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TREASURY MANAGEMENT GOVERNANCE ARRANGEMENTS

1. Treasury Management Strategy Statement

1.1 Background

The Council is required to take account of statutory backed guidance, including The Code of 
Practice on Treasury Management in the Public Services (Treasury Code) and guidance notes 
published by the Chartered Institute of Public Finance and Accountancy (CIPFA), and the 
Prudential Code (CIPFA) when putting in place policies and procedures dealing with treasury 
management.  Revised Prudential and Treasury Codes were published in December 2017.  

The Revised Prudential Code is similar to the 2011 edition, with the main structural difference 
being the inclusion of a Capital Strategy (introduced for Pembrokeshire for 2017-18), the removal 
of a few indicators and the inclusion of Non Treasury Investments.  The objectives of the Code 
have been strengthened from “affordable, prudent and sustainable” to include understanding risks 
and knowledge and risk management consideration.  CIPFA are emphasising the need to review 
all capital spending and set out long term plans to cover off any issues that may impact the 
financial stability of the Authority.

The Treasury Code encompasses the following three key principles set out below.  These have 
been amended as per the Revised Code and applied in formulating the proposed treasury 
arrangements for 2018-19 to 2020-21:

 Public service organisations should put in place formal and comprehensive objectives, 
policies and practices, strategies and reporting arrangements for effective management and 
control of their treasury management activities.

 Their policies and practices should make clear that the effective management and control of 
risk are prime objectives of their treasury management activities and that responsibility for 
these lies clearly within their organisations. Their appetite for risk should form part of their 
annual strategy and should ensure that priority is given to security and portfolio liquidity 
when investing treasury management funds.

 They should acknowledge that the pursuit of value for money in treasury management, and 
the use of suitable performance measures, are valid and important tools for responsible 
organisations to employ in support of their business and service objectives; and that within 
the context of effective risk management, their treasury management policies and practices 
should reflect this.



The Council uses Link Asset Services, Treasury Solutions as its external treasury management 
advisors.

The Council recognises that responsibility for treasury management decisions remains with the 
organisation at all times and will ensure that undue reliance is not placed upon our external service 
providers. 

It also recognises that there is value in employing external providers of treasury management services 
in order to acquire access to specialist skills and resources. The Council will ensure that the terms of 
their appointment and the methods by which their value will be assessed are properly agreed and 
documented, and subjected to regular review. 

1.2 Treasury Management Policy Statement (TMPS)
In February 2010, the Council adopted as its TMPS the following form of words to constitute the 
core around which treasury strategies, practices and policies will be reviewed and developed:

The Council’s treasury management activities are defined 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; the pursuit of optimum performance 
consistent with those risks.”  The term investment has been clarified in the Revised Treasury Code 
to cover other non-financial assets held primarily for financial return, such as investment property 
portfolio.  It also clarifies that the key principle of control of risk and optimising returns consistent 
with the organisation’s risk appetite should be applied across all investment activities, including 
more commercially based investments.

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.

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

1.3 Treasury Management Resolutions
The Council further adopted, as part of their appropriate control documents, the following four 
clauses:

 “The Council will create and maintain, as the cornerstones for effective treasury 
management:

 TMPS, stating the policies, objectives and approach to risk management of its treasury 
management activities

 Suitable Treasury Management Practices (TMPs), setting out the manner in which the 
organisation will seek to achieve those policies and objectives, and prescribing how it 
will manage and control those activities.



The content of the policy statement and TMPs will follow the recommendations contained  
in the sections of the Treasury Code dealing with its Treasury Management Policy 
Statement and Treasury Management Practices, subject only to amendment where 
necessary to reflect the particular circumstances of this Council.  Such amendments will not 
result in the Council materially deviating from the Treasury Code’s key principles.

 The Cabinet will receive reports on its treasury management policies, practices and 
activities, including, as a minimum, an annual strategy and plan in advance of the year, a 
mid-year review and an annual report after its close, in the form prescribed in its TMPS. 

 The Council delegates responsibility for the implementation and regular monitoring of its 
treasury management activities, policies and practices to the Cabinet, and for the execution 
and administration of treasury management decisions to the Director of Finance (Section 
151 Officer) or in his absence the Head of Finance and Business Services (Deputy S151 
Officer), who will act in accordance with the organisation’s policy statement and TMPs and, 
if a CIPFA member, CIPFA’s Standard of Professional Practice on Treasury Management.

 The Council nominates a responsible body for ensuring effective review and analysis of the 
treasury management strategy, policies and practices. The Council resolved to nominate 
the Treasury Management and Capital Panel as the body responsible for reviewing and 
analysing treasury management strategy, policies and practices and making reports to 
Cabinet and Council.

1.4 Treasury Management Strategy 

1.4.1 Introduction
There is a statutory obligation on the Council to prepare a Treasury Management Strategy and an 
Annual Investment Strategy.

In setting its Treasury Management Strategy, the Council must have regard to the Code of Practice 
on Treasury Management in the Public Services (Treasury Code), the Prudential Code for Capital 
Finance in Local Authorities (Prudential Code), which primarily covers borrowing, and the 
investment guidance received from the Welsh Government which reflects the requirements of the 
Treasury Code. 

The strategy as set out below reflects the principles contained in the latest Codes and issued 
guidance.

The treatment of treasury transactions in the Council’s accounts is governed currently by 
International Financial Reporting Standards (IFRS) as reflected in the Code of Practice on Local 
Authority Accounting and regulations issued by the Welsh Government.

1.4.2 Responsibility

Treasury risk management and control lies clearly within the Council and will not be delegated to 
any external organisation although advice will be sought to inform treasury decisions. The Treasury 
Management & Capital Panel in taking treasury management decisions and administering treasury 
transactions will take the appropriate advice and receive the appropriate training on an on-going 
basis. All activities will be carried out and reported in accordance with the approved policies and 
procedures which will be reviewed at least annually and always following any changes to 
regulations and guidance. 



