
THIS IS AN OPEN REPORT

Report to: Audit, Governance and Standards Committee
Cabinet
Council

Date of Meeting(s): Thursday, 25 January 2018
Thursday, 15 February 2018
Wednesday, 7 March 2018

Subject: Treasury Policy, Prudential Indicators, Capital 
Programme and Minimum Revenue Provision

Report of: Paul McKevitt, Director - Resources and Contracts 
(Deputy Chief Executive)

Contact Officer: Tony Clarke (ext 2272)

Cabinet Portfolio Holder 
and area:

Executive Leader, Councillor Peter Richard Charles Smith 
M.Sc. (Lord Smith of Leigh)

Summary: The report provides details of the Treasury
Management Policies, Prudential
Indicators, Minimum Revenue Provision
and Capital Programme for 2018/19 to
2020/21.

Link to Corporate Priorities: Confident Council
 Your Council has re-focused its reduced 

resources towards early intervention and 
prevention to achieve more for less – 
integrating public services around whole 
life issues to build self-reliance and 
maximising community assets.

Wards Affected: All

Recommendation(s): (1) The Audit, Governance and Standards 
Committee is asked to endorse the 
recommendations prior to submission to 
Cabinet.

(2) The Cabinet is asked to accept the 
recommendations prior to consideration by 
the Council.



(3) The Council is requested to agree to the 
following:

(i) to accept the Treasury Policy and
    updated position on the Operational
    Boundary and Authorised Limit;

(ii) to accept the Prudential Indicators as
     set out in the report;

(iii) to accept the Capital Programme
        now submitted; and

(iv) to accept the Minimum Revenue
        Provision Statement

Implications:

What are the financial implications? The report estimates the impact upon revenue
as a result of capital financing decisions it also
calculates the impact upon Council Tax and
Housing Rents together with setting the limits for
external debt for 2018/19 to 2020/21.

Is budget release necessary (Capital 
Expenditure Only)?(if unsure please 
contact your Strategic Finance 
Manager)

N/A

What are the legal implications? The Council is required to set a balanced budget
and this report proposes a balanced capital
programme in line with the budget framework

What are the staffing implications? None

Equality and Diversity Impact 
Assessment attached or not required 
because (please give reason)

Certain capital programme proposals will have
impacts and where necessary the relevant
Customer Impact Assessments will be
undertaken.

What are the property implications in 
terms of reduction, addition or change 
to the council’s asset base or its 
occupation?

The Capital Programme includes changes to the 
Council’s asset base which in line with the 
corporate office accommodation strategy will
ultimately result in a reduction in the number of
Council buildings. This forms part of the asset
rationalisation process.

Risks: There are risks around the generation of capital
receipts. Certain schemes within the programme
are funded from receipts and if receipts are not
generated then some spending plans will need
to be re-visited, re-profiled.



Some capital projects are based upon the
delivery of savings as a result of the investment.
There is a risk that savings are delayed or not
fully achieved. Effective Monitoring will ensure
the risks are mitigated
Interest rate risk may be an issue if the Council
fails to achieve its savings targets as it may need
to borrow as cash balances reduce. Adherence
to the Treasury Management Policy mitigates
the risk.

Sustainability The policy is integral to the Council’s budget and 
overarching strategy without this in place the 
strategy would not be delivered.

Has the Assistant Director - Legal (Monitoring Officer) 
(Brendan Whitworth) confirmed that the recommendations 
within this report are lawful and comply with the Council’s 
Constitution?

Yes

Has the Director Resources and Contracts (Deputy Chief 
Executive)(Paul McKevitt) confirmed that any expenditure 
referred to within this report is consistent with the Council’s 
budget?

Yes

Are any of the recommendations within this report contrary to 
the Policy Framework of the Council?

No

What are the alternative 
option(s) to be considered? 
Please give the reason(s) for 
recommendation(s): 

No alternative. The Treasury indicators are required
under the Prudential Code of Practice with the
Minimum Revenue Provision being required under
Government legislation

Is this a Key Decision and, if so, 
under which definition?

This report does not involve a key decision as 
Council approval is required.

