
 
 
 
 
 
 

CABINET 
30th January 2018 

 
AGENDA ITEM 6.1 

 
 

Subject: TREASURY MANAGEMENT STRATEGY 2018/19 
 
 

Report by: Cabinet Member for Finance  
 

 

Enquiries contact: 
Phil Reeves Tel: 01245 606562  
e-mail: phil.reeves@chelmsford.gov.uk 

 

Purpose 
This report sets out the recommended approach together with the associated risks in managing the 
Council’s cash investments in 2018/19. 
 

Options 
To agree or vary the proposals in the report. 

Recommendation 
That the Cabinet accepts the report as endorsed by the Audit Committee and recommends to 
Council that: 

i. the Council recognises that the investment strategy does result in some risk to capital 
invested but this is at an appropriate level 

ii. the Treasury Strategy for 2018/19 is approved (Appendix 1); and 
iii. the Treasury Management Prudential Indicators for 2018/19 are approved (Appendix 2). 

 

Corporate Implications 

Legal: If no proposal is made to Council the authority will be in breach of 
its statutory duties 

Financial: As detailed in the report 

Personnel: None 

Risk Management: None 

Equalities and Diversity: None 

Health and Safety: None 

IT: None 

Other: None 

 
 
 
 
 
 

 
 
 
 

 

 

 

 

 

 

 

 

Consulters:  
Audit Committee 

Policies and Strategies: 
N/A 

Corporate Plan Priorities 
 
The report relates to the following priorities in the Corporate Plan  

Attracting investment and delivering infrastructure x  

Facilitating suitable housing for local needs x  

Providing high quality public spaces x  

Promoting a more sustainable environment x  

Promoting healthier and more active lives x  

Enhancing participation in cultural activities x  

mailto:phil.reeves@chelmsford.gov.uk


1.0 Background 
 

1.1 The Council can expect to have cash to invest arising from its revenue and capital balances, and 
collection of Council Tax. This cash can be usefully invested to produce a return to help support 
services and Council Tax. The activities around the management of this cash are known as 
‘Treasury Management’. 

1.2 The amount of cash the Council has to invest will decline as the Council funds its capital 
programme.  
 

1.3 Treasury Management is defined by the Chartered Institute of Public Finance and Accountancy 
(CIPFA) as: 
“The management of the local authority’s investments and cash flows, its banking, money market 
and capital market transactions; the effective control of the risks associated with those activities; 
and the pursuit of optimum performance consistent with those risks” 
 

1.4 CIPFA produce a framework for managing treasury activities, called a ‘Code’. Councils are legally 
required to have regard to this Code and members of CIPFA are expected to comply with its 
requirements. This report fulfils the Authority’s legal obligation under the Local Government Act 
2003 to have regard to both the CIPFA Code and the CLG Guidance. 
 

1.5 Treasury Management regulation for local authorities requires the Council to produce the following 
documentation: 

i) An overarching Treasury Management Policy Statement. This sets out the objectives 
of the Council’s treasury management activities.  

ii) Treasury Strategy (Appendix 1). This sets out the Council’s approach to managing its 
investments for the year ahead.  

iii) Treasury Management Practice Statements (TMPS). These are procedure notes, 
detailing how the Council will manage its treasury management risks. The Director of 
Finance is delegated to produce the TMPS; they do not require member approval and 
are therefore not reported formally. 

iv) Yearly and Half Yearly Activity Reports. Made to Council in June and December each 
year.  

v) Quarterly Reports to Treasury Management Audit Sub-committee. Detailing 
performance and reviewing the strategy. 

 
1.6 The Council’s investment priorities as required by Government regulations are in order of priority:  

(a)   the security of capital 
(b)   the liquidity of its investments; and 
  when these are satisfied  
(c)   Yield.  
 

1.7 In 2017 CIPFA have consulted on changes to the Code. However, a revised code has not yet 
been published so this strategy does not adopt any of the proposed changes. If legally required, it 
may be necessary to revise this strategy during the financial year 2018/19. 
 

2.0 Audit Committee Review of Treasury Management Strategy 
 

2.1 The Treasury Management Sub-committee of the Audit Committee has reviewed the contents of 
this report and any comments or changes recommended have been incorporated.  
 

3.0 Executive summary of Proposed Investment Strategy 
 

3.1 The key requirements operationally for the Council are summarised in paragraph 3.2, with a more 
detailed version in Appendix 1. 
 

