
Capital, Treasury and Investment Strategy 2018/19
The Council is required by Regulation to have regard to the Prudential Code when 
carrying out its duties under Part 1 of the Local Government Act 2003. Following 
consultation during 2017, the Chartered Institute of Public Finance and Accountancy 
(CIPFA) published a revised Prudential Code (2017 Edition) and Treasury 
Management Code of Practice (2017 Edition), in January 2018. One of the main 
aspects of this revised Code is to bring together elements of Capital Expenditure with 
the Treasury Management Strategy into a single Capital and Investment Strategy, for 
the approval by Full Council. This strategy document therefore sets out the capital and 
treasury management strategy for 2018/19 and includes a capital programme and 
prudential indicators for the forecast period of 2018/19 to 2021/22.

In addition to these revised regulations, The Department for Communities and Local 
Government (CLG) has issued a consultation on a revised Prudential Framework, the 
regulations under which the Council is able to borrow and invest surplus cash flows, 
and revised Statutory Guidance on the Minimum Revenue Provision (MRP). The 
consultation has closed but it is not clear when the final guidance will be issued.

The remainder of this strategy document includes all of the information necessary to 
meet the requirements of these revised guidance documents and Officer’s 
understanding of the proposed revisions to statutory investment and MRP guidance.

The obligations on the Section 151 Officer in relation to the Capital Programme and 
for Treasury Management Activities are set out in Sections 4 and 14 of the Financial 
Regulations respectively. 

Both the Capital Programme and other Capital Expenditure, as outlined in Section 1 
– Capital Programme and Section 2 – Other Capital Expenditure of this strategy, 
are supported, at least in part, by borrowing. Where the cost of borrowing is in relation 
to Other Capital Expenditure, this is covered in Section 2 and the costs are shown in 
the summaries provided and on these Services’ own Budget Book pages. Borrowing 
in relation to the general Capital Programme is shown within the Capital Financing 
estimates and as part of this Budget Book page.

Information in relation to the affordability and sustainability of any new borrowing is 
contained within Section 3 - Treasury Management and supported by the indicators 
as outlined in Section 6 – Prudential Indicators. The creating of the provision to deal 
with the repayment of any borrowing is within Section 5 – Minimum Revenue 
Provision. All indicators provided within this section have regard to the total borrowing 
and treasury management requirements of the Council, regardless of the purpose. 
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Introduction

1.0 Definition of Capital

The Local Government and Housing Act 1989 requires all expenditure to be 
charged to revenue unless an exemption could be found, the main exemption 
being that the expenditure was for capital purposes. In broad terms this meant 
expenditure incurred on the acquisition or creation of tangible assets needed to 
provide services, such as houses, buildings, vehicles etc. This is opposed to 
revenue expenditure which is what is spent on the day-to-day operation of 
services such as employee costs and supplies and services. 

The Local Government Act 2003 extends the definition for the purposes of the 
capital expenditure to allow expenditure on computer software and on the 
making of loans or grants for capital expenditure by another body to be treated 
as capital expenditure of the local authority.

These Statutory Regulations have been absorbed into CIPFA’s Accounting 
Code for Local Government Accounting (the Code) and where appropriate form 
the basis of statutory overrides to International Accounting Standards used 
within company accounts. For this reason, as well as the Capital Programme 
produced and approved as part of the annual Budget Setting report, there will 
also be other activities that are required to be accounted for as Capital 
Expenditure in addition to the annual programme.

2.0 Treasury Management

The proposed Treasury Management arrangements are in accordance with 
both statutory requirements, non statutory guidance published by Government 
and best practice as identified by CIPFA. 

All decisions on overall Treasury Management (TM) policy and the setting of 
annual TM Strategies are determined by Full Council. The same process will 
apply to changes to the relevant policy or strategy during the course of a year.  
Thus all matters relating to borrowing, investments and debt repayment are 
determined by Full Council.  The Audit and Risk Committee is responsible for 
scrutiny of performance in this area.  

The major influencing factor for TM arrangements during 2018/19 are 
considered in Section 3.

The objective of the strategy is to establish a framework under which officers 
can carry out treasury activities. The control framework is established initially 
by what is permitted within the approved strategy, but further levels of control 
exist within the operational aspects of the activities. This means that just 
because something is permitted by the strategy, it does not necessarily follow 
that the activity will take place. The Section 151 Officer has the responsibility 
for this day to day decision making with the primary objective of acting in the 
best interest of the Council’s finances at all times.



3.0 Investment Activities

The Local Government Act 2003 gives a local authority power to invest “for any 
purpose relevant to its functions under any enactment, or for the purposes of 
the prudent management of its financial affairs.”

There is no provision in the Act for the Secretary of State to regulate the way in 
which an authority exercises its investment powers. It does however require 
authorities to “have regard” to such guidance as the Secretary of State may 
issue and to such guidance issued by others as he may specify.  For this 
purpose, the Secretary of State has formally endorsed CIPFA’s TM Code of 
Practice and has supplemented the Code with additional guidance. Local 
authorities are therefore required by statute to have regard to both sets of 
guidance in their investment activities.

The investment arrangements for 2018/19 are set out in Section 4.



Section 1 – Capital Programme

General Fund Capital Programme

The General Fund capital programme for 2018/19 and forward forecast to 2020/21 is 
summarised below.

The Local Government Act 2003 requires the Council to have regard to the ‘Prudential 
Code for Capital Finance in Local Authorities’ when making decisions concerning the 
resourcing of its capital programme.  The Government provides no support for 
borrowing to resource General Fund expenditure.  The programme is, therefore, 
financed in the main by locally generated resources consisting of borrowing, capital 
receipts, government grants, partnership funding and other capital contributions (e.g. 
under Section 106 agreements).

The capital programme as shown below includes borrowing in each year. The Section 
151 Officer will consider the most effective way to finance each year’s programme in 
the light of the financial circumstances prevailing at the time (this may include the use 
of revenue contributions if appropriate).

 Estimates

 2017/18 2018/19 2019/20 2020/21 2021/22

 £000 £000 £000 £000 £000

EXPENDITURE      

Housing 800 800 800 800 800 

Leisure 160 140 0 0 0 

Corporate & Central 487 487 487 487 487 

Contingency Provision 50 50 50 50 50 

Total Expenditure 1,497 1,477 1,337 1,337 1,337 

RESOURCES      

Capital Receipts -150 -150 -150 -150 -150 

Government Grants -550 -550 -550 -550 -550 

Direct Revenue Funding -160 -140 0 0 0 

New unsupported borrowing -637 -637 -637 -637 -637 

Total Resources -1,497 -1,477 -1,337 -1,337 -1,337 

The programme provides for, in addition to a contingency:
 Disabled Facilities grants
 Improvements to the Council’s assets
 Annual provision for maintenance and repair of former HRA assets
 Play equipment and resurfacing works



The capital programme may require amendment during the year to take account of 
any activities approved during the year and the Funding Framework.

HRA Capital Programme

A 30 year Asset Management Strategy was prepared in 2011/12 and this was a key 
input into the 30 year financial strategy. This Strategy has been reviewed in the light 
of the significant change in available resources. Modelling the resources available in 
the 30 year HRA financial forecast demonstrates that the demands of the Asset 
Management Plan can be fully met throughout the 30 year planning period. 

As a result of this the priorities of the capital programme identified last year following 
the complete review and preparation over a ten year period taking into account not 
only the need to maintain the stock to the agreed standard but also the need to improve 
and maintain the overall estates and environment can be continued. The programme 
has also been linked to the revenue repairs budget and in particular the planned 
maintenance programme to ensure that the overall programme of works are aligned 
and prioritised taking into account the overall capital and revenue resources available. 
Also taken into account in the preparation of the programme is the deliverability of the 
programme given contractor resource availability, procurement timescales and human 
resource availability for project and contract management.

Notwithstanding the above the acquisition and development of new dwellings is 
considered to be an integral part of the Council’s strategy and for three years from 
2018/19 a sum of £12.9 million has currently been set aside to meet this objective. 
However, with the re-profiling of the programme and the adjustments made to the 
overall resources available to the HRA, it would now be possible to increase this sum 
of £12.9 million to £45 million over the period 2018/19 to 2022/23. This will allow the 
use of some £13.5 million of retained Right to Buy receipts.

The other major source of funding for the capital programme is the depreciation 
charged to the HRA however, it is also possible to make revenue contributions to 
capital expenditure. The draft revenue budget identifies the proposed level of 
contribution in each year and assumes that any balance in the general and earmarked 
reserves above the £4.6 million considered to be prudent by the Section 151 Officer 
is transferred to an Asset Management Reserve and made available, by Committee 
or Council decision, to supplement the capital programme. There is no additional 
borrowing required for the HRA Capital Budget over the forecast period.

