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Surrey County Council

Capital, Investment and Treasury Management Strategy 2023/24

1

INTRODUCTION

11

1.2

13

The Capital, Investment and Treasury Management Strategy provides an overviewof the three
main components of capital planning. We have chosentoamalgamate the strategiesintoa
single document becausethe Capital Programme, our Investment Strategy and ourapproach

to Treasury Management cannot operate independently of one another. They are parts of an
overall approach:

e Capital expenditure and investments: the Capital Programme; supporting Corporate
and Directorate priorities and the Investment Programme; generatingincome and
supporting economicgrowth;

¢ Financing our capital plans, and maintaining liquidity: the Treasury Management
Strategy; setting out how the capital programme will be financed and how cash
investments willbe managed; and

e Repayingour debtin a prudentway: the Minimum Revenue Provision (MRP) Policy,
setting outhow we use the revenue budgetto repay debt.

Capital and
Investment
Strategy

Treasury
Management Strategy

MRP Policy

Liguidity — Affordability - Prudence

Thisreportsets outa high-level overview of how capital expenditure, capital financing,
investments and treasury management activity contributes to the provision of servicesalong
with an overview of how associated risk is managed and the implications for future financial
sustainability.

The strategy sets out a clear picture of the ambition of the Council regarding capital
expenditure and investment plans, within the financial constraints, risk appetiteand
regulatory framework thatthe Council operates.

The strategy is presented in the following elements, that set out the Council’s approach to
capital, investmentand treasury management:
a. Capital Overview - asset management, capital expenditure planning, risk management

and long-term sustainability of capital expenditure plans (Section 2)
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Investment Overview —setting outinvestment plans focusingon the approach to
service and commercially led investment (Section 3);

The Treasury Management Strategy Statement (TMSS) — setting out how we borrow
and investto supportour capital financing requirement (Section 4)

The Minimum Revenue Provision (MRP) Policy— setting out how we repay capital
borrowing (included as the final page of this document, Annex G to the Budget)

Decisions made this yearon capital, investmentand treasury management will have financial
consequences forthe Council formanyyearsintothe future. They are therefore subject to
both a national regulatory framework and to local policy framework, summarised in this
report.

Our strategy will:

Setout how we ensure that capital expenditure contributes to the achievement of
corporate priorities and the organisation strategy;

Explain how the Capital Programme is financed and demonstrate thatit is affordable and
sustainable;

Explainthe Council’s approachtoinvestments; and

Set out and fulfil the Council’s regulatory requirementsin respect of Borrowing, Treasury
Managementand Investment.

2. CAPITAL OVERVIEW

Capital Expenditure and Financing:

2.1

2.2

2.3

The Council incurs two types of capital expenditure:

the service delivery Capital Programme
the Capital Investment Programme

The Council’s capital expenditure and financing plans overthe medium-term provides an
overview of the governance arrangements forapproval and monitoring of expenditure and, in
relationto commercial investment activities, sets outthe due diligence process and the
Council’sriskappetitein respect of these, including proportionality in respect of overall
resources.

Thissectionincludes a projection of the Council’s capital financing requirement and how this
will be funded and repaid. Itlinkstothe Council’s borrowing strategy and sets out the

Council’s statutory duty to make an annual revenue provision forthe repayment of debt,
detailedinthe MRP Policy (Annex Gto the Budget).

Capital Expenditure

24

Capital expenditurerefers to Local Authority spending on assets such as infrastructure,
property or vehicles that willbe used for more than one year. In Local Government this
includes spending onassets owned by other bodies and loans and grants to other bodies,
enablingthemto buy assets.
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In the 2023/24 Budgetand 5-year Medium Term Financial Strategy to 2027/28, the Council
has a total capital expenditure requirement of £1.98bn as summarisedin Table 1. Our capital
expenditure can be brokeninto three categories:
e Approved Capital Budgetof £1,202m
e Capital Pipeline of £748m, schemes that represent the capital ambitions of the Council
but are subjectto furtherdetailed business cases and Member approval.
e Capital Investments of £31m, splitbyinvestmentin existingassets (£E1m) and investment
innew assets within Surrey (£30m).

Table 1 - Estimates of Capital Expenditure

2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28 Total
Actual Forecast | Budget Budget Budget Budget Budget Budget
£m £m £m £m £m £m £m £m
Capital Programme - 162 218 309 329 222 164 178 1,202
Budget
Capital Programme - 0 30 108 21 217 158 44 748
Pipeline
Sub-total Capital 162 249 416 551 439 323 21| 1,950
Programme
Ca-pl'FaI investmentin 0 0 0 1 0 0 0 1
existing assets
New growth and service
. . 3 1 26 1 3 0 0 30
led investments in Surrey
Sub-total Investment 3 1 2% 5 3 0 0 31
Strategy
TOTAL 166 250 443 552 442 323 221 1,981
2.6 Our medium-termapproachtofinancial planning means we can deliveran ambitious Capital

2.7

2.8

Programme of c£1.95bn over the next5 yearsifall pipeline proposals are approved. The
revenue implications of this proposed programmeare integrated and factored into the
financial planning overthe Medium-Term Financial Strategy (MTFS) period.

In developing the capital expenditure estimates, we have ensured that borrowing costs
remainin line with the revenue budget envelopes set outinthe 2023/24 Budgetand MTFS.
This has been achieved through acombination of refining the borrowing requirement for
pipelineschemes and throughidentifyinganumber of schemes that will generate incomeor
efficiencies sufficient to covertheirborrowing costs.

Planned capital investment will deliver significantinvestmentin:

e Thedevelopment of agreenerfuture throughthe NetZero 2030 and 2050 carbon
reduction schemes and other projects contributing to the carbon and green agendasuch
as solarfarms, electriccharging points, low emission buses and vehicles;

e Areconfirmed commitmentto Surrey’s sustainable future and that of itsresidents and
businesses, through significantinvestmentin flood alleviation works; aonceina
generation opportunity to build flood defences, country parks and green space;

e Community led projectsin ourtowns and high streets with £60m available overthe next
4 yearsthrough the Your Fund Surrey scheme;

e Developing Farnhamtown centre and surroundinginfrastructure;
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Creatinga number of sitesto look after our vulnerable older adults, through building
Extra Care and Independent Livingaccommodation where residents can live
independently forlongerand integrate into the community;

Delivering additional local places for children with Special Educational Needs and
Disabilities —a key part in containing costs within the revenue budget;

Providing additional capacityin schools, to provide arich education with Schools Basic
Needs funding;

Increasing sufficiency of provision for specialeducation needs and disability in schools
across Surrey;

Investmentin County PRUplacesand improvements forimproved pupil support
Investmentin libraries across the County;

Maintainingand developing ourroad infrastructure to help grow a sustainable economy,
deliversaferand greenerroutes; and

Accelerating our Property Rationalisation and Agile Corporate Estate Programme.

Capital projects are subject to a rigorous governance process to ensure they are aligned with
the Council’s priorities:

Growing a sustainable economy so everyone can benefit;
Tackling healthinequality;

Enablinga greenerfuture; and

Empowering communities.

Fundamentally, they are approved onthe principles of strategicfit, valuefor money,
affordability and deliverability. Projects need to demonstrate value for money and that they
are capable of being delivered within expected timescales.

Strategic Capital Groups (SCGs) for Infrastructure, Property and IT develop projects
throughoutthe budget setting process which are scrutinised and approved by Capital
Programme Panel (CPP); agroup of senior officers from across the organisation, including the
Council’s Deputy S151 officer and senior service representatives. Projects approved by CPP are

thenincludedinthe budget when approved by Cabinetand Council. Fig 1, below summarises
this process.

Fig 1: Capital Approval Process

Approve Low Governance Schemes

Capital
Strategy
Groups

Capital
Programme
Panel

Cabinet

Strategic Mandates
are developed and
submitted to CPP

CPP approve
Strategic Mandates

already in the budget where:
Up to £1m and already been to Cabinet
OR
Up to 250k if not already been to Cabinet

Approve Medium Governance Schemes
where:
Been to Cabinet and already in budget
OR
Up to £1m

Approve High Governance Schemes or
over £1m

Approve variations in scheme
cost up to 10% and £250k

Approve variations in scheme
cost up to 10% and £500k

Approve variations in scheme
cost over 10% and £500k
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Capital Funding

2.12 All capital expenditure must be financed, either from external sources (government grants and
othercontributions), the Council’s own resources (revenue, reserves and capital receipts) or

debt (borrowing, leasingand Private Finance Initiatives). The planned financing of the
expenditure setoutinTable 1isas follows:

Table 2 - Capital Financing

2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28 Total
Actual Forecast | Budget Budget Budget Budget Budget budget
£m £m £m £m £m £m £m £m
Grants and Contributions 79 108 145 153 174 110 75 657
Revenue budgets 6 6 7 6 6 6 6 31
Capital receipts 62 0 41 20 13 2 0 76
Borrowing 19 135 250 373 249 205 141 1,217
TOTAL 166 250 443 552 442 323 221 1,981

2.13 Additional borrowing of £250m for 2023/24 consists of £224m to fund the Capital Programme
(detailedin the Capital Budget—See Annex Cto the 2023/24 Budgetand MTFS to 2027/28)
and £26m to fund capital investment in existing assets and new growth and service led
expenditure (setoutinTable 1).

2.14 Thistable showsthe planned usage of capital receipts for capital expenditure. £76m of capital
receipts from the sale of Council assets are assumed for financing expenditure from 2023/24
onwards. Receiptsare onlyincluded as sources of financingwhen there is a high level of
confidence overthe value and timing of theirdelivery. Thisapproachistakento ensurea
prudent estimate of borrowingisfactoredinto capital plans and includedinthe revenue
budget forfinance costs.

2.15 Borrowingisonlyatemporary source of finance, since loans and leases must be repaid, and
thisistherefore replaced overtime by otherfinancing, usually from revenue whichis known
as Minimum Revenue Provision (MRP).

2.16 Alternatively, proceedsfrom selling capital assets (known as capital receipts) may currently be
usedto replace debtfinance. No use of receiptsis currently assumed to repay existing debt.

2.17 Planned MRPis setoutinthe followingtable:

Table 3 - Repayment of Debt Finance through Minimum Revenue Provision

2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
Actual | Forecast | Forecast | Forecast | Forecast | Forecast | Forecast
£m £m £m £m £m £m £m
MRP 21 24 29 38 45 51 56

2.18 The Council’s full MRP policy can be foundin Annex G.
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2.19 The Council’s cumulative outstanding amount of debt finance is measured by the Capital
Financing Requirement (CFR). Thisincreases with new debt-financed capital expenditure on
service delivery and oninvestments and reduces with MRP and capital receipts usedto

replace debt.

