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Exempt 
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No
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Appendices 
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1.Treasury Management Policy Statement
2.Interest Rate Forecasts
3.Borrowing in Advance of Need
4.Specified and Non-specified investments
5.Minimum Credit Rating Criteria
6.Prudential Indicators
7.MRP Policy

1 Executive Summary
1.1 The TMSS and AIS are part of the council’s reporting procedures and are 

recommended by the Chartered Institute of Public Finance and Accountancy 
(CIPFA) code of practice on treasury management and its prudential code for 
capital finance in local authorities.  The Local Government Act 2003 requires 
Council’s to comply with both codes.

2 Recommendations
2.1 Council is asked to approve the 2018/19 Treasury Management Strategy 

Statement and Annual Investment Strategy 

mailto:Alison.mackie@newham.gov.uk
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3 Background

3.1 A key part of Treasury Management is the management of interest rate 
changes and financial risk.  

3.2 The LB Newham treasury team has consistently outperformed its investment 
benchmarks, contributing over £33m to the budget strategy over the past 11 
years amid austerity and persistently low interest rates.

3.3 Newham’s active risk management has increased investment returns that 
consistently return yields above market expectations.  At September 2017 
Newham investment performance as measured and compared within it’s 
benchmarking group (15) shows

 yield above the treasury advisors model of 0.36% (or £1.4m),
 yield above 3month LIBOR swap rates of 0.77% (or £3m) 
 yield above Gilts of 1.48% (or £5.9m).  
 the average yield for the benchmarking group - including Newham  was 

0.62%, Newham’s yield was 0.96% (or £3.8m) higher

3.4 The weighted average risk was the same as the group, with a portfolio average 
equivalent credit rating of A (high investment grade)

3.5 Newham treasury management team recognise that the investment landscape 
can vary and that doing nothing does not mitigate risk, quite the reverse.  
Bank deposits should not necessarily be relied upon to provide appropriate 
reward for the level of risk being taken.  Newham has invested in solar jointly 
with Warrington BC Thurrock BC and LB Bexley, working closely with their 
partners, delivering a secured investment that captures the joint pooling of 
local government investment funds while keeping structuring and 
administrative costs to a minimum.

3.6 The Council’s treasury management activities has elected to be treated as an 
elective professional investor under the Markets in Financial Instruments 
Directive (MiFID II) which became operational from January 2018. This 
ensures that the Council can continue to earn the highest possible rates on its 
deposits. 

3.7 The treasury team also successfully concluded negotiations with a major 
lender in late 2016/17, resulting in savings to the council of £94m over the life 
of the loans involved, these savings too support the budget strategy

3.8 The 2018/19 TMSS & AIS manages treasury risk of c£1.3bn. The council’s  
treasury policy is set out in Appendix 1 of this report.  The TMSS and AIS fully 
comply with the requirements set out in the 2011 CIPFA Prudential Codes and 
Treasury Management Code (the Code).

3.9 The CLG consultation on Investment Guidance closed 22/12/17; we are 
awaiting final proposals and will respond at the earliest opportunity.
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4.      Key Considerations & Proposals 
4.1    The effective operation of treasury activities will contribute towards the financial      

standing of the council and medium term budget strategy.
4.2 Prospects for interest rates
4.2.1 Appendix 2 details current interest rate forecasts
4.2.2 The council has appointed Link Asset Services (LAS) formerly Capita Asset 

services as its treasury advisor to help the council formulate a view on interest 
rates.

4.2.3 Current forecasts are fluid and depend upon geopolitical events.  
4.2.4 Economic recovery in the UK is affected by the uncertainty surrounding final 

terms of Brexit and the timetable for implementation.
4.3 Borrowing Strategy
4.3.1 The council’s borrowing strategy will be informed by:

 Interest rate forecasts and the shape of the interest rate curve
 Spread of current debt maturities to avoid high concentrations in any year
 Shape of the council’s future capital finance requirement (CFR) curve; and
 Balance of callable long term debt and on callable long term debt in the 

portfolio
4.3.2 The council will not borrow more than or in advance of its needs purely in 

order to profit from the investment of extra sums borrowed.  Risks associated 
with any borrowing in advance activity will be subject to prior appraisal and 
subsequent reporting.  

4.3.3 The council’s policy on borrowing in advance of need is set out in Appendix 3
4.3.4 Loan repayment/restructuring proposals will be considered only if they provide 

long term value for money and support the budget strategy.  
4.3.5 Officers continue, in consultation with the Lead Member for Finance, actively 

working on strategies to restructure existing loans within the portfolio, provided 
that the aims of reducing net interest rate risk, creating interest rate savings 
and re-balancing the portfolio are achieved.

4.3.6 The CFR from prudential borrowing (based on the latest capital programme) 
over the medium term is £334m, and expected to be funded in the medium 
term budget strategy (MTFS) via borrowing.  

4.3.7 Current treasury management practices require that council is informed of new 
long term borrowing undertaken at the earliest opportunity.  The following 
borrowing was drawn down from the PWLB.  
Table 1:  New Borrowing

Start Maturity Interest 
Rate Principal

Date Date % £m

23/11/2017 23/11/2057 2.45 70
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4.4 Investment Strategy
4.4.1 The council’s treasury investment policy has regard to the CLG’s Guidance on 

Local Government Investments and the TM Code and its priorities remain 
security, liquidity and return in that order.  

4.4.2 The council will consider placing longer term treasury deals while investment 
rates are at historically low levels where attractive interest rates with high 
quality counterparties become available.

