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Classification:  Part 1 – Public
Key Decision:  No

Gravesham Borough Council

Report to: Finance and Audit Committee

Date: 9 February 2016

Reporting officer: Director of Corporate Services

Subject: Treasury Management Strategy, the Annual Investment 
Strategy and the Minimum Revenue Provision Policy

PURPOSE AND SUMMARY OF REPORT:

To consider the Treasury Management Strategy, the Annual Investment Strategy and the 
Minimum Revenue Provision Policy.

RECOMMENDATIONS:
The Finance & Audit Committee recommends to the Full Council that:

1) The Treasury Management Strategy for 2016/17 be agreed.

2) The Authority’s Prudential & Treasury Indicators be determined as set out in the report.

3) Delegated authority be given to the Director of Corporate Services, in consultation 
with the Chair of the Finance and Audit Committee, to amend the prudential and 
treasury indicators as necessary as a result of the budget approved by Full Council on 
23rd February.

4) The Annual Investment Strategy (AIS) for 2016/17 be agreed.

5) The application of the Asset Life (Equal Instalments Methodology) for Minimum 
Revenue Provision (MRP) calculation on all new capital expenditure be approved for 
2016/17 and beyond in accordance with the Authority’s Capital Programme.

6) That Property Funds are included on the list of non-specified investments and that 
once the Director of Corporate Services is satisfied that due diligence has been 
undertaken to identify suitable property funds then up to £5 million can be deposited 
into each fund, with and overall maximum amount of £10 million at any moment in 
time in such investments.
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1. INTRODUCTION

1.1 The Council is required to operate a balanced budget, which broadly means that 
cash raised during the year will meet cash expenditure.  Part of the treasury 
management operation is to ensure that this cash flow is adequately planned, 
with cash being available when it is needed.  Surplus monies are invested in 
counterparties or instruments commensurate with the Council’s low risk 
appetite, providing liquidity initially before considering investment return, subject 
to the anticipated surplus monies forecast over time and the need for those 
surplus monies to be available to meet current liabilities.

1.2 The second main function of the treasury management service is the funding of 
the Council’s capital plans.  These capital plans provide a guide to the 
borrowing need to the Council, essentially the longer term cash flow planning to 
ensure that the Council can meet its capital spending obligations.  This 
management of longer term cash may involve arranging long or short term 
loans, or using longer term cash flow surpluses.  On occasion any debt 
previously drawn may be restructured to meet Council risk or cost objectives.

1.3 This Authority defines its treasury management activities as: “The management 
of the 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”.

2. REPORTING REQUIREMENTS

2.1 Full Council is required to receive reports and approve, as a minimum, three 
main reports each year, which incorporate a variety of policies, estimates and 
actuals.

 Prudential and treasury indicators and treasury strategy – The first, 
and most important report covers

a. The capital plans (including prudential indicators)

b. A minimum revenue provision (MRP) policy (how residual capital 
expenditure is charged to revenue over time)

c. A treasury management strategy (how the investments and 
borrowings are to be organised) including treasury indicators and

d. An investment strategy (the parameters on how investments are 
to be managed)

 A mid-year treasury management report - updating members with the 
progress of the capital position, amending prudential indicators as 
necessary and whether the treasury activity is meeting the strategy or 
whether any policies require revision.

 An annual treasury report – This provides details of a selection of actual 
prudential and treasury indicators and actual treasury operations 
compared to the estimates within the strategy.

2.2 The above reports are required to be adequately scrutinised before being 
recommended to the Council.  This role is undertaken by the Finance and Audit 
Committee.
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3. TREASURY MANAGEMENT STRATEGY 2016/17

3.1 The strategy for 2016/17 covers two main areas:

 Capital Issues

a. The capital plans and the prudential indicators

b. The minimum revenue provision (MRP) strategy

 Treasury Management Issues

a. The current portfolio position

b. Treasury Indicators: which will limit the treasury risk and activities 
of the council

c. The prospects for interest rates

d. The borrowing strategy

e. Policy on borrowing in advance of need

f. Debt rescheduling

g. The annual investment strategy 2016/17

h. Credit worthiness policy

i. Policy on use of external service providers

3.2 These elements cover the requirements of the Local Government Act 2003, the 
CIPFA Prudential Code, CLG MRP Guidance, the CIPFA Treasury 
Management Code and CLG Guidance.

4. TRAINING

4.1 The CIPFA code requires the responsible officer to ensure that members with 
responsibility for treasury management receive adequate training in treasury 
management.  This especially applies to members responsible for scrutiny.  
Training was undertaken by Members on 26 January 2016.  Further training will 
be arranged as required.

4.2 The training needs of treasury management officers are periodically reviewed.

5. TREASURY MANAGEMENT CONSULTANTS

5.1 The Council uses Capita Asset Services, Treasury Solutions as its external 
treasury management advisors.

5.2 The Council recognises that responsibility for treasury management decisions 
remains with the organisations at all times and will ensure that undue reliance is 
not placed upon our external services providers.

5.3 It also recognises that there is value in employing external providers of treasury 
management services in order to acquire access to specialist skills and 
resources.  The Council will ensure that the terms of their appointment and the 
methods by which their value will be assessed are properly agreed and 
documented, and subjected to regular review.
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6. THE CAPITAL PRUDENTIAL INDICATORS 2016/17 TO 2018/19

6.1 The Council’s capital expenditure plans are the key driver of treasury 
management activity.  The output of the capital expenditure plans is reflected in 
the prudential indicators, which are designed to assist Members overview and 
confirm capital expenditure plans.

6.2 Capital Expenditure. This prudential indicator is a summary of the Council’s 
capital expenditure plans, both those agreed previously, and those forming part 
of this budget cycle.  Members are asked to approve the capital expenditure 
forecasts:

6.3 Given where the authority is in the annual budget setting process, the capital 
estimates below are based on the latest information available.  Members are 
asked to approve the capital expenditure forecasts and also to delegate 
authority to the Director of Corporate Services in consultation with the Chair of 
the Finance and Audit Committee to amend the forecasts and other indicators 
as necessary in line with the authority’s budget which will be discussed and 
approved by Full Council on 23rd February 2016:

Capital Expenditure 2014/15

Actual

£m

2015/16

Estimate

£m

2016/17

Estimate

£m

2017/18

Estimate

£m

2018/19

Estimate

£m

Non-HRA 3.206 4.441 5.985 0.973 0.764

HRA 9.338 10.465 9.773 12.909 9.530

Total 12.544 12.906 15.758 13.882 10.294

6.4 The table below summarises the above capital expenditure plans and how 
these plans are being financed by capital or revenue resources.  Any shortfall of 
resources results in a funding borrowing need.

