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This report is intended for the use and assistance of customers of Link Group. It should not be regarded as a substitute for the exercise
by the recipient of its own judgement. Link Group exists to provide its clients with advice primarily on borrowing and investment. We are
not legal experts and we have not obtained legal advice in giving our opinions and interpretations in this paper. Clients are advised to
seek expert legal advice before taking action as a result of any advice given in this paper. Whilst Link Group makes every effort to ensure
that all information provided by it is accurate and complete, it does not guarantee the correctness or the due receipt of such information
and will not be held responsible for any errors therein or omissions arising there from. Furthermore, Link Group shall not be held liable in
contract, tort or otherwise for any loss or damage (whether direct, or indirect or consequential) resulting from negligence, delay or failure
on the part of Link Group or its officers, employees or agents in procuring, presenting, communicating or otherwise providing information
or advice whether sustained by Link Group customer or any third party directly or indirectly making use of such information or advice,
including but not limited to any loss or damage resulting as a consequence of inaccuracy or errors in such information or advice. All
information supplied by Link Group should only be used as a factor to assist in the making of a business decision and should not be used
as a sole basis for any decision.

Treasury services are provided by Link Treasury Services Limited (registered in England and Wales No. 2652033). Link Treasury Services
Limited is authorised and regulated by the Financial Conduct Authority only for conducting advisory and arranging activities in the UK as
part of its Treasury Management Service. FCA register number 150403. Registered office: 6th Floor, 65 Gresham Street, London, EC2V
7NQ.
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Background

Capital Strateqy

In December 2021, the Chartered Institute of Public Finance and Accountancy,
(CIPFA), issued revised Prudential and Treasury Management Codes. These
require all local authorities to prepare a Capital Strategy which is to provide the
following: -

. a high-level overview of how capital expenditure, capital financing and
treasury management activity contribute to the provision of services;

. an overview of how the associated risk is managed;

. the implications for future financial sustainability.

Treasury Management

The Authority operates a balanced budget, which broadly means cash raised during
the year will meet its cash expenditure. Part of the treasury management operations
ensure this cash flow is adequately planned, with surplus monies being invested in
low-risk counterparties, providing adequate liquidity initially before considering
optimising investment return.

The second main function of the treasury management service is the funding of the
Authority’s capital plans. These capital plans provide a guide to the borrowing need
of the Authority, essentially the longer-term cash flow planning to ensure the
Authority can meet its capital spending operations. 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 Authority risk or cost objectives.

Accordingly, treasury management is defined as:

“The management of the local authority’s borrowing, 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

This report has been written in accordance with the requirements of the Chartered
Institute of Public Finance and Accountancy’s (CIPFA) Code of Practice on
Treasury Management (revised 2021).

The primary requirements of the Code are as follows:
1. Creation and maintenance of a Treasury Management Policy Statement

which sets out the policies and objectives of the Authority’s treasury
management activities.
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Creation and maintenance of Treasury Management Practices which set out
the manner in which the Authority will seek to achieve those policies and
objectives.

Receipt by Authority 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.

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

Delegation by the Authority of the role of scrutiny of treasury management
strategy and policies to a specific named body. For this Authority the
delegated body is the Audit & Risk Commitee:

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

An economic update for the first half of the 2023/24 financial year;

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

The Authority’s capital expenditure, as set out in the Capital Strategy, and
prudential indicators;

A review of the Authority’s investment portfolio for 2023/24;

A review of the Authority’s borrowing strategy for 2023/24;

A review of any debt rescheduling undertaken during 2023/24;

A review of compliance with Treasury and Prudential Limits for 2023/24.

Recommendations

The Audit & Risk Committee is asked to recommend the following to the full Authority:

Note the report, the treasury activity and recommend approval of any changes to the
prudential indicators.
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Economics and Interest Rates

Economics Update

The first half of 2023/24 saw:

Interest rates rise by a further 100bps, taking Bank Rate from 4.25% to 5.25%
and, possibly, the peak in the tightening cycle.

Short, medium and long-dated gilts remain elevated as inflation continually
surprised to the upside.