4.4.3 Investments will make reference to the core balance, cash flow requirements 
and the outlook for short and medium term interest rates.

4.4.4 Ratings should not be the sole determinant of the quality of an institution, this 
council is not bound by the agency with the lowest rating and, 
importantly, officers will continually assess and monitor the financial 
sector and the economic, /political environment in which institutions 
operate.
The Council’s credit-rating criteria has been amended in recent years to reflect        
regulatory changes in the banking sector which have led to changes in the 
ratings issued by the main credit rating agencies.  The regulatory changes 
introduced throughout the world are designed to see greater stability, lower 
risk and the removal of expectations of Government financial support should 
an institution fail.

4.4.5 Treasury investment instruments identified for use in the financial year are 
listed in Appendix 4 under the ‘specified’ and ‘non-specifies’ investment 
categories.

4.4.6 An additional investment category of prime Residential Mortgage Backed 
Security (RMBS) is included in Appendix 4/5.  Investment will be restricted to 
AAA rated funds with only UK exposure.  These funds offer stronger risk-
adjusted returns whilst maintaining high daily liquidity with time plus two 
days (T+2) access and are used extensively by the GLA. . 

4.4.7 The Director of Financial Sustainability will, on advice, make operational 
changes to these limits in response to prevailing market conditions and 
regulatory changes.

4.4.8 The councils’ minimum criteria are set out in Appendix 5.  
4.4.9 Local benchmarks are: 7 day LIBID rate, Link Asset Services (LAS) rate and 

the UK Debt Management Office (DMO).
4.5 Treasury Indicators
4.5.1 The indicators cover 2017/18-2021/22.  The CIPFA Prudential Code and the 

TM code requires authorities to set treasury indicators and these are set out in 
Appendix 6.  No breaches in the indicators are expected in 2018/19.

4.6 Minimum revenue provision (the MRP)
4.6.1 The MRP Policy Statement 2017/18 is set out in Appendix 7 of this report.
4.7 Policy on the use of external service providers
4.7.1 The council uses LAS  as its external treasury advisor but responsibility for 
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treasury management decisions remains with this council at all times
5. Policy Implications & Corporate Priorities
5.1 The revised CIPFA Prudential Code and CIPFA Treasury Management Code 

released late December 2017 were published too late to influence the 
2018/19 budget  cycle.  

5.2 Officers will arrange member training on the changes and help the council 
respond to the new requirements.  . 

5.3 The Codes appear to accept the drive for financial returns and the use of non-
treasury related investments, but reaffirm the need for risk management and
proportionality of its commercial activities in relation to the council’s core 
activities.

6. Alternatives considered 
6.1 none

7. Consultation
7.1 Name of Lead Member consulted:  Cllr Lester Hudson

Position:        Deputy Mayor – Resources and Cabinet 
      Member for Finance 

Date:       Audit Board 23/1/18

7.2 LINK Asset Services 
January 2018

8. Implications 

8.1 Financial Implications
8.1.1 Directorate Finance Comments
8.1.1.1The recommended TMSS And AIS including the Treasury Prudential 

indicators will provide sufficient flexibility for the Director of Financial 
Sustainability to manage the council’s loan debt effectively in 2018/19.  The 
capital financing forecast used for the budget strategy is consistent with the 
proposals in this report

8.1.2 Comments of the Finance Director
8.1.2.1The proposals in this report do not have a direct economic impact within the 

borough.  Clearly though the effective operation of treasury activities should 
contribute towards the financial standing of the council and the budget 
strategy that supports the delivery of objectives generally

8.2 Legal Implications
8.2.1 The TMSS and AIS are a requirement of the council’s reporting procedures 

and both the CIPFA Code of Practice on Treasury Management and CIPFA 
Prudential Code for Capital Finance in Local Authorities.  The Council is 
required to comply with both codes through regulations issued under the Local 
Government Act 2003.  The Local Authorities (Capital Finance and 
Accounting) (England) (Amendments) Regulations 2008 state that t local 
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authority has a duty to make an amount of MRP which it considers to be 
‘prudent’.  The regulation does not itself define ‘prudent provision’ however, 
the MRP guidance makes recommendations to authorities on interpretation 
and determination of MRP of provision for the future

8.3 Equalities Implications
8.3.1 The report has no specific impact on Equalities/Diversity other than that the 

achievement of financial savings that will help t maximise resources available 
for council services.

8.4 Other Implications relevant to this report:
None

9 Background Information used in the preparation of this report
• CIPFA – Treasury management in the public services – code of practice & 

guide for chief financial officers
• CIPFA Prudential code for local authority capital finance
• LINK Asset Services.  UK economic forecasts
• London Borough of Newham – Treasury management strategy 2016/17 and 

MRP Policy statement
• Treasury management practices
• Local Government Act 2003
• CLG Guidance on local authority investments 2010
• CLG MRP Guidance
• CIPFA – Treasury and investment management in UK local authorities – 

Guidance notes for practitioners on financial instruments (chapter 4 of the 
2007 SORP)

• CIPFA Treasury management In local authorities – Icelandic banks collapse
• Communities and Local Government Select Committee on local government 

investments, 11 June 2009
• Audit Commission, risk and return, English local authorities and the Icelandic 

banks, March 2009; and
• Fathom economic forecasts.
• CIPFA Risk toolkit on Treasury management
• Medium Term Financial Statement
 CIPFA – Treasury Management in Public Services code of practice guidance 

notes for local authorities update


