
 
 

Treasury Committee 
8 February 2018 
Treasury Management Annual Strategy Report  2018-2019 
 
Report by the Section 151 Officer 
 
Call In Deadline - 5pm on 22 February 2018 (recommendations 3 and 4 only) 
 
Purpose 
To inform the Council of the proposed treasury management strategy including 
Prudential Indicators for the coming financial year. 
Recommendations of the Portfolio Holder of Treasury 
1. the Treasury Management Strategy 2018/19, and the Treasury Management 

Indicators as set out in paragraph 75 of the report be RECOMMENDED to Council 
for adoption; 

2. the Investment Strategy 2018/19 contained in the treasury management strategy, 
and the detailed criteria included in Annex 4 be RECOMMENDED to Council for 
adoption; 

3.    the Prudential Borrowing Indicators and Limits as set out in Annex 1 be approved; 
and 

 
4.    the Minimum Revenue Provision (MRP) statement for 2018-19 as set out in Annex 

2 be approved 
 
 
Key Points 

A. The Council’s treasury management activities are regulated by statute, 
professional codes and official investment guidance. 

B. The report fulfils the Council’s legal obligation under the Local Government 
Act 2003 to have regard to both the CIPFA Treasury Management Code of 
Practice, and the Department for Communities and Local Government’s 
Investment Guidance. 

C. The Council invests and borrows substantial sums of money and is therefore 
exposed to financial risks including the loss of invested funds and the revenue 
effect of changing interest rates. The effective identification and management 
of risk are therefore central to the Council’s treasury management strategy. 

 
Context 

1. Treasury Management is about managing the Council’s cash flow, borrowing 
and cash investments, to support Kingston’s finances, and is an important 
part of the overall financial management of the Council’s affairs. The sums of 
money managed are very significant and no treasury management activity is 
without risk. The effective identification and management of risk are therefore 
central to the Council’s treasury management strategy. 

2. The Council’s treasury management activities are regulated by statute, 
professional codes and official investment guidance. In February 2012 the 



 
 

Council adopted the Chartered Institute of Public Finance and Accountancy 
(CIPFA) Treasury Management Code of Practice 2011 Edition (“the Code”).  

3. The Code requires the Council to approve an annual treasury management 
strategy report before the start of each financial year. The report also includes 
the annual Investment Strategy that is a requirement of the 2010 Department 
for Communities and Local Government’s (CLG) Investment Guidance. 

4. New regulatory framework for treasury management: In December 2017, 
CIPFA published revised editions of the Treasury Management Code and the 
Prudential Code for Capital Finance in Local Authorities. Local authorities in 
England are legally obliged to “have regard” to both codes “as amended or 
reissued from time to time” by relevant Capital Finance regulations.The new 
Treasury Management Code does not recommend any changes to the format 
or content of the Annual Strategy Report, which is still required. 

5. In addition, the DCLG  consulted on proposed changes to its Investment 
Guidance in November 2017. Officers will need to see the new Investment 
Guidance, to fully appreciate the new regulatory framework for treasury 
management. 

6. A further report on actual activity for the year is presented to the Audit, 
Governance and Standards Committee after the end of the financial year. A 
mid-year review report is also presented to the Audit, Governance and 
Standards Committee during the year with the latest one for 2017-18 
presented on 22 November 2017.  

7. Although the responsibility for treasury management decisions remains with 
the Council at all times, as this is a complex and technical area, treasury 
management advisors are employed to provide specialist skills and resources. 

8. The Council’s contract with Arlingclose is due to expire on 31 March 2018. 
The contract between London Borough of Sutton and their treasury 
management advisors also expires on the same date. Led by Sutton Council, 
arrangements for a joint tender process began in January 2018. 

9. Revised Strategy: In accordance with CLG Guidance, the Council will be 
asked to approve a revised Treasury Management Strategy Statement should 
the assumptions on which this report is based change significantly. Such 
circumstances would include, for example, a large unexpected change in 
interest rates, or in the Council’s capital programme or in the level of its 
investment balance. 

ECONOMIC CONTEXT and MARKET PROSPECTS  

10. The major external influence on the Council’s treasury management strategy 
for 2018/19 will be the UK’s progress in negotiating its exit from the European 
Union and agreeing future trading arrangements. The domestic economy has 
remained relatively robust since the surprise outcome of the 2016 
referendum, but there are indications that uncertainty over the future is now 
weighing on growth. Transitional arrangements may prevent a cliff-edge, but 
will also extend the period of uncertainty for several years. Economic growth 
is therefore forecast to remain sluggish throughout 2018/19. 

