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PURPOSE OF REPORT  

 

1. The purpose of the report is to request that Members consider the proposed 

Treasury Management Strategy Statement and Investment Strategy for financial 

year 2019/2020. 

 

BACKGROUND 

 

2. The Finance and ICT Service has responsibility for managing the day to day 

treasury management activity of the Council. In doing so it addresses two key 

objectives: 

 

 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. 
 

 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, when it is prudent and economic, any debt previously taken may 
be restructured to meet Council risk or cost objectives. 

 

3. 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.” 

 
 

 



4. The contribution the treasury management function makes to the authority is 
important, as the balance of debt and investment operations ensure liquidity and 
the ability to meet spending commitments as they fall due, either on day-to-day 
revenue or for larger capital projects.   

 
5. The treasury operations will see a balance of the interest costs of debt and the 

investment income arising from cash deposits affecting the available budget.  
Since cash balances generally result from accumulated reserves it is paramount 
to ensure adequate security of the sums invested, as a loss of principal will result 
in a loss to the General Fund and HRA balance. 

 

6. Whilst any loans to third parties, commercial investment initiatives or other non-
financial investments will impact on the treasury function, these activities are 
generally classed as non-treasury activities, (arising usually from capital 
expenditure),and are separate from the day to day treasury management 
activities. 

 

2019/20 TREASURY STRATEGY – CONTEXT and SUMMARY 

Part A – Capital Expenditure and Borrowing  

7. It is the responsibility of the Chief Financial Officer to operate an effective 

treasury management function to ensure that cash flow is adequately planned, 

that funds are available when needed for day to day requirements as well as 

longer terms to support the Council’s capital plans. 

 

8. The 2019/20 Treasury Strategy Statement identifies that for the period between 

2019/20 and 2022/23 the Council has a net financing or borrowing requirement 

of £273.421m. This is the amount of capital expenditure planned, for both the 

General Fund and HRA, which is not paid for from grants received, the 

application of capital receipts of through in year charges to revenue.  

 

9. The unfinanced element of the capital expenditure is termed the Capital 

Financing Requirement (CFR). This is repaid through annual charges to revenue 

over an extended period which broadly reflects the useful asset life. 

 

10. The CFR is expected to increase from £492.035m in 2019/20 to £703.071m by 

31 March 2023, of this £618.463m relates to outstanding loans fund advances 

with the balance of £84.608m being PPP/SFT assets. This takes account of the 

additional unfinanced expenditure incurred plus repayment of principal to the 

loans fund of £48.165m and repayment of £14.220m of long term liabilities over 

the period.  

 

11. As the CFR increases through the addition of unfinanced capital expenditure less 

any annual repayment of principal it is important to identify the future liability to 

make loans fund repayments. The Council is required by Regulation to disclose 

the future value and profile of these repayments to ensure that due consideration 

is placed on the affordability of capital plans.  



12. The Council is projected to have outstanding PWLB and other external loans of 

£322.139m at 31 March 2019 which is £71.068m less than the projected CFR. If 

no new borrowing was taken over the period from 1 April 2019 to 31 March 2023 

it is forecast that this under borrowed position would increase to £347.555m. 

Reserves projected at £46.188m could be applied to defer some of this 

requirement however it would leave a net under borrowed position of £301.367m 

compared to the projected CFR.  

 

13. An under borrowed position of such magnitude is not sustainable. As a result for 

financial planning purposes the strategy assumes that new borrowing totalling 

£301.367m will be taken over the next 4 financial years at levels which would 

see the Council maintain a balanced portfolio such that the Capital Financing 

Requirement is fully financed taking into account the use of internal borrowing 

through the short term application of reserves and balances.  

 

14. By borrowing at these levels, over the timescales forecast, the annual interest 

cost to the Council is projected to increase by £9.508m by 2023/24. This will 

continue to be allocated across the borrowing accounts (General Fund and HRA) 

based on the outstanding capital advances due to the Loans Fund. 

 

15. Members will be aware that the issue of Loans Fund repayments has been the 
subject of recent discussion between COSLA, the Scottish Government and 
Audit Scotland. The current position is that the Council, along with two other 
councils in the same position, is seeking a formal external legal opinion which, 
once received, will inform the next steps, which will be reported to Council in 
early course. 

 

16. The annual Treasury Management and Investment Strategy sets out a number 

of Prudential Indicators to ensure that borrowing does not exceed a level at which 

it could become unaffordable or not sustainable in the medium to longer term.   

 

Part B - Investments 

 

17.  The strategy identifies that internal borrowing, the short term application of 

reserves and balances to support the financing of the capital investment plans, 

will continue to be utilised. This is a prudent approach given the current and 

future forecast for interest rates. 

 

18. As a result it is expected that the level of funds on short and longer term deposit 

will not be at the same levels as in previous years. This however could change 

should there be any movement in interest rates. In particular if there was an 

expectation that borrowing rates could rise then consideration would be given to 

locking into available rates which could give rise to an enhanced investment 

requirement until these balances are expended. 

 

 



19. The investment strategy therefore sets out the methodology for selecting 

counterparties and the permitted types of investment and approved limits. 

 

20. The three key principles that govern all of the Council’s treasury investment 

decisions and which remain at the centre of the treasury strategy are: 
 

 Security – of the capital sums invested 

 Liquidity – access to the principal sums invested 

 Yield – return commensurate with the risk 

 

21. The Investment Strategy sets out the financial institutions (counterparties) which 

the Council could place cash on deposit with as well as the type of permitted 

investment instrument that could be utilised. 

 

22. The approved counterparties and permitted investments will be kept under 

review and updated throughout the financial year to reflect changes in market 

and regulatory conditions. 

 

FINANCIAL IMPLICATIONS 

 

23. Affordability and sustainability of the planned capital investment programmes 

should be integral to the treasury management strategy of the Council. The 

projected capital financing costs associated with the planned level of activity are: 

 
 
24. The estimated capital financing costs for 2019/20 have been built into the 

approved revenue budgets for the General Fund and Housing Revenue Account.  

 

25. It is anticipated that the Capital Fund will continue to be used to finance any gap 

between the budgeted and actual General Fund capital financing costs. The 

current forecast level of appropriation is: 

 

 
 

 Capital Financing Costs 2017/18 2018/19 2019/20 2020/21 2121/22 2022/23

£m £m £m £m £m £m

Actual Projected Estimate Estimate Estimate Estimate

General Fund 18.529 16.264 18.429 20.694 22.217 22.898

HRA 6.984 6.961 8.151 10.040 11.320 11.917

Total 25.513 23.225 26.580 30.734 33.538 34.814

2019/20 2020/21 2121/22 2022/23

£m £m £m £m

Estimate Estimate Estimate Estimate

Opening balance 12.311 11.490 8.903 5.293

appropriation required (0.822) (2.587) (3.610) (3.791)

Closing balance 11.490 8.903 5.293 1.502

Appropriation from the 

Capital Fund



26. It is forecast that in aggregate appropriations of £10.810m will be required from 

201920 to 2022/23. In line with the reserves strategy the fund balance will 

continue to be reviewed as part of the overall medium term financial planning 

arrangements. 

 

RISK IMPLICATIONS 

  

27. The Treasury Management Code of Practice requires the Council to have in 

place appropriate Policies and Practices to assist in the delivery of treasury 

management activity and manage the overall risks associated with the activity. 

These are published as an Accounting Policy Bulletin on the Intranet and will be 

updated to take account of the 2019/20 strategy. 

 

28. The setting and ongoing monitoring of prudential indicators helps to determine 

the affordability and sustainability of the future capital investment plans of the 

Council. There is a significant financial risk associated with a failure to maintain 

robust control of the future cost of funding current and future capital 

commitments. 

 

LEGAL AND POLICY IMPLICATIONS 

 

29. There are no specific legal or policy implications arising from this report. 

 

 

RECOMMENDATIONS 

30. It is recommended that Council: 

 

(i) Approve the attached Treasury Management Strategy Statement and 

Investment Strategy for 2019/20; 

 

(ii) Approve the Prudential Indicators contained within the attached 

Treasury Management Strategy Statement and Investment Strategy for 

2019/20; 

 

(iii) Approve the continued use of the Capital Fund to support the 

affordability of the General Services capital programme and note the 

expected appropriation of £10.810m between 2019/20 and 2022/23 in 

this respect; 

 

(iv) Otherwise note the content of the report 

 

Alex McPhee 

Depute Chief Executive and Chief Financial Officer 

18 March 2019 

 

LIST OF BACKGROUND PAPERS 



 

 CIPFA Code of Practice for Treasury Management in the Public Services - 2017 

Edition. 

 CIPFA The Prudential Code for Capital Finance in Local Authorities – 2017 

Edition. 

 The Local Government Investments (Scotland) Regulations 2010. 

 The Local Authority (Capital Finance and Accounting) (Scotland) Regulations 

2016. 
 

Any person wishing further information on this report should contact Joseph 

McLachlan, Acting Head of Finance and ICT, Tel: 01563 576513 
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Part A – TREASURY MANAGEMENT STRATEGY STATEMENT  

Introduction and Background 

1. 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. 
 

2. 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, when it is prudent and economic, any debt previously 
drawn may be restructured to meet Council risk or cost objectives. 

 
3. The contribution the treasury management function makes to the authority is 

important, as the balance of debt and investment operations ensure liquidity and 
the ability to meet spending commitments as they fall due, either on day-to-day 
revenue or for larger capital projects.  The treasury operations will see a balance of 
the interest costs of debt and the investment income arising from cash deposits 
affecting the available budget.  Since cash balances generally result from 
accumulated reserves it is paramount to ensure adequate security of the sums 
invested, as a loss of principal will result in a loss to the General Fund and HRA 
balance. 

 
4. Whilst any loans to third parties, commercial investment initiatives or other non-

financial investments will impact on the treasury function, these activities are 
generally classed as non-treasury activities, (arising usually from capital 
expenditure),and are separate from the day to day treasury management activities. 

 
5. 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.” 
 

6. Revised reporting is required for the 2019/20 reporting cycle due to revisions of the 
CIPFA Prudential Code and the CIPFA Treasury Management Code.  The primary 
reporting changes include the introduction of a capital strategy, to provide a longer-
term focus to the capital plans, and greater reporting requirements surrounding any 
commercial activity if that is going to be undertaken.  The capital strategy is reported 
separately to Council. 

 
7. The capital strategy report should provide the following: 

 

 a high-level long term overview of how capital expenditure, capital financing 
and treasury management activity contribute to the provision of services 

 an overview of how the associated risk is managed 

 the implications for future financial sustainability 
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8. The aim of the capital strategy is to ensure that Elected Members of the council fully 

understand the overall long-term policy objectives and resulting capital strategy 
requirements, governance procedures and risk appetite. 

 
Treasury Management reporting Requirements 
 
9. The Council is currently required to receive and approve, as a minimum, three main 

treasury reports each year, which incorporate a variety of policies, estimates and 
actuals.   
 

a. Prudential and treasury indicators and treasury strategy (this report) - The 
first, and most important report is forward looking and covers: 
 the capital plans, (including prudential indicators); 
 a policy for the statutory repayment of debt, (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  
 a permitted investment strategy, (the parameters on how investments are to 

be managed). 
 

b. A mid-year treasury management report – This is primarily a progress report 
and will update members on the capital position, amending prudential indicators 
as necessary, and whether any policies require revision. In addition treasury 
information is reported within East Ayrshire Performs throughout the year. 

 

c. An annual treasury report – This is a review of performance in the previous 
financial year and provides details of a selection of actual prudential and 
treasury indicators and actual treasury operations compared to the estimates 
within the strategy. 

 
Scrutiny 
 

10. The above reports are required to be adequately scrutinised. This role is 
undertaken by the meeting of the full Council. 
 

Treasury Management Strategy for 2019/20 
 

11. The strategy for 2019/20 covers two main areas: 
 

 Capital issues 
 the capital expenditure plans and the associated prudential indicators; 
 loans fund advances repayment policy. 

 

 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 
 the policy on use of external service providers. 
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12. These elements cover the requirements of the Local Government in Scotland Act 

2003, the CIPFA Prudential Code, the CIPFA Treasury Management Code and 
Scottish Government loans fund repayment regulations and investment 
regulations. 
 

Training 
 
13. The CIPFA Code requires the responsible officer to ensure that members with 

responsibility for treasury management receive adequate training in treasury 
management.  Specific training requirements will continue to be reviewed in liaison 
with Organisational Development. 
 

14. The training needs of officers involved in treasury management are periodically 
reviewed as part of the established EAGER process. 
 

Treasury management advisers 
 
15. 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 the services of our external service providers. All decisions will be 
undertaken with regards to all available information, including, but not solely, our 
treasury advisers. 

 
16. 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. 

 
17. The Council has appointed Link Asset Services as its external treasury 

management advisors. 
 
THE CAPITAL PRUDENTIAL INDICATORS 2019/20 to 2022/23 
 
18. The Council’s capital expenditure plans are the key driver of treasury management 

activity. The impact of the planned capital investment for the current and future 
financial years is reflected in the prudential indicators, which are designed to assist 
Members’ overview and confirm that the future capital expenditure will remain 
within prudent affordable and sustainable limits. 
 

