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NORTH LINCOLNSHIRE COUNCIL 
 
 
 
 

TREASURY MANAGEMENT STRATEGY 2018/19 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

2. BACKGROUND INFORMATION 
 
2.1. The Local Government Act 2003 (the Act) and supporting regulations provides the legal 

framework for local authority capital investment and financing. The Act requires the Council 
to have regard to the Chartered Institute of Public Finance and Accountancy’s (CIPFA) 
Prudential Code and the CIPFA Treasury Management Code of Practice. Revised Codes 
were published in December 2017. 

 
2.2. The codes define the manner in which capital spending plans are to be considered and 

approved and require the Council to set Prudential Indicators for the next three years to 
ensure that the Council’s capital investment plans are affordable, prudent and sustainable. In 

COUNCIL 

 
1. OBJECT AND KEY POINTS IN THIS REPORT 
 

 
1.1 This report presents for Council approval the Treasury Management Policy 

Statement and the Treasury Management and Investment Strategy for 2018/19, 
attached in appendix A 
 

1.2 Key points in the report: 
 
Investments – the primary governing principle will remain to protect capital rather 
than maximise return. The council will continue to strive for a low risk balance set 
against effectively managing public money. 
 
Borrowing – overall, this will remain fairly consistent over the period and remain 
under-borrowed against its borrowing requirement. The council will continue to 
continue to take a pragmatic approach to balancing the right level of cash balances 
for cash purposes and the interest rates to minimise carrying costs. 
 
Governance – frequent reporting will continue through the Audit Committee, 
including mid-year and year end reporting to Council. 

 
1.3 It proposes that for the calculation of the Minimum Revenue Provision the annuity 

method should now be the preferred option for all council borrowing, including pre-
2008 debt.  

 
1.4 Should circumstances change significantly, to a point where the Council’s Treasury 

objectives are impacted, a revised Strategy will be presented for approval in-year. 
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conjunction with this the Codes also require the Council to set out its Treasury Strategy for 
borrowing and to prepare an Annual Investment Strategy. 
 

2.3. The revised Prudential Code introduces a new requirement for local authorities to produce 
detailed Capital Strategies. The Capital Strategy is intended to give a high-level overview of 
how capital expenditure, capital financing and treasury management activity contribute to the 
provision of services along with an overview of how associated risk is managed and the 
implications for future financial sustainability. The development of a Capital Investment 
Strategy allows flexibility to engage with full council to ensure that the overall strategy, 
governance procedures and risk appetite are fully understood by all elected members. 
Based upon recent guidance from the Ministry of Housing, Communities and Local 
Government (MHCLG) the requirement for a Capital Strategy will be incorporated into 
practice during 2018-19 ready to be formally included within the 2019-20 Treasury and 
Capital Investment Strategies. 
 

2.4. The previous strategy has been reviewed in light of the significant regulatory and legislative 
changes impacting on the Council’s Treasury activities to ensure it continues to meet the 
Council’s requirement.  The Treasury Management Policy Statement is included in the 
revised Treasury Management and Investment Strategy 2018/19, Appendix A. The key 
changes within the Investment Strategy is to widen access to counterparties and money 
markets whilst at the same time lower the level of risk exposure by increasing the credit 
rating required. 
 

2.5. As part of ensuring the Council benefits from professional advice Link Asset Services Ltd 
 have been appointed as the Council’s Treasury Advisors. 

 
2.6. The Minimum Revenue Provision (MRP) charge is the means by which capital expenditure 

 that is financed by borrowing or credit arrangements is paid for by the council’s revenue 
 accounts. Local authorities are required each year to set aside some of their revenues as a 
 provision for this debt. Over the past years the regulatory and economic environment has 
 changed significantly and led the sector to consider more innovative types of investment 
 activity. The Council has reviewed its MRP change in light of the revised Code and updated 
 legislative guidance and the MRP statement proposes a revised approach, using the annuity 
 method for all council borrowing, including pre 2008 debt. 

 
3. OPTIONS FOR CONSIDERATION 

 
3.1. The Council is asked to consider: 

 
3.1.1 Adoption of the Prudential Code 2017, the CIPFA Treasury Management in Public 

Services Code of Practice and related MHCLG Guidance. 
3.1.2 Approval of the Treasury Management Policy Statement, the Treasury Management 

and Investment Strategy 2018/19 Appendix A. 
3.1.3 Setting the Prudential Indicators Appendix A3. 
3.1.4 Approval of the MRP Policy Appendix A4, and 
3.1.5 Approval of the list of Financial Institutions (Counterparties) in Appendix A2. 
 

4. ANALYSIS OF OPTIONS 
 

4.1  The priority for Treasury Management at North Lincolnshire Council is to protect capital 
rather  than to maximise return. The avoidance of all risk is neither appropriate nor possible 
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but the  council will continue to strive for a low risk balance set against a keen responsibility to 
manage  public money effectively. 
 

4.2  The attached strategy incorporates a Policy Statement and Strategies for investment and 
 borrowing that represents an appropriate balance between risk management and cost 
 effectiveness and complies with statutory and regulatory guidance and best practice. 
 

4.3  The Markets in Financial Instruments Directive II (MiFID II) came into force in January 2018 
 and the Strategy incorporates these requirements, and the benefits of being recognised as 
 having Professional status. 

 
4.4  CIPFA recognise that the issue of revised codes late in the 2018-19 budget planning cycle 

 makes it difficult for most authorities to implement fully both codes and accepts full 
 implementation by 2019-20. In adopting the Code, the Council is required to implement the   
 requirements in respect of the capital strategy 2018-19. 
 

4.5  In determining the proposed strategy financial and risk management implications have been 
taken into account. There are a range of considerations as set out in the table below. 
 