11. Economic background: UK Consumer price inflation reached 3.1% in 
November 2017 as the fall in the value of sterling post-referendum, continued 



 
 

to feed through into higher import prices. Inflation eased to 3% in December, 
raising hopes that the effect of the fall in the pound on consumer prices has 
peaked. 

12. Unemployment continued to fall and the Bank of England’s Monetary Policy 
Committee judged that the extent of spare capacity in the economy seemed 
limited and the pace at which the economy can grow without generating 
inflationary pressure had fallen over recent years. With its inflation-control 
mandate in mind, the Bank of England’s Monetary Policy Committee raised 
official interest rates to 0.5% in November 2017. 

13. In contrast, the US economy is performing well and the US central bank, the 
Federal Reserve, is raising interest rates in regular steps to remove some of 
the emergency monetary stimulus it has provided for the past decade. The 
Fed is expected to deliver three more increases in 2018 and a further two in 
2019. The central bank’s growth forecasts were recently revised up based on 
the newly-passed personal and corporate tax rate cuts proposed by President 
Donald Trump. 

14. Credit outlook: High profile bank failures in Italy and Portugal have 
reinforced concerns over the health of the European banking sector. Sluggish 
economies and fines for pre-crisis behaviour continue to weigh on bank 
profits, and any future economic slowdown will exacerbate concerns in this 
regard. 

15. Bail-in legislation, which ensures that large investors including local         
authorities will rescue failing banks instead of taxpayers in the future, has now             
been fully implemented in the European Union, Switzerland and USA, while           
Australia and Canada are progressing with their own plans. In addition, the            
largest UK banks will ringfence their retail banking functions into separate           
legal entities during 2018. There remains some uncertainty over how these           
changes will impact upon the credit strength of the residual legal entities. 

16. The credit risk associated with making unsecured bank deposits has therefore           
increased relative to the risk of other investment options available to the            
Authority; returns from cash deposits however remain very low. 

17. Interest Rate Forecast: The Council’s treasury advisor Arlingclose’s central 
case is for UK Bank Rate to remain at 0.50% during 2018/19, following the 
rise from the historic low of 0.25%. The Monetary Policy Committee 
re-emphasised that any prospective increases in Bank Rate would be 
expected to be at a gradual pace and to a limited extent. 

18. Future expectations for higher short term interest rates are subdued and           
on-going decisions remain data dependant and negotiations on exiting the EU           
cast a shadow over monetary policy decisions. The risks to Arlingclose’s           
forecast are broadly balanced on both sides. The Arlingclose central case is            
for gilt yields to remain broadly stable across the medium term. Upward            
movement will be limited, although the UK government’s seemingly         
deteriorating fiscal stance is an upside risk. 

19. A more detailed economic and interest rate forecast provided by Arlingclose is 
set out in Annex 3. 

 



 
 

 

CURRENT PORTFOLIO POSITION 

20. The Council’s treasury portfolio position as at 31st December 2017 comprised 
of: 

 Principal 
£m 

Totals 
£m 

External Borrowing   
- Public Works Loan Board - Long 

Term1 
212.07  

- Banks – Long Term2 61.00  
- Short Term Borrowing   

TOTAL BORROWING  273.07 
Investments   

- UK Banks & Building Societies (5.48)  
- Overseas Banks (2.00)  
- Local Authorities (5.00)  
- Money Market Funds (9.21)  
- Pooled Funds (5.00)  
- Achieving for Children (3.40)  
- Chessington Community College (1.30)  
- Christ Church Primary School (0.15)  

TOTAL INVESTMENTS  (31.54) 
NET DEBT  241.53 
1 includes £115.5m borrowed in March 2012 for HRA self-financing 
settlement 
2 includes £46m LOBOs (see paragraph 38)  

 

21. The Council held £273m of loans, as part of its strategy for funding capital 
programmes. The Council has been maintaining an under-borrowed position 
(known as internal borrowing). This means that the underlying need to borrow 
for capital purposes (the Capital Financing Requirement - CFR), has not been 
fully funded with loan debt, as cash supporting  the Council’s reserves, 
balances and working capital have been used as a temporary measure.  

22. As investment returns are low, this strategy has been prudent. The Council is 
able to minimise borrowing costs and reduce overall treasury risk by reducing 
the level of its external investment balances. 

