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                   Annex 4   
TREASURY MANAGEMENT POLICY STATEMENT 2018/19 
 
BACKGROUND 
 
1. For each financial year the City Council sets a balanced budget so that 

cash income raised during the year is sufficient to meet all of its cash 
expenditure commitments.  One of the key functions of the City Council’s 
treasury management activity is to ensure that these cash flows are 
effectively managed, so that cash is available when it is needed.  Surplus 
cash is invested having regard to risk, liquidity and yield. 
 

2. A further key function of the treasury management activity is to ensure 
that the City Council has sufficient funds to pay for its capital and other 
investment plans.  These capital plans, which are set out in the Capital 
Programme, identify the borrowing needs of the City Council over a 
longer time horizon than the current year.  In managing its longer term 
cash flow requirements for capital expenditure the City Council will take 
out loans or alternatively use its cash flow surpluses in lieu of external 
borrowing.  This latter practice is referred to as “internal borrowing”.  In 
managing its loans, it may at times be advantageous for the City Council 
to repay or restructure its borrowings to optimise interest payments or 
achieve a balanced debt portfolio.  

 
3. Having regard to these activities, the  Chartered Institute of Public 

Finance and Accountancy (CIPFA) defines treasury management as: 
 
 “The management of the Council’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.” 

 
4. As treasury management decisions involve borrowing and investing 

substantial sums of money, the City Council is exposed to potentially 
large financial risks, including the loss of invested funds and the revenue 
effect of changing interest rates.  The identification, control and 
monitoring of risk are therefore integral elements of treasury 
management activity. 
 

5. The Treasury Management Policy Statement for 2018/19 is based upon 
the Chief Finance Officer and Treasury Officers’ views on interest rates 
supplemented by leading market forecasts.  The policy statement covers: 

 
a) The policy for managing capital borrowing and debt rescheduling 
b) The annual investment strategy for treasury management 

investments 
c) Reporting arrangements 
d) Training arrangements 
e) Performance indicators  
f) Minimum Revenue Provision (MRP) Policy 
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g) Use of treasury management advisors 
CAPITAL BORROWING AND DEBT RESCHEDULING 
  
6. The City Council’s underlying borrowing need is represented by its 

Capital Financing Requirement (CFR).  The CFR sets out the total 
amount of the City Council’s cumulative capital expenditure that is 
planned to be financed from borrowing.  The CFR is based on the capital 
expenditure plans contained in the Capital Programme.  The table below 
summarises the City Council’s capital programme up to 2020/21 and the 
borrowing requirement for each year. 
 
Table 1: Capital Programme and Borrowing requirement 

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

   Estimate Estimate Estimate Estimate 

  
 

 £000 £000 £000 £000 

Capital expenditure     181,846    246,220     101,983        91,196 

Financed by:      

  Capital Receipts  30,909 20,762 2,859 1,442 

  Revenue Supported  2,747 1,713 0 0 

  Grant Contributions  64,334 58,755 31,959 43,777 

  Developer Contributions  6,892 21,528 0 0 

  Borrowing requirement  76,964     143,462      67,165         45,977 

Total Financing 
 

181,846 246,220 101,983 91,196 

 

 
7. Further details of the City Council’s proposed capital expenditure plans 

can be found in the Capital and Investment Strategy and Capital 
Programme. The capital borrowing requirement shown above is a 
projection based on the proposed capital programme to be approved on 
7 March 2018.  The borrowing requirement may subsequently change 
during the course of the year as new capital / investment opportunities 
are identified, schemes are re-phased, additional grant contributions are 
received and/or capital receipts targets are revised.     
 

8. The CFR measures the authority’s underlying need to borrow for capital 
purposes.  Based on the capital expenditure and financing forecast 
above, the CFR is projected to be as follows: 

 
Table 2 
 2017/18 2018/19 2019/20 2020/21 
 Estimate Estimate Estimate Estimate 
 £000 £000 £000 £000 

 
Capital Financing Requirement 

 
748,551 

 
883,030 

 
937,414 

 
962,554 
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Limits to Borrowing Activity 

 
9. In managing its overall level of debt, CIPFA’s Prudential Code 

establishes two key indicators of prudence: these limits to borrowing 
activity are the Operational Boundary and the Authorised Borrowing 
Limit. 

 
 
Operational Boundary 
 
10. The Operational Boundary is a key prudential indicator, which ensures 

that, except for the short-term the total gross amount of external debt 
does not exceed the total of the CFR.  It takes into account projections of 
borrowing requirements per the CFR and repayments in future years. 
Having regard to the projected levels of external debt (see Table 3 
below), the Chief Finance Officer is of the opinion that the operational 
boundary for 2018/19 and the following two financial years will prove 
adequate for the City Council’s borrowing needs.  It has been set at a 
level equal to the CFR. 

 
    Table 3: Operational  Boundary for External Debt 

 
 2018/19 

£000 
2019/20 

£000 
2020/21 

£000 
 

External Borrowing    793,030    847,414    872,554 

PFI schemes / Finance leases     90,000     90,000     90,000 

 
Operational Boundary 

    
883,030 

   
 937,414 

   
 962,554 

 
 
Authorised Borrowing Limit 
 
11. The Authorised Borrowing Limit is a further key indicator required by the 

Prudential Code. It is a statutory limit determined in accordance with 
section 3(1) of the Local Government Act 2003.  It represents the limit 
approved by the City Council and beyond which external debt, including 
overdrawn bank balances and short-term borrowing taken out for 
unexpected cash flow movements is prohibited.  The City Council has no 
powers to exceed this limit unless a further report with revised prudential 
indicators is approved by City Council.  The limit therefore has regard to 
the City Council’s CFR plus an allowance for the risks and uncertainties, 
which affect day-to-day debt levels, and the movements in short term 
cash flow.  In addition, the Authorised Limit reflects the overall level of 
external debt, which is affordable in the short-term (for example when 
borrowing in advance of need) but is not desirable in the long-term. 
 

