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AGENDA
Item No | Item Pages
1. Ymddiheuriadau am absenoldeb
2. Datganiadau o Fuddiant
3. Fforwm Agored i'r Cyhoedd

Canllawiau Fforwm Agored Cyhoeddus y
Pwyllgor Llywodraethu ac Awdit

Mae ein cyfarfodydd Pwyllgor Llywodraethu ac Awdit yn cael eu ffrydio'n fyw a
bydd dolen i'r llif byw ar gael ar dudalen cyfarfod gwefan Cyngor Sir Fynwy/
Os hoffech rannu eich barn ar unrhyw gynigion sy'n cael eu trafod gan y
Pwyllgor Llywodraethu ac Awdit, gallwch gyflwyno eich sylwadau drwy'r
ffurflen hon

Rhannwch eich barn drwy uwchlwytho ffeil fideo neu sain (uchafswm o 4
munud) neu;
Cyflwynwch sylwadau ysgrifenedig (drwy Microsoft Word, uchafswm o 500

gair)

Bydd angen i chi gofrestru ar gyfer cyfrif Fy Sir Fynwy er mwyn cyflwyno’ch
sylwadau neu ddefnyddio’ch manylion mewngofnodi, os ydych wedi cofrestru
o’r blaen.

Y dyddiad cau ar gyfer cyflwyno sylwadau i'r Cyngor yw 5pm, dri diwrnod
gwaith cyn y cyfarfod.

Os bydd y sylwadau a dderbynnir yn fwy na 30 munud, bydd detholiad o'r
rhain yn seiliedig ar thema yn cael eu rhannu yng nghyfarfod y Pwyllgor
Llywodraethu ac Awdit. Bydd yr holl sylwadau a dderbynnir ar gael i
Gynghorwyr cyn y cyfarfod.




10.

1.

Mae faint o amser a roddir i bob aelod o’r cyhoedd i siarad yn 61 disgresiwn y
Cadeirydd, ond er mwyn ein galluogi i ddarparu ar gyfer nifer o siaradwyr,
gofynnwn i gyfraniadau beidio & bod yn hwy na 3 munud.

Os hoffech fynychu un o’n cyfarfodydd i siarad o dan y Fforwm Agored i’r
Cyhoedd, bydd angen i chi roi tri diwrnod gwaith o rybudd drwy e-bostio
wendybarnard3@monmouthshire.gov.uk

Os hoffech awgrymu pynciau yn y dyfodol i'w craffu gan y Pwyligor
Llywodraethu ac Archwilio, e-bostiwch
wendybarnard3@monmouthshire.gov.uk
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CYNGOR SIR FYNWY

MAE CYFANSODDIAD Y PWYLLGOR FEL SY'N DILYN:

Andrew Blackmore
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Martin Veale

Rhodri Guest
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Peter Strong Cymru
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Gwybodaeth Gyhoeddus

Mynediad i gopiau papur o agendau ac adroddiadau

Gellir darparu copi o'r agenda hwn ac adroddiadau perthnasol i aelodau'r cyhoedd sy'n
mynychu cyfarfod drwy ofyn am gopi gan Gwasanaethau Democrataidd ar 01633 644219.
Dylid nodi fod yn rhaid i ni dderbyn 24 awr o hysbysiad cyn y cyfarfod er mwyn darparu
copi caled o'r agenda hwn i chi.

Edrych ar y cyfarfod ar-lein

Gellir gweld y cyfarfod ar-lein yn fyw neu'n dilyn y cyfarfod drwy fynd i
www.monmouthshire.gov.uk neu drwy ymweld &n tudalen Youtube drwy chwilio am
MonmouthshireCC. Drwy fynd i mewn i'r ystafell gyfarfod, fel aelod o'r cyhoedd neu i



http://www.monmouthshire.gov.uk/

gymryd rhan yn y cyfarfod, rydych yn caniatau i gael eich ffilmio ac i ddefnydd posibl y
delweddau a'r recordiadau sain hynny gan y Cyngor.

Y Gymraeg

Mae'r Cyngor yn croesawu cyfraniadau gan aelodau'r cyhoedd drwy gyfrwng y Gymraeg
neu'r Saesneg. Gofynnwn gyda dyledus barch i chi roi 5 diwrnod o hysbysiad cyn y
cyfarfod os dymunwch siarad yn Gymraeg fel y gallwn ddarparu ar gyfer eich anghenion.



Nodau a Gwerthoedd Cyngor Sir Fynwy

Ein diben
Adeiladu Cymunedau Cynaliadwy a Chydnerth
Amcanion y gweithiwn tuag atynt

Rhoi'r dechrau gorau posibl mewn bywyd i bobl

Sir lewyrchus a chysylltiedig

Cynyddu i'r eithaf botensial yr amgylchedd naturiol ac adeiledig
Llesiant gydol oes

Cyngor gyda ffocws ar y dyfodol

Ein Gwerthoedd

Bod yn agored. Rydym yn agored ac yn onest. Mae pobl yn cael cyfle i gymryd rhan mewn
penderfyniadau sy'n effeithio arnynt, dweud beth sy'n bwysig iddynt a gwneud pethau drostynt eu
hunain/eu cymunedau. Os na allwn wneud rhywbeth i helpu, byddwn yn dweud hynny; os bydd yn
cymryd peth amser i gael yr ateb, byddwn yn esbonio pam; os na allwn ateb yn syth, byddwn yn
ceisio eich cysylltu gyda'r bobl a all helpu - mae adeiladu ymddiriedaeth ac ymgysylltu yn sylfaen
allweddol.

Tegwch. Darparwn gyfleoedd teg, i helpu pobl a chymunedau i ffynnu. Os nad yw rhywbeth yn
ymddangos yn deg, byddwn yn gwrando ac yn esbonio pam. Byddwn bob amser yn ceisio trin
pawb yn deg ac yn gyson. Ni allwn wneud pawb yn hapus bob amser, ond byddwn yn ymrwymo i
wrando ac esbonio pam y gwnaethom weithredu fel y gwnaethom.

Hyblygrwydd. Byddwn yn parhau i newid a bod yn hyblyg i alluogi cyflwyno'r gwasanaethau
mwyaf effeithlon ac effeithiol. Mae hyn yn golygu ymrwymiad gwirioneddol i weithio gyda phawb i
groesawu ffyrdd newydd o weithio.

Gwaith Tim. Byddwn yn gweithio gyda chi a'n partneriaid i gefnogi ac ysbrydoli pawb i gymryd
rhan fel y gallwn gyflawni pethau gwych gyda'n gilydd. Nid ydym yn gweld ein hunain fel ‘trefnwyr'
neu ddatryswyr problemau, ond gwnawn y gorau o syniadau, asedau ac adnoddau sydd ar gael i
wneud yn siwr ein bod yn gwneud y pethau sy'n cael yr effaith mwyaf cadarnhaol ar ein pobl a
llecedd.

Caredigrwydd — Byddwn yn dangos caredigrwydd i bawb yr ydym yn gweithio gyda nhw, gan roi
pwysigrwydd perthnasoedd a’r cysylltiadau sydd gennym &'n gilydd wrth wraidd pob rhyngweithio.



Canllaw Cwestiynau/Ystyriaethau Pwyllgor Llywodraethu ac Awdit Sir Fynwy

1. Pam fod y Pwyllgor yn ystyried yr eitem hon ar yr agenda? (perthnasedd a materoldeb)
2. Beth yw rol y Pwyllgor a pha ganlyniadau y mae Aelodau am eu sicrhau?
3. A oes digon o wybodaeth i gyflawni hyn? Os na, pwy all ddarparu hyn?

4. Beth yw barn gyfrinachol yr archwilwyr ar y materion perthnasol?

- Trafod barn/pryderon allweddol ir aelodau c!;yda'r papurau a chytuno ar flaenoriaethau




Archwilio Mewnol (AM)

1. Beth yw'r model swyddogaethol AM ac
a yw'n addas at y diben?

2. A oes gan AM awdurdod a dylanwad
digonol ar draws yr Awdurdod?

3. A oes digon o adnoddau gan AM ac a
yw wedi'i ymrymuso'n addas? A yw'r
cynllun AM blynyddol yn briodol? Ar ba
sail ydym yn gwneud y dyfarniad hwn?

4. A yw Prif Swyddogion yn amlwg yn
derbyn ac yn hyrwyddo r6l AM? Sut
maent yn gwneud hyn?

5. A yw Swyddogion yn gweithredu'n
egniol ar ganfyddiadau AM? Sut mae
hyn yn cael ei ddangos? A ydyn ni'n
herio ac yn dwyn swyddogion i gyfrif yn
effeithiol am weithredu canfyddiadau
AM?