The draft capital programme is set out below. 



  
Original    
Budget

Estimates

Item 2017/18 2018/19 2019/20 2020/21 2021/22
  £'000 £'000 £'000 £'000 £'000
       
EXPENDITURE      
       
Internal Works 3,425 3,425 3,425 3,425 3,425
External Works 6,500 6,500 6,500 6,500 6,500
Common Parts Works 1,610 1,610 1,610 1,610 1,610
Associated Assets Works 250 250 250 250 250
       
 Sub- Total 11,785 11,785 11,785 11,785 11,785
       
Future Major Works 100 100 100 100 100
Improvement Works 1,190 1,190 1,190 1,190 1,190
Estate Works 100 100 100 100 100
Contingent Major Works 236 236 236 236 236
Exceptional External Works 100 100 100 100 100
Other Capital Works 1,950 1,950 1,950 1,950 1,950
       
 Sub- Total 3,676 3,676 3,676 3,676 3,676
       
Capital Total (Excluding Inflation & 
Fees) 15,461 15,461 15,461 15,461 15,461
       
 Inflation @ 2% 309 309 624 946 1,274
 Fees on Capital @ 5% 773 773 773 773 773
       
Capital Total (Including Inflation & Fees) 16,543 16,543 16,858 17,180 17,508
       
       
Acquisition & New Build 4,300 9,000 9,000 9,000 9,000
       
Overall Programme 20,843 25,543 25,858 26,180 26,508
       
LESS RESOURCES      
       
 Major Repairs Allowance -11,663 -13,100 -13,100 -13,100 -13,100

 
Revenue Contribution to Capital 
Outlay -3,010 -6,300 -6,300 -6,300 -6,300

 Capital Receipts - General - -3,443 -3,758 -4,080 -4,408
 Capital Receipts - Retained 1-4-1 -6,170 -2,700 -2,700 -2,700 -2,700
       
Total -20,843 -25,543 -25,858 -26,180 -26,508
       
NET POSITION - - - - -
       



Section 2 – Other Capital Expenditure

Part of the reason for the changes seen in the regulations for 2018/19 is to ensure that 
the Council provides clarity over ‘other’ investments that might otherwise not be 
captured in either the treasury management or investment strategies. This type of 
investment could include, for example, the purchase of Investment Properties (held on 
a commercial basis to generate income or for capital appreciation purposes), or the 
issue of loans of other financial support to third parties, including wholly owned 
subsidiary companies.

At its Cabinet meeting in March 2017, the Council approved two additional borrowing 
requirements, one for up to £80 million for the purchase of a commercial asset portfolio 
(Minute 2017/141) and £117 million to support the activities of the Council’s subsidiary 
company, Sempra Homes Limited (Minute 2017/146).

Unlike the Investment Strategy (as outlined in Section 4), which focusses on the 
prudent investment of surplus cash flows, by following the factors of Security, Liquidity 
and Yield in that order, investment in commercial operations, by their nature, need a 
different objective. Whilst seeking to maintain the level of investment, the focus is on 
Yield (the level of financial return) and the investments are not likely to be liquid (the 
speed at which the investment can be converted into cash). Details of how the Council 
will seek to manage the risks associated with this approach are outlined below. Even 
with these in place though, there is the possibility that the security of the sum invested 
could be affected by changes in the underlying value of any assets that have been 
purchased with that investment. Details of how these fluctuations are to be dealt with 
are included in Section 5 – Minimum Revenue Provision in the paragraph headed 
‘MRP for Investment Properties’ and in the subsequent proposal.   

The investments in commercial property and in the Councils subsidiary company are 
not regarded in the regulations as ‘treasury’ activities and are therefore accounted for 
as capital expenditure. As they are both funded from borrowing, the cost of servicing 
these debts falls on the General Fund and will be included in the budgets to be 
approved by Full Council in each financial year of the life of the loan. It is essential 
that, at the very least, these activities provide an income to the General Fund which is 
sufficient to cover these costs, but preferably to also create a surplus that can be used 
to support the provision of services. However, in complying with the regulations, it is 
necessary to recognise the risks around these activities and in particular that the 
income generated by these schemes may not be sufficient to cover the costs incurred.

The Council uses a number of mechanisms to reduce these risks, including the 
following:

a) Project cost modelling – in this exercise, the income and expenditure cash flows 
for the life of the project are modelled. These are based on a number of 
assumptions which may include the borrowing rate, term of the borrowing, rate of 
inflation etc. These costs are then converted into a ‘present value’ (taking out the 
impact of inflation and the opportunity cost of income that could be generated if 
the funds had simply been invested for a return), using an appropriate discount 



rate, the effect being as though all of the costs and income generated by the 
project occurred on day 1. This total is known as the Net Present Value.

Other investment appraisal techniques are also used including

1) Payback
2) Internal rate of return
3) Comparison to a benchmark yield

b) Use of specialist advisors – as part of these activities, the Council employs the 
use of specialist advisors, who know and understand the market in which the 
activities operate and provide the Council with appropriate advice and data on 
which to base many of the assumptions used within the modelling.

c) Both of the main activities undertaken by the Council in this area are subject to a 
strategic framework in which to operate. There is a Commercial Assets Acquisition 
Strategy that clearly sets out the parameters around which investments will be 
considered and a Commercial and Strategic Asset Acquisition Sub-Committee, 
with Member involvement for scrutiny and approvals. Sempra Homes operates 
within an approved Business Plan which sets out how the company meets local 
housing need and the financial framework and levels of support required from and 
the consequential financial returns to the Council as the Parent company.  

d) Use of earmarked reserves – these activities are rarely consistent in terms of costs 
and income and while these are modelled as accurately as possible, there will be 
fluctuations that are unknown at the outset. Where, for example, costs are incurred 
for building prior to income generation, these are appropriately modelled, however, 
in any financial year, the costs or surpluses generated are unlikely to match the 
modelling exactly. One of the methods that will be used by the Section 151 Officer 
to protect the Council from these fluctuations is the use of Earmarked Reserves. 
In this instance any surpluses above projections, may be transferred into a reserve 
to offset any future deficits that may be experienced. In this way, the Section 151 
Officer can take a view annually of the extent to which surpluses generated can 
be used to fund services whilst being mindful of the risk to future budget setting of 
any negative events in any of these more commercial areas.

The Commercial Asset Acquisition and Sempra Homes estimates have been included 
in the budget setting process for 2018/19 and the forecast period. A summary of 
activities in these areas is included below. The Sempra Homes Business Plan is being 
considered by the Housing and Community Committee on 27 February 2018.



Commercial Asset Acquisition

 Estimates

 2017/18 2018/19 2019/20 2020/21 2021/22

 £000 £000 £000 £000 £000

EXPENDITURE      

Supplies & Services 0 75 150 188 188 

Capital Costs 0 435 870 1,087 1,087 

Income (Rents) 0 -810 -1,620 -2,025 -2,025 

Total Surplus 0 -300 -600 -750 -750 

Sempra Homes

 Estimates

 2017/18 2018/19 2019/20 2020/21 2021/22

 £000 £000 £000 £000 £000

EXPENDITURE      

Capital Costs 0 900 1,652 2,063 2,391 

Investment Income 0 -362 -2,455 -1,831 -1,884 

Interest 0 0 -495 -1,248 -1,664 

Recharges to Sempra 0 -260 -265 -270 -275 

Total Surplus 0 278 -1,563 -1,286 -1,432 

The returns from Sempra Homes be used to support revenue activity on a smoothed basis 
through the use of an earmarked reserve at a rate of approximately £600k a year.

Taking these services into consideration, the totals being available to fund services 
are

2018/19 £300K
2019/20 £1,225K
2020/21 £1,375K
2021/22 £1,375K

To the extent that these income streams are not realised, the Section 151 Officer will 
need to find additional savings elsewhere in the General Fund budget or use Reserve 
balances to maintain service levels. If any differences are deemed to be the result of 
timing issues, such as slippage in build programmes, Reserves would be replenished 
at a later date.

The capital costs highlighted in the above tables are to deal with the interest costs 
associated with the borrowing requirements of the two activities over the forecast 



period. In terms of the actual borrowing within the approved limits, this is forecast to 
be £51.7m in 2018/19, £24.2m in 2019/20, £18.9m in 2020/21 and £5.0m in 2021/22, 
so by the end of the forecast period the Council will have taken on £99.8m additional 
borrowing to generate the surpluses as outlined in the tables. 