12. Having regard to the operational boundary and incorporating sufficient 
headroom to manage unexpected borrowing needs, the Chief Finance 
Officer is of the opinion that the authorised limit for 2018/19 and the 
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following two financial years (see Table 4 below) will prove adequate for 
the City Council’s borrowing needs. The authorised limit allows for 
additional borrowing of £60m per year over the three year period. 

 
       Table 4: Authorised Limit for External Debt 
 

 2018/19 
£000 

2019/20 
£000 

2020/21 
£000 

 

Gross Borrowing    853,030    907,414    932,554 

PFI Schemes / Finance Leases     90,000     90,000     90,000 

 
Authorised Borrowing Limit 

   
 943,030 

    
997,414 

    
1,022,554 

 
 
Actual External Debt 
 
13. The prudential indicator for actual external debt considers a single point 

in time and hence is only directly comparable to the authorised limit and 
operational boundary at that point in time. Actual external debt is 
monitored during the year against the authorised limits.  It is forecast to 
be £650m at 31 March 2018; comprising £560m borrowing and £90m 
other long term liabilities including PFI. 
 

14. The figure for actual borrowing in recent years has been below the CFR. 
In an environment of extremely low investment returns, Treasury Officers 
have adopted a strategy whereby the City Council’s capital borrowing 
requirement has not been fully funded by external debt, but rather cash 
supporting the City Council’s usable reserves and working capital has 
been used as a temporary funding measure in lieu of external borrowing.  
Internal borrowing by its very nature is a temporary measure to contain 
interest costs in the short term, however the approach does involve an 
element of interest rate risk given that it postpones the point at which 
long term borrowing costs are fixed. The following table demonstrates 
the estimated use of internal borrowing over the budget period, though 
actual borrowing decisions will be significantly influenced by expectations 
regarding movements in interest rates. 
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        Table 5: Balance Sheet Projections 
 

 2017/18 2018/19 2019/20 2020/21 
 Estimate Estimate Estimate Estimate 
 £m £m £m £m 

Capital Financing 
Requirement 

748.6 883.0 937.4 962.6 

Less: PFI Schemes (91.9) (90.1) (89.3) (88.0) 

Borrowing CFR 656.7 792.9 848.1 874.6 

Existing Debt portfolio 560.0 694.5 748.9 774.0 

Over (-) / under 
borrowing 

96.7 98.4 99.2 100.6 

 
Borrowing as a % of 
CFR 

 
85.2% 

 
87.6% 

 
88.3% 

 
88.5% 

 
14 The actual amount that the City Council will need to borrow in the year is 

only partially informed by the capital expenditure and investment plans 
for the year.  When determining the actual cash requirement to be met 
by borrowing, Treasury Officers are also guided by the amounts by which 
the City Council is currently under-borrowed and the proposed use of 
reserves and provisions in the year.  These assumptions form the cash 
flow forecast for the year. Having regard to these inter-related cash 
flows; the City Council's net capital borrowing requirement for 2018/19 is 
estimated at £134.5m (being the increase in the CFR during 2018/19).  
This borrowing figure may vary if the capital programme is amended 
during the year. Given current forecasts of interest rates, it is envisaged 
that most of this borrowing will be for periods of up to 10 years or at 
variable rates.  Treasury Officers will monitor the interest rate market and 
adopt a pragmatic approach to any changing circumstances 

 
15 In addition to external debt indicators the Treasury Management Code 

requires the following Treasury Management indicators relating to the 
prudence of the debt portfolio: 

 

 Upper limit on fixed interest rate exposures; 

 Upper limit on variable interest rate exposures; 

 Upper and lower limits for the maturity structure of borrowing; 
 
 
Interest Rate Exposures 
 
16. It is recommended that the City Council sets upper limits on its fixed and 

variable interest rate exposures as a percentage of its net outstanding 
principal sums as follows: - 
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         Table 6: Upper Limits on Interest Rate Exposures 
 

  2018/19 
% 

2019/20 
% 

2020/21 
% 

Fixed  100 100 100 

Variable  50 50 50 

 
17. This means that the Chief Finance Officer will manage fixed interest rate 

exposures within the range 50% to 100% and variable interest rate 
exposures within the range 0% to 50% for 2018/19.  

 
 
Maturity Structure of Borrowing 
 
18. It is recommended that the City Council set upper and lower percentage 

limits for the maturity structure of its borrowings as follows: 
 
 Table 7: Projected fixed rate borrowing maturing in each period (%) 
 
 
 
 
 
  
  
 
 
 
Other borrowing considerations 
 
19. The City Council may additionally consider arranging forward starting 

loans in 2018/19, where the interest rate is agreed in advance (fixed in 
context with current rates) but the cash is received in later years.  The 
arrangement of such debt would enable certainty of cost to be achieved 
without suffering an investment ‘cost of carry’ in the intervening period. 

 
20. Central Government has recently announced the introduction of a project 

rate whereby local authorities can bid for funding at a discounted rate of 
0.40% below standard PWLB rates.  In the event of such funds being 
available to the City Council, it may consider borrowing for longer periods 
where the project and available rates make such an option attractive. 

