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TREASURY MANAGEMENT ACTIVITIES

This report provides a mid-year review of the Council’s Treasury
Management activities for 2017/18, including the borrowing
strategy and the investment strategy.

That the reported treasury activity and performance be noted.

The Treasury Management function of the Council underpins the
ability to deliver the Council’s priorities.

In line with Council Policies.

The achievement of savings on the cost of financing the Council's
debt through repayment, conversion and rescheduling, together
with interest earned by investing short term cash surpluses, is a
crucial part of the Council's medium term financial strategy. This
has to be carefully balanced against the level of risk incurred.

The Council held £116.20m of investments as at 30 September
2017 (£164.450m at 31 March 2017) and the investment portfolio
yield to date is 0.39% against LIBID of 0.13%. The reduction in
cash balances is due primarily to the pensions advance payment
of £43m in April 2017.

The investment return has largely been earned due to an
increased number of longer-duration investments. The average
fixed term investment placed by the Council in 2017/18 to date
has been 229 days, compared to 179 days in 2016/17

The achievement of savings on the cost of financing the Council's
debt through repayment, conversion and rescheduling, together
with interest earned by investing short term cash surpluses, is a
crucial part of the Council's medium term financial strategy. This
has to be carefully balanced against the level of risk incurred.

Failure to properly manage and monitor the Council's loans and
investments could lead to service failure and loss of public
confidence.

The background papers relating to this report can be inspected by
contacting Heather Green, Finance Business Partner by:

3 phone: 0161 342 2929

ki< e-mail: heather.green@tameside.gov.uk
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BACKGROUND

Cash-flow management is a core element of the Council’s financial management
activities. The Council operates a balanced budget, which broadly means cash raised
during the year will meet cash expenditure. Treasury Management operations firstly
ensure that cash flow is adequately planned, with short term surplus funds being
invested. The investment strategy priorities are security (i.e. there is a low risk that the
counterparty will default on the Council’s investment), then liquidity (cash flow needs), and
lastly, yield — providing adequate liquidity initially before considering maximising
investment return.

The second main function of the treasury management service is the funding of the
Council’s capital investment plans, agreed as part of the annual budget setting process
and updated throughout the financial year. These capital plans provide a guide to the
borrowing need of the Council, essentially this is the long term cash flow planning to
ensure the Council can meet its capital spending requirements. This management of
longer term cash may involve arranging long or short term loans, or using longer term
cash flow surpluses, and on occasion any debt previously drawn may be restructured to
meet Council risk management or cost reduction objectives.

Accordingly, treasury management is defined as:

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

INTRODUCTION

The Chartered Institute of Public Finance and Accountancy’s (CIPFA) Code of Practice
on Treasury Management (revised November 2011) was adopted by this Council on 8
February 2012. The primary requirements of the Code are as follows:

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

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

iii. Receipt by the full council of an annual Treasury Management Strategy Statement -
including the Annual Investment Strategy and Minimum Revenue Provision Policy -
for the year ahead, a Mid-year Review Report and an Annual Report (stewardship
report) covering activities during the previous year.

iv. Delegation by the Council of responsibilities for implementing and monitoring treasury
management policies and practices and for the execution and administration of
treasury management decisions.

v. Delegation by the Council of the role of scrutiny of treasury management strategy
and policies to a specific named body. For this Council the delegated body is
Overview (Audit) Panel.

This mid-year report has been prepared in compliance with CIPFA’s Code of Practice,
and covers the following:

e An economic update for the first six months of 2017/18;

e A review of the Treasury Management Strategy Statement and Annual Investment
Strategy;

e The Council’s capital expenditure (prudential indicators);

e Areview of the Council’s investment portfolio for 2017/18;

e Areview of the Council’s borrowing strategy for 2017/18;
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o Areview of any debt rescheduling undertaken during 2017/18;
o Areview of compliance with Treasury and Prudential Limits for 2017/18;

ECONOMIC UPDATE

The following economic update is provided by the Council's treasury management
advisors, Link Asset Services (formally known as Capita Asset Services):