Alternative Strategies Impact on income and 
expenditure 

Impact on risk management 

Invest in a narrower range 

of counterparties and/or 

for shorter times 

Interest income will be lower Lower chance of losses from 

credit related defaults, but any 

such losses may be greater 

Invest in a wider range of 

counterparties and/or for 

longer times 

Interest income will be higher Increased risk of losses from 

credit related defaults, but any 

such losses may be smaller 

Borrow additional sums at 

long-term fixed interest 

rates 

Debt interest costs will rise; 

this is unlikely to be offset by 

higher investment income 

Higher investment balance 

leading to a higher impact in 

the event of a default; 

however long-term interest 

costs may be more certain 

Borrow short-term or 

variable loans instead of 

long-term fixed rates 

Debt interest costs will initially 

be lower 

Increases in debt interest 

costs will be broadly offset by 

rising investment income in 

the medium term, but long 

term costs may be less 

certain  

Reduce level of borrowing  Saving on debt interest is 

likely to exceed lost 

investment income but would 

also impact the Council’s 

ability to pursue revenue-

generating capital schemes 

Reduced investment balance 

leading to a lower impact in 

the event of a default; 

however long-term interest 

costs may be less certain 
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4.6  The Council’s approach has been: 
 

 To extend the range of counterparties to provide more investment and borrowing 
options, and spread risk  

 To prioritise protection of capital over maximising return 

 To maintain an appropriate balance of short and long-term borrowing to optimise cost 
effectiveness 

 To maintain cash balances at a minimum of £10m to provide sufficient liquidity, while 
not building significant cash balances which still attract poor returns in financial 
markets   
 

4.7 The MRP policy statement complies with the requirements of the statutory guidance. It is 
proposed to make a change to align all MRP calculations to an annuity method. That 
means that the treatment of pre-2008 debt will be on the same basis as post-2008 debt. It 
will be charged to revenue over a 50 year life.  This remains prudent as under the original 
approach charges were spread over more than 200 years. It provides a short-term financial 
benefit. 

 
4.8  The proposed indicators are set out at Appendix A3 and in the Capital report 

elsewhere on  this agenda. They set limits on the maximum level of borrowing which may be 
made in the  financial year, but can be revised by council if necessary at a later date. The 
limits have  been set so as to allow borrowing to meet the needs of the capital programme, 
with an  allowance for contingencies should adverse factors affect normal cash flow. They also 
set  parameters for the maturity structure of debt and the mix of fixed and variable debt. 

 
4.9  The Prudential Code requires the S151 Officer to monitor all prudential indicators. 

Regular  monitoring is undertaken in-year. Significant variation in the estimates used to 
calculate  these prudential indicators would trigger a report to the Director of Governance and 
 Partnerships (S151 Officer), which would lead to further investigation and action as 
 appropriate. 

 
4.10 Reporting to Council on treasury management activity/performance and the Prudential 

 Indicators is as follows: 
 

 Outturn and half-year against the strategy approved for the year.  

 The Authority will produce an outturn report on its treasury activity no later than 30th 
September after the financial year end. 

 
4.11 The Audit Committee will be responsible for the scrutiny of treasury management activity 

 and practices and will receive the above reports in advance of Council and make any 
 comments deemed appropriate for Council’s consideration. 
 

4.12 The 2017-18 treasury strategy set out to consider the procurement of treasury advisors. It 
 recognises that there is value in employing external providers of treasury management 
 services in order to acquire access to specialist skills and resources. The Council’s shared 
 service partner, North East Lincolnshire Council, procured new advisors, Link Asset 
 Services Limited, in 2017 for up to a  four year term. As part of the shared services 
 arrangements North Lincolnshire will contract with the same provider as its external 
treasury  management advisors. The Council will ensure that the terms of their appointment 
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and the  methods by which their value will be assessed are properly agreed and documented, 
and  subject to regular review.  

 
4.13 At the same time the Council recognises that responsibility for treasury management 

 decisions remains with the organisation at all times and will ensure that undue reliance is 
 not placed upon our external service providers.  

 
 
5. RESOURCE IMPLICATIONS (FINANCIAL, STAFFING, PROPERTY, IT) 

 
5.1. Financial 

The financial implications of this report are reflected in the 2018/21 financial plan and capital 
programme presented elsewhere on this agenda.  
 

5.2 Shared Service arrangements with North East Lincolnshire Council have covered Treasury 
 operations since mid-2016. This model requires officers to make daily operational 
investment  decisions for both Authorities. As each Authority will continue to set its Treasury 
Strategy  independently in 2018-19 there remains the obvious potential for differing risk 
appetites to  result in investments being placed and/or borrowing being arranged for one Authority 
that are  contrary to those of the other. The working assumption will be that the transacting 
Authority’s  Strategy takes precedence at all times.  

 
 

6. OUTCOMES OF INTEGRATED IMPACT ASSESSMENT (IF APPLICABLE) 
 

6.1. Statutory 
Statutory and best practice requirements are taken into account when framing the Treasury 
Management Strategy. The Strategy for 2018-19 has been prepared taking into account the 
revised Prudential Code 2017, the CIPFA Treasury Management in Public Services Code of 
Practice and related MHCLG Guidance.  

  
6.2  Risk  
 Treasury is a complex area and no related activity is without risk. Specific risks include, but 

are not limited to: 
 

 Counterparty Credit Risk (the risk of an investment not being repaid) 

 Liquidity risk (the risk that the Authority does not have its funds in the right place, at the 
right time and in the right amount to make it’s payments as they fall due)  

 Interest rate risk (the risk that future rate movements have a revenue implication for the 
Authority) and  

 Reputational risk.  
 
6.3 The report, policy statement and Strategy 2018/19 sets out our approach toward mitigating 

these risks.  
 