3.2 Summary of Treasury Strategy for 2018/19 (full details Appendix 1) 
1) The 2018/19 Treasury Strategy will have the same Counter Party and duration investment 

limits as the 2017/18 Strategy   
2) All Council investments will be made in UK sterling.  
3) Below are the criteria by which officers will choose counter parties with whom to invest the 

Council’s funds. The criteria cannot however remove all risk of loss of funds. The criterion 
balances security of funds and return on investments. The following are the maximum 
investment limits that may be used and officers may in practice operate lower ones. The 



decision to operate lower limits will be based on market information and advice from 
Arlingclose the Council’s Treasury Management advisor. 

4) The option to invest in a mixed asset or bond fund has been added to the strategy to give 
Officers additional flexibility in the management of the Council’s core cash. However, 
Officers do not at this time propose any specific investment activity and any such activity 
will be undertaken only with the approval of the Treasury Management sub-committee. 

 
 

Investments 
Min.  Credit 
Criteria 

Max. Limit 
£m 

Max. 
maturity 
period 

Change from 
existing approach 

NatWest /Royal Bank of 
Scotland Group.  

BBB £3m Instant 
Access 

None 

Enhanced Money 
Market Funds (Variable 
Unit Price) Up to 5 funds 

AAA £6m each 
fund 

2-5 day 
notice 

None 

UK Banks  
 

A- £3m for 
group 

364 
days 

None 

Building Societies A- £3m 364 
days 

None 

Non-UK Banks  AA- £3m each 
group 

364 
days 

None 

Non-UK Banks  A- £3m each 
group 

100 
days 

None 

Registered Social 
Landlord Loans  

A- £3m each 
group 

364 
days 

None 

Reverse Repurchase 
Agreements 
(each agreement) 

AA- £6m 364 
days 

None 

Money Market Funds 
(per fund) 

AAA £6m each 
fund 

Instant 
Access 

None 

 

Investments 
Min.  Credit 
Criteria 

Max. Limit 
£m 

Max. 
maturity 
period 

Change from 
existing approach 

CCLA Local Authority 
Property Fund 

Unrated £8m  n/a None 

Covered Bonds 
(per bond) 

AA- £6m 3 years None 

Mixed Asset or Bond 
funds or a second 
Property Fund* 

AA- £6m n/a New addition to 
strategy – any new 
investment activity 
will be authorised by 
Cabinet 

Supranational Bonds 
(per institution) 

AAA £6m 3 years None 

Debt Management 
Agency Deposit Facility, 
Governments Bills or 
Gilts 

UK 
Government 

No Limit 5 years None 

Local Authorities / Bank 
Deposits Collateralised 
(guaranteed against 
local authority loans) 
 

UK 
Government 

No Limit 5 years None 

Challenger Banks e.g. 
Aldermore, Metro etc 

Unrated Delegate to Treasury Mgt committee authority to 
determine criteria to invest up to £3m  

 

 * Addition for financial year 2018/19 
 

5) The investment Counter Parties identified reflect the Council’s investment strategy to 
reduce over a number of years the use of unsecured bank and building society deposits 



and instead use a wider range of institutions that provide a lower risk of loss of Council 
capital. 

 
6) To continue holding up to £8m (£5m initial investment plus a generous allowance for 

unrealised capital growth) investment in the CCLA Local Authority Property Fund. The 
Council’s share of the fund was some £6.2m in September 2017. However, officers should 
be delegated in consultation with the Treasury Management subcommittee members to 
undertake withdrawals of cash from the fund if it is deemed in the Council’s best interest. 

 
7) Investments will be made on the assumption interest rates will not change materially in 

2018/19. 
 

8) It should be noted that the Council will obtain a return from its investments but given that 
interest rates are considerably below the level of Retail Price Index this return will not be 
sufficient for the value of the Council’s investments to keep pace with inflation. To obtain a 
return above inflation in the current interest rate environment would expose the Council to 
an unacceptably high risk of loss of capital from a change in the value of the investment.   

 
9) Borrowing to fund the capital programme. The current capital and revenue projections 

show there is currently no need to undertake any borrowing to fund the capital programme 
in 2018/19, although short term borrowing for cashflow purposes may be necessary. 