A 0.5% m/m decline in real GDP in July, mainly due to more strikes.

CPI inflation falling from 8.7% in April to 6.7% in August, its lowest rate since
February 2022, but still the highest in the G7.

Core CPI inflation declining to 6.2% in August from 7.1% in April and May, a
then 31 years high.

A cooling in labour market conditions, but no evidence yet that it has led to an
easing in wage growth (as the 3myy growth of average earnings rose to 7.8%
in August, excluding bonuses).

The 0.5% m/m fall in GDP in July suggests that underlying growth has lost
momentum since earlier in the year. Some of the weakness in July was due to
there being almost twice as many working days lost to strikes in July (281,000)
than in June (160,000). But with output falling in 10 out of the 17 sectors, there
is an air of underlying weakness.

The fall in the composite Purchasing Managers Index from 48.6 in August to
46.8 in September left it at its lowest level since COVID-19 lockdowns reduced
activity in January 2021. At face value, it is consistent with the 0.2% q/q rise
in real GDP in the period April to June, being followed by a contraction of up
to 1% in the second half of 2023.

The 0.4% m/m rebound in retail sales volumes in August is not as good as it
looks as it partly reflected a pickup in sales after the unusually wet weather in
July. Sales volumes in August were 0.2% below their level in May, suggesting
much of the resilience in retail activity in the first half of the year has faded.

As the growing drag from higher interest rates intensifies over the next six
months, we think the economy will continue to lose momentum and soon fall
into a mild recession. Strong labour demand, fast wage growth and
government handouts have all supported household incomes over the past
year. And with CPI inflation past its peak and expected to decline further, the
economy has got through the cost-of- living crisis without recession. But even
though the worst of the falls in real household disposable incomes are behind
us, the phasing out of financial support packages provided by the government
during the energy crisis means real incomes are unlikely to grow strongly.
Higher interest rates will soon bite harder too. We expect the Bank of England
to keep interest rates at the probable peak of 5.25% until the second half of
2024. Mortgage rates are likely to stay above 5.0% for around a year.
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o The tightness of the labour market continued to ease, with employment in the
three months to July falling by 207,000. The further decline in the number of
job vacancies from 1.017m in July to 0.989m in August suggests that the
labour market has loosened a bit further since July. That is the first time it has
fallen below 1m since July 2021. At 3.0% in July, and likely to have fallen to
2.9% in August, the job vacancy rate is getting closer to 2.5%, which would be
consistent with slower wage growth. Meanwhile, the 48,000 decline in the
supply of workers in the three months to July offset some of the loosening in
the tightness of the labour market. That was due to a 63,000 increase in
inactivity in the three months to July as more people left the labour market due
to long term sickness or to enter education. The supply of labour is still 0.3%
below its pre-pandemic February 2020 level.

o But the cooling in labour market conditions still has not fed through to an
easing in wage growth. While the monthly rate of earnings growth eased
sharply from an upwardly revised +2.2% in June to -0.9% in July, a lot of that
was due to the one-off bonus payments for NHS staff in June not being
repeated in July. The headline 3myy rate rose from 8.4% (revised up from
8.2%) to 8.5%, which meant UK wage growth remains much faster than in the
US and in the Euro-zone. Moreover, while the Bank of England’s closely
watched measure of regular private sector wage growth eased a touch in July,
from 8.2% 3myy in June to 8.1% 3myy, it is still well above the Bank of
England’s prediction for it to fall to 6.9% in September.

o CPI inflation declined from 6.8% in July to 6.7% in August, the lowest rate
since February 2022. The biggest positive surprise was the drop in core CPI
inflation, which declined from 6.9% to 6.2%. That reverses all the rise since
March and means the gap between the UK and elsewhere has shrunk (US
core inflation is 4.4% and in the Euro-zone it is 5.3%). Core goods inflation fell
from 5.9% to 5.2% and the further easing in core goods producer price
inflation, from 2.2% in July to a 29-month low of 1.5% in August, suggests it
will eventually fall close to zero. But the really positive development was the
fall in services inflation from 7.4% to 6.8%. That also reverses most of the rise
since March and takes it below the forecast of 7.2% the Bank of England
published in early August.