After the UK economy surprised on the upside with strong growth in 2016, growth in 2017 has
been disappointingly weak; quarter 1 came in at only +0.3% (+1.7% y/y) and quarter 2 was
+0.3% (+1.5% yly) which meant that growth in the first half of 2017 was the slowest for the first
half of any year since 2012. The main reason for this has been the sharp increase in inflation,
caused by the devaluation of sterling after the referendum, feeding increases in the cost of
imports into the economy. This has caused, in turn, a reduction in consumer disposable income
and spending power and so the services sector of the economy, accounting for around 75% of
GDP, has seen weak growth as consumers cut back on their expenditure. However, more
recently there have been encouraging statistics from the manufacturing sector which is seeing
strong growth, particularly as a result of increased demand for exports. It has helped that growth
in the EU, our main trading partner, has improved significantly over the last year. However, this
sector only accounts for around 11% of GDP so expansion in this sector will have a much more
muted effect on the average total GDP growth figure for the UK economy as a whole.

On 2 November, the MPC voted 7-2 to increase Bank rate from 0.25% to 0.50%, reversing
the emergency cut in Bank Rate implemented in August 2016. In view of the robust rate of
growth in the second half of 2016, which confounded the Bank’s August 2016 forecasts for
a sharp slowdown, many commentators subsequently held the view that this emergency
action was unnecessary. The MPC also gave forward guidance that they expected to
increase Bank Rate only twice more in the next three years to reach 1.0% by 2020. This is,
therefore, not quite the ‘one and done’ scenario but is, nevertheless, a very relaxed rate of
increase prediction in Bank Rate in line with previous statements that Bank Rate would
only go up very gradually and to a limited extent.

Economic growth in the EU, (the UK’s biggest trading partner), has been lack lustre for
several years after the financial crisis despite the ECB eventually cutting its main rate to -
0.4% and embarking on a massive programme of QE. However, growth picked up in 2016
and now looks to have gathered ongoing substantial strength and momentum thanks to this
stimulus. GDP growth was 0.5% in quarter 1 (2.0% y/y) and 0.6% in quarter (2.3% yl/y).
However, despite providing massive monetary stimulus, the European Central Bank is still
struggling to get inflation up to its 2% target and in August inflation was 1.5%. It is therefore
unlikely to start on an upswing in rates until possibly 2019.

Growth in the American economy has been volatile in 2015 and 2016. 2017 is following
that path again with quarter 1 coming in at only 1.2% but quarter 2 rebounding to 3.1%,
resulting in an overall annualised figure of 2.1% for the first half year. Unemployment in the
US has also fallen to the lowest level for many years, reaching 4.4%, while wage inflation
pressures, and inflationary pressures in general, have been building. The Fed has started
on a gradual upswing in rates with three increases since December 2016; and there could
be one more rate rise in 2017 which would then lift the central rate to 1.25 — 1.50%. There
could then be another four more increases in 2018. At its June meeting, the Fed strongly
hinted that it would soon begin to unwind its $4.5 trillion balance sheet holdings of bonds
and mortgage backed securities by reducing its reinvestment of maturing holdings.

Chinese economic growth has been weakening over successive years, despite repeated
rounds of central bank stimulus; medium term risks are increasing. Major progress still
needs to be made to eliminate excess industrial capacity and the stock of unsold property,
and to address the level of non-performing loans in the banking and credit systems.
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Japan is struggling to stimulate consistent significant growth and to get inflation up to its
target of 2%, despite huge monetary and fiscal stimulus. It is also making little progress on
fundamental reform of the economy.

Link Asset Service’s view on the outlook for the remainder of 2017/18 is as follows:-

The overall longer run trend is for gilt yields and PWLB rates to rise, albeit gently. A world
economic recovery will likely see investors switching from the safe haven of bonds to
equities.

We have pointed out consistently that the Fed. Rate is likely to go up more quickly and
more strongly than Bank Rate in the UK. While there is normally a high degree of
correlation between the two yields, we would expect to see a growing decoupling of yields
between the two i.e. we would expect US yields to go up faster than UK vyields. We will
need to monitor this area closely and any resulting effect on PWLB rates.