23. The Council held £31m of investments, representing income received in 
advance of expenditure plus balances and reserves held. 

24. The majority of the Council’s surplus cash was invested in short-term 
unsecured bank deposits (with banks that as a minimum, have a Fitch long 
term rating of A+ or equivalent), and money market funds. 

 



 
 

 

INVESTMENT AND DEBT PORTFOLIO FORECASTS 

25. Based on balance sheet analysis carried out by Arlingclose in January, 
investment and debt portfolio forecasts are shown below: 

 

Balance Sheet Summary and Projections 

  31 Mar 2018 
Estimate 

£m 

31 Mar 2019 
Estimate 

£m 

31 Mar 2020 
Estimate 

£m 

31 Mar 2021 
Estimate 

£m 

Capital Financing 
Requirement 

369.0 406.9 447.5 446.1 

Less External 
Borrowing 

272.7 271.9 271.1 270.4 

Less GLA grant 20.0 26.6 26.6 26.6 
Internal Borrowing 76.3 108.4 149.8 149.1 
Less Usable 
Reserves 

(43.5) (46.5) (46.4) (46.4) 

Less Working 
Capital estimate 

  (6.4)   (6.4)   (6.4)   (6.4) 

(Investments) / or 
New external 
borrowing 

 
26.4 

 
55.5 

 
97.0 

 
96.3 

 

26. The underlying need to borrow for capital purposes is measured by the 
Capital Financing Requirement (CFR), while usable reserves and working 
capital are the underlying resources available for investment.  The Council’s 
current strategy is to maintain borrowing and investments below their 
underlying levels, sometimes known as internal borrowing.  

27. The Council’s capital expenditure plans shows that the Council has an 
increasing CFR due to the capital programme, but minimal investments and 
will therefore be required to borrow over the forecast period. 

28. The CIPFA Prudential Code for Capital Finance in Local Authorities 
recommends that the Council’s total debt should be lower than its highest 
forecast CFR over the next three years. The table above shows that the 
Council expects to comply with this recommendation over the forecast period. 

BORROWING AND DEBT STRATEGY 

29. In general, the Council will borrow for one of two purposes - to finance cash 
flow in the short-term or to fund capital investment over the longer term. 

30. Objectives: The Council’s chief objective when borrowing money is to strike 
an appropriately low risk balance between securing low interest costs and 
achieving certainty of those costs over the period for which funds are 



 
 

required. The flexibility to renegotiate loans should the Council’s long-term 
plans change is a secondary objective. 

31. Given the significant cuts to public expenditure and in particular to local 
government funding, the Council’s borrowing strategy continues to address 
the key issue of affordability without compromising the longer-term stability of 
the debt portfolio. With short-term interest rates currently much lower than 
long-term rates, it is likely to be more cost effective in the short-term to 
continue to use internal resources, or to borrow short-term loans instead. 

32. By doing so, the Council is able to reduce net borrowing costs (despite 
foregone investment income) and reduce overall treasury risk. The benefits of 
internal and/or short-term borrowing will be monitored regularly against the 
potential for incurring additional costs by deferring borrowing into future years 
when long-term borrowing rates are forecast to rise modestly. The Council’s 
treasury advisors will assist the Council with this ‘cost of carry’ and 
break-even analysis. Its output may determine whether the Council borrows 
additional sums at long-term fixed rates in 2018/19 with a view to keeping 
future interest costs low, even if this causes additional cost in the short-term. 
The Council may also borrow to pre-fund future years’ requirements, providing 
this does not exceed the authorised limit for borrowing. 

33. Alternatively, the Council may arrange forward starting loans during 2018/19, 
where the interest rate is fixed in advance, but the cash is received in later 
years. This would enable certainty of cost to be achieved without suffering a 
cost of carry in the intervening period. 

34. In addition, the Council may borrow short-term loans to cover unplanned cash 
flow shortages. 

35. The primary source of long-term borrowing for the Council has previously 
been the Public Works Loan Board (PWLB) and bank loans. However, as 
always the Council would investigate other sources of finance, such as local 
authority loans, that may be available at more favourable rates. 

36. The Council’s approved sources of long-term and short-term borrowing are 
set out in Annex 4. 

37. Municipal Bond Agency: UK Municipal Bonds Agency plc was established in 
2014 by the Local Government Association as an alternative to the PWLB. It 
plans to issue bonds on the capital markets and lend the proceeds to local 
authorities. This will be a more complicated source of finance than the PWLB 
for two reasons: borrowing authorities will be required to provide bond 
investors with a joint and several guarantee to refund their investment in the 
event that the Agency is unable to for any reason; and there will be a lead 
time of several months between committing to borrow and knowing the 
interest rate payable. Any decision to borrow from the Agency will therefore 
be the subject of a separate report to the Treasury Committee. 

