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EXECUTIVE SUMMARY

1. PURPOSE

1.1 The purpose of this and the other treasury management reports that are submitted
during the year is to ensure that proper scrutiny is undertaken of the treasury and
capital expenditure activities of the Councils and that the activities are conducted
in a prudent manner in order to safeguard the financial position of the Councils.

1.2 Councils are required by regulations issued under the Local Government Act 2003
to produce an annual treasury management review of activities; and a review of
performance against the prudential and treasury indicators for the year.

1.3 The key message arising from this report is that both Adur and Worthing Councils
have complied with the approved policies and the indicators agreed prior to the
start of the financial year.

1.4 This report asks Members to note the Treasury Management performance for Adur
and Worthing Councils for 2022/23 as required by regulations issued under the
Local Government Act 2003.

2. RECOMMENDATIONS

2.1 Recommendation One
The Joint Audit and Governance Committee is recommended to note the annual
report and to refer any comments or suggestions to the next meeting of the Joint
Strategic Committee on 3rd October 2023.

2.2 Recommendation Two
The Joint Strategic Committee is recommended to note the annual treasury
management report for 2022/23.



3. CONTEXT

3.1 Treasury Management is defined as:

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

3.2 This report details the treasury management activities and portfolio positions for the
2022/23 financial year for Adur District Council and Worthing Borough Council. The
Councils are required by regulations issued under the Local Government Act 2003 to
produce an annual treasury management review of activities and the actual
prudential and treasury indicators for 2022/23. This report meets the requirements
of both the CIPFA (Chartered Institute of Public Finance and Accountancy) Code of
Practice on Treasury Management, (the Code), and the CIPFA Prudential Code for
Capital Finance in Local Authorities, (the Prudential Code).

3.3 During 2022/23 the minimum reporting requirements were that the full Councils
should receive the following reports:

● Before the beginning of the financial year, the first report, the Treasury
Management Strategy and Annual Investment Strategy, seeks approval for
the Councils’ approach to the management of investments and the borrowing
of funds for the forthcoming year. This report details how the Councils will
manage risk in their treasury activities and was approved by Worthing Council
on the 22nd February 2022 and by Adur Council on the 24th February 2022.

● This is followed by a mid-year review of performance against the approved
strategies (JAGC 29th November 2022, JSC 6 December 2022).

● At the year end, there is an annual report which confirms actual performance
for the year (this report).

3.4 There is a clear regulatory environment governing the Council’s investment and
treasury activities. The Local Government Act 2003 requires that the Council
complies with the Prudential Code for Capital Finance. This is a framework
established to support local strategic planning, local asset management planning
and proper option appraisal. The objectives of the Prudential Code are to ensure,
within this clear framework, that the capital investment plans of local authorities are
affordable, prudent and sustainable. As part of the Prudential Code, indicators are
established to ensure that the Council has approved limits on both capital
expenditure plans and associated borrowing activity.

3.5 The Councils’ Treasury Management Strategy and Annual Investment Strategy place
the security of investments as foremost in considering all treasury management
dealing. By so doing it contributes towards the Councils’ priorities set in Our Plan.



4. ISSUES FOR CONSIDERATION

4.1 The regulatory environment places responsibility on members for the review and
scrutiny of treasury management policy and activities. This report is important in that
respect, as it provides details of the outturn position for treasury management
activities and highlights compliance with the Councils’ policies previously approved
by members.

4.2 The Annual Report also confirms that the Councils have complied with the
requirement under the Code to give scrutiny to all of the above treasury
management reports by the Joint Governance Committee and the Joint Strategic
Committee before they were reported to the full Councils.

4.3 Member training on treasury management matters is now a requirement of the
Prudential Code. To facilitate this for the 2023/34 year officers are requesting
quotations and specifications from appropriate providers. Once an appropriate
provider has been identified members will be notified of the plan to deliver training
sessions.

5. Summary of Prudential and Treasury Indicators

During 2022/23, the Councils complied with their legislative and regulatory
requirements. The key actual prudential and treasury indicators detailing the
impact of capital expenditure activities during the year, with comparators, are shown
in the tables below. Other prudential and treasury indicators are to be found in the
main body of this report. The Chief Financial Officer also confirms that borrowing
was only undertaken for a capital purpose and the statutory borrowing limits, (the
authorised limits), were not breached.

Adur District Council

Prudential and treasury
indicators

31.3.22 Actual
£m

2022/23
Projected £m

31.3.23 Actual
£m

Capital expenditure
· Non-HRA
· HRA
· Total

4.293
7.007
11.300

52.997
19.513
72.510

3.487
10.212
13.699

Capital Financing
Requirement:

· Non-HRA
· HRA
· Total

106.971
61.802
168.773

109.582
69.608
179.190

113.826
60.60

174.426

Gross borrowing (161.517) (247.304) (164.962)

Investments
· Longer than 1 year
· Under 1 year
· Total

3.208
21.965
25.173

3.025
15.000
18.025

2.684
8.090
10.774

Net borrowing (136.344) (229.279) (154.188)



Worthing Borough Council

Prudential and treasury
indicators

31.3.22 Actual
£m

2022/23
Projected £m

31.3.23 Actual
£m

Gross Expenditure
non-HRA

26.662 29.685 57.559

Capital Financing
Requirement:

· Non-HRA

154.870 244.191 206.875

Gross borrowing (153.751) (242.272) (203.948)

Investments
· Longer than 1 year
· Under 1 year
· Total

1.642
32.745
34.387

4.050
17.005
21.055

2.829
31.560
34.389

Net borrowing (119.364) (221.217) (169.559)

This report summarises the following:-
● Capital activity during the year;
● Impact of this activity on the Council’s underlying indebtedness, (the Capital

Financing Requirement);
● The actual prudential and treasury indicators;
● Overall treasury position identifying how the Council has borrowed in relation

to this indebtedness, and the impact on investment balances;
● Summary of interest rate movements in the year;
● Detailed debt activity; and
● Detailed investment activity.

6. The Councils’ Capital Expenditure and Financing

6.1 The Councils undertake capital expenditure on long-term assets (land, buildings,
vehicles, software and equipment). These activities may either be:

● financed immediately through the application of capital or revenue resources
(capital receipts, capital grants, revenue contributions etc.), which has no
resultant impact on the Councils’ borrowing need; or

● If insufficient financing is available, or a decision is taken not to apply these
resources, then capital expenditure will give rise to a borrowing need.