Capital Expenditure 2014/15

Actual

£m

2015/16

Estimate

£m

2016/17

Estimate

£m

2017/18

Estimate

£m

2018/19

Estimate

£m

Non-HRA 3.206 4.441 5.985 0.973 0.764

HRA 9.338 10.465 9.773 12.909 9.530

Total 12.544 12.906 15.758 13.882 10.294

Financed by:

Capital receipts 0.877 1.723 1.930 2.112 1.098

Capital grants 2.344 1.047 2.186 0.590 0.381

Capital reserves 0.642 3.320 2.289 4.035 --

Revenue 3.659 1.266 1.261 1.489 1.313

Depreciation 5.021 5.550 5.492 5.657 5.832

Net financing need 
for the year

-- -- 2.600 -- 1.670



5

6.5 The Council’s Borrowing Need (the Capital Financing Requirement). The 
second prudential indicator is the Council’s Capital Financing Requirement 
(CFR). The CFR is the total historic outstanding capital expenditure that has not 
yet been paid for from either revenue or capital resources.  It is essentially a 
measure of the Council’s underlying borrowing need.  Any capital expenditure 
above (that has not been immediately paid for) will increase the CFR.

6.6 The CFR does not increase indefinitely, as the minimum revenue provision 
(MRP) is a statutory annual revenue charge which broadly reduces the 
borrowing need in line with each assets life.

6.7 The CFR includes any other long term liabilities (e.g. PFI schemes, finance 
leases).  Whilst these increase the CFR, and therefore the Council’s borrowing 
requirement, these types of scheme include a borrowing facility and so the 
Council is not required to separately borrow for these schemes.  During the 
2015/16 final accounts process no such long term liabilities were identified.

6.8 The Finance and Audit Committee is recommending to Council to approve the 
CFR projections below:

2014/15

Actual

£m

2015/16

Estimate

£m

2016/17

Estimate

£m

2017/18

Estimate

£m

2018/19

Estimate

£m

Capital Financing Requirement

CFR – General Fund 10.797 10.572 12.979 10.648 10.327

CFR – HRA 97.674 95.193 92.169 88.665 86.234

Total CFR 108.471 105.765 105.148 99.313 96.561

Movement in CFR (2.188) (2.706) (0.617) (5.835) (2.752)

Movement in CFR represented by

Net financing need 
for the year (above)

-- -- 2.600 -- 1.670

HRA contribution to 
loan repayment

(1.984) (2.507) (3.024) (3.504) (4.101)

Local Authority 
Mortgage Scheme 

(LAMS)

-- -- -- (2.000) --

Less MRP and other 
financing movements

(0.204) (0.199) (0.194) (0.331) (0.321)

Movement in CFR (2.188) (2.706) (0.618) (5.835) (2.752)

7. MINIMUM REVENUE PROVISION POLICY

7.1 The Council is required to pay off an element of the accumulated General Fund 
capital spend each year (the CFR) through a revenue charge (the minimum 
revenue provision – MRP), although it is also allowed to undertake additional 
voluntary payments if required (voluntary revenue provision – VRP).

7.2 CLG Regulations have been issued which require the Full Council to approve 
an MRP Statement in advance of each year.  A variety of options are provided 
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to councils, so long as there is a prudent provision.  The Council is 
recommended to approve the following MRP Statement.

7.3 For capital expenditure incurred before 1 April 2008 and capital expenditure 
incurred on or after that date which the authority is satisfied forms part of its 
Supported Capital Expenditure the Council can use the following option.

 The Regulatory Method

Under the previous MRP regulations MRP was set at a uniform rate of 4% of 
the adjusted General Fund Capital Financing Requirement (CFR) i.e. adjusted 
for “Adjustment A” on a reducing balance method. Adjustment A was 
introduced to coincide with changes to the capital finance system on 
1 April 2004 to ensure local authorities were not adversely affected financially 
by these changes. The Capital Financing Requirement is a measurement of 
the council’s underlying need to borrow.

7.4 For expenditure incurred after 1 April 2008 which does not form part of the 
Authority’s Supported Capital Expenditure, the Council uses the following 
prudent approach to ensure that repayments are made over the life of the asset.

 Asset Life (Equal Instalment Method)

This option relates to new unsupported borrowing. It allows the use of a 
simple formula to calculate a series of equal amounts chargeable over the 
estimated life of the asset.  The formula also allows the Authority to make 
voluntary extra provisions in a year.

7.5 There is no requirement on the HRA to make a minimum revenue provision but 
there is a requirement for a charge for depreciation to be made.

7.6 If assets are transferred between funds, where the transfer results in an 
increase in the General Fund CFR, it will be considered whether it is prudent to 
make an MRP provision on the higher CFR in subsequent years.

7.7 This authority participates in the cash backed Local Authority Mortgage Scheme 
(LAMS).  The mortgage lenders require a five year deposit for the local authority 
to match the five year life of the indemnity.  The deposit placed with the 
mortgage lender provides an integral part of the mortgage lending, and is 
treated as capital expenditure and a loan to a third party.  The Capital Financing 
Requirement (CFR) has increased by the total indemnity (£2m).  The deposit 
will be returned at maturity, with interest paid annually.  Once the deposit 
matures and funds are returned to the local authority, the returned funds are 
classed as a capital receipt, and the CFR will reduce accordingly.  As this is a 
temporary (five years) arrangement and the funds will be returned in full, there 
is no need to set aside prudent provision to repay the debt liability in the interim 
period, so there is no MRP application.  This position is reviewed annually.

8. THE CURRENT PORTFOLIO POSITION

8.1 The Council’s treasury position as at 31 March 2015, with forward projections, is 
summarised in the next table.  The table shows the actual external debt (the 
treasury management operations), against the underlying capital borrowing 
need (the Capital Financing Requirement – CFR), highlighting any under or over 
borrowing.
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8.2 Within the prudential indicators there are a number of key indicators to ensure 
that the Council operates its activities within well-defined limits.  One of these is 
that the Council needs to ensure that its gross debt does not, except in the short 
term, exceed the total of the CFR in the preceding year plus the estimates of 
any additional CFR for 2016/17 and the following two financial years (shown as 
net borrowing above).  This allows some flexibility for limited early borrowing for 
future years, but ensures that borrowing is not undertaken for revenue 
purposes.

8.3 Members will note that from the above table that in 2017/18 there is a switch 
from an under borrowed position to an over borrowed position.  This arises 
because the £2 million deposit for LAMS with Lloyds will be repaid and therefore 
the CFR is reduced accordingly.  In 2016/17 there is an assumption built into 
the figures to borrow £2.6 million from the market to fund the redevelopment of 
the Fleet Leisure site included in the capital programme.  However, officers will 
work in conjunction with the Director of Corporate Services and the authority’s 
Treasury Advisors to identify the most appropriate source of borrowing, and will 
report any action in subsequent reports to the Finance and Audit Committee.

8.4 The Director of Corporate Services reports that the Council complied with this 
prudential indicator in the current year and does not envisage difficulties for the 
future.  This view takes into account current commitments, existing plans, and 
the proposals in the budget report.

9. TREASURY INDICATORS: LIMITS TO BORROWING ACTIVITY

9.1 The Operational Boundary - This is the limit beyond which external debt is not 
normally expected to exceed.  In most cases, this would be a similar figure to 
the CFR, but may be lower or higher depending on the levels of actual debt.