There are no background papers for this report



Directorate Sign-off: Paul McKevitt

Date: 15 January 2018

Please list any appendices:-

Appendix number or 
letter

Description 

Appendix A Capital Programme



1 Background
1.1 The Council is required to set annual policies for Treasury Management and 

Minimum Revenue Provision.  The main body of this report details the Treasury 
Management and Minimum Revenue Provision policies.

1.2 The Council is required to operate a balanced budget, which broadly means that 
cash raised during the year will meet cash expenditure.  Part of the treasury 
management operation is to ensure that this cash flow is adequately planned, with 
cash being available when it is needed.  Surplus monies are invested in low risk 
counterparties or instruments commensurate with the Council’s low risk appetite, 
providing adequate liquidity initially before considering investment return.

1.3 The second main function of the treasury management service is the funding of 
the Council’s capital plans.  These capital plans provide a guide to the borrowing 
need of the Council.  Essentially the longer term cash flow planning to ensure that 
the Council can meet its capital spending obligations.  This management of longer 
term cash may involve arranging long or short term loans, or using longer term 
cash flow surpluses.  On occasion any debt previously drawn may be restructured 
to meet Council risk or cost objectives.

1.4 CIPFA defines treasury management as: “The management of the local authority’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.”

1.5 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 organisation, and 
any financial instruments entered into to manage these risks. 

1.6 The 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.

2   Reporting requirements
2.1 The Council is required to receive and approve, as a minimum, three main reports 

each year, which incorporate a variety of policies, estimates and actuals.  
2.2 Prudential and treasury indicators and treasury policy (this report) - The first, 

and most important report covers:
 the capital plans (including prudential indicators);
 a minimum revenue provision (MRP) policy (how residual capital expenditure is 

charged to revenue over time);
 the treasury management strategy (how the investments and borrowings are to 

be organised) including treasury indicators; and 
 an investment strategy (the parameters on how investments are to be 

managed).
2.3 A mid year treasury management report – This will update members with the 

progress of the capital position, amending prudential indicators as necessary, and 



any policies requiring revision.  In addition, this Council will receive quarterly 
update reports.

2.4 An annual treasury review report – This provides details of a selection of actual 
prudential and treasury indicators and actual treasury operations compared to the 
estimates within the policy.

3 Scrutiny
3.1 The above reports are required to be adequately scrutinised before being 

recommended to the Council.  This role is undertaken by Cabinet and Confident 
Council Scrutiny Committee.

4     Treasury Management Strategy for 2018/19
4.1 The Strategy for 2018/19 covers two main areas:
4.2 Capital issues

 the capital plans and the prudential indicators;
 the minimum revenue provision (MRP) policy.

4.3 Treasury management issues
 the current treasury position;
 treasury indicators which limit the treasury risk and activities of the Council;
 prospects for interest rates;
 the borrowing strategy;
 policy on borrowing in advance of need;
 debt rescheduling;
 the investment strategy;
 creditworthiness policy; and
 policy on use of external service providers.

4.4 These elements cover the requirements of the Local Government Act 2003, the 
CIPFA Prudential Code, CLG MRP Guidance, the CIPFA Treasury Management 
Code and  CLG Investment Guidance.

5 Training
5.1 The CIPFA Code requires the responsible officer to ensure members with 

responsibility for treasury management receive adequate training in treasury 
management. This especially applies to members responsible for scrutiny.  Link 
Asset Services have previously delivered treasury management presentations at 
Audit, Governance and Improvement Review Committee. Further training will be 
arranged as required. The training needs of treasury management officers are 
periodically reviewed.

5.2 The Council recognises the importance of ensuring that all staff involved in the 
treasury management function are fully equipped to undertake the duties and 
responsibilities allocated to them. It will therefore seek to appoint individuals who 
are both capable and experienced and will provide training for staff to enable them 
to acquire and maintain an appropriate level of expertise, knowledge and skills. 
The responsible officer will recommend and implement the necessary 
arrangements.



6 Treasury management consultants
6.1 The Council uses Link Asset Services as its external treasury management 

advisors. We have agreed a new  three year contract for the period January 
2018to December 2020 with the option to extend for a further year.