6.2 The actual capital expenditure forms one of the required prudential indicators,
because the Councils must ensure that capital expenditure is affordable, approved
and monitored. The tables below show the actual capital expenditure and how this
was financed. The full explanation of the expenditure and the variances between the
budgets and actual expenditure can be found in the Capital Monitoring Reports, but



the most significant items are detailed below. There have been some delays in
delivery of both capital programmes. The impacts of the Covid-19 pandemic on
supply chains continued to impact on delivery lead times for vehicles and materials,
with vehicle lead times now in excess of 10 months. Additionally, staffing resources,
in particular for surveyors, have limited the ability to deliver projects. The “current
budget” includes subsequent approvals and reprofiled budgets approved during the
year.

Adur District Council
Total

2021/22
Actual

2022/23
Original
Budget

2022/23
Current
Budget

2022/23
Actual

Capital expenditure £m 11.300 87.646 19.734 13.717

Financed in year £m 11.022 6.014 7.437 6.138

Unfinanced capital
expenditure £m

0.278 81.632 12.297 7.579

The following table shows the General Fund share of the figures in the table above

Adur District Council
General Fund

2021/22
Actual

2022/23
Original
Budget

2022/23
Current
Budget

2022/23
Actual

Capital expenditure £m 4.293 57.961 5.728 3.505

Financed in year £m 4.226 1.914 1.337 1.478

Unfinanced capital
expenditure £m

0.067 56.047 4.391 2.027

The following table shows the HRA share of the figures in the table above

Adur District Council
HRA

2021/22
Actual

2022/23
Original
Budget

2022/23
Current
Budget

2022/23
Actual

Capital expenditure £m 7.007 29.685 14.006 10.212

Financed in year £m 6.796 4.100 6.100 4.660

Unfinanced capital
expenditure £m

0.211 25.585 7.906 5.552

For Adur, the original budget was revised due to subsequent approvals and
re-profiling of budgets, most significantly the reprofiling of the Strategic Property
Economic Regeneration Fund and the impact of extended lead times and staff
resources on the ability to deliver some projects.



The difference between the current budget and the actual spend is due to:

● re-profiling of £5.880m of the 2022/23 budget into 2023/24 of which £3.794m
relates to HRA developments and works to current accommodation

● a net underspend of £0.137m

Worthing Borough
Council

2021/22
Actual

2022/23
Original
Budget

2022/23
Current
Budget

2022/23
Actual

Capital expenditure £m 26.662 91.024 61.907 57.559

Financed in year £m 7.424 6.120 5.922 3.811

Unfinanced capital
expenditure £m

19.238 84.904 55.985 53.748

For Worthing, the original budget was revised due to subsequent approvals and
re-profiling of budgets, most significantly the reprofiling of the Strategic Property
Economic Regeneration Fund and the impact of extended lead times and staff
resources on the ability to deliver some projects.

The difference between the current budget and the actual spend is due to:

● re-profiling of £4.215m of the 2022/23 budget into 2023/24 including £0.577m
relating to the Brooklands Park Redevelopment Works, £0.582m to the Union
Place Development Works, £878k to Portland Road Improvement Works

7. THE COUNCILS’ OVERALL BORROWING NEED

7.1 Some of the Councils’ capital expenditure is funded immediately by, for example,
capital grants, capital receipts from the sale of assets, or from contributions from the
revenue budget (capital funded by revenue as approved by statute). Capital
expenditure that is not funded by any of these means is described as “the underlying
need to borrow” and is known as the Capital Financing Requirement (CFR). The
CFR is a gauge of the Councils’ indebtedness. It results from the capital activity of
the Councils and resources used to pay for the capital spend. It represents the
2022/23 unfinanced capital expenditure which has not yet been paid for by revenue
or other resources.

Part of the Councils’ treasury activities is to address the funding requirements for this
borrowing need. Depending on the capital expenditure programme, the treasury
service organises the Councils’ cash position to ensure that sufficient cash is
available to meet the capital plans and cash flow requirements. This may be sourced
through borrowing from external bodies, (such as the Government, through the
Public Works Loan Board [PWLB], or the money markets), or utilising temporary
cash resources within the Councils. The Councils make these decisions based on a
number of factors, including the prevailing interest rates for borrowing compared to
those for investing, the likelihood of a capital receipt in the near future or a forecast
of additional capital grants.



7.2 Reducing the CFR – the Councils’ (non HRA) underlying borrowing need (CFR) is
not allowed to rise indefinitely. Statutory controls are in place to ensure that capital
assets are broadly charged to revenue over the life of the asset. The Councils are
required to make an annual revenue charge, called the Minimum Revenue Provision
– MRP, to reduce the CFR. This is effectively a repayment of the non-Housing
Revenue Account (HRA) borrowing need, (there is no statutory requirement to
reduce the HRA CFR). This differs from the treasury management arrangements
which ensure that cash is available to meet capital commitments. External debt can
also be borrowed or repaid at any time, but this does not change the CFR. The total
CFR can also be reduced by:

· the application of additional capital financing resources, (such as unapplied capital
receipts); or

· charging more than the statutory revenue charge (MRP) each year through a
Voluntary Revenue Provision (VRP).

The Councils’ 2022/23 MRP Policies (as required by DLUHC Guidance), were
approved as part of the Treasury Management Strategy Report for 2022/23 by
Worthing Council on the 22nd February 2022 and by Adur Council on the 24th
February 2022

The tables below show the Councils’ CFRs for the year, which represent key
prudential indicators. The CFR would include PFI and leasing schemes on the
balance sheet because they increase borrowing need. However the Councils do not
have any PFI or other qualifying schemes.