 
21. Rescheduling of debt is the early repayment of loans and replacement by 

loans for different periods and at different interest rates.  It can be used 
to enhance the balance of the long-term portfolio, for example, by 
amending the maturity profile or changing volatility levels and may, on 
occasion generate cash savings.  Debt rescheduling becomes more 
beneficial when the relationship between short and long-term rates 
moves appreciably. 

 

 Upper 
Limit 

Lower 
Limit 

Under 12 months 70% 0% 

12 months and within 24 months 50% 0% 

24 months and within 5 years 50% 0% 

5 years and within 10 years 50% 0% 

10 years and above 50% 0% 
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22. Current PWLB lending terms have severely constrained the option to 
generate savings via debt rescheduling.  A significant rise in long-term 
interest rates is required before rescheduling of debt is viable.  However, 
interest rate structures will continually be monitored for opportunities to 
generate savings from debt rescheduling.  Any rescheduling that takes 
place will be reported to Members in monitoring reports. 

 
 
Minimum Revenue Provision Policy 
 
23. The City Council has a statutory requirement to set aside a prudent 

amount each year as a provision for the repayment of debt, called the 
Minimum Revenue Provision (MRP). The amount to be set aside as 
MRP is  governed by statutory guidance, however, in practice it is left for 
each council to determine what a prudent amount should be having 
regard to the sustainability and affordability of both past and future 
borrowing  commitments.  The recommended MRP policy to be adopted 
for 2018/19 is attached as Appendix A. 

 
24. The recommended policy for 2018/19 incorporates a re-phasing of MRP 

relating to supported borrowing (capital expenditure undertaken prior to 1 
April 2008 for which formula grant incorporated an element to fund the 
related MRP).  This element of the MRP charge will be reduced to £0.5m 
for 2018/19 and 2019/20, with a return to the previous methodology in 
2020/21 (see Appendix A).  This re-phasing gives flexibility to the City 
Council to temporarily redirect resources towards transforming service 
provision and to achieve significant budget savings as a result of this 
transformation. It further aligns debt costs with investment returns. 

 
 
Ratio of Financing Costs to Net Revenue Stream - Revenue Impact of 
Capital Expenditure 
 
25. This ratio measures the proportion of the City Council’s net revenue 

budget that is used to meet the cost of financing past and proposed 
capital expenditure. Financing costs include interest payable on 
borrowing and PFI / finance lease schemes, interest income on treasury 
investments, and MRP charges.  

 
 Table 8 
 

 2016/17 2017/18 2018/19 2019/20 2020/21 
 Actual Forecast Forecast Forecast Forecast 
 % % % % % 

Ratio of Financing costs to 
Net Revenue Stream 

5.62 4.78 7.29 8.48 10.28 

 
 
26. The drop in forecast financing costs for 2017/18 reflects the approved 

MRP strategy for 2017/18, which incorporated a re-phasing of MRP 
charges associated with the City Council’s PFI schemes.  The increasing 
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ratio for the remainder of the budget period reflects the additional level of 
borrowing required to finance the City Council’s planned Capital 
Programme. However, the intention for schemes funded through 
borrowing is that they will deliver a financial return and therefore ensure   
the sustainability of the City Council’s debt financing costs. The City 
Council’s Corporate Strategy details the investment approach in further 
detail. 

   
 
ANNUAL INVESTMENT STRATEGY 
 
27. The primary purpose of the Annual Investment Strategy is to set out the 

policies for managing investments giving priority to the security and 
liquidity of the City Council’s investments.  It also contains the policy on 
the use of credit ratings and credit ratings agencies, procedures for 
determining and limiting the use of higher risk investments and the use of 
external advisors. 

 
28. The City Council’s investment priorities are  
 

a) the security of capital: and 
b) the liquidity of its investments.   

 
The City Council will aim to achieve the optimum return on its 
investments commensurate with the proper levels of security and 
liquidity.  All investments will be in sterling.  All cash balances will be 
invested in accordance with the Code of Practice and with regard to the 
statutory guidance. 

 
29. A counterparty list of institutions with which the City Council will invest 

shall be maintained by reference to the criteria set out below for the 
different categories of institution and their credit rating.  Regardless of 
these criteria, the money market will be closely monitored and any 
institution will be suspended from the counterparty lending list should any 
doubts arise concerning its financial standing.  Under the guidance, 
investments fall into two separate categories, either specified or non-
specified investments. 

 
 
Specified Investments 
 
30. Specified investments offer high security and high liquidity and satisfy the 

conditions set out below: 
 

 The investment is denominated in sterling and any payments or 
repayments in respect of the investment are payable in sterling only.  

 The investment is not a long-term investment (has a maturity of less 
than one year). 

 The investment does not involve the acquisition of share capital in 
any corporate body. 
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 The investment is made with a body or in an investment scheme, 
which has been awarded a high credit rating by a credit rating 
agency, or with the UK Government or a local Council.  

 
31. Specified investments will comprise the following institutions: - 
  

 The UK Government (such as the Debt Management Account deposit 
facility, UK Treasury Bills or a Gilt with less than one year to 
maturity). 

 Supranational bonds of less than one year’s duration. 

 UK Local Authorities. 

 Money Market Funds. 

 Enhanced Cash Funds 

 Corporate Bond Funds 

 UK Banks. 

 Foreign banks registered in the UK. 

