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1 INTRODUCTION 
 

1.1 Background 
 

Cornwall Council is required to operate a balanced budget, which broadly 
means that cash raised during the year will meet cash expenditure. Part of 
the treasury management operation is to ensure that this cash flow is 

adequately planned, with cash being available when it is needed. Surplus 
monies are invested in counterparties or instruments commensurate with 

the Council’s risk appetite, providing first and foremost adequate security 
and liquidity before considering investment return. 
 

The second main function of the treasury management service is the 
funding of the Council’s capital plans. These capital plans provide a guide 

to the borrowing need of the Council, essentially the longer-term cash 
flow planning to ensure that the Council can meet its capital spending 
obligations. This management of longer-term cash may involve arranging 

long or short term loans, or using longer term cash flow surpluses. On 
occasion any debt previously drawn may be restructured to meet Council 

risk or cost objectives. 
 

The Chartered Institute of Public Finance and Accountancy (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.” 
 

In terms of Non-Treasury financial and nonfinancial commercial 
investments the Authority has not engaged in any commercial non-

financial investments where the investment is purely for a commercial 
return. The activity labelled within the Council’s Capital Programme under 
the heading Investment programme is investment in Cornwall and is 

primarily to deliver service type outcomes (Housing/Economic Growth) 
with any investment return secondary. The Authority does though have a 

number of Non-Treasury Financial Investments/Loans to third parties, 
these have all been approved at various times through discrete reports 
but are now covered in a separate section later in this document as 

required by the latest Government guidance. 
 

1.2 Reporting requirements and Scrutiny 
 

In the context of treasury management, Cornwall Council is required to 

receive and approve, as a minimum, three main reports each year, which 
incorporate a variety of policies, estimates and actuals. 

 
The report on the Annual Management Treasury Strategy, covering the 
Prudential and Treasury indicators is the first report and covers: 

 Capital plans, including prudential indicators; 
 Minimum Revenue Provision (MRP) policy – how residual capital 

expenditure is charged to revenue over time; 
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 Treasury Management Strategy – how the investments and 
borrowings are to be organised, including Treasury indicators; and 

 Investment Strategy – how the parameters on investments are to 
be managed. 

 
A mid-year treasury management review updates Members with the 
progress of the capital position, amending prudential indicators as 

necessary, and whether the treasury management is meeting the strategy 
or whether any policies require revision.  

 
An annual treasury outturn report provides details of a selection of actual 
prudential and treasury indicators and actual treasury operations 

compared to the estimates within the treasury strategy. 
 

The Strategy is required to be adequately scrutinised before being 
recommended to the Council. This role will be undertaken by the 
Customer and Support Services Overview and Scrutiny Committee. 

 
1.3 Treasury Management Strategy for 2021/22 

 
The Strategy for 2021/22 will cover the following areas: 

 
Capital Activity: 

• Capital plans, in line with the approved budget 

• Capital prudential indicators including the Capital Financing 
Requirement (CFR) 

• Minimum Revenue Provision (MRP) policy 
 
Treasury Management Activity: 

• Current and forecast treasury position 
• Treasury indicators which limit the treasury risk and activities of the 

Council 
• Prospects for interest rates 
• Borrowing strategy 

• Policy on borrowing in advance of need 
• Debt rescheduling 

• Annual Investment Strategy 
• Creditworthiness policy 
• Performance indicators 

• Policy on the use of financial derivatives 
• Housing Revenue Account (HRA) self-financing 

• Member and officer training; and 
• Policy on use of external service providers. 

 

These elements cover the requirements of the Local Government Act 
2003, the CIPFA Prudential Code and Treasury Management Code, and 

Statutory Guidance issued by the Secretary of State (for Housing, 
Communities and Local Government) on Minimum Revenue Provision and 
Local Government Investments. 
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This Annual Treasury Management Strategy covers only those 
investments arising from the Council’s cash flows and debt management 
activity. In accordance with the Code and recognised best practice 

guidelines, the security and liquidity of funds are placed ahead of 
investment return/yield. The power to invest is set out in the Local 

Government Act, Section 12. 
 
The CIPFA Treasury Management Code recognises that organisations may 

make investments for policy reasons outside normal treasury 
management activity. Non-financial, or non-treasury investments tend to 

relate to expenditure powers under Section 1 of the Act and are subject to 
the guiding principles outlined separately in the Capital Strategy and are 

outside the scope of this Treasury Management Strategy. 
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2 THE CAPITAL PRUDENTIAL INDICATORS 2021/22 – 2023/24 
 

In setting a balanced budget, the Council must calculate its budget 

requirement for each financial year to include the revenue costs that flow 
from capital expenditure and financing decisions. 

 
Under the Local Government Act 2003 and the Prudential Code for Capital 
Finance in Local Authorities, local authority capital expenditure – and 

borrowing to finance – is limited to what is affordable, prudent and 
sustainable. 

 
The Council’s capital expenditure plans are the key driver of treasury 
management activity. The output of the capital expenditure plans is 

reflected in prudential indicators, which are designed to assist members in 
their overview and consideration of capital expenditure plans both in 

terms of affordability and prudence. 
 
2.1 Capital expenditure 

This prudential indicator is a summary of the Council’s capital expenditure 
plans, both those agreed previously, and those forming part of this budget 

cycle: 
 

Capital expenditure

£m

2019/20

Actual

2020/21

Forecast

2021/22

Estimate

2022/23

Estimate

2023/24

Estimate

General Fund 147.5 175.1 152.6 60.5 169.7

HRA 31.2 31.2 62.5 85.3 66.9

Commercial activities /

non financial investments
50.4 38.2 77.7 161.4 81.1

Total 229.1 244.5 292.8 307.1 317.6  
 

 
The table below summarises the above capital expenditure plans and how 

these plans are being financed by capital or revenue resources. Any 
shortfall of resources results in a funding borrowing need. 
 

