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A Meeting of East Dunbartonshire Audit and Risk Management Committee will be held within 
Tom Johnston Chamber, 12 Strathkelvin Place, Kirkintilloch, on Thursday, 25 October 2018 
at 5.30pm to consider the undernoted business. 

(Sgd) Ann Davie 
Depute Chief Executive – Education, People & Business 

12 Strathkelvin Place 
KIRKINTILLOCH 
Glasgow  
G66 1XT 
Tel: 0141 578 8021 
Date:   19 October 2018  

Agenda 

1a Sederunt and Apologies 
1b Declarations of Interest - Members are requested to intimate any declarations of 

interest in respect of any business to be considered. 
1c Determination of Exempt Business – Members are requested to determine that the 

exempt business be considered with the press and public excluded. 
1d Convener’s Remarks 
1e Any other business which the Convener decides is urgent. 
2a Signature of Minute - Meeting of the Audit and Risk Management Committee held on 

30 August 2018. 

Contact No. Item 
No. 

Description Page No. 

MINUTES 
3. Minutes of Meetings of Scrutiny Panels:-

….. 8026 (a) Transformation & Community Wellbeing Scrutiny 
Panel of 5 June 2018. (Copies herewith). 

1 - 4 

….. 8676 (b) Transformation, Economy and Employment 
Scrutiny Panel of 5 June 2018. (Copy herewith). 

5 - 10 

REPORTS 
….. 8070 4. Outstanding Business Statement – Report by

Depute Chief Executive – Education, People &
Business. (Copy herewith)

11 - 16 

….. 574 5651 5. Annual Report on Loans Fund 2017/18 – Report by
Chief Finance Officer. (Copy herewith).

17 - 30 

….. 574 5651 6. Treasury Management Strategy Report 2018/19 -
Report by Chief Finance Officer. (Copy herewith).

31 - 64 

….. 574 5642 7. Audit ad Risk Performance & Outputs: August
2018 - Report by Depute Chief Finance Officer.
(Copy herewith).

65 - 76 

….. 574 5651 8. Scrutiny Panels – Agenda Setting – Report by
Chief Finance Officer. (Copy herewith).

P.T.O 

77 - 84 



Contact No. Item 
No. 

Description Page No. 

EXCLUSION OF THE PUBLIC 

It is recommended that the Committee pass the following Resolution:- 

“That under Section 50A (4) of the Local Government (Scotland) Act 1973, as amended, the 
press and public be excluded from the meeting for the following item of business on the 

grounds that it may involve the likely disclosure of exempt information as defined in 
Paragraphs 1, 6 and 12 of Part 1 of Schedule 7A of the Act”.   

….. 574 5642 9 Council Request for Internal Audit Investigation – 
Output - Report by Chief Finance Officer. (Copy 
herewith).      

85 - 106 



Agenda Item 3a 

Minute of Meeting of the Transformation & Community Wellbeing Scrutiny Panel of East 
Dunbartonshire Council held within the Committee Room, 12 Strathkelvin Place, 
Kirkintilloch on Tuesday, 5 June 2018 

Present:  Councillors GOODALL, JAMIESON, JOHNSTON  

Also Present: LOW 

In Attendance: G. Cornes Chief Executive 
 J.  Campbell HSCP Chief Finance & Resources Officer 
 K. Chisholm Corporate Procurement Manager 
 K. Donnelly Chief Solicitor & Monitoring Officer 
 P. Halligan Strategic Lead – Organisational Transformation 
 G. Healey Team Leader – SW Planning & Service Development 
 F. Lambert Committee Services Officer  
 G. McConnachie Audit and Risk Manager 
 J. Robertson Chief Finance Officer 

Councillor Johnston (Chair) presiding 

APOLOGIES FOR ABSENCE 

Apologies for absence were intimated on behalf of Provost Brown and Councillors Fischer, 
MacDonald, McGinnigle and Pews. 

1. MINUTE OF MEETING OF THE TRANSFORMATION & COMMUNITY
WELLBEING SCRUTINY PANEL OF 10 APRIL 2018

There was submitted and noted Minute of Meeting of the Transformation & Community
Wellbeing Scrutiny Panel of 10 April 2018, copies of which had previously been circulated.

2. PROGRESS AGAINST AGREED ACTIONS

There was submitted Report EPB/131/18/AD by the Depute Chief Executive – Education,
People & Business, copies of which had previously been circulated, providing the Panel
with an update on progress against all agreed actions from the Scrutiny Panel up to 29 May
2018.  Full details were contained within Appendix 1.

Following consideration, the Panel noted the progress to date against agreed actions.

3. SOCIAL WORK COMMISSIONING

….. (PRESENTATION APPENDED) 

The HSCP Chief Finance & Resources Officer, the Team Leader – SW Planning & Service 
Development and the Audit and Risk Manager provided the Panel with a Presentation on 
Social Work Commissioning.  The Presentation covered the following headlines:- 

• SW Commissioning;
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• Scale of SW Commissioning; 
• Self Directed Support; 
• Self Directed Support – Option 2; 
• Social Care Commissioning Audit Report; 
• High Risk Issue/Progress; and 
• Medium Risk Issues/Progress. 

  
The HSCP Chief Finance & Resources Officer provided the Panel with the background to 
Self Directed Support and the different options available to the service user.  She referred to 
the scale of Social Work Commissioning advising that it took up the largest proportion of 
the Social Work budget.  She advised that 102 service packages and the 34 Minutes of 
Variation  (MOV) were presently in place and she highlighted that this was a fluid position 
which could change on a weekly basis. 
 
The Audit and Risk Manager referred to the Presentation and highlighted the High and 
Medium Risk issues as detailed within the Social Care Commission Audit Report. The 
Team Leader – SW Planning & Service Development advised the Panel of the progress 
made to date and the solutions in place to help reduce the risks.   

 
 Thereafter, there followed discussion, during the course of which Officers were heard in 

response to Members’ questions.  The following comments/areas were discussed:- 
  
 With regard to feedback procedures, and in response to a question from Councillor 

Jamieson regarding whether the Provider had any influence over the service user, the Team 
Leader – SW Planning & Service Development advised that this was subject to care 
management.  She advised that the Service Managers would approach the Care Managers 
for guidance.  She added that Care Providers were regulated. 

 
 With regard to 80% of the budget being utilised by Adult Care and in response to a question 

from Councillor Goodall regarding how far the arrangements extended to children and their 
care needs, the Team Leader – SW Planning & Service Development advised that each 
individual was assessed against the criteria.   She added that Social Work had a legal 
requirement to meet the needs that were identified. 

 
In response to a further question from Councillor Goodall regarding whether Social Work 
retained delegated authority to take account of individual care needs, the Team Leader – 
SW Planning & Service Development advised that it was up to the Care Manager to link in 
with the Planning Commission to provide appropriate resource to identify that need.  The 
HSCP Chief Finance & Resources Officer added that Self Directed Support would assist 
with this. 
 

 In response to a question from Councillor Johnston regarding whether there were any plans 
to undertake a further audit, the Audit and Risk Manager advised that a follow-up audit 
would be undertaken twice per year.  She added that the Service would be contacted to 
ensure that they were progressing. 

 
 In response to a question from Councillor Low regarding whether an update report would 

be provided for Members in relation to the outcome of management actions, the Audit and 
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Risk Manager advised that a high level summary was normally provided.  She added that if 
there were significant actions these would be highlighted. 

 
With regard to feedback being obtained from service users, and in response to a question 
from Councillor Low regarding whether this was a new mechanism, the Team Leader – SW 
Planning & Service Development advised that this was part of the Care Worker service 
reviews and had been in place since the start.  In response to a further question from 
Councillor Low regarding why this was classed as a medium risk, the Audit and Risk 
Manager advised that this was possibly due to the recording of the information. 
 
In response to a further question from Councillor Low, the HSCP Chief Finance & 
Resources Officer advised that the information was held on a database and informed the 
decision taken in respect of the Provider and the contract. 
 
Councillor Low referred to the high risk issue and the 102 contracts and the mix of 
contracts that were in place/pending.  The Audit and Risk Manager and the HSCP Chief 
Finance & Resources Officer were heard in relation to self directed support Option 2 and 
contracts which were pending.  The HSCP Chief Finance & Resources Officer advised that 
the number of customers tended to fluctuate. 
 
With regard to the outstanding MOV’s and in response to a question form Councillor Low 
regarding the possible implications of this, the Team Leader – SW Planning & Service 
Development advised that there were standard terms and conditions. 
 
In response to a question from Councillor Low regarding the situation whereby things were 
not up to date, the HSCP Chief Finance & Resources Officer advised that if something went 
wrong, there may be a risk where the MOV already had a contract in place and the provider 
was still subject to a contract.  The Chief Solicitor & Monitoring Officer was heard in 
further explanation regarding contracts and the benefit of common law.  She added that, 
ideally everything should be documented and cognisance should be taken of the scale of 
risk involved. 
 
In response to a further question from Councillor Low regarding the target, the HSCP Chief 
Finance & Resources Officer advised that the target was 100%.  She added that she would 
be liaising with colleagues in Legal Services and Procurement to see how many cases were 
outstanding.  The Chief Solicitor & Monitoring Officer added that there were a number of 
historic arrangements in place regarding contracts and there required to be a modernisation 
of the terms and conditions which reflected what was happening now.  She added that  
contractual arrangements required to be considered in order that they could be flexible to 
accommodate changes.  She added that this would relieve the pressure on the system. The 
Team Leader – SW Planning & Service Development  advised that there would be 
arrangements in place that worked for everyone and that could be adapted as the service 
needs changed. 
 
In response to a question from Councillor Jamieson regarding Option 4, the Team Leader – 
SW Planning & Service Development advised that people tended to choose Options 1, 2 or 
3 or a combination of those Options. She advised that Option 4 did not tend to be chosen. 
The Chief Solicitor & Monitoring Officer advised that the care required to be flexible and 
adapted to suit the individual needs of clients. 
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Councillor Goodall commented on the importance of training social work staff to ensure 
that they had sufficient confidence in the systems and were able to maintain their focus on 
the individual. 

Councillor Low commented on the number of medium risk issues which were dependent on 
the OLM Commissioner Module.  In response, the Team Leader – SW Planning & Service 
Development  referred to the contract management model and advised that, until there was 
a new system in place, the database would require to be reviewed and made as efficient as 
possible  or there would be the requirement to explore alternative modules.  In response to a 
further question from Councillor Low regarding how soon this information would be 
available, the Strategic Lead – Organisational Transformation advised that it would be 
implemented through the transformation programme. 

In response to a question from Councillor Low regarding whether there were similar 
systems in other HSCPs, the Team Leader – SW Planning & Service Development  advised 
that other Partnerships had level one systems, however, the HSCP required a more 
advanced module. 

In response to a question from Councillor Johnston the Team Leader – SW Planning & 
Service Development was heard in further explanation of cross boundary placements. 

Councillor Johnston, on behalf of the Panel, thanked the Officers for their informative and 
interesting presentation. 

AGREED ACTIONS OFFICER RESPONSIBLE 
To circulate copy of presentation slides to 
Elected Members. 

Committee Services Officer 
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                                                                                                                                     Agenda Item 3b 

  

 
 Minute of Meeting of the Transformation, Economy and Employment Scrutiny Panel of East 

Dunbartonshire Council held within the Committee Room, 12 Strathkelvin Place, 
Kirkintilloch on Tuesday, 5 June 2018 

 
Present: Councillors FERRETTI, ACKLAND, MURRAY and 

THORNTON 
 
Also in  
Attendance: Councillor  LOW 
  
In Attendance:  A. Davie  Depute Chief Executive – Education,  
    People & Business 
  P. Curran  Strategic Lead – Neighbourhood Services 
  A. Fegan  Corporate Communications Manager 
  J.  Frame  Committee Services Officer 
  T. Glen  Depute Chief Executive – Place,  
    Neighbourhood & Corporate Assets 
  L. Green  Team Leader – Roads Network 
  G. McConnachie Audit & Risk Manager 
  G. MacFarlane Strategic Lead – Roads & Transportation 
    

Councillor Ferretti (Chair) presiding 
 
APOLOGIES FOR ABSENCE 
 
Apologies for absence were intimated on behalf of Councillors McGinnigle, Moir and 
Renwick. 
  

1. MINUTE OF MEETING OF THE TRANSFORMATION, ECONOMY & 
EMPLOYMENT SCRUTINY PANEL OF 10 APRIL 2018 

  
There was submitted and approved Minute of Meeting of the Transformation, Economy & 
Employment Scrutiny Panel of 10 April 2018, copies of which had previously been 
circulated. 
 

2. MATTERS ARISING 
 
With regard to Page 2, Paragraph 8, young persons leaving care and moving onto homeless 
accommodation, and in response to a question from Councillor Low, the Depute Chief 
Executive - Place, Neighbourhood & Corporate Assets undertook to liaise with colleagues in 
Housing and Social Work and issue a Technical Note in this regard. 
 
 AGREED ACTIONS 
 

OFFICER  RESPONSIBLE 

Technical Note to be circulated relating to 
young persons leaving care and moving 
onto homeless accommodation. 

Depute Chief Executive – Place, 
Neighbourhood & Corporate Assets. 
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3. PROGRESS AGAINST AGREED ACTIONS  
 
 Consideration was given to Report EPB/130/18/AD by the Depute Chief Executive – 

Education, People & Business, copies of which had previously been circulated, providing the 
Scrutiny Panel with an update on progress against all agreed actions from the Scrutiny Panel 
up to 10 April 2018.  Full details were contained within the Report and a copy of Progress 
Update was attached as Appendix 1. 

 
 Following consideration, the Scrutiny Panel noted the progress to date against agreed actions.  
    
4. WINTER MAINTENANCE  
 
 The Strategic Lead - Roads & Transportation and Corporate Communications Manager 

provided the Panel with a Presentation on the Severe Weather Response.  The Presentation 
covered the following headlines:- 

 
• Policy Position; 
• Roads Operational Measures for Winter; 
• Council Approach to Severe Weather; 
• Severe Weather Event, 27 February – 4 March; 
• Actions During Severe Snow event; 
• Snow Response from other Service Areas; 
• Snow Clearance – Weekend Activities; 
• Facts & Figures; 
• Social Media; and 
• Planning for Winter 18/19 

 
Thereafter, Officers were heard in response to Members’ questions in relation to the 
following comments/questions. 

 
With regard to resources required for the standby rota and in response to a question from 
Councillor Low, the Strategic Lead – Roads & Transportation confirmed that 56 operatives 
were required for standby treatment rota, the majority were road operatives, and the 
additional support was provided from other teams within neighbourhood services. 

  
In response to a question from Councillor Low regarding actions during the severe snow 
event, in particular, relating to ambulance routes being cleared, the Strategic Lead – Roads & 
Transportation provided the Panel with details of the actions undertaken.  She advised that 
individual addresses were obtained from colleagues within Health & Social Care Partnership 
for those patients requiring renal, chemotherapy or other treatments the previous evening. 
Gritting routes were then prioritised to ensure ambulances could access those addresses.    
 
Councillor Ferretti referred to the additional support from farmers, and enquired whether this 
was an ad hoc or existing arrangement.  The Strategic Lead – Roads & Transportation 
advised that this related to both, however during the severe snow event, the Council had the 
opportunity to widen that support. 

 
In response to a question from Councillor Low regarding whether gritting vehicles routinely 
took out snow chains, the Strategic Lead – Neighbourhood Services advised that they would 
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not normally be used.  He further advised that the vehicles were dual purpose and could be 
utilised for routine operations daily and gritting in the evening.  He added that during the 
severe weather snow chains could potentially have been used to winch vehicles, however the 
service would normally use a contractor.  He further advised that the extreme weather 
conditions had never been experienced before, snow chains were not effective for all snow 
conditions, and the fitting and removal of snow chains was time consuming.     

 
The Depute Chief Executive - Place, Neighbourhood & Corporate Assets referred to a 
number of comments received during the severe snow event and highlighted that, from a 
practical point of view, road operatives could not be removed from road gritting 
responsibilities to clear school car parks.    

 
Councillor Low referred to the primary and secondary gritting routes and sought 
confirmation that “secondary routes” included everything else.  The Strategic Lead – Roads 
& Transportation confirmed that this was the case.  Councillor Low commented that it may 
be helpful if this information was made clear to the public. The Depute Chief Executive -
Education, People & Business advised that this was already reflected on the Council’s 
website.  Councillor Murray sought confirmation that all roads would therefore be gritted.  
The Strategic Lead – Roads & Transportation advised that this was the case where the road 
had been adopted by the Council and was accessible.  She added that Primary routes did 
however take precedence.   
 
The Depute Chief Executive - Education, People & Business advised that employees had also 
performed manual hand digging duties for periods of up to 12 hours.  The Depute Chief 
Executive - Place, Neighbourhood & Corporate Assets was also heard in relation to the 
operations undertaken to ensure a safe walking route to Turnbull High School which  
involved employees effectively hand digging a pathway.  

 
Councillor Low referred to the review of gritting routes as part of the planning for winter 
18/19, and enquired whether this was carried out on annual basis.  The Strategic Lead – 
Roads & Transportation confirmed that this was the case and the review also included 
consideration of new developments.  She added that resulting from the amendments to the 
Well Maintained Highways Code of Practice there may be further changes moving forward.       
 
The Team Leader – Roads Network was heard in relation to the amendments to the Code of 
Practice.  He advised that there would be additional categories of road and these would be 
assessed using factors such as, but not limited to, traffic count, routes to schools and incline.  
Councillor Low enquired whether a road would be assessed by scoring.  The Team Leader – 
Roads Network advised that a score would not be applied at this stage.  An extensive piece of 
work would be undertaken to assess whether a road met the criteria. The Council would set 
the criteria in line with legislation and where a road met that criteria it would be included in 
the gritting routes moving forward.  He added that this would include footways.     
 
In response to a question from Councillor Murray regarding whether height would be taken 
into account, the Team Leader – Roads Network confirmed that this category would be taken 
into account.  He referred to the filling of grit bins and advised the Panel that the service had 
identified the need to change the practice this year.  Grit bins located in areas where height 
was a factor were priority.  The Strategic Lead – Roads & Transportation also advised that 
higher primary routes were targeted first. 
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In response to a question from Councillor Low regarding how it could be evidenced that 
particular roads/footways took precedence over another, the Team Leader – Roads Network 
explained that a number of the criteria were vague however following the assessment process 
there would be an evidence base which would explain the reasoning behind the Council’s 
treatment routes.  
 
With regard to the timescale for completing the assessment process, the Team Leader – 
Roads Network advised that it was anticipated that a Report would be submitted to the Place, 
Neighbourhood & Corporate Assets Committee for approval prior to Winter.  He added that 
although a lot of the information was already available in different formats, this would 
require to be coordinated.  The Strategic Lead – Roads & Transportation also advised that 
information relating to the criteria would be shared at an Elected Members Seminar.  With 
regard to sharing the Report with the wider community, and whether it was shared with 
Community Councils, the Strategic Lead – Roads & Transportation advised that the 
treatment routes were determined as part of a technical exercise and could not be dictated, 
however comments were taken onboard.  The Depute Chief Executive – Education, People & 
Business advised that once approved by Committee, the Report could be more widely shared.  
Councillor Murray requested that it made clear that the Report was for information and not 
consultation.  
 
Councillor Ferretti referred to the preparation for winter 18/19 and suggested that the process 
for requesting for grit bins be communicated to communities at this stage.  The Strategic 
Lead – Roads & Transportation advised that a number of request had already been received 
and would be examined during the review process to ascertain whether they could be 
facilitated.  In the interim holding responses had been issued.  In terms of facilitating a 
request to fill a grit bin via social media, the Team Leader – Roads Network advised that the 
Asset Management System was currently used for potholes, the service would look to 
develop the system, however it was not anticipated that this would be in place for this year.  
In response to a further question relating to the stickers for bins, the Strategic Lead – Roads 
& Transportation confirmed that these would be made available. 
 
The Depute Chief Executive – Education, People & Business referred to the level of 
commitment from employees in terms of level of effort throughout the period of the severe 
weather and highlighted that this had been phenomenal across various services.  The Depute 
Chief Executive – Place, Neighbourhood & Corporate Assets echoed the sentiments and 
commented that this also demonstrated a commitment to the Council. 
 