Capital expenditure 
 
19. This prudential indicator is a summary of the Council’s planned capital expenditure, 

including that already approved together with new or amended plans brought 
forward.  Members are asked to approve the capital expenditure forecasts and 
resulted borrowing summarised in table 1: 
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20. The forecasts shown in table 1 exclude other long-term liabilities such as PPP, SFT 
and leasing arrangements that already include borrowing instruments within the 
contractual arrangements. The annual cost of such schemes (e.g. unitary charges) 
includes the repayment of the borrowing costs incurred in creating the assets. 

 
21. The table above summarises the total capital expenditure plans and how these 

plans are being financed from capital or revenue resources. Any shortfall between 
the expected financing and the cost incurred creating the asset results in an 
underlying need to borrow. For the period from 1 April 2019 to 31 March 2023 it is 
projected that £273.421m will require to be financed from borrowing. 

 
22. The consolidated loans fund arranges the payment of all expenditure of the Council 

and where financing does not fully meet the cost will determine the amount and 
timing of any external borrowing required, taking into account the availability and 
benefit that could be gained from utilising Council funds such as reserves and 
balances to defer any immediate borrowing. 
 

The Council’s borrowing need (the Capital Financing Requirement) 
 

23. The second prudential indicator is the Council’s Capital Financing Requirement 
(CFR).  The CFR is simply the total historic 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 indebtedness and as such is the underlying borrowing 
need.  Any capital expenditure, which is not immediately paid for through a revenue 
or capital resource, will increase the CFR. 
 

24. The CFR does not increase indefinitely, as prudent annual repayments from 
revenue need to be made which reflect the useful life of capital assets financed by 
borrowing.  From 1 April 2016, authorities may choose whether to use scheduled 
debt amortisation, (loans fund principal), or another suitable method of calculation 
in order to repay borrowing. 
 

25. The CFR includes any other long-term liabilities (e.g. PPP, SFT schemes, and 
finance leases). Whilst these increase the CFR, and therefore the Council’s 
borrowing requirement, these types of scheme already include a borrowing facility 
within the contract and so the Council is not required to separately borrow for these 
schemes. The Council currently has £98.828m of such schemes within the CFR at 
31 March 2019. 

CAPITAL EXPENDITURE AND FINANCING

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23

£m £m £m £m £m £m

Actual Projected Estimate Estimate Estimate Estimate £m

Capital Expenditure

GF 42.552 61.871 96.887 61.621 44.178 33.603 236.289

HRA 18.836 30.555 61.132 49.549 21.407 18.380 150.468

Total 61.388 92.426 158.019 111.170 65.585 51.983 386.757

Capital Financing

Receipts 2.182 0.000 0.000 0.000 0.000 0.000 0.000

Grants 14.742 37.500 27.162 24.052 13.455 12.629 77.298

Reserves 0.000 0.000 3.675 0.783 0.700 0.400 5.558

CFCR 12.333 0.000 7.620 7.620 7.620 7.620 30.480

Total 29.257 37.500 38.457 32.455 21.775 20.649 113.336

Net Expenditure 32.131 54.926 119.562 78.715 43.810 31.334 273.421

Table 1

Total 2019/20 

to 2022/23
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26. The Council is asked to note and approve the CFR projections below: 

 

27. A key requirement of the regulatory and professional guidance covering Treasury 
Management activities is that Elected Members are made aware of the size and 
scope of any commercial activity in relation to the Council’s overall financial 
position.  The capital expenditure figures shown in table 1 consolidate all the 
planned activity of the Council of which there are no significant schemes that have 
been identified as primarily enabling commercial rather than core activity. 
 

28.  Table 2 demonstrates the scope of the planned capital investment and the 
increase in the underlying level of the Capital Financing Requirement. The Council 
by approving these figures, considers the scale proportionate to the Council’s 
remaining activity. 
 

Statutory repayment of loans fund advances 
 

29. The Local Authority (Capital Finance and Accounting) (Scotland) Regulations 2016 
[the 2016 Regulations] introduced changes to the methodology that can be used 
to calculate the repayment of loans fund principal and also required that Councils 
approve a policy in this respect. 
 

30. Members will be aware that changes to the recommended methodology were 
considered and approved by Cabinet on 7 February 2018. 

 

31. All capital expenditure incurred, including any loans given to third parties, which 
the Council has determined should be financed from borrowing, must be the 
subject of a loans fund advance. In this respect the loans fund operates as the 
Council’s internal bank, providing Services with the funding to support the purchase 
and creation of assets, arranges appropriate external borrowing to finance these 
advances, and pays interest and expenses to the provider of these loans. It 

CAPITAL FINANCING REQUIREMENT

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 Summary

£m £m £m £m £m £m
2019/20 to 

2022/23

Actual Projected Estimate Estimate Estimate Estimate £m

Balance 1 April:

Borrowing CFR 327.588 348.152 393.207 502.046 568.862 600.009 393.207

Long Term Liabilities CFR 60.155 58.387 98.828 95.332 91.828 88.151 98.828

Total 387.743 406.539 492.035 597.378 660.690 688.160 492.035

Loans Fund Advances

New 32.131 54.926 119.562 78.715 43.810 31.334 273.421

Annual Repayment -11.567 -9.871 -10.723 -11.899 -12.663 -12.880 -48.165

20.564 45.055 108.839 66.816 31.147 18.454 225.256

Long Term Liabilities

New 0.000 44.207 0.000 0.000 0.000 0.000 0.000

Annual Repayment -1.768 -3.766 -3.496 -3.504 -3.677 -3.543 -14.220

-1.768 40.441 -3.496 -3.504 -3.677 -3.543 -14.220

Movement in CFR 18.796 85.496 105.343 63.312 27.470 14.911 211.036

Balance at 31 March

Borrowing CFR 348.152 393.207 502.046 568.862 600.009 618.463 618.463

LTL CFR 58.387 98.828 95.332 91.828 88.151 84.608 84.608

Total 406.539 492.035 597.378 660.690 688.160 703.071 703.071

Table 2
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thereafter recovers these costs from Services through annual repayments (debt 
charges) similar to the operation of a household or commercial mortgage or loan. 
 

32. The 2016 Regulations placed an additional disclosure requirement on the Council 
in respect of the loans fund and the liability to make future repayment of advances. 
The detailed position for 2019/20 together with estimates for the subsequent three 
financial years are summarised in the next table. 

 

 
 

33. Members will be aware that the issue of Loans Fund Repayments has been the 
subject of recent discussion between COSLA, the Scottish Government and Audit 
Scotland. A position statement was issued by Audit Scotland on the 27 February 
2019 which reiterates their view that the regulations have no retrospective 
application and apply only to loans fund advances made on or after 1 April 2016. 
Advice offered by the Council’s Treasury advisers takes an opposite view and the 
CIPFA Scottish Local Authority Directors of Finance Section also do not agree that 
the Regulations apply only to advances made after 1st April 2016.  The present 
position is that Audit Scotland is maintaining its stance and the Council, along with 
two others in the same position as us, is presently seeking a formal external legal 
opinion which, once received, will inform the next steps, which will be reported to 
Council in early course. 
 

BORROWING 
 

34. The capital expenditure plans set out in Table 1 provide high level detail of the 
expected 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 projected activity 
and the wider Council capital strategy.  

 
 
 

Redemption of Loans Fund Advances

2019/20 2020/21 2021/22 2022/23 Summary

£m £m £m £m £m £m
2019/20 to 

2022/23

Estimate Estimate Estimate Estimate Estimate Estimate £m

General Fund HRA Total Total Total Total

Balance at 1 April 283.859 109.348 393.207 502.046 568.863 600.01 393.207

New Advances 73.590 45.972 119.562 78.715 43.810 31.334 273.421

Annual Repayment -7.725 -2.998 -10.723 -11.898 -12.663 -12.88 -48.164

Balance at 31 March 349.724 152.322 502.046 568.863 600.010 618.464 618.464

Average

Repayment

Repayment Due in: Per Annum

1 Year 8.341 3.558 11.899 12.663 12.880 13.569 13.569

2 to 5 Years 31.694 15.913 47.607 49.984 51.496 53.060 13.265

6 to 10 Years 35.653 20.287 55.940 60.027 62.687 63.923 12.785

11 to 15 Years 31.587 25.423 57.010 64.860 71.020 73.671 14.734

16 to 20 Years 42.356 18.761 61.117 67.729 70.789 76.083 15.217

> 20 Years 200.093 68.380 268.473 313.600 331.138 338.158 16.908

Total 349.724 152.322 502.046 568.863 600.010 618.464 15.462

Table 3
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35. This involves 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 portfolio position 
 
36. The overall treasury management portfolio as at 31 March 2018 and the projected 

position at 31 March 2019 are shown below for both borrowing and investments. 
 

 2017/18 2018/19 
 Actual Projected 

 Principal Interest 
Rate 

Principal Interest 
Rate 

External Debt Portfolio £m % £m % 

     

Fixed Interest Loans     

PWLB 244.276 4.76 235.539 4.82 

Market / Other 41.700 4.96 41.700 4.96 

Total 285.976  277.239  

     

Variable Interest Loans     

PWLB  -  -  -  - 

Market / Other 24.900 4.93 44.900 3.25 

Total 24.900  44.900  

     

Total Debt 310.876 4.80 322.139 4.62 

     

Investments (41.578) 0.42 (20.000) 0.065 

     

Net External Debt 269.298  302.139  

Table 4 

37. If no new borrowing was taken then by 31 March 2023 it is projected that the 
Council would be under borrowed by £347.554m. Whilst the use of available 
reserves would reduce this in the short term by £46.188m to £301.367m, this 
illustrates that the Council has a real and absolute need to borrow to fund the 
proposed level of capital investment planned over the next 4 financial years. This 
position is shown in Table 5(i). 
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38. The Council’s forward projections for borrowing are summarised in table 5(ii) 
below. This shows the projected external debt position after new borrowing and 
scheduled repayments due, compared to the Capital Financing Requirement. This 
highlights an expected under borrowed position in each year. 

 

39. For financial planning purposes it is expected that reserves and balances will 
continue to be applied as internal borrowing, with an estimated balance of 
£301.367m being financed through new external loans. This approach results in a 
balance position whereby the CFR is fully financed through a mix of internal and 
external debt. 
 

40. In practice, due to fluctuations in the exact timing of cash flows it may be possible 
to defer external borrowing into later periods which would release additional short 
term savings through delaying the payment of interest. 
 

41. Internal borrowing remains a prudent approach as interest rates for short-term 
investments remain low compared to borrowing rates and assist the Council to 
avoid the cost of carrying additional external debt. 
 
 

Impact of no further external borrowing

2019/20 2020/21 2021/22 2022/23

£m £m £m £m

Estimate Estimate Estimate Estimate

External Borrowing 322.139 293.437 286.406 277.237

Less Principal Repaid (28.702) (7.031) (9.169) (6.328)

Revised Borrowing 293.437 286.406 277.237 270.909

Borrowing CFR 502.046 568.862 600.010 618.464

Under Borrowed 208.609 282.456 322.773 347.555

Reserves 46.188

Necessary Borrowing 301.367

Table 5 (i)

External Borrowing and the Capital Financing Requirement

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 Summary

£m £m £m £m £m £m
2019/20 to 

2022/23

Actual Projected Estimate Estimate Estimate Estimate £m

External Borrowing

Balance at 1 April 321.811 310.876 322.139 444.575 516.974 553.622 322.139

New Loans Taken 0.000 20.000 151.138 79.430 45.817 24.982 301.367

Principal Repaid (10.935) (8.737) (28.702) (7.031) (9.169) (6.328) (51.230)

Balance at 31 March 310.876 322.139 444.575 516.974 553.622 572.276 572.276

Borrowing CFR 348.152 393.207 502.046 568.862 600.010 618.464 618.464

Over / (Under) Borrowed (37.276) (71.068) (57.471) (51.888) (46.388) (46.188) (46.188)

Reserves & Balances 69.102 63.556 57.471 51.888 46.388 46.188 46.188

Capacity or (Borrowing 

Requirement) 31.826 (7.512) (0.000) 0.000 0.000 (0.000) (0.000)
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42. Should however forecasts indicate a rise in interest rates this position would be 
reviewed with a likely shift to lock into longer term fixed rates of borrowing to build 
certainty into the medium to longer term cost projections. 
 

43. The application of reserves and balances to either finance capital expenditure in 
the short term or support other budget decisions within the revenue budget will 
have an ongoing impact on investment levels and could also result in an increased 
borrowing requirement unless these are replenished through managed action. This 
will continue to be reviewed and reflected in revised borrowing forecasts based on 
future budget decisions. 
 

44. Increased borrowing will result in higher annual interest payments which are allocated to 
the general fund and HRA based on the average outstanding loans fund advances during 
each financial year. Based on current assumptions it is projected that additional annual 
interest of £9.508m will require to be budgeted for by 2023/24 as shown in table 6. 
 

 

45. Interest rate movements are a significant risk to the affordability of the Council’s 
capital investment plans. A 0.25% movement in the current forecast would result 
in interest charges being £0.753m higher or lower by 2023/24. 

 
46. Within the range of 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 2019/20 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 or speculative purposes.  
 

