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Introduction

1.1 Background

The Council is required to operate a balanced budget, which broadly means cash raised during
the year will meet cash expenditure. A primary function of the Treasury Management service
is to ensure cash flow is adequately planned, with cash being available when needed. Surplus
monies are invested in low-risk counterparties or instruments commensurate with the
Council’s low risk appetite, providing adequate liquidity initially, before considering investment
return.

The second main function of the Treasury Management service is funding the Council’s capital
plans. These capital plans provide a guide to the borrowing need of the Council, essentially
the longer-term cash flow planning, to ensure the Council can meet its capital spending
obligations. Longer term cash management may involve arranging long or short-term loans,
or using longer term cash flow surpluses, or restructuring debt to meet Council risk or cost
objectives.

The contribution the treasury management function makes is critical, as the balance of debt
and investment operations ensure liquidity and hence the council’s ability to meet spending
commitments as they fall due, either on day-to-day revenue or in the medium term for larger
capital projects. The treasury operations will see a balance of the interest costs of debt and
the investment income arising from cash deposits affecting the available budget. Since cash
balances generally result from reserves and balances, adequate security of sums invested is
paramount, as a loss of principal will result in a loss to the General Fund Balance.

1.2 Clauses to be formally adopted
1. Dacorum Borough Council will create and maintain the following for effective treasury
management:

e Atreasury management policy statement, stating the policies, objectives and approach
to risk management of its treasury management activities;

e Suitable treasury management principles and practices (TMPPs), setting out the
manner in which the organisation will seek to achieve those policies and objectives,
and prescribing how it will manage and control those activities.

2. Full Council will receive reports on its treasury management policies and activities. As a
minimum this will include a mid-year review, an annual year- end report and at least two
other performance reports during the financial year.

Responsibility is delegated to the Section 151 Officer for the implementation and regular
monitoring of its treasury management policies and practices, and for the execution and
administration of treasury management decisions. They will act in accordance with the policy
statement and TMPPs and, if he/she is a CIPFA member, CIPFA’s Standard of Professional
Practice on Treasury Management.

3. This organisation nominates Cabinet to be responsible for ensuring effective scrutiny of
the treasury management strategy, policies and monitoring before recommendation to
Full Council.



1.3 Treasury Management Policy Statement
The Council defines its treasury management activities as:

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

The Council regards the successful identification, monitoring and control of risk to be the prime
criteria by which the effectiveness of its treasury management activities will be measured. The
analysis and reporting of treasury management activities will focus on their risk implications
for the organisation, and management of these risks.

The Council acknowledges effective treasury management will support the achievement of
the Council’'s business and service objectives. It is therefore committed to the principles of
achieving value for money in treasury management and employing suitable comprehensive
performance measurement techniques, within the context of effective risk management.

1.4 Reporting requirements

Capital Strategy
The CIPFA revised 2021 Prudential and Treasury Management Codes requires all local
authorities to prepare a capital strategy report, which provides:

e a high-level long term overview of how capital expenditure, capital financing and
treasury management activity contribute to service provision

e an overview of how the associated risk is managed

e the implications for future financial sustainability.

Treasury Management reporting
The Council is currently required to receive and approve, various reports each year, which
incorporate a variety of policies, estimates and actuals.

Treasury Management Strategy Statement (this report) - The first, and most important
report, covers:

o the capital plans (including prudential indicators);

e 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; and

e an investment strategy (the parameters on how investments are to be managed).

A mid- year treasury management report (Quarter 2) — This is a progress report and will
update members on the capital position and amend prudential indicators and policies as
necessary.

An annual treasury report (Quarter 4) — This provides details of a selection of actual
prudential and treasury indicators and actual treasury operations compared to the estimates
within the strategy.



Financial monitoring report — an update on treasury management performance and all
forward-looking prudential indicators will be formally reported on at least two further occasions
during the financial year.

Scrutiny — The above reports are required to be scrutinised before being recommended to
the Council. Cabinet undertakes this role supported by the Audit Committee and 3 Overview
and Scrutiny groups where relevant.

1.5  Treasury Management Strategy for 2025/26
The strategy for 2025/26 covers two main areas:

1. Capital issues

. the capital expenditure plans and the associated prudential indicators;
. the minimum revenue provision (MRP) policy.

2. Treasury management issues

. the current treasury position;

. treasury indicators which limit the treasury risk and activities of the Council;
. prospects for interest rates;

. the borrowing strategy;

. policy on borrowing in advance of need;

. debt rescheduling;

. the investment strategy;

. creditworthiness policy; and

. the policy on use of external service providers.

These elements cover the requirements of the Local Government Act 2003, the CIPFA
Prudential and Treasury Management Codes, DLUHC MRP (now MHCLG) and Investment
Guidance.

1.6 Training
The CIPFA Code requires Councillors and Officers with responsibility for treasury
management have appropriate skills and adequate training.

The Council will carry out the following to monitor and review knowledge and skills:

. Record attendance at training and ensure action is taken where poor attendance is
identified.

. Ensure learning plans for treasury management officers and relevant Council
members.

. Require treasury management officers and SLT/council members to undertake self-

assessment against the required competencies.

. Through regular communication encourage Officers, SLT and Council members to
highlight training needs on an ongoing basis.

Training needs of treasury management officers are regularly reviewed as part of the Council’s
performance development reviews. Records of Member training is kept by Member Support.



1.7 Treasury management consultants

The Council uses Link Group as its external treasury management advisors. The Council
recognises the value in employing external treasury management services to access specialist
skills and resources. Responsibility for treasury management decisions remain with the
organisation at all times and will ensure undue reliance is not placed upon our external
advisors. All decisions will be undertaken with regards to all available information, including,
but not solely, our treasury advisers.

The Council will ensure the terms of their appointment and methods by which their value are
assessed are properly agreed and documented, and subject to regular review.

2, The Capital Prudential Indicators 2025/26 — 2028/29

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

21 Capital expenditure

The first prudential indicator is a summary of the Council’s capital expenditure plans, both
those agreed previously, and those forming part of this budget cycle. The table below
summarises the capital expenditure plans and financing. Any shortfall of resources results in
a borrowing need. Members are asked to approve the capital expenditure forecast:

Table 1: Capital Expenditure

2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28 | 2028/29
Capital expenditure Actual | Forecast | Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m £m
General Fund* 4.387 9.014 31.323 23.536 7.217 8.815
HRA 54.254 51.664 48.357 29.257 25.421 25.799
Total 58.641 60.678 79.680 52.792 32.638 34.614
Financed by:
Capital grants & S106 12.894 10.475 7.441 1.388 0.741 0.741
Capital receipts & reserves 28.503 32.684 38.933 23.702 23.025 23.382
Internal Borrowing- General 0 0.000 18.106 10.894 0.000 0.000
Fund
External Borrowing- 0 0.000 0.000 10.832 6.476 8.074
General Fund
Internal Borrowing- HRA 17.245 17.519 1.221 0.000 0.000 0.000
External Borrowing-HRA 0 0.000 13.979 5.976 2.396 2417
Net financing need for the 58.642 60.678 79.680 52.792 32.638 34.614
year

The financing need excludes other long-term liabilities, such as leasing arrangements. Capital
Expenditure excludes Capital loans to other bodies.



2.2

The Council’s borrowing need (the Capital Financing Requirement)

The second prudential indicator is the Council’s Capital Financing Requirement (CFR). The
CFR is the total capital expenditure which has not yet been paid for from either revenue or

capital resources.

expenditure, which is not immediately paid for, increases the CFR.

It is a measure of the Council’s underlying borrowing need. Capital

The CFR does not increase indefinitely, as the minimum revenue provision (MRP) is a
statutory annual revenue charge which reduces the indebtedness in line with each asset’s life,
and so charges the economic consumption of capital assets as they are used.

The CFR includes long term liabilities like finance leases. Whilst these increase the CFR, and
therefore the Council’s borrowing requirement, they include a borrowing facility so the Council
is not required to separately borrow.