Adur District Council - total of General Fund and HRA

CFR (£m): 31.3.22 Actual 2022/23 Budget 31.3.23 Actual

Opening balance 168.496 192.076 168.723

Add unfinanced capital
expenditure (as above)

2.591 72.510 7.579

Less MRP/VRP (2.314) (1.997) (1.876)

Closing balance 168.773 256.864 174.427

Adur General Fund share of the CFR

CFR (£m): General Fund 31.3.22 Actual 2022/23 Budget 31.3.23 Actual

Opening balance 106.905 112.363 106.921

Add unfinanced capital
expenditure (as above)

2.380 52.997 1.460

Less MRP/VRP (2.314) (1.997) (1.876)

Closing balance 106.971 161.638 107.072



Adur HRA share of the CFR

CFR (£m): HRA 31.3.22 Actual 2022/23 Budget 31.3.23 Actual

Opening balance 61.591 79.713 61.802

Add unfinanced capital
expenditure (as above)

0.211 15.513 5.552

Less MRP/VRP 0.000 0.000 0.000

Closing balance 61.802 95.226 67.354

Worthing Borough Council

CFR (£m): General Fund 31.3.22 Actual 2022/23 Budget 31.3.23 Actual

Opening balance 135.632 178.996 154.820

Add unfinanced capital
expenditure (as above)

20.774 67.264 53.748

Less MRP/VRP (1.536) (2.169) (1.693)

Closing balance 154.870 244.191 206.875

7.3 Gross borrowing and the CFR
in order to ensure that borrowing levels are prudent over the medium term and only
for a capital purpose, the Councils should ensure that their gross external borrowing
does not, except in the short term, exceed the total of the Capital Financing
Requirement in the preceding year (2021/22), plus the estimates of any additional
capital financing requirement for the current (2022/23) and next two financial years.
This essentially means that the Councils are not borrowing to support revenue
expenditure. This indicator allows the Councils some flexibility to borrow in advance
of immediate capital needs to take advantage of, say, low interest rates.

The difference between the CFR and the gross borrowing position is termed under or
over borrowing. If a Council is under borrowed, it is using some of its internal cash
that could otherwise be invested. It can therefore choose to borrow externally up to
the CFR so as to take advantage of favourable interest rates. If a Council is over
borrowed, it needs to ensure that this position is remedied over a two year period.
The Councils have complied with this prudential indicator over a two year period.

This table shows the total CFR and gross borrowing for Adur District Council and the
two following tables show the separate figures for the General Fund and the HRA.



Adur District Council Total 31 March 2022
Actual

31 March 2023
Strategy

31 March 2023
Actual

CFR £m 168.773 256.864 174.427

Gross borrowing position £m 161.517 247.304 164.942

Under/(over)funding of CFR £m 7.256 9.56 9.485

Adur District Council General
Fund

31 March 2022
Actual

31 March 2023
Strategy

31 March 2023
Actual

CFR General Fund £m 106.971 161.638 107.072

Gross borrowing position £m 104.892 155.379 97.344

Under/(over)funding of CFR £m 2.079 6.259 9.09

Adur District Council HRA 31 March 2022
Actual

31 March 2023
Strategy

31 March 2023
Actual

CFR HRA £m 61.802 95.226 67.354

Gross borrowing position £m 56.625 91.925 66.960

Under/(over)funding of CFR £m 5.177 3.301 0.39

As at 31 March 2023, for Adur District Council, the HRA was under-borrowed by
£0.39m. The General Fund was under-borrowed by £9.09m. Under borrowing
results from the use of internal resources to fund capital expenditure, which reduces
the amount of interest payable on external borrowing. Interest rates on investments
are currently very low in comparison to the rates charged on borrowed sums, so this
is a cost-effective strategy reducing the overall net cost of borrowing.

Worthing Borough Council 31 March 2022
Actual

31 March 2023
Strategy

31 March 2023
Actual

CFR General Fund £m 154.870 244.191 206.875

Gross borrowing position £m 153.751 242.272 203.948

Under/(over)funding of CFR £m 1.119 1.919 2.927

Worthing Borough Council was under-borrowed by £2.927m at 31 March 2023. As
for Adur, the difference between the strategy and the actual CFR figures is due to
re-profiling of the Capital budgets as detailed in section 5.2 above.



7.4 The authorised limit is the “affordable borrowing limit” required by s3 of the Local
Government Act 2003. Once this has been set, the Councils do not have the power
to borrow above this level. The tables below demonstrate that during 2021/22 the
Councils maintained gross borrowing within the authorised limits.

The operational boundary is the expected borrowing position of the Councils during
the year. Periods where the actual position is either below or over the boundary are
acceptable subject to the authorised limits not being breached.

Actual financing costs as a proportion of net revenue stream - this indicator
identifies the trend in the cost of capital, (borrowing and other long term obligation
costs, net of investment income), against the net revenue stream. The costs
incurred through capital expenditure are the interest payable on money borrowed
and the Minimum Revenue Provision (see section 12), which is a statutory annual
revenue charge to reduce the indebtedness of a Council, based on the amount of
capital expenditure which has not been funded by capital receipts, grants etc.

Investment income and other income generated from the capital assets purchased or
created through the capital programme are deducted from these costs. The net
figure is then compared to the Councils’ net revenue streams - the income received
from grants and taxation as shown in the Statement of Accounts. Consequently if
only the costs of the capital programme increase, so will the proportion of financing
cost to net revenue stream. If only the net revenue stream increases, then the
proportion will reduce. Usually there will be a combination of both factors.

Adur District Council 2022/23

Authorised limit £253.000m

Maximum gross borrowing position during the year £164.962m

Operational boundary £249.000m

Average gross borrowing position £160.648m

Commercial properties financing as a proportion of net revenue stream (11.66)%

Other GF financing costs as a proportion of net revenue stream 9.21%

HRA Financing costs as a proportion of net revenue stream 17.02%

The figures for the financing as a proportion of net revenue stream differ from the
original forecasts, partly due to the high level of grants received to support the
Council through the pandemic, which increased the value of the net revenue stream.



Worthing Borough Council 2022/23

Authorised limit £248.500m

Maximum gross borrowing position during the year £196.038m

Operational boundary £245.000m

Average gross borrowing position £171.382m

Commercial properties financing as a proportion of net revenue stream (13.75%)

Other GF financing costs as a proportion of net revenue stream 8.87%

As with Adur, the figures for the financing as a proportion of net revenue stream differ
from the original forecasts, partly due to the high level of grants received to support
the Council through the pandemic, which increased the value of the net revenue
stream.