6. Sut gallwn ni fod yn hyderus bod yr
amgylchedd rheolaeth fewnol yn parhau
i fod yn briodol?

7. A oes gennym ni hyder mewn
effeithiolrwydd cyffredinol AM? Ar beth
ydym yn seilio hyn?

8. A yw barn flynyddol/cyfnodol AM yn
gredadwy?

9. A oes gennym ddigon o welededd dros
waith, allbwn ac effeithiolrwydd y timau
AM cysylltiedig, e.e. CBST?

Llywodraethu

1. A oes disgrifiad cydlynus sydd wedi
ei amlinellu mewn cod ar gyfer
trefniadau llywodraethu cyffredinol
CSF? A yw'n addas at y diben?

Archwilio Allanol (AA)

1. Ayw’r tim AA (ariannol a pherfformiad) yn

gredadwy?

. Aydym yn hyderus ynglyn a'r trefniadau ar

gyfer datblygu cynllun gwaith/amserlen
waith flynyddol AA ac a yw'n cyd-fynd a'n
dealltwriaeth o risgiau allweddol?

. Ayw Prif Swyddogion/uwch swyddogion yn

ymgysylltu'n briodol ag AA? Sut mae hyn yn
cael ei ddangos?

. A oes perthynas adeiladol rhwng AM ac AA

(ac arolygiaethau eraill)? Beth yw'r
dystiolaeth o hyn?

. Ayw swyddogion perthnasol wedi ystyried

canlyniadau/casgliadau adroddiadau
cenedlaethol a phenodol AA?

. A oes gennym ni welededd da dros faterion

sy'n dod i'ramlwg a nodwyd gan AA?

. Oran ISA260 ac adroddiadau ariannol

cyfatebol gan AA, a yw swyddogion yn
dangos yn glir eu bod yn deall y materion a
godwyd ac a oes ganddynt gynllun credadwy
i ddatrys materion ar gyfer y flwyddyn
ariannol nesaf?

. A oes gan AA hyder yn Swyddogion CSF a

threfniadau llywodraethu?

Cyvllidebu / Risg Ariannol / Cronfeydd Wrth Gefn

1. Aoesyna broses ac amserlen sydd wedi’u

diffinio, eu llywodraethu a’u gwirio’n glir ar
gyfer datblygu cyllideb yr Awdurdod?

. A oes cyfres briodol o bolisiau sy'n ymwneud

a risgiau ariannol? A ydynt yn addas?

. A yw'r rhagdybiaethau ariannol/gweithredol

allweddol yn ddealladwy, yn gredadwy,
wedi'u dogfennu ac yn cael eu profi gan




2. A oes eglurder ynghylch
llywodraethu'r trefniadau
goruchwylio a chraffu amrywiol ar
gyfer (ac effeithiolrwydd)
partneriaethau a chydweithrediadau
materol?

3. A oes eglurder ynglyn a dyrannu
cyfrifoldebau ac awdurdodau
gwneud penderfyniadau?

4. Sut mae achosion o dorri rheolau
llywodraethu/rheolaeth yn cael eu
nodi a'u hadrodd?

5. A ydym yn hyderus bod y trefniadau
ar gyfer gwariant materol (tendro,
contractio a chaffael cyfalaf) yn
gadarn?

6. A oes gennym ni hyderyny
trefniadau chwythu'r chwiban (a
threfniadau tebyg) ar gyfer codi
pryderon?

Risgiau Corfforaethol

1. A yw atebolrwydd allweddol ar gyfer

adnabod, asesu, monitro a rheoli
risgiau wedi'i ddiffinio a'i
weithredu'n ddigonol?

2. Ayw'r dull o reoli risgiau wedi'i
gynllunio a'i weithredu'n effeithiol?

3. Suty gall y Pwyllgor fod yn hyderus
bod y Gofrestr Risgiau Corfforaethol
yn cynnwys yr holl risgiau sylweddol
sy'n wynebu'r Awdurdod?

4. A yw'r cynlluniau gweithredu lliniaru
risgiau yn gredadwy ac yn ddigonol
er mwyn sicrhau’r canlyniadau a

straen?

A oes gan y swyddogaeth Gyllid alluoedd a
chapasiti addas i reoli risg ariannol / cwrdd &
gofynion a rhwymedigaethau statudol i'r
Cyngor?

A ydym yn hyderus bod y broses gyllidebol
yn debygol o gynhyrchu cyllideb gredadwy /
MTFP?

A oes trefniadau addas ar waith i reoli ac
adrodd ar berfformiad ariannol cyffredinol?

Datganiadau Ariannol / Risgiau Camddatganiad

1.

A oes dealltwriaeth gyffredin o ddiben y
Pwyllgor wrth adolygu datganiadau ariannol
drafft?

a) Ayw'r Nodiadau i'r Cyfrifon yn
rhesymol?

b) A yw’r adroddiadau naratif, gan
gynnwys y Datganiad Llywodraethu
Blynyddol, yn rhesymol ac yn cyd-
fynd a barn y pwyllgor?

Ydym ni’n gyfforddus a barn gwaith ac
archwilio AA?




ddymunir?

A oes gennym ni'r wybodaeth angenrheidiol i ddod i gasgliadau/gwneud argymhellion /
uwchgyfeirio materion i'r Uwch Dim Gweithredol, y cyngor, y pwyllgor craffu perthnasol?

A oes angen i ni wneud gwaith pellach? Os felly, sut?
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Governance and Audit Committee Action List

19" October 2023

Action | Subject/ Officer Outcome Due date Action Recommended
Meeting Status to close Action
Yes/No
1 Action List: Jon Davies Finance Team capacity — verbal update on progress in | 4" December 2023 OPEN No
Statement of filling vacancies and further information on which items
Accounts were being de-prioritised
2021/22
2 Action List: Matthew People Strategy and Asset Management Plan to be 11" January 2024 OPEN 11" January
Audit Wales Gatehouse/ reported on separately in future. 2024
Work Richard
programme: Jones/Hanna
;? Council h Carter
«Q progress
3 ® Action List: Annette A weighting system to be considered for future reports. | Next scheduled OPEN No
= Whole Evans/ Matt Report
authority Gatehouse
Complaints
report
4 Action List: Matthew Strategic Risk Register: refine the structure and 4" December 2023 | OPEN 4" December
Review of Gatehouse/ | contents of this paper so that it is more fully aligned to 2023
Strategic Risk | Richard the responsibilities of the Committee
Register Jones/
Hannah
Carter/ Chair
5 Freedom of Kath Evans/ |a) Information was requested on governance a) OPEN No
Information, Sian arrangement for the policies for these areas.as the
Data Hayward

Protection and
Data Subject

Committee has not received any policies for review
and endorsement.

7 W3 epuaby



Progress

of the process.

Access b) Deputy Chief Executive to consider which corporate | 4" December 2023 b) OPEN No
Requests risk control policies (extending beyond IT and data
protection) that the Committee should periodically
review and recommend for approval across the
authority.
Draft Peter a) Committee requested to be consulted on proposed a) 4th December a) OPEN a) No
Operational Davies/Jan delivery models 2023
Plan Furtek b) Update on capacity b) 4th December |b) OPEN b) No
2023
Counter Fraud, | Peter Davies/ a) Deputy Chief Executive to raise with the Head of |a) 4th December a) OPEN a) No
Corruption and | Jan Furtek HR, and report back accordingly: 2023
Bribery Policy
o i) How concerns are raised under the Whistle
Q Blowing Policy and whether consideration will be
D given to receipt of concerns at independent board or
N other appropriate level, also:
i) Taking into account the terms of reference of
this committee, how best to report on instances of
whistleblowing.
b) Chief Internal Auditor to add periodic updatestp |b) 4th December b) OPEN b) No
the Forward Work programme 2023
Audit Wales Deputy Chief Executive to provide the Committee an 4" December OPEN No
Work update on work in progress on the in-year deficit, 2023
CP:rogra{nme: and budget development in terms of the robustness
ounci
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COUNTY. COUNCIL

REPORT
SUBJECT: TREASURY MANAGEMENT ACTIVITY UPDATE - QUARTER 2 2023/24
MEETING: Governance & Audit Committee

DATE:

4™ December 2023

DIVISIONS/WARD AFFECTED: All

1.1

1.2.

1.3.

3.1.

3.2.

