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Treasury Management (TM)

* The Local Government Act 2003 and supporting regulations require the
Council to ‘have regard to’ the CIPFA Prudential Code and Treasury
Management Code of Practice, and to set out indicators to ensure that the
Council’s capital investment plans are affordable, prudent and sustainable.

* CIPFA define Treasury Management as the:

‘management of the organisation’s borrowing, investments and cash flows,
including its banking, money market and capital market transactions, the
effective control of the risks associated with those activities, and the pursuit
of optimum performance consistent with those risks.’

* ‘The Treasury Management Strategy is approved annually by Full Council

* Performance is reported to Cabinet / Full Council and Scrutiny Panel
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Treasury Management

The Strategy report covers six elements
- Treasury Management Strategy

« Summaries in strategic terms the approach the council will take in performing its treasury
management activities

Annual Investment Strategy
» Sets out the conditions under which the council will place investments
Prudential and Treasury Management Indicators
 Lists the prudential and treasury management indicators
Minimum Revenue Provision (MRP) Statement
* Details the formula used for calculating MRP
Certainty Rate

* This enables the council to access cheaper borrowing rates of 20 basis points below the
standard rate

Treasury Management Policy Statement and Practices
» Policy statement and practices as required by the CIPFA Code of Practice on TM
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Treasury Management

Local authorities undertake borrowing to fund the capital programme
Capital plans provide a guide to the borrowing need of the Council
The capital programme is also funded by:
* Grants
« Capital receipts — from asset disposals
* Other contributions
Borrowing requirements are then detailed in the Treasury Management Strategy

We have statutory duty to determine and keep under review how much we can afford
to borrow.

Our strategy is to use cash balances to fund capital expenditure to avoid the need for
borrowing - this is called internal borrowing

The Prudential Code requires authorities to set and observe a range of prudential
indicators to monitor the use of borrowing
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Changes to the Codes

 December 2021, CIPFA published changes to the Treasury Management Code of
Practice and Prudential Code.

« We are working through the changes and the impact on our Strategy along with the
timing of the introduction of these changes.

* It introduces strengthened requirements for skills and training and for investments that
are not specifically for treasury management purposes.
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Changes to the Codes

* Some of the changes are:

* Need to report on and clearly distinguish investments for Treasury Management, Services
and Commercial.

« Knowledge and Skills policy for Officers and Councillors
* Revisions to the prudential indicators
* Requirement to report on indicators quarterly —no impact as we already do this

* Environmental, Social and Governance Risk Management
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Borrowing

 Local authorities must not borrow to invest primarily for financial return

* The code also states it is not prudent for local authorities to make any investment or
spending decision that will increase the capital financing requirement, and so may lead
to new borrowing, unless directly and primarily related to the functions of the authority
and where any financial returns are either related to the financial viability of the project
In question or otherwise incidental to the primary purpose.
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Borrowing

* Authorities can borrow and invest the following purposes:

* Financing capital expenditure primarily related to the delivery of a local authority’s functions
(subject to the considerations set out in the code)

« Temporary management of cash flow within the context of a balanced budget
» Securing affordability by removing exposure to future interest rate rises

* Refinancing current borrowing, including adjusting levels of internal borrowing, to manage
risk, reduce costs or reflect changing cash flow circumstances

« Other treasury management activity that seeks to prudently mange treasury risks without
borrowing primarily to invest for financial return
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Public Works Loans Board (PWLB) — Lending Terms

 Local authorities are required to submit a high level description of their capital
spending and financing plans including the expected use of PWLB

* Plans need to include a breakdown of expenditure under the following categories

Service Spending — activity on areas such as education, highways & transport, social care,
public health, cultural & related services, environmental & regulatory services, central
services

Housing — General Fund and HRA

Regeneration — to address economic or social market failure, developing an asset,
generating additional activity (e.g. job creation)

Prevention Action — intervention prevents a negative outcome (e.g. assets that would
otherwise fall into disrepair, or supporting economic activity which would otherwise cease)

Treasury Management — refinancing or extending existing debt.

Debt for yield — buying land / buildings to let out at market rates, or continue to operate on
a commercial basis without any additional investment
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City of Wolverhampton Investments

» Section 151 Officer required to confirm that there is no intention to buy investment
assets primarily for yield purposes.

» Wolverhampton has the following investments:

* Treasury Management short term cash investments — we do not hold any long term
investments

* Investment in the Airport

* Investments in Help to Own

* Investment and loans to WV Living

« Capital expenditure in line with Council priorities (investment in our assets)
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Prudential Indicators



Prudential Indicators

Pl 1 - Estimates and actual capital expenditure.
Full details of capital expenditure plans and funding can be found in the quarter two capital budget monitoring 2021-2022 report.

As at 30 September 2021

Approved by Council 3 March 2021

2021-2022 2022-2023 2023-2024 2021-2022 2022-2023 2023-2024
Forecast Forecast Forecast Forecast Forecast Forecast
£000 £000 £000 £000 £000 £000
General * 173,116 32,264 13,003 112,930 116,767 43,566
HRA 95,287 86,260 84,280 62,094 91,553 90,540
268,403 118,524 97,283 175,024 208,320 134,106
* Commercial activities / non-financial investments included in General figure.
These relate to areas such as capital expenditure on investment properties and 23,057 10,000 10,000 20,700 13,057 10,000
loans to third parties etc.

