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1. Background and Context 

1.1 This strategy statement has been prepared in accordance with: 

i) The Council’s Treasury Management Policy Statement; 

ii) The latest Code of Practice on Treasury Management published by the 

Chartered Institute of Public Finance and Accountancy (CIPFA) issued in 

2009 and the update bulletin on Treasury Management published in 

November 2012. 

iii) The Local Government Act 2003 and the CIPFA Prudential Code which 

requires every local authority to publish its Treasury Management Strategy 

Statement (TMSS). This document fulfils this legal obligation  

iv) The TMSS also includes the Investment Strategy which is a requirement of 

the investment guidance issued by the Department for Communities and 

Local Government (DCLG). 

v) The Council has borrowed and invested substantial sums of money and is, 

therefore, exposed to financial risks including the loss of invested funds 

and the revenue effect of changing interest rates. The successful 

identification, monitoring and control of risk are therefore central to the 

Council’s treasury management strategy. 

1.2      This Treasury Management Strategy Statement has been prepared in the 

       following context: 

i) The Council borrowed £87m in March 2012 to meet its obligations under 

the Housing Revenue Account Self Financing regime. This debt is 

expected to exceed the Council’s investments by a ratio of approximately 

1.2:1 as at 31st March 2015. This debt is managed in the light of the 

current HRA Business Plan to ensure service provision and plans are, at 

least, maintained if not enhanced. 

ii) The level of the Council’s investments provides an income which forms an 

integral part of the Council’s budget and the level of local taxation.  

iii) In the coming months, two European Union directives will come into force 

under UK legislation and will place the burden of rescuing failing EU banks 

disproportionately onto unsecured local authority investors. The Bank 

Recovery and Resolution Directive promotes the interests of individual and 

small businesses covered by the Financial Services Compensation 

Scheme and similar European schemes, while the Deposit Guarantee 

Schemes Directive includes large companies into these schemes.  The 

combined effect of these two changes is to leave public authorities and 
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financial organisations (including pension funds) as the only senior 

creditors likely to incur losses in a failing bank after July 2015. 

Therefore, the credit risk associated with making unsecured bank deposits 

will increase relative to the risk of other investment options available to the 

Authority. 

iv) The Council uses a treasury adviser, and seeks its advice on a variety of 

treasury related matters. However, at all times, the Council remains 

responsible for its treasury decisions. 

2. Capital Financing Requirement 

The Council had £75.84m of borrowing and £87.83m of investments as at 31 

January 2015 (investments include temporary cash-flow related balances). 

These are expected to be £73.6m and £65m respectively as at 31 March 

2015.  

Appendix A (i) sets out the full details of all investments  

 The underlying need to borrow for capital purposes is measured by the 

Capital Financing Requirement (CFR) whilst usable reserves and working 

capital are the underlying resources available for investment. 

 The movement in actual external debt and usable reserves combine to 

identify the Authority’s borrowing requirement and potential investment 

strategy in the current and future years.   

Table 1: Balance Sheet Summary and Forecast  

 

 

 2014/15 
Original 
£m 

2014/15 
Revised 
£m 

2015/16 
Estimate 

£m 

2016/17 
Estimate 

£m 

2017/18 
Estimate 

£m 

General Fund CFR 5.010 3.939 5.896 7.426 7.222 

HRA CFR 70.834 70.835 66.392 61.947 57.504 

Total CFR 75.844 74.774 72.288 67.638 62.991 

Less: 
Existing External Borrowing 

73.623 73.623 69.179 64.736 60.293 

Less:  Other Long Term 
Liabilities 

0.038 0.038 1.995 1.788 1.584 

Cumulative Maximum 
External Borrowing 
Requirement 

2.183 1.113 1.114 1.114 1.114 

Less: Usable Reserves 19.000 25.500 23.000 20.000 20.000 

Cumulative Net Borrowing 
Requirement/(Investments) 

(16,817) (21.387) (21.886) (18.886) (18.886) 
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3  Interest Rate Forecast 

 

  The Council’s treasury management advisers, Arlingclose, have supplied the 

following view of the interest rate forecast: 

“There is momentum in the UK economy, with a continued period of growth 

through domestically-driven activity and strong household consumption. There 

are signs that growth is becoming more balanced. The greater contribution 

from business investment should support continued, albeit slower, expansion 

of GDP. However, inflationary pressure is currently extremely benign and is 

likely to remain low in the short-term. There have been large falls in 

unemployment but levels of part-time working, self-employment and 

underemployment are significant and nominal earnings growth remains weak 

and below inflation.  

The MPC's focus is on both the degree of spare capacity in the economy and 

the rate at which this will be used up, factors prompting some debate on the 

Committee. Despite two MPC members having voted for a 0.25% increase in 

rates at each of the meetings between August and December 2014, the 

minutes of the January 2015 meeting showed unanimity in maintaining the 

Bank Rate at 0.5% as there was sufficient risk that low inflation could become 

entrenched and the MPC became more concerned about the economic 

outlook.  

