DEVON & SOMERSET
FIRE & RESCUE AUTHORITY

REPORT REFERENCE DSFRA/13/3

NO.

MEETING DEVON & SOMERSET FIRE & RESCUE AUTHORITY (BUDGET
MEETING)

DATE OF MEETING 18 FEBRUARY 2013

SUBJECT OF REPORT TREASURY MANAGEMENT STRATEGY (INCLUDING PRUDENTIAL
AND TREASURY INDICATORS REPORT 2013/14 TO 2015/16)

LEAD OFFICER Treasurer
RECOMMENDATIONS (a) That the following be approved:
(1) the Treasury Management Strategy and the Annual

Investment Strategy as set out in this report;

(i) the prudential indicators and limits, as contained as
Appendix A to this report;

(iii)  the Minimum Revenue Provision (MRP) statement for
2013/2014, as contained as Appendix B to this report;

(iv)  delegated authority to the Treasurer to effect
movements between the separately agreed prudential
limits for borrowing;

(V) a revision to the Authority’s Financial Regulations as
outlined in paragraph 7.21 of this report and
Appendix C to it and specifically relating to Financial
Regulation C17 (dealing with treasury management
activities) and the Schedule to Financial Regulations,
so as to include the granting of loans to
organisations in which the Authority has an interest;

(b) that the statement at paragraph 4.4 of this report that
borrowing limits and the debt management strategy have
been set to ensure that in the medium term the gross
borrowing will return to below the capital financing
requirement for 2012/2013 to 2015/2016, in line with the
requirements of the CIPFA Prudential Code, be noted.




EXECUTIVE SUMMARY

This report sets out a treasury management strategy and investment
strategy for 2013/2014, including the Prudential Indicators associated
with the capital programme for 2013/2014 to 2015/2016 considered
elsewhere on the agenda of this meeting. A Minimum Revenue
Provision Statement for 2013/2014 is also included for approval.

RESOURCE
IMPLICATIONS

As indicated in this report

EQUALITY RISKS AND
BENEFITS ANALYSIS
(ERBA)

Not applicable.

APPENDICES

A. Prudential and Treasury Management Indicators 2013/2014 to
2015/2016.

B. Minimum Revenue Provision Statement 2013/2014

C. Proposed Revised Schedule to Financial Regulations

LIST OF BACKGROUND
PAPERS

Local Government Act 2003.

Chartered Institute of Public Finance Accountancy’s (CIPFA) Prudential
Code.




INTRODUCTION
Background

Treasury management is defined as:

“the management of the local authority’s 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.”

Statutory requirements

The Local Government Act 2003 (the Act) and supporting regulations requires the
Authority to “have regard to” the CIPFA Prudential Code and the CIPFA Treasury
Management Code of Practice to set Prudential and Treasury Indicators for the next
three years to ensure that the Authority’s capital investment plans are affordable, prudent
and sustainable.

The Act therefore requires the Authority to set outs its treasury strategy for borrowing
and to prepare an Annual Investment Strategy (as required by Investment Guidance
subsequent to the Act and included as paragraph 8 of this report); this sets out the
Authority’s policies for managing its investments and for giving priority to the security and
liquidity of those investments.

The Department of Communities and Local Government (CLG) issued revised
investment guidance which came into force from 1 April 2010. This guidance was
captured within the revised CIPFA Treasury Management Code 2011.

CIPFA requirements

The Chartered Institute of Public Finance and Accountancy’s (CIPFA) Code of Practice
on Treasury Management (revised November 2009) was adopted by the Authority on 19
February 2010. The Code was reissued in 2011 with cross sectorial guidance notes.

The primary requirements of the Code are as follows:

e Creation and maintenance of a Treasury Management Policy Statement which
sets out the policies and objectives of the Authority’s treasury management
activities.

e Creation and maintenance of Treasury Management Practices which set out the
manner in which the Authority will seek to achieve those policies and objectives.

¢ Receipt by the Authority of an annual Treasury Management Strategy Statement
— including the Annual Investment Strategy and Minimum Revenue Provision
Palicy for the year ahead, a mid-year review report and an annual report
(stewardship report) covering activities during the previous year.

o Delegation by the Authority of responsibilities for implementing and monitoring
treasury management policies and practices and for this this Authority the
delegated body is Resources Committee, and for the execution and
administration of treasury management decisions and for this Authority the
responsible officer is the Treasurer.

e Delegation by the Authority of the role of scrutiny of treasury management
strategy and polices to a named body. For this Authority the delegated body is
Resources Committee.