6.4 The service will continue to invest in treasury staff through appropriate training to ensure 

they have the skills and knowledge to meet the demands of the job.  
 
 
7. OUTCOMES OF CONSULTATION AND CONFLICTS OF INTERESTS  DECLARED 
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7.1. Consultation not required. No known conflicts of interest. 
 
8. RECOMMENDATIONS 

 
8.1. That Council approve 
 

a) The Treasury Management Policy and Treasury Management and Investment Strategy 
for 2018/19, Appendix A 
 

b) The adoption of the Prudential Code 2017, the CIPFA Treasury Management in Public 
Services Code of Practice and related MHCLG Guidance. 
 

c) The prudential indicators for 2018/21 set out in Appendix A3 of the Strategy 
 
d) The revised policy on the Minimum Revenue Provision Appendix A4 Strategy 
 
e) The list of approved financial institutions included in Appendix A2 of the Strategy; and 

delegates to the Director of Governance and Partnerships the authority to make changes 
to the list as necessary, within the guidelines set by the Treasury Strategy.  Any changes 
to be reported back to Council, Cabinet and Audit Committee in accordance with 
delegations, as part of the regular reporting process. 

 
 

DIRECTOR OF GOVERNANCE AND PARTNERSHIPS 
 

Civic Centre 
Ashby Road 
SCUNTHORPE 
North Lincolnshire 
DN16 1AB 
Author: Peter Fijalkowski 
Date: 19 February 2018 
 
Background Papers used in the preparation of this report 
CIPFA Treasury Management in the Public Services: Code of Practice 2017 
CIPFA The Prudential Code 2017 
MHCLG Guidance  
Local Government Act 2003 
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          Appendix A 

 

North Lincolnshire Council 

 

Treasury Management Strategy 2018/19 

 

1. Treasury Management Policy Statement    p.2 

2. Treasury Management and Investment Strategy  p.3 

3. Appendix A1:Credit Risk Credit Rating    p.16 

4. Appendix A2:Counterparty List (Financial Institutions)  p.17 

5. Appendix A3:Prudential Indicators    p.19 

6. Appendix A4:Minimum Revenue Provision Policy  p.21 
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The Treasury Management Policy Statement  

 
1.        The Council defines its treasury management activities as: 
 

The management of the Council’s borrowing, investments and cash flows, its 
banking, money market and capital market transactions; the effective control 
of the risks associated with those activities; and the pursuit of optimum 
performance consistent with those risks.” 
  

2. The Council regards the successful identification, monitoring and control of risk 
to be the prime criteria by which the effectiveness of its treasury management 
activities will be measured.  Accordingly, the analysis and reporting of treasury 
management activities will focus on their risk implications for the Council, and 
any financial instruments entered into to manage these risks. 

 
3. This Council acknowledges that effective treasury management will provide 

support towards the achievement of its business and service objectives.  It is 
therefore committed to the principles of achieving value for money in treasury 
management, and to employing suitable comprehensive performance 
measurement techniques, within the context of effective risk management. 

 
4. The Council’s high level policies for borrowing, borrowing in advance and 

investments.  
 

 The Council’s borrowing will be affordable, sustainable and prudent and 
consideration will be given to the management of interest rate risk and 
refinancing risk.  The source from which the borrowing is taken and the 
type of borrowing should allow the Council transparency and control 
over its debt. 

 

 This organisation will only borrow in advance of need where there is a 
  clear business case for doing so and will only do so for the current 
capital   programme or to finance future debt maturities. 

 

 The Council’s primary objective in relation to investments remains the 
security of capital.  The liquidity or accessibility of the Council’s 
investments followed by the yield earned on investments remain 
important but are secondary considerations.   
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TREASURY MANAGEMENT AND INVESTMENT STRATEGY 
 

1. THE LEGAL FRAMEWORK 
 

1.1  The Local Government Act 2003 provides the legal framework for local 
 Council capital investment and financing. This is supplemented by 
 codes of professional practice which practitioners are required to follow 
 under the Act. As the recognised accounting body for the public sector 
 CIPFA issued its latest version of the Code of Practice for Treasury 
 Management at the end of 2017.  CIPFA also issued a revision to its 
 Prudential Code for Capital Finance at the same time. 
 

1.2  The codes require all local authorities to produce detailed Capital 
 Investment Strategies. The Capital Investment Strategy is intended to 
 give a high-level overview of how capital expenditure, capital financing 
 and treasury management activity contribute to the provision of 
services  along with an overview of how associated risk is managed and 
the  implications for future financial sustainability. The development of a 
 Capital Investment Strategy allows flexibility to engage with full council 
 to ensure that the overall strategy, governance procedures and risk 
 appetite are fully understood by all elected members. 
 

1.3  CIPFA recognise that the issue of revised codes late in the 2018-19 
 budget planning cycle makes it difficult for most authorities to fully 
 implement both codes and accepts full implementation is not expected 
 until 2019-20.  
 

1.4  Council is therefore requested to formally adopt the new Codes at its 
 March 2018 meeting with implementation to be completed during 2018-
 19. 
 

1.5  Revised guidance from the Ministry of Housing, Communities and 
Local  Government (MHCLG) was issued in February 2018 and it’s 
 requirements will be incorporated into practice during 2018-19 ready to 
 be formally included within the 2019-20 Treasury and Capital 
Investment  Strategies. 
 

 
2. THE ECONOMIC CONTEXT 

 
The state of the economy 

 
2.1. The impact of political risk on financial markets remains significant over the 

next year.   
 
2.2. By the time the Treasury Strategy covered here expires Britain will have 

formally left the EU.  Many well publicised political issues require resolution in 
the interim and markets are relying on a meaningful transition period beyond 
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2019.  Failure to secure such an arrangement may alter the investment and 
borrowing environment significantly for us. 
 