Capital expenditure

£m

2019/20

Actual

2020/21

Forecast

2021/22

Estimate

2022/23

Estimate

2023/24

Estimate

General Fund 147.5 175.1 152.6 60.5 169.7

HRA 31.2 31.2 62.5 85.3 66.9

Commercial activities /

non financial investments
50.4 38.2 77.7 161.4 81.1

Total 229.1 244.5 292.8 307.1 317.6

Financed by:

Capital receipts 19.0 23.7 13.0 23.5 29.5

Capital grants 44.2 78.0 63.4 62.5 86.8

Revenue/Reserves 42.5 26.1 39.5 40.5 30.4

Net borrowing need for the year 123.4 116.7 176.9 180.7 171.0

Total financing 229.1 244.5 292.8 307.1 317.6  
 
 

The two tables above have taken the existing Approved Capital 
Programme and made adjustments for potential slippage with an 
allowance for new approvals which may come through from the pre-

pipeline list. A reconciliation back to the programme is: 



 

 

Information Classification: PUBLIC 

2019/20

Actual

2020/21

Forecast

2021/22

Estimate

2022/23

Estimate

2023/24

Estimate

Capital Programme 248.7 377.2 369.1 233.8 

Tamar Bridge/Torpoint Ferry Adj (4.2) (4.4) (7.0) (1.2)

Less Slippage 0.0 (120.0) (180.0) (40.0)

Plus allowance for new approvals 0.0 40.0 125.0 125.0 

Total 244.5 292.8 307.1 317.6   
 
 
 

The funding has been adjusted accordingly. If there is a need to further 
adjust this can be done in the mid-year review. It should be noted that 
borrowing is only approved at the level in the existing capital programme. 

 
The net financing need for commercial activities / non-financial 

investments included in the total table above against expenditure is 
shown below: 
 
Commercial activities /

non financial investments

£m

2019/20

Actual

2020/21

Forecast

2021/22

Estimate

2022/23

Estimate

2023/24

Estimate

Capital expenditure 50.4 38.2 77.7 161.4 81.1

Financed by:

Capital receipts 0.1 6.7 0.0 4.9 0.0

Capital grants 0.0 4.8 10.0 24.5 13.8

Revenue/Reserves 0.0 0.0 0.0 0.0 1.0

Net borrowing need for the year 50.3 26.8 67.6 132.0 66.2

Total financing 50.4 11.5 10.0 29.4 14.8

Percentage of Net Borrowing need for the 

year 41% 23% 38% 73% 39%  
 

 
2.2 The Capital Financing Requirement 

 
The second prudential indicator is the Council’s Capital Financing 
Requirement (CFR). The CFR is simply the total historic outstanding 

capital expenditure which has not yet been paid for from either revenue or 
capital resources. It is essentially a measure of the Council’s underlying 

borrowing need. Any capital expenditure above, which has not 
immediately been paid for, will increase the CFR.  
 

The CFR includes any other long-term liabilities (e.g. PFI schemes, finance 
leases). Whilst these increase the CFR, and therefore the Council’s 

borrowing requirement, these types of scheme include a borrowing facility 
and so the Council is not required to separately borrow for these schemes. 
 

The forecast CFR shows that, over the medium and long term, the 
underlying borrowing need will increase:  
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£m

2019/20

Actual

2020/21

Forecast

2021/22

Estimate

2022/23

Estimate

2023/24

Estimate

Capital Financing Requirement

CFR - General Fund 895.4 952.3 1,007.0 990.6 1,073.0 

CFR - Housing 116.5 126.0 155.0 194.4 209.3 

CFR - Commercial activities /

non financial investments
95.4 120.2 185.4 313.6 348.4 

Total CFR 1,107.3 1,198.5 1,347.5 1,498.6 1,630.7 

Movement in CFR 91.2 148.9 151.2 132.1 

Movement in CFR represented by:

Net borrowing need for the year (above) 116.7 176.9 180.7 171.0 

Less MRP/VRP and other financing 

movements
(25.4) (27.9) (29.5) (38.9)

Movement in CFR 91.2 148.9 151.2 132.1  
 

The CFR does not increase indefinitely, as the Minimum Revenue Provision 
(MRP) is a statutory annual revenue charge which broadly reduces the 
borrowing need in line with the estimated useful life of each asset. 

 
The ‘MRP/VRP (Voluntary Revenue Provision) and other financing’ includes 

PFI / finance lease annual principal payments. The figure also includes 
other technical accounting adjustments for the treatment of long-term 
debtors and amounts set aside for HRA attributable debt. 

 
 

2.3 Minimum Revenue Provision (MRP) Statement 
 
As part of the MRP regulations, the Council is required to approve a policy 

for calculating a prudent level of MRP on borrowing undertaken for the 
2021/2022 capital programme and prudential borrowing undertaken in 

previous years. The Council is also allowed to undertake additional 
voluntary payments if required (voluntary revenue provision; VRP). 
 

Minimum Revenue Provision is a charge to the Council’s revenue account 
to make provision for the repayment of debt that will have been 

undertaken for financing long term capital investment. MRP will cause a 
reduction in the CFR annually. 
 

The Council’s strategy is to charge MRP based on a reasonable 
assessment of the period of benefit that associated capital investment will 

deliver. The amount of MRP charged shall not be less than zero in any 
financial year. 
 

MRP Policy 2021/22 
i. For capital expenditure financed by supported borrowing (borrowing 

funded by central Government through the revenue funding 
system), MRP will be made on a straight-line basis over a period of 
50 years (i.e. 2%) based on the Opening Adjusted Capital Financing 

Requirement as at 1st April 2016.  
 

This effectively means that, for capital expenditure financed by 

borrowing prior to April 2008, MRP is made based on a straight line 

(equal instalment) method over a 50-year period (2%). 

 



 

 

Information Classification: PUBLIC 

ii. For borrowing under the prudential system, for which no 
Government support is given, MRP provision will be made over the 

estimated life of the asset for which the borrowing is undertaken. 
This will be done on a straight-line basis in-line with the asset life 

determined for depreciation purposes and the MRP provision will 
commence in the financial year following the one in which the asset 
becomes operational. 