38. LOBOs: The Council holds £46m of LOBO (Lender’s Option Borrower’s 
Option) loans which could be “called” within 2018/19.  A LOBO is called when 
the Lender exercises its right to amend the interest rate on the loan, at which 
point the Council can accept the revised terms or reject them and repay the 
loan without penalty. Although the Council understands that lenders are 
unlikely to exercise their options in the current low interest rate environment, 



 
 

there remains an element of refinancing risk. The Council will take the option 
to repay LOBO loans at no cost if it has the opportunity to do so, and will also 
consider any other options to repay LOBO loans if economically 
advantageous to do so, following advice from the Council’s treasury advisors. 

39. Short-term and variable rate loans: These loans leave the Council exposed 
to the risk of short-term interest rate rises and are therefore subject to the limit 
on the net exposure to variable interest rates in the treasury management 
indicators below (see paragraph 75). 

40. Debt Rescheduling: The PWLB allows Councils’ to repay loans before 
maturity and either pay a premium or receive a discount according to a set 
formula based on current interest rates. Other lenders may also be prepared 
to negotiate premature redemption terms. The Council may take advantage of 
this and replace some loans with new loans, or repay loans without 
replacement, where this is expected to lead to an overall cost saving or a 
reduction in risk. 

INVESTMENT STRATEGY 

41. Objectives: Both the CIPFA Code and DCLG Investment 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.  

42. When investing money the Council must strike an appropriate balance 
between risk and return, minimising the risk of incurring losses from defaults 
and the risk of receiving unsuitably low investment income. Where balances 
are expected to be invested for more than one year, the Council will aim to 
achieve a total return that is equal or higher than the prevailing rate of 
inflation, in order to maintain the spending power of the sum invested. 

43. Negative Interest Rates: If the UK enters into a recession in 2018/19, there 
is a small chance that the Bank of England could set its Bank Rate at or below 
zero, which is likely to feed through to negative interest rates on all low risk, 
short-term investment options. This situation already exists in many other 
European countries. In this event, security will be measured as receiving the 
contractually agreed amount at maturity, even though this may be less than 
the amount originally invested. 

44. Given the increasing risk and very low returns from short-term unsecured 
bank deposits, the Council’s Investment Strategy allows for diversification into 
more secure and/or higher yielding asset classes, although for cash needed 
at short notice, there are few alternatives. 

45. The Investment Strategy sets out the Council’s criteria for choosing 
counterparties and limiting exposure to the risk of loss. The investment 
strategy needs to allow for sufficient options and counterparties to be able to 
operate in normal market conditions.  

46. In order to diversify the investment portfolio, investments will be placed with a 
number of approved counterparties over a range of maturity periods. 
Maximum investment levels with each counterparty ensure prudent 
diversification is achieved. Forward dealing will be undertaken if good 
opportunities materialise. 



 
 

47. DCLG Guidance separates investments into two categories, Specified and 
Non-Specified Investments. The definitions and criteria adopted to identify 
Specified and Non-Specified Investments are shown in Annex 4 for approval. 

48. The Council may invest its surplus funds with any of the counterparty types in 
the following table, subject to the monetary limits (per counterparty) and the 
time limits set for 2018/19, as shown below.  

Counterparty 
types /  
Credit Rating 

Banks 
Unsecured 

Banks 
Secured 

Government Corporates Registered 
Providers 

UK Govt. n/a n/a £ Unlimited 
50 years 

n/a n/a 

UK Local 
Authorities * 

n/a n/a £10m 
25 years 

n/a n/a 

AAA £5m 
5 years 

£10m 
10 years 

£10m 
20 years 

£5m 
10 years 

£5m 
10 years 

AA+ £5m 
5 years 

£10m 
10 years 

£10m 
20 years 

£5m 
10 years 

£5m 
10 years 

AA £5m 
4 years 

£10m 
5 years 

£10m 
15 years 

£5m 
5 years 

£5m 
10 years 

AA- £5m 
3 years 

£10m 
4 years 

£10m 
10 years 

£5m 
4 years 

£5m 
10 years 

A+ £5m 
2 years 

£10m 
3 years 

£5m 
5 years 

£5m 
3 years 

£5m 
5 years 

A £5m 
13 months 

£10m 
2 years 

£5m 
5 years 

£5m 
2 years 

£5m 
5 years 

A- £5m 
6 months 

£10m 
13 months 

£5m 
5 years 

£5m 
13 months 

£5m 
5 years 

BBB+ £2.5m 
6 months 

£5m 
6 months 

£2.5m 
2 years 

£2.5m 
6 months 

£2.5m 
2 years 

No Rating £2.5m 
6 months 

n/a * UK Local 
Authorities 
only (see 
above) 