Interest Rates 
 
2.3. 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 their central view. 

 
 
 

2.4  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. 

 
2.5 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. 

 
2.6 Downside risks to current forecasts for UK gilt yields and PWLB rates 

currently include: 
 

 Bank of England monetary policy takes action too quickly over the next 
three years to raise Bank Rate and causes UK economic growth to be 
weaker than anticipated, and increases in inflation 

 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 

 Rising protectionism  

 A sharp Chinese downturn and its impact on emerging market countries 
 
2.7 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 
Base Rate and allows inflation pressures to build up too strongly within 
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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 US Federal Reserve causing a sudden shock in financial markets 
through misjudging the pace and strength of increases in its Funds Rate 
and in the pace and strength of its reversal of Quantitative Easing 
  

Investment and Borrowing Rates 
 
2.8 Investment returns are likely to remain low during 2018/19 but to be on a 

gently rising trend over the next few years. 
 

2.9   Borrowing interest rates increased sharply after the result of the general  
  election in June 2017 and then also after the September MPC meeting when 
  financial markets reacted by accelerating their expectations for the timing of 
  Bank Rate increases.  Since then, borrowing rates have eased back again 
  somewhat.  Apart from that, there has been little general trend in rates during 
  the current financial year.  
 

2.10 The policy of avoiding new borrowing by running down spare cash balances 
has served well over the last few years.  However, this needs to be carefully 
reviewed to avoid incurring higher borrowing costs in the future when, having 
reduced balances to minimum sustainable liquidity levels, the Council is 
unable to avoid new borrowing to finance capital expenditure and/or the 
refinancing of maturing debt; 

 
3. THE CURRENT PORTFOLIO POSITION 

 
Investments 
 
3.1  Cash balances overall were increased during 2017-18 to recognise the 

liquidity  risk present in the Council’s cash flows. This approach will continue in 
2018- 19 where a minimum liquidity level of £10m will be maintained. Peak 
balances  are expected to be similar to 2017-18.  
 

3.2  Since the 2008 Credit Crisis, the Council has concentrated its 
investments in  UK banks and building societies (as well as UK Government). 
Bail-in legislation  introduced in 2017 means that all unsecured local 
Council bank deposits are  now subject to heightened risk of loss given default 
compared to previous bank  failures where bail outs have occurred. 
Government bail outs are now  prohibited until a certain level of capital has 
been adjusted through losses  placed on shareholders and some types of 
depositors (including Local  Authorities). The underlying financial strength of 
counterparties is therefore  much more important than geography, familiarity 
and/or assumed political  support. 

 
3.3  The Markets in Financial Instruments Directive II (MiFID II) came into 

force in  January 2018. The Council’s ability to access certain products that 
mitigate  (or avoid completely) Bail-in risk is now dependent on our retaining 
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Elective  Professional Counterparty status with each individual financial 
institution  offering such products. Work was undertaken in late 2017 to 
ensure access  was maintained at the point of implementation of the new 
legislation and this  Strategy is based on the assumption that this access 
continues. However,  going forward, our Professional status designation is at 
the full discretion of the  individual counterparties and contingent on a 
number of factors including the  volumes of investment balances maintained 
and the experience of officers  involved. The Council is responsible for notifying 
counterparties of any  changes that may alter their assessment of our capability. 

 
3.4  In 2017-18 Money Market Funds (see below) were added, providing an 

 efficient, low risk route to diversification but importantly, not total avoidance, of 
 bail-in risk. Elsewhere, other local authorities have diversified into other asset 
 classes such as corporate paper and property funds (both subject to 
insolvency  risk but not bail-in) and secured bank deposits to manage bail-in 
risk. However,  such instruments do not fit current risk appetite and do not, 
therefore, form part  of the proposed Strategy. 

 
Borrowing 

 
3.5  Having exhausted our internal borrowing capacity (using our own 

deposits to  defer external borrowing) the Council will need to take additional 
borrowing to  support its capital investment plans, to cover deferred borrowing 
and to  refinance maturing debt in future years. 
 

3.6  Recognising that major capital schemes have long lead in times which 
can often  lead to rephasing, long-term borrowing has been delayed as far as 
possible  through use of short-term borrowing via a liquid inter-Local Council 
market. 
 

4.  INVESTMENT STRATEGY 
  
4.1 Objectives: The primary principle governing the Council’s investment criteria 

is the security of its investments, although the yield or return on the 
investment is also a key consideration. 

 
4.2 Strategy: the Council will ensure that:  

 
•  It maintains a policy covering the categories of investment types it will invest 

in, criteria for choosing investment counterparties with adequate security, 
and monitoring their security.  This is set out in the specified and non-
specified investment sections below; and 
 

•  It has sufficient liquidity in its investments.  For this purpose it will set out 
procedures for determining the maximum periods for which funds may 
prudently be committed.  These procedures also apply to the Council’s 
prudential indicators covering the maximum principal sums invested.   

 
4.3  Specified Investments: The MHCLG Guidance defines specified investments 

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

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

 
The Council defines “high credit quality” organisations and securities as those 
having a credit rating of A- or higher that are domiciled in the UK or a foreign 
country with a sovereign rating of AA+ or higher. For money market funds and 
other pooled funds “high credit quality” is defined as those having a credit 
rating of A- or higher. This provides a wider range of counterparties that the 
previous policy of limiting investment to UK financial institutions.  It also allows 
the Council to increase the minimum investment grade from adequate to 
strong. 