PURPOSE:

The Prudential Code and CIPFA treasury guidance require local authorities to produce annually a
Treasury Management Strategy Statement and Prudential Indicators on their likely financing and
investment activity, and to ensure that the appropriate governance function that oversees the
treasury management activities of the Authority is kept informed of activity quarterly.

The Authority’s treasury management strategy for 2023/24 was approved by Council on 9" March
2023. Over the second quarter of the year the Authority has continued to borrow and invest
substantial sums of money and is therefore exposed to financial risks including the loss of invested
funds and the revenue effect of changing interest rates. The successful identification, monitoring
and control of risk remains central to the Authority’s treasury management strategy.

This report represents the second update of treasury management activity during 2023/24 following
the Quarter 1 report being considered by this Committee on the 27" of July 2023.

RECOMMENDATIONS:

That Governance & Audit committee review the treasury management activities and the
performance achieved in the second quarter of 2023/24 as part of their delegated responsibility to
provide scrutiny of treasury policy, strategy and activity on behalf of Council.

KEY ISSUES:

Key data metrics during the quarter:

Type Metric Start of Quarter | End of Quarter
External Bank of England base rate 4.5% 5.25%
External UK Consumer Prices Index 7.9% 6.7%
External 10-year UK gilt yield 4.39% 4.45%
Internal Borrowing 180.8m 179.4m
Internal Borrowing Average rate 3.24% 3.38%
Internal Investments 25.0m 34.0m
Internal Investment Average rate 4.54% 4.88%
Internal Credit score/rating AA-/3.90 AA- 3.91

Key messages:

Treasury management activities undertaken during the quarter complied fully with the CIPFA
code and the limits and indicators as set out in the Authority’s approved Treasury
Management Strategy.

A movement from Money Market Fungs, qip 450vernment investment products to reduce

—Qg<




4.1.

4.2.

5.1.

5.2.

5.3.

54.

overall “bail in”risk in light of the comparatively similar returns on both investments.

Cash balances remain resolutely high resulting in overall borrowing remaining fairly static
whilst investment balances increased over the period.

£3.6m of Lender Option Borrower Option loans were called during the quarter. The Authority
chose to repay these at nil cost.

A new Environmental, Social and Governance (ESG) specific investment product has been
opened during the second quarter and will be prioritised for investment going forward.

ECONOMIC SUMMARY

During the second quarter of 2023/24 UK inflation remained stubbornly high over much the period
compared to the US and euro zone, keeping expectations elevated of how much further the Bank of
England (BoE) would hike rates compared to the regions. However, inflation data published in the
latter part of the period undershot expectations, causing financial markets to reassess the peak in
BoE Bank Rate. This was followed very soon after by the BoE deciding to keep Bank Rate on hold
at 5.25% in September, against expectation for another 0.25% rise.

Shortly after the period ended, CPI inflation year on year to October was announced at 4.6%, a
higher-than-expected fall from 6.7% in September. The sharp fall in the headline rate was flagged
well in advance and CPIl may ease more slowly from here, particularly with current levels of wage
growth. The MPC is not likely to be in any hurry to cut Bank Rate, although we expect economic
growth to slow more materially as time passes.

BORROWING ACTIVITY DURING THE QUARTER:

UK gilt yields have remained volatile, as in the first quarter since early April following signs that UK
growth had been more resilient, inflation stickier than expected, and that the Bank of England saw
persistently higher rates through 2023/24 as key to dampening domestic demand.

Gilt yields, and consequently PWLB borrowing rates, rose and broadly remained at elevated levels.
On 30th September, the PWLB certainty rates for maturity loans were 5.26% for 10 year loans,
5.64% for 20-year loans and 5.43% for 50-year loans. Their equivalents on 30th June 2023 were
5.26%, 5.37% and 4.95% respectively.

In an environment of rising interest rates the authority has benefited from arranging forward starting
short term loans. Short-term loans have been arranged up to ten months in advance at rates lower
than those available at the start date and in some cases at rates lower than those available on the
authorities’ investments. As we are likely to have reached peak interest rate this strategy will no
longer be viable

The authorities’ borrowing position at the end of the second quarter can be seen below:

30.6.23
Balance

£m

30.6.23
Weighted
Average
Rate
%

30.6.23
Weighted
Average
Maturity

(years)

Balance
Movement

30.9.23
Balance

£m

30.9.23
Weighted
Average
Rate
%

30.9.23
Weighted
Average
Maturity

(years)

Public Works Loan Board

118.7

3.3

214

(2.8)

115.9

3.2

21.7

Banks (LOBO)

13.6

4.8

18.5

(3.6)

10.0

4.9

18.4

Welsh Gov Interest Free

55

0.0

3.3

(0.0)

5.5

0.0

3.0
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Local authorities/Other

43.0 3.1 0.3 5.0 48.0 3.9 0.5

Total borrowing

179.4 3.4 15.2

180.8 3.2 15.6 (1.4)

5.5.

The authorities total borrowing has remained fairly static over the second quarter. One lender
exercised their option to call and increase the interest rate on a £3.6m Lender’s Option Borrower’s
Option Loan from 4.6% to 6.12%. The authority chose to repay this loan at no extra cost, financing
from the repayment through short term cashflows. Principal repayment of PWLB equal instalment of
principal (EIP) loans has reduced the balance by a further £2.8m. This movement was offset with a

new temporary loan of £6m.

6. INVESTMENT ACTIVITY DURING THE QUARTER:

6.1. During the second quarter, the authority’s investment balances ranged from between £22.3m and
£55.0m due to timing differences between income and expenditure. The movement in investments

during the quarter was:

30.6.23 Net 30.9.23 30.9.23 30.9.23
Balance Movement Balance Income Weighted
Return Average
Maturity
£m £m £m % Days
Banks & building societies
(unsecured) 0.5) (1.5) (2.0)
Government (incl. local Average Up to 180
" ' 4.64% days
authorities (3.0) (21.5) (24.5) 0 Y
Money Market Funds (MMFs) (17.5) 14.0 (3.5)
Multi asset income, Pooled (4.0) 0.0 (4.0) 6.11% N/A
funds
Total investments (25.0) (9.0) (34.0)

UK Bank Rate increased by 0.75% over the quarter, from 4.5% at the end of June to 5.25% by the
end of September. Short-dated cash rates rose commensurately, with 3-month rates rising to
around 5.32% and 12-month rates to nearly 5.83%. The rates on DMADF deposits also rose,
ranging between 5.17% and 5.24% by the end of September and Money Market Rates between

At the end of the first quarter the DMADF offered comparably higher returns and lower bail in risk
compared to Money market funds. As such, during the second quarter the Authority moved a higher
proportion of investments to the DMADF. The returns of each investment will be monitored over the

£4m of the Authority’s investments are invested in externally managed strategic pooled multi-asset
and property funds where short-term security and liquidity are lesser considerations, and the
objectives instead are regular revenue income and longer-term price stability. These funds
generated £108k or an annualised average 6.11% income return, together with a £76k unrealised
capital loss over the second quarter. Total unrealised capital losses since purchase stand at £506k.

6.2.
5.35% and 5.19%.
6.3.
third quarter.
6.4.
7. NON-TREASURY INVESTMENTS:
7.1.

The authority continues to hold £31.4m of non-financial asset investments and their forecast
performance can be seen in the table below:

Page 5



7.2.

7.3.

7.4.

8.1.

8.2.

10.

11.

Forecast Net | Carrying Netreturn Net return
(income) / loss Value 2023/24 2022/23
@ Month 6 31.03.23
2023/24 £000’s % %
£000’s
Oak Grove Solar Farm (559) 5,485 10.19 13.44
Newport Leisure Park & service loan (219) 19,756 1.11 0.01
Castlegate Business Park 216 6,159 (3.51) (6.58)
Total (562) 31,400 1.79 1.06

The investment at Newport Leisure park continues to provide a net income stream for the Authority,
although this remains lower than the expected 2% return after borrowing until currently negotiated
rent free periods end.

The investment in Castlegate is still providing a net negative ROI, however continued negotiations
with interested parties should bring back a positive net return in 2024-25 following rent free periods.
This continues to represent a significant improvement on the position since the anchor tenant
vacated their space in Spring 2022.

One non-treasury investment was disposed of during the period, relating to the commercial loan
with Broadway Partners Limited (BPL). Following an administration process, in September the
administrators identified a buyer for BPL and a deal was concluded shortly after. On 27th of
September all outstanding loan principal and interest due was repaid. The interest received over the
life of the loan totalled £159k.

ESG:

A new ESG specific investment product has been opened during the second quarter of the year.
This fund aims to provide security of capital and liquidity while also focusing on the performance of
the underlying issuers on a range of environmental, social and governance metrics.