The CIPFA Code requires the Director of Finance to ensure that Members with responsibility for 
treasury management receive adequate training in treasury management.  This especially applies 
to Members responsible for scrutiny.  Link Asset Services delivered a Member training seminar in 
April 2015 and further training for new Members was held November 2017.  

1.4.3 Budget and Medium Term Financial Plan

The Capital Strategy sets out capital investment projections over the period 2018-19 to 2020-21 
and the Medium Term Financial Plan (MTFP) sets out the revenue budget for 2018-19 and 
indicative forecasts for 2019-20 to 2020-21. There is a statutory obligation on the Council to set a 
balanced budget including ensuring that any proposed capital investment is affordable, prudent 
and sustainable, confirming that any associated revenue costs can be met from future income 
streams.

Prudential and treasury management indicators are calculated based on the revenue and capital 
forecasts for the coming three financial years to demonstrate this and also to ensure that the 
potential exposure of the Council to any risk arising from the related treasury transactions is 
identified and minimised.

The intrinsic link between the Council’s capital investment plans, revenue budget and its treasury 
management activity is reflected in the timing and level of borrowing and investment during each 
year which will be determined, in turn, by a number of factors, including:

 The revenue and capital cash flow of the Council – payments in respect of capital investment 
and revenue budgets, income receipts, new borrowing and investment 

 The maturity profile of the existing investment and loan portfolios

 Prevailing and forecast borrowing and investment interest rates 

 Debt rescheduling and investment opportunities

Cash flow and financing forecasting ensures cash is available to meet both in-year budget 
requirements and longer term capital spending commitments. 

1.4.4 Investments
Excess cash arising from cash flow surpluses, receipts, reserves and provisions is invested on a 
daily basis. The Treasury Code places a significant emphasis on risk minimisation.

Whilst counterparty risk appears to have eased, market sentiment has still been subject to bouts 
of, sometimes, extreme volatility and economic forecasts abound with uncertainty and investment 
returns are likely to remain relatively low during 2018-19 and beyond. 

1.4.5 Loans and Other Long-term Liabilities

Around 26% of the Council’s PWLB loans portfolio (excluding HRA Subsidy settlement) represents 
long term loans inherited from the three predecessor authorities. Opportunities have been and will 
continue to be taken to reduce the cost of borrowing wherever possible and to reduce the risk 
exposure inherent in the maturity profile. However, significant early debt redemption penalties have 
to be taken into account



1.4.6 Treasury Management Strategy for 2018-19 to 2020-21

This Treasury Management Strategy details the expected activities of the Treasury function in the 
forthcoming financial year (2018-19) and updates the 3-year strategy currently in place.

Its production, format and structure are a requirement of the CIPFA Code of Practice on Treasury 
Management in the Public Services.

To ensure full compliance with the Code, the Director of Finance has responsibility for ensuring 
that suitable systems, procedures and review processes have been put in place, in accordance 
with the Council’s Policy Statement and the Code’s Treasury Management Practices. 

This strategy covers two main areas - Capital issues and Treasury Management issues:

2. Capital Prudential Indicators
2.1 Capital Expenditure

The Council’s capital expenditure plans are the key driver of treasury management activity.  The 
output of the capital expenditure plans is reflected in the prudential indicators, which are designed 
to assist Members’ overview.

The capital expenditure and proposed sources of financing are set out below showing the increase 
in the capital financing requirement resulting from the actual/proposed investment.

Capital Expenditure
2016-17
Actual

£m

2017-18
Rolling

£m

2018-19
Estimate

£m

2019-20
Indicative

£m

2020-21
Indicative

£m
Non- HRA Capital Programme 13.0 19.4 33.8 28.5 15.5
HRA 6.7 9.2 13.4 13.4 11.0
21st Century Schools (Band A) 32.9 50.1 20.7 1.4 0
21st Century Schools (Band B) 0 0.1 2.1 26.0 44.5
City Deal 0 0 1.0 21.6 21.6
Total Capital Expenditure 52.6 78.8 71.0 90.9 92.6
Financed by:
Grants/Contributions 23.1 24.2 29.2 31.4 31.2
Capital Resources 26.0 14.5 11.2 10.0 6.7
Earmarked Revenue Reserves 3.5 3.4 5.9 2.8 3.1
Total Resources Applied 52.6 42.1 46.3 44.2 41.0

Loan Financing Required 0.0 36.7 24.7 46.7 51.6

2.2 The Council’s borrowing requirement - Capital Financing Requirement (CFR)

The Council’s underlying debt position, the CFR, reflects the long-term borrowing needed to fund 
investment in capital assets and is one of the indicators against which the level of external debt is 
monitored. Any capital expenditure which has not been immediately paid for will increase the CFR. 
The CFR does not increase indefinitely, as the minimum revenue provision (MRP) is a statutory 
annual revenue charge which broadly reduces the borrowing need in line with each assets life.

The CFR as well as comprising of long-term debt, also includes arrangements such as finance 
leases used to finance asset acquisitions.



Capital Financing 
Requirement

2016-17
Actual

£m

2017-18
Rolling

£m

2018-19
Estimate

£m

2019-20
Indicative

£m

2020-21
Indicative

£m
CFR General Fund 124.6 158.7 179.9 218.9 262.1
CFR HRA* 79.4 77.3 75.1 76.4 76.6
Capital Financing 
Requirement 204.0 236.0 255.0 295.3 338.7
Movement in CFR (5.3) 32.0 19.0 40.3 43.4
Represented by:
Loan Financing 
Requirement 0 36.7 24.7 46.7 51.6

Less MRP & Other 
Financing Movements (5.3) (4.7) (5.7) (6.4) (8.2)

* Includes HRA Subsidy system exit settlement 

2.3 Minimum Revenue Provision Policy 2018-19
The minimum revenue provision (MRP) is the amount that must be set aside from revenue each 
year to repay external debt. The Council is required to approve its MRP policy for the forthcoming 
financial year before 31st March each year ensuring that “prudent provision” is made. The original 
statement may be revised during the year by Full Council or the appropriate body of Members 
where required. The Welsh Government has issued guidance on MRP policy to which the Council 
must have regard.