 
4.4. Non-specified investments. Any investment not meeting the definition of 

a specified investment is classed as non-specified.  The Council does not 
intend, for treasury purposes, to make any investments denominated in 
foreign currencies, nor any that are defined as capital expenditure by 
legislation, such as company shares. In the current financial environment and 
with the balance levels projected, it is recommended that non-specified 
investments are not considered. 

 
4.5. UK Building Societies. The same credit assessment requirements will be 

applied to Building Societies as to Banks before they are included on the 
council’s counterparty list. We will also take account of Building Societies 
differing funding structures and concentrated UK market risk. 

 
4.6. Money Market Funds (MMF). Short-term MMFs that offer same-day 

liquidity and very low volatility will be used as an alternative to instant access 
bank accounts. These funds allow diversification 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 their performance and continued suitability will be monitored 
regularly. In times of market stress MMFs are subject to the same ‘bail-in’ 
structures that we ourselves are and so potentially present access issues. For 
this reason aggregate investments in MMFs will be capped at 50% of total 
surplus balances and the composition of individual portfolios monitored 
regularly. The Council will use the MMFs specified at Appendix C.  

 
4.7. Certificates of Deposit (CD).  These are digital certificates entitling the 

bearer to receive fixed interest in return for an investment, much like a 
traditional bank fixed deposit. CDs are generally issued by commercial banks 
and have an active secondary market, giving them a potentially useful liquidity 
advantage over fixed deposit bank accounts. The banks issuing CDs, whilst 
meeting our Specified Investment criteria above, may not accept direct 
deposits at a quantum that the Council can meet so CDs provide a route to 
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diversification not otherwise easily achieved. These can include high-quality 
overseas banks, which will be considered where risk evaluation tools such as 
Credit Default Swaps, equity prices and Ratings are favourable compared to 
UK alternatives. 

 
4.8. Multi-lateral Lending Institutions (MLIs). These are financial entities set 

up by national Governments (typically) to deliver development agendas 
(typically). The European Investment Bank and World Bank are two examples. 
Governments can (and do) provide direct funding but crucially they also 
guarantee the  debts of the MLI enabling the institution to raise its own money 
from financial markets backed by a very high Credit Rating (often AAA). Whilst 
no investment is without risk bonds issued by MLIs are at least bail-in exempt 
and offer secondary market liquidity as with CDs. Yields are generally low in 
recognition of the credit metrics. 
 

4.9. Credit Rating: Credit rating information is supplied by Link Asset Services, 
our treasury advisors, on all active counterparties that comply with the criteria 
below. Investment limits are set by reference to the lowest published long-
term credit rating from Fitch, Moody’s or Standard & Poor’s. However, 
investment decisions are never made solely based on credit ratings, and all 
other relevant factors including external advice will be taken into account. 

 
4.10. The Council’s treasury advisers 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. 
 
4.11. 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. 

 
4.12. Other Information on the Security of Investments: The Council 

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

4.13. Counterparty limits.  

 A maximum limit of £5m will apply to banks and building societies with a 
minimum Long-Term Rating of A- (or equivalent). Whilst Credit Rating 
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will not be the sole determinate of appropriateness of a Counterparty, it will 
act as a hurdle that must be met. For example, the Council may choose 
because of other factors not to invest with an institution carrying a rating 
higher than A-, but it would not transact with an institution rather lower than 
A- regardless of other metrics assessed. 

 

 The multiple applied to the limit for the council’s own banker is removed 
(maximum of £5m not £10m), as this in practice is not required. They will 
be subject to the same evaluation criteria as all other institutions. This 
should not affect the council’s day to day banking needs. 

 

 Banks within the same ownership group are treated as a single 
counterparty for the purpose of setting limits. 

 

 Direct investments can be made via bank deposit account or Certificate of 
Deposit.  

 

 Only financial institutions domiciled in the UK or a foreign country with a 
sovereign rating of AA+ or higher will be considered for direct investment. 
Indirect exposure to financial institutions outside of this may be held as part 
of investment in a AAA-rated diversified money market fund   

 

 It is proposed that for District Councils the counterparty limit is £4m; for 
Parish Councils £50k; and for all other UK local authorities £5m. 
 

 A maximum investment limit of £5m each in Money Market Funds with 
the highest credit rating subject to an aggregated maximum of 50% of 
overall investments. 

 

 No limit is proposed on the amount that can be invested with UK 
Government either via direct deposit with the Debt Management Office or 
holdings of UK Treasury Bills,  

 
4.14. A selection of counterparties which currently meet these criteria is at 

Appendix A2. It is proposed to widen the policy of only investing directly with 
UK financial institutions and rely instead on ratings and other risk measures, 
together with the advice of our Advisors to provide an opportunity for a more 
balanced spread of risk.  
 

4.15. Changes to credit ratings can occur frequently but also deteriorating 
financial market conditions can affect the creditworthiness of all organisations 
yet not feed through to be reflected in credit ratings quickly enough,  as 
happened in 2008 and 2011, but can be seen in other market measures.  
Therefore, in order to enable the treasury management strategy to operate 
effectively it is proposed that Council to make changes to the counterparty list 
is delegated to the Director of Governance and Partnerships who will report 
back to members at mid-year and outturn on general Treasury activity in 
accordance with CIPFA Guidance.   
 

5. BORROWING STRATEGY 
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5.1 The Council is currently maintaining an under-borrowed position.  This 

means that the capital borrowing need (the Capital Financing Requirement), 
has not been fully funded with loan debt as cash supporting the Council’s 
reserves, balances and cash flow has been used as a temporary measure. 
This strategy is prudent as investment returns are low and counterparty risk is 
still an issue that needs to be considered. 
 

