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Treasury Management Report - June 2024

The report is part of the Councils’ management and governance
arrangements for Treasury Management activities under the CIPFA Code of
Practice on Treasury Management. It provides a comprehensive assessment
of activities from 1 April 2024 to 30 June 2024.

CIPFA has adopted the following as its definition of treasury management
activities:

‘The management of the organisation’s borrowing, investments and cash
flows, including 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.’

The strategy for these activities in 2024 to 2025 was laid out and approved at
Performance and Audit Scrutiny Committee in January 2024 (report number
FRS/WS/24/002).

Executive Summary

The Council held investments of £43,500,000 as at 30 June 2024. Interest
achieved in the first three months of the financial year amounted to £557,267
against a budget for the period of £270,000.

External borrowing as at 30 June 2024 was £9,375,000, a reduction of
£125,000 from 1 April 2024 (relates to the repayment plan for the recent
PWLB £10 million 40 year loan), with the Council’s level of internal borrowing
being £48,243,309 as at 30 June 2024. Overall borrowing (total of both
external and internal) is expected to increase over the full financial year.

Borrowing costs (Interest Payable and MRP) for the year are currently
forecast to be £1,148,558 against an approved budget of £2,418,600,
although this could change if more external borrowing is undertaken than is
currently forecast.

Interest Earned from Treasury Investments during the period

The 2024 to 2025 Annual Treasury Management and Investment Strategy
Statements (report COU/WS/24/002 approved 20 February 2024) sets out
the Council’s projections for the current financial year. The annual budget for
investment income for 2024 to 2025 is £1,080,000 which is based on a 4.00
per cent target average rate of return on investments.

At the end of June 2024 interest actually earned during the first three months
of the financial year amounted to £557,267 (average rate of return of 4.52
per cent) against a profiled budget for the period of £270,000 (average rate
of return 4.00 per cent); a budgetary surplus of £287,267. The surplus is due
to two main reasons, the council were holding higher levels of cash balances
than anticipated and the high Bank of England base rate having a knock-on
effect on investment returns.
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3.3

3.4

The table below summaries the investment activity during the period

Treasury Management - Investment Activity Summary

2024 to 2025

(£)

Opening Balance 01 April 2024 38,500,000
Investments ma_de during the year (including 93,350,000
transfers to business reserve accounts)
Sub Total 131,850,000
Less Investments realised during the year
(including withdrawals from business reserve 88,350,000
accounts)
Closing Balance 30 June 2024 43,500,000

Please note: The Councils cash balances are currently greater than forecast
(average annual level of cash balances forecast was £27 million) as a result of
underspends on the capital programme, as well as holding advanced housing
options and other support grant payments.

The table below lists the investments held as at 30 June 2024

Investments held as at 30 June 2024

Counterpart ::r::::ﬁ:l Interestiibate Date

party (£) Rate Loaned Returned
?gtr}zae”der 365 Day ol 0.00% 13/06/24
Santander 95 Day 500,000 | 4.73% | 01/04/24 | 2> 93y
notice Notice
Lioyds Treasury 5,000,000 | 4.55% | 01/04/23 | On @l
Account availability
Barclays 32 Day notice | 2,000,000 | 5.20% | 20/11/23 3;]% ng’
CCLA Money Market 3,000,000 | Variable | 01/04/23 | On call
Fund availability
HM Debt Man. Office 5,000,000 | 5.200% | 01/05/24 | 15/07/24
HM Debt Man. Office 3,000,000 | 5.180% | 16/05/24 | 01/07/24
HM Debt Man. Office 8,000,000 5.200% | 03/06/24 | 22/07/24
HM Debt Man. Office 5,000,000 | 5.205% | 03/06/24 | 15/08/24
HM Debt Man. Office 8,000,000 | 5.180% | 14/06/24 | 19/08/24
HM Debt Man. Office 4,000,000 5.190% | 14/06/24 | 15/07/24
There were no other
fixed term investments
Total 43,500,000