--------------- 
Parish / 

Community 
Councils 
£50,000 
1 year 

Secured 
£2.5m 

5 years 
 

---------------- 
Unsecured 

£50,000 
5 years 

n/a 

UK Nationalised / part nationalised Banks - £10m / 13 months 

Major UK Financial Institutions - £10m / 13 months 

Bank Subsidiary and Treasury Operations – as per Parent Bank 

UK Building Societies / Challenger Banks (without credit ratings) - £2.5m / 6 months 

Money Market Funds and other pooled funds - £10m per fund 



 
 

Entities Controlled or Significantly Influenced by the Council - £20m per organisation 
 
The above table must be read in conjunction with the notes below which explain the 
facilities, institutions or other products that fall under each category. 
 

49. Government: Loans, bonds and bills issued or guaranteed by national 
governments, regional and local authorities and multilateral development 
banks. These investments are not subject to bail-in, and there is an 
insignificant risk of insolvency. Investments with the UK Central Government 
(includes Debt Management Account Deposit Facility, Government Bills / 
Gilts), may be made in unlimited amounts for up to 50 years.  

50. UK Nationalised / part nationalised Banks: In the event of large state 
ownership it is judged the risk of failure will be lower than other banks, hence 
a higher monetary limit. 

51. Major UK Financial Institutions – which have passed the Bank of England’s 
Prudential Regulation Authority (PRA) most recent Bank Stress Tests. 

Results of Bank of England Stress Tests November 2017: 

●  Barclays Bank - PASSED  
● HSBC Group - PASSED 
● Lloyds Banking Group - PASSED 
● Nationwide Building Society - PASSED 
● Royal Bank of Scotland Group - PASSED 
● Santander UK - PASSED 
● Standard Chartered - PASSED  

In November 2017, the Bank of England announced the results of its fourth 
annual stress testing exercise on major UK financial institutions (the seven 
largest banks and building societies - Barclays, HSBC, Lloyds, Nationwide, 
RBS, Santander UK and Standard Chartered) which both the Bank’s Financial 
Policy Committee and PRA consider to be important to UK financial stability.  

For the first time since the Bank of England launched its stress tests in 2014, 
no bank needs to strengthen its capital position as a result of the exercise. 
The 2017 stress test shows the UK banking system is resilient to deep 
simultaneous recessions in the UK and global economies, large falls in asset 
prices and a separate stress of misconduct costs. 

The 2017 test scenario was much more severe than evidenced during the 
financial crisis. It included UK GDP falling by 4.7%, unemployment doubling to 
9.5%, residential property prices falling by a third and commercial property 
falling by 40%. Significant improvements in asset quality since the crisis mean 
that the loss rate on banks’ loans in the stress test is the same as in the 
financial crisis. 

In the test, banks incur losses of around £50 billion in the first two years of the 
stress. This scale of loss, relative to their assets, would have wiped out the 
common equity capital base of the UK banking system ten years ago. The 
stress test shows these losses can now be absorbed within the buffers of 
capital, banks have on top of their minimum requirements. 



 
 

52. Banks Unsecured: (the term ‘bank’ also refers to building societies). 
Accounts, deposits, certificates of deposit and senior unsecured bonds with 
banks and building societies, other than multilateral development banks. 
These investments are subject to the risk of credit loss via a bail-in should the 
regulator determine that the bank is failing or likely to fail.  

53. Banks Secured: Covered bonds, reverse repurchase agreements and other 
collateralised arrangements with banks and building societies.  These 
investments are secured on the bank’s assets, which limits the potential 
losses in the unlikely event of insolvency, and means that they are exempt 
from bail-in.  Where there is no investment specific credit rating, but the 
collateral upon which the investment is secured has a credit rating, the higher 
of the collateral credit rating and the counterparty credit rating will be used to 
determine cash and time limits.  The combined secured and unsecured 
investments in any one bank will not exceed the cash limit for secured 
investments.  