o In its latest monetary policy meeting on 20 September, the Bank of England
left interest rates unchanged at 5.25%. The weak August CPI inflation release,
the recent loosening in the labour market and the downbeat activity surveys
appear to have convinced the Bank of England that it has already raised rates
far enough. The minutes show the decision was “finely balanced”. Five MPC
members (Bailey, Broadbent, Dhingra, Pill and Ramsden) voted for no change
and the other four (Cunliffe, Greene, Haskel and Mann) voted for a 25bps hike.

o Like the US Fed, the Bank of England wants the markets to believe in the
higher for longer narrative. The statement did not say that rates have peaked
and once again said if there was evidence of more persistent inflation
pressures “further tightening in policy would be required”. Governor Bailey
stated, “we’ll be watching closely to see if further increases are needed”. The
Bank also retained the hawkish guidance that rates will stay “sufficiently
restrictive for sufficiently long”.
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o This narrative makes sense as the Bank of England does not want the markets
to decide that a peak in rates will be soon followed by rate cuts, which would
loosen financial conditions and undermine its attempts to quash inflation. The
language also gives the Bank of England the flexibility to respond to new
developments. A rebound in services inflation, another surge in wage growth
and/or a further leap in oil prices could conceivably force it to raise rates at the
next meeting on 2nd November, or even pause in November and raise rates
in December.

o The yield on 10-year Gilts fell from a peak of 4.74% on 17th August to 4.44%
on 29th September, mainly on the back of investors revising down their interest
rate expectations. But even after their recent pullback, the rise in Gilt yields
has exceeded the rise in most other Developed Market government yields
since the start of the year. Looking forward, once inflation falls back, Gilt yields
are set to reduce further. A (mild) recession over the next couple of quarters
will support this outlook if it helps to loosen the labour market (higher
unemployment/lower wage increases).

. The pound weakened from its cycle high of $1.30 in the middle of July to $1.21
in late September. In the first half of the year, the pound bounced back strongly
from the Truss debacle last autumn. That rebound was in large part driven by
the substantial shift up in UK interest rate expectations. However, over the
past couple of months, interest rate expectations have dropped sharply as
inflation started to come down, growth faltered, and the Bank of England called
an end to its hiking cycle.

. The FTSE 100 has gained more than 2% since the end of August, from around
7,440 on 31st August to 7,608 on 29th September. The rebound has been
primarily driven by higher energy prices which boosted the valuations of
energy companies. The FTSE 100’s relatively high concentration of energy
companies helps to explain why UK equities outperformed both US and Euro-

zone equities in September. Nonetheless, as recently as 21st April the FTSE 100 stood
at 7,914.

Ref. AU/A&R/2023/Nov/91611235

OFFICIAL



OFFICIAL

3.2 Interest Rate Forecasts

The Authority has appointed Link Group via Sandwell Council as its treasury advisors
and part of their service is to assist the Authority to formulate a view on interest rates.
The PWLB rate forecasts below are based on the Certainty Rate (the standard rate
minus 20 bps) which has been accessible to most authorities since 1t November
2012.

The latest forecast on 25" September sets out a view that short, medium and long-
dated interest rates will be elevated for some little while, as the Bank of England
seeks to squeeze inflation out of the economy.

Our PWLB rate forecasts below are based on the Certainty Rate (the standard rate
minus 20 bps, calculated as gilts plus 80bps) which has been accessible to most
authorities since 15t November 2012.

Link Group Interest Rate View 25.09.23

Dec-23 Mar-24 Jun-24 Sep-24 Dec-24 Mar-25 Jun-25 Sep-25 Dec-25 Mar-26 Jun-26 Sep-26 Dec-26

BANK RATE 5.25 5.25 5.25 5.00 4.50 4.00 3.50 3.00 2.75 2.75 2.75 2.75 2.75
3 month ave earnings 5.30 5.30 5.30 5.00 4.50 4.00 3.50 3.00 2.80 2.80 2.80 2.80 2.80
6 month ave earnings 5.60 5.50 5.40 5.10 4.60 4.10 3.60 3.10 2.90 2.90 2.90 2.90 2.90