Please note: The interest rates above are the rates as at 30 June 2024. Actual

rates going forward could fluctuate.
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3.5

4.1

4.2

4.3

4.4

4.5

The Council has an earmarked revenue reserve to mitigate against possible
adverse fluctuations in the returns received from the council’s investments and
external borrowing costs, called the Capital Projects Financing Reserve. The
balance in this reserve as at 30 June 2024 was £10,514,455, with this forecast
to increase to £11,330,044 by the end of the financial year. This reserve will
also be available to fund additional external payable costs, due to higher Public
Works Loans Board rates to those assumed within previous business cases.

Borrowing activity during the period

As with the 2023 to 2024 financial year, the Council continues to hold
significant cash balances, see 3.4 above. A large amount of the funds
currently being held are on behalf of others e.g. £2.6 million relates to
Suffolk wide grants from the Department for Business, Energy and
Industrial Strategy for which West Suffolk are acting as the lead partner, as
well as council tax receipts held on behalf of Suffolk County Council and
Suffolk Police & Crime Commissioner.

On 30 June 2024, West Suffolk had £9.375 million of external borrowing,
which is £125,000 less than it held on 1 April 2024, this relates to the
repayment plan for the recent PWLB £10 million, 40 year loan. With interest
rates having increased and cash balances remaining healthy, it is unlikely
that any further external borrowing will need to be undertaken in the 2024
to 2025 financial year, although this is kept under constant review and may
change if circumstances and advice changes.

The table below is a summary of the external borrowings and temporary
loans as at 30 June 2024.

External Borrowings and Temporary Loans
Balance - Balance -

. Movement 30 June Interest| Maturity

Lender 1 April 2024 (£) 2024 Rate date

(£) (£)
1

PWLB 9,500,000 (125,000) 9,375,000 1.84% | December

2062

Although the council has not undertaken any further external borrowing in
the period, its underlying need to borrow (Capital Financing Requirement -
CFR, the amount the Council has invested in its communities) is forecast to
increase which will lead to an increase in the level of borrowing (either
external or internal) the council will have in the medium to longer term.

The table below details the forecast for the councils Capital Financing
Requirement (underlying need to borrow) over the next 3 years.
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5.1

5.2

5.3

(CFR)

Requirement

31 March | 31 March | 31 March | 31 March | 31 March
2024 2025 2025 2026 2027
Actual Approved | Forecast | Forecast | Forecast
£ Budget £ £ £
millions £ millions millions millions millions
Capital
Financing 57.27 98.46 69.66 | 129.08| 128.99

Borrowing Strategy and Sources of Borrowing

As detailed in the 2024 to 2025 Treasury Management Strategy Statement,
the current borrowing strategy is still to make short-term use of internal

funds (internal borrowing). This is being continually monitored by the

Council, along with Arlingclose (treasury advisors), to determine whether

this is still the most optimal strategy or whether to look at borrowing

additional sums at long-term fixed rates (which offers long term interest
cost certainty but whilst the council hold cash balances will come with short
term holding costs — we would be paying external interest costs when we

don’t need to).

There are various sources of borrowing that the Council is able to make use
of for longer term borrowing, which are detailed in the strategy statement.
The traditional method for local authorities, and the default method the
Council uses in all of its business cases, is to borrow from the Public Works
Loans Board (PWLB). In the medium term, if the Council were to look at
fixing out some of its internal borrowing into a long-term external loan, then
it could do so by borrowing through the PWLB.

The graph below shows historic PWLB interest rates over the previous 27

months, for different durations based on borrowing using the annuity

method.




Financial Resilience Sub-Committee - 22 July 2024 - FRS/WS/24/004

5.4

5.5

5.6

PWLB Annuity Interest Rates since 1 April 2022

7.00

The graph above shows how PWLB rates fluctuate on a daily basis, as they
are linked to UK Gilt rates - current PWLB rates are 1.00 per cent above the
relevant UK Gilt rate. West Suffolk Council has access to PWLB Certainty
Rates which are only 0.80 per cent above the relevant UK Gilt rate.