47. The Acting Head of Finance and ICT 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.   

 

Incremental Borrowing Costs

2019/20 2020/21 2021/22 2022/23 Total

£m £m £m £m £m

Estimate Estimate Estimate Estimate Estimate

Expected Borrowing 151.138 79.430 45.817 24.982 301.367

Forecast Interest Rate 3.00% 3.20% 3.40% 3.50%

Interest Due: £m £m £m £m £m £m

2019/20 2.267 0.000 0.000 0.000 2.267 0.189

2020/21 4.534 1.271 0.000 0.000 5.805 0.477

2121/22 4.534 2.542 0.779 0.000 7.855 0.634

2022/23 4.534 2.542 1.558 0.437 9.071 0.722

2023/24 4.534 2.542 1.558 0.874 9.508 0.753

Table 6

Interest Rate 

Sensitivity

+/- 0.25%
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The operational boundary 
 

48. 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 and the ability to fund under-borrowing by 
other cash resources. 
 

The authorised limit for external debt  
 

49. This is a key prudential indicator and represents a control on the maximum level of 
borrowing. This represents a legal 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 which, while not desired, could be afforded in the short term, but is 
not sustainable in the longer term.  
  
a) This is the statutory limit (Affordable Capital Expenditure Limit) determined 

under section 35 (1) of the Local Government in Scotland 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. 
 

b) The Council is asked to approve the following operational boundary and 
authorised limit: 
 

 

Ratio of External Debt to Current and Future Borrowing CFR

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23

£m £m £m £m £m £m

Actual Projected Estimate Estimate Estimate Estimate

External Debt

Balance at 31 March 310.876 322.139 444.575 516.974 553.622 572.276

CFR

Balance at 31 March 348.152 393.207 502.046 568.862 600.009 618.464

Estimate Movement + 2 Yr 153.894 175.655 97.964 49.602 25.133 (6.049)

Total 502.046 568.862 600.010 618.464 625.142 612.415

Debt : Total CFR 61.92% 56.63% 74.09% 83.59% 88.56% 93.45%

Table 7

The Operational Boundary and Authorised Limit for External Debt

2018/19 2019/20 2020/21 2021/22 2022/23

£m £m £m £m £m

Projected Estimate Estimate Estimate Estimate

Operational Boundary

External Debt 355.931 464.771 531.587 562.734 581.188

Long Term Liabilities 98.828 95.331 91.827 88.151 84.607

Total 454.759 560.102 623.414 650.885 665.795

Authorised Boundary

External Debt 364.830 476.39 544.876 576.802 595.718

Long Term Liabilities 101.299 97.715 94.123 90.354 86.722

Total 466.129 574.105 638.999 667.156 682.440

Table 8
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Affordability and Sustainability Treasury Indicators 
 
50. Within the overall prudential framework, indicators are required to assess the 

affordability and sustainability of the Council’s capital investment plans. These aim 
to provide an indication of the impact current and future investment plans have on 
the General Fund and Housing Revenue Account. Members are asked to note and 
approve the following indicators. 
 

Capital Financing Costs (Debt Charges) 
 
51. These comprise repayments of loans fund principal together with interest and 

expenses allocated on the basis of average outstanding advances each year. The 
following table sets out the current estimate of debt charges up to and including 
2022/23. 

 

52. It is currently projected that a draw from the Capital Fund will be required in each 
financial year from 2019/20 onwards. In aggregate over the 4 year period this totals 
£10.810M. This position will be subject to review. 

 
53. Given that the basis for allocating interest and expenses from the loans fund is 

based on the average outstanding advances any significant variance from the 
estimated level of new advances in a financial year can have a material impact on 
the allocation between the General Fund and the HRA.  

 
Ratio of capital financing costs to net revenue stream 

 
54. This provides a measure of the percentage of current revenues required to service 

debt. A rising ratio will be indicative of one or more of the following: i) an increase 
in underlying capital investment levels leading to higher annual repayment of 
principal and consequently interest and expenses; (ii) an increase in cost due to 
higher interest costs from additional borrowing and or increased interest rates; (iii) 
a reduction in the overall level of revenues resulting in a greater percentage being 
allocated to debt servicing. 
 

Capital Financing Costs 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23

£m £m £m £m £m £m

General Fund Actual Projected Estimate Estimate Estimate Estimate

Actual/Projected/Estimate 18.529 16.264 18.429 20.694 22.217 22.898

Budget 18.529 17.607 17.607 18.107 18.607 19.107

Appropriation to/ (from) reserves 0.000 -1.343 0.822 2.587 3.610 3.791

HRA

Actual/Projected/Estimate 6.984 6.961 8.151 10.040 11.320 11.917

Budget 6.705 7.571 8.151 10.040 11.320 11.917

Variance 0.279 -0.610 0.000 0.000 0.000 0.000

Table 9
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Housing capital debt per property 
 
55. The following shows the current level and projected movement in the outstanding 

HRA capital debt and how this equates to the overall units within the housing stock. 
 

 

 
56. The increase in the level of outstanding debt per property reflects the significant 

level of investment planned over the next 4 years, which is funded from increased 
borrowing. The cost of servicing this debt is reflected in the increase percentage of 
revenue allocated to debt charges as shown in table 10. 
 

Treasury Management limits of activity 
 
57. There are three debt related treasury activity limits. Their purpose is 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.  
 

58. If these are set to be too restrictive they will impair the opportunity to reduce cost 
and manage overall 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.  

  
59. There is no change proposed to these limits from the 2018/19 strategy report and 

Cabinet is asked to approve the treasury indicators and limits set out in tables 12 
& 13: 
 

Capital Financing Costs as a Percentage of the Revenue Stream

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23

£m £m £m £m £m £m

General Fund Actual Projected Estimate Estimate Estimate Estimate

Revenues/Funding 293.822 303.492 302.151 301.827 301.582 300.691

Capital Financing Costs as a % 6.31% 5.36% 6.10% 6.86% 7.37% 7.62%

HRA

Revenues/Funding 45.193 45.521 46.523 47.725 48.814 49.546

Capital Financing Costs as a % 15.45% 15.29% 17.52% 21.04% 23.19% 24.05%

Table 10

Capital Debt Outstanding Per Unit of Housing Stock 

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23

£m £m £m £m £m £m

Actual Projected Estimate Estimate Estimate Estimate

Advances O/S at 31 March 96.036 96.321 109.348 152.322 183.887 191.788

Estimate Stock 12,342 12,182 12,017 12,220 12,280 12,314

Capital debt per Unit (£) £7,781 £7,907 £9,099 £12,465 £14,974 £15,575

Table 11
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Interest rate 
exposure 

2018/19 
Approved 

£m 

2019/20 
Indicative  

£m 

2020/21 
Indicative  

£m 

2021/22 
Indicative  

£m 

2022/23 
Indicative  

£m 

Upper limit for variable 
rate exposure 

40% 40% 40% 40% 40% 

Upper limit for fixed 
interest rate exposure 

100% 100% 100% 100% 100% 

(Table 12) 

 

Maturity structure of external borrowing 

Lower Limit 
2019/20 to 
2022/23 

% 

Upper Limit 
 2019/20 to 

2022/23 
% 

Under 12 months  0% 35% 

12 months and within 24 months 0% 35% 

24 months and within 5 years 0% 60% 

5 years and within 10 years 0% 50% 

10 years and within 20 years 0% 50% 

20 years and within 30 years 0% 60% 

30 years and within 40 years 0% 70% 

40 years and within 50 years 0% 80% 

50 years and above 0% 90% 

(Table 13) 

60. The current maturity structure of the Council’s debt portfolio is detailed in the next 
table. This indicates that 100% of the variable rate debt could mature within 1 year. 
This debt consists of three LOBO loans which have 6 monthly options allowing the 
lender to vary the rate, or the Council to repay if the new rate is not accepted, and 
three fixed term loans from other Public Sector bodies. In practice if the interest 
rate on a LOBO loan was increased it would be replaced with PWLB fixed rate debt 
therefore there is no significant risk from carrying these loans. 
 

 
 

Maturity Structure of External Debt

Fixed 

Interest 

Debt

Fixed 

Interest 

Debt

Variable 

Interest 

Debt

Variable 

Interest 

Debt Total Debt

Total       

Debt

Due For Repayment in: £m % £m % £m %

Under 12 Months 8.702 3.14% 20.000 44.54% 28.702 8.91%

1 to 2 Years 16.200 5.84% 0.000 0.00% 16.200 5.03%

3 to 5 Years 20.900 7.54% 0.000 0.00% 20.900 6.49%

6 to 10 Years 36.181 13.05% 0.000 0.00% 36.181 11.23%

11 to 20 Years 61.017 22.01% 5.000 11.14% 66.017 20.49%

21 to 25 Years 25.538 9.21% 19.900 44.32% 45.438 14.11%

26 to 30 Years 0.000 0.00% 0.000 0.00% 0.000 0.00%

31 to 40 Years 66.500 23.99% 0.000 0.00% 66.500 20.64%

41 to 50 Years 32.500 11.72% 0.000 0.00% 32.500 10.09%

> than 50 Years 9.700 3.50% 0.000 0.00% 9.700 3.01%

277.238 100.00% 44.900 100.00% 322.138 100.00%

Table 14
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Economic Forecast and Interest Rates Forecast  

61. 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 which is 
summarised in table 15.  
 

 

62. Economic growth in the first quarter of 2018 was weak at a level of 0.1%. This 
rebounded to 0.4% in quarter 2, followed by a further rise in quarter to 0.6%.  
Quarter 4 however was depressed by the cumulative weight of Brexit uncertainty 
at a level of 0.2%. Growth is likely to continue being weak until the Brexit fog clears. 
 

63. The above forecasts are based on the key assumption that Parliament and the EU 
agree an orderly Brexit, either by 29 March or soon after.  At their 7 February 
meeting, the MPC again reiterated that future Bank Rate increases would be 
gradual and would rise to a much lower equilibrium rate, (where monetary policy is 
neither expansionary of contractionary), than before the crash; indeed they have 
given a figure for this of around 2.5% in ten years’ time but have declined to give a 
medium term forecast. 

 
64.  As such, with so much uncertainty around Brexit, the next move could be up or 

down, even if there was a disorderly Brexit. While it would be expected that Bank 
Rate could be cut if there was a significant fall in GDP growth as a result of a 
disorderly Brexit - to provide a stimulus to growth, the Bank Rate could also be 
increased in the same scenario if there was a boost to inflation from increases in 
import prices, devaluation of sterling, and more expensive goods produced in the 
UK replacing cheaper goods previously imported. In addition, the Chancellor could 
decide to provide fiscal stimulus to boost growth. 
 

65. The overall longer run forecast is for gilt yields, and as a result PWLB rates, to rise, 
albeit gently.  However, over about the last 25 years, we have been through a 
period of falling bond yields as inflation subsided to, and then stabilised at, much 
lower levels than before, and supported by central banks implementing substantial 
quantitative easing purchases of government and other debt after the financial 
crash of 2008.  

 
66. Quantitative easing, conversely, also caused a rise in equity values as investors 

searched for higher returns and purchased riskier assets.  In 2016, we saw the 
start of a reversal of this trend with a sharp rise in bond yields following the US 
Presidential election in November 2016, with yields then rising further as a result 

Link Asset Services - Interest Rate Forecast

Mar-19 Sep-19 Mar-20 Mar-21 Mar-22

Base Rate 0.75% 1.00% 1.00% 1.50% 2.00%

3 Month LIBID 0.70% 1.00% 1.20% 1.60% 2.00%

6 Month LIBID 0.80% 1.20% 1.40% 1.80% 2.20%

12 Month LIBID 1.00% 1.40% 1.60% 2.00% 2.40%

5 Yr PWLB 1.80% 2.00% 2.20% 2.50% 2.70%

10 Yr PWLB 2.20% 2.40% 2.60% 2.90% 3.00%

25 Yr PWLB 2.70% 2.90% 3.10% 3.40% 3.60%

50 YR PWLB 2.50% 2.70% 2.90% 3.20% 3.40%

Table 15
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of the big increase in the US government deficit aimed at stimulating even stronger 
economic growth.  

 
67. That policy change also created concerns around a significant rise in inflationary 

pressures in an economy which was already running at remarkably low levels of 
unemployment. Unsurprisingly, the Fed has continued on its series of robust 
responses to combat its perception of rising inflationary pressures by repeatedly 
increasing the Fed rate to reach 2.25 – 2.50% in December 2018.  

 
68.  The Fed has also continued its policy of not fully reinvesting proceeds from bonds 

that it holds as a result of quantitative easing, when they mature.  We therefore 
saw US 10 year bond Treasury yields rise above 3.2% during October 2018 and 
also investors causing a sharp fall in equity prices as they sold out of holding riskier 
assets. Since then, US 10 year bond yields have fallen back on fears that the Fed 
could be too aggressive in raising interest rates which could result in a recession. 
However, the Fed dropped any specific reference to expecting further rate 
increases at their January 30 meeting.  Equity prices have been very volatile on 
alternating good and bad news during this period. 
 

69. From time to time, gilt yields, and therefore PWLB rates, can be subject to 
exceptional levels of volatility due to geo-political, sovereign debt crisis, emerging 
market developments and sharp changes in investor sentiment. Such volatility 
could occur at any time during the forecast period. 

 
70. 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. 

 
 

Investment and borrowing rates 
 
71. It is projected that investment returns are likely to remain low during 2019/20 but 

to be on a gently rising trend over the next few years. 
 