The borrowing for Sempra Homes will be to either provide a loan directly to the 
Company, or to purchase equity in it in the form of Shares. Guidance issued by Her 
Majesty’s Revenue and Customs require a mix of debt and equity to be held for a 
subsidiary company by its Parent. The borrowing for Commercial Asset Acquisition 
will be for the outright purchase of assets to be held in the Council’s accounts as 
Investment Properties. All such borrowing will take place in the context of the Council’s 
Funding Framework.

The provision for the repayment of borrowing is deal with within Section 5 – Minimum 
Revenue Provision.  



Section 3 – Treasury Management

Treasury management is a key element of the Council’s overall financial management 
arrangements.  It relates to the Council’s borrowing and investment activities and the 
effective management of the associated risks.  These activities are strictly regulated 
by statutory requirements and professional codes of practice, which require authorities 
to set local parameters for their Officers to work within.  This Council has adopted the 
CIPFA Code of Practice on Treasury Management in the Public Services and as 
required by the Code, has an approved Treasury Management Policy Statement and 
associated Practice Statements. 

Under these arrangements, Full Council approves annually a strategy for the expected 
treasury management activity in the forthcoming financial year.  A further report is 
made after the year-end on the actual activity for the year and a mid-year report will 
also be made comparing performance with the approved strategy.

This report summarises the current position with regard to the Council’s Treasury 
Management arrangements and proposes a strategy for 2018/19.  The report is 
structured under the following paragraph headings:

1) HRA and General Fund ‘Pools’
2) Projected portfolio position
3) Debt requirement
4) Borrowing and Investment Strategy
5) Interest rate considerations
6) Debt limits
7) Debt rescheduling
8) Treasury Indicators
9) Proposed Treasury Management Strategy for 2018/19

1. HRA and General Fund ‘Pools’

HRA and General Fund debt is managed separately in two pools. The following 
principles are adhered to: 

 There must be no detriment to the General Fund in this approach
 Any allocation of debt should be broadly equitable between the HRA and the 

GF
 Future charges to the HRA in relation to borrowing are not influenced by GF 

decisions, giving a greater degree of independence, certainty and control
 Cash resources (reserves and other cash backed balances e.g. provisions) 

which allow borrowing to be below the capital financing requirement (see 
Section 3 below) are separated between the HRA and General Fund

Where relevant the figures that follow are split between HRA and GF. It should, 
however, be noted that all debt is secured on all the revenues of the Council and that 
the Section 151 Officer retains responsibility for the overall TM strategy.



2. Projected Portfolio Position

The projected position for the Council’s debt and investments is set out in the 
table below.  The figures include the requirement for the Capital Programme 
and Other Capital Expenditure. The Average Amount column is weighted 
according to expected levels of activity during the year.

Apr-18 Apr-18 Apr-18 Mar-19 Mar-19 Mar-19 Average

HRA GF Total HRA GF Total Total

Estimated Net Overall 
Position 2018/19

£m £m £m £m £m £m £m

Long Term Borrowing 
(one year or more)

    

Public Works Loan 
Board fixed rate

209.8 8.7 218.5 203.3 51.7 255.0 236.8

Market Bonds 0.8 0.0 0.8 0.8 0.0 0.8 0.8

Sub-total, long term 210.6 8.7 219.3 204.1 51.7 255.8 237.6

      

Short Term Borrowing 
(up to one year)

0.0 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL BORROWING 210.6 8.7 219.3 204.1 51.7 255.8 237.6

      

Finance Leases 0.0 4.4 4.4 0.0 3.7 3.7 4.1

GROSS DEBT 210.6 13.1 223.7 204.1 55.4 259.5 241.6

      

Less Short Term 
Investments 

0.0 -37.3 -37.3 0.0 -18.4 -18.4 -27.9

NET DEBT 210.6 -46.8 186.4 204.1 37.0 241.1 213.8

3. Debt Requirement

The main purpose of borrowing and other forms of credit (such as finance 
leasing) is to meet a shortfall in capital resources available to finance capital 
expenditure.  In practice however there is such a great variety of revenue and 
capital cash flowing in and out of the Council’s bank account at any time that it 
is difficult to determine from an examination of cash transactions just what the 
underlying debt requirement is.  Another method is needed.

The statutory measure for this is the Capital Financing Requirement (CFR), as 
defined in the Prudential Code.  By ignoring capital expenditure financed from 
capital cash resources (e.g. capital receipts, grants and contributions, or from 
revenue or other reserves), it represents the true capital shortfall at any time.  



Then, by plotting estimated movements in capital expenditure and resources 
through the capital programme it is possible to estimate the underlying debt 
requirement.  In practice, the Council might not actually incur borrowing in line 
with the CFR if, for example, it has surplus funds invested externally that could 
be called back, but the starting point for developing a strategy for borrowing has 
to be the CFR.

It is divided into two parts according to whether the capital shortfall relates to 
Housing Revenue Account (HRA) expenditure or General Fund expenditure.  
The figures for 2018/19 are currently estimated as follows:

  Apr-18 Mar-19 Average

 

Capital Financing 
Requirement (CFR) 2018/19

  £m £m £m

  

General Fund   63.4 105.7 84.6 

Housing Revenue Account   205.2 205.1 205.1

TOTAL 268.6 310.8 289.7

The current CFR forecast is based on the original capital budget as amended 
by carry forwards.  

4. Borrowing and Investment Strategy

It will be noted that the amount of unfinanced capital expenditure represented 
by the CFR is considerably in excess of the estimated actual debt requirement 
shown in the table in paragraph 1. The Council is therefore borrowing 
considerably less than its implied need to borrow. This due to sound and 
proactive treasury management activity where surplus cash resources 
available are used to finance capital expenditure rather than investing them 
externally on the money markets. The extent to which this is to be done is 
shown in the table below:

Apr-18 Apr-18 Apr-18 Mar-19 Mar-19 Mar-19 Average

HRA GF Total HRA GF Total Amount

Temporary use 
of surplus cash

£m £m £m £m £m £m £m

Capital Financing 
Requirement 205.2 63.4 268.6 205.1 105.7 310.8 289.7 

Less: Forecast 
Gross Debt 210.6 13.1 223.7 204.1 55.4 259.5 241.6 

Surplus cash 
invested internally

-5.4 50.3 44.9 1.0 50.3 51.3 48.1 

The surplus cash being relied upon for this purpose consists of Council Tax and 
NNDR income received in advance of payments to precepting authorities and 



the Government, other timing differences between receipts from debtors and 
payments to creditors, grants, subsidies and contributions received in advance 
of spend, and the general trend for revenue and capital expenditure to be 
weighted more towards the second half of the financial year.  The surplus also 
includes the level of General Fund and HRA revenue reserves and provisions.

It is assumed that the HRA is always fully borrowed and to the extent that the 
combination of its reserves and borrowing exceeds its CFR it is assumed that 
it has leant to the GF. The situation could arise where the HRA is borrowing 
from the GF. Interest is charged on these internal borrowings at a rate 
considered to be appropriate by the Section 151 Officer.

The main advantage of this strategy is the lower exposure to external debt, and 
at the same time, lower exposure to counterparty risk in external investments 
at this time of increased risk in the financial markets.  This is a very considerable 
benefit, especially given the insistence in the statutory guidance that security of 
funds comes before any considerations of liquidity or yield (return on 
investments). More is said about the effect on investments below.

However no strategy is entirely risk free.  The main risk of using cash surpluses 
generated as described above is that some will be available only temporarily. 
When the cash is required for other purposes the authority may be forced to 
borrow to replace those funds at a time when interest rates are higher or other 
conditions are not favourable (the interest rate projections on which the draft 
budgets and the forward forecast have been based at this stage in the budget 
process are discussed below).  

The alternative would be to externalise all or part of our surplus cash.  This 
would leave a cash shortfall to be met by further borrowing.  It is ultra vires 
(beyond the Council’s powers) to borrow specifically to lend on, but provided 
total debt did not rise above the CFR and provided it was done for good TM 
reasons (such as to secure long-term interest rates ahead of an expected 
increase), this would be a reasonable use of the Council’s powers. 

The Section 151 Officer retains within the limits set by this TM Strategy the 
flexibility to adjust the balance between borrowing and investments to meet 
changing circumstances.  The preferred option on which the draft budget at the 
present time has been prepared is however to, as far as possible, internalise 
all surplus funds and to start to lock into the historically low long term rates for 
HRA borrowing.