As you can see from the graph above, PWLB rates have gone through a
period of significant volatility over the past couple of years, although
somewhat less so in the past 12 months. This is largely as a result of global
inflation being at high levels. This has led to central banks in the UK, US
and EU to raise central interest rates and follow policies of monetary
tightening beyond original expectations. Inflation rates are now at levels
closer to targets, and markets are starting to price in expectations for
interest rate reductions over the coming months.

The graph below shows the forecast for 20 year UK gilt yields (as mentioned
in 5.4 above, PWLB borrowing rates are directly linked to UK gilt yields).
The red line is the Arlingclose forecast of where these gilt yields will be, with
the grey line being what the market think will happen. Arlingclose is
expecting a fairly flat profile on gilt yields going forward, whilst highlighting
there will be daily variations up and down.
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PWLB interest rates for 40 year borrowing using the annuity method were
5.61 percent (5.41 percent for Certainty Rate) on 30 June 2024. Using the
current value of internal borrowing of £48,243,309, if we were to transfer
all of that internal borrowing to a 40 year PWLB loan using the 5.41 percent
Certainty Rate, the Council would incur an initial annual interest payable
cost of £2,782,084 (including our current external borrowing). This
compares to our interest payable budget for 2024 to 2025 of £1,581,300.
As detailed in 4.1 and 4.2, the council is currently holding significant cash
balances and as such does not need to transfer this level of internal
borrowing to external.

The Council also has an earmarked revenue reserve to mitigate against
possible adverse fluctuations in interest and borrowing rates, called the
Capital Projects Financing Reserve. The balance in this reserve as at 30
June 2024 was £10,514,455, with this forecast to increase to £11,330,044
by the end of the financial year. The Capital Projects Financing reserve is
available to be utilised across the MTFS period when external borrowing is
required.

The Council, along with Arlingclose, will continue to explore alternative
sources of borrowing to ensure the Council will be ready to externally
borrow in the most advantageous way when it needs to.

Borrowing and Capital Costs - Affordability

The 2024 to 2025 Budget had assumptions on borrowing costs for capital

projects included within it. These borrowing costs are a combination of interest
payable on external borrowing, and Minimum Revenue Provision (MRP), which
is an amount set aside each year to repay that borrowing requirement. The
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6.2 The business cases for each of these projects considered affordability based on
what each project would deliver in terms of income and savings against the
borrowing requirement for the project.

6.3

main projects which make up the majority of the Councils borrowing

requirement are:

- Mildenhall Hub
- West Suffolk Operational Hub
- Investing in our Growth Fund

- Incubation Units on Suffolk Business Park

- Net Zero / Community Energy Plan

- Bury Leisure Centre Improvement Works

Borrowing costs only form part of the Councils revenue budget once the project
has been completed, so although there may be a borrowing requirement, until
such time as the project is complete there will be no MRP or interest payable as

part of the revenue budget.

6.4 The details of these Budgets are laid out below.

Summary of Capital Borrowing Budget 2024 to 2025

Borrowing Costs

Newmarket

Project - all Borrowing T

supported by |Requirement ':'“'m“m Interest

business cases Budget evenue

( get) Provision (MRP) AEVELLE
Investing in our
Growth Fund £18,877,380 £0 £0
Bury Leisure Centre £5,750,000 £0 £0
Improvement Works
Incubation Units,
Suffolk Business Park £12,100,000 £0 £0
Net Zero /
Community Energy £9,316,844 £54,300 £94,850
Plan
Mildenhall Hub £16,016,929 £154,500 £195,300
West Suffolk £9,403,438 £182,700 £297,050
Operational Hub
newmarket Lelsure | £2,711,908 £13,900 £169,600
entre

Toggam Solar Farm £1,604,428 £199,050 £333,800
20 High St Haverhill £1,718,988 £31,200 £54,100
113 High St £651,681 £12,400 £21,400
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6.5