 
This effectively means that, for capital expenditure financed by 

borrowing after 1 April 2008, MRP is made on the basis of equal 

annual instalments over the life of relevant assets: the ‘straight 

line’ method. 

 
The method shall be varied in the following circumstance: 

a. MRP will not be made on the value of Long-Term Debtors 
outstanding, as these will be repaid by third parties and therefore it 
is not deemed necessary to make an additional revenue charge in 

relation to these amounts. However, if the third party is not making 
annual repayments of principal, then MRP payments will be made 

over the life. 
b. MRP will continue to be charged on the amount of capital 

expenditure incurred by the Tamar Bridge and Torpoint Ferry Joint 

Committee and this will be offset by an equivalent receipt from the 
Joint Committee to ensure that Cornwall Council remains revenue 

neutral. 
c. For MRP in relation to the PFI schemes which have come back on 

balance sheet due to the changes in accounting regulations, the 

Council has adopted the following approach: 
- Assets and financing liabilities have been set up for each 

scheme 
- MRP had been provided for on a basis equivalent to the 

capital repayment for the outstanding financing liability 

d. MRP on investments in share or loan capital will be made over 20 
years. However, and where the capitalised expenditure can be 

linked (directly or indirectly) to an asset, then the estimated life of 
that asset may be used (up to a maximum of 50 years). This is in 
accordance with Government guidance. 

e. For capital investment incurred mainly, or in part, for commercial 
purposes then MRP may, where appropriate, be calculated using the 

annuity method to better reflect the anticipated cash flows arising 
over the life of that capital investment. 

f. Finance Leases; in accordance with legislation, the Council will 

make an MRP charge for finance leases equivalent to the principal 
payment contained within the lease terms. 

g. There is no requirement on the HRA to make a minimum revenue 
provision but, following HRA reform, there is a requirement for a 
charge for depreciation to be made. 
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2.4 Affordability prudential indicators 
 

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 i.e. to 
provide an indication of the impact of capital investment plans on the 
Council’s overall finances. 

 
Under the CIPFA Prudential Code a local authority is responsible for 

deciding its own level of affordable borrowing. 
 

Ratio of financing costs to 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. For the General fund the Council within its MTFP and 

capital strategy has set a limit of 11%. This will be reviewed annually as 
part of the budget process. 
 
%

2019/20

Actual

2020/21

Forecast

2021/22

Estimate

2022/23

Estimate

2023/24

Estimate

General Fund 7.1% 8.1% 8.6% 9.4% 9.7%

(Council Limit) 11.0% 11.0% 11.0% 11.0% 11.0%

of which relates to Commercial activities / 

non financial investments
0.5% 0.5% 0.8% 1.5% 1.6%

HRA 7.6% 8.0% 9.2% 11.3% 12.9%  
 

The estimates of financing costs include current commitments and the 
proposals for the capital financing budget in the relevant budget setting 
report. 

 
Ratio of capital financing requirement to revenue 

The following ‘local’ indicator, for both General Fund and HRA, is a gearing 
ratio showing the projected trend in the capital financing requirement 
(underlying debt requirement) against the annual revenue budget. 

 
It also shows the amount of underlying debt per capita, based on the 

number of dwellings: 
2019/20

Actual

2020/21

Forecast

2021/22

Estimate

2022/23

Estimate

2023/24

Estimate

General Fund ratios

GF Underlying Need to Borrow £m

(including Commercial Activities / 

non financial investments)

838.9         928.0        1,055.6   1,175.9   1,300.0   

Net Revenue Budget £m 561.2         603.2        600.6     572.8     587.9     

Dwellings (per CTB1) 273,708     275,389     276,766  280,917  286,536  

Ratio of debt : revenues 1.5            1.5            1.8         2.1         2.2         

Limit 2.6            2.6           2.6        2.6        2.6        

Debt per dwelling (£) 3,065         3,370        3,814     4,186     4,537     

HRA ratios

HRA CFR (underlying debt) £m 116.5         126.0        155.0     194.4     209.3     

HRA revenues £m 40.1           40.6          41.4       42.4       44.4       

Number of HRA dwellings 10,278       10,290      10,286    10,329    10,559    

Ratio of debt : revenues 2.9            3.1            3.7         4.6         4.7         

Debt per dwelling 11,335       12,247      15,070    18,823    19,823     
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3 TREASURY MANAGEMENT STRATEGY 
 

The capital expenditure plans set out in Section 2 provide details of the 
service activity of the Council. 

 
The treasury management function ensures that the Council’s cash is 
organised in accordance with the relevant professional codes, so that 

sufficient cash is available to meet this service activity. This will involve 
both the organisation of the cash flow and, where capital plans require, 

the organisation of appropriate borrowing facilities. 
 
The strategy covers the relevant treasury / prudential indicators, the 

current and projected debt positions and the annual investment strategy. 
 

Treasury Management Policy Statement 
i. The Council defines its treasury management activities as: 

The management of the organisation’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. 
 

ii. This Council regards the successful identification, monitoring and 
control of risk to be the prime criteria by which the effectiveness of 
its treasury management activities will be measured. Accordingly, 

the analysis and reporting of treasury management activities will 
focus on their risk implications for the organisation, and any 

financial instruments entered into to manage these risks. 
 

iii. This Council acknowledges that effective treasury management will 

provide support towards the achievement of its business and 
service objectives. It is therefore committed to the principles of 

achieving value for money in treasury management, and to 
employing suitable comprehensive performance management 
techniques, within the context of effective risk management. 