8. TREASURY POSITION AS AT 31 MARCH 2023

The Councils’ treasury management debt and investment positions are organised by
the treasury management service in order to ensure adequate liquidity for revenue
and capital activities, security for investments and to manage risks within all treasury
management activities. Procedures and controls to achieve these objectives are well
established both through member reporting detailed in the summary, and through
officer activity detailed in the Councils’ Treasury Management Practices. At the end
of 2022/23 the Councils’ treasury positions are shown in the following tables.

8.1 Adur District Council’s position at the beginning and end of the year is shown below
(nb PWLB refers to the Public Works Loan Board - an arm of the government).

Principal at
31.03.23

£m

Average
Rate of
Return

Average
Life in
Years

Principal at
31.03.22

£m

Average
Rate of
Return

Average
Life in
Years

Debt Portfolio
PWLB (140.002) 3.59% 19.00 (138.527) 2.68% 15.62

Other Borrowing (24.939) 4.56% 24.29 (22.990) 4.30% 34.41

Total Debt (164.952 ) (161.517)

CFR 174.427 168.773

(Over)/under
borrowing 9.485 7.256

Investments
Bonds
Property Fund

0.025
2.659*

n/a
4.04%**

n/a
n/a

0.025
3.183*

n/a
3.82%**

n/a
n/a

Long Term 0.000 n/a n/a 0.000 n/a n/a
Short Term 8.090 3.49% < 1 year 21.965 0.58% < 1 year



TOTAL
INVESTMENTS 10.774 25.173

NET DEBT (154.178) (136.344)

* value of units at 31 March 2023
** return on original investment (£3m) over the financial year 2022/23

The maturity structure of debt table below demonstrates that procedures are in place
to prevent the maturity of too much debt in a single period, when only high interest
rates may be available for refinancing the debt, if required.

Adur District Council
Maturity Structure of Debt

31 March
2023 actual

2022/23
original limits

31 March
2022 actual

under 12 months 9% 20% 8%
12 months and within 24 months 6% 30% 5%
24 months and within 5 years 8% 50% 12%
5 years and within 10 years 20% 70% 24%
10 years and within 20 years 35% 80% 29%
20 years and within 30 years 2% 60% 1%
30 years and within 40 years 8% 60% 9%
Over 40 years 12% 45% 12%

8.2 Worthing Borough Council’s position at the beginning and end of the year was as
follows:-

Principal
at 31.03.23

£m

Average
Rate of
Return

Average
Life in
Years

Principal
at 31.03.22

£m

Average
Rate of
Return

Average
Life in
Years

Debt Portfolio
PWLB (142.423) 2.24% 19.66 (114.376) 2.01% 16.20

Other Borrowing (61.525) 2.25% 1.42 (39.375 ) 0.93% 1.35

TOTAL
BORROWING (203.948) (153.751)

CFR 206.875 154.870

(Over)/under
borrowing 2.927 1.119

Investments
Bonds
Property Fund

0.050
1.329*

n/a
4.04%**

n/a
n/a

0.050
1.592*

n/a
3.54%**

n/a
n/a

Long Term 1.000 4.70% 1.8 2.500 1.00% 0.25
Short Term 18.865 3.29% < 1 year 30.245 0.58% < 1 year
TOTAL
INVESTMENTS 21.244 34.387

NET DEBT (169.559) (119.364)



* value of units at 31 March 2023
** return on original investment (£1.5m) over the financial year 2022/23

The maturity structure of debt table that follows demonstrates that procedures are in
place to prevent the maturity of too much debt in a single period, when only high
interest rates may be available for refinancing the debt, if required.

Worthing Borough Council
Maturity Structure of Debt

31 March
2023 actual

2022/23
original limits

31 March
2022 actual

under 12 months 18% 35% 15%
12 months and within 24 months 21% 35% 12%
24 months and within 5 years 18% 75% 15%
5 years and within 10 years 15% 75% 27%
10 years and within 20 years 8% 75% 14%
20 years and within 30 years 3% 75% 4%
30 years and within 40 years 9% 75% 9%
Over 40 years 8% 75% 4%

8.3 Investments held by Adur District Council at 31 March 2023:

Counterparty Issue Date
Maturity
Date Principal

31.03.23
Interest
Rate*

Long
Term
Rating

Lloyds Bank call account 31/03/2023 n/a £1,150,000 4.16% A+
Close Bros 09/08/2022 09/08/2023 £1,000,000 2.80% A-
Close Bros 09/08/2022 09/08/2024 £1,000,000 3.20% A-

Goldman Sachs Int. Bank 06/04/2022 06/04/2023 £2,000,000 1.96% A+

HSBC ESG Sterling MMF 14/04/2022 n/a £1,840,000 variable AAAmmf

CCLA MMF 01/04/2020 n/a £760,000 variable AAAmmf

Black Rock MMF 15/03/2022 n/a £340,000 variable AAAmmf

CCLA Local Authorities Property
Fund 25/04/2017 n/a £3,000,000 variable n/a

Boom Credit Union 06/03/2015 n/a £25,000 n/a n/a

TOTAL £11,115,000

Non-treasury investments

Adur District Council has approved a strategy to invest in properties and
developments for economic regeneration purposes. Full details can be found in the
Capital Strategy and Commercial Property Investment Strategy. Adur also holds, for
policy purposes, shares in what was originally the West Sussex Credit Union, now
known as Boom Community Bank. This is a member-owned financial co-operative
with services available to residents and workers of East Hampshire, Kingston upon
Thames, Surrey and West Sussex.