5. Interest Rate considerations

It will be seen from the table in Paragraph 1 that the borrowing portfolio consists 
of long-term, with short-term borrowing only be entered into to cover cash flow 
shortfalls.  Long-term borrowing at fixed rates of interest gives certainty of cost, 
which is important to protect the revenue budget from volatility in market interest 
rates, but as will be seen from the table below, projected short-term rates offer 
a considerable saving at the present time below long-term borrowing rates: 



2017/18 2018/19

Bank Rate 0.25% 0.50%

Investment Rate 0.30% 0.40%

Overdraft            1.10%             1.20%

1 year PWLB 1.00% 1.10%

5 year PWLB 1.70% 1.80%

10 year PWLB 2.30% 2.40%

25 year PWLB 3.00% 3.10%

50 year PWLB 2.80% 2.90%

Interest rates from the PWLB continue to be at historically low levels, despite 
the increase in the Bank of England Base Rate. The significant continued 
turbulence in the global financial markets is contributing to low gilt yields and 
is, therefore, keeping PWLB rates very low. PWLB rates have been discounted 
by 0.2% since November 2012, this PWLB ‘certainty’ rate was made available 
to the Council following the provision of information to CLG concerning our 
projected levels of borrowing.

As recommended by the TM Code, it is important to diversify borrowings to 
provide a balance between interest rate risk and certainty.  Some existing debt 
will be maturing during 2018/19 and, taken with the borrowing requirements of 
the capital programme, the recommended portfolio position reflects a mix of 
maturity periods, including short-term.  All decisions are taken by the Section 
151 Officer or under delegated arrangements approved by him, having regard 
to the issues discussed in this strategy document and principles determined in 
consultation with our TM advisers.

The short-term rates shown above are projections of 3 month LIBOR1, which is 
closely related to the cost of temporary borrowing.  This is closely related to the 
3mth LIBID rate, which is a benchmark rate of interest for short term borrowing. 
In practice, the rate of interest that could be earned on external investments 
could fall far short of this rate because of the need to put security before yield 
and invest only in the safest counterparties, who therefore pay a lower rate of 
interest.  

To project interest rates with any certainty in the present economic climate continues 
to be very difficult if not impossible. As a consequence a GF Treasury Management 
Reserve was set up in 2011/12 to manage future interest rate fluctuations. The balance 
on the reserve at 31 March 2017 was £0.85 million. A similar reserve was established 
for the HRA during 2012/13 with an initial balance of £0.60 million.

In terms of interest return from sums invested, these continue to be historically low 
despite a rise in the Bank of England Base Rate in November 2017. 

1 The LIBOR (London Interbank Offered Rate) rate is the average interest rate that leading banks in 
London charge when lending to other banks.



6. Debt Limits 

Local borrowing limits are set as part of the Council’s consideration of its annual 
Prudential Indicators.  The limits projected by the Council for 2016/17 and for 
2017/18 are shown in the following table.  

External Debt Limits 2018/19
(as approved by Council, February 2012)

2017/18 2018/19

£m £m
Authorised Limit for external debt 325.0 325.0
Operational Boundary for external debt 425.0 425.0

The Authorised Limit is the limit placed by the Council on the absolute level of 
its gross debt at any time.  The Local Government Act 2003 stipulates that it 
must not be breached at any time.  The Operational Boundary on the other 
hand is a lower figure reflecting the planned maximum level of debt at any time, 
the difference being designed to give headroom to deal with unforeseen 
movements in cash flow.  It will not normally be a matter of concern if the 
Operational Boundary is breached temporarily due to variations in cash flow.  
However, a sustained or regular trend above the Operational Boundary would 
require investigation and appropriate action. 

These will be reviewed prior to setting the budget for 2018/19, to take into 
account any further changes in capital expenditure or resources.  As the two 
Debt Limits are set locally, the Council may review and amend either or both of 
them during the course of the year by formal resolution.

7. Debt Rescheduling

This is the practice of repaying debt of one maturity early in order to borrow for 
a different maturity period.  The purpose might be to reflect changes in 
borrowing needs or to take advantage of changes in interest rates.  The lender 
will usually offer a discount, or require payment of a premium, depending on 
the difference between the rate of interest on the existing loan and that offered 
in the markets or by the PWLB for the remaining term of that loan. 

The question of whether the Council will pursue any debt rescheduling will 
always have to take into account the net revenue effects of the premium/ 
discount against the costs/savings to be made in the average rate of interest 
payable on the new loans.  The PWLB terms on which premature repayment 
can be made are generally unattractive.  Rescheduling should only be 
considered where the economics can be justified over the term of the original 
or replacement loan. Another important consideration is the respective financial 
implications for the General Fund and Housing Revenue Account.

Decisions on rescheduling will be made by the Section 151 Officer or under 
delegated arrangements authorised by him.  They will also only be taken in 
consultation with TM advisers retained by him.



8. Treasury Indicators

The 2012 edition of the TM Code requires the inclusion of the following 
indicators within the annual TM Strategy.  

(1) Interest Rate Exposures

The following indicators set upper limits to the Council’s exposure to the 
effects of changes in interest rates, in 2018/19 and for the following two 
financial years, as required by the Code.

The figures are calculated on the amount of borrowing net of investments 
at any time, so, for example, a negative limit would indicate a weighting 
towards investments.

Upper Limit on fixed interest rate exposure 125%
Upper Limit on variable interest rate exposure + 25%

(2) Maturity Structure of Fixed Rate Borrowing

The following indicators are designed to limit the Council’s exposure to 
sums falling due for replacement at about the same time.  Variable rate 
debt, including for this purpose any short-term borrowing, would present 
no problem in this regard as it is likely to be replaced at similar rates of 
interest.  Long-term fixed loans however could be running at historical 
rates significantly different from the market rate at the time of repayment, 
with consequences for the revenue account.

The limits refer separately to the maximum and minimum proportions of 
the borrowing portfolio that may mature in each given time period. They 
have been reviewed without change for 2018/19. The minimum amounts 
have been set at 0% since, in the long term, one of the objectives of the 
HRA business plan is to repay the debt in full. The maximum limits have 
been kept at their limits to provide flexibility in decision making over 
appropriate maturity periods for new debt.

Maximum Minimum
Under 12 months 50% 0%
12 months and within 24 months 50% 0%
2 years and within 5 years 50% 0%
5 years and within 10 years 50% 0%
10 years and within 25 years 100% 0%
25 years and within 50 years 50% 0%

(3) Total Principal Sums invested for periods longer than 364 days

The limit on the maturity of longer-term investments is designed to limit 
the need to seek early redemption in the event of cash flow shortages 



and the possibility of loss that might arise.  It is not within the Investment 
Strategy of this Council to make deposits of more than twelve months.

Principal sums invested for more than 364 days At the 
discretion of 
the Section 
151 Officer

9. Proposed Treasury Management Strategy for 2018/19

Taking account of the above position, the Section 151 Officer recommends the 
following strategy for 2018/19:
(a) The overall direction of treasury management strategy will reflect the 

separation of HRA and GF debt (the two pool approach). 
(b) The overall debt and investment position will be managed having regard 

to the Prudential Indicators set by the Council and the treasury indicators 
set out above.

(c) The Council will invest its monies prudently, considering security first, 
liquidity second and yield last whilst also carefully considering its 
investment counterparties. It will similarly borrow monies prudently to 
meet the Council’s service objectives.

(d) The gross level of borrowing will be maintained below the average 
Capital Financing Requirement for the year.

(e) Surplus funds (with the exception of funds required for liquidity purposes 
or for internal investment) will be invested in accordance with the 
approved Investment Strategy.

(f) New borrowing will be diversified over a range of maturity periods, 
including short-term (less than one year), having regard to longer-term 
projections of CFR, liquidity considerations and expected movements in 
interest rates.

(g) Opportunities for rescheduling debt will be kept under continual review 
according to market and other relevant factors.

(h) The treasury management strategy including the investment strategy, 
will be continually reviewed in the light of changing circumstances, 
including legislation, and within the limits set by this Strategy as set out 
above, the Section 151 Officer will exercise his discretion to determine 
the extent to which surplus funds will be used to minimise new borrowing 
and exposure to external investments.

(i) Nothing in this strategy confers on the Section 151 Officer the authority 
to enter into any derivative or derivative like contract without the 
permission of the full Council.

10. Revisions to the Strategy

A revised Treasury Management Strategy will be prepared and submitted to 
Full Council where the Section 151 Officer considers that circumstances have 
changed sufficiently to require a variation to any of the provisions of this initial 



strategy as set out in paragraph 8 (or the equivalent paragraph in any 
subsequent revision to the strategy).

Otherwise, the Section 151 Officer is free to work within the limits determined 
by the strategy without reference to Full Council.  He will, however, as a 
minimum, draw attention to any such variation in his mid-year report and annual 
report on TM activity for the year.



