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AGENDA
TO RECEIVE APOLOGIES FOR ABSENCE
SUBSTITUTES
PUBLIC QUESTIONS & STATEMENTS
To receive questions / statements from the public, if any.
MINUTES

To approve as a correct record the minutes of the meeting of the
Overview and Scrutiny Committee held on 121" January 2022.

ITEMS OF URGENT BUSINESS

To determine any other items of business which the Chairman decides
should be considered as a matter of urgency pursuant to Section
100B(4)(b) of the Local Government Act 1972.

DECLARATIONS OF INTEREST

Members are asked at this stage to declare any interests that they may
have in any of the following items on the agenda. The Code of Conduct
for Members requires that declarations include the nature of the interest
and whether it is a disclosable pecuniary interest.

PETITIONS FROM MEMBERS OF THE PUBLIC
To consider any petitions received from members of the public.

CONSIDERATION OF ANY MATTER REFERRED TO THE
COMMITTEE BY A MEMBER

To consider any requests made by non-executive Members of the
Council, and notified to the Monitoring Officer with seven clear working
days’ notice, to include an item on the agenda of the Overview and
Scrutiny Committee.

RESPONSES OF THE COUNCIL OR THE CABINET TO THE
COMMITTEE'S REPORTS OR RECOMMENDATIONS

To consider any responses of the Council or the Cabinet to the
Committee’s reports or recommendations:

At the meeting held on 31% January 2022 Cabinet accepted the
recommendation to increase parking charges in-line with CPI inflation.
The recommendation to increase season ticket prices in-line with CPI
inflation was not accepted.
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10.

CAPITAL STRATEGY 2022 - 2023

Summary: This report sets out the Council’s Capital
Strategy for the year 2022-23. It sets out
the Council’s approach to the deployment
of capital resources in meeting the
Council’s overall aims and objectives
while providing the strategic framework
for the effective management and
monitoring of the capital programme.

Options This report must be prepared to ensure

Considered: the Council complies with the CIPFA
Treasury Management and Prudential
Codes.

Conclusions: The Council is required to approve a

Capital  Strategy to  demonstrate
compliance with the Codes and
establishes the strategic framework for
the management of the capital
programme.

Recommendations: That Cabinet recommends to Full
Council that;

(@) The Capital Strategy and
Prudential Indicators for 2022-
23 are approved.

Reasons for Approval by Council demonstrates

Recommendation: compliance with the Codes and provides
a framework within which to consider
capital investment decisions.

LIST OF BACKGROUND PAPERS AS REQUIRED BY LAW

(Papers relied on to write the report, which do not contain exempt information and which
are not published elsewhere)

None

Cabinet Member(s) Ward(s) affecte
Clir E Seward

Contact Officer, telephone number and email: Lucy Hume, 01263
516246, lucy.hume@north-norfolk.gov.uk
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11.

INVESTMENT STRATEGY 2022/23

Summary:

Options Considered:

Conclusions:

Recommendations:

Reasons

Recommendation:

Cabinet Member(s)

Clir E Seward

Contact

Officer,

for

This report sets out details of the Council’s
investment activities and presents a strategy
for the prudent investment of the Council’s
resources.

Alternative investment and debt options are
continuously appraised by the Council’s
treasury advisors, Arlingclose and all
appropriate options are included within this
Strategy.

The preparation of this Strategy is
necessary to comply with the guidance
issued by the Department of Levelling Up,
Housing & Communities (DLUHC).

That the Council be asked to RESOLVE
that The Investment Strategy is
approved.

The Strategy provides the Council with a

flexible investment strategy enabling it to
respond to changing market conditions.

Ward(s) affected: All

telephone number and email: Lucy Hume,

Lucy.Hume@north-norfolk.gov.uk, 01263 516246
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12.

TREASURY MANAGEMENT STRATEGY 2022/23

Summary: This report sets out details of the Council’s
investment activities and presents a strategy
for the prudent investment of the Council’s

resources.

Options Considered: Alternative investment and debt options are
continuously appraised by

treasury advisors,

Strategy.

Conclusions: The preparation of this Strategy is necessary

the Council’s
Arlingclose and all
appropriate options are included within this

to comply with the guidance issued by CIPFA.

Recommendations: That the Council be asked to RESOLVE that

The Treasury Management Strategy is
approved.
Reasons for The Strategy provides the Council with a
Recommendation: flexible investment strategy enabling it to

respond to changing market conditions, and
ensures the Council complies with CIPFA

guidance.

Cabinet Member(s)
Clir E Seward

Contact Officer, telephone number and
lucy.hume@north-norfolk.gov.uk 01263 516246

Ward(s) affected: All

email:

Lucy Hume,
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13.

FEES AND CHARGES 2022-23

Summary:

Options considered:

Conclusions:

Recommendations:

Reasons for
Recommendations:

This report recommends the fees and charges
for 2022-23 that will come into effect from April
2022.

Alternatives for the individual service fees and
charges now being proposed will have been
considered as part of the process in arriving at
the fees presented within the report.

The fees and charges as recommended have
been used to inform the income budgets for the
2022/23 budget.

That Cabinet agree and recommend to Full
Council:

a) The fees and charges from 1 April 2022 as
included in Appendix A.

b) That Delegated Authority be given to the
Section 151 Officer, in consultation with the
Portfolio Holder for Finance and relevant
Heads of Service, to agree those fees and
charges not included within Appendix A as
required as outlined within the report

To approve the fees and charges as set out in
the report that will have been used to support
the 2022/23 budget process.

LIST OF BACKGROUND PAPERS AS REQUIRED BY LAW
(Papers relied on to write the report, which do not contain exempt information and which

are not published elsewhere)

Current fees and charges

Cabinet Member(s)
ClIr E Seward

Contact Officer, telephone number and email:
Lucy Hume, 01263 516246, lucy.hume@north-norfolk.gov.uk

47 - 68


mailto:lucy.hume@north-norfolk.gov.uk

14.

CROMER PIER PAVILION THEATRE - PIER MANAGEMENT

CONTRACT

Summary:

Conclusions:

Recommendations:

This report provides members with an update
in respect of the pier management contract
operated by openwide coastal in the context of
the ongoing uncertainty around the covid
pandemic.

The report details the current arrangements for
management of the contract of the pier
pavilion theatre in cromer, in the context of
when the current contract was awarded in
early 2019; and considers the changed
circumstances, issues and risks being faced
by the operator during the 2020 and 2021
seasons and looking into the future due to the
covid pandemic.

The report details a number of options
available to the council in seeking to support
the current operator respond to these
unprecedented circumstances in future years
thereby maintaining the unique end of the pier
show and other theatre offering provided
through the cromer pier pavilion theatre.

The Coronavirus pandemic, including periods
of lockdown and subsequent restrictions
during the twenty-two months since March
2020, and ongoing uncertainty for the arts
sector through 2022 and beyond, has
presented significant challenges to the
Council’s operating partner for Cromer Pier
and Pavilion Theatre - Openwide Coastal.

Whilst Openwide has competently managed
this challenging situation, this is not without
significant risks to the business relative to the
contract awarded by the Council in February
2019, and in order to secure its long term
future it is appropriate for the Council to
consider how it might work with the company
to manage future risks in the operation of the
Pavilion Theatre, if not the wider Pier offering.

Cabinet is therefore recommended to:

a) Agree now to the extension of the pier
management contract at the end of its
current ten-year term for five years to March
2033 (as allowed for under the contract) so
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Cabinet member(s):
CliIr Virginia Gay

Contact Officer,
number, and e-mail:

that the additional costs / losses incurred
by Openwide in supporting the contract
over the past two years due to COVID might
be recovered — i.e. Option 1 as detailed
within Section 5 of the report.

b) Agree that the Council is prepared, in
principle, to explore further with Openwide
a risk-sharing approach in underwriting the
costs of investment in the 2022 Seaside
Special production recognising the
challenges presented by the COVID
pandemic on audience figures during 2021
and the continued uncertainty for the 2022
summer season given that planning and
investment in the 2022 production is
already underway - i.e. Option 3 as detailed
within Section 5 of the report.

c) The Council agrees to make budgetary
provision in the current financial year of up
to £45,000 to upgrade the bar and food
service area within the Pavilion Theatre

d) Agree that the Council works closely
with Openwide to explore broadening the
offer of the Pier as outlined in Options 4 and
5 of Section 5 of the report so as to attract
new audiences, visitors and income to the
Pier.

Ward(s) affected:
Cromer Town / All

telephone Karl Read Leisure and Cultural
Services Manager
Tel: 01263 516002
Email:- Karl.Read@north-

norfolk.gov.uk
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15.

16.

WASTE CONTRACT: VERBAL UPDATE

To receive a verbal update from the Director for Communities on the

progress made by the waste contractor on delivering a revised target

operating model.

UPDATE: SCRUTINY PANEL - ENVIRONMENT & QUALITY OF LIFE 77-78

To receive an update on progress from the Chairman of the Panel and
agree the draft Work Programme for the six-month trial period.

WORK PROGRAMMES

17.

18.

19.

THE CABINET WORK PROGRAMME 79 - 82
To note the upcoming Cabinet Work Programme.
OVERVIEW & SCRUTINY WORK PROGRAMME AND UPDATE 83-92

To receive an update from the Scrutiny Officer on progress made with
topics on its agreed work programme, training updates and to receive
any further information which Members may have requested at a
previous meeting.

EXCLUSION OF THE PRESS AND PUBLIC
To pass the following resolution, if necessary:

“That under Section 100A(4) of the Local Government Act 1972 the
press and public be excluded from the meeting for the following items of
business on the grounds that they involve the likely disclosure of exempt
information as defined in paragraph _ of Part | of Schedule 12A (as
amended) to the Act.”
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Agenda Item 4

OVERVIEW & SCRUTINY COMMITTEE

Minutes of the meeting of the Overview & Scrutiny Committee held on Wednesday, 12
January 2022 in the Council Chamber - Council Offices at 9.30 am

Committee Mr N Dixon (Chairman) Mr S Penfold (Vice-Chairman)
Members Present:

Mr H Blathwayt Mr P Heinrich

Dr V Holliday Mrs E Spagnola

Mr A Varley Mr C Cushing

Mr A Brown Mr P Fisher
Other Members Mr N Lloyd (Observer) Mr J Rest (Observer)
Present:

Mr E Seward (Observer) Miss L Shires (Observer)

Mr J Toye (Observer)
Officers in Democratic Services and Governance Officer - Scrutiny (DSGOS),
Attendance: Director for Resources/Section 151 Officer (DFR), Director for Place

& Climate Change (DPCC), Democratic Services & Governance
Officer (DSGO), Chief Technical Accountant (CTA), Project Manager
North Walsham Heritage Action Zone (PMNW), Economic Growth
Manager (EGM), Climate & Environmental Policy Manager (CEPM)
and Assistant Director for Sustainable Growth (ADSG)
121 TO RECEIVE APOLOGIES FOR ABSENCE
Apologies were received from Clir N Housden and ClIr L Withington.
122 SUBSTITUTES
Clir T Adams.
123 PUBLIC QUESTIONS & STATEMENTS
None received.

124 MINUTES

Minutes of the meeting held on 8" December 2021 were approved as a correct
record and signed by the Chairman.