8.4 Investments held by Worthing Borough Council at 31 March 2023:

Counterparty Issue Date
Maturity
Date Principal

31.03.23
Interest
Rate

Long
Term
Rating

Redcar and Cleveland Council 20/03/2023 05/04/2023 £5,000,000 4.30% Gov
PCC for West Yorkshire 31/03/2023 11/03/2023 £3,000,000 4.70% Gov
Close Brothers Limited 05/01/2023 05/01/2024 £1,000,000 4.70% A-
Close Brothers Limited 08/09/2022 11/09/2023 £1,000,000 3.90% A-
Goldman Sachs Int. Bank 06/04/2022 06/04/2023 £3,000,000 1.95% A+
Standard Chartered Bank 23/05/2022 23/05/2023 £1,000,000 2.13% A+
Lloyds Bank call account 01/04/2021 n/a £290,000 4.16% A+
Lloyds Bank 32 day notice 07/04/2021 n/a £10,000 0.10% A+
Black Rock MMF 25/03/2022 n/a £1,880,000 variable AAAmmf
HSBC ESG Sterling MMF 07/02/2023 n/a £2,185,000 variable AAAmmf
CCLA Local Authorities Property
Fund 25/04/2017 n/a £1,500,000 variable n/a
Boom Credit Union 06/03/2015 n/a £50,000 n/a n/a

TOTAL £19,915,000

Non-treasury investments

Worthing Borough Council has made two loans of £5m each for 10 years to Worthing
Homes to support the building of homes. The Council receives £70k per annum net
in interest over and above the cost to the Council of borrowing the £10m from the
Public Works Loan Board. The loans are fully secured on property and mature in
2027 and 2028.

A loan of £5m was made to GB Met College in January 2020 for 20 years to support
local education. The Council received £97k in 2022/23 net in interest over and
above the cost to the Council of borrowing the £5m from the Public Works Loan
Board. This amount will reduce in future years because the loan is repayable by
equal instalments of principal. The loan is fully secured on property.

Worthing BC has approved a strategy to invest in properties and developments for
economic regeneration purposes. Details can be found in the Capital Strategy and
Commercial Property Investment Strategy. Worthing also holds, for policy purposes,
shares in what was originally the West Sussex Credit Union, now known as Boom
Community Bank. This is a member-owned financial co-operative with services
available to residents and workers of East Hampshire, Kingston upon Thames,
Surrey and West Sussex.

9. THE STRATEGY FOR 2022/23

9.1 Investment Strategy and control of interest rate risk

Some of the information and tables in the following paragraphs are supplied by the



Councils’ treasury advisors, Link Asset Services and consist of detailed economic
and market information which informed the Councils’ treasury management
decisions throughout the year.

The UK Economy

The easing of Covid 19 restrictions in most developed economies, the Russian
invasion of Ukraine and UK Government policies to support household spending
have all occurred against a backdrop of stubborn inflationary pressures. It is
therefore of no surprise that over the course of the 2022/23 year UK interest rates
have been volatile across the board.

Unemployment remained low across the year, and wage growth began to feature
towards the end of the year, caused by employers choosing to award pay rises to
retain staff, faced with the reality of a low labour supply which is hampering
recruitment efforts. In economic terms the labour market can be described as
extraordinarily tight. This upward trend in wages risks supporting domestic inflation in
the coming year.

In response the Bank of England increased its base rate from 0.75% to 4.25% at
successive meetings across the 2022/23 year.

Market commentators’ have shown misplaced optimism at times around inflation. As
such there were surprise upsides in data releases, this has been the root cause of
upward pressures in bond markets internationally. UK, Eurozone and US 10-year
bond yields have all risen by over 200 basis points across the 2022 year.

Both Councils take a cautious and prudent approach to investing, which historically
has served their portfolios well. This approach continues to bear out in the current
strategy, investing only with highly rated institutions and diversifying to ensure that
significant reliance is not placed on any single institution.

The approach of keeping investment to a minimum through the agreed strategy of
using reserves and balances to support internal borrowing, rather than borrowing
externally from the financial markets. Shields the Councils from additional cost, due
to the differential between borrowing and investment. Such an approach has also
provided benefits in terms of reducing counterparty risk exposure, by having fewer
investments placed in the financial markets.

9.2. Borrowing strategy and control of interest rate risk

During 2022/23, both Councils maintained an under-borrowed position. This meant
that the capital borrowing need (the Capital Financing Requirement) was not fully
funded with loan debt as cash supporting the Council’s reserves, balances and cash
flow was used as an interim measure. This strategy was prudent as investment
returns were initially low and minimising counterparty risk on placing investments
also needed to be considered.

A cost of carry generally remained in place during the year on any new long-term
borrowing that was not immediately used to finance capital expenditure, as it would
have caused a temporary increase in cash balances; this would have incurred a



revenue cost – the difference between (higher) borrowing costs and (lower)
investment returns. As the cost of carry dissipated, the Council sought to avoid
taking on long-term borrowing at elevated levels (>4%) and has focused on a policy
of internal and temporary borrowing, supplemented by short-dated borrowing (<3
years) as appropriate.

The policy of avoiding new borrowing by running down spare cash balances has
served well over the last few years. However, owing to the repayment of excess
grant funds received during the pandemic, both Councils have experienced a
reduction in cash balances available to implement this strategy in the 2022/23 year.
As with all elements of the treasury strategy, this policy is adaptive and remains
under ongoing review to control the risk of both authorities being exposed to a higher
market rate on refinancing the maturing debt.

9.3 Against this background and the risks within the economic forecast, significant
were presented to treasury operations. The Chief Financial Officer therefore
monitored interest rates in financial markets and adopted a pragmatic strategy to
manage interest rate risks. The strategy is underpinned by two fundamental options:

● Where it was felt that there was a significant risk of a sharp fall in long and
short-term rates, (e.g a marked increase of risk indicators of a recession or indicators
of deflation), then long term borrowings would have been postponed, and potential
rescheduling from fixed rate funding into short term borrowing would be considered.

●
● Where it was felt that there was a significant risk of a much sharper rise in the long

and short-term rates than initially expected, perhaps arising from an acceleration in
inflationary pressures and a rise in central bank rates in the UK, then the portfolio
position would have been re-appraised. Most likely, fixed rate funding would have
been drawn whilst interest rates were lower than they were projected to be in the
next few years.

9.4 Interest rate forecasts were initially suggesting only gradual rises in short, medium
and longer-term fixed borrowing rates during 2022/23 but by August it had become
clear that inflation was moving up towards 40-year highs, and the Bank of England
engaged in monetary policy tightening at every Monetary Policy Committee meeting
during 2022, and into 2023, either by increasing Bank Rate by 0.25% or 0.5% each
time. As at 31 March 2023 the CPI measure of inflation is still above 10% in the UK
and was forecast to fall back to around 4% across the 2023/24 year.