 Building Societies. 
 
 
Credit Rating Criteria 
 
32. The Council will invest with UK institutions or non-UK institutions that are 

domiciled in a country, which has a minimum Sovereign long term rating 
of “AA-”.  The institution must have a high credit rating assigned by any 
of the three credit ratings agencies (Fitch, Moody’s and Standard & 
Poor’s). To be deemed highly rated the institution must have a long term 
credit rating of at least BBB as defined by Fitch (or equivalent).  

   
 If any of the agencies assigns a rating lower than the Fitch minimum (or 

equivalent) to an institution then the Council will not invest with that 
institution. 

 
33. In addition, the City Council will use institutions that are part nationalised 

UK banks. 
 
34. Regardless of the credit rating assigned to an institution or whether it is 

covered by a guarantee, if any doubt over its financial standing exists 
then that institution is removed immediately from the counterparty 
lending list. 

 
Investment Limits 
 
35. The credit ratings and individual limits for each institution within the 

categories of investments to be used by the City Council in 2018/19 are 
as follows: 

   

 UK Government (including gilts and the DMADF)         Unlimited 

 UK Local Authorities (each)            Unlimited 

 Part Nationalised UK banks       £50m 
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 Money Market Funds (AAA rated)      £30m 

 Enhanced Money Market Funds (AAA rated)     £10m 

 Corporate Bond Funds (AAA rated)      £10m 

 UK Banks and Building Societies (BBB or higher rated)   £20m 

 Foreign banks registered in the UK (A or higher rated)    £20m 
 
36. The maximum that may be invested with different banks that are part of 

the same conglomerate shall not exceed the maximum of the highest 
rated bank within the group.   The limits may be exceeded for short 
periods when there are adverse conditions in the money market with the 
agreement of the Head of Corporate Finance or Treasury Manager. 

 
 
Non-Specified Investments 
 
37. Non-specified investments do not, by definition, meet the requirements of 

a specified investment.  The Ministry Housing, Communities & Local 
Government (previously DCLG) guidance requires that greater detail is 
provided on the intended use of non-specified investments due to a 
greater potential risk.  The following types of non-specified investments 
may be used. 

 

 Deposits with the City Council’s own banker; unlimited for 
transactional purposes and to allow for unusual cash flow 
circumstances. 
 

 Deposits with a maturity of greater than one year (including forward 
deals in excess of one year from inception to repayment) with any 
bank or building society that meets the credit rating criteria above. 

 

 Building societies, which do not meet the normal, credit criteria but 
are one of the top ten building societies, determined by asset size.  
Those societies that are within the top ten but do not have an agency 
determined credit rating shall have an individual limit of £10m.  
Building Society rankings are checked regularly with the Building 
Societies Association. 

 

 Corporate bonds are no longer classified as capital expenditure 
following MHCLG Changes to the Capital Finance System (SI 
2012/265).  Investment in these instruments will be limited to £10m 
per institution that meets minimum credit rating criteria of Fitch Long 
Term A- or equivalent. 

 

 Investments in unrated Bonds including Energy Bonds, or Community 
Energy Schemes, will be considered where commercially attractive, 
subject to internal due diligence. 

 

 Pooled property funds – the use of these instruments will normally be 
deemed to be capital expenditure, and as such will be an application 
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(spending) of capital resources. The key exception to this is an 
investment in the CCLA Local Authorities Property Fund.  
Investments in the fund will be limited to a maximum of £10m. 

 
 
 
 
 
Total Principal Sums Invested For Periods Longer Than 364 Days 
 
38. It is recommended that the limit for investments of longer than 364 days 

be set at £50m for each of the years 2018/19, 2019/20 and 2020/21. 
 
39. Should the City Council agree to subscribe further to the Local Authority 

Mortgage Scheme developed by Link Asset Services, it may be required 
to place funds with lending institutions for periods of up to 5 years.  This 
could be classified as being a service investment, rather than a treasury 
management investment, and therefore outside of the Specified / Non-
Specified categories.  The terms and conditions surrounding the placing 
of such funds will be within the parameters of the scheme agreed by 
members.  The limit on any such investment will be in addition to the limit 
set under the criteria above. 

 
40. City Council owned Local Authority Trading Companies (LATCOs) may 

need to borrow for short periods to cover negative cash flow.  Whilst this 
is unlikely, it is prudent to plan for such an eventuality.  The City Council 
will meet such deficits by lending to such companies as a non-specified 
investment. 

 
  
Risk Management of Investment Counterparties 
 
41. Bank and Money Market Fund ratings are checked daily. The City 

Council is alerted by e-mail when there is an amendment by any of the 
agencies to the credit rating of an institution.  If an amendment means an 
institution no longer meets the City Council’s minimum requirement, or 
any doubt over its financial standing exists, then that institution is 
removed immediately from the counterparty lending list. Conversely, an 
institution may be added to the list should it achieve the minimum rating. 

 
42. Credit ratings are only the starting point when considering credit risk. The 

Code of Practice requires the City Council to supplement credit rating 
information with additional operational market information, which will be 
applied before making any specific investment decision from the agreed 
pool of counterparties.  Credit Default Swaps and negative rating 
watches/outlooks are examined and the financial press, internet and 
financial information systems are monitored for market information 
regarding its counterparties. It also receives daily e-mails from various 
market participants that could identify potential problems. Any 
information that casts doubt on an institution's creditworthiness is acted 
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on by suspending investment with that institution. 
 