 

 A more comprehensive economic and interest rate forecast, also provided by 

Arlingclose, is attached at Appendix A (ii).  

 

The Council monitors, reviews, amends and/or adjusts its strategies in 

response to evolving economic, political and financial events. 

 

4  The Borrowing Strategy 

 The Council’s underlying need to borrow for capital purposes is measured by 

reference to its Capital Financing Requirement (CFR).  As seen in Table 1 - 

Balance Sheet Summary and Forecast, although the Council has an 

estimated gross borrowing requirement of £2.85m in 2015/16, it is exceeded 

by the level of the Council’s reserves but regard will be had to the best 

financial position for the Council both in 2015/2016 and future years. 

At 31/3/2015 the Council will have debt of £73.62m with an average rate of 

2.41% and an average life of 16.69 years; following further scheduled half-

yearly principal repayments on the EIP loans, this will have fallen to £69.18m 

at 31/3/2016.  
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The Council is not expecting to borrow to fund the provision of new housing 

included within the HRA capital programme as the revised HRA Business 

Plan indicates a buoyant position, with expenditure on HRA projects being 

able to be funded from revenue within the HRA. 

However, should a need to borrow arise, this, taken in aggregate with existing 

HRA borrowing, cannot exceed the Council’s limit for HRA borrowing of 

£87.5m.  The Council will, in consultation with its treasury management 

advisers, adopt a flexible approach to borrowing should it be required. It will 

consider the following issues: 

- Affordability 

- Maturity profile of existing debt  

- Interest rate and refinancing risk 

- Borrowing source 

Borrowing Source 

The Council has several borrowing sources available and keeps all options 

under review in conjunction with its treasury management advisers. Currently 

all of the Council’s debt is with the Public Works Loan Board (PWLB). 

 The Council applied, and was successful in becoming, a qualifying authority, 

giving it access to reduced interest rates from the PWLB – the ‘Certainty 

Rate’.  This eligibility is reviewed annually by HM Treasury/PWLB.  

 As an alternative to the PWLB the Local Capital Finance Company was 

established in 2014 by the Local Government Association. It plans to issue 

bonds on the capital markets and lend the proceeds to local authorities.  This 

will be a more complicated source of finance than the PWLB for three 

reasons: borrowing councils may be required to provide bond investors with a 

joint and several guarantee over the very small risk that other local authority 

borrowers default on their loans; there will be a lead time of several months 

between committing to borrow and knowing the interest rate payable; and up 

to 5% of the loan proceeds will be withheld from the Council and used to 

bolster the Agency’s capital strength instead.  Any decision to borrow from 

the Agency will therefore be the subject of a separate report to Cabinet and 

referred to the General Assembly of the Council as well as being reported to 

the Treasury Management Panel. 

 Prior to undertaking further borrowing, the Council will undertake a full 

analysis of the various sources open to it at that time. This will be in 

consultation with its treasury management advisers. 

Debt Rescheduling 

The Council’s debt portfolio can be restructured by prematurely repaying 

loans and refinancing them with new loans to achieve a reduction (saving) in 
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interest costs or to extinguish a loan completely by using reserves to repay 

the loan. A premium (penalty) may apply on premature repayment.  

All of the Council’s borrowings were undertaken as part of the ending of the 

Housing Subsidy system, borrowed at the lower, advantageous, rate offered 

by DCLG specifically for this purpose which makes refinancing unlikely over 

the next 12 months, however any repayment (other than the half yearly 

principal on the EIP loans) or refinancing proposals will be undertaken in 

consultation with the Council’s treasury management advisers who assist the 

Council in monitoring the rates and opportunities available. Any repayment or 

refinancing of these loans must be consistent with the HRA Business Plan. 

Borrowing, rescheduling and repayment of debt will be reported to Cabinet 

and to the Treasury Management Panel. 

 

5 Investment Policy and Strategy 

 

The Council holds significant invested funds, representing income received in 

advance of expenditure, plus balances and reserves.  In the current financial 

year to 31st January 2015, the Council’s investment balances have ranged 

between £62m and £93m. The peaks in investments generally relate to the 

timing of the receipt of business rates and council tax, which are then held 

until the pre-set payment dates of precepts and Government. However, 

delays and slippage in the capital programme have added to the investment 

totals; levels are expected to be lower in the forthcoming year as several 

major projects are progressed to completion. 
 

Both the CIPFA Code and the CLG Guidance require the Council to invest its 

funds prudently, and to have regard to the security and liquidity of its 

investments before seeking the highest rate of return, or yield.  The Council’s 

objective when investing money is to strike a balance between risk and return, 

minimising the risk of incurring losses from defaults and the risk of receiving 

very low investment income. 