2.20 The CFRis expectedtoincrease by £216m during 2023/24. Based onthe above figuresfor
expenditure and financing, the Council’s estimated CFR overthe medium-termis as follows:

Table 4 - Prudential Indicator: Estimates of Capital Financing Requirement

2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28

As at 31" March Actual Forecast | Forecast | Forecast | Forecast | Forecast | Forecast
£m £m £m £m £m £m £m
Capital Programme 888 1,004 1,202 1,540 1,745 1,904 1,992
Investment Programme 451 443 460 452 446 437 427
TOTALCFR 1,339 1,446 1,662 1,992 2,190 2,340 2,420

2.21

2.22

2.23

2.24

Our capital plansleadtoa £974m increase inthe estimated CFR overthe five-year period,

from £1.45bn to £2.42bn. The revenue implications of thisare setoutbelow insection 2.26
and inthe TMSS section 4.

Asset management: To ensure that capital assets continue to be of long-term use, the Council
has an Asset and Place Strategy. This sets out the Council’s approach to the strategic
management of its assets, how the sale of assets to fund capital expenditure will support
service delivery and provide the income to promote growth and place shaping within Surrey.

Assetdisposals: When a capital assetis no longerneeded, it may be sold so that the proceeds,
known as capital receipts, can be spent on new assets or to repay debt. Repayments of capital
grants, loans and investments also generate capitalreceipts. The Council currently has no
plansto use flexible use of capital receipts from 2023/24 onwards.

The Council plans to receive £76m of capital receipts from 2022/23 onwards:

Table 5 - Capital Receipts Receivable

2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
Actual Forecast | Budget Budget Budget Budget Budget
£m £m £m £m £m £m £m
Asset sales 2 26 17 11 7 15 -

Revenue Budget Implications

2.25

Although capital expenditure is not charged directly to the revenue budget, interest payable

on loans, and MRP are charged to revenue, offset by any investmentincome receivable. This is
referred to as netfinancing costs.
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2.26 Currentprojectionsshow that netfinancing costs will be contained withinthe centralincome

and expenditure budget projections overthe MTFS, rising from £24m net in 2022/23 to £69m
netin 2027/28. The gross and net costs of financing our capital plans are set outin the table,
below.

Table 6 — Net Finance Cost Budget

2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28

Actual | Forecast | Forecast | Forecast | Forecast | Forecast | Forecast
£m £m £m £m £m £m £m
MRP (not including PFlI) 21 24 29 38 45 51 56
Interest Cost 17 19 24 29 29 32 35
Gross Finance Cost 38 42 54 67 75 83 91
Investment Income (212) (19) (22) (22) (22) (22) (22)
Net Finance Cost 16 24 32 45 53 61 69

2.27

2.28

2.29

The proportion of netfinance costto net revenue budgetis akeyindicator of direction of
travel relative to mediumterm revenue resources and provides insightinto the affordability of
finance costs. Full revenueimplications of netfinance cost are set outin the TMSS (section
4.46 onwards)

The Council’s netfinance costs are increasing as a proportion of the netrevenue budget,
whichis expected with an expanding Capital Programme, rising from c.2% in 2022/23 to 6% in
2027/28. Thisisincrease is partially contained through schemes enabling delivery of revenue
efficiencies orincome generation thatfinance themselves and offset pressure on the central
income and expenditure budget.

The below schemes are included in the Capital Programme on the basis of covering theirown
financing costs overthe MTFS:

Approved Budget - £75m total spend over MTFS
e £29m — Children Looked After Schemes
e f24m - Independent Living (Batch 1)
e £7m - Surrey OutdoorLearning and Development - Thames Young Mariners
e £5m — CaterhamHill Library
e £5m — Unicorn Reprocurement/Replacement
e f2m - Extra Care Housing
e f£2m — Greener Futures 2030 (PSDS3a)
e fl1m —Varioussmallerschemestotalling £1m

Pipeline—£235m (to be approved after scrutiny of value for money, sustainability and
assessmentof deliverability)

e £60m - Extra Care Housing

e f44m — GreenerFutures—NetZero 2030 target

e f£31m - Agile Office Estate Strategy (including Quadrant Court)
e f£30m - Greenerfutures - NetZero 2050 target
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e f£27m - Libraries Transformation Phase 1

e £21m - Materials Recovery Facility

e f9m - IndependentLiving

e f£5m - Surrey Outdoor Learning & Development (SOLD)
e f£3m — Children Looked After Schemes

e f2m - ElectricVehicle Infrastructure

e f£2m —Surreyfarmsinvestmentplan

e f1m —Varioussmaller schemes totalling £1m

Financial Sustainability

2.30 Dueto the verylong-term nature of capital expenditure and financing, the revenue budget
implications of expenditure incurred overthe MTFS will extend forup to 50 years into the
future. The Section 151 Officeris satisfied that the proposed Capital Programmeis prudent,
affordable and sustainable becauseit remains proportional to the Council’s overallrevenue
budget.

Environmental Sustainability

2.31 Capital expenditureoverthe next5-year period includes c.£678m of schemes that will
contribute to carbon reduction, action on climate change and enablingagreenerfuture. Of
thisspend, c.£366m isincluded forschemesinthe approved budgetanda furtherc.£312m for
schemesinthe pipeline,which are subjectto ongoing development, scrutiny and challenge
before beingapproved. The Council will continueto take directaction on environmental
sustainability forfuture generations as part of the Carbon NetZero targets set for2030 and
2050. The Council has broughtin expertise to betterunderstand and report on carbon
impacts of the Capital Programme and to set established processes forassessing capital plans
and capturing necessary information for business case scrutiny and benefits realisation.

3. INVESTMENT OVERVIEW

3.1 Inadditiontoservice-led capital expenditure, the Councilhasinvestedits money forafurther
three broad purposes:

e Tosupportlocal publicservices by setting up, lending to or buying sharesin other
organisations (service investments);

e To earninvestmentincome (known as commercial investments where thisis the main
purpose); and

e Asaresultof surplus cash from its day-to-day activities, forexamplewhenincomeis
receivedinadvance of expenditure (known as treasury management investments);

Service Investments: Loans and Equity

3.2 Overview: The Council invests money initssubsidiaries and other organisations to support
local publicservices and stimulatelocal economicgrowth. Subsidiaries of this nature include:
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e HendecaGroup Ltd (formerly S.E. Business Services Ltd) —a Local Authority Trading
Company (LATC) wholly owned by the Council for the provision of business services.

e  Surrey Choices Ltd — a LATC, wholly owned by the Council to deliver day services and
community support options for people with disabilities and older people.

Security: The mainrisk when making service loansis thatthe borrowerwill be unable to repay
the principal lentand/orthe interestdue. Inorderto limitthisriskand ensure that total
exposure toservice loans remains prudent, decisions on service loans are made in the context
of theirvalue, the stability of the counterparty and an assessment of the risk of default. The
currentvalue of service loansissetout as follows:

Table 7 - Loans for service purposesin £ millions

31.3.2022 actual 2023/24
Balance Loss Net figure in L
Category of borrower . Approved Limit
owing allowance Accounts
£m £fm £m £m
Subsidiaries 3 - 3 10

Accounting standards require the Council to set aside loss allowance forloans, reflecting the
likelihood of non-payment. The figuresforloansinthe Council’s Statement of Accounts are
shown net of this loss allowance. However, the Council makes every reasonable effort to
collectthe full sumadvanced and has appropriate credit control arrangementsin place to
recoveroverdue repayments. Inthe case of our service loans, these allowances are nil.

Risk assessment: The Council assesses the risk of loss before enteringinto and whilst holding
service loans by reference to theirfinancial position, past experience and otherfactors. We
wholly own oursubsidiaries for service purposes and so theirfinancial positionis subjectto
the same rigour and control as that of the Council.

Commercial Investments: Property

3.6

Overview: The Council holdsinvestmentsinlocal commercial property; office space, leisure
and retail, with the intention of supporting Surrey’s economy and generating asurplus that
will be spentonlocal publicservices. The table below shows the value of ourinvestments by
main category, including those under construction where the ultimate use istobe
determined.
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Table 8 - Property held for investment purposesin £ millions

Actual 31.3.2022 actual

Gains or .
Property Purchase Closing

(losses)

cost £m Value £m
£m

Office 117 9 127
Retail 6 (3) 3
Leisure 1 0 1
TOTAL 124 7 131

3.7 Security: Inaccordance with government guidance, the Council considers a property

investmentto be secure ifits accounting valuationis ator higherthanits purchase cost
including taxes and transaction costs.

3.8 Afairvalue assessment of the Council’sinvestment property portfolio has been made within
the past twelve months, and the underlying assets provide security for capital investment.
The Council holdsinvestment properties forlong-term rental income, and short-term
fluctuationininvestment values can be expected. Ourinvestment properties operateina
challenging commercial environment, with particular pressure on retail. We continue to
explore mitigating actions to protect the capital invested, such as alternate uses where
appropriate.

Commercial Investment — Equity Investments and Loans

3.9 Overview: The Council wholly owns Halsey Garton Property Ltd (HGP) which has a portfolio of
national investment properties used to generate areturn to the Council. The Council also
wholly owns Halsey Garton Residential Ltd (HGR), which holds a portfolio of Surrey-based
residential properties. The financial return from both companies takes the form of intereston
the outstandingloan and dividend payments (where possible). The total value of our
investmentin HGP and HGR as at 31°* March 2022 isset out below.

Table 9 - Equity and Loans to HGP and HGR in £ millions

31.3.2022 actual
Net figure
Balance Loss .
Category of Investment ] in
outstanding| allowance
Accounts
£m £m £m
Equity Shares 97 0 97
Loans 241 (1) 240

3.10 Accountingstandardsrequire the Council tosetaside loss allowance forinvestments,
reflecting an assessment of risk. The figuresinthe Council’s Statement of Accounts are shown
net of thisloss allowance. However, the Council makes every reasonable effortto collect the
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full sumadvanced and has appropriate credit control arrangements in place torecover
overdue repayments.

The Council also holds shares at a £0.5m initial costin the UK Municipal Bonds Agency
(UKMBA) whose aimisto reduce the long-term borrowing costs of Local Authorities who join
togethertoissue local authority bonds. The Council does not currently have abond-issue with
UKMBA but is taking regular advice fromits Treasury advisors, Arlingclose on the most
appropriate source of finance forits long-term capital spending plans. The share value has
been written out of the Council’s balance sheet because the UKMBA set out a material
uncertaintyinits November 2020 accounts that would cast doubt on the company’s ability to
continue as a going concern.