The Council is asked to approve the CFR projections below:

Table 2: Capital Financing Requirement

2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28 | 28/29
Actuals | Estimate | Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m £m

Capital Financing Requirement
CFR - non housing 35183 | 34.841| 53615| 74.647| 79.994| 86.810
CFR - housing 328.768 342,952 | 353.710 | 354.049 | 351.335 | 347.413
Total CFR 363.951 | 377.793 | 407.325 | 428.696 | 431.329 | 434.222
Movement in CFR 13.842 29.532 21.371 2.633 2.893
Movement in CFR represented by:
Net financing need for the
annual approved Capital 17.519 33.306 27.702 8.872 10.491
Programme
Net financing need for the
year-Loans for Capital (0.010) 0.000 0 0 0
Purposes
Accounting changes in 0 y 0 0 0
lease treatments
General Fund Minimum
Revenue Provision & HRA (3.667) (4.774) (6.331) (6.239) (7.598)
Debt Repayment
Movement in CFR 13.842 29.532 21.371 2.633 2.893

23

Liability Benchmark (LB)

The Council is required to estimate and measure the LB for the forthcoming financial year and
the following two financial years, as a minimum. There are four components to the LB: -

1. Existing loan debt outstanding: the Authority’s existing loans still outstanding in future

years.




2. Loans CFR: calculated in accordance with the definition in the Prudential Code and
projected into the future based on approved prudential borrowing and planned MRP.

3. Net loans requirement: shows the Authority’s gross loan debt less treasury
management investments at the last financial year-end, projected into the future and
based on its approved prudential borrowing, planned MRP and any other major cash
flows forecast.

4, Liability benchmark (or gross loans requirement): this equals net loans requirement
plus short-term liquidity allowance.

The Council is asked to approve the LB projections below:
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24 Minimum revenue provision (MRP) policy statement

The Council is required to pay off an element of the Capital Financing Requirement through a
charge to revenue known as the minimum revenue provision (MRP). MHCLG regulations
require full Council to approve an MRP Statement in advance of each year. A variety of
options for calculating MRP are allowed as long as there is a prudent provision. The Council
is recommended to approve the following MRP Statement:

The MRP policy will be:

Asset life method — MRP based on the estimated life of the assets, in accordance with
regulations;

This option provides for a reduction in the borrowing need over approximately the asset’s life.
This approach is consistent with the MRP policy in previous years.

There is no requirement on the HRA to make a minimum revenue provision but a charge for
depreciation must be made. Repayments included in finance leases are applied as MRP.



MRP Overpayments/Voluntary Revenue Provisions (VRP) - MHCLG MRP Guidance allows
any charges made over the statutory MRP, can be reclaimed in later years if necessary or
prudent. In order to be reclaimed for use in the budget, this policy must disclose historical
cumulative overpayments made. Up until the 31 March 2025, the total VRP overpayments
are £0.481m.

The Council has and may provide loans to Parish Councils and other public sector bodies for
capital purposes. The Capital Financing Requirement (CFR) will increase by the principal
amount of the loan. The loan will be repaid in full and may include interest. The repayment of
principal is classed as a capital receipt, and the CFR will reduce accordingly. As this is, a
temporary arrangement and the funds will be returned in full, there is no need to set aside
prudent provision to repay the debt liability in the interim, so there is no MRP charge.

2.5 Core funds and expected investment balances

The use of funds to finance capital expenditure or support the revenue budget will have an
ongoing impact on investments, unless supplemented from new sources (asset sales etc.).
Detailed below are estimates of the year end balances and anticipated day to day cash flow
balances. These balances are available to the Council to support any internal borrowing
requirements for the financing of the Council’s capital programme.

Table 3: Cash Balances

2.6  Affordability prudential indicators
Prudential indicators are required to assess the affordability of the capital investment plans on
the Council’s overall finances. The Council is asked to approve the following indicators:

Year End Resources 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28 | 2028/29
Actual | Estimate | Estimate | Estimate | Estimate | Estimate

£m £m £m £m £m £m

Fund balances / reserves 59.520 54.436 59.166 64.267 68.982 76.247
Capital receipts 32.788 21.097 5.333 5.450 6.823 8.392
Provisions 9.016 9.000 9.000 9.000 9.000 9.000
Other 0.000 0.000 0.000 0.000 0.000 0.000
Total core funds 101.324 84.532 73.500 78.7117 84.804 93.639
Working capital 5.000 5.000 5.000 5.000 5.000
(Under)/over borrowing (45.458) | (65.788) | (76.331) | (75.557) | (74.662)
Expected investments 44.075 12.712 7.386 14.248 23.977

2.7 Ratio of financing costs to net revenue stream
This indicator identifies the trend in the cost of capital (borrowing and other long-term costs
net of investment income) against the net revenue stream.



Table 4: Ratio of Borrowing to Revenue.

2023/24 2024/25 2025/26 2026/27 2027/28 2028/29
Actual | Estimate | Estimate | Estimate | Estimate | Estimate
General Fund -6.03% -0.67% -0.86% -0.38% 0.63% 1.13%
HRA 17.53% 20.32% 23.17% 24.81% 24.22% 25.73%
2.8 Table 5: HRA ratios
2023/24 2024/25 2025/26 2026/27 2027/28 2028/29
Actual | Estimate | Estimate | Estimate | Estimate | Estimate
HRA debt £m 328.77 325.43 334.97 335.31 332.60 328.67
HRA revenues £m 68.109 72.944 74.459 77.602 80.257 82.682
Ratio of debt to 483% 446% 450% 432% 414% 398%
revenues %
Number of HRA 10061 | 10263| 10341 10363| 10320| 10295
dwellings
Debt per dwelling £ 32,677 31,709 32,392 32,356 32,200 31,925

3. Borrowing

The treasury management function organises the Council’s cash in accordance with relevant
professional codes, so sufficient cash is available to meet capital expenditure plans set out in
section 2 and in the Council’s capital strategy. This involves both the organisation of the cash
flow and, where capital plans require, appropriate borrowing facilities. The strategy covers the
relevant treasury / prudential indicators, the current and projected debt positions and the
annual investment strategy.

3.1

Current portfolio position

The overall treasury management portfolio at 31t March 2024 and 31! December 2024 are
shown below for both borrowing and investments.

Table 6: Treasury Portfolio

TREASURY PORTFOLIO

Actual Actual Current Current

31.3.24 31.3.24 31.12.24 31.12.24
Treasury investments £k % £k %
Banks 26,054 31% 17,783 20%
Building societies — rated 9,000 11% 4,000 5%
DMADF (HM Treasury) 30,500 36% 48,500 55%
Money market funds 19,750 23% 17,500 20%




Total managed in house 85,304 100% 87,783 100%

Total managed externally 0 0% 0 0%

Total treasury investments 85,304 100% 87,783 100%

Treasury external borrowing

PWLB 335,14 100% 334,81 100%
Total external borrowing 335.14 100% 334,81 100%
Net treasury investments / (borrowing) (249,833) 0 (247025) 0

The Council’s forward projections for borrowing are summarised below. The table shows the
actual external debt, against the underlying capital borrowing need, (the Capital Financing
Requirement - CFR), highlighting over or under borrowing.

One key indicator is the Council must ensure its gross debt does not, except in the short term,
exceed the total CFR in the preceding year plus the estimates of any additional CFR for
2025/26 and the following 2 financial years. This allows flexibility for some early borrowing for
future years, but ensures borrowing is not undertaken for revenue purposes or to generate a
profit. The Council complies.

Table 7: Financing and Debt Projections

2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28 | 2028/29
Actual | Estimate | Estimate | Estimate | Estimate | Estimate

£m £m £m £m £m £m
External Debt
Debt at 1 April 337.446 | 335.137 | 331147 | 340.350 | 351177 | 354.585
Expected change in Debt 2310)| (3989)| 9202| 10827| 3408| 3787
Other long-term liabilities 0188 | 1188| 1188| 1188| 1188| 1.188
foual gross debt at 31 335.325 | 332.335 | 341.538 | 352.365 | 355.773 | 350.560

The Capital Financing
Requirement

(Under)/over borrowing (28.626) | (45.458) | (65.788) | (76.331) | (75.557) | (74.662)

363.951 | 377.793 | 407.325 | 428.696 | 431.329 | 434.222

* Under borrowing is a term used to highlight that the organisation is intending to utilise and/or
currently using cash balances to borrow internally to support the financing requirement, rather
than external loans.