Section 4 – Investment Activities

1. Investments

Section 12 of the Local Government Act 2003 gives a general power to local 
authorities to invest, “(a) for any purpose relevant to its functions under any 
enactment or (b) for the purposes of the prudent management of its financial 
affairs.”

The Investment Strategy applies only to the temporary external investment of 
surplus funds under Section 12(b).  It does not apply to loans or investments 
the Council may make under any other enactment, e.g. financial assistance on 
economic development, house renovation or well-being grounds.

The strategy has been prepared having regard to statutory guidance given by 
the Secretary of State and to CIPFA’s Treasury Management Code of Practice.  

2. General objective and order of precedence

The general objective is to invest surplus funds prudently.  Accordingly, priority 
is given to (1) security, (2) liquidity and (3) yield, in that order.  The highest rate 
of return is sought only after security and liquidity requirements are satisfied.

Paragraph 3 below deals with security issues, paragraph 4 with liquidity and 
paragraph 5 with achieving a satisfactory rate of return.

3. Classes of Investment and counterparty limits

In terms of counterparty inclusion in the strategy, the first deciding factor will be 
the Agency Ratings as outlined in Paragraph (1)(c) and (d). The ratings 
specified are the minimum acceptable to the Council and therefore any 
counterparty that falls below these ratings will not be considered further. Once 
this assessment is made, Link Asset Services’ (formerly Capita Asset Services) 
Credit Policy, as explained below, is applied to determine the maximum length 
of any transaction with each counterparty. This applies to both Specified and 
Non-specified investments. In addition to these suggested timings, there will 
always be an appropriate sum held ‘on call’ to ensure that the Council can meet 
any immediate obligations as they arise.  

Investments are classified as follows in the Secretary of State’s guidance:

 “Specified” Investments, which offer high security and high liquidity.  
They are always denominated in sterling and mature within one year.

 “Non-specified” Investments, which are any other investments approved 
by the authority in its Investment Strategy.

In recognition of the greater potential risk of non-specified investments, the 
strategy accords a higher level of procedural formality to this second class of 
investment. 



In the normal course of the Council’s investment activities, both specified and 
non-specified investments will be used.  

The Section 151 Officer will continue to make prudent decisions, acting within 
the parameters set out in this investment strategy, enabling the selection of a 
number of high quality counterparties which will be kept under continuous 
review. 

This Investment Strategy proposes the use of Link Asset Services’ Credit Policy 
as the main measure of counterparty risk. This policy, developed over a number 
of years, uses a variety of ‘stages’ to establish the creditworthiness of an 
organisation that the Council may wish to invest money with. These stages 
include taking a view of the scores allocated by the main Rating Agencies, 
which is the sole measure previously used by the Council. The main difference 
with this approach however, is rather than a counterparty being simply ‘in’ or 
‘out’ of the Counterparty List based on their credit rating, that risk is also 
managed with the length of fixed term investments, put simply, an investment 
with a counterparty with a higher perceived risk will only be permitted for a 
shorter period than those with a lower perceived risk. However, there will still 
be a requirement for any counterparty used by the Council, to meet minimum 
requirements before they are permitted on the Counterparty List and even then, 
it will be at the discretion of the Section 151 Officer if they can actually be used. 
This methodology is set out in further detail below.

Link Asset Services’ Creditworthiness methodology uses Sovereign and 
internationally comparable institution-level ratings from all three major rating 
agencies, namely: Fitch, Moody’s and Standard and Poor’s (S&P). Taking 
account of three agencies’ opinions strengthens the methodology generally and 
allows for a view to be taken even when institutions are not fully rated by all 
three major agencies.    

The methodology is a multi-stage formula based analysis used to accurately 
predict changes to the relative level of counterparty creditworthiness. The 
methodology has been developed and tested over a number of years to give 
users a solid and consistent basis for informing assessments around potential 
counterparty credit risk. 

Stage 1 – Macroeconomic assessment 
A view is taken regarding whether certain institutions or countries should be 
excluded from analysis on the grounds of wider research that indicates 
unacceptable credit risk. 

Stage 2 – Sovereign rating assessment 
Although implied sovereign support is no longer factored into credit ratings as 
a result of changes in the regulatory environment Link believe that some 
consideration should be given to the strength of the sovereign in an effective 
creditworthiness methodology.

If the sovereign rating is below a minimum standard, then it is sufficient for that 
sovereign and its associated institutions to be removed from consideration for 



inclusion on the counterparty list. 

Stage 3 – Core credit assessment (unadjusted score) 
Credit rating feeds from Fitch, Moody’s and S&P deliver the rating data used 
for the first cut of the formula-based assessment. Ratings from the three main 
agencies are internationally comparable ratings ensuring consistency across 
countries. Depending on the score, the entity is assigned a Suggested Duration. 
This suggested duration may be adjusted by subsequent steps of the 
methodology. 

Stage 4 – Watch and Outlook adjusted assessment (W/O adjusted score) 
The Link Asset Services Rating Methodology also takes into account negative 
and positive rating Watches and Outlooks, by adding and subtracting points to 
the core credit assessment scores of institutions. 

Stage 5 – Credit Default Swap (CDS) adjusted assessment (CDS adjusted 
assessment) 
CDS spreads are a derivative in which the credit exposure within a transaction 
is transferred from one party to another. In the event of a default, the seller 
would need to compensate the purchaser and this is priced into the transaction. 
CDS spreads therefore reflect the up-to-date market perception relating to an 
entity’s credit quality. A benchmark CDS index which measures the “average” 
level of the most liquid European financial CDS spreads in the market. 

Using CDS spread an institution can be classified as ‘in range’, ‘monitoring’ or 
‘out of range’. Dependent on their CDS spread score compared to market 
averages, a ‘monitoring’ score would lead to a lowered total and an ‘out of 
range’ score, leading to removal from the lending list.

The result of this activity is that each of the Counterparties that meets the 
Council’s minimum requirements is graded with a suggested maximum 
investment term. This grading is colour coded and takes the following form:

Yellow – 60 Months
Purple – 24 Months
Blue – 12 Months
Orange – 12 Months
Red – 6 Months
Green – 100 Days

Within the above grading, Blue is used for UK nationalised or part nationalised 
financial institutions and Yellow is for Government related/guaranteed entities, 
such as other local authorities and Debt Management Office.

(1) Specified Investments

Deposits may be made with institutions in any of the following categories 
all of which are designated in the guidance as appropriate for the making 
of specified investments:
(a) the UK Government (via the Debt Management Office)



(b) a local authority
(c) any Money Market Fund of high credit quality 
(d) any other body of high credit quality 

Deposits must be in sterling and may be placed in category (a) without 
limit and in categories (b), (c) and (d) may not exceed £5 million at any 
time, with the exception of the circumstances is outlined in Paragraph 4.

The Section 151 Officer defines “high credit quality” as satisfying certain 
conditions at the time the deposit is made.  The starting point is the 
institution’s Credit Rating, assessed as described below.  Normally, no 
institution failing the Credit Rating test will appear on the Council’s 
approved list.  However, the Section 151 Officer, or staff approved by 
him under delegated arrangements for this purpose, will also have 
regard to other information concerning the institution, actual or 
speculative, reasonably available to him at the time.  Taking all relevant 
information into account, an institution that passes the Credit Rating test 
could be removed from the list and it is possible an institution that failed 
the test could be promoted to the list on grounds of more positive 
information.

The Credit Rating test applied in 2018/19 would require an institution to 
meet each of the following levels of rating by Fitch Ratings Limited, 
Moody’s Ratings and Standard and Poor’s (S&P), or higher.  If the 
institution does not meet all the criteria from all three agencies, it will fail 
the test.  All ratings must be institution specific, i.e. an institution cannot 
rely on its parent institution’s ratings if its own ratings do not meet the 
criteria. Only when these conditions are met will the timing criteria be 
applied.

An explanation of the ratings of each agency is provided in the Appendix 
to this document:

Fitch Moody’s S&P

(c) Any Money Market Fund

Long term Issuer Default rating AAA Aaa AAA

(d) Any other body

Long term Issuer Default rating BBB+ A2 BBB+

Short term Issuer Default rating F2 P-1 A-2

The Section 151 Officer will maintain a list of institutions in categories (c) 
and (d) that meet the ‘high credit quality’ conditions and will make 
deposits only with those on the current list. The list may include rated 
building societies where they meet the criteria of specified investment, 



i.e. denominated in sterling, with a maturity of less than one year and in 
possession of a high credit rating from the agencies.