  
54. Bank subsidiary and Treasury Operations – If the entities are unrated or 

fall below the criteria specified above, the Council will use these where the 
parent bank meets the criteria specified for Banks. 

  
55. UK Building Societies – the Council will use Societies without credit ratings, 

where credit analysis by the Council’s treasury management advisor show 
them to be suitably creditworthy, and which have a profit ratio (as % of total 
assets) of 0.25% and above (as shown in the latest produced set of 
accounts). Credit analysis by Arlingclose focuses on: 

 
a) Solvency measures 

-                    Chance of incurring large losses 
-                    Capital resources available to cover any losses 

b) Liquidity measures 
-                    Amount of wholesale funding 

 -                     Liquid assets available to cover withdrawals 
 
 
56. UK Challenger Banks: New banks which are smaller than the large, well            

established banks in the market. Many are unrated but do have very high             
levels of capital buffers. The Council’s treasury advisor will monitor and review            
these institutions. If they are satisfied that the banks show continuing stability,            
secure financial metrics and recommend them as a creditworthy counterparty,          
then up to £2.5m could be invested by the Council. 

  
57. Corporates: Loans, bonds and commercial paper issued by companies other 

than banks and registered providers. These investments are not subject to 
bail-in, but are exposed to the risk of the company going insolvent.  

  
58. Registered Providers: Loans and bonds issued by, guaranteed by or 

secured on the assets of Registered Providers of Social Housing, formerly 
known as Housing Associations.  These bodies are tightly regulated by the 
Homes and Communities Agency and, as providers of public services, they 
retain the likelihood of receiving government support if needed.  

  



 
 

59. Money Market Funds and other pooled funds:  Shares in diversified 
investment vehicles consisting of any of the above investment types, plus 
equity shares and property. These funds have the advantage of providing 
wide diversification of investment risks, coupled with the services of a 
professional fund manager.  Short-term Money Market Funds that offer 
same-day liquidity and very low or no volatility will be used as an alternative to 
instant access bank accounts, while pooled funds whose value changes with 
market prices and/or have a notice period will be used for longer investment 
periods. 

  
Bond, equity and property funds offer enhanced returns over the longer term, 
but are more volatile in the short term.  These allow the Council to diversify 
into asset classes other than cash without the need to own and manage the 
underlying investments. Because these funds have no defined maturity date, 
but are available for withdrawal after a notice period, their performance and 
continued suitability in meeting the Council’s investment objectives will be 
monitored regularly. 
 

60. Entities Controlled or Significantly Influenced by the Council: For 
example - loans to Achieving for Children (AfC). AfC is a Community Interest 
Company, jointly owned by Kingston Council and the London Borough of 
Richmond upon Thames.  Both Councils are in joint agreement to provide AfC 
with a ‘revolving credit facility’.  This arrangement seeks to provide AfC with a 
loan facility to cover differences in timing of their income and expenditure. 
These loans form part of each Council’s investment strategy. 

 
61. Operational bank accounts: The Council may incur operational overnight 

exposures, (either intentionally or unexpected), for example through the 
Council’s current bank accounts. These are not classed as investments, but 
are still subject to counterparty risk. The Bank of England has stated that in 
the event of failure, UK banks with assets greater than £25 billion are more 
likely to be bailed-in than made insolvent, increasing the chance of the 
Council maintaining operational continuity with the Council’s bankers - Lloyds 
Bank plc. (Lloyds is the fourth largest banking group in the UK in terms of total 
assets - £825 billion as at 30 September 2017) 

 
Credit Ratings 
 
62. Where credit ratings apply, investment decisions will be made by reference to 

the lowest published long-term credit rating from Fitch, Moody’s or Standard & 
Poor’s. Where available, the credit rating relevant to the specific investment or 
class of investment is used, otherwise the counterparty credit rating is used. 

63. Credit ratings are obtained and monitored by the Council’s treasury advisors, 
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.  



 
 

64. 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. 

 

Other information on the Security of Investments 

65. Investment decisions will not be made solely based on credit ratings, and all 
other relevant factors including external advice will be taken into account. 

66. Additional requirements under the Code of Practice require the Council to 
supplement credit rating information.  Full regard will therefore be given to 
other available information on the credit quality of organisations, including 
credit default swap prices, financial statements, information on potential 
government support and reports in the quality financial press.  The Council’s 
treasury management advisors also provide specific advice in relation to 
investment activities. No investments will be made with an organisation if 
there are substantive doubts about its credit quality, even though it may meet 
the investment strategy criteria. 