9.5 The below tables show two variants of the interest rate forecast supplied by Link
Group, the appointed treasury advisors for both Councils. The first table is the
forecast used to inform Annual Treasury Management Strategy Statement 2022/23
from, and the second is the final forecast received in the 2022/23 financial year. The
stark difference between the two forecasts in the short and medium term are an
indicator of the severity of changes in economic conditions across the year.



PWLB rates are based on gilt (UK Government bonds) yields through HM Treasury
determining a specified margin to add to gilt yields. The main influences on gilt
yields are Bank Rate, inflation expectations and movements in US treasury yields.
Inflation targeting by the major central banks has been successful over the last 30
years in lowering inflation and the real equilibrium rate for central rates has fallen
considerably due to the high level of borrowing by consumers: this means that
central banks do not need to raise rates as much now to have a major impact on
consumer spending, inflation, etc. This has pulled down the overall level of interest
rates and bond yields in financial markets over the last 30 years. Indeed, in recent
years many bond yields up to 10 years in the Eurozone turned negative on
expectations that the EU would struggle to get growth rates and inflation up from low
levels. In addition, there has, at times, been an inversion of bond yields in the US
whereby 10-year yields have fallen below shorter-term yields. In the past, this has
been a precursor of a recession.

However, since early 2022, yields have risen dramatically in all the major developed
economies, first as economies opened post-Covid; then because of the inflationary
impact of the war in Ukraine in respect of the supply side of many goods. In
particular, rising cost pressures emanating from shortages of energy and some food
categories have been central to inflation rising rapidly. Furthermore, at present the
FOMC, ECB and Bank of England are all being challenged by persistent inflation that
is exacerbated by very tight labour markets and high wage increases relative to what
central banks believe to be sustainable.

Gilt yields have been on a continual rise since the start of the year and peaked in
year in the autumn of 2022.At the close of the day on 31 March 2023, all gilt yields
from 1 to 50 years were between 3.64% and 4.18% (31 March 2022 1.11% – 1.84%)
with the 1 year being the highest and 6-7.5 years being the lowest yield.

Regarding PWLB borrowing rates, the various margins attributed to their pricing
relevant to the 2022/23 year are as follows:



· PWLB Standard Rate is gilt plus 100 basis points (G+100bps)
· PWLB Certainty Rate is gilt plus 80 basis points (G+80bps)
· Local Infrastructure Rate is gilt plus 60bps (G+60bps)

HIGH/LOW/AVERAGE PWLB RATES FOR 2022/23

There is likely to be a fall in gilt yields and PWLB rates across the whole curve over
the next one to two years as Bank Rate first rises to dampen inflationary pressures
and a tight labour market, and is then cut as the economy slows, unemployment
rises, and inflation (on the Consumer Price Index measure) moves closer to the Bank
of England’s 2% target.

As a general rule, short-dated gilt yields will reflect expected movements in Bank
Rate, whilst medium to long-dated yields are driven primarily by the inflation outlook.

10. BORROWING OUTTURN

10.1 No debt was rescheduled during the year as the average 1% differential between
PWLB new borrowing rates and premature repayment rates made rescheduling
unviable.

10.2 The following fixed interest rate loans were taken during the year:

Adur District Council

Lender Principal Purpose of Loan Interest Rate Maturity

PWLB £2m Albion Street 5.06% 04/10/2038

PWLB £3m Albion Street 5.05% 04/10/2039

PWLB £1m HRA Refinancing 4.36% 08/11/2038

PWLB £1m HRA Refinancing 3.99% 22/11/2024

PWLB £1m HRA Refinancing 4.52% 21/10/2024



Halton BC £1m HRA Refinancing 1.90% 20/06/2024

North Herts DC £1m GF Refinancing 4.25% 20/06/2023

West Midlands
Combined Authority £3m GF Refinancing 4.00% 14/02/2024

West Midlands
Combined Authority £2m GF Refinancing 4.75% 12/03/2024

Worthing Borough Council

Lender Principal Purpose of Loan Interest Rate Maturity

PWLB £2m WICC 2.50% 09/08/2031

PWLB £5m WICC 3.82% 13/09/2072

PWLB £5m Southern House 4.00% 21/09/2067

PWLB £5m Southern House 4.05% 21/09/2062

PWLB £5m Southern House 5.12% 04/10/2034

PWLB £7m southern House 4.77% 07/10/2072

PWLB £5m WICC 4.52% 21/10/2024

North Herts DC £5m Refinancing 3.90% 17/08/2023

The Vale of Glamorgan £2m WICC 2.45% 29/09/2023

Wigan Metropolitan BC £5m Refinancing 4.50% 24/04/2023

West Midlands Combined
Authority

£2m Refinancing 2.25% 29/09/2023

West Midlands Combined
Authority

£6m Refinancing 4.00% 14/02/2024

Cornwall Council £5m WICC 5.00% 05/12/2025

Gloucestershire CC £5m Refinancing 1.70% 05/07/2024

Oxford County Council £5m Refinancing 3.45% 21/11/2025

Great Yarmouth BC £3m Refinancing 0.30% 18/04/2024

West Sussex Credit Union £1.25m Refinancing 3.80% 02/02/2024

10.3 Borrowing in advance of need

The Councils have not borrowed more than, or in advance of their needs, purely in
order to profit from the investment of the extra sums borrowed.

11. INVESTMENT OUTTURN

11.1 Investment Policy

The Councils’ investment policy is governed by DLUHC investment guidance, which
has been implemented in the annual investment strategy. This policy sets out the
approach for choosing investment counterparties, and is based on credit ratings



provided by the three main credit rating agencies, supplemented by additional market
data, (such as rating outlooks, credit default swaps, bank share prices etc.). The
investment activity during the year conformed to the approved strategy, and the
Councils had no liquidity difficulties.