6.2 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. 

6.3 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.

7 The Capital Prudential Indicators 2017/18 – 2020/21
7.1 The objectives of the Prudential Code are to provide a framework for local 

authority capital finance that will ensure for individual local authorities that: 
 capital expenditure and investment plans are affordable 
 all external borrowing and other long-term liabilities are within prudent and 

sustainable levels 

 treasury management and other investment decisions are taken in 
accordance with professional good practice

7.2 In order to demonstrate that the Council takes capital expenditure and investment 
decisions in line with service objectives and properly takes account of stewardship, 
value for money, prudence, sustainability and affordability, a Capital Strategy is 
being developed to meet with the new requirements introduced by the Treasury 
Management Code of Practice.. The 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.  
An outline Capital Strategy will be included in the Budget Report submitted to 
Cabinet & Scrutiny in February 2018 and then Council 7 March 2018 as part of the 
Budget Setting process.

7.3 The Council’s capital expenditure plans are the key driver of treasury management 
activity.  The output of the capital expenditure plans are reflected in prudential 
indicators, which are designed to assist members overview and confirm capital 
expenditure plans.
Capital expenditure

7.4 This prudential indicator is a summary of the Council’s capital expenditure plans, 
both those agreed previously, and those forming part of this budget cycle.  
Members are asked to approve the capital expenditure forecasts.

Capital expenditure
£m

2017/18
Estimate

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

 Non HRA 42.333 87.689 39.774 29.769
HRA 43.639 38.930 30.844 27.250
Total 85.972 126.619 70.618 57.019



7.5 The table below summarises the above capital expenditure plans and how these 
plans are being financed by capital and revenue resources.  Any shortfall of 
resources results in a borrowing requirement.  Full details of the Capital 
Programme are provided in Appendix 1.

Estimates of capital 
expenditure
£m

2017/18
Estimate

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

People Directorate 10.731 20.250 8.110 6.566
Places Directorate (excluding 
HRA)

14.267 28.910 30.514 16.292

Resources Directorate 17.335 38.529 1.150 6.911
Non-HRA 42.333 87.689 39.774 29.769
HRA 43.639 38.930 30.844 27.250
Total Expenditure 85.972 126.619 70.618 57.019
Financed by:
Capital receipts 3.368 5.053 9.957 2.983
Capital grants 22.328 28.692 16.445 6.967
Contributions 10.941 16.282 14.641 3.767
Capital reserves 16.500 13.000 14.000 20.000
Revenue 12.328 5.433 3.377 3.377
Net financing need for the year 20.507 58.159 12.198 19.925
Total financing 85.972 126.619 70.618 57.019

  The Councils borrowing need (the Capital Financing Requirement)
7.6 The second prudential indicator is the Council’s Capital Financing Requirement 

(CFR).  The CFR is simply the total historical outstanding capital expenditure 
which has not yet been paid for from either revenue or capital resources.  It is 
essentially a measure of the Council’s underlying borrowing need.  Any capital 
expenditure above, which has not immediately been paid for, will increase the 
CFR.

7.7 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 asset’s life.

7.8 The CFR includes any other long term liabilities (e.g. PFI schemes, finance 
leases).  Whilst these increase the CFR, and therefore the Council’s borrowing 
requirement, these type of schemes include a borrowing facility and so the Council 
is not required to separately borrow for these schemes.  The Council currently has 
£44.562m of such schemes within the CFR.



7.9 The Council is asked to approve the CFR projections below:

£m 2017/18
Estimate

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

Capital Financing Requirement
CFR – non housing 229. 675 263.164 255.535 262.439
CFR – housing 293.088 302.440 304.371 306.119
Total CFR 522.763 565.604 559.906 568.558
Movement in CFR 4.785 42.841 -5.698 8.652
Net financing need for the year 20.507 58.159 12.198 19.925

Less MRP/VRP and other 
financing movements -15.722 -15.318 -17.896 -11.273

Movement in CFR 4.785 42.841 -5.698 8.652

8 Minimum revenue provision (MRP) policy statement
8.1 The Council is required to pay off an element of the accumulated General Fund 

capital spend each year (the CFR) through a revenue charge (the minimum 
revenue provision - MRP), although it is also allowed to undertake additional 
voluntary payments if required (voluntary revenue provision - VRP).