Liquidity of Investments 
 
43. Each investment decision is made with regard to cash flow requirements 

resulting in a range of maturity periods within the investment portfolio. 
Investments are normally short term having a maturity of less than one 
year.  The Prudential Code does allow longer term investments and 
under certain money market conditions, it may be prudent to invest for up 
to three years dependent on cash flow forecasts. 

 
Risk Benchmarking 
 
44. The CIPFA Codes and the CLG Investment Guidance recommend the 

consideration and approval of security and liquidity benchmarks. Yield 
benchmarks are currently widely used to assess investment 
performance.  Security and liquidity benchmarks are new requirements 
although the application of these is more subjective in nature. The 
benchmarks are simple guides to maximum risk and so may be 
breached from time to time depending on movements in interest rates 
and counterparty criteria.  The purpose of them is for officers to monitor 
the current and trend position and amend the operational strategy to 
manage risk as conditions change.  Any breach of the benchmarks will 
be reported, with supporting reasons in the Mid-Year or Annual Report. 

 
45. Security: - Security is currently evidenced by the application of minimum 

credit quality criteria to investment counterparties, primarily through the 
use of credit ratings. A method to benchmark security risk is to assess 
the historic level of default against the minimum criteria used in the 
Council’s investment strategy.  The Council’s minimum credit rating 
criteria is “BBB”. The average expectation of default for a one year 
investment in a counterparty with a “BBB” long term rating is 0.15% of 
the total investment e.g. for a £1m investment the average loss would be 
£1,500. This is only an average and any specific counterparty loss is 
likely to be higher but these figures do act as a proxy benchmark for risk 
across the portfolio.  The Council’s maximum security risk benchmark of 
0.15% is embodied in the criteria for selecting cash investment 
counterparties.   

 
46. Liquidity: - The City Council seeks to maintain liquid short term deposits 

of at least £5 million available daily. 
 
47. Yield: - The City Council’s benchmark for investment returns is the 7 day 

LIBID rate. 
 
 
 
REPORTING ARRANGEMENTS 
 
48. In accordance with CIPFA’s “Treasury Management Code of Practice” 
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the council is required to receive and approve, as a minimum, three main 
reports each year, which incorporates a variety of policies, estimates and 
actuals, including: 

 

 The Treasury Management Policy Statement – Including prudential 
and treasury indicators, and the annual investment strategy, which 
approves the parameters on how investments are to be managed. 

 

 A mid-year Treasury Management Report – updating the council with 
the progress of the capital position, treasury management activity and 
performance, and whether any policies and / or prudential and 
treasury indicators require revision 

 

 An Annual Treasury Management Report – providing details of actual 
treasury operation as compared to the estimates within the strategy, 
together with a selection of actual prudential and treasury indicators. 

 
 
 
TRAINING ARRANGEMENTS 
 
  
49. CIPFA’s Code of Practice requires the Chief Finance Officer to ensure 

that Members with responsibility for treasury management policy receive 
adequate training; this especially applies to those Members responsible 
for scrutiny.  Training is to be arranged during 2018/19 from the City 
Council’s appointed external Treasury Management Advisor, further 
details will be provided to the appropriate Members. 

 
50.  Additionally, the training needs of Treasury Management Officers are 

periodically reviewed as part of staff appraisals and personal 
development plans. Training opportunities available to officers include 
professional qualifications from CIPFA, and other appropriate 
organisations, attendance at workshops and seminars run by the 
Council’s appointed Treasury Management Advisor, and on the job 
training in line with the approved Treasury Management Practices. 

  
 
PERFORMANCE INDICATORS 
 
51. 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 prudential indicators, which are predominantly forward looking.   

 
52. The City Council will maintain performance indicators for both borrowing 

and investment though it must be stressed that the pursuit of higher 
performance shall not be at the expense of taking undue risks.  The 
indicators for the treasury function are: 
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 Borrowing - Average rate of borrowing for the year compared to 
average available. 

 

 Investments – Internal returns compared to the 7 day LIBID rate. 
 
 The results of these indicators will be reported in the Treasury 

Management Monitoring and Annual Reports to Audit & Governance 
Select Committee. 

 
 
TREASURY CONSULTANCY SERVICES 
  
53. The City Council currently uses Link Asset Services, Treasury Solutions 

as its external treasury management advisors; appointed under a 
competitive procurement exercise.  The advisors provide access to 
specialist skills and resources including: - 

 

 Technical support on treasury matters and capital finance issues. 

 Economic and interest rate analysis. 

 Debt services, which includes advice on the timing of borrowing. 

 Debt rescheduling advice surrounding the existing portfolio. 

 Generic investment advice on interest rates, timing and investment          
instruments. 

 Credit ratings/market information service comprising the three main 
credit rating agencies. 

 
54. The City 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 external service providers.   Whilst the 
advisors provide support to the internal treasury function and enhance its 
effectiveness by the provision of information, the responsibility for any 
decision on treasury matters remains with the Council. 

 
 
FUTURE CHANGES TO THE TREASURY MANAGEMENT CODE 
 
55. An updated Treasury Management Code of Practice was published in 

December 2017; CIPFA guidance is for the Code to be implemented as 
soon as reasonably possible with full implementation from 1 April 2019. 
The updated Code requires local authorities to apply treasury 
management principles to non-treasury investments (for example, 
investment properties).  Details of the City Council’s future plans for non-
treasury investments are covered in the Capital and Investment Strategy 
and Asset Management Plan. 
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         Appendix A 
          
MINIMUM REVENUE PROVISION STRATEGY – 2018/19 
 
Background 
 
1. Local Authorities have a statutory requirement to set aside each year part 

of their revenues as a provision for the repayment of debt, called the 
Minimum Revenue Provision (MRP).  The provision is in respect of capital 
expenditure incurred in previous years and which has been financed by 
borrowing. 