Managing the debtused to finance subsidiaryloans

3.12

3.13

3.14

3.15

3.16

3.17

In previous financial years, the Councilhas borrowed moneytolend onto Halsey Garton
Property, in orderthat Halsey Garton Property can investin property to generate arevenue
income forthe Council to supportservice delivery. Alongside the equity shares, these loans
are setoutinTable 9, above.

The Council’s MRP policy for2021/22 was to charge MRP onindividual properties wherethe
market value had fallen below the outstanding loan, ensuring thatthe debt coverage was
maintained. This was deemed a prudent approach and therefore compliant with current
legislation because, despiteindividual properties carrying a marketvalue below the debt, the
value of the portfolio overallstill exceeded the outstanding loans.

In November2021, the Governmentissued a consultation on proposed changes to capital
finance regulations. The potential change in stance arising from this consultation would have
dictated that local authorities charge MRP on all subsidiary loans, to ensure the money is set
aside torepay debt without relying on the subsidiary selling assets or negotiating new debt.

In anticipation of these changes cominginto force forthe 2023/24 financial year, as perthe
government’s proposed timetable, the Council took the decision to adopt the regulations
earlyand amended its MRP policy for2022/23 to provide MRP on capital loansin full asit
doesforany otherasset. This policy was approved by Full Council on 8th February 2022.

In June 2022, the Governmentissued aninterimresponse to the consultation, whichincluded
an amended proposal in respect of capital loans. The amended proposal is that, where an
authority has made a capital loan forservice purposes, MRP need only be made to coverthe
expected creditloss required by IFRS 9. Zero MRP is acceptable if the outstanding CFRon the
loanis no greaterthan the outstanding principal, less any expected creditlosses.

The Council’s current policy of providing for MRP in full meansitis compliant with both the
original and revised proposals. A full response to the consultation has notyetbeenissued and
therefore there isnotyet complete certainty overthe final nature and timing of any changes,
ifindeedtheyare introduced.
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Given these circumstances the Council considers it prudentto continue with the current policy
of providing MRP in full onloans to subsidiariesin 2023/24, as outlinedin the 2023/24 MRP
Policy (Annex G). Thiswillensure thatthe Council’s debtin relation tothe loanto Halsey
Garton is serviced overthe life of the asset. When the subsidiary repays its loans, any resulting
surpluswould be recognised as gain (a capital receipt) at the point of repayment.

Security

3.19

3.20

The value of property owned by Halsey Garton Property Ltd at 315 March 2022 was assessed
as being £38m lower than cost, representingan 12% reduction, largely due to pressureson
the retail environment.

Halsey Garton is holding the assets forlong-term rental income and short-termvariationsin
fairvalue do not currently affect the value of the Council’sinvestment. Overthe long term, we
would expect asset valuestorecover.

Risk Assessment and Liquidity

3.21

3.22

Risk assessment: The Council assesses the risk of loss before enteringinto and whilst holding
property or subsidiary investments through athorough analysis of the market and economic
conditions using external advisors where necessary. Separately, the Council hasa
comprehensive risk management strategy to mitigate risks of over-spend orincome shortfalls
to the base budget position.

Liquidity: Compared with otherinvestment types, property is relatively difficult to sell and
convertto cash at short notice and can take a considerable period tosell in certain market
conditions. The Council isnotreliantoninvestments in property to maintain its liquidity and
manages liquidity through otherinvestments and borrowing. The Council has Reservesand
Contingencies to maintain stability in the event of a period of lowerreturns fromits
investment portfolio.

Loan Commitments and Financial Guarantees

3.23

3.24

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

We do not currently extend financial guarantees to otherorganisations, howeverif we chose
to be part of a jointbondissue with UKMBA, we would be liable for defaults of other Local
Authoritiesin proportion to the total amount of the bond. Itis highly unlikely thatanother
Local Authority would defaultand sothe riskistheoretical ratherthan a practical reality.

Proportionality

3.25

The Council’srevenue budgetincludes an element of profit generating investment activity to
supportservices. Table 10 below shows the extent to which the expenditure planned to meet
the service delivery objectives and/or place making role of the Council is dependenton
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achieving the expected net profit from investments overthe lifecycle of the MTFS.

Investment activity is forecast to remain around 2% of the Council’s netrevenue budget over
the medium-term. Should we fail to achieve the expected net return, the Councilwould

manage the impact on budget through use of contingencyinthe currentfinancial yearanda
re-assessment of financial plans for the remainder of the medium-term.

Table 10 - Proportionality of Investments

2021/22 (2022/23 |2023/24 (2024/25 |2025/26 (2026/27 |2027/28
Investments net return Actual |Forecast [Forecast [Forecast |Forecast |Forecast |Forecast
£m £m £m £m £m £m £m
Service investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Commercial investments:
Property 6.2 3.6 5.2 6.2 6.4 6.4 6.4
Commercial investments:
Shares and Loans 15.1 14.9 14.9 14.9 14.9 14.9 14.9
Total Net Income from
Investments 21.3 18.5 20.1 21.1 21.3 21.3 21.3
Proportion to Net Revenue
Budget (%) 2.1% 1.8% 1.8% 1.9% 2.0% 2.0% 2.0%

Commercial Governance

3.26 Commercial investments are taken through arigorous Officerand Memberled process to

ensure that decisions are taken with an adequate level of scrutiny. The diagram, below,

showsthe governance groups charged with delivering commercialinvestments:

Fig 2: Commercial Governance

Strategic Investment Board (SIB)
(Officer and Member group)

|

Shareholder and Investment Panel
(Officer group)

|

|

|

Investments and Subsidiaries
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At officerlevel, oversightis provided by the Shareholder Investment Panel (SHIP) with
representation from Finance (Chair), Land & Property and Legal.

The Memberled Strategiclnvestment Board (SIB) monitors the Council’s investment
properties and subsidiary companies to ensure satisfactory performance and effective risk
management. The financial returns delivered by trading and investment help to ensure that
we continue to deliver quality services to ourresidents.

SIB provides effective oversight, ensuring alignment with the strategic objectives and values of
the Council. SIBsafeguards the Council’s interests and takes decisions i n matters thatrequire
the approval of the Council asowneror as a shareholder of acompany.

Investment Indicators

3.30

331

3.32

The Council has setthe following quantitativeindicators to allow elected members and the
publicto assessthe Council’s total risk exposure asaresult of itsinvestment decisions.

Total risk exposure: The firstindicator shows the Council’s total exposure to potential
investmentlosses. Thisincludesamountsthe Council is contractually committed to lend but
have yetto be drawn down and guaranteesthe Council hasissued over third-party loans.

Table 11 - Total investment exposure in £millions

31.03.2022 | 31.03.2023 | 31.03.2024

Total investment exposure Actual Forecast Forecast
£m £m £m

Treasury management investments 141 20 50

Service investments: Loans 3 3 3

Commercial and Economic Growth

. 131 132 158

investments: Property

Commercial investments: Loans 241 241 241

Commercial investments: Shares 97 97 97

TOTAL INVESTMENTS 613 493 549

How investments are funded: Government guidance states that ourindicators shouldinclude
an analysis of howinvestments are funded. Councils, including SCC, do not generally associate
borrowing with individualassets, since we borrow as required to fund the whole portfolio of
capital spend. However, the followinginvestments could be described as being funded from
capital sources, including borrowing and receipts. The remainder of the Council’sinvestments
are funded by Usable Reserves and income received in advance of expenditure.
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Table 12 - Investments funded by borrowing in £millions

31.03.2022 | 31.03.2023 | 31.03.2024

Total investment exposure Actual Forecast Forecast

£m £m £m
Commercial and Economic Growth
. 131 132 158
investments: Property
Commercial investments: Loans 241 241 241
Commercial investments: Shares 97 97 97
TOTAL INVESTMENTS 469 470 496

AnnexF

Rate of return received: Thisindicator shows the investmentincomereceived less the

associated costs, including the cost of borrowing where appropriate, as a proportion of the
suminitiallyinvested. Note that due to the complexityof the Local Governmentaccounting

framework, notall recorded gains and losses affect the revenue accountin the yearthey are

incurred.

Table 13 - Investmentrate of return (net of all costs)

2021/22 2022/23 2023/24 2022/23
Investments net rate of
Actual Forecast Forecast Forecast
return
£m £fm £m %
Service investments 0.0 0.0 0.0 0%
Commercial
. 6.2 3.6 5.2 3%
investments: Property
Commercial
investments: Shares and 15.1 14.9 14.9 4%
Loans
ALL INVESTMENTS 21.3 18.5 20.1 4%

External context

3.34

In 2018, following concerns from the sectorregardingthe adoption of International Financial
Reporting Standard 9 (IFRS 9) into the Code of Practice on Local Authority Accounting (the
Code), the governmentintroduced a statutory override to mitigate the risks highlighted by the
sector. At that time, authorities had expressed concern that reporting changes broughtin by
IFRS 9 would mean that the fairvalue movementsin certain assets would need to be reflected
inbudgets. This would have particularly affected investmentsin pooled investment funds, a
type of investment widely heldinthe sector. Authorities argued that the increased volatility to
budgets could impact service delivery or place undue burdens on council taxpayers.
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The statutory override mitigates these putative risks by requiring authorities toremove the
impacts of the fairvalue movements of pooled investment funds from theirbudgets and
record theminan unusable reserve. The statutory override was time -limited to five years,
from 1 April 2018 and ending 31 March 2023. At that time, the governmentsaid thatitwould
keep use of the statutory override underreview but made no further commitments.

In August 2022, the Governmentlaunched a consultation on whetherto extend the override,
make it permanentorallow itto lapse. The aim of this consultation was to collect the views of
authorities and otherstakeholders, and to collect additional information needed to
understand the financial risks associated with both continuing the statutory override or
allowingreversion to the Code of practice on local authority accounting. The responsesto the
consultation have now been considered, and Ministers have decided to extend the existing
IFRS 9 statutory accounting override fora further2 years until 31 March 2025. A full
governmentresponse is expectedin early 2023.
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4. Treasury Management Strategy Statement 2023/24

Introduction

4.1

4.2

4.3

4.4

4.5

4.6

Treasury managementat Surrey County Council is conducted within the framework of the
Chartered Institute of Public Finance and Accountancy’s Treasury Management in the Public
Services: Code of Practice 2021 Edition (the CIPFA Code) which requiresthe Counciltoapprove
a treasury managementstrategy before the start of each financial year.

This reportfulfils the Council’s legal obligation under the Local Government Act 2003 to have
regardto the CIPFA Code. Afull setof Prudential Indicators issetoutinAnnexland a
number of Treasury limits and indicators are set out below.

Treasury managementis the management of the Council’s cash flows, borrowing,
investments, and the associated risks. The Councilhas borrowed and invested substantial
sums of money andistherefore exposed to financialrisksincluding the loss of invested funds
and the revenue effect of changinginterest rates. The successful identification, monitoring
and control of financial risk are therefore central to the Council’s prudent financial
management.