8.2 CLG regulations have been issued which require the full Council to approve an 
MRP Statement in advance of each year.  A variety of options are provided to 
Authorities, so long as there is a prudent provision.  The Council is recommended 
to approve the following MRP Statement.

  MRP Policy for 2018/19
8.3 For Capital Expenditure incurred before 1st April 2008 it is proposed to continue 

with the regulatory method, but from 2018/19 will be re-profiled and charged at 
2.5% straight line (this was previously charged at 4% reducing balance). This re-
profiling does not provide any additional saving it just brings them forward which 
will support the Council’s budget when most needed. For unsupported borrowing 
in respect of short life assets the depreciation method of calculating repayment 
provision shall be employed.

 For unsupported borrowing where the revenue consequences are to be met 
from existing revenue budgets the Asset Life Method (equal instalments 
method) of calculating repayment provision shall be employed.

 For PFI assets the asset life annuity model shall be employed.
 For borrowing in lieu of capital receipts, it has been concluded that provision is 

not necessary as the capital receipt when received will be applied to repay debt.
8.4 The Deputy Chief Executive (Director – Resources & Contracts) has the discretion 

to make additional voluntary provision for debt repayment.
Alternative options considered and reasons for the recommended option:

8.5 This is a statutory requirement.  The options chosen represent the most practical, 
prudent and affordable methods.

8.6 There is no requirement on the HRA to make a minimum revenue provision but 
there is a requirement for a charge for depreciation to be made (although there are 
transitional arrangements in place).

8.7 Repayments included in annual PFI or finance leases are applied as MRP.



9 Core funds and expected investment balances 

9.1 The application of resources (capital receipts, reserves etc.) to either finance 
capital expenditure or other budget decisions to support the revenue budget will 
have an ongoing impact on investments unless resources are supplemented each 
year from new sources (asset sales etc.).  Detailed below are estimates of the 
year end level of investments.

Estimated  cash flow - £m 2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

Estimated level of cash invested at 
start of year

27.342 3.636 3.034

Cash Outflows :
Loans due for repayment -11.028 -10.732 -0.428
Capital Expenditure unsupported -58.159 -12.198 -19.925
Use of reserves/balances -16.686 -4.610 -3.640
Cash Inflows :
MRP & other revenue contributions 14.261 16.629 10.005
Increase in revenue balances 1.560 1.390 2.083
Estimated Borrowing Requirement 46.346 8.919 11.873
Estimated level of cash invested at 
end of year 3.636 3.034 3.002

10 Borrowing
10.1 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.
Current treasury position

10.2 The Council’s treasury portfolio position 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.

£m
External Debt 

201718
Estimate

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

Debt at 1 April 385.604 367.013 402.331 400.518
Expected change in Debt -18.591 35.318 -1.813 11.445
Transferred Debt 1 April 8.457 6.924 5.374 3.824
Expected change in Trans Debt -1.533 -1.550 -1.550 -1.550
Other long-term liabilities 45.426 44.562 43.542 42.414
Expected change in OLTL -0.864 -1.020 -1.128 -0.542
Actual gross debt at 31 March 418.499 451.247 446.756 456.109
The Capital Financing Req 522.763 565.604 559.906 568.558
Under / (over) borrowing 104.264 114.357 113.150 112.449



10.3 Within the prudential indicators there are a number of key indicators to ensure that 
the Council operates its activities within well-defined limits.  One of these is that the 
Council needs to ensure that its gross debt does not, except in the short term, exceed 
the total of the CFR in the preceding year plus the estimates of any additional CFR for 
2018/19 and the following two financial years.  This allows some flexibility for limited 
early borrowing for future years, but ensures that borrowing is not undertaken for 
revenue purposes.