 The Council’s investment strategy, in the light of the increasing risk and 

continued low returns from short-term unsecured bank investments, aims to 

further diversify into more secure and/or higher yielding asset classes during 

2015/16.  The Council has already diversified approximately 40%* of its 

investments into fifteen externally managed pooled funds which are 

considered to be longer term investments, each fund has different 

characteristics and investment classes and risk – full details are included in 

Appendix A.  The balance of the Council’s funds are currently invested in 

short-term unsecured bank deposits, certificates of deposit and money 

market funds.  Diversification into different classes of investment will only be 
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undertaken following a full appraisal and in consultation with the Council’s 

treasury management advisers as it represents a substantial change in 

strategy over the coming year. 

*As at 31 January 2015; the Council’s investments totalled just under £88m, of 

which £35m was invested in externally managed pooled funds. 

Investment Classes  

The following types of investments can all potentially be used for the Council’s 

surplus funds:  

 

Banks and Building Societies - Unsecured:  

These include accounts, deposits, certificates of deposit and senior 

unsecured bonds with banks and building societies, other than multilateral 

development banks.  These investments are subject to the risk of credit loss 

via a bail-in should the regulator determine that the bank is failing or likely to 

fail.  The Council is changing its bankers to Lloyds Bank plc; the changeover 

will be complete by 27 February and the Council’s bank account with the Co-

operative Bank plc will close on 31 March 2015. 

Banks - Secured:  

These include covered bonds, reverse repurchase agreements and other 

collateralised arrangements with banks and building societies.  These 

investments are secured on the bank’s assets, which limits the potential 

losses in the unlikely event of insolvency, and means that they are exempt 

from bail-in.  Where there is no investment-specific credit rating, but the 

collateral upon which the investment is secured has a credit rating, the higher 

of the collateral credit rating and the counterparty credit rating will be used to 

determine cash and time limits.  The combined secured and unsecured 

investments in any one bank will not exceed the cash limit for secured 

investments. 

Government: 

National governments, regional and local authorities and multilateral 

development banks issue and/or guarantee loans, bonds and bills. These 

investments are not subject to bail-in, and there is an extremely low risk of 

insolvency.  Investments with the UK Central Government may be made in 

unlimited amounts for up to 50 years. 

Pooled Funds:  

These funds are diversified investment vehicles investing in banks and 

building societies (unsecured and secured), government securities, corporate 

bonds, loans and commercial paper as well as equity shares and property. 

These funds have the advantage of providing wide diversification of 

investment risks, coupled with the services of a professional fund manager in 
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return for a fee.  Bond, equity and property funds offer enhanced returns over 

the longer term, but are more volatile in the short term. Values change with 

market prices, the funds have a notice period, and are used for longer 

investment periods.  

 

These vehicles allow the Council to diversify into asset classes other than 

cash without the need to own and manage the underlying investments. 

Because these funds have no defined maturity date, but are available for 

withdrawal after a notice period, their performance and continued suitability in 

meeting the Council’s investment objectives is monitored regularly. 

Money Market Funds (MMF): 

These funds offer same-day liquidity, aim for a constant net asset value and 

are used as an alternative to instant access bank accounts.  

 

Registered Providers:  

Registered Providers of Social Housing, formerly known as Housing 

Associations, issue loans and bonds guaranteed by or secured upon their 

assets. These bodies are tightly regulated by the Homes and Communities 

Agency and, as providers of public services, they retain a high likelihood of 

receiving government support if needed.   

 

Of these, currently the following are being used: 

§ Banks and Building Societies – Unsecured  

§ Pooled Funds with variable net asset value (‘cash plus’, bond, 

equity, equity income, multi-asset, absolute return funds) 

§ Money Market Funds (MMF) 

However, as stated above, the Council recognises that it needs to diversify its 

investments and all types of investment and asset classes are being assessed 

for use during the life of this Strategy.   

 

 

 

 

 

 

 

 



  Appendix D (iv) 

Table 2: Approved Investment Counterparties 

The Council may invest its funds with any of the counterparty types in the 

table below, subject to the cash limits (per counterparty) and the time limits 

shown. 

Credit 

Rating 

Banks 

Unsecured 

Banks 

Secured 
Government Corporates 

Registered 

Providers 

UK Govt n/a n/a 
£ Unlimited 

50 years 
n/a n/a 

AAA 
£7.5m 

 5 years 

£7.5m 

20 years 

£10m 

50 years 

£3m 

 20 years 

£3m 

 20 years 

AA+ 
£5m 

5 years 

£7.5m 

10 years 

£7.5m 

25 years 

£3m 

10 years 

£3m 

10 years 

AA 
£5m 

4 years 

£7.5m 

5 years 

£7.5m 

15 years 

£3m 

5 years 

£3m 

10 years 

AA- 
£5m 

3 years 

£7.5m 

4 years 

£7.5m 

10 years 

£3m 

4 years 

£3m 

10 years 

A+ 
£5m 

2 years 

£7.5m 

3 years 

£5m 

5 years 

£3m 

3 years 

£3m 

5 years 

A 
£5m 

13 months 

£7.5m 

2 years 

£3m 

5 years 

£3m 

2 years 

£3m 

5 years 

A- 
£5m 

 6 months 

£7.5m 

13 months 

£3m 

 5 years 

£3m 

 13 months 

£3m 

 5 years 

BBB+ 
£3m 

100 days 

£5m 

6 months 

£1m 

2 years 

£1m 

6 months 

£1m 

2 years 

BBB or 

BBB- 

£1m 

next day only 

£1m 

100 days 
n/a n/a n/a 

None 
£1m 

6 months 
n/a 

£1m 

25 years 

£100,000 

5 years 

£3m 

5 years 

Pooled 

funds 
Limits for each fund are set following consultation with the Council’s treasury advisers 