1.7 In summary, this Authority will adopt the following reporting arrangements in accordance
with the requirements of the Code: -

Area of Responsibility Authority/ Committee/ Officer | Frequency

Treasury Management Policy
Statement (revised)

Initial adoption in

Full authority 2010

Treasury Management Strategy / Annually before the

Annual Ir_lvestment Strategy / Full authority start of the year
MRP policy

Treasury Management Strategy /

Annual Investment Strategy / Full authority Mid year

MRP policy — mid-year report

Treasury Management Strategy /
Annual Investment Strategy /
MRP policy — updates or
revisions at other times

Full authority

Annually by 30
Annual Treasury Outturn Report Full authority September after the
end of the year

Treasury Management Monitoring

Reports Resources Committee

Treasury Management Practices Full authority

Scrutiny of treasury management

performance Resources Committee

Treasury Management Strategy for 2013/14

1.8 The suggested strategy for 2013/14 in respect of the following aspects of the treasury
management function is based upon the treasury officers’ views on interest rates,
supplemented with leading market forecasts provided by the Authority’s treasury advisor,
Sector.

1.9 The strategy covers:

e treasury limits in force which will limit the treasury risk and activities of the
Authority

e treasury Indicators

e the current treasury position

o the borrowing requirement

e prospects for interest rates

¢ the borrowing strategy

e policy on borrowing in advance of need
e debt rescheduling

e the investment strategy

o creditworthiness policy

e policy on use of external service providers



1.10

2.1

2.2

2.3

3.1

e capital plans and prudential indicators
¢ the Minimum Revenue Provision (MRP) strategy
Balanced Budget Requirement

The Authority has to set a balanced budget, which means that revenue raised in year
should meet expected expenditure. In particular a local authority must calculate its
budget requirement for each financial year to include the revenue costs that flow from
capital financing decisions. This, therefore, means that increases in capital expenditure
must be limited to a level whereby increases in charges to revenue from:-

e increases in interest charges caused by increased borrowing to finance additional
capital expenditure, and

e Any increases in running costs from new capital projects

are set at a level which is affordable within the projected income of the Authority for the
foreseeable future.

TREASURY LIMITS FOR 2013/14 TO 2015/16

It is a statutory duty for the Authority 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 Authority 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 Authority council tax
levels is ‘acceptable’.

Whilst termed an “Affordable Borrowing Limit”, the capital plans to be considered for
inclusion incorporate financing by both external borrowing and other forms of liability,
such as credit arrangements. The Authorised Limit is to be set, on a rolling basis, for the
forthcoming financial year and two successive financial years, details of the Authorised
Limit can be found in paragraph 4.5 of this report.

CURRENT POSITION

The capital expenditure plans which inform the indicators, as proposed in the Capital
Programme report considered elsewhere on the agenda, are shown in Table 1 below.
Other long term liabilities such as PFI and leasing arrangements which already include
borrowing instruments are excluded.

2012/13

TABLE 1 2011/12 Predicted | 2013/14 | 2014/15 | 2015/16
Capital programme Outturn outturn Budget Budget Budget

£m £m £m £m £m
Land and buildings 2.234 4.369 2.511 2.050 1.750
Vehicles, Plant and 1.137 1.515 2.487 3.664 3.425
Equipment
TOTAL CAPITAL 3.371 5.884 4,998 5.714 5.175
EXPENDITURE




3.2

3.3

3.4

Table 2 below summarises the financing of the capital programmes shown in table 1.

Additional capital finance sources may become available during the year, for example,
additional grants or external contributions. The Authority will be requested to approve
increases to the capital programme to be financed from other capital resources as and

when the need arises.

2012/13
TABLE 2 2011/12 Predicted | 2013/14 | 2014/15 | 2015/16
Capital programme Outturn outturn Budget Budget Budget
financing £m £m £m £m £m
Programme per Table 1 3.371 5.884 4.998 5.714 5.175
Financed by:
Borrowing 2.670 0.360 4.316 5.175
Revenue 0.826 1.193 3.240
Grants 2.545 2.021 1.398 1.398

Capital Financing Requirement (CFR)

The Capital Financing Requirement represents the authority’s underlying need to borrow
for capital purposes. The forecast CFR for 2013/14 to 2015/16, based on the spending

plans are shown in Table 3.

TABLE 3 2011/12 | 2012/13 | 2013/14 | 2014/15 | 2015/16
Capital Financing Actual | Estimate | Estimate | Estimate | Estimate
Requirements (CFR) £m £m £m £m £m
Capital Financing

Requirement as at 31 March — 26.142 26.901 25.312 27.791 30.858
borrowing

Capital Financing

Requirement as at 31 March — 1.613 1.558 1.532 1.509 1.443
other long term liabilities

Total Capital Financing 27.755 | 28.459 | 26.844| 29.300| 32.301
Requirement as at 31 March

The CFR does not increase indefinitely as the minimum revenue provision (MRP) is a
statutory annual revenue charge which ensures that there are sufficient funds to repay

borrowing. By approving Appendix A, the Authority is approving the CFR projections
shown in table 4 below.