 
The Council will invest its monies prudently, considering security first, 

liquidity second, and yield last, carefully considering its investment 
counterparties. It will similarly borrow monies prudently and consistent 
with the Council’s service objectives. 
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4 BORROWING 
 

4.1 Current and Forecast Portfolio position 
 

The Council’s treasury portfolio position, as at 30 November 2020, is 
summarised below. It shows the Council has borrowings totalling £877m 
and investments of £370m; a net debt of £507m: 

 

£m

Total Borrowing 877

Long Term

Public Works Loan Board (PWLB) 414 47%

UK: 251 29%

Barclays (fixed term) 80

Dexia* 158

KBC* 13

Germany: Bayerische Landesbank GIR* 15 2%

Ireland: DEPFA* 52 6%

Sub-Total 732

Short Term

Temporary Borrowing: Local Authorities 145 17%

* indicates LOBO (totalling £236m)

£m

Total Investments 370

UK: 322 87%

Local Authorities 187

Deutche Bank 50

Metropolitan Housing Trust 10

Places for People 20

Sainsburys Bank 10

Aldermore Bank 10

Newcastle BS 5

Cambridgeshire BS 5

National Counties BS 5

Monmouthshire BS 5

Saffron BS 5

Furness BS 5

Natwest 5

Sweden 48 13%

Handelsbanken 48

£m

Net Debt 507

Summary of Cornwall Council Net Debt @ 30 November 2020

 
 

The following table shows the actual and forecast external debt (the 
treasury management operations) against the underlying capital 

borrowing need (the Capital Financing Requirement - CFR) and highlights 
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any over or under borrowing. The Council is currently under borrowed and 
this is expected to continue for the medium term: 

 
£m

2019/20

Actual

2020/21

Forecast

2021/22

Estimate

2022/23

Estimate

2023/24

Estimate

External Debt

Debt at 1 April 789.5 919.5 1004.0 1170.6 1340.3

Expected change in debt 130.0 84.5 166.6 169.7 149.0

Gross debt at 31 March 919.5 1004.0 1170.6 1340.3 1489.3

Capital Financing Requirement 1107.3 1198.5 1347.5 1498.6 1630.7

 - less technical adjustment for non-

borrowing items (pfi, finance leases etc)
(142.7) (144.5) (136.8) (128.3) (121.4)

Underlying borrowing requirement 964.6 1054.0 1210.6 1370.3 1509.3

Under / (Over) borrowing 45.1 50.0 40.0 30.0 20.0

as percentage of borrowing requirement 5% 5% 3% 2% 1%  
 

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

 
One of these is that the Council needs to ensure that its gross debt does 
not, except in the short term, exceed the total of the CFR in the preceding 

year plus the estimates of any additional CFR for the current (i.e. 
2020/21) and 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. 
 

The Section 151 Officer reports that the Council is forecast to comply with 

this prudential indicator in the current year 2020/21 and does not 
envisage difficulties for the future. This view takes into account existing 

plans and commitments, and the proposals in the approved MTFP. 
 

4.2 Treasury Indicators: limits to borrowing activity 
 

The Operational Boundary; This is the limit beyond which external debt is 
not normally expected to exceed. It is calculated with regard to the 
Council’s capital expenditure and financing plans allowing for the most 

likely, prudent, but not worst-case scenario cash flow. 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. 
 
£m

Operational Boundary 2019/20

Actual

2020/21

Forecast

2021/22

Estimate

2022/23

Estimate

2023/24

Estimate

Debt 1,125.0 1,320.3 1,459.3 1,593.2 1,593.2  
 
The Authorised Limit for External Debt; This is a key prudential indicator 

which sets a control on the maximum level of borrowing. This represents a 
limit beyond which external debt is prohibited, and this limit needs to be 

set or revised by the full Council. It reflects the level of external debt 
which, while not desired, could be afforded in the short term, but is not 
sustainable in the longer term. 

 
This is the statutory limit determined under section 3 (1) of the Local 

Government Act 2003. It includes more headroom to take account of 
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eventualities e.g. forward borrowing to take advantage of attractive 
interest rates. 

 
£m

Authorised Limit 2019/20

Actual

2020/21

Forecast

2021/22

Estimate

2022/23

Estimate

2023/24

Estimate

Debt 1,175.0 1,370.3 1,509.3 1,643.2 1,643.2  
 

These external debt indicators are intended to ensure external borrowing 
levels are affordable, prudent and sustainable. The Government retains an 

option to control either the total of all councils’ plans, or those of a specific 
council, although to date this power has never been exercised. 

 
4.3 Prospects for interest rates 

 
Cornwall Council’s treasury advisor, Link Asset Services, has provided the 
following interest rate forecast. The major change since last year has been 

the decision by the Treasury and PWLB to reverse the increase in the 
margin over gilt yields that was introduced in 2019. The 100bps increase 

has been removed and for certainty rates the margin over gilts for PWLB 
borrowing is now 80bps.  
 

The PWLB rate forecasts below are based on the Certainty Rate (minus 20 
bps) which has been accessible to most authorities since 1st November 

2012: 
 

Bank Rate 

%

5 year 10 year 25 year 50 year

Mar-2021 0.10 0.80 1.10 1.50 1.30

Jun-2021 0.10 0.80 1.10 1.60 1.40

Sep-2021 0.10 0.80 1.10 1.60 1.40

Dec-2021 0.10 0.80 1.10 1.60 1.40

Mar-2022 0.10 0.90 1.20 1.60 1.40

Jun-2022 0.10 0.90 1.20 1.70 1.50

Sep-2022 0.10 0.90 1.20 1.70 1.50

Dec-2022 0.10 0.90 1.20 1.70 1.50

Mar-2023 0.10 0.90 1.20 1.70 1.50

Jun-2023 0.10 1.00 1.30 1.80 1.60

Sep-2023 0.10 1.00 1.30 1.80 1.60

Dec-2023 0.10 1.00 1.30 1.80 1.60

Mar-2024 0.10 1.00 1.30 1.80 1.60

PWLB Borrowing Rates %

(including certainty rate adjustment)

 
 
 
Additional notes by Link on this forecast table: - 

 Please note that we have made a slight change to our interest rate 
forecasts table above for forecasts for 3, 6 and 12 months.  