General Fund Debt 

 Generally for supported debt (i.e. supported by Aggregate External Finance (AEF) and 
council tax), MRP of 2% on a fixed, straight line basis, calculated by reference to the 
General Fund Capital Finance Requirement (Long Term Debt) adjusted by regulation as at 
1st April each year. 

 Generally for unsupported debt (i.e. supported by council tax only), an amount calculated 
by dividing the outstanding debt by the remaining useful life of the asset and to which 
additional amounts may be added, effective from 1st April each year, if deemed 
appropriate.

 Any other basis considered prudent in respect of a particular project or asset having regard 
to the guidance issued by the Welsh Government and the Code of Practice on Local 
Authority Accounting 2018-19.  

Housing Revenue Account (HRA) Debt

 MRP 2% provision on a fixed, straight line basis, based on the HRA Capital Finance 
Requirement adjusted by regulation as at 1st April each year (This is a change to previous 
policy based on the reducing balance basis as outlined below).

 Any other basis considered prudent in respect of a particular project or asset having regard 
to the guidance issued by the Welsh Government and the Code of Practice on Local 
Authority Accounting 2018-19.



Under HRA MRP statutory guidance, Local Authorities currently have four options (Regulatory 
Method, Capital Financing Requirement (CFR) Method, Asset Life Method and Depreciation 
Method) available to them for calculating the amount they should set aside for the repayment of 
debt within the HRA (reflecting the options available for the Council General Fund).  All four options 
are available for debt incurred up to and including the financial year 2020-21 in order to avoid 
detrimentally affecting Local Housing Authorities ability to achieve the Welsh Housing Quality 
Standard (WHQS).  For debt incurred from 2021-22 onwards, only the Asset Life and Depreciation 
options will be available.

Until 2017-18, the policy for HRA debt was “MRP 2% provision on a reducing balance basis, based 
on the HRA Capital Finance Requirement adjusted by regulation as at 1st April each year”.  The 
impact of this policy of charging MRP on a reducing balance basis is that it acts as a smoothing 
mechanism, spreading the repayment of the CFR over a longer period than would happen under a 
straight line approach.  Using a 2% straight line approach would repay the original borrowing 
requirement over 50 years, whereas a 2% reducing balance method would result in approximately 
36% of the original borrowing remaining outstanding after the same time period.

Amendment of the basis to 2% straight line is allowable under the current regulations and 
guidance, providing the revised approach is considered prudent.  By amending the MRP charge to 
2% straight line, the approach would have the effect of reducing the debt liability to a fixed life of 50 
years which is more in line with the asset life of Council Houses, the main category of borrowing for 
the HRA, and could therefore be considered a more prudent approach, as it introduces a more 
certain period for spreading the cost of this element of debt liability.

The Well-being of Future Generations (Wales) Act 2015 put in place a “sustainable development 
duty” and a requirement to perform that duty in accordance with a “sustainable development 
principle”.  As part of the sustainable development duty, Authorities must set and pursue well-being 
objectives to contribute to the well-being goals set out in the Act.  Doing something “in accordance 
with the sustainable development principle” means that the Authority must “act in a manner which 
seeks to ensure that the needs of the present are met without compromising the ability of future 
generations to meet their own needs”.  It also requires that Authorities must take account of, 
amongst other things, “the importance of balancing short term needs with the need to safeguard 
the ability to meet long term needs”.  It is considered that by moving to a 2% straight line provision, 
the cost is spread more evenly amongst the taxpayers that will benefit from the capital expenditure.  
Therefore, it is not considered that the ability of future generations to meet their own needs is 
compromised, merely that future generations will be paying for assets from which they benefit.

In summary, the 2% straight line basis for HRA debt repayment is considered prudent for the 
following reasons:

 The debt is fully repaid after 50 years, whereas under the 2% reducing balance basis the debt 
is never repaid

 It is closer aligned to the life of housing assets, for example, land and buildings

 The cost is spread more evenly among the Council tenants who will benefit from the capital 
expenditure

 Adopting a 2% straight line approach to MRP is more aligned with our sustainable development 
duties, by reducing the amount of council rent income which is spent on interest costs, we will 
release revenue to support further developments and capital expenditure in the long term.



3. Borrowing
3.1 External Debt Portfolio 
The capital expenditure plans provide details of the service activity of the Council.  The treasury 
management function ensures that the Council’s cash is organised in accordance with the relevant 
professional codes, so that sufficient cash is available to meet this service activity.  This will involve 
both the organisation of the cash flow and, where capital plans require, the organisation of 
appropriate borrowing facilities.  The strategy covers the relevant treasury / prudential indicators, 
the current and projected debt positions and the annual investment strategy.

The Council needs to ensure that gross external borrowing does not, except in the short term, 
exceed the total Capital Financing Requirement in the preceding year plus the estimates of any 
additional Capital Financing Requirement in the next 3-year cycle. This provides some opportunity 
to maximise treasury management opportunities.

The Council’s treasury portfolio position at 31 March 2017, with forward projections are 
summarised below. The table shows the actual external debt (the treasury management 
operations), against the underlying capital borrowing need (the Capital Financing Requirement - 
CFR), highlighting any over or under borrowing. 

While returns on investment remain at low levels the Council will continue to fund internally 
whenever possible. Timing of new borrowing, subject to the policy on Borrowing in Advance of 
Need will be targeted at a time just before long-term rates are expected to increase.