The overall balance of risks to economic recovery in the UK is probably to the downside,
particularly with the current level of uncertainty over the final terms of Brexit.

The balance of risks to increases in Bank Rate and shorter term PWLB rates are probably
to the upside and are dependent on how strong GDP growth turns out, how quickly inflation
pressures rise and how quickly the Brexit negotiations move forward positively.

Our forecasts are predicated on an assumption that there is no break-up of the Eurozone
or EU, (apart from the departure of the UK), within our forecasting time period, despite the
major challenges that are looming up, and that there are no major ructions in international
relations, especially between the US and China / North Korea, which have a major impact
on international trade and world GDP growth. We would, as always, remind clients of the
view that we have expressed in our previous interest rate revision newsflashes of just how
unpredictable PWLB rates and bond yields are at present. Our revised forecasts are based
on the Certainty Rate (minus 20 bps) which has been accessible to most authorities since
1st November 2012.

Downside risks to current forecasts for UK gilt yields and PWLB rates currently include:

» Bank of England monetary policy takes action too quickly over the next three years
to raise Bank Rate and causes UK economic growth, and increases in inflation, to
be weaker than we currently anticipate.

* Geopolitical risks, especially North Korea, but also in Europe and the Middle East,
which could lead to increasing safe haven flows.

* A resurgence of the Eurozone sovereign debt crisis, possibly Italy, due to its high
level of government debt, low rate of economic growth and vulnerable banking
system.

* Weak capitalisation of some European banks.
» Rising protectionism under President Trump
» A sharp Chinese downturn and its impact on emerging market countries

The potential for upside risks to current forecasts for UK gilt yields and PWLB rates,
especially for longer term PWLB rates include: -

* The Bank of England is too slow in its pace and strength of increases in Bank Rate
and, therefore, allows inflation pressures to build up too strongly within the UK
economy, which then necessitates a later rapid series of increases in Bank Rate
faster than we currently expect.

* UK inflation returning to sustained significantly higher levels causing an increase in
the inflation premium inherent to gilt yields.

* The Fed causing a sudden shock in financial markets through misjudging the pace
and strength of increases in its Fed. Funds Rate and in the pace and strength of



reversal of QE, which then leads to a fundamental reassessment by investors of the
relative risks of holding bonds, as opposed to equities. This could lead to a major
flight from bonds to equities and a sharp increase in bond yields in the US, which
could then spill over into impacting bond yields around the world.

3.3 Link Asset Service’s view on the anticipated future movement in interest rates is shown

below.

| OW | o7 | tards | 5| g | Qoo | Mards | 1 | S | Do | Mar20 | 0 | Sop20 | Ooo20 | a2l
BANK RATE 0.50 0.50 0.50 0.50 050 075 0.75 075 075 1.00 1.00 1.00 1.25 1.25 1.25

3 month LIBID 0.40 0.40 0.40 0.40 0.40 0.60 0.60 &0 070 0.80 0.90 1.00 1.20 1.20 1.20

& month LIBID 0.45 0.50 0.50 0.50 L0 0.80 0.80 B0 0.90 1.00 1.00 1.10 1.30 1.30 1.40
12 menth LIBID 0LE5 0.7 0.80 0.80 080 1.00 1.00 1.10 1.40 1.30 1.30 1.40 1.50 1.50 1.60
Eyr PWLB 1.50 1.50 1.60 1.60 1.70 1.80 1.80 1.80 1.90 2.00 240 210 220 230 230
10yr PWLE 240 210 220 230 240 240 2.50 260 260 2.70 270 280 290 290 3.00
25yr PWLEB 270 280 2.90 3.00 300 340 310 3120 320 3.30 3.40 a50 350 3.60 31.60
EDyr PWLE 240 250 2.60 270 280 290 2.00 3100 3.00 3.10 3.20 3130 330 3.40 3.40

4, TREASURY MANAGEMENT STRATEGY AND ANNUAL INVESTMENT STRATEGY
UPDATE

4.1 The Treasury Management Strategy Statement (TMSS) for 2017/18 was approved by the
Council on 8 February 2017.

4.2 There are no required policy changes to the TMSS; the details in this report update the
position in the light of the current economic position and budgetary changes already
approved.