« Updated forecasts are reported during the year

« Capital Programme report will show detailed list of projects

* Includes all financing requirements — borrowing, grants, capital receipts etc




Prudential Indicators

Pl 2 - Estimates and actual capital financing requirement General and HRA.
The capital financing requirement measures the authority's underlying need to borrow for a capital purpose.

Approved by Council 3 March 2021 As at 30 September 2021
2021-2022 2022-2023 2023-2024 2021-2022 2022-2023 2023-2024
Forecast Forecast Forecast Forecast Forecast Forecast
£000 £000 £000 £000 £000 £000
General * 754,006 728,584 706,460 699,920 718,373 697,488
HRA 316,385 357,387 396,495 284,252 331,103 376,582
1,070,391 1,085,971 1,102,955 984,172 1,049,476 1,074,070
* Commercial activities / non-financial investments included in General figure.
These relate to areas such as capital expenditure on investment properties and 23,789 15,744 14,816 13,170 16,175 11,939
loans to third parties etc.
Movement in capital financing requirement represented by:
New borrowing for capital expenditure 145,604 60,572 60,336 74 981 104,365 66,795
Less minimum revenue provision/voluntary minimum revenue provision (34,474) (44,992) (43,352) (32,892) (39,061) (42,201)
Movement in capital financing requirement 111,130 15,580 16,984 42,089 65,304 24,594

« Updated forecasts are reported during the year

« Shows the underlying need to borrow but we don’t always borrow up to this level.




Prudential Indicators

P13 - Authorised limit for external debt.
These limits apply to the total external debt gross of investments and separately identify borrowing from other long term liabilities such as finance leases including Private Finance

Initiatives (PFI). This is a self determined level reviewed and set each budget setting cycle.

As at 30 September 2021

2021-2022 2022-2023 2023-2024

Limit Limit Limit

£000 £000 £000
Borrowing 1,086,578 1,121,741 1,182,615
Other Long Term Liabilities 79,626 81,928 78,960
Total Authorised Limit 1,166,204 1,203,669 1,261,475
Forecast External Debt as at 30 September 2021 874,833 975,137 1,034,731
Variance (Under) / Over Authorised limit (291,371) (228,532) (226,744)

Authorised Limit 47.014 45874 45,874
Forecast External Debt as at 30 September 2021 43,120 46,125 44 889
Variance (Under) / Over Authorised limit (3,894) 251 (985)

» Sets the authorised limits for external debt
« Actual debt is updated at the time of reporting
 Shows if we are under or over our authorised limit



Prudential Indicators

Pl 4 - Operational boundary for external debt.
This is based on the same estimates as the authorised limit but directly reflects the Director of Finance's estimate of the most likely, prudent but not worst case scenario, without the

additional headroom included. This is a self determined level reviewed and set each budget setting cycle.

As at 30 September 2021

2021-2022 2022-2023 2023-2024

Limit Limit Limit

£000 £000 £000
Borrowing 1,050,255 1,107,444 1,167,501
Other Long Term Liabilities 79,626 79,928 76,960
Total Operational Boundary Limit 1,129,881 1,187,372 1,244 461
Forecast External Debt as at 30 September 2021 874,833 975,137 1,034,731
Variance (Under) / Over Operational Boundary Limit (255,048) (212,235) (209,730)
Total Operational Boundary Limit 45 874 45 874 45 874
Forecast External Debt as at 30 September 2021 43,120 46,125 44 889
Variance (Under) / Over Operational Boundary Limit (2,754) 251 (985)

* As per the previous indicator — but without the headroom



Prudential Indicators

Pl 5 - 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".

Forecast Capital Financing Requirement at end of Second Year
Gross Debt

Capital Financing Requirement Greater than Gross Debt

Approved by Council 3 March 2021

2021-2022

Forecast
£000
1,102,955
1,004,740

Yes

2022-2023

Forecast
£000
1,102,955
1,044,320

Yes

2023-2024

Forecast
£000
1,102,955
1,061,304

Yes

As at 30 September 2021
2021-2022 2022-2023 2023-2024
Forecast Forecast Forecast
£000 £000 £000
1,074,069 1,091,069 1,094,543
874,833 975,137 1,034,731
Yes Yes Yes

Pl 6 - Estimates and actual ratio of financing costs to net revenue stream.

This represents the cost of financing capital expenditure as a % of net revenue for both General and HRA.

General *
HRA

* Commercial activities / non-financial investments included in General figure.
These relate to areas such as capital expenditure on investment properties and
loans to third parties etc.

Approved by Council 3 March 2021

2021-2022

Forecast
14.5%
29.3%

1.0%

2022-2023

Forecast
18.6%
29.5%

1.0%

2023-2024

Forecast
16.5%
30.1%

0.9%

As at 30 September 2021

2021-2022

Forecast
14.2%
30.0%

1.1%

2022-2023
Forecast
16.4%
30.3%

1.1%

2023-2024

Forecast
16.4%
30.6%

1.2%




Any Questions?
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