125 ITEMS OF URGENT BUSINESS
None received.
126 DECLARATIONS OF INTEREST
None declared.
127 PETITIONS FROM MEMBERS OF THE PUBLIC

None received.
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128

129

130

131

CONSIDERATION OF ANY MATTER REFERRED TO THE COMMITTEE BY A
MEMBER

None received.

RESPONSES OF THE COUNCIL OR THE CABINET TO THE COMMITTEE'S
REPORTS OR RECOMMENDATIONS

None to report.

NORTH WALSHAM HIGH STREET HERITAGE ACTION ZONE PROJECT
UPDATE: JANUARY 2022

The ADSG introduced the report and informed Members that the placemaking
scheme consultation had concluded in the autumn, with responses now published
on the Council’'s website. The PMNW reported that technical surveys had been
undertaken parallel to the consultation, with designs amended and ready to move
into the construction stage of the project. She added that restoration of the Cedars
had progressed to the procurement stage, and that architects had been appointed
for the building improvement scheme.

Questions and Discussion

i. Clir S Penfold noted that he had been working with officers and schools to
develop the town as an open classroom and learning resource. He added
that for this to work, it was necessary to establish a learning base, and asked
whether this to be incorporated into the Cedars renovation project. The
PMNW replied that the proposals for the Cedars project did include the
development of an indoor activity space, and it was suggested that this would
be ideally placed to support the proposals.

RESOLVED
To receive and note the update.
PRE-SCRUTINY: DRAFT NET ZERO STRATEGY AND ACTION PLAN

Clir N Lloyd — Portfolio Holder for Environmental Services, Climate Change and
Environment introduced the report and informed Members that addressing climate
change was crucially important. He added that failure to limit carbon emissions now,
would result in higher costs at a later date, and it was therefore key to help reduce
carbon emissions now and lead by example. It was stated that reducing the
Council’'s carbon emissions would require an organisation-wide approach to meet
the objective of net zero by 2030. Clir N Lloyd informed Members that the Strategy
and Action Plan outlined the process by which this would be achieved, using an
evidence based approach. The CEPM referred to the declaration of a climate
emergency in April 2019, from which the Net Zero Strategy had arisen, and informed
Members that the Council had worked with external consultants to determine the
Council’s carbon baseline and develop the Strategy. She added that the Strategy
would remain an agile document that could be updated as and when necessary to
allow a flexible approach. It was noted that actions outlined in the Plan were yet to
be costed, and funding would need to be agreed on a case by case basis, with some
projects expected to generate modest savings. The CEPM stated that whilst the
Strategy would feed into the Government’s 2050 target, it was not a legally binding
document. She added that the Strategy would be promoted once approved, and any
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failure to adhere to the Strategy could result in reputational risk to the Council.

Questions and Discussion

i.  The Chairman noted that the Strategy was a crucial element of the Corporate
Plan and suggested that it was important that it was given adequate time and
attention for Members to fully understand and be able to promote it. He
added that it would be prudent to recommend that Members be provided with

an additional briefing on the Strategy in advance approval by Council.

ii.  ClIr S Penfold reiterated the Chairman’s comments and asked whether there
was any opportunity to better establish Member’s role in the development
and promotion of the Strategy. The Chairman asked whether this could be
considered in advance of the Strategy being reviewed by Council. Clir N
Lloyd agreed that it should be given consideration, and noted that videos
documenting the development of the Strategy were still available on

YouTube, and further training could be provided, if requested.

iii.  Clir J Toye stated that he was cautious of the Strategy being too prescriptive
with regards to Member involvement, and suggested that training should
focus on what Members could do, rather than what they should. The
Chairman agreed and noted that flexibility would be crucial for Member

involvement as each ward had different requirements.

iv.  Clr P Heinrich sought assurances that the Strategy would be measured
against recognised standards, and that monitoring would take place on at
least an annual basis. Clir N Lloyd replied that whilst carbon reduction
strategies were an emerging area, the Council was using internationally
recognised methods for converting energy usage into Carbon emissions
data. The CEPM added that the Greenhouse Gas Protocol outlined the three
scopes of emissions monitoring and calculations that had been used to
develop the Strategy. It was noted that the Council had worked with
experienced consultants to develop the Strategy to ensure best practice. Clir
P Heinrich asked how progress would be monitored, to which Clir N Lloyd
replied that emissions data would reported on annually. The ADSG added
that a standardised system of collecting, monitoring and reporting data
against annual targets would help to ensure the Council was on-track to

achieve its 2030 target.

v.  ClIr V Holliday said that the strategic aspects of the document were excellent,
but asked whether the action plan could be prioritised, and whether a more
graphic interpretation of the plan could be provided. She added that the
visitor economy had also received little mention, despite being an enormous
element of the District's economy. Clir N Lloyd agreed that prioritisation was
an important point, with contracts and assets being the highest contributors
to emissions that could be given higher priority. The CEPM added that the
document was in draft form and it was expected that visual improvements
would be made to the Strategy to make it clearer and easier to understand.

vi.  ClIr A Brown noted the intention to develop a scorecard to see performance
at a glance, and suggested that he would also expect performance to be

included within quarterly performance reports.

vii.  ClIr C Cushing suggested that it would be helpful to have actions prioritised
with a timeframe for each project, to improve performance monitoring. He
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132

added that each project would likely have an associated cost, and asked
when these would be known. Cllr N Lloyd replied that costs had not been
included at this stage as the Strategy covered a nine year period within which
costs could be expected to fluctuate. He added that achieving the net zero
target would require capital expenditure, though many projects could also be
expected to generate savings. It was suggested that projects could also be
defined in terms of emissions reductions, rather than solely by cost, and this
information could be prepared on an annual basis. The Chairman suggested
that it may be helpful to include estimated costs within the MTFS subject to
change, as this would allow for better financial preparation. It was confirmed
that consideration would be given to including estimated costs.

viii.  The Chairman reiterated comments regarding an all Member briefing and
proposed that this be arranged in advance of the Strategy being considered
by Full Council, to ensure that Members have a comprehensive
understanding of the Strategy and how to promote it. The proposal was
seconded by ClIr H Blathwayt, alongside a request for an evening session to
be held for those unable to attend a briefing during work hours.

RESOLVED

1. Torecommend the adoption of the Draft Net Zero Strategy and Action Plan,
subject to amendments suggested by the Committee.

2. To request that an all Member briefing be arranged in advance of Cabinet
and Council to ensure that Members have a comprehensive understanding
of the Strategy and how to promote it.

ACTIONS

1. Consideration to be given to including estimated costs of the Net Zero
Strategy and Action Plan within the MTFS.

MARKET TOWNS INITIATIVE PROCESS REVIEW & MONITORING

The DSGOS introduced the report and informed Members that whilst most projects
were complete, the MTI Project had run for much longer than originally anticipated,
primarily as a result of delays caused by Covid-19. He added that several notable
projects had been picked up by local press, such as public events that had brought
hundreds of visitors into town centres, re-occupied empty high street shops and a
project that had led to further grant funding success. In terms of process, it was
noted that the available resource for the project was limited, which had placed
constraints on the time available to monitor projects. The DSGOS noted that the
project also sought to allow applicants the freedom to manage and develop their
own projects, which had worked well in most cases, though issues were outlined in
the report. He added that projects were still active in Stalham and Holt, with
monitoring in place and support offered to help bring the projects to completion.

Questions and Discussion

i. Clir S Penfold noted thanks to officers for delivering the project and
suggested that if a similar scheme were run again in the future, assurances
must be sought that dedicated resource is available to fully resource the
project. He added that any future projects could also utilise phased grant
payments to ensure that projects were delivered on a more timely basis,
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though this would require additional resource.

ii.  Clir A Brown thanked officers for their work and praised funding of the Holt
Chamber of Commerce rebranding, which had allowed Love Holt to work
with commercial landlords to offer vacant units to start-up businesses. He
then asked whether this initiative had been shared with other towns and
whether it had been replicated. The DSGOS replied that he had informed
other towns of the initiative, but was yet to see any replication of the scheme.

iii. Clir E Seward referred to the North Walsham Project where funding had
been used to reinvigorate the precinct area, and noted that whilst it took time
to see the benefits of the project, there were signs of increased footfall and
trade in the area.

iv.  ClIr L Shires thanked officers for their work and noted that as Chair of the
MTI Working Group, allowing applicants flexibility during Covid-19 had been
crucial. She added that the Stalham archway was a standout success and
asked whether it would be helpful to seek feedback from applicants. The
DSGOS agreed that it would be helpful to seek feedback and stated that it
was unfortunate that so many projects completed during the Pandemic were
unable to be promoted and celebrated in the way they deserved. He added
that it could be useful for the Communications Team to prepare a summary
news item to cover the successes achieved by the project. The Chairman
agreed that this would be worthwhile, especially for residents that were
unaware of how the projects had been funded.

RESOLVED

1. To note the overall success of the MTI Grant Fund, review the process and
continue to monitor ongoing projects.

ACTIONS

1. To request that the Communications Team prepare a news item covering
the outcomes and successes of the MTI Project.

PRE-SCRUTINY: REVIEW OF CAR PARKING CHARGES

The DFR introduced the report an informed Members that it was yet to be discussed
by Cabinet, and the Committee were asked to consider the options to make
recommendations on a key income source for the Council. It was noted that
forecasted budget deficits created pressure to increase funding streams where
possible, to strengthen the Council financial position. The DFR stated that there
were significant costs required to fund the discretionary services that supported
tourism in excess of £2m, whilst parking charges had not been increased since
2016. He added that it was therefore appropriate to consider whether charges could
be increased to help address the Council’s financial sustainability. It was noted that
the Council’s inflation also stood at approximately £1m per year, which placed
further pressure on the budget. The DFR stated that at present, car parking income
amounted to approximately £1.6m, with charges payable from 8.00am to 6.00pm
across three tariffs including coastal, resort and standard. He added that the majority
of parking income was generated by coastal car parks on a seasonal basis, with
limited free parking available in some inland market towns to support businesses.
The DFR summarised existing ticket and payment options, and noted that any
changes would require a statutory parking order to ratify the changes.
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Questions and Discussion

Clir P Heinrich noted that it was regrettably clear that prices had to rise to
account for the impact of inflation, however he felt that the increases should
not exceed the CPI inflation rate, as residents were already suffering from
cost of living increases. He added that tourists must contribute to the cost of
services, and noted that North Norfolk charges were lower than many
neighbouring areas, and it was therefore reasonable to consider increases of
25-30% during peak season. Clir P Heinrich suggested that he would also
like to see parking charges remain low in market towns to help businesses,
whilst he was supportive of season tickets increases in-line with CPI inflation,
so long as they were only available to residents. He added that evening
parking should remain free in market towns, alongside consideration of free
Sunday parking to better support hospitality businesses.

Cllr T Adams stated that he was in favour of reasonable price increases tied
to CPI inflation, and suggested that these should be focused on high tourism
areas. He added that there had been a notable increase in the use of Council
services during the Pandemic, and it was clear that this had created
additional cost pressures that had to be covered. Clir T Adams stated that he
was encouraged to see strong usage of free short stay parking in Stalham
and North Walsham, with hopes that this would be retained. He added that
overall the strategy needed to focus on the customer experience, with
technology such as ANPR and app payments to address long wait times for
ticket purchases. It was noted that Clir T Adams was also supportive of
residential season tickets, retaining free night-time parking, and improving
electronic signage between car parks. In response to a question from Clir T
Adams it was confirmed that other income and rentals related to sections of
car parks used as site compounds for developers, with a rent charged based
in lost parking revenue. The DFR added that it was a fairly inconsistent
income, as it was dependent on local development within close proximity to
the Council’s car parks.