 
2. The statutory requirement per the Local Authorities (Capital Finance and 

Accounting) (England) (Amendment) Regulations 2008 [SI 2008/414] is for 
each local authority to determine an amount of MRP which it considers to 
be “prudent”. 

 
3. As “prudence” is not defined in the regulations, the MHCLG had issued 

accompanying statutory guidance (2012) which explained that the broad 
aim of a “prudent provision” is to ensure that the debt is repaid over a 
period that is either, reasonably commensurate with the period over which 
the capital expenditure provides benefit, or, in the case of borrowing 
supported by formula grant, reasonably commensurate with the period 
implicit in the determination of that grant.  Each authority must determine 
what they consider is a prudent amount while having regard to the 
guidance.  

 
4. The guidance also recommends that each local authority prepare an 

annual statement of its strategic policy on making MRP, to be approved by 
the full Council.  

 
 
Strategic Options 
 
5. The City Council is free to determine its own method for calculating a 

prudent provision, while having regard to the statutory guidance, which 
includes four options for calculating MRP.  The City Council can use a 
combination of the available options if it chooses.  The options are as 
follows: 

 
Option 1 – Regulatory Method 
 
6. This provides for local authorities to continue to calculate MRP in line with 

the minimum existing statutory charge of 4% of outstanding debt related to 
supported borrowing only, less an adjustment that ensures consistency 
with previous capital regulatory regimes no longer in force.  This option is 
available for all capital expenditure incurred prior to 1 April 2008. 
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Option 2 – Capital Financing Requirement Method 
 
7. This is very similar to the regulatory method but it does not take account of 

the adjustment that ensures authorities do not pay more MRP than under 
the previous capital regulatory regimes.  For most authorities this method 
may not be appropriate, as it would result in a higher level of provision 
than option 1. 

 
Option 3 – Asset Life Method 
 
8. This method is appropriate for calculating MRP in relation to debt incurred 

as unsupported borrowing (also known as prudential borrowing), and must 
be used for revenue expenditure capitalised by direction or regulation. 
Under this option there are two methods available:  

 
(i) Equal instalment method. This generates a series of equal annual 

amounts over the life of each asset that is financed by borrowing, with 
the life determined upon acquisition. This means that the charge to 
revenue closely matches the period of economic benefit of the asset.  

 
(ii) Annuity method. This method links the MRP to the flow of benefits 

from an asset where the benefit is expected to increase in later years. 
 
9. Under this option, authorities should consider the type of assets that they 

finance through prudential borrowing, as the type of asset and its useful 
life may have a significant impact on the level of MRP charged.  

 
10. Where expenditure is capitalised by direction or regulation, the guidance 

specifies certain maximum lives to be used in the calculation (e.g., 
acquisition of share capital should be financed over a maximum of 20 
years). 

 
Finance Leases and PFI 
11. The guidance indicates that for finance leases and on-balance sheet PFI 

contracts, the MRP requirement could be met by making a charge equal to 
the element of the finance lease rental that goes to write down the balance 
sheet liability under proper accounting practices.  This is in effect a 
modified version of the annuity method of Option 3.  However, the 
guidance does not prohibit the use of alternative methods for calculating a 
prudent provision in respect of such contracts. 

 
 

Option 4 – Depreciation Method 
 

12. This method is appropriate for calculating MRP in relation to debt incurred 
as unsupported (prudential) borrowing. Under this method, MRP is equal 
to the amount of depreciation charged on assets funded from unsupported 
borrowing.   This method may cause volatility in the annual charge for 
MRP because assets are revalued on a periodic basis, giving rise to 
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significant changes in the amount of depreciation charged.  Given this 
potential adverse impact on future budgets, this option is not considered 
viable for the City Council. 

 
 
Use of Capital Receipts 
 
13. In addition to the four options listed above, the Local Authorities (Capital 

Finance and Accounting) Regulations 2003 [SI 2003/3146 as amended] 
allow local authorities to use capital receipts to: 
(i) Meet capital expenditure, 
(ii) Repay the principal of any amount borrowed,  
(iii) Meet any liability in respect of credit arrangements, other than any 

liability, which, in accordance with proper practices, must be charged to 
a revenue account.   

 
14. Therefore, the application of capital receipts to repay borrowing previously 

incurred will reduce the level of MRP, which an authority needs to set 
aside from revenue as a prudent provision.  

 
15. In addition, proper accounting practices require that for finance leases and 

PFI contracts the element of the annual rental relating to repayment of the 
liability is used to write down that liability on the balance sheet and is not 
charged to revenue. It therefore follows that local authorities are permitted 
to apply capital receipts to fund the principal element of the annual rental 
of a finance lease or on balance sheet PFI contract.  

 
 
Policy Adopted for 2017/18  
 
16. The City Council approved the following policy to determine its MRP for 

2017/18: 
 

(i) For all capital expenditure incurred before 1 April 2008 and for all 
capital expenditure funded via supported borrowing; MRP to be 
calculated using an annual 2% per year flat rate charge of £7.3m. 

