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Introduction
Treasury management is defined as:

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

Reporting requirements — The Council is required to receive and approve, as a
minimum, three main reports each year, which incorporate a variety of polices,
estimates and actuals.

Prudential and treasury indicators and treasury strategy (this report) - The
first, and most important report covers:

o the capital plans (including prudential indicators);

o a minimum revenue provision (MRP) policy (how residual capital expenditure
is charged to revenue over time);

o the treasury management strategy (how the investments and borrowings are
to be organised) including treasury indicators;

o an investment strategy (the parameters on how investments are to be
managed); and

o a capital strategy.

A Mid Year Treasury Management Report — This will update members with the
progress of the capital position, amending prudential indicators as necessary,
and whether the treasury strategy is meeting the strategy or whether any policies
require revision. In addition the Executive will receive quarterly update reports.

An Annual Treasury Report — This provides details of a selection of actual
prudential and treasury indicators and actual treasury operations compared to the
estimates within the strategy.

Scrutiny — The above reports are required to be adequately scrutinised by
committee before being recommended to the Council. This role is undertaken by
the Executive.

The suggested Treasury Management Strategy for 2018/19 covers the two main
areas:

Capital issues
« the capital plans and the prudential indicators;
« the minimum revenue provision (MRP) policy.

Treasury management issues
« the current treasury position;
« treasury indicators which limit the treasury risk and activities of the Council;
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« prospects for interest rates;

. the borrowing strategy;

« policy on borrowing in advance of need;

« debt rescheduling;

. the investment strategy;

« creditworthiness policy; and

« policy on use of external service providers.

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

The CIPFA Code requires the Chief Finance Officer to ensure that members with
responsibility for treasury management, particularly those with responsibility for
scrutiny, receive adequate training in treasury management. Training has been
provided to members by Link Asset Services and further training will be arranged
as required.

The Council uses Link Asset Services, Treasury Solutions as it external treasury
management advisors.

The Council recognises that responsibility for treasury management decisions
remains with the organisation at all times and will ensure that undue reliance is
not placed upon our external service providers. (Treasury Management Practice
11)



APPENDIX B

MINIMUM REVENUE PROVISION POLICY STATEMENT 2018/19

11

2.1

2.2

Introduction

The statutory requirement for local authorities to charge the revenue account
each year with a specific sum for debt repayment is governed by statutory
guidance issued under the Local Government and Public Involvement in Health
Act 2007 and Statutory instrument 2008 no 414. The statutory duty requires that
the Council shall determine for the financial year an amount of minimum
revenue provision (MRP) that it considers prudent, with responsibility being
placed upon the Council to approve an annual MRP policy statement.

Minimum Revenue Provision Policy

In May 2008 the Council set its MRP policy. It is therefore appropriate that the
annual review of the MRP policy is undertaken as part of this Annual Treasury
Management Strategy.

The Council’'s MRP policy is based on the Governments Statutory Guidance and
following a review no further changes are considered necessary and the policy
for 2018/19 is therefore as follows:

@)

(b)

For all Capital expenditure incurred before 1 April 2008 which formed
the General Fund Capital Financing Requirement (CFR) that is capital
expenditure funded through borrowing will be charged at 4% of the
outstanding balance each year.

The exception to this is for the 2006/07 Public Conveniences Capital
Project. The public conveniences scheme is charged over 15 years,
which was agreed as part of the funding for the refurbishment
programme, in line with the asset life method.

For locally agreed Prudential Borrowing on capital expenditure
incurred after 1 April 2008, MRP will be calculated based either on
equal annual instalments over the estimated useful life of the asset for
which the borrowing is undertaken; or the annuity method where MRP is
linked to the flow of benefits from an asset where the benefits are
expected to increase in later years, Where additional voluntary provision
is made in any year it may be matched by an appropriate reduction in a
subsequent year's MRP.

Should any expenditure incurred by the Council not be capable of being
related to an asset because for example it is a grant to another
organisation’s capital project then an asset life will be assessed on a
basis which most reasonably reflects the anticipated period of benefit
that arises from the expenditure.

In the case of long term debtors from loans or other types of capital
expenditure, the amounts paid out are classed as capital expenditure for
capital financing purposes. The expenditure is therefore included in the
calculation of the Council’s Capital Financing Requirement. When the
Council receives the repayment of an amount loaned, the income will be
classified as a capital receipt. Where the capital receipts will be applied
to reduce the Capital Financing Requirement, there will be no revenue
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provision made for the repayment of the debt liability (i.e. unless the
eventual receipt is expected to fall short of the amount expended).

Where expenditure is incurred to acquire and/or develop properties for
resale, the Capital Financing Requirement will increase by the amount
expended. Where the County Council will subsequently recoup the
amount expended via the sale of an asset, the income will be classified
as a capital receipt. Where the capital receipts will be applied to reduce
the Capital Financing Requirement, there will be no revenue provision
made for the repayment of the debt liability (i.e. unless the fair value of
the properties falls below the amount expended).

Where expenditure is incurred to acquire properties meeting the
accounting definition of investment properties, the Capital Financing
Requirement will increase by the amount expended. Where the Council
will subsequently recoup the amount expended (e.g. via the sale of an
asset), the income will be classified as a capital receipt. Where the
capital receipts will be applied to reduce the Capital Financing
Requirement, there will be no revenue provision made for the repayment
of the debt liability (i.e. unless the fair value of the properties falls below
the amount expended).