 

Credit Ratings, Risk Assessment and Security of Investments 

Investment decisions are made by reference to the lowest published long-term 

credit rating from one of the three credit rating agencies, Fitch, Moody’s or 

Standard & Poor.  Where available, the credit rating relevant to the specific 

investment or class of investment is used, otherwise the counterparty credit 

rating is used. 

Credit ratings are obtained and monitored by the Council’s treasury advisers, 

who notify changes in ratings as they occur.  Where an entity has its credit 

rating downgraded so that it fails to meet the approved investment criteria 

then: 

§ no new investments will be made, 

§ any existing investments that can be recalled or sold at no cost 

will be, and 
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§ full consideration will be given to the recall or sale of all other 

existing investments with the affected counterparty. 

Where a credit rating agency announces that a credit rating is on review for 

possible downgrade (also known as “rating watch negative” or “credit watch 

negative”) so that it may fall below the approved rating criteria, then only 

investments that can be withdrawn on the next working day will be made with 

that organisation until the outcome of the review is announced.  This policy 

will not apply to negative outlooks, which indicate a long-term direction of 

travel rather than an imminent change of rating. 

The Council understands that credit ratings are good, but not perfect, 

predictors of investment default.  Full regard will therefore be given to other 

available information on the credit quality of the organisations in which it 

invests, including credit default swap prices, financial statements, information 

on potential government support and reports in the quality financial press.  No 

investments will be made with an organisation if there are substantive doubts 

about its credit quality, even though it may meet the credit rating criteria. 

When deteriorating financial market conditions affect the creditworthiness of 

all organisations, as happened in 2008 and 2011, this is not generally 

reflected in credit ratings, but can be seen in other market measures.  In these 

circumstances, the Council will restrict its investments to those organisations 

of higher credit quality and reduce the maximum duration of its investments to 

maintain the required level of security.  The extent of these restrictions will be 

in line with prevailing financial market conditions. If these restrictions mean 

that insufficient commercial organisations of high credit quality are available to 

invest the Council’s cash balances, then the surplus will be deposited with the 

UK Government, via the Debt Management Office or invested in government 

treasury bills for example, or with other local authorities.  This will cause a 

reduction in the level of investment income earned, but will protect the 

principal sum invested. 

Specified and Non Specified Investments 

The CLG Guidance defines investments as either Specified or Non-Specified. 

Specified Investments 

The CLG Guidance defines specified investments as those: 

• denominated in pound sterling, 

• due to be repaid within 12 months of arrangement, 

• not defined as capital expenditure by legislation, and 

• invested with one of: 

o the UK Government, 

o a UK local authority, parish council or community council, or 

o a body or investment scheme of “high credit quality”. 
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The Council defines “high credit quality” organisations as those having a credit 

rating of A- or higher that are domiciled in the UK or a foreign country with a 

sovereign rating of AA+ or higher. For money market funds and other pooled 

funds the Council defines “high credit quality” as those having a credit rating 

of A- or higher.  

Non-specified Investments 

Any investment not meeting the definition of a specified investment is classed 

as non-specified.  The Council does not intend to make any investments 

denominated in foreign currencies, nor any that are defined as capital 

expenditure by legislation, such as company shares.  Non-specified 

investments will, however, include long-term investments, i.e. those that are 

due to mature 12 months or longer from the date of arrangement, and 

investments with bodies and schemes not meeting the definition on high credit 

quality.  Limits on non-specified investments are shown in table 3 below: 

Table 3 Non Specified Investments 

  Cash limit 

Total long-term investments* £50m 

Total investments without credit ratings or rated* 

below A- 
£35m 

Total investments with institutions domiciled in 

foreign countries rated below AA+ (not including 

MMFs and pooled funds) 

£5m 

Total non-specified investments * £55m 

 

*Note : the limits above make allowance for the Council’s investments in variable net 

asset value (VNAV) pooled funds which the Council intends to hold for periods 

longer than 12 months; only a few of these funds are credit rated. 

  

Investment Limits:  

The Authority’s revenue reserves available to cover investment losses are 

forecast to be £25.5 million on 31st March 2015.  In order that no more than 

30% of available reserves will be put at risk in the case of a single default, the 

maximum that will be lent to any one organisation (other than the UK 

Government) will be £7.5 million.  The Council has never suffered an 

investment loss requiring the use of reserves. 