The Council’s chief objective when borrowing is to strike an appropriately low risk balance
between securing low interest costs and achieving certainty of those costs over the period for
which funds are required.

The current strategy is prudent as medium and longer dated borrowing rates are expected to
fall from their current levels, albeit only once prevailing inflation concerns are addressed by
restrictive near-term monetary policy. That is, Bank Rate remains relatively elevated in 2025
even if some rate cuts arise.



Caution will be adopted with the 2025/26 treasury operations. The Council 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 borrowing rates, then borrowing will
be postponed. If it was felt that there was a significant risk of a much sharper rise in borrowing
rates than that currently forecast, fixed rate funding will be could be considered whilst interest
rates are lower than they are projected to be in the next few years.

3.2

a)

is not normally expected to exceed.

Table 8: Operational Boundary

Treasury Indicators: Limits to borrowing activity

The operational boundary. This is the limit beyond which external debt

2024/25 | 2025/26 | 2026/27 | 2027/28 | 2028/29
Operational boundary Estimate | Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m
Debt 335.137 | 340.350 | 351.177 | 354.585 | 358.372
Other long term liabilities 1.188 1.188 1.188 1.188 1.188
Total 336.325 | 341.538 | 352.365 | 355.773 | 359.560

The authorised limit for external debt. This represents a limit beyond which external debt
is prohibited and needs to be set or revised by full Council. It reflects the level of external
debt, which, while not desired, could be afforded in the short term, but is not sustainable long
term. The Council is asked to approve the following authorised limits to 2028/29:

Table 9: Authorised Limit

2024/25 | 2025/26 | 2026/27 | 2027/28 | 2028/29
Authorised limit Estimate | Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m
Debt 420 420 450 450 450
Other long term liabilities 10 10 10 10 10
Total 430 430 460 460 460
The table below shows projections of CFR and borrowing:
Table 10: CFR and Borrowing projections
Capital Financing Requirement including leases
Actual | Estimate | Estimate | Estimate | Estimate | Estimate
2023/24 2024/25 2025/26 2026/27 2027/28 2028/29




£m £m £m £m £m £m
HRA CFR 328.768 342.952 353.710 354.049 351.335 347.413
GF CFR 35.183 34.841 53.615 74.647 79.994 86.810
Total CFR 363.951 377.793 407.325 428.696 431.329 434.222
External Borrowing 335.137 331.147 340.350 351.177 354.585 358.372
Other long term liabilities 0.188 1.188 1.188 1.188 1.188 1.188
Total Debt 335.325 332.335 341.538 352.365 355.773 359.560
Authorised Limit* 430.000 430.000 460.000 460.000 460.000
Operational Boundary 336.325 341.538 352.365 355.773 359.560

3.3 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.

The Council is asked to approve the following treasury indicators and limits:

Table 11: Borrowing Maturity Schedule

Maturity structure of fixed interest rate borrowing 2025/26

Lower Upper
Under 12 months 0% 2%
12 months to 2 years 0% 2%
2 years to 5 years 0% 6%
5 years to 10 years 2% 20%
10 years and above 5% 70%
Maturity structure of variable interest rate borrowing 2025/26
Lower Upper
Under 12 months 0% 1%
12 months to 2 years 0% 2%
2 years to 5 years 0% 2%
5 years to 10 years 0% 0%
10 years and above 0% 0%

34 Borrowing strategy

The Chief Finance Officer will monitor interest rates and liaise with the treasury advisers to
adopt a pragmatic approach to changing circumstances, specifically in relation to refinancing,
delaying capital expenditure and taking on new borrowing. Decisions will be reported to the
appropriate governing body in a timely manner.

3.5 Policy on borrowing in advance of need
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 value for money and that the Council can ensure security of such funds.

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

3.6 Prospects for Interest Rates
The Councils Treasury Advisors provided the following view for interest rates on 11 November
2024. The Bank Rate is the Bank of England base rate of interest.

Link Group Interest Rate View 11.11.24

Dec-24 Mar-25 Jun-25 Sep-25 Dec-25 Mar-26 Jun-26 Sep-26 Dec-26 Mar-27 Jun-27 Sep-27 Dec-27
BANK RATE 4.75 4.50 4.25 4.00 4.00 3.75 3.75 3.75 3.50 3.50 3.50 3.50 3.50

3 month ave eamings 4.70 4.50 4.30 4.00 4.00 4.00 3.80 3.80 3.80 3.50 3.50 3.50 3.50

6 month ave eamings 4.70 4.40 4.20 3.90 3.90 3.90 3.80 3.80 3.80 3.50 3.50 3.50 3.50
12 month ave earnings 4.70 4.40 4.20 3.90 3.90 3.90 3.80 3.80 3.80 3.50 3.50 3.50 3.50
S5yr PWLB 5.00 4.90 4.80 4.60 4.50 4.50 4.40 4.30 4.20 4.10 4.00 4.00 3.90
10yr PWLB 5.30 5.10 5.00 4.80 4.80 4.70 4.50 4.50 4.40 4.30 4.20 420 4.10
25yr PWLB 5.60 5.50 5.40 5.30 5.20 5.10 5.00 4.90 4.80 4.70 4.60 4.50 4.50
50 yr PWLB 5.40 5.30 5.20 5.10 5.00 4.90 4.80 4.70 4.60 4.50 440 4.30 4.30

3.7 Investment and borrowing rates

Following the 30 October Budget, the outcome of the US Presidential election on 6 November,
and the 25bps Bank Rate cut undertaken by the Monetary Policy Committee (MPC) on 7
November, Link Group have significantly revised their central forecasts for the first time since
May. In summary, bank rate forecast is now 50bps — 75bps higher than was previously the
case, whilst PWLB forecasts have been materially lifted to not only reflect increased concerns
around the future path of inflation, but also the increased level of government borrowing over
the term of the current Parliament.

3.8 Debt rescheduling

Debt rescheduling involves the Council paying off its debt prior to the agreed maturity date.
Rescheduling of current borrowing in our debt portfolio may be considered whilst premature
redemption rates remain elevated but only if there is surplus cash available to facilitate any
repayment, or rebalancing of the portfolio to provide more certainty is considered appropriate.

If rescheduling and/or early repayment of existing debt is to be undertaken, this will be reported
to Cabinet at the earliest meeting following completion of the repayment.

3.9 New financial institutions as a source of borrowing and / or types of borrowing
The Council’s current source of borrowing is the PWLB. Other borrowing sources available to
the Council to finance its capital programme are:

. Local authorities
. Financial institutions
. Municipal Bonds Agency

Our advisors keep us informed as to the relative merits of each of these alternative funding
sources. This Authority may use these alternative sources of borrowing as and when
appropriate.

4. Annual Investment Strategy

4.1 Investment policy
The MHCLG and CIPFA have extended the meaning of ‘investments’ to include both financial
and non-financial investments. This report deals solely with treasury (financial) investments,



(as managed by the treasury management team). Non-financial investments, essentially the
purchase of income yielding assets, are covered in the Capital Strategy.

The Council’s investment policy has regard to the following: -

¢ MHCLG’s Guidance on Local Government Investments (“the Guidance”)

o CIPFA Treasury Management in Public Services Code of Practice and Cross Sectoral
Guidance Notes 2021 (“the Code”)

o CIPFA Treasury Management Guidance Notes 2021.

The Council’s investment priorities will be security first, liquidity second and then yield.