Operational Boundary 2015/16 
Estimate £m

2016/17 
Estimate £m

2017/18 
Estimate £m

2018/19 
Estimate £m

Debt (including HRA Settlement) 125.000 125.000 125.000 125.000
Other Long Term Liabilities 1.500 1.500 1.500 1.500
Total 126.500 126.500 126.500 126.500

2014/15

Actual

£m

2015/16

Estimate

£m

2016/17

Estimate

£m

2017/18

Estimate

£m

2018/19

Estimate

£m
External Debt
Debt at 1 April 109.433 107.368 104.780 103.975 100.390

Expected Change 
in Debt

(2.065) (2.588) (0.805) (3.585) (3.087)

Actual gross 
debt as at 31 

March

107.368 104.780 103.975 100.390 97.303

The Capital 
Financing 

Requirement
108.471 105.765 105.148 99.313 96.561

(Under)/Over 
Borrowing

(1.103) (0.985) (1.173) 1.077 0.742
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9.2 The Authorised Limit for external debt - A further key prudential indicator 
represents a control on the maximum level of borrowing.  This represents a limit 
beyond which external debt is prohibited, and this needs to be set or revised by 
the Full Council.  It reflects the level of external debt which, while not desired, 
could be afforded in the short term, but is not sustainable in the longer term.

9.3 This is the statutory limit, determined under section 3 (1) of the Local 
Government Act 2003.  The Government retains an option to control either the 
total of all councils’ plans, or those of a specific council, although this power has 
not yet been exercised.

9.4 The Finance and Audit Committee is asked to recommend to Council the 
following Authorised Limit:

Authorised limit 2015/16 
Estimate £m

2016/17 
Estimate £m

2017/18 
Estimate £m

2018/19 
Estimate £m

Debt (including HRA Settlement) 126.500 126.500 126.500 126.500
Other Long Term Liabilities 1.600 1.600 1.600 1.600
Total 128.100 128.100 128.100 128.100

9.5 Separately, the Council is also limited to a maximum HRA CFR through the 
HRA self financing regime.  This limit is currently:

HRA Debt Limit 2015/16 
Estimate £m

2016/17 
Estimate £m

2017/18 
Estimate £m

2018/19 
Estimate £m

HRA Debt Cap 117.900 117.900 117.900 117.900
HRA CFR 95.193 92.169 88.665 85.659
HRA Headroom 22.707 25.731 29.235 32.241

10.PROSPECTS FOR INTEREST RATES

10.1 The following table summarises the Capita Asset Services central view on 
interest rates. (The PWLB rates and forecast shown below have taken into 
account the 20 basis point certainty rate reduction effective as of 
1 November 2012.)

Annual Average 
%

Bank Rate PWLB Borrowing Rates (including certainty rate 
adjustments)

5 year 10 years 25 year 50 year

March 2016 0.50 2.00 2.60 3.40 3.20
June 2016 0.50 2.10 2.70 3.40 3.20
Sept 2016 0.50 2.20 2.80 3.50 3.30
Dec 2016 0.75 2.30 2.90 3.60 3.40
March 2017 0.75 2.40 3.00 3.70 3.50
June 2017 1.00 2.50 3.10 3.70 3.60
Sept 2017 1.00 2.60 3.20 3.80 3.70
Dec 2017 1.25 2.70 3.30 3.90 3.80
March 2018 1.25 2.80 3.40 4.00 3.90
June 2018 1.50 2.90 3.50 4.00 3.90
Sept 2018 1.50 3.00 3.60 4.10 4.00
Dec 2018 1.75 3.10 3.60 4.10 4.00
March 2019 1.75 3.20 3.70 4.10 4.00
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11.CURRENT ECONOMIC CLIMATE

11.1 The Council has appointed Capita Asset Services Treasury Solutions as its 
treasury advisors, the following summary on the economic climate is provided 
by them.

11.2 UK GDP growth rates in 2013 of 2.2% and 2.9% in 2014 were the strongest 
growth rates of any G7 country; the 2014 growth rate was also the strongest UK 
rate since 2006 and although the 2015 growth rate is likely to be a leading rate 
in the G7 again, it looks likely to disappoint previous forecasts and come in at 
about 2%. Quarter 1 of 2015 was weak at +0.4% (+2.9% y/y) though there was 
a slight increase in quarter 2 to +0.5% (+2.3% y/y) before weakening again to 
+0.4% (2.1% y/y) in quarter 3. The November Bank of England Inflation Report 
included a forecast for growth to remain around 2.5 – 2.7% over the next three 
years, driven mainly by strong consumer demand as the squeeze on the 
disposable incomes of consumers has been reversed by a recovery in wage 
inflation at the same time that CPI inflation has fallen to, or near to, zero since 
February 2015.  Investment expenditure is also expected to support growth. 
However, since the August Inflation report was issued, most worldwide 
economic statistics have been weak and financial markets have been 
particularly volatile.  The November Inflation Report flagged up particular 
concerns for the potential impact of these factors on the UK.

11.3 The Inflation Report was also notably subdued in respect of the forecasts for 
inflation; this was expected to barely get back up to the 2% target within the 2-3 year 
time horizon. The increase in the forecast for inflation at the three year horizon 
was the biggest in a decade and at the two year horizon was the biggest since 
February 2013. However, the first round of falls in oil, gas and food prices over 
late 2014 and also in the first half 2015, will fall out of the 12 month calculation 
of CPI during late 2015 / early 2016 but a second, more recent round of falls in 
fuel and commodity prices will delay a significant tick up in inflation from around 
zero: this is now expected to get back to around 1% by the end  of 2016 and not 
get to near 2% until the second half of 2017, though the forecasts in the Report 
itself were for an even slower rate of increase. However, more falls in the price 
of oil and imports from emerging countries in early 2016 will further delay the 
pick up in inflation. There is therefore considerable uncertainty around how 
quickly pay and CPI inflation will rise in the next few years and this makes it 
difficult to forecast when the MPC will decide to make a start on increasing Bank 
Rate.

11.4 The weakening of UK GDP growth during 2015 and the deterioration of 
prospects in the international scene, especially for emerging market countries, 
have consequently led to forecasts for when the first increase in Bank Rate 
would occur being pushed back to quarter 4 of 2016. There is downside risk to 
this forecast i.e. it could be pushed further back.

11.5 The American economy made a strong comeback after a weak first quarter’s 
growth at +0.6% (annualised), to grow by no less than 3.9% in quarter 2 of 
2015, but then pulled back to 2.0% in quarter 3. The run of strong monthly 
increases in nonfarm payrolls figures for growth in employment in 2015 
prepared the way for the Fed. to embark on its long awaited first increase in 
rates of 0.25% at its December meeting.  However, the accompanying message 
with this first increase was that further increases will be at a much slower rate, 
and to a much lower ultimate ceiling, than in previous business cycles, mirroring 
comments by our own MPC.
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11.6 In the Eurozone, in January 2015 the ECB released a massive €1.1 trillion 
programme of quantitative easing to buy up high credit quality government and 
other debt of selected EZ countries. This programme of €60bn of monthly 
purchases started in March 2015 and it was intended to run initially to 
September 2016.  At the ECB’s December meeting, this programme was 
extended to March 2017 but was not increased in terms of the amount of 
monthly purchases.  The ECB also cut its deposit facility rate by 10bps from -
0.2% to -0.3%.  This programme of monetary easing has had a limited positive 
effect in helping a recovery in consumer and business confidence and a start to 
some improvement in economic growth.  GDP growth rose to 0.5% in quarter 1 
2015 (1.3% y/y) but has then eased back to +0.4% (+1.6% y/y) in quarter 2 and 
to +0.3% (+1.6%) in quarter 3.  Financial markets were disappointed by the 
ECB’s lack of more decisive action in December and it is likely that it will need 
to boost its QE programme if it is to succeed in significantly improving growth in 
the EZ and getting inflation up from the current level of around zero to its target 
of 2%.