It was confirmed in response to a question from Clir S Penfold that car
parking inspectors and wardens were contracted employees from BCKLWN.
Clir S Penfold asked whether this remained cost-effective, or whether this
service could be brought in-house. The DFR replied that the contract had
been in place for a number of years and BCKLWN were able to provide a an
efficient service as their wardens covered a number of districts, as well as
the on-street parking enforcement across the County, with back office
arrangements to support this. He added that any contract that came up for
renewal would be considered alongside alternate options, in which case
ANPR could be considered, though legislation precluded local authorities
from using this technology, and it would require the establishment of a
separate company. In response to a question from the Chairman, it was
suggested the contract would be due for renewal in approximately two years,
though this would need to be confirmed.

Cllir T Adams referred Members to the Parking Partnership that met at NCC
to discuss on-street parking with a non-voting NNDC representative
attending meetings, and suggested he could provide a future update on
discussions if desired.

Clir A Brown stated that he was pleased to see a commercial approach to the
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Vi.

Vii.

viii.

Xi.

Xil.

Xiii.

Council’s car parking arrangements, and noted that it had taken too long to
reach this point. He added that price increases linked to CPI inflation would
be approximately five pence per year, which was low given that this was an
opportunity to significantly reduce forecasted deficits. Clir A Brown asked
when any proposed changes would come into effect, and whether these
would be in place ready for the tourism season. The DFR replied that the
project proposal included a timeline, with any proposed changed planned to
be in place for the start of July, ready for the peak tourism season.

Cllr P Fisher stated that the Wells area had been extremely busy during the
winter season, and he was not concerned that raising prices would deter
tourism in the area.

Cllr C Cushing expressed disappointment that this was the only commercial
proposal available, and noted that the proposals to employ two further
officers for car parking management would diminish any additional income
gained.

ClIr V Holliday stated that she was unsupportive of seasonal increases as it
was evident that car parks were busy year round in coastal areas. She added
that there were also differences between towns, and whilst free Sunday
parking might be acceptable in some areas, it would not be financially viable
in Holt as this was a particularly busy day. The DFR stated that he would
respond via email on EVCP income, to a follow-up question from Clir V
Holliday.

Cllr J Toye stated that there were many factors that determined how and
where people parked, and it was unlikely that increasing charges would have
a negative impact on visitor numbers. He added that greater efforts should
be placed on directing tourists to the correct car parks with better signage.

Clir H Blathwayt asked whether any comparison had been made with
privately operated car parks that could be used to inform price increases.
The DFR replied that there had been no full comparison or dialogue
previously, though significant providers such as Holkham Estate were
included in the report for review. He added that the market for private parking
was reasonably limited in all but a select few areas.

Clir L Shires noted that a quick calculation with CPI linked price increase
over the last five years would have equated to approximately £1.5m of
additional income for the Council, and suggested it was necessary to for
price increases to offset the cost of discretionary services related to tourism.

The Chairman summarised comments and noted that the Committee were
generally supportive of option 1B, to recommend seasonal price increases,
linked to CPI inflation. He added that the Committee also appeared
supportive of option 2, to recommend increases to season ticket prices,
again linked to CPI inflation. It was noted that the proposal to establish new
posts for car parking management would require a full business case to be
properly considered by the Committee.

Cllr T Adams suggested that comments were more complex than the options
presented in the report, and asked whether firm recommendations should be
made on this basis. ClIr P Heinrich added that it would be helpful to receive a
further report before making recommendations. It was confirmed following a
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request from the Chairman, that any request to bring an additional report to
OSC would delay the introduction of any changes beyond the start of the
peak tourism season. Clir P Heinrich suggested that options 1B and 2 should
be merged into a recommendation, taking into account the comments of the
Committee.

xiv.  An informal vote was taken on the options outlined in the report with a
majority of the Committee in favour of options 1B and 2.

Xv.  Options 1B and 2 with price increases linked to CPI inflation were proposed
as a recommendation by ClIr P Heinrich and seconded by Clir E Spagnola.

RESOLVED
1. To recommend to Cabinet that consideration is given to increasing car
parking charges in-line with the following options:

e Option 1 (b) — consideration of seasonal price increases for coastal car
parks with prices tied to CPIl inflation from date of previous increases.

e Option 2 — consideration of season ticket price increase with prices tied
to CPl inflation from date of previous increases.

ACTIONS

1. If considered appropriate to progress proposals for additional staff to
support car park management and development of new income streams,
then a detailed business case be prepared showing net financial and
service delivery benefits.

PRE-SCRUTINY: DRAFT MEDIUM TERM FINANCIAL STRATEGY 2023-26
INCORPORATING DRAFT BASE BUDGET 2022-23

Clir E Seward — Portfolio Holder for Finance and Assets introduced the report and
informed Members that efforts to produce the draft budget were constrained by
restrictive timescales, as the provisional financial settlement had only been received
on 16™ December. He added that with the report required by 4" January, preparation
time was particularly restricted by the Christmas period, which meant that many
aspects of the budget were based on predictions at this stage. Clir E Seward
referred to the general fund summary and noted that whilst net operating
expenditure was not expected to change, many funding streams could be lost that
would result in significant deficits. It was noted that funding reviews could be delayed
for several years, in which case, forecasted deficits would not be applicable in the
immediate future. Clir E Seward stated that the administration would have been
supportive of increased commercialisation, however changes in legislation meant
that this was no longer possible.

Questions and Discussion

i. The Chairman sought clarification on whether Council’'s could use their
existing funds to support commercialisation projects, if they didn't need to
borrow money to fund them. Clir E Seward replied that this was correct,
however it was noted that borrowing of any kind would be difficult if the
Council had self-funded a commercial venture. The CTA confirmed that the
Public Works Load Board (PWLB) would effectively ban any Council from
borrowing that had recently undertaken a commercial project, even if self-
funded. She added that this would present an issue as the PWLB were the
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136

137

Council’s key source for borrowing.

Cllr C Cushing referred to the Zero Based Budgeting (ZBB) exercise and
asked whether this had revealed anything significant. Clir E Seward replied
that it had given Cabinet and officers a better understanding of the financial
pressures and demands faced by all departments of the Council. He added
that it had also highlighted other issues, such as capitalising the coastal
scheme to provide additional security, and ensuring that growth related to the
key objectives of the Corporate Plan. The CTA noted that as this was the first
time the Council had undertaken ZBB, the key aim was determine the costs
required to deliver the Corporate Plan, which had now been included with the
draft budget.

Clir A Brown asked when officers would receive final confirmation of income,
in advance of Council agreeing the budget in February. The CTA replied that
there were different areas of uncertainty around income generation, though
this primarily related to grants from Central Government, that were expected
in the first week of February. She added that business rates projections were
also expected to be complete by the end of January, alongside Council Tax
projections, with an assumed increase to be confirmed by Council in
February.

RESOLVED

To note the report.

THE CABINET WORK PROGRAMME

The DSGOS informed Members that recommendations on car parking charges
would go to the January 31% Cabinet meeting, and a key decision on renewal of the
leisure contract was also expected in the months ahead.

RESOLVED

To note the Cabinet Work Programme.

OVERVIEW & SCRUTINY WORK PROGRAMME AND UPDATE

The DSGOS informed Members that February was expected to be a busy
meeting, though the Reef Project Review would be delayed until either March
or April to allow more operational time prior to preparing the report. He added
that arrangements had also been made for the Police and Crime
Commissioner to attend the March meeting, to provide a briefing on the
Police, Crime and Community Safety Plan, alongside an update on the Safer
Norfolk Plan reviewed previously.

Members were informed that no response had been received from EEAST
on the RRYV letter.

RESOLVED

To note the Overview & Scrutiny Work Programme.

EXCLUSION OF THE PRESS AND PUBLIC
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The meeting ended at 12.11 pm.

Chairman
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Agenda ltem 6

N

Declarations of Interest at Meetings

NORTH
NORFOLK
DISTRICT
COUNCIL

When declaring an interest at a meeting, Members are asked to indicate whether their interest in the matter is
pecuniary, or if the matter relates to, or affects a pecuniary interest they have, or if it is another type of interest
Members are required to identify the nature of the interest and the agenda item to which it relates. In the case
of other interests, the member may speak and vote. If it is a pecuniary interest, the member must withdraw
from the meeting when it is discussed. If it affects or relates to a pecuniary interest the member has, they have
the right to make representations to the meeting as a member of the public but must then withdraw from the
meeting.

Have you declared the interest in the register of interests as a pecuniary interest? If Yes, you will need to
withdraw from the room when it is discussed.

Does the interest directly:
1. Affect yours, or your spouse / partner’s financial position?
2. Relate to the determining of any approval, consent, licence, permission or registration in relation to you
or your spouse / partner?
3. Relate to a contract you, or your spouse / partner have with the Council
4. Affect land you or your spouse / partner own
5. Affect a company that you or your partner own, or have a shareholdingin

If the answer is “yes” to any of the above, it is likely to be pecuniary.

Please refer to the guidance given on declaring pecuniary interests in the register of interest forms. If you have
a pecuniary interest, you will need to inform the meeting and then withdraw from the room when it is
discussed. If it has not been previously declared, you will also need to notify the Monitoring Officer within 28
days.

Does the interest indirectly affect or relate to any pecuniary interest you have already declared, or an interest
you have identified at 1-5 above?

If yes, you need to inform the meeting. When it is discussed, you will have the right to make representations
to the meeting as a member of the public, but must then withdraw from the meeting.

Is the interest not related to any of the above? If so, it is likely to be another interest. You will need to declare
the interest, but may participate in discussion and voting on the item.

Have you made any statements or undertaken any actions that would indicate that you have a closed mind on
a matter under discussion? If so, you may be predetermined on the issue; you will need to inform the meeting
and when it is discussed, you will have the right to make representations to the meeting as a member of the
public, but must then withdraw from the meeting.

FOR GUIDANCE REFER TO THE FLOWCHART OVERLEAF
PLEASE REFER ANY QUERIES TO THE MONITORING OFFICER IN THE FIRST INSTANCE

DEVELOPMENT COMMITTEE MEMBERS SHOULD ALSO REFER TO THE PLANNING PROTOCOL
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N

Declarations of Interest at Meetings

NORTH
NORFOLK
DISTRICT
COUNCIL

DECLARING INTERESTS FLOWCHART — QUESTIONS TO ASK YOURSELF

What matters are being discussed at the meeting?

A 4

Pecuniary Interest

Related Pecuniary

Other Interest

Do any relate to an interest | have?