  
10) The Council’s cash flow and investment balances will be volatile but falling for the next 2-3 

years due to the redevelopment of Riverside pool complex and other capital schemes. As 
a result of the uncertainties surrounding the timing and value of payments it will become 
necessary for Officers to maintain a higher proportion of its portfolio in instant access 
accounts or in shorter fixed term deposits; prioritising access to cash over yield from 
investment. Officers will: 

i) Limit investments over 365 days in duration to £8m.   
ii) In exceptional circumstances allow short borrowing on occasions to cover any liquidity 

shortfalls caused by the unexpected timing of payments or to avoid the opportunity 
costs of liquidating certain investments. 

 
4.0 Conclusion 

4.1 The Council’s investment strategy is based on the principle that cash deposits are only placed with 
parties perceived to be relatively low risk.  
 

4.2 The proposed Strategy reflects a continued transition of the Council’s investments away from 
unsecured bank and building society deposits to investments in different types of organisation 
such as Treasury Bills and investments secured on highly rated collateral. 
  

4.3 The Council’s methods for investment and selecting counter parties do not remove all risk of 
losses but balance the need to make an appropriate return with reasonable risk parameters. 
 

4.4 Due to the volatility surrounding the timing and size of payments for the Riverside project, Officers 
will seek to maintain a higher proportion of the portfolio in liquid assets and shorter term fixed 
investments. As a result, investment yield and interest cashflows will be lower relative to what 
could be otherwise achieved. 
 

Background Papers 
Treasury Management Practice Statements 
Treasury Management Sub-committee papers   

 
Appendices 
1 - Treasury Management Strategy 
2 - Prudential Indicators 
  



 
 
 

Appendix 1 - Treasury Management Strategy 
2018/19 

 
 Introduction 
1.1 Chelmsford City Council has adopted and complies with both the CIPFA Treasury 

Management in Public Services Code of Practice and Cross Sectoral Guidance Notes and 
the Department of Communities and Local Government’s Guidance on Local Government 
Investments. 
 

1.2 Both the Code and DCLG regulations require the Authority to prepare and authorise a 
Treasury Management Strategy prior to the start of each financial year. This report fulfils 
the Council’s legal requirement under the Local Government Act 2003 to do so. 
 

1.3 Chelmsford City Council has invested substantial sums of money and is therefore exposed 
to a series of financial risks including the loss of invested funds and the risk of changes in 
interest rates affecting the revenue contribution these investments make to the Council’s 
budgets. In future years the Council may be required to borrow in order to fund capital 
expenditure, which exposes the Council to further financial risk.  
 

1.4 This strategy will set out how the Council monitors and manages the financial risks arising 
from its treasury management operations. It should be noted that the Council prioritises the 
security of its capital first and foremost, its liquidity needs secondly and finally the 
maximisation of yield on investments only once security and liquidity have been addressed. 
 

1.5 It is important to note that the borrowing of monies purely to invest or lend on and make a 
return is unlawful and this Council will not engage in such activity. 
 

1.6 In the event of major changes to the external or internal context in which this strategy has 
been set, it may be necessary for the Council to revise its strategy during the year. 
 

1.7 It should be noted that both CIPFA and DCLG are currently consulting on changes to their 
guidance. This will apply to financial year 2018/19 but have not yet been published. It is 
therefore likely that a revised strategy may have to be produced later in 2018/19 to adopt 
this guidance. 
 

2. External Context 
2.1 The Council’s treasury management strategy cannot operate in a bubble and the external 

macroeconomic environment will have a significant impact on the Council’s treasury 
operations in terms of inflation, interest rate and counterparty risks. 
 

 The economic environment and interest rate forecast 
2.2 Uncertainty around UK economic performance is expected to continue to dampen until 

more is known about the outcome of Brexit negotiations and associated future trading 
agreements. Whilst the domestic economy remains relatively robust, there is a risk that 
investment activity could be negatively affected by the uncertainty. 
 

2.3 Inflation rose to 3.0% in September 2017. The Monetary Policy Committee of the Bank of 
England judged that, in a period of relatively low unemployment, this level of inflation could 
be reflective of a lack of spare capacity in the economy. The MPC therefore took the 
decision to increase the base rate of interest to 0.5% in order to try and reduce inflation. 
The MPC has signalled that any further increase in the base rate will be data driven and 
incremental. 