 Investment returns are likely to remain relatively low during 2016/17 and 
beyond.

 Borrowing interest rates have been highly volatile during 2015 as 
alternating bouts of good and bad news have promoted optimism, and 
then pessimism, in financial markets.  Gilt yields have continued to remain 
at historically phenominally low levels during 2015. The policy of avoiding 
new borrowing by running down spare cash balances, has served well 
over the last few years.  However, this needs to be carefully reviewed to 
avoid incurring higher borrowing costs in later times, when authorities will 
not be able to avoid new borrowing to finance new capital expenditure 
and/or to refinance maturing debt.

 There will remain a cost of carry to any new borrowing which causes an 
increase in investments as this will incur a revenue loss between 
borrowing costs and investment returns.

12.THE BORROWING STRATEGY

12.1 The Council is currently maintaining an under-borrowed position.  This means 
that the capital borrowing need (the Capital Financing Requirement), has not 
been fully funded with loan debt as cash supporting the Council’s reserves, 
balances and cash flow has been used as a temporary measure.  This strategy 
is prudent as investment returns are low and counterparty risk is relatively high.

12.2 Against this background and the risks within the economic forecast, caution will 
be adopted with the 2016/17 treasury operations.  The Director Corporate 
Services, will monitor interest rates in financial markets and adopt a pragmatic 
approach to changing circumstances:

 if it was felt that there was a significant risk of a sharp FALL in long and 
short term rates (e.g. due to a marked increase of risks around relapse into 
recession or of risks of deflation), then long term borrowings will be 
postponed, and potential rescheduling from fixed rate funding into short 
term borrowing will be considered.

 if it was felt that there was a significant risk of a much sharper RISE in long 
and short term rates than that currently forecast, perhaps arising from an 
acceleration in the start date and in the rate of increase in central rates in 
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the USA and UK, an increase in world economic activity or a sudden 
increase in inflation risks, then the portfolio position will be re-appraised 
with the likely action that fixed rate funding will be drawn whilst interest 
rates are still lower than they will be in the next few years.

12.3 Any decisions will be reported to the appropriate decision making body at the 
next available opportunity

12.4 Treasury Management Limits on Borrowing Activity - There are three debt 
related treasury activity limits.  The purpose of these are to restrain the activity 
of the treasury function within certain limits, thereby managing risk and reducing 
the impact of any adverse movement in interest rates.  However, if these are set 
to be too restrictive they will impair the opportunities to reduce costs / improve 
performance.  The indicators are:

 Upper limits on variable interest rate exposure.  This identifies a maximum 
limit for variable interest rates based upon the debt position net of 
investments

 Upper limits on fixed interest rate exposure.  This is similar to the previous 
indicator and covers a maximum limit on fixed interest rates;

 Maturity structure of borrowing.  These gross limits are set to reduce the 
Council’s exposure to large fixed rate sums falling due for refinancing, and 
are required for upper and lower limits.

12.5 The authority’s treasury indicators and limits are detailed below:

2016/17 2017/18 2018/19

Interest rate Exposures

Upper Upper Upper

Limits on fixed interest 
rates based on net debt

100% 100% 100%

Limits on variable interest 
rates based on net debt

25% 25% 25%

Maturity Structure of fixed interest rate borrowing 2016/17

Lower Upper

Under 12 months 0% 50%

12 months to 2 years 0% 50%

2 years to 5 years 0% 75%

5 years to 10 years 0% 75%

10 years to 15 years 0% 100%

15 years to 20 years 0% 100%

Over 20 years 0% 100%
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Maturity Structure of variable interest rate borrowing 2016/17

Lower Upper

Under 12 months 0% 50%

12 months to 2 years 0% 50%

2 years to 5 years 0% 75%

5 years to 10 years 0% 75%

10 years to 15 years 0% 100%

15 years to 20 years 0% 100%

Over 20 years 0% 100%

13.POLICY ON BORROWING IN ADVANCE OF NEED

13.1 The Council will not borrow more than, or in advance of its need, purely in order 
to profit from the investments of the extra sums borrowed.  Any decision to 
borrow in advance will be within forward approved Capital Financing 
Requirement estimates, and will be considered carefully to ensure that value for 
money can be demonstrated and that the Council can ensure the security of 
such funds.

13.2 Risks associated with any borrowing in advance activity will be subject to prior 
appraisal and subsequent reporting through mid-year or annual reporting 
mechanisms.

14.  DEBT RESCHEDULING

14.1 As short term borrowing rates will be considerably cheaper than longer term 
fixed interest rates, there may be potential opportunities to generate savings by 
switching from long term debt to short term debt.  However, these savings will 
need to be considered in the light of the current treasury position and the size of 
the cost of debt repayment (premiums incurred).

14.2 The reasons for rescheduling to take place will include:

- the generation of cash savings and / or discounted cash flow savings

- helping to fulfil the treasury strategy

- enhancing the balance of the portfolio

14.3 Consideration will also be given to identify if there is any residual potential for 
making savings by running down investment balances to repay debt 
permanently as short term rates are likely to be lower than rates paid on current 
debt.

14.4 Any rescheduling will be reported to the Finance and Audit Committee, at the 
earliest meeting following its action.

15.MUNICIPAL BONDS AGENCY

15.1 It is likely that the Municipal Bond Agency, currently in the process of being set 
up, will be offering loans to local authorities in the near future.  It is also hoped 
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that the borrowing rates will be lower than those offered by the Public Works 
Loan Board (PWLB).  This Authority intends to make use of this new source of 
borrowing as and when appropriate.

16.ANNUAL INVESTMENT STRATEGY 2016/17

16.1 The main rating agencies (Fitch, Moody’s and Standard & Poor’s) have, through 
much of the financial crisis, provided some institutions with a ratings “uplift” due 
to implied levels of sovereign support. Commencing in 2015, in response to the 
evolving regulatory regime, all three agencies have begun removing these 
“uplifts” with the timing of the process determined by regulatory progress at the 
national level. The process has been part of a wider reassessment of 
methodologies by each of the rating agencies. In addition to the removal of 
implied support, new methodologies are now taking into account additional 
factors, such as regulatory capital levels. In some cases, these factors have 
“netted” each other off, to leave underlying ratings either unchanged or little 
changed.  A consequence of these new methodologies is that they have also 
lowered the importance of the (Fitch) Support and Viability ratings and have 
seen the (Moody’s) Financial Strength rating withdrawn by the agency.