10.4 The Deputy Chief Executive (Director – Resources & Contracts) reports that the 
Council complied with this prudential indicator in the current year and does not 
envisage difficulties for the future.  This view takes into account current 
commitments, existing plans, and the proposals in this budget report.

11    Treasury Indicators: limits to borrowing activity
11.1  The operational boundary.  This is the limit beyond which external debt is not 

normally expected to exceed.  In most cases, this would be a similar figure to the 
CFR, but may be lower or higher depending on the levels of actual debt.

Operational boundary 
£m

2017/18
Estimate

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

Debt 445.991 446.746 447.993 461.528
Other long term liabilities 44.562 43.542 42.414 41.872
Total 490.553 490.288 490.407 503.400

11.2 The authorised limit for external debt. A further key prudential indicator 
represents a control on the maximum level of borrowing.  This represents a limit 
beyond which external debt is prohibited, and this limit needs to be set or revised 
by the full Council.  It reflects the level of external debt that, whilst undesirable, 
could be afforded in the short term, but would be unsustainable in the longer term.  

11.3 This is the statutory limit determined under section 3 (1) of the Local Government 
Act 2003. The Government retains an option to control either the total of all 
Councils’ plans, or those of a specific Council, although this power has not yet 
been exercised.

11.4 The Council is asked to approve the following authorised limit:

Authorised limit £m 2017/18
Estimate

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

Debt 468.291 469.083 470.393 484.604
Other long term liabilities 46.790 45.719 44.535 43.966
Total 515.081 514.802 514.928 528.570

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

HRA Debt Limit £m 2017/18
Estimate

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

HRA debt cap 356.400 356.400 356.400 356.400
HRA CFR 293.088 302.440 304.371 306.119
HRA headroom 63.312 53.960 52.029 50.281



11.6 The following graph shows the CFR and borrowing projections for 2017/18 to 
2020/21
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12   Prospects for interest rates

12.1 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 view.

Annual 
Average %

Bank Rate PWLB Borrowing Rates %
(including certainty rate adjustment)

% 5 year 10 year 25 year 50 year
Dec 2017 0.50 1.50 2.10 2.80 2.50
Mar 2018 0.50 1.60 2.20 2.90 2.60
June 2018 0.50 1.70 2.30 3.00 2.70
Sept 2018 0.50 1.70 2.40 3.00 2.80
Dec 2018 0.75 1.80 2.40 3.10 2.90
Mar 2019 0.75 1.80 2.50 3.10 2.90
June 2019 0.75 1.90 2.60 3.20 3.00
Sept 2019 0.75 1.90 2.60 3.30 3.00
Dec 2019 1.00 2.00 2.70 3.30 3.10
Mar 2020 1.00 2.10 2.70 3.40 3.20
June 2020 1.00 2.10 2.80 3.50 3.30
Sept 2020 1.25 2.20 2.90 3.50 3.30
Dec 2020 1.25 2.30 2.90 3.60 3.40
Mar 2021 1.25 2.30 3.00 3.60 3.40



12.2 As expected, the Monetary Policy Committee (MPC), raised Bank Rate from 
0.25% to 0.50% on 2nd  November.  This removed the emergency cut in August 
2016 after the EU referendum. The MPC also gave forward guidance that they 
expected to increase bank rate only twice more by 0.25% by 2020 to end at 
1.00%.

12.3 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.

13   Borrowing Strategy
13.1 The Council is currently maintaining an under-borrowed position.  This means that 

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 a risk that needs to be considered.

13.2 Against this background and the risks within the economic forecast, caution will be 
adopted with the 2018/19 treasury operations.  The Deputy Chief Executive 
(Director Resources & Contracts) will monitor interest rates in financial markets 
and adopt a pragmatic approach to changing circumstances.

13.3 Any decisions will be reported to the appropriate decision making body at the next 
available opportunity.

  Policy on borrowing in advance of need 
13.4 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.

13.5 Borrowing in advance will be made within the constraints that the Council would 
not look to borrow more than 12 months in advance of need.  Risks associated 
with any borrowing in advance activity will be subject to prior appraisal and 
subsequent reporting through the mid-year or annual reporting mechanism.

