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1. Introduction 
The Council is required to operate a balanced budget, which broadly means that cash 
raised during the year will meet cash expenditure. Part of the treasury management 
operation is to ensure that this cash flow is adequately planned, with cash being 
available when it is needed. Surplus monies are invested in low risk counterparties or 
instruments commensurate with the Council’s low risk appetite, providing adequate 
liquidity initially before considering investment return. 
 
The second main function of the treasury management service is the funding of the 
Council’s capital plans.  These capital plans provide a guide to the borrowing need of 
the Council, essentially the longer-term cash flow planning, to ensure that the Council 
can meet its capital spending obligations. This management of longer-term cash may 
involve arranging long or short-term loans, or using longer-term cash flow surpluses. On 
occasion, when it is prudent and economic, any debt previously drawn may be 
restructured to meet Council risk or cost objectives.  
 
CIPFA defines treasury management as: 
“The management of the local authority’s borrowing, investments and cash flows, its 
banking, money market and capital market transactions; the effective control of the risks 
associated with those activities; and the pursuit of optimum performance consistent with 
those risks.” 
 
2. Policies and Objectives 
The Council acknowledges that effective Treasury Management will provide support 
towards the achievement of its business and services objectives. Therefore, it is 
committed to the principles of achieving value for money in treasury management and 
to employing suitable comprehensive performance measurement techniques within the 
context of effective risk management. 
 
The following issues will be considered prior to undertaking any external borrowing: 
 

 Affordability; 

 Maturity profile of existing debt; 

 Interest rate and refinancing risk; 

 Borrowing source and fee 

 The timing of the borrowing decisions is delegated to the Executive Director 
of Finance, Resources & Customer Services. 

 
The Investment Strategy of the Council will focus on the following three principles listed 
in order of importance:  
 

 Security  

 Liquidity   

 Return 
 
3. Reporting Requirements, Procedures and Scheme of Delegation 

The Council is currently required to receive and approve, as a minimum, three main 
reports each year, which incorporate a variety of policies, estimates and actuals.   
 
Prudential and treasury indicators and treasury strategy (this report) –  
The first, and most important report covers: 



 

 

 the capital plans (including prudential indicators); 

 a minimum revenue provision (MRP) policy (how residual capital expenditure 
is charged to revenue over time); 

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

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

 
A mid-year treasury management report – this will update members with the 
progress of the capital position, amending prudential indicators as necessary, and 
whether any policies require revision.  
 
An annual treasury report – this provides details of a selection of actual prudential 
and treasury indicators and actual treasury operations compared to the estimates within 
the strategy. 
 
Scrutiny 
The above reports are required to be adequately scrutinised before being 
recommended to the Council.  This role is undertaken by the Audit & Risk Committee. 
 
Treasury Management Scheme of Delegation: 
 
The Full Council is responsible for receiving and reviewing reports on treasury 
management policies, practices and activities, approval of annual strategy. Responsible 
for approval of/amendments to the organisation’s adopted clauses, treasury 
management policy statement and treasury management practices, budget 
consideration and approval, approval of the division of responsibilities, receiving and 
reviewing regular monitoring reports and acting on recommendations, approving the 
selection of external service providers and agreeing terms of appointment. 
 
The Audit and Risk Management Committee is responsible for scrutiny and review of 
the treasury management policy and procedures and making recommendations to the 
responsible body. 
 
The Section 151 Officer, the Executive Director of Finance, Resources & Customer 
Services, will implement and monitor the Treasury Management Strategy, report to 
Cabinet on Treasury Management Activities and generate the Treasury outturn report to 
be reported to Cabinet at the end of the financial year. The section 151 officer will also 
recommend the appointment of an external service provider.  
 
Treasury Management and Capital Strategy 
In December 2017, CIPFA issued revised Prudential and Treasury Management 
Codes.  As from 2019-20, all local authorities will be required to prepare an additional 
report, a Capital Strategy report, which is intended to provide the following:  
 

 a high-level overview of how capital expenditure, capital financing and treasury 
management activity contribute to the provision of services 

 an overview of how the associated risk is managed 

 the implications for future financial sustainability 
 



 

 

The aim of this report is to ensure that all elected members on the full council fully 
understand the overall strategy, governance procedures and risk appetite entailed by 
this Strategy. 
 
The Capital Strategy will include capital expenditure, investments and liabilities and 
treasury management in sufficient detail to allow all members to understand how 
stewardship, value for money, prudence, sustainability and affordability will be secured. 
 