16.2 In keeping with the agencies’ new methodologies, the rating element of our own 
credit assessment process now focuses solely on the Short and Long Term 
ratings of an institution. While this is the same process that has always been 
used for Standard & Poor’s, this has been a change in the use of Fitch and 
Moody’s ratings. It is important to stress that the other key elements to our 
process, namely the assessment of Rating Watch and Outlook information as 
well as the Credit Default Swap (CDS) overlay have not been changed.

16.3 The evolving regulatory environment, in tandem with the rating agencies’ new 
methodologies also means that sovereign ratings are now of lesser importance 
in the assessment process. Where through the crisis, authorities typically 
assigned the highest sovereign rating to their criteria, the new regulatory 
environment is attempting to break the link between sovereign support and 
domestic financial institutions. While this authority understands the changes that 
have taken place, it will continue to specify a minimum sovereign rating of AAA, 
with the exception of the United Kingdon (see Section 19), from at least two of 
the main ratings agencies. This is in relation to the fact that the underlying 
domestic and where appropriate, international, economic and wider political and 
social background will still have an influence on the ratings of a financial 
institution.

16.4 It is important to stress that these rating agency changes do not reflect any 
changes in the underlying status or credit quality of the institution. They are 
merely reflective of a reassessment of rating agency methodologies in light of 
enacted and future expected changes to the regulatory environment in which 
financial institutions operate. While some banks have received lower credit 
ratings as a result of these changes, this does not mean that they are suddenly 
less credit worthy than they were formerly.  Rather, in the majority of cases, this 
mainly reflects the fact that implied sovereign government support has 
effectively been withdrawn from banks. They are now expected to have 
sufficiently strong balance sheets to be able to withstand foreseeable adverse 
financial circumstances without government support. In fact, in many cases, the 
balance sheets of banks are now much more robust than they were before the 
2008 financial crisis when they had higher ratings than now. However, this is not 
universally applicable, leaving some entities with modestly lower ratings than 
they had through much of the “support” phase of the financial crisis.
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17. INVESTMENT POLICY

17.1 The Council’s investment policy has regard to the CLG’s Guidance on Local 
Government Investments (“the Guidance”) and the revised 2011 revised CIPFA 
Treasury Management in Public Services Code of Practice and Cross Sectoral 
Guidance Notes (“the CIPFA TM Code”).  The Council’s investment priorities 
will be security first, liquidity second and then return.

17.2 In accordance with the above guidance from CLG and CIPFA, and in order to 
minimise the risk to investments, the Council applies minimum acceptable credit 
criteria in order to generate a list of highly creditworthy counterparties which 
also enables diversification and thus avoidance of concentration risk.  The key 
ratings used to monitor counterparties are the Short Term and Long Term 
ratigns.

17.3 Ratings will not be the sole determinant of the quality of an institution; it is 
important to continually assess and monitor the financial sector on both micro 
and macro basis in relation the the economic and political environments in 
which institutions operate.  The assessment will also take account of information 
that reflects the opinion of the markets.  To this end the Council will engage with 
its advisors to maintain a monitor on market pricing such as “credit default 
swaps” and overlay that information on top of the credit ratings.

17.4 Other information sources used will include the financial press, share price and 
other such information pertaining to the banking sector in order to establish the 
most robust scrutiny process on the suitability of potential investment 
counterparties.

17.5 Investment instruments identified for use in the financial year are listed in 
Appendix 1 under the ‘specified’ and ‘non-specified’ Investments categories.  
Counterparty limits will be as set through the Council’s Treasury Management 
Practices – Schedules.

18.CREDIT WORTHINESS POLICY

18.1 This Council applies the creditworthiness service provided by Capita Asset 
Services.  This service employs a sophisticated modelling approach utilising 
credit ratings from the three main credit rating agencies - Fitch, Moodys and 
Standard and Poors.  The credit ratings of counterparties are supplemented 
with the following overlays:

 Credit watches and credit outlooks from credit rating agencies

 Credit Default Swaps spreads to give early warning of likely changes in 
credit ratings

 Sovereign ratings to select counterparties from only the most creditworthy 
countries

18.2 This modelling approach combines credit ratings, credit watches and credit 
outlooks in a weighted scoring system which is then combined with an overlay 
of CDS spreads for which the end product is a series of colour coded bands 
which indicate the relative creditworthiness of counterparties.  These colour 
codes are used by the Council to determine the duration for investments.  The 
Council will therefore use counterparties within the following durational bands.
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Colour/long term 
rating

Maximum Period of 
investment

Banks/Building Societies Yellow 5 Years

Banks/Building Societies Purple 2 Years

Banks/Building Societies Orange 1 Year

Banks – part nationalised Blue 1 Year

Banks/Building Societies Red 6 Months

Banks/Building Societies Green 100 days

Banks/Building Societies No Colour Not to be used

DMADF AAA 6 months (unlimited funds)
Local authorities n/a

Money market funds AAA liquid

Enhanced money market funds (EMMFs) 
with a credits score of 1.25

Dark Pink / AAA liquid

Enhanced money market funds (EMMFs) 
with a credits score of 1.5

Light Pink / AAA liquid

18.3 The Capita Asset Services creditworthiness service uses a wider array of 
information than just primary ratings.  Furthermore, by using a risk weighted 
scoring system, does not give undue preponderance to just one agency’s 
ratings.

18.4 Typically the minimum credit ratings criteria the Council use will be a Short 
Term rating (Fitch or equivalents) of F1 and a Long Term rating of A-.  There 
may be occassions when the counterparty ratings from one rating agency are 
marginally lower than these ratings but may still be used.  In these instances 
consideration will be given to the whole range of ratings available, or other 
topical market information, to support their use.

18.5 All credit ratings will be monitored on a daily basis by officers within the Finance 
Department.  The Council is alerted to changes to ratings of all three agencies 
through its use of the Capita Asset Services creditworthiness service.

 if a downgrade results in the counterparty / investment scheme no longer 
meeting the Council’s minimum criteria, its further use as a new investment 
will be withdrawn immediately.

 in addition to the use of credit ratings the Council will be advised of 
information in movements in the Credit Default Swap market against the 
iTraxx benchmark and other market data on a weekly basis. Extreme 
market movements may result in downgrade of an institution or removal 
from the Council’s lending list.

18.6 Sole reliance will not be placed on the use of this external service.  In addition 
this Council will also use market data and market information, information on 
any external support for banks to support its decision making process.

19.COUNTRY, GROUP AND COUNTERPARTY LIMITS

19.1 In the 2014/15 and 2015/16 Treasury Management Strategy Statement, it was 
stated that the Council would only use approved counterparties from countries 
with a minimum sovereign rating of AAA, as determined by at least two of the 
three rating agencies (Fitch, Moody’s or Standard and Poor’s).  Although the 
sovereign debt crisis has eased during 2013, whilst countries within the 
Eurozone make progress with their economies to return to growth or to reduce 
the degree of recession, the Director of Corporate Services recommends that 
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this remains in place during 2016/17.  The list of countries that currently qualify 
using the credit criteria as at the date of this report are shown in Appendix 2.  
Officers will amend this list during the year should ratings change in accordance 
with this policy.