  Debt rescheduling
13.6 The Council will undertake debt rescheduling as and when appropriate 

opportunities arise.  Any decision to restructure debt will be taken to satisfy one or 
more of the following:

 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).



13.7 Consideration will also be given to identify 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.

13.8 All rescheduling will be reported to the Cabinet, at the earliest meeting following its 
action.

14 Affordability prudential indicators
14.1 The previous sections cover the overall capital and control of borrowing prudential 

indicators, but within this framework prudential indicators are required to assess 
the affordability of the capital investment plans.  These provide an indication of the 
impact of the capital investment plans on the Council’s overall finances.  The 
Council is asked to approve the following indicators:

  Ratio of financing costs to net revenue stream.
14.2 This indicator identifies the trend in the cost of capital (borrowing and other long 

term obligation costs net of investment income) against the net revenue stream.

% 2017/18 
Estimate

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

Non-HRA 8.49 8.46 9.97 6.90
HRA 22.01 25.20 25.79 16.19

14.3  The estimates of financing costs include current commitments and the proposals in    
this budget report.
Incremental impact of capital investment decisions on Band D Council Tax.

14.4 This indicator identifies the revenue costs associated with proposed changes to the 
three year capital programme recommended in this budget report compared to the 
Council’s existing approved commitments and current plans.  The assumptions are 
based on the budget, but will invariably include some estimates, such as the level of 
Government support, which are not published over a three year period.

14.5 This is indicative of the planned Capital Programme.  However there is sufficent 
revenue budget to meet these costs, therefore there is no impact on Council Tax.

£ 2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

Council Tax - Band D 5.04 22.59 40.07

Estimates of the incremental impact of capital investment decisions on 
housing rent levels. 

14.6 Similar to the council tax calculation, this indicator identifies the trend in the cost of 
proposed changes in the housing capital programme recommended in this budget 
report compared to the Council’s existing approved commitments and current plans, 
expressed as an impact on weekly rent levels.

£ 2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

Weekly housing rent levels 11.95 12.12 12.40



14.7 This indicator shows the revenue impact on any newly proposed changes, although 
any impact will be constrained by rent controls.

Treasury management limits on activity
14.8 There are 3 debt related treasury activity limits.  The purpose of these are to 

restrain the activity of the treasury function within certain limits, thereby managing 
risk and reducing the impact of any adverse movement in interest rates.  However, 
if these are set to be too restrictive they will impair the opportunities to reduce 
costs / improve performance.  The indicators are:
 Upper limits on variable interest rate exposure. This identifies a maximum limit 

for variable interest rates based upon the debt position net of investments; 

 Upper limits on fixed interest rate exposure.  This is similar to the previous 
indicator and covers a maximum limit on fixed interest rates;

 Maturity structure of borrowing. These gross limits are set to reduce the 
Council’s exposure to large fixed rate sums falling due for refinancing, and are 
required for upper and lower limits.

14.9 The Council is asked to approve the following treasury indicators and limits:

£m 2018/19 2019/20 2020/21
Interest rate exposures Upper Upper Upper
Limits on fixed interest rates:
Debt 100% 100% 100%
Investments 0% 0% 0%
Limits on variable interest rates:
Debt 10% 10% 10%
Investments 100% 100% 100%

14.10 The Council will continue with its policy to borrow only at fixed rates of interest.  
However debt due to mature within 12 months is deemed to be variable in terms of 
interest rate exposure. Therefore although all borrowing is undertaken at fixed 
rates a maximum of 10% may be treated as variable as it is due mature within the 
year.   As the Councils policy is not to invest for periods beyond 364 days, all 
investments are deemed to be variable in terms of interest rate exposure.

Maturity structure of fixed interest rate borrowing 2018/19
Lower Upper

Under 12 months 0% 10%
12 months to 2 years 0% 10%
2 years to 5 years 0% 10%
5 years to 10 years 0% 25%
10 years to 15 years 0% 30%
15 years to 20 years 0% 30%
20 years to 30 years 0% 30%
30 years to 40 years 0% 30%
40 years to 50 years 0% 30%

15 Annual Investment Strategy
Investment policy

15.1 The Council’s investment policy has regard to CLG’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 
first, liquidity second and then return.