The authority’s investment portfolio is reviewed against three ethical investment charters which are
updated each quarter. Any funds which do not sign up to each of the three charters will be removed
from the investment portfolio.

CONSULTEES

Cabinet Member - Resources
Deputy Chief Executive, (Section 151 officer)

Arlingclose Limited — External Treasury management advisors to Monmouthshire CC
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2023/24 Treasury Management update — Quarter 2 (as at 30t" September 2023)

Section 1 | External market conditions

Section 2 | Movement in treasury balances during the quarter

Section 3 | Borrowing activity during the quarter

Section 4 | Investment Activity during the quarter

Section 5 | Treasury budget performance

Section 6 | Environmental, Social and Governance strategy update

Section 7 | Non-treasury investments

Section 8 | Compliance with prudential indicators and treasury limits

Section 9 | Glossary of Treasury terms

1.1

1.2.

1.3.

1.4.

1.5.

1.6.

1.7.

External market conditions

Economic background: UK inflation remained stubbornly high over much the period compared to the
US and euro zone, keeping expectations elevated of how much further the Bank of England (BoE)
would hike rates compared to the regions. However, inflation data published in the latter part of the
period undershot expectations, causing financial markets to reassess the peak in BoE Bank Rate.
This was followed very soon after by the BoE deciding to keep Bank Rate on hold at 5.25% in
September, against expectation for another 0.25% rise.

Economic growth in the UK remained relatively weak over the period. In calendar Q2 2023, the
economy expanded by 0.4%, beating expectations of a 0.2% increase. However, monthly GDP data
showed a 0.5% contraction in July, the largest fall to date in 2023 and worse than the 0.2% decline
predicted which could be an indication the monetary tightening cycle is starting to cause recessionary
or at the very least stagnating economic conditions.

July data showed the unemployment rate increased to 4.3% (3mth/year) while the employment rate
rose to 75.5%. Pay growth was 8.5% for total pay (including bonuses) and 7.8% for regular pay, which
for the latter was the highest recorded annual growth rate. Adjusting for inflation, pay growth in real
terms were positive at 1.2% and 0.6% for total pay and regular pay respectively.

Inflation continued to fall from its peak as annual headline CPI declined to 6.7% in July 2023 from
6.8% in the previous month against expectations for a tick back up to 7.0%. The largest downward
contribution came from food prices. The core rate also surprised on the downside, falling to 6.2% from
6.9% compared to predictions for it to only edge down to 6.8%.

The Bank of England’s Monetary Policy Committee continued tightening monetary policy over most
of the period, taking Bank Rate to 5.25% in August. Against expectations of a further hike in
September, the Committee voted 5-4 to maintain Bank Rate at 5.25%. Each of the four dissenters
were in favour of another 0.25% increase.

Financial market Bank Rate expectations moderated over the period as falling inflation and weakening
data gave some indication that higher interest rates were working. Expectations fell from predicting a
peak of over 6% in June to 5.5% just ahead of the September MPC meeting, and to then expecting
5.25% to be the peak by the end of the period.

Following the September MPC meeting, Arlingclose, the authority’s treasury adviser, modestly revised
its interest forecast to reflect the central view that 5.25% will now be the peak in Bank Rate. In the
short term the risks are to the upside if inflation increases again, but over the remaining part of the
time horizon the risks are to the downside from economic activity weakening more than expected.
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1.8.

1.9.

1.10.

1.11.

1.12.

1.13.

1.14.

1.15.

1.16.

1.17.

1.18.

The lagged effect of monetary policy together with the staggered fixed term mortgage maturities over
the next 12-24 months means the full impact from Bank Rate rises are still yet to be felt by households.
As such, while consumer confidence continued to improve over the period, the GfK measure hit -21
in September, it is likely this will reverse at some point. Higher rates will also impact business and
according to S&P/CIPS survey data, the UK manufacturing and services sector contracted during the
guarter with all measures scoring under 50, indicating contraction in the sectors.

The US Federal Reserve increased its key interest rate to 5.25-5.50% over the period, pausing in
September following a 0.25% rise the month before, and indicating that it may have not quite
completed its monetary tightening cycle.

Having fallen throughout 2023, annual US inflation started to pick up again in July 2023, rising from
3% in June, which represented the lowest level since March 2021, to 3.2% in July and then jumping
again to 3.7% in August, beating expectations for a rise to 3.6%. Rising oil prices were the main cause
of the increase. US GDP growth registered 2.1% annualised in the second calendar quarter of 2023,
down from the initial estimate of 2.4% but above the 2% expansion seen in the first quarter.

The European Central Bank increased its key deposit, main refinancing, and marginal lending interest
rates to 4.00%, 4.50% and 4.75% respectively in September, and hinted these levels may represent
the peak in rates but also emphasising rates would stay high for as long as required to bring inflation
down to target.

Although continuing to decline steadily, inflation has been sticky, Eurozone annual headline CPI fell
to 5.2% in August while annual core inflation eased to 5.3% having stuck at 5.5% in the previous two
months. GDP growth remains weak, with recent data showing the region expanded by only 0.1% in
the three months to June 2023, the rate as the previous quarter.

Financial markets: Financial market sentiment and bond yields remained volatile, with the latter
generally trending downwards as there were signs inflation, while still high, was moderating and
interest rates were at a peak.

Gilt yields fell towards the end of the period. The 5-year UK benchmark gilt yield rose from 3.30% in
April to peak at 4.91% in July before trending downwards to 4.29%, the 10-year gilt yield rose from
3.43% to 4.75% in August before declining to 4.45%, and the 20-year yield from 3.75% to 4.97% in
August and then fell back to 4.84%. The Sterling Overnight Rate (SONIA) averaged 4.73% over the
period.

Credit review: Having completed a review of its credit advice on unsecured deposits at UK and non-
UK banks following concerns of a wider financial crisis after the collapse of Silicon Valley Bank
purchase of Credit Suisse by UBS, as well as other well-publicised banking sector issues, in March
Arlingclose reduced the advised maximum duration limit for all banks on its recommended
counterparty list to 35 days. This stance continued to be maintained at the end of the period.

During the second quarter of the period, Moody'’s revised the outlook on Svenska Handelsbanken to
negative from stable, citing concerns around the Swedish real estate sector.

Having put the US sovereign rating on Rating Watch Negative earlier in the period, Fitch took further
action in August, downgrading the long-term rating to AA+, partly around ongoing debt ceiling
concerns but also an expected fiscal deterioration over the next couple of years.

Following the issue of a Section 114 notice, in September Arlingclose advised against undertaking
new lending to Birmingham City Council, and later in the month cut its recommended duration on
Warrington Borough Council to a maximum of 100 days.
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1.19. Arlingclose continued to monitor and assess credit default swap levels for signs of ongoing credit
stress and although no changes were made to recommended durations over the period, Northern
Trust Corporation was added to the counterparty list.

1.20. Heightened market volatility is expected to remain a feature, at least in the near term and, as ever,
the institutions and durations on the Authority’s counterparty list recommended by Arlingclose remains
under constant review.

2. Movement in Treasury balances during the quarter

2.1. Theunderlying need to borrow for capital purposes is measured by the Capital Financing Requirement
(CFR), while balance sheet resources are the underlying resources available for investment. The
Authority pursued its strategy of keeping borrowing and investments below their underlying levels for
the quarter, known as internal borrowing, in order to reduce risk and keep interest costs low. These
factors are summarised in the table below.

Table 1: Balance Sheet Summary
31.3.23 Movement 30.9.23 31.3.24
£m £m £m Forecast
£m
General Fund CFR 193.3 6.5 199.8 223.2
Less: *Other debt liabilities (2.4) 0.0 (2.4) (2.4)
Borrowing CFR 190.9 6.5 197.4 220.8
Less: External borrowing (198.7) 19.3 (179.4) (204.2)
Net External borrowing (7.8) 25.8 16.6 16.6
Less: Usable reserves (39.8) 0.0 (39.8) (30.3)
Less: Working capital 9.0 (10.8) (10.8) (1.3)
Net Investments (38.5) 15.0 (34.0) (15.0)
* finance leases, PFI liabilities and transferred debt that form part of the Authority’s total debt

2.2.  The Authority will look to maintain its strategy of internal borrowing as we move through the remainder
of the financial year. If capital expenditure plans remain accurate, the Authority will have a further
borrowing requirement through to the end of the year of around £24.8m (£204.2m less £179.4m) in
addition to the borrowing required to refinance maturing short-term loans.