The Council does not charge MRP on its hon-operational assets i.e.
those currently under construction. This option is in line with the
principle that MRP should only be charged when assets are completed /
become operational.

Any finance lease that comes onto the balance sheet via the
requirements of International Financial Reporting Standards will already
have taken capital financing into account as part of their revenue
charges. For this reason they will be excluded from MRP calculations.
Repayments included in finance leases are applied as MRP.

Total General Fund MRP for 2018/19 is £0.278m (£0.183m internal borrowing,
and £0.074 for leases).

Previously no revenue charge was required for the HRA. However under HRA
reform the HRA is required to charge depreciation on its assets,as the 5 year
transitional arrangements ended in 2016/17. The Council has already adopted
this requirement and will therefore not have a revenue impact. The council also
charges voluntary MRP is relation to the self-financing debt, of £1.26m per year.
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Introduction

The ‘Prudential Code’ provides Council’s with a regime of self-regulation for borrowing money
for capital purposes. A local authority can borrow as much as it wishes as long as it can
afford the repayments. The Code outlines four key objectives relating to the capital investment
plans and treasury management procedures of local authorities. To demonstrate that these
objectives are being fulfilled the Prudential Code sets out the indicators that must be used,
and the factors that must be taken into account.

The Code prescribes how the issue of affordability is measured using a set of prudential
indicators. The four key objectives of the Code are to ensure that capital investment plans of
local authorities are affordable, prudent and sustainable, and to ensure that treasury
management decisions are taken in accordance with good professional practice. The
indicators are mandatory but the figures used in the calculations are a matter for each local
authority.

The prudential indicators required by the Code are designed to support and record local
decision-making. They are not designed to be comparative performance indicators and the
use of them in this way would be likely to be misleading and counter productive.

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

Capital Expenditure:

This prudential Indicator is a summary of the Council’s capital expenditure plans. Members
are asked to approve the capital expenditure forecasts summarised in Table 1.

Table 1: Capital Expenditure

Capital 2016/17 | 2017/18 | 2018/19 | 2019/20 | 2020/21
Expenditure Actual Estimate | Estimate | Estimate | Estimate
£000 £000 £000 £000 £000
General Fund 1,161 6,135 4,934 1,134 1,007
HRA 3,107 5,167 5,459 6,320 4,190

Other long term liabilities. The above financing need excludes other long term liabilities, such
as leasing arrangements which already include borrowing instruments (this includes the
leases the councils contractors have for vehicles and equipment within the Street Scene and
Leisure Contracts). Table 2 below includes these costs.

As part of our aspirations for Selby District the Council has approved a ‘Programme for
Growth’ which includes a number of revenue and capital initiatives aimed at stimulating
activity associated with jobs, housing, infrastructure, retail and leisure. While these strategic
initiatives have been included in the capital expenditure plans shown in Table 1, any changes
may require the Council to reconsider its borrowing requirements, depending on the external
resources it is able to lever towards the programme.
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An updated Housing Delivery Programme is currently in progress for approval which sets out
ambitions to extend the programme for both the Council and Selby & District Housing Trust.

The forecast capital spend and loans to the Trust are included in Capital estimates shown in
Table 1.

Capital expenditure plans do not, at present, include Alternative Investments. However, in
order to improve treasury returns, achieve revenue savings and support the Council’s wider
objectives, proposals for Alternative Investments will be developed alongside the Treasury
Management Strategy as part of a wider investment management approach. A separate
paper will be brought forward with detailed proposals.

Table 2: Financing of Capital Expenditure

Table 2 summarises the above capital expenditure plans and how these plans are being
financed by capital or revenue resources. Any shortfall of resources results in a funding need
(borrowing).

2016/7 2017/18 2018/19  2019/20 2020/21
Capital Expenditure Actual Estimate Estimate Estimate Estimate

£'000 £'000 £'000 £'000 £'000
General Fund 1,161 6,135 4,934 1,135 1,007
HRA 3,107 5,167 5,459 6,320 4,190
Total 4,268 11,302 10,393 7,455 5,197
Financed By:
Revenue & Reserves -599 -2,236 -1,704 -1,148 -811
Capital Receipts -84 -159 -750 -370 -340
Grants =277 -380 -527 -557 -557
Major Repairs Reserve -2,150 -2,574 -3,409 -4,160 -3,490
Borrowing - Debt -1,158 -5,954 -4,003 -1,220 0
Borrowing - Leases
Total -4,268 -11,302 -10,393 -7,455 -5,197

The Council’s Borrowing Need (the Capital Financing Requirement):

The second prudential indicator is the Council’s Capital Financing Requirement (CFR). The
CFR is simply the total historic outstanding capital expenditure which has not yet been paid
for from either revenue or capital resources. It is essentially a measure of the Council’s
underlying borrowing need. Any capital expenditure above, which has not immediately been
paid for, will increase the CFR. This is summarised in Table 3.