15.2 In accordance with guidance from the CLG 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 avoidance of concentration risk.  The key ratings used to 
monitor counterparties for the short and long term ratings.

15.3 Ratings will not be the sole determinant of the quality of an institution and that it is 
important to continually assess and monitor the financial sector 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. 

15.4 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.

15.5 “Specified Investments” shall include term deposits with approved local authorities 
and approved credit rated deposit takers such as money market funds, banks and 
building societies.  In addition Cabinet has approved the Debt Management Office 
deposit facility.  “Non Specified Investments” includes the loan conversion of the 
Manchester Airport debt and the investment with Wigan Football Company.  The 
Manchester Airport debt relates to the proportion of debt administered by this 
Council.

15.6 No other forms of investment will be used during 2018/19 unless prior approval of 
Cabinet has been given. 

16 Creditworthiness policy 

16.1 The Council applies the creditworthiness service provided by Link Asset Services 
to its investment policy.  This service employs 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;
 CDS spreads to give early warning of likely changes in credit ratings;
 sovereign ratings to select counterparties from only the most creditworthy 

countries.

16.2 This modelling approach combines credit ratings, credit watches and credit 
outlooks in a weighted scoring system which is then combined with an overlay of 
CDS spreads for which the end product is a series of colour coded bands which 
indicate the relative creditworthiness of counterparties, as below.  These colour 
codes are used by the Council to determine the suggested duration for 
investments. 
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The Council will therefore use agreed counterparties within the following durational bands:

Colour (and long term 
rating where 
applicable)

Money 
or % limit

Time
 Limit

Banks Yellow, Purple,Orange £15m / 35% 364 days
Ultra Short Dated Bonds Dark Pink/Light Pink £5m/ part of 

£20m MMF 
Total 

Liquid

Banks – part nationalised Blue £15m / 45% 364 days
Banks Red £15m / 35% 6 mths
Building Societies £10m
Banks Green £15m / 35% 100 days
Building Societies £10m
Limit 3 Category – 
Authority’s banker (not 
meeting Banks 1)

N/A £15m 1 day

Debt Management Acc 
Deposit Facility (DMADF)

UK Sovereign rating Unlimited 6 mths

UK Treasury Bills UK Sovereign rating £5m 12 mths
Local Authorities N/A £5m 364 days

Money Market Funds
AAA by 2 or more 

rating agencies
£5m max per 
MMF/ £20m 

in total
Liquid

Certificate of Deposit Refer to colour coding of individual bank

16.3 The Link Asset Services creditworthiness service uses a wider array of information 
than just primary ratings and by using a risk weighted scoring system, does not 
give undue preponderance to just one agency’s ratings.

16.4 Typically the minimum credit ratings criteria the Council use will be a short term 
rating (Fitch or equivalents) of short term rating F1, long term rating A-.  There may 
be occasions when the counterparty ratings from one rating agency are marginally 
lower than these ratings but may still be used, provided they are still included on 
Link Asset Services Credit Rating List.  In these instances consideration will be 
given to the whole range of ratings available, or other topical market information, to 
support their use.  

16.5 All credit ratings will be monitored weekly. The Council is alerted to changes to 
ratings of all three agencies through its use of the Link Asset Services 
creditworthiness service. 



 if a downgrade results in the counterparty / investment scheme no longer 
meeting the Council’s minimum criteria, its further use as a new investment will 
be withdrawn immediately.

 in addition to the use of credit ratings the Council will be advised of information 
in movements in credit default swap spreads against the iTraxx benchmark and 
other market data on a daily basis. Extreme market movements may result in 
downgrade of an institution or removal from the Council’s lending list.

16.6 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 
government support for banks and the credit ratings of that supporting 
government.