(ii) For all capital expenditure incurred after 1 April 2008 financed by 
unsupported (prudential) borrowing, MRP to be calculated using 
Option 3 (ii)  – The Asset Life Method using the annuity method.  

a. Estimated asset lives will be determined by the Chief Finance 
Officer using the latest available information.  

b. For statutory capitalisations where the guidance specifies 
maximum life periods to be used, the MRP charge will have 
regard to these maximum life periods.   

c. In accordance with the statutory guidance, MRP will first be 
charged in the financial year following the one in which the 
related asset becomes operational. 

(iii) For credit arrangements such as on balance sheet leasing 
arrangements (finance leases), MRP charge to be equal to the 
principal element of the annual rental. 
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(iv) For on balance sheet PFI contracts, MRP charge to be based on the 
estimated asset life of the assets provided within the PFI contracts 
using Option 3(ii) – the annuity method of calculation. 
This links the MRP charge to the estimated life of the related assets 
provided under PFI contracts and so is consistent with the 
methodology used for other assets funded via prudential borrowing. It 
should be noted that the MRP charges would continue to be made in 
respect of the assets after the related PFI contracts have ceased. 

(v) The Chief Finance Officer may determine that capital receipts are 
used to repay borrowing for specific schemes and so amend the MRP 
charge accordingly for those schemes. 

 
 
 
Recommended Policy for 2018/19 
 
17. The Chief Finance Officer recommends that for 2018/19 the City Council 

adopts the following policy for calculating a prudent MRP: 
 

(i) For all capital expenditure incurred before 1 April 2008 and for all 
capital expenditure funded via supported borrowing: it is proposed to 
re-phase the MRP charge relating to this element, while continuing to 
fully charge the outstanding amount to revenue over the next 46 years 
to 2063/64. It is proposed to charge £0.5m for each of the financial 
years 2018/19 and 2019/20 then charge the remaining £339.1m 
outstanding amount to revenue in equal instalments of £7.7m from 
2020/21 to 2063/64.   

(ii) For all capital expenditure incurred after 1 April 2008 financed by 
unsupported (prudential) borrowing: MRP to be calculated using 
Option 3 (ii)  – The Asset Life Method using the annuity method.  

a. Estimated asset lives will be determined by the Chief Finance 
Officer using the latest available information.  

b. For statutory capitalisations where the guidance specifies 
maximum life periods to be used, the MRP charge will have 
regard to these maximum life periods.   

c. In accordance with the statutory guidance, MRP will first be 
charged in the financial year following the one in which the 
related asset becomes operational. 

(iii) For credit arrangements such as on balance sheet leasing 
arrangements (finance leases), MRP charge to be equal to the 
principal element of the annual rental. 

(iv) For on balance sheet PFI contracts, MRP charge to be based on the 
estimated asset life of the assets provided within the PFI contracts 
using Option 3(ii) – the annuity method of calculation. 
This links the MRP charge to the estimated life of the related assets 
provided under PFI contracts and so is consistent with the 
methodology used for other assets funded via prudential borrowing. It 
should be noted that the MRP charges would continue to be made in 
respect of the assets after the related PFI contracts have ceased. 
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(v) The Chief Finance Officer may determine that capital receipts are 
used to repay borrowing for specific schemes and so amend the MRP 
charge accordingly for those schemes.  
For example, where a capital scheme results in an asset that is 
subsequently leased to a third party via a finance lease, recovering the 
capital cost of the asset over the term of the lease, the principal 
repayment element of the finance lease rentals (the element classified 
as capital receipts) can be used to replace the MRP charge for the 
capital scheme.  
Similarly, where a capital loan has been issued, the principal element 
of the loan repayments can be used to replace the MRP charge for the 
capital scheme.  
In such instances, the lease / loan payments will be kept under review 
and if it is considered that the loan or lease is impaired and that the 
principal will not be repaid, then the MRP charge will be reinstated.   

 
18. The re-phasing of MRP for supported borrowing is intended to give 

flexibility for the City Council to temporarily re-direct resources towards 
transforming service provision and to achieve significant ongoing budget 
savings as a result of this transformation.  After the two year period, it is 
planned to revert to the previous methodology so the remaining supported 
borrowing is fully charged over the next 44 years in equal instalments.  
This proposal is considered prudent as supported borrowing is still repaid 
fully over the same timeframe as before while allowing the required budget 
flexibility over a short term period. 
 

19. The Chief Finance Officer may from time to time and when it is beneficial 
to the efficient financial administration of the City Council, vary the 
amounts charged as MRP in the year by making additional and voluntary 
payments of MRP. In these circumstances, the amount paid would not 
prejudice the existing strategy or be counter to the regulatory intent of that 
strategy. 
 

20. Should any variation to borrowing amounts occur then this may require a 
further MRP determination. Members will be asked to approve such 
changes at the appropriate times. 
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Appendix B 
 
Treasury Advisors market commentary 
 
The Council has appointed Link Asset Services as its treasury advisor and 
part of their service is to assist the Council to formulate a view on interest 
rates. The following table gives our central view. 