The Council tends to be cash richin the short-term as revenue income (e.g. Council Tax,
Business Rates and Government Grants) is typically received before itis spent, but cash poor
inthe long-term as capital expenditureisincurred before being financed. Surplus cashiis
invested untilrequired, while ashortage of cash will be met by borrowing, to avoid excessive
credit balances or overdraftsinthe bank currentaccount.

Managing the cost of the Council’s borrowingis at the heart of the Treasury Management
Strategy (TMS) and we work proactively with our Treasury Management advisor, Arlingclose
on a continual basis, to ensure that our approach representsthe best balance between
minimising costand managingthe risk of interest rate changes. Regular meetings with
Arlingclose coincide with Bank of England Monetary Policy Committee meetings, however our
strategyis under constant review throughout the year, and we can call on Arlingclose’s
expertisewhenever required.

Interest rate risk mitigation: The increasestointerestrates made by the Bank of England, and
anticipation of furtherrisesinthe immediate future also have animpact on the affordability of
the capital programme. The Council is looking to maximise itsinternal and short-term
borrowing strategy toreduce the needtoenterintolongterm borrowing at higherrates of
interestoverthe shortterm. The Bank of England and other market intelligence suggests that
interestrates will be high overthe next 18-24 months and then will need toreduce, as
inflation and growth reduces, due to a projected period of recession. Therefore abalance
needstobe made betweenincreasingthe base budget forhighinterestrates, resultingina
largerrequired efficiency target, and managing ashort term peakininterest rates through
otherstrategies asfollows:
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e Our borrowingstrategy requires us to maximiseinternal borrowing by utilising
internal balances held forthe mediumterm

e Ourborrowingstrategy also enables ustoborrow short term at cheaper rates to avoid
‘locking’inlongterminterest charges wheninterest rates are high

e Historictrends suggestthat pipeline conversion and capital programme spending will
be lessthanthe current profilinginthe draft budget.

e The Council holdsaninterestrate riskreserve of £1.6m if interest payable in the year
exceedsthe revenue budget available, afterthe mitigations set out above.

Interest rate volatility has effectively been managed throughout 2022/23 to-date through this
strategy and higherthanforecastcash levels. Cashlevels have benefited from significant
grant income received upfrontin the financial yearand, more significantly, £50m of longterm
borrowingtaken outin March 2022 (at 1.98%) before rates beganto rise.

The Treasury Management Strategy is supported by four TMS annexes:

1. Prudentialindicators—a Code requirement which supports ourapproach to borrowing,
managingrisk and highlighting our capital financing requirement.

2. Detailed external context—a detailed summary from Arlingclose of the currentand
future economicclimate, risks and opportunities along with detailed interest rate
forecasts.

3. Investment & Debt Portfolio Position as at 30 November 2022 — to highlight the current
range of debtand investments.

4. Glossaryof Terms

External Context—as at November 2022 (Bank Rate update is as at December)

4.8

4.9

4.10

Economic background: The ongoingimpacton the UK fromthe war in Ukraine, togetherwith
higherinflation, higherinterest rates, uncertain government policy, and adeteriorating
economicoutlook, will be majorinfluences on the Council’s treasury management strategy for
2023/24.

The Bank of England (BoE) increased Bank Rate by 0.5% to 3.5% in December2022. This
followed a0.75% rise in November which was the largest single rate hike since 1989 and the
ninth successive rise since December 2021. The December decision wasvoted forbya 6 3
majority of the Monetary Policy Committee (MPC), with two dissenters voting forano-change
at 3% and one for a largerrise of 0.75%.

The November quarterly Monetary Policy Report (MPR) forecast a prolonged but shallow
recessioninthe UK with CPlinflation remaining elevated at over 10% in the near-term. While
the projected peak of inflationis lowerthaninthe Augustreport, due in part to the
government’s support package forhousehold energy costs, inflation is expected remain higher
for longeroverthe forecast horizon and the economic outlook remains weak, with
unemployment projected to start rising.
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The UK economy contracted by 0.3% between July and September 2022 according to the
Office for National Statistics, and the BoE forecasts Gross Domestic Product (GDP) will decline
0.75% inthe second half of the calendaryear due to the squeeze on household income from
higherenergy costs and goods prices. Growth is then expected to continue to fall throughout
2023 and the first half of 2024.

CPlinflationis expected to have peaked ataround 11% in the last calendar quarter of 2022
and then fall sharply to 1.4%, below the 2% target, in two years’ time and to 0% inthree years'
time if Bank Rate follows the path implied by financial markets at the time of the November
MPR (a peak of 5.25%). However, the BoE stated it considered this path to be too high,
suggestingthatthe peakininterestrates will be lower, reducing the risk of inflation falling too
far below target. Market rates have fallen since the time of the November MPR.

The labour market remains tight for now, with the most recent statistics showingthe
unemployment rate was 3.7%. Earnings were up strongly in nominal terms by 6.1% for both
total pay and forregular pay but factoring ininflation means real pay for both measures was -
2.7%. Looking forward, the November MPR shows the labour market weakeningin response
to the deteriorating outlook for growth, leading to the unemployment rate rising to around
6.5% in 2025.

Interest rates have also beenrising sharply inthe US, with the Federal Reserveincreasing the
range on its key interestrate by 0.5% in December 2022 to 4.25%-4.5%. This rise follows four
successive 0.75% rises in a pace of tightening that has seenrates increase from 0.25%-0.50%
in March 2022. Annualinflation has been slowinginthe US but remains above 7%. GDP grew
at an annualisedrate of 3.2% (revised up from 2.9%) between July and September 2022, but
with official interest rates expected torise even furtherinthe coming months, arecessionin
theregioniswidely expected at some point during 2023.

Inflation rose consistently in the Euro Zone since the start of the year, hittinga peak annual
rate of 10.6% in October 2022, before decliningto 10.1% in November. Economicgrowth has
been weakening with an upwardly revised expansion of 0.3% (from 0.2%) in the three months
to September2022. Aswiththe UK and US, the European Central Bank has beenonan
interestrate tightening cycle, pushingupitsthree keyinterest rates by 0.50% in December,
following two consecutive 0.75% rises, taking its main refinancingrate to 2.5% and deposit
facility rate to 2.0%.

Creditoutlook: Creditdefaultswap (CDS) prices have generallyfollowed an upward trend
throughout 2022, indicating higher creditrisk. They have been boosted by the warin Ukraine,
increasing economicand political uncertainty and aweaker global and UK outlook, but remain
well below the levels seen at the beginning of the Covid-19 pandemic.

CDS price volatility was higherin 2022 compared to 2021 and the divergence in prices

between ringfenced (retail) and non-ringfenced (investment) banking entities has emerged
once again.
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The weakening economic picture during 2022 led the credit rating agenciesto reflect thisin
theirassessment of the outlook forthe UK sovereign as well as several local authorities and
financial institutions, revising them from to negative from stable.

There are competing tensionsin the banking sector which couldimpact bank balance sheet
strength going forward. The weakening economic outlook and likely recessions in many
regionsincrease the possibility of a deteriorationin the quality of banks’ assets, while higher
interestrates provide aboostto net income and profitability.

However, the institutions on our adviser Arlingclose’s counterparty list remain well-capitalised
and their counterparty advice on both recommended institutions and maximum duration
remain underconstant review and will continue to reflect economicconditions and the credit
outlook.

Interest rate forecast (December 2022): The Council’s treasury managementadviser
Arlingclose forecasts that Bank Rate will continue torise in 2022 and 2023 as the Bank of
England attempts to subdue inflation which is significantly above its 2% target.

While interest rate expectations reduced during Octoberand November 2022, multiple
interestrate rises are still expected overthe forecast horizon despite looming recession.
Arlingclose expects Bank Rate to rise to 4.25% by June 2023 underits central case, with the
risksinthe near-and medium-termtothe upside should inflation not evolve as the Bank
forecasts and remains persistently higher.

Yields are expected to remain broadly at current levels overthe medium-term, with 5-, 10-
and 20-year giltyields expected to average around 3.5%, 3.5%, and 3.85% respectivelyover
the 3-year period to December 2025. The risks for short, medium and longer-termyields are
judgedto be broadly balanced overthe forecast horizon. As ever, there willundoubtedly be
short-termvolatility due to economicand political uncertainty and events.

A more detailed economicandinterestrate forecast provided by Arlingcloseis attached in the
TMS Annex 2.

For the purpose of setting the budget, it has been assumed that new treasury management
investments willbe made atan average rate of 3%, and that new borrowing will be sourced at
an average rate of 4% for 2022/23 and 2023/24, 3% in 2024/25 and 2% forthe remainder of
the MTFS period.

Local Context:

4.26

On 31 March 2022 the Council held £722m borrowing (£496m of long-term borrowing and
£226m short-term borrowing) and £141m of cash investments. By 30th November 2022, this
had dropped to £594m borrowing (£483m of long-term borrowingand £111m of short-term
borrowing), with £100m of investments.
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The underlying need to borrow for capital purposesis measured by the Capital Financing
Requirement (CFR), while balance sheetresources are the underlying resources available for
investment. The Council’s current strategy is to maintain borrowing and investments below
theirunderlyinglevels, sometimes known asinternal borrowing.

Internal borrowing allows the Council to utilise its internal cash balances (i.e. working capital
and reserves) which are notrequired in the shortto medium-termin orderto reduce risk and
keepinterest costs low. Forecast changesin these sumsare shownin the balance sheet
analysisinTable 14 below.

Table 14 - Balance sheet summary and forecast

31.3.22 31.3.23 31.3.24 31.3.25 31.3.26 31.3.27 31.3.28
Actual| Forecast| Forecast Forecast Forecast Forecast| Forecast
£m £m £m £m £m £m £m
General Fund CFR 1,339 1,446 1,662 1,992 2,190 2,340 2,420
Less: PFl and lease liabilities (91) (87) (82) (77) (73) (68) (63)
Net CFR (underlyi dt
et CFR (underlying need to 1,248 1,360 1,580 1,915 2,118 2,273 2,357
borrow)
Less: External borrowing (long
(496) (484) (474) (466) (458) (449) (444)
term)
Internal borrowing (based on
projection of level of reserves, (524) (599) (599) (599) (599) (618) (637)
balances and working capital)
Projected additional external
) . 228 277 507 850 1,061 1,205 1,276
borrowing requirement

4.29

4.30

4.31

4.32

The Council has an increasing CFR over the period to 31 March 2028, due to the proposed
Capital Programme and approved investment strategy projects. The maximisation of internal
borrowingleadsto a borrowing requirement above the Council’s ability to utiliseitsinternal
resourcesto fund this capital expenditure. It will therefore be required to raise additional
external borrowing overthe forecast period.