19.2 Previous Treasury Management Strategy Statement’s recognised that this 
policy was taking a very prudent approach to risk in relation to counterparty 
sovereignty rating given the economic climate but recognised that it could 
create significant difficulties for the Authority were the sovereign credit rating of 
the UK to be downgraded from AAA.

19.3 As has been previously reported, the UK sovereignty credit rating was 
downgraded by one notch by Moody’s in February 2013 and by Fitch in March 
2013.  It is therefore recommended that in respect of the 2016/17 Treasury 
Strategy Statement the UK exemption from the above limits remain in place and 
that officers will continue to place investments with counterparties within the UK 
provided that the sovereign rating remained above AA-, in consultation with the 
Section 151 Officer, who (under the Constitution) can take all necessary action 
in respect of the management of the Council’s investments to ensure their 
security is maintained.

19.4 To avoid concentration in too few counterparties or countries a suitable 
approach of spreading investments will continue to be adopted.  Capita Asset 
Services suggest that a limit of between 20% and 25% of the investment 
balance with a group/counterparty is prudent.  On this basis it is therefore 
recommended that the limit of £5 million is maintained subject to this not 
constituting more than 20% of the overall investment balance at the time the 
investment is placed.

Country, Group, Counterparty 2016-17

Maximum 
Proportion of 
Investment 
Portfolio or 

Limit

UK Sovereign 100%

Each non-UK AAA Sovereign £10 million

 Group Limit

 Each counterparty rated green or above using 
Capita Asset Services credit methodology

 Each money market fund rated AAA

£5 million 
subject to this 

not constituting 
more than 20% 
of the overall 
investment 

balance of the 
Council at the 
time of placing 

such investment

Each AAA multilateral/supranational bank and as a group £2 million

Each bond / gilt / enhanced cash / government liquidity 
fund rated AAA

£2 million



17

Non-specified investments over 1 year duration - 
property funds

£10 million

Non-specified investments over 1 year duration - other £10 million

19.5 The Government’s Deposit Management Account Facility remains the exception 
to the above limits as this is deemed to be a very secure facility and is therefore 
unlimited.

20. INVESTMENT STRATEGY

20.1 The Council’s treasury management function is currently managed internally 
within the Council. Cash flow projections are maintained and are used to ensure 
that investments are allocated to best effect in the light of interest rates.  The 
Council will avoid locking into longer deals while investment rates remain at 
historically low levels.

20.2 Bank Rate is forecast to remain unchanged at 0.50% during the first part of 
2016 before starting to rise from quarter 4 of 2016.  Bank Rate forecasts for 
financial year ends (March) are: 

Year Bank Rate Forecast

2016/17 0.75%

2017/18 1.25%

2018/19 1.75%

20.3 The suggested budgeted investment earnings rates for returns on investments 
places for periods up to 100 days during each financial year are as follows:

Year

2016-17 0.60%

2017-18 1.25%

2018-19 1.75%

2019-20 2.25%

2020-21 2.50%

2021-22 2.75%

2022-23 2.75%

2023-24 3.00%

Later years 3.00%

20.4 Investment treasury indicator and limit – total principal funds invested for greater 
than 364 days.  These limits are set with regard to the Council’s liquidity 
requirements and to reduce the need for early sale of an investment, as are 
based on the availability of funds after each year end.



18

Maximum principal sums invested > 364 days

2016/17

£m

2017/18

£m

2018/19

£m

Principal sums invested > 364 days 20.000 20.000 20.000

20.5 For its cash flow generated balances, the Council will seek to utilise its instant 
access and notice accounts, money market funds and short dated deposits 
(overnight to 100 days) in order to benefit from the compounding of interest.

21.END OF YEAR INVESTMENT REPORT

21.1 At the end of the financial year, the Council will report on its investments activity 
as part of its Annual Treasury Report.

22.SERVICE INVESTMENTS

22.1 The Investment Strategy recognises that the Council may, from time to time, 
make investment decisions are part of its policy decision making process or to 
help it fulfil its strategic objectives. Such decisions will be subject to due 
diligence checks but will be classified as a service investment, rather than a 
treasury managment investment, and will therefore fall outside of the 
specified/non specified investment categories.

22.2 At the time of preparing this report the Council had interests in two such service 
investmentswith the potential for a third to be added in the near future:

 The Local Authority Mortgage Scheme (LAMS) – The Council launched the 
LAMS scheme, in conjunction with Kent County Council February 2012.  
Under this scheme the Council was required to place funds of £2m, with 
Lloyds for a period of 5 years.

 Municipal Bonds Agency (MBA) - On 5 January 2015, a report to Cabinet 
from the then Assistant Director (Finance) outlined proposals by the Local 
Government Association (LGA) to set up the MBA in the belief that this 
would provide councils with the opportunity to raise funds at significantly 
lower rates than those offered by the Public Works Loan Board (PWLB).  
The LGA estimated that an initial budget of £1m was required to set up the 
MBA and sought contributions from local authorities to assist with the 
financing of this.  Having liaised with the LGA and considered this matter 
carefully the Assistant Director (Finance), in consultation with the Leader 
and the Chief Executive, concluded that the Council should become a 
member of the MBA and agreed to contribute £20,000 towards these 
associated start-up costs.  Following the launch of the MBA, contributions 
received by local authorities will be converted into subordinated debt 
securities and shown on the Council’s balance sheet (with no impact on the 
General Fund). There will be a financial return for these capital 
subscriptions to establishment costs which will be remunerated at 
commercial rates.  The setting up of the MBA is progressing well and the 
draft Framework Agreement has now been distributed to local authority 
members for their consideration.  Under the Constitution, the Director of 
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Corporate Services has delegated responsibility for the execution and 
administration of treasury management decisions in accordance with the 
agreed Treasury Management Strategy.  Therefore should the Council 
have a need to borrow in future then use of MBA will be considered.

 Commercial acquisitions – The Council’s Corporate Plan recognises the 
need for alternative income streams.  To this end consideration is being 
given to purchasing property solely in order to generate an income stream.  
This requires an alternative use of the Council’s cash balances, which are 
currently invested in accordance with the Treasury Management Strategy.  
Such purchases will be capital expenditure and therefore sit outside the 
Treasury Management Strategy.  This will be subject to a further report to 
Cabinet on 1 February 2016 and Full Council on 23 February.

23.OTHER TREASURY ACTIVITY

23.1 Property funds are a form of investment, comprising a portfolio of commercial 
properties to achieve investment returns through rental income and capital 
growth.  The value of such funds has the ability to fall as well as rise.  There can 
be restrictions on redemption of invested funds and the timeframe for such 
investments is generally regarded as a minimum of 5 to 7 years.

23.2 Such investments would usually be treated as capital expenditure and therefore 
included in the Authority’s annual capital programme.  However, the Local 
Authorities Investment Fund is a scheme approved by HM Treasury under 
Section 11 of the Trustee Investment Act 1961 and is managed as an 
Alternative Investment Fund (AIF).