A Have | declared it as a pecuniary interest?
OR
B Does it directly affect me, my partner or spouse’s financial position, in
particular:
= employment, employers or businesses;
= companies in which they are a director or where they have a shareholding of more than
£25,000 face value or more than 1% of nominal shareholding;
= land or leases they own or hold;
= contracts, licenses, approvals or consents

NO

v VYES

If you have not
already done so,
notify the
Monitoring
Officer to update
your declaration
of interests

The interest is pecuniary —
disclose the interest,
withdraw from the meeting
by leaving the room. Do not
try to improperly influence
the decision

v

The interest is related to a YES Does the matter indirectly affect or relate
p;ﬁcu_n;ary I?tetrtehSt. DIS(;!OSE B to a pecuniary interest | have declared, or
e Interest at the meeting. < a matter noted at B above?
You may makerepresentation
as a member of the public,
but then withdraw from the
room
NO
\ 4
The interest is not pecuniary
inpe?;;f;e(lstiss zI(Z) L;reptﬁceuizltz?ést YES Have | declared the interest as an
at the.meeting You may < ‘other’ interest on my declaration
L - : . of interest form? OR
participate in the meeting and
vote Does it relate to a matter
highlighted at B that impacts upon
my family or a close associate?
OR
You are unlikely to have No Does it affect an organisation | am
an interest. You do not < involved with or a member of? OR
need to do anything
further. Is it a matter | have been, or have
lobbied on?
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Agenda Item 10

Capital Strategy 2022-23

This report sets out the Council’s Capital Strategy for the year
2022-23. It sets out the Council’'s approach to the deployment of
capital resources in meeting the Council’'s overall aims and
objectives while providing the strategic framework for the effective
management and monitoring of the capital programme.

Summary:

: : . This report must be prepared to ensure the Council complies with

Options Considered: :
P the CIPFA Treasury Management and Prudential Codes.

The Council is required to approve a Capital Strategy to

demonstrate compliance with the Codes and establishes the

strategic framework for the management of the capital

programme.

Conclusions:

Recommendations: That Cabinet recommends to Full Council that;

(a) The Capital Strategy and Prudential Indicators for 2022-23
are approved.

Reasons for Approval by Council demonstrates compliance with the Codes
Recommendation: and provides a framework within which to consider capital
investment decisions.

LIST OF BACKGROUND PAPERS AS REQUIRED BY LAW

(Papers relied on to write the report, which do not contain exempt information and which are not published elsewhere)

None

Cabinet Member(s) Ward(s) affected: All

Contact Officer, telephone number and email: Lucy Hume, 01263 516246,
lucy.hume@north-norfolk.gov.uk

1 Introduction

1.1 The CIPFA Prudential Code for Capital Finance in Local Authorities 2017 and
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1.2

Treasury Management in the Public Services Code of Practice and Cross-
Sectoral Guidance Notes 2017 Edition require Local Authorities to publish a
Capital Strategy each year. Under the provisions of the Local Government Act
2003, Local Authorities are required to operate within the guidance of the
Prudential Code (the Code) with regard to capital investment decisions.

This Capital Strategy sets out the Council’s approach and process to the
deployment of capital resources in meeting the Council’s overall aims and
objectives. It also provides a strategic framework for the effective management
and monitoring of the capital programme, within which the Council will work in
formulating the strategies for individual services. It is a primary document for all
capital decision making, together with the Corporate Plan and other strategies.

2 Capital Expenditure

2.1

2.2

2.3

2.4

2.5

The Corporate Plan sets out what the Council intends to do between 2019 and
2023. It focuses on six priorities which will influence how we move forward:

o Local Homes for Local Need

. Boosting Business Sustainability and Growth
. Customer Focus

o Climate, Coast and the Environment

. Financial Sustainability and Growth

o Quality of Life
The Council’s capital works can be used to help deliver these priorities.

All capital projects are considered and prioritised as part of the Council’s overall
budget process, with affordability in relation to the Medium Term Financial
Strategy (MTFS) being a key issue. The revenue implications and funding of any
approved bids are included within the Council’s revenue budget forecasts to
identify the resultant effects on future Council Tax levels.

The business case and options appraisal methodology is applied to all significant
projects (those with a capital cost of over £50,000). The options appraisal should
be undertaken by the relevant manager (project leader) initially.

The business case considers the full options appraisal as evidence to support
the recommended option as required. The options analysis will cover elements
such as risk, sensitivity and cost benefit analysis and will seek to identify the
option that delivers maximum benefit at the lowest or most appropriate cost.

Projects that generate future income streams for the Council, for example
industrial estates and other Commercialisation projects are also viewed
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2.6

3.1

3.2

3.3

3.4

3.5

3.6

positively within the evaluation process. The Asset Management Plan framework
helps to identify these assets in order to ensure the revenue implications are
again fully accounted for in the decision-making process for the disposal of
assets.

The Current approved Capital Programme (as at December 2020) can be found
as part of the Council’s draft Budget papers (Appendix C1).

Medium and Long Term Funding Strategy

There are a number of sources of funding available to the Council for capital
schemes (capital grants/contributions, capital receipts, borrowing etc). Revenue
funding is also available via a Revenue Contribution to Capital Outlay (RCCO),
however it should be noted that the scope for using revenue resources for capital
purposes is limited.

Funding from capital receipts is forecast for the next three years to ensure a level
of internal resources is maintained and can support future projects. It should
however be noted that these are only forecasts at the present time and
anticipated balances at the end of the period are based on the current approved
capital budget.

The current Capital Programme is funded from grants and contributions, capital
receipts from the disposal of assets and from the Council’s own reserves, internal
and external borrowing. Whilst capital funding is available to invest in new assets
or in improving existing assets, the impact on the revenue account due to the
loss of investment income is always a key consideration.

The Council has access to short or long term borrowing if required to finance
capital expenditure. Although business cases for new capital projects are
modelled on the assumption that borrowing will be required (to reflect a ‘worst
case scenario’ in terms of cost), the decision to borrow externally is ultimately a
treasury one, and is made closer to the time when expenditure is actually
incurred, taking into account available cash balances, the opportunity cost of
investments, and the exposure to interest rate and credit risks.

It is a requirement of the new CIPFA code that the Council consider alternative
means of financing if required. The Council is aware of the opportunities that may
be realisable through a Private Finance Initiative (PFI). The Procurement
Strategy includes guidance on appraising Private Public Partnerships in the
context of service delivery, and emphasises that obtaining ‘value for money’
means choosing the optimum combination of whole life costs and benefits to
meet the customer’s requirements. This is not necessarily the lowest initial price
option and requires an assessment of the ongoing revenue/resource implications
as well as initial capital investment.

The Council recognises the importance of attracting ‘new money’ into the district
and wherever possible supports match funding requests. When identifying and
planning new schemes, the Council will try to maximise all external sources of
finance without reducing the effectiveness of the scheme.

Page 15



4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

Asset Management and Commercial Activities

The Council has a diverse range of land and property held to meet its Corporate
Objectives and values as outlined in the Council’s Corporate Plan. Land and
property assets can play a key role in reducing Council budget deficits and
generating both capital and revenue income. The Council can use its assets
more effectively to meet tough financial targets both through reducing costs and
generating income.

In the main the Council will adopt a “buy and hold” strategy for property
investments. This is where the Council purchases an asset and lets it to generate
revenue income, whilst retaining it for the long term. A long term investment is
considered to be of 10 years and over. Whilst it cannot be guaranteed, in the
long term a good overall rate of return is anticipated allowing for a cyclical
property market.

In terms of development opportunities, the Council may seek to “buy and hold”
assets for the medium term where it sees a strategic advantage of doing so, for
example land assembly for town center regeneration or acquiring land to develop
in a phased approach to minimise risk of oversupply and for cash flow purposes.

The Council may also seek to “buy and sell on” an asset in the short to medium
term of between 1 — 5 years. For example, where there is opportunity to secure
good terms or a low price enabling a surplus to be made from a sale or
redevelopment.

Further information can be found in the Council’s Land and Property Acquisition
Policy.

The Council seeks to achieve a spread of risk across a greater number of assets
and by acquiring properties across the range of commercial property types,
including: retail, leisure/tourism, office and industrial assets.

The Council has a small portfolio of commercial assets to rent within the district.
These are identified within the Asset Management Plan as being held by the
Council primarily for the purpose of generating income to support the Councils,
revenue and capital budgets. Whilst generating income, returns and financial
independence to support the delivery of services, there are a number of benefits
to the Council, the community, tourist and business sector from the Council
commercial portfolio including promoting strategic regeneration, increasing
business rate and council tax income and supporting tourism.

Where assets are identified as being surplus to requirements and not achieving
required financial or service delivery performance targets, they can be
considered for disposal to provide useable capital receipts, which can then be
redirected to achieve the Council’s objectives. Further information can be found
in the Council’s Disposal Policy.

The Council’s Property Services Team has historically managed the Council
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property portfolio with support of the Finance team, Eastlaw and Economic
Development. Different types of commercial property require different levels of
resource to manage effectively. Business Centers with easy in and out terms,
tend to be more management intensive due to the relatively high turnover of
tenants, in comparison to the longer leases of industrial units, where typically
tenants have responsibility for full maintenance/repairs and insuring.

4.10 Asset management undertaken includes:

Rent collection and rent arrears management

Service charge reviews and collection

Building and grounds maintenance, testing of appliances and monitoring
Tenant liaison

Marketing and re-letting empty units

Negotiating terms of rent reviews and new leases

Expiry of leases, lease renewals and terminations

Dilapidations

An increase to the portfolio will require additional resource to manage effectively
which could be achieved by additional staff for internal management or
appointing experienced commercial agents for external management. Assets
held outside of the district would require external resource to manage the assets
effectively. In the coming months, the Council will be undertaking surveys across
its asset portfolio in order to identify areas for investment in terms of repairs and
ongoing maintenance. This will inform future year’'s Revenue budgets and ensure
the ongoing viability of the asset portfolio.

4.11 Successful delivery of the Council’s vision for Capital investment relies on the

5.1

5.2

skills and culture of the organisation being appropriate. Members, Statutory
Officers, and those with decision making powers keep their relevant knowledge
up-to-date through CPD schemes, workshops with treasury advisers and other
relevant bodies and networking with other authorities to share best practice.
Information is disseminated between parties within the organisation when
appropriate.

Debt Management and MRP Statement

Where a local authority finances capital expenditure by debt, it must put aside
resources to repay that debt in later years. The amount charged to the revenue
budget for the repayment of debt is known as the Minimum Revenue Provision
(MRP). There has been no statutory minimum amount to be applied since 2008,
although the Local Government Act 2003 does require authorities to have regard
to the Department for Communities and Local Government’'s Guidance on
Minimum Revenue Provision 2012, which is currently undergoing a revision,
subject to consultation.

The Guidance requires that the Council approve an Annual MRP Statement in
advance of each financial year, and identifies a number of options for calculation
of a prudent provision for MRP. Whilst there are four alternative methods
available for this calculation, only two apply to new borrowing under the
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5.3

5.4

5.1

5.2

Prudential system for which no Government support is being given, i.e. borrowing
which is intended to be self-financed.

All Council decisions made in relation to capital expenditure will be reviewed on
their own merits and the most equitable treatment will be introduced in respect
of the financing of these schemes. For the purposes of existing schemes and
those proposed for the coming financial years where borrowing has been
assumed, the Council will be applying the Asset Life Basis (Option 3 under the
DLUHC Guidance). This allows MRP to be charged to the revenue account
across the estimated life of the assets that are being funded, in accordance with
the regulations.

For capital expenditure loans to third parties that are repaid in annual or more
frequent instalments of principal, the Council will make nil MRP, but will instead
apply the capital receipts arising from principal repayments to reduce the capital
financing requirement instead. In years where there is no principal repayment,
MRP will be charged in accordance with the MRP policy for the assets funded
by the loan, including where appropriate, delaying MRP until the year after the
assets become operational.

Prudential Indicators

Under the Prudential Code the Council is required to set and approve a range of
performance indicators each year in line with the budget and Treasury
Management Strategy, and to monitor them during the year. Under these
arrangements local authorities are allowed to enter into borrowing to support
capital spending as long as they are able to demonstrate that they can afford to
do so.