12 month ave earnings 5.80 5.70 5.50 5.20 4.70 4.20 3.70 3.20 3.00 3.00 3.00 3.00 3.00

5yr PWLB 5.10 5.00 4.90 4.70 4.40 4.20 4.00 3.90 3.70 3.70 3.60 3.60 3.50

10 yr PWLB 5.00 4.90 4.80 4.60 4.40 4.20 4.00 3.80 3.70 3.60 3.60 3.50 3.50

25 yr PWLB 5.40 5.20 5.10 4.90 4.70 4.40 4.30 4.10 4.00 3.90 3.80 3.80 3.80

50 yr PWLB 5.20 5.00 4.90 4.70 4.50 4.20 4.10 3.90 3.80 3.70 3.60 3.60 3.60

4. Treasury Management Strategy Statement and Annual Investment
Strategy Update

The Treasury Management Strategy Statement, (TMSS), for 2023/24 was approved
by the Authority on 13 February 2023. There are no policy changes to the TMSS; the
details in this report update the position in the light of the updated economic position
and budgetary changes already approved.

Prudential Indicator 2023/24 Original Revised
£m Prudential
Indicator
£m
Authorised Limit 39 39
Operational Boundary 36 36
Capital Financing Requirement 32 32
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The Authority’s Capital Position (Prudential Indicators)

This part of the report is structured to update:

The Authority’s capital expenditure plans;

How these plans are being financed;

The impact of the changes in the capital expenditure plans on the prudential
indicators and the underlying need to borrow; and

Compliance with the limits in place for borrowing activity.

Prudential Indicator for Capital Expenditure

This table shows the actual spend as at October-23 for capital expenditure and the
revised budget requirement for 2023/24 since the capital programme was agreed at
the Budget.

The main variance is the deferral of the vehicle replacement programme due to
additional trials for brigade response vehicles.

Capital Expenditure by 2023/24 Current 2023/24

Service Approved Position — Forecast
Budget October 23 Outturn

£m £m £m

Vehicle Replacement 6,678 1,285 4,315

Programme

Boiler Replacement 148 50 209

Programme

Rewires 167 - -

Roof Replacement 325 54 505

Windows & Doors 677 9 677

Replacement

Drill Tower & Burns Facility 432 13 357

Upgrade

HQ Modernisation 44 26 71

C&C Upgrade-Vision - 11 43

4/ESMCP

Fire Ground Radio 290 - -

Replacement

MDT Replacement 430 - -

Total capital expenditure 9,191 1,448 6,177

Changes to the Financing of the Capital Programme

The table below draws together the main strategy elements of the capital expenditure
plans (above), highlighting the original supported and unsupported elements of the
capital programme, and the expected financing arrangements of this capital
expenditure. There is no additional borrowing element, which would increase the
underlying indebtedness of the Authority by way of the Capital Financing
Requirement (CFR).
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Capital Expenditure 2023/24 Current 2023/24
Approved Position Forecast
Budget Outturn
£m £m £m
Total capital expenditure
Financed by:
Capital receipts 2,749 - 2,749
Capital grants - 1 43
Capital reserves - - -
Revenue 6,442 1,437 3,385
Total financing 9,191 1,448 6,177
Borrowing requirement - - -

Changes to the Prudential Indicators for the Capital Financing Requirement
(CFR), External Debt and the Operational Boundary

The table below shows the CFR, which is the underlying external need to incur
borrowing for a capital purpose. It also shows the expected debt position over the
period, which is termed the Operational Boundary.

Prudential Indicator — Capital Financing Requirement

We are on target to achieve the original forecast Capital Financing Requirement.

Prudential Indicator — the Operational Boundary for external debt

2023/24 2023/24

Original Revised

Estimate Estimate
£m £m

Prudential Indicator — Capital Financing Requirement

Total CFR

32

32

Prudential Indicator — the Operational Boundary for external

debt
Borrowing 36 36
Total debt (year end position) 30 30

Limits to Borrowing Activity

The first key control over the treasury activity is a prudential indicator to ensure that
over the medium term, net borrowing (borrowings less investments) will only be for a
capital purpose. Gross external borrowing should not, except in the short term,
exceed the total of CFR in the preceding year plus the estimates of any additional
CFR for 2023/24 and next two financial years. This allows some flexibility for limited
early borrowing for future years. The Authority has approved a policy for borrowing
in advance of need which will be adhered to if this proves prudent.