72. Borrowing interest rates have been volatile throughout 2018/19 and while they 
were on a rising trend during the first half of the year, they have backtracked since 
then until early January.  The policy of avoiding new borrowing by running down 
spare cash balances has served well over the last few years.  However, this needs 
to be carefully reviewed to avoid incurring higher borrowing costs in the future when 
authorities may not be able to avoid new borrowing to finance capital expenditure 
and/or the refinancing of maturing debt; 
 

73. There will remain a cost of carry, (the difference between higher borrowing costs 
and lower investment returns), to any new long-term borrowing that causes a 
temporary increase in cash balances as this position will, most likely, incur a 
revenue cost. 
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Borrowing strategy 
 
74. The Council is currently maintaining an under-borrowed position.  This means that 

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

75. Against this background and the risks within the economic forecast, caution will be 
adopted with the 2019/20 treasury operations. The Acting Head of Finance and 
ICT will monitor interest rates in financial markets and adopt a pragmatic approach 
to changing circumstances: 
 

 if it was felt that there was a significant risk of a sharp FALL in long and short 
term rates, (e.g. due to a marked increase of risks around relapse into recession 
or of risks of deflation), then long term borrowings will be postponed, and 
potential rescheduling from fixed rate funding into short term borrowing will be 
considered. 
 

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

 

Policy on borrowing in advance of need 
 
76. 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.  
 

77. 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 
 
78. As short-term borrowing rates will be considerably cheaper than longer term fixed 

interest rates, there may be potential opportunities to generate savings by 
switching from long-term debt to short-term debt.  However, these savings will need 
to be considered in the light of the current treasury position and the size of the cost 
of debt repayment (premiums incurred).  
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79. 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). 
 

80. 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. 
 

81. All debt rescheduling will be reported to Cabinet at the earliest meeting following 
its action. 

 
PART B – ANNUAL TREASURY INVESTMENT STRATEGY 
 
Investment policy 
 
82. The Council’s investment policy implements the requirements of the Local 

Government Investments (Scotland) Regulations 2010, (and accompanying 
Finance Circular 5/2010), and the CIPFA Treasury Management in Public Services 
Code of Practice and Cross Sectoral Guidance Notes 2017, (“the CIPFA TM 
Code”). 
 

83. The above regulations and guidance place a high priority on the management of 
risk. The Council’s investment priorities in order of priority are:- (1) security of the 
capital sums invested; (2) liquidity – ability to access and recall investments 
quickly; (3) return on investment. The Council will therefore continue to apply a 
prudent approach to managing risk and defines its risk appetite by the following 
means: - 

 
(1) Credit criteria: minimum acceptable levels are applied in order to generate a 

list of highly creditworthy counterparties.  This also enables diversification and 
thus avoidance of concentration risk. The key ratings used to monitor 
counterparties are the short term and long-term ratings. 
 

(2) Other information: 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 achieve this 
consideration 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. 
 

(3) Other information sources: these 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. 
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(4) Permitted Investment types: the Council has defined those investment 
instruments that are authorised for use. These are set out in Appendix 1 whilst 
Appendix 2 sets out the specific treasury risks associated with each type of 
investment together with the mitigations deployed to manage these.  
 

(5) Non-financial investments limit: The Council has to date not set a ceiling to 
limit the maximum total exposure to non-financial investments. This position will 
continue to be reviewed on an incremental basis and should a position be 
reached that in aggregate these exceed 5% of the total investment portfolio a 
formal limit will be recommended to Council for approval. 
 

(6) Lending limits, (amounts and maturity), for each counterparty will be set 
through applying the matrix set out in table 20. 
 

(7) Transaction limits are set for each type of permitted investment. The detail of 
these is set out in Appendix 1. 
 

(8) This Council will set a limit for the amount of its investments which are invested 
for longer than 365 days, (see paragraph 102). 
 

(9) Investments will only be placed with counterparties from countries with a 
specified minimum sovereign rating of AA- or better. The countries which 
currently meet this criteria are specified in table 21 whilst the current list of 
counterparties available within each country is attached as Appendix 3. As 
ratings will change throughout the year this list will require to be updated on a 
regular basis. 
 

(10) This Council has appointed external treasury advisers, to provide expert advice 
on how to optimise an appropriate balance of security, liquidity and yield, given 
the risk appetite of this authority in the context of the expected level of cash 
balances and need for liquidity throughout the year. 
 

(11) All investments will be denominated in sterling. 
 

(12) As a result of the change in accounting standards for 2018/19 under IFRS 9, 
The Council will consider the implications of investment instruments which 
could result in an adverse movement in the value of the amount invested and 
resultant charges at the end of the year to the General Fund and HRA. As this 
remains under review by LASAAC and the Scottish Government any required 
changes to the Investment Strategy will be reported to future meetings of 
Cabinet and Council as required. 

 
(13) The Council will continue to pursue value for money in treasury management 

and will monitor the yield from investment income against appropriate 
benchmarks for investment performance, (see paragraph 106). Regular 
monitoring of investment performance will be carried out during the year. 
 

Credit Worthiness Policy 
 
84. The Council will utilise the creditworthiness service provided by Link Asset 

Services.  This service employs a sophisticated modelling approach utilising credit 
ratings from the three main credit rating agencies - Fitch, Moody’s and Standard 
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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. 
 

85. 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.  These colour codes are 
used by the Council to determine the suggested duration for investments.   The 
Council will therefore use counterparties within the following durational bands: 
 

Colour/ 
Banding 

Maximum Duration for Investment/Deposit 

Yellow 5 Years 

Dark Pink 5 years for Ultra short dated bond funds with a credit score of 1.25 

Light Pink 5 years for Ultra short dated bond funds with a credit score of 1.5 

Purple 2 Years 

Blue 1 year (only applies to nationalised or semi nationalised UK 
Banks) 

Orange 1 Year 

Red 6 Months 

Green 100 Days 

No Colour Not to be used 
Table 16 

 
86. The Link Asset Services’ creditworthiness service uses a wider array of information 

than just primary ratings. Furthermore, by using a risk weighted scoring system, it 
does not give undue preponderance to just one agency’s ratings. 
 

87. Typically the minimum credit rating for any counterparty used will be a Short Term 
rating (Fitch or equivalents) of   F1 and a Long Term rating of A-. There may be 
occasions when the counterparty ratings from one rating agency are marginally 
lower than these ratings but may still be used.  In these instances consideration 
will be given to the whole range of ratings available, along with other relevant 
market information, to support the use of a specific institution. 
 

88. Credit ratings will be monitored on a weekly basis. In practice the Council is alerted 
to changes to ratings of all three agencies through its use of the Link Asset Services 
creditworthiness service. In particular: 
 

 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 via its Passport website, provided by Link 
Asset Services. Extreme market movements may result in downgrade of an 
institution or removal from the Council’s lending list. 
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 Sole reliance will not be placed on the use of this external service.  In addition 
the Council will also use available market data and market information, 
information on sovereign support for banks and the credit ratings of that 
supporting government. 
 

89. The next table sets out the maximum monetary limits that will be applied to each 
counterparty within each colour banding on the credit worthiness matrix. 
 

Counterparty Type 
Colour Code / 

Long term 
Credit Rating 

Limit Per 
Counterparty 

Maximum 
Investment 

Period 

Banks / Building Societies Yellow £20m 5 Years 

Banks / Building Societies Purple £15m 2 Years 

Banks / Building Societies Orange £10m 1 Year 

Banks (part nationalise) Blue £20m 1 Year 

Banks / Building Societies Red £7.5m 6 Months 

Banks / Building Societies Green £5m 100 Days 

Banks / Building Societies No Colour £0m 0 Days 

Council’s Corporate Bank  If No Colour £5m 1 Day 

DMADF (UK Treasury) AA+ Unlimited 6 Months 

Local Authorities N/A £10m 2 Years 

Housing Associations Refer to colour 
bands and/or 
credit ratings 

 As per colour 
bands 

Money Market Fund - CNAV AAA £10m Liquid 

Money Market Fund - LVNAV AAA £10m Liquid 

Money Market Fund - VNAV AAA £10m Liquid 

Ultra short dated bond funds 
with credit score of 1.25 

Dark Pink /  AAA £5m Liquid 

Ultra short dated bond funds 
with credit score of 1.50 

Light Pink / AAA £5m Liquid 

Table 17 
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UK banks – ring fencing 
 
90. The largest UK banks, (those with more than £25bn of retail / Small and Medium-

sized Enterprise (SME) deposits), were required, by UK law, to separate core retail 
banking services from their investment and international banking activities by 1st 
January 2019. This is known as “ring-fencing”. Whilst smaller banks with less than 
£25bn in deposits are exempt, they can choose to opt up. Several banks are very 
close to the threshold already and so may come into scope in the future. 
 

91. Ring-fencing is a regulatory initiative created in response to the global financial 
crisis. It mandates the separation of retail and SME deposits from investment 
banking, in order to improve the resilience and resolvability of banks by changing 
their structure. In general, simpler, activities offered from within a ring-fenced bank, 
(RFB), will be focused on lower risk, day-to-day core transactions, whilst more 
complex and “riskier” activities are required to be housed in a separate entity, a 
non-ring-fenced bank, (NRFB). This is intended to ensure that an entity’s core 
activities are not adversely affected by the acts or omissions of other members of 
its group. 
 

92. While the structure of the banks included within this process may have changed, 
the fundamentals of credit assessment have not. The Council will continue to 
assess the new-formed entities in the same way that it does others and those with 
sufficiently high ratings, (and any other metrics considered), will be considered for 
investment purposes. 
 

Markets in Financial Instruments Directive II (MiFID II) 
 
93. The EEuropean Union set the date of 3 January 2018 for the introduction of 

regulations under MIFID II.  These regulations govern the relationship that financial 
institutions conducting lending and borrowing transactions will have with local 
authorities from that date. The primary issue for the Council was whether to opt to 
be treated as a professional client when placing deposits with financial institutions 
or remain designated as a retail client. 
 

94. It was considered that where local authorities and other clients opted to remain as 
retail customers that financial institutions would be required  to provide a greater 
level of advice and support as well as undertaking more extensive checks on client 
suitability for financial products. The expectation was therefore that this extra work 
would ultimately be reflected in lower yields or indeed limit or prevent access to 
financial institutions and products as a result. 

 

95. The decision was therefore taken to opt up to professional client status. To date 
this has had no impact on the Council apart from having to fill in forms sent by each 
institution that are on our counterparty list and for each type of investment 
instrument we use. 

 

96. The position will continue to be monitored and any change in the capacity or ability 
to meet the regulatory requirements will be reported to a future meeting of Cabinet 
and Council as appropriate. 
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Country and sector limits 

97. Due care will be taken to consider the exposure of the Council’s total investment 
portfolio to non-financial investments, countries, groups and sectors. 
 

98. In respect of non-financial investments (e.g. property and third party loans) the 
Council has not set a limit on the percentage of the investment portfolio that can 
be allocated to this category. Should demand for this specific type of investment 
rise then consideration will be given to recommending that Council set an upper 
threshold to effectively cap the exposure to risk? 

 
99. It is recommended that the Council will continue with the practice to only used 

approved counterparties from the UK and from countries with a minimum 
sovereign credit rating of AA- from Fitch or the equivalent from other rating 
agencies). 

 
100. The list of countries that qualify using this credit criteria as at the date of this 

report are noted in the following table.  This list will be added to, or deducted 
from, by the Acting Head of Finance and ICT should ratings change in 
accordance with this policy. 
 

APPROVED COUNTRIES FOR INVESTMENTS 

AAA AA+ AA AA- 

Australia Finland Abu Dhabi (UAE) Belgium 

Canada Hong Kong France Qatar 

Denmark USA UK  

Germany    

Luxembourg    

Netherlands    

Norway    

Singapore    

Sweden    

Switzerland    

    
 Table 18 
 

Counterparty diversification 
 
101. In addition to the restriction based on sovereign credit rating no more than 20% 

of the total investment portfolio will be placed with any non-UK country at any 
time. The monetary limits set out in table 20 above will apply to all entities within 
a single group or corporate structure. 

 
102. In addition it will be a requirement that no more than 20% of the total investment 

portfolio will, at any time, be placed with a single counterparty. In practice this 
may require the portfolio to be rebalanced as due to movements in cash flow 
the overall portfolio value may reduce prior to a scheduled repayment being 
received. Whilst this may give rise to “timing” breaches of the policy they are 
considered unavoidable. 
 

103. It has previously been agreed by Cabinet that where the overall value of the 
portfolio falls below £25M the following limits will apply: 
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Total Value of Investment Portfolio Investment Criteria 

£0 to £5m 
 Minimum 1 counterparty 

 Maximum deposit £5M 

>£5m but less than £10m 
 Minimum 2 coutnerparties 

 Maximum deposit subject to individual 
counterparty limits per appendix 3 

>£10m less than £15m 
 Minimum 3 counterparties 

 Maximum deposit subject to individual 
counterparty limits per appendix 3 

>£15m up to £25m 
 Minimum 3 counterparties 

 Maximum deposit subject to individual 
counterparty limits per appendix 3 

Table 19 
 

104. The current approved list of counterparties is attached to this report as 
Appendix 3. Operatonal limits have been identified for each individual institution 
listed, with the overall limit identified in table 20 and paragraph 94 providing a 
degree of additional headroom to manage day to day fluctutions. 
 