2.3.  Historic trends would however suggest that the level of capital expenditure incurred during the year
will be significantly lower than budgeted, and consequently the overall capital financing requirement
at the end of the year will be lower than currently anticipated.

2.4. The borrowing and investment position as at 30th September and the change over the quarter is

shown in the table below.

Table 2: Borrowing and Investment Summary

30.6.23 30.6.23 Movement 30.9.23 30.9.23
Balance Rate Balance Rate
£m % £m %

Long-term borrowing 132.5 3.24 (5.8) 126.7 3.24
Short-term borrowing 48.3 3.23 4.4 52.7 3.72
Total borrowing 180.8 3.24 (1.4 179.4 3.38
Long-term investments 0.0 N/A 0.0 0.0 N/A
Short-term investments (3.0) 4.37 (21.5) (24.5) 4.64
Pooled Funds (4.0) 5.46 0.0 (4.0 6.11
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Cas_h and cash (18.0) Included in ST 125 (5.5) Included in ST
equivalents above above
Total investments (25.0) 2.36 (9.0) (34.0) 4.88
Net Borrowing 155.8 (10.4) 145.4

2.5.

3.

During the second quarter of 2023/24 the authorities net borrowing position has reduced by £10.4m
due to a combination of overall borrowing levels remaining fairly static and cash balances remaining
resolutely high which increased overall investment balances.

Borrowing activity during the quarter

Table 3: Borrowing Position

30.6.23 30.6.23 30.6.23 Balance 30.9.23 30.9.23 30.9.23
Balance | Weighted @ Weighted | Movement Balance @ Weighted @ Weighted

Average @ Average Average @ Average

Rate Maturity Rate Maturity

£m % (years) £m % (years)
Public Works Loan Board 118.7 3.3 21.4 (2.8) 115.9 3.2 21.7
Banks (LOBO) 13.6 4.8 18.5 (3.6) 10.0 4.9 18.4
Welsh Gov Interest Free 5.5 0.0 3.3 (0.0) 5.5 0.0 3.0
Local authorities/Other 43.0 3.1 0.3 5.0 48.0 3.9 0.5
Total borrowing 180.8 3.2 15.6 (2.4) 179.4 3.4 15.2

3.1

3.2.

The Authority’s short-term borrowing cost has continued to increase with the rise in Bank Rate and
short-dated market rates. The average rate on the Authority’s short-term loans at 30th September
2023 on a balance of £48m was 3.9%, compared with 3.1% on £43m of loans 3 months ago.

LOBO Loans: As market interest rates rose, there was an increased probability of call options on
the Authorities LOBO loans being exercised by lenders. £10.6m of LOBO loans had annual call option
dates during the six-month period to September 2023, with one lender exercising their option in
Quarter 2 on the following loan:

Table 4: LOBO Options Exercised

Amount Rate Final Maturity New Rate Action Taken by Authority
£m % Proposed
%
Loan 1 3.6 4.6 15/08/2041 6.12 | Repaid atno cost. Borrowing will
not be specifically refinanced.

3.3.

3.4.

The Authority has £10m of remaining LOBO loans with call dates within the next 12 months. The
Authority has liaised with treasury management advisors Arlingclose over the likelihood of the options
being exercised and expects an additional £7m loan to be called. The Authority plans to repay the
loan at no additional cost as accepting the revised terms would mean the Authority would still have
refinancing risk in later years. If required, the Authority will repay the LOBO loans with available cash
or by borrowing from other local authorities or the PWLB.

Forward starting loans: To enable certainty of cost to be achieved without suffering a cost of carry
in the intervening period, the Authority arranged £10m of forward starting loans with fixed interest
rates of 4.15% for the delivery of cash in under one year’s time, details of which are below:

Table 5: Forward starting loans

Page 12




Amount Rate Period Forward
£m % (Years) Start
Local Authority Loan 1 5.0 3.8 1.0 Nov-23
Local Authority Loan 2 5.0 4.5 1.0 Feb-24
Total 10.0 4.15
4, Investment Activity during the Quarter

4.1.

During the second quarter, the Authority’s investment balances ranged from between £22.3m and
£55.0m due to timing differences between income and expenditure. The investment position during
the second quarter was as follows:

Table 6: Treasury Investment Position

30.6.23 Net 30.9.23 30.9.23 30.9.23
Balance Movement Balance Income Weighted
Return Average
Maturity
£m £m £m % Days
Banks & building societies (0.5) (1.5) (2.0)
gjg\ircnur;i?t (incl. local Average Up to 180
: 4.64% days
authorities (3.0) (21.5) (24.5) 0 y
Money Market Funds (MMFs) (17.5) 14.0 (3.5
Multi asset income, Pooled (4.0) 0.0 (4.0) 6.11% N/A
funds ' ' ' '
Total investments (25.0) (9.0) (34.0)
4.2. UK Bank Rate increased by 0.75% over the quarter, from 4.5% at the end of June to 5.25% by the

4.3.

4.4,

end of September. Short-dated cash rates rose commensurately, with 3-month rates rising to around
5.32% and 12-month rates to nearly 5.83%. The rates on DMADF deposits also rose, ranging between
5.17% and 5.24% by the end of September and Money Market Rates between 5.35% and 5.19%.

At the end of the first quarter the DMADF offered comparably higher returns and lower bail in risk
compared to Money market funds. As such, during the second quarter the Authority moved a higher
proportion of investments to the DMADF. The returns of each investment will be monitored over the
third quarter.

The comparison of risk and return metrics are shown in the extracts from Arlingclose’s quarterly
investment benchmarking in the table below.

Table 7: Investment Benchmarking — Treasury investments managed in-house

Credit Score Credit Bail-in Weighted Rate of Return
Rating Exposure Average
Maturity
(days) %
MCC 30.06.2023 AA- 3.90 86% 4 4.54
MCC 30.09.2023 AA- 3.91 18% 16 4.88
Similar LAs AA- 4.21 29% 86 4.88
All LAs AA- 4.33 59% 13 4.92

4.5,

Externally Managed Pooled Funds: £4m of the Authority’s investments are invested in externally
managed strategic pooled multi-asset and property funds where short-term security and liquidity are
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4.6.

4.7.

4.8.

5.1.

6.1.

6.2.

lesser considerations, and the objectives instead are regular revenue income and longer-term price
stability.

Over the first six months these funds generated £108k or an annualised average 6.11% income return,
together with a £76k unrealised capital loss over the second quarter. Total unrealised capital losses
since purchase stand at £506k.

Because these funds have no defined maturity date, but are available for withdrawal after a notice
period, their performance and continued suitability in meeting the Authority’s medium- to long-term
investment objectives are regularly reviewed. Strategic fund investments are made in the knowledge
that capital values will move both up and down on months, quarters and even years; but with the
confidence that over a three- to five-year minimum period total returns will exceed cash interest rates.

The Authority maintains a treasury risk reserve to mitigate against the risk that capital losses on
pooled funds are realised and result in a charge against the Council Fund.

Treasury performance forecast

The Authority measures the financial performance of its treasury management activities in terms of
its impact on the revenue budget with the latest forecast shown in the table 8 below:

Table 8: Budget performance forecast

Forecast Budget Over /
£000's £000's (under)
Budget
Interest Payable
PWLB 3,915 3,922 (7
Market loans 458 652 (194)
Short term loans 2,167 2,316 (149)
Other Activities (Internal Arrangements) 370 61 309
Total Interest payable on borrowing 6,909 6,952 (43)
Interest Receivable
Invested cash short term (2,189) (925) (264)
Pooled Funds (199) Included above (199)
Finance lease income (55) Included above (55)
Other Interest (31) Included above (32)
Total income from Investments (1,036) (925) (549)
Net Over/(Under)spend 5,930 6,027 (592)

Environmental, Social and Governance strategy update

In the first half of 2023/24 the investment portfolio has been assessed against 3 charters that
organisations can voluntarily sign up for to ensure that all are meeting minimum level of ESG
responsibility. These are shown in Table 9.

The majority of the Authorities funds were invested in organisations that were signatories of all three
charters. Investments in two funds that were not signatories of the Net-Zero Asset Managers Initiative
have subsequently been unwound.
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6.3.

6.4.

An updated list of signatories to the three charters is provided by the Authority’s treasury advisors
each quarter and will continue to be monitored. Any counterparties not signed up to all three charters
will be removed from the Authorities investment portfolio. The latest update was provided on 17.10.23
and is shown in Table 8 below.

A new ESG specific Investment product has also been opened in the second quarter. This fund aims
to provide security of capital and liquidity while focussing on the performance of the underlying issuers
on a range of environmental, social and governance metrics. We will look to prioritise this investment
over others given opportunity while also identify new ESG conscious investments.