5.2 As at 31 March 2018 the Council is projected to have deferred £38m of 
borrowing by using internal reserves and cash received in advance of need in 
its place. This strategy has delivered significant cost savings thus far but 
borrowing still needs externalising at some point and a rising rate environment 
risks unwinding some of these accumulated savings to date.  Set against this 
is a desire to maintain an efficient level of cash that meets our liquidity needs 
but at the same time does not generate significant cost of carry implications.  

 
5.3 Against this background and the risks within the economic forecast outlined 

above, caution will be adopted with the 2018/19 treasury operations. The 
Director of Governance and Partnerships will monitor  interest rates in 
financial markets and adopt a pragmatic approach to changing circumstances: 

 

 Given that the Bank of England Monetary Policy Committee have signalled 
a ‘gradual and limited’ path of rising rates over the next 3 years it is 
appropriate that the Council looks to actively manage its internally 
borrowed position.  Our default strategy is to look at smaller, regular 
external borrowing transactions which, it is hoped, will enable a balance to 
be struck between the long-term cost of debt and the short-term cost of 
carry.  
 

 if it was felt that there was a significant risk of a much sharper RISE in long 
and short term rates than that currently forecast, perhaps arising from an 
acceleration in the start date and in the rate of increase in central rates in 
the USA and UK, an increase in world economic activity or a sudden 
increase in inflation risks, then the portfolio position will be re-appraised. 
Most likely, fixed rate funding will be drawn whilst interest rates are lower 
than they are projected to be in the next few years. 

 
5.4 All new borrowing is backed by a Borrowing Decision Notice signed in 

advance by the S151 Officer.  The Notice will cover the reason for the 
amount, term and source of finance among other relevant risk evaluations. 

 
5.5 The council‘s debt at the end of March 2018 based on revised capital 

spending plans is forecast to be £185m (£161m).  The Council uses a Liability 
Benchmark to evaluate its future borrowing requirements (shown below)  
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5.6 The Liability Benchmark chart above shows the optimum level of borrowing 
that would meet our capital financing and liquidity needs. The darker shaded 
columns show our existing debt run off and the lighter areas our, as yet, 
unfinanced requirement. The peaks assume we maintain £10m of liquid 
investments – the minimum required under MiFID II to retain Professional 
Client status.  The Benchmark shows a projected new/replacement 
borrowing requirement of £100m by the end 2018-19 on this basis. 
 
Approved Counterparties 
 

5.7 The Council has previously secured its long-term borrowing through the 
Public Works Loans Board. This has continued to provide the best balance 
of accessibility and choice of structure/term. However, there are alternatives, 
and it is proposed that the list of potential lenders is extended to provide a 
wider choice, while making no commitment to use these alternative sources 
of funding. The options include those institutions listed in the left hand 
column of the table below. In addition there are also other financing 
mechanisms which can offer risk transfer opportunities. They include 
operating and finance leases; sale and lease back; Hire purchase; and the 
Private Finance Initiative. Use of these options would always depend on 
demonstrating that they offer better value for money than financing assets 
through borrowing. 
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Approved Long and Short-term 
Borrowing 

Other sources of raising capital 
finance 

Public Works Loan Board (PWLB) 
and any successor body 

Operating and Finance leases 

Any institutions approved for 
investments 

Hire purchase 

Any other bank or building society 
approved to operate in the UK 

Private Finance Initiative 

UK public and private pension 
funds (except East Riding Pension 
Fund) 

Sale and Lease back 

Capital Market Bond investors  

UK Municipal Bonds Agency plc* 
and other special purpose co. 
created to enable local Council 
bond issues 

 

 
Municipal Bond Agency: UK Municipal Bonds Agency plc (UKMBA) was 
established in 2014 by the Local Government Association as an alternative to 
the PWLB.  The Council made an investment of £50k in the share capital of 
their company. UKMBA 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 
have to closely weigh these specific characteristics against the alternative 
options available. 
 

5.8 Operating leases. The council has the option to secure assets through 
leasing, although it has not entered new leasing arrangements in recent 
years. Operational leases were historically the preferred funding method for 
vehicles, plant and some small items of equipment on value for money 
grounds.  For the past few years, the policy has been to use capital receipts to 
cover the cost of new vehicle purchases.  Leasing will still be considered and 
used where overall it represents better value for money than purchasing 
assets. 
 

5.9 Finance Leases.  When International Financial Reporting Standards were 
introduced some leases that were previously classified as operational were 
reclassified as Finance Leases.  The accounting requirements for these 
leases are the same as if the council had purchased the asset and financed it 
from borrowing.  There is no obvious benefit to leases of this kind at this time, 
but the option remains if value for money can be demonstrated. 
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5.10 Use of LOBOs and structured debt. Council policy has been not to use 
these types of financial instruments and it is not proposed to change that 
policy.  
 

 
5.11 Policy on borrowing in advance of need: The Council will not borrow 

more than or in advance of its needs purely in order to profit from the 
investment of the extra sums borrowed.  However, the Council’s cash flows 
are cyclical with higher balances in Quarter 1 and borrowing typically required 
during Quarter 3 and Quarter 4 to maintain adequate liquidity. As the Council 
benefits from relatively easy access to borrowing via PWLB and/or a liquid 
inter-LA lending market this is considered a presentation/timing issue. 
 

5.12 Being bound to cash flow forecasts in this way limits the Councils access to 
certain bail-in exempt products. From a holistic risk point of view therefore 
investments may be made that extend beyond the period in which forecasts 
indicate the presence of a cash surplus, on the basis that cash forecasts are 
to be used as a tool to aid decision making on the timing of borrowing 
transactions.  Any decision to borrow in advance will continue to be made 
within forward approved Capital Financing Requirement estimates, and will be 
considered carefully to ensure that value for money can be demonstrated and 
that the Council can ensure the security of such funds.  
 