External Borrowing 
At 31st March

2016-17
Actual

£m

2017-18
Rolling

£m

2018-19
Estimate

£m

2019-20
Indicative

£m

2020-21 
Indicative

£m
Gross External 
Borrowing 202.2 200.6 213.9 251.8 293.4
Other Long-term 
Liabilities 7.1 6.9 6.6 6.3 6.0

Gross External Debt 209.3 207.5 220.5 258.1 299.4
Requirement CFR 
Capital Financing 204.0 236.0 255.0 295.3 338.7
(Under) / Over 
Borrowing 5.3 (28.5) (34.5) (37.2) (39.3)

3.2 Borrowing Limits
It is a statutory duty for the Council to determine and keep under review how much it can afford to 
borrow externally. The Council must have regard to the Prudential Code when setting the limits,  
which essentially requires it to ensure that total capital investment remains within sustainable limits 
and, in particular, that the impact upon its future council tax and council rent levels is prudent.  

The Authorised Limit is an absolute limit that must not be breached and is set to allow for all 
possible circumstances. The Operational Boundary takes account of normal day to day short-
term borrowing and long-term funding cash flows.



2016-17
Actuals

£m

2017-18
Rolling

£m

2018-19
Estimate

£m

2019-20
Indicative

£m

2020-21
Indicative

£m
External Borrowing 250 260 280 320 370
Other Long Term 
Liabilities 10 10 15 15 15

Authorised Limit 260 270 295 335 385

External Borrowing 245 251 276 316 366
Other Long Term 
Liabilities 9 9 9 9 9

Operational Boundary 254 260 285 325 375

Separately, the Council is also limited to a maximum HRA CFR through the HRA self-financing 
regime.  This limit is currently:

HRA Debt Limit
2017-18
Rolling

£m

2018-19
Estimate

£m

2019-20
Indicative

£m

2020-21
Indicative

£m
HRA Debt cap 103.0 103.0 103.0 103.0

HRA CFR 77.3 75.1 76.4 76.6
HRA Headroom 25.7 27.9 26.6 26.4

3.3 Interest Rate Forecasts 
The following table summarises the latest forecast made, taking account of the economic situation, 
by the Council’s advisers, Link Asset Services, for the movement in bank rate and PWLB rates:

March 
2018

%

June
2018

%

Sept 
2018

%

Dec
2018

%

March
2019

%

June
2019

%

Sept
2019

%

Dec
2019

%
Bank Rate 0.50 0.50 0.50 0.75 0.75 0.75 0.75 1.00
PWLB
5 year 1.60 1.60 1.70 1.80 1.80 1.90 1.90 2.00
10year 2.20 2.30 2.40 2.40 2.50 2.60 2.60 2.70
25 year 2.90 3.00 3.00 3.10 3.10 3.20 3.20 3.30
50 year 2.60 2.70 2.80 2.90 2.90 3.00 3.00 3.10

In November 2017, the Bank of England increased interest rates from 0.25% to 0.50%, for the first 
time in ten years.  They have said they expect only very gradual further increases over the next 
three years.  In December 2017, they voted unanimously to keep rates unchanged at 0.5%. 

The timing and level of any borrowing and investment during each year will be determined by a 
number of factors including:

 The revenue and capital cash flow of the Council – payments in respect of capital 
investment and revenue budgets, income receipts



 The maturity profile of the existing investment and loan portfolios

 Prevailing and forecast borrowing and investment interest rates 

 Debt rescheduling/redemption and investment opportunities

The interest rate market will be monitored and, whenever possible, a pragmatic approach taken to 
managing the portfolios to minimise the long term cost and risk exposure arising from movements 
in interest rates. However, in terms of investment, decisions will primarily be governed by 
creditworthiness considerations.

3.4 Economic Outlook
As provided by Link Asset Services Treasury Solutions and included at Appendix A.
3.5 Borrowing Strategy

The Council strives to maintain an under-borrowed position.  This means that the capital borrowing 
need (the CFR), 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 relatively high.  The impact on future 
liquidity will be continually monitored.

Against this background and the risks within the economic forecast, caution will be adopted with 
the 2018-19 treasury operations.  The Director of Finance will monitor interest rates in financial 
markets and adopt a pragmatic approach to changing circumstances.

In determining whether further borrowing will be undertaken the Council shall:

 ensure that long term borrowing is required to fund the capital financing requirement

 ensure that there is a clear link between the capital programme and maturity profile of the 
existing debt portfolio which supports the need to take any funding in advance of need

 ensure the ongoing revenue liabilities created, and the implications for the future plans and 
budgets have been considered

 evaluate the economic and market factors that might influence the manner and timing of 
any decision to borrow 

 consider the merits and demerits of alternative forms of funding

 consider the alternative interest rate bases available, the most appropriate periods to fund 
and repayment profiles to use

 consider internal borrowing.

3.6 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. Any decision to borrow in advance will be within forward 
approved Capital Financing Requirement estimates, and will be considered carefully to ensure that 
value for money can be demonstrated and that the Council can ensure the security of such funds. 



3.7 Debt Redemption and Rescheduling
Wherever possible opportunities will be taken to reduce the inherited cost of borrowing and reduce 
the risk exposure inherent in the maturity profile. However, significant early debt redemption 
penalties have to be taken into account. 

Any debt rescheduling is likely to take place when fixed interest rates are anticipated to be at their 
highest, although the situation will be continually monitored in order to take advantage of any 
perceived anomalies in the yield curve. Any positions taken via rescheduling will be in accordance 
with the strategy position outlined above.

The reasons for any rescheduling to take place will include: 

 the generation of cash savings and / or discounted cash flow savings;

 helping to fulfil the treasury strategy;

 enhance the balance of the portfolio (amend the maturity profile and/or the balance of 
volatility).

Consideration will also be given to identifying if there is any residual potential for making savings 
by running down investment balances to repay debt prematurely as short term rates on 
investments are likely to be lower than rates paid on current debt.  

3.8 Treasury Limits & Indicators
During each year market conditions, particularly the actual and predicted relationship between 
borrowing and investment rates, may arise which necessitate alteration to borrowing and 
investment plans.  This in turn may affect the indicators as set out.  It is therefore important that the 
indicators are reviewed over time.