Table 9: ESG Charter Signatories

Morgan Stanley - No Longer Used

o 020 ge S
Aberdeen Asset Liquidity N N N
Aegon N v v
CCLA Investment Management N N N
Federated (Prime Rate) Liquidity Fund Vv v v
HSBC Global Asset Management N N N
LEGAL AND GENERAL MMF Vv v v
Ninety-One N v v
STATE STREET N N N
v v X
v v X

Goldman Sachs - No Longer Used

7. Non-Treasury Investments
7.1. Investments that do not meet the definition of treasury management investments (i.e. management
of surplus cash) are categorised as either for service purposes (made explicitly to further service
objectives) and/or for commercial purposes (made primarily for financial return).
7.2.  The Authority held a net book value of £31.4m of non-treasury investments at the 31%' March 2023.
The forecast net return on investment is indicated below:
Table 10: Non-Treasury Investments
Forecast Net Carrying Net return  Net return
(income) /loss @ Value 2023/24 2022/23
Month 6 2023/24 31.03.23
£000’s £000’s % %
Oak Grove Solar Farm (559) 5,485 10.19 13.44
Newport Leisure Park & service loan (219) 19,756 1.11 0.01
Castlegate Business Park 216 6,159 (3.51) (6.58)
Total (562) 31,400 1.79 1.06
7.3. The investment at Newport Leisure park continues to provide a net income stream for the Authority,

although this is lower than the expected 2% return after borrowing until currently negotiated rent free
periods end.
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7.4.

7.5.

7.6.

7.7.

8.1.

8.2.

8.3.

The investment in Castlegate is still providing a net negative ROI, however continued negotiations
with interested parties should bring back a positive net return in 2024-25 following rent free periods..
This continues to represent a significant improvement on the position since the anchor tenant vacated
their space in Spring 2022.

Commercial Loan — Broadway Partners Limited: On the 31st May 2023, Broadway Partners
Limited announced that administrators had been appointed to enable them to restructure the business
and a sales process to be undertaken. During this period, Broadway were continuing to trade and
provide their usual services to both new and existing customers on their high-speed fibre network,
however loan repayments due since 19th April 2023 remained outstanding.

The Investment Committee resolved to defer loan repayments such as to allow Monmouthshire
Broadband Limited (the SPV) to remain solvent and until the administrator for Broadway Partners
Limited has concluded the process to secure a buyer for the company.

In September the administrators identified a buyer and a deal was concluded shortly after. On 27th of
September all outstanding loan principal and interest due was repaid. The interest received over the
life of the loan totalled £159k.

Compliance with prudential indicators and treasury limits

The Section 151 officer reports that all treasury management activities undertaken during the second
quarter complied fully with the CIPFA code and the limits and indicators as set out in the Authority’s
approved Treasury Management Strategy.

Liability Benchmark: This indicator compares the Authority’s actual existing borrowing against a
liability benchmark that has been calculated to show the lowest risk level of borrowing. The liability
benchmark is an important tool to help establish whether the Council is likely to be a long-term
borrower or long-term investor in the future, and so shape its strategic focus and decision making. It
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.

31.3.23 31.3.24 31.3.25 31.3.26

Actual Forecast | Forecast : Forecast
Loans CFR 190.9 220.8 224.7 222.9
Less: Balance sheet resources (37.6) (40.6) (33.4) (33.2)
Net loans requirement 153.3 180.2 191.3 189.7
Plus: Liquidity allowance 10.0 10.0 10.0 10.0
Liability benchmark 163.3 190.2 201.3 199.7
Current loan profile (198.7) (167.8) (125.7) (122.1)
Borrowing requirement 0.0 22.4 75.6 77.6

Following on from the medium-term forecast above, the long-term liability benchmark assumes capital
expenditure funded by borrowing is in line with the medium-term financial plan, minimum revenue
provision on new capital expenditure is based on the annuity method, and expenditure and reserves
all increasing by inflation of 2.5% p.a. This is shown in the chart below together with the maturity
profile of the Authority’s existing borrowing.
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8.4. Maturity Structure of Borrowing: This indicator is set to control the Authority’s exposure to
refinancing risk.

Maturity e Lower UPPET Complied?
Under 12 months 29% 0% 60% Yes
12 months and within 24 months 3% 0% 30% Yes
24 months and within 5 years 7% 0% 30% Yes
5 years and within 10 years 15% 0% 30% Yes
10 years and within 20 years 11% 0% 30% Yes
20 years and within 30 years 13% 0% 30% Yes
30 years and within 40 years 10% 0% 30% Yes
40 years and within 50 years 11% 0% 30% Yes
50 years and above 0% 0% 30% Yes

8.5. Long-Term Treasury Management Investments: The purpose of this indicator is to control the
Authority’s exposure to the risk of incurring losses by seeking early repayment of its investments. The
prudential limits on the long-term treasury management limits are:

During quarter
Actual principal invested for 365 com
days & beyond year end
Limit £5m
Complied? Yes
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8.6.  Security: The Authority has adopted a voluntary measure of its exposure to credit risk by monitoring
the value-weighted average credit rating or credit score of its investment portfolio. This is calculated
by applying a score to each investment (AAA=1, AA+=2, etc.) and taking the arithmetic average,
weighted by the size of each investment. Unrated investments are assigned a score based on their
perceived risk.

30.9.23 Actual 2023/24 Target Complied?
Portfolio average credit AA-/3.91 A-/5.0 Yes

8.7. Borrowing limits: Compliance with the authorised limit and operational boundary for external debt is

demonstrated below.
Maximum in 30.9.23 2023/24 2023/24 Complied?
quarter Actual Operational | Authorised
Boundary Limit
£m £m £m £m Yes/No

Borrowing 198.7 179.4 239.9 263.9 Yes
PFI, Finance Leases &

Other LT liabs 2.2 2.2 2.9 4.4 Yes
Total debt 200.9 181.5 242.8 268.3 Yes

8.8. Note: Since the operational boundary is a management tool for in-year monitoring it is not significant

if the operational boundary is breached on occasions due to variations in cash flow, and this is not
counted as a compliance failure.

8.9. Treasury investment counterparties and limits - The Council may invest its surplus funds

with any of the counterparty types in the table below, subject to the limits shown:

Maximum in 30.9.23 Actual 2023/24 Limit Complied?
guarter Yes/No
The UK Government £26.4m £24.5m Unlimited Yes
Local Authorities per £0m £0 cam Yes
counterparty
Secured Investments £0m £0 £4m Yes
£2m (£3m total £2m (£3m total

Banks per counterparty, for the Councils .

) . £2.0m for the Councils Yes
rating A- or above operational .

operational bank)
bank)

Building societies £om £0 £om Yes
(unsecured)
Registered providers (e.g.
Housing £0m £0 £2m Yes
Assaociations (unsecured)
Money Market Funds £4m £3.5m £4m Yes
Any group of pooled funds £om com £5m Yes
under the same management
Real estate investment trusts £0m £0 £5m Yes
Limit per non-UK country £0m £0 £4m Yes
Other Investments £0m £0 £2m Yes

Page 18




Background paper: Glossary of Treasury Terms

Authorised Limit

The affordable borrowing limit determined in compliance with the Local
Government Act 2003 (English and Welsh authorities) and the Local
Government in Scotland Act 2003. This Prudential Indicator is a statutory
limit for total external debt. It is set by the Authority and needs to be
consistent with the Authority’s plans for capital expenditure financing and
funding. The Authorised Limit provides headroom over and above the
Operational Boundary to accommodate expected cash movements.
Affordability and prudence are matters which must be taken into account
when setting this limit.

(see also Operational Boundary, below)

Balances and
Reserves

Accumulated sums that are maintained either earmarked for specific future
costs or commitments or generally held to meet unforeseen or emergency
expenditure.

Bail-in

Refers to the process which the banking regulatory authorities will use to
restructure a financial institution which is failing or likely to fail. Unsecured
creditors of and investors in that financial institution will participate in its
restructure who will, as a consequence, incur a non-recoverable loss
(commonly referred to as a ‘haircut’) on their obligation/investment. Local
authority investments with banks and building societies such as term deposits,
certificates of deposit, call accounts and non-collateralised bonds are
unsecured investments and are therefore vulnerable to bail-in.

Bank Rate

The official interest rate set by the Bank of England’s Monetary Policy
Committee and what is generally termed at the “base rate”. This rate is also
referred to as the ‘repo rate’.

Bond

A certificate of debt issued by a company, government, or other institution. The
bond holder receives interest at a rate stated at the time of issue of the bond.
The price of a bond may vary during its life.