 
 Jun-18 Sep-18 Dec- 18 Mar - 19 Jun - 19 Sep - 19 Dec - 19 Mar- 19 

Bank Rate 0.75% 0.75% 1.00% 1.00% 1.00% 1.00% 1.25% 1.25% 

5yr PWLB rate 2.00% 2.10% 2.10% 2.20% 2.30% 2.30% 2.40% 2.40% 

10yr PWLB rate 2.50% 2.60% 2.70% 2.70% 2.80% 2.80% 2.90% 3.00% 

25yr PWLB rate 2.90% 3.00% 3.10% 3.20% 3.20% 3.30% 3.30% 3.40% 

50yr PWLB rate 2.70% 2.80% 2.90% 3.00% 3.00% 3.10% 3.10% 3.20% 

 

 

As expected, the Monetary Policy Committee (MPC) delivered a 0.25% 
increase in Bank Rate at its meeting on 2 November. This removed the 
emergency cut in August 2016 after the EU referendum.  The MPC meeting in 
February 2018 adopted a more hawkish tone than markets had anticipated, 
providing forward guidance of a possible increase in the bank rate of 0.25% 
as soon as May 2018. The Link Asset Services forecast as above includes 
increases in Bank Rate of 0.25% in May 2018, November 2018 and 
November 2019. 

The overall longer run trend is for gilt yields and PWLB rates to rise, albeit 

gently.  It has long been expected, that at some point, there would be a more 

protracted move from bonds to equities after a historic long-term trend, over 

about the last 25 years, of falling bond yields. The action of central banks 

since the financial crash of 2008, in implementing substantial Quantitative 

Easing, added further impetus to this downward trend in bond yields and 

rising bond prices.  Quantitative Easing has also directly led to a rise in equity 

values as investors searched for higher returns and took on riskier 

assets.  The sharp rise in bond yields since the US Presidential election in 

November 2016 has called into question whether the previous trend may go 

into reverse, especially now the Fed has taken the lead in reversing monetary 

policy by starting, in October 2017, a policy of not fully reinvesting proceeds 

from bonds that it holds when they mature.   

Until 2015, monetary policy was focused on providing stimulus to economic 

growth but has since started to refocus on countering the threat of rising 

inflationary pressures as stronger economic growth becomes more firmly 

established. The Fed has started raising interest rates and this trend is 

expected to continue during 2018 and 2019.  These increases will make 

holding US bonds much less attractive and cause their prices to fall, and 

therefore bond yields to rise. Rising bond yields in the US are likely to exert 

some upward pressure on bond yields in the UK and other developed 

economies.  However, the degree of that upward pressure is likely to be 
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dampened by how strong or weak the prospects for economic growth and 

rising inflation are in each country, and on the degree of progress towards the 

reversal of monetary policy away from quantitative easing and other credit 

stimulus measures. 

From time to time, gilt yields – and therefore PWLB rates - can be subject to 

exceptional levels of volatility due to geo-political, sovereign debt crisis and 

emerging market developments. Such volatility could occur at any time during 

the forecast period. 

Economic and interest rate forecasting remains difficult with so many external 

influences weighing on the UK. The above forecasts (and MPC decisions) will 

be liable to further amendment depending on how economic data and 

developments in financial markets transpire over the next year. Geopolitical 

developments, especially in the EU, could also have a major impact. 

Forecasts for average investment earnings beyond the three-year time 

horizon will be heavily dependent on economic and political developments.  

The overall balance of risks to economic recovery in the UK is probably to the 
downside, particularly with the current level of uncertainty over the final terms 
of Brexit.  

Downside risks to current forecasts for UK gilt yields and PWLB rates 
currently include:  

 The Bank of England takes action too quickly over the next three 

years to raise Bank Rate and causes UK economic growth, and 

increases in inflation, to be weaker than we currently anticipate.  

 Geopolitical risks, especially North Korea, but also in Europe and the 

Middle East, which could lead to increasing safe haven flows.  

 A resurgence of the Eurozone sovereign debt crisis, possibly Italy, 

due to its high level of government debt, low rate of economic growth 

and vulnerable banking system. 

 Weak capitalisation of some European banks. 

 Germany is still without an effective government after the inconclusive 

result of the general election in October.  In addition, Italy is to hold a 

general election on 4 March and the anti EU populist Five Star party is 

currently in the lead in the polls, although it is unlikely to get a working 

majority on its own.  Both situations could pose major challenges to 

the overall leadership and direction of the EU as a whole and of the 

individual respective countries. Hungary will hold a general election in 

April 2018. 

 The result of the October 2017 Austrian general election has now 

resulted in a strongly anti-immigrant coalition government.  In 
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addition, the Czech ANO party became the largest party in the 

October 2017 general election on a platform of being strongly against 

EU migrant quotas and refugee policies. Both developments could 

provide major impetus to other, particularly former Communist bloc 

countries, to coalesce to create a major block to progress on EU 

integration and centralisation of EU policy.  This, in turn, could spill 

over into impacting the Euro, EU financial policy and financial 

markets. 

 Rising protectionism under President Trump 

 A sharp Chinese downturn and its impact on emerging market 

countries 

The potential for upside risks to current forecasts for UK gilt yields and PWLB 
rates, especially for longer term PWLB rates include: - 

 The Bank of England is too slow in its pace and strength of increases 

in Bank Rate and, therefore, allows inflation pressures to build up too 

strongly within the UK economy, which then necessitates a later rapid 

series of increases in Bank Rate faster than we currently expect.  

 UK inflation returning to sustained significantly higher levels causing 

an increase in the inflation premium inherent to gilt yields.  

 The Fed causing a sudden shock in financial markets through 

misjudging the pace and strength of increases in its Fed. Funds Rate 

and in the pace and strength of reversal of Quantitative Easing, which 

then leads to a fundamental reassessment by investors of the relative 

risks of holding bonds, as opposed to equities.  This could lead to a 

major flight from bonds to equities and a sharp increase in bond yields 

in the US, which could then spill over into impacting bond yields 

around the world. 

 

 