CIPFA’s Prudential Code for Capital Finance in Local Authorities recommends that the
Council’s total debt should be lowerthanits highestforecast CFR overthe nextthre e years.
Table 14 shows that the Council expects to comply with this recommendation across the

medium-term.

Liability benchmark: To compare the Council’s actual borrowing against an alternative
strategy, a liability benchmark has been calculated showing the lowest risk level of borrowing.
Thisassumes the same forecasts as table 14 above, but that cash and investment balances are
keptto a minimum level of £50m at each year-end to maintain sufficient liquidity but
minimise credit risk.

The liability benchmarkis animportant tool to help establish whether the Councilislikely to
be a long-term borrower orlong-terminvestorin the future, and so shape its strategicfocus
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and decision making. The liability benchmark itself represents an estimate of the cumulative

amount of external borrowing the Council must hold to fund its current capital and revenue
planswhile keeping treasury investments at the minimum levelrequired to manage day-to-

day cash flow.

Table 15 - Liability Benchmark

2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
Position at 31 March Actual | Projected & e Estimated ------------enmenmee- >
£fm £m £fm
Loans CFR 1,248 1,360 1,580 1,915 2,104 2,258 2,342
External borrowing (725) (484) (474) (466) (458) (449) (444)
Internal (over) borrowing 523 876 1,106 1,449 1,647 1,808 1,898
Balance sheet resources (662) (649) (649) (649) (649) (669) (690)
Net investments / (new borrowing) 138 (227) (457) (800) (998) (1,139) (1,208)
Treasury investments 138 50 50 50 50 51 53
New borrowing 0 277 507 850 1,048 1,190 1,260
Net loans requirement 587 711 930 1,266 1,455 1,589 1,652
Liquidity allowance 50 50 50 50 50 51 53
Liability benchmark 637 761 980 1,316 1,505 1,640 1,705

Graph 1: Liability benchmark
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4.33 Thelong-termliability benchmark assumes:

e Capital expenditurefunded by borrowingas perthe 2023-28 Capital Programme, with
no furtherassumed expenditure factored in beyond the MTFS period;

e Projectsincludedinthe Capital Programme (Budgetand Pipeline) and approved

investment strategy spend are included;
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e Minimum Revenue Provision (MRP) on new capital expenditure is based on the attached
MRP policy;

e ReservesandBalancesare based on proposed and approved use overthe life of the
Medium-term Financial Plan (MTFS) and increase by inflation thereafter; and

e Thebenchmarkisbasedon our assumptions on capital expenditure and the external
loans requirement may not ultimately reduce to zero as future capital expenditure is
approved.

Overall, the liability benchmark shows that we are currently borrowing exactly what we need,
because the amount of external debt (grey shaded are) matches the liability benchmark (red
line). Aswe progress overthe mediumterm, the gap between total external debtandthe
liability benchmark grows, meaning that we need to borrow more money to meetour
financingrequirement. We aimto avoid a scenario where ourexternal debt exceeds our
liability benchmark, asitindicates that we are borrowing more than we need —i.e. borrowing
to invest, carryingwithitanincreased risk of investment returns.

The difference betweenthe CFR (underlying need to borrow —represented by the blue line)
and actual external borrowing is funded from Reserves and Balances (internal borrowing).
The current strategy to internally borrow continues to support the Council’s financial position
inthe shortto medium-term.

As shown, the Council’s current debt portfoliois long dated and there are no significant
repayments until the 2050s. Analternate strategy would be toincrease ourlong-term fixed
rate borrowing now. The liability benchmarkillustrates that if we were todo so, it would be
for a reasonably modestamountovera period of up to 20 years (to avoid a significant amount
of fixed-rate debt exceeding our liability benchmark).

Borrowing Strategy

4.37

4.38

4.39

Objectives: The Council’s main objective when borrowing money is to strike an appropriate
balance between securinglow interest costs and achieving certainty of those costsoverthe
period forwhichfundsare required. Toachieve this, the key aimisto maximise internal
borrowingand use short-term borrowing to manage cashflow shortfalls, striking a balance
between cheapershort-termloans and long-term fixed rate loans where the future cost is
known but higher. The authority does not borrow to investforthe primary purpose of
financial return and therefore retains full access to the Public Works Loans Board.

Strategy: The Council is facing unprecedented financial pressures, principally driven by rising
need forservices from residents and the increasing costs of providing such services. Given
these pressures, the Council’s borrowing strategy continues to address the key issue of
affordability without compromising the longer-term stability of the debt portfolio. The Council
continues to maximise the use of internal resources (internal borrowing) and borrowing short -
termto fundthe additional requirement based on cash flow forecasts.

By doingso, the Council is able to supress net borrowing costs (despite foregone investment
income) and reduce marketand creditriskin the investment portfolio. However, short-term

Page 223



4.40

4.41

4.42

4.43

4.44

4.45

AnnexF

borrowing doesincrease the Council’s exposureto changesininterestrates as whenshort-
termloans mature, they may needto be replaced at a higherrate of interest.

The level and mix of internal, short-term, and long-term borrowing will be reviewed on a
regularbasis, taking account of the overall cash position and market forecasts. Arlingclose will
assistinthisreview with ‘cost of carry’ and breakeven analysis, which will support decisions
on whetherto take additional longer-term external borrowing at fixed rates in 2023/24.

Alternatively, the Council may arrange forward startingloans where the interest rate is fixed
inadvance, but the cash isreceivedinlateryears. Thiswould enable certainty of cost without
sufferingacost of carry in the intervening period. Althoughis unlikely to be beneficial when
prevailinginterest rates are higherthan forecast future rates.

Sources of borrowing: The approved sources of long-term and short-term borrowing are:
e HM Treasury’s Public Works Loan Board (PWLB);
e any institution approved forinvestments (see below);
e banksor buildingsocieties authorised to operate in the UK;
e UK Local Authorities;
e UK publicand private sector pension funds (except the Surrey Pension Fund);
e capital marketbondinvestors;and
e UK Municipal Bonds Agency plcand otherspecial purpose companies created to
enable Local Authority bondissues.

The Council has previously raised the majority of its long-term borrowing from the PWLB. For
short-term borrowing, the Council has, and will continue, to use other sources of finance, such
as loans from other Local Authorities, pension funds and other publicbodies as these are
often available at more favourablerates. These short-termloans leave the Council exposed to
therisk of interestrate rises and are therefore subjectto the interest rate exposure limitsin
the treasury managementindicators below.

Under the new Prudential Code, an authority must not borrow to invest primarily for financial
return. It is not prudent forlocal authorities to make any investment or spending decision that
will increase the capital financing requirement, and so may lead to new borrowing, unless
directly and primarily related to the functions of the authority and where any financial returns
are eitherrelatedto the financial viability of the projectin question or otherwise incidental to
the primary purpose. Authorities with commercial land and property may investin maximising
itsvalue, including repair, renewal and updating of the properties. This Strategy certifies that
the Council’s capital spending plans do notinclude the acquisition of assets primarily foryield.

Other sources of debt finance: In addition, capital finance may be raised by the following
methodsthatare not borrowing, but may be classed as otherdebtliabilities:

e |easing

e hirepurchase

e Private Finance Initiative (PFI)

e saleand leaseback
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All such sources of finance are subjectto a robust options appraisal.

Municipal Bonds Agency: UK Municipal Bonds Agency plcwas established in 2014 by the Local
Government Association as an alternative tothe PWLB. It plansto issue bonds onthe capital
markets and lend the proceeds to Local Authorities. This will be amore complicated source of
finance than the PWLB for two reasons: borrowing authorities will be required to provide
bondinvestorswith aguarantee torefundtheirinvestmentinthe eventthatthe agencyis
unable tofor anyreason;and there will be alead time of several months between committing
to borrow and knowing the interest rate payable. Any decision to borrow through the Agency
will therefore be the subject of aseparate report. Our current strategy generally favours PWLB
borrowingforlongterm debt due to ease of access to borrowingand certainty of low rates,
howeverthisis periodically reviewed with Arlingclose and when adecision forincreased long -
term borrowingis made all options will be scrutinised.

Debt rescheduling: The PWLB allows Local Authorities to repay loans before maturity and
eitherpaya premium orreceive adiscountaccordingto a setformulabased oncurrent
interestrates. Otherlenders may also be prepared to negotiate premature redemption terms.
The Council may take advantage of this and replace some loans with new loans, orrepay loans
withoutreplacement, where thisis expected tolead to an overall cost efficiency ora
reductioninrisk. Therecentrise ininterestrates means that more favourable debt
rescheduling opportunities should arise thanin previous years.

Borrowing Costs

4.48

4.49

4.50

4,51

4.52

Gross borrowing costsinclude interest payable and the statutory charge on the general fund
for MRP. The borrowing costs associated with the 2023/24 to 2027/28 Capital Programme
increase from £42m in 2022/23 to £91m by 2027/28.

Paragraph 1.18 of Annex 1 shows the ratio of gross borrowing costs againstthe netrevenue
stream (the amount funded from council tax, business rates and general government grants).
Gross borrowing costs as a proportion of net revenue streamincreases over the MTFS period
from 4.1% in 2022/23 to 8.4% in 2027/28.

Netborrowing costs are calculated after offsettinginterestand investmentincomeand over
the same period, net borrowing costs grow from £24m in 2022/23 to £69m in 2027/28.

Paragraph 1.19 of Annex 1 shows net borrowing costs againstthe netrevenue stream
increasing from 2.3% in 2022/23 t06.4% in 2027/28.

Offsettingthe increasein borrowing costs; many of the capital schemes are crucial to
delivering revenue efficiencies, cost containment orincome generation. Afteraccounting for
interest, investmentand rental income to be generated by pipeline projects, net borrowing
costs are projected to be contained withinthe budgetenvelope forthe MTFS period.
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Treasury Investment Strategy

4.53

4.54

4.55

4.56

4.57

4.58

The Council holdsinvested funds representingincome received in advance of expenditure plus
reserves. Forthe first half of 2022/23, the Council held average balances of £135m, compared
with £58m for the equivalent periodin 2021/22. The average return for the first half of
2022/23 was 1.17%. Cash balances are expected to reduce duringthe remainder of 2022/23
and overthe MTFS.

Objectives: The CIPFA Code requires the Counciltoinvestitstreasury funds prudently,and to
have regard to the security and liquidity of itsinvestments before seeking the highest rate of
return, or yield. The Council’s objective when investing money is to strike an appropriate
balance betweenriskand return, minimising the risk of incurring losses from defaults and the
risk of receiving unsuitably low investmentincome. Where balances are expected to be
invested for more than one year, the Council will aimto achieve atotal return that is equal or
higherthanthe prevailing rate of inflation, in orderto maintain the spending power of the
suminvested. The Council aimsto be a responsible investor and will consider environmental,
social and governance (ESG) issues wheninvesting.