Traditionally, we have used LIBID forecasts, with the rate calculated 
using market convention of 1/8th (0.125%) taken off the LIBOR 
figure. Given that all LIBOR rates up to 6m are currently running 

below 10bps, using that convention would give negative figures as 
forecasts for those periods. However, the liquidity premium that is 

still in evidence at the short end of the curve means that the rates 
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actually being achieved by local authority investors are still 
modestly in positive territory. While there are differences between 

counterparty offer rates, our analysis would suggest that an 
average rate of around 10 bps is achievable for 3 months, 10bps for 

6 months and 20 bps for 12 months. 
 During 2021, Link will be continuing to look at market 

developments in this area and will monitor these with a view to 

communicating with clients when full financial market agreement is 
reached on how to replace LIBOR. This is likely to be an iteration of 

the overnight SONIA rate and the use of compounded rates and 
Overnight Index Swap (OIS) rates for forecasting purposes. 

 We will maintain continuity by providing clients with LIBID 

investment benchmark rates on the current basis. 
 

The coronavirus outbreak has done huge economic damage to the UK and 
economies around the world. After the Bank of England took emergency 
action in March to cut Bank Rate to first 0.25%, and then to 0.10%, it left 

Bank Rate unchanged at its subsequent meetings to 16th December, 
although some forecasters had suggested that a cut into negative territory 

could happen. However, the Governor of the Bank of England has made it 
clear that he currently thinks that such a move would do more damage 

than good and that more quantitative easing is the favoured tool if further 
action becomes necessary. As shown in the forecast table above, no 
increase in Bank Rate is expected in the near-term as economic recovery 

is expected to be only gradual and, therefore, prolonged. These forecasts 
were based on an assumption that a Brexit trade deal would be agreed by 

31.12.20: as this has now occurred, these forecasts do not need to be 
revised. 
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Gilt yields / PWLB rates  
There was much speculation during the second half of 2019 that bond 

markets were in a bubble which was driving bond prices up and yields 
down to historically very low levels. The context for that was a heightened 

expectation that the US could have been heading for a recession in 2020. 
In addition, there were growing expectations of a downturn in world 
economic growth, especially due to fears around the impact of the trade 

war between the US and China, together with inflation generally at low 
levels in most countries and expected to remain subdued. Combined, 

these conditions were conducive to very low bond yields.  While inflation 
targeting by the major central banks has been successful over the last 30 
years in lowering inflation expectations, the real equilibrium rate for 

central rates has fallen considerably due to the high level of borrowing by 
consumers. This means that central banks do not need to raise rates as 

much now to have a major impact on consumer spending, inflation, etc.  
 
The consequence of this has been the gradual lowering of the overall level 

of interest rates and bond yields in financial markets over the last 30 
years.  Over the year prior to the coronavirus crisis, this has seen many 

bond yields up to 10 years turn negative in the Eurozone. In addition, 
there has, at times, been an inversion of bond yields in the US whereby 

10-year yields have fallen below shorter-term yields. In the past, this has 
been a precursor of a recession.  The other side of this coin is that bond 
prices are elevated as investors would be expected to be moving out of 

riskier assets i.e. shares, in anticipation of a downturn in corporate 
earnings and so selling out of equities.   

 
Gilt yields had, therefore, already been on a generally falling trend up 
until the coronavirus crisis hit western economies during March 2020. 

After gilt yields spiked up in March, we have subsequently seen these 
yields fall sharply to unprecedented lows as investors panicked during 

March in selling shares in anticipation of impending recessions in western 
economies and moved cash into safe haven assets i.e. government bonds. 
However, major western central banks took rapid action to deal with 

excessive stress in financial markets during March, and started massive 
quantitative easing purchases of government bonds: this also acted to put 

downward pressure on government bond yields at a time when there has 
been a huge and quick expansion of government expenditure financed by 
issuing government bonds. Such unprecedented levels of issuance in 

“normal” times would have caused bond yields to rise sharply.  Gilt yields 
and PWLB rates have been at remarkably low rates so far during 2020/21. 

 
As the interest forecast table for PWLB certainty rates above shows, there 
is expected to be little upward movement in PWLB rates over the next two 

years as it will take economies, including the UK, a prolonged period to 
recover all the momentum they have lost in the sharp recession caused 

during the coronavirus shut down period. From time to time, gilt yields, 
and therefore PWLB rates, can be subject to exceptional levels of volatility 
due to geo-political, sovereign debt crisis, emerging market developments 

and sharp changes in investor sentiment, (as shown on 9th November 
when the first results of a successful COVID-19 vaccine trial were 
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announced). Such volatility could occur at any time during the forecast 
period.  

 
Investment and borrowing rates 

 Investment returns are likely to remain exceptionally low 
during 2021/22 with little increase in the following two years.  

 Borrowing interest rates fell to historically very low rates as a 
result of the COVID crisis and the quantitative easing operations of 

the Bank of England: indeed, gilt yields up to six years were 
negative during most of the first half of 2020/21. The policy of 

avoiding new borrowing by running down spare cash balances has 
served local authorities well over the last few years.  The unexpected 
increase of 100 bps in PWLB rates on top of the then current margin 

over gilt yields of 80 bps in October 2019, required an initial major 
rethink of local authority treasury management strategy and risk 

management.  However, in March 2020, the Government started a 
consultation process for reviewing the margins over gilt rates for 
PWLB borrowing for different types of local authority capital 

expenditure. (Please note that Link has concerns over this approach, 
as the fundamental principle of local authority borrowing is that 

borrowing is a treasury management activity and individual sums 
that are borrowed are not linked to specific capital projects.)  It also 
introduced the following rates for borrowing for different types of 

capital expenditure: - 

 PWLB Standard Rate is gilt plus 200 basis points 
(G+200bps) 

 PWLB Certainty Rate is gilt plus 180 basis points 
(G+180bps) 

 PWLB HRA Standard Rate is gilt plus 100 basis points 

(G+100bps) 
 PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps) 

 Local Infrastructure Rate is gilt plus 60bps (G+60bps) 
 

 As a consequence of these increases in margins, many local 

authorities decided to refrain from PWLB borrowing unless it was for 
HRA or local infrastructure financing, until such time as the review of 

margins was concluded. 