Councillor Low referred to the last period of inclement weather in December and enquired 
whether there had been a different communication strategy adopted during the most recent 
period of severe weather. The Depute Chief Executive – Education, People & Business 
advised that everything in terms of action and communication was the same however during 
the recent period of severe weather Officers had responded directly to social media 
comments.  She added that the key point was one of public perception.  The Strategic Lead – 
Roads & Transportation was heard in relation to the specific challenges faced by all local 
authorities when treating freezing rain conditions in December. 
 
Councillor Low enquired whether there was a national standard on balance of treatment for 
footways and roads.  The Team Leader – Roads Network advised that it was risk assessed 
and East Dunbartonshire were third out of 32 local authorities in terms of the percentage of 
footways treated which was high. 
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Councillor Thornton commented that should there be a repeat of such severe weather, would 
individuals and business owners be encouraged to clear their own pathways.  The Corporate 
Communications Manager advised that it was about getting a balance and where possible 
community support would be encouraged and this could be discussed at Community Winter 
Roadshows.  The Strategic Lead – Roads & Transportation advised that discussions with 
town centre groups were taking place. 
 
The Team Leader – Roads Network highlighted that requests were received from members of 
the public who had cleared their pathways and for them to be gritted and every effort was 
made to accommodate this to show appreciation of their own efforts. 
  
In response to a question from Councillor Low regarding personal injury claims against the 
Council during periods of severe weather, the Team Leader – Roads Network, advised that 
although he received data relating to insurance claims, the data did not drill down into that 
level of detail.  He further advised that this information could be obtained from the Insurance 
Team.  Councillor Low commented that it would be useful to have this information. 
 
 AGREED ACTIONS 
 

OFFICER  RESPONSIBLE 

Ascertain whether any personal injury 
claims against the Council had been 
received following periods of severe 
weather.   

Strategic Lead – Roads & 
Transportation/Chief Finance Officer 

 
 

 

 
  
   
 

Page 9



Page 10



 

AGENDA ITEM NO: 4 

 
AUDIT & RISK 
MANAGEMENT 
COMMITTEE 

 
25 OCTOBER 2018 

 
EPB/242/18/AD 

 
DEPUTE CHIEF EXECUTIVE – EDUCATION, 
PEOPLE & BUSINESS 

 
CONTACT OFFICER: 

 
ANN DAVIE, DEPUTE CHIEF EXECUTIVE - 
EDUCATION, PEOPLE & BUSINESS (0141 578 8070) 

 
SUBJECT TITLE: 

 
OUTSTANDING BUSINESS STATEMENT 

  

 
1.0 PURPOSE 

1.1 The purpose of this Report is to provide Members with an update in relation to progress 
against decisions taken by the Audit & Risk Management Committee. 

2.0  RECOMMENDATIONS    
 

2.1  It is recommended that the Committee: 

a) Notes the updates contained within the Outstanding Business Statement 
attached as Appendix 1; and  

 
b) Notes that actions marked as completed will be removed from the 

Outstanding Business Statement. 
 

 
 

ANN DAVIE 
DEPUTE CHIEF EXECUTIVE 
EDUCATION, PEOPLE & BUSINESS 
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3.0 BACKGROUND/MAIN ISSUES     

3.1 Members will be aware that the Council’s standard Report template recently changed in order 
to make decision making more transparent.  The new template seeks to focus on key 
information such as significant implications and risk.  It also links recommendations to the 
Local Outcome Improvement Plan.   

3.2 To supplement the above, an Outstanding Business Statement is submitted to Council and 
meetings of standing committees.  The purpose of the Outstanding Business Statement is to 
set out decisions made by Council or Committee and report progress against these.  This will 
assist Members to monitor delivery and to generally scrutinise performance.   

3.3 The Outstanding Business Statement for the Audit & Risk Management Committee is 
attached as Appendix 1 and sets out actions agreed at the Audit & Risk Management 
Committee on 30 August 2018, along with outstanding actions from previous Committee 
meetings.  Each entry sets out the agreed action and provides a brief update of progress.  In a 
number of instances, the agreed action has been completed –these actions have been listed to 
assure Members that the decisions of Committee have been fulfilled, however these actions 
will not appear on subsequent versions of the Outstanding Business Statement.  Other 
ongoing actions will remain on the Statement until completion. 

 

4.0 IMPLICATIONS 

 The implications for the Council are as undernoted. 

4.1 Frontline Service to Customers – none 

4.2 Workforce (including any significant resource implications) – none 

4.3 Legal Implications – none 

4.4 Financial Implications – none 

4.5 Procurement – none 

4.6 ICT – none  

4.7 Corporate Assets – none 

4.8 Equalities Implications – none 

 

5.0 MANAGEMENT OF RISK  

5.1 There are no specific risks attached to this Report, however, the Outstanding Business 
Statement will act as a risk control measure by assisting Members in relation to scrutiny and 
will increase transparency and good governance. 

 
 
6.0 IMPACT   

6.1 ECONOMIC DEVELOPMENT – N/A 
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6.2 EMPLOYABILITY – N/A 

6.3 DELIVERING FOR CHILDREN & YOUNG PEOPLE – N/A 

6.4 COMMUNITY SAFETY – N/A 

6.5 HEALTH & SOCIAL CARE – N/A 

6.6 STATUTORY DUTY – N/A 

 

7.0 POLICY CHECKLIST 

7.1 This report has been assessed against the Policy Development Checklist and has been 
classified as being an operational report and not a new policy or change to an existing policy 
document. 

8.0 APPENDICES 

8.1 Appendix 1 – Outstanding Business Statement as at 25 October 2018. 
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NAME OF COMMITTEE:  AUDIT & RISK MANAGEMENT COMMITTEE  

 
OUTSTANDING BUSINESS STATEMENT (OBS) 

 
 
Please note that this statement sets out outstanding decisions of this committee along with an update and estimated completion date.  Actions which are overdue 
are shaded for ease of reference.  Where an update reflects that an action is complete then the Committee’s agreement will be sought to its removal from the OBS. 
 
No 
 

Minute Reference Subject Title Outstanding Action Update Lead Officer 
/Service 

Action due Action 
Expected 

6 24 May 2018 
EPB/108/18/JR 
Agenda Item 6 

Scottish Local 
Government 
Benchmarking 
Framework – 
2016/17 Data 
Publication 

With reference to Page 85, cost of 
maintenance per kilometre of road 
compared with the Scottish Average, 
provide Members with a Technical 
Note when the breakdown of data is 
available.  

Officers are 
gathering 
information and 
once the breakdown 
of the data is 
available, a 
Technical Note will 
be issued. 

Depute Chief 
Executive  
Place, 
Neighbourhood 
& Corporate 
Assets 

September 
2018 

September 
2018 

16. 30 August 2018 
EPB/179/18/PH 
Agenda Item 12 

Transformation 
Programme Update 
2018-2019 

Provide an update on the HSCP 
Transformation Programme 
timescales and finance, and 
programme due dates, as part of the 
Transformation Programme Update 
in the next report to the Policy and 
Resources Committee. 

Update paper to 
Policy & Resources 
Committee on 18 
October 2018 
outlining updates 
being undertaken in 
relation to Audit 
Scotland 
recommendations.  
Future report being 
presented in 
December 2018. 
 

Strategic Lead 
– 
Organisational 
Transformation 

December 
2018 

December 
2018 
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No Minute Reference Subject Title Outstanding Action Update Lead Officer 
/Service 

Action due Action 
Expected 

19. 30 August 2018
EPB/196/18/GM
Agenda Item 13

Scrutiny Panels – 
Agenda Setting 

Make appropriate arrangements to 
ensure that the agreed matters are 
appropriately reflected in the relevant 
Scrutiny Panel Agenda. 

COMPLETED Depute Chief 
Executive – 
Education, 
People & 
Business 

20. 30 August 2018
EPB/190/18/GM
Agenda Item 5

Audit & Risk 
Performance & 
Outputs: April to 
July 2018 Paragraph 
3.9, Betfred 

Submit a report to the next ordinary 
meeting of the Audit and Risk 
Management Committee. 

Report to be 
submitted to 
October Audit & 
Risk Committee. 

COMPLETED 

Chief Finance 
Officer 

October 
2018 

October 2018 

21. 27 September 2018
EPB/222/18/JR
Agenda Item 3

Audit Scotland ISA 
260 Letter & 
Annual Audit 
Report 2017/17 

Submit the Report to next meeting of 
the Council. 

Report being 
remitted to 
November Council. 

COMPLETED 

Chief Finance 
Officer 

November 
2018 

November 
2018 
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AGENDA ITEM NO: 5 

 
AUDIT & RISK MANAGEMENT  
COMMITTEE 

 
25 OCTOBER 2018 

 
CFO/002/18/AM  

 
CHIEF FINANCE OFFICER 

 
CONTACT OFFICER: 

 
JAMIE ROBERTSON, CHIEF FINANCE OFFICER 
0141 574 5651   
 
ALICE MULLEN, PRINCIPAL ACCOUNTANT 
0141 574 5565 

 
SUBJECT TITLE: 

 
ANNUAL REPORT ON LOANS FUND 2017/18 

 
 

 
1.0 PURPOSE 

1.1 The purpose of this report is to present the Annual Report on the Loans Fund for the financial 
year 2017/18.  The report has been prepared in accordance with the CIPFA Code of Practice 
on Treasury Management (the Code) and the CIPFA Prudential Code for Capital Finance in 
Local Authorities (the Prudential Code). 

2.0 RECOMMENDATIONS 

2.1 It is recommended that Committee: 
a) Notes the Annual Report on the Loans Fund; 

 
b) Approves the actual 2017/18 prudential and treasury indicators within this report; and 

 
c) Remittance of this Report to Council, for noting, in compliance with the Financial 

Regulations. 

 
 

JAMIE ROBERTSON 
CHIEF FINANCE OFFICER 
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3.0 BACKGROUND / MAIN ISSUES     

3.1 During 2017/18, the Council complied with all its legislative and regulatory requirements 
regarding administration of cash, investments and borrowings.  

3.2 Debt outstanding at 31st March 2018 totalled, £182.559m, a net increase of £15.013m on the 
previous year. Any limits on maturity profiles, variable interest rates and short term 
borrowing as laid down in the Treasury Management Practices (TMP’s) and Treasury 
Management Strategy (TMS) have been observed. 

3.3 Investments as at 31 March were £18.526m which represented an increase of £8.547m on the 
previous year. 

3.4 During 2017/18, £35.587m of maturing debt was repaid and £50.600m of new loans were 
taken out. This represented a net increase in debt of £15.013m. 

3.5 The average rate of interest on external debt was 4.25% in 2017/18, down from 4.69% in 
2016/17. 

3.6 The Prudential Code requires Councils to set Prudential Indicators (PI’s) for Capital and 
Treasury. A report on the monitoring of PI’s for 2017/18 is included in this report. 

3.7 This report is being presented to the Audit & Risk Management Committee for scrutiny 
purposes prior to consideration at Council. 

3.8 This Council is required by regulations issued under the Local Government in Scotland Act 
2003 to produce an annual treasury management review of activities and the actual prudential 
and treasury indicators for 2017/18. This report meets the requirements of both the CIPFA 
Code of Practice on Treasury Management (the Code) and the CIPFA Prudential Code for 
Capital Finance in Local Authorities (the Prudential Code).  

3.9 During 2017/18 the minimum reporting requirements were that the full Council should 
receive the following reports: 

• an annual treasury strategy in advance of the year (Council EPB/024/17/SA) 

• a mid-year (minimum) treasury update report (Council EPB/263/17/AM) 

• an annual review following the end of the year describing the activity compared to the 
strategy (this report)  

3.10 The regulatory environment places responsibility on members for the review and scrutiny of 
treasury management policy and activities.  This report is therefore important in that respect, 
as it provides details of the outturn position for treasury activities and highlights compliance 
with the Council’s policies previously approved by members.   

3.11 The Council has complied with the requirements under the Code to give prior scrutiny to all 
of the above treasury management reports by the Audit & Risk Management Committee 
before being presented to full Council.   

3.12 Appendix 1 provides a glossary of terms for readers of this report. 

OVERALL TREASURY POSITION AS AT 31 MARCH 2018 
 
3.13 At the end of 2017/18 the Council‘s treasury position (excluding PPP and Finance Leases) was as 

follows: 
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Table 1: Treasury Position 

 
 

31 March 
2017 

31 March 
2018 

Total Debt 167.546 182.559 

CFR 202.603 213.865 

Over/(under) borrowing (35.057) (31.306) 

Total Investments  9.979 18.526 

Net Debt 157.567 164.033 
 
3.14 Appendix 2 provides more detail on the key Prudential and Treasury Indicators for 2017/18 

ANNUAL STRATEGY  

3.15 The expectation for interest rates within the strategy for 2017/18 was that of historically low 
but gently rising PWLB rates during 2017/18. Any Bank Rate increase was tentatively 
pencilled in at Quarter 2 2019.  Variable, or short-term rates, were expected to be the cheaper 
form of borrowing over the period.  Continued uncertainty in the aftermath of the 2008 
financial crisis promoted a cautious approach, whereby investments would continue to be 
dominated by low counterparty risk considerations, resulting in relatively low returns 
compared to borrowing rates.  

3.16 Based on the interest rate projections for 2017/18, the approved strategy was to review 
interest rates and make considered decisions on any borrowing; either for the purpose of 
replacing scheduled debt maturities or in order to further reduce the Council’s under 
borrowing position. The plan was to start to address the under borrowing from 2017/18 
onwards with £5m for 2017/18, £10m for 2018/19 and £5m for 2019/20. Subsequently, due to 
the economic scenario which unfolded during 2017/18, longer term PWLB borrowing 
totalling £11.6m, (5 individual loans), was undertaken at in the latter two quarters of the year, 
when rates were at their most attractive levels. This new borrowing comprised replacement of 
£6.6m of maturing in year long term debt and the planned extra £5m to reduce the Council’s 
under borrowing as per strategy. The Council also took advantage of the very low rates on 
temporary (less than 364 day) loans and thus ended the year with £24m of temporary debt 
compared to £14m at the end of 16/17.  

BORROWING  
 
3.17 The Council’s underlying need to borrow to finance capital expenditure is termed the Capital 

Financing Requirement (CFR). This is the total outstanding capital expenditure which has not 
yet been paid for. The CFR also includes any other long term liabilities such as PPP and 
finance leases. 

Table 2: Capital Financing Requirement 

 31 March 2017 
Actual 

31 March 2018 
Org Estimate 

31 March 2018 
Actual 

CFR General Fund (£m) 258.266 274.867 267.947 

CFR HRA (£m) 31.077   32.688 30.288 

Total CFR 289.343 307.555 298.235 
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3.18 The final CFR for 2017/18 was less than the original estimate for 201718 and this is due to a 

combination of slippage within the Housing Capital Programme and slightly higher than 
expected capital receipts . 

BORROWING RATES  
 
3.19 During 2017/18 the PWLB longer term rates were volatile but with little overall direction, 

whereas shorter term rates were on a rising trend during the second half of the year as 
outlined in the graph shown in Appendix 3.  

BORROWING OUTTURN  
 
3.20 At the beginning of 2017/18 external borrowing totalled £167.546m. At the end of the 

financial year borrowing totalled £182.559m, representing an overall increase of £15.013m.  

3.21 During 2017/18 East Dunbartonshire Council had £20.643m of maturing temporary and 
longer term debt. A total of £10m of temporary debt was replaced within the year. 

3.22 The Council’s original Treasury Management Strategy for 2017/18 stated the agreed approach 
would be to reduce the underborrowing position if market conditions made it prudent and 
affordable to do so. Previous interest rates predictions had suggested that interest rates would 
rise albeit gently, however, they continued to remain on the low side and are currently 
projected to remain there for some time, as highlighted in Appendix 3, thereby reducing the 
immediate pressure to secure additional low cost borrowing. During most of 2017/18 it was 
evident that East Dunbartonshire Council still held significant cash balances and these were 
utilised to internally fund cash flows. As a result of these factors, and although the Council’s 
debt outstanding increased by just over £15m at the year end, the underborrowing position has 
been moderately reduced by approximately £4m on the 16/17 position. This represents an 
effective use of the Council’s internal cash balances and is in line with 2017/18 strategy. 

3.23 Based on the above, this meant that East Dunbartonshire Council was under borrowed by 
£31.306m as at 31 March 2018, representing an overall decrease of £3.751m from the final 
2016/17 position.  

3.24 The 17/18 average interest rate for all EDC loans was 4.25% compared with a figure of 4.69% 
in 2016/17. 

3.25 At the end of the financial year East Dunbartonshire Council’s debt portfolio totalling 
£182.559m was split as follows:- 

• Public Works Loan Board (PWLB)  74.4% 

• Market & Other Loans   12.4% 

• Temporary Borrowing   13.2%   
 

Appendix 2 includes a maturity profile breakdown of this borrowing.  
 
INVESTMENT  

 
3.26 The Bank Rate remained at its historic low of 0.25% until 2 November 2017 when it was duly 

raised to 0.50% and remained at that level for the final quarter of the year. Deposit rates on 
investments continued into the start of 2017/18 at previous depressed levels due, in part, to a large 
tranche of cheap financing being made available under the Term Funding Scheme to the banking 
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sector by the Bank of England; this facility ended on 28.2.18, allowing investment rates to begin to 
pick up again at the end of 2017/18.  

INVESTMENT OUTTURN  
   
3.27 The Council’s investment policy is governed by Scottish Government investment regulations, 

which have been implemented per the annual investment strategy.   This policy sets out the 
approach for choosing investment counterparties, and is based on credit ratings provided by the 
three main credit rating agencies supplemented by additional market data (such as rating outlooks, 
credit default swaps, bank share prices etc.) The investment activity during the year conformed to 
the approved strategy, and the Council had no liquidity difficulties. Table 3 below shows the year 
end cash position which comprised of the following:-                                                                                                  

Table 3:  Reserves, balances and Investments 31 March 2017 
£m 

31 March 2018 
£m 

General Fund Balance (17.551) (17.105) 

Housing Revenue Balance   (3.217) (3.740) 

Capital Fund (6.825) (6.348) 

Other Reserves   (1.075) (0.686) 

Provisions   (3.971) (1.233) 

Total  Reserves Available for Investment (31.639) (29.112) 

Actual Investments as at 31 March (9.979) (18.526) 

Internal Investments (21.660)  (10.586) 
 
3.28 The balance in the Capital Fund is applied in line with approved Council decisions within the 10 

Year Capital Investment Programme. 

3.29 As at 31 March 2017/18 the Council held investments of £18.532m earning an average return of 
0.30%. The details are presented in Table 4.  

Table 4:  Investments held by the Council 31 March 2018 
£m 

Rate 
% 

Instant Access Accounts:-   

Santander 6.000 0.25 

Standard Life MMF 6.000 0.42 

Bank of Scotland 6.500 0.25 

Other  0.260 n/a 

Total Investments 18.526  
 
3.30 Consistent with advice from Treasury Advisors, investments were kept in short term instant access 

deposit accounts. Longer term fixed rate investments were at unattractively low rates when 
compared with instant access accounts, as base rates remained low at 0.25% until November 2017. 
Interest earned during 17/18 was £0.35m a decrease compared with a figure of £0.179m in 
2016/17, and a reflection of the impact of the low Bank Rate throughout most of 17/18. 
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 ECONOMY  

3.31 During the calendar year of 2017, there was a major shift in expectations in financial markets 
in terms of how soon Bank Rate would start on a rising trend. After the UK economy 
surprised on the upside with strong growth in the second half of 2016, growth in 2017 was 
disappointingly weak in the first half of the year which meant that growth was the slowest for 
the first half of any year since 2012. The main reason for this was the sharp increase in 
inflation caused by the devaluation of sterling after the EU referendum, feeding increases into 
the cost of imports into the economy. This caused a reduction in consumer disposable income 
and spending power as inflation exceeded average wage increases. Consequently, the services 
sector of the economy, accounting for around 75% of GDP, saw weak growth as consumers 
responded by cutting back on their expenditure. However, growth did pick up modestly in the 
second half of 2017. Thus market expectations during the autumn rose significantly that the 
MPC would be heading in the direction of imminently raising the Bank Rate. The minutes of 
the MPC meeting of 14 September indicated that The MPC was likely to raise Bank Rate very 
soon. The 2 November MPC quarterly inflation Report meeting duly delivered by raising 
Bank Rate from 0.25% to 0.50%. The 8 February MPC meeting minutes then revealed 
another sharp hardening in MPC warnings on a more imminent and faster pace of increases in 
Bank Rate than had previously been expected. Market expectations for increases in Bank 
Rate, therefore, shifted considerably during the second half of 2017/18 and resulted in 
investment rates from 3-12 months increasing sharply during the spring quarter.  