Strategy: Due to the continuation of the strategy to maximise internal borrowing and use
short-term borrowing to manage cash flow shortfalls, investment levels are expected to
reduce during 2023/24. The majority of the Council’s surplus cash continuesto be invested in
money marketfunds and short-term unsecured bank deposits. Money Market Funds offer
same-day liquidity, very low or novolatility and also ensure diversification to reduce the
security risk of holding the majority of cash deposits with alimited number of UK banks.
While the Council’sinvestment balances remain low (less than £150m), Money Market Funds
and short-term bank deposits will be utilised, with a cash limit per counterparty/fund of £25m.
Ifthe economicsituation changes, which results in adecision to undertake additional
borrowing, resultingin higher cash balances, otherinvestment counterparties may be
considered and the counterparty limits set out below would apply.

ESG policy: Environmental, socialand governance (ESG) considerations are increasingly a
factor in global investors’ decision making, but the framework for evaluatinginvestment
opportunitiesisstill developing and therefore the Authority’s ESG policy does not currently
include ESGscoringor other real-time ESG criteriaat an individualinvestment level. When
investingin banks and funds, the Authority will prioritise banks that are signatories to the UN
Principles for Responsible Banking and funds operated by managers that are signatoriesto the
UN PrinciplesforResponsible Investment, the Net Zero Asset Managers Alliance and/orthe
UK Stewardship Code.

Business models: Under International Financial Reporting Standards (IFRS 9), the accounting
for certaininvestments depends on the Council’s “business model” for managingthem. The
standard requires entitiestoaccountforexpected creditlossesinatimely manner;fromthe
momentwhen financial instruments are firstidentified. These investments will continue to be
accounted forat amortised cost.
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Approved counterparties: The Council mayinvestits surplus funds with any of the
counterparty typesin Table 16 below, subject to the cash limits (per counterparty)andthe
time limits shown.

Table 16 - Approved investment counterparties and limits

Creditrating | Banks unsecured Banks secured Government*
£ Unlimited
UK Govt n/a n/a
50 years
AAA £10m £20m n/a
5 years 20 years
AL+ £10m £20m o/
5 years 10 years a
£10m £20m
AA n/a
4 years 5 years
AA- £10m £20m n/a
3 years 4 years
A+ £10m £20m o/
2 years 3 years @
£10m £20m
A n/a
13 months 2 years
£10m £20m
A-
6 months 13 months n/a
fim
None 6 months n/a n/a
Pooled
Funds £25m per fund

* UK Local Authorities
This table mustbe read in conjunction with the notes below.

Minimum credit rating: Treasuryinvestment limits are set by reference tothe lowest
published long-term creditrating from Fitch, Moody’s and Standard & Poor’s. Where
available, the creditrating relevant tothe specificinvestment or class of investmentis used,
otherwise the counterparty credit ratingis used. However, investment decisions are never
made solely based on creditratings, and all otherrelevantfactorsincluding external advice
will be takeninto account.

Banks unsecured: Accounts, deposits, certificates of depositand seniorunsecured bonds with
banks and building societies, otherthan multilateral development banks. Theseinvestments
are subjecttotherisk of creditloss viaa bail-inshould the regulator determine that the bank
isfailing orlikely to fail.

Banks secured: Covered bonds, reverse repurchase agreements and other collateralised
arrangements with banks and building societies. These investments are secured on the bank’s
assets, which limits the potential lossesin the unlikely event of insolvency, and means that
they are exemptfrom bail-in. Where there is noinvestment specificcredit rating, but the
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collateral upon which the investmentis secured has a creditrating, the higher of the collateral
creditratingand the counterparty credit rating will be used to determine cash and time limits.
The combined secured and unsecured investments in any one bank will not exceed the cash
limitforsecuredinvestments.

Government: Loans, bonds and billsissued 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 alowerrisk of insolvency, although they are not zero risk.
Investments with the UK Central Government may be made in unlimited amounts for up to 50
years.

Pooled funds: Shares or unitsin diversified investment vehicles consisting of the any of the
above investment types, plus equity shares and property. These funds have the advantage of
providing wide diversification of investment risks, coupled with the services of a professional
fund managerinreturn fora fee. Short-term Money Market 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 overbank accounts of providing wide diversification of
investment risks, coupled with the services of a professionalfund managerinreturnfora
small fee. Although no sector limit applies to money market funds, the Councilwilltake care
to diversifyitsliquid investments overavariety of providersto ensure access to cash at all
times.

Bond, equity and property funds offerenhanced returns overthe longertermbutare more
volatileinthe short-term. These allow the Council to diversify into asset classes otherthan
cash withoutthe need to own and manage the underlyinginvestments. Because these funds
have no defined maturity date, but are available for withdrawal afteranotice period, their
performance and continued suitability in meeting the Council’s investment objectives will be
monitored regularly.

Operational bank accounts: The Council may incur operational exposures, for example though
currentaccounts, collection accounts and merchantacquiring services, to any UK bank with
creditratings no lowerthan BBB - and with assets greaterthan £25 billion. These are not
classed asinvestments but are still subject to the risk of a bank bail-in, and balances will
therefore be keptbelow £1m where practical. The Bank of England has stated that inthe
eventof failure, banks with assets greaterthan £25 billion are more likely to be bailed-inthan
made insolvent, increasing the chance of the Council maintaining operational continuity. The
Council’sbank, HSBC, has a creditrating of AA-.

Risk assessment and credit ratings: Credit ratings are obtained and monitored by the
Council’streasury advisers, who will notifychangesin ratings as they occur. Where an entity
has its credit rating downgraded so that it fails to meet the approved investmentcriteriathen:
e nonewinvestmentswill be made,
e any existinginvestmentsthat can be recalled orsold at no cost will be, and
o full consideration will be given tothe recall orsale of all other existinginvestments
with the affected counterparty.
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Where a credit ratingagency announces that a creditratingis on review for possible
downgrade (also known as “rating watch negative” or “credit watch negative”) so thatit may
fall below the approvedrating criteria, then onlyinvestments that can be withdrawn on the
nextworking day will be made with that organisation until the outcome of the review is
announced. This policy will notapply to negative outlooks, which indicate along-term
direction of travel ratherthan an imminent change of rating.

Other information on the security of investments: The Council understands that credit ratings
are good, but not perfect, predictors of investment default. Full regard willtherefore be given
to otheravailable information on the credit quality of the organisationsin which itinvests,
including credit default swap prices, financial statements, information on potential
governmentsupport, reportsin the quality financial press and analysis. Noinvestments will
be made with an organisationif there are substantive doubts aboutits credit quality.

When deteriorating financial market conditions affect the creditworthiness of all
organisations, as happenedin 2008 and 2011, thisis not generally reflectedin credit ratings,
but can be seenin other market measures. Inthese circumstances, the Councilwill restrictits
investments tothose organisations of higher credit quality and reduce the maximum duration
of itsinvestments to maintain the required level of security. The extent of these restrictions
will beinline with prevailing financial market conditions. If these restrictions mean that
insufficient commercial organisations of high credit quality are available to invest the Council’s
cash balances, thenthe surplus will be deposited with the UK Governmentviathe Debt
Management Office orinvested in government treasury bills or with other Local Authorities.

Investment limits: The Council’s revenue reserves and balances available to coverinvestment
losses are forecast to be approximately £102m on 31 March 2023, consisting of the Budget
Equalisation Reserve, the Revolving Investment and Infrastructure Fund and the Interest Rate
Reserve. There are currently no planstodraw down on these reservesin 2023/24. In practice,
a defaultishighly unlikely. In orderthat no more than 30% of available reserves will be put at
riskin the case of a single default, the maximumthat willbe invested with any one
organisation (otherthan the UK Government) will be £20m and the limitforany one pooled
fund will be £25m.

Table 17 — Investment Limits

Cash limit
Any single organisation, except the UK Central £20m each
Government
UK Central Government unlimited

Any group of organisations underthe same

. £20m per group
ownership

Any group of pooled funds underthe same
management (including Money Market Funds)

Money Market Funds (Total) Unlimited

£25m per manager

Unsecured investments with Building Societies £10m in total
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4.73 Liquidity management: The Council uses cash flow forecasting to determine the maximum
period for which funds may prudently be committed. The forecastis compiledonaprudent
basis to minimisethe risk of the Council being forced to borrow on unfavourable terms to
meetitsfinancial commitments. Limits onlong-term investments are set by reference to the
Council’s medium-term financial plan and cash flow forecast.

Treasury Management Prudential Indicators

4.74 The Council measures and manages its exposures to treasury management risks using the

followingindicators.

4.75 Maturity structure of borrowing: This indicatoris setto control the Council’s exposure to
refinancingrisk. The upperand lower limits on the maturity structure of borrowing will be:

Refinancing rate risk indicator Upper limit Lower limit
Under 12 months 60% 0%

12 monthsand within 24 months 50% 0%

24 monthsand within 5years 50% 0%

5 yearsand within 10 years 75% 0%

10 yearsand above 100% 25%

Time periods start on the first day of each financial year. The maturity date of borrowingis the

date of the loans are due to be repaid.

4.76 Long-termtreasury managementinvestments: The purpose of thisindicatoristo control the

Council’s exposure to the risk of incurring losses by seeking early repayment of its

investments. The prudential limits on the long-term treasury managementinvestments will

be:
No fixed
Pricerisk indicator 2023/24 | 2024/25 2025/26 date
Limit on principal invested beyond year
end £40m £20m £10m £40m

Long-terminvestments with no fixed maturity date include strategic pooled funds and real
estate investment trusts but exclude money market funds and bank accounts with nofixed
maturity date as these are considered short-term.

Other Items

4.77 There are a number of additional items that the Council is obliged by CIPFA and DLUHC to
include initstreasury managementstrategy.

4.78 Policy on the use of Financial Derivatives: Local Authorities have previously made use of
financial derivatives embedded intoloans andinvestments both to reduce interest rate risk
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(e.g.interestrate collars and forward deals) and to reduce costs or increase income atthe
expense of greaterrisk (e.g. LOBO loans and callable deposits). The general power of
competenceinSection 1of the Localism Act 2011 removes much of the uncertainty over Local
Authorities’ use of standalone financial derivatives (i.e. those that are notembeddedintoa
loan or investment).

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

Financial derivative transactions may be arranged with any organisation that meets the
approved investment criteria. The current value of any amount due from a derivative
counterparty will count against the counterparty credit limitand the relevant foreign country
limit.

