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Item of Urgent Business

Annual Investment Strategy

Report by Head of Finance in consultation

with the Treasurer and Financial Adviser

	Summary:
This report appends the revised Investment Strategy for 2007/08, as required by the Prudential Code, and is for formal endorsement by the full Authority.

Recommendation:
That the Revised Annual Investment Strategy for 2007/08 be approved, including approval of an authorised borrowing limit of £500,000.


1
Introduction

1.1
The Prudential Code for capital finance in local authorities, which was introduced in 2004, requires local authorities, including the Broads Authority, to prepare an Annual Investment and Capital Financing (Borrowing) Strategy. This strategy must be approved, before the start of each financial year, by the full Council (or at an equivalent level in authorities without a Council).

1.2
As the Authority is about to embark on the purchase of an operation which will be financed by a loan, the Investment and Capital Financing Strategy needs to be updated to take account of the prudential indicators which the Prudential Code requires are considered by an authority that undertakes to borrow.

1.3
The principal aims of the Prudential Code are to ensure that the capital investment plans of local authorities are affordable, prudent and sustainable.  A further key objective is to ensure that treasury management decisions are taken in accordance with good professional practice and in a manner that supports prudence, affordability and sustainability.  The Prudential Code also sets the objective of being consistent with and supporting local strategic planning and local asset management planning.

1.4
The Annual Investment and Capital Financing Strategy has been lengthened to include the key prudential indicators that will be necessary once the Authority takes on borrowing.  The Prudential indicators are designed to support and record local decision making in a manner that is publicly accountable.  At the beginning of each year estimates for the prudential indicators are set and agreed by members.  The actual indicators are then compared to the estimates once the annual accounts are produced in June each year.

2
Annual Investment and Capital Financing Strategy

2.1
The revised Investment and Capital Financing Strategy for 2007/08 is appended, for members’ consideration.

3
Capital Financing

3.1
It is intended to review the new capital borrowing powers on an annual basis, as part of the budgeting process.  However at this stage it is anticipated that borrowing will be limited to that which is currently being recommended to the Authority.

4
Financial Implications

4.1
It is anticipated that the proposals being considered by the Authority will produce a saving on the expenditure currently incurred sufficient to cover the cost of loan repayments and operation running costs.  On this basis there are no significant financial implications for the Authority’s finances. Please note that the full due diligence report commissioned from PKF is still awaited.

4.2
However it should be noted that the Authority must closely monitor the cost associated with the operation, to ensure that they are as forecast and report to members should any issues arise as soon as possible.
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APPENDIX

Broads Authority

Revised Annual Investment and Capital Financing Strategy: 2007/08

1.
Investment Principles
1.1
All investments will be in sterling.  The general policy objective for this Authority is the prudent investment of its treasury balances. The Authority’s investment priorities are (a) the security of capital and (b) liquidity of its investments.

1.2
The Authority will aim to achieve the optimum return on its investments commensurate with the proper levels of security and liquidity.

1.3
The Guidance maintains that the borrowing of monies purely to invest or on-lend and make a return is unlawful.  This Authority will not engage in such activity.

2.
Specified and Non-Specified Investments
2.1
Investment instruments identified for use in the 2007/08 financial year are all from the Specified Investment List, as set out below:

· term deposits with UK government or local authorities (section 23 of the Local Government Act 2003);

· term deposits with UK/European banks and building societies which have acceptable credit ratings (to be agreed with Sector – using approved market indexes);

· money market funds with acceptable credit ratings (as above); and

· Debt Management Agency deposit facility (government backed).

2.2
The use of other specified investments will not be considered further at this time.

NOTE:
In practice the Authority places all its surplus funds with Broadland District Council who include the sums within their overall cash portfolio, the majority of which are placed with a specialist fund manager (currently Invesco).  The short-term money market returns which are received are then passed over to the Authority.  This position reflects the lack of staff expertise and resources available to manage investments in-house, and the financial arrangements currently in place with Broadland District Council.

3.
Hedging
3.1
If the Authority enters into any contractual arrangements above £10,000 which involve foreign currency, members’ advice will be sought on the advisability of hedging the exchange risk before entering into the contract.

4.
Liquidity

4.1
Based on its cash flow forecasts, the Authority anticipates that its fund balances in 2007/08 will range between £1,500,000 and £2,500,000.  The exact sum will be highly dependent on the timing of spending against externally funded initiatives (e.g. Sustainable Development Fund).

5.
Capital Financing (Borrowing) Principles

The key indicators are in the table that below, and a commentary follows.

	Prudential indicator
	2007/08
	2008/09
	2009/10

	Estimate of capital expenditure
	£350,000
	£50,000
	£50,000

	Authorised limit for external debt 
	£500,000
	£500,000
	£500,000

	Operational boundary
	£300,000
	£300,000
	£300,000


5.1
Affordability

The Prudential Code indicator for affordability asks the Authority to estimate the ratio of financing costs to net revenue stream.  However as the only current proposed borrowing is that currently being recommended to the Authority, it is anticipated that financing costs will have a zero effect on the bottom line of the Authority’s finances as the costs of the operation (financing costs and ongoing running cost including any additional capital expenditure) are expected to be less than or equal to the costs currently paid.  It is therefore felt that this indicator is not appropriate for use by the Authority in this instance.

5.2
External Debt

Prudential indicators in respect of external debt must be set and revised taking into account their affordability.  It is through this means that the objective of ensuring that external debt is kept within sustainable, prudent limits is addressed year on year.

Therefore the Authority will at this time only borrow to finance the capital expenditure currently being  incurred. 

5.2.1
Authorised Limit

The Authority will set for the forthcoming financial year and the following two financial years an authorised limit for its total external debt, separately identifying borrowing from other long term liabilities (excluding pension liability and government grants deferred). It should be noted that the Authority does not have any other long term liabilities at present or plans to have any in the future.  This prudential indicator is referred to as the authorised limit and is shown in the table above.

5.2.2
Operational Boundary

The Authority will set for the forthcoming financial year and the following two financial years an operational boundary for its total external debt.  This prudential indicator is referred to as the operational boundary and is shown in the table above.  The operational boundary is based on the Authority’s estimate of most likely, i.e. prudent, but not worse case scenario.

5.3
Capital Expenditure

The Authority will make reasonable estimates of the total of capital expenditure that it plans to incur during the forthcoming financial year and at least the following two financial years.  This prudential indicator will be referred to as estimate of capital expenditure and is included in the table above.  It should be noted that this includes routine capital expenditure which will be financed from revenue of an estimated £50,000 per annum for the next three years.  The asset management strategy once developed will provide the estimate for routine capital expenditure.

5.4
Treasury Management

The Prudential Code required authorities to set upper limits for it exposure to the effects of changes in interest rates.  However as explained above under paragraph 5.1 the current proposed borrowing costs will be not be an additional cost to the Authority.  The Authority also plans to borrow at a fixed interest rate, thus reducing its exposure to changes in interest rates.  This prudential indicator is therefore not considered necessary in this instance.

5.5
Maturity Structure of Borrowing

The Prudential code requires authorities to set upper and lower limits with respect to the maturity structure of its borrowing.  However as the Authority is only proposing to take out a single loan this indicator is not considered relevant.  The Authority will take professional advice on the maturity of the loan, and its affordability.

6
End of Year Investment and Capital Financing Report

The Authority will provide a report on its investments and capital financing activity at the end of the financial year, as part of it final accounts reporting procedure.
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