Appendix 2 Annual Treasury Management and Investment Strategy

Borrowing

The Authority may borrow for two reasons:

(i)  To fund its capital programme within the Prudential Code limits,
and
(i) temporarily pending the receipt of revenue monies.

The main source of any new long term borrowing will be from the Public Works Loans Board
(PWLB). Where leases are taken out the lease provider will provide finance, if considered to
be cost effective.

Where the Authority is financing capital expenditure over a long term period (up to 25 years)
the policy will be to seek fixed interest rate borrowing over the same time period in order to
reduce overall interest rate risk in future budgets.

The Prudential Code requires the Authority to agree and monitor a humber of prudential
indicators with the objective of controlling and managing the Authority’s overall debt
exposure. These indicators are mandatory, but can be supplemented with local indicators if
this aids interpretation; no local indicators are currently used; however as part of the
decision making on investment proposals common accounting decision making tools such
as net present value, profitability indices and Interest cover ratios are used, together with
assessment of the “exit” value of any investment proposal; these tests are intended to
reduce the risk of the debt being a future burden on the Authority’s revenue budget. The
mandatory prudential indicators cover affordability, prudence, capital expenditure and debt
levels. The main benefit to the Authority is that there remains no external restriction on
capital investment, subject to Government reserve powers to restrict borrowing for national
economic reasons.

Overview

Members approved the Authority’s Capital Strategy in December 2015 and a Capital
Programme (Appendix 2 of that report) was approved listing potential capital projects. The
Capital Strategy outlined a number of principles and working assumptions which set out the
approach to capital expenditure, and how it should be financed, of which borrowing was one
component. Members have delegated to officers decisions to borrow for capital projects
under £150,000, subject to the Authorised Limit and an annual analysis of these decisions in
this report. There has been one approval in this current financial year.

Minute Date Approval Reason Amount Debt Annual Ending
financed from charge
from PWLB to
internal budget
funds
Used Mini
60/22 16/08/2022 | £15,745 Excavator for £15,745 0 £2,515 2029/30
CMPT

Actual and Estimate of Total Capital Expenditure to be incurred — these figures
represent best estimates. As the title suggests, the figures include total expenditure on
capital items, including assets financed from revenue, capital grants or use of capital
receipts, as well as borrowing. The estimates for future capital expenditure tend to be
aggregations of a number of capital projects already delegated to officers (e.g.
refurbishment of tenanted properties, ICT expenditure etc.) projects already approved by
Members (e.g. Trails infrastructure of £600,000, North Lees Estate of £305,560), plus the
estimated impact of other projects in the approved Capital Programme. The figures below



include items already approved plus an estimate of items still requiring approval as part of
the Capital Strategy refresh. The values are indicative forecasts for now with no
commitments attached.

Actual Estimate  Estimate Estimate Estimate

2021/22 2022/23 2023/24  2024/25  2025/26

£'000s  £'000s £'000s £'000s £'000s
Total Capital
Expenditure 510 1,170 750 440 210
Financed from grants (66) 0 0 0 0
Financed from revenue (250) (398) (65) (65) (65)
Financed from capital
receipts (16) (702) (635) (245) (120)
Net Total (financed from
borrowing) 178 70 50 130 25

Under current economic circumstances a high proportion of the total to be financed from
borrowing will be temporarily financed from cash flow as this is likely to be more cost
effective in the short to medium term, as loan interest rates remain higher than interest
received on cash flow surpluses.

Actual and Estimate of Capital Financing Requirement (C.F.R) — The underlying need to
borrow for capital purposes, after all other sources of capital financing available in each year
are taken into account (i.e. after direct support of capital expenditure from revenue, capital
grants or use of capital receipts). The CFR decreases from 2022/23 onwards reflecting
actual and potential Capital Programme projects, with projects being funded from capital
receipts and other reserves rather than borrowing.

Actual Estimate Estimate Estimate Estimate

2021/22  2022/23 2023/24  2024/25 2025/26

£°000s £°000s £°000s £°000s £°000s

C.F.R 1,325 1,232 1,116 1,071 894

Affordability

The ratio of financing costs to overall net revenue stream — These indicators identify the
proportion of financing costs measured against overall net revenue. Financing costs are the
annual principal and interest payments on the estimated debt outstanding. Overall net
revenue is the core National Park Grant.