3.32 PWLB borrowing rates increased correspondingly to the above developments with the shorter 
term rates increasing more sharply than longer term rates. In addition, UK gilts have moved in 
a relatively narrow bank this year, (within 25 basis points for much of the year), compared to 
US treasuries. During the second half of the year, there was a noticeable trend in treasury 
yields being on a rising trend, with the Fed raising rates by 0.25% in June, December and 
March, making six increases in all from the floor. The effect of these three increases was 
greater in shorter terms of around the 5 year mark, rather than longer term yields.   

3.33 The major UK landmark event of the year was the inconclusive result of the general election 
on 8 June. However, this had relatively little impact on financial markets. Sterling, however, 
did suffer a sharp devaluation against most other currencies, although it has recovered about 
half of that fall since then. Brexit negotiations have been a focus of much attention and 
concern during the year but, so far, there has been little significant hold up to making 
progress.  The manufacturing sector has been the bright spot in the economy, seeing stronger 
growth, particularly as a result of increased demand for exports. It has helped that growth in 
the EU, our main trading partner, has improved significantly over the last year. However, the 
manufacturing sector only accounts for around 11% of GDP so expansion in this sector has a 
much more muted effect on the average total GDP growth figure for the UK economy as a 
whole. 

3.34 Growth in the American economy was volatile in 2015 and 2016. 2017 followed that path 
again with quarter 1 at 1.2%, quarter 2 3.1%, quarter 3 3.2% and quarter 4 2.9%. The annual 
rate of GDP growth for 2017 was 2.3%, up from 1.6% in 2016. Unemployment in the US also 
fell to the lowest level for 17 years, reaching 4.1% in October to February, while wage 
inflation pressures, and inflationary pressures in general, have been building. The Fed has 
been the first major western central bank to start on an upswing in rates with six increases 
since the first one in December 2015 to lift the central rate to 1.50 – 1.75% in March 2018. 
There could be a further two or three increases in 2018 as the Fed faces a challenging 
situation with GDP growth trending upwards at a time when the recent Trump fiscal stimulus 
is likely to increase growth further, consequently increasing inflationary pressures in an 
economy which is already operating at near full capacity. In October 2017, the Fed also 
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became the first major western central bank to make a start on unwinding quantitative easing 
by phasing in a gradual reduction in reinvesting maturing debt. 

3.35 Economic growth in the EU, (the UK’s biggest trading partner), was lacklustre for several 
years after the financial crisis despite the ECB eventually cutting its main rate to -0.4% and 
embarking on a massive programme of quantitative easing to stimulate growth. However< 
growth eventually picked up in 2016 and subsequently gathered further momentum to 
produce an overall GDP figure for 2017 of 2.3%. Nevertheless, despite providing this massive 
monetary stimulus, the ECB is still struggling to get inflation up to its 2% target and in 
March, inflation was still only 1.4%. It is, therefore, unlikely to start an upswing in rates until 
possibly towards the end of 2019. 

3.36 In the rest of the world, Japan’s GDP growth has been improving to reach an annual figure of 
2.1% in quarter 4 of 2017. However, it is still struggling to get inflation up to its target of 2% 
despite huge monetary and fiscal stimulus, although inflation has risen in 2018 to reach 1.5% 
in February. It is also making little progress on fundamental reforms of the economy.  
Chinese economic growth has been weakening over successive years, despite repeated rounds 
of central bank stimulus and medium term risks are increasing. Major progress still needs to 
be made to eliminate excess industrial capacity and the stock of unsold property, and to 
address the level of non-performing loans in the banking and credit systems.   

4.0 IMPLICATIONS 

 The implications for the Council are as undernoted. 

4.1 Frontline Service to Customers - None 

4.2 Workforce (including any significant resource implications) - None 

4.3 Legal Implications – None 

4.4 Financial Implications – The Council has complied with the requirements of the CIPFA 
Code of Practice on Treasury Management (the Code) and the CIPFA Prudential Code for 
Capital Finance in Local Authorities (the Prudential Code) in presenting this report. 

4.5 Procurement - None 

4.6 ICT - None 

4.7 Corporate Assets – This report represents the underlying need to borrow against the capital 
programme.  An increasing capital programme and required borrowing is set out in this 
paper.  The prevailing rates paid on this borrowing will have implications for revenue 
budgets.   

4.8 Equalities Implications – None 

4.9 Other 

5.0 MANAGEMENT OF RISK  

The risks and control measures relating to this report are as follows:- 

5.1 This report is itself a risk control measure and a requirement of the CIPFA Code of Practice 
on Treasury Management (the Code) and the CIPFA Prudential Code for Capital Finance in 
Local Authorities (the Prudential Code).  This requirement ensures Member oversight of the 
Treasury Management Activities of the Council and that risk is controlled in this regard.         
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6.0 IMPACT   

6.1 ECOMONIC DEVELOPMENT – Treasury management supports economic development 
through supporting the completion of the Capital Programme. 

6.2 EMPLOYABILITY – As above. 

6.3 DELIVERING FOR CHILDREN & YOUNG PEOPLE - Treasury management supports 
children and young people through supporting the completion of the Capital Programme 
which includes provision in this area. 

6.4 COMMUNITY SAFETY - As above. 

6.5 HEALTH & SOCIAL CARE – As above. 

7.0 POLICY CHECKLIST 

Completed versions of the following are appended to the report:- 

7.1 This report has been assessed against the Policy Development Checklist and has been 
classified as being an operational report and not a new policy or change to an existing policy 
document.  

8.0 APPENDICES  

8.1 Appendix 1 - Treasury Management Glossary of Terms 

8.2 Appendix 2 -  Prudential and Treasury Indicators 

8.3 Appendix 3 - PWLB Interest Rate Movement 2017/18                                               
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APPENDIX 1 

Treasury Management Glossary of Terms 
 
• Annuity  –  method  of  repaying  a  loan  where  the  payment  amount  remains uniform 

throughout the life of the loan, therefore the split varies such that the proportion of the payment 
relating to the principal increases as the amount of interest decreases. 

 
• Authorised Limit – is the maximum borrowing limit and represents the limit beyond which 

external debt is prohibited. 
 
• Capita – are the Council’s Treasury Management advisors who provide advice on borrowing 

strategy, investment strategy, and vetting of investment counterparties, in addition to ad hoc 
guidance throughout the year. This was formerly provided by Sector, prior to that company being 
purchased by Capita. 

 
• CIPFA  –  the  Chartered  Institute  of  Public  Finance  and  Accountancy,  is  the professional 

body for accountants working in Local Government and other public sector organisations, also 
the standard setting organisation for Local Government Finance. 

 
• Counterparty – an institution (e.g. a bank) with whom a borrowing or investment transaction 

is made. 
 
• Credit Default Swap – an agreement that the CDS seller will compensate the buyer in the event 

of a loan default. The buyer of the CDS makes a series of payments (the CDS "fee" or "spread") 
to the seller and, in exchange, receives a payoff if the loan defaults. In the event of default the 
buyer of the CDS receives compensation (usually the face value of the loan), and the seller of the 
CDS takes possession of the defaulted loan. CDS data helps to monitor how the market views 
credit risk of any entity on which a CDS is available, which can be compared to that provided by 
the Credit Rating Agencies.  

 
• Credit Rating – is an opinion on the credit-worthiness of an institution, based on judgements 

about the future status of that institution.   It is based on any information available regarding the 
institution: published results, Shareholders’ reports, reports from trading partners, and also an 
analysis of the environment in which the institution operates (e.g. its home economy, and its 
market sector). The main rating agencies are Fitch, Standard & Poor’s, and Moody’s.  They 
analyse credit worthiness under four headings: 

 
Short Term Rating – the perceived ability of the organisation to meet its obligations in the 
short term, this will be based on measures of liquidity. 
 
Long Term Rating – the ability of the organisation to repay its debts in the long term, based 
on opinions regarding future stability, e.g. its exposure to 
‘risky’ markets. 
 

The rating agencies constantly monitor information received regarding financial institutions, 
and will amend the credit ratings assigned as necessary. 

 
• DMADF and the DMO – The DMADF is the ‘Debt Management Account Deposit Facility’; 

this is highly secure fixed term deposit account with the Debt Management Office (DMO), part 
of Her Majesty’s Treasury. 

 
• Gilts – the name given to bonds issued by the U K Government.  Gilts are issued bearing interest 

at a specified rate, however they are then traded on the markets like shares and their value rises 
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or falls accordingly.  The Yield on a gilt is the interest paid divided by the Market Value of 
that gilt. 

E.g. a 30 year gilt is issued in 1994 at £1, bearing interest of 8%.  In 1999 the market 
value of the gilt is £1.45.  The yield on that gilt is calculated as 8%/1.45 = 5.5%. 

See also PWLB. 
 
• LIBID – The London Inter-Bank Bid Rate, the rate which banks would have to bid to borrow 

funds from other banks for a given period.  The official rate is published by the Bank of England 
at 11am each day based on trades up to that time. 

 
• LIBOR – The London Inter-Bank Offer Rate, the rate at which banks with surplus funds are 

offering to lend them to other banks, again published at 11am each day. 
 
• Liquidity – Relates to the amount of readily available or short term investment money which 

can be used for either day to day or unforeseen expenses. For example Call Accounts allow instant 
daily access to invested funds. 

 
• Maturity – Type of loan where only payments of interest are made during the life of the loan, 

with the total amount of principal falling due at the end of the loan period. 
 
• Money-Market Funds – open-ended mutual fund that invests in short-term debt securities such 

as government bonds and commercial credit notes. Money market funds are widely regarded as 
being as safe as bank deposits yet providing a higher yield. Regulated by government agencies 
these are an important providers of liquidity. 

 
• Operational Boundary – is the expected borrowing position during the year. This is set in line 

with the capital expenditure plans, projected CFR and estimated cashflow requirements. Periods 
where the actual position is either below or above the boundary is acceptable subject to the 
authorised limit not being breached.  

 
• Policy and Strategy Documents – documents required by the CIPFA Code of Practice on 

Treasury Management in Local Authorities.   These set out the framework for treasury 
management operations during the year. 

 
• Public Works Loans Board (PWLB) – a central government agency providing long and 

short term loans to Local Authorities.  Rates are set daily at a margin over the Gilt yield (see 
Gilts above).   Loans may be taken at fixed or variable rates  and  as  Annuity,  Maturity,  or  
EIP  loans  (see  separate  definitions)  over periods of up to fifty years.  Financing is also available 
from the money markets, however because of its nature the PWLB is generally able to offer better 
terms. 

 
• Yield – see Gilts 
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Actual Prudential 
Indicators 

2016/17 
Actual 
£000 
(a) 

2017/18 
Original 
Strategy 

£000 
(b) 

2017/18 
Actual 
£000 
(c) 

 
 2017/18 

Variance 
£000 

(b) – (c) 
 

Prudential Indicator (1) 
Capital expenditure 
• General Fund 
• HRA  
• Total 

 

 
 

58.049 
7.230 
65.279 

 

 
39.841 
10.626 
50.467 

 
38.759 
7.405 
46.164 

 
 

1.082 
3.221 
4.303 

/Prudential Indicator (2) 
Capital Financing 
Requirement: 
• General Fund 
• HRA  
• Total 
 

 
 
 

258.266 
31.077 
289.343 

 
 

 
274.867 
32.688 
307.555 

 
267.947 
30.288 
298.235 

 
 
 

6.92 
2.4 
9.32 

Prudential Indicator (3) 
Ratio of Financing Costs to 
Net Revenue Stream:- 
General Fund 
Housing 
 

 
 

11.38% 
19.5% 

 
 

10.98% 
21.01% 

 
 

10.5% 
17.2% 

 
 
 

0.48 
3.81 

Gross borrowing 279.364 287.555 279.709 7.846 
External debt 167.546  192.147 182.559 9.588 
 
Investments 
• Longer than 1 year 
• Under 1 year 
• Total 
 

 
0.000 
9.979 
9.979 

 
0.00 

20.000 
20.000 

 
0.00 

18.526 
18.526 

 
 

0.00 
1.474 
1.474 

Net borrowing 269.385 267.555 261.183 6.372 
 
Gross borrowing and the CFR - in order to ensure that borrowing levels are prudent over the medium 
term and only for a capital purpose, the Council should ensure that its gross external borrowing does 
not, except in the short term, exceed the total of the capital financing requirement in the preceding year 
(2016/17) plus the estimates of any additional capital financing requirement for the current (2017/18) 
and next two financial years.  This essentially means that the Council is not borrowing to support 
revenue expenditure.  This indicator allows the Council  flexibility to borrow in advance of its 
immediate capital needs in 2017/18.   
 
Actual financing costs as a proportion of net revenue stream - this indicator identifies the trend in 
the cost of capital (borrowing and other long term obligation costs net of investment income) against 
the net revenue stream. 
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Actual Treasury indicators 
Final  

2017/18 

Authorised limit (excl PPP) £215.0m 

Maximum gross borrowing position  £180.5m 

Operational boundary (excl PPP) £205.0m 

Average gross borrowing position  £173.8m 
 
The authorised limit – this Council has kept within the authorised external borrowing limit as shown 
by the table above.   
 
The operational boundary – the operational boundary is the expected borrowing position ( with some 
headroom)  of the Council during the year.  As demonstrated by the table above the Council was well 
within this limit during 2017/18. 
 
Average Gross Borrowing Position – the average of EDC’s borrowing during 2017/18. 
 
Maturity Structure of Debt Portfolio 

 31 March 2017 

Actual 

31 March 2018 

actual 

Under 12 months  £22.610m £32.321m 

12 months and within 24 months £6.299m  £8.014m 

24 months and within 5 years £18.113m £11.045m 

5 years and within 10 years £7.410m £6.490m 

10 years and within 20 years  £35.851m £36.670m 

20 years and within 30 years  £10.845m £10.000m 

Over 30 Years £66.418m £78.019m 

Total Debt £167.546m £182.559m 

 
 

  

Page 28



  
PWLB Interest Rate Movement 2017/18                                              APPENDIX 3 
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2.50

2.75

3.00
PWLB certainty rate variations April 2017 - March 2018

3-Apr-17 29-Mar-18 Average

1 1-1.5 2.5-3 3.5-4 4.5-5 9.5-10 24.5-25 49.5-50
1 month 
variable

3/4/17 0.850% 0.870% 1.000% 1.120% 1.250% 1.930% 2.620% 2.370% 1.100%
29/3/18 1.470% 1.520% 1.670% 1.760% 1.850% 2.230% 2.570% 2.290% 1.090%
High 1.510% 1.600% 1.790% 1.900% 2.010% 2.530% 2.930% 2.640% 1.310%
Low 0.800% 0.820% 0.940% 1.030% 1.140% 1.780% 2.520% 2.250% 1.040%

Average 1.107% 1.143% 1.276% 1.384% 1.503% 2.083% 2.688% 2.415% 1.157%
Spread 0.710% 0.780% 0.850% 0.870% 0.870% 0.750% 0.410% 0.390% 0.270%

High date 21/03/2018 21/03/2018 21/03/2018 21/03/2018 15/02/2018 15/02/2018 15/02/2018 15/02/2018 21/03/2018
Low date 03/05/2017 03/05/2017 30/05/2017 15/06/2017 15/06/2017 15/06/2017 08/09/2017 08/09/2017 04/04/2017

1 Year 5 Year 10 Year 25 Year 50 Year
1/4/17 0.85% 1.25% 1.93% 2.62% 2.37%
31/3/18 1.47% 1.85% 2.23% 2.57% 2.29%

Low 0.80% 1.14% 1.78% 2.52% 2.25%
Date 03/05/2017 15/06/2017 15/06/2017 08/09/2017 08/09/2017
High 1.51% 2.01% 2.53% 2.93% 2.64%
Date 21/03/2018 15/02/2018 15/02/2018 15/02/2018 15/02/2018

Average 1.11% 1.50% 2.08% 2.69% 2.41%
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AGENDA ITEM NO: 6 

 
AUDIT AND RISK 
MANAGEMENT 
COMMITTEE 

 
25 OCTOBER 2018 

 
CFO/001/18/AM 

 
CHIEF FINANCE OFFICER 
 

CONTACT OFFICER: ALICE MULLEN, PRINCIPAL ACCOUNTANT 
0141 574 5651 

 
SUBJECT TITLE: 

 
        TREASURY MANAGEMENT STRATEGY REPORT 

2018/19 
 

1.0 PURPOSE 

1.1. The purpose of this report is to present to Committee, the Treasury Management Strategy 
Statement and Annual Investment Strategy for 2018/19 to 2020/21, Treasury Policy Limits, the 
Councils Prudential and Treasury Management Indicators for the next 3 years, and the List of 
Permitted Investments. 
 

2.0 RECOMMENDATIONS 
 

2.1 It is recommended that Committee approves: 

a) Prudential Indicators and limits for 2018/19 to 2020/21 contained within this report; 

b) Treasury Management Strategy 2018/19 to 2020/21; 

c) Investment Strategy 2018/19; 

d) Revised limits as detailed at 6.2.7      

e) The policy on loans fund repayments as outlined in Section 8:- and 

f) Remittance of this Report to Council, for noting, in compliance with the Financial 
Regulations. 

 
 
 
JAMIE ROBERTSON 
CHIEF FINANCE OFFICER  
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3.0 BACKGROUND/ MAIN ISSUES 

3.1 The Annual Treasury Strategy complies with the CIPFA Code of Practice on Treasury 
Management. This will maintain a cautious but flexible and prudent approach to borrowing, 
loan debt and investment activities within the council. It will also provide for effective 
management of associated risks. Debt rescheduling options will be continually monitored and 
will be given due consideration in terms of the best interests of the Council. 
 

3.2 The Prudential Code was developed by the Chartered Institute of Public Finance and 
Accountancy (CIPFA), as a professional code of practice to support local authorities in taking 
their capital investment decisions. The report highlights the key objectives of the Prudential 
Code, and presents the key indicators of affordability, sustainability and prudence which are to 
be used as a means of demonstrating that these objectives are being fulfilled. 

 
3.3 The report considers capital plans and presents prudential indicators, the Treasury Management 

Strategy, including Treasury Indicators and also the Investment Strategy detailing the 
parameters on how investments are to be managed. 
 

4 TREASURY MANAGEMENT OVERVIEW  
 

4.1 The Council is required to operate a balanced budget, which broadly ensures that cash raised 
during the year will meet cash expenditure. Part of the main 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. 
 

4.2 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.  
 

4.3 CIPFA defines treasury management as:   

“The management of the local authority’s 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.” 

A more detailed explanation of Treasury Management is included within Appendix 1 which 
highlights the Financial Regulations relating to Treasury Management and also details East 
Dunbartonshire Council’s Treasury Management Policy Statement. 
 

4.4 The Council is required to receive and approve, as a minimum, three main reports each year, 
which incorporate a variety of policies, estimates and actuals. These reports are required to be 
adequately scrutinised by committee before being recommended to the Council. This role is 
undertaken by the Audit and Risk Management Committee. The three reports are :- 

(1) Treasury Management Strategy Report (This Report) – The first, and most important report, 
covers: 

- the capital plans (including prudential indicators); 

- the Treasury Management Strategy (how the investments and borrowing are to be 
organised) and including treasury indicators and 
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- an investment strategy (the parameters on how investments are to be managed). 

 (2)  Mid-Year Treasury Management Report – This will update members with the progress of 
the capital position, amending prudential indicators as necessary, and updating on the 
achievement of the approved treasury strategy and whether any policies require revision. 

(3)  Annual Report – This details final actual prudential and treasury indicators and actual 
treasury operations compared to the estimates within the strategy. 

4.5 The strategy for 2018/19 covers two main areas: 
(1)  Capital Issues 

• capital plans and prudential indicators   (5.0 – 5.4) 

(2)  Treasury Management Strategy 

• current treasury position   (6.1) 

• treasury indicators which limit the treasury risk & activities of the Council (6.2 & 6.3) 

• prospects for interest rates (6.4) 

• borrowing strategy  (7.0) 

• policy on Repayment of Loans Fund Advances 2018/19 (8.0) 

• policy on borrowing in advance of need  (9.0) 

• debt rescheduling (9.0) 

• investment strategy (10.0 – 10.7) 

• treasury management prudential indicators  and (11.0 – 11.3) 

• member and officer training  (11.4) 

4.6 These elements cover the requirements of the Local Government in Scotland Act 2003, the 
CIPFA Prudential Code, the CIPFA Treasury Management Code and the Scottish Government 
Investment Regulations. 
 