TABLE 4 2011/12 | 2012/13 | 2013/14 | 2014/15 | 2015/16
CFR projections Actual | Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m

Total CFR 1 April 29.917 27.755 28.459 26.844 29.300
Financing need for the year 2.670 0.360 4.316 5.175
Less MRP (2.162) | (1.966) (1.975) (1.860) (2.174)
Total Capital Financing 27755 | 28.450 | 26.844| 29.300| 32.301
Requirement as at 31 March

Movement in CFR (2.162) 0.704 (1.615) 2.456 3.001




4.1

4.2

4.3

PRUDENTIAL AND TREASURY INDICATORS 2013/14 —2015/16

The prudential indicators are relevant for the purposes of setting an integrated treasury
management strategy. A summary of the proposed indicators are included as Appendix
A to this report. Explanations of the purpose of each of these indicators are provided in
the following paragraphs. The Authority is also required to indicate if it has adopted the
CIPFA Code of Practice on Treasury Management. This was adopted on 11 April 2007
by the full Authority and the revised Code was adopted by the Authority on 19 February
2010.

Current borrowing position

The Authority’s treasury portfolio position at 31 March 2012, with forward projections are
summarised below in Tables 5 and 6. Table 5 shows the actual external debt (the
treasury management operations). Table 6 shows the underlying capital borrowing need
(the Capital Financing Requirement — CFR), highlighting any over or under borrowing.

TABLE 5 2011/12 2012/13 | 2013/14 | 2014/15 2015/16
Gross debt £m £m £m £m £m
Actual Estimate | Estimate | Estimate | Estimate
External Debt (1 April) 28.608 27.066 27.167 26.213 27.791
New Borrowing 0 2.000 0 1.848 3.194
Replacement debt 0 0 0 0 0
Repaid debt (1.542) | (1.899) | (0.954) | (0.270) | (0.127)
External debt (31 March) 27.066 27.167 26.213 27.791 30.858
Other long-term liabilities
(OLTL) (1 April) 1.666 1.613 1.558 1.532 1.509
t'f)xg‘i‘}tﬁd inyearchanges | 4 n53y | (0.055) | (0.026) | (0.023) | (0.066)
OLTL (31 March) 1.613 1.558 1.532 1.509 1.443
Total Gross debt at 31 28.679 | 28.725 | 27.745 | 29300 | 32.301
March
TABLE6 2011/12 | 2012/13 | 2013/14 | 2014/15 | 2015/16
Capital Financing
) £m £m £m £m £m
Requirement
Actual Estimate | Estimate | Estimate | Estimate
Total Gross Debt from 28.679 | 28.725 | 27.745 | 29300 | 32.301
Table 5
Capital Financing
Requirement 31 March 27.755 28.459 26.844 29.300 32.301
from Table 4
Under / (over) borrowed
31 March (0.924) (0.266) (0.901) - -

In November 2012, CIPFA revised one of the indicators effective from the 2013/14
financial year in that the Authority needs to 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 2013/14 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 purposes.



4.4

4.5

4.6

4.7

4.8

As Table 6 indicates, over borrowing will occur in the short-term. However, although this
indicator is a measure of prudence, the Authority should be re-assured that firstly, in

2014/15 the over borrowed debt will be applied to fund the capital programme and

secondly that it has not breached its operational boundary as indicated in Table 8. By
utilising the short-term flexibility permitted within this indicator, the Authority has been
able to borrow at interest rates lower than anticipated in future years and it is planned
that in the medium-term gross debt will return to a position where it does not exceed the

multi-year CFR measure.
Limits to Borrowing Activity

Two Treasury Management Indicators control the level of borrowing. They are:

¢ The authorised limit - this represents the maximum limit beyond which any
additional borrowing is prohibited until the limit is revised by the Authority.
Revision may occur during the year if there are substantial and unforeseen

changes in circumstances, for example, a significant delay in achieving forecast
capital receipts. In normal circumstances this limit will not require revision until

the estimate for 2014/15 is revised as part of the 2014/15 budget process.

e The operational boundary — this indicator is based on the probable external debt

during the year; it is not a limit and actual borrowing could vary around this
boundary for short times during the year.

Tables 7 and 8 detail, respectively:

¢ the recommended Authorised Limits for 2013/14 and the medium term; and

¢ the recommended Operational Boundaries for 2013/14 and the medium term.

FOR EXTERNAL DEBT

TABLE 7 2012/13 | 2013/14 | 2014/15 | 2015/16

Authorised limits Estimate | Estimate | Estimate | Estimate
£m £m £m £m

Authorised limit for External Debt

- External Debt 29.136 32.123 34.769 37.194

- Other long term liabilities 1.587 1.520 1.449 1.371

TOTAL AUTHORISED LIMIT FOR

EXTERNAL DEBT 30.723 33.643 36.218 38.565

TABLE 8 2012/13 | 2013/14 | 2014/15 | 2015/16

Operational boundary Estimate | Estimate | Estimate | Estimate
£m £m £m £m

Operational Boundary for External

Debt

- External Debt 27.791 30.858 33.379 35.651

- Other long term liabilities 1.509 1.443 1.374 1.299

TOTAL OPERATIONAL BOUNDARY 29.300 32.301 34.753 36.950

It is estimated that the actual external debt at 31 March 2013 will be £27.167 million.