The Section 151 Officer’s advisers constantly monitor credit ratings and 
other relevant information and advise him as soon as there is a change.  
When the credit rating of a listed institution moves below the minimum 
profile, other information will be consulted and a decision made as to 
removal or not from the approved list.  Where an institution is removed, 
any existing deposits will run to maturity, except where they are 
repayable “at call”, in which case they will be called back immediately for 
same or next business day value.

(2) Non-Specified investments

Subject to the conditions prescribed below, deposits may be made with 
institutions in the following categories, as non-specified investments:

(e) a building society with assets valued in excess of £5 billion
The total of deposits with any one building society in this category may 
not exceed £3 million at any time.

The Council’s criteria for selecting appropriate building societies (except 
rated institutions which must meet the requirements of a specified 
investment) relate first to their asset base and secondly to the application 
of Link Asset Services’ Credit Policy. 

The credit standing of the Building Society sector relies on the high 
degree of probity within building societies, the quality of their assets and 
the regulatory system put in place by the Building Societies Act 1986 and 
carried out by the Financial Conduct Authority.  This being the case, their 
asset base is considered a more appropriate measure of credit 
worthiness than credit ratings.  Indeed, many building societies of good 
standing have chosen not to apply for credit rating.  Accordingly, the 
Council will treat all investments with building societies which do not have 
a rating in the category as “non-specified investments”. Where the 
institution is rated by all three agencies it is treated as a “specified 
investment”, and the basis of selection will be in accordance with the 
criteria applied for specified investments, provided it meets the minimum 
asset base of £5 bn.
In the same way however as is described for assessing the credit quality 
of institutions in categories (c) and (d) above, a society in category (e) 
could be removed from the list on the basis of adverse information and 
a society with a lower asset base could be promoted to the list on the 
grounds of more positive information.  Relevant information may include 
credit ratings, where available, and appropriate enquiries shall be made.

The asset values applicable to building societies will be reviewed at least 
once each financial year using valuations published in the latest edition 
of the Building Societies Association Factsheet or an equivalent 
publication.



The Section 151 Officer will maintain a list of institutions approved in this 
category that meet these conditions and will make deposits only with 
those on the current list.

(f) the Council’s own bank
In the case where:

 the Council’s own bank fails the Credit Rating test described in 
paragraph (1) above, 

 no overriding information is available to the Section 151 Officer 
that satisfies him or his delegated staff as to the high credit quality 
of the bank, and

 it is not possible on a particular day to place funds with an 
institution in any of the categories (a) to (e)

Should the total of deposits with the Council’s bank in this category at 
any time exceed £5 million, the Section 151 Officer shall be informed 
immediately, with the exception of the circumstances outlined in 
Paragraph 4.

(g) Property funds
The Council may invest in property funds meeting the minimum criteria 
as advised by the Council’s Treasury Advisors (Link Asset Services), 
and with the approval of the Section 151 officer.

Property funds are a vehicle for investing funds and diversifying 
investments. Property funds should be seen as a medium to long term 
investment to ensure that the full benefit of the return is seen, and to also 
ensure that any entry and exit costs are covered over the life of the 
investment.  Any fund of this nature incurs costs, and these vary 
depending on the type of fund.  Property funds can provide a regular 
return on the initial investment amount.

In addition to this the market value of the properties and the unit price 
held by the Council can fluctuate.  The unit price can fluctuate upwards 
as well as downwards and variations between purchase price and latest 
valuation at the 31st March or date of sale do need to be reflected in the 
Council’s accounts.

The use of these instruments can be deemed to be capital expenditure, 
and as such will be an application (spending) of capital resources.  This 
Council will seek guidance on the status of any fund it may consider 
using to ensure that this is not the case.

Such investments shall not exceed £5 million at any given time. 

(h) UK Government Gilts and Bills
A| gilt is a UK Government liability in sterling, issued by HM Treasury 
and listed on the London Stock Exchange. The term “gilt” or “gilt-edged 
security” is a reference to the primary characteristic of gilts as an 



investment: their security. This is a reflection of the fact that the British 
Government has never failed to make interest or principal payments on 
gilts as they fall due. Treasury Bills are bearer Government Securities 
representing a charge on the Consolidated Fund of the UK issued in 
minimum denominations of £5,000 at a discount to their face value for 
any period not exceeding one year. Although they are usually issued for 
3 month (91 days), on occasion they have been issued for 28 days, 63 
days and 182 days.

Such investments shall not exceed £5 million at any given time.

(3) Longer-term deposits

Deposits and investments will be made for periods longer than twelve 
months only in instances where the yield is sufficiently high and the 
investment will not compromise the liquidity position of the Council. Such 
investments will only be made with the express approval of the S151 
Officer.

(4) All non-specified investments

Subject to the limits on individual institutions and on the liquidity 
requirements set out in paragraph 4, it is permissible to have 100% of 
total deposits held in non-specified investments.
Additional categories may only be added to the list of non-specified 
investments following the procedure set down in paragraph 10 below, 
and following an assessment of the risks to the security of the Council’s 
funds.

4. Liquidity

The Council will carefully plan and monitor its principal cash flows in order to 
predict shortages or surpluses for up to twelve months ahead.  The forecast will 
be more detailed for the immediate period ahead and will be continuously 
monitored and updated as new information becomes available.  The Section 
151 Officer will ensure, under delegated arrangements approved by him, that 
borrowings, investments and other cash flows are managed to ensure there is 
appropriate operational liquidity, i.e. that there is sufficient access to funds 
through borrowing and investments to enable the Council to meet its liabilities 
as they fall due.  In June 2012, the Council closed its overdraft facility and as 
part of this measure the balance in the Special Interest Bearing Account (SIBA) 
was included in the calculation of the overnight balance, with any shortfall or 
surplus in the general account being automatically transferred into the SIBA. 
As a result of this, there are occasions when, overnight, the balance on this 
account may exceed £5m by a small amount, with this surplus being reinvested, 
if not required, the following day. 

The maximum periods for which funds may be prudently invested will be 
determined at all times by reference to the cash flow forecast. An agreed 



amount will always be kept ‘on call’ (available on the same day) to deal with 
any unforeseen cash flow pressures.

It is desirable from time to time to ‘forward deal’.  This involves committing to 
the terms of a future investment now rather than waiting until the date when the 
funds are expected to become available and taking whatever the market has 
on offer at that time.  This may be useful in a number of ways, for example:

 a few days ahead of a significant cash receipt to ensure effective use of 
funds on the day

 in connection with a restructuring of debt to accommodate temporary 
cash differences on the day

 to lock in to today’s favourable interest rates when the market is 
predicted to fall.

In all these cases, it is possible that liquidity is compromised if the cash flow 
projections on which the deal is based do not materialise when the time comes 
to transfer funds.
Having regard to the effectiveness of cash flow forecasting and the flexibility to 
adjust other cash flows to accommodate most variances as they happen, the 
Section 151 Officer considers that Officers should be permitted the flexibility to 
deal forward for periods up to three months, subject to approval under an 
internal delegation scheme.  All forward dealing is subject to the constraints 
and limits put in place by the other provisions of the Treasury Management 
Strategy.

For the purpose of defining the term of an investment, it will be regarded as 
commencing on the date that the commitment is entered into, rather than the 
date on which the funds are paid over to the counterparty.  This would prevent, 
for example, a twelve-month fixed deposit being dealt in advance (as the term 
would extend over more than twelve months), whereas a six-month fixed 
deposit dealt three months in advance would be acceptable.

5. Yield (i.e. Return on Investments)

Investments made where the return generated by the instrument may involve 
changes in the value of the principal sum will be carefully managed.

The strategy for realising a return on investments, having regard to the levels 
of surplus cash available, the climate for interest rates and other factors, is dealt 
with in the annual Treasury Management Strategy (Enclosure No. 2).

6. Investment Consultants

Accessing suitable sources of information, especially in relation to credit risk, 
are essential elements of an effective TM operation.  The Section 151 Officer 
retains the services of specialist advisers for this purpose, as well as advice on 
borrowing, regulation and other technical aspects of capital finance.  The quality 
of the service is controlled through regular monitoring and feedback, as well as 
through dialogue at quarterly review meetings.



In relation to investments, the Council receives regular economic advice 
including interest rate forecasts, a weekly and monthly newsletter, a regularly 
updated diary of events affecting the money markets, technical advice on the 
TM Code of Practice and the CLG statutory guidance as well as money market 
practice, assistance with formulation of the Investment Strategy, the Treasury 
Management Strategy and the Annual TM Report, access to their website, 
which provides a comprehensive source of information and occasional 
technical papers, guidance on investment strategy and in response to ad hoc 
queries, and a constant review of credit ratings tailored to the Council’s lending 
criteria as approved in its Investment Strategy for the year.  Training courses 
for staff are available as well as regular seminars on topical issues.
Whilst a constructive and transparent partnership is encouraged, it is explicit in 
the relationship that the service provider acts only as adviser and the Council 
and its Officers are responsible for all decisions taken.