Capital Expenditure

Expenditure on the acquisition, creation or enhancement of capital assets

Capital Financing
Requirement (CFR)

The Council’'s underlying need to borrow for capital purposes representing the
cumulative capital expenditure of the local authority that has not been financed.

Capital growth

Increase in the value of the asset (in the context of a collective investment
scheme, it will be the increase in the unit price of the fund)

Capital receipts

Money obtained on the sale of a capital asset.

CIPFA

Chartered Institute of Public Finance and Accountancy

Constant Net Asset
Value (CNAV)

Also referred to as Stable Net Asset Value. A term used in relation to the
valuation of 1 share in a fund. This means that at all times the value of 1 share
is £1/€1/US$1 (depending on the currency of the fund). The Constant NAV is
maintained since dividend income (or interest) is either added to the
shareholders' account by creating shares equal to the value of interest earned
or paid to the shareholder's bank account, depending on which option is
selected by the shareholder.

Collective Investment
Schemes

Funds in which several investors collectively hold units or shares. The assets in
the fund are not held directly by each investor, but as part of a pool (hence these
funds are also referred to as ‘Pooled Funds’). Unit Trusts and Open-Ended
Investment Companies are types of collective investment schemes / pooled
funds.
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Corporate Bonds

Corporate bonds are bonds issued by companies. The term is often used to
cover all bonds other than those issued by governments in their own currencies
and includes issues by companies, supranational organisations and
government agencies.

Corporate Bond Funds

Collective Investment Schemes investing predominantly in bonds issued by
companies and supranational organisations.

CPI
Also see RPI

Consumer Price Index. (This measure is used as the Bank of England’s inflation
target.)

Credit Default Swap
(CDS)

A Credit Default Swap is similar to an insurance policy against a credit default.
Both the buyer and seller of a CDS are exposed to credit risk. Naked CDS, i.e.
one which is not linked to an underlying security, can lead to speculative trading.

Credit Rating

Formal opinion by a registered rating agency of a counterparty’s future ability to
meet its financial liabilities; these are opinions only and not guarantees.

Cost of carry

When a loan is borrowed in advance of requirement, this is the difference
between the interest rate and (other associated costs) on the loan and the
income earned from investing the cash in the interim.

Credit default swaps

Financial instrument for swapping the risk of debt default; the buyer effectively
pays a premium against the risk of default.

Diversification /
diversified exposure

The spreading of investments among different types of assets or between
markets in order to reduce risk.

Derivatives Financial instruments whose value, and price, are dependent on one or more
underlying assets. Derivatives can be used to gain exposure to, or to help
protect against, expected changes in the value of the underlying investments.
Derivatives may be traded on a regulated exchange or traded ‘over the counter’.

ECB European Central Bank

Federal Reserve

The US central bank. (Often referred to as “the Fed”)

Floating Rate Notes

A bond issued by a company where the interest rate paid on the bond changes
at set intervals (generally every 3 months). The rate of interest is linked to
LIBOR and may therefore increase or decrease at each rate setting

GDP

Gross domestic product — also termed as “growth” in the economy. The value
of the national aggregate production of goods and services in the economy.

General Fund

This includes most of the day-to-day spending and income. (All spending and
income related to the management and maintenance of the housing stock is
kept separately in the HRA).

Gilts (UK Govt)

Gilts are bonds issued by the UK Government. They take their name from ‘gilt-
edged’: being issued by the UK government, they are deemed to be very secure
as the investor expects to receive the full face value of the bond to be repaid on
maturity.

Housing Revenue
Account (HRA)

A ring-fenced account of all housing income and expenditure, required by
statute
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IFRS

International Financial Reporting Standards

Income Distribution

The payment made to investors from the income generated by a fund; such a
payment can also be referred to as a ‘dividend’

Investments
- Secured

- unsecured

Secured investments which have underlying collateral in the form of assets
which can be called upon in the event of default

Unsecured investments do not have underlying collateral. Such investments
made by local authorities with banks and building societies are at risk of bail-in
should the regulator determine that the bank is failing or likely to fail.

Liability Benchmark

Term in CIPFA’s Risk Management Toolkit which refers to the minimum amount
of borrowing required to keep investments at a minimum liquidity level (which
may be zero).

LOBOs

LOBO stands for ‘Lender’s Option Borrower’s Option’. The underlying loan
facility is typically long term and the interest rate is fixed. However, in the LOBO
facility the lender has the option to call on the facilities at predetermined future
dates. On these call dates, the lender can propose or impose a new fixed rate
for the remaining term of the facility and the borrower has the ‘option’ to either
accept the new imposed fixed rate or repay the loan facility.

LVNAYV (Low Volatility
Net Asset Value)

From 2019 Money Market Funds will have to operate under a variable Net Value
Structure with minimal volatility (fluctuations around £1 limited to between 99.8p
to 100.2p)

Maturity

The date when an investment or borrowing is repaid.

Maturity profile

A table or graph showing the amount (or percentage) of debt or investments
maturing over a time period. The amount or percent maturing could be shown
on a year-by-year or quarter-by-quarter or month-by-month basis.

MiFID II

MiIFID Il replaced the Markets in Financial Instruments Directive (MiFID I) from
3 January 2018. It is a legislative framework instituted by the European Union
to regulate financial markets in the bloc and improve protections for investors.

Money Market Funds
(MMF)

Pooled funds which invest in a range of short term assets providing high credit
quality and high liquidity.

Minimum Revenue
Provision

An annual provision that the Authority is statutorily required to set aside and
charge to the Revenue Account for the repayment of debt associated with
expenditure incurred on capital assets

Non-Specified
Investments

Term used in the Communities and Local Government Guidance and Welsh
Assembly Guidance for Local Authority Investments. It includes any investment
for periods greater than one year or those with bodies that do not have a high
credit rating, use of which must be justified.

Net Asset Value (NAV)

A fund’s net asset value is calculated by taking the current value of the fund’s
assets and subtracting its liabilities.

Operational Boundary

This is the limit set by the Authority as its most likely, i.e. prudent, estimate level
of external debt, but not the worst case scenario. This limit links directly to the
Authority’s plans for capital expenditure, the estimates of the Capital Financing
Requirement (CFR) and the estimate of cashflow requirements for the year.
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Permitted Investments

Term used by Scottish Authorities as those the Authority has formally approved
for use.

Pooled funds

See Collective Investment Schemes (above)

Premiums and
Discounts

In the context of local authority borrowing, (a) the premium is the penalty arising
when a loan is redeemed prior to its maturity date and (b) the discount is the
gain arising when a loan is redeemed prior to its maturity date. If on a £1 million
loan, it is calculated* that a £100,000 premium is payable on premature
redemption, then the amount paid by the borrower to redeem the loan is
£1,100,000 plus accrued interest. If on a £1 million loan, it is calculated that a
£100,000 discount receivable on premature redemption, then the amount paid
by the borrower to redeem the loan is £900,000 plus accrued interest.

PWLB premium/discount rates are calculated according to the length of time to
maturity, current market rates (plus a margin), and the existing loan rate which
then produces a premium/discount dependent on whether the discount rate is
lower/higher than the coupon rate.

*The calculation of the total amount payable to redeem a loan borrowed from
the Public Works Loans Board (PWLB) is the present value of the remaining
payments of principal and interest due in respect of the loan being repaid
prematurely, calculated on normal actuarial principles. More details are
contained in the PWLB’s lending arrangements circular.

Private Finance
Initiative (PFI)

Private Finance Initiative (PFI) provides a way of funding major capital
investments, without immediate recourse to the public purse. Private consortia,
usually involving large construction firms, are contracted to design, build, and
in some cases manage new projects. Contracts can typically last for 30 years,
during which time the asset is leased by a public authority.

Prudential Code

Developed by CIPFA and introduced on 01/4/2004 as a professional code of
practice to support local authority capital investment planning within a clear,
affordable, prudent and sustainable framework and in accordance with good
professional practice.

Prudential Indicators

Indicators determined by the local authority to define its capital expenditure and
asset management framework. They are designed to support and record local
decision making in a manner that is publicly accountable; they are not intended
to be comparative performance indicators between authorities.

PWLB

Public Works Loans Board. It is a statutory body operating within the United
Kingdom Debt Management Office, an Executive Agency of HM Treasury. The
PWLB's function is to lend money from the National Loans Fund to local
authorities and other prescribed bodies, and to collect the repayments.