Prudential Indicators for Affordability

The previous sections of the report cover the overall limits for capital expenditure and
borrowing, but within the overall framework indicators are also included to demonstrate

the affordability of capital investment plans.




4.9

4.10

411

5.1

A key indicator of the affordability of capital investment plans is the ratio of financing
costs to the net revenue stream; this indicator identifies the trend in the cost of capital
financing (borrowing costs net of investment income) against the Authority’s net budget
requirement. Annual capital financing costs are a product of total debt outstanding, the
annual repayment regime and interest rates. The forecast ratios for 2013/14 to 2015/16
based on current commitments and the proposed Capital Programme are included in
Table 9.

TABLE 9 2011/12 | 2012/13 | 2013/14 | 2014/15 | 2015/16
Financing v Net revenue Actual | Estimate | Estimate | Estimate | Estimate
% % % % %

Ratio of Financing Costs to

Net Revenue Stream 411 3.71 3.89 3.83 4.42

At its meeting on 4 February 2013, the Resources Committee considered again the need
to determine a level of borrowing for the Authority which would be deemed to be
affordable, sustainable and prudent. At that time and in line with previous considerations
the Treasurer advised that debt repayments should be kept within a ceiling of 5% of the
net revenue stream for the period 2013/14 to 2015/16.

The estimate of the incremental impact of capital investment decisions proposed in the
recommended Capital Programme over and above capital investment decisions that
have previously been taken by the Authority are given in Table 10. These figures do not
represent the total impact on the Authority tax over and above 2012/13 as a
consequence of the total capital programme, only the incremental impact over and above
previous decisions made on capital investment. The figures given represent the
incremental impact for a Band D property.

2013/14 2014/15 2015/16
TABLE 10 Estimate Estimate Estimate
£p £p £p

(£0.33) (£1.25) (£1.04)

Element of Authority tax for New
Capital Spending

BORROWING STRATEGY

Borrowing rates

The Sector forecast for the PWLB new borrowing rate is shown in Tablel1: -

TABLE 11

Mar-15 Mar-16
ED )

Syr PWLB rate

10yr PWLB
rate
25yr PWLB
rate
50yr PWLB
rate




5.2

5.3

54

55

5.6

In view of the above forecast the Authority’s borrowing strategy will be based upon the
following information.

The cheapest borrowing will be internal borrowing by running down cash balances
and foregoing interest earned at historically low rates. In view of the overall forecast
for long-term borrowing rates to increase over the next few years, consideration will
also be given to weighing the short term advantage of internal borrowing against
potential long-term costs if the opportunity is missed for taking loans at long-term
rates which will be higher in future years.

Temporary borrowing from the money markets or other local authorities
PWLB variable rate loans for up to ten years.
Short dated borrowing from non PWLB sources.

Long term fixed rate market loans at rates significantly below PWLB rates for the
equivalent maturity period (where available) and to maintaining an appropriate
balance between PWLB and market debt in the debt portfolio.

PWLB borrowing to spread debt maturities away from a concentration of longer dated
debt.

Any consideration of further PWLB debt will be in accordance with the authority
agreed maturity structure limits, as included in Appendix A.

Sensitivity of the forecast — In normal circumstances the main sensitivities of the forecast
are likely to be the two scenarios noted below. The Authority officers, in conjunction with
the treasury advisers, will continually monitor both the prevailing interest rates and the
market forecasts, adopting the following responses to a change of sentiment:

if it were 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 were 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 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 were still relatively cheap.

The Treasurer will monitor the interest rate market and adopt a pragmatic approach to
changing circumstances, reporting any decisions to the appropriate decision making
body at the next available opportunity.

Policy on borrowing in advance of need

The Authority 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 considered carefully to ensure value for money can be demonstrated and that the
Authority can ensure the security of such funds.

In determining whether borrowing will be undertaken in advance of need the Authority
will:

e ensure that there is a clear link between the capital programme and maturity
profile of the existing debt portfolio which supports the need to take funding in
advance of need

-10 -



6.1

6.2

6.3

6.4

7.1

7.2

e ensure the ongoing revenue liabilities created, and the implications for the future
plans and budgets have been considered

e evaluate the economic and market factors that might influence the manner and
timing of any decision to borrow

e consider the merits and demerits of alternative forms of funding
consider the alternative interest rate bases available, the most appropriate
periods to fund and repayment profiles to use

e consider the impact of borrowing in advance on temporarily (until required to
finance capital expenditure) increasing investment cash balances and the
consequent increase in exposure to counterparty risk, and other risks, and the
level of such risks given the controls in place to minimise them.