4.7 A Treasury Management Glossary of Terms is attached in Appendix 2. 
 

5.0 CAPITAL PLANS AND PRUDENTIAL INDICATORS 

 Prudential Indicator 1 - Capital Expenditure Plans 

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

5.1.2 This prudential indicator is a summary of the Council’s capital expenditure plans and forecasts 
are detailed in the Table 1 below.  

 
5.1.3 The projections in Table 1 are based on the current General Fund 10 Year Investment 

Programme with known changes incorporated. The Housing projections are based on the 
current Housing Business Plan model.  
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Table 1: Summary Capital Expenditure 

 
2017/18 
Actual 

£m 

2018/19 
Estimate 

£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

2021/22 
Estimate 

£m 
General 

Fund 38.759 33.630 19.931 13.548 21.433 

Housing 7.405 13.000 16.805 17.372 13.645 

TOTAL 46.164 46.630 36.736 30.920 35.078 

   

5.1.4 Table 2 summarises the capital expenditure plans and how these plans are being financed by 
capital or revenue resources. Any expenditure not funded by resources results in a net financing 
or borrowing need. 

Table 2: Net Capital Financing Need 

The revised estimates, shown in Table 2, present the current projections for both the General 
Services and Housing Capital Programmes. This shows the net financing need  

 Prudential Indicator 2 - The Council’s Borrowing Need (Capital Financing Requirement) 

5.2.1 The second prudential indicator is the Council’s Capital Financing Requirement (CFR).   The 
CFR is simply the total outstanding capital expenditure which has not yet been paid for from 
either revenue or capital resources. It is essentially a measure of the Council’s underlying 
borrowing need. The net capital financing need, as shown in Table 2 above, will impact 
directly on the CFR.  

5.2.2 The CFR includes any other long term liabilities brought onto the balance sheet (i.e. PPP). 
Whilst this increases the CFR, and therefore the Council’s financing requirement, these types 
of schemes include a financing facility and so the Council is not required to separately borrow 
for these schemes. 

 
2017/18 
Actual 
£m 

2018/19 
Estimate 
£m 

2019/20 
Estimate 
£m 

2020/21 
Estimate 
£m 

2021/22 
Estimate 
£m 

Total Expenditure 46.164 46.630 36.736 30.920 35.078 

Financed by:      
Capital Receipts (1.416) (3.830) (4.256) (2.500) (2.500) 

Capital Grants (19.098) (15.766) (12.755) (15.065) (15.562) 
CFCR (4.101) (3.770) (3.634) (3.566) (3.500) 

Contributions (0.000) (0.670) (0.330) (0.330) (0.500) 

Capital Fund (0.042) (4.000) (0.000) (0.000) (0.000) 

Other Funds (0.000) (0.000) (0.000) (0.000) (0.000) 

Net Capital 
Financing need  21.507 18.594 15.761 9.459 13.016 
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Table 3: Capital Financing Requirement 

 

 

 The Use of the Council’s Resources and the Investment Position 

5.3.1 The application of resources (capital receipts, reserves etc.) to either finance capital 
expenditure or other budget decisions to support the revenue budget will have an ongoing 
impact on investments unless resources are supplemented each year from new resources (asset 
sales etc.).  Detailed below are estimates of the year end balances for each resource and 
anticipated day to day cash flow balances. 

Table 4: Year End Resources 

 2017/18 

Actual 

£m 

2018/19 

Estimate 

£m 

2019/20 

Estimate 

£m 

2020/21 

Estimate 

£m 

2021/22 

Estimate 

£m 

GF Balance (17.105) (17.586) (8.965) (7.765) (7.348) 

Housing Revenue Balance (3.740) (3.673) (0.500) (0.500) (0.500) 

Capital Receipts Reserve / 
Capital Fund 

(6.348) (6.077) (11.698) (12.556) (9.970) 

Other (0.686) (0.000) (0.586) (0.172) (0.105) 

Provisions (0.360) (0.637) (0.312) (0.212) (0.250) 

Total Core Funds (28.239) (27.973) (23.361) (21.205) (18.173) 

 

5.3.2 At 31 March 2018, a total of £28.239m of core funds were available. Based on current 
projections a forecast of £27.973m is anticipated at end of March 2019.                       

5.3.3 5.3.3It is assumed that in 2018/19 a minimum core level of funds of approximately £10.000m 
will be available, and the Investment Strategy considers options for investing this for periods 
up to 364 days.  Other surplus balances will be available during the year as a result of daily 

 
2017/18 
Actual 

£m 

2018/19 
Estimate 

£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

2021/22 
Estimate 

£m 

CFR – General Fund 267.947 274.867 273.494 264.585 270.223 

CFR – Housing 30.288 32.688 37.130 42.182 35.572 

Total CFR 298.235 307.555 310.624 306.767 305.795 

Movement in CFR 8.892 9.320 3.069 (3.857) (0.972) 

      

Represented by :-      

Net Financing Need 21.507 18.594 15.761 9.459 13.016 

Principal Repayments  (12.035) (12.047)  
(12.692) 

 
(13.816) 

 
(12.648) 

 
Movement in CFR 9.472 6.547 3.069 (4.357) (0.368) 
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cash flow activity. The core level will be reviewed during the year to reflect the most up to date 
forecasts.  

 Affordability Prudential Indicators 

5.4.1 The previous sections cover the overall capital and control of borrowing Prudential Indicators 
but within this framework prudential indicators are required to assess the affordability of the 
capital investment plans. These provide an indication of the impact of the capital investment 
plans on the Council’s overall finances.  The Council is asked to approve the following 
indicators. 

 Prudential Indicator 3 - Ratio of Financing Costs to net revenue stream  

5.5.1 This indicator identifies the trend in the cost of capital (borrowing and other long term 
obligation costs net of investment income) against the net revenue stream. 

 Table 5:  Ratio of Financing Costs to Net Revenue Stream 

 Actual 

2017/18 

% 

Estimate 

2018/19 

% 

Estimate 

2019/20 

% 

Estimate 

2020/21 

% 

Estimate 

2021/2022 

% 

General Fund 10.5 10.98 11.62 12.49 12.97 

Housing 17.2 21.01 21.61 23.55 23.84 

5.5.2 The General Fund increases from 2017/18 onwards and is  a result of increased borrowing  to 
support the General Fund capital investment programme , against a background of reducing 
General Fund revenue resources anticipated in future years. 

5.5.3 The Housing position reflects an increasing trend aligned to the increased expenditure in 
relation to the Council House new build programme over the next few years. 

 Prudential Indicator 4 - Estimates of the incremental impact of Capital Investment 
decisions on the Council Tax & Rents  

5.6.1 This affordability indicator relates to the impact capital investment decisions have on the 
Council Tax, and in the case of Housing, on Housing Rents. At East Dunbartonshire the 
additional cost of borrowing to fund new capital investment programmes are addressed through 
the revenue budget process.  

6.0 TREASURY MANAGEMENT STRATEGY  

 Current Portfolio position and future years projections 

6.1.1 The capital expenditure plans set out in Section 5 provide details for the service activity of the 
Council. The treasury management function ensures that the Council’s cash is organised in 
accordance with the relevant professional codes, so that sufficient cash is available to meet this 
service activity. This will involve both the organisation of the cash flow and, where the capital 
plans require, the organisation of the appropriate borrowing facilities. The strategy covers the 
relevant treasury/prudential indicators, the current and projected debt positions and the annual 
investment strategy. 

6.1.2 The Council’s actual treasury portfolio at 31 March 2017, with forward projections are 
summarised below.  The table shows the actual external debt against the underlying capital 
borrowing need (the Capital Financing Requirement – CFR), highlighting any over or under 
borrowing. This table also forecasts future levels of investment.  
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Table 6: Current portfolio position and future projections 

 2017/18 

Actual 

2018/19 

Estimate 

2019/20 

Estimate 

2020/21 

Estimate 

2021/22 

Estimate 

External Debt      

Borrowing 1 April 

Expected Change 

Borrowing at 31 March 

 

 

182.559 

182.559 

24.346 

206.905 

206.905 

15.167 

222.072 

222.072 

3.854 

225.926 

225.926 

2.849 

228.775 

Liabilities 

Expected change in Liabilities 

Liabilities at 31 March 

 

 

84.370 

84.370 

(2.371) 

81.999 

81.999 

(2.098) 

79.901 

79.901 

(2.711) 

77.190 

77.190 

(2.393) 

74.797 

Total Gross Debt at 31 March 266.929 288.904 301.973 303.116 303.572 

CFR 298.235 307.555 310.624 306.767   305.795 

Under/(Over)borrowing  31.306 18.651 (8.651) (3.651) (2.223) 

6.1.3 Table 6 shows, a comparison of the total Gross Debt at 31 March to the Capital Financing 
Requirement (CFR) and shows the Council was under borrowed by approximately £31m at the 
end of 2017/18. However it is now anticipated that by the end of 2018/19 the underborrowing 
position will have decreased to £18.7m. This means that, although the Council’s capital 
expenditure can justify a certain level of external borrowing, the Treasury team has delayed 
increasing borrowing to this level and has simply utilised the Council’s own internal resources 
as short term funding. 

6.1.4 Due to the increase in the projected under borrowing position, the plan is to start to address this 
under borrowing from 2018/19 onwards with £10m for 2018/19 and £5m for 2019/20. This 
reduction is incorporated within the figures above and reduces the projected underborrowing. 
However this will be reviewed on an ongoing basis during the year and the decision to proceed 
with the additional borrowing will be based on identifying when the cash is actually required. 
This will be examined within the context of East Dunbartonshire Council’s daily cashflow 
position and will seek to minimize holding costs by identifying the best possible time to 
undertake this. 

 Treasury Indicators : Limits to Borrowing Activity 

6.2.1 Within the treasury prudential indicators there are a number of key indicators to ensure the 
Council operates its activities within well-defined limits. 

6.2.2 For the first of these 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 2017/18 and the following two financial years .  This allows some flexibility for 
limited early borrowing for future years, but ensures that borrowing is not undertaken for 
revenue purposes.  

6.2.3 The Chief Finance Officer reports that the Council complied with this prudential indicator in 
the current year and does not envisage difficulties for the period covered by the strategy.  This 
view takes into account current commitments, existing plans, and the budget proposals for next 
financial year. 
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Treasury Indicator 1 - The Authorised Limit  

6.2.4 This is a key prudential indicator which represents a control on the overall level of external 
debt. This represents a limit beyond which external debt is prohibited, and this limit needs to be 
set or revised by 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.  It provides for a 
level of headroom over and above the operational boundary detailed below, to cope with short 
term unusual cash flow movement. 

6.2.5 This is the statutory limit determined under the Local Government (Scotland) Act 2003. 

 Treasury Indicator 2 - The Operational Limit 

6.2.6 The operational boundary is based on the Council’s estimate of most likely i.e. prudent, 
scenario for external debt.  The operational boundary links directly to the Council’s plans for 
capital expenditure, the CFR, and the estimate for cash flow requirements for the year. 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.  This is a key tool for in-year monitoring. Revised limits are presented in 
Table 7 below.  

Table 7:   Authorised Limit / Operational Boundary  

 2018/19 
Estimate 

£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

2021/22 
Estimate 

£m 

Authorised Limit 300.00 300.00 305.00 320.00 

Operational Boundary 290.00 290.00 300.00 310.00 

 
6.2.7 Appendix 3 shows a graphical representation of the Capital Financing Requirement compared 

to the level of external debt, Authorised Limit and Operational Boundary. This graph shows the 
position net of any PPP Liabilities. 

 The Expected Movement in Interest Rates    

 Table 8: Expected Movement in Interest Rates 2018 - 20  

  
Bank 
Rate 
% 

5yr 
Pwlb 

10yr  
Pwlb 

25yr 
Pwlb 

50yr 
Pwlb 

2018 March 0.50 1.90 2.50 2.80 2.60 
 June 0.75 2.00 2.50 2.90 2.70 
 September 0.75 2.10 2.60 3.00 2.80 
 December 1.00 2.10 2.70 3.10 2.90 
2019 March 1.00 2.20 2.70 3.20 3.00 
 June 1.00 2.30 2.80 3.20 3.00 
 September 1.00 2.30 2.80 3.30 3.10 
 December 1.25 2.40 2.90 3.30 3.10 
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2020 March 1.25 2.40 3.00 3.40 3.20 
 June 1.25 2.50 3.00 3.50 3.30 
 September 1.50 2.50 3.10 3.50 3.30 
 December 1.50 2.60 3.10 3.60 3.40 

6.3.1 The above table provides the current maturity interest rate projections from 2018 to 2020.   

6.3.2 Comparable annuity interest rates would represent a small reduction on the above rates. 
However East Dunbartonshire Council tends to utilise maturity rates and whilst annuity rates 
are slighlty less, they only tend to be use in more specific circumstances such as:- 

• when you have a falling CFR and it is desirable to have an element of debt due for 
repayment each year 

• when interest rates are high but expected to fall as funding the principal repayments 
will potentially be cheaper in the future. 

• in relation to specific schemes with a defined cashflow which you can marry with the 
loan repayments. 

6.3.3 The Monetary Policy Committee, (MPC), delivered a 0.25% increase in Bank Rate at its 
meeting on 2 November 2017. This removed the emergency cut in August 2016 after the EU 
referendum. The MPC also gave forward guidance that they expected to increase Bank rate 
only twice more by 0.25% by 2020 to end at 1.00%. At its February 2018 meeting, there was 
no change in Bank Rate but the forward guidance changed significantly to warn of “earlier, and 
greater than anticipated” rate of increases in Bank Rate compared to their previous forward 
guidance. The Link Asset Services (The Council’s financial advisors) forecast as above 
includes increases in Bank Rate of 0.25% in May and November 2018, November 2019 and 
August 2020. 

6.3.4 The overall longer run trend is for gilt yields and PWLB rates to rise, albeit gently. It has long 
been expected, that at some point, there would be a more protracted move from bonds to 
equities after a historic long-term trend, over about the last 25 years, of falling bond yields. The 
action of central banks since the financial crash of 2008, in implementing substantial 
Quantative Easing, added further impetus to this downward trend in bond yields and rising 
bond prices. Quantative Easing has also directly led to a rise in equity values as investors 
searched for higher returns and took on riskier assets. There was a sharp rise in bond yields 
after the US Presidential election in November 2016 and yields have risen further more 
recently as a result of an agreement to a big increase in the government deficit aimed at 
stimulating economic growth and the Fed taking the lead in reversing monetary policy by 
starting, in October 2017, a policy of not fully reinvesting proceeds from bonds that it holds 
when they mature. We have also seen a sharp selloff in equities and bonds in February 2018 
that has given further impetus to a rise in bond yields.   

6.3.5 Until 2015, monetary policy was focused on providing stimulus to economic growth but has 
since started to refocus on countering the threat of rising inflationary pressures as stronger 
economic growth becomes more firmly established. The Fed has started raising interest rates 
and this trend is expected to continue during 2018 and 2019. These increases will make holding 
US bonds much less attractive and cause their prices to fall, and therefore bond yields to rise. 
Rising bond yields in the US are likely to exert some upward pressure on bond yields in the UK 
and other developed economies. However, the degree of that upward pressure is likely to be 
dampened by how strong or weak the prospects for economic growth and rising inflation are in 
each country, and on the degree of progress towards the reversal of monetary policy away from 
quantitative easing and other credit stimulus measures.  

Page 39



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

6.3.7 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 social developments.  

6.3.8 The overall balance of risks to economic recovery in the UK is probably to the downside, 
particularly with the current level of uncertainty over the final terms of Brexit. Downside risks 
to current forecasts for UK gilt yields and PWLB rates currently include: 

• The Bank of England takes action too quickly over the next three years to raise Bank 
Rate and causes UK economic growth, and increases in inflation, to be weaker than we 
currently anticipate. 

• Geopolitical risks, especially North Korea, but also in Europe and the Middle East, 
which could lead to increasing safe haven flows. 

• A resurgence of the Eurozone sovereign debt crisis, possibly Italy this time, due to its 
high level of government debt, low rate of economic growth and vulnerable banking 
system. 

• Weak capitalisation of some European banks. 

• The result of the October 2017 Austrian general election has now resulted in a strongly 
anti-immigrant coalition government. In addition, the Czech ANO party became the 
largest party in the October 2017 general election on a platform of being strongly 
against EU migrant quotas and refugee policies. Both developments could provide 
major impetus to the other, particularly former Communist bloc countries, to coalesce 
to create a major block to progress on EU integration and centralisation of EU policy. 
This, in turn, could spill over into imacting the Euro, EU financial policy and financial 
markets. 

• Rising protectionism under President Trump. 

• A sharp Chinese downturn and its impact on emerging market countries. 

The potential for upside risks to current forecasts for UK gilt yields and PWLB rates, 
especially for longer term PWLB rates, include:-   

• The Fed causing a sudden shock in financial markets through misjudging the pace and 
strength of increases in its Fed Funds Rate and in the pace and strength of reversal of 
quantitative easing, which then leads to a fundamental reassessment by investors of the 
relative risks of holding bonds, as opposed to equities. This could lead to a major flight 
from bonds to equities and a sharp increase in bond yields in the US, which could then 
spill over into impacting bond yields around the world. 

• The Bank of England is too slow in its pace and strength of increases in Bank Rate and, 
therefore, allows inflation pressures to build up too strongly within the UK economy, 
which then necessitates a later rapid series of increases in Bank Rate faster than we 
currently expect. 
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• UK inflation, whether domestically generated or imported, returning to sustained 
significantly higher levels causing an increase in the inflation premium inherent to gilt 
yields. 

7.0 BORROWING STRATEGY 2018/19 – 2020/21 

 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 by loan debt as 
cash supporting the Council’s reserves, balances and cash flow has been used as a temporary 
funding measure. This has been the Council’s strategy for a number of years as it was felt to be 
prudent due to low investment returns and counterparty risks. Investment returns are likely to 
remain low during 2018/19 but to be on a gently rising trend over the next few years.  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 later times when authorities will not be able to avoid new borrowing to 
finance capital expenditure and/or to refinance maturing debt. There will also remain a cost of 
carry to any new long term borrowing that causes a temporary increase in cash balances as this 
position will, most likely, incur a revenue cost – the difference between borrowing costs and 
investment returns. 

 The treasury team will continue to monitor the advantages and disadvantages of borrowing 
throughout 2018/19, comparing the cost of carrying any new borrowing in terms of annual 
interest charges, with the council’s overall level of under borrowed exposure. PWLB Interest 
rates are currently still relatively low but are predicted to start slowly rising during 2018/19 and 
beyond, so timing of any new borrowing will be important. Advice will be taken from the 
Council’s treasury advisors, Link, on the prudence of any new borrowing undertaken.  

 Based on current projections as presented in Table 6 and as outline in 6.1.4, the plan is to 
proceed with addressing this underborrowing in 2018/19. This however will be examined 
within the context of incurring unnecessary holding costs in relation to increased borrowing 
before the actual cash is required, against the desire to address the underborrowing position at a 
time when the interest rates are low.  

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

 In November 2012, the PWLB introduced the “Certainty Rate on New Borrowing” scheme, 
which in effect means a reduction of 0.20% on standard new loan rates. It is anticipated that the 
Council will continue to take advantage of this new scheme in any 2018/19 borrowing activity.  

 The Chief Finance Officer, under delegated powers, will take the most appropriate form of 
borrowing depending on the prevailing interest rates at the time, taking into account the risks 
shown in the forecast above consistent with the Treasury Management Strategy. 

 The Council’s investments have fallen, mainly due to the level of internal funding of Capital 
projects during 2017/18. New PWLB borrowing has been undertaken to replace maturing 
longer term debt of £6.6m and temporary cash flow borrowing currently totals £19m. Rates on 
short term borrowing remain competitive and the Treasury team will consider temporary 
borrowing rates in 2018/19 as a potential alternative to longer term PWLB borrowings. 

 The PWLB Certainty Rate may continue to have a positive impact on any debt rescheduling 
opportunities in 2018/19, and this area will therefore, continue to be closely monitored.  

 New borrowing will be required in 2018/19 in line with capital investment plans, and 
previously agreed strategy to reduce the current under borrowing position.  Advice will be 
sought as to the most suitable type and period for this borrowing. Borrowing projections are 
shown in table 6 above. 
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8.0 POLICY ON REPAYMENT OF LOANS FUND ADVANCES 2018/19 

 The Local Authority (Capital Finance and Accounting) (Scotland) Regulations 2016 came into effect 
from 1st April 2016. The main changes relate to the annual statutory loans fund repayments 
calculations and applicable repayment period. The Regulations require the Council to approve a 
policy on loans fund repayments. 