The above guidance from MHCLG and CIPFA place a high priority on the management of risk.
This authority has adopted a prudent approach to managing risk and defines its risk appetite
by: -

¢ Minimum acceptable credit criteria are applied in order to generate a list of highly
creditworthy counterparties. This enables diversification and avoidance of
concentrated risk. The key ratings used to monitor counterparties are the short term
and long-term ratings.

e Otherinformation: ratings will not be the sole determinant of the quality of an institution;
it is important to continually assess and monitor the financial sector on both a micro
and macro basis and in relation to the economic and political environments in which
institutions operate. The assessment also takes account of information that reflects
market opinion. The Council will engage with its Treasury advisors Link Group to
maintain a monitor on market pricing such as “credit default swaps” and overlay that
information on top of the credit ratings.

e Other information used will include the financial press and share prices in order to
establish the most robust scrutiny process on the suitability of potential investment
counterparties.

e Dacorum Borough Council has defined the list of types of investment instruments that
the treasury management team are authorised to use. There are two lists in Appendix
1 under the categories of ‘specified’ and ‘non-specified’ investments.

o Specified investments are those with a high level of credit quality and subject to
a maturity limit of one year, or have less than a year left to run to maturity if originally
they were originally classified as non-specified investments solely due to the
maturity period exceeding one year.

¢ Non-specified investments are those with a high credit quality, but lower than
specified investments, may be for periods in excess of one year, and/or are more
complex instruments which require greater consideration by members and officers
before being authorised for use.

o Non-specified investments limit. The Council has determined that it will limit the
maximum total exposure to non-specified investments as being the lower of 50% of
the total investment portfolio or £40m.



e Lending limits, (amounts and maturity), for each counterparty will be set through
applying the matrix table described in paragraph 4.2.

o Transaction limits are set for each type of investment in Appendix 1.

e The Council will set a limit for the amount of its investments which are invested for
longer than 365 days, (see paragraph 4.5).

o Investments will only be placed with counterparties from countries with a specified
minimum sovereign rating, (see paragraph 4.2).

e The Council has engaged external consultants, (see paragraph 1.7), to provide expert
advice on how to optimise an appropriate balance of security, liquidity and yield, given
the risk appetite of this authority in the context of the expected level of cash balances
and need for liquidity throughout the year.

e All investments will be denominated in sterling.

e As a result of changes in accounting standards IFRS 9, this authority will consider
the implications of investment instruments which could result in an adverse
movement in the value of the amount invested and resultant charges to the General
Fund. MHCLG have extended the current statutory temporary override to delay
implementation of IFRS 9 to March 2025 to allow local authorities time to adjust
their portfolio of all pooled investments. There is no currently no impact for the
Council.

The Council will also pursue value for money in treasury management and will regularly
monitor the yield from investment income against appropriate benchmarks for investment
performance, (see paragraph 4.7).

4.2 Creditworthiness policy
Dacorum uses the creditworthiness service provided by Link Group. This service employs a
modelling approach using credit ratings from the three main credit rating agencies.

The credit ratings of counterparties are supplemented with the following:

e credit watches and credit outlooks from credit rating agencies;
e Credit Default Swaps 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 and credit Outlooks in a
weighted scoring system which is then combined with an overlay of credit default swap
spreads resulting in a series of colour coded bands which indicate the relative creditworthiness
of counterparties. These colour codes are used by the Council to determine the suggested
duration for investments. The Council will therefore use counterparties within the following
durational bands:

e Yellow 5 years
o Dark pink 5 years for Ultra-Short Dated Bond Funds with a credit score of 1.25
e Light pink 5 years for Ultra-Short Dated Bond Funds with a credit score of 1.5



o Purple 2 years

e Blue 1 year (Nationalised or semi nationalised UK Banks only)
e Orange 1 year

e Red 6 months

o Green 100 days

e No colour not to be used

The Link creditworthiness service uses a wider array of information other than just primary
ratings. Using a risk weighted scoring system, it does not give undue preponderance to one
agency’s ratings.

Typically the minimum credit ratings criteria the Council use will be a Short Term rating (Fitch
or equivalents) of F1 and a Long Term rating of A-. There may be occasions when the
counterparty ratings from one rating agency are marginally lower than these ratings but may
still be used. In these instances, consideration will be given to the whole range of ratings
available, or other topical market information, to support their use.

All credit ratings will be monitored weekly. The Council is alerted to changes to ratings of all
three agencies through its use of Link’s creditworthiness service. If a downgrade results in
the counterparty / investment scheme no longer meeting the Council’s minimum criteria, its
further use as a new investment will be withdrawn immediately.

In addition to the use of credit ratings the Council will be advised of information in movements
in credit default swap spreads against the iTraxx European Senior Financials benchmark and
other market data daily via Passport website, provided exclusively by Link Group. Extreme
market movements may result in downgrade of an institution or removal from the Council’s
lending list.

Sole reliance will not be placed on the use of this external service. In addition the Council will
use market data and market information, information on any external support for banks to help
support its decision making process.

The expected significant levels of downgrades to short and long-term credit ratings have not
materialised since March 2020. In the main, where they did change, any alterations were
limited to outlooks, this Authority will not set a minimum sovereign debt rating for the UK.

The Reserve Account held with our Natwest (referred to as our Call Account) is not included
within the investment limits detailed above. The balances held within the reserve account are
kept to a minimum however, unexpected payments can be received and not planned for and
therefore the balance within the reserve account is not included in the invested limit with our
banking provider.

4.3 Country limits

Due care will be taken to consider the exposure of the Council’s total investment portfolio to
non-specified investments, countries, groups and sectors. The Section 151 Officer will
determine approved counterparties from countries with a minimum sovereign credit rating of
AA- from Fitch (or equivalent) as appropriate, with durations following the same colour coded
criteria, as set out in 4.2. Officers will remove counterparties from this list should ratings
change in accordance with this policy. Counterparties will only be added with approval from
the Section 151 Officer and following consultation with the treasury advisers.



4.4 Local Authority Counterparties

In light of some Local Authorities issuing S114 notices (issued by an authority’s s151 office is
of the view that expenditure of the authority is likely to exceed the resources available to meet
that expenditure), the Council has taken advice in respect of Local Authority counterparties.
This states that local authorities continue to represent a low risk investment. The Council will
continue to include Local Authority counterparties in its list of potential investment
counterparties.

4.5 Investment strategy
In-house funds: Investments will be made with reference to the core balance and cash flow
requirements and the outlook for short-term interest rates (i.e. rates for up to 12 months).

If it is thought that Bank Rates are likely to stagnate and then decline within the time horizon
being considered, as such consideration will be given to the length and types of investments
that are undertaken. with consideration given to locking in higher rates currently obtainable,
for longer periods.

Investment returns expectations: The current forecast shown in paragraph 3.3, includes a
forecast for Bank Rate to fall to a low of 3.5%.. The suggested budgeted investment earnings
rates for returns on investments placed for periods up to about three months are as follows:

Table 12: Projected Investment Returns

2025/26 4.10%
2026/27 3.70%
2027/28 3.50%
2028/29 3.50%
Later years 3.50%

As there are so many variables, caution must be exercised in respect of all interest rate
forecasts.

Investment treasury indicator and limit

Total principal funds invested for greater than 365 days. These limits are set with regard to
the Council’s liquidity requirements and to reduce the need for early sale of an investment,
and are based on the availability of funds after each year-end.

The Council is asked to approve the treasury indicator and limit:

Upper limit for principal sums invested for longer than 365 days

£m 2025/26 2026/27 2027/28

Principal sums invested for | Lower of 50% Lower of 50% of | Lower of 50% of

longer than 365 days of portfolio or portfolio or portfolio or
£40m. £40m. £40m.

For its cash flow generated balances, the Council will utilise its business reserve instant
access and notice accounts, money market funds and short-dated deposits (overnight to 100
days) to benefit from compounding interest.