DEBT RESCHEDULING

As short-term borrowing rates will be considerably cheaper than longer term rates, there
may be potential for some residual opportunities to generate savings by switching from
long term debt to short term debt. These savings will, however, need to be considered in
the light of the size of premiums incurred, their short term nature and the likely cost of
refinancing those short term loans, once they mature, compared to the current rates of
longer term debt in the existing debt portfolio. Any such rescheduling and repayment of
debt is likely to cause a flattening of the authority’s maturity profile as in recent years
there has been a skew towards longer dated PWLB.

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.
The reasons for any rescheduling to take place will include:

¢ the generation of cash savings and / or discounted cash flow savings,

¢ helping to fulfil the adopted borrowing strategy, and

¢ enhancing the balance of the portfolio (amend the maturity profile and/or the

balance of volatility).

All rescheduling will be reported to the Resources Committee, at the earliest meeting
following its action.

ANNUAL INVESTMENT STRATEGY

Investment Policy

The Authority will have regard to the CLG’s Guidance on Local Government Investments
(“the Guidance”) and the 2011 revised CIPFA Treasury Management in Public Services
Code of Practice and Cross Sectoral Guidance Notes (“the CIPFA TM Code”). The
Authority’s investment priorities are: -

(a) the security of capital and
(b) the liquidity of its investments.
The Authority will also aim to achieve the optimum return on its investments

commensurate with proper levels of security and liquidity. The risk appetite of this
Authority is low in order to give priority to security of its investments.

-11 -



7.3

7.4

7.5

7.6

7.7

7.8

7.9

7.10

The borrowing of monies purely to invest or on-lend and make a return is unlawful and
this Authority will not engage in such activity.

Investment instruments identified for use in the financial year are maintained under the
‘Specified’ and ‘Non-Specified’ Investments categories. Counterparty limits will be as set
through the Authority’s Treasury Management Practices — Schedules.

Creditworthiness Policy

This Authority uses the creditworthiness service provided by Sector Treasury Services.
This service employs a sophisticated modelling approach with credit ratings from all
three rating agencies - Fitch, Moodys and Standard and Poors, forming the core
element. It does not, however, rely solely on the current credit ratings of counterparties
but also uses the following as overlays:

o credit watches and credit outlooks from credit rating agencies

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

e sovereign ratings to select counterparties from only the most creditworthy
countries

This modelling approach combines credit ratings, credit watches, credit outlooks and
CDS spreads 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 code bands which indicate
the relative creditworthiness of counterparties. These colour codes are also used by the
Authority to determine the duration for investments and are therefore referred to as
durational bands. The Authority is satisfied that this service now gives a much improved
level of security for its investments. It is also a service which the Authority would not be
able to replicate using in house resources.

The selection of counterparties with a high level of creditworthiness will be achieved by
selecting institutions down to and including the durational band of no more than three
months within Sector’s weekly credit list of worldwide potential counterparties. These will
be referred to as highly credit rated institutions.

CIPFAs 2011 TM Code removed the requirement to have regard to the “lowest” credit
rating from the credit rating agencies of Fitch, Moodys and Standard and Poors.
Historically, this Authority chose to follow the Sector colour matrix credit assessment as it
gave a more balanced approach. With the removal of this lowest common denominator
requirement from CIPFA the Authority’s will continue to use a combination of the Sector
colour matrix and any additional information available locally on which to base
investment decisions.

All credit ratings will be monitored weekly. The Authority is alerted to changes to ratings
of all three agencies through its use of the Sector creditworthiness service. If a
downgrade results in the counterparty/investment scheme no longer meeting the
Authority’s minimum criteria, its further use as a new investment will be withdrawn
immediately. In addition to the use of Credit Ratings the Authority will be advised of
information in movements in Credit Default Swap against the iTraxx benchmark and
other market data on a weekly basis. Extreme market movements may result in
downgrade of an institution or removal from the Authority’s lending list.

Sole reliance will not be placed on the use of this external service. In addition this

Authority will also use market data and market information, information on government
support for banks and the credit ratings of that government support.

-12 -
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7.12

7.13

7.14

7.15

Approved Instruments for Investments

Investments will only be made with those bodies identified by the authority for its use
through the Annual Investment Strategy. A non specified investment covers those
counterparties where there is either no recognised credit rating and/or an anticipation
that an investment will be for greater than one year in duration. Table 12 below shows
those bodies with which the Authority will invest.

TABLE 12

Specified Investments Non Specified Investments

Deposits with the Debt Management | Deposits with the Debt Management
Agency Deposit Facility Agency Deposit Facility

Term Deposits with UK government, | Term Deposits with UK government, UK
UK local authorities, highly credit local authorities, highly credit rated
rated banks and building societies banks and building societies (including
(including callable deposits and callable deposits and forward deals)
forward deals) Non credit rated building societies
Banks nationalised or supported by Banks nationalised or supported by the
the UK government UK government

Money Market Funds

Non UK highly credited rated banks

UK Government Treasury Bills

Certificates of Deposit

Corporate Bonds

Gilts

The Authority has determined that it will only use approved counterparties from countries
with a minimum sovereign credit rating of AA- from Fitch Ratings (or equivalent from
other agencies if Fitch does not provide).