4.3 The Council has moved to a more diverse portfolio involving more foreign banks and more
longer-duration investments in order to achieve an enhanced return in the current low
interest rate environment. All counterparties used have been selected on the basis that
they are highly rated and meet the criteria set out in the Council’'s Treasury Management
Strategy.

5. THE COUNCIL’S CAPITAL POSITION (PRUDENTIAL INDICATORS)

5.1 The Prudential Indicators are reported on a quarterly basis as part of the Capital Monitoring
process. The Prudential Indicators show the current position against the Prudential
Indicator limits initially set as part of the 2017/18 Budget Report.

5.2 The indicators are updated from the Capital Programme as at 30 September 2017,
showing the Council’s capital expenditure plans and how these plans are being financed.
Any changes in the capital expenditure plans will impact of the on the prudential indicators
and the underlying need to borrow.

5.3 The current prudential indicator position is shown as Appendix 1 of this report. All the
indicators are within the set limits showing that the Council’s borrowing strategy remains a
prudent one.
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INVESTMENT PORTFOLIO 2017/18

In accordance with the Code, it is the Council’s priority to ensure security of capital and
liquidity, and to obtain an appropriate level of return which is consistent with the Council’s
risk appetite. As set out in Section 3, it is a very difficult investment market in terms of
earning the level of interest rates commonly seen in previous decades as rates are very
low and in line with the Bank of England Base Rate. The continuing potential for a re-
emergence of a Eurozone sovereign debt crisis, and its impact on banks, prompts a low
risk strategy. Given this risk environment, investment returns are likely to remain low.

The Council held £116.260m of investments as at 30 September 2017 (£164.450m at 31
March 2017) and the investment portfolio yield to date is 0.39% against LIBID of 0.13%.
These balances always fluctuate in year; however, the reason for the large change in
balance this year is the £43m advanced payment made to Greater Manchester Pension
Fund in April.

As outlined in paragraph 4.3, above, this return has largely been earned due to an
increased number of longer-duration investments. The average fixed term investment
placed by the Council in 2017/18 to date has been 229 days, compared to 179 days in
2016/17

The Assistant Director of Finance confirms that the approved limits within the Annual
Investment Strategy were not breached during the first six months of 2017/18.

The Council's 2017/18 budget shows that external loans will incur interest charges of
£5.977 and £0.130m will be paid to various Council funds such as the Insurance Fund.
Investment income to be earned during the year is estimated to be £1.520m, which will
reduce these costs to give a net interest charge budget of £4.587m.

As outlined in the Treasury Management Strategy, the Council uses the Link Asset
Services creditworthiness service to inform counterparty selection.

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

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

All credit ratings will be monitored regularly. The Council is alerted to changes to ratings of all
three agencies through its use of the Link Asset Services’ creditworthiness service.

o if a downgrade results in the counterparty / investment scheme no longer meeting the
Council's minimum criteria, its further use as a new investment will be withdrawn
immediately.

e in addition to the use of credit ratings the Council will be advised of information in
movements in credit default swap spreads against the iTraxx benchmark and other market
data on a daily basis via its Passport website, provided exclusively to it by Link Asset
Services. Extreme market movements may result in downgrade of an institution or removal
from the Council’s lending list.

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

The Council’s capital financing requirement (CFR) at 31 March 2017 is £185.355m. The
CFR denotes the Council’'s underlying need to borrow for capital purposes. If the CFR is
positive the Council may borrow from the Public Works Loan Board or the market (external
borrowing) or from internal balances on a temporary basis (internal borrowing). The
balance of external and internal borrowing is generally driven by market conditions.