A group of banks under the same ownership will be treated as a single 

organisation for limit purposes.  Limits will also be placed on fund managers, 

investments in brokers’ nominee accounts, foreign countries and industry 

sectors as below: 
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Table 4: Investment Limits 

 Cash limit 

Any single organisation, except the UK Central 

Government 
£7.5m each 

UK Central Government unlimited 

Any group of organisations under the same 

ownership 
£7.5m per group 

Any group of pooled funds under the same 

management 
£12.5m per manager 

Negotiable instruments held in a broker’s nominee 

account 
£25m per broker 

Foreign countries £10m per country 

Registered Providers £5m in total 

Unsecured investments with Building Societies £5m in total 

Loans to unrated corporates £5m in total 

Money Market Funds £40m in total 

 

Tables 2, 3 and 4 set the parameters and boundaries for the Council’s 

investments, Appendices C and D list by name the counterparties used by the 

Council: 

Appendix A(iii) shows: 

a) The current authorised banking/building society counterparties and 

the individual investment limits.  

b) The current authorised Money Market Fund Counterparty and           

Investment Limits 

These limits, within Appendix C, apply only to the in-house investments made 

by Council officers. This list can change if, for example, a 

counterparty/country is upgraded, and meets our other creditworthiness tools 

or a new suitable counterparty comes into the market. Alternatively, if a 

counterparty is downgraded, this list may be shortened.  

Appendix A (iv) shows: 

 External Fund Management Arrangements and Collective 

Investment Schemes 

Liquidity management  

The Council uses purpose-built cash flow forecasting software (Logotech) to 

assist with determining the maximum period for which funds may prudently be 

committed. The forecast is compiled on a pessimistic basis, with receipts 

under-estimated and payments over-estimated, to minimise the risk of the 
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Council being forced to borrow on unfavourable terms to meet its financial 

commitments. Limits on long-term investments are set by reference to the 

Council’s Medium Term Financial Plan and cash flow forecast. 

 The Council’s Bank 

The Council has banked with the Co-operative Bank plc for approximately 16 

years. In November 2013 the Co-operative Bank announced it would be 

withdrawing from the Local Authority market and indicated that it will not seek 

to penalise the Council if it chose to take an early exit from the contract. The 

Council went out tender for a new provider of banking services and has 

appointed Lloyds Bank plc as its new provider of banking services.  

Additionally, in response to the uncertainty of the viability of the Co-operative 

Bank during the latter part of 2013, contingency plans were put in place and 

Barclays Bank plc was appointed. Following the tendering process for a new 

banker, Barclays have agreed to remain as the Council’s contingent banker. 

 

6 Treasury Management Indicators 

The Authority measures and manages its exposures to treasury management 

risks using the following indicators: 

Security 

The Council has adopted a voluntary measure of its exposure to credit risk by 

monitoring the value-weighted average credit score of its investment portfolio.  

This is calculated by applying a score to each investment (AAA=1, AA+=2, 

etc.) and taking the arithmetic average, weighted by the size of each 

investment. 

 Target 

Portfolio average credit score A 

 

 

Liquidity 

The Council has adopted a voluntary measure of its exposure to liquidity risk 

by monitoring the amount of cash available to meet unexpected payments 

within a rolling one month period, without additional borrowing. 

 Target 

Total cash available within 1 month £5m 

 

Interest Rate Exposures 

This indicator is set to control the Authority’s exposure to interest rate risk.  It 

represents the maximum level (as a percentage) of the Council’s investment 

and borrowing that will be invested at either a fixed or variable rate of interest.  
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The upper limit for variable rate exposure has been set to ensure that the 

Council is not exposed to interest rate rises which could adversely impact on 

the revenue budget. The limit allows for the use of variable rate borrowing to 

offset exposure to changes in short-term rates on investments. 

 

 2015/16 2016/17 2017/18 

Upper limit on fixed interest rate 

exposure 
100% 100% 100% 

Upper limit on variable interest rate 

exposure* 
100% 100% 100% 

*All of the Council’s long-term debt is at fixed rates of interest and, therefore, interest rate rises will not 

have an adverse impact on the budgetary position. The Council considers its investments to be at 

variable rates of interest. 

Maturity Structure of Borrowing 

This indicator is set to control the Authority’s exposure to refinancing risk. The 

upper and lower limits on the maturity structure of fixed rate borrowing will be: 

 

Maturity 

% as at 

31/03/2015 

Upper 

Limit for 

2015/2016 

Lower 

Limit for 

2015/2016 

Under 12 months 6.04% 10% 0% 

12 months and within 24 months 6.04% 10% 0% 

24 months and within 5 years 18.11% 25% 0% 

5 years and within 10 years 33.30% 40% 0% 

10 years and within 20 years 31.92% 40% 0% 

20 years and above 4.60% 20% 0% 

 

Time periods start on the first day of each financial year.  The maturity date of 

borrowing is the earliest date on which the lender can demand repayment.   