The CFR does not increase indefinitely, as the minimum revenue provision (MRP) is a
statutory annual revenue charge which broadly reduces the borrowing need in line with each
assets life.
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2016/17 | 2017/18 | 2018/19 | 2019/20 | 2020/21
Actual Estimate | Estimate | Estimate | Estimate
£000 £'000 £'000 £000 £°000
CFR General 2700 3.827 7713| 15384| 15100
Fund
CFR GF Leases 323 228 154 78 0
Total CFR 323 4,055 7867 | 15462| 15100
General Fund
CFR HRA 51378 | 53,097 | 53537 | 53477 527217
TOTAL CER 54401 | 57,152| 61,404| 68939 67,317
Movement in -3,970 2751 4.252 7535|  -1.623
CFR
Movement in CFR represented by
Net Financing 1,158 4.289 5769 | 9,053 -103
need for the year
Less MRP &
Other financing 5129| -1538| -1517| -1518| -1519
movements
'(\:"l‘:)l‘_\’,eme”t n -3.970 2,751 4,252 7535| -1623

Following accounting changes the CFR includes any other long term liabilities (e.g. finance
leases) brought onto the balance sheet. Whilst this increases the CFR, and therefore the
Council’s borrowing requirement, these types of scheme include a borrowing facility and so
the Council is not required to separately borrow for these schemes. These are also shown in
Table 3.

Affordability Prudential Indicators

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

The indicator of actual and estimates of the ratio of financing costs to net revenue stream
identifies the trend in the cost of capital (borrowing and other long term obligation costs net of
investment income) against the net revenue stream. These are shown in Table 5. The
estimates of financing costs include current commitments and the proposals in this report.
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2016/17 2017/18 2018/19 2019/20 2020/21
Actual Forecast Estimate Estimate Estimate
% % % % %
GF* 23.16 2.20 1.73 1.31 1.15
HRA ** 34.05 33.75 32.56 31.13 28.38

* This is the impact of the additional £3.3m MRP contribution in 2017/18
** This is the impact of the HRA settlement. The Council no longer pays into the housing
subsidy system and keeps all of its income stream to service the debt.

BORROWING STRATEGY 2018/19

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

Table 1: Current Treasury Portfolio at 31/12/17

Principal Ave. rate

£m £m %
Fixed rate funding PWLB 53.8

Market 6.5 60.3 4.19
Variable Rate Funding PWLB 0

Market 0 0 0

Other long term liabilities Leases 0.3 0.3 4,51

TOTAL DEBT 60.7 4.19

TOTAL INVESTMENTS 56 0.47

1.2 The Council’s treasury portfolio position as at 31 December 2017 is shown in

Table 1 and the forecasted position at 31 March 2018, with forward projections
summarised in Table 2. The table shows the actual external borrowing (the
treasury management operations), against the capital borrowing need (the
Capital Financing Requirement - CFR), highlighting any over or under borrowing.
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2016/17 | 2017/18 |2018/19 |2019/20 | 2020/21

Actual Estimate | Estimate | Estimate | Estimate

£000 £000 £000 £000 £000
External
borrowing
ig;iﬁo""'”g atl 60333 | 60333| 59333| 59333| 59333
Expected_Change 0 11,000 0 0 0
in Borrowing
Leases 323 228 154 78 0
Actual borrowing 60,656 | 60,561 | 59487 | 59411| 59,333
at 31 March
CFR —the 54401 | 57,152| 61404| 68939| 67,317
borrowing need
Under / (over) 6,255 | -3.409 1,017 9528 7.984
borrowing
Investments
Total Investments | 47 590 | 34200| 34,869 38522| 37,519
at 31 March
[nvestment 11211 |  -2,890 669 3653 | -1,003
Change
Net Borrowing 23566 | 30,790 | 36,786 | 48,050| 45503

Treasury Limits for 2018/19 to 2020/21

Selby District Council has, at any point in time, a number of cash flows both
positive and negative, and manages its treasury position in terms of its
borrowings and investments in accordance with its approved treasury
management strategy and practices. In day-to-day cash management, no
distinction can be made between revenue and capital cash. External borrowing
arises as a consequence of all the financial transactions of the authority and not
simply those arising from capital spending.

CIPFA’s Prudential code for Capital Finance in Local Authorities’ includes the
following key indicator of prudence;

“In order to ensure that over the medium term net borrowing will only be for a
capital purpose, the local authority should ensure that net external borrowing
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 the next two financial years.”

The Chief Finance Officer reports that the authority (General Fund) had no
difficulty meeting this requirement in 2016/17, nor are any difficulties envisaged
for the current (2017/18) or future years (2018/19 — 2020/21). This view takes
into account current commitments, existing plans and the proposals in the
budget.
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It is a statutory duty under Section 3 of the Local Government Act 2003 and
supporting regulations, for the Council to determine and keep under review how
much it can afford to borrow. The amount so determined is termed the
“Affordable Borrowing Limit". In England and Wales the authorised limit
represents the legislative limit specified in the Act.

The Council must have regard to the Prudential Code when setting the
Authorised Limit, which essentially requires it to ensure that total capital
investment remains within sustainable limits and, in particular, that the impact
upon its future council tax and council rent levels is ‘acceptable’. It reflects the
level of external borrowing which, while not desired, could be afforded in the
short term, but is not sustainable in the longer term.

Whilst termed an “Affordable Borrowing Limit”, it incorporates the capital plans to
be considered for inclusion in corporate financing by both external borrowing and
other forms of liability, such as credit arrangements.

The Authorised Limit for external borrowing is a key prudential indicator and
represents a control on the maximum level of borrowing. It is a limit beyond
which external borrowing is prohibited, and this limit needs to be set or revised by
the full Council on a rolling basis, for the forthcoming financial year and two
successive financial years. This information is shown in table 3.