5.13 Maturity Structure: When considering new borrowing the Council will also 
have regard to the profile of its existing portfolio. For example, the Council has 
£108m of debt repayable between 2022 and 2037 and so would look to avoid 
adding to this maturity risk as far as possible through the structure of any new 
borrowing. 

 
5.14 Limits on fixed and variable debt. Use of variable debt is one way of 

reducing exposure to interest rate risk as rates tend to move in line with 
money market rates. It is proposed to increase the limits for variable debt, as 
part of the wider borrowing and investment strategy. 

 
5.15 Debt Rescheduling:  Opportunities for rescheduling existing debt are 

greatly restricted in the current low interest rate environment but will continue 
to be evaluated, particularly as rates begin to rise. 

 
Borrowing for Commercial or Social Return   
 

5.16 In order to support frontline services as central Government funding 
changes over time, Councils have to consider how best they might deploy 
their resources, knowledge and borrowing capacity to replace grant funding.  
The drivers, characteristics, available credit data and risks associated with 
such transactions will differ from one scheme to another as well as from 
general treasury activity.   Schemes, for instance, may take into account non-
financial ‘social’ returns alongside pure financial gain.  

 
5.17 The Council recognises that investment in other financial assets and 

property primarily for financial return, taken for non-treasury management 
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purposes, requires careful investment management. Such activity includes 
loans supporting service outcomes, investments in subsidiaries, and 
investment property portfolios.  

 
5.18 The Council will ensure that all the organisation’s investments are covered 

in the capital strategy, investment strategy or Commercial Plan, and will set 
out, where relevant, the organisation’s risk appetite and specific policies and 
arrangements for non-treasury investments. It recognises that the risk appetite 
for these activities may differ from that for treasury management.  

 
5.19 Common across both ‘commercial’ transactions and treasury investments is 

the need for holistic council-wide planning, robust due diligence and formal 
oversight processes. 

 
5.20 The Council will compile and maintain a schedule setting out a summary of 

existing material investments, subsidiaries, joint ventures and liabilities 
including financial guarantees and the organisation’s risk exposure.  

 
5.21 Minimum Revenue Provision (MRP). Full Council is required to approve an 

MRP Policy in advance of each financial year. This ensures a prudent 
revenue provision is made to repay capital spend that is financed by 
borrowing.  Capital expenditure not financed from grants, capital receipts or 
revenue contributions results in a net increase to the capital financing 
requirement. It represents an increase in the underlying need to borrow for 
capital purposes. An MRP provision is required whether or not external 
borrowing actually occurs. There are four main options for determining the 
MRP charge and a change is proposed this year. Appendix A4 contains the 
MRP policy for the authority. 

 
5.22 Prudential indicators. The Prudential Code 2017 sets out prudential 

indicators that must be used, and factors that must be taken into account to 
show that the council is fulfilling the aims of the code. The indicators are not 
intended to be comparative with other local authorities and the Code does not 
include suggested limits or ratios. They are designed to support and record 
local decision-making in a manner that is publicly accountable. 
 

5.23 The proposed indicators are set out at Appendix A3 and in the Capital 
report elsewhere on this agenda. They set limits on the maximum level of 
borrowing which may be made in the financial year, but can be revised by 
council if necessary at a later date. The limits have been set so as to allow 
borrowing to meet the needs of the capital programme, with an allowance for 
contingencies should adverse factors affect normal cash flow. They also set 
parameters for the maturity structure of debt and the mix of fixed and variable 
debt. 
 

5.24 The Prudential Code requires the S151 Officer to monitor all prudential 
indicators. Regular monitoring is undertaken in-year. Significant variation in 
the estimates used to calculate these prudential indicators would trigger a 
report to the Director of Governance and Partnerships (S151 Officer), which 
would lead to further investigation and action as appropriate. 
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Monitoring and Reporting on the Treasury Outturn and Prudential 
Indicators 
 

5.25 The Director of Governance and Partnerships will report to the Council on 
treasury management activity/performance and the Prudential Indicators as 
follows: 
 

 Outturn and half-year against the strategy approved for the year.  
 

 The Council will produce an outturn report on its treasury activity no later 
than 30th September after the financial year end. 

 
5.26 The Audit Committee will be responsible for the scrutiny of treasury 

management activity and practices and will receive the above reports in 
advance of Council and make any comments deemed appropriate for 
Council’s consideration. Cabinet will also receive updates as part of the 
periodic Budget Review reports.   
 
Treasury management consultants 
 

5.27 The 2017-18 treasury strategy set out to consider the procurement of 
treasury advisors. It recognises that there is value in employing external 
providers of treasury management services in order to acquire access to 
specialist skills and resources.  
 

5.28 The Council’s shared service partner, North East Lincolnshire Council, 
procured new advisors in 2017 for up to a four year term. Under the shared 
services North Lincolnshire will contract with the same provider, Link Asset 
Services Limited as its external treasury management advisors. The Council 
will ensure that the terms of their appointment and the methods by which their 
value will be assessed are properly agreed and documented, and subjected to 
regular review.  
 