 

Principal Sums Invested for Periods Longer than 364 days 

The purpose of this indicator is to control the Council’s exposure to the risk of 

incurring losses by seeking early repayment of its investments.  The limits on 

the total principal sum invested to final maturities beyond the period end will 

be: 

Limit on principal invested beyond year 

end 
2015/16 2016/17 2017/18 

Internally Managed Funds £20m £15m £10m 

Externally Managed Funds £45m £45m £45m 
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7 Other Items 

There are a number of additional items that the Council is obliged by CIPFA 

or CLG to include in its Treasury Management Strategy, as follows: 

Policy on Use of Financial Derivatives  

 The CIPFA Code requires authorities to clearly detail their policy on the use of 

derivatives in the annual strategy. Local authorities have previously made use 

of financial derivatives embedded into loans and investments both to reduce 

interest rate risk (e.g. interest rate collars and forward deals) and to reduce 

costs or increase income at the expense of greater risk (e.g. LOBO loans and 

callable deposits).  The general power of competence in Section 1 of the 

Localism Act 2011 removes much of the uncertainty over local authorities’ use 

of standalone financial derivatives (i.e. those that are not embedded into a 

loan or investment).  

The Authority will only use standalone financial derivatives (such as swaps, 

forwards, futures and options) where they can be clearly demonstrated to 

reduce the overall level of the financial risks that the Authority is exposed to. 

Additional risks presented, such as credit exposure to derivative 

counterparties, will be taken into account when determining the overall level of 

risk. Embedded derivatives, including those present in pooled funds, will not 

be subject to this policy, although the risks they present will be managed in 

line with the overall treasury risk management strategy. 

Financial derivative transactions may be arranged with any organisation that 

meets the approved investment criteria. The current value of any amount due 

from a derivative counterparty will count against the counterparty credit limit 

and the relevant foreign country limit. 

 The Council will only use derivatives after seeking expert advice, a legal 

opinion and ensuring officers have the appropriate training for their use.  

 

Policy on Apportioning Interest to the Housing Revenue Account (HRA) 

As all the Council’s borrowing relates solely to the HRA, a ‘one pool’ approach 

was adopted, meaning that all interest paid on the loans is charged direct to 

the Housing Revenue Account. Interest on the average notional cash 

balances within the HRA are calculated annually and credited/debited to the 

HRA. 

 

Investment Training 

The needs of the Council’s treasury management staff for training in 

investment management are assessed every six months as part of the staff 

appraisal process, and additionally when the responsibilities of individual 

members of staff change. 
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Staff regularly attend training courses, seminars and conferences provided by 

Arlingclose and CIPFA. Relevant staff are also able to study for professional 

qualifications from CIPFA, the Association of Corporate Treasurers and other 

appropriate organisations. 

Investment Advisers  

The Council has appointed Arlingclose Limited as treasury management 

advisers and receives specific advice on investment, debt and capital finance 

issues. The Council holds regular (at a minimum quarterly) meetings, 

reviewing and (if appropriate) tendering the provision of advice periodically. 

The current contract expires on 31 October 2018. 

Investment of Money Borrowed in Advance of Need 

The Council may, from time to time, borrow in advance of need, where this is 

expected to provide the best long term value for money.  Since amounts 

borrowed will be invested until spent, the Council is aware that it will be 

exposed to the risk of loss of the borrowed sums, and the risk that investment 

and borrowing interest rates may change in the intervening period.  These 

risks will be managed as part of the Council’s overall management of its 

treasury risks. 

The total amount borrowed will not exceed the authorised borrowing limit of 

£87 million.  The maximum period between borrowing and expenditure is 

expected to be three years, although the Authority is not required to link 

particular loans with particular items of expenditure. 
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Appendix A(i) – Existing Investment & Debt Portfolio Position as at 31st 

January 2015 

 Portfolio  

 £m 

at 31/01/2015 

External Borrowing:  

PWLB – Fixed Rate 

 

 75.844 

Other Long Term Liabilities: 

Finance Leases 

 

 0.038 

Total Gross External Debt  75.806 

Investments: 

   Managed in-house 

Short-term investments 

Long-term investments  

 Pooled Funds managed externally by 

City Financial 

Ignis 

Insight 

Investec 

M & G 

Payden & Rygel 

Royal London  

Schroders 

SWIP (now Aberdeen) 

Threadneedle 

UBS 

 

 

 

52.32 

0 

 

1.03 

2.02 

1.01 

10.61 

1.57 

9.30 

2.02 

1.04 

1.93 

2.83 

2.15 

 

Total Investments 87.83 

Net Investments   12.02 

 

   



  Appendix D (iv) 

Appendix A(ii) – Economic & Interest Rate Forecast – provided by Arlingclose 
Underlying assumptions:  

§ The UK economic recovery slowed towards the end of 2014, with economic and 

political uncertainty weighing on business investment. However, the Q3 growth 

rate of 0.7% remains slightly above the long run average, suggesting the 

recovery remains robust. 