The prudential indicators which focus on the affordability of the proposed capital investment 
programme are set out in the budget report for 2018-19 and have been prepared based on the 
following assumptions:

 The spend profile set out in the planned Capital Investment Programme as summarised at 
paragraph 2.1 above

 Net new external borrowing as set out at paragraph 3.9.3 below 

 Use of internal resources and capital grants and contributions as summarised at paragraph 
2.1 above

 Change in net non-housing revenue expenditure taking account of indicative financial 
settlements and cost pressures as set out in the approved budget for 2018-19

 Movement in HRA expenditure taking account of predicted sales, the programme required 
to maintain the Welsh Housing Quality Standard, and new investment.

Three debt related prudential indicators are required under the Prudential Code.  However, these 
are expected to be replaced by a statement on how the Council deals with risk rather than specific 
indicators.  These changes will be confirmed when the Treasury Management Code Guidance 
Notes are issued.  



These indicators allow the Council to manage the extent to which it is exposed to changes in 
interest rates.  They are designed to reduce the risk or likelihood of an adverse movement in 
interest rates or borrowing decisions impacting negatively on the Council’s overall financial 
position. However, it is necessary to balance risk with flexibility to facilitate the optimum treasury 
decision to be made and be aware of the contractual obligations that exist once a transaction is 
made.

3.8.1 Upper Limits on Fixed Interest Rate Exposures 

This identifies a maximum limit for fixed interest rates based upon the debt position net of 
investments. The upper limit on fixed interest rate exposures for the next 3 years is set out below: 

2018-19 2019-20 2020-21Fixed Interest Rate Exposure (>365 days)
£m £m £m

External Borrowing 295 335 385
Investments (30) (30) (30)
Net Principal Sums Outstanding 265 305 355

3.8.2 Upper Limits on Variable Interest Rate Exposures 
This identifies a maximum limit for variable interest rates based upon the debt position net of 
investments. The upper limit on variable interest rate exposures for the next 3 years is set out 
below: 

2018-19 2019-20 2020-21Variable Interest Rate Exposure (<365 days)
£m £m £m

External Borrowing 35 75 125
Investments (50) (50) (50)
Net Principal Sums Outstanding (15) 25 75

3.8.4 External Borrowing Portfolio - Upper and Lower Limits for the Maturity Structure 
The upper and lower limits for the maturity structure of borrowings for 2018-19 are as follows:

Maturity Period Existing 
Level

31.1.18
%

Upper 
Limit

%

Lower
Limit

%
Under 12 months 9.6 25 0
12 months to 2 years 0.8 25 0
2 years to 5 years 6.1 25 0
5 years to 10 years 9.3 25 0
10 years to 25 years 23.1 40 10
25 years to 40 years 34.3 40 10
Over 40 years 16.8 40 10

In the event of the LOBO loan being called it will be necessary to review the indicators set out 
above.



3.9 Current Treasury Position

3.9.1 Debt Portfolio

Maturity Value Actual
31-03-2017

£m

Average 
Rate

%

Estimate
31-03-2018

£m

Average 
Rate

%
Fixed Rate Debt:
Public Works Loan Board (PWLB)
Welsh Government (WG)
Variable Rate Debt:
Market Loans

161.9
0.3

40.0

5.44
-

4.62

160.4
0.2

40.0

5.31
-

4.62

Total  External Borrowing 202.2 5.29 200.6 5.27
Other Long-term Liabilities 7.1 9.29 6.8 9.29

Total External Debt 209.3 5.44 207.4 5.41

One of the market loans contains an option clause for the lender to recall the debt at six monthly 
intervals. It is not anticipated that this will happen during the next financial year.

3.9.2 Investment Portfolio

Maturity Value
Actual

31-03-2017
£m

Average 
Rate

%

Estimate
31-03-2018

£m

Average 
Rate

%
Investments
Fixed Rate 3.00 -
Variable Rate 65.62 55.00
Total Investments 68.62 0.65 55.00 0.50

3.9.3 External Borrowing Requirement

The Council’s net external borrowing requirements are estimated as follows over the next 3 years:

2016-17
Actual

£m

2017-18
Rolling

£m

2018-19
Indicative

£m

2019-20
Indicative

£m

2020-21
Indicative

£m
Net New borrowing 3.90 (1.5) 13.3 37.9 41.6

HRAS System Exit - - - - -
Other Long Term 
Financing (0.2) (0.3) (0.3) (0.3) (0.3)

External Borrowing 
Requirement 3.7 (1.8) 13.0 37.6 41.3

Actual & Target Rates
Average Cost of 
Borrowing 5.41% 5.30% 5.18% 4.99% 4.64%

New Borrowing 2.25% - 3.50% 3.50% 3.50%



4. Annual Investment Strategy

On 2 March 2017, Council determined that the Investment Strategy be reviewed with a view to 
increasing income, with the outcome to be reported to Cabinet in September 2017.  In 
consultation with the Cabinet Member for Finance, this deadline was delayed, with the 
considerations now included in this report.

4.1 Investment Policy

The Council’s investment policy has regard to the Welsh Government’s Guidance on Local 
Government Investments (“the Guidance”) and the revised CIPFA Treasury Management in Public 
Services Code of Practice and Cross Sectoral Guidance Notes (“the CIPFA TM Code”).  The 
Council’s investment priorities will be:

 Security of capital

 Liquidity of investments

 Yield

In accordance with the above guidance from the Welsh Government and CIPFA, and in order to 
minimise the risk to investments, the Council applies minimum acceptable credit criteria in order to 
generate a list of highly creditworthy counterparties which also enables diversification and thus 
avoidance of concentration risk. The key ratings used to monitor counterparties are the Short Term 
and Long Term ratings.  

Ratings will not be the sole determinant of the quality of an institution; it is important to continually 
assess and monitor the financial sector on both a micro and macro basis and in relation to the 
economic and political environments in which institutions operate. The assessment will also take 
account of information that reflects the opinion of the markets. To this end the Council will engage 
with its advisors to maintain a monitor on market pricing such as “credit default swaps” and overlay 
that information on top of the credit ratings. 

