Appendix 6

DRAFT TREASURY MANAGEMENT STRATEGY 2021/22
1 Introduction

1.1 The Authority both borrows and invests substantial sums of money and is therefore exposed to
financial risks including the loss of invested funds and the revenue effect of changing interest
rates. The successful identification, monitoring and control of risk are therefore central to the
Council’'s Treasury Management Strategy.

1.2 Treasury risk management for local authorities is conducted within the framework of the
Chartered Institute of Public Finance and Accountancy’s Treasury Management in the Public
Services: Code of Practice 2017 Edition (the CIPFA Code) which requires each authority to
approve a treasury management strategy before the start of each financial year. This report
fulfils the Council’s legal obligation under the Local Government Act 2003 to have regard to the
CIPFA Code.

2 Borrowing Strategy

2.1 The authority will continue to need to take borrowing in support of funding its capital
programme. The chief objective when borrowing money is to strike an appropriately low risk
balance between securing low interest costs and achieving certainty of those costs over the
period for which funds are required.

2.2 With short-term interest rates currently lower than long-term rates, it is likely to be more cost
effective in the short-term to either use internal resources, or to borrow short-term loans
instead. By doing so, the Council can reduce net borrowing costs (despite foregone investment
income) and reduce overall treasury risk.

3 Investment Strategy

3.1 On a day to day basis the Council can hold significant surplus funds representing income
received in advance of expenditure requirements, in addition to balances and reserves held. In
the past 12 months, the Council’s investment balance has ranged from £20 to £110 million,
reflecting in particular the profiles of capital spending, grant funding, short-term borrowing
levels and long-term debt repayments.

3.2 Cash flow surpluses can be considered as falling into three categories —

e Short-term funds that are required to meet cash flows occurring in the next month or so,
and for which the preservation of capital and liquidity is therefore of paramount importance.
Generating investment returns is of limited concern here, although should not be ignored.
Instant access AAA-rated money market funds and bank deposit accounts will be the main
methods used to manage short-term cash.

e Medium-term funds that may be required in the next one to twelve months will be
managed concentrating on security, with less importance attached to liquidity but a slightly
higher emphasis on yield. The majority of investments in this period will be in the form of
fixed term deposits with banks and building societies. A spread of counterparties and
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maturity dates will be maintained to maximise the diversification of credit and interest rate
risks.

e Long-term funds that are not required to meet any liquidity need and can be invested with
a greater emphasis on achieving higher returns. Security remains fundamental however, as
any losses from defaults will impact on the total return. Liquidity is of lesser concern,
although it should still be possible to sell investments with due notice if large cash
commitments arise unexpectedly. This is where a wider range of instruments, including
structured deposits, certificates of deposit, gilts, corporate bonds and pooled funds in bond,
equity and property funds, which could be used to diversify the portfolio.

3.3 Given the increasing risk and very low returns from short-term unsecured bank investments,

the Authority aims to diversify into secure higher yielding asset classes during 2021/22. This is
especially the case for amounts estimated to be available for longer-term investment. All of the
Authority’s surplus cash is currently invested in short-term unsecured bank deposits and
money market funds along with fixed term deposits with other local authorities and the Debt
Management Office (DMO). This diversification will represent a change in strategy over the
coming year.

3.4 The COVID-19 pandemic has increased the risk that the Bank of England will set its Bank Rate
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at or below zero, which is likely to feed through to negative interest rates on all low risk, short-
term investment options. Since investments cannot pay negative income, negative rates will be
applied by reducing the value of investments. In this event, security will be measured as
receiving the contractually agreed amount at maturity, even though this may be less than the
amount originally invested

Investment Criteria and Treasury Management Indicators for 2021/22

4.1 The proposed investment criteria and treasury management indicators are expected to be

essentially the same levels as were agreed last year.

4.2 As the Council’s capital programme for 2021/22 — 2023/24 is yet to be finalised, these criteria

and indicators remain under review.