 The broad aim of this legislation is to ensure prudent repayment of debt so that each year’s 
repayment is reasonably commensurate with the period and pattern of the defined benefits and 
the  guidance allows for four main repayment options :- 

• Option 1 – Statutory Method – based on proxy asset life with fixed annual principal 
repayments. (transitionary until 2021). 

• Option 2 – Depreciation Method – linked to the depreciation charges. 

• Option 3 – Asset Life Method – linked to the flow of benefits over the asset life. 

• Option 4 – Funding /Income Profile Method – linked to the funding or income streams. 

 The guidance allows for a 5 year transitional period from 31/03/2016 – 31/03/2021 during 
which the current methodology Option 1 can continue to be used. Loans Fund advance up to 31 
March 2016 will continue to be calculated as before using Option 1 but will now reflect a fixed 
annual principal repayment. From 1 April 2016 the Council continued to use the current 
methodology under the transitional arrangement available however this position is now under 
review. 

 Going forward, following consideration of the available options within the statutory guidance it 
is prudent for the Council to reflect on all the available options.  In evaluating the alternative 
options the Council has engaged with Link to establish whether the repayment of the borrowing 
should be aligned to Option 3 – Asset Life Method.  Under this option the repayment of 
borrowing is linked to the benefits from an asset.  This work is ongoing and where any change 
is proposed the Council’s Chief Finance Officer will provide a report to the Audit & Risk 
Management Committee.   

9.0 POLICY ON BORROWING IN ADVANCE OF NEED 

 The Council will not borrow more than, or in advance of, its needs, purely in order to profit from the 
investment of the extra sums borrowed. Any decision to borrow in advance will be within forward 
approved Capital Financing Requirement estimates, and will be considered carefully to ensure that 
value for money can be demonstrated and that the Council can ensure the security of such funds.  
External borrowing is currently well below the CFR, so it is unlikely that this situation could arise.    

10.0 DEBT RESCHEDULING 

 Debt rescheduling opportunities have been limited in the current economic climate and resultant 
structure of interest rates. If, however, PWLB rates increase by an appropriate percentage in the 
years which suit the council’s debt portfolio, then potential lower premium savings may be a 
possibility. Any estimated saving would of course have to be weighed against early redemption 
premiums payable. The treasury team in conjunction with link, the council’s treasury advisors 
will, therefore, closely monitor any restructuring opportunities arising during 2018/19. 

 As short term borrowing rates will continue to be cheaper than longer term fixed interest rates 
there may be potential opportunities to generate savings by switching from longer term debt to 
shorter term debt. However, these savings will also need to be considered in the light of the 
current treasury position and the size of the cost early debt repayment premiums incurred. 
Consideration will also be given to identify if there is any residual potential for making savings 
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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. 

 The reasons for any rescheduling to take place will include:- 

• the generation of cash savings and/or discounted cash flow savings. 

• helping to fulfill the treasury strategy. 

• enhancing the balance of the portfolio e.g. amending the debt maturity profile and/or 
the balance of volatility. 

 Although rescheduling opportunities will continue to be investigated, it is currently anticipated 
that the cost of the premium payable is unlikely to make many options beneficial to the council. 
Any rescheduling of debt will be fully reported to committee at the earliest report date following 
its action. 

11.0 INVESTMENT STRATEGY 2018/19 – 2020/21 

 Investment Strategy 

11.1.1 The Council’s investment strategy has regard to the Local Government Investment (Scotland) 
Regulations (and accompanying finance circular) and the 2011 revised CIPFA Treasury 
Management in Public Services Code of Practice and Cross Sectoral Guidance Notes (the 
“CIPFA TM Code”). The Council’s investment priorities will be security first, liquidity second, 
and then return. 

11.1.2 In accordance with the above, and in order to minimise the risk to investments, the Council has 
below clearly stipulated the minimum acceptable credit quality of counterparties for inclusion 
on the lending list. The creditworthiness methodology used to create the counterparty list fully 
accounts for the rating watches published by all three ratings agencies with a full understanding 
of what the ratings reflect in the eyes of each agency. Using the Link (the Council’s treasury 
advisors) ratings service, banks’ ratings are monitored on a real time basis with knowledge of 
any changes notified electronically as the agencies release modifications. The key ratings used 
to monitor counterparties are the Short Term and Long Term ratings. 

11.1.3 The Council recognises that ratings should not be the sole determinant of the quality of an 
institution and that it is important to continually assess and monitor the financial sector on both 
a micro and macro basis and in relation to the economic and political environments in which 
institutions operate. The assessment will also take account of information that reflects the 
opinion of the markets. To this end the Council will engage with its advisors to maintain a 
monitor on counterparty market activity, such as “Credit Default Swaps” and Sovereign state 
creditworthiness and to overlay that information on top of the credit ratings. This is 
encapsulated within the credit methodology provided by the advisors, Link.  

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

11.1.5 The aim of the strategy is to generate a list of highly creditworthy counterparties which will 
also enable diversification and thus avoidance of concentration risk. 

11.1.6 The intention of the investment strategy is to provide security of investment whilst minimising 
risk. 

11.1.7 Investment instruments identified for use in 2018/19 are listed in Appendix 4. Counterparty 
limits will be as set through Council’s Treasury Management Practices (TMPs) Schedules 
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 Types of Investment and Key Objectives 

11.2.1 The Investment Regulations (Code on the Investment of Money by Local Authorities) requires 
the Council to approve all the types of investments to be used, and to set appropriate limits for 
the amount that can be held in each investment type.  These types of investment are termed 
permitted investments and any investment used which has not been approved as a permitted 
investment will be considered ultra vires.  The permitted investments which will be used in the 
forthcoming year are detailed below. 

 Normal Investment of Surplus Funds – Cash Type Instruments 

11.3.1 This will include surplus funds arising from treasury management activities, which can be 
invested with banks and similar institutions for short or long term periods.  For 2018/19 this 
will include the following: 

• Call account deposit accounts with financial institutions (banks and building societies); 

• Term deposits with financial institutions (banks and building societies) 

• Money Market Funds 

• Deposits with other local authorities or public bodies 

• Deposits with the Debt Management Account Facility ( UK Government) 

11.3.2 The Council’s first key objective is safeguarding the repayment of the principal and interest of 
its investments on time, followed by ensuring adequate liquidity, and finally the actual 
investment return.  Following the economic background detailed earlier, the current investment 
climate has one over-riding risk consideration, that of counterparty security.  As a result of 
these underlying concerns Treasury officers are implementing an operational investment 
strategy which tightens the controls already in place in the approved investment strategy. Fairly 
recent investment rules allow Scottish Local Authorities to invest for periods of up to five 
years, but it is not envisaged that the Council will invest for longer than 364 days for the 
foreseeable future.  Section 5.3 highlighted the anticipated investment potential of the Council 
over the medium term.  It is anticipated that core funds of up to £10m will be available for 
fixed term investment up to 364 days, and the rest will be kept liquid to ensure immediate 
availability. 

 Other Investments 

11.4.1 These may include the following: 

• Loans to third parties, including soft loans. 

• Loans to a local authority company. 

• Shareholdings in a local authority company. 

• Non-local authority shareholdings. 

• Shared Equity. 

11.4.2 Details of the risks, mitigating controls and limits associated with each of these permitted 
categories are shown in Appendix 5. 

11.4.3 The Investment Regulations stipulate that the Council should separately identify the permitted 
investments relating to the Common Good.  This is therefore also detailed in Appendix 4. 

Page 44



 Risks and Controls 

11.5.1 The Council maintains written principles for overall risk management, as well as written 
policies covering specific areas, such as credit risk, interest rate risk, and the investment of 
surplus funds, through Treasury Management Practices (TMPs).  These TMPs are a 
requirement of the Codes and are reviewed on a regular basis. 

11.5.2 Risk Benchmarking – A development in the revised Codes and the Investment Regulations is 
the consideration and approval of security and liquidity benchmarks. Currently, yield 
benchmarks are widely used to assess investment performance.  However, it is now felt that 
separate security and liquidity benchmarks would be beneficial new requirements for reporting 
to Members, even though the application of these is more subjective in nature.  Additional 
background in the approach taken is attached at Appendix 5. 

11.5.3 These benchmarks are simple targets (not limits) and so may be breached from time to time, 
depending on movements in interest rates and counterparty criteria.  The purpose of the 
benchmark is that officers will monitor the current and trend position and amend the 
operational strategy depending on any changes.  Any breach of the benchmarks will be 
reported, with supporting reasons in the Mid-Year or Annual Report. 

11.5.4 Security – The Council’s maximum security risk benchmark for the current portfolio, when 
compared to the historic default tables is shown in Appendix 6 but any  benchmark is an 
average maximum risk of default measure (based on Long Term Rating A-), and would not 
constitute an expectation of loss against a particular investment. 

11.5.5 Liquidity – The Council’s main source of long term borrowing is the Treasury’s Public Works 
Loan Board.  For day to day cash flow requirements, the Council has ready access to 
borrowings from the money markets as required.  The Council is required to set a balanced 
budget annually which should ensure that sufficient funds are raised to cover expenditure.  
There is, therefore, no significant risk that it will be unable to raise finance to meet its 
commitments.  The Council manages its liquidity position through effective cash flow 
management procedures which seek to ensure that cash is available when needed.  In respect of 
this area the Council seeks to maintain: 

• Bank Facility – the Council has no overdraft facility and, therefore must maintain an 
overall credit end of day group balance. 

• Liquid short term deposits of at least £1 m available with a day’s notice. 

• Weighted Average Life benchmark for investments is expected to be 3 months, with a 
maximum of 364 days. 

11.5.6 Yield – Local measures of yield benchmarks are: 

• Investments – Internal returns above the daily market rate available. 

 Investment Counterparty Selection Criteria 

11.6.1 The primary principle governing the Council’s investment criteria is the security of its 
investments, although the yield or return on the investment is also a key consideration.  After 
this main principle the Council will ensure: 

• It maintains a policy covering both the categories of investment types it will invest in, 
criteria for choosing investment counterparties with adequate security, and monitoring 
their security.   

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

11.6.2 Counterparty list – The Chief Finance Officer will maintain a counterparty list in compliance 
with the following criteria and will revise the criteria and submit them to Council for approval 
as necessary. 

• Credit Rating Information – is supplied by Link, the Council’s treasury advisors, on all 
active counterparties that comply with the criteria below.  Any counterparty failing to 
meet the criteria would be omitted from the counterparty list.  Any rating changes, 
rating watches (notification of a likely change), rating outlooks (notification of a 
possible longer term change) are provided to officers almost immediately after they 
occur and this information is considered before dealing.  For instance a negative rating 
watch applying to counterparty at the minimum Council criteria will be suspended 
from use, with all others being reviewed in light of market conditions.  

11.6.3 The criteria for providing a pool of high quality investment counterparties is: 

• Banks 1 – Good Credit Quality – the Council will only use banks which as a 
minimum have at least one of  the following Fitch, Moody’s and Standards and Poor’s 
ratings (where rated), and where the institution is non-UK where the Sovereign has a 
minimum long term rating of AAA from all three rating agencies.  The UK has lost its 
AAA status but UK institutions will continue to be used.  

i. Short Term – F1  

ii. Long Term – A-(A Minus) 

• Banks 2 – Part Nationalised UK bank – Royal Bank of Scotland.  This bank can be 
included if it continues to be part nationalised or it meets the ratings in Bank 1 above. 

• Banks 3 – The Council’s own banker for transactional purposes if the bank falls below 
the above criteria, although in this case balances will be minimised where possible and 
maintained in an instantly accessible call account. 

• Limit 4 - Building Societies  – the Council will use all UK Societies which: 

i. meet the ratings for banks outlined above 

• Limit 5 - UK Government (including gilts and the DMADF) 

• Limit 6 - Money Market Funds – Funds used will be AAA rated. 

• Limit 7 - Local Authorities. 

11.6.4 Investment Counterparty Considerations – Due care will be taken to consider the country, 
group and sector exposure of the Council’s investments.  In part the country selection will be 
chosen by the credit rating of the Sovereign state in Banks 1 above.  In addition: 

• For banks and building societies, as specified in 10.4.3, no more than 25% will be 
placed with any non-UK country at the time of placing the investment.  

• Limits in place above will apply to Group companies 

• Sector limits will be monitored regularly for appropriateness 

11.6.5 Use of additional information other than credit ratings – Additional requirements under the 
Code of Practice now require the Council to supplement credit rating information.  Whilst the 
above criteria relies primarily on the application of credit ratings to provide a pool of 
appropriate counterparties for officers to use, additional operational market information will be 
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applied before making any specific investment decision from the agreed pool of counterparties.  
This additional market information (for example negative rating watches/outlooks) will be 
applied to compare the relative security of differing investment counterparties.  

11.6.6 Time and Monetary Limits applying to Investments – Although Investment Regulations allow 
local authorities to invest for periods greater than 364 days, this is not anticipated for this 
Council during 2018/19, and possibly longer.  For this reason, the time limits have been kept in 
line with current practice.  The time and monetary limits for institutions on the Council’s 
Counterparty List are as follows:  

Table 9: Time and Monetary Limits 

 Fitch  

(or equivalent) 

Money Limit Time Limit 

Banks 1 F1 £ 10m 364 day 

Banks 2 Part Nationalised F1 £ 10m 364 day 

Banks 3 Council’s banker  

(if not Banks 1 & 2) 

- £ 10m 1 day 

Limit 4 UK B.Societies F1 £ 4m 6 months 

Limit 5 UK Government - Unlimited 6 mths 

Limit 6 Money Market Funds  AAA £10m (per fund) 
£30m overall 
limit 

n/a 

Limit 7 Other L.A’s - £5m (per L.A) 364 day 

11.6.7 Although the above time limits are currently being set, it is not anticipated that the Council will 
be investing for more than 364 days over the medium term. 

11.6.8 Members are asked to approve the limits for Banks and Building Societies as detailed in 
Table 9 above. 

 Economic Investment Considerations 

11.7.1 Economic forecasting remains difficult with so many external influences weighing on the UK 
and thus Bank Rate forecasts and also 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 returns are likely to remain low 
during 2018/19 but be on a gently rising trend over the next few years. 

11.7.2 In 2015/16 and 16/17 the Council had been advised by Link that longer fixed term deposits 
(although only up to 364 days) had become a viable investment tool once more and the 
Treasury team were able to place several fixed term deposits at more attractive rates than the 
instant access or callable accounts they had been restricted to following the banking crisis. 
However, rates on fixed term deposit accounts were reduced during 2017/18 in reaction to the 
decrease in Bank Rate, and there was no benefit in longer term investments. Investment returns 
should rise along with the predicted bank rate increases and, therefore, the Treasury team will 
consider the benefits of any potential additional yield from longer term (but still only up to 364 
days) deposits with suitable counterparties during 2018/19. 
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11.7.3 The criteria for choosing counterparties set out above provide a sound approach to investment 
in “normal” market circumstances. Until the treasury markets fully return to pre-recession 
conditions and counterparty ratings improve, the Council will continue to exercise extreme 
caution in all treasury activity. Whilst Members are asked to approve this base criteria above, 
under any exceptional market conditions the Chief Finance Officer may temporarily restrict 
further investment activity to those counterparties considered of higher credit quality than the 
minimum criteria set out for approval.  These restrictions will remain in place until normal 
conditions return and similarly the time periods for investments will be restricted.  

11.7.4 Examples of any restrictions would be the greater use of the Debt Management Deposit 
Account Facility (DMADF – a Government body which accepts local authority deposits), 
Money Market Funds, guaranteed deposit facilities and strongly rated institutions offered 
support by the UK Government.  Credit criteria have been amended to reflect these facilities. 

 Sensitivity to Interest Rate Movements 

11.8.1 The Council is currently required to disclose the impact of risks on the Council’s treasury 
management activity within its Annual Accounts.  Whilst most of the risks facing the treasury 
management service are addressed elsewhere in this report (credit risk, liquidity risk, market 
risk, maturity profile risk) the impact of interest rate risk is discussed but not quantified.   

11.8.2 The Council is exposed to interest rate changes on borrowings and investments. Movements in 
interest rates influence interest payable on borrowings and interest receivable on investments.  
The Council has a number of strategies for managing interest rate risk.  For example, Treasury 
Prudential Indicators provide maximum and minimum limits for fixed and variable interest rate 
exposure.  More details on this are provided in section 9. 

11.8.3 The table below highlights the estimated impact of a 1% increase/decrease in all interest rates 
to the estimated treasury management investment income for next year. The figures are based 
on full year projections. That element of the debt and investment portfolios which are of a 
longer term, fixed interest rate nature will not be affected by interest rate changes. A core 
potential level of investment funds of between £10m to £15m has been estimated for 2018/19 
and, therefore, a mid-point of £12.5m has been used in the example shown in Table 10. 

Table 10: Impact of 1% Increase/Decrease in interest rates linked to Investments 

 2018/19  Estimate 

Investment Income £125,000 

 

 

 Monitoring of Investment Counterparties 

Counterparty credit rating is monitored regularly. The Council receives rating information 
(changes, rating watches, outlooks) from Link as ratings change, and counterparties are 
checked promptly.  Ratings may be downgraded when an investment has been made but a 
minor downgrading should not affect the full receipt of principal and interest.  

12.0 TREASURY MANAGEMENT PRUDENTIAL INDICATORS 

 There are four further treasury activity limits (previously prudential indicators) to contain 
treasury activity within certain limits, thereby managing risk and reducing the impact of an 
adverse movement in interest rates.  However, if these are set to be too restrictive they will 
impair the opportunities to reduce costs/improve performance.  The indicators are: 
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• 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 – Similar to the previous indicator this 
covers a maximum limit on fixed interest rates. 

• Maturity structures of borrowing – gross limits are set to reduce exposure to large fixed-
rate sums falling due for refinancing, and are required for upper/lower limits.   

• Total principal funds invested for greater than 364 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. 

 The activity limits are detailed in the table below. 

Table 11 Activity Limits 

 2018/19 2019/20 2020/21 

Interest Rate Exposures 

 Upper Upper Upper 

Limits on fixed interest rates: 

• Debt only  

• Investments only 

 

95% 

100% 

 

95% 

100% 

 

95% 

100% 

Limits on variable int. rates: 

• Debt only  

• Investments only 

 

25% 

50% 

 

25% 

50% 

 

25% 

50% 
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Table 11 (Cont) Activity Limits 

Maturity Structures  2015/16:- 

Fixed Rate Borrowing Lower Upper 

Under 12 months 0% 20% 

12 months to 2 years 0% 40% 

2 years to 5 years 0% 60% 

5 years to 10 years 0% 80% 

10 years and above 50% 100% 

Variable Rate Borrowing Lower Upper 

Under 12 months 0% 25% 

12 months to 2 years 0% 25% 

2 years to 5 years 0% 25% 

5 years to 10 years 0% 25% 

10 years and above 0% 25% 

Maximum principal sums invested > 364 days 

Currently – Principal sums invested > 364 
days 

£0m £0m £0m 

 Member and Officer Training 

12.3.1 The increased Member consideration of treasury management matters and the need to ensure 
officers dealing with treasury management are trained and kept up-to-date requires a suitable 
training process for Members and officers.  This Council has addressed this important issue by:  

• To date, running two Members training sessions on Treasury Management. 

• Planning further training options for officers. 

• Regular contact with Link Asset Services. 

• Attendance at Link workshops and seminars 

• CIPFA Treasury Management Forum. 

 Policy on the use of External Service Providers 

12.4.1 The Council uses Link Asset Services as its external treasury management advisors. 

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

12.4.3 It also recognises that there is value in employing external providers of treasury management 
services in order to acquire access to specialist skills and resources. The Council will ensure 

Page 50



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. 

12.4.4 The current Treasury Management Advisors contract terminated in May 2016 and was 
retendered. Link (formerly Capita) were successful in being awarded the contract for a further 3 
year term. 

13.0 IMPLICATIONS 

 The implications for the Council are as undernoted. 

 Frontline Service to Customers-  None 

 Workforce (including any significant resource implications)- None 

 Legal Implications – This report discharges our requirements in relation to Treasury 
Management Practices. 

 Financial Implications – This report discharges our requirements in relation to Treasury 
Management Practices. 