7. MIFID II

On 3 January 2018 a revised version of the Markets in Financial Instruments 
Directive (or MIFID II) came into force. Although a lengthy and complex piece 
of legislation, the effect on the Council is relatively straight-forward. At 
commencement, the Council was automatically enrolled into the regulations as 
a ‘Retail’ client. This gave the Council some protections in its investment 
decision-making, but also imposed some restrictions in activity, such as not 
being able to invest in Money Market Funds. 
Due to these restrictions, the Council has decided to opt-up to the next highest 
client level, known as ‘Professional’. This level gives the Council access to all 
investment vehicles it previously had, but it needed to meet certain criteria for 
this option to become effective as follows:
Quantitative test

(a) Does the size of the local authority’s financial instruments portfolio (including 
both cash deposits and financial instruments) exceed £10,000,000? 

(b) Has the local authority carried out transactions (in significant size) on the 
relevant market, at an average frequency of at least 10 per quarter for the 
previous four quarters (i.e. at least 40 investments on the relevant market in 
the last year)?

(c) Does the person authorised to carry out transactions on behalf of the local 
authority work or has that person worked in the financial sector for at least 
one year in a professional position, which requires knowledge of the 
provision of services envisaged? 

There is a further qualitative test that covers, broadly, the governance 
arrangements, risk management and expertise and experience of the staff that 
investment decisions are delegated to.

The Council is able to meet all of these tests and are therefore considered by all 
the Counterparties and their brokers to be a Professional Client.



8. Investment Training

Training for Members will continue to be provided and will build upon that 
delivered during 2017/18. Officer training will focus on need with the level and 
type of training provided being dependent upon the role that any particular 
officer plays within the TM function.

9. Investment of Money Borrowed in Advance of Need

The Secretary of State recommends in his statutory guidance that the strategy 
should state the authority’s policies on investing money borrowed in advance 
of spending needs.

It is clear from paragraph 8(c) of the Treasury Management Strategy that 
average weighted gross borrowing will be maintained below the Capital 
Financing Requirement (CFR), which is the defined by the Prudential Code as 
the authority’s underlying need to borrow.  Any external investments are the 
result of normal cash flow management, with borrowing remaining below the 
level of the need to spend.

10. Additional measures to reflect current market conditions

On 23 June 2016 the United Kingdom voted to leave the European Union 
following a Referendum on the issue (known commonly as Brexit). Officers 
have, and will continue to assess the impact of Brexit on treasury management 
activities. To date, it is only where Brexit has had an effect on the wider 
economy, that this has had a subsequent effect on the treasury function, with 
Enclosure 2 detailing some of these impacts on, for example, investment rates. 
This position continues to be monitored, however the delegation in place within 
the 2018/19 Strategy does provide sufficient authority to the Section 151 Officer 
to react to these changing circumstances quickly and appropriately as required.

11. Revisions to the Strategy

It is recommended that the Section 151 Officer is free to work within the limits 
determined by the strategy without reference to Full Council, following the lifting 
of restrictions, including taking action on his own initiative at any time to restrict 
further the provisions of the strategy and to subsequently lift such restrictions.  
He will however, as a minimum, draw attention to any such action in his mid-
year report and annual report on TM activity for the year.



Credit Ratings – Summary Definitions Appendix

Long-term Issuer Default rating

This rating measures the ability of a financial institution to meet all of its most senior 
financial obligations on a timely basis over the term of the obligation.  It is therefore 
effectively a benchmark for rating institutions’ probability of default.

 For Fitch ratings: the top end of the scale is AAA (the lowest expectation of 
credit risk) and ranges down to D (where the institution is in default and the 
potential for recovery of funds in minimal).

 For Moody’s ratings: the top end of the scale is Aaa (highest quality with minimal 
credit risk) and the lowest related class is C (where the institution is in default 
and the potential recovery is minimal).

 For Standard & Poor’s ratings: the top end is AAA (the lowest expectation of 
credit risk) and the lowest class is D (where the institution is in payment default).

Short-term Issuer Default rating

This rating is based on the liquidity profile of the institution and relates to its ongoing 
capacity to meet financial obligations within a relatively short time horizon (normally 
less than 13 months).

 For Fitch ratings: the scale ranges from F1 (highest) to D (actual or imminent 
payment default)

 For Moody’s ratings: the scale is from P-1 (highest, where the institution has 
the superior ability to repay short-term obligations) to P-3 (the lower end of 
ability to repay short-term obligations).

 For Standard & Poor’s ratings: the scale is A-1 (highest) to D (imminent default 
in payment)

Individual (Fitch), Strength (Moody’s)

These ratings are assigned only to banks and assess how a bank would be viewed if 
it were entirely independent. Capita have advised that this “standalone” rating be 
removed as the exclusion of sovereign status from the institutions has adversely 
affected the rating but does not represent any intrinsic change. 

 Fitch ratings: The principal factors assessed are balance sheet integrity and 
profitability.  The range is from A (a very strong bank) to F (bank has defaulted 
or would have defaulted without external support).

 Moody’s ratings: range from A (strong intrinsic financial strength) to E– (in 
serious difficulty).

 Standard and Poor’s have no ratings criteria for this. 

Capita will continue to publish the these ratings, it is however intended to use the 
results of these to inform investment decisions rather than dictate them.



Section 5 – Minimum Revenue Provision

Regulations require local authorities to make “prudent provision” for the repayment of 
debt.  Statutory guidance was issued by the Secretary of State in 2008 and updated 
in 2010 concerning the “minimum revenue provision” (MRP), which is the minimum 
amount authorities are now required to set aside from revenue each year for this 
purpose.  Authorities are free to set aside a greater amount than MRP, from revenue 
or capital resources.

Instead of a fixed statutory calculation as in the past, authorities now have options for 
calculating MRP, and in line with other regulatory requirements relating to debt (e.g. 
the Prudential Indicators), a “statement” setting out its policy on making MRP is 
required to be adopted by Full Council prior to the commencement of each financial 
year.  The MRP statement may be amended by Full Council at any time before the 
end of the relevant financial year.

The measure of an authority’s debt for this purpose is the “Capital Financing 
Requirement” (CFR), which is defined in the Prudential Code.  This is the cumulative 
amount of capital expenditure that has not yet been financed from capital resources 
(e.g. capital receipts, grants and contributions, or from revenue or other reserves).  It 
therefore represents the value of the authority's outstanding borrowing and other 
sources of credit, such as finance leasing at any time.

The CFR is divided into two parts according to whether the capital shortfall relates to 
Housing Revenue Account (HRA) expenditure or General Fund expenditure.  

General Fund Minimum Revenue Provision Policy

As regards General Fund debt, three options are now offered that the government 
considers would satisfy the requirement to make a prudent provision for the repayment 
of debt:

 Option 1 (the “regulatory method”)
Authorities may provide for debt repayment at the rate of 4% of the opening 
General Fund CFR for the year.  This option is available however only for 
expenditure incurred prior to 1st April 2008 (or for future expenditure supported 
by government subsidy, if any).

 Option 2  (the “asset life method”)
This option is available for all General Fund debt, including debt relating to 
expenditure incurred before April 2008.  MRP is calculated according to the 
estimated life of the asset on which the relevant expenditure was incurred.  An 
equal amount of debt is charged to revenue each year of asset life, 
commencing with the year following the year the expenditure was incurred (or 
the year following the asset coming into operation, if later).

There are different rules for special cases.  In the case of expenditure financed 
from leasing, the principal repayment inherent in the lease may be used.  There 
are also options for using an annuity approach in appropriate cases.  For 



expenditure that cannot properly have an asset life attributed to it (e.g. freehold 
land), or expenditure unrelated to a capital asset (e.g. grants for capital work by 
others), the guidance prescribes certain maximum life assumptions. 

 Option 3 (the “depreciation method”)
This option is effectively the same as Option 2.  

In addition to those suggested above, the Council can make an alternative 
provision as long as this provision remains prudent. One of the options that is 
quite widely used is the Annuity Method. This method charges more of the interest 
and therefore less of the principle in the early years, which equalises at the halfway 
stage and then reverses for the later years of the asset life. This better reflects the way 
that assets generally ‘wear out’ with a slower start and greater deterioration at the end 
of the asset life.   

MRP for Investment Properties

The asset life method would not be suitable for calculating MRP on such properties. 
They are being held for both rental income and capital appreciation purposes and, in 
theory, would generate a sufficient amount on disposal to repay any borrowing 
undertaken to finance their acquisition. To set aside an MRP each year in such 
circumstances would be over-prudent.