10
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2023/24 2023/24

Original Revised

Estimate Estimate
£m £m
Borrowing 30 30
CFR (year end position) 32 32

A further prudential indicator controls the overall level of borrowing. This is the
Authorised Limit which represents the limit beyond which borrowing is prohibited
and needs to be set and revised by Members. It reflects the level of borrowing which,
while not desired, could be afforded in the short term, but is not sustainable in the
longer term. It is the expected maximum borrowing need with some headroom for
unexpected movements. This is the statutory limit determined under section 3 (1) of
the Local Government Act 2003.

Authorised limit for 2023/24 2023/24

external debt Original Revised
Indicator Indicator

Borrowing 40 40

Borrowing

The Authority’s capital financing requirement (CFR) for 2023/24 is £32m. The CFR
denotes the Authority’s underlying need to borrow for capital purposes. If the CFR is
positive the Authority may borrow from the PWLB 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. Table 5.4
shows the Authority has borrowings of £30m and has for several years utilised
revenue cash flow funds in lieu of borrowing. This is a prudent and cost-effective
approach in the current economic climate but will require ongoing monitoring if further
upside risk to gilt yields prevails.

The capital programme is being kept under regular review due to the effects of
inflationary pressures, shortages of materials and labour. Our borrowing strategy will,
therefore, also be regularly reviewed and then revised, if necessary, to achieve
optimum value and risk exposure in the long-term.

It is anticipated that further borrowing will not be undertaken during this financial year
but is likely to be required in 2024/25.

PWLB maturity certainty rates (gilts plus 80bps) year to date to 29th September
2023

Gilt yields and PWLB certainty rates were on a generally rising trend throughout the
first half of 2023/24. At the beginning of April, the 5-year rate was the cheapest part

11
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of the curve and touched 4.14% whilst the 25-year rate was relatively expensive at
4.58%.

July saw short-dated rates peak at their most expensive. The 1-year rate spiked to
6.36% and the 5-year rate to 5.93%. Although, in due course, short-dated rate
expectations fell, the medium dates shifted higher through August and the 10-year
rate pushed higher to 5.51% and the 25-year rate to 5.73%. The 50-year rate was
4.27% on 5™ April but rose to 5.45% on 28" September.

We forecast rates to fall back over the next two to three years as inflation dampens.
The CPI measure of inflation is expected to fall below 2% in the second half of 2024,
and we forecast 50-year rates to stand at 3.90% by the end of September 2025.
However, there is considerable gilt issuance to be digested by the market over the
next couple of years, as a minimum, so there is a high degree of uncertainty as to
whether rates will fall that far.

PWLB RATES 03.04.23 - 29.09.23

PWLB Rates 3.4.23 - 29.9.23

7.00%

6.60%

6.20%

5.80%

5.40%

5.00% -

4.60%

4.20%

3.80%

3.40%

3.00%

L N U - R < a5 A% \.'1. A2 :z. ::, .1‘3
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“3_m e Q “\a\l @(&l ‘4\3‘!«1‘30 -16‘-3“ AQ-Y ,L&._s P.\:Q 90 a.-e’ Q <e?
----- 1 Year — —5 Year — - 10 Year — = 25 Year 50 Year —50 year target %

HIGH/LOW/AVERAGE PWLB RATES FOR 01.04.23 - 29.09.23

1 Year 5 Year 10 Year 25 Year 50 Year

Low 4.65% 4.14% 4.20% 4.58% 4.27%
Date 06/04/2023 06/04/2023 06/04/2023 06/04/2023 05/04/2023

High 6.36% 5.93% 5.51% 5.73% 5.45%
Date 06/07/2023 07/07/2023 22/08/2023 17/08/2023 28/09/2023

Average 5.62% 5.16% 5.01% 5.29% 5.00%

Spread 1.71% 1.79% 1.31% 1.15% 1.18%
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Debt Rescheduling

Debt rescheduling opportunities have increased over the course of the past six
months and will be considered if giving rise to long-term savings. However, no debt
rescheduling has been undertaken to date in the current financial year.