6.6

Olding Road Depot £3,228,592 £0 £0
Provincial House - £3,315,893 £58,500 £95,150
Purchase

Provincial House -

2nd & 3 Floor £2,000,000 £0 £0
Improvements

Vicon House, £3,171,988 £53,850 £97,650
Western Way

33-35 High St, £353,392 £5,800 £10,500
Haverhill

17/18 Cornhill £2,810,069 £41,900 £82,200
Anglian Lane £1,200,000 £0 £0
Warehouse

2 Holland Road £1,100,000 £0 £0
Elsey’s Yard £232,560 £5,650 £10,750
St Edmunds Guest £957,241 £11,900 £33,850
House

Brandon Leisure £227,648 £11,650 £10,100
Centre

Loans and other £1,706,500 £0 £75,000
Total borrowing

and associated £98,455,479 £837,300 £1,581,300
servicing costs

%o of Gross

Revenue Income 1.2% 2.2%
Budget

The affordability of borrowing and capital costs is a key metric in our financial
planning and resilience assessments. Current and future financial affordability and
resilience to such costs is key when evaluating any new opportunities. As set out
in the approved West Suffolk Capital Strategy we are using the per cent of the
Gross Revenue Income Budget for both MRP and Interest Payable to assess the
Councils affordability position. In other words, how much (in percentage terms) of
our gross revenue income budget is committed to servicing our external debt.

Whilst the budget for interest payable is derived from the business cases of each
individual project, when borrowing actually occurs is a treasury management
decision and is generally not directly linked to any specific project. It is therefore
not feasible to match the interest payable the Council will actually incur to specific
projects. The table below therefore gives an overall summary of forecast capital
borrowing for 2024 to 2025 but does not split it out by project.
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Summary of Forecast Capital Borrowing for 2024 to 2025
. Internal s 17 U Interest
External Borrowing Borrowin Revenue Pavable
9 Provision (MRP) y
£9,250,000 £60,411,941 £976,437 £172,121
Total Borrowing £69,661,941 £1,148,558
% of Gross Revenue Income 1.4% 0.2%

6.7 As mentioned in paragraph 4.2, the Council does not expect to undertake any

7.1

7.2

further external borrowing in the year and as such, the interest payable forecast
above is based upon that expectation. This will be kept under review throughout
the financial year and amended if it is determined that external borrowing would
be necessary or advantageous to undertake.

Liability Benchmark

One of the core tools the Council uses to determine when it might need to borrow
additional external funds, and over what period is the Liability Benchmark. 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
plans while keeping treasury investments at the minimum level required to
manage day-to-day cash flow.

The graph below shows the Council’s liability benchmark (grey line) against the
Council’s forecast capital financing requirement (blue line). The difference between
these two lines is the forecast level of resources the Council is able to utilise as
internal borrowing, therefore reducing the level of external borrowing required.
The orange block shows the current external borrowing the Council has.
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The liability benchmark will change as capital spending plans evolve, and reserve

levels change.
8. Borrowing and Income - Proportionality

8.1 The concept of proportionality, alongside that of affordability, is a key
consideration when considering funding projects through borrowing.

8.2 The costs and risks associated with that borrowing should be looked at as part

of the whole financial position of the council in our financial planning and

resilience assessments. Awareness of the scale and relationship with the asset

base and revenue delivery is essential to informed decision making.

8.3 As at 31 March 2024, the Councils asset base was valued at £262 million. As
such the budgeted borrowing requirement of £98.46 million would have

9.
9.1

9.2

represented 37.58 percent of our long-term asset base. The forecast borrowing
requirement at the end of the financial year is £69.66 million, which represents
26.59 percent of our long-term asset base. It is worth noting that the capital
projects being undertaken would increase the overall asset base of the council,
leading to the borrowing requirement being a smaller percentage of the asset
base than detailed above.