Authorised Limit for External Debt

The Council has an integrated Treasury Management Strategy and manages its
treasury position in accordance with its approved strategy and practice. Overall
borrowing will therefore arise as a consequence of all the financial transactions
of the Council, and not just those arising from capital spending reflected in the
CFR. The Council is required to set for the coming year and he following two
financial years an authorised limit for its total gross external debt, separately
identifying borrowing from other long term liabilities. The Authorised Limit sets
the maximum level of external debt on a gross basis (i.e. excluding investments)
for the Council. It is measured against all external debt items (i.e. long and short
term borrowing, overdrawn bank balances and long term liabilities). The
indicator separately identifies borrowing from other long term liabilities such as
finance leases. It is consistent with the Council’s existing commitments, its
proposals for capital expenditure and financing and its approved Treasury
Management policy statement and practices. The Authorised Limit is the
statutory limit determined under Section 3(1) of the Local Government Act 2003
(referred to in the legislation as the Affordable Limit).

| | 2022/23 | 2023/24 | 2024/25 | 2025/26 |
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£m £m £m £m

Authorised limit 28.400 28.400 28.400 28.4000
for borrowing
Authorised limit 3.000 3.000 3.000 3.000

for other long-
term liabilities
Authorised 31.400 31.400 31.400 31.400
limit for
external debt

5.3 Operational Boundary for External Debt

The Council is required to set for the forthcoming financial year and the following
two financial years an operational boundary for its total external debt, excluding
investments, separately identifying borrowing from other long-term liabilities. The
Operational Boundary is based on the same estimates as the Authorised Limit
reflecting the most likely, prudent but not worst case scenario, and without the
additional headroom included within the Authorised Limit for unusual cash

movements.
2022/23 2023/24 2024/25 2025/26
£m £m £m £m
Operational 23.530 23.530 23.530 23.530
boundary  for
borrowing
Operational 2.000 2.000 2.000 2.000
boundary  for
other long-term
liabilities
Operational 25.530 25.530 25.530 25.530
boundary for
external debt

5.4 Capital Expenditure

Local Authorities are required by the Prudential Code to ensure that the level of
proposed capital expenditure remains within sustainable limits and, in particular,
to consider the impact on Council Tax. The Council is required to make
reasonable estimates of the total capital expenditure that it plans to incur during
the forthcoming year and at least the following two financial years.

2022/23 2023/24 2024/25 2025/26
£m £m £m £m
Estimated 7.297 2.227 1.970 1.870

Capital
Expenditure

5.5 Capital Financing Requirement
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5.6

6

The Capital Financing Requirement (CFR) measures the Council’s underlying
need to borrow for a capital purpose. The calculation of the CFR is taken from
the amounts held in the Balance Sheet relating to capital expenditure and
financing. The Council is required to make reasonable estimates of the total
capital financing requirement at the end of the forthcoming financial year and the
following two years as shown in the table below. The total CFR indicated in the
table relates in part to vehicles and equipment used on the Council’s refuse and
car park management contracts. These are recognized under IFRS accounting
regulations which require equipment on an embedded finance lease to be
recognized on the balance sheet. The CFR takes into consideration the Cabinet
decision to provide loan advances to Registered Providers under the Local
Investment Strategy. Although initially this will increase the CFR, the capital
receipts generated by the annual repayments on the loans will be applied to
reduce the CFR across subsequent years. This is a key indicator for prudence.
In order to ensure that over the medium term debt will only be for a capital
purpose, the Council should ensure that debt does not, except in the short term,
exceed the total of the capital financing requirement in the preceding year plus
the estimates of any additional capital financing requirement for the current and
next two financial years.

2022/23 2023/24 2024/25 2025/26
£m £m £m £m

CFR 9.208 8.217 7.225 6.234
Less: Other 0.000 0.000 0.000 0.000
Debt Liabilities
Estimated 9.208 8.217 7.225 6.234
Capital
Financing
Requirement

Proportion of Financing Costs to Net Revenue Stream

The Council is required to estimate for the following financial year and the
following two years the proportion of financing costs to net revenue stream. This
is an indicator of affordability and highlights the revenue implications of existing
and proposed capital expenditure by identifying the proportion of the revenue
budget required to meet financing costs. The definition of financing costs is set
out in the Prudential Code and is based on the costs net of investment income.

2022/23 2023/24 2024/25 2025/26
£m £m £m £m
Financing cost (0.989) (0.984) (1.080) (1.080)
(net)
Net Revenue 15.578 14.203 13.436 13.751
Stream
Ratio -6.35% -6.93% -8.04% -7.86%

Links to other Strategies and Plans
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6.1

6.2

6.3

6.4

8

9

The Council has fully integrated its Capital Strategy as part of its strategic
financial planning process and this policy influences both the production of the
MTFS and the capital and revenue budget planning process. The Strategy is also
linked to the other main asset related policies, namely the Asset Management
Plan, the Land and Property Acquisition Policy, the Commercial Property
Strategy, the Land and Property Disposals Policy.

The Treasury Management Strategy details the Council’s treasury management
arrangements to manage the Council’s cash flow, including the anticipated use
of reserves, so as to maximise income from investments and minimise interest
payments on borrowing, whilst minimising the risk to the Council’s assets. This
strategy can influence the potential receipts available for funding capital and will
also directly inform any borrowing decisions for capital purposes.

The Procurement Strategy seeks to ensure that Value for Money is achieved in
all of the Council’s procurement decision-making activities and systems. The
guidance should be applied by all Officers in conjunction with the requirements
incorporated within the Council’'s Contract Standing Orders and Financial
Regulations and has great relevance to preparing capital bids.

The Capital Strategy is also aligned with the Risk Management Strategy, and
managers are required to consider risk when completing the standard business
case pro-forma.

Financial Implications and Risks - The financial implications and risks of any
capital investment will be included as part of the budget process and business
case preparation in relation to individual schemes and proposals coming forward.
Sustainability — None as a direct consequence of this report.

Equality and Diversity - None as a direct consequence of this report.

10 Section 17 Crime and Disorder considerations - None as a direct consequence

of this report.
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Agenda Item 11

North Norfolk District Council Investment Strategy 2022/23.

Summary: This report sets out details of the Council’s investment activities and
presents a strategy for the prudent investment of the Council’s
resources.

Options Considered: Alternative investment and debt options are continuously appraised by

the Council’s treasury advisors, Arlingclose and all appropriate options
are included within this Strategy.

Conclusions: The preparation of this Strategy is necessary to comply with the
guidance issued by the Department of Levelling Up, Housing &
Communities (DLUHC).

Recommendations: That the Council be asked to RESOLVE that The Investment Strategy
is approved.

Reasons for The Strategy provides the Council with a flexible investment strategy

Recommendation: enabling it to respond to changing market conditions.

Cabinet Member(s) Ward(s) affected: All

Clir E Seward

Contact Officer, telephone number and email: Lucy Hume, 01263 516246

Introduction
The Authority invests its money for three broad purposes:

o because it has surplus cash as a result of its day-to-day activities, for example when
income is received in advance of expenditure (known as treasury management
investments),

e to support local public services by lending to or buying shares in other organisations
(service investments), and

e toearninvestmentincome (known as commercial investments where this is the main
purpose).

This investment strategy meets the requirements of statutory guidance issued by the
government in January 2018 and focuses on the second and third of these categories.

The Corporate Plan sets out what the Council intends to do between 2019 and 2023. It focuses
on six priorities which will influence how we move forward:

. Local Homes for Local Need

. Boosting Business Sustainability and Growth
. Customer Focus

o Climate, Coast and the Environment
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. Financial Sustainability and Growth
. Quality of Life

The Council’s investments can be used to help deliver these priorities.

Treasury Management Investments

The Authority typically receives its income in cash (e.g. from taxes and grants) before it pays
for its expenditure in cash (e.g. through payroll and invoices). It also holds reserves for future
expenditure and collects local taxes on behalf of other local authorities and central
government. These activities, plus the timing of borrowing decisions, lead to a cash surplus
which is invested in accordance with guidance from the Chartered Institute of Public Finance
and Accountancy. The balance of treasury management investments is expected to fluctuate
between £32.9m and £46.5m during the 2022/23 financial year.

Contribution: The contribution that these investments make to the objectives of the Authority
is to support effective treasury management activities.

Further details: Full details of the Authority’s policies and its plan for 2022/23 for treasury
management investments are covered in a separate document, the treasury management
strategy, available elsewhere on this agenda.

Service Investments: Loans

Contribution: The Council lends money to housing associations and community housing
entities to support local public services and stimulate local economic growth. As part of the
Councils ‘Local Homes for Local Need’ agenda, these loans are made to improve the supply
of affordable housing within the District.

Security: The main risk when making service loans is that the borrower will be unable to repay
the principal lent and/or the interest due. In order to limit this risk, and ensure that total
exposure to service loans remains proportionate to the size of the Authority, upper limits on
the outstanding loans to each category of borrower have been set as follows:

Table 1: Loans for service purposes in £ millions

Category of 31.3.2021 actual 2022/23
borrower Balance Loss Net figure | Approved
owing allowance in Limit
accounts

Housing associations 2.557m 0.003m 2.574m £10m
Community Housing 0.192m 0.000m 0.192m £5m
Entities

TOTAL 2.749m 0.003m 2.746m £15m
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Accounting standards require the Authority to set aside loss allowance for loans, reflecting the
likelihood of non-payment. The figures for loans in the Authority’s statement of accounts are
shown net of this loss allowance. However, the Authority makes every reasonable effort to
collect the full sum lent and has appropriate credit control arrangements in place to recover
overdue repayments.

Risk assessment: The Authority assesses the risk of loss before entering into and whilst
holding service loans by using advisors and quality financial press to assesses the market that
the investment will be competing in, the nature and level of competition, along with
expectations on how the market/customer needs will evolve over time, barriers to entry and
exit and any ongoing investment requirements. The quality of advice is moderated by
frequently subjecting the contracts to tender. Risk assessments include reference to credit
ratings, but are not the sole indicator of risk used. Credit ratings are actively monitored by
advisors and changes are relayed to the Authority using an alert system. Other information,
such as credit default swaps, are used to assess risk.

Service Investments: Shares

Contribution: The Council may invest in the shares of its suppliers, and local businesses to
support local public services and stimulate local economic growth. At the present time, the
Council does not hold these type of investments.

Security: One of the risks of investing in shares is that they fall in value meaning that the initial
outlay may not be recovered. In order to limit this risk, upper limits on the sum invested in each
category of shares have been set as follows:

Table 2: Shares held for service purposes in £ millions

Category of 31.3.2021 actual 2022/23
company Amounts Gains or Valuein | Approved
invested losses accounts Limit
Subsidiaries Nil Nil Nil £5m
Suppliers Nil Nil Nil £5m
Local businesses Nil Nil Nil £5m
TOTAL Nil Nil Nil £15m

Risk assessment: The approach is very similar to that of the service loans, the Authority
assesses the risk of loss before entering into and whilst holding shares by using advisors and
guality financial press to assesses the market that the investment will be competing in, the
nature and level of competition, along with expectations on how the market/customer needs
will evolve over time, barriers to entry and exit and any ongoing investment requirements. The
qguality of advice is moderated by frequently subjecting the contracts to tender. Risk
assessments include reference to credit ratings, but are not the sole indicator of risk used.
Credit ratings are actively monitored by advisors and changes are relayed to the Authority
using an alert system. Other information, such as credit default swaps, are used to assess
risk.
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Liquidity: The Council actively monitors the availability of cash, using established cash flow
procedures to inform decisions around the maximum that may be committed over any given
time horizon.