Investment strategy 
 
105. 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). Higher returns are usually obtainable by 
investing for longer periods. While most cash balances are required in order to 
manage the regular fluctuations in the Council’s cash flow, where cash sums 
can be identified that could be invested for longer periods, the value to be 
obtained from longer term investments will be carefully assessed. In particular: 
 

 If it is thought that Bank Rate is likely to rise significantly within the time 
horizon being considered, then consideration will be given to keeping most 
investments as being short term or variable.  

 Conversely, if it is thought that Bank Rate is likely to fall within that time 
period, consideration will be given to locking in higher rates currently 
obtainable, for longer periods. 
 

Investment returns expectations 
 
106. The Bank Rate is forecast to stay flat at 0.50% until quarter 4 of 2018 and not 

to rise above 1.25% until the first quarter of 2021.  Current forecasts for financial 
year ends (March) are:  
 

 2018/19 - 0.50% 

 2019/20 - 0.75% 

 2020/21 - 1.00% 

 2021/22  1.25% 
 

107. The suggested budgeted investment earnings rates for returns on investments 
placed for periods up to about three months during each financial year are as 
follows:  
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Financial 
Year 

Investment 
Return (%) 

2018/19  0.40%  

2019/20  0.60%  

2020/21  0.90%  

2021/22  1.25%  

2021/22  1.50%  

2022/23  1.75%  

2023/24  2.00%  

Later years  2.75%  
Table 20 
 

108. The overall balance of risks to these forecasts is currently skewed to the upside 
and are dependent on how strong GDP growth turns out to be, how quickly 
inflation pressures rise and how soon and smoothly the Brexit negotiations and 
exit proceed. 

 
109. Investment treasury indicator and limit - total principal funds invested for 

greater than 365 days. These limits are set with regard to the Council’s liquidity 
requirements and to reduce the need for early sale of an investment, and are 
based on the availability of funds after each year-end. 
 

110. The Council is asked to approve the treasury indicator and limit:  
 

Upper limit for principal sums invested for longer than 365 days 

£m 2019/20 2020/21 2021/22 

Principal sums invested 
for longer than 365 days 

£20.000m £20.000m £20.000m 

Current investments as at 
31.1.19 in excess of 1 
year maturing in later 
years 

£0.405m £0.405m £0.405m 

Table 21 
 

111. Investments shown in table 21 above are in respect of subordinated debt held 
in relation to the McIllvanney Education Campus design, build, finance and 
maintain project. 
 

112. For its cash flow generated balances, the Council will seek to utilise its business 
reserve instant access and notice accounts, money market funds and short-
dated deposits in order to benefit from the compounding of interest. 
 

113. A key responsibility of the treasury management function is to ensure that the 
Council has appropriate liquidity in its short term investments and deposits in 
order to meet all projected cash outflows. 
 

114. The Council does not utilise an overdraft facility from its bankers, Royal Bank 
of Scotland, as adequate liquidity is available through the use of appropriate 
counterparties and investments. If necessary the Council can also access 
temporary borrowing from the money markets. As a result the Council will seek 
to maintain the following limits during 2019/20: 
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 Bank overdraft - £0.000M 

 Cash and Investment balances immediately available - £10.000M 
 

Investment risk benchmarking 
 
115. This Council will use an investment benchmark to assess the investment 

performance of its investment portfolio of 7 day and 3 month LIBID rates. 
 

End of year investment report 
 
116. At the end of the financial year, the Council will report on its investment activity 

as part of its Annual Treasury Report.  
 
  



27 
 

APPENDIX 1 

PERMITTED INVESTMENTS 

1. This Council approves the following forms of financial instrument for use as 
permitted investments as shown in tables 24 to 29 below. All of the investment and 
deposit instruments are subject to the following treasury risks: - 
 
(1) Credit and counter-party risk: this is the risk of failure by a counterparty (bank 

or building society) to meet its contractual obligations to the organisation 
particularly as a result of the counterparty’s diminished creditworthiness, and 
the resulting detrimental effect on the organisation’s capital or current (revenue) 
resources. There are no counterparties where this risk is zero although AAA 
rated organisations have the highest, relative, level of creditworthiness. 

 
(2) Liquidity risk: this is the risk that cash will not be available when it is needed.   

While it could be said that all counterparties are subject to at least a very small 
level of liquidity risk as credit risk can never be zero, in this document, liquidity 
risk has been treated as whether or not instant access to cash can be obtained 
from each form of investment instrument.  However, it has to be pointed out 
that while some forms of investment e.g. gilts, CDs, corporate bonds can 
usually be sold immediately if the need arises, there are two caveats: - a) cash 
may not be available until a settlement date up to three days after the sale; b) 
there is an implied assumption that markets will not freeze up and so the 
instrument in question will find a ready buyer.  The column in tables 1 / 2 headed 
as ‘market risk’ will show each investment instrument as being instant access, 
sale T+3 = transaction date plus 3 business days before you get cash, or term 
i.e. money is locked in until an agreed maturity date. 
 

(3) Market risk: this is the risk that, through adverse market fluctuations in the 
value of the principal sums an organisation borrows and invests, its stated 
treasury management policies and objectives are compromised, against which 
effects it has failed to protect itself adequately.  However, some cash rich local 
authorities may positively want exposure to market risk e.g. those investing in 
investment instruments with a view to obtaining a long term increase in value. 
 

(4) Interest rate risk: this is the risk that fluctuations in the levels of interest rates 
create an unexpected or unbudgeted burden on the organisation’s finances, 
against which the organisation has failed to protect itself adequately.  This 
authority has set limits for its fixed and variable rate exposure in its Treasury 
Indicators in this report.  All types of investment instrument have interest rate 
risk except for the following forms of instrument which are at variable rate of 
interest (and the linkage for variations is also shown): -  (Link Asset Services 
note – please specify any such instruments should you use them) 
 

(5) Legal and regulatory risk: this is the risk that the organisation itself, or an 
organisation with which it is dealing in its treasury management activities, fails 
to act in accordance with its legal powers or regulatory requirements, and that 
the organisation suffers losses accordingly.   
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2. The key controls in place to mitigate treasury risk are: 
 
(1) Credit and counter-party risk: the Council has set minimum credit criteria to 

determine which counterparties and countries are of sufficiently high 
creditworthiness to be considered for investment purposes.  

 
(2) Liquidity risk: this authority has a cash flow forecasting model to enable it to 

determine how long investments can be made for and how much can be 
invested. 

 
(3) Market risk: this authority purchases instruments such as treasury bills and  

certificates of deposit (CDs) as they offer a higher rate of return than depositing 
in the DMADF. They are usually held until maturity but in exceptional 
circumstances, they can be quickly sold at the current market value, (which may 
vary from the purchase cost), if the need arises for extra cash at short notice. 
Their value does not usually vary much during the period of time they are held.  

 
(4) Interest rate risk: this authority manages this risk by having a view of the future 

course of interest rates and then formulating a treasury management strategy 
accordingly which aims to maximise investment earnings consistent with 
control of risk or alternatively, seeks to minimise expenditure on interest costs 
on borrowing. 

 
(5) Legal and regulatory risk: this authority will not undertake any form of 

investment until it has ensured that it has all necessary powers and also 
complied with all regulations. 

 
Unlimited investments 
 
3. Regulation 24 states that a permitted investment can be shown as being ‘unlimited’ 

in terms of the maximum amount or percentage of the total portfolio that can be put 
into that type of investment.  However, it also requires that an explanation must be 
given for using that category. 
 

4. The Council has given the following investments an unlimited category: 
 

 Debt Management Agency Deposit Facility:  This is considered to be the 
lowest risk form of investment available to local authorities as it is operated by 
the Debt Management Office which is part of H.M. Treasury i.e. the UK 
Government’s sovereign rating stands behind the DMADF.  It is also a deposit 
account and avoids the complications of buying and holding Government 
issued treasury bills or gilts. 

 
Objectives of each type of Investment Instrument 
 
5. Regulation 25 requires an explanation of the objectives of every type of investment 

instrument which an authority approves as being ‘permitted’. 
 

(A) Deposits  
The following forms of ‘investments’ are more accurately termed “deposits” as 
cash is deposited in an account until an agreed maturity date or is held at call. 
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(i) Debt Management Agency Deposit Facility.  This offers the lowest 
risk form of investment available to local authorities as it is effectively an 
investment placed with the Government.  It is also easy to use as it is a 
deposit account and avoids the complications of buying and holding 
Government issued treasury bills or gilts.  As it is low risk it also returns 
a lower rate of interest.  However, it is very useful for authorities whose 
overriding priority is the avoidance of risk.  The longest period for a term 
deposit with the DMADF is 6 months. 
 

(ii) Term deposits with high credit worthiness banks and building 
societies.  This is the most widely used form of investing used by local 
authorities.  It offers a higher rate of return than the DMADF (dependent 
on term). The authority will ensure diversification of its portfolio of 
deposits ensuring that no more than 20% of the total portfolio can be 
placed with any one institution or group (alternative limits as set out in 
paragraph 95 apply when the portfolio is £25m or less).  In addition, 
longer term deposits offer an opportunity to increase investment returns 
by locking in high rates ahead of an expected fall in the level of interest 
rates.  At other times, longer term rates can offer good value when the 
markets incorrectly assess the speed and timing of interest rate 
increases.  This form of investing therefore, offers a lot of flexibility and 
higher earnings than the DMADF.  Where it is restricted is that once a 
longer term investment is made, that cash is locked in until the maturity 
date. 
 

(iii) Call accounts with high credit worthiness banks and building 
societies.  The objectives are as for (ii) above but there is instant access 
to recall cash deposited.  This generally means accepting a lower rate 
of interest than that which could be earned from the same institution by 
making a term deposit.  Some use of call accounts is highly desirable to 
ensure that the authority has ready access to cash when needed to pay 
bills. 
 

(iv) Fixed term deposits with variable rate and variable maturities 
(structured deposits).  This line encompasses ALL types of structured 
deposits.  There has been considerable change in the types of structured 
deposits brought to the market over the last few years, some of which 
are already no longer available.  In view of the fluidity of this area, this is 
a generic title for all structured deposits so as to provide councils with 
greater flexibility to adopt new instruments as and when they are brought 
to the market.  
 

(v) Collateralised deposits.  These are deposits placed with a bank which 
offers collateral backing based on specific assets. Examples seen in the 
past have included local authority LOBOs, where such deposits are 
effectively lending to a local authority as that is the ultimate security. 
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Category 
Liquidity 

Risk 
Market 

Risk 

Max. % of 
total 

investment 

Max. 
maturity 
period 

Debt Management 
Agency Deposit 
Facility 

Term of 
deposit 

No 100% 6 month 

Term deposits – local 
authorities 

Term of 
deposit 

No 100% 2 years 

Call accounts – banks 
and building societies  

No – 
instant 
access 

No 100% N/A 

Term deposits – banks 
and building societies 

Term of 
deposit 

No 100% 

Refer to 
counterp
arty 
list/credit 
worthine
ss policy 

Fixed term deposits 
with variable rate and 
variable maturities: -
Structured deposits. 

Term of 
deposit 

No 10% 

Refer to 
counterp
arty 
list/credit 
worthine
ss policy 

Table 22 
 

(B) Deposits with counterparties currently in receipt of government support / 
ownership 
These banks offer another dimension of creditworthiness in terms of 
Government backing through either partial or full direct ownership.  The view of 
the Council is that such backing makes these banks attractive institutions with 
whom to place deposits, and that will remain our view if the UK sovereign rating 
were to be downgraded in the coming year. 
 
(vi) Term deposits with high credit worthiness banks which are fully or 

semi nationalised. As for 1b. but Government full, (or substantial 
partial), ownership, implies that the Government stands behind this bank 
and will be deeply committed to providing whatever support that may be 
required to ensure the continuity of that bank.  This authority considers 
that this indicates a low and acceptable level of residual risk. 
 

(vii) Fixed term deposits with variable rate and variable maturities 
(structured deposits).  This line encompasses all types of structured 
deposits.  There has been considerable change in the types of structured 
deposits brought to the market over the last few years, some of which 
are already no longer available.  In view of the fluidity of this area, this is 
a generic title for all structured deposits so as to provide councils with 
greater flexibility to adopt new instruments as and when they are brought 
to the market.  However, this does mean that members ought to be 
informed as to what instruments are presently covered under this generic 
title so that they are aware of the current situation, and that they are 
informed and approve of intended changes in an appropriate manner.   
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Category 
Liquidity 

Risk 
Market 

Risk 

Max. % of 
total 

investment 

Max. 
maturity 
period 

UK  part nationalised 
banks 

Term No 100% 

Refer to 
counterparty 
list/credit 
worthiness 
policy 

Banks part 
nationalised by high 
credit rated (sovereign 
rating) countries – 
non UK 

Term No 100% 

Refer to 
counterparty 
list/credit 
worthiness 
policy 

Fixed term deposits 
with variable rate and 
variable maturities: -
Structured deposits   

Term No 10% 

Refer to 
counterparty 
list/credit 
worthiness 
policy 

Table 23 
 

(C) Collective investment schemes structured as open ended investment 
companies (OEICS) 
 
(viii) Government liquidity funds.  These are the same as money market 

funds (see below) but only invest in government debt issuance with 
highly rated governments.  Due to the higher quality of underlying 
investments, they offer a lower rate of return than MMFs. However, their 
net return is typically on a par with the DMADF, but with instant access. 