Table 3: Authorised Borrowing Limit

Authorised Limit for 2016/17 | 2017/18 | 2018/19 | 2019/20 | 2020/21
External Debt £000 | £000 | £000 | £000 | £000
Borrowing 75,000 | 77,000 | 83,000| 91,000| 86,000
Other Long Term 1000| 1,000 1,000| 1,000 1,000
Liabilities

Total 76,000 | 78,000 | 84,000| 92,000| 87,000

The Operational Boundary is the limit beyond which external borrowing is not
normally expected to exceed and within which officers will manage the Council’s
external debt position. In most cases, this would be a similar figure to the CFR,
but may be lower or higher depending on the levels of actual borrowing. This
information is shown in table 4.

Table 4: Operational Borrowing Limit

Operational Boundary 2016/17 | 2017/18 | 2018/19 | 2019/20 | 2020/21
£000 | £000 | £000 | £000 | £000
Borrowing 70,000 | 72,000 | 78,000 | 86,000 | 81,000
Sg‘b‘?{it:;osng Term 1,000 | 1,000 1,000| 1,000| 1,000
?gglationa' Boundary 71,000 | 73,000 | 79,000 | 87,000| 82,000
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In respect of its external debt, table 3 details the proposed authorised limits for
the Council’s total external debt gross of investments for the next three financial
years which councillors are recommended to approve. These limits separately
identify borrowing from other long-term liabilities such as finance leases. The
2016/17 and 2017/18 figures shown above are for comparative purposes. It is
also recommended that members continue to delegate authority to the Chief
Finance Officer, within the total limit for any individual year, to effect movement
between the separately agreed limits for borrowing and other long term liabilities.
Any such changes made will be reported to the Executive at its next meeting
following the change.

The Chief Finance Officer reports that these authorised limits are consistent with
the authority’s current commitments, existing plans and the proposals in the
budget for capital expenditure and financing, and with its approved treasury
management policy statement and practices. The Chief Finance Officer confirms
that they are based on the estimate of the most likely, prudent but not worst-case
scenario, with in addition sufficient headroom over and above this to allow for
operational management, for example unusual cash movements. Risk analysis
and risk management strategies have been taken into account; as have plans for
capital expenditure, estimates of the capital financing requirement and estimates
of cash flow requirements for all purposes.

Prospects for Interest Rates

The Council appointed Link Asset Services as a treasury adviser to the Council
and part of their service is to assist the Council to formulate a view on interest
rates. Annex 1 draws together a number of current City forecasts for short term
(bank rate) and longer fixed interest rates. Table 5 gives the Link central view.

Table 5: Link View interest rate forecast — January 2018

PWLB Borrowing Rates
Bank (including 0.2% discount)
Rate
5 year 10 year | 25year | 50 year
% % % % %

Mar 2018 0.50 1.60 2.20 2.90 2.60
Sept 2018 0.50 1.70 2.40 3.00 2.80
Mar 2019 0.75 1.80 2.50 3.10 2.90
Sept 2019 0.75 1.90 2.60 3.20 3.00
Mar 2020 1.00 2.10 2.70 3.40 3.20
Sept 2020 1.25 2.20 2.90 3.50 3.30
Mar 2021 1.25 2.30 3.00 3.60 3.40

Borrowing Requirement

The Council is currently maintaining a marginally over-borrowed position in
2017/18. This means that the Council’s capital borrowing is slightly higher than
the underlying need to borrow. As a result of the capital expenditure plans set out
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in Appendix C, Table 1 the Council is expected to be in an under-borrowed
position from 2018/19 onwards as shown in Table 5 below. This is a prudent
strategy as investment returns are low and counterparty risk is relatively high —
this approach will be carefully monitored during 2018/19.

Under/(Over) Borrowing | ;1417 | 2017/18 | 2018/19 | 2019/20 | 202021
Position

£000 | £000 | £000 | £000 | £000
General Fund 423| 2.455| 6267 | 13.862| 13500
HRA 6,355 | -4.636| -4196| -4.266 984
Overall Position 5932 | -2181| 2071| 9606| 14,484

Against this background and the risks within the economic forecast, caution will
be adopted with the 2018/19 treasury operations. The Chief Finance Officer will
monitor interest rates in financial markets and adopt a pragmatic approach to
changing circumstances.

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

If it was felt that there was a significant risk of a much sharper rise in long and
short term rates than that currently forecast, perhaps arising from a greater than
expected increase in the anticipated rate to US tapering of asset purchases, or in
world economic activity or a sudden increase in inflation risks, then the portfolio
position will be re-appraised with the likely action that fixed rate funding will be
drawn whilst interest rates are still lower than they will be in the next few years.

Any decisions will be reported to the Executive at the next available opportunity.

The current capital programme funding forecasts for 2018/19 to 2020/21 shows
that there is a borrowing requirement for both the General Fund and HRA. The
borrowing needs for future years will be reviewed as the capital programmes are
confirmed.