 On 25.11.20, the Chancellor announced the conclusion to the 
review of margins over gilt yields for PWLB rates; the standard and 
certainty margins were reduced by 1% but a prohibition was 

introduced to deny access to borrowing from the PWLB for any local 
authority which had purchase of assets for yield in its three-year 

capital programme. The new margins over gilt yields are as follows: 

 PWLB Standard Rate is gilt plus 100 basis points (G+100bps) 

 PWLB Certainty Rate is gilt plus 80 basis points (G+80bps) 
 PWLB HRA Standard Rate is gilt plus 100 basis points 

(G+100bps) 
 PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps) 
 Local Infrastructure Rate is gilt plus 60bps (G+60bps) 
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4.4 Borrowing strategy 

Cornwall Council has a significant Capital Programme planned over the 
next four years which will require significant borrowing to support. With 

the sudden and unexpected change to PWLB rates when the Treasury and 
PWLB added a 100bps onto the borrowing rates in October 2019 the 

Council turned to the Local Authority short term borrowing market to 
meet it borrowing needs. This reduced the cost of borrowing and with 
recent changes to interest rates which are now at an all time low the cost 

of short-term borrowing is extremely low. With the recent reversal of the 
PWLB 100bps increase alongside current gilt rates has also brought PWLB 

rates down and they are now very competitive compared with the external 
markets.  
 

The Council’s underlying need to borrow included the Council’s 
Commercial capital programme, this programme is a number of projects 

and programmes that have the primary aim of delivering Council priorities 
such as increased housing and economic regeneration including the 
provision of jobs within Cornwall. The programme has the objective of 

delivering income streams that finance the borrowing and so avoiding a 
pressure on the general fund budget. They are not investments primarily 

for yield and do not meet the definition as set out by Treasury. With this 
type of programme there is going to be the possibility that it will need to 
be refinanced or certain assets within these programmes may be disposed 

of as part of developing the portfolio of assets. Therefore, it is not prudent 
to cover this borrowing need by entering into long term loans.    

 
The medium to long term forecasts by our Treasury Consultants, Link, 
along with many other economic analysts are all predicting that interest 

rates are going to stay very low for the foreseeable future. The Local 
Government short term peer to peer lending market provides very secure 

low risk borrowing at extremely competitive rates. Currently rates are less 
than 10bps for 30-90 day money, this compares with PWLB 1year rates of 
67bps and long-term rates of 150bps. The Council’s borrowing strategy 

will include using this short-term market along with internal resources 
(cash balances) to provide part of its borrowing requirements. The 

Commercial programme has a potential borrowing requirement of £350m 
by 2023/24 which will be in the region of 23% of the Council’s borrowing 

requirement. Hence the Council’s strategy over the next three or four 
years will be to keep between 20-40% of the borrowing needs short term 
to benefit from the very low short term rates, take on additional PWLB 

longer term loan when required and interest rate forecasts suggest that 
rates may be increasing in the short to medium term. The Council’s 

existing long-term borrowing is approximately £700m, therefore if the 
Council’s requirements start getting to the level forecast in the next few 
years then it is likely that approximately £400m of additional long term 

borrowing is secured, £350m of short term borrowing and £20m of 
internal resources. The Section 151 Officer will monitor rates in the 

financial markets and ensure the Council and adopt a pragmatic and 
flexible approach to changing circumstances.  
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Any new borrowing taken out will be made with regard to the limits, 
indicators and the economic environment. 

 
4.5 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. 
 

During periods when short term interest rates are lower than long term 
rates, the resulting differential creates a ‘cost of carry’ impacting on the 

Council’s revenue budget when the proceeds of any long-term borrowing 
are temporarily held in lower yielding investments. 
 

However, as detailed in the Borrowing strategy, this needs to be carefully 
reviewed to avoid incurring higher borrowing costs in the future, when the 

Council may not be able to avoid new borrowing to finance new capital 
expenditure and/or to refinance maturing debt or called in debt. 

 

Note: latest guidance issued by the Secretary of State makes clear that 
borrowing to finance the acquisition of non-financial investments (e.g. 
commercial property investment) made purely for profit shall be considered 

‘borrowing in advance of need’. 
 
Such investment would most likely be considered capital and determined 

under the guiding principles outlined separately in the Capital Strategy 
and outside the scope of this Treasury Management Strategy. 

 
However, and to be clear, the Council will not borrow for capital 

investment made solely for yield generating opportunities.  

 

4.6 Treasury Management limits on activity 
 

There are three debt related treasury activity limits. The purpose of these 
are to restrain the activity of the treasury function within certain limits, 
thereby managing risk and reducing the impact of any adverse movement 

in interest rates. 
 

However, if these are set to be too restrictive, they will impair the 
opportunities to reduce costs / improve performance. The indicators are: 
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Maturity structure of borrowing 
 

 Maturity structure of borrowing. These gross limits are set to 
protect against excessive exposure to large fixed rate sums falling 

due for refinancing in any one period and are required for upper 
and lower limits1. 
 

Lower Upper

0% 45%

0% 45%

0% 100%

Maturity structure of fixed interest rate borrowing 2020/21

Under 12 months

12 months to 10 years

10 years to 50 years  
 

 Variable debt limit. A local indicator, this limits the maximum 
percentage of long-term variable debt to no more than 30% of total 

long-term debt. 
 

Lower Upper

0% 30%
Maximum variable long term debt as 

percentage of total long term debt

Long term variable debt exposure

 
 
The preference for fixed interest rate borrowing reflects that it is possible 

to construct a prudent treasury strategy on the basis of using only fixed 
rate debt and investments, provided the maturity of these debts and 

investments are reasonably spread. The same does not apply to variable 
rates where a higher exposure could lead to significant year on year 
fluctuations in the cost of debt. 

 
4.7 Lender Option Borrower Option (LOBO) Debt & Risk 

 
The Council currently holds around a third of its long-term debt in LOBOs.  

 
LOBOs are an alternative option to the Governments Public Works Loan 
Board (PWLB).  In simple terms the instrument gets its name because the 

lender i.e. the bank has an option to set revised interest rates at 
predetermined call dates, at which point the borrower i.e. the Council has 

the option to either accept the revised rates or repay the debt in full 
without incurring any penalty fees. 
 