In February 2018 MHCLG issued statutory guidance on Local Government 
Investments.   This new guidance applies from 1 April 2018, and may require additional 
disclosures which can be presented for approval when this current strategy is updated. 
 
The Treasury Management Strategy for 2018/19 covers two main areas: 
 
Treasury management issues 

 the current treasury position; 

 treasury indicators which limit the treasury risk and activities of the Council; 

 prospects for interest rates; 

 the borrowing strategy; 

 policy on borrowing in advance of need; 

 debt rescheduling; 

 the investment strategy and 

 creditworthiness policy 
 
Capital issues 

 the minimum revenue provision (MRP) policy. 

 the capital plans and the prudential indicators 
 
These elements cover the requirements of the Local Government Act 2003, the CIPFA 
Prudential Code, CLG MRP Guidance, the CIPFA Treasury Management Code and 
MHCLG Investment Guidance. 
 
4. Training & Consultancy 
The CIPFA Code requires the responsible officer to ensure that members with 
responsibility for treasury management receive adequate training in treasury 
management.  This especially applies to members responsible for scrutiny.  The 
training needs of treasury management officers are periodically reviewed.  
 
The Council uses Link Asset Services, Treasury solutions as its external treasury 
management advisors. 
 
The Council recognises that responsibility for treasury management decisions remains 
with the organisation at all times and will ensure that undue reliance is not placed upon 
our external service providers.  
 
It also recognises that there is value in employing external providers of treasury 
management services in order to acquire access to specialist skills and resources. The 
Council will ensure that the terms of their appointment and the methods by which their 
value will be assessed are properly agreed and documented, and subjected to regular 
review. 
 



 

 

5. Borrowing Strategy  
The capital expenditure plans set out in Appendix 5a and Appendix 9 to this report 
provide details of the service activity of the Council.  The treasury management function 
ensures that the Council’s cash is organised in accordance with the relevant 
professional codes, so that sufficient cash is available to meet this service activity.  
 
This will involve both the organisation of the cash flow and, where capital plans require, 
the organisation of appropriate borrowing facilities.   
 
The Executive Director of Finance, Resources & Customer Services will monitor 
interest rates in financial markets and adopt a pragmatic approach to changing 
circumstances. A final decision will depend on interest movements during the coming 
year; this will be done in conjunction with the Council’s Treasury Management 
Consultants.  
 

As at 31st December 2017 the Council had £597m of borrowing in total. This is split 
between £539m in Long Term Loans (90%) and £58m (10%) held in Short Term Loans.  
There were also £18.6m of investments held with two different counterparties.  
The Council will not borrow more than or in advance of its needs purely to profit from 
the investment of the extra sums borrowed. Any decision to borrow in advance will be 
within forward approved Capital Financing Requirement estimates, and will be 
considered carefully to ensure that value for money can be demonstrated and that the 
Council can ensure the security of such funds.  
 
6. Debt rescheduling  
As short-term borrowing rates will be considerably cheaper than longer term fixed 
interest rates, there may be potential opportunities to generate savings by switching 
from long-term debt to short-term debt.  However, these savings will need to be 
considered in the light of the current treasury position and the size of the cost of debt 
repayment (premiums incurred).  
 
The reasons for any rescheduling to take place will include:  
 

 the generation of cash savings and / or discounted cash flow savings; 
 helping to fulfil the treasury strategy; 
 enhance the balance of the portfolio (amend the maturity profile and/or the 

balance of volatility). 
 

Consideration will also be given to identify if there is any residual potential for making 
savings by running down investment balances to repay debt prematurely as short-term 
rates on investments are likely to be lower than rates paid on current debt. It is currently 
difficult to make long term savings from debt rescheduling due to the spread between 
the repayment rate and the new borrowing rate.   
 
7. Investment Strategy 
The CIPFA Code and the CLG Guidance require the Council to invest its funds 
prudently, and to have regard to the security and liquidity of its investments before 
seeking the highest rate of return, or yield.  The Council’s objective when investing 
money is to strike an appropriate balance between risk and return, minimising the risk 
of incurring losses from defaults set against the risk of receiving unsuitably low returns. 
 



 

 

Given the increasing risk and continued low returns from short-term unsecured bank 
investments, the Council aims to reduce the level of investments held by continuing to 
internalise borrowing.  
 