Maturity structure of borrowing. These gross limits are set to reduce the Council’s
exposure to large fixed rate sums falling due for refinancing, and are required for
upper and lower limits.
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Table 7 : Maturity Structure Fixed Rate Borrowing 2018/19

Maturity Structure New Upper Limit Lower Limit
Borrowing 2018/19

Under 12 Months 20% 0%

12 Months and within 2 Years 20% 0%

2 Years and within 5 Years 50% 0%

5 Years and within 10 Years 50% 0%

10 Years and within 15 Years 50% 0%

15 Years and over 90% 20%

The Council has a policy of borrowing from the Public Works Loans Board in the
first instance (over periods up to 50 years) or the money markets (over periods
up to 50 years) which ever reflects the best possible value for the Council at the
time. Individual loans are taken out over varying periods depending on the
relative value of interest rates at the time of borrowing need and to avoid
wherever possible a distorted repayment profile.

The Council’s current debt portfolio as shown in Table 1 is made up of £53.8m of
PWLB debt and £6.5m of market debt. The portfolio will be kept under review for
debt rescheduling options, however, opportunities for rescheduling have been
limited.

As short term borrowing rates will be considerably cheaper than longer term fixed
interest rates, there may be potential opportunities to generate savings by
switching from long term debt to short term debt. However, these savings will
need to be considered in the light of the current treasury position and the size of
the cost of debt repayment (premiums incurred).

The reasons for any rescheduling to take place will include:
¢ the generation of cash savings at minimum risk;
¢ help fulfil the strategy outlined in paragraph 5 above; and
¢ enhance the balance of the portfolio (amend the maturity profile and/or the
balance of volatility).

Consideration will also be given to identify if there is any potential for making
savings by running down investment balances to repay debt prematurely as short
term rates on investments are likely to be lower than rates paid on current debt

Any rescheduling of debt will be reported to Executive at the meeting following its
action.

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

Risks associated with any borrowing in advance activity will be subject to prior
appraisal and subsequent reporting through the mid-year or annual reporting
mechanism.
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Introduction

Under the Local Government Act 2003 the Council is required to have regard to
Government Guidance in respect of the investment of its cash funds. This
Guidance was revised with effect from 1 April 2010. The Guidance leaves local
authorities free to make their own investment decisions, subject to the
fundamental requirement of an Annual Investment Strategy being approved by
the Council before the start of the financial year.

This Annual Investment Strategy must define the investments the Council has
approved for prudent management of its cash balances during the financial year
under the headings of specified investments and non-specified investments.

The Council’s day to day investments are managed as part of the overall
investment pool operated by North Yorkshire County Council (NYCC). In order to
enable investments to be managed through the investment pool the Council is
required to adopt an Annual Investment Strategy and Approved Lending List in
line with that of NYCC.

As part of the monitoring and review of investment options, Property Funds have
been identified as a potential instrument for investment following discussions
with the County Councils Treasury Management consultants. Property Funds are
pooled investment vehicles investing in commercial property. As a result,
Property Funds have been added to the schedule of Non Specified Investments
at Schedule B of Appendix A. Appropriate due diligence will be undertaken
before an investment of this type is undertaken. The County Council will also
consult with The Council service prior to any investment, with an option to ‘opt
out’

Revisions to the Annual Investment Strateqy

In addition to this Investment Strategy, which requires approval before the start
of the financial year, a revised Strategy will be submitted to Council for
consideration and approval under the following circumstances:

(a) significant changes in the risk assessment of a significant proportion of
the Council’s investments;

(b) any other significant development(s) that might impact on the Council’s
investments and existing strategy for managing those investments during
2018/19.

Investment Policy

The parameters of the Policy are as follows:

(a) the Council will have regard to the Government’s Guidance on Local
Government Investments as revised with effect from 1 April 2010, and
the 2011 revised CIPFA Treasury Management in Public Services Code
of Practice and Cross Sectorial Guidance Notes;

(b) the Council’s investment policy has two fundamental objectives;
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. the security of capital (protecting the capital sum from loss); and
then
. the liquidity of its investments (keeping the money readily

available for expenditure when needed)

the Council will also aim to seek the highest return (yield) on its
investments provided that proper levels of security and liquidity are
achieved. The risk appetite of the Council is low in order to give priority to
the security of its investments;

the borrowing of monies purely to invest or lend and make a return is
unlawful and the Council will not engage in such activity;

investment instruments for use in the financial year listed under
specified and non-specified investment categories (see paragraph
5.1);

Policy regarding loans to organisations in which the Council has an

interest

@)

(b)

(©)

(d)

the Council’s general investment powers under this Annual Treasury
Management and Investment Strategy come from the Local Government
Act 2003 (Section 12). Under this Act a local authority has the power to
invest for any purpose relevant to its functions or for the purpose of the
prudent management of its financial affairs

in addition to investment, the Council has the power to provide loans and
financial assistance to organisations under the Localisation Act 2011
(and also formally under the general power of wellbeing in the Local
Government Act 2000) which introduced a general power of competence
for authorities (to be exercised in accordance with their general public law
duties)

any such loans by the Council, will therefore be made under these
powers. They will not however be classed as investments made by the
Council and will not impact on this Investment Strategy. Instead they will
be classed as capital expenditure by the Council under the Local
Authorities (Capital Finance and Accounting) Regulations 2003, and will
be approved, financed and accounted for accordingly

at present the Council has made several loans to the Selby District
Housing Trust. The loan position to the Housing Trust is monitored and
reviewed regularly.

Specified and non-specified Investments

Based on Government Guidance as updated from 1 April 2010.