Non-specified Investments: Shares are the only investment type that the Authority has
identified that meets the definition of a non-specified investment in the government guidance.
The limits above on share investments are therefore also the Authority’s upper limits on non-
specified investments. The Authority has not adopted any procedures for determining further
categories of non-specified investment since none are likely to meet the definition.

Commercial Investments: Property

Contribution: The Council invests in local commercial property with the intention of making a
profit that will be spent on local public services. The Council currently holds one main
investment property, the Depot building at Grove Lane, Holt, which is rented to a private sector
developer.

Table 3: Property held for investment purposes in £ millions

Property Actual 31.3.2021 actual 31.3.2022 expected
Purchase | Gains or Value in Gains or Value in
cost (losses) accounts (losses) accounts
Grove Lane Depot - 0.062m 0.453m 0.453m
TOTAL - 0.062m 0.453m 0.453m

Security: In accordance with government guidance, the Authority considers a property
investment to be secure if its accounting valuation is at or higher than its purchase cost
including taxes and transaction costs.

A fair value assessment of the Authority’s investment property portfolio has been made within
the past twelve months, and the underlying assets provide security for capital investment.
Should the 2021/22 year end accounts preparation and audit process value these properties
below their purchase cost, then an updated investment strategy will be presented to full council
detailing the impact of the loss on the security of investments and any revenue consequences
arising therefrom.

Risk assessment: The Authority assesses the risk of loss before entering into and whilst
holding property investments by using advisors and quality financial/property press to
assesses the market that the investment will be competing in, the nature and level of
competition, along with expectations on how the market/customer needs will evolve over time,
barriers to entry and exit and any ongoing investment requirements. We have qualified staff
that will consider the local market and also have a humber of external advisors and agents
who we seek advice from where appropriate. This also extends to national advice although
the Council’s current strategy is to invest within the local area. Risk assessments include
reference to credit ratings, but are not the sole indicator of risk used. Credit ratings are actively
monitored by advisors and changes are relayed to the Authority using an alert system.
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Liquidity: Compared with other investment types, property is relatively difficult to sell and
convert to cash at short notice, and can take a considerable period to sell in certain market
conditions. To ensure that the invested funds can be accessed when they are needed, for
example to repay capital borrowed, the Authority maintains a balanced portfolio of
investments, with short term investments allowing for faster liquidation should it be required.

Loan Commitments and Financial Guarantees

Although not strictly counted as investments, since no money has exchanged hands yet, loan
commitments and financial guarantees carry similar risks to the Authority and are included
here for completeness.

The Authority has not currently contractually committed to make any loans or guaranteed any
loans and has no current plans to do this.

Proportionality

The Authority plans to become dependent on profit generating investment activity to achieve
a balanced revenue budget. Table 4 below shows the extent to which the expenditure
planned to meet the service delivery objectives and/or place making role of the Authority is
dependent on achieving the expected net profit from investments over the lifecycle of the
Medium Term Financial Plan. Should it fail to achieve the expected net profit, the Authority
will in the short term use available reserve balances to meet the shortfall, while a full review
of service provision is undertaken.

Table 4: Proportionality of Investments

2020/21 2021/22 2022/23 2023/24 2024/25

Actual Forecast Budget Budget Budget
Investment income

1.128m 1.015m 1.134m 1.121m 1.208m
Gross service 163.6m 62.2m 61.7m 60.8m 59.1m
expenditure
Proportion 0.69% 1.63% 1.84% 1.84% 2.04%

Borrowing in Advance of Need

Government guidance is that local authorities must not borrow more than or in advance of
their needs purely in order to profit from the investment of the extra sums borrowed. The
Authority has chosen to follow this guidance.

Capacity, Skills and Culture

Elected members and statutory officers: Members and Statutory officers attend regular
training on Treasury Investment principles and have access to informed officers who are
required to keep up with CPD requirements by their professional bodies. The individual
business cases allow Members to assess individual assessments in the context of the
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strategic objectives and risk profile of the local authority; and enable them to understand how
these decisions have changed the overall risk exposure of the local authority.

Commercial deals: The Council’'s Asset Management Plan is closely linked to the Corporate
Plan and the Capital Strategy which contains the Prudential Indicators. We have qualified staff
and support from external advisors to support with property transactions and negotiations. The
Estates team are aware of the various strategy documents and the requirements contained
therein, this also covers the prudential framework and the regulatory regime in which the
Council operates and is supplemented by external training and Continuing Professional
Development where appropriate.

Corporate governance: Budgets for investment purchases are agreed by Full Council in line
with corporate objectives. Treasury Investments are subject to governance checks through
the agreement of the Treasury Strategy for the year, as well as half-yearly updates.

Investment Indicators

The Authority has set the following quantitative indicators to allow elected members and the
public to assess the Authority’s total risk exposure as a result of its investment decisions.

Total risk exposure: The first indicator shows the Authority’s total exposure to potential
investment losses. This includes amounts the Authority is contractually committed to lend but
have yet to be drawn down and guarantees the Authority has issued over third party loans.

Table 5: Total investment exposure in £millions

Total investment exposure 31.03.2021 | 31.03.2022 | 31.03.2023
Actual Forecast Forecast

Treasury management investments 44.368 41.892 39.000
Service investments: Loans 2.557 2.449 2.157
Commercial investments: Property 0.453 0.453 0.453
TOTAL INVESTMENTS 47.378 44.794 41.610
Commitments to lend 0.00 0.00 0.00
Guarantees issued on loans 0.00 0.00 0.00
TOTAL EXPOSURE 47.378 44.794 41.610

Rate of return received: This indicator shows the investment income received less the
associated costs, including the cost of borrowing where appropriate, as a proportion of the
sum initially invested. Note that due to the complex local government accounting framework,
not all recorded gains and losses affect the revenue account in the year they are incurred.

Table 6: Investment rate of return (net of all costs)

2020/21 2021/22 2022/23
Investments net rate of return

Actual Forecast Forecast
Treasury management investments 2.20% 2.60% 2.90%
Service investments: Loans 3.80% 3.74% 3.74%
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Commercial investments: Property 0% 7.28% 7.28%
Table 7: Other investment indicators
Indicator 2020/21 2021/22 2022/23
Actual Forecast Forecast
Debt to net service expenditure ratio Nil Nil Nil
Net Commercial income to net 0.15% 0.19% 0.16%
service expenditure ratio
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Agenda Item 12

North Norfolk District Council Treasury Management Strategy Statement 2022/23

Summary: This report sets out details of the Council’s investment activities and
presents a strategy for the prudent investment of the Council’s
resources.

Options Considered: Alternative investment and debt options are continuously appraised by

the Council’s treasury advisors, Arlingclose and all appropriate options
are included within this Strategy.

Conclusions: The preparation of this Strategy is necessary to comply with the
guidance issued by CIPFA

Recommendations: That the Council be asked to RESOLVE that The Treasury
Management Strategy is approved.

Reasons for The Strategy provides the Council with a flexible investment strategy

Recommendation: enabling it to respond to changing market conditions, and ensures the

Council complies with CIPFA guidance.

Cabinet Member(s) Ward(s) affected: All

ClIr E Seward

Contact Officer, telephone number and email: Lucy Hume, 01263 516246

Introduction

Treasury management is the management of the Authority’s cash flows, borrowing and
investments, and the associated risks. The Authority has borrowed and invested substantial sums
of money and is therefore exposed to financial risks including the loss of invested funds and the
revenue effect of changing interest rates. The successful identification, monitoring and control of
financial risk are therefore central to the Authority’s prudent financial management.

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

Investments held for service purposes or for commercial profit are considered in a different report,
the Investment Strategy, which is included elsewhere on this agenda.

External Context
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Economic background: The ongoing impact on the UK from coronavirus, together with higher
inflation, higher interest rates, and the country’s trade position post-Brexit, will be major influences
on the Authority’s treasury management strategy for 2022/23.

The Bank of England (BoE) increased Bank Rate to 0.25% in December 2021 while maintaining
its Quantitative Easing programme at £895 billion. The Monetary Policy Committee (MPC) voted
8-1 in favour of raising rates, and unanimously to maintain the asset purchase programme.

Within the announcement the MPC noted that the pace of the global recovery was broadly in line
with its November Monetary Policy Report. Prior to the emergence of the Omicron coronavirus
variant, the Bank also considered the UK economy to be evolving in line with expectations,
however the increased uncertainty and risk to activity the new variant presents, the Bank revised
down its estimates for Q4 GDP growth to 0.6% from 1.0%. Inflation was projected to be higher
than previously forecast, with CPI likely to remain above 5% throughout the winter and peak at
6% in April 2022. The labour market was generally performing better than previously forecast and
the BoE now expects the unemployment rate to fall to 4% compared to 4.5% forecast previously,
but notes that Omicron could weaken the demand for labour.

UK CPI for November 2021 registered 5.1% year on year, up from 4.2% in the previous month.
Core inflation, which excludes the more volatile components, rose to 4.0% y/y from 3.4%. The
most recent labour market data for the three months to October 2021 showed the unemployment
rate fell to 4.2% while the employment rate rose to 75.5%.

In October 2021, the headline 3-month average annual growth rate for wages were 4.9% for total
pay and 4.3% for regular pay. In real terms, after adjusting for inflation, total pay growth was up
1.7% while regular pay was up 1.0%. The change in pay growth has been affected by a change
in composition of employee jobs, where there has been a fall in the number and proportion of
lower paid jobs.

Gross domestic product (GDP) grew by 1.3% in the third calendar quarter of 2021 according to
the initial estimate, compared to a gain of 5.5% g/q in the previous quarter, with the annual rate
slowing to 6.6% from 23.6%. The Q3 gain was modestly below the consensus forecast of a 1.5%
g/qg rise. During the quarter activity measures were boosted by sectors that reopened following
pandemic restrictions, suggesting that wider spending was flat. Looking ahead, while monthly
GDP readings suggest there had been some increase in momentum in the latter part of Q3, Q4
growth is expected to be soft.

Credit outlook: Since the start of 2021, relatively benign credit conditions have led to credit
default swap (CDS) prices for the larger UK banks to remain low and had steadily edged down
throughout the year up until mid-November when the emergence of Omicron has caused them to
rise modestly. However, the generally improved economic outlook during 2021 helped bank
profitability and reduced the level of impairments many had made as provisions for bad loans.
However, the relatively recent removal of coronavirus-related business support measures by the
government means the full impact on bank balance sheets may not be known for some time.

The improved economic picture during 2021 led the credit rating agencies to reflect this in their
assessment of the outlook for the UK sovereign as well as several financial institutions, revising
them from negative to stable and even making a handful of rating upgrades.
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Looking ahead, while there is still the chance of bank losses from bad loans as government and
central bank support is removed, the institutions on the Authority’s counterparty list are well-
capitalised and general credit conditions across the sector are expected to remain benign.
Duration limits for counterparties on the Authority’s lending list are under regular review and will
continue to reflect economic conditions and the credit outlook.