 
2.4 Arlingclose, the Council’s treasury advisors project that interest rates will remain at 0.5% in 

the medium term. Whilst some forecasts predict further gradual rises to 1% by the end of 
2020, the Council will use the Arlingclose forecast to model investment rates and borrowing 
costs. 
 

 Credit Outlook and counterparty risk 
2.5 Over recent years the Council has continued to reduce the amount of unsecured bank 

deposits it holds in reaction to the “bail in” risk it now faces should a bank threaten to 
become insolvent and need to be recapitalised by its investors and depositors. 
 

2.6 2018 will see the introduction of ringfenced banks to increase the protections for retail 
clients (individuals and small businesses). Different banks will treat UK Local Authorities 
differently and this treatment, combined with the underlying creditworthiness of the new 
banking entities created, may affect whether the Council decides to alter its counterparties 
or investment limits. 
 

2.7 The ability to invest in UK and overseas banks remains an important tool for the Council’s 
Treasury Management operations but Officers will continue to monitor creditworthiness and 
will recommend changes to the strategy if necessary. 
 

3. Local Context 
3.1 On 30th November 2017, the Council held £87.8m of investments. These investments arise 

from balances and reserves, as well as income received in advance of expenditure and  
 allow the Council to generate a useful income stream to support revenue expenditure. 
 

3.3 The Council is currently undertaking an ambitious capital programme designed to improve 
the quality of the services available to Chelmsford’s residents. The Authority is debt free 
and its approved capital expenditure plans do not currently imply a need to borrow within 
the forecast period. However, this strategy retains the option to borrow should the Council 
approve additional capital expenditure or for short term liquidity purposes. 
 

3.4 Whilst the Council does hold significant cash balances, it should be noted that a significant 
proportion of this cash is collected on behalf of other authorities and so is only held 
temporarily by the Council. Furthermore, a significant proportion of the Council’s useable 
reserves are earmarked for capital projects currently in development, including the 
Riverside redevelopment. The Council will need to keep a larger proportion of its cash 
available in short term or instant access accounts in order to meet these obligations and 
therefore will not be able to maximise the return on its investments via longer term fixed 
investments as it has in previous years. 
 

4 Investment Strategy 
4.2 The Council holdings of cash investments are significantly higher in 2017/18 than those 

forecast in December 2016 when the budget was produced. This is partly due to the 
Council having to set side around £8m for Business ratepayer appeals which, until agreed 
by the Government’s Valuations office, is cash the Council is able to usefully invest. Cash 
balances have also been higher for longer due to the rephrasing of capital expenditure on 
the Riverside project. 
 

4.3 Capital receipts and the Business ratepayer appeals will continue to support the average 
cash balance in 2018/19 but with major construction works on the Riverside redevelopment 
now taking place, the Council should see a significant reduction in its cash balances in 
2018/19.  
 



4.4 The Council’s current and projected year end levels of investments are shown in the table 
below.  

 
 

  November 2017 
£m 

31 March 2018 
£m 

31 March 2019 
£m 

Cash 87 45 24 

4.5 In 2018/19 the Council will need to continue with its careful management of the liquidity of 
its investments in order to finance the ongoing works at Riverside and on other capital 
projects. As such it is likely that a higher proportion of the portfolio will be held in instant 
access and short duration fixed term deposits.  
 

4.6 For the purpose of setting the budget, it has been assumed that new investments will be 
made at an average rate of 0.46% in 2018/19. The fact that new investments are made at 
below the Bank of England base rate reflects the fact that the Authority will need to keep a 
more liquid profile in the coming years to meet the costs of the Riverside development and 
other capital projects. Yields will be restricted, despite the interest rate increase, due to the 
need to keep cash on hand. 
 

4.7 The Council’s investment strategy prioritises its investment objectives in the following 
order: 

• Security of assets – investing in counterparties only where the risks of incurring a 
capital loss through default and the risks of late payment of principal and interest are 
low. 
 

• Liquidity – Ensuring that the authority is able to access sufficient cash to meet its 
obligations with appropriate notice 
 

• Yield – subject to the management of risks associated with security and liquidity of 
assets, the Council will seek to maximise the yield from its investment portfolio 

 
This is a prudent approach in line with CIPFA and DCLG guidance.  
 