11.2 Resources

The Councils’ cash balances comprise revenue and capital resources and cash flow
monies. The Councils’ core cash resources comprised as follows:

Adur District Council
Balance Sheet Resources (£m) 31 March 2023 31 March 2022

General Fund Balances (1.051) (8.794)

HRA Balances (1.079) (9.332)

Earmarked reserves (3.750) (4.447)

Provisions (0.862) (0.862)

Usable capital receipts & grants (4.027) (4.271)

Total (27.706) (27.706)

Worthing Borough Council
Balance Sheet Resources (£m) 31 March 2023 31 March 2022

Balances (1.347) (4.055)

Earmarked reserves (5.502) (7.146)

Provisions (0.832) (0.832)

Usable capital receipts & grants (14.668) (7.697)

Total (22.349) (19.730)

11.3 Investments held by the Councils

Both Councils recorded investment income above the budgets, mainly due
unprecedented interest rate rises which benefited investment markets. This resulted
in higher than forecast investment returns.

Details of the income earned are shown below. A comparable performance indicator
is the average 3 month London Interbank Bid Rate (the rate bid by banks on
deposits), which was 2.24%.



Adur District Council:

Adur District Council maintained an average balance of £15.038m of internally
managed short term investments, which earned an average rate of return of 1.77%
and an average balance of £1.753m of long term investments, which earned an
average rate of 1.52%. This excludes the £3m investment in the Local Authorities’
Property Fund, which returned an average dividend rate of 3.84%.

The treasury investment returns included in the reported income of Adur Council for
2022/23 exceeded the General Fund and HRA budgets by £223k, due in large part
to the acceleration of interest rates during the year. The Council's policy of holding
more liquid investments during this time enabled Adur to realise the changes in
interest rates more quickly than if investments were longer term.

The Council also made a saving of £219k against the budget on the interest
payments on borrowing due careful management of cash flow resources and
borrowing decisions. This was also aided by the reprofiling of capital expenditure as
detailed earlier in the report.

Worthing Borough Council:

Worthing Borough Council maintained an average balance of £27.188m of internally
managed short term investments, which earned an average rate of return of 1.99%
and a long term investment of £0.788m which earned 3.34%. Those figures exclude:

- the £10m loan to Worthing Homes, which earned 0.70% above the rate at which the
funds were borrowed from the PWLB, amounting to £70k;

- the repayment loan to GB Met College, (originally £5m), which earned 2.00% above
the rate at which the funds were borrowed from the PWLB, amounting to £97k;

- the investment in the Local Authorities’ Property Fund, which earned an average
dividend rate of 3.84%.

The treasury investment returns included in the reported income of Worthing
Borough Council for 2022/23 exceeded the General Fund budget by £508k, due in
large part to the acceleration of interest rates during the year. The Council's policy of
holding more liquid investments during this time enabled Worthing to realise the
changes in interest rates more quickly than if investments were longer term. Due to
the alphabetical nature of Covid related grant reconciliations Worthing held balances
in relation to these for longer than Adur, which also benefited investment return.

The Council also made a saving of £77k against the budget on the interest payments
on borrowing due careful management of cash flow resources and borrowing
decisions. This was also aided by the reprofiling of capital expenditure as detailed
earlier in the report.



12. MINIMUM REVENUE PROVISIONS (MRP) FOR REPAYMENT OF DEBT

12.1 The Councils, in accordance with legislation, make a provision from revenue to
enable the repayment of borrowing that has been undertaken to fund the capital
programme. This provision is known as the Minimum Revenue Provision (MRP) and
is charged to the General Fund Revenue Account each year. The Councils are also
permitted to make a Voluntary Revenue Provision (VRP) which is additional to the
MRP and can be used to reduce the MRP in future years.

12.2 For 2022/23 an amount of £1.876m of MRP, after an offset of £10k of VRP, has been
provided in the Adur District Council General Fund. The VRP total balance at 31
March 2023 was £20k. No voluntary amount has been set aside for the HRA.

12.3 For 2022/23 an amount of £1.693m of MRP and a net £160k offset of VRP has been
provided in the Worthing Borough Council revenue accounts. The VRP total balance
at 31 March 2022 was £310k.

13. CURRENT PERIOD TREASURY MATTERS

13.1 In previous years, due to the Covid-19 virus, the government made substantial
payments to both Councils to provide relief to the local community, support the
additional costs that the Councils are incurring, and to compensate for the loss of
income. The Councils were very successful in distributing the funds, however the
timescales for the government to reconcile the use of the grants and to request the
return of excess funds have resulted in periods of short term excess liquidity. The
funds could only be invested for short periods of time at lower interest rates than
would be available were the timing of repayment more certain.

13.2 Following the consultation undertaken by the Department of Levelling Up, Housing
and Communities [DLUHC] on IFRS 9, the Government has extended the mandatory
statutory override for local authorities to reverse out all unrealised fair value
movements resulting from pooled investment funds to 31st March 2025. Local
authorities are required to disclose the net impact of the unrealised fair value
movements in a separate unusable reserve throughout the duration of the override in
order for the Government to keep the override under review and to maintain a form
of transparency. The only investment held by each Council relevant to this override is
the CCLA Local Authorities Property Fund.

14 The Economy and Interest Rates - Economic Summary Provided by Link Group
(Treasury Management Advisors)

UK Economy

Against a backdrop of stubborn inflationary pressures, the easing of Covid
restrictions in most developed economies, the Russian invasion of Ukraine, and a
range of different UK Government policies, it is no surprise that UK interest rates
have been volatile right across the curve, from Bank Rate through to 50-year gilt
yields, for all of 2022/23.



Market commentators’ misplaced optimism around inflation has been the root cause
of the rout in the bond markets with, for example, UK, EZ and US 10-year yields all
rising by over 200 bps in 2022. The table below provides a snapshot of the
conundrum facing central banks: inflation is elevated but labour markets are
extraordinarily tight, making it an issue of fine judgement as to how far monetary
policy needs to tighten.

Q2 of 2022 saw UK GDP deliver growth of +0.1% q/q, but this was quickly reversed
in the third quarter, albeit some of the fall in GDP can be placed at the foot of the
extra Bank Holiday in the wake of the Queen’s passing. Q4 GDP was positive at
0.1% q/q. Most recently, January saw a 0.3% m/m increase in GDP as the number
of strikes reduced compared to December. In addition, the resilience in activity at the
end of 2022 was, in part, due to a 1.3% q/q rise in real household disposable
incomes. A big part of that reflected the £5.7bn payments received by households
from the government under the Energy Bills Support Scheme.