Interest rate forecast: The Authority’s treasury management adviser Arlingclose is forecasting
that Bank Rate will continue to rise in calendar Q1 2022 to subdue inflationary pressures and the
perceived desire by the BoE to move away from emergency levels of interest rates.

Investors continue to price in multiple rises in Bank Rate over the next forecast horizon, and
Arlingclose believes that although interest rates will rise again, the increases will not be to the
extent predicted by financial markets. In the near-term, the risks around Arlingclose’s central case
are to the upside while over the medium-term the risks become more balanced.

Yields are expected to remain broadly at current levels over the medium-term, with the 5, 10 and
20 year gilt yields expected to average around 0.65%, 0.90%, and 1.15% respectively. The risks
around for short and medium-term yields are initially to the upside but shifts lower later, while for
long-term vyields the risk is to the upside. However, as ever there will almost certainly be short-
term volatility due to economic and political uncertainty and events.

A more detailed economic and interest rate forecast provided by Arlingclose is attached at
Appendix A.

For the purpose of setting the budget, it has been assumed that new treasury investments will be
made at an average rate of 2.9%, and that new long-term loans will be borrowed at an average
rate of 2.2%.

Local Context

On 315 December 2021, the Authority held £5m of borrowing and £40m of treasury investments.
This is set out in further detail at Appendix B. Forecast changes in these sums are shown in the
balance sheet analysis in table 1 below.

Table 1: Balance sheet summary and forecast

31321 | 31322 | 31.323 | 31324 | 31.3.25 | 31.3.26
Actual | Estimate | Forecast | Forecast | Forecast | Forecast
£m £m £m £m £m £m
General Fund CFR 11243 | 21572| 25380| 24.354| 23.327| 22.300
tifzv\ﬁ;(;eifa' 0.000 | -8.004| -11.342| -10.680| -10.018| -9.356
Internal borrowing 11.243 13.568 14.039 13.674 13.309 | 12.944
'r‘::;:::f”ce sheet 47212 | -36.975| -34.343| -33.337| -33.992 | -34.790
Treasury investments | 35960 | 23.407 | 20.304| 19.663| 20682 | 21.846

** shows only loans to which the Authority is committed and excludes optional refinancing
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The underlying need to borrow for capital purposes is measured by the Capital Financing
Requirement (CFR), while usable reserves and working capital are the underlying resources
available for investment. The Authority’s current strategy is to maintain borrowing and
investments below their underlying levels, sometimes known as internal borrowing.

The Authority is currently debt free and its capital expenditure plans do not currently imply any
need to borrow over the forecast period. Investments are forecast to fall as capital receipts are
used to finance capital expenditure and reserves are used to finance the revenue budget.

CIPFA’s Prudential Code for Capital Finance in Local Authorities recommends that the Authority’s
total debt should be lower than its highest forecast CFR over the next three years. Table 1 shows
that the Authority expects to comply with this recommendation during 2022/23.

Borrowing Strategy

The Authority currently holds £5 million of loans, as in the previous year, as part of its strategy for
funding previous years’ capital programmes. The balance sheet forecast in table 1 shows that
the Authority does not expect to need to borrow in 2022/23. The Authority may however borrow
to pre-fund future years’ requirements, providing this does not exceed the authorised limit for
borrowing.

Objectives: The Authority’s chief objective when borrowing money is to strike an appropriately
low risk balance between securing low interest costs and achieving certainty of those costs over
the period for which funds are required. The flexibility to renegotiate loans should the Authority’s
long-term plans change is a secondary objective.

Strategy: Given the significant cuts to public expenditure and in particular to local government
funding, the Authority’s borrowing strategy continues to address the key issue of affordability
without compromising the longer-term stability of the debt portfolio. With short-term interest rates
currently much lower than long-term rates, it is likely to be more cost effective in the short-term
to either use internal resources, or to borrow short-term loans instead.

By doing so, the Authority is able to reduce net borrowing costs (despite foregone investment
income) and reduce overall treasury risk. The benefits of internal / short-term borrowing will be
monitored regularly against the potential for incurring additional costs by deferring borrowing into
future years when long-term borrowing rates are forecast to rise modestly. Arlingclose will assist
the Authority with this ‘cost of carry’ and breakeven analysis. Its output may determine whether
the Authority borrows additional sums at long-term fixed rates in 2022/23 with a view to keeping
future interest costs low, even if this causes additional cost in the short-term.

The Authority has previously raised all of its long-term borrowing from the PWLB but will consider
long-term loans from other sources including banks, pensions and local authorities, and will
investigate the possibility of issuing bonds and similar instruments, in order to lower interest costs
and reduce over-reliance on one source of funding in line with the CIPFA Code. PWLB loans are
no longer available to local authorities planning to buy investment assets primarily for yield; the
Authority intends to avoid this activity in order to retain its access to PWLB loans.
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Alternatively, the Authority may arrange forward starting loans, where the interest rate is fixed in
advance, but the cash is received in later years. This would enable certainty of cost to be achieved
without suffering a cost of carry in the intervening period.

In addition, the Authority may borrow further short-term loans to cover unplanned cash flow
shortages.

Sources of borrowing: The approved sources of long-term and short-term borrowing are:

+ HM Treasury’s PWLB lending facility (formerly the Public Works Loan Board)

« any institution approved for investments (see below)

» any other bank or building society authorised to operate in the UK

» any other UK public sector body

» UK public and private sector pension funds (except Norfolk Pension Fund)

» capital market bond investors

» UK Municipal Bonds Agency plc and other special purpose companies created to enable

local authority bond issues

Other sources of debt finance: In addition, capital finance may be raised by the following
methods that are not borrowing, but may be classed as other debt liabilities:

» leasing

« hire purchase

+ Private Finance Initiative
» sale and leaseback

Municipal Bonds Agency: UK Municipal Bonds Agency plc was established in 2014 by the Local
Government Association as an alternative to the PWLB. It issues bonds on the capital markets
and lends the proceeds to local authorities. This is a more complicated source of finance than
the PWLB for two reasons: borrowing authorities will be required to provide bond investors with
a guarantee to refund their investment in the event that the agency is unable to for any reason;
and there will be a lead time of several months between committing to borrow and knowing the
interest rate payable. Any decision to borrow from the Agency will therefore be the subject of a
separate report to full Council.

Short-term and variable rate loans: These loans leave the Authority exposed to the risk of short-
term interest rate rises and are therefore subject to the interest rate exposure limits in the treasury
management indicators below. Financial derivatives may be used to manage this interest rate
risk (see section below).

Debt rescheduling: The PWLB allows authorities to repay loans before maturity and either pay
a premium or receive a discount according to a set formula based on current interest rates. Other
lenders may also be prepared to negotiate premature redemption terms. The Authority may take
advantage of this and replace some loans with new loans, or repay loans without replacement,
where this is expected to lead to an overall cost saving or a reduction in risk.

Treasury Investment Strategy

The Authority holds significant invested funds, representing income received in advance of
expenditure plus balances and reserves held. In the past 12 months, the Authority’s treasury

5
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investment balance has ranged between £35.6 and £71.7 million, and lower levels are expected
to be maintained in the forthcoming year as we are not expecting to receive further cash balances
relating to COVID 19 business grants, which inflated our cash balances this year.

Objectives: The CIPFA Code requires the Authority to invest its treasury funds prudently, and to
have regard to the security and liquidity of its investments before seeking the highest rate of
return, or yield. The Authority’s objective when investing money is to strike an appropriate balance
between risk and return, minimising the risk of incurring losses from defaults and the risk of
receiving unsuitably low investment income. Where balances are expected to be invested for
more than one year, the Authority will aim to achieve a total return that is equal or higher than the
prevailing rate of inflation, in order to maintain the spending power of the sum invested.

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

Strategy: Given the increasing risk and very low returns from short-term unsecured bank
investments, the Authority aims to further diversify into more secure and/or higher yielding asset
classes during 2022/23 where cash balances allow. This diversification will represent a
continuation of the strategy previously adopted.

Business models: Under the new IFRS 9 standard, the accounting for certain investments
depends on the Authority’s “business model” for managing them. The Authority aims to achieve
value from its treasury investments by a business model of collecting the contractual cash flows
and therefore, where other criteria are also met, these investments will continue to be accounted
for at amortised cost.

Approved counterparties: The Authority may invest its surplus funds with any of the
counterparty types in table 2 below, subject to the limits shown.

Table 2: Treasury investment counterparties and limits

Sector Time limit Counterparty limit Sector limit
The UK Government 50 years Unlimited n/a
Local authorities &
other government 25 years £6m Unlimited
entities
Secured investments * 25 years £6m Unlimited
Banks (unsecured) * 13 months £2m £5m
Building societies 13 months £om £5m
(unsecured) *
Registered id

egistered providers 5 years £om £10m
(unsecured) *
Money market funds * n/a £6m £20m
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Strategic pooled funds n/a £6m Unlimited

Real estate investment
trusts

n/a £6m £10m

Other investments * 5 years £2m £5m

This table must be read in conjunction with the notes below

* Minimum credit rating: Treasury investments in the sectors marked with an asterisk will only
be made with entities whose lowest published long-term credit rating is no lower than A-. Where
available, the credit rating relevant to the specific investment or class of investment is used,
otherwise the counterparty credit rating is used. However, investment decisions are never made
solely based on credit ratings, and all other relevant factors including external advice will be taken
into account.

For entities without published credit ratings, investments may be made either (a) where external
advice indicates the entity to be of similar credit quality; or (b) to a maximum of £500,000 per
counterparty as part of a diversified pool e.g. via a peer-to-peer platform.

Government: Loans to, and bonds and bills issued or guaranteed by, national governments,
regional and local authorities and multilateral development banks. These investments are not
subject to bail-in, and there is generally a lower risk of insolvency, although they are not zero risk.
Investments with the UK Government are deemed to be zero credit risk due to its ability to create
additional currency and therefore may be made in unlimited amounts for up to 50 years.

Secured investments: Investments secured on the borrower’s assets, which limits the potential
losses in the event of insolvency. The amount and quality of the security will be a key factor in
the investment decision. Covered bonds and reverse repurchase agreements with banks and
building societies are exempt from bail-in. Where there is no investment specific credit rating, but
the collateral upon which the investment is secured has a credit rating, the higher of the collateral
credit rating and the counterparty credit rating will be used. The combined secured and unsecured
investments with any one counterparty will not exceed the cash limit for secured investments.

Banks and building societies (unsecured): Accounts, deposits, certificates of deposit and
senior unsecured bonds with banks and building societies, other than multilateral development
banks. These investments are subject to the risk of credit loss via a bail-in should the regulator
determine that the bank is failing or likely to fail. See below for arrangements relating to
operational bank accounts.

Registered providers (unsecured): Loans to, and bonds issued or guaranteed by, registered
providers of social housing or registered social landlords, formerly known as housing
associations. These bodies are regulated by the Regulator of Social Housing (in England), the
Scottish Housing Regulator, the Welsh Government and the Department for Communities (in
Northern Ireland). As providers of public services, they retain the likelihood of receiving
government support if needed.

Money market funds: Pooled funds that offer same-day or short notice liquidity and very low or
no price volatility by investing in short-term money markets. They have the advantage over bank
accounts of providing wide diversification of investment risks, coupled with the services of a
professional fund manager in return for a small fee. Although no sector limit applies to money
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market funds, the Authority will take care to diversify its liquid investments over a variety of
providers to ensure access to cash at all times.