Other information sources used will include the financial press, share price and other such 
information pertaining to the banking sector in order to establish the most robust scrutiny process 
on the suitability of potential investment counterparties.

MiFID II (Markets in Financial Instruments Directive)
The implementation of MiFID II reclassified local and public authorities as “Retail Clients” by the 
Financial Institutions from 3 January 2018.  Such a reclassification severely limits the financial 
instruments and providers available for treasury purposes unless elected for professional status.  
In order to become a “Professional Client” there are a number of quantitative tests that would need 
to be satisfied. Pembrokeshire County Council currently has professional status with the following. 

 Barclays Bank
 BGC Partners (Sterling Brokers)
 ICAP & Prebon (Brokers)
 Tradition (Brokers)
 Link Asset Services (Treasury Advisors)



We are currently awaiting confirmation from 7 counterparties. This position is monitored and 
updated throughout the year.

With the budget pressures faced by the Authority, it intends to review the type of investments 
available, to maximise returns.  However, this is difficult to achieve without compromising on 
liquidity and security.   The Authority will work closely with Link Asset Services when considering 
options.

4.1.1 Responsibility
All investments shall be managed in house and shall not be delegated to any external organisation 
although advice will be sought from external advisers to inform investment decisions.

4.1.2 Portfolio Management 
All investments shall be in sterling and managed in house in accordance with the Treasury 
Management Practices adopted by the Council and the Treasury Management Strategy.

Investments shall only be made with counterparties meeting the required credit worthiness criteria, 
and for approved periods and amounts. 

Sufficient liquidity shall be contained in the investment portfolio to meet day to day requirements by 
carefully balancing the use of short-term (no longer than 364 days) and longer term investments 
thereby, wherever possible, facilitating advantageous debt rescheduling / repayment, and avoiding 
reliance on temporary borrowing.

An operational framework, within the approved Strategy, shall be established by the Treasury 
Management and Capital Panel, to ensure that:

 All staff are fully trained in and understand current treasury management objectives, 
practices and procedures 

 It is fully understood how each investment works and the degree of risk

 The investment complies with the CIPFA Code of Practice on Treasury Management

 The credit rating of the organisation at the time the investment is made and forecast ratings 
meet the requirements of the approved counterparty list 

 The support available either from a parent organisation or by government guarantee should 
the counterparty encounter difficulties is considered when making the investment

 Any reports indicating misgivings about the credit worthiness of the potential recipient of 
funds have been investigated and reported to the Director of Finance and/or the Head of 
Finance & Business Services

 The predicted cash flow shows funds are available for investment 

 To make the investment is preferable to rescheduling/redeeming debt taking into account 
current and forecast interest rates and any premium payable

 In considering the investment period take due account of the transaction terms which may 
not facilitate immediate realisation of the investment should any of the criteria change

 Consideration is given to the effect of the investment on estimated interest returns



4.1.3 Investment Types

Under the regulations and the guidance issued by the Welsh Government, investments are defined 
as “specified” or “non-specified”.

Under this policy both categories are defined as sterling cash deposits with UK institutions and the 
attributes which investments made under this Policy must have are set out below:

Specified Investments
These are investments which are ranked as low risk because the possibility of loss of principal or 
investment income is very low. Under this policy they comprise of all deposits having fixed interest 
rates of under 365 days duration made with: 

 The UK Government 

 A local authority

 Nationalised UK registered banks

 UK registered resident banks, building societies or other institutions eligible for support with 
a high credit ranking.

Non-Specified Investments 
Non-specified investments are any other type of investment not meeting the above definition and 
which by implication carry a higher risk having variable interest rates and/or being for longer than 
365 days duration. Under this Policy it is proposed they are defined as all such deposits placed 
with: 

 The UK Government 

 A local authority

 Nationalised UK registered banks.

The above classifications reflect the current risk-averse approach taken by the Council.

In 2018-19 The Council will expand the number of financial instruments and counterparties, to 
maximise return, whilst continuing to prioritise the security of investments.

Investment Specified Non-
Specified

Call/Notice Accounts  x
Term deposits with Bank/Building Society  

Term deposits with other UK Local Authorities  

Certificates of Deposits with Banks/Building Society  

Money Market Funds – AAA rated  x
Treasury Bills  x
Ultra Short Dated Bonds Funds – AAA rated  



4.1.4 Creditworthiness Policy

Creditworthiness of counterparties shall be based primarily upon credit ranking information 
received from the Council’s treasury management advisors which uses the following methodology. 

A sophisticated modelling approach utilising credit ratings from the three main credit rating 
agencies – Fitch, Moody’s and Standard and Poor’s.  The credit ratings of counterparties are 
supplemented with the following overlays: 

 Credit watches and credit outlooks from credit rating agencies;

 Credit Default Swaps (CDS) spreads to give early warning of likely changes in credit 
ratings;

 Sovereign ratings to select counterparties from only the most creditworthy countries.

The end product is a series of colour coded bands which indicate the relative creditworthiness of 
counterparties.  These colour codes are used by the Council to determine the suggested duration 
for investments.  

Sole reliance will not be placed on the use of this external service.  In addition this Council will also 
use market data and market information, information on sovereign support for banks and the credit 
ratings of that supporting government.

The investment portfolio shall be reviewed immediately against any new data received. If individual 
rankings are changed and fall below the set criteria, no further investments shall be made with that 
counterparty and any existing investments shall be realised in accordance with the investment 
terms. This will inevitably result in investments remaining in the portfolio during their run off after 
the counterparty’s name is removed from the approved list.

Any institution over which there is any doubt shall not be used for new investments.

Reductions in credit worthiness continue to cause conflict between two of the objectives in the 
Treasury Code of spreading risk whilst having the security of capital as a prime consideration. This 
has been highlighted by the change in belief over recent years that some institutions are “too big to
fail”.