@)

investment Instruments identified for use in the forthcoming financial year
are listed in the Schedules attached to this Strategy under the specified
and non-specified Investment categories;
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(b) all specified Investments (see Schedule A) are defined by the
Government as options with “relatively high security and high liquidity”
requiring minimal reference in investment strategies. In this context, the
Council has defined Specified Investments as being sterling
denominated, with maturities up to a maximum of 1 year meeting the
minimum high credit quality;

(© Non-specified investments (see Schedule B) attract a greater potential
of risk. As a result, a maximum local limit of 20% of “core cash” funds
available for investment has been set which can be held in aggregate in
such investments;

(d) for both specified and non-specified investments, the attached Schedules
indicate for each type of investment:-

the investment category

minimum credit criteria

circumstances of use

why use the investment and associated risks Non-
maximum % age of total investments } Specified
maximum maturity period Only

(e) there are other instruments available as Specified and Non-Specified
investments which the Council will NOT currently use. Examples of such
investments are:-

Specified Investments - Commercial Paper
- Gilt funds and other Bond Funds
- Treasury Bills

Non-Specified Investments - Sovereign Bond issues
- Corporate Bonds
- Floating Rate notes
- Equities
- Open Ended Investment Companies
- Derivatives

A proposal to use any of these instruments would require detailed
assessment and be subject to approval by Members as part of this
Strategy.

Creditworthiness Policy — Security of Capital and the use of credit ratings

The financial markets have experienced a period of considerable turmoil since
2008 and as a result attention has been focused on credit standings of
counterparties with whom the Council can invest funds. It is paramount that the
Council’'s money is managed in a way that balances risk with return, but with the
overriding consideration being given to the security of the invested capital sum
followed by the liquidity of the investment. The Approved Lending List will
therefore reflect a prudent attitude towards organisations with whom funds may
be deposited.

The rationale and purpose of distinguishing specified and non-specified
investments is detailed in paragraph 5.1 above. Part of the definition for a
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Specified investment is that it is an investment made with a body which has been
awarded a high credit rating with maturities of no longer than 365 days. It is,
therefore, necessary to define what the Council considers to be a “high” credit
rating in order to maintain the security of the invested capital sum.

The methodology and its application in practice will, therefore, be as follows:-

(a) the Council will rely on credit ratings published by the three credit rating
agencies (Fitch, Moody’s and Standard & Poor’s) to establish the credit
guality (ability to meet financial commitments) of counterparties (to whom
the Council lends) and investment schemes. Each agency has its own
credit rating components to complete their rating assessments. These
are as follows:

Fitch Ratings

Long Term - generally cover maturities of over five years and acts
as a measure of the capacity to service and repay
debt obligations punctually. Ratings range from AAA
(highest credit quality) to D (indicating an entity has
defaulted on all of its financial obligations)

Short Term - cover obligations which have an original maturity not
exceeding one year and place greater emphasis on
the liquidity necessary to meet financial commitments.
The ratings range from F1+ (the highest credit quality)
to D (indicating an entity has defaulted on all of its
financial obligations)

Moody’s Ratings

Long Term - an opinion of the relative credit risk of obligations with
an original maturity of one year or more. They reflect
both the likelihood of a default on contractually
promised payments and the expected financial loss
suffered in the event of default. Ratings range from
Aaa (highest quality, with minimal credit risk) to C
(typically in default, with little prospect for recovery of
principal or interest)

Short Term - an opinion of the likelihood of a default on
contractually promised payments with an original
maturity of 13 months or less. Ratings range from P-1
(a superior ability to repay short-term debt obligations)
to P-3 (an acceptable ability to repay short-term
obligations)

Standard & Poor’s Ratings
Long Term - considers the likelihood of payment. Ratings range
from AAA (best quality borrowers, reliable and stable)

to D (has defaulted on obligations)

Short Term - generally assigned to those obligations considered
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short-term in the relevant market. Ratings range from
A-1 (capacity to meet financial commitment is strong)
to D (used upon the filing of a bankruptcy petition).

In addition, all three credit rating agencies produce a Sovereign Rating
which assesses a country’s ability to support a financial institution should
it get into difficulty. The ratings are the same as those used to measure
long term credit.

the Council will review the “ratings watch” and “outlook” notices issued by
all three credit rating agencies referred to above. An agency will issue a
“watch”, (notification of likely change), or “outlook”, (notification of a
possible longer term change), when it anticipates that a change to a
credit rating may occur in the forthcoming 6 to 24 months. The “watch” or
“outlook” could reflect either a positive (increase in credit rating), negative
(decrease in credit rating) or developing (uncertain whether a rating may
go up or down) outcome;

no combination of ratings can be viewed as entirely fail safe and all credit
ratings, watches and outlooks are monitored on a daily basis. This is
achieved through the use of Link Asset Services creditworthiness
service. This employs a sophisticated modelling approach utilising credit
ratings from the three main credit rating agencies. The credit ratings of
counterparties are then supplemented with the following overlays;

° credit watches and credit outlooks from credit rating agencies

° CDS spreads to give early warning of likely changes in credit
ratings

° sovereign ratings to select counterparties from only the most

creditworthy countries

This modelling approach combines credit ratings, credit watches and
credit outlooks in a weighted scoring system which is then combined with
an overlay of CDS spreads for which the end product is a series of colour
coded bands which indicate the relative creditworthiness of
counterparties. These colour codes are used by the Council to determine
the duration for investments. The Council will therefore use
counterparties within the following durational bands:-