Investment Strategy

In-house funds: The Authority’s in-house managed funds are mainly cash-flow derived
and investments will accordingly be made with reference to the core balance and cash
flow requirements and the outlook for short-term interest rates (i.e. rates for investments
up to 12 months).

Interest rate outlook: The Authority has appointed Sector Treasury Services as
treasury advisor to the Authority and part of their service is to assist the Authority to
formulate a view on interest rates. Sectors central view of changes in Bank Rate is
shown below;

Sector Bank Rate forecast for financial year ends (March)
2013 0.50%
2014 0.50%
2015 0.75%
2016 1.75%
There is downside risk to these forecasts if lack of economic growth continues, with there
being a potential for the Bank Rate increases being further delayed

The Authority will avoid locking into longer-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
the risk parameters set by this Authority.

-13 -



7.16 For 2013/14 the Authority has budgeted for an investment return of 0.50% on
investments placed during the financial year.

End of year investment report

7.17 At the end of the financial year, the Authority will report on its investment activity as part
of its Annual Treasury Report.

Policy on the use of external service providers

7.18 The Authority uses Sector as its external treasury management advisers. The Authority
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.

7.19 It also recognises that there is value in employing external providers of treasury
management services in order to acquire access to specialist skills and resources. The
Authority will ensure that the terms of their appointment and the methods by which their
value will be assessed are properly agreed and documented, and subjected to regular
review.

Treasury Management Scheme of Delegation

7.20 Full Authority:
e Receiving and reviewing reports on treasury management policies, practices and
activities

e Approval of annual strategy

o Approval offamendments to the Authority’s adopted clauses, treasury
management policy statement and treasury management practices

e Budget consideration and approval
e Approval of the division of responsibilities

e Approving the selection of external service providers and agreeing terms of
appointment.

¢ Reviewing the treasury management policy and procedures and making
recommendations to the Authority.
Resources Committee;
¢ Receiving and reviewing regular monitoring reports and acting on
recommendations
Role of the Section 151 officer

o Recommending clauses, treasury management policy/practices for approval,
reviewing the same regularly, and monitoring compliance

e Submitting regular treasury management policy reports

e Submitting budgets and budget variations

e Receiving and reviewing management information reports

o Reviewing the performance of the treasury management function

e Ensuring the adequacy of treasury management resources and skills, and the
effective division of responsibilities within the treasury management function

-14 -



7.21

8.1

8.2

8.3

8.4

e Ensuring the adequacy of internal audit and liaising with external audit.
¢ Recommending the appointment of external service providers.
Loans to companies in which the Authority has an interest

The Authority’s Financial Regulations (C17) relating to Treasury Management activities
currently give the Treasurer delegated powers for borrowing, investment and financing,
but exclude any mention relating to the granting of loans. Given that the Authority may
wish to provide a loan facility to companies in which it has an interest, the Authority is
requested to approve a change to regulation C17 to include “loans”. Itis also
recommended that the accompanying Schedule to Financial Regulations be amended to
determine the delegated limits to be applied before the decision is referred to either to
the Resources Committee or the full Authority. A revised regulation C17 is provided
below, and the revised Schedule to Financial Regulations is provided as Appendix C. In
both cases, the proposed revision is indicated by bold, italics.

C17. The Treasurer has delegated responsibility for implementing and monitoring
the Treasury Management Policy Statement. All decisions on borrowing,
investment, loans or financing shall be delegated to the Treasurer, who is
required to act in accordance with CIPFA ‘s Code of Practice for Treasury
Management in Local Authorities, and in relation to loans shall be up to and
including the maximum as indicated in the Schedule to these Regulations.
Any loan in excess of this amount will be subject to approval either by the
Resources Committee or the full Authority as indicated in the Schedule.

MINIMUM REVENUE PROVISION (MRP) STRATEGY

What is a Minimum Revenue Provision? - Capital expenditure is generally expenditure
on assets which have a life expectancy of more than one year e.g. fire stations, vehicles,
equipment etc. It would be impractical to charge the entirety of such expenditure to
revenue in the year in which it was incurred and so such expenditure is spread over
several years so as to try to match the years over which such assets benefit the local
community through their useful life. The manner of spreading these costs is through an
annual Minimum Revenue Provision, which was previously determined under
Regulation, and will in future be determined under Guidance.

New statutory duty - Statutory Instrument 2008 no. 414 s4 stipulates that: “A local
authority shall determine for the current financial year an amount of minimum revenue
provision that it considers to be prudent.”

The above is a substitution for the previous requirement to comply with regulation 28 in
S.1. 2003 no. 3146 (as amended). There is no requirement to charge MRP where the
Capital Financing Requirement is nil or negative at the end of the preceding financial
year.