23.3 Due diligence would be undertaken before entering into such an investment and 
the level of investment would be determined by an assessment of the Council’s 
cash balances and future cashflow projections.  Finance and Audit Committee 
are being asked to recommend to Full Council the inclusion of Property Funds 
on the list of non-specified investments.

23.4 Once the Director of Corporate Services is satisfied that due diligence has been 
completed and appropriate Property Funds have been selected then the Council 
will be looking to place up to £5 million in such fund at the earliest opportunity, 
with a maximum amount of £10 million in total at any moment in time.

23.5 For a number of years investments have not been placed with Santander UK 
plc.  The advice from our Treasury Management advisors continues to be that 
the institution continues to meet and exceed the authority’s minimum credit 
rating for investment and therefore should such an opportunity arise during 
2016-17 an investment will be considered and if appropriate placed in 
accordance with this Treasury Management Strategy.

24.SCHEME OF DELEGATION

24.1 The Treasury Management Scheme for Delegation is outlined in Appendix 3.

25.ROLE OF THE SECTION 151 OFFICER

25.1 The council’s Section 151 Officer is the Director of Corporate Services and their 
role is outlined in Appendix 4.
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26.RISK

26.1 Given the nature, size and volume of the transactions involved, Treasury 
Management continues to remain a high risk area and as such is reflected in the 
corporate risk register.  A summary of the perceived risks associated with 
Treasury Management is identified below.

Risk Area 
Identified

Potential Impact of Risk Mitigation

Interest rates Interest rate forecasts vary 
from the assumptions made in 
the financial forecasts resulting 
in a shortfall in investment 
interest.

Professional and specialist 
advice taken on interest rate 
forecast.
Cash flow modelled against 
anticipated financial forecast.
Treasury Management 
Strategy and Policies.

Cash flow Unexpected adverse 
movements of significant sums 
of money may vary from the 
cash flow estimated and 
therefore result in a reduction 
in investment interest.

Cash flow modelled against 
anticipated financial forecast.

Risk Area 
Identified

Potential Impact of Risk Mitigation

Sums lost in 
imprudent 
investment

Loss of sums invested in 
institution that is unable to pay 
its creditors.

Invest in institutions in 
accordance with Capita Asset 
Services creditworthiness 
service and in conjunction with 
Finance Teams assessment of 
the various counterparties.

Downgrading of 
banks and building 
societies

Loss of sums invested Invest with the Government’s 
Deposit Management Account 
Facility if necessary.

Legal and regulatory 
risk

The council fails to act in 
accordance with its legal 
powers

Comprehensive 
documentation of the 
organisations legal powers.

Sums lost through 
fraud, error and 
corruption

Financial Loss Proper system of internal 
controls.

Refinancing 
borrowing on 
appropriate terms 
and conditions.

Higher borrowing costs Reliable forecasts of maturing 
loans and capital expenditure 
to enable the council to 
negotiate appropriate terms.

27.SECTION 17 OF THE CRIME & DISORDER ACT 1998

27.1 Section 17 of the Crime & Disorder Act 1998 has been taken in account when 
preparing the Treasury Management Strategy and the Annual Investment 
Strategy.

28.BACKGROUND PAPERS

28.1 CIPFA Treasury Management in the public services - Guidance Notes for Local 
Authorities 2011.

28.2 Templates and forecasts provided by Capita Asset Services.
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APPENDIX 1

Specified and Non Specified Investments

Investments that councils can make are of two types and these are identified in the 
subsequent paragraphs and table.

Specified Investments offer high security and high liquidity, must be in sterling and have a 
maturity of no more than a year. Such investments made with the UK government, UK local 
authorities and town/parish councils automatically count as specified investments.

Non Specified Investments are those investments not meeting the definition of specified 
investments, which are therefore of greater potential risk. Any investments with a maturity 
exceeding one year are automatically classed as non specified investments. The criteria for 
selecting counterparties for longer term investments is the same as that for short term 
investments i.e. Capita Asset Services Durational Colour bands.

All specified and non-specified Investments will be

 Subject to the sovereign, group and counterparty exposure limits identified in the 
Annual Investment Strategy

 Subject to the duration limit recommended by Capita Assets Treasury Solutions at 
the time each investment is placed

 Subject to a maximum of £20m of cored funds, in aggregate, being held in non-
specified investments at any one time (£10m in property funds and £10m in other 
non-specified investments).

SPECIFIED INVESTMENTS: All such investments will be sterling denominated, with 
maturities up to maximum of 1 year

Minimum Credit Criteria Maximum maturity period

Debt Management Agency Deposit Facility N/A 6 months

UK Government Gilts UK sovereign rating 12 months

UK Government Treasury Bills UK sovereign rating 12 months

Bonds issued by multilateral development 
banks AAA 6 months

Money Market Funds AAA Liquid

Enhanced money market funds with a credit 
score of 1.25 AAA Liquid

Enhanced money market funds with a credit 
score of 1.5 AAA Liquid

Local authorities N/A 12 months

Term deposits with banks and building 
societies Capita’s “Green” rating As per Capita’s rating
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Term deposits with part nationalised banks Capita’s “Green” rating As per Capita’s rating

Certificates of deposit (CD’s) or Corporate 
bonds with banks and building societies Capita’s “Green” rating As per Capita’s rating

Certificates of deposit (CD’s) with part 
nationalised banks Capita’s “Green” rating As per Capita’s rating

Gilt Funds UK sovereign rating

Sovereign bond issues (other than the UK 
govt) AAA

NON-SPECIFIED INVESTMENTS: All such investments will be sterling denominated, with 
maturities in excess of 1 year

Minimum Credit 
Criteria

Max. 
maturity 
period

Fixed term deposits with 
variable rate and variable 
maturities: -Structured 
deposits with UK nationalised 
and part nationalised banks

UK Sovereign 
rating 2 years

Fixed term deposits with 
variable rate and variable 
maturities: -Structured 
deposits with banks and 
building societies

UK Sovereign 
rating 2 years

Term deposits with unrated 
counterparties : ie Local 
Authorities

UK Sovereign 
rating 2 years

Term deposits with UK 
nationalised and part 
nationalised banks excluding 
Ulster Bank (part of RBS)

Capita’s “Purple” 
rating 2 years

Term deposits with banks and 
building societies

Capita’s “Purple” 
rating 2 years

Certificates of deposits with 
UK nationalised and part 
nationalised banks excluding 
Ulster bank (part of RBS)

Capita’s “Purple” 
rating 2 years

Certificates of deposits with 
banks and building societies

Capita’s “Purple” 
rating 2 years

Commercial paper issuance 
with UK nationalised and part 
nationalised banks excluding 
Ulster Bank (part of RBS)

UK sovereign 
rating 2 years

Commercial paper issuance 
bank and building societies 

Capita’s “Purple” 
rating 2 years

Bonds issued by multilateral 
development banks AAA 5 years
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Sovereign bond issues (other 
that the UK Government) AAA 5 years

UK Government Gilts UK Sovereign 
rating

Max of 25% 
5 years

NON-SPECIFIED INVESTMENTS (Property Funds) - Property Funds will be added to the 
list of Non-Specified Investments following approval by Full Council on 23 February 2016.  
Funds will be selected following a due diligence process undertaken by officers.  Up to £5 
million will be deposited into each fund (subject to a maximum limit of £10 million overall), 
once the Director of Corporate Services is satisfied that this process has been completed.