§ Household consumption is key to the recovery in 2015. While we expect 

consumption growth to slow, given softening housing market activity and slower 

employment growth, the fall in inflation and resulting rise in both real (and 

nominal) wage growth and disposable income should support spending. 

§ Inflationary pressure is currently low (annual CPI is currently 0.5%) and is likely 

to remain so in the short-term. The fall in oil prices has yet to feed fully into the 

prices of motor fuel and retail energy and CPI is expected to fall further.  

Supermarket price wars are also expected to bear down on food price inflation. 

§ The MPC's focus is on both the degree of spare capacity in the economy and the 

rate at which this will be used up, factors prompting some debate on the 

Committee. 

§ Nominal earnings growth is strengthening, but remains relatively weak in 

historical terms, despite large falls in unemployment. Our view is that spare 

capacity remains extensive. The levels of part-time, self-employment and 

underemployment are significant and indicate capacity within the employed 

workforce, in addition to the still large unemployed pool. Productivity growth can 

therefore remain weak in the short term without creating undue inflationary 

pressure. 

§ However, we also expect employment growth to slow as economic growth 

decelerates. This is likely to boost productivity, which will bear down on unit 

labour costs and inflationary pressure.  

§ In addition to the lack of wage and inflationary pressures, policymakers are 

evidently concerned about the bleak prospects for the Eurozone. These factors 

will maintain the dovish stance of the MPC in the medium term. The MPC clearly 

believes the appropriate level for Bank Rate for the post-crisis UK economy is 

significantly lower than the previous norm. We would suggest this is between 2.5 

and 3.5%. 

§ The ECB has introduced outright QE as expected. While this may alleviate some 

of the anxiety about the economic potential of the Eurozone, political risk 

remains significant (e.g. Greek election). Therefore fears for the Eurozone are 

likely to maintain a safe haven bid for UK government debt. 

§ We continue to forecast the first rise in official interest rates in Q3 2015, but the 

risks to this forecast are very much weighted to the downside. The February 

Inflation Report will be key to our review of the possible path for Bank Rate. 



  Appendix D (iv) 

§ We project a slow rise in Bank Rate. The pace of interest rate rises will be 

gradual and the extent of rises limited; we believe the normalised level of Bank 

Rate post-crisis to range between 2.5% and 3.5%. 

§ Market sentiment (derived from forward curves) has shifted significantly lower in 

the past three months; market expectations are now for a later increase in 

interest rates and a more muted increase in gilt yields.  

§ The short run path for gilt yields has flattened due to the sharp decline in inflation 

expectations. We project gilt yields on an upward path in the medium term. 

§ The short run path for gilt yields is flatter due to the deteriorating Eurozone 

situation. We project gilt yields on an upward path in the medium term. 

Prepared: January 2015  
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Appendix A(iii)  

(a) Current Authorised Banking Counterparties and Investment Limits 

Country/ 
Domicile 

Counterparty Maximum 
Counterparty 

Limit 
£m 

Maximum 
Maturity 
(Operational) 
Limit as at 
31/01/15** 

UK Central Government (DMO - Debt 
Management Office, Treasury Bills or 
gilts)  

Unlimited 50 years 

UK Santander UK Plc  
(Banco Santander Group) 

5.0 6 months 

UK Bank of Scotland  
(Lloyds Banking Group) 

 5.0 ¹ 6 months 

UK Lloyds * 
(Lloyds Banking Group) 

 5.0 ¹ 6 months 

UK Barclays Bank Plc 5.0 100 days 

UK HSBC Bank Plc 5.0 6months 

UK Leeds Building Society 1.0 100 days 

UK Nationwide Building Society 5.0 6 months 

UK NatWest  
(RBS Group) 
 

 3.0 ¹ Overnight 

UK Royal Bank of Scotland  
(RBS Group) 

 3.0 ¹ Overnight 

UK Standard Chartered Bank ² 
 

5.0 6 months 

Australia Australia and NZ Banking Group 3.0 6 months 

Australia Commonwealth Bank of Australia ² 
 

3.0 6 months 

Australia National Australia Bank Ltd  
(National Australia Bank Group) 

3.0 6 months 

Australia Westpac Banking Corp ² 3.0 6 months 

Canada Bank of Montreal ² 3.0 6 months 

Canada Bank of Nova Scotia ² 
 

3.0 6 months 

Canada Canadian Imperial Bank of Commerce 3.0 6 months 

Canada Royal Bank of Canada ² 
 

3.0 6 months 

Canada Toronto-Dominion Bank ² 
 

3.0 6 months 
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Finland Nordea Bank Finland ² 
 

3.0 6 months 

Finland Pohjola Bank ² 
 

3.0 6 months 

Germany Deutsche Bank AG ² 
 

3.0 100 days 

Germany Landesbank Hessen-Thuringen 
(Helaba) 