4.1.5 Diversification and Limits

The policy is to minimise risk by placing funds for periods with counterparties in accordance with 
the above creditworthiness methodology but with the maturity period for any one investment limited 
to a maximum of 2 years or less if indicated by the creditworthiness ranking.

Funds shall be spread between those counterparties with no more than £20m being invested with 
any one institution or banking group with the following exceptions:

 an additional £3m limit applying to the Council’s bankers in respect of a working balance 
facility



 an additional 1m Euro limit applying to the Council’s bankers in respect of European grant 
receipts

 an unlimited amount may be placed with the U.K. Government’s Debt Management 
Account

4.1.6 Reporting

An analysis of investment activities and performance shall be reported as part of the quarterly 
integrated budget monitoring process.

4.1.7 Funds Invested Directly By Schools

The approved Scheme for Financing Schools requires that schools investing money directly shall 
only do so in institutions appearing on the approved counterparty list.

The Director of Finance/Head of Finance & Business Services shall supply a copy of the 
counterparties ranking list to schools and liaise with them to ensure they are aware of any 
appropriate information throughout the year.

4.2 Investment Strategy 

4.2.1 Context

There remains a very difficult investment environment.  Counterparty risk appears to have eased 
with some tightening of monetary policy, which is evidenced by the termination of quantitative 
easing and the 0.25% increase in the Bank Base Rate.  As a consequence, Authorities are still not 
able to obtain significant returns from deposits and therefore we will consider the repayment of 
debt as an option during the next 3 years, thus reducing our investment portfolio.  The amount of 
available cash for investment has reduced considerably.

4.2.2 General Portfolio Management
Investments shall be managed in-house and investments will be made with reference to the core 
cash position, short-term cash flow requirements and the outlook for interest rates.

A low risk strategy shall be adopted with priority given to security and liquidity of capital. However 
the professional status under MiFIID allows the Authority to opt for those financial instruments that 
could deliver a greater return, however at an increased risk.

Within these criteria the objective will be to secure the maximum return possible by making certain 
that all surplus funds are invested promptly on a basis that ensures the Council can meet its cash 
requirements, is not reliant on short term borrowing and is able to take up any opportunities for 
debt redemption. 

Generally, whilst rates remain at historically low levels and uncertainty over the credit worthiness of 
all banking institutions, investment periods will be kept short.



The commercial counterparties that would meet the creditworthiness criteria on 31 January 2018 
are shown in the table below with the maximum recommended investment period and limit on that 
day.

Counterparty Maximum 
Duration
Months

Maximum 
Amount

£m
Local Authorities (Any) 24         20
Santander UK Plc 20
Barclays Bank Plc ( PCC Banker) 23
Barclays Bank Plc (PCC Banker) 1m Euro
HSBC Bank Plc 20
Nationwide Building Society 20
Leeds Building Society 10
Coventry Building Society 10
Yorkshire Building Society 10
Skipton Building Society 10
Lloyds Banking Group Plc:
Bank of Scotland Plc
Lloyds Bank Plc

20

Royal Bank of Scotland Group Plc:
National Westminster Plc
Royal Bank of Scotland Plc

As indicated 
by credit 

worthiness 
rating

20

Money Market Funds – AAA Rated 60 day 
WAM*

5m per 
fund

Ultra Short Dated Bond Funds - AAA rated 
(VNAW) **

2 years 5m per 
fund

UK Government Debt Management Account
(including Treasury Bills)

Unlimited

Any developments in the financial standing or level of support available to counterparties will be 
considered and appropriate action taken.

*Weighted Average Maturity
**Variable Net Asset Value

4.2.3 Treasury Investment Indicator - Total Principal Sums Invested for Periods Longer than 
365 days
The maximum limit on principal sums invested for longer than 365 days for 2018-19, 2019-20 and 
2020-21 is £30m. 

4.3 Performance
4.3.1 Investment Income
Investment returns based on the average investment levels shown, which have been estimated 
using budgeted expenditure and income and financing plans, are set out below:



Investment Portfolio
2016-17
Actual

£m

2017-18
Rolling

£m

2018-19
Estimate

£m

2019-20
Indicative

£m

2020-21
Indicative

£m
Average for year 94.22 60.00 20.00 10.00 10.00
Average Rate 0.65% 0.50% 0.50% 0.50% 0.50%
Gross Interest 0.613 0.300 0.100 0.050 0.050

The overall balance of risks to these forecasts is slightly skewed to the downside in view of the 
uncertainty over the final terms of Brexit.  If growth expectations disappoint and inflationary 
pressures are minimal, the start of increases in Bank Rate could be pushed back.  On the other 
hand, should the pace of growth quicken and / or forecasts for increases in inflation rise, there 
could be an upside risk i.e. Bank Rate increases occur earlier and / or at a quicker pace.

For its cash flow generated balances, the Council will seek to utilise its instant access and notice 
accounts, and short-dated deposits (overnight to 180 days) in order to benefit from the 
compounding of interest.  

4.3.2 Performance Reporting
At the end of the financial year, the Council will report on its investment activity as part of its 
Annual Treasury Report. 

The following performance indicators shall be reported for each year’s treasury activity:
 Security of Capital  - risk of loss of principal sums

 Debt/Borrowing      - average rate of new borrowing for the year

                               - average rate of borrowing

 Investments        - returns achieved compared to estimate and the 7-day LIBID rate

4.4 Non Treasury Investment

Current non treasury investments include:

 Shares in Bluestone
 Loan to Frame of £365k (£272k drawdown to date)
 St Davids Penisula Community Land Trust Loan of £153k (No drawdown to date)
 Saundersfoot Harbour £1.5m (No drawdown to date)
 Neyland Community Hub £440k (No drawdown to date)

Any new non treasury investments will continue to be part of the capital approval process and will 
adhere to the governance arrangement within The Capital Strategy.  



