limit for other
long-term liabilities for years 1, 2 and 3

Operational boundary

The local authority will also set for the forthcoming financial year and the following two
financial years an operational boundary for its total external debt, excluding investments,
separately identifying borrowing from other long-term liabilities. This prudential indicator will
be referred to as the operational boundary and shall be expressed in the following manner:

Operational boundary for external debt = operational boundary for borrowing +
operational boundary for other long-term liabilities for years 1, 2 and 3

Gross debt and the capital financing requirement

In order to ensure that, over the medium term, debt will only be for a capital purpose, the
local authority should ensure that debt does not, except in the short term, exceed the total of
capital financing requirement in the preceding year plus the estimates of any additional
capital financing requirement for the current and next two financial years. If in any of these
years there is a reduction in the capital financing requirement, this reduction is ignored in
estimating the cumulative increase in the capital financing requirement which is used for
comparison with gross external debt. This is a key indicator of prudence. This prudential
indicator will be referred to as gross debt and the capital financing requirement. Where the
gross debt is greater than the capital financing requirement the reasons for this should be
clearly stated in the annual treasury management strategy.
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Indicators for Affordability

Estimates of financing costs to net revenue stream

As a minimum, the local authority will estimate for the forthcoming financial year and the
following two financial years the proportion of financing costs to net revenue stream. This
prudential indicator shall be referred to as estimates of the proportion of financing costs to
net revenue stream and shall be expressed in the following manner:

Estimate of financing costs + estimate of net revenue stream x 100% for years 1, 2
and 3

Treasury Indicators

Interest exposures
Upper limits to the Council’s exposure to the effects of changes in interest rates

Maturity structure of borrowing

The maximum and minimum proportions of the borrowing portfolio that may mature in each
given time period.

Upper liming on total principal sums invested for periods longer than 364 days

A restriction on authorisation of longer-term investments.

All of these Prudential and Treasury Indicators are presented in the tables on the following
page:

Table 21 — Prudential and Treasury Indicators

2019/20 2020/21 2021/22 2022/23 2023/24

£000 £'000 £'000 £'000 £'000

Estimates of Capital Expenditure

General Fund 24,880 | 121,098 | 18,066 2,455

2,480
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HRA 5,317 5364 | 15,170 | 11,817 | 13,817
Total 30,197 | 126,462 | 33,236 | 14,272 | 16,297
Estimates of Capital Financing Requirement
General Fund 56,409 | 176,791 | 193,108 | 193,479 | 193,779
HRA 62,829 | 63,591 | 69,286 | 77,813 | 88,340
Total 119,238 | 240,382 | 262,394 | 271,292 | 282,119
External Debt
Authorised Limit 120,283 | 247,500 | 293,000 | 303,000 | 313,000
Operational Boundary 120,283 | 235,000 | 245,000 | 255,000 | 265,000
Gross Debt and Capital Financing
Requirement
Estimated Gross Debt 96,351 | 213,847 | 237,559 | 248,087 | 256,140
Capital Financing Requirement 119,238 | 240,382 | 262,394 | 271,292 | 282,119
CFR + Following 2 Years Increases 262,394 | 271,292 | 282,119 | 282,119 | 282,119
Ratio of Financing Cost to Net Revenue
Stream
General Fund 3% 6% 42% 55% 57%
Long-Term Loans to Subsidiary -5% -15% -23% -21% -21%
HRA 14% 15% 17% 18% 18%
Interest Exposures
Fixed rate 100%
Variable rate n/a

Lower Upper
Maturity Structure of Borrowing limit limit
Under 12 months 0% 50%
12 months and within 24 months 0% 50%
24 month and 5 years 0% 50%
5 year and within 10 years 0% 50%
10 years and above 0% 100%

Principal sums invested > 364 days

nil

Proposed Treasury Management Strategy for 2021/22

Taking account of the above position, the Section 151 Officer recommends the
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following strategy for 2021/22:

a) The overall direction of treasury management strategy will reflect the separation of HRA
and GF debt (the two-pool approach).

b) The overall debt and investment position will be managed having regard to the Prudential
Indicators set by the Council and the treasury indicators set out above.

c) The Council will invest its monies prudently, considering security first, liquidity second and
yield last whilst also carefully considering its investment counterparties. It will similarly
borrow monies prudently to meet the Council’s service objectives.

d) The gross level of borrowing will be maintained below the average Capital Financing
Requirement for the year.

e) Surplus funds (with the exception of funds required for liquidity purposes or for internal
investment) will be invested in accordance with the approved Investment Strategy.

f) New borrowing will be diversified over a range of maturity periods, including short term
(less than one year), having regard to longer-term projections of CFR, liquidity considerations
and expected movements in interest rates.

g) Opportunities for rescheduling debt will be kept under continual review according to
market and other relevant factors.

h) The treasury management strategy including the investment strategy, will be continually
reviewed in the light of changing circumstances, including legislation, and within the limits set
by this Strategy as set out above, the Section 151 Officer will exercise their discretion to
determine the extent to which surplus funds will be used to minimise new borrowing and
exposure to external investments.

i) Nothing in this strategy confers on the Section 151 Officer the authority to enter into any
derivative or derivative like contract without the permission of the full Council.

The strategy has been prepared on the statutory guidance and rules currently applicable. Any
changes to these or to wider economic circumstances may require a revision to the made to
the strategy.

A revised Treasury Management Strategy will be prepared and submitted to Full Council
where the Section 151 Officer considers that circumstances have changed sufficiently to
require a variation to any of the provisions of this initial strategy as set out in paragraph 8 (or
the equivalent paragraph in any subsequent revision to the strategy).

Otherwise, the Section 151 Officer is free to work within the limits determined by the

strategy without reference to Full Council. They will, however, as a minimum, draw attention
to any such variation in their mid-year report and annual report on TM activity for the year.
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Other considerations

All capital schemes must comply with legislation and Council policies such as
the Financial Regulations and Contract Procurement Rules. Reference should
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also be made to other strategies and plans of the Council.

To be able to manage the significant forecast budget gaps and minimise the impact on
service levels the Council needs to explore and implement innovative ways of generating
income. Such activity will involve an increase in the level of borrowing that the Council holds
but this will only be undertaken in cases where an appropriate level of return is expected.
The proposed governance arrangements detailed in this strategy are intended to both place
Members within the tactical decision-making process for such activity and to ensure that all
Members are kept up-to-date on activity in this area.

Documents for reference are:

e (Constitution

e Corporate Strategy

e Financial Regulations

e Medium Term Financial Strategy

e SAIL Commercial Property Investment Strategy
e Corporate Project Management Process

e |Leisure Strategy

e Play Area Strategy

e Digital Strategy
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