Nevertheless, CPI inflation picked up to what should be a peak reading of 11.1% in
October, although hopes for significant falls from this level will very much rest on the
movements in the gas and electricity markets, as well as the supply-side factors
impacting food prices. On balance, most commentators expect the CPI measure of
inflation to drop back towards 4% by the end of 2023. As of February 2023, CPI was
10.4%.

The UK unemployment rate fell through 2022 to a 48-year low of 3.6%, and this
despite a net migration increase of c500k. The fact remains, however, that with
many economic participants registered as long-term sick, the UK labour force shrunk
by c500k in the year to June. Without an increase in the labour force participation
rate, it is hard to see how the UK economy will be able to grow its way to prosperity,
and with average wage increases running at over 6% the MPC will be concerned
that wage inflation will prove just as sticky as major supply-side shocks to food (up
18.3% y/y in February 2023) and energy that have endured since Russia’s invasion
of Ukraine on 22 February 2022.

Bank Rate increased steadily throughout 2022/23, starting at 0.75% and finishing at
4.25%.

Our economic analysts, Capital Economics, expect real GDP to contract by around
0.2% q/q in Q1 and forecast a recession this year involving a 1.0% peak-to-trough
fall in real GDP.

The £ has remained resilient of late, recovering from a record low of $1.035, on the
Monday following the Truss government’s “fiscal event”, to $1.23. Notwithstanding
the £’s better run of late, 2023 is likely to see a housing correction of some
magnitude as fixed-rate mortgages have moved above 4.5% and affordability has
been squeezed despite proposed Stamp Duty cuts remaining in place.

As for equity markets, the FTSE 100 started 2023 strongly, rising to a record high of
8,014 on 20th February, as resilient data and falling inflation boosted earnings. But
global equities fell sharply after concerns over the health of the global banking
system emerged early in March. The fall in the FTSE 100 was bigger than the drop in
the US S&P 500. Indeed, at around 7,600 now, the FTSE is 5.2% below its record
high on 20th February, while the S&P 500 is only 1.9% lower over the same period.



That’s despite UK banks having been less exposed and equity prices in the UK’s
financial sector not falling as far. It may be due to the smaller decline in UK interest
rate expectations and bond yields, which raise the discounted value of future
earnings, compared to the US.

USA. The flurry of comments from Fed officials over recent months suggest there is
still an underlying hawkish theme to their outlook for interest rates. Markets are
pricing in a further interest rate increases of 25-50bps, on top of the current interest
rate range of 4.75% - 5%.In addition, the Fed is expected to continue to run down its
balance sheet once the on-going concerns about some elements of niche banking
provision are in the rear-view mirror. As for inflation, it is currently at c6% but with
the economy expected to weaken during 2023, and wage data already falling back,
there is the prospect that should the economy slide into a recession of any kind there
will be scope for rates to be cut at the backend of 2023 or shortly after.

EU. Although the Euro-zone inflation rate has fallen below 7%, the ECB will still be
mindful that it has further work to do to dampen inflation expectations and it seems
destined to raise rates to 4% in order to do so. Like the UK, growth has remained
more robust than anticipated but a recession in 2023 is still seen as likely by most
commentators.



14. ENGAGEMENT AND COMMUNICATION

14.1 The Adur and Worthing Councils’ treasury management team provides treasury
services to Mid Sussex District Council through a shared services arrangement
(SSA). The SSA is provided under a Service Level Agreement that was renewed
from 18th October 2022, and which defines the respective roles of the client and
provider authorities for a period of three years. The shared service also took on
Treasury work for Arun District Council on the 1st March 2021 under a three year
service level agreement.

14.2 Information and advice is supplied throughout the year by Link Asset Services Ltd,
the professional consultants for the Councils’ shared treasury management service.

15. FINANCIAL IMPLICATIONS

This report has no quantifiable additional financial implications to those outlined
above. Interest payable and interest receivable arising from treasury management
operations, and annual revenue provisions for repayment of debt, form part of the
revenue budget.

16. LEGAL IMPLICATIONS

The presentation of the Annual Report is required by regulations issued under the
Local Government Act 2003 to review the treasury management activities, the actual
prudential indicators and the treasury related indicators for 2022/23.

Background Papers

Joint Treasury Management Strategy Statement and Annual Investment Strategy Report
2022/23 to 2024/25 – Joint Governance Committee 25 January 2022, Joint Strategic
Committee 8 February 2022, Worthing Council 22 February 2022, Adur Council 24
February 2022

Joint Mid-Year Treasury Management Review 2022/23 – Joint Governance Committee, 29
November 2022 and Joint Strategic Committee, 6 December 2022

Link Asset Services Annual Report Template 2022/23

CIPFA Code of Practice on Treasury Management and CIPFA Code for Capital Finance in
Local Authorities

Officer Contact Details:-
Joel Goacher
Group Accountant (Strategic Finance)
01903 221236
joel.goacher@adur-worthing.gov.uk

mailto:joel.goacher@adur-worthing.gov.uk




SUSTAINABILITY & RISK ASSESSMENT

1. ECONOMIC

The treasury management function ensures that the Councils have sufficient liquidity
to finance their day to day operations. Borrowing is arranged as required to fund the
capital programmes. Available funds are invested according to the specified criteria
to ensure security of the funds, liquidity and, after these considerations, to maximise
the rate of return.

2. SOCIAL

2.1 Social Value

Matter considered and no issues identified.

2.2 Equality Issues

Matter considered and no issues identified.

2.3 Community Safety Issues (Section 17)

Matter considered and no issues identified.

2.4 Human Rights Issues

Matter considered and no issues identified.

3. ENVIRONMENTAL

Matter considered and no issues identified.

4. GOVERNANCE

4.1 The Councils’ Treasury Management Strategy and Annual Investment Strategy place
the security of investments as foremost in considering all treasury management
dealing. By so doing it contributes towards the Councils’ priorities contained in
Platforms for our Places.

4.2 The operation of the treasury management function is as approved by the Councils’
Treasury Management Strategy and Annual Investment Strategy 2022/23 - 2024/25,
submitted and approved before the commencement of the 2022/23 financial year.

4.3 In the current economic climate the security of investments is paramount, the
management of which includes regular monitoring of the credit ratings and other
incidental information relating to credit-worthiness of the Councils’ investment
counterparties.