Quantitative Easing

In relation to the UK, it is the process used by the Bank of England to directly
increase the quantity of money in the economy. It “does not involve printing
more banknotes. Instead, the Bank buys assets from private sector institutions
— that could be insurance companies, pension funds, banks or non-financial
firms — and credits the seller’'s bank account. So the seller has more money in
their bank account, while their bank holds a corresponding claim against the
Bank of England (known as reserves). The end result is more money out in the
wider economy”. Source: Bank of England

Registered Provider of
Social Housing

Formerly known as Housing Association

Revenue Expenditure

Expenditure to meet the continuing cost of delivery of services including salaries
and wages, the purchase of materials and capital financing charges
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RPI Retail Prices Index. A monthly index demonstrating the movement in the cost
of living as it tracks the prices of goods and services including mortgage interest
and rent. Pensions and index-linked gilts are uprated using the CPI index.

SORP Statement of Recommended Practice for Accounting (Code of Practice on Local

Authority Accounting in the United Kingdom).

Specified Investments

Term used in the CLG Guidance and Welsh Assembly Guidance for Local
Authority Investments. Investments that offer high security and high liquidity, in
sterling and for no more than 1 year. UK government, local authorities and
bodies that have a high credit rating.

Supported Borrowing

Borrowing for which the costs are supported by the government or third party.

Supranational Bonds

Instruments issued by supranational organisations created by governments
through international treaties (often called multilateral development banks). The
bonds carry an AAA rating in their own right. Examples of supranational
organisations are those issued by the European Investment Bank, the
International Bank for Reconstruction and Development.

Treasury Management
Code

CIPFA’s Code of Practice for Treasury Management in the Public Services.

Temporary Borrowing

Borrowing to cover peaks and troughs of cash flow, not to fund spending.

Term Deposits

Deposits of cash with terms attached relating to maturity and rate of return
(interest)

Unsupported
Borrowing

Borrowing which is self-financed by the local authority. This is also sometimes
referred to as Prudential Borrowing.

Usable Reserves

Resources available to finance future revenue and capital expenditure

Variable Net Asset
Value (VNAV)

A term used in relation to the valuation of 1 share in a fund. This means that
the net asset value (NAV) of these funds is calculated daily based on market
prices.

Working Capital

Timing differences between income/expenditure and receipts/payments

Yield

The measure of the return on an investment instrument
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Agenda Iltem 6

SUBJECT: Effectiveness of Strategic Risk Management Framework
MEETING: Governance and Audit Committee
DATE: 4th December 2023

DIVISIONS/WARDS AFFECTED: All

1. PURPOSE:

11 To provide Governance and Audit Committee with an assessment of the implementation of the
council’s strategic risk management framework which is an integral part of the authority’s
corporate governance arrangements.

1.2 To provide members with an overview of the current strategic risks facing the authority.
2. RECOMMENDATIONS:

2.1 That members use the assessment to seek assurance about the effectiveness of the authority’s
risk management arrangements.

2.2 That members note the possible further corporate risk control policies identified in 3.8 that the
Committee could review and that a further update will be provided to the committee as part of
the strategic risk management policy review in April 2024.

3. KEY ISSUES:

3.1 Governance and Audit Committee has a specific role in providing independent assurance of the
adequacy of the council’s risk management framework. The committee also has a role in
assessing the authority’s corporate governance arrangements, of which risk management is an
important part. An integral part of the risk management arrangements is the Whole Authority
Strategic Risk Register. The strategic risk assessment ensures that:

e Strategic risks are identified and monitored by the authority

e Risk controls are appropriate and proportionate

e Senior managers and elected members systematically review the strategic risks facing the
authority.

3.2 The council’s strategic risk management policy and guidance helps ensure strategic risks are
identified and assessed robustly, risk controls are put in place that are appropriate and
proportionate, and risks are supported by effective mitigations to ensure, as far as possible, risk
reduction/risk management. The report is made up of three parts:

e Part 1 provides a self-assessment of the effectiveness of the operation of strategic risk
management arrangements in line with the council’s strategic risk management policy. This
also forms part of the assessment of the effectiveness of the ‘enabling functions’ which
includes performance and risk management under the Local Government and Elections
(Wales) Act 2022.

e Part 2 provides an overview of the strategic risk register and key amendments, including the
strategic risks, the risk levels pre and post mitigation, the risk owner who has agreed the
update, and any key changes, such as adjustments to risk levels or mitigating action updates.
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3.3

e The appendix provides a summary of the council’s strategic risk management policy and
process for identifying and managing strategic risks. The full policy and guidance can be
viewed on the council’s intranet site, also known as The Hub.

Risk updates overview

The council continues to operate in a dynamic environment and has controls in place to assess,
manage and mitigate, as far as possible, a variety of risks. The strategic risk register will regularly
evolve and adapt in line with this. This will include adjusting the focus, detail and risk levels of
risks where necessary. Any changes to risk levels/scores since the last report to the committee
in March 2023 can be found in the table below:
Risk Current Previous Reason
risk score | risk score
1) It will not be possible to deliver High (12) Medium (8) | The focus of this risk and risk level has
all of the commitments in the been amended to the increased risk of not
Community and Corporate Plan being able to deliver all priorities set out in
leading to slower than desired the Community and Corporate Plan as a
progress towards our purpose as a result of the current financial position.
result of a tightening financial
position
2) Some services will become High (16) High (12) The risk score has increased due to the
financially unsustainable in the current economic climate and financial
short to medium term in their situation the council faces. The Council has
current form due to increasing a forecast in year 23/24 overspend and
demand and continuing financial modelled budget gap of £14.4 million in
pressures 24/25.
8) High absence rates, particularly High (16) Medium (8) | The risk has been adjusted to reflect the
among those eligible for free school increased risk of delayed impacts of the
meals, and worsening behaviours pandemic on learning through reduced
in schools as a result of the attendance levels and worsening
continuation of trends that first behaviours in schools impacting on
emerged during the pandemic will educational attainment
result in a worsening of educational
attainment
11a) The council is unable to High (16) High (12) The post-mitigation risk level has been
deliver its commitment to increased to reflect the increasing likelihood
decarbonise its operations in that the Council will struggle to become net-
sufficient time to achieve net zero zero by 2030 because its resources are not
by 2030 because our resources are commensurate with the scale and
not commensurate with the scale complexity of the challenge.
and complexity of the challenge
12) The rising cost of living tips High (12) Medium (8) | The risk has been updated to assess
more families into crisis requiring continuing financial pressures that is
public service interventions which resulting in an increasing number of
diverts resources from other policy families requiring additional public service
priorities support
13) Residents are unable to secure | Medium (8) | High (12) The risk level has decreased from high to

or retain suitable accommodation,
leading to rising homelessness and
outward migration as a result of
failures in the housing market

medium post-mitigation to reflect the
improvements seen in securing
homelessness accommodation as a result
of the Rapid Rehousing Transition Plan
work.
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3.4

3.5

In addition to the changes to risk levels, some more significant recent changes are:

e The addition of risk 1b to capture the risk to timely and appropriate decision making;

e The addition of risk 14 to identify the risk of a material reduction in public bus services which
may occur as a result of diminished funding for bus operators from Welsh Government;

e The addition of risk 15 to identify the risk of increased legal challenge to council decisions
and service delivery;

o A re-definition of risk 10 related to the Replacement Local Development Plan into four parts
(10 a, b, c and d), to ensure the risks of the council not progressing with the Replacement
Local Development Plan are clearly captured and mitigating action identified.

This report does not include the full risk register or a full update of progress against mitigating
actions. Scrutiny of that aspect of the work rests with Performance and Overview Scrutiny
Committee and the full register has been presented to the committee at its November meeting.
The full strategic risk register will also be presented to Cabinet for consideration at the December
meeting. Members of Governance and Audit Committee have access to the papers of other
committees should they wish to familiarise themselves with the wider work. All councillors can
also access a live version of the risk register on the authority’s intranet site.

Risk Management updates

3.6

3.7

3.8

3.9

3.10

An internal audit review into the council’s governance arrangements and internal controls in
place for risk management is currently being undertaken. This will be informed by this self-
assessment of arrangements and the outcome of the audit will inform future reports to the
committees.

The strategic risk management policy and guidance is currently being reviewed. The areas being
reviewed include risk identification arrangements, risk appetite, responsibilities for managing
risks and reporting arrangements. This will also be informed by the findings from the internal
audit. The proposed amendments to the policy will be provided to Governance & Audit
Committee to review in April 2024. Ahead of the review being completed, following feedback
from committees, ‘numerical’ scores have been added to the risk matrix, as shown in the
appendix. This aims to demonstrate changes more clearly in risk levels following an assessmen