 Procurement - None 

 ICT - None 

 Corporate Assets- None 

 Equalities Implications – None  

 Other 

14.0 MANAGEMENT OF RISK 

The risks and control measures relating to this report are as follows:- 

 Ensuring effective Scrutiny of service performance and driving improvement in service 
delivery 

 Ensuring we are continuing to meet our statutory obligations in regards to performance 
reporting and Best Value 

15.0 IMPACT  

 ECONOMIC DEVELOPMENT – As above. 

 EMPLOYABILITY - As above. 

 DELIVERING FOR CHILDREN & YOUNG PEOPLE – As above. 

 COMMUNITY SAFETY - As above. 

 HEALTH & SOCIAL CARE - As above. 
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16.0 POLICY CHECKLIST 

 This report has been assessed against the Policy Development Checklist and has been classified 
as being an operational report and not a new policy or change to an existing policy document.  

17.0 APPENDICES  

 Appendix 1: Treasury Management Glossary of Terms 

 Appendix 2: External Debt vs CFR and Boundaries 

 Appendix 3: Council & Common Good Permitted Investments, Associated Controls & Limits 

 Appendix 4: Security, Liquidity and Yield Benchmarking 
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Appendix 1 

 
Treasury Management Glossary of Terms 
 
Affordable Capital Expenditure Limit – The amount that the Council can afford to allocate to 
capital expenditure in accordance with the requirements of the Local Government Scotland Act 2003 
and supporting regulations. 
 
Authorised Limit for External Debt – This is the limit for total Council external debt as set by the 
Council based on debt levels and plans. 
 
Annuity  –  Method  of  repaying  a  loan  where  the  payment  amount  remains uniform throughout 
the life of the loan, therefore the split varies such that the proportion of the payment relating to the 
principal increases as the amount of interest decreases. 
 
Bank of England – The central bank for the UK with ultimate responsibility for setting interest rates 
(which it does through the Monetary Policy or “MPC”). 
 
Bank Rate – The interest rate for the UK as set each month by the MPC (previously referred to as the 
“Base Rate) 
 
Link – are the Council’s Treasury Management advisors who provide advice on borrowing strategy, 
investment strategy, and vetting of investment counterparties, in addition to ad hoc guidance 
throughout the year. This was formerly provided by Capita, prior to that company being purchased by 
Link. 
 
Capital Expenditure – expenditure on or for the creation of fixed assets that meets the definition of 
Capital Expenditure under the accounting rules as set out in the Code of Practice on Local Authority 
Accounting in the United Kingdom and for which the Council are able to borrow. 
 
Capital Financing Requirement (CFR) – is the Prudential Indicator that generally represents the 
underlying need to borrow for capital expenditure (including PPP schemes). 
 
CIPFA  –  The  Chartered  Institute  of  Public  Finance  and  Accountancy,  is  the professional body 
for accountants working in Local Government and other public sector organisations, also the standard 
setting organisation for Local Government Finance. 
 
Counterparty – an institution (e.g. a bank) with whom a borrowing or investment transaction is 
made. 
 
Consumer Prices Index (CPI) is a means of measuring inflation (as is Retail Prices Index RPI). The 
CPI includes many items of normal household expenditure but excludes some items such as mortgage 
interest payments and Council Tax). 
 
Credit Default Swap – an agreement that the CDS seller will compensate the buyer in the event of a 
loan default. The buyer of the CDS makes a series of payments (the CDS "fee" or "spread") to the 
seller and, in exchange, receives a payoff if the loan defaults. In the event of default the buyer of the 
CDS receives compensation (usually the face value of the loan), and the seller of the CDS takes 
possession of the defaulted loan. CDS data helps to monitor how the market views credit risk of any 
entity on which a CDS is available, which can be compared to that provided by the Credit Rating 
Agencies.  
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Credit Rating – is an opinion on the credit-worthiness of an institution, based on judgements about 
the future status of that institution.   It is based on any information available regarding the institution: 
published results, Shareholders’ reports, reports from trading partners, and also an analysis of the 
environment in which the institution operates (e.g. its home economy, and its market sector). The 
main rating agencies are Fitch, Standard & Poor’s, and Moody’s.  They analyse credit worthiness 
under four headings: 
 

• Short Term Rating – the perceived ability of the organisation to meet its obligations in the 
short term, this will be based on measures of liquidity. 
 

• Long Term Rating – the ability of the organisation to repay its debts in the long term, based 
on opinions regarding future stability, e.g. its exposure to‘risky’ markets. 
 

• Individual/Financial Strength Rating – a measure of an institution’s soundness on a stand-
alone basis based on its structure, past performance and credit profile. 
 

• Legal Support Rating – a view of the likelihood, in the case of a financial institution failing, 
that its obligations would be met, in whole or part, by its shareholders, central bank, or national 
government. 

 
The rating agencies constantly monitor information received regarding financial institutions, and 
will amend the credit ratings assigned as necessary. 
 
DMADF and the DMO – The DMADF is the ‘Debt Management Account Deposit Facility’; this is 
highly secure fixed term deposit account with the Debt Management Office (DMO), part of Her 
Majesty’s Treasury. 
 
European Central Bank (ECB) – This is the central bank for the Eurozone and is the equivalent of 
the Bank of England. The ECB set the interest rates for the Eurozone. 
 
Federal Reserve this is the central bank for the US and is the equivalent of the Bank of England. 
 
Gilts – The name given to bonds issued by the U K Government.  Gilts are issued bearing interest at 
a specified rate, however they are then traded on the markets like shares and their value rises or falls 
accordingly.  The Yield on a gilt is the interest paid divided by the Market Value of that gilt. 
E.g. a 30 year gilt is issued in 1994 at £1, bearing interest of 8%.  In 1999 the market value of 
the gilt is £1.45.  The yield on that gilt is calculated as 8%/1.45 = 5.5%. 
See also PWLB. 
 
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 Council’s may 
invest funds. The Local Government Investments (Scotland) Regulations 2010 came into effect on 1st 
April 2010. 
 
LIBID – The London Inter-Bank Bid Rate, the rate which banks would have to bid to borrow funds 
from other banks for a given period.  The official rate is published by the Bank of England at 11am 
each day based on trades up to that time. 
 
LIBOR – The London Inter-Bank Offer Rate, the rate at which banks with surplus funds are offering 
to lend them to other banks, again published at 11am each day. 
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Liquidity – Relates to the amount of readily available or short term investment money which can 
be used for either day to day or unforeseen expenses. For example Call Accounts allow instant daily 
access to invested funds. 
 
Maturity – Type of loan where only payments of interest are made during the life of the loan, with 
the total amount of principal falling due at the end of the loan period. 
 
Money-Market Funds – Open-ended mutual fund that invests in short-term debt securities such as 
government bonds and commercial credit notes. Money market funds are widely regarded as being as 
safe as bank deposits yet providing a higher yield. Regulated by government agencies these are an 
important providers of liquidity. 
 
MPC - or Monetary Policy Committee of the Bank of England that meets each month to 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.  
 
Operational Boundary – This is the level of debt set by the Council, which is lower than the 
Authorised Limit and which the Council debt levels should not normally exceed during normal 
operations. 
 
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. 
 
Prudential Indicators – Indicators set out in the Prudential Code that will help Council’s to meet 
requirements in relation to borrowing limits or which will helps Council’s demonstrate affordability 
and prudence with regard to their prudential capital expenditure. 
 
Policy and Strategy Documents – Documents required by the CIPFA Code of Practice on Treasury 
Management in Local Authorities.   These set out the framework for treasury management operations 
during the year. 
 
Public Works Loans Board (PWLB) – A central government agency providing long and short 
term loans to Local Authorities.  Rates are set twice a day at a margin over the Gilt yield (see 
Gilts above).   Loans may be taken at fixed or variable rates  and  as  Annuity,  Maturity,  or  EIP  
loans  (see  separate  definitions)  over periods of up to fifty years.  Financing is also available from 
the money markets, however because of its nature the PWLB is generally able to offer better terms. 
 
Shared Equity – The Shared Equity Scheme is a Scottish Government initiative which aims to help 
people on low to moderate income to purchase a property. The individual(s) owns the property 
outright, but the interests of the Council are protected by way of a standard security in the property. 
 
Yield – see Gilts 
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                APPENDIX 3 
 

Council and Common Good Permitted Investments, Associated Controls and Limits 
 

Type of Investment Treasury 
Risks 

Mitigating 
Controls 

Council 
Limits 

Common 
Good 
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 

£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. 

£5m 
Maximum 
364 days 

Unlikely 
given 
available 
resources  

3. Money Market Funds (MMFs) 

(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 are Constant Net Asset Value 
(CNAV), and the fund has a “AAA” 
rated status from either Fitch, Moody’s 
or Standard & Poors. 

£10m 
Per fund 

£0.5m 
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4. 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 1-3 
above. There is no risk to value with these 
types of investment, liquidity is high and 
investments can be returned at short notice. 

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

As shown in 
the 
counterparty 
selection 
criteria in 
report. 

£0.5m 

5. 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 1-3 
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 & Poors.   
On day to day investment dealing with 
this criteria will be further strengthened 
by the use of additional market 
intelligence. 

As shown in 
the 
counterparty 
selection 
criteria in 
report. 

£0.5m 

Other Investments 

6. 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 

Each third party loan requires formal 
approval and each application is 
supported by the service rational behind 
the loan and the likelihood of partial or 
full default.  This is not a significant 
area for the Council currently. 

£0.25m 
Maximum 
25 years 

Not 
relevant 
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7. 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. 

Loans to a local authority company 
would require Member approval and 
each application would be supported by 
the service rational behind the loan and 
the likelihood of partial or full default.  

£0.5m 
Maximum 
25 years 

Not 
relevant 

8. Shareholdings in a local 
authority company 

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

Each 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. 

£0.25m Not 
relevant 

9. 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 investments will 
require separate Member approval and 
each application will be supported by 
the service rational behind the 
investment and the likelihood of loss. 
Common Good shareholdings are 
externally managed with changes being 
approved by the Head of Finance and 
ICT. 

£0.1m £0.7m 

10. Shared Equity (Affordable 
Homes) 

Low risk only potential risk is if there is 
significant drop in the value of the property. 
However Shared Equity element relates to 
purchase price NOT market value. 
 

Standard Security limited to between 0 
& 49% of the property price. 

Per 
Committee 
approval 
Maximum 
19 yrs 

Not 
relevant 

 
Use of External Fund Managers 
 

It is the Council’s policy not to use external fund managers for its own investments.  However, they are used for a significant part of the Common 
Good Fund (Talbot Crosbie Bequest).  Prior to the Investment Regulations, the Common Good Fund investments were not considered part of the 
Council’s Investment Strategy, and no account was given to involving the Fund Managers in this.   
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         APPENDIX 4 
 
Security, Liquidity and Yield Benchmarking 
 
Benchmarking and Monitoring Security, Liquidity and Yield in the Investment Service – A 
proposed development for Member reporting is the consideration and approval of security and 
liquidity benchmarks. 
 
These benchmarks are targets and so may be breached from time to time.  Any breach will be 
reported, with supporting reasons in the Annual Treasury Report. 
 
Yield – These benchmarks are currently widely used to assess investment performance.  Local 
measures of yield benchmarks are: 
 

• Investments – Internal returns above the daily market rate available. 
 
Security and liquidity benchmarks are already intrinsic to the approved treasury strategy through the 
counterparty selection criteria and some of the prudential indicators.  However they have not 
previously been separately and explicitly set out for Member consideration.  Proposed benchmarks 
for the cash type investments are below and these will form the basis of future reporting in this area.  
In the other investment categories appropriate benchmarks will be used where available. 
 
Liquidity – This is defined as “having adequate, though not excessive cash resources, borrowing 
arrangements, overdrafts or standby facilities to enable it at all times to have the level of funds 
available to it which are necessary for the achievement of its business/service objectives” (CIPFA 
Treasury Management Code of Practice).  In respect of this area the Council seeks to maintain: 
 

• Agreed Bank flexible facility ( agreed as part of the new bank contract)  
• Liquid short term deposits of at least £1m available with a day’s notice. 

 
The availability of liquidity and the term risk in the investment portfolio can be benchmarked by the 
monitoring of the Weighted Average Life (WAL) of the portfolio – shorter WAL would generally 
embody less risk.  In this respect the proposed benchmark is to be used: 
  

• WAL benchmark is expected to be 0.5 years, with a maximum of 2.5 years. 
 
Security of the investments – In context of benchmarking, assessing security is a much more 
subjective area to assess.  Security is currently evidenced by the application of minimum credit 
quality criteria to investment counterparties, primarily through the use of credit ratings supplied by 
the three main credit rating agencies (Fitch, Moody’s and Standard and Poors).   
 
Whilst this approach embodies security considerations, benchmarking levels of risk is more 
problematic.  One method to benchmark security risk is to assess the historic level of default against 
the minimum criteria used in the Council’s investment strategy. 
 
The latest default table below shows average defaults for differing periods of investment grade 
products for each Fitch/Moody’s/Standard and Poor’s long term rating category based on over 30 
years of data.  
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Long Term 
Rating 

<1 year 1 - 2 years 2 - 3 years 3 - 4 years 4 - 5 years 

AA 0.02% 0.04% 0.10% 0.18% 0.25% 
A- 0.06% 0.16% 0.29% 0.44% 0.62% 
BBB 0.17% 0.47% 0.81% 1.23% 1.65% 
Council 0.000% 0.000% 0.000% 0.000% 0.000% 

The Council’s minimum long term rating criteria is currently “A-”, meaning the average expectation 
of default for a one year investment in a counterparty with an “A-” long term rating would be 0.06% 
of the total investment. This is only an average – any specific counterparty loss is likely to be higher 
– but these figures do act as a proxy benchmark for risk across the portfolio.

These benchmarks as specified in 10.3.3 of the main report are embodied in the criteria for selecting 
cash investment counterparties and these will be monitored and reported to Members. EDC currently 
holds liquid investments which are in overnight call accounts or Money Market Funds but maintains 
the option to place longer term fixed rate investments in the 3 month to 364 day periods. This would 
still mean that due to the relatively short term nature of deposits there would be a minimal risk of 
default.  
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AGENDA ITEM NO: 7 

AUDIT & RISK 
MANAGEMENT 
COMMITTEE 

 25 OCTOBER 2018 

CFO/003/18/GM CHIEF FINANCE OFFICER 

CONTACT OFFICER: GILLIAN MCCONNACHIE, AUDIT AND RISK 
MANAGER (0141 574 5642) 

SUBJECT TITLE: AUDIT & RISK PERFORMANCE & OUTPUTS : 
AUGUST 2018 

1.0 PURPOSE 

1.1 The purpose of this Report is to advise the Committee of the progress against the agreed 
2018/19 Audit & Risk Plan (the Plan).  This is the second performance monitoring report of 
2018/19, covering the month to the end of August 2018.  The report also includes 
consideration of the outputs finalised during the period. 

2.0 RECOMMENDATIONS    

2.1 It is recommended that the Committee: 

a) Consider the contents of this Report; and
b) Notes that further performance monitoring reports will be presented to

future meetings of the Committee.

JAMIE ROBERTSON 
CHIEF FINANCE OFFICER 
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3.0 BACKGROUND/MAIN ISSUES     

3.1 In the month of August 2018, the Audit and Risk Team have finalised and reported on the six 
areas as shown in Table 1.  

3.2 Good progress is being made against the 2018/19 plan, with 17 outputs completed.  This 
represents 49% completion of the 35 outputs planned for the year.  In delivering these outputs 
39% of the resources have now been allocated in the Plan as at 42% through the year.  An 
additional seven outputs are in progress.  In short; more work has been completed in less time 
than anticipated and with fewer resources applied.  This is a good position and allows the 
Internal Audit team to reinvest resources and add value in excess of that anticipated in the 
original plan.  

3.3 No material issues have been identified which would impact on the ability of the team to 
deliver the plan or to provide an opinion at the year end at this stage.  

Table 1 – Analysis of Audit and Risk Outputs in August 2018 

Audit Area and Title  Issues  High  Medium  Low  
Noted Risk Risk  Risk       

System     
      

12 Key Payment Controls 12 1 9 2 

13 Pupil Equity Fund 3 1 2 - 

Consultancy1     
      

14 Controls at Mugdock - - - - 

15 91 Main Street, Lennoxtown  –  See separate agenda item for full details of risks identified 

16 Property Maintenance Procurement Practices 5 2 3 - 

Performance     

17 Local Government Benchmarking Framework 4 - 2 2 

1 Consultancy Notes may not classify ises in terms of High / Medium / Low risk, due to the limited scope of these assignments. The 
Controls at Mugdock assignment involved providing advice but without the creation of a formal action plan. 

 
3.4 In relation to the period since the last monitoring report, Auditors highlight the following 

summary positions to elected members. 

3.5 System Audits Concluded in the Reporting Period  
 
Key Payment Controls - Following an issue in Dundee City Council (DCC) where a serious 
fraud was carried out by an employee and DCC was exposed to the risk of substantial 
financial loss, the Chief Finance Officer of this Council requested a Key Payments Controls 
Audit. Auditors can conclude that the key controls in the payments system are generally 
reasonable but should be subject to further improvement actions to further enhance assurances 
within the area.  Auditors identified twelve areas of risk, of which one was classified as High 
risk, nine as Medium risk and two as low risk. These were accepted by management, with the 
exception of one of these which was rejected due to management advising that the previous 
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Servitor (job costing system) invoice process is now being replaced with iProc and so the 
issue raised by auditors will no longer be relevant. A High risk issue was noted relating to the 
absence of a system audit trail and the resulting lack of a system report detailing changes in 
supplier data (included at Appendix 3).  This should be introduced as a matter of priority to 
track changes to supplier standing data.  
 
Pupil Equity Fund (PEF) -  Auditors performed a systems audit on the area of Pupil Equity 
Funding, which was new ring fenced funding in 2017/18. The Council received nearly £1.6m 
of PEF in 2017/18. Auditors found that the system is generally well administered, meeting the 
requirements of the Scottish Government in terms of allocation of funding to individual 
Schools with Improvement Planning and Self Evaluation being key areas of focus.  However, 
some weaknesses were identified where further action could help to strengthen the control 
environment, thereby enhancing assurances within the area. Three risks were identified by 
auditors – two Medium risk issues relating to the planning of carried forward amounts and 
adherence to Procurement procedures were raised and one High risk issue was raised relating 
to inconsistencies in the classification of staff as being funded by PEF (detail provided at 
Appendix 4). 

3.6 Consultancy Notes Issued in the Reporting Period 

Property Maintenance Procurement Practices – This review was requested by the Depute 
Chief Executive – Education, People & Business.  This followed the issue an internal 
memorandum to the Council’s Chief Finance Officer outlining a number of concerns 
surrounding procurement practices within Property Maintenance.  
 
Concerns were raised in respect of payments being made to non-contracted suppliers and 
delays surrounding the commissioning of a new neighbourhood services framework. Auditors 
noted deficiencies in the Council’s contract management policies and procedures.  Auditors 
note that it is important that lessons are learned from the issues surrounding management and 
monitoring arrangements to reduce the risk of similar issues occurring in the future or within 
other Council services.  
 
Auditors have prepared an action plan as an appendix to this report, summarising the main 
issues, of which two were classified as High risk and three as Medium.  The High risk issues 
identified relating to Contract Monitoring and Non Contracted Spend are included at 
Appendix 2. The Medium risk issues relate to Training and Awareness, greater clarity 
required for Roles and Responsibilities, and retention of Supporting Documentation. 

Controls at Mugdock - The Team Leader at Mugdock Park requested that the Internal Audit 
team provide assistance in establishing strong financial controls around income collection and 
banking for the new visitor centre and shop.  Whilst the Internal Audit team has already been 
maintaining a watching brief on the development of arrangements in this area, additional 
sources of income led to the Team Leader seeking further assurances that existing controls 
were sufficient or if added controls were required. Auditors proposed enhanced controls 
around income, including key security, reconciliations and procedures for counting cash. 
These proposals were accepted by the Team Leader and it is expected that the revised controls 
would provide enhanced assurance over the various sources of additional cash income at the 
Park. 