The guidance from the Secretary of State includes as an option a depreciation method. 
Essentially, the MRP chargeable would be equivalent to the depreciation charge in 
any year for the underlying asset. As has already been established there is no 
requirement to depreciate investment properties so there would be no MRP 
chargeable under this method. However, the guidance also states that the MRP 
charge under the depreciation method ‘should include any amount for impairment 
chargeable to’ revenue. This recognises that charges to revenue can arise from 
changes in fair value not by depreciation.

Recognising such impairments as MRP is, however, problematic. The accounting 
requirements recognise that fair values can rise as well as fall and provide for both 
impairments and revaluation gains to be recognised in the revenue account. The 
statutory adjustment that authorities are required to make applies to both impairments 
and revaluation gains. To simply follow the guidance as written would mean that 
revaluation gains are ignored but impairments are charged as MRP (despite the fact 
that an impairment may be the reversal of revaluation gains from previous years). To 
recognise an impairment in full at the point that it arises also ignores the long term 
nature of such investments where such reductions in value can be reversed over the 
period that the asset is held (although the opposite position is just as possible).

In addition an impairment does not necessarily affect the revenue generating potential 
of an asset. Rents are, in general, fixed for periods of time and a downturn in the 
property market would not immediately affect those rents. To recognise an impairment 
in full in one year ignores this position.



Proposal

Adopting a position where an impairment is not recognised would not be prudent but 
simply following the guidance (or using the asset life method) would be over-prudent. 
The proposal on MRP for investment properties is, therefore, that:

1) A modified version of the depreciation option as set out in the guidance is 
adopted

2) The option is modified as follows:

a. Impairments that are the reversal of previous revaluation gains will NOT 
be recognised as MRP.

b. Impairments that are not the reversal of previous revaluation gains (i.e. 
the revised value of the asset as a result of the impairment is less than 
the initial cost of the asset) will be recognised in MRP over the estimated 
useful life of the asset (as determined at the time of acquisition).

c. If a subsequent valuation takes the carrying value above the initial cost 
less MRP provided to date then MRP would cease. The trigger for 
resuming MRP would be an impairment that takes the carrying value 
below the sum of initial cost less MRP provided to the date of the upward 
revaluation.

To effectively implement this approach such assets will be subject to annual 
valuations.

The following MRP policy is recommended for adoption for 2018/19.  It is consistent 
with the basis on which the draft budget for 2018/19 and the forward financial forecast 
to 2021/22 have been prepared.  

General Fund Minimum Revenue Provision Policy Statement
It is recommended that Minimum Revenue Provision in respect of 2018/19 be 
determined in accordance with the following policy:

(1) In respect of all non-housing capital expenditure incurred before 1 April 2008 
or which from April 2008 will be supported non-housing capital expenditure the 
regulatory method.

(2) In respect of investment properties acquired on or after 1 April 2017 the 
depreciation method modified such that:

a) Impairments that are the reversal of previous revaluation gains will NOT 
be recognised as MRP.

b) Impairments that are not the reversal of previous revaluation gains (i.e. 
the revised value of the asset as a result of the impairment is less than 
the initial cost of the asset) will be recognised in MRP over the estimated 
useful life of the asset (as determined at the time of acquisition).



c) If a subsequent valuation takes the carrying value above the initial cost 
less MRP provided to date then MRP would cease. The trigger for 
resuming MRP would be an impairment that takes the carrying value 
below the sum of initial cost less MRP provided to the date of the upward 
revaluation.

(3) In respect of loans made to third parties for capital purposes no MRP will be 
made except if the value of the loan is impaired in which case MRP will be made 
to the value of that impairment in equal instalments over the remaining life of 
the loan.

(4) For assets acquired under finance leases the principal repayment inherent in 
the lease will be used as the basis for MRP in respect of those assets.

(5) In respect of all other unsupported non-housing capital expenditure incurred on 
or after 1 April 2008, the asset life method on an annuity basis will be used. 

(6) The Section 151 Officer has the discretion to alter this approach should 
circumstances dictate provided that the overall level of MRP charged in any 
given year remains prudent and that any such changes are reported to 
Members in the Outturn report for the relevant year. 

HRA Minimum Revenue Provision Policy Statement

There is no statutory requirement to make a MRP in the HRA. There is, therefore, no 
requirement to follow the CLG Guidance when considering an appropriate provision 
for the HRA. It is, therefore, proposed that revenue provision for the repayment of debt 
in the HRA is determined during the budget process and takes into account the 
revenue and capital resources available for such provision after the priorities of the 
Medium Term Financial Strategy have been taken into account.



Section 6 – Prudential Indicators

Indicators for Prudence

Estimates of capital expenditure 
The local 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. These prudential indicators will be referred to as estimates of capital 
expenditure and shall be expressed in the following manner: 
Estimate of total capital expenditure to be incurred in years 1, 2 and 3

Estimates of capital financing requirement 
The local authority will make reasonable estimates of the total capital financing 
requirement at the end of the forthcoming financial year and the following two years. 
These prudential indicators will be referred to as the estimates of capital financing 
requirement and shall be expressed as follows: 
Estimate of capital financing requirement as at the end of years 1, 2 and 3

Indicators for External Debt

Authorised limit 
The local authority will set for the forthcoming financial year and the following two 
financial years an authorised limit for its total gross external debt, separately identifying 
borrowing from other long-term liabilities. This prudential indicator will be referred to 
as the authorised limit and shall be expressed in the following manner: 
Authorised limit for external debt = authorised limit for borrowing + authorised limit for 
other long-term liabilities for years 1, 2 and 3 
Operational boundary 
The local authority will also set for the forthcoming financial year and the following two 
financial years an operational boundary for its total external debt, excluding 
investments, separately identifying borrowing from other long-term liabilities. This 
prudential indicator will be referred to as the operational boundary and shall be 
expressed in the following manner: 
Operational boundary for external debt = operational boundary for borrowing + 
operational boundary for other long-term liabilities for years 1, 2 and 3

Gross debt and the capital financing requirement 
In order to ensure that over the medium term debt will only be for a capital purpose, 
the local authority should ensure that debt does not, except in the short term, exceed 
the total of capital financing requirement in the preceding year plus the estimates of 
any additional capital financing requirement for the current and next two financial 
years. If in any of these years there is a reduction in the capital financing requirement, 
this reduction is ignored in estimating the cumulative increase in the capital financing 
requirement which is used for comparison with gross external debt. This is a key 
indicator of prudence. This prudential indicator will be referred to as gross debt and 
the capital financing requirement. Where the gross debt is greater than the capital 
financing requirement the reasons for this should be clearly stated in the annual 



treasury management strategy.

Indicators for Affordability

Estimates of financing costs to net revenue stream 
As a minimum, the local authority will estimate for the forthcoming financial year and 
the following two financial years the proportion of financing costs to net revenue 
stream. This prudential indicator shall be referred to as estimates of the proportion of 
financing costs to net revenue stream and shall be expressed in the following manner: 
Estimate of financing costs ÷ estimate of net revenue stream x 100% for years 1, 2 
and 3

All of these Prudential Indicators are presented in the following Appendix.



Appendix

Prudential Indicators

 2017/18 2018/19 2019/20 2020/21 2021/22
 £'000 £'000 £'000 £'000 £'000
      
Estimates of Capital Expenditure      
General Fund 1,497 1,477 1,337 1,337 1,337 
HRA 20,843 25,543 25,858 26,180 26,508 
Total 22,340 27,020 27,195 27,517 27,845 
      
Estimate of Capital Financing 
Requirement      
General Fund 63,393 105,693 129,174 147,385 151,700 
HRA 205,226 205,148 205,072 204,998 204,927 
Total 268,619 310,841 334,245 352,383 356,627 
      
External Debt      
Authorised Limit 425,000 425,000 450,000 475,000 475,000 
Operational Boundary 325,000 325,000 350,000 375,000 375,000 
      
Estimate of Financing Cost to Net 
Revenue Stream      
General Fund 6% 12% 15% 12% 12%
HRA 18% 17% 17% 16% 15%
Total 13% 16% 16% 15% 14%
      
Estimate of Financing Cost to Gross 
Expenditure 1% 2% 3% 2% 2%
      
Gross Debt and the Capital Financing 
Requirement      
Estimated Gross Debt 223,639 259,456 279,975 294,782 298,982 
Capital Financing Requirement (CFR) 268,619 310,841 334,245 352,383 356,627 
CFR + Following 2 Years Increases 334,245 352,383 356,627 360,871 365,114 