Compliance with Treasury and Prudential Limits

It is a statutory duty for the Authority to determine and keep under review the
affordable borrowing limits, During the half year ended 30" September 2023, the
Authority has operated within the treasury and prudential indicators set out in the
Authority’s Treasury Management Strategy Statement for 2023/24. No difficulties are
currently envisaged for the current or future years in complying with these indicators.

All treasury management operations have also been conducted in full compliance
with the Authority's Treasury Management Practices.

Annual Investment Strategy

The Treasury Management Strategy Statement (TMSS) for 2023/24, which includes
the Annual Investment Strategy, was approved by the Authority on 13 February 2023.
In accordance with the CIPFA Treasury Management Code of Practice, it sets out the
Authority’s investment priorities as being:

. Security of capital
. Liquidity
. Yield

The Authority will aim to achieve the optimum return (yield) on its investments
commensurate with proper levels of security and liquidity and with the Authority’s risk
appetite. In the current economic climate, it is considered appropriate to keep
investments short term to cover cash flow needs, but also to seek out value available
in periods up to 12 months with high credit quality financial institutions, using the Link
suggested creditworthiness approach, including a minimum sovereign credit rating
and Credit Default Swap (CDS) overlay information.

Creditworthiness.

Following the Government’s fiscal event on 23 September 2022, both S&P and Fitch
placed the UK sovereign debt rating on Negative Outlook, reflecting a downside bias
to the current ratings in light of expectations of weaker finances and a challenging
economic outlook. Nothing further has evolved in the first half of 2023/24.

Investment Counterparty criteria
The current investment counterparty criteria selection approved in the TMSS is
meeting the requirement of the treasury management function.

13
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Itis noted that sentiment in the current economic climate can easily shift, so it remains
important to undertake continual monitoring of all aspects of risk and return in the
current circumstances.

Investment balances
The average level of funds available for investment purposes during the first half of
the financial year was £36.4m. These funds were available on a temporary basis,
and the level of funds available was mainly dependent on the timing of precept
payments, receipt of grants and progress on the capital programme.

Investment performance year to date as of 29" September 2023

Bank Rate vs term SONIA rates % 3.4.23 - 29.9.23

7.00
6.50
6.00
5.50
5.00
4.50
4.00
3.50
3-00 T T T T T T T T T T T T
2 2 2 2 2 2 2 2D 2 2 2 25 2>
O TN AR SN A TN A AT TSt
=——Bank Rate ¢***SONIA - -1mth = -3 mth —6 mth 12 mth
Bank Rate SONIA 1 mth 3 mth 6 mth 12 mth
High 5.25 5.19 5.39 5.48 5.78 6.25
High Date 03/08/2023 29/09/2023 19/09/2023 30/08/2023 07/07/2023 07/07/2023
Low 4.25 4.18 417 4.31 4.46 447
Low Date 03/04/2023 04/04/2023 03/04/2023 03/04/2023 06/04/2023 06/04/2023
Average 4.81 4.74 4.83 5.03 5.26 5.45
Spread 1.00 1.01 1.22 1.17 1.33 1.77

The table above covers the first half of 2023/24.

Investment performance year to date as of 30" September 2023

OFFICIAL
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The investment portfolio yield for the first six months of the year is 4.95% against a
benchmark average SONIA (Sterling Overnight Index Average) rate of 4.74%. This
is equivalent to a forecast return of £1.0m.

Officers can confirm that the approved limits within the Annual Investment Strategy
were not breached during the period ended 30th September 2023.

Other

Changes in risk appetite

The 2021 CIPFA Codes and guidance notes place importance on risk
management. Where an authority changes its risk appetite e.g., for moving surplus
cash into or out of certain types of investment funds or other types of investment
instruments, this change in risk appetite and policy should be brought to members’
attention in treasury management update reports.
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