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Appendix 4
CIPFA Treasury Management & Prudential Code Revision Update

CIPFA published the revised codes on 20t December 2021 and has
stated that formal adoption is not required until the 2023/24
financial year. This Council has to have regard to these codes of
practice when it prepares the Treasury Management Strategy
Statement and Annual Investment Strategy, and also related reports
during the financial year, which are taken to Full Council for approval.

The revised codes will have the following implications:

e a requirement for the Council to adopt a new debt liability
benchmark treasury indicator to support the financing risk
management of the capital financing requirement;

e clarify what CIPFA expects a local authority to borrow for and what
they do not view as appropriate. This will include the requirement
to set a proportionate approach to commercial and service capital
investment;

e address ESG issues within the Capital Strategy;

e require implementation of a policy to review commercial property,
with a view to divest where appropriate;

e create new Investment Practices to manage risks associated with
non-treasury investment (similar to the current Treasury
Management Practices);

e ensure that any long term treasury investment is supported by a
business model;

e a requirement to effectively manage liquidity and longer term cash
flow requirements;

¢ amendment to TMP1 to address ESG policy within the treasury
management risk framework;

e amendment to the knowledge and skills register for individuals
involved in the treasury management function - to be
proportionate to the size and complexity of the treasury
management conducted by each council;
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e a new requirement to clarify reporting requirements for service and
commercial investment, (especially where supported by
borrowing/leverage).

In addition, all investments and investment income must be
attributed to one of the following three purposes: -

Treasury management

Arising from the organisation’s cash flows or treasury risk
management activity, this type of investment represents balances
which are only held until the cash is required for use. Treasury
investments may also arise from other treasury risk management
activity which seeks to prudently manage the risks, costs or income
relating to existing or forecast debt or treasury investments.

Service delivery

Investments held primarily and directly for the delivery of public
services including housing, regeneration and local infrastructure.
Returns on this category of investment which are funded by
borrowing are permitted only in cases where the income is “either
related to the financial viability of the project in question or
otherwise incidental to the primary purpose”.

Commercial return

Investments held primarily for financial return with no treasury
management or direct service provision purpose. Risks on such
investments should be proportionate to a council’s financial capacity
- i.e., that ‘plausible losses’ could be absorbed in budgets or
reserves without unmanageable detriment to local services. An
authority must not borrow to invest primarily for financial return.

As this Treasury Management Strategy Statement and Annual
Investment Strategy deals soley with treasury management
investments, the categories of service delivery and commercial
investments will be dealt with as part of the Capital Strategy report.
However, as investments in commercial property have implications
for cash balances managed by the treasury team, it will be for each
authority to determine whether they feel it is relevant to add a high
level summary of the impact that commercial investments have, or
may have, if it is planned to liquidate such investments within the
three year time horizon of this report, (or a longer time horizon if
that is felt appropriate).

Members will be updated on how all these changes will impact our
current approach and any changes required will be formally adopted
within the 2023/24 Treasury Management Strategy report.
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