Colour Maximum Investment Duration

Yellow 5 Years

Purple 2 Years

Orange 1 Year

Blue 1 Year (UK nationalised / semi nationalised banks only)
Red 6 Months

Green 100 Days

No Colour | No investments to be made

given that a number of central banks/government have supported or are
still supporting their banking industries in some way, the importance of
the credit strength of the sovereign has become more important. The
Council will therefore also take into account the Sovereign Rating for the
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country in which an organisation is domiciled. As a result, only an
institution which is domiciled in a country with a minimum Sovereign
Rating of AA- from Fitch or equivalent would be considered for inclusion
on the Council’'s Approved Lending List (subject to them meeting the
criteria above). Organisations which are domiciled in a Country whose
Sovereign Rating has fallen below the minimum criteria will be
suspended, regardless of their own individual score/colour. The list of
countries that currently qualify using this credit criteria are shown in
Schedule D. This list will be amended should ratings change, in
accordance with this policy;

in order to reflect current market sentiment regarding the credit
worthiness of an institution the Council will also take into account current
trends within the Credit Default Swap (CDS) Market. Since they are a
traded instrument they reflect the market’'s current perception of an
institution’s credit quality, unlike credit ratings, which often focus on a
longer term view. These trends will be monitored through the use of Link
Asset Services creditworthiness service which compares the CDS Market
position for each institution to the benchmark CDS Index. Should the
deviation be great, then market sentiment suggests that there is a fear
that an institution’s credit quality will fall. Organisations with such
deviations will be monitored and their standing reduced by one colour
band (paragraph 12.8 (c)) as a precaution. Where the deviation is great,
the organisation will be awarded ‘no colour’ until market sentiment
improves. Where entities do not have an actively traded CDS spread,
credit ratings are used in isolation;

fully and part nationalised banks within the UK currently have credit
ratings which are not as high as other institutions. This is the result of the
banks having to have to accept external support from the UK
Government However, due to this Central Government involvement,
these institutions now effectively take on the credit worthiness of the
Government itself (i.e. deposits made with them are effectively being
made to the Government). This position is expected to take a humber of
years to unwind and would certainly not be done so without a
considerable notice period. As a result, institutions which are significantly
or fully owned by the UK Government will be assessed to have a high
level of credit worthiness;

all of the above will be monitored on a weekly basis through Link Asset
Services creditworthiness service with additional information being
received and monitored on a daily basis should credit ratings change
and/or watch/outlook notices be issued. Sole reliance will not be placed
on the information provided by Link Asset Services however. In addition
the Council will also use market data and information available from other
sources such as the financial press and other agencies and
organisations;

in addition, the Council will set maximum investment limits for each
organisation which also reflect that institution’s credit worthiness — the
higher the credit quality, the greater the investment limit. These limits
also reflect UK Government involvement (i.e. Government ownership or
being part of the UK Government guarantee of liquidity). These limits are
as follows:-
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Maximum Criteria

Investment Limit

£85m UK “nationalised / Part Nationalised” banks /
UK banks with UK Central Government
involvement

£20m to £75m UK “Clearing Banks” and selected UK based
Banks and Building Societies

£20m or £40m High quality foreign banks

should a score/colour awarded to a counterparty or investment scheme
be amended during the year due to rating changes, market sentiment
etc., the Council will take the following action:-

o reduce or increase the maximum investment term for an
organisation dependent on the revised score / colour awarded (in
line with the boundaries and colours set in paragraph 12.8(c))

° temporarily suspend the organisation from the Approved Lending
List should their score fall outside boundary limits and not be
awarded a colour

) seek to withdraw an investment as soon as possible, within the
terms and conditions of the investment made, should an
organisation be suspended from the Approved Lending List

° ensure all investments remain as liquid as possible, i.e. on instant
access until sentiment improves.

if a counterparty / investment scheme, not currently included on the
Approved Lending List is subsequently upgraded, (resulting in a score
which would fulfil the Council’s minimum criteria), the Chief Finance
Officer has the delegated authority to include it on the Council’s
Approved Lending List with immediate effect;

a copy of the current Approved Lending List, showing maximum
investment and time limits is attached at Schedule C. The Approved
Lending List will be monitored on an on-going daily basis and changes
made as appropriate. Given current market conditions, there continues to
be a very limited number of organisations which fulfil the criteria for non
specified investments. This situation will be monitored on an on-going
basis with additional organisations added as appropriate with the
approval of the Chief Finance Officer.