91 Main Street, Lennoxtown – The full report is presented as a separate agenda item. 
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3.8 Performance Audit Work Completed in the Reporting Period 

 
Local Government Benchmarking Framework (LGBF) - The audit reviewed a sample of 
LGBF performance indicators, which are submitted annually to the Improvement Service to 
allow benchmarking across Scottish Councils. Auditors can conclude that the controls 
governing the management of the Council’s LGBF draft return collation are reasonable. A 
minor adjustment was made relating to premises liable for refuse collection as and reflected in 
the Council’s final submission. No material errors were noted during the course of the audit. 
However, some weaknesses in the processes of collating the performance indicators were 
identified which require attention in order to further enhance assurances within the area, with 
two of these weaknesses classified as Medium risk and two as Low risk. This issues have all 
been accepted by management, with actions agreed to address the issues. 
 

3.9 PSIAS Disclosure – Please note that the Chief Internal Auditor currently has operational 
responsibility for oversight of the collation and submission of Local Benchmarking 
Framework Indicators. Per the Public Sector Internal Audit Standards the Chief Internal 
Auditor cannot therefore be deemed organisationally independent for the purposes of this 
assignment and the above assurances are presented with this caveat.  However, the same 
process has been applied to this review as to any other internal audit assignment. 

4.0 IMPLICATIONS 

 The implications for the Council are as undernoted. 

4.1 Frontline Service to Customers - None. 

4.2 Workforce (including any significant resource implications) – None. 

4.3 Legal Implications – Legal risks are presented in the body of internal audit reports with 
reference to relevant legislation where appropriate. 

4.4 Financial Implications – Internal Audit reports are presented to improve financial controls 
and aid the safeguarding of the physical and intangible assets of the Council. 

4.5 Procurement – Contract management risks and corresponding management actions have 
been highlighted to management in the Procurement Practices consultancy note. 

4.6 ICT – As above, where applicable, these are referenced in the body of internal audit reports 
with associated management actions for improvement. 

4.7 Corporate Assets – As above, where applicable, these are referenced in the body of internal 
audit reports with associated management actions for improvement. 

4.8 Equalities Implications – As above, where applicable these are referenced in the body of 
internal audit reports with associated management actions for improvement. 

4.9 Other - As above, where applicable these are referenced in the body of internal audit reports 
with associated management actions for improvement. 

5.0 MANAGEMENT OF RISK   

The risks and control measures relating to this report are as follows:- 

5.1 Risks are highlighted to management in Action Plans appended to audit reports.  
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6.0 IMPACT   

6.1 ECONOMIC DEVELOPMENT – No impact. 

6.2 EMPLOYABILITY - No impact. 

6.3 DELIVERING FOR CHILDREN & YOUNG PEOPLE – No impact. 

6.4 COMMUNITY SAFETY - No impact. 

6.5 HEALTH & SOCIAL CARE - No impact. 

7.0 POLICY CHECKLIST 

This report has been assessed against the Policy Development Checklist and has been 
classified as being an operational report and not a new policy or change to an existing policy 
document.  

8.0 APPENDICES  

8.1 Appendix 1 – Summary of Audit Progress against Plan to August 2018 

8.2 Appendix 2 – Extract of High Risk Issues from Procurement Practices Action Plan 

8.3 Appendix 3 – Extract of High Risk Issue from Key Payment Controls Action Plan 

8.4 Appendix 4 – Extract of High Risk Issue from Pupil Equity Funding Audit Action Plan 

Page 69



Page 70



Appendix 1 – Summary of Audit Time and Outputs Year to 31st August 2018 
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Appendix 2 – Extract of High Risk Issues from Procurement Practices Action Plan 
 

Ref Issue Recommendation Management Response & 
Allocated Officer 

Target 
Date 

1 

Contract Monitoring 

The review highlighted 
deficiencies in the 
Council’s contract 
management processes. 
The Service were not in 
possession of key 
documents to enable 
effective monitoring to 
take place.  

 

The meetings held 
between Council and 
Contractor were not 
recorded as formal 
meeting minutes with 
associated action plans. 

 

High Risk 

 

 

Management should review the 
current contract management and 
monitoring arrangements in place.  

 

A lesson learned exercise should 
be performed addressing any of 
the issues raised within the 
consultancy note.  

 

A designated officer within the 
Services to be tasked with 
contract management 
responsibilities.  

 

Management should ensure that 
sufficient staff resources are 
earmarked for the performance of 
such duties.  

Accepted 

Corporate Procurement Response: 

Update – Since completion of the Audit, a Council Contract Management system approach is 
being aligned to the Scotland Excel Local Authority Contract Management Pilot recently 
complete. EDC capturing within the Procurement Governance approach. 

EDC Contracts are now being advertised on PCS-T, which facilitates a contract management 
system to support milestones, actions, escalations, reporting, meeting details, etc .  This will 
provide a standardised approach to contract management as contracts are awarded and 
transferred in to the system Contract Management module for action. 

Key personnel within Property have been trained on the use of this system. The Procurement 
Strategy & Governance approach supports the actions taken to date. 

Responsible Officer: Corporate Procurement Manager 

Assets and Facilities Response: 

A full refresh of all framework agreements is ongoing with a number of contracts awarded 
across a variety of trades. Property Maintenance have worked closely with colleagues in 
Procurement to prepare, issue and award these contracts and all PM staff involved in the 
instruction of works have been issued with copies of the contract documentation and advised 
of the terms relating to the operation of these agreements to ensure works are procured in line 
with the terms of each framework. The Property Maintenance Manager is responsible for 
ensuring all works issued by PM staff are procured in line with contractual agreements. 

Responsible Officer: Property Maintenance Manager 

 

31 Mar 19 
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Ref Issue Recommendation Management Response & 
Allocated Officer 

Target 
Date 

2 

Non Contracted 
Spend  

The review 
highlighted a number 
of instances whereby 
spends were being 
incurred against both 
expired contracts and 
suppliers who were not 
awarded a place on the 
current framework.  

Two instances were 
noted of retrospective 
purchase orders being 
raised, after the work 
had been completed. 

Auditors did not view 
any evidence that any 
procurement breaches 
were being reported in 
line with the Council’s 
Contract Standing 
Orders.  

High Risk 

Management should ensure 
that any previous historic 
arrangements are scheduled for 
inclusion within the Council’s 
Procurement Wave Plan. 

Contract Monitoring processes 
should be reviewed to ensure 
that the Council have the 
requisite assurance mechanism 
in place to identify the use of 
non-contracted spends and 
retrospective Purchase Orders.  

The PM Service should ensure 
that the appropriate 
procurement procedures and 
processes are adhered to 
within the Team.  

Escalation and breach 
procedures should be reviewed 
to ensure than issues are duly 
communicated with the 
relevant Strategic Leads.  

Accepted 

Corporate Procurement Response: 

A revised Contract Wave Plan is in place and managed by the Corporate Procurement 
Team, an earlier version was in place at time of the audit.  The Procurement Strategy 
& Governance approach supports this.  

Review to Contract Standing Orders will further clarify the Breach process and the 
relevant escalations within the Procurement Governance approach.  

The Procurement Strategy and Governance approach was implemented September 
2017, training continues to be rolled out.  Quarterly reporting and monthly escalations 
will capture a revised approach to Breach reporting. 

Ongoing implementation and training for new employees will further support the 
relevant activities. 

Responsible Officer: Corporate Procurement Manager 

Assets and Facilities Response: 

A number of frameworks have been renewed in late 2017/early 2018, with those 
outstanding due to be completed in mid to late 2018. Property Maintenance staff have 
worked closely with Procurement to detail the requirements for each framework and 
staff are fully briefed on what works can be procured under each of the new 
frameworks in addition to those parties awarded the contracts and contract values. 

Responsible Officer: Property Maintenance Manager 

31 Mar 19 
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Appendix 3 – Extract of High Risk Issue from Key Payment Controls Action Plan 

Issue Risk and Recommendation Management Response & 
Allocated Officer 

Target 
Date 

Audit Trail 

There is no audit trail in Oracle to record the name 
of an individual making changes to supplier data.  
No System Report is therefore run for changes to 
supplier data. Furthermore, an individual in ICT 
has unrestricted access to iProc.   

High 

Without an audit trail there would be no 
means of determining who had made a 
supplier data change in the event of an 
unauthorised change being identified.  

Recommendation - Auditors recommend 
Management introduce audit logs as a matter 
of urgency and monitor these at least 
monthly. 

Management should also consider whether 
any restriction in the ICT access would be 
possible or appropriate. 

Accepted 

ICT will engage with support partner to 
commission the development of an 
affordable supplier bank account record 
audit log and reporting capability. 
Development, testing and full 
implementation estimated to be 
completed by 31st October 2018. 

Consideration has been given to 
restricting access further however this 
would prevent ICT from effectively 
maintaining the iProc System. 

Responsible Officer:  ICT Team Leader, 
Development Lead 

31 Oct 18 
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 Appendix 4 - Extract of High Risk Issue from Pupil Equity Funding Audit Action Plan 

Issue Risk and Recommendation Management Response & 
Allocated Officer 

Target 
Date 

A discrepancy was noted within Employee 
Services records, where a member of staff 
recorded as PEF did not match that recorded by 
the School, Resource Planning and Finance. 

A further two discrepancies were found where 
two PEF employees could not be located on the 
Employee Services PEF report. 

High 

A permanent employee could have their pay stopped 
in error or an employee funded via PEF could 
continue to be paid after their contract ends. 

EDC also risks being unable to justify the funding 
received and potentially have to repay funds if there 
is a lack of clarity over how the funds have been 
spent in order to raise attainment. 

Recommendation 

Reconciliations between HR and establishment PEF 
staffing records should be carried out. 

A review of all coding for PEF funded will 
take place with the appropriate system flags 
in place to enable accurate and seamless 
reporting where required. 

A monthly report will be automated to 
enable validation within School support. 

Responsible Officer:  Finance & HR 
Business Partner 

30 Nov 18 
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AGENDA ITEM NO: 8 

AUDIT & RISK MANAGEMENT 
COMMITTEE 

25 OCTOBER 2018 

CFO/005/18/JR CHIEF FINANCE OFFICER  

CONTACT OFFICER: JAMIE ROBERTSON, CHIEF FINANCE OFFICER 
(0141 574  5651) 

SUBJECT TITLE: SCRUTINY PANELS – AGENDA SETTING 

1.0 PURPOSE 

1.1. The purpose of this report is to request that the Audit & Risk Management Committee 
confirms which specific matters, whether from reports considered at this meeting or from the 
Scrutiny Topics attached at Appendix 1, should be referred to the next Scrutiny Panels for 
further consideration. 

2.0 RECOMMENDATIONS   

2.1. It is recommended that the Committee: 

a) Agree matters to be referred to the next scheduled Scrutiny Panels for
detailed scrutiny; and

b) Requests that the Chief Finance Officer makes appropriate arrangements to
ensure that the agreed matters are appropriately reflected in the relevant
Scrutiny Panel Agenda.

JAMIE ROBERTSON 
CHIEF FINANCE OFFICER 
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3.0 BACKGROUND/MAIN ISSUES 

3.1. In accordance with the Council’s established Governance & Scrutiny processes the Audit & 
Risk Management Committee is required to identify matters for further scrutiny through its 
two Scrutiny Panels. 

3.2. Having considered the reports on this Agenda and the list of previously identified Scrutiny 
Topics attached as Appendix 1, Members are invited to identify and agree what matters they 
would wish to be referred to the next scheduled Scrutiny Panels for consideration. 

3.3. In accordance with the agreed cycle of meetings, dates and times of the next Scrutiny Panels 
are as follows: 

Panel Date Time 

Transformation, Economy & 
Employment 

Tuesday 6 November 2018 10.00am 

Transformation & Community 
Wellbeing 

Tuesday 6 November 2018 1.00pm 

 
3.4. Should Members require additional input into the identification of potential areas for future 

scrutiny the Council’s Chief Finance Officer will provide support which may include, for 
example, enhancing the content of this standing report to provide additional context or 
direction as Members see fit. 

4.0 IMPLICATIONS 

 The implications for the Council are as undernoted. 

4.1. Frontline Service to Customers – Effective scrutiny helps secure improved performance and 
accountability to customers. 

4.2. Workforce (including any significant resource implications) – None. 

4.3. Legal Implications – None. 

4.4. Financial Implications – 

4.5. Procurement – None. 

4.6. ICT – None. 

4.7. Corporate Assets – None. 

4.8. Equalities Implications – None. 

4.9. Other – None. 

5.0 MANAGEMENT OF RISK 

The risks and control measures relating to this report are as follows:- 

5.1. None 
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6.0 IMPACT   

6.1. ECONOMIC DEVELOPMENT – None 

6.2. EMPLOYABILITY – None 
 

6.3. DELIVERING FOR CHILDREN & YOUNG PEOPLE – Effective scrutiny helps secure 
and improve service delivery for all citizens and stakeholders. 

6.4. COMMUNITY SAFETY - Effective scrutiny helps secure and improve service delivery for 
all citizens and stakeholders. 

6.5. HEALTH & SOCIAL CARE – Effective scrutiny helps secure and improve service delivery 
for all citizens and stakeholders. 

7.0 POLICY CHECKLIST 

7.1. This report has been assessed against the Policy Development Checklist and has been 
classified as being an operational report and not a new policy or change to an existing policy 
document.  
 

8.0 APPENDICES  

8.1 Appendix 1 – Scrutiny Topics. 
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SCRUTINY TOPICS 

 
The table below lists issues which have been identified by Audit & Risk Management Committee as potential scrutiny topics, and includes an update 
of any planned activity against these topics. 

 
Date of 
A&RM 
Committee 
 

Topic / Service Area 
Agreed for Scrutiny 

Date & Panel to Undertake Scrutiny On-going/planned activities, 
where applicable 

LOIP 
Outcome 

Transformation 
Programme 
Alignment  

31.08.17 
 
 

Scrutiny of Self Directed 
Support 

12.09.17 Transformation & Community 
Wellbeing 
 

None 6  

31.08.17 
 

Scrutiny of the Call Centre 
Performance 

12.09.17 Transformation, Economy & 
Employment 

Consider all points raised by 
the Panel in relation to the 
operation of the Contact Centre 
and reflect within Report to 
Council in November 2017. 
 

1 Customer & Shared 
Services Review 

      

12.10.17 
 

Scrutiny of Pupil Equity 
Fund 

24.10.17 Transformation & Community 
Wellbeing 
 

None 3  

12.10.17 
 

Scrutiny of Universal 
Credit 

24.10.17 Transformation, Economy & 
Employment 
 

None 1  

      

23.11.17 Scrutiny of Education 
Attainment 

05.12.17 Transformation, & Community 
Wellbeing 
 

None 3  

23.11.17 Scrutiny of Corporate 
Fraud 

05.12.17 Transformation, Economy & 
Employment 
 
 
 

None N/A  
 
 

APPENDIX 1 
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Date of 
A&RM 
Committee 
 

Topic / Service Area 
Agreed for Scrutiny 

Date & Panel to Undertake Scrutiny On-going/planned activities, 
where applicable 

LOIP 
Outcome 

Transformation 
Programme 
Alignment  

      

08.02.18 Scrutiny of long term 
housing voids and the 
impact on tenant behaviour 
/ management 
  

06.03.18 Transformation & Community 
Wellbeing  
 
Scrutiny Panel to be reconvened 
10.04.18 
 

None   

08.02.18 Scrutiny of Call Centre 
Performance (Update) 
 

06.03.18 Transformation, Economy & 
Employment 

None   

      

29.03.18 
 

Scrutiny of long term 
housing voids and the 
impact on tenant behaviour 
/ management 
  

10.04.18 Transformation & Community 
Wellbeing  
 
Scrutiny Panel reconvened from 
08.02.18 
 

None   

29.03.18 
 

Scrutiny of Kinship Care 
System – Action Plan 
 

10.04.18 Transformation, Economy & 
Employment 

None   

24.05.18 Scrutiny of Social Work 
Commissioning – Follow –
up and Self Directed 
Support 
 

05.06.18 Transformation & Community 
Wellbeing 

None   

24.05.18 Scrutiny of Winter 
Maintenance 
 

05.06.18 Transformation, Economy & 
Employment  
 
 
 
 
 

None   
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Date of 
A&RM 
Committee 

Topic / Service Area 
Agreed for Scrutiny 

Date & Panel to Undertake Scrutiny On-going/planned activities, 
where applicable 

LOIP 
Outcome 

Transformation 
Programme 
Alignment  

30.08.18 Psychological Services – 
Diagnosis & Referral 
Process 

11.09.18 Transformation & Community 
Wellbeing  

None 

30.08.18 Introduction of Hub 
System 

11.09.18 Transformation, Economy 
Employment 

None 

LIST OF PREVIOUSLY AGREED POSSIBLE SCRUTINY TOPICS:  