 
(ix) Money Market Funds (MMFs).  By definition, MMFs are AAA rated and 

are widely diversified, using many forms of money market securities 
including types which this Council does not have the expertise or 
capabilities to hold directly.  However, due to the high level of expertise 
of the fund managers and the huge amounts of money invested in MMFs, 
and the fact that the weighted average maturity (WAM) cannot exceed 
60 days, MMFs offer a combination of high security, instant access to 
funds, high diversification and good rates of return compared to 
equivalent instant access facilities.  
 
They are particularly advantageous in falling interest rate environments 
as their 60 day WAM means they have locked in investments earning 
higher rates of interest than are currently available in the market.  MMFs 
also help an authority to diversify its own portfolio as e.g. a £2m 
investment placed directly with HSBC is a 100% risk exposure to HSBC 
whereas £2m invested in a MMF may end up with say £10,000 being 
invested with HSBC through the MMF.  For authorities particularly 
concerned with risk exposure to banks, MMFs offer an effective way of 
minimising risk exposure while still getting much better rates of return 
than available through the DMADF. 
 

(x) Ultra-short dated bond funds.  These funds are similar to MMFs, can 
still be AAA rated but have variable net asset values (VNAV) as opposed 
to a traditional MMF which has a Constant Net Asset Value (CNAV). 
They aim to achieve a higher yield and to do this either take more credit 
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risk or invest out for longer periods of time, which means they are more 
volatile. These funds can have WAM’s and Weighted Average Life 
(WAL’s) of 90 – 365 days or even longer. Their primary objective is yield 
and capital preservation is second.  They therefore are a higher risk than 
MMFs and correspondingly have the potential to earn higher returns than 
MMFs. 

 
(xi) Gilt funds.  These are funds which invest only in U.K. Government gilts.  

They offer a lower rate of return than bond funds but are highly rated 
both as a fund and through investing only in highly rated government 
securities.  They offer a higher rate of return than investing in the DMADF 
but they do have an exposure to movements in market prices of assets 
held. 
 

(xii) Bond funds.  These can invest in both government and corporate 
bonds.  This therefore entails a higher level of risk exposure than gilt 
funds and the aim is to achieve a higher rate of return than normally 
available from gilt funds by trading in non-government bonds.   

 

Category 
Liquidity 

Risk 
Market Risk 

Max. % of 
total 

investment 

Max. 
maturity 
period 

Government 
Liquidity Funds 

Instant See Appendix 2 20% Liquid  

Money Market 
Funds CNAV 

Instant 
See Appendix 2 50% (100% 

per para.95) 
Liquid  

Money Market 
Funds LVNAV 

Instant 
See Appendix 2 50% (100% 

per para.95) 
Liquid  

Money Market 
Funds VNAV 

Instant 
See Appendix 2 50% (100% 

per para.95) 
Liquid  

Ultra-short dated 
bond funds with a 
credit score of 1.25   

T+1 to 
T+5 

See Appendix 2 
25% Liquid  

Ultra-short dated 
bond funds with a 
credit score of 1.5   

T+1 to 
T+5 

See Appendix 2 
25% Liquid  

Bond Funds    Min T+2 See Appendix 2 15% Liquid  

Gilt Funds Min T+2 See Appendix 2 15% Liquid  

Table 24 
 

(D)  Securities issued or guaranteed by governments 
The following types of investments are where an authority directly purchases a 
particular investment instrument, a security, i.e. it has a market price when 
purchased and that value can change during the period the instrument is held 
until it matures or is sold.  The annual earnings on a security is called a yield 
i.e. it is normally the interest paid by the issuer divided by the price you paid to 
purchase the security unless a security is initially issued at a discount e.g. 
treasury bills. 
 
(xiii) Treasury bills.  These are short term bills (up to 12 months, although 

none have ever been issued for this maturity) issued by the Government 
and so are backed by the sovereign rating of the UK.  The yield is higher 
than the rate of interest paid by the DMADF and another advantage 
compared to a time deposit in the DMADF is that they can be sold if there 
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is a need for access to cash at any point in time.  However, there is a 
spread between purchase and sale prices so early sales could incur a 
net cost during the period of ownership. 

 
(xiv) Gilts.  These are longer term debt issuance by the UK Government and 

are backed by the sovereign rating of the UK. The yield is higher than 
the rate of interest paid by the DMADF and another advantage compared 
to a time deposit in the DMADF is that they can be sold if there is a need 
for access to cash at any point in time.  However, there is a spread 
between purchase and sale prices so early sales may incur a net cost. 
Market movements that occur between purchase and sale may also 
have an adverse impact on proceeds. The advantage over Treasury bills 
is that they generally offer higher yields the longer it is to maturity (for 
most periods) if the yield curve is positive. 

 
(xv) Bond issuance issued by a financial institution which is explicitly 

guaranteed by the UK Government e.g. National Rail.  This is similar 
to a gilt due to the explicit Government guarantee. 

 
(xvi) Sovereign bond issues (other than the UK govt) denominated in 

Sterling.  As for gilts but issued by other nations.  Use limited to issues 
of nations with at least the same sovereign rating as for the UK. 

 
(xvii) Bonds issued by Multi-Lateral Development Banks (MLDBs).  These 

are similar to (xiv) and (xvi) above but are issued by MLDBs which are 
typically guaranteed by a group of sovereign states e.g. European Bank 
for Reconstruction and Development. 

 

Category 
Minimum 

Credit 
Criteria 

Liquidity 
Risk 

Market 
Risk 

Max. % of 
total 

investment 

Max. 
Maturity 
Period 

Treasury Bills 
UK 

Sovereign 
rating 

Sale T+1 Yes 50% 6 Months 

UK Government 
Gilts 

UK 
Sovereign 

rating 
Sale T+1 Yes 50% 1 Year 

Bond issuance 
issued by a financial 
institution which is 
explicitly guaranteed 
by  the UK 
Government  e.g. 
National Rail 

UK 
Sovereign 

rating 
Sale T+3 Yes 50% 1 Year 

Sovereign bond 
issues (other than 
the UK govt) 

AAA Sale T+1 Yes 10% 1 Year 

Bonds issued by 
multilateral 
development banks  

AAA Sale T+1 Yes 10% 1 Year 

Table 25 
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(E) Securities issued by corporate organisations  
The following types of investments are where an authority directly purchases 
a particular investment instrument, a security, i.e. it has a market price when 
purchased and that value can change during the period the instrument is held 
until it is sold.  The annual earnings on a security is called a yield i.e. the 
interest paid by the issuer divided by the price you paid to purchase the 
security.  These are similar to the previous category but corporate 
organisations can have a wide variety of credit worthiness so it is essential for 
local authorities to only select the organisations with the highest levels of credit 
worthiness.  Corporate securities are generally a higher risk than government 
debt issuance and so earn higher yields. 
 
(xviii) Certificates of deposit (CDs).  These are shorter term securities issued 

by deposit taking institutions (mainly financial institutions). They are 
negotiable instruments, so can be sold ahead of maturity and also 
purchased after they have been issued.  However, that liquidity can come 
at a price, where the yield could be marginally less than placing a deposit 
with the same bank as the issuing bank. 
 

(xix) Commercial paper.  This is similar to CDs but is issued by commercial 
organisations or other entities.  Maturity periods are up to 365 days but 
commonly 90 days. 

 
(xx) Corporate bonds.  These are (long term) bonds (usually bearing a fixed 

rate of interest) issued by a financial institution, company or other non-
government issuer in order to raise capital for the institution as an 
alternative to issuing shares or borrowing from banks.  They are 
generally seen to be of a lower creditworthiness than government issued 
debt and so usually offer higher rates of yield. 

 
(xxi) Floating rate notes.  These are bonds on which the rate of interest is 

established periodically with reference to short-term interest rates.   
 

Category 
Minimum 

Credit 
Criteria 

Liquidity 
Risk 

Market 
Risk 

Max. % of 
total 

investment 

Max. 
Maturity 
Period 

Certificates of deposit 
issued by banks and 

building 

See 
Table 2 

Sale t+0 Yes 5% 6 Months 

Commercial paper 
other 

AA- Sale T+0 Yes 5% 6 Months 

Corporate Bonds 
other 

AA- Sale T+0 Yes 5% 6 Months 

Floating Rate Notes AA- Sale T+0 Yes 5% 6 Months 
Table 26 
 

(F) Other 
 
(xxii) Property fund.  This is a collective investment fund specialising in 

property.  Rather than owning a single property with all the risk exposure 
of a single property and location rising or falling in value, maintenance 
costs, tenants actually paying their rent / lease etc., a collective fund 
offers the advantage of diversified investment over a wide portfolio of 
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different properties.  This can be attractive for authorities who want 
exposure to the potential for the property sector to rise in value.  
However, timing is critical to entering or leaving this sector at the 
optimum times of the property cycle of rising and falling values. Typically, 
the minimum investment time horizon for considering such funds is at 
least 3-5 years. 

 
(xxiii) Subordinated debt. The Council as a shareholder in the Scottish Future 

Trust South West Hub has the opportunity to invest sub debt in each of 
the Design Build, Finance and Maintain (DBFM) projects delivered. For 
each project a subsidiary company is incorporated which is funded 
through a debt structure of 90% Senior Debt and 10% Subordinated 
debt. As the name implies the subordinated debt ranks lower than senior 
debt and as such has a higher inherent risk from financial failure of the 
Sub Hub Company. As such returns on investment are higher. 

 

(xxiv) Third party loans. The Council may decide to make loans to third party 
organisations to support projects that support the delivery of the wider 
strategic objectives of the Council and Community Planning Partners or 
which contribute to the wider economic development objectives. Any 
third party loan or investment would be the subject of a separate Cabinet 
report and Member approval. Each loan therefore will be subject to 
appropriate due diligence which will include an assessment of any risk 
of default and non-repayment.  

 

(xxv) Investment properties. The Council may investment in commercial 
property for a number of reasons including: revenue generation; social 
investment; strategic purposes. Any investment proposal will be subject 
to an option appraisal and appropriate Cabinet/Council approval. 

 

Category 
Minimum 

Credit 
Criteria 

Liquidity 
Risk 

Market 
Risk 

Max. % of 
total 

investment 

Max. 
Maturity 
Period 

Property Funds N/A Yes Yes 10% 5 Years 

Subordinated Debt N/A Yes Yes 10% 30 Years 
Third party loans 

including soft loans 
N/A Yes Yes 10%* Variable 

Investment properties N/A Yes Yes 10%* Variable 
Table 27 - Note * Limit is notional at this point in time – subject to monitoring and review 

 

Accounting treatment of investments.  The accounting treatment may 
differ from the underlying cash transactions arising from investment 
decisions made by this Council. To ensure that the Council is protected 
from any adverse revenue impact, which may arise from these 
differences, we will review the accounting implications of new 
transactions before they are undertaken. 
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APPENDIX 2 
 

TREASURY MANAGEMENT PRACTICE (TMP1): CREDIT AND COUNTERPARTY RISK MANAGEMENT 
 

East Ayrshire Council - Permitted Investments and Associated Controls and Limits 

Type of Investment Treasury Risks Mitigating Controls Council Limits 

Cash type instruments 

1. Deposits with the 
Debt Management 
Account Facility (UK 
Government) (Very 
low risk) 

This is a deposit with the UK Government and 
as such counterparty and liquidity risk is very 
low, and there is no risk to value.  Deposits can 
be between overnight and 6 months. 

Little mitigating controls required.  As this is 
a UK Government investment the monetary 
limit is unlimited to allow for a safe haven 
for investments. 

£unlimited, 
maximum 6 
months. 

2. Deposits with other 
local authorities or 
public bodies (Very 
low risk) 

These are considered quasi UK Government 
debt and as such counterparty risk is very low, 
and there is no risk to value.  Liquidity may 
present a problem as deposits can only be 
broken with the agreement of the counterparty, 
and penalties can apply. 
Deposits with other non-local authority bodies 
will be restricted to the overall credit rating 
criteria. 

Little mitigating controls required for local 
authority deposits, as this is a quasi UK 
Government investment. 
Non- local authority deposits will follow the 
approved credit rating criteria. 

£10M per 
counterparty and 
maximum 2 years. 

3. Money Market 
Funds (MMFs) (Low 
to very low risk)  

Pooled cash investment vehicle which provides 
very low counterparty, liquidity and market risk.  
These will primarily be used as liquidity 
instruments. 

Funds will only be used where the MMFs 
has an “AAA” rated status from either Fitch, 
Moody’s or Standard and Poor’s. 

CNAV - £10M 
LVNAV - £10M 
VNAV - £10M 
(per Fund limit) 

4. Ultra-short dated 
bond funds (low 
risk) 

Pooled cash investment vehicle which provides 
very low counterparty, liquidity and market risk.  
These will primarily be used as liquidity 
instruments. 

Funds will only be used where they have an 
“AAA” rated status from either Fitch, 
Moody’s or Standard and Poor’s. 

£7.5M  
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5. Call account 
deposit accounts 
with financial 
institutions (banks 
and building 
societies) (Low risk 
depending on 
credit rating) 

These tend to be low risk investments, but will 
exhibit higher risks than categories (a), (b) and 
(c) above.  Whilst there is no risk to value with 
these types of investments, liquidity is high and 
investments can be returned at short notice.   