Markets in Financial Instruments Directive: The Council hasopted into “professional client
status” withits providers of financial services, including advisers, banks, brokers and fund
managers, allowingitaccess to a greaterrange of services but without the greaterregulatory
protections afforded to individuals and small companies. Given the size and range of the
Council’s treasury management activities, the Section 151 Officer believes this to be the most
appropriate status.

Treasury Management Advice: Surrey County Council has appointed Arlingclose Limited as
Treasury managementadvisers and receives specificadvice oninvestments, debt and capital
finance matters.

Treasury Management Training: Memberand Officertraining needs are assessed regularly as
part of the staff appraisal process. Additional training willbe provided asand whenthereis a
changein roles and responsibilities. The Council also benefits from the Orbis partnership
Centre of Expertise, which provides a robust Treasury team providing day to day treasury
management operational activities to Surrey County Council, Brighton & Hove City Council and
East Sussex County Council.

Knowledge and Skills

4.84

4.85

The Council employs professionally qualified and experienced staff in senior positions with
responsibility for making capital expenditure, borrowing and investment decisions. The
Council pays forofficers to study towards relevant professional qualifications including CIPFA.

All officersinvolvedinthe treasury and investment management function have access to

relevanttechnical guidance and trainingto enable themto acquire and maintainthe
appropriate level of expertise, knowledge and skills to undertake the duties and
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responsibilities allocated to them. The Council currently employs treasury management
advisors through Arlingclose (who commenced a new four-year contract from 1%t January
2022) and seeks external legal and property related advice and due diligenceasrequired. The
Council’sinvestment Strategy is supported by guidance from our advisors, Montagu Evans.
The Council’s Treasury Managementand borrowing strategies are supported by guidance
from our advisors, Arlingclose. Both are on hand to guide key decisions and provide proactive
advice inresponse to emerging markettrends.

Those charged with governance (Members of the Audit and Governance Committee and the
Resources and Performance Select Committee) recognise theirindividual responsibility to
ensure thatthey have the necessary skills to completetheirrole effectively. The Section 151
Officerwill ensure that elected members tasked with treasury management responsibilities,
including those responsible for scrutiny, have access to training relevantto theirneedsand
responsibilities.

The Orbis partnership enables the creation and development of specialist resources. Centres
of Expertise have been established for key areas of finance, and central teams of pooled
expertisehave been created to providerobust services which are resilient to meet the
changingservice needs of partners.

Where Council staff do not have the knowledge and skills required, use is made of external
advisers and consultants that are specialistsin theirfield. This approach is more cost effective
than employing such staff directly and ensures that the Council has access to knowledge and
skills commensurate with its risk appetite.

Financial Implications

4.89

4.90

The budget for cash investmentincome in 2023/24 is £1.5m, based on an average investment
portfolio of £50m at an interestrate of 3%. The budgetfor debtinterest paidin2023/24 is
£24.8m, whichis based on a mix of short-term borrowing and the existinglong-term fixed rate
debt portfolio.

The CIPFA Code does not prescribe any particulartreasury management strategy for Local
Authoritiestoadopt. The Section 151 Officer believes that the above strategy represents an
appropriate balance between risk management and cost effectiveness. Some alternative
strategies, with theirfinancialand risk managementimplications, are listed below.
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Alternative Impact on income and Impact on risk management
expenditure

Borrow additional sums Debtinterest costs will rise; Higherinvestmentbalance leading
at long-termfixed thisisunlikely tobe offsetby | to a higherimpactinthe eventofa
interestrates higherinvestmentincome default; howeverlong-terminterest
costs may be more certain

Investina widerrange of | Interestincome willbe higher | Increasedrisk of losses from credit
counterparties and/orfor related defaults, butany suchlosses
longertimes may be smaller
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Prudential Indicators 2023/24

11

1.2

The Local Government Act 2003 requires the Council to have regard to the Chartered Institute
of PublicFinance and Accountancy’s Prudential Code for Capital Finance in Local Authorities
(the Prudential Code) when determining how much money it can afford to borrow. The
objectives of the Prudential Code are to ensure, within aclearframework, that the capital
investment plans of Local Authorities are affordable, prudent and sustainable, and that
treasury management decisions are takenin accordance with good professional practice. To
demonstrate thatthe Council has fulfilled these objectives, the Prudential Code sets out the
followingindicators that must be setand monitored each year.

The Council has adopted the Chartered Institute of PublicFinance and Accountancy’s Treasury
Managementinthe PublicServices: Code of Practice.

Estimates of capital expenditure

13

The Council’s planned capital expenditure and financingis summarised in table 1. This
prudential indicatoris a summary of the Council’s annual capital expenditure plans, both
those agreed previously, and those forming part of this budget cycle.

Table 1 - Actual and estimated
capital expenditure
2022/23 2023/24 2024/25 2025/26 2026/27 2027/28|
Projected €& e Estimated ->
fm fm fm fm fm £m]
Capital programme expenditure
. L 249 416 551 439 323 221
(incl pipeline)
A .
pproved investment strategy 1 % ) 3 0 0
spend
Financed By:
- Government grants and third
o 108 145 153 174 110 75
party contributions
- Capital Receipts 0 41 20 13 2 0
- Revenue and reserves 6 7 6 6 6 6
Net financing need for the year* 135 249 373 248 206 141

*Capital expenditure to be met by borrowing

The Council’s borrowing need (the capital financing requirement)

14

Table 2 setsoutthe Council’s estimated capital financing requirement (CFR). The CFR
represents capital expenditure funded by external debtand internal borrowing and not by
capital receipts, revenue contributions, capital grants or third party contributions at the time
of spending. The CFR therefore measures a Council’s underlying need to borrow fora capital
purpose. Any capital expenditure which has not been funded from locally determined

resources will increasethe CFR. The CFRwill reduce by the Minimum Revenue Provision
(MRP).
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The MRP is a statutory annual revenue charge whichreduces the borrowing needinasimilar
way to paying principal off ahousehold mortgage.

The CFRincludes any otherlong-term liabilities, e.g. PFl schemes, finance leases. Whilst these
increase the CFR, and therefore the Council’s borrowing requirement, these types of scheme
include a borrowingfacility and so the Council is notrequired to separately borrow for these
schemes andtheytherefore do notform part of the Council’s underlying need to borrow.

The CFRis increasing overthe MTFS period which resultsinanincrease in external debt (after
we have maximised internal borrowing) and thereforean increase in the revenue cost of
borrowing.

Thisis reflectedinanincreased Operational Boundary and Authorised Limitas shownin
Tables4and 5. Table 6 - Ratio of financing costs to netrevenue stream, shows that the
revenue cost of debtisan increasing but remainsarelatively low proportion of ouroverall
budget. The impact of fundingthe Capital Programme is builtinto the revenue budgetand
MTEFS.

Projected € e Estimated --------------------- ->
£m £m £m £m £m £m|

Opening CFR 1,339 1,446 1,662 1,992 2,190 2,340
Movements:
- Minimum revenue provision (24) (29) (38) (45) (51) (56)
- Applicati f capital ipt

pplica |on? capital receipts 0 0 0 0 0 0
to repay opening CFR
- PFI & finance leases (4) (5) (5) (5) (5) (5)
- Net financing need 135 249 373 248 206 141

107 215 331 198 150 79

Closing CFR 1,446 1,662 1,992 2,190 2,340 2,420

Table 2: Capital Financing Requirement (CFR)

2022/23  2023/24  2024/25 2025/26 2026/27 2027/28

Gross borrowing and the capital financing requirement

1.9

In orderto ensure thatoverthe medium-term borrowing will only be for a capital purpose,
the Council should ensure thatits debt does not, exceptinthe short-term, exceed the total of
the CFR inthe precedingyear plus the estimates of any additional CFR forthe current and next
2 financial years. This allows some flexibility for early borrowingin advance of need, but
ensuresthatborrowingis notundertaken forrevenue purposes. Thisisa keyindicator of
prudence.

1.10 Total debtisexpectedtoremainbelowthe CFRduringthe forecast period.
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The Council’s operational boundary for external debt

111

1.12

1.13

Table 4 setsoutthe Council’s operational boundary. The operational boundaryisanindicator
against which to monitorits external debt position. Itis based on the Council’s estimate of the
mostlikely (i.e. prudent but not worst case) scenario for external debt. Itlinks directly tothe
Council’s estimates of capital expenditure, the CFR and cash flow requirements andis a key
managementto forin-year monitoring.

Within the operational boundary, figures for borrowing and other long-term liabilities are
separatelyidentified. Otherlong-term liabilities comprisefinance lease, PFls and other
liabilities thatare not borrowing but form part of the Council’s debt position.

The operational boundaryis nota limitand actual borrowing could vary around this boundary
for short periods during the year. It should act as an indicatorto ensure the authorised limitis
not breached. The operational boundary increases overthe MTFS period to reflectan
increasingunderlying need to borrow linked to the Capital Programme. We monitor against
the indicatorthroughoutthe year.

Table 4: Operational Boundary

2021/22  2022/23  2023/24 2024/25 2025/26 2026/27 2027/28

Agreed Agreed ¢ Estimated ---------------=------ ->
£m £m £m £m £m £m £m
Borrowing 833 908 1,150 1,510 1,688 1,819 1,876
Other long term liabilities 91 87 82 77 73 68 63
Total 924 994 1,232 1,588 1,761 1,887 1,938
Estimated external debt 724 761 981 1,316 1,519 1,655 1,720

The Council’s authorised limit for external debt

1.14

1.15

1.16

1.17

Table 5 setsout the Council’s authorised limit for external debt. This key prudential indicator
represents acontrol onthe maximum level of borrowing. Itis a statutory limit determined
undersection 3(1) of the Local Government Act 2003 and representsalimitbeyond which
external debtis prohibited. Itis the maximum amount of debt that the Council can legally
owe.

The Governmentretains an option to control either the total of all Councils’ plans, or those of
a specificCouncil, although this power has notyet been exercised sincethe introduction of
the Prudential Code.

The Authorised limit provides headroom overand above the operational boundary for unusual
cash movements and potential additional borrowing to meet the ambitions of the Council in
respectofitsinvestmentstrategy.