ACCOUNTING TREATMENT OF INVESTMENTS - The accounting treatment may differ 
from the underlying cash transactions arising from investment decisions made by this 
Council. To ensure that the Council is protected from any adverse revenue impact, which 
may arise from these differences, we will review the accounting implications of new 
transactions before they are undertaken.
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APPENDIX 2

Approved countries for investments (Position as at 26/01/16)

All counterparties in addition to meeting the minimum credit criteria specified in the Annual 
Investment Strategy must be regulated by a AAA sovereign rated as such by at least two of 
the three rating agencies (Fitch, Moody’s and Standard and Poor’s) with the exception of the 
UK.

The list will be reviewed and amended if appropriate on a daily basis by the Director of 
Corporate Services.

As of 26/01/16 sovereigns meeting the above requirement were:

 Australia

 Canada

 Denmark

 Germany

 Luxembourg

 Netherlands

 Norway

 Singapore

 Sweden

 Switzerland

 U.K. (currently rated AAA by Standard and Poor’s, AA+ by Fitch and AA1 by 
Moody’s)

 USA (currently rated AAA by Fitch and Moody’s, AA+ Standard and Poor’s)
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APPENDIX 3

Treasury Management Scheme for Treasury Delegation

(i) Full Council

 receiving and reviewing reports on treasury management policies, practices and 
activities

 approval of annual strategy.

(ii) Finance & Audit Committee

 To receive and scrutinise the council’s Treasury Management Strategy and the 
prudential indicators prior to the start of the financial year and make 
recommendations thereon to the  Full Council

 To receive and scrutinise the Treasury Management Annual Report and comment on 
any actions that may have taken during the course of the year.

 To monitor the overall state of the council’s finances on at least a quarterly basis and 
advise on any actions it recommends.

 To consider the division of responsibilities in respect of the Treasury Management 
function.

 To consider the selection of external service providers and agreeing terms of 
appointment.
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APPENDIX 4

The treasury management role of the section 151 officer

The S151 (responsible) officer

 recommending clauses, treasury management policy/practices for approval, 
reviewing the same regularly, and monitoring compliance

 submitting regular treasury management policy reports

 submitting budgets and budget variations

 receiving and reviewing management information reports

 reviewing the performance of the treasury management function

 ensuring the adequacy of treasury management resources and skills, and the 
effective division of responsibilities within the treasury management function

 ensuring the adequacy of internal audit, and liaising with external audit

 recommending the appointment of external service providers
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APPENDIX 5
GLOSSARY
Authorised Limit This represents a level of borrowing which, 

though not desired, could be afforded but 
may not be sustainable.

Borrowing For Capital Purposes
- Supported

-      Unsupported

The amount of borrowing to finance capital 
projects for which the government will give 
revenue support through the grant system.

Additional borrowing the council may wish 
to undertake, but for which there will be no 
financial contribution through the grant 
system.

Capital Financing Requirement A measurement of the council’s underlying 
need to borrow for a capital purpose.

CIPFA Treasury Management Code Of 
Practice

The professional code governing treasury 
management, which the council has 
formally adopted.

Debt Management Agency Deposit Facility This deposit facility allows short-term or 
long term deposits to be lodged with the 
government. This offers the highest security 
for the
Principal sum on short-term placements.

Money Market Funds A money market fund is a “pool” of different 
types of investments, managed by a fund 
manager. The pool of investments will 
typically include bank deposits, certificates 
of deposit (CDs) amongst other 
investments. A number of organisations will 
invest in a particular fund. The interest rate 
yield on an MMF deposit is not known at the 
time of the deal. In return for this 
uncertainty, money can be accessed 
whenever necessary.

Municipal Bond Agency An agency has been established by the 
Local Government Association intended to 
offer council’s an alternative and less 
costly option for borrowing of long-term 
funds than the PWLB through the 
introduction of competition and diversity to 
the marketplace.

Net Revenue Stream (NRS) The NRS for the general fund is the 
“amount to be met from government grant 
and local taxpayers”, as shown in the 
consolidated revenue account. This 
represents the budget requirement for the 
council. The NRS for the housing revenue 
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account is the amount to be met from 
housing subsidy and rent income as 
shown in the HRA accounts.

Operational Boundary This indicator is based on the probable 
external debt during the course of the year; 
it is not a limit. Actual external debt could 
vary around this boundary for short times 
during the year. It should act as a 
monitoring indicator to ensure that 
authorised limit is not breached.

Public Works Loan Board (PWLB) Part of the government’s debt 
management office, making long-term 
funds available to local authorities on 
prescribed terms and conditions. The 
PWLB is normally the cheapest source of 
long-term borrowing for a local authority.  



27

IMPLICATIONS                                                                                                             APPENDIX 6

LEGAL As per section 1.13B.67 of the Council’s Constitution, the Chief Finance 
officer has delegated responsibility from cabinet. 

 “in respect of borrowing and investments to arrange such loans as are legally 
permitted to meet the Council’s borrowing requirements”

FINANCE AND 
VALUE FOR 
MONEY 

Due to the nature of the report, the financial implications are contained 
throughout the report.

In order to achieve a balanced budget, the authority relies upon generating 
maximum interest from its investments whilst minimising the exposure to 
risk.  In order to achieve this, investments are only placed with institutions 
which meet the criteria set out within this report.  Investment durations do 
not exceed those as advised by Capita Asset Services credit ratings which 
are associated with the specific institutions.

Where the authority is required to borrow to meet the needs of the 
authority, officers will seek advice from Capita Asset Services on timings 
and options in order to ensure the best deal for the authority.

RISK 
ASSESSMENT

The risks associated with Treasury Management are detailed within this 
report.

EQUALITY 
IMPACT 
ASSESSMENT

SCREENING FOR EQUALITY IMPACTS

QUESTION ANSWER EXPLANATION

a. Does the decision 
being made or 
recommended 
through this paper 
have potential to 
cause adverse impact 
or discriminate 
against different 
groups in the 
community?

No

b. Does the decision 
being made or 
recommended 
through this paper 
make a positive 
contribution to 
promoting equality?

N/A

c. What steps are you 
taking to mitigate, 
reduce, avoid or 
minimise the impacts 
identified above?

N/A
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In submitting this report, the Chief Officer doing so is confirming that they have 
given due regard to the equality impacts of the decision being considered, as 
noted in the table above

CORPORATE 
BUSINESS 
PLAN

Corporate Objective Four – a Sound and Self Sufficient Council 

CRIME AND 
DISORDER

Treasury Management activities are carried out in accordance with the 
Treasury Management Strategy and Annual Investment Strategy which 
minimises the risk of criminal activities.