The counterparty selection criteria approved 
above restricts lending only to high quality 
counterparties, measured primarily by credit 
ratings from Fitch, Moody’s and Standard 
and Poor’s day to day investment dealing 
with this criteria will be further strengthened 
by use of additional market intelligence. 

See Appendix 3 for 
current limits 

6. Term deposits with 
financial institutions 
(banks and building 
societies) (Low to 
medium risk 
depending on 
period & credit 
rating) 

 

These tend to be low risk investments, but will 
exhibit higher risks than categories (a), (b) and 
(c) above.  Whilst there is no risk to value with 
these types of investments, liquidity is low and 
term deposits can only be broken with the 
agreement of the counterparty, and penalties 
may apply.   

The counterparty selection criteria approved 
above restricts lending only to high quality 
counterparties, measured primarily by credit 
ratings from Fitch, Moody’s and Standard 
and Poor’s.  Day to day investment dealing 
with this criteria will be further strengthened 
by use of additional market intelligence. 

See Appendix 3 for 
current limits. 

7. Government Gilts 
and Treasury Bills 
(Very low risk) 

These are marketable securities issued by the 
UK Government and as such counterparty and 
liquidity risk is very low, although there is 
potential risk to value arising from an adverse 
movement in interest rates (no loss if these are 
held to maturity.   

Little counterparty mitigating controls are 
required, as this is a UK Government 
investment.   The potential for capital loss 
will be reduced by limiting the maximum 
monetary and time exposures. 

£25M or 50% of 
portfolio at date of 
purchase 

8. Certificates of 
deposits with 
financial institutions 
(Low risk) 

These are short dated marketable securities 
issued by financial institutions and as such 
counterparty risk is low, but will exhibit higher 
risks than categories (a), (b) and (c) above.  
There is risk to value of capital loss arising from 
selling ahead of maturity if combined with an 
adverse movement in interest rates (no loss if 
these are held to maturity).  Liquidity risk will 
normally be low. 

The counterparty selection criteria approved 
above restricts lending only to high quality 
counterparties, measured primarily by credit 
ratings from Fitch, Moody’s and Standard 
and Poor’s.  Day to day investment dealing 
with this criteria will be further strengthened 
by the use of additional market intelligence. 

£15M/5% of 
portfolio at date of 
purchase and 
maximum 2 years. 

9. Structured deposit 
facilities with banks 
and building 

These tend to be medium to low risk 
investments, but will exhibit higher risks than 
categories (a), (b) and (c) above.  Whilst there is 

The counterparty selection criteria approved 
above restricts lending only to high quality 
counterparties, measured primarily by credit 

As shown in the 
counterparty 
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societies 
(escalating rates, 
de-escalating rates 
etc.) (Low to 
medium risk 
depending on 
period & credit 
rating) 

no risk to value with these types of investments, 
liquidity is very low and investments can only be 
broken with the agreement of the counterparty 
(penalties may apply).   

ratings from Fitch, Moody’s and Standard 
and Poor’s.  Day to day investment dealing 
with this criteria will be further strengthened 
by the use of additional market intelligence. 

section criteria 
above. 

10. Corporate bonds 
(Medium to high 
risk depending on 
period & credit 
rating) 

These are marketable securities issued by 
financial and corporate institutions. Counterparty 
risk will vary and there is risk to value of capital 
loss arising from selling ahead of maturity if 
combined with an adverse movement in interest 
rates.  Liquidity risk will be low.   

The counterparty selection criteria approved 
above restricts lending only to high quality 
counterparties, measured primarily by credit 
ratings from Fitch, Moody’s and Standard 
and Poor’s.  .  Corporate bonds will be 
restricted to those meeting the base criteria. 
Day to day investment dealing with this 
criteria will be further strengthened by the 
use of additional market intelligence. 

£5M/5% and 
maximum 2 years. 



39 
 

11. Investment 
properties 

These are non-service properties which are 
being held pending disposal or for a longer term 
rental income stream.  These are highly illiquid 
assets with high risk to value (the potential for 
property prices to fall or for rental voids).   

In larger investment portfolios some small 
allocation of property based investment 
may counterbalance/compliment the wider 
cash portfolio. 
Property holding will be re-valued regularly 
and reported annually with gross and net 
rental streams. 

£10M/10%. 

12. Loans to third 
parties, including 
soft loans 

These are service investments either at market 
rates of interest or below market rates (soft 
loans).  These types of investments may exhibit 
credit risk and are likely to be highly illiquid. 

Any third party loan would require Cabinet 
approval unless delegated authority had 
previously been approved. Each application 
is supported by the service rational behind 
the loan and an assessment of the 
probability of partial or full default. 

£5M/10% 
aggregate; and 
maximum 3 year 
any one 
counterparty. 
(subject to separate 
Cabinet approval) 

13. Loans to a local 
authority company 

These are service investments either at market 
rates of interest or below market rates (soft 
loans).  These types of investments may exhibit 
credit risk and are likely to be highly illiquid. 

Any loan to a local authority company 
requires Cabinet approval and each 
application is supported by the service 
rational behind the loan and the likelihood 
of partial or full default. 

£5M/10% 
aggregate; and 
maximum 3 year 
any one 
counterparty. 
(subject to separate 
Cabinet approval) 

14. Shareholdings in a 
local authority 
company 

These are service investments which may 
exhibit market risk and are likely to be highly 
illiquid. 

Any equity investment in a local authority 
company requires Member approval and 
each application will be supported by the 
service rational behind the investment and 
the likelihood of loss. 

£5M/10% 
aggregate; and 
maximum 3 year 
any one 
counterparty. 
(subject to separate 
Cabinet approval) 

15. Non-local authority 
shareholdings 

These are non-service investments which may 
exhibit market risk, be only considered for longer 
term investments and will be likely to be liquid. 

Any non-service equity investment will 
require separate Cabinet approval and 
each application will be supported by the 
service rational behind the investment and 
the likelihood of loss. 

£1M/2.5% (subject 
to separate Cabinet 
approval) 

16. Subordinated debt 
– HUBSW/SFT 
DBFM Projects 

These are investments to support and delivery 
of assets utilised in the delivery of core Council 
services 

Any investment will require separate 
Cabinet approval following a due diligence 
process 

10% of total equity 
per project – 
Maximum duration 
30 years 
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APPENDIX 3 

 

 

  

Australia AAA Aaa AAA 20%(C)

Australia and New Zealand Banking Group Ltd. AA- Aa3 AA- Orange O - 12 mths £10M 15%  (I;G)

Commonwealth Bank of Australia AA- Aa3 AA- Orange O - 12 mths £10M 15%  (I;G)

Macquarie Bank Ltd. A A2 A Red R - 6 mths £7.5M 10%  (I;G)

National Australia Bank Ltd. AA- Aa3 AA- Orange O - 12 mths £10M 15%  (I;G)

Westpac Banking Corp. AA- Aa3 AA- Orange O - 12 mths 10M 15%  (I;G)

Belgium AA- Aa3 AA 20%(C)

BNP Paribas Fortis A+ A1 A Red R - 6 mths £7.5M 10%  (I;G)

KBC Bank N.V. A+ Aa3 A+ Orange O - 12 mths £10M 15%  (I;G)

Canada AAA Aaa AAA 20%(C)

Bank of Montreal AA- Aa2 A+ Orange O - 12 mths £10M 15%  (I;G)

Bank of Nova Scotia AA- Aa2 A+ Orange O - 12 mths £10M 15%  (I;G)

Canadian Imperial Bank of Commerce AA- Aa2 A+ Orange O - 12 mths £10M 15%  (I;G)

National Bank of Canada A+ Aa3 A Red R - 6 mths £7.5M 10%  (I;G)

Royal Bank of Canada AA Aa2 AA- Orange O - 12 mths £10M 15%  (I;G)

Toronto-Dominion Bank AA- Aa1 AA- Orange O - 12 mths £10M 15%  (I;G)

Denmark AAA Aaa AAA 20%(C)

Danske A/S A A2 A Red R - 6 mths £7.5M 10%  (I;G)

Finland AA+ Aa1 AA+ 20%(C)

Nordea Bank Abp AA- Aa3 AA- Orange O - 12 mths £10M 15%  (I;G)

OP Corporate Bank plc WD Aa3 AA- Orange O - 12 mths £10M 15%  (I;G)

France AA Aa2 AA Not Applicable 20%(C)

BNP Paribas A+ Aa3 A Orange O - 12 mths £10M 15%  (I;G)

Credit Agricole Corporate and Investment Bank A+ A1 A+ Orange O - 12 mths £10M 15%  (I;G)

Credit Agricole S.A. A+ A1 A+ Orange O - 12 mths £10M 15%  (I;G)

Credit Industriel et Commercial A+ Aa3 A Red R - 6 mths £7.5M 10%  (I;G)

Societe Generale A A1 A Red R - 6 mths £7.5M 10%  (I;G)

Germany AAA Aaa AAA Not Applicable 20%(C)

Bayerische Landesbank A- Aa3 NR Red R - 6 mths £7.5M 10%  (I;G)

DZ BANK AG Deutsche Zentral-

Genossenschaftsbank
AA- Aa1 AA- Orange O - 12 mths £10M 15%  (I;G)

Landesbank Baden-Wuerttemberg A- Aa3 NR Red R - 6 mths £7.5M 10%  (I;G)

Landesbank Berlin AG Aa2 Orange O - 12 mths £10M 15%  (I;G)

Landesbank Hessen-Thueringen Girozentrale A+ Aa3 A Orange O - 12 mths £10M 15%  (I;G)

Landwirtschaftliche Rentenbank AAA Aaa AAA Purple P - 24 mths £15M 20%  (I;G)

NRW.BANK AAA Aa1 AA- Purple P - 24 mths £15M 20%  (I;G)

Netherlands AAA Aaa AAA Not Applicable 20%(C)

ABN AMRO Bank N.V. A+ A1 A Red R - 6 mths £7.5M 10%  (I;G)

Bank Nederlandse Gemeenten N.V. AA+ Aaa AAA Purple P - 24 mths £15M 20%  (I;G)

Cooperatieve Rabobank U.A. AA- Aa3 A+ Orange O - 12 mths £10M 15%  (I;G)

ING Bank N.V. A+ Aa3 A+ Orange O - 12 mths £10M 15%  (I;G)

Nederlandse Waterschapsbank N.V. Aaa AAA Purple P - 24 mths £15M 20%  (I;G)

Qatar AA- Aa3 AA- Not Applicable 20%(C)

Qatar National Bank A+ Aa3 A Red R - 6 mths £7.5M 10%  (I;G)

East Ayrshire Council

Counterparties - Term Deposts and Call Accounts

Colour Code - 

Long Term 

Credit Rating

Credit Agency Ratings - Long Term

Fitch Moodys

Standard & 

Poors

Country / Counterparty
Maximum Period for 

Deposit

Monetray 

Limit

Country ( C ) 

/Group (G) / 

Individual (I) 

Limits
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APPENDIX 3 

 

Singapore AAA Aaa AAA Not Applicable 20%(C)

DBS Bank Ltd. AA- Aa1 AA- Orange O - 12 mths £10M 15%  (I;G)

Oversea-Chinese Banking Corp. Ltd. AA- Aa1 AA- Orange O - 12 mths £10M 15%  (I;G)

United Overseas Bank Ltd. AA- Aa1 AA- Orange O - 12 mths £10M 15%  (I;G)

Sweden AAA Aaa AAA Not Applicable 20%(C)

Skandinaviska Enskilda Banken AB AA- Aa2 A+ Orange O - 12 mths £10M 15%  (I;G)

Svenska Handelsbanken AB AA Aa2 AA- Orange O - 12 mths £10M 15%  (I;G)

Swedbank AB AA- Aa2 AA- Orange O - 12 mths £10M 15%  (I;G)

Switzerland AAA Aaa AAA Not Applicable 20%(C)

Credit Suisse AG A A1 A Red R - 6 mths £7.5M 10%  (I;G)

UBS AG AA- Aa2 A+ Orange O - 12 mths £10M 15%  (I;G)

United Arab Emirates AA Aa2 AA Not Applicable 20%(C)

First Abu Dhabi Bank PJSC AA- Aa3 AA- Orange O - 12 mths £10M 15%  (I;G)

United Kingdom AA Aa2 AA Not Applicable 100%(C)

Collateralised LA Deposit* Yellow Y - 60 mths £10M 100%  (I)

Debt Management Office Yellow Y - 60 mths Unlimited 100%  (I)

Multilateral Development Banks Yellow Y - 60 mths £20M 50%  (I)

Supranationals Yellow Y - 60 mths £20M 50%  (I)

UK Gilts Yellow Y - 60 mths Unlimited 50%  (I)

Abbey National Treasury Services PLC A Aa3 Red R - 6 mths £7.5M
20%  (I;G)

Bank of Scotland PLC (RFB) A+ Aa3 A+ Orange O - 12 mths £10M 20%  (I;G)

Barclays Bank PLC (NRFB) A+ A2 A Red R - 6 mths £7.5M 20%  (I;G)

Barclays Bank UK PLC (RFB) A+ A1 A Red R - 6 mths £7.5M 20%  (I;G)

Close Brothers Ltd A Aa3 Red R - 6 mths £7.5M 20%  (I;G)

Goldman Sachs International Bank A A1 A+ Red R - 6 mths £7.5M 20%  (I;G)