5.29 At the same time the Council recognises that responsibility for treasury 
management decisions remains with the organisation at all times and will 
ensure that undue reliance is not placed upon our external service providers.  
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CREDIT RISK- Credit Ratings      Appendix A1 
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COUNTERPARTY LIST       APPENDIX A2 
 



18 | P a g e  
 

Country/ 
Domicile 

Counterparty Maximum 
Counter-

party Limit 
£m 

Restricted 
Criteria 

Term Deposits / 
Call Accounts 

   

UK DMADF,DMO No Limit 12 months 

UK Other Local Authorities £5m 12 months 

UK District Authorities £4m 12 months 

UK Parish Councils £0.05m 6 months 

UK Barclays Bank  £5m 100 days   

UK HSBC Bank Plc  £5m 6 months 

UK Lloyds Banking Group £5m 6 months 

UK Nationwide £5m 100 days 

Sweden Svenska Handelsbanken  £5m 100 days 

Negotiable 

Instruments (i-vi 

below) 

  £25m Limit 
with one 

broking house 

(i) Treasury Bills 

and Gilts 

   

UK UK Government No limit 6 Months 

(ii) Negotiable 

instruments 

issued by banks  

Various domiciles 

Minimum Rating of AA  

Minimum Rating of ‘A’ with 

‘Stable’ Outlook 

£5m each 
£5m each 

12 Months 
6 Months 

(iii) Bonds issued 

by multilateral 

development 

banks 

Cross border 

Minimum rating of ‘AA+’ £5m each 
 

12 Months 

(vi) Covered 

Bonds 

UK Counterparties 

Minimum Rating of ‘AA’ £5m each 12 months 
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Money Market 

Funds UK / 

Ireland/ 

Luxembourg  

 

 

 
 

Maximum of 
50% 

aggregated 

 Goldman Sachs £5m 
 

At Call 

 Blackrock Institutional Sterling 

Liquidity Fund 

£5m At Call 

 CCLA £5m At Call 
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Prudential Indicators for 2018/19 to 2020/21    Appendix A3 
 
Adoption of the CIPFA Code of Practice  
 
The first prudential indicator is that the Council has adopted the CIPFA Code of 
Practice for Treasury Management in the Public Service. The 2017 Revision will be 
adopted by the Council in February 2018 with work being undertaken throughout 
2018-19 to ensure full compliance by end March 2019. 
 
Authorised Limit 
 
The Council is asked to approve the following authorised limits for its total external 
debt gross of investments for the next three financial years.  

 

Authorised limit for 
external debt 

2018/19 2019/20 2020/21 

£'000 £'000 £'000 

    

Borrowing 310,000 300,000 290,000 

    

Other Long Term Liabilities 5,000 5,000 5,000 

    

TOTAL 315,000 305,000 295,000 

 
These authorised limits are unchanged from those set in the 2017/18 Treasury 
Strategy and remain consistent with the Council's current commitments and capital 
strategy. They represent the worst case scenario. 
 
Risk analysis and risk management strategies have been taken into account, as 
have plans for capital expenditure, estimates of the capital financing requirement, 
debt repayments and estimates of cashflow requirements. 
 
Operational Boundary 
 
The proposed operational boundary for external debt is based on similar estimates to 
the authorised limit.  Limits have been increased slightly from 2017/18 to reflect the 
new capital programme. The annual limits reflect the maximum external debt 
projected by the estimates on a prudent but not worst case basis.  In practice this 
limit is still unlikely to be breached. 
 

Operational boundary 2018/19 2019/20 2020/21 

£'000 £'000 £'000 

    

Borrowing 272,000 270,000 265,000 

    

Other Long Term Liabilities 3,000 3,000 3,000 

    

TOTAL 275,000 273,000 268,000 
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Actual External Debt  
The Borrowing Limit prudential indicators above will be tested against the closing 
balance for actual gross borrowing plus other long-term liabilities taken directly from 
the balance sheet. Actual external debt at 31 March 2017 was £161.5m (£133.5m 31 
March 2016). 
 
Projected balances based on full delivery of the current capital programme are as 
follows:- 

 2017-18 
Estimate 

£’000 

2018-19 
Estimate 

£’000 

2019-20 
Estimate 

£’000 

2020-21 
Estimate 

£’000 

Projected External Borrowing 184,900 232,700 236,900 234,900 

 
Interest Rate Exposure 
 
The Council must set an upper limit on its fixed interest rate exposures and an upper 
limit on its variable rate exposures. In a rising interest rate environment all debt with 
a maturity of less than 12 months will be deemed variable as it’s re-finance is more 
immediately affected by any rate movement.  Taking this prudent approach has 
resulted in an increase in the level of ‘variable’ debt carried to reflect the existing 
level of short-term maturities (£22m) as well as an ongoing need for short-term 
liquidity loans. 
 

 2018/19 2019/20 2020/21 

% % % 

    

Upper limit for fixed rate exposure 100 100 100 

    

Upper limit for variable rate 
exposure 

40 40 40 

 
Maturity Structure of Borrowing 
 
The Council must set for the forthcoming financial year both upper and lower limits 
with respect to the maturity structure of its borrowing. Due to the changing profile of 
debt an increase in the under 12 months and 12-24 month band percentages are 
proposed. 
 

Maturity structure of borrowing Upper Limit Lower Limit 

Under 12 months 40% 0% 

12 months and within 24 months 20% 0% 

24 months and within 5 years 50% 0% 

  5 years and within 10 years 75% 0% 

10 years and above 90% 25% 

  
Total principal sums invested for periods longer than 365 days 
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The Council does not plan to invest, for periods longer than 365 days. 
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          Appendix A4 

Minimum Revenue Provision Policy 
 
Full Council is required to approve an MRP Policy in advance of each financial year. 
This ensures a prudent revenue provision is made to repay capital spend that is 
financed by borrowing.  
 
Capital expenditure not financed from grants, capital receipts or revenue 
contributions results in a net increase to the capital financing requirement. It 
represents an increase in the underlying need to borrow for capital purposes. An 
MRP provision is required whether or not external borrowing actually occurs. 
 
There are four main options for determining the MRP charge for borrowing from 
2008.  The council uses the asset life annuity option for all such schemes.  A change 
to the method for the pre 2008 element is proposed.  Currently it is charged over 50 
years  using the straight line method. It is proposed that the asset life annuity option 
is adopted, this policy will be implemented from 2017/18. 