New Government Guidance - Along with the above duty, the Government issued new
guidance in February 2008 which requires that a Statement on the Council’s policy for its
annual MRP should be submitted to the full Authority for approval before the start of the
financial year to which the provision will relate.
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8.5

8.6

8.7

The Authority is legally obliged to “have regard” to the guidance, which is intended to
enable a more flexible approach to assessing the amount of annual provision than was
required under the previous statutory requirements. The guidance offers four main
options under which MRP could be made, with an overriding recommendation that the
Authority should make prudent provision to redeem its debt liability over a period which is
reasonably commensurate with that over which the capital expenditure is estimated to
provide benefits. The requirement to ‘have regard’ to the guidance therefore means that,
although four main options are recommended in the guidance, there is no intention to be
prescriptive by making these the only methods of charge under which a local authority
may consider its MRP to be prudent;

It is the responsibility of each authority to decide upon the most appropriate method of
making a prudent provision, after having had regard to the guidance. The guidance
broadly requires authorities to make revenue provision for the repayment of borrowing
over a period of time which bears some relation to the finite life of the asset to which
borrowing is being taken. The four options in the guidance are, briefly:

For borrowing after 1 April 2008 which is supported by Revenue Support Grant
(RSG) and for all borrowing before 1 April 2008;

Option 1 — Regulatory Method

MRP calculated on the basis of the old rules as this is the basis for calculating
Revenue Support Grant implications.

Option 2 — CFR Method

MRP can be calculated on the basis of 4% of the CFR at the end of the preceding
financial year. If the CFR at that date is nil or negative, no MRP is required.

For new borrowing after 1 April 2008, under the Prudential system and for which no
Government support is given;

Option 3 — Asset Life Method

Where capital expenditure on an asset is financed wholly or partly by borrowing or
credit arrangements, MRP is to be made in equal annual instalments over the life of
the asset. In this circumstance the asset life is to be determined when MRP
commences and not changed after that.

MRP should normally commence in the financial year following the one in which the
expenditure is incurred. When borrowing to construct an asset, however, the
authority may treat the asset life as commencing in the year in which the asset first
becomes operational. It may accordingly postpone beginning to make MRP until that
year. Investment properties should be regarded as becoming operational when they
begin to generate revenues.

Option 4 — Depreciation Method

MRP is to be equal to the provision required in accordance with depreciation
accounting in respect of the asset on which expenditure has been financed by
borrowing or credit arrangements.

Whilst options 1 and 2 are available for unsupported borrowing before 1 April 2008,
authorities are able to use options 3 and 4 if they choose to do so.
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8.8

8.9

9.1

As some types of capital expenditure incurred by the Authority are not capable of being
related to an individual asset, asset lives will be assessed on a basis which most
reasonably reflects the anticipated period of benefit that arises from the expenditure.
Also, whatever type of expenditure is involved, it will be grouped together in a manner
which reflects the nature of the main component of expenditure and will only be divided
up in cases where there are two or more major components with substantially different
useful economic lives.

A draft MRP statement for 2013/14 is attached as Appendix B for approval. The
financing of the approved 2013/14 capital programme, and the resultant prudential
indicators, have been set on the basis of the content of this statement.

SUMMARY AND RECOMMENDATIONS

The Authority is required to consider and approve the Treasury Management Strategy to
be adopted prior to the start of the financial year. This Strategy must also include
proposed prudential indicators and a minimum provision statement (MRP). Approval of
the Strategy for 2013/14 as contained in this report will also incorporate the adoption of
the revised CIPFA Treasury Management Code of Practice in 2011.

KEVIN WOODWARD
Treasurer
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APPENDIX A DSFRA/13/3

PRUDENTIAL INDICATORS

INDICATIVE INDICATORS
2016/17 TO 2018/19

2013/14 2014/15 2015/16 2016/17 2017/18 2018/19
£m £m £m £m £m £m
estimate  estimate  estimate estimate estimate estimate
Capital Expenditure

Non - HRA 4.998 5.714 5.175 4.930 4.930 3.345
HRA (applies only to housing authorities
Total 4.998 5.714 5.175 4.930 4.930 3.345

Ratio of financing costs to net revenue stream

Non - HRA 3.89% 3.83% 4.42% 5.08% 5.64% 6.17%
HRA (applies only to housing authorities 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Capital Financing Requirement as at 31 March £000 £000 £000 £000 £000 £000
Non - HRA 25,312 27,791 30,858 33,379 35,651 36,070
HRA (applies only to housing authorities 0 0 0 0 0 0
Other long term liabilities 1,532 1,509 1,443 1,374 1,299 1,209
Total 26,844 29,300 32,301 34,753 36,950 37,279
Annual change in Capital Financing Requirement £000 £000 £000 £000 £000 £000
Non - HRA -1,615 2,456 3,001 2,450 2,195 327
HRA (applies only to housing authorities 0 0 0 0 0 0
Total -1,615 2,456 3,001 2,450 2,195 327
Incremental impact of capital investment decisions £p £p £p £p £p £p
Increase/(decrease) in council tax (band D) per annum -£0.33 -£1.25 -£1.04 N/A N/A N/A