As with the operational boundary, the limit separately identifies borrowing from otherlong-

term liabilities such asfinance leases and PFls. The authorised limitincreases overthe MTFS
periodtoreflectanincreasingunderlying need to borrow linked to the Capital Programme.
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Table 5: Authorised Limit
2021/22  2022/23  2023/24 2024/25 2025/26 2026/27 2027/28
Agreed Agreed € e Estimated >
£m £m fm £m £m fm fm
Borrowing 941 1,054 1,320 1,705 1,858 1,984 2,031
Other long term liabilities 91 87 82 77 73 68 63
Total 1,032 1,141 1,402 1,782 1,930 2,052 2,094
Estimated external debt 724 761 981 1,316 1,519 1,655 1,720

Estimated ratio of gross financing costs to net revenue stream

1.18 Thisis 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
meetfinancing costs.

2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
Actual Forecast | Forecast | Forecast | Forecast | Forecast | Forecast

Ratio of Gross Financing
Costs to Net Revenue 3.7% 4.1% 4.9% 6.0% 6.9% 7.7% 8.4%
Stream

Estimated ratio of netfinancing costs to net revenue stream

1.19 Thisis 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 netfinancing costs (netof investmentincome).

2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
Actual Forecast | Forecast | Forecast | Forecast | Forecast | Forecast

Ratio of Net Financing
Costs to Net Revenue 1.6% 2.3% 2.9% 4.0% 4.8% 5.6% 6.4%
Stream

1.20 Therevenue implications of potential, yet to be identified, investment opportunities that
meetthe Council’s long-term capital strategy criteria, will be funded from the investment
returns of such investments. Ifthereisadelayinthe realisation of sufficient returns, then
costs will be funded from the Council’s Revolving Infrastructure & Investment Fund reserve.

Netincome from commercial and service investments to netrevenue stream

1.21 Thisis an indicator of affordability and highlights the netfinancial impact on the authority of
its entire non-treasuryinvestmentincome.

2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
Actual Forecast | Forecast | Forecast | Forecast | Forecast | Forecast
Total netincome from
service and commercial 21.3 18.5 20.1 21.1 21.3 21.3 21.3
investments
Proportion of net revenue
Stre‘;m ! venu 2.1% 1.8% 1.8% 1.9% 2.0% 2.0% 2.0%

Page 237



AnnexF

TMS Annex 2
Arlingclose Economic & Interest Rate Forecast — December 2022

2.1  Underlying assumptions:

e Theinfluence of the mini-budget onrates andyields continues to wane following the more
responsible approach shown by the new incumbents of Downing Street.

e Volatilityin global markets continues, however, asinvestors seek the extent to which central
banks are willingto tighten policy, as evidence of recessionary conditions builds. Investors
have been more willing to price in the downturn in growth, easing financial conditions, to
the displeasure of policymakers. This raises the risk that central banks will incura policy
error by tighteningtoo much.

e The UK economy isalready experiencing recessionary conditions and recent GDP and PMI
data suggeststhe economy entered atechnical recessionin Q32022. The resilience shown
by the economy has been surprising, despitethe downturnin business activity and
household spending. Lower demand should bear down on business pricing power —recent
data suggeststhe UK has passed peak inflation.

o Thelagged effect of the sharp tightening of monetary policy, and the lingering effects of the
mini-budget on the housing market, widespread strike action, alongside high inflation, will
continue to put pressure on household disposableincome and wealth. The short- to
medium-term outlook forthe UK economy remains bleak.

e Demandforlabourappearsto be ebbing, but not quickly enough in the official datafor most
MPC policymakers. The labour market remains the bright spotinthe economy and persisting
employment strength may support activity, although there is afeeling of borrowed time.
The MPC focusison nominal wage growth, despitethe huge real term pay cuts being
experienced by the vast majority. Bank Rate will remainrelatively high(er) until both
inflation and wage growth declines.

e Global bondyieldsremainvolatile asinvestors price in recessions even as central bankers
push back on expectations for rate cuts in 2023. The US labour marketremainstightand the
Fed wants to see persistently higher policy rates, but the lagged effects of past hikes will
depressactivity more significantly to test the Fed’s resolve.

e Whilethe BoE appearstobe somewhat more dovish given the weak outlook for the UK
economy, the ECB seems to harbour (worryingly) few doubts about the short term direction
of policy. Giltyields will be broadly supported by both significant new bond supply and
global rates expectations due to hawkish central bankers, offsetting the effects of declining
inflation and growth.

Forecast:

e The MPC raised Bank Rate by 50bps to 3.5% in December as expected, with signs thatsome
members believethat 3% is restrictive enough. However, a majority of members think
furtherincreasesin Bank Rate might be required. Arlingclose continues to expect Bank Rate
to peakat 4.25%, with further 25bps rises February, March and May 2023.

e The MPC will cutratesin the medium termto stimulate a stuttering UK economy, but will be
reluctantto doso until wage growth eases. We see rate cuts in the first half of 2024.

e Arlingclose expectsgiltyields to remain broadly steady overthe mediumterm, although
with continued volatility across shortertime periods.

e Giltyieldsface pressurestobothsidesfrom hawkish US/EZ central bank policy on one hand
to the weak global economicoutlook on the other. BoE bond sales and high government
borrowing will provide further underlying supportforyields.
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Current Mar-23 Jun-23 Sep-23 Dec-23 Mar-24 Jun-24 Sep-24 Dec-24 Mar-25 Jun-25 Sep-25 Dec-25
Official Bank Rate
Upside risk 0.00 0.50 0.75 1.00 1.00 1.00 1.25 1.50 1.75 1.50 1.25 1.25 1.25
Arlingclose Central Case 3.50 4.00 4.25 4.25 4.25 4.25 4.00 3.75 3.50 3.25 3.25 3.25 3.25
Downside risk 0.00 0.50 0.75 0.75 0.75 0.75 0.75 1.00 1.00 1.00 1.00 1.00 1.00
3-month money market rate
Upside risk 0.00 0.50 0.75 1.00 1.00 1.00 1.25 1.50 1.75 1.50 1.25 1.25 1.25
Arlingclose Central Case 3.00 4.40 4.40 4.40 4.35 4.30 4.25 4.00 3.75 3.50 3.40 3.40 3.40
Downside risk 0.00 0.50 0.75 0.75 0.75 0.75 0.75 1.00 1.00 1.00 1.00 1.00 1.00
5yr gilt yield
Upside risk 0.00 0.70 0.80 0.90 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Arlingclose Central Case 3.43 3.60 3.80 3.80 3.80 3.70 3.60 3.50 3.40 3.30 3.30 3.30 3.30
Downside risk 0.00 0.80 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
10yr gilt yield
Upside risk 0.00 0.70 0.80 0.90 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Arlingclose Central Case 3.47 3.50 3.60 3.60 3.60 3.60 3.50 3.50 3.50 3.50 3.50 3.50 3.50
Downside risk 0.00 0.80 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
20yr gilt yield
Upside risk 0.00 0.70 0.80 0.90 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Arlingclose Central Case 3.86 3.85 3.85 3.85 3.85 3.85 3.85 3.85 3.85 3.85 3.85 3.85 3.85
Downside risk 0.00 0.80 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
50yr gilt yield
Upside risk 0.00 0.70 0.80 0.90 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Arlingclose Central Case 3.46 3.60 3.60 3.60 3.60 3.60 3.60 3.60 3.60 3.60 3.60 3.60 3.60
Downside risk 0.00 0.80 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00

PWLB Standard Rate (Maturity Loans) = Giltyield + 1.00%
PWLB Certainty Rate (Maturity Loans) = Giltyield + 0.80%

UKIB Rate (Maturity Loans) = Gilt yield +0.60%
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Investment & Debt Portfolio Position as at 30 November 2022

Actual Portfolio | InterestRate
£m %
External borrowing:
Public Works Loan Board 458 3.60
Market 10 5.00
Local Authorities (Incl. Surrey Police) 111 1.89
Other 15 0.00
Total external borrowing 594
Other long-term liabilities:
Private Finance Initiative 91
Total other long-termliabilities 91
Total gross external debt 685
Treasury investments:
Banks & buildingsocieties (unsecured) -
Government (incl. Local Authorities) -
Money Market Funds 100 2.93
Total treasury investments 100
Netdebt 585
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AnnexF

TMS Annex 4

Glossary of Terms

CFR - Capital Financing Requirement

CIPFA - Chartered Institute of Public Finance Accountancy
CPI - Consumer Price Index

DLUHC — Department for Levelling Up, Housing and Communities
DMO - Debt Management Office

ECB — European Central Bank

GDP - Gross Domestic Product

LB — Liability Benchmark

MMF - Money Market Fund

MPC — Monetary Policy Committee

MRP — Minimum Revenue Provision

PWLB —Public Works Loan Board

TMSS - Treasury Management Strategy Statement
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Annex G

Annual Minimum Revenue Provision (MRP) Policy Statement 2023/24

1

The Council isrequired by statute to make a prudent provision forthe repayment of its debt. It
isalso requiredto ‘have regard’ to guidance on how to calculate this provision, issued by the
Department for Levelling Up, Housingand Communities (DLUHC). The Council has assessed the
Minimum Revenue Provision and are satisfied that the guidelines fortheirannual amount of
MRP, set out within this policy statement, will resultintheir makinga prudent provision.

Where capital expenditure wasincurred before 1 April 2008, the guidance suggests writing
down the remaining Capital Financing Requirement by providing MRP of 4% per annum. The
Council agreedin 2016/17 to write thisamount off overthe next 50 years, resultingin the whole
balance being provided foroverafinite period and farsoonerthan underthe 4% reducing
balance method.

As suggestedinthe guidance, for capital expenditure incurred on or after 1 April 2008 and
fundedthrough borrowing, the Council will calculate MRP by charging expenditure overthe
expected useful life of the relevant assets, on an annuity basis. MRP will be first charged in the
yearfollowing the date that an asset becomes operational.

For the following types of capital expenditure, the Council has determined that an alternative
methodology for determining the annual MRP charge should be adopted:

e Forassetsacquired by finance leases orthe Private Finance Initiative, MRP will be
determined as being equal to the element of the rent or charge that goes to write down the
balance sheetliability, oroverthe life of the asset.

e Where loansare made to otherbodiesfortheircapital expenditure, e.g. subsidiaries of
Surrey County Council, MRP is charged as with any other asset. Thisis a continuation of the
policy adoptedin 2022/23 to make MRP more prudentinresponse to fluctuating values of
assets held withinasubsidiary, following externalaudit recommendationsand a
Government consultation on potential changes to capital financing regulations.

e MRP forinvestment property purchases is based on an estimated useful life of 50years, on
an annuity basis, in orderto appropriately match MRP to the period of time that the assets
are expectedto generate abenefittothe Council. Thisisinrecognition thatthese assets are
held forincome generation purposes and that the Council holds asaleable asset, the capital
receiptfromwhich will be used to repay any outstanding debt when sold.

e The Council will determine MRP on equity investments based on a 20 yearlife. However, for
equityinvestmentsin asset backed companies, a 50 yearlife will be assumed to match the
Council’s policy forinvestment assets.

The Council reserves the right to determine alternative MRP approachesin particular cases, in
the interests of making prudent provision, where this is material, taking account of local

circumstances, including specific project timetables and revenue-earning profiles.

Each year a new MRP statement will be presented.
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