Impact Assessment

The Treasury Management Strategy has been considered against the five ways of working (long 
term, prevention, integration, collaboration, involvement) in the Well-being of Future Generations 
sustainable development principle. The Treasury Management Strategy will provide for the long 
term, ensuring security, liquidity and yield are the Councils priorities. Better integration within the 
Council will enhance our cashflow forecasts and the ability to secure more suitable financial 
investments. Working collaboratively will ensure our systems are robust and will ensure we are 
able to maximise the rate of return on our investments and assist in the challenge to reduce our 
funding gap as identified within the Councils Medium Term Financial Plan.

The Treasury Management Strategy is unlikely to impact on specific groups as defined within the 
Equality Act 2010.

Finally, the Treasury Management Strategy is unlikely to impact on the Council’s use of Welsh 
Language policy (2016).  

Comments by Director of Finance
The financial issues are contained within the body of the report.

Comments by the Head of Legal & Democratic Services
There are no legal issues arising from this report.

Comments by Head of Human Resources
There are no human resources issues arising from this report.

RECOMMENDATIONS

1. The Treasury Management Strategy 2018-19 to 2020-21, including the Policy on Borrowing in 
Advance of Need, the Minimum Revenue Provision Policy, the Treasury Limits, the Prudential 
Indicators and Borrowing Requirements be approved, with an effective date of 1 April 2018.  

2. The Annual Investment Strategy for 2018-19 to 2020-21 is approved.

3. The revised Minimum Revenue Provision (MRP) Policy for Housing Revenue Account (HRA) 
debt of 2% provision on a fixed, straight line basis, based on the HRA Capital Finance 
Requirement adjusted by regulations as at 1st April each year, be approved.

4. The Director of Finance, in consultation with the Cabinet Member for Finance, is given 
authority to make amendments to the Treasury Management Strategy during 2018-19 as and 
when further guidance is received.

5. The report be adopted as the Cabinet’s proposals for the Treasury Management Governance 
Arrangements for 2018-19.

REASON FOR RECOMMENDATION:
To comply with statutory requirements



Background Documents

Treasury Management in the Public Services: Code of Practice and Cross-Sectoral Guidance 

Notes. 

Prudential Code for Capital Finance in Local Authorities

Welsh Government Guidance Notes on Local Government Investments

Welsh Government Guidance on Minimum Revenue Provision

     



Appendix A
Economic Outlook 

UK.  

In November, the Bank of England increased interest rates for the first time in ten years to 0.5%, 
from 0.25%.  The have said they expect only very gradual further increases over the next three 
years.  In December they voted unanimously to keep rates unchanged at 0.5%.

The November quarterly inflation report showed the BofE revised its growth forecast for the UK to 
1.5% from 1.7% for 2017.  Predicted growth for 2018 has been revised up to 1.7% from 1.6%.  The 
final estimates for UK Q3 GDP confirmed growth at 0.4% q/q and 1.7% y/y.

The headline inflation figure, annual CPI, rose to an almost six year high of 3.1% in November, 
whilst the monthly figure was recorded at 0.3%.  The main price rises were airfares, computer 
games and the price of chocolate reflecting the impact on the weaker pound.  The Bank of England 
and other economists expect inflation to be peaking now before falling slowly over the next three 
years.

The UK unemployment rate remained unchanged at 4.3% in the three months to October 2017, the 
unemployment figure was recorded at 1.429m.  British wage growth, including bonuses, rose by 
2.5% y/e in the three months to October, compared with 2.3% in the three months to September.  
Excluding bonuses, growth in average weekly earnings in October also rose by 2.3% y/y.

Nationwide revealed house prices grew by 0.6% m/m.  Overall in 2017 house prices grew by 2.6%, 
the slowest annual rate since 2012.  According to Halifax, house prices rose 0.5% in November, up 
from the 0.3% growth in October.  Annual house price growth slowed however to 3.9% in 
November, following a 4.5% rise in October.

US.

Q3 GDP unexpectedly maintained a fast pace of growth, rising to 3.2% y/y from 3.1% in Q2.  This 
is the highest US GDP since Q1 2015.  Increases in inventory investment and a smaller trade 
deficit offset a hurricane-related slowdown in consumer spending and a decline in construction.

In December 2017, the Fed raised interest rates to a range between 1.25%-1.5% after increasing 
then in June 2017.  The Committee continues to expect that economic activity will expand at a 
moderate pace and labour market conditions will remain strong.

Nonfarm payrolls increased by 148,000 in December.  This was slower than expected and was as 
a result of a decline in retail employment.  The unemployment rate remained at 4.1% in November, 
a seventeen year low.



EU.

Final figures for Eurozone Q3 2017 GDP showed quarterly growth at 0.6%.  Q3 2017 annual 
growth rose to 2.6% from the upwardly revised 2.4% recorded in Q2 (previously 2.3%)

In its December meeting, the European Central Bank (ECB) stuck with the status quo keeping both 
its main refinancing rate and deposit rate steady at 0% and -0.4% respectively.  The ECB 
announced their QE programme in January 2015 and began the programme in March 2015.  They 
initially planned to inject 1.1trn Euro into the economy by purchasing private and public assets 
worth 60bn Euro per month, this was later expanded to 80bn Euro per month.  In its October 2017 
meeting, the ECB decided that asset purchases will to 30bn Euro a month from January and will 
continue until September 2018, or beyond if necessary.

China

China’s annual GDP grew at a rate of 6.8% in Q3 2017, slightly down from 6.9% in Q2.  The slight 
downturn in growth was as a result of the government’s efforts to rein in property market and debt 
risks.  Despite the slight slowdown, this figure is still greater that the Chinese government’s 6.5% 
target.  The People’s Bank of China temporarily lowered the reserve requirement ration for the five 
biggest banks by 1% to 16% in January 2017.

While the People’s Bank of china used to intervene heavily by buying foreign exchange to offset 
market appreciation pressures, their officials now argue that this is an inefficient way to manager 
Chinese assets and are reluctant to resume.  Another reason for this is concerns over tension with 
Trump administration, should they carry out large scale foreign exchange purchases.