Due to the current and forecast market environment, it is unlikely that 
any of the LOBOs will be called in the near future. However, there is a risk 

that, as interest rates rise, the lender proposes an increase in rates that 
the Council has no option but to agree to the increase, thereby increasing 
the level of interest it has to pay on its debt. 

 

                                                
1Note: the maturity structure guidance changed in the 2011 guidance notes; for LOBO loans, 
the maturity date is now deemed to be the next call date. 
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The Council’s exposure to this risk is low as it has been significantly 
mitigated by spreading its LOBO portfolio over several individual deals 

with five different lenders, with the call dates being structured so that 
they are staggered, with the next call date on each LOBO falling at 

different frequencies, thereby not exposing the Council to a ‘perfect storm’ 
where all lenders want to call in their options all at the same time.   
 

The Council will further mitigate this risk by holding significant level 
(between the range of £50m-£75m) of investments which are held in 

liquid deposits i.e. short term, and therefore can be called upon to provide 
funding to repay a LOBO if a call was exercised. If a LOBO call option is 
exercised the Council will consider terminating that agreement as a 

potential option.  
 

In addition, the Council can also call on other alternative providers 
including PWLB to take out new borrowing to refinance the repayment of 
the LOBO over shorter periods where the rates are forecast to be cheaper 

but would also improve the Council’s current debt maturity profile. 
  

4.8 Debt rescheduling and Premature Repayment Opportunities 
 

The relationship between the interest rates on existing loans, discount 
rates and new borrowing rates may provide opportunity for debt 
restructuring and the realisation of various gains: 

 
 the generation of cash savings 

 helping to fulfil the treasury strategy 
 to enhance the balance of the portfolio (by amending the maturity 

profile and/or the balance of volatility). 

 
As short-term borrowing rates will be considerably cheaper than longer 

term fixed interest rates, there may be potential opportunities to generate 
savings by switching from long term debt to short term debt. However, 
these savings will need to be considered in the light of the current 

treasury position and the cost of debt repayment (the premium incurred). 
 

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

than rates paid on current debt. 
 

The Section 151 Officer, with reference to the advice of the Council’s 
external treasury advisors, will monitor prevailing interest rates for any 
opportunities during the year. 
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5 ANNUAL INVESTMENT STRATEGY 
 

The Council holds invested funds, representing income received in 
advance of expenditure, plus balances and reserves held. 

 
The Secretary of State recommends that each local authority produce and 
publish an Annual Investment Strategy, approved by the Council and 

revised in year as required.  
 

The following investment strategy sets out the Council’s policies for 
managing investments and for giving priority to the security and liquidity 
of those investments. It outlines which instruments the Council may use 

for investment purposes, making a distinction between specified and non-
specified investments. This strategy also determines limits in respect of 

their overall levels. 
 
The Council has regard to the Ministry of Housing, Communities and Local 

Government (HMCLG) guidance on Local Government Investments as 
cited under section 15(1) (a) of the Local Government Act 2003 and the 

CIPFA Code of Practice on Treasury Management in Public Services.  
 

All investments will be made in accordance with the Council’s investment 
policies and prevailing legislation and regulations. With the very low 
interest rates that currently prevail and look to continue for some time 

investments returns are likely to reduce. To compensate it may be that 
some of the multi asset funds and short dated bond fund type 

investments are more actively pursued, these are already within the 
strategy but have not been used as until recently many of these funds 
were not consistent with the Council’s carbon neutral aspirations. These 

types of funds have now evolved and there are a number that would now 
meet the Council’s carbon neutral aspirations.  

 
5.1 Investment Policy 
 

The prime objective of the Council’s investment strategy is to ensure 
prudent investment of surplus funds. The Council’s investment priorities 

are as follows, in order of priority: 
 

- Security of capital,  

- Liquidity of investments,  
- Secure optimum performance (yield) 

 
Furthermore, under the Council’s Ethical Investment Policy, the Council 
will not knowingly invest in financial institutions that do not match the 

Council’s core values and principles. This is a secondary consideration and 
will be applied to the counterparty list only after taking into account 

security and liquidity issues. 
 
Ethical Investment; Statement of Policy 

The Council will not knowingly invest directly in organisations whose 

activities include practices which directly pose a risk of serious harm to 
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individuals or groups, or whose activities are inconsistent with the mission 

and values of the Council. This would include, inter alia, avoiding direct 

investment in institutions with material links to: 

- Human Rights abuse (e.g. child labour, political oppression) 

- Environmentally harmful activities (e.g. pollution, mass 

destruction of habitat, fossil fuels) 

 
The following investment instruments may be used by the Council in 

2021/22 – defined as either ‘specified’ or ‘non specified’ investments: 
 
Specified investments 

The Council will make use of specified investments (as defined within the 
terms of the Government guidance). These are investments that satisfy 

the following conditions, designed to offer high security and high liquidity: 
 The investment is denominated in Sterling and all payments or 

repayments are payable only in Sterling 

 The investment is not a long-term investment i.e. due to be repaid 
within 12 months of the date in which it was made or one which the 

Council may require to be repaid within that period 
 The investment is made with a body which has been awarded a 

high credit rating, or is made with one of the following: 

a. The United Kingdom Government; 
b. A Local Authority in England and Wales, or a similar body in 

Scotland or Northern Ireland; 
c. A Town / Parish or Community Council. 

 The making of the investment is not defined as capital expenditure2 

by legislation 
 

Non-specified investments 
Non-specified investments are defined as those not meeting the criteria 
detailed above; they are, by implication, considered higher risk than 

specified investments. The following categories of investments may be 
used under the definition of specified investments: 

 

                                                
2 Regulation 25(1) (d) of The Local Authorities (Capital Finance and Accounting) Regulations 

2003 [SI 3146 as amended] states that some categories of investment are defined as Capital 
Expenditure. This relates to the acquisition of share or loan capital in any body corporate. 
The impact of investing in instruments of this nature are such that, unlike other investment 
instruments, either capital or revenue resources would have to be applied to this expenditure, 
and once the investment was sold or matured, the income would be a capital receipt. 
Any such expenditure incurred by the Council is subject to the guiding principles outlined in 
the Capital Strategy and is outside the scope of this Treasury Management Strategy. 
 