Date of 
A&RM 
Committee 

Topic / Service Area Agreed for Future Scrutiny 

08.02.18 Public Entertainment Licences 
30.08.18 Temporary Accommodation for Homeless Households – Housing First 
30.08.18 HSCP Transformation and Budget Setting Page 83
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	2.0
	3.0
	3.1
	3.2
	3.3
	“The management of the local authority’s 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 wit...
	A more detailed explanation of Treasury Management is included within Appendix 1 which highlights the Financial Regulations relating to Treasury Management and also details East Dunbartonshire Council’s Treasury Management Policy Statement.
	(1) Treasury Management Strategy Report (This Report) – The first, and most important report, covers:
	- the capital plans (including prudential indicators);
	- the Treasury Management Strategy (how the investments and borrowing are to be organised) and including treasury indicators and
	- an investment strategy (the parameters on how investments are to be managed).
	(2)  Mid-Year Treasury Management Report – This will update members with the progress of the capital position, amending prudential indicators as necessary, and updating on the achievement of the approved treasury strategy and whether any policies req...
	(3)  Annual Report – This details final actual prudential and treasury indicators and actual treasury operations compared to the estimates within the strategy.
	(1)  Capital Issues
	 capital plans and prudential indicators   (5.0 – 5.4)
	(2)  Treasury Management Strategy
	 current treasury position   (6.1)
	 treasury indicators which limit the treasury risk & activities of the Council (6.2 & 6.3)
	 prospects for interest rates (6.4)
	 borrowing strategy  (7.0)
	 policy on Repayment of Loans Fund Advances 2018/19 (8.0)
	 policy on borrowing in advance of need  (9.0)
	 debt rescheduling (9.0)
	 investment strategy (10.0 – 10.7)
	 treasury management prudential indicators  and (11.0 – 11.3)
	 member and officer training  (11.4)
	5.0 Ucapital PLANS AND prudential indicators
	5.1 Prudential Indicator 1 - Capital Expenditure Plans
	5.1.1 The Council’s capital expenditure plans are the key driver of treasury management activity. The outputs of the capital expenditure plans are reflected in the prudential indicators, which are designed to assist Members’ overview and confirm capit...
	5.1.2 This prudential indicator is a summary of the Council’s capital expenditure plans and forecasts are detailed in the Table 1 below.
	5.1.3 The projections in Table 1 are based on the current General Fund 10 Year Investment Programme with known changes incorporated. The Housing projections are based on the current Housing Business Plan model.
	Table 1: Summary Capital Expenditure
	5.1.4 Table 2 summarises the capital expenditure plans and how these plans are being financed by capital or revenue resources. Any expenditure not funded by resources results in a net financing or borrowing need.
	Table 2: Net Capital Financing Need
	The revised estimates, shown in Table 2, present the current projections for both the General Services and Housing Capital Programmes. This shows the net financing need
	5.2 Prudential Indicator 2 - The Council’s Borrowing Need (Capital Financing Requirement)
	5.2.1 The second prudential indicator is the Council’s Capital Financing Requirement (CFR).   The CFR is simply the total outstanding capital expenditure which has not yet been paid for from either revenue or capital resources. It is essentially a mea...
	5.2.2 The CFR includes any other long term liabilities brought onto the balance sheet (i.e. PPP). Whilst this increases the CFR, and therefore the Council’s financing requirement, these types of schemes include a financing facility and so the Council ...
	5.3  The Use of the Council’s Resources and the Investment Position
	5.3.1 The application of resources (capital receipts, reserves etc.) to either finance capital expenditure or other budget decisions to support the revenue budget will have an ongoing impact on investments unless resources are supplemented each year f...
	Table 4: Year End Resources
	5.3.2  At 31 March 2018, a total of £28.239m of core funds were available. Based on current projections a forecast of £27.973m is anticipated at end of March 2019.
	5.3.3 5.3.3 It is assumed that in 2018/19 a minimum core level of funds of approximately £10.000m will be available, and the Investment Strategy considers options for investing this for periods up to 364 days.  Other surplus balances will be available...
	5.4  Affordability Prudential Indicators
	5.4.1  The previous sections cover the overall capital and control of borrowing Prudential Indicators but within this framework prudential indicators are required to assess the affordability of the capital investment plans. These provide an indication...
	5.5  Prudential Indicator 3 - Ratio of Financing Costs to net revenue stream
	5.5.1  This indicator identifies the trend in the cost of capital (borrowing and other long term obligation costs net of investment income) against the net revenue stream.
	Table 5:  Ratio of Financing Costs to Net Revenue Stream
	5.5.2  The General Fund increases from 2017/18 onwards and is  a result of increased borrowing  to support the General Fund capital investment programme , against a background of reducing General Fund revenue resources anticipated in future years.
	5.5.3 The Housing position reflects an increasing trend aligned to the increased  expenditure in relation to the Council House new build programme over the next few years.
	5.6  Prudential Indicator 4 - Estimates of the incremental impact of Capital Investment decisions on the Council Tax & Rents
	5.6.1  This affordability indicator relates to the impact capital investment decisions have on the Council Tax, and in the case of Housing, on Housing Rents. At East Dunbartonshire the additional cost of borrowing to fund new capital investment progra...
	6.0 UTREASURY MANAGEMENT STRATEGY
	6.1   Current Portfolio position and future years projections
	6.1.1 The capital expenditure plans set out in Section 5 provide details for the service activity of the Council. The treasury management function ensures that the Council’s cash is organised in accordance with the relevant professional codes, so that...
	6.1.2 The Council’s actual treasury portfolio at 31 March 2017, with forward projections are summarised below.  The table shows the actual external debt against the underlying capital borrowing need (the Capital Financing Requirement – CFR), highlight...
	Table 6: Current portfolio position and future projections
	6.1.3 Table 6 shows, a comparison of the total Gross Debt at 31 March to the Capital Financing Requirement (CFR) and shows the Council was under borrowed by approximately £31m at the end of 2017/18. However it is now anticipated that by the end of 201...
	6.1.4 Due to the increase in the projected under borrowing position, the plan is to start to address this under borrowing from 2018/19 onwards with £10m for 2018/19 and £5m for 2019/20. This reduction is incorporated within the figures above and reduc...
	6.2 Treasury Indicators : Limits to Borrowing Activity
	6.2.1   Within the treasury prudential indicators there are a number of key indicators to ensure the Council operates its activities within well-defined limits.
	6.2.2 For the first of these 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 2017/18 and the following two financial yea...
	6.2.3 The Chief Finance Officer reports that the Council complied with this prudential indicator in the current year and does not envisage difficulties for the period covered by the strategy.  This view takes into account current commitments, existing...
	Treasury Indicator 1 - The Authorised Limit
	6.2.4 This is a key prudential indicator which represents a control on the overall level of external debt. This represents a limit beyond which external debt is prohibited, and this limit needs to be set or revised by full Council.  It reflects the le...
	6.2.5 This is the statutory limit determined under the Local Government (Scotland) Act 2003.
	Treasury Indicator 2 - The Operational Limit
	6.2.6 The operational boundary is based on the Council’s estimate of most likely i.e. prudent, scenario for external debt.  The operational boundary links directly to the Council’s plans for capital expenditure, the CFR, and the estimate for cash flow...
	Table 7:   Authorised Limit / Operational Boundary
	6.2.7 Appendix 3 shows a graphical representation of the Capital Financing Requirement compared to the level of external debt, Authorised Limit and Operational Boundary. This graph shows the position net of any PPP Liabilities.
	6.3 The Expected Movement in Interest Rates
	Table 8: Expected Movement in Interest Rates 2018 - 20
	6.3.1  The above table provides the current maturity interest rate projections from 2018 to 2020.
	6.3.2 Comparable annuity interest rates would represent a small reduction on the above rates. However East Dunbartonshire Council tends to utilise maturity rates and whilst annuity rates are slighlty less, they only tend to be use in more specific cir...
	6.3.3 The Monetary Policy Committee, (MPC), delivered a 0.25% increase in Bank Rate at its meeting on 2 November 2017. This removed the emergency cut in August 2016 after the EU referendum. The MPC also gave forward guidance that they expected to incr...
	6.3.4 The overall longer run trend is for gilt yields and PWLB rates to rise, albeit gently. It has long been expected, that at some point, there would be a more protracted move from bonds to equities after a historic long-term trend, over about the l...
	6.3.5 Until 2015, monetary policy was focused on providing stimulus to economic growth but has since started to refocus on countering the threat of rising inflationary pressures as stronger economic growth becomes more firmly established. The Fed has ...
	6.3.6 From time to time, gilt yields, and therefore, PWLB rates, can be subject to exceptional levels of volatility due to geopolitical issues, sovereign debt crises, emerging market developments and sharp changes in investor sentiment. Such volatilit...
	6.3.7 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 financia...
	6.3.8 The overall balance of risks to economic recovery in the UK is probably to the downside, particularly with the current level of uncertainty over the final terms of Brexit. Downside risks to current forecasts for UK gilt yields and PWLB rates cur...
	7.0 UBORROWING STRATEGY 2018/19 – 2020/21
	7.1 The Council is currently maintaining an under-borrowed position. This means that the capital borrowing need (the Capital Financing Requirement), has not been fully funded by loan debt as cash supporting the Council’s reserves, balances and cash fl...
	7.2 The treasury team will continue to monitor the advantages and disadvantages of borrowing throughout 2018/19, comparing the cost of carrying any new borrowing in terms of annual interest charges, with the council’s overall level of under borrowed e...
	7.3 Based on current projections as presented in Table 6 and as outline in 6.1.4, the plan is to proceed with addressing this underborrowing in 2018/19. This however will be examined within the context of incurring unnecessary holding costs in relatio...
	7.4 Against this background and the risks within the economic forecast, caution will be adopted with the 2018/19 treasury operations. The Chief Finance Officer will monitor interest rates in financial markets and adopt a pragmatic approach to changing...
	7.5 In November 2012, the PWLB introduced the “Certainty Rate on New Borrowing” scheme, which in effect means a reduction of 0.20% on standard new loan rates. It is anticipated that the Council will continue to take advantage of this new scheme in any...
	7.6 The Chief Finance Officer, under delegated powers, will take the most appropriate form of borrowing depending on the prevailing interest rates at the time, taking into account the risks shown in the forecast above consistent with the Treasury Mana...
	7.7 The Council’s investments have fallen, mainly due to the level of internal funding of Capital projects during 2017/18. New PWLB borrowing has been undertaken to replace maturing longer term debt of £6.6m and temporary cash flow borrowing currently...
	7.8 The PWLB Certainty Rate may continue to have a positive impact on any debt rescheduling opportunities in 2018/19, and this area will therefore, continue to be closely monitored.
	7.9 New borrowing will be required in 2018/19 in line with capital investment plans, and previously agreed strategy to reduce the current under borrowing position.  Advice will be sought as to the most suitable type and period for this borrowing. Borr...
	8.0 UPOLICY ON REPAYMENT OF LOaNS FUND ADVANCES 2018/19
	8.1 The Local Authority (Capital Finance and Accounting) (Scotland) Regulations 2016 came into effect from 1PstP April 2016. The main changes relate to the annual statutory loans fund repayments calculations and applicable repayment period. The Regula...
	8.2 The broad aim of this legislation is to ensure prudent repayment of debt so that each year’s repayment is reasonably commensurate with the period and pattern of the defined benefits and the  guidance allows for four main repayment options :-
	 Option 1 – Statutory Method – based on proxy asset life with fixed annual principal repayments. (transitionary until 2021).
	 Option 2 – Depreciation Method – linked to the depreciation charges.
	 Option 3 – Asset Life Method – linked to the flow of benefits over the asset life.
	 Option 4 – Funding /Income Profile Method – linked to the funding or income streams.
	8.3 The guidance allows for a 5 year transitional period from 31/03/2016 – 31/03/2021 during which the current methodology Option 1 can continue to be used. Loans Fund advance up to 31 March 2016 will continue to be calculated as before using Option 1...
	8.4 Going forward, following consideration of the available options within the statutory guidance it is prudent for the Council to reflect on all the available options.  In evaluating the alternative options the Council has engaged with Link to establ...
	9.0 UPOLICY ON BORROWING IN ADVANCE OF NEED
	9.1  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 estimate...
	10.0 UDEBT RESCHEDULING
	10.1   Debt rescheduling opportunities have been limited in the current economic climate and resultant structure of interest rates. If, however, PWLB rates increase by an appropriate percentage in the years which suit the council’s debt portfolio, the...
	10.2 As short term borrowing rates will continue to be cheaper than longer term fixed interest rates there may be potential opportunities to generate savings by switching from longer term debt to shorter term debt. However, these savings will also nee...
	10.3  The reasons for any rescheduling to take place will include:-
	10.4  Although rescheduling opportunities will continue to be investigated, it is currently anticipated that the cost of the premium payable is unlikely to make many options beneficial to the council. Any rescheduling of debt will be fully reported to...
	11.0 UINVESTMENT strategy 2018/19 – 2020/21
	11.1 Investment Strategy
	11.1.1 The Council’s investment strategy has regard to the Local Government Investment (Scotland) Regulations (and accompanying finance circular) and the 2011 revised CIPFA Treasury Management in Public Services Code of Practice and Cross Sectoral Gui...
	11.1.2 In accordance with the above, and in order to minimise the risk to investments, the Council has below clearly stipulated the minimum acceptable credit quality of counterparties for inclusion on the lending list. The creditworthiness methodology...
	11.1.3 The Council recognises that ratings should not be the sole determinant of the quality of an institution and that it is important to continually assess and monitor the financial sector on both a micro and macro basis and in relation to the econo...
	11.1.4 Other information sources used will include the financial press, share price and other such information pertaining to the banking sector, in order to establish the most robust scrutiny process on the suitability of potential investment counterp...
	11.1.5 The aim of the strategy is to generate a list of highly creditworthy counterparties which will also enable diversification and thus avoidance of concentration risk.
	11.1.6 The intention of the investment strategy is to provide security of investment whilst minimising risk.
	11.1.7 Investment instruments identified for use in 2018/19 are listed in Appendix 4. Counterparty limits will be as set through Council’s Treasury Management Practices (TMPs) Schedules
	11.2 Types of Investment and Key Objectives
	11.2.1 The Investment Regulations (Code on the Investment of Money by Local Authorities) requires the Council to approve all the types of investments to be used, and to set appropriate limits for the amount that can be held in each investment type.  T...
	11.3  Normal Investment of Surplus Funds – Cash Type Instruments
	11.3.1  This will include surplus funds arising from treasury management activities, which can be invested with banks and similar institutions for short or long term periods.  For 2018/19 this will include the following:
	11.3.2 The Council’s first key objective is safeguarding the repayment of the principal and interest of its investments on time, followed by ensuring adequate liquidity, and finally the actual investment return.  Following the economic background deta...
	11.4  Other Investments
	11.4.1  These may include the following:
	11.4.2 Details of the risks, mitigating controls and limits associated with each of these permitted categories are shown in Appendix 5.
	11.4.3 The Investment Regulations stipulate that the Council should separately identify the permitted investments relating to the Common Good.  This is therefore also detailed in Appendix 4.
	11.5  Risks and Controls
	11.5.1  The Council maintains written principles for overall risk management, as well as written policies covering specific areas, such as credit risk, interest rate risk, and the investment of surplus funds, through Treasury Management Practices (TMP...
	11.5.2  Risk Benchmarking – A development in the revised Codes and the Investment Regulations is the consideration and approval of security and liquidity benchmarks. Currently, yield benchmarks are widely used to assess investment performance.  Howeve...
	11.5.3 These benchmarks are simple targets (not limits) and so may be breached from time to time, depending on movements in interest rates and counterparty criteria.  The purpose of the benchmark is that officers will monitor the current and trend pos...
	11.5.4 Security – The Council’s maximum security risk benchmark for the current portfolio, when compared to the historic default tables is shown in Appendix 6 but any  benchmark is an average maximum risk of default measure (based on Long Term Rating ...
	11.5.5  Liquidity – The Council’s main source of long term borrowing is the Treasury’s Public Works Loan Board.  For day to day cash flow requirements, the Council has ready access to borrowings from the money markets as required.  The Council is requ...
	11.5.6  Yield – Local measures of yield benchmarks are:
	11.6 Investment Counterparty Selection Criteria
	11.6.1  The primary principle governing the Council’s investment criteria is the security of its investments, although the yield or return on the investment is also a key consideration.  After this main principle the Council will ensure:
	11.6.2 Counterparty list – The Chief Finance Officer will maintain a counterparty list in compliance with the following criteria and will revise the criteria and submit them to Council for approval as necessary.
	11.6.3 The criteria for providing a pool of high quality investment counterparties is:
	 Banks 1 – Good Credit Quality – the Council will only use banks which as a minimum have at least one of  the following Fitch, Moody’s and Standards and Poor’s ratings (where rated), and where the institution is non-UK where the Sovereign has a minim...
	i. Short Term – F1
	ii. Long Term – A-(A Minus)
	 Banks 2 – Part Nationalised UK bank – Royal Bank of Scotland.  This bank can be included if it continues to be part nationalised or it meets the ratings in Bank 1 above.
	 Banks 3 – The Council’s own banker for transactional purposes if the bank falls below the above criteria, although in this case balances will be minimised where possible and maintained in an instantly accessible call account.
	 Limit 4 - Building Societies  – the Council will use all UK Societies which:
	i. meet the ratings for banks outlined above
	 Limit 5 - UK Government (including gilts and the DMADF)
	 Limit 6 - Money Market Funds – Funds used will be AAA rated.
	 Limit 7 - Local Authorities.
	11.6.4 Investment Counterparty Considerations – Due care will be taken to consider the country, group and sector exposure of the Council’s investments.  In part the country selection will be chosen by the credit rating of the Sovereign state in Banks ...
	 For banks and building societies, as specified in 10.4.3, no more than 25% will be placed with any non-UK country at the time of placing the investment.
	 Limits in place above will apply to Group companies
	 Sector limits will be monitored regularly for appropriateness
	11.6.5 Use of additional information other than credit ratings – Additional requirements under the Code of Practice now require the Council to supplement credit rating information.  Whilst the above criteria relies primarily on the application of cred...
	11.6.6 Time and Monetary Limits applying to Investments – Although Investment Regulations allow local authorities to invest for periods greater than 364 days, this is not anticipated for this Council during 2018/19, and possibly longer.  For this reas...
	Table 9: Time and Monetary Limits
	11.6.7 Although the above time limits are currently being set, it is not anticipated that the Council will be investing for more than 364 days over the medium term.
	11.6.8 Members are asked to approve the limits for Banks and Building Societies as detailed in Table 9 above.
	11.7 Economic Investment Considerations
	11.7.1  Economic forecasting remains difficult with so many external influences weighing on the UK and thus Bank Rate forecasts and also MPC decisions, will be liable to further amendment depending on how economic data and developments in financial ma...
	11.7.2  In 2015/16 and 16/17 the Council had been advised by Link that longer fixed term deposits (although only up to 364 days) had become a viable investment tool once more and the Treasury team were able to place several fixed term deposits at more...
	11.7.3  The criteria for choosing counterparties set out above provide a sound approach to investment in “normal” market circumstances. Until the treasury markets fully return to pre-recession conditions and counterparty ratings improve, the Council w...
	11.7.4  Examples of any restrictions would be the greater use of the Debt Management Deposit Account Facility (DMADF – a Government body which accepts local authority deposits), Money Market Funds, guaranteed deposit facilities and strongly rated inst...
	11.8 Sensitivity to Interest Rate Movements
	11.8.1 The Council is currently required to disclose the impact of risks on the Council’s treasury management activity within its Annual Accounts.  Whilst most of the risks facing the treasury management service are addressed elsewhere in this report ...
	11.8.2 The Council is exposed to interest rate changes on borrowings and investments. Movements in interest rates influence interest payable on borrowings and interest receivable on investments.  The Council has a number of strategies for managing int...
	11.8.3 The table below highlights the estimated impact of a 1% increase/decrease in all interest rates to the estimated treasury management investment income for next year. The figures are based on full year projections. That element of the debt and i...
	Table 10: Impact of 1% Increase/Decrease in interest rates linked to Investments
	11.9 Monitoring of Investment Counterparties
	Counterparty credit rating is monitored regularly. The Council receives rating information (changes, rating watches, outlooks) from Link as ratings change, and counterparties are checked promptly.  Ratings may be downgraded when an investment has been...
	12.0 UTreasury Management Prudential Indicators
	12.1 There are four further treasury activity limits (previously prudential indicators) to contain treasury activity within certain limits, thereby managing risk and reducing the impact of an adverse movement in interest rates.  However, if these 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 – Similar to the previous indicator this covers a maximum limit on fixed interest rates.
	 Maturity structures of borrowing – gross limits are set to reduce exposure to large fixed-rate sums falling due for refinancing, and are required for upper/lower limits.
	 Total principal funds invested for greater than 364 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.
	12.2 The activity limits are detailed in the table below.
	Table 11 Activity Limits
	Table 11 (Cont) Activity Limits
	12.3 UMember and Officer Training
	12.3.1 The increased Member consideration of treasury management matters and the need to ensure officers dealing with treasury management are trained and kept up-to-date requires a suitable training process for Members and officers.  This Council has ...
	 To date, running two Members training sessions on Treasury Management.
	 Planning further training options for officers.
	 Regular contact with Link Asset Services.
	 Attendance at Link workshops and seminars
	 CIPFA Treasury Management Forum.
	12.4 UPolicy on the use of External Service Providers
	12.4.1 The Council uses Link Asset Services as its external treasury management advisors.
	12.4.2 The Council recognises that ultimate responsibility for treasury management decisions remains with the organisation at all times and will ensure that undue reliance is not placed upon our external service providers.
	12.4.3 It also recognises that there is value in employing external providers of treasury management services in order to acquire access to specialist skills and resources. The Council will ensure that the terms of their appointment and the methods by...
	12.4.4 The current Treasury Management Advisors contract terminated in May 2016 and was retendered. Link (formerly Capita) were successful in being awarded the contract for a further 3 year term.
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	APPENDIX 4
	Security, Liquidity and Yield Benchmarking
	Benchmarking and Monitoring Security, Liquidity and Yield in the Investment Service – A proposed development for Member reporting is the consideration and approval of security and liquidity benchmarks.
	These benchmarks are targets and so may be breached from time to time.  Any breach will be reported, with supporting reasons in the Annual Treasury Report.
	Yield – These benchmarks are currently widely used to assess investment performance.  Local measures of yield benchmarks are:
	 Investments – Internal returns above the daily market rate available.
	Security and liquidity benchmarks are already intrinsic to the approved treasury strategy through the counterparty selection criteria and some of the prudential indicators.  However they have not previously been separately and explicitly set out for M...
	Liquidity – This is defined as “having adequate, though not excessive cash resources, borrowing arrangements, overdrafts or standby facilities to enable it at all times to have the level of funds available to it which are necessary for the achievement...
	 Agreed Bank flexible facility ( agreed as part of the new bank contract)
	 Liquid short term deposits of at least £1m available with a day’s notice.
	The availability of liquidity and the term risk in the investment portfolio can be benchmarked by the monitoring of the Weighted Average Life (WAL) of the portfolio – shorter WAL would generally embody less risk.  In this respect the proposed benchmar...
	 WAL benchmark is expected to be 0.5 years, with a maximum of 2.5 years.
	Security of the investments – In context of benchmarking, assessing security is a much more subjective area to assess.  Security is currently evidenced by the application of minimum credit quality criteria to investment counterparties, primarily throu...
	Whilst this approach embodies security considerations, benchmarking levels of risk is more problematic.  One method to benchmark security risk is to assess the historic level of default against the minimum criteria used in the Council’s investment str...
	The latest default table below shows average defaults for differing periods of investment grade products for each Fitch/Moody’s/Standard and Poor’s long term rating category based on over 30 years of data.
	The Council’s minimum long term rating criteria is currently “A-”, meaning the average expectation of default for a one year investment in a counterparty with an “A-” long term rating would be 0.06% of the total investment. This is only an average – a...
	These benchmarks as specified in 10.3.3 of the main report are embodied in the criteria for selecting cash investment counterparties and these will be monitored and reported to Members. EDC currently holds liquid investments which are in overnight cal...

	07-CFO-003-18-GM - IA Performance & Output Monitoring 31 August 18 v2.1
	1 Consultancy Notes may not classify ises in terms of High / Medium / Low risk, due to the limited scope of these assignments. The Controls at Mugdock assignment involved providing advice but without the creation of a formal action plan.
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