4.6 Treasury Management Counterparty Limits

The Investment limits for counterparties is set as part of the annual Treasury Management
Strategy. No changes have been made for 2025/26. The Council is asked to approve the
limits below:

Table 13: Counter Party Limits:
Average Forecast DBC Investment balance 2025/26: £67.26m

Counterparty Limits
Current limit as a

Colour Band (duration Limit £m % of total average
investment
balance*

Green (3 months) 9 13.38%

Red (6 months) 11 16.35%

Orange ( 1 year) 12.5 18.58%

Purple (2 years) 12.5 18.58%

*Currently not included in the table above: the Council is able to invest in ‘yellow’ banded
counterparties (duration up to 5 years), these include investments with the DMO and MMFs,
and in ‘blue’ banded counterparties (duration up to 1 year) which are ‘part nationalised’ banks.

4.7 Investment performance / risk benchmarking

These benchmarks are simple guides to minimise risk; so may be breached from time to time,
depending on movements in interest rates and counterparty criteria.

The purpose of the benchmark is that officers will monitor the position and amend operational
strategy to manage risk as conditions change. Any breach of the benchmarks will be reported
to Cabinet, with supporting reasons in the mid-year and annual report.

Security - The Council’'s maximum security risk benchmark for the current portfolio, when
compared to historic default tables is 0.008%

Liquidity — in respect of this area the Council seeks to maintain:

e Maximum bank overdraft - £0.25m
¢ Liquid deposits of at least £5m available with a week’s notice.
o Weighted average life benchmark is expected to be around 100 days

Yield - local measures of yield benchmarks for investments is to achieve internal returns above
the 7 day SONIA (Sterling Overnight Index Average) rate.

At the financial year end, Council will report on its investment activity in its Annual Treasury
Report.

4.8 Transactional Limits

There may be occasions the Council is in receipt of large income transactions from land and
property sales etc. In these instances, every effort is made to ensure the council remains
within the counterparty limits as set by the Treasury Management Strategy. Due to the nature



of these transactions, a provision of ‘one working day’ is given to allow for surplus funds to be
redistributed from the Councils bank to available counterparties as per the creditworthiness
policy in 4.2.

4.9 External fund managers
The Council does not currently use fund managers. If deemed appropriate in the future, the
decision go through Cabinet for recommendation to Full Council.

4.10 Non - Treasury Investments

The Council recognises investment in other financial assets and property primarily for financial
return, taken for non-treasury management purposes, requires careful management. Such
activity may include loans to support service outcomes, investment in subsidiaries and
investment property portfolios and is covered by the Council’'s normal approvals processes for
revenue and capital expenditure. The Council's portfolio of investment properties are
managed as part of the Council’s asset management strategy.

4.11 The Council is supportive of the Principles for Responsible Investment (PRI) and will
seek to bring ESG (environmental, social and governance) factors into the decision-making
process for investments. The PRI is a United Nations supported initiative for incorporating
ESG issues into investment practice. This includes a Statement on ESG in Credit Risk and
Ratings, which incorporates ESG into credit ratings and analysis in a systemic and transparent
way The Council is appreciative of the Statement on ESG in Credit Risk and Ratings. The
Council uses ratings from Fitch, Moody’s and Standard & Poor’s to support its assessment of
suitable counterparties. Each of these rating agencies is a signatory to the ESG in credit risk
and ratings statement.



Appendix 1: Credit and Counterparty Risk Management

A variety of investment instruments will be used, subject to the credit quality of the institution,
and depending on the type of investment made it will fall into one of the below categories.

The criteria, time limits and monetary limits applying to institutions or investment vehicles are:

Specified Investments: All such investments will be sterling denominated, with maturities up
to maximum of 1 year, meeting the minimum ‘high’ quality criteria where applicable. (Non-
specified investments which would be specified investments apart from originally being for
longer than 12 months, will be classified as specified once the remaining period to maturity

falls to under 12 months.)

Minimum

Credit

criteria/ | Use

colour

band
Debt Management Agency Deposit Facility Yellow In-house & Fund
Term deposits — UK Government (including other | vgliow In-house & Fund
local authorities) Managers
Term deposits — banks and building societies See 4.2 In-house & Fund
Term deposits — housing associations See 4.2 In-house & Fund
Certificates of deposit issued by banks & building | See 4.2 In-house & Fund
UK Government Gilts Yellow In-house & Fund
Money Market Funds (CNAV) AAA In-house & Fund
Money Market Funds (LVNAV) AAA In-house & Fund
Money Market Funds (VNAV) AAA In-house & Fund
Ultra-Short Dated Bond Funds with a credit score | AAA In-house & Fund
Ultra-Short Dated Bond Funds with a credit score | AAA In-house & Fund
UK Government Treasury bills Yellow In-house & Fund

Term deposits with nationalised banks and banks and building societies
Minimum  Credit e .
Criteria Use ftotal ma’Furlty
investments | period
: : o In-house
UK part nationalised | See I._|nks . and  Fund {£14..5M PEr | 45 months
banks Creditworthy list institution
Managers

Non-specified Investments: These are any investments which do not meet the specified
investment criteria. A maximum of the lower of 50% of the portfolio, or £40m will be held in
aggregate in non-specified investment.




- Max.
i Use maturit
Credit Criteria rity
period
Term deposits — UK
Government and  Other | Yellow In-house & Fund Managers 5 years
Local Authorities
Te.rm. depo§|t§ — banks and See 4.2 In-house & Fund Managers 5 years
building societies
Certificates of deposit issued
by banks and building | See 4.2 In-house & Fund Managers 5 years
societies
UK
Gilt Funds sovereign In-house & Fund Managers 5 years
rating
UK Government gilts Yellow In-house & Fund Managers 5 years
Bonds issued by multilateral AAA In-house & Fund Managers 5 years
development banks

Accounting treatment of investments. The accounting treatment may differ from the
underlying cash transactions arising from investment decisions. To ensure the Council is
protected from adverse revenue impacts, we will review accounting implications of new
transactions before they are undertaken.



Appendix 2- Treasury Management Principle 1: Risk Management (Extract from
Treasury Management Principles and Practices

Treasury Management Practice 1: Risk Management

The responsible officer will, in accordance with the procedures set out in TMP6 Reporting
Requirements and Management Information Arrangements:

o Design, implement and monitor all arrangements for the identification, management and
control of treasury management risk;

e Report at least annually on the adequacy/suitability thereof;

e Report, as a matter of urgency, the circumstances of any actual or likely difficulty in
achieving the organisation’s objectives in this respect;

In respect of each of the following risks, the arrangements which seek to ensure compliance
with these objectives are set out in this document.

Liquidity Risk Management

Dacorum Borough Council (DBC) will ensure it has adequate, though not excessive cash
resources, borrowing arrangements, overdraft or standby facilities to enable it at all times to
have the level of funds available which are necessary for the achievement of its
business/service objectives.

DBC will only borrow in advance of need where there is a clear business case for doing so,
and will only do so for the current capital programme or to finance future debt maturities.

Liquidity risk is the risk cash will not be available when required. This can jeopardise the ability
of the Council to carry out its functions, or disrupt those functions being carried out in the most
cost-effective manner. The Council will ensure its cash flow forecasting gives as accurate a
picture as possible of income and expenditure, and the resulting daily cash balances.

Amounts of Approved Minimum Cash Balances and Short-term Investments

The Treasury Management team shall seek to minimise the balance held in the Council’s main
bank accounts at the close of each working day, to minimise credit interest foregone and
overdraft interest payable. Borrowing and lending shall be arranged, in conjunction with ‘auto-
sweeping’ of balances, to achieve this aim.

Investment of Short-Term Funds

Each morning the Bank’s daily forecast figures are aggregated with any other anticipated cash
flows (e.g. cash courier receipts, RTB funds flows income) to produce a consolidated forecast
balance for the end of the day. Any short-term credit balance will be either:

o Transferred in to the Council’s Call Account with its bankers NatWest plc (RBS); or
Placed in a Business Reserve Account with selected approved counterparties who offer
this facility;

e Placed into a Money Market Fund.

All funds lodged in these ways are instantly available if required.



The Council receives interest if its consolidated balance on any particular night shows a credit
balance.

Bank Overdraft Arrangements

A £0.25m net overdraft facility is available with the Council’s bankers. Overdraft charges are
only applicable if the Council’'s consolidated balance on any particular night is overdrawn, and
charged in line with the Bank Contract.