The Council had an outstanding borrowing requirement of £66.141m at 31 March 2017
which is estimated to increase to £81.029m at 31 March 2018. This outstanding borrowing
requirement has been funded from internal balances on a temporary basis and has the
impact of reducing the level of the Council’s investment balances. This continues to be a
prudent and cost effective approach in the current economic climate.
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The table above shows the movement in Public Works Loan Board borrowing rates for the
first half of 2017/18. No borrowing has been taken up in year from the Public Works Loan
Board or financial institutions.

The Council may take up some of the outstanding borrowing requirement in the second
half of the year, should an opportune moment occur. All borrowing decisions will be
taken in consultation with the Council’s treasury management advisors.

MINIMUM REVENUE PROVISION

The amount of long-term debt that the Council may have is governed by the Prudential
Limits set by the Council at the start of the financial year. This is based on the amount of
borrowing which the Council has deemed to be prudent. It also allows for advance
borrowing for future years’ capital expenditure.

The Council must also allow for repayment of the debt, by way of the Minimum Revenue
Provision (MRP). This is the minimum amount that the Council must set aside annually.
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The Local Authority (Capital Finance and Accounting) Regulations 2008 revised the
previous detailed regulations and introduced a duty that an authority calculates an amount
of MRP which it considered prudent, although the 2008 Regulations do not define “prudent
provision”, they provide guidance to authorities on how they should interpret this.

In 2015/16 the Council’'s MRP policy was revised from the previous practice (4% of the
capital finance requirement on a reducing balance basis) to a straight line method of 2% of
the 2015/16 capital financing requirement over a period of 50 years.

Any new prudential borrowing taken up will be provided for within the MRP calculation
based upon the expected useful life of the asset or by an alternative approach deemed
appropriate to the expenditure in question. This will continue to be reviewed on an ongoing
basis.

For any finance leases and any on-balance sheet public finance initiative (PFI) schemes,
the MRP charge will be equal to the principal repayment during the year, calculated in
accordance with proper practices.

There will be no MRP charge for any cash backed Local Authority Mortgage Scheme
(LAMS) that the Council operates. As for this type of scheme, any future debt liability would
be met from the capital receipt arising from the deposit maturing after a 5 year period. Any
repossession losses for this type of scheme would be charged to a LAMS reserve.

A review of the MRP policy will be undertaken as part of the preparation of the 2018/19
strategy.

DEBT RESCHEDULING

Debt rescheduling opportunities have been limited in the current economic climate and
consequent structure of interest rates. No debt rescheduling was undertaken during the
first six months of 2017/18.

REVISED CODES AND GUIDANCE

The Chartered Institute of Public Finance and Accountancy, (CIPFA), has recently
conducted an exercise to consult local authorities on revising the Treasury Management
Code and Cross Sectoral Guidance Notes, and the Prudential Code. CIPFA is aiming to
issue the revised codes in December 2017.

A particular focus of this exercise is how to deal with local authority investments which are
not treasury type investments e.g. by investing in purchasing property in order to generate
income for the authority at a much higher level than can be attained by treasury
investments. One recommendation is that local authorities should produce a new report to
members to give a high level summary of the overall capital strategy and to enable
members to see how the cash resources of the authority have been apportioned between
treasury and non-treasury investments. Officers are monitoring developments and will
report to members when the new codes have been agreed and issued.

The Department for Communities and Local Government is also currently consulting on
updating the guidance on Local Authority Investments and the guidance on Minimum
Revenue Provision. This consultation proposes widening the scope of ‘Investments’ to
reflect the broader scope of Local Government Investment activity, and the introduction of
additional reporting requirements intended to improve the transparency and openness of
investment activity.
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MARKETS IN FINANCIAL INSTRUMENTS DIRECTIVE (MIiFID) Il

The EU has now set a deadline of 3 January 2018 for the introduction of regulations under
MIFID Il. These regulations will govern the relationship that financial institutions conducting
lending and borrowing transactions will have with local authorities from that date. This will
have minimal impact on the Council as we meet the minimum requirements for volume and
value of transactions, but does require us to confirm our skills and competence to each
institution.