4.8 The Council recognises that, with interest rates at near-historic lows, the yield that it 
generates on investments is lower than the prevailing rate of inflation – the spending power 
of the sums invested is therefore being eroded. However, the organisation seeks to 
prioritise security and liquidity and will therefore accept some erosion of spending power 
through inflation as a consequence of this strategy. 
 

4.10 Given the risk of bail-in and uncertainty surrounding the credit ratings to be applied to 
newly ringfenced banks and their non-ringfenced operations, the Council will continue its 
policy of diversifying its investments away from unsecured bank deposits. It is therefore 
likely that the trend of investing a higher proportion of the portfolio with money markets and 
other UK local authorities will continue in 2018/19. 
 

4.11 The Council currently holds an investment with the CCLA Property Fund, an original 
investment of £5m together with an unrealised capital gain of c.£1.2m as at the end of 
November 2017. This investment is held primarily for the income yield it generates and the 
Council expects to continue to hold this investment throughout 2018/19 but has the option 
to disinvest if necessary; recognising that the prevailing market rate may result in a loss of 
capital. 
 

4.12 Officers will continue to review the Council’s available cash resources to identify any core 
cash not needed for liquidity purposes which could be usefully invested for a longer period. 
Officers may recommend further investment in property or other asset funds in order to 
support the revenue budget, again subject to the requirements of the security and liquidity 



needs of the Authority. The authority will work with its treasury advisors, Arlingclose, to 
identify any potential funds which may meet the Council’s investment requirements and 
have added this option to the list of non-specified investments as an option. 
 

 Counterparties 
4.13 The Council is required by law to identify the proposed investment rules under the 

categories Specified and Non-Specified: 
  
Specified Investments recommended 
These are investments of: 
-less than 365 days and in sterling.   
-made to UK Government or a local authority or are of high credit quality.  
The Council defines high credit quality as a minimum AA- Fitch or equivalent of other rating 
bodies. 
 

Investments 
Minimum 

Credit 
Criteria 

Max. Limit 
£m 

Max. 
maturity 
period 

Change 
from 
Prev. 

approach 

Enhanced Money Market Funds 
(Variable Unit Price) Up to 5 
funds 

AAA £6m each 
fund 

2-5 day 
notice 

None 

Money Market Funds (per fund) AAA £6m each 
fund 

Instant 
Access 

None 

Debt Management Agency 
Deposit Facility, Governments 
Treasury Bills or Gilts 

UK 
Government 

No Limit 364 days None 

Local Authorities / Bank Deposits 
Collateralised (guaranteed 
against local authority loans) 

UK 
Government 

No Limit 364 days None 

UK Banks  
 

A- £3m for 
each group 

364 days None 

Building Societies A- £3m for 
each group 

364 days None 

Non-UK Banks  AA- £3m each 
group 

364 days None 

Non-UK Banks  A- £3m each 
group 

100 days None 

Registered Social Landlord Loans  A- £3m each 
group 

364 days None 

Covered Bonds AA- £6m 364 days None 

Reverse Repurchase Agreements 
(each agreement) 

AA- £6m 364 days None 

Supranational Bonds 
(per institution) 

AAA £6m 364 days None 

 

 
4.14 

 
Non-specified Investments recommended 
These do not meet the criteria of specified investments. They are required to be identified 
separately to ensure the Council understands that these are a higher risk, either due to 
Counter Party risk, Liquidity risk or interest rate risk (their rates may be variable). An option 
for an additional pooled fund at credit level AA- or above has been added following 
consultation with the Council’s treasury advisors. 
 



Investments 
Min.  Credit 

Criteria 
Max. Limit 

£m 

Max. 
maturity 
period 

Change 
from 

existing 
approach 

NatWest /Royal Bank of Scotland 
Group.  

BBB £3m Instant 
Access 

None 

CCLA Local Authority Property 
Fund 

Unrated £8m  n/a None 

Mixed Asset or Bond funds or a 
second Property Fund* 

AA- £6m n/a New 
addition to 
strategy – 
any new 

investment 
activity will 

be 
authorised 
by TMSC. 