Actual Estimate Estimate Estimate Estimate
2021/22 2022/23  2023/24 2024/25 2025/26
£°000s £°000s £°000s £'000s £'000s

Borrowing 177 179 181 189 189
Costs

Net Revenue 6,699 6,699 6,699 6,699 6,699
Percentage 2.64% 2.68% 2.71% 2.82% 2.82%

The ratio increases in the later periods reflecting the increases in interest rates and possible
increase in capital investments. The amounts are still considered to be affordable as the
borrowing costs will be met largely from additional income sources and not National Park
Grant.
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Prudence

Net Borrowing and the Capital Financing Requirement — This indicates the net long term
debt outstanding for the Authority, after accounting for the availability of any temporary
invested sums, in the previous, current and next three financial years.

Actual Estimate Estimate Estimate Estimate

2021/22 2022/23 2023/24 2024/25 2025/26

£°000s £°000s £°000s £°000s £°000s

Capital Financing

. 1,325 1,232 1,116 1,071 894
Requirement
Temporary investments (6,647) (5,750) (5,558) (5,558) (5,558)
Net External Borrowing (5,322) (4,518) (4,441) (4,486) (4,663)

The excess of investments over capital borrowing mainly reflect the quarterly claims of
National Park Grant drawn down in advance of expenditure, to meet working capital needs,
plus recent capital receipts, reserve levels, and grant income received in advance of
expenditure. The level of borrowing is considered to be prudent.

The Authorised Limit — This represents the limit beyond which borrowing is prohibited, and
needs to be set and revised if necessary by members. It is recommended that the limit is set
at the following levels to reflect the Capital Financing Requirement, plus a margin to allow
some flexibility within the estimated levels of capital expenditure. The limit proposed for
2024/25 has been revised upwards by £500k to allow some ceiling for the implications of the
new Accounting Standard IFRS 16, which requires leases to go onto the Balance Sheet,
which may have the knock on effect of requiring a higher Authorised Limit. This has been
delayed from 2020/21. At this stage it is not clear what the precise impact may be, but this
margin should be sufficient until more is known.

2023/24 2024/25 2025/26

£m £m £m
Borrowing 2.5 3 3
Other Long Term NIL NIL NIL
Liabilities
Total 2.5 3 3

The Operational Boundary — This indicator is based on the probable external debt during
the course of the year; it is not a limit and actual borrowing could vary around this boundary
for short times during the year.

2023/24 2024/25 2025/26
£m £m £m
Borrowing 2.25 2.5 2.5
Other Long Term NIL NIL NIL
Liabilities
Total 25 2.5 2.5

Actual External Debt — This is actual borrowing plus actual other long-term liabilities at a
certain point in time.
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Actual Estimate Estimate

2022/23 2023/24 2024/25

£°000s £°000s £°000s
External Debt 361 330 261

The Chief Finance Officer will monitor the application of these prudential indicators, as
required by the Code, and will bring forward to the Authority any significant deviation. The
CFO is required to bring a report specifically to the Authority if the Authorised Limit is likely to
be breached, for the Authority to determine whether the limit should be raised, or whether
alternative procedures to keep within the existing limit are appropriate.

Fixed and Variable Rate Exposures, Maturity Structures, Longer Term Investments

0] Interest Rate Exposures - Fixed Rate — The Authority should set an upper limit on
its fixed interest rate exposures for 2023/24, 2024/25 and 2025/26 of 100% of its net
outstanding principal sums.

(i) Interest Rate Exposures — Variable Rates — The Authority should set an upper limit
on its variable rate interest rate exposures for 2023/24, 2024/25 and 2025/26 of
100% of its net outstanding principal sums.

(iii) Maturity Structure of Borrowing — Upper and Lower Limits for Maturity
Structure — The Authority is likely to have most new debt at a maximum of 25 years,
although in circumstances when the life of an asset is less the period may be shorter;
to allow maximum flexibility there are no restrictions proposed on the maturity
structure of debt.

(iv) Total Principal Sum Invested for Period Longer than 364 Days
Investment of sums for periods longer than 364 days is restricted to the limits set out
in NYC’s Investment Strategy, the exposure of the Authority being a pro-rata share of
any risk arising as a result.

Minimum Revenue Provision

The Minimum Revenue Provision is the amount Local Authorities are required to set aside
each year from their revenue account, in order to ensure that provision is made annually for
the repayment of outstanding loan principal as well as interest charges. The broad aim of
this is to ensure that debt is repaid over a period reasonably commensurate with the period
over which the capital expenditure provides benefits.