3.0 100 days 

Netherlands ING Bank NV ² 
 

3.0 100 days 

Netherlands Bank Nederlandse Gemeenten 3.0 6 months 

Netherlands Rabobank ² 
 

3.0 6 months 

Singapore DBS Bank Ltd 3.0 6 months 

Singapore Oversea-Chinese Banking Corporation 3.0 6 months 

Singapore United Overseas Bank 3.0 6 months 

Sweden Svenska Handelsbanken 3.0 6 months 

Switzerland Credit Suisse ² 
 

3.0 100 days 

US JP Morgan Chase Bank ² 3.0 6 months 

 
Note:  

¹ Where a counterparty is part of a banking group, the limits for all investments 
within that group must not exceed the limit for a single member of that 
banking group. 
² Investments with these counterparties are typically purchases of Certificates 
of Deposit via the Council’s custodians, custodians hold the Certificates of 
Deposit (and other tradable instruments) as nominees, meaning they are not 
held directly in the Council’s name.  
 
 

*Lloyds Bank is the Council’s bank; the limits set above are for treasury investments 
and not the day to day operational transactions. Good treasury practice aims to 
reduce the overnight balance in the Council’s account to a maximum credit balance 
of £20,000, thus minimising risk. 
**The maximum maturity limit can also be increased or reduced – the durations 
stated above are those in force on 31 January 2015 
 
The above list and limits will change operationally during the year. 
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Appendix A(iii) cont. 

(b) Current Authorised Money Market Funds and Investment Limits 

Name of Fund  Domicile Size of Fund as at 
03/12/2014 
£billion 

Maximum 
Investment 
£million 

Goldman Sachs Ireland £8.30 £5.00 

DB Advisors (Deutsche) Ireland £7.26 £5.00 

Invesco Aim Ireland £0.85 £5.00 

Blackrock Ireland £33.51 £5.00 

Ignis Asset Management Ireland £9.82 £5.00 

Insight Investments Ireland £17.41 £5.00 

 

Note: 

The maximum investment in any fund will not exceed 0.5% of the total fund size; due 

to the size of most funds, the Council’s internal limit is much smaller than 0.5%. 

The maximum investment in any government MMF will not exceed 2% of the total 

fund size 
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Appendix A (iv) – Current Authorised External Fund Management and 

Collective Investment Schemes 

The following pooled funds and collective investment schemes are used by the 

Council. 

   
FUND / (TYPE OF FUND) 

Amount 
invested at 
31/01/2015 

£m 

Notes 

  
Insight Liquidity Plus Fund (a low volatility cash 
plus fund investing in short-term fixed income and 
variable rate securities) 
 

 
1.009 

 
 

 
Royal London Cash Plus Fund (a low volatility cash 
plus fund investing in cash deposits, money market 
instruments and short-dated government securities) 
 

 
 1.013 
 

 
 

 
Royal London Duration Hedged Credit Fund 
 

 
1.011 

 
£1m invested 
November 2014 

 
Ignis Short Duration Cash Fund (a low volatility 
short-dated bond fund investing in short-term fixed 
income and variable rate securities) 
 

 
2.022 
 

 
 

 
Payden Sterling Reserve Fund (a short-dated bond 
fund managed against a capital preservation 
objective).  
 

 
 8.295 

  
 

 
Payden & Rygel Absolute Bond Fund 

 
1.001 

 
£1m invested 
November 2014 

 
City Financial Defensive Global Bond Fund (a 
global fixed income fund investing in government 
and corporate bonds and cash instruments) 
 

 
1.029 
 
 

 
 

 
Investec Short Dated Bond Fund (a government 
bond fund investing in short-dated securities of highly 
rated sovereign nations) 
 

 
6.109 

 
£4m was withdrawn 
from this fund in May 
2014 

 
Investec Diversified Income Fund (a bond and 
equity fund with an emphasis on providing income) 
 

  
 4.502 

 
 

 
Threadneedle UK Equity Income Fund (a UK equity 
income fund invested in shares of small, medium and 
large companies in the UK and which can also invest in 

 
 1.805 
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other securities such as convertibles and gilts) 
 

 
Threadneedle Strategic Bond Fund 
 

 
1.026 

 
£1m invested June 
2014 

 
M&G Global Dividend Fund (a global equity income 
fund investing in corporates with potential to grow their 
payout to shareholders consistently over time) 
 

 
1.570 
 
 

 
 

 
UBS Multi Asset Income Fund (a global bond and 
equity income fund spread across classes, which 
include fixed income investment grade and high yield 
corporate bonds, equities, real estate, mortgage 
backed securities). 
 

 
2.150 
 
 
 

 
Additional £1m 
invested in April 
2014 

  
Schroders Income Maximiser Fund (an equity 
income fund investing in equity and equity-related 
securities of UK companies) 
 

 
1.041 

 
£1m invested 
February 2014 

 
SWIP Absolute Return Bond Fund (a long dated 
bond fund which makes allocations to developed 
corporate and emerging market debt alongside 
positions in currency) 
 
 

 
1.930 

 
£2m invested May 
2014 

 35.513  

 

 

 