Borrowing and Asset Yields

Borrowing, whether internally from available cash balances or externally from
other institutions, bears a cost which will affect the yield of investments made
with that money. The yield is the return on the investment, whether through
additional income or savings, less the borrowing costs associated with the
investment, against the value of the investment.

West Suffolk Council makes investment decisions to support its strategic

priorities which are not solely focussed on financial return, in line with our agreed
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9.3

Investing in our Growth Agenda Strategy. There are therefore a range of yield

returns delivered by these investments that varies from project-to-project

dependant on the wider blended socio-economic returns that these projects give.

In order to aid comparison between projects and returns from ‘normal’ treasury
management cash investment (section 2 above), the table below shows the
income and net return from the current project portfolio.

2024 /25 Asset | Borrowing | Annual Net Net Return | Yield
BUDGET Value £m Income Return (Incl. %

£m £m (Excl. Borrowing | (E/A)

Borrowing Costs)
Costs *)

A B C D E F
Industrial Units | £22.6 £16.5 £2.8 £2.3 £1.8 8.0%
Retail Units £20.0 £2.8 £2.0 £1.6 £1.4 7.0%
Land £11.8 £0.0 £1.1 £1.0 £1.0 8.4%
Solar Farm £13.9 £1.6 £3.2 £2.4 £1.9 13.7%
Growth Fund £18.9 £0.0 £0.0 £0.0 0.0%
Other £58.7 £0.8 £0.5 £0.3 0.0%
TOTAL £68.3 £98.5 £9.9 £7.8 £6.4 9.4%
2024/25 Asset | Borrowing | Annual Net Net Return | Yield
FORECAST Value £m Income Return (Incl. %

£m £m (Excl. Borrowing | (E/A)

Borrowing Costs)
Costs *)

A B C D E F
Industrial £22.6 £0.0 £2.6 £2.1 £1.9 8.4%
Units
Retail Units £20.0 £0.0 £1.9 £1.6 £1.4 7.0%
Land £11.8 £0.0 £1.1 £1.0 £1.0 8.5%
Solar Farm £13.9 £0.0 £3.2 £2.1 £1.7 12.2%
Growth Fund £0.0 £0.0 £0.0 £0.0 0.0%
Other £9.5 £0.8 £0.4 £0.1 0.0%
TOTAL £68.3 £9.5 £9.6 £7.2 £6.1 8.9%

The Growth Fund and Other categories are projects in progress and in some
cases use of the funding will then translate into assets in the other categories
(e.g. Industrial Units) as such comparison across these categories is not of value.

* Includes direct operating costs
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10.

10.1

11.

11.1

12,

12.1

13.

13.1

14.

14.1

Treasury Management Advisor tender

The Council currently uses Arlingclose as its treasury management advisors,
however the current contract with Arlingclose expires in November 2024. As
such, a procurement exercise will take place over the next few months to
retender this contract.

Treasury Management Prudential Indicators

The Treasury Management Strategy Statement 2024 to 2025 detailed the
treasury management prudential indicators that the Council measures and uses

to manage its exposure to treasury management risks. Appendix 1 has details
of how the Council is performing against these indicators as at 30 June 2024.

Market Information
The Council’s treasury management advisors provide economic and

interest rate forecasts on a monthly basis. Appendix 2 has details
from this forecast from June 2024.

Appendices
Appendix 1 - Treasury Management Prudential Indicators

Appendix 2 - Interest Rate Forecast

Background documents associated with this report

Capital Strategy 2024 to 2025

Treasury Management Strategy Statement 2024 to 2025

Treasury Management Code of Practice 2024 to 2025



https://democracy.westsuffolk.gov.uk/documents/s50234/FRS.WS.24.002%20-%20Appendix%201%20-%20Treasury%20Management%20Strategy%202024-2025.pdf
https://democracy.westsuffolk.gov.uk/documents/s50235/FRS.WS.24.002%20-%20Appendix%202%20-%20Treasury%20Management%20Code%20of%20Practice%202024-2025.pdf