Covered Bonds 
(per bond) 

AA- £6m 3 years None 

Supranational Bonds 
(per each institution) 

AAA £6m 3 years None 

Debt Management Agency 
Deposit Facility, Governments 
Bills or Gilts 

UK 
Government 

No Limit 5 years None 

Local Authorities / Bank Deposits 
Collateralised (guaranteed 
against local authority loans) 
 

UK 
Government 

No Limit 5 years None 

Challenger Banks e.g. Aldermore, 
Metro etc 

Unrated Delegate to Treasury Mgt committee 
authority to determine criteria to 

invest up to £3m  

* addition for financial year 2018/19 
 

 Commentary on credit ratings and proposed counterparties 
4.15 Arlingclose, as part of their service, provide advice on what they believe to be suitable 

investment counter parties for the Council. Arlingclose’ s approach is not based on a rigid 
model but on an assessment of a range of measures that require a final human judgement 
of the overall risk. The assessments include the following; credit ratings, the likelihood of 
UK or another Government support, market information (e.g. share price or CDS), 
collateral offered by the Counter Party, types of activity undertaken by the institution and 
other external advice. The Counter Parties recommended in this report reflect discussions 
with Arlingclose by officers, the Cabinet Member for Finance and the Treasury 
Management Sub-committee.  
 

4.16 The Authority understands that credit ratings are good, but not perfect, predictors of 
investment default.  Full regard will therefore be given to other available information on the 
credit quality of the organisations in which it invests, including credit default swap prices, 
financial statements, information on potential government support, advice from Arlingclose 
and reports in the quality financial press.  No investments will be made with an organisation 
if there are substantive doubts about its credit quality, even though it may meet the credit 
rating criteria. The Council regularly review the credit ratings and other indicators relating to 
its approved counterparties. 
 

4.17 Money Market Funds: The Council invests short term cash in a number of AAA rated 
money market funds. The funds provide a modest rate of interest on sums invested 



averaging 0.3% at 30/11/17 but allow same day access to funds called back. Due to the 
risks surrounding unsecured bank deposits (discussed below), the Council has increased 
its use of money market funds in recent years. The Council also has access to enhanced 
money market funds which offer a better rate of return but require 2 – 5 days notice to 
withdraw funds. There are regulatory changes affecting Money Market Funds in 2018/19 
which are likely to reduce the level of risk further but at the cost of a reduction in yield from 
investments. 
 

4.18 Unsecured bank deposits: The changes to UK Bank regulation from the adoption of a 
“bail-in” approach to recapitalising banks and the move to ringfencing of UK bank retail 
operations has increased the risk of loss of capital from such investments. The Council 
feels that it is still prudent to invest with specific counterparty banks on an unsecured basis 
but has previously reduced the duration of such deposits, in line with Arlingclose advice; 
increasing its investment in UK Local Authorities. The Council does not feel that there is 
any need to restrict this line further at this time but will, where possible, seek to avoid such 
deposits over the period where ringfencing takes place until market professionals have had 
a chance to review the revised entities. The Council uses RBS/NatWest for its day to day 
banking activities but seeks to minimise balances held in the account.  
 

4.19 Challenger Banks: As part of the Government’s policy to reduce the size of banks and to 
encourage competition new ‘challenger banks’ are appearing in the UK banking market. 
Many of these challenger banks are unrated but do have very high levels of capital buffers. 
There has been insufficient evidence to demonstrate during 2017/18 that investments 
would be appropriately secure. However, it is recommended that the Treasury 
Management Sub-committee reviews evidence on these challenger banks and if satisfied 
that they provide sufficient Security, Liquidity and Return, and that up to £3m could be 
invested by the Council. 
 

4.20 Investment Funds: Funds are non-specified investments which offer the Council a share 
of the income and capital growth of the fund. There are several types of fund including 
property funds, bond funds, equity funds and mixed asset funds. Funds seek to reduce risk 
by building a pool of diversified investments and as such are safer than an investment of 
comparable size in a specific single asset. However, any non-cash fund (money market 
fund) represents a higher level of risk and so the Officers will carefully consider any 
investment opportunity – with Council delegating final decision on such matters to the 
Treasury Management Sub-committee. 
 

5. Borrowing Strategy 
5.1 Based on current authorised capital expenditure plans, the Council has no underlying need 

to borrow to fund its capital expenditure in the forecast period. This section of the report 
sets out the Council’s approach to borrowing should it become necessary because of 
additions to the authorised capital programme or for short term liquidity purposes – where 
the Council may need to borrow funds for a short period to manage cash flow. 
 