PRUDENTIAL INDICATORS - TREASURY MANAGEMENT

Authorised Limit for external debt £000 £000 £000 £000 £000 £000
Borrowing 32,123 34,769 37,194 37,739 38,803 39,610
Other long term liabilities 1,520 1,449 1,371 1,278 1,177 1,070
Total 33,643 36,218 38,565 39,017 39,980 40,680
Operational Boundary for external debt £000 £000 £000 £000 £000 £000
Borrowing 30,858 33,379 35,651 36,070 37,020 37,806
Other long term liabilities 1,443 1,374 1,299 1,209 1,112 1,010
Total 32,301 34,753 36,950 37,279 38,132 38,816

Upper Lower
TREASURY MANAGEMENT INDICATOR Limit Limit

% %

Limits on borrowing at fixed interest rates 100% 70%
Limits on borrowing at variable interest rates 30% 0%

Maturity structure of fixed rate borrowing during 2013/14

Under 12 months 30% 0%
12 months and within 24 months 30% 0%
24 months and within 5 years 50% 0%
5 years and within 10 years 75% 0%
10 years and above 100% 50%
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APPENDIX B TO REPORT DSFRA/13/3

MINIMUM REVENUE STATEMENT (MRP) 2013/14
Supported Borrowing

The MRP will be calculated using the regulatory method (option 1). MRP will therefore be calculated
using the formulae in the old regulations, since future entitlement to RSG in support of this
borrowing will continue to be calculated on this basis.

Un-Supported Borrowing (including un-supported borrowing prior to 1 April 2008)

The MRP in respect of unsupported borrowing under the prudential system will be calculated using
the asset life method (option 3). The MRP will therefore be calculated to repay the borrowing in
equal annual instalments over the life of the class of assets which it is funding. The repayment
period of all such borrowing will be calculated when it takes place and will be based on the finite life
of the class of asset at that time and will not be changed.

Finance Lease and PFI

In the case of Finance Leases and on balance sheet PFI schemes, the MRP requirement is
regarded as met by a charge equal to the element of the annual charge that goes to write down the
balance sheet liability. Where a lease of PFI scheme is brought, having previously been accounted
for off-balance sheet, the MRP requirement is regarded as having been met by the inclusion of the
charge, for the year in which the restatement occurs, of an amount equal to the write-down for the
year plus retrospective writing down of the balance sheet liability that arises from the restatement.
This approach produces an MRP charge that is comparable to that of the Option 3 approach in that
it will run over the life of the lease or PFI scheme and will have a profile similar to that of the annuity
method.

MRP will normally commence in the financial year following the one in which the expenditure was
incurred. However, when borrowing to construct an asset, the authority may treat the asset life as
commencing in the year in which the asset first becomes operational. It may accordingly postpone
the beginning to make MRP until that year. Investment properties will be regarded as becoming
operational when they begin to generate revenues.
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APPENDIX C TO REPORT DSFRA/13/3

SCHEDULE TO FINANCIAL REGULATIONS

Resources Full
Committee Authority
In-Year Virements
(a) Movement between objective budget headings (i.e. Service £100.000 £200.000
function headings)* ' ’
(b) Movement between subjective budget headings (i.e. £50,000 £150,000

individual budget headings within objective headings)*

* In the event of any virement between both objective and subjective budget headi

limit will apply

ngs, the lower

Capital Programme

(a) Financing of individual scheme from revenue budget £50,000 £150,000
(b) Excess of estimated expenditure for individual major capital 10% or 20% or
scheme over approved Capital Programme provision * £100,000 £200,000
(whicheveris | (whichever is
the lesser) the lesser)
(c) Excess of overall expenditure on Other Projects or Ring
Fenced generic capital budgets over approved budget 5% 10%

provision. *

* subject always to the additional expenditure being contained from within the overall Capital

Programme limit for the year in question

Assets

(a) Material Asset £25,000 £50,000
(b) Redt_Jndant Stock and Equr_nent — individual item or £25,000 £50,000
cumulative amount of the same item

(c) Stock and equipment discrepancies — individual item or

cumulative amount of the same item. £10,000 £50,000
Income and Expenditure

Debt Write off £10,000 £50,000
Overpayment of salary or allowance £5,000 £25,000
Making of Grants £5,000 £25,000
Loans to Devon & S(_)merset Fire & Rescue Service £50,000 £200,000
controlled organisations

Settlement of Claims*

Employee claims £25,000 £75,000
Ex gratia payments to employees £5,000 £25,000
Claims made by the Authority £50,000 £100,000
All other claims £10,000 £50,000

* excludes claims covered by insurance arrangements which as such are delegated entirely to the

Chief Fire Officer.

COMMERCIAL ACTIVITY

Commercial Full
Services Authority
Committee
Variations on commercial services budget (including approval
of additional resources, subject to these being matched by £50,000 £150,000
corresponding income.
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