Short-Term Borrowing Facilities

Short-term borrowing is very rarely required. If undertaken, this is done through brokers on
the London Money Market, or Public Works Loan Board. Approved borrowing limits are set
out in the Treasury Management Strategy Statement.

Insurance/Guarantee Facilities

There are no specific insurance on guarantee facilities as the above arrangements are
regarded as adequate to cover all unforeseen occurrences.

Interest Rate Risk Management

DBC will manage its exposure to fluctuations in interest rates with a view to containing its
interest costs, or securing its interest revenues, in accordance with the amounts provided in
its budgetary arrangements, as described in TMP6 Reporting Requirements and Management
Information Arrangements.

The Council will achieve this by the prudent use of its approved financing and investment
instruments, methods and techniques. This will be done primarily to create stability and
certainty of costs and revenues, whilst at the same time retaining a sufficient degree of
flexibility to take advantage of unexpected (potentially advantageous) changes in the level or
structure of interest rates. The above is subject to the consideration and, if required, approval
of any policy or budgetary implications.

Interest rate risk is the risk unexpected changes in interest rates expose the Council to greater
costs or a shortfall in income than budgeted. The Council will minimise this risk by seeking
expert advice on forecasts of interest rates from treasury management consultants and
discussing with them its strategy for the coming year for the investments and debt portfolios.
It will also determine appropriate limits and trigger points as set out below.

The limits and strategy are set out in the annual Treasury Management Strategy Statement
including details on the approved interest rate exposure limit, trigger points and guidelines for
managing changes to interest rate levels and minimum/maximum proportions of variable/fixed
rate debt and interest. The strategy is produced before the start of each financial year and
periodically reviewed during the year to see if modifications are required in the light of actual
movements in interest rates.

Forward Dealing

Consideration will be given to dealing on forward periods dependent upon market conditions.
Investments may be agreed weeks or months in advance if market conditions suggest this is
appropriate. Any forward deals, whose maturity date is over one year hence at the time the
investment is agreed, will only be undertaken with the approval of the Section 151 Officer.



Occasionally investments are agreed a few days in advance for administrative convenience
(e.g. due to annual leave).

Callable Deposits

The Council will use callable deposits. The credit criteria and maximum periods are set out in
the Schedule of Specified and Non-Specified Investments in the Treasury Management
Strategy Statement.

Exchange Rate Risk Management
Dacorum Borough Council will manage its exposure to fluctuations in exchange rates so as to
minimise any detrimental impact on its budgeted income/expenditure levels.

Exchange rate risk is the risk unexpected changes in exchange rates expose the Council to
greater costs or a shortfall in income than budgeted. The Council has a minimal exposure to
exchange rate risk as it has no powers to enter into loans or investments in foreign currency
for treasury management purposes. It will seek to minimise what risk it does have by using
the policies below.

Approved Criteria for Managing Changes in Exchange Rate Levels

As a result of the nature of the Council’s business, the Council may have an exposure to
exchange rate risk from time to time. This will mainly arise from the receipt of income or the
incurring of expenditure in a currency other than sterling.

The Council will adopt a full hedging strategy to control and add certainty to the sterling value
of any foreign currency transactions above £10,000 in value (at the prevailing exchange rate).
This will mean the Council will eliminate all material foreign exchange exposures as soon as
identified.

Where there is a contractual obligation to receive income or make a payment in a currency
other than sterling at a date in the future, forward foreign exchange transactions will be
considered, with professional advice, to comply with this full cover hedging policy for material
foreign currency transactions. Unexpected receipt of foreign currency income will be
converted to sterling at the earliest opportunity unless the Council has a contractual obligation
to make a payment in the same currency at a date in the future. In this instance, the currency
will be held on deposit to meet this expenditure commitment.

Credit and Counterparty Risk Management

Dacorum Borough Council regards the primary objective of its treasury management activities
to be the security of the principal sums it invests. The Council will ensure its counterparty lists
and limits reflect a prudent attitude towards counterparties with whom funds may be deposited.
Furthermore, the Council will limit its investment activities to the instruments, methods and
techniques referred to in TMP4 Approved Instruments, Methods and Techniques and listed in
the schedule to this document.

The Council also recognises the need to have, and will therefore maintain, a formal
counterparty policy in respect of organisations from which it may borrow or enter into other
financing arrangements.

Credit and counterparty risk is the risk of failure by a third party to meet its contractual
obligations under an investment, loan or other commitment, especially due to deterioration in
its creditworthiness, which causes the Council an unexpected burden on its capital or revenue
resources.



As a holder of public funds, the Council recognises its prime responsibility to always put first
preserving the principal of sums it invests. Consequently, it will optimise returns
commensurate with the management of the associated risk.

Criteria to be used for Creating/Managing Approved Counterparty Lists/Limits

The Council places a strong reliance on its treasury adviser Link Group to help manage credit
and counterparty risk. Link has much greater market expertise and direct access to market
knowledge than the Council. None the less, the Council recognises all advice provided by Link
is precisely that, and full responsibility for all counterparties used, and investments placed,
rests entirely with the Council.

The three elements to managing credit and counterparty risk are:
1) Determining ‘Specified and ‘Non-Specified’ Investments criteria;

2) Determining ‘Approved Lending Policy’, which sets out minimum credit criteria, duration and
monetary amount limits;

3) Managing the Approved Lending List (or list of counterparties).

Specified and Non-Specified Investments

The Council will determine through its Treasury Management Strategy the credit criteria for
various investment instruments in the ‘Specified’ and ‘Non-Specified’ Investments categories.
Specified Investments are sterling investments of not more than one year maturity (or the
ability to be repaid within one year), meeting the minimum ‘high’ rating criteria and require
‘minimal procedural formalities’. Non-specified investments are any other type of investment.
Maximum amounts and maturity periods along with overall limits are set out in the Treasury
Management Strategy Statement.

Lending Policy

The Lending Policy is based on Link guidance. This uses different ratings combinations and
allocates those meeting the minimum criteria a colour as set out in the Treasury Management
Strategy Statement. The Council has allocated each of these colour bands a maximum
duration and amount. Any changes to the Treasury Management Statement require Full
Council approval.

Money Market Funds

Money Market Funds will be used in line with the Councils’ Treasury Management Strategy.
Funds used will be reviewed on at least an annual basis in March, unless market conditions,
trends and external advice suggests reviews should be undertaken sooner.

Approved Lending List

The list of approved counterparties is derived from applying the limits in the Treasury
Management Strategy to the weekly ratings list of deposit takers provided by Link. The list
includes domestic and foreign banks, building societies, supranational institutions and multi-
lateral development banks. It is supplemented by a ratings alert service for changes to the
ratings of individual counterparties.



If the Council uses external fund managers, they will adhere to the Council’s counterparty
credit criteria and maximum individual limits; however fund managers may use a subset of the
derived counterparty list.

The Regulatory and Financial Accounting Team is responsible for maintaining the Approved
Lending List on the Council’'s Investment System and for ensuring any changes are
communicated to the fund manager, where appropriate.

A full copy of the Council’'s approved counterparties, along with their individual amount and
duration limits, will be included in the Treasury Management Annual Report.

Refinancing Risk Management

The Council will ensure its borrowing, private financing and partnership arrangements are
negotiated, structured and documented, and the maturity profile of the monies so raised are
managed, with a view to obtaining offer terms for renewal or refinancing, if required, which are
competitive and as favourable to the Council as can reasonably be achieved in the light of
market conditions prevailing at the time.

The Council will actively manage its relationships with its counterparties in these transactions
in such a manner as to secure this objective, and will avoid over-reliance on any one source
of funding if this might jeopardise achievement of the above.

Refinancing risk is the risk when loans or other forms of capital financing mature, they cannot
be refinanced where necessary on terms reflecting assumptions made in formulating the
budget.