67. 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. 
Subjective overlay by Members and / or officers will be considered at all 
times, and during exceptional market conditions the Council may 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 with other local authorities for example  This will 
cause a reduction in the level of investment income earned, but will protect 
the principal sum invested. 

Limits applying to Investments 
68. The maximum that will be lent to any one organisation (other than the UK 

Government) will be £20m. A group of banks under the same ownership will 
be treated as a single organisation for limit purposes. Limits will also be 
placed on fund managers, investments in brokers’ nominee accounts, foreign 
countries and industry sectors as below. Investments in pooled funds and 
multilateral development banks do not count against the limit for any single 
foreign country, since the risk is diversified over many countries. 

Note - General Fund and Pension Fund investments are not grouped together 
when considering exposure to counterparties. 

  Cash limit 
UK Central Government unlimited 



 
 

Any single organisation, except the UK 
Central Government 

£20m each 

Any group of organisations under the same 
ownership 

£10m per group 

Any group of pooled funds under the same 
management 

£25m per manager 

Negotiable instruments held in a broker’s 
nominee account 

£25m per broker 

Foreign countries £10m per country 
Registered Providers £25m in total 
Unsecured investments with Building 
Societies 

£10m in total 

Loans to unrated corporates £10m in total 
Money Market Funds £50m in total 
Parish and Community Councils £500,000 in total 

 
69. In the normal course of the council’s cash flow operations it is expected that 

both Specified and Non-specified investments will be utilised for the control of 
liquidity as both categories allow for short term investments. 

70. The use of longer term instruments (greater than one year from inception to 
repayment) will fall in the Non-specified investment category. These 
instruments will only be used where the Council’s liquidity requirements are 
safeguarded. This will also be limited by the longer term investment limits. 
Limits on non-specified investments are shown in Annex 4. 

Use of External Fund Managers 

71. The Council may use external fund managers for part of its investment 
portfolio.  The fund managers would not be subject to the above restrictions 
provided that their arrangements for assessing creditworthiness and exposure 
limits have been risk assessed and agreed by the Section 151 Officer. 

Treasury Management Indicators and Limits on Activity 

72. The Council measures and manages its exposure to treasury management 
risks using the following indicators. 

73. Fixed rate investments and borrowings are those where the rate of interest is 
fixed for at least 12 months, measured from the start of the financial year or 
the transaction date if later. All other instruments are classed as variable rate. 

74. The activity limits are: 

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

2.Upper limits on fixed interest rate exposure – Similar to the previous 
indicator this covers a maximum limit on fixed interest rates. 

3.Maturity structures of borrowing – These gross limits are set to reduce the 
Council’s exposure to large fixed rate sums falling due for refinancing, and 



 
 

are required for upper and lower limits. (Guidance notes in the Code of 
Practice require LOBO loan maturity dates to be determined by the next call 
date). 

4.Total principal funds invested for periods longer than 364 days – These 
limits are set with regard to the Council’s liquidity requirements and to 
reduce the need for early sale of an investment, and are based on 
maturities beyond the period end. 

75. The Council is asked to approve the following indicators: 
 

  Interest Rate Exposures 
    2018/19 2019/20 2020/21 

    % % % 
No. 1  Upper limit - variable rates 40 40 40 
No. 2  Upper limit - fixed rates 100 100 100 

 
No.3 Maturity Structure of fixed interest rate borrowing 

  2018/19 2019/20 2020/21 
  Lower Upper Lower Upper Lower Upper 

Under 12 months 0% 50% 0% 50% 0% 50% 
12 months to 2 years 0% 50% 0% 50% 0% 50% 
2 years to 5 years 0% 50% 0% 50% 0% 50% 
5 years to 10 years 0% 70% 0% 70% 0% 70% 
10 years to 20 years 0% 70% 0% 70% 0% 70% 
20 years to 30 years 0% 70% 0% 70% 0% 70% 
30 years to 40 years 0% 70% 0% 70% 0% 70% 
40 years to 50 years 0% 70% 0% 70% 0% 70% 
50 years and above 0% 70% 0% 70% 0% 70% 

 
No. 4 Maximum principal sums invested >364 days 

  2017/18 2018/19 2019/20 
Principal sums invested 
> 364 days 

£50m £50m £50m 

 
 
Performance Indicators 

76. The Code of Practice on Treasury Management requires the Council to set 
performance indicators to assess the adequacy of the treasury function over 
the year.  These are distinct historic indicators, as opposed to the activity 
limits, which are predominantly forward looking. Examples of performance 
indicators often used for the treasury function are: 

 
● Borrowing – average rate of borrowing for the year compared to           

average available 
● Debt – average rate movement year on year 
● Investments – Internal returns above the 7 day LIBID rate. 