5.2 If and when the Authority needs to borrow it will seek to strike a balance between 
minimising interest costs and securing certainty of borrowing costs. The Council will seek 
to borrow funds from one of the following sources: 
 

• Public Works Loan Board (PWLB) 

• Other UK Local Authorities 

• Any institution approved for investments 

• UK public or private sector pension funds (Excluding the Essex Local Authority 
Pension Fund) 

  



5.3 Officers may decide to undertake very short term borrowing for the purpose of confirming 
that appropriate authorisations are in place with counterparties. This will ensure that the 
ability to borrow at short notice is available if the need arises. The Council has no other 
plans to borrow in advance of need but may do so in the future if this represents best value 
for money for the funding of the capital programme. This amount will not exceed the 
authorised borrowing limit. 
 

5.4 In addition to borrowing, other debt financing models may be used to finance the capital 
programme where this represents best value for the authority. Such debt finance models 
include: 
 

• Operating and finance leases (normally for vehicles) 

• Sale and leaseback arrangements 

• Hire purchase arrangements 
 

 Minimum Revenue Provision (Repayment of Debt and Credit Arrangements) 
5.5 The cost of repaying debt is generally met from revenue budgets. This annual repayment is 

called the Minimum Revenue Provision (MRP) and the Council must have a stated policy 
on how it is calculated. For the Council, the appropriate policy is that MRP should be 
spread equally over the life of the asset of the term of the finance lease. 
 

6. Role of the Treasury management sub-committee 
6.1 The Sub-committee will be informed of investment activity and of significant changes in 

conditions that lessen or increase the risks of the Council’s Treasury Management activity. 
The Sub-committee will recommend changes to officers and where necessary report back 
to Council. 
 

 
  



Appendix 2 - Treasury Indicators & Prudential Limits 
 
The Council is required under statute to publish Prudential Indicators as part of its budget 
and Treasury Management reports, these are intended to demonstrate that the Council’s 
capital programme is affordable and that the Treasury management implications have 
been considered. They also enable Council to approve limits to control the risks whilst 
managing borrowing and investments. The indicators below reflect the Treasury Strategy: 
 

Notes Prudential 
Indicator 

2016/17 
Outcome 

2017/18 2018/19 
 

2019/20 
 

2020/21 

1 Short Term Borrowing for Liquidity Purposes 

 Authorised Limit 
of Borrowing  

Not 
breached/ 

Nil 
borrowed 

£8m £8m £8m £8m 

 Operational 
Boundary of 
Borrowing 
(excluding finance 
leases) 

Not 
breached/ 

Nil 
borrowed 

nil nil nil 

 
 

nil 

 Operational 
Boundary of 
Borrowing 
(including finance 
leases) 

Not 
breached 

£0.4m £0.2m £0m 

 
 

£0m 

       

2 Capital 
Financing 
Requirement as 
at 31 March 

Not 
breached 

£0m £0m £0m 

 
£0m 

       

3 Upper Limit for 
Fixed rate 
exposure 

Not 
breached 

75% 75% 75% 
 

50% 

       

4 Upper Limit for 
total sums 
invested for 
more than 364 
days 

£10m £8m £8m £8m 

 
Nil* 

 

 
Notes 

1) Authorised borrowing is the maximum amount that the Director of Financial services 
is delegated to borrow without seeking further authority. The Operational boundary 
is an ‘amber’ traffic light to encourage the situation to be examined and actions 
considered. 
 

2) Capital Financing Requirement. This measures the Council’s underlying need to 
borrow. It measures how much capital expenditure has previously been financed by 
borrowing or credit arrangements. For Chelmsford City Council it reflects the re-
classified finance leases. 

  
3) The limit is intended to encourage a 'prudent' strategy to manage exposure to fixed 

and variable rate investments that may expose the Council to poor performance and 



volatility. The percentage is the maximum amount of investment with durations of 
more than 3 months. 
 

4) A prudent Treasury Strategy will limit the funds committed to longer investments to 
ensure sufficient liquidity but also to manage interest rate exposure/risk i.e. the rate 
becoming uncompetitive. 

 
*Excludes CCLA – This may take up to a year to withdraw funds from (if the maximum value 
is to be achieved). 
 
There are ‘other indicators’ that relate to capital expenditure and these will be shown in 
the capital programme report made to Cabinet in January. 
 
 
 
 

 