Debt / Other Capital Financing Maturity Profiling, Policies and Practices

Due to Housing Self Finance in March 2012, the Council acquired over a thirty year period
fixed term loans from the Public Works Loan Board (PWLB). This transaction was subject to
detailed reports and approvals, and a specific audit.

The Council borrowed in May 2015 to support General Fund Capital Expenditure. Borrowing
activities and strategies and limits are identified within the Treasury Management Strategy
Statement.

The Council will establish through its Prudential and Treasury Indicators the amount of debt
maturing in any year/period.

Any debt rescheduling will be considered when the difference between the refinancing rate
and the redemption rate is most advantageous and the situation will be continually monitored
in order to take advantage of any perceived anomalies in the yield curve. The reasons for
rescheduling will include:

e the generation of cash savings at minimum risk;
e to reduce the average interest rate;
¢ to amend the maturity profile and /or the balance of volatility of the debt portfolio.

Rescheduling will be reported to Cabinet at the meeting immediately following its action.

Projected Capital Investment Requirements



Regular updates are made to the Authority’s revenue and capital budget projections. These
projections identify the key capital items (both expenditure and income) forecast for
forthcoming years, and this analysis is used to ensure the Council will have sufficient funds
available in forthcoming years. The responsible officer will also draw up a capital strategy
report giving a longer term view.

Capital expenditure and long-term liabilities definition will follow recommended accounting
practice.

Policy Concerning Limits on Revenue Consequences of Capital Financing

The Council will consider all the resources currently available/estimated for the future together
with the totality of its capital plans, revenue income and revenue forecasts for the forthcoming
year and the two following years and the impact these will have on council tax and housing
rent levels. It will take into account affordability in the longer term beyond this three year
period. The Council will use the definitions in the Prudential Code for borrowing, capital
expenditure, financing costs, investments, net borrowing, net revenue stream, and other long-
term liabilities.

Whenever major capital projects are planned, a full examination is taken of the potential
revenue impact. Issues considered include revenue costs/benefits resulting directly from the
project, and the impact on revenue of interest receipts foregone as a consequence of capital
investment proposed.

Capital Receipts Generated by the HRA to fund Capital expenditure

For each Right to Buy council house disposal, the Council retains the ‘“1-4-1’ receipt, which
can be used to fund 40% of new build expenditure within 5 years. Any unused ‘1-4-1’ receipts
are to be returned to Government with interest.

The Council can also use 100% of its non- Right to Buy Housing receipts and a small
proportion of right to buy council house sales relating to adjusted allowable debt and the local
authority’s share capital. Receipts under £10,000 are not subject to pooling.

Legal and Regulatory Risk Management

Dacorum Borough Council will ensure that all of its treasury management activities comply
with its statutory powers and regulatory requirements. It will demonstrate such compliance, if
required to do so, to all parties with whom it deals in such activities. In framing its credit and
counterparty policy under TMP1[4] Credit and Counterparty Risk Management, it will ensure
that there is evidence of counterparties’ powers, authority and compliance in respect of the
transactions they may effect with the Council, particularly with regard to duty of care and fees
charged.

The Council also recognises that future legislative or regulatory changes may impact on its
treasury management activities and, so far as it is reasonably able to do so, will seek to
minimise the risk of these impacting adversely on the organisation.

Legal and regulatory risk is the risk either the Council or a third party it is dealing with in its
treasury management activities, acts outside of its legal powers or regulatory requirements
and as a result the Council incurs loss.

References to Relevant Statutes and Regulations



The treasury management activities of the Council shall comply fully with legal statute,
guidance, Codes of Practice and the regulations of the Council. These are:

Legislation

Statutes

Local Government Finance Act 1988 section 114 — duty on the responsible officer to
issue a report if the Council is likely to get into a financially unviable position.

Requirement to set a balanced budget - Local Government Finance Act 1992 section
32 for billing authorities.

Local Government Act 2003 and (Commencement No.1 and Transitional Provisions
and Savings) Order 2003

Local Authorities (Capital Finance and Accounting) (England) Regulations 2003 and
Amendments.

Local Authorities (Capital Finance) (Consequential, Transitional and Savings
Provisions) Order 2004

Local Government and Public Involvement in Health Act 2007 s238 (2) — power to
issue guidance; to be used re: MRP

The Local Government Pension Fund Scheme (Management and Investment of
Funds) Regulations 2009

Localism Act 2011

Accounts and Audit Regulations 2015
Statutory Guidance on Investments 2018
Statutory Guidance on MRP 2018

Exiting the European Union financial services: The Money Market Funds (Amendment)
(EU Exit) Regulations 2019

Guidance and codes of practice

CIPFA’s Treasury Management Codes of Practice and Guidance Notes 2021

CIPFA Prudential Code for Capital Finance in Local Authorities Guidance Notes
revised 2021

CIPFA Local Authority Capital Accounting - a reference manual for practitioners

CIPFA Guide for Chief Financial Officers on Treasury Management in Local Authorities
1996

CIPFA Standard of Professional Practice on Treasury Management 2002

CIPFA Standard of Professional Practice on Continuous professional Development
2005

CIPFA Standard of Professional Practice on Ethics 2006



. The Good Governance Standard for Public Services 2004

. LAAP Bulletins

. CIPFA Code of Practice on Local Authority Accounting in the United Kingdom: A
statement of recommended Practice

. PWLB circulars on Lending Policy

. The UK Money Markets Guide. Formally the Financial Conduct Authority’s Code of

Market Conduct

Dacorum Borough Council

The Council’s Standing Orders;

The Council’s Financial Regulations;

The Council’s Scheme of Delegation;

The Council’s Treasury Management Strategy;

The Council’s Treasury Management Practices — Principles & Practices;

Procedures for Evidencing the Council’s Powers / Authorities to Counterparties
The Council’s powers to borrow and invest are contained in legislation as follows:
Investing: Local Government Act 2003, section 12;

Borrowing: Local Government Act 2003, section 1;

Required Information from Counterparties Concerning their Powers / Authorities

Lending shall only be made to counterparties on the Council’s Approved Lending List. This list
has been compiled using advice from the Council’s treasury advisers based upon credit
ratings supplied by various credit agencies and the Councils own data.

Statement on the Council’s Political Risks and Management of these Risks

The Chief Financial Officer shall take appropriate action with the Council, the Chief Executive
and the Leader of the Council to respond to, and manage appropriately, political risks such as
a change of the majority Group, in the Leader of the Council or a change of Government.

Monitoring Officer

The Monitoring officer is the Assistant Director Legal and Democratic Services. The duty of
this officer is to ensure treasury management activities of the Council are lawful.

Chief Financial Officer/ S151 Officer

The Chief Financial Officer is the S151 Officer. The duty of this officer is to ensure financial
affairs of the Council are conducted in a prudent manner and report to the Council if he/she
has concerns as to the financial prudence of its actions or its expected financial position.

The Deputy S151 Officer is the Head of Financial Services, who can deputise fully for the
S151 Officer.



7. Fraud, Error and Corruption, and Contingency Management
Dacorum Borough Council will ensure that it has identified any circumstances that may expose
it to the risk of loss through fraud, error, corruption or other eventualities in its treasury
management dealings. Accordingly, it will employ suitable systems and procedures, and will
maintain effective contingency management arrangements, to these ends.

Fraud, error and corruption risk is the risk the Council may fail to employ adequate systems,
procedures and other arrangements which identify and prevent losses through such
occurrences. The Council will:

a) Seek to ensure an adequate division of responsibilities and maintenance at all times of
an adequate level of internal check which minimises such risks;

b) Fully document all its treasury management activities so there can be no possible
confusion as to what proper procedures are;

c) Ensure staff will not be allowed to engage in treasury management activities until they
have had proper training in procedures; and then subject to an adequate and appropriate
level of supervision

d) Ensure records are maintained of all treasury management transactions, so there is a full
audit trail and evidence of the appropriate checks being carried out.

Details of Systems and Procedures to be followed, Including Internet Services

Authority

The Council’s Financial Regulations sets out the Council’s delegation arrangements with
regard to Treasury Management. These are summarised in TMP?5.