The limits set out in the approved counterparty list, Appendix 4a, should be regarded as 
a maximum position. In practice, the Council in consultation with its Treasury 
Consultants will set actual limits where appropriate, well below the maximums. It is also 
unlikely that the Council will place funds out for longer than a year but it is important to 
have the flexibility to be able to change the strategy within limits during the year. 
 
The Council will continue to use Call Accounts and Money Market Funds to maintain 
the Council’s short-term liquidity and give ready access to cash funds up to three 
months, but the Council will look to use secured bank deposits and Notice Accounts for 
any longer-term deposits to help protect the Council from bank failure and possible 
‘bail-in’. 
 
If the Council wished to increase any of the limits set out in Appendix 4a it would need 
to come back to Full Council for approval. 
 
Specified Investments 
The CLG Guidance defines specified investments as those: 

• denominated in pound sterling, 
• due to be repaid within 12 months of arrangement, 
• not defined as capital expenditure by legislation, and 
• invested with one of: 

o the UK Government, 
o a UK local authority, parish Council or community Council, or 
o A body or investment scheme of “high credit quality”. 

 
The Council defines “high credit quality” organisations and securities as those having a 
credit rating of A- or higher that are domiciled in the UK or a foreign country with a 
sovereign rating of AA+ or higher. For money market funds and other pooled funds 
“high credit quality” is defined as those having a credit rating of AAA or higher. 
 
Non-specified Investments 
Any investment not meeting the definition of a specified investment is classed as non-
specified.  The Council does not intend to make any investments denominated in 
foreign currencies. Non-specified investments will therefore be limited to long-term 
investments and the limits are specified in the prudential indicators, Appendix 5a.  
 
Policy on Use of Financial Derivatives 
 
Local authorities have previously made use of financial derivatives embedded into loans 
and investments both to reduce interest rate risk (e.g. interest rate collars and forward 
deals) and to reduce costs or increase income at the expense of greater risk (e.g. 
LOBO loans and callable deposits).   
 
The general power of competence in Section 1 of the Localism Act 2011 removes much 
of the uncertainty over local authorities’ use of standalone financial derivatives (i.e. 
those that are not embedded into a loan or investment).  
 



 

 

The Council will only use standalone financial derivatives (such as swaps, forwards, 
futures and options) where they can be clearly demonstrated to reduce the overall level 
of the financial risks that the Council is exposed to.  
 
8. Risk Assessment and Credit Ratings 
Credit ratings are obtained and monitored by the Council’s treasury advisers, who will 
notify changes in ratings as they occur.   
 
Where an entity has its credit rating downgraded so that it fails to meet the approved 
investment criteria then: 
 

• no new investments will be made, 
• any existing investments that can be recalled or sold at no cost will be, and 
• full consideration will be given to the recall or sale of all other existing 

investments with the affected counterparty. 
 

Where a credit rating agency announces that a credit rating is on review for possible 
downgrade (also known as “rating watch negative” or “credit watch negative”) so that it 
may fall below the approved rating criteria, then only investments that can be withdrawn 
on the next working day will be made with that organisation until the outcome of the 
review is announced.  This policy will not apply to negative outlooks, which indicate a 
long-term direction of travel rather than an imminent change of rating. 
 
The Council 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 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. 
 
When deteriorating financial market conditions affect the creditworthiness of all 
organisations, as happened in 2008 and 2011, this is not generally reflected in credit 
ratings, but can be seen in other market measures.   
 
In these circumstances, the Council will restrict its investments to those organisations of 
higher credit quality and reduce the maximum duration of its investments to maintain 
the required level of security.   
 
The extent of these restrictions will be in line with prevailing financial market conditions. 
If these restrictions mean that insufficient commercial organisations of high credit 
quality are available to invest the Council’s cash balances, then the surplus will be 
deposited with the UK Government, via the Debt Management Office or invested in 
government treasury bills for example, or with other local authorities.  This will cause a 
reduction in the level of investment income earned, but will protect the principal sum 
invested. 
 
9. Liquidity Management 
The Council uses a spreadsheet modelling tool to determine the maximum period for 
which funds may prudently be committed.  The forecast is compiled on a pessimistic 
basis, with receipts under-estimated and payments over-estimated to minimise the risk 



 

 

of the Council being forced to borrow on unfavourable terms to meet its financial 
commitments. Limits on long-term investments are set by reference to the Council’s 
Medium Term Financial Plan and cash flow forecast. 
 