Strategic pooled funds: Bond, equity and property funds that offer enhanced returns over the
longer term but are more volatile in the short term. These allow the Authority to diversify into
asset classes other than cash without the need to own and manage the underlying investments.
Because these funds have no defined maturity date, but are available for withdrawal after a notice
period, their performance and continued suitability in meeting the Authority’s investment
objectives will be monitored regularly.

Real estate investment trusts: Shares in companies that invest mainly in real estate and pay
the majority of their rental income to investors in a similar manner to pooled property funds. As
with property funds, REITs offer enhanced returns over the longer term, but are more volatile
especially as the share price reflects changing demand for the shares as well as changes in the
value of the underlying properties.

Other investments: This category covers treasury investments not listed above, for example
unsecured corporate bonds and company loans. Non-bank companies cannot be bailed-in but
can become insolvent placing the Authority’s investment at risk.

Operational bank accounts: The Authority may incur operational exposures, for example
though current accounts, collection accounts and merchant acquiring services, to any UK bank
with credit ratings no lower than BBB- and with assets greater than £25 billion. These are not
classed as investments but are still subject to the risk of a bank bail-in, and balances will therefore
be kept below £2m per bank. The Bank of England has stated that in the event of failure, banks
with assets greater than £25 billion are more likely to be bailed-in than made insolvent, increasing
the chance of the Authority maintaining operational continuity.

Risk assessment and credit ratings: Credit ratings are obtained and monitored by the
Authority’s treasury advisers, who will notify changes in ratings as they occur. The credit rating
agencies in current use are listed in the Treasury Management Practices document. Where an
entity has its credit rating downgraded so that it fails to meet the approved investment criteria
then:

e no new investments will be made,

» any existing investments that can be recalled or sold at no cost will be, and

« full consideration will be given to the recall or sale of all other existing investments with
the affected counterparty.

Where a credit rating agency announces that a credit rating is on review for possible downgrade
(also known as “negative watch”) so that it may fall below the approved rating criteria, then only
investments that can be withdrawn on the next working day will be made with that organisation
until the outcome of the review is announced. This policy will not apply to negative outlooks,
which indicate a long-term direction of travel rather than an imminent change of rating.

Other information on the security of investments: The Authority understands that credit
ratings are good, but not perfect, predictors of investment default. Full regard will therefore be
given to other available information on the credit quality of the organisations in which it invests,
including credit default swap prices, financial statements, information on potential government
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support, reports in the quality financial press and analysis and advice from the Authority’s treasury
management adviser. No investments will be made with an organisation if there are substantive
doubts about its credit quality, even though it may otherwise meet the above criteria.

When deteriorating financial market conditions affect the creditworthiness of all organisations, as
happened in 2008 and 2020, this is not generally reflected in credit ratings, but can be seen in
other market measures. In these circumstances, the Authority will restrict its investments to those
organisations of higher credit quality and reduce the maximum duration of its investments to
maintain the required level of security. The extent of these restrictions will be in line with prevailing
financial market conditions. If these restrictions mean that insufficient commercial organisations
of high credit quality are available to invest the Authority’s cash balances, then the surplus will be
deposited with the UK Government, or with other local authorities. This will cause investment
returns to fall but will protect the principal sum invested.

Investment limits: The Authority has revenue reserves available to cover investment losses. In
order that no more than an acceptable level of available reserves will be put at risk in the case of
a single default, the maximum that will be lent to any one organisation (other than the UK
Government) will be £6 million. A group of entities under the same ownership will be treated as a
single organisation for limit purposes.

Credit risk exposures arising from non-treasury investments, financial derivatives and balances
greater than £2m in operational bank accounts count against the relevant investment limits.

Limits are also placed on fund managers, investments in brokers’ nominee accounts and foreign
countries as below. Investments in pooled funds and multilateral development banks do not count
against the limit for any single foreign country, since the risk is diversified over many countries.

Table 3: Additional investment limits

Cash limit

Any group of pooled funds under the same £15m per manager

management
N iable i held i ker i
egotiable instruments held in a broker’'s nominee £10m per broker
account
Foreign countries £6m per country

Liquidity management: The Authority uses purpose-built cash flow forecasting tools to
determine the maximum period for which funds may prudently be committed. The forecast is
compiled on a prudent basis to minimise the risk of the Authority being forced to borrow on
unfavourable terms to meet its financial commitments. Limits on long-term investments are set
by reference to the Authority’s medium-term financial plan and cash flow forecast.

The Authority will spread its liquid cash over at least three providers (e.g. bank accounts and
money market funds) to ensure that access to cash is maintained in the event of operational
difficulties at any one provider.

Treasury Management Indicators
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The Authority measures and manages its exposures to treasury management risks using the
following indicators.

Security: The Authority has adopted a voluntary measure of its exposure to credit risk by
monitoring the value-weighted average credit score of its investment portfolio. This is calculated
by applying a score to each investment (AAA=1, AA+=2, etc.) and taking the arithmetic average,
weighted by the size of each investment. Unrated investments are assigned a score based on
their perceived risk.

Credit risk indicator Target
Portfolio average credit score 6.0

Liquidity: The Authority has adopted a voluntary measure of its exposure to liquidity risk by
monitoring the amount it can borrow each quarter without giving prior notice.

Liquidity risk indicator Target
Total sum borrowed in past 3 months without prior notice £10m

Interest rate exposures: This indicator is set to control the Authority’s exposure to interest rate
risk. The upper limits on the one-year revenue impact of a 1% rise or fall in interest rates will be:

Interest rate risk indicator Limit
Upper limit on one-year revenue impact of a 1% rise in interest £600,000
rates

— - . 5 —
:Jagssr limit on one-year revenue impact of a 1% fall in interest £600,000

The impact of a change in interest rates is calculated on the assumption that maturing loans and
investments will be replaced at new market rates.

Maturity structure of borrowing: This indicator is set to control the Authority’s exposure to
refinancing risk. The upper and lower limits on the maturity structure of borrowing will be:

Refinancing rate risk indicator Upper limit Lower limit
Under 12 months 100% 0%
12 months and within 24 months 100% 0%
24 months and within 5 years 100% 0%
5 years and within 10 years 100% 0%
10 years and above 100% 0%

Time periods start on the first day of each financial year. The maturity date of borrowing is the
earliest date on which the lender can demand repayment.

Principal sums invested for periods longer than a year: The purpose of this indicator is to
control the Authority’s exposure to the risk of incurring losses by seeking early repayment of its
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investments. The limits on the long-term principal sum invested to final maturities beyond the
period end will be:

Price risk indicator 2022/23 | 2023/24 | 2024/25
Limit on principal invested beyond year end £50m £50m £50m

Related Matters

The CIPFA Code requires the Authority to include the following in its treasury management
strategy.

Financial derivatives: Local authorities have previously made use of financial derivatives
embedded into loans and investments both to reduce interest rate risk (e.g. interest rate collars
and forward deals) and to reduce costs or increase income at the expense of greater risk (e.g.
LOBO loans and callable deposits). The general power of competence in section 1 of the
Localism Act 2011 removes much of the uncertainty over local authorities’ use of standalone
financial derivatives (i.e. those that are not embedded into a loan or investment).

The Authority will only use standalone financial derivatives (such as swaps, forwards, futures and
options) where they can be clearly demonstrated to reduce the overall level of the financial risks
that the Authority is exposed to. Additional risks presented, such as credit exposure to derivative
counterparties, will be taken into account when determining the overall level of risk. Embedded
derivatives, including those present in pooled funds and forward starting transactions, will not be
subject to this policy, although the risks they present will be managed in line with the overall
treasury risk management strategy.

Financial derivative transactions may be arranged with any organisation that meets the approved
investment criteria, assessed using the appropriate credit rating for derivative exposures. An
allowance for credit risk calculated using the methodology in the Treasury Management Practices
document will count against the counterparty credit limit and the relevant foreign country limit.

In line with the CIPFA Code, the Authority will seek external advice and will consider that advice
before entering into financial derivatives to ensure that it fully understands the implications.

Markets in Financial Instruments Directive: The Authority has opted up to professional client
status with its providers of financial services, including advisers, banks, brokers and fund
managers, allowing it access to a greater range of services but without the greater regulatory
protections afforded to individuals and small companies. Given the size and range of the
Authority’s treasury management activities, the Chief Financial Officer believes this to be the most
appropriate status.

Financial Implications

The budget for investment income in 2022/23 is £1.132 million, based on an average investment
portfolio of £39.0 million at an interest rate of 2.90%. The budget for debt interest paid in 2022/23
is £0.14 million, based on an average debt portfolio of £4 million at an average interest rate of
1.15%. If actual levels of investments and borrowing, or actual interest rates, differ from those
forecast, performance against budget will be correspondingly different.
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Where investment income exceeds budget, e.g. from higher risk investments including pooled
funds, or debt interest paid falls below budget, e.g. from cheap short-term borrowing, then a
proportion of the revenue savings will be transferred to a treasury management reserve to cover
the risk of capital losses or higher interest rates payable in future years.

Other Options Considered

The CIPFA Code does not prescribe any particular treasury management strategy for local
authorities to adopt. The Chief Financial Officer, having consulted the Cabinet Member for
Finance, believes that the above strategy represents an appropriate balance between risk
management and cost effectiveness. Some alternative strategies, with their financial and risk
management implications, are listed below.

Alternative

Impact on income and
expenditure

Impact on risk
management

Invest in a narrower range of
counterparties and/or for
shorter times

Interest income will be lower

Lower chance of losses from
credit related defaults, but
any such losses may be
greater

Invest in a wider range of
counterparties and/or for
longer times

Interest income will be higher

Increased risk of losses from
credit related defaults, but
any such losses may be
smaller

Borrow additional sums at
long-term fixed interest rates

Debt interest costs will rise;
this is unlikely to be offset by
higher investment income

Higher investment balance
leading to a higher impact in
the event of a default;
however long-term interest
costs may be more certain

Borrow short-term or variable
loans instead of long-term
fixed rates

Debt interest costs will
initially be lower

Increases in debt interest
costs will be broadly offset by
rising investment income in
the medium term, but long-
term costs may be less
certain

Reduce level of borrowing

Saving on debt interest is
likely to exceed lost
investment income

Reduced investment balance
leading to a lower impact in
the event of a default;
however long-term interest
costs may be less certain
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Appendix A — Arlingclose Economic & Interest Rate Forecast — December 2021

Underlying assumptions:

The global recovery from the pandemic has entered a more challenging phase. The
resurgence in demand has led to the expected rise in inflationary pressure, but disrupted
factors of supply are amplifying the effects, increasing the likelihood of lower growth
rates ahead. The advent of the Omicron variant of coronavirus is affecting activity and is
also a reminder of the potential downside risks.

Despite relatively buoyant activity survey data, official GDP data indicates that growth
was weakening into Q4 2021. Other data, however, suggested continued momentum,
particularly for November. Retail sales volumes rose 1.4%, PMIs increased, and the
labour market continued to strengthen. The end of furlough did not appear to have had a
significant impact on unemployment. Wage growth is elevated.

The CPI inflation rate rose to 5.1% for November and will rise higher in the near term.
While the transitory factors affecting inflation are expected to unwind over time,
policymakers’ concern is persistent medium term price pressure.

These factors prompted the MPC to raise Bank Rate to 0.25% at the December
meeting. Short term interest rate expectations remain elevated.

The outlook, however, appears weaker. Househol