The Peak District National Park Authority has adopted the Asset Life Method, which ensures
that the Revenue Provision is calculated based on the estimated useful life of the underlying
asset. This method should help to ensure that budgetary provision for debt repayments is
linked to the life of assets purchased, ensuring that funds are available for replacement of
assets when the end of their useful life is reached. The actual MRP calculation is based on
the annuity option so the MRP increases over the life of the underlying asset supported by
the debt (the interest charge correspondingly decreasing, leaving the debt repayment value
constant).

Investing

This relates to the temporary loan of revenue funds/capital receipts pending their use. The
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timing of the main sources of the Authority's income are agreed with the Government with the
aim of broadly matching expenditure, however, it is anticipated that the Authority will have
surplus cash to lend.

Interest receipts are sensitive to changes in interest rates and cash flows. Base interest rates
have increased from 0.50% to a high of 4% in February 2023. The actual investment rate at
December 2022 was 3.05% and interest receipts are expected to be a higher than the
revised budget of £75k (£94k at December 2023).

It is recommended that surplus funds are invested only with North Yorkshire Council who
will pay interest at an appropriate money market rate on this cash. This policy meets the
Authority’s objectives of ensuring a return on its surplus funds while minimising risk, and is
consistent with DLUHC guidelines on investment strategy.

The Authority’s funds available for investment represent an average of about £7.1m during
the year, whereas the investment framework for North Yorkshire Council’s portfolio
encompasses between £424m to 460m of investment, supported by their in-house
professional team and professional investment advice. The Authority’s investments with
North Yorkshire Council are managed by way of a three year Service Level Agreement,
subject to a six month notice period. The current SLA ends on 5" April 2023 with a new SLA
currently being drawn up.

In order to ensure that investments made by NYC on behalf of the Authority adhere to our
own Investment Strategy, the Authority is required to adopt/adhere to the NYC Investment
Strategy and the approved 2023 NYC Investment Strategy is appended, for adoption by this
Authority, in Appendix 3. This contains the full NYC Treasury Management report and
contains economic data and forecasts which may be of interest.

The Treasury Management Services to be provided by NYC include, but is not limited, to the
following:

(i) A daily sweep of the Authority’s bank accounts will be made to transfer the credit/debit
balance on the accounts to/from NYC

(i) Funds transferred through the daily sweep facility will be invested together with funds of
NYC and those of other organisations for whom it provides a Treasury Management
Service

(i) Investment of sums in accordance with the agreed Treasury Management Strategy
including the adherence to any procedures specified in the statement

(iv) The calculation of interest due to the Authority at a daily rate

(v) The transfer of interest earned to the Authority on a quarterly basis

(vi) Provision of quarterly details of interest earned to the Authority

(vi) Support and information on investment reporting as required

The Authority’s funds are pooled with those of other bodies, and the arrangement therefore

requires a joint sharing in the rates of return, but also a shared risk. The precise

arrangements are as follows:-

(1) NYC collects all available balances from the Authority and other organisations using
the NYC Treasury Management service and pools with NYC funds. These

aggregated balances are then invested in accordance with the agreed Investment
Strategy.
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(i) For practical purposes therefore every investment contains an element of each
organisation’s balances and no individual loan is earmarked as solely the funds of one
particular organisation.

(iii) In the event of a default of an individual loan, each organisation using the NYC
Treasury Management service shall bear a consequential loss. The extent of that loss
for the Authority and other organisations will be calculated based on the balances of
the Authority and other organisations on the day of default. For example:

£1m defaulted loan

Daily Share of

Balance % Loss

£k £k
NYCC 175,000 86.5 865
PDNPA 5,000 2.5 25
Authority A 9,000 4.5 45
Authority B 3,000 1.5 15
Authority C 3,000 1.5 15
Authority D 7,000 3.5 35
Total 202,000 100.0 1,000

In addition, NYCC agrees that the Default Loan procedure will not apply if the actions of
NYCC in the money market are clearly proven to have been contributory to any loss(es) of
the Authority’s funds managed under the terms of the Agreement.

NYCC calculates an average rate of interest earned on the total pooled investment on a
monthly basis.

Interest Rate Strategy

Short term interest rates will impact on the interest earned by the Authority on its deposits
with the County Council. The Authority has maintained the risk at an acceptable level in its
approved 2022/23 Budget, combining reasonable assumptions about expected surplus cash
balances during the year, assumed investment rates, and an eye on actual performance in
recent years.

Longer term interest rates are more relevant for the funding of the capital programme.

Any new longer term borrowing will be determined according to its availability and interest
rate levels, within the authorised limits approved.