Investment returns expectations 
 
Bank Rate is forecast to stay flat at 0.50% until quarter 4 2018 and not to rise above 
1.25% by quarter 1 2021.  Bank Rate forecasts for financial year ends (March) are: 

2017/18    0.50%   
2018/19    0.75% 
2019/20    1.00% 
2020/21    1.25%    
 

The suggested budgeted investment earnings rates for returns on investments placed 
for periods up to about three months during each financial year are as follows:  
   

 2017/18    0.30%   
2018/19    0.50%   
2019/20    0.80%   
2020/21    1.00%   
2021/22    1.25%   
2022/23    1.50%   
2023/24    1.75%   
Later years    2.5%   
 

The overall balance of risks to these forecasts is currently skewed to the upside and are 
dependent on how strong GDP growth turns out, how quickly inflation pressures rise 
and how quickly the Brexit negotiations move forward positively.   

 
10. Housing Revenue Account (HRA) 
On 1st April 2012, the Council notionally split each of its existing long-term loans into 
General Fund and HRA pools. In the future, new long-term loans borrowed will be 
assigned in their entirety to one pool or the other. Interest payable and other 
costs/income arising from long-term loans (e.g. premiums and discounts on early 
redemption) will be charged/ credited to the respective revenue account.  
 
Differences between the value of the HRA loans pool and the HRA’s underlying need to 
borrow (adjusted for HRA balance sheet resources available for investment) will result 
in a notional cash balance which may be positive or negative. This balance will be 
measured each month and interest transferred between the General Fund and HRA at 
a pre-agreed interest rate on investments, adjusted for credit risk. 
 
11. Financial Implications 
The budget for investment income in 2018/19 is £100k (excluding loans to companies), 
based on an average investment portfolio of £25 million at an average interest rate of 
0.4%. The budget for total debt interest payable in 2018/19 is £24.5m (This includes 
approx. £3m relating to loans to companies and £8m relating to HRA).  This is based on 
an average debt portfolio of £700m million at an average interest rate of 3.5%. If actual 
levels of investments and borrowing, and actual interest rates differ from those forecast, 
performance against budget will be correspondingly different but the revenue budget 
  



 

 

will be unaffected in the short-term due to utilisation of the Interest Equalisation 
Earmarked Reserve. 
 
The MHCLG Guidance and the CIPFA Code do not prescribe a particular Treasury 
Management Strategy for local authorities to adopt.  The Executive Director of Finance, 
Resources & Customer Services having consulted the Cabinet Member for Finance & 
Efficiency, believes that the above strategy represents an appropriate balance between 
risk management and cost effectiveness.  Some alternative strategies, with their 
financial and risk management implications, are listed below. 
 
Alternative Impact on income and 

expenditure 
Impact on risk management 

Invest in a narrower range of 
counterparties and/or for shorter 
times 

Interest income will be lower Lower chance of losses from credit 
related defaults, but any such 
losses will be greater 

Invest in a wider range of 
counterparties and/or for longer 
times 

Interest income will be higher Increased risk of losses from credit 
related defaults, but any such 
losses will be smaller 

Borrow additional sums at long-
term fixed interest rates 

Debt interest costs will rise; this 
is unlikely to be offset by higher 
investment income 

Higher investment balance leading 
to a higher impact in the event of a 
default; however long-term interest 
costs will be more certain 

Borrow short-term or variable 
loans instead of long-term fixed 
rates 

Debt interest costs will initially 
be lower 

Increases in debt interest costs will 
be broadly offset by rising 
investment income in the medium 
term, but long-term costs will be 
less certain  

Reduce level of borrowing  Saving on debt interest is likely 
to exceed lost investment 
income 

Reduced investment balance 
leading to a lower impact in the 
event of a default; however long-
term interest costs will be less 
certain 

 

12. Existing Debt 
The table below shows levels of existing debt at 31 March 2017 and 31 December 2017. 
 

  31/03/2017 31/12/2017 
Debt £000's £000's 
Public Works Loan -Fixed 372,416 466,388 
Commercial Loans - Fixed 30,000 30,000 
European Investment Bank 9,548 9,394 
Salix Loans 575 208 
Local Authority Loans 28,000 28,000 
LEEF Loans 5,243 4,936 
Sub Total 445,782 538,926 
Short Term Loans 109,000 58,000 
Total Debt 554,782 596,926 
Investments     
HSBC Call Account 4,500 12,550 
Ignis MMF 0 6,050 
Total Investment 4,500 18,600 
Net Debt Position 550,282 578,326 

 