Counterparties

16.7  The Counterparties currently on our approved list (dependant on Link Asset 
Services suggested investment durations) are:
(i) Banks

Bank of Scotland plc }
Lloyds Bank plc         }  Group Limit
HSBC Bank plc
Barclays Bank plc
Royal Bank of Scotland plc
Goldman Sachs International
Santander UK plc
Standard Chartered
Sumitomo Mitsui

Australian & Canadian Banks as per Link’s Colour Coding List

(ii) Building Societies
Nationwide
Leeds
Coventry
Skipton
Yorkshire

(iii)  Money Market Funds
Standard Life Investments (previously IGNIS) Sterling Liquidity Fund
Goldman Sachs Sterling Liquid Reserve Fund
Federated Prime Rate Sterling Liquidity Fund
Blackrock 
Invesco

(iv) Local Authorities
County Councils 
Metropolitan Districts
London Boroughs
Shire Districts
Unitary Authorities in England and Wales
Police  and Crime Commissioners
Fire and Rescue Authorities 
Passenger Transport Authorities 
Unitary Councils in Scotland



16.8 Any changes to the list of organisations above shall be subject to the prior 
approval of Cabinet. 

16.9 The Deputy Chief Executive (Director – Resources and Contracts) shall continually 
review the credit rating of the organisations listed above using the recognised 
credit rating agencies.

  Country Limits
16.10 The Council has determined that it will only use approved UK bank, building 

societies and local authority counterparties and approved counterparties from 
Canada and Australia with a minimum sovereign rating of AAA.

  Investment strategy
16.11 Investments will be made with reference to the core balance and cash flow 

requirements and the outlook for short-term interest rates (i.e. rates for 
investments up to 12 months).

16.12 Investment returns expectations.  Bank Rate is forecast to stay flat at 0.50% 
until Quarter 4 of 2018.  Bank Rate forecasts for financial year ends (March) are: 
   2017/18  0.50%
   2018/19  0.75%
  2019/20  1.00%
  2020/21  1.25%

16.13 The suggested budgeted investment earnings rates for returns on investments 
placed for periods up to 3 months during each financial year are as follows:

 2017/18     0.40%  2021/22    1.50%
 2018/19     0.60%  2022/23    1.75%
 2019/20     0.90%  2023/24    2.00%
 2020/21     1.25% Later years    2.75%

Investment risk benchmarking
16.14 These benchmarks are simple guides to maximum risk, so they may be breached from 

time to time, depending on movements in interest rates and counterparty criteria.  The 
purpose of the benchmark is that officers will monitor the current and trend position 
and amend the operational strategy to manage risk as conditions change.  Any breach 
of the benchmarks will be reported, with supporting reasons in the mid-year or Annual 
Report.
   Liquidity – When sufficient funds are held the Council seeks to maintain liquid 

short term deposits of at least £5m available with a week’s notice.
   Yield – Local measures of yield benchmarks are internal returns on 

investments are above the 7 day LIBID rate.
End of year investment report

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

  



External fund managers 
16.16 No external cash or fund managers are currently appointed.  King & Shaxson were 

appointed as Custodians to allow the Council to access Treasury Bills and 
Certificates of Deposit.

17   The treasury management role of the section 151 officer
17.1 The following matters are delegated to the S151 (responsible) officer

 recommending clauses within the treasury management policy/practices for 
approval, reviewing the same regularly, and monitoring compliance;

 submitting regular treasury management policy reports;
 submitting budgets and budget variations;
 receiving and reviewing management information reports;
 reviewing the performance of the treasury management function;
 ensuring the adequacy of treasury management resources and skills, and the 

effective division of responsibilities within the treasury management function;
 ensuring the adequacy of internal audit, and liaising with external audit;
 recommending the appointment of external service providers.

Paul McKevitt
Deputy Chief Executive (Director Resources & Contracts)
Resources Department, Wigan Council



Relevance Check 

Budget Reduction/Service Area: Resources

Service Lead: Finance

Date: 15 January 2018

In what ways does this Budget reduction have an impact on an outward facing 
service? How will the service feel different to your customers or potential 
customers?

N/A

If not, how does it impact on staff e.g. redundancies, pay grades, working 
conditions?  Why are you confident that these staff changes will not affect the 
service you provide?

N/A

Is a Customer Impact Assessment needed? NO