GREATER MANCHESTER METROPOLITAN DEBT ADMINISTRATION FUND
(GMMDAF)

Tameside Council is the lead council responsible for the administration of the debt of the
former Greater Manchester County Council, on behalf of all ten Greater Manchester
Metropolitan Authorities. All expenditure of the fund is shared by the authorities on a
population basis.

Unlike Tameside the GMMDAF incurs no capital expenditure, and therefore the total debt
outstanding reduces annually by the amount of debt repaid by the constituent authorities.
However, loans are raised to replace those maturing during the year, and for cashflow
purposes.

At 31 March 2017 the fund had the following outstanding debt.

£m
Public Works Loan Board 67.963
Pre 1974 Transferred Debt 0.191
Temporary Loans / (Investments) 24.356
Other Balances 1.057
Total Debt 93.567
The fund's borrowing requirement for 2017/18 is estimated to be:-

£m

Long term debt maturing
Public Works loan Board 3.000
Other 0.041
3.041
Less principal repayments (16.966)
Deficit/ (Surplus) in year (13.925)

The surplus in year is a result in timing differences between PWLB repayments and the
principal repayments from the districts. It will be used to offset an existing deficit from
prior years.

During 2017/18 it is estimated that the total interest payments will be £4.587m at an
average interest rate of 4.90%. This compares with 5.09% in 2016/17.

No borrowing has been taken up in the first six months of 2017/18. However, loans may
be taken up for either re-scheduling or borrowing early for future years, if prevailing
rates are considered attractive.



13. RECOMMENDATIONS

13.1 As set out on the front of the report.



Appendix 1

Prudential Indicators

Actuals v limits as at 4th October 2017

Amount within limit
£000s £000s £000s

Operational Boundary for

External Debt 212,528 118,184 (94,343)
Authorised Limit for

External Debt 232,528 118,184 (114,344)

These limits include provision for borrowing in advance of the Council's requirement for future
capital expenditure. This may be carried out if it is thought to be financially advantageous to the
Council.

Actual Amount within limit

£000s £000s £000s

Upper Limit for fixed 185,335 17,765 (167,570)
Upper Limit for variable 61,785 (88,505) (150,290)

These limits are in respect of the Council's exposure to the effects of changes in interest rates.
The limits reflect the net amounts of fixed/variable rate debt (i.e. fixed/variable loans less
fixed/variable investments).

Amount within limit
£000s £000s £000s

Capital Financing
Requirement 185,355 185,355 -

The Capital Financing Requirement (CFR) is aimed to represent the underlying need to borrow
for a capital purpose and is calculated from the aggregate of specified items on the balance
sheet. The CFR increases by the value of capital expenditure not immediately financed (i.e.
borrowing) and is reduced by the annual MRP repayment.

| Limit Actual Amount within limit
£000s £000s £000s
Capital expenditure 128,514 71,951 (56,563)

This is the estimate of the total capital expenditure to be incurred.

Gross borrowing and CFR @ 31/03/17
the capital financing + increase years Gross
requirement 1,2,3 borrowing Amount within limit
£000s £000s £000s
185,355 118,184 (67,171)

To ensure that medium term debt will only be for capital purposes, the Council will ensure that
the gross external borrowing does not, except in the short term, exceed the total of the capital
financing requirement (CFR).




Maturity structure for borrowing 2017/18

Fixed rate |
Duration Limit Actual
Under 12 months 0% to 15% 5.25%
12 months and within 24
months 0% to 15% 0.27%
24 months and within 5
years

0% to 30% 0.75%
5 years and within 10
years 0% to 40% 6.92%
10 years and above 50% to 100% 86.81%

These limits set out the amount of fixed rate borrowing maturing in each period expressed as a
percentage of total fixed rate borrowing. Future borrowing will normally be for periods in excess of
10 years, although if longer term interest rates become excessive, shorter term borrowing may be
used. Given the low current long term interest rates, it’s felt it is acceptable to have a long
maturity debt profile.