 
 

77. The results of these indicators will be reported in the Treasury Management 
Annual Report for 2018/19. 

 
Shared Finance Service  

78. The shared finance service for Kingston and Sutton went live on 3 April 2017. 
Although there have been changes in Treasury Management service delivery, 
both the respective investment and borrowing portfolios are completely 
independent and ring-fenced.  

79. Reasonable steps will be taken taken to ensure that the terms of any 
transactions between the two councils will be subject to being fully checked 
against the market, and have been found to be competitive. 

 
Policy on Use of Financial Derivatives 
 
80. 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 (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). 

81. The Council’s policy concerning the use of financial derivatives is set out in 
Annex 4.  

Housing Revenue Account (HRA) Treasury Management Strategy 

82. The HRA self-financing regime commenced on 1st April 2012 and the Council 
notionally split each of its existing long-term loans into General Fund and HRA 
pools at that time. In the future, new long-term loans will be assigned in their 
entirety to one pool or the other. Interest payable and other costs or income 
arising from long-term loans (e.g. premiums and discounts on early 
redemption) will be charged or credited to the respective revenue account. 

83. At the start of the Self Financing regime, the HRA was required to take on 
£115.5m of loan debt as part of the settlement.  Council officers have 
developed a business plan to determine how and when the Council can afford 
to repay the HRA debt settlement and the additional borrowing to support the 
Council’s housing investment programme.  

84. 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. Interest will be transferred between the General Fund 
and HRA at year end, at an internally determined rate of interest. 

Member and Officer Training 

85. The Head of Investment, Risk & Commercial Finance and the Investment, 
Insurance & Commercial Manager will ensure that council members and 
officers tasked with treasury management responsibilities have access to 
training relevant to their needs. 



 
 

86. Training will continue to be provided to Members as part of their induction 
training and on-going Member Training Programme. 

87. Due to the specialist skills needed for treasury management activities, officer 
training will continue to cover money and capital market operations, an 
awareness of available sources of funds and investment opportunities, an 
ability to assess and control risk, and an appreciation of the implications of 
legal and regulatory requirements. The Council subscribes to the CIPFA 
Treasury and Pensions Network which provides access to appropriate 
specialised training. 

Investment of money borrowed in advance of need 

88. The Council may, from time to time, borrow in advance of need, where this is 
expected to provide the best long-term value for money.  Since amounts 
borrowed will be invested until spent, the Council is aware that it will be 
exposed to the risk of loss of the borrowed sums, and the risk that investment 
and borrowing interest rates may change in the intervening period.  These 
risks will be managed as part of the Council’s overall management of its 
treasury risks. 

89. The total amount borrowed will not exceed the Council’s authorised borrowing 
limit. The Council would not look to borrow more than three years in advance 
of need, although the Council is not required to link particular loans with 
particular items of expenditure. 

Timescale 
90. The Treasury Management Annual Strategy must be submitted to the 

Treasury Committee before the beginning of each financial year and then 
recommended to the Council for adoption.  

Resource Implications 
91. Proper management of the Council’s borrowing and investment position in 

accordance with the approved Treasury Management Strategy contributes 
significantly to the financial stability of the Council’s budget position.  

Legal Implications 

92. The report fulfils two key legislative requirements. The reporting of: 

● the treasury management annual strategy and treasury management 
indicators as required by the CIPFA Treasury Management Code of 
Practice;  and 

● the investment strategy in accordance with MHCLG Investment 
Guidance.  

Risk Assessment 

93. The Council’s arrangements to manage and control treasury management risk 
are in accordance with the Chartered Institute of Public Finance and 
Accountancy’s (CIPFA) Treasury Management Code.  

Equalities Impact Assessment 

94. As the report is for Members’ information, an EQIA is not needed. 



 
 

Environmental Implications 

95. None arising directly from this report. 

Background papers – None other than those referred to in this report  
 
Author of report - Ian Talbot, Investment, Insurance & Commercial Manager,  tel: 
020 8770 5016  - e-mail: Ian.Talbot@sutton.gov.uk 
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