Investment Strateqy

Recognising the categories of investment available and the rating criteria
detailed above

@)

(b)

the Council’s investments are managed as part of the overall investment
pool operated by NYCC.;

on-going discussions are held with the Council's Treasury Management
Advisor on whether to consider the appointment of an external fund
manager(s) — any decision to appoint an external fund manager will be
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subject to Member approval;

the Council’s cash balances consist of two basic elements. The first
element is cash flow derived (debtors/creditors/timing of income
compared to expenditure profile). The second, core element, relates to
specific funds (reserves, provisions, balances, capital receipts etc.);

having given due consideration to the Council’s estimated level of funds
and balances over the next three financial years, the need for liquidity
and day to day cash flow requirements it is forecast that a maximum of
£20m of the overall balances can be prudently committed to longer term
investments (e.g. between 1 and 3 years);

investments will accordingly be made with reference to this core element
and the Council’'s on-going cash flow requirements (which may change
over time) and the outlook for short term interest rates (i.e. rates for
investments up to 12 months);

the County Council currently has one non-specified investment over 365
days.

bank rate increased to 0.50% in November and underpins investment
returns. Investment returns are expected to rise gently over the next 3
years

The Council will, therefore, avoid locking into long term deals while
investment rates are down at historically low levels unless attractive rates
are available with counterparties of particularly high creditworthiness
which make longer term deals worthwhile and within a ‘low risk’
parameter. No trigger rates will be set for longer term deposits (two or
three years) but this position will be kept under constant review and
discussed with the Treasury Management Advisor on a regular basis.

for its cash flow generated balances the Council will seek to utilise
'business reserve accounts' (deposits with certain banks and building
societies), 15 and 30 day accounts and short dated deposits (overnight to
three months) in order to benefit from the compounding of interest.

Investment Report to Members

Reporting to Members on investment matters will be as follows:

@)

(b)

in-year investment reports will be submitted to the Executive as part of
the Quarterly Performance reports;

at the end of the financial year a comprehensive report on the Council’s
investment activity will be submitted to Executive;

Treasury Management Training

The training needs of the Council’s staff and those of NYCC involved in
investment management are monitored, reviewed and addressed on an on-going
basis and are discussed as part of the staff appraisal process. In practice most
training needs are addressed through attendance at courses and seminars
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provided by CIPFA, the LGA and others on a regular on-going basis.

The CIPFA Code also requires that Members with responsibility for treasury
management receive adequate training in treasury management. This especially
applies to Members responsible for scrutiny (i.e. the Executive). An in-house
training course for Members was previously provided by Link Asset Services —
Treasury Solutions. Further training will be arranged as required.

Policy on the Use of External Service Providers

The Council uses Link Asset Services — Treasury Solutions as its external
treasury management adviser. Link provide a source of contemporary
information, advice and assistance over a wide range of Treasury Management
areas but particularly in relation to investments and debt administration.

Whilst the Council recognises that there is value in employing external providers
of treasury management services in order to acquire access to specialist skills
and resources, it fully accepts that responsibility for Treasury Management
decisions remains with the authority at all times and will ensure that undue
reliance is not placed upon the advice of external service providers.

Following a quotation exercise Link Asset Services were appointed in September
2015 as a single provider of Treasury Management consultancy services for both
the Selby District Council and North Yorkshire County Council. The appointment
is for three years, with the option for a further two year extension. The value and
quality of services being provided are monitored and reviewed on an ongoing
basis.

The scheme of delegation and role of the Section 151 Officer in relation to
Treasury Management

The Government’s Investment Guidance (paragraph 1.1) requires that a local
authority includes details of the Treasury Management schemes of delegation
and the role of the Section 151 officer in the Annual Treasury
Management/Investment Strategy.

The key elements of delegation in relation to Treasury Management are set out
in the following Financial Procedure Rules (FPR):-

(a) This Council has adopted CIPFA’s Treasury Management Code of
Practice 2009 and will adopt any amendments/additions to that Code.

(b) A Treasury Management Policy Statement shall be adopted by the
Council and thereafter its implementation and monitoring shall be
delegated to the Executive Director with s.151 responsibilities.

(© (1) All money in the hands of the Council shall be under the control of
the Executive Director with s.151 responsibilities — the officer
designated for the purposes of Section 151 of the Local
Government Act 1972, referred to in the Code as the Chief
Finance Officer.
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(i) The Executive Director with s.151 responsibilities shall report to
the Executive not less than twice in each financial year on the
activities of the treasury management operation and on the
exercise of delegated treasury management powers. One such
report shall comprise an annual report on treasury management
for presentation by 30 September of the succeeding financial
year.

At or before the start of the financial year the Executive Director with
s.151 responsibilities shall report to the Executive on the strategy for
treasury management it is proposed to adopt for the coming financial
year.

All Executive decisions on borrowing, investment or financing shall be
delegated to the Executive Director with s.151 responsibilities who shall
be required to act in accordance with CIPFA’s Treasury

In terms of the Treasury Management role of the Section 151 officer (the
Corporate Director — Strategic Resources), the key areas of delegated
responsibility are as follows

recommending clauses, treasury management policies and practices for
approval, reviewing the same regularly, and monitoring compliance
submitting regular treasury management policy reports to Members
submitting budgets and budget variations to Members

receiving and reviewing management information reports

reviewing the performance of the treasury management function
ensuring the adequacy of treasury management resources and skills, and
the effective division of responsibilities within the treasury management
function

ensuring the adequacy of internal audit, and liaising with external audit
recommending the appointment of external service providers

Arrangements for Monitoring/Reporting to Members

Taking into account the matters referred to in this Strategy, the monitoring and
reporting arrangements in place relating to Treasury Management activities are
now as follows:

@)

(b)

(©)

an annual report to Executive and Council as part of the Budget process
that sets out the Council’s Treasury Management Strategy and Policy for
the forthcoming financial year;

an annual outturn report to the Executive for Treasury Management
setting out full details of activities and performance during the preceding
financial year.

a quarterly report on Treasury Matters to Executive as part of the
Quarterly Performance and Budget Monitoring report;