Handelsbanken Plc AA AA- Orange O - 12 mths £10M 20%  (I;G)

HSBC Bank PLC (NRFB) AA- Aa3 AA- Orange O - 12 mths £10M 20%  (I;G)

HSBC UK Bank Plc (RFB) AA- AA- Orange O - 12 mths £10M 20%  (I;G)

Lloyds Bank Corporate Markets Plc (NRFB) A A1 A Red R - 6 mths £7.5M
20%  (I;G)

Lloyds Bank Plc (RFB) A+ Aa3 A+ Orange O - 12 mths £10M 20%  (I;G)

Santander UK PLC A+ Aa3 A Orange O - 12 mths £10M 20%  (I;G)

Standard Chartered Bank A+ A1 A Red R - 6 mths £7.5M 20%  (I;G)

Sumitomo Mitsui Banking Corporation Europe Ltd A A1 A Red R - 6 mths £7.5M
20%  (I;G)

UBS Ltd. AA- Aa3 A+ Orange O - 12 mths £10M 20%  (I;G)

Coventry Building Society A A2 Red R - 6 mths £7.5M 10%  (I:G)

Leeds Building Society A- A3 G - 100 days £5M 10%  (I:G)

Nationwide Building Society A Aa3 A Red R - 6 mths £7.5M 10%  (I:G)

Skipton Building Society A- Baa1 Green G - 100 days £5M 5%  (I;G)

West Bromwich Building Society Ba3 N/C - 0 mths £0M 0%

Yorkshire Building Society A- A3 Green G - 100 days £5M 5%  (I;G)

National Westminster Bank PLC (RFB) A+ A1 A- Blue B - 12 mths £10M
20%  (I;G)

The Royal Bank of Scotland Plc (RFB) A+ A1 A- Blue B - 12 mths £10M
20%  (I;G)

United States AAA Aaa AA+ Not Applicable 20%(C)

Bank of America N.A. AA- Aa3 A+ Orange O - 12 mths £10M 15%  (I;G)

Bank of New York Mellon, The AA Aa1 AA- Purple P - 24 mths £15M 15%  (I;G)

Citibank N.A. A+ A1 A+ Orange O - 12 mths £10M 15%  (I;G)

JPMorgan Chase Bank N.A. AA Aa1 A+ Orange O - 12 mths £10M 15%  (I;G)

Wells Fargo Bank, NA AA- Aa1 A+ Orange O - 12 mths £10M 15%  (I;G)

Colour Code - 

Long Term 

Credit Rating

Maximum Period for 

Deposit

Monetray 

Limit

Country ( C ) 

/Group (G) 

LimitFitch Moodys

Standard & 

Poors

East Ayrshire Council

Counterparties - Term Deposts and Call Accounts

Country / Counterparty

Credit Agency Ratings - Long Term
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APPENDIX 4 

CREDIT RATING AGENCY – RATINGS & DEFINITIONS 

Fitch Moody’s Standard & Poor’s 
AAA Aaa AAA 

AA+ 
AA 
AA- 

Aa1 
Aa2 
Aa3 

AA+ 
AA 
AA- 

A+ 
A 
A- 

A1 
A2 
A3 

A+ 
A 
A- 

BBB+ 
BBB 
BBB- 

Baa1 
Baa2 
Baa3 

BBB+ 
BBB 
BBB- 

Definitions: 
AAA 
Highest credit quality. “AAA” ratings 
denote the lowest expectation of 
credit risk. They are assigned only in 
the case of exceptionally strong 
capacity for payment of financial 
commitments. This capacity is highly 
unlikely to be adversely affected by 
foreseeable events. 

Aaa 
Obligations rated Aaa are 
judged to be of the highest 
quality with minimal credit risk. 

AAA 
An obligator rated AAA has 
extremely strong capacity to 
meet its financial commitments. 

AA 
Very high credit quality. “AA” denotes 
expectations of very low credit risk. 
Indicate very strong capacity for 
payment of financial commitments. 
This capacity is not significantly 
vulnerable to foreseeable events 

Aa 
Obligations rated Aa are judged 
to be of high quality and are 
subject to very low credit risk 

AA 
An obligator rated “AA” has very 
strong capacity to meet its 
financial commitments. It difers 
from the highest grade 
obligators only to a small 
degree. 

A 
High credit quality. “A” denotes 
expectations of low credit risk. 
Capacity for payment of financial 
commitments is considered 
strong.This capacity may 
nevertheless, be more vulnerable to 
changes in circumstances or in 
economic conditions than is the case 
for higher ratings. 

A 
Obligations grade A are 
considered upper-medium 
grade and are subject to low 
credit risk. 

A 
An obligator dated “a” has strong 
capacity to meet its financial 
commitments but is somewhat 
more susceptible to the adverse 
effects of changes in 
circumstances and economic 
conditions than those in higher 
categories. 

BBB 
Good credit rating. Indicates current 
expectations of low credit risk. 
Capacity for payment of financial 
commitments is considered adequate 
but adverse changes in economic 
conditions are more likely to impair 
this capacity. 

Baa 
Obligations rated Baa are 
subject to moderate credit risk. 
They are considered medium 
grade and as such may contain 
certain speculative 
characteristics. 

BBB 
An obligator rated “BBB” has 
adequate capacity to meet its 
commitments. However adverse 
economic conditions are more 
likely to lead to a weakened 
capacity to meet its 
commitments 
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APPENDIX 5 
TREASURY MANAGEMENT – GLOSSARY OF TERMS 
 

Bank of England The Central Bank for the UK with ultimate responsibility for setting 
interest rates (which it does through the Monetary Policy Committee 
or “MPC”). 

Bank Rate The interest rate for the UK as set each month by the Monetary Policy 
Committee (“MPC”) of the Bank of England. Also commonly referred 
to as the “Base Rate”. 

Capital Expenditure Expenditure on or for the creation of fixed assets that meets the 
definition within the accounting rules as set out in the annual 
Statement of Recommended Practice (SORP) and for which the 
Council are able to borrow 

Capital Financing 
Requirement (CFR) 

A Prudential Indicator that can be derived from the information in the 
Council’s Balance Sheet. It generally represents the underlying need 
to borrow for capital expenditure 

Certificate of Deposit 
(CD) 

An investment product offered by a wide range of financial institutions. 
The key difference between a regular savings account and a CD is 
that early withdrawal from a CD in advance of pre-specified term leads 
to a penalty fee (which is why they are sometimes called “time 
deposits”). 

CDs are typically offered in terms of 3 months, 6 months, 1 year, 2 
years, 3 years, 5 years or greater, although some exceptions do exist. 
In exchange for locking away a fixed cash sum CDs usually offer 
higher yields. The rates typically increase with the length of deposit 
terms. 

Credit Default Spread 
(CDS) 

This is the cost of insuring against default by a Counterparty. 
Increases in the CDS Spread for a Counterparty may indicate 
concerns within the market regarding a Counterparty. 

CIPFA  The Chartered Institute of Public Finance and Accountancy produces 
guidance, codes of professional practice, and policy documents for 
Councils and public sector organisations 

Consumer Prices 
Index 

The Consumer Prices Index (“CPI”) is a means of measuring inflation 
(as is the Retail Prices Index or “RPI”). The Monetary Policy 
Committee of the Bank of England set the Bank Rate in order to try to 
keep CPI at or close to the target set by the Government, (currently 
the target is 2%). The calculation of the CPI includes many items of 
normal household expenditure but the calculation excludes some 
items such as mortgage interest payments and Council Tax 
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Counterparty An organisation or other body with whom the Council enters into a 
financial investment or borrowing transaction. E.g. if the Council enters 
a deal with a bank then the bank would be referred to as the 
“Counterparty”. 

Corporate Bonds It is a bond that a corporation issues to raise money in order to expand 
its business. The term is usually applied to longer-term debt 
instruments, generally with a maturity date falling at least a year after 
their issue date. (The term "commercial paper" is sometimes used for 
instruments with a shorter maturity.) 

Credit Ratings Credit ratings are indicators produced by companies such as Fitch, 
Moody's or Standard & Poor’s that aim to give an opinion on the relative 
ability of a financial institution to meet its financial commitments. Credit 
ratings are not guarantees – they are opinions based on investigations 
and assessments by the ratings providers and they are regularly 
reviewed and updated. The Council makes use of credit ratings to 
determine which counterparties are appropriate or suitable for the 
Council. 

DMADF The UK Government Debt Management Office the Debt Management 
Account Deposit Facility as part of its cash management operations 
and in the context of a wider series of measures designed to support 
local authorities' cash management. The key objective of the DMADF 
is to provide users with a flexible and secure facility to supplement their 
existing range of investment options while saving interest costs for 
central government 

European Central 
Bank (ECB) 

This is the central bank for the Eurozone and is the equivalent of the 
Bank of England. The European Central Bank sets interest rates for the 
Eurozone. 

Eurozone The group of countries that have the Euro as their currency. The 
Eurozone comprises 17 countries: Austria, Belgium, Cyprus, Estonia, 
Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Malta, 
the Netherlands, Portugal, Slovakia, Slovenia, and Spain. 

Federal Reserve Sometimes referred to as “the Fed”, the Federal Reserve is the central 
bank for the US and is the equivalent of the Bank of England. 

Gilts Gilts are bonds (i.e. debt certificates) that are issued (sold) by the UK 
Government. When the Government issue gilts, it sets the interest rate 
that applies to the gilt, sets when they will repay the value of the gilt, 
and it agrees to make interest payments at regular intervals until the 
gilt is repaid or redeemed. Gilts are traded in the financial markets with 
the price varying depending on the interest rate applicable to the gilt, 
when the gilt will be repaid (i.e. when it will mature), on base rate 
expectations, and on market conditions. 

Gross Domestic 
Product (GDP) 

GDP is a measure of the output of goods and services from an 
economy 

Inflation Inflation is the term used for an increase in prices over time. It can be 
measured in various ways including using the Consumer Prices Index 
(“CPI”) or the Retail Prices Index (“RPI”). 
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Investment 
Regulations 

The Local Government in Scotland Act 2003 allows the Scottish 
Ministers to introduce Regulations to extend and govern the rules under 
which Scottish Councils may invest funds. The Local Government 
Investments (Scotland) Regulations 2010 came into effect on 1st April 
2010. 

LIBID The London Interbank Bid Rate – an interest rate that is used between 
banks when they wish to attract deposits from each other. 

LIBOR The London Inter Bank Offering Rate – an interest rate that is used as 
a base for setting interest rates for deals between banks. 

Money Market Fund An investment whose objective is to earn interest for shareholders. 
These can be either: - (i) a constant net asset value fund (CNAV); low 
volatility net asset value (LNVAV) or; a variable net asset value fund 
(VNAV). A money market fund’s portfolio is comprised of short-term 
(less than one year) securities representing high-quality, liquid debt 
and monetary instruments. Investors can purchase shares of money 
market funds through mutual funds, brokerage firms and banks. 

MPC The Monetary Policy Committee of the Bank of England meets each 
month to agree and set the Bank Rate for the UK. 

Net Borrowing 
Requirement 

This is the difference between the Council’s net external borrowing and 
its capital financing requirement. Under the Prudential Code the 
Council’s net external borrowing should not, except in the short term, 
exceed its capital financing requirement. The Net Borrowing 
Requirement should therefore normally be a negative figure. 

Prudential Code Councils are required to comply with the CIPFA Prudential Code for 
Capital Finance in Local Authorities. These requirements include the 
production of Prudential Indicators. The Prudential Code was revised 
in November 2017 with the revisions including the reclassification of 
some Prudential Indicators as Treasury Management Indicators 
covered by the Treasury Management Code. 

Prudential Indicators Indicators set-out in the Prudential Code that will help Councils to meet 
requirements in relation to borrowing limits or which will help Councils 
demonstrate affordability and prudence with regard to their prudential 
capital expenditure. 

PWLB The Public Works Loan Board is government agency and part of the 
Debt Management Office. The PWLB provides loans to local authorities 
and other specified bodies. 

PWLB Rates These are the interest rates chargeable by the Public Works Loan 
Board for loans. The rates for fixed rate loans are determined by the 
day on which the loan is agreed. The rates to be charged by the PWLB 
for loans are set each day based on gilt yields at the start of business 
each day and then updated at least once during the day. 

Quantitative Easing The creation of money by a central bank (such as the Bank of England) 
in order to purchase assets from banks and companies and boost the 
supply of money in an economy. 

Retail Prices Index The Retail Prices Index (“RPI”) is a means of measuring inflation (as is 
the Consumer Prices Index or “CPI”). The calculation of the RPI 
includes most of the same items as the CPI as well as some items not 
included in the CPI such as mortgage interest payments and Council 
Tax whilst excluding items that are in the CPI such as charges for 
financial services. 
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Treasury Bills 
(known as “T-bills”) 

“T-bills” are sold in terms ranging from a few days to 52 weeks. Bills 
are typically sold at a discount from the par amount (also called face 
value). For instance, you might pay £990 for a £1,000 bill. When the bill 
matures, you would be paid £1,000. The difference between the 
purchase price and face value is interest. It is possible for a bill auction 
to result in a price equal to the face value, which means that Treasury 
will issue and redeem the securities at par 

Treasury 
Management Code 

This is the “Treasury Management in the Public Services: Code of 
Practice” and is a code of practice for Council treasury management 
activities. 

 