Investment and Borrowing Transactions

Adequate and effective cash flow forecasting records are maintained on the Council’s
Investments system to support any decisions made to place investments.

A detailed register of all investments is maintained within the Council’s Investments system.
This includes full details of counterparty limits, along with other information including
investment amounts, value and maturity dates, interest rates, and gross interest receivable.

All transactions placed through brokers, Link’'s Agency Treasury Services (ATS) or via direct
dealing are confirmed, showing details of the transaction. Written confirmation is received from
both broker and borrower and checked against the dealer’s records. Any discrepancies are
immediately reported to the Finance Manager Financial and Regulatory Accounting for
resolution. The Council does not send any confirmations of its own.

Regularity and Security

All lending, for investment purposes, is only made to counterparties on the Council’s Approved
Lending List. This list provides individual authorisation limits for each counter party.

Most Investments are paid direct into the appropriate counterparty’s bank account (as advised
by the broker or counterparty), and investments are repaid direct from the counterparty into
the Council’'s General Account. The exception is investments using Link Agency Treasury



Services. These are paid to the Link ATS trustee account and then repaid to the Council’s
General Account.

Counterparty limits are set for every institution that the Council invests with.

Brokers have been provided with a list of named Council officials who are authorised to place
investments on the Council’s behalf.

The Council’s Bank holds a list of Council officers who are authorised signatories. Updates of
this list are notified to the bank when current authorised signatories leave, or new signatories
join. Notifications of amendments are only accepted by the bank if they are signed by an
existing (non-departing) authorised signatory.

All investments are paid by CHAPS instruction though the online banking system. This is
undertaken by two of the authorised bank account signatories and the officer agreeing an
investment cannot be one of the signatories for that particular investment.

Checks

The Investment System balances are reconciled to the balance sheet ledger codes at the end
of each month and at the financial year-end. The System includes comprehensive
reconciliation checks back to the Council’s banking system to ensure all investments are
correctly recorded and processed.

Emergency and Contingency Planning Arrangements

All computer files are backed up on the server to enable files to be accessed from remote
sites.

The Council’s Investment and banking systems are both internet based so can be accessed
from any site or computer, subject to the user having the appropriate access and security
information.

Insurance Cover Details

The Council has Crime insurance cover. This policy covers loss resulting directly from any
crime committed by any employee or any third party. The total limit of indemnity provided is
£1,000,000, a policy excess of £100,000 for each and every claim applies.

The Council also has Officials Indemnity cover. This provides cover in respect of the Council's
legal liability to pay claimant's damages and costs for financial losses arising as a result of the
negligent acts or accidental errors and omissions of Council employees, occurring in the
course of their duties. The limit of indemnity is £5,000,000, a policy excess of £75,000 for each
and every claim applies.

The Council has Business Interruption cover as part of its property insurance. This covers
additional costs of working and loss of revenue if an insured event occurs.

8. Market Risk Management
Dacorum Borough Council will seek to ensure that its stated treasury management policies
and objectives will not be compromised by adverse market fluctuations in the value of the



principal sums it invests, and will accordingly seek to protect itself from the effects of such
fluctuations.

Market risk is the risk through adverse market fluctuations in the value of principal sums, the
Council borrows and invests, its stated policies and objectives are compromised, against
which it had failed to protect itself adequately. The Council does not currently have exposure
to investments whose capital may fluctuate (gilts, Corporate Deposits), and will only undertake
such activities on discussion with the S151 Officer and Portfolio Holder (Corporate and
Commercial Services), and if the current Investment Strategy allows such investments.

9. Environmental, Social and Governance Factors

The Council is supportive of the Principles for Responsible Investment and will seek to bring
ESG (environmental, social and governance) factors into the decision-making process for
investments. The Council is appreciative of the Statement on ESG in Credit Risk and Ratings
which incorporates ESG into credit ratings and analysis in a systemic and transparent way.
The Council uses ratings from Fitch, Moody’s and Standard & Poor’s to support its assessment
of suitable counterparties. Each of these rating agencies is a signatory to the ESG in credit
risk and ratings statement.



Appendix 3 — Link Asset Services’ Approved Lending List — UK Banks and Financial

Institutions

DBC
Country | Counterparty ng;:‘;id Current

Limit (M)
U.K Al Rayan Bank Plc 6 months 11
U.K Bank of Scotland PLC (RFB) 12 months 12.5
U.K Barclays Bank PLC (NRFB) 6 months 11
U.K Barclays Bank UK PLC (RFB) 6 months 11
U.K Clydesdale Bank PLC 6 months 11
U.K Co-operative Bank PLC (The) 100 days 9
U.K Goldman Sachs International Bank 6 months 11
U.K Handelsbanken Plc 12 months 12.5
U.K HSBC Bank PLC (NRFB) 12 months 12.5
U.K HSBC UK Bank Plc (RFB) 12 months 12.5
U.K Lloyds Bank Corporate Markets Plc (NRFB) 6 months 11
U.K Lloyds Bank Plc (RFB) 6 months 11
U.K National Bank Of Kuwait (International) PLC 6 months 11
U.K NatWest Markets Plc (NRFB) 12 months 12.5
U.K Santander Financial Services plc (NRFB) 6 months 11
U.K Santander UK plc 6 months 11
U.K SMBC Bank International Plc 6 months 11
U.K Standard Chartered Bank 6 months 11
U.K The Royal Bank of Scotland Plc (RFB) 12 months 12.5
U.K Coventry BS 100 days 9
U.K Leeds BS 100 days 9
U.K Nationwide BS 6 months 11
U.K Skipton Building Society 6 months 11
U.K Yorkshire BS 6 months 11




Appendix 4: Treasury management roles and scheme of delegation

Full Council

receiving and reviewing reports on treasury management activities;

approval of annual strategy;

approval oflamendments to the organisation’s adopted clauses and treasury
management policy statement;

budget consideration and approval,

approval of the division of responsibilities;

receiving and reviewing regular monitoring reports and acting on recommendations;

Cabinet

reviewing the treasury management strategy and reports and making
recommendations to the responsible body.

The S151 (responsible) officer

recommending clauses, treasury management policy/practices, reviewing regularly,
and monitoring compliance;

submitting regular treasury management policy reports;

submitting budgets and budget variations;

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;

approving the selection of external service providers and agreeing terms of
appointment;

approving the use of non-UK counterparties as appropriate;

preparation of a capital strategy to include capital expenditure, capital financing, non-
financial investments and treasury management, with a long term time frame;
ensuring the capital strategy is prudent, sustainable, affordable in the long term and
provides value for money;

ensuring due diligence has been carried out on all investments and is in accordance
with the risk appetite of the authority.

ensure that the authority has appropriate legal powers to undertake expenditure on
non-financial assets and their financing

ensuring the proportionality of all investments so that the authority does not undertake
a level of investing which exposes the authority to an excessive level of risk compared
to its financial resources

ensuring that an adequate governance process is in place for the approval, monitoring
and ongoing risk management of all non-financial investments and long term liabilities

provision to members of a schedule of all non-treasury investments including material
investments in subsidiaries, joint ventures, loans and financial guarantees



ensuring that members are adequately informed and understand the risk exposures
taken on by an authority

ensuring that the authority has adequate expertise, either in house or externally
provided, to carry out the above

creation of Treasury Management Practices which specifically deal with how non
treasury investments will be carried out and managed, to include the following: -

Risk management (TMP1 and schedules), including investment and risk management
criteria for any material non-treasury investment portfolios;

Performance measurement and management (TMP2 and schedules), including
methodology and criteria for assessing the performance and success of non-treasury
investments;

Decision making, governance and organisation (TMP5 and schedules), including a
statement of the governance requirements for decision making in relation to non-
treasury investments; and arrangements to ensure that appropriate professional due
diligence is carried out to support decision making;

Reporting and management information (TMP6 and schedules), including where and
how often monitoring reports are taken;

Training and qualifications (TMP10 and schedules), including how the relevant
knowledge and skills in relation to non-treasury investments will be arranged.