 

 

Information Classification: PUBLIC 

Investment Instrument Specified

Non Specified

(with maturities in 

excess of 1 year)

Term deposits* (pound sterling) in the following: 

 - UK Local Authorities

 - Institutions considered 'high credit' rating
P P

Call Accounts P

Money Market Funds (MMF) P

Enhanced Money Market Funds (EMMF) P

Certificates of Deposit P P

Gilts (UK Government Bonds) P P

UK Government Treasury Bills P

Debt Management Account Deposit Facility P

Multilateral Development Bank bonds P P

UK Local Authority Bonds P P

Corporate Bonds P P

* includes Forward Deals (provided the investment is made within 12 months, and 

subject to the counterparty investment limits outlined below)  
 
The Council will also provide a short term (i.e. less than 1 year) cash flow 
facility to the Council’s wider group of companies to cover temporary cash 

flow fluctuations and ensure that they are able to meet known obligations 
and continue to operate.  Where this is required, a formal agreement will 

be put in place outlining the full terms and conditions of the advance and 
will be formally agreed and signed by the Council’s Section 151 officer. 

 

In respect of non-specified investments, the following instruments may 
also be used by the Council. An overall limit on the level of these 

investments will be set at 75% of the total investment portfolio and the 
following limits will apply to each category of non-specified investments: 
 

Upper Limit

Principal sums invested for more than 1 year 60%

25%

25%

 - Challenger Banks

5%

Cashflow Loans to Cornwall Council 

Owned Companies
30%

Loans to 3rd Parties (excl Cornwall Council 

** the use of some pooled investment funds may be deemed capital expenditure and 

as such would require an application of capital resources. The Council will seek guidance 

on the status and suitability of any fund it considers using.

        i) Ultra Short Dates Bond Fund (USDBF)

        ii) Short Dated Bond Fund (SDBF)

 - Multi Asset Income Funds
Deposits with non-rated institutions:

 - Non rated Building Societies

The following Non-Specified Investments may also be used:

Pooled Investment Funds**

 - Property Funds

 - Equity Funds

 - Bonds Funds including
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In the normal course of the Council’s cash flow operations, it is expected 
that both specified and non-specified investment will be utilised for the 

control of liquidity as both categories allow for short term investments. 
 

However, for certain types of investments, the accounting treatment may 
differ from the underlying cash transactions arising from investment 
decisions made by the Council. To ensure that the Council is protected 

from any adverse revenue implications, the accounting implications of new 
transactions will be thoroughly reviewed before they are undertaken. 

 
Lending to third parties 
The Council has the power to lend monies to third parties subject to a 

number of criteria. These are not treasury type investments, rather they 
are policy investments e.g. to support local business, for regeneration and 

economic development. Loans of this nature will be approved in line with 
the Council’s Financial Regulations and only after relevant due diligence 
has been undertaken, the criteria for these types of loans are covered in 

section 7. 
 

The primary aims of the Investment Strategy are the security and liquidity 
of its capital resources and, with that in mind, to obtain a reasonable level 

of return. These aims are equally relevant in determining whether to 
proceed with a potential loan.  
 

5.2 Investment Counterparty Selection Criteria 
 

The main principle governing the Council’s investment criteria is the 
security and liquidity of its investments, although yield on the investment 
is also a key consideration. 

 
In order to minimise the risk to investments, the Section 151 Officer will 

maintain a counterparty list in compliance with the following criteria and 
will revise the criteria and bring forward to Council for approval as 
necessary. Any counterparty failing to meet the criteria will be omitted 

from the counterparty list. 
 

These criteria are separate to those which determine the types of 
investment instrument accessible (as outlined above) as it provides an 
overall pool of counterparties considered high quality that the Council may 

use. Together, this enables a more diverse investment portfolio that 
avoids concentration of risk. 

 
The Council will have regard to all three rating agencies and considers a 
high credit rating for investment counterparties to be as follows (limits 

apply to both specified and non-specified investments): 
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Organisation
Minimum Criteria

(or equivalent)

Maximum 

Amount

Maximum 

Period

UK Government

Debt Management Account Deposit Facility 6 months

Gilts 50 years

Treasury Bills 1 year

UK Local Authorities

 - Term Deposits n/a £50m 5 years

 - Bonds n/a £50m 30 years

A+ and F1 £25m 3 years

A and F1 £20m 2 years

A- and F1 £15m 1 year

AA- and F1 £50m 5 years

A and F1 £40m 3 years

A- and F1 £25m 1 year

Nationalised and Part Nationalised Banks n/a £50m 1 year

Multilateral Development Bank Bonds AAA £25m 50 years

Money Market Funds (MMF) AAA £50m Liquidity

Enhanced Money Market Funds (EMMF) AAA £25m Liquidity

Corporate Bonds A+ and F1 £15m 3 years

Pooled Investment Funds By assessment £25m n/a

Assets greater than 

£5bn
£10m 1 year

Assets greater than 

£1bn
£5m 6 months

By assessment £1m 1 Year

By assessment & 

Cabinet/Council approval
£30m n/a

s12 (Financial Investment) Loans to 3rd 

Parties (Excl Council owned Companies)

By assessment but must 

be secured against 

property/assets

£1m 5 years

Challenger banks By assessment £10m 1 year

Sterling Reserve Funds AAA £25m Callable

Cashflow Loans to Cornwall Council Owned 

Companies

High Credit Rating Criteria and Counterparty Limits

n/a Unlimited

Registered Providers

Banks and Building Societies

The following conditions and limits will also apply for Non Specified Investments:

Any building societies not covered by rating in 

the above table (previously Non rated 

building societies)

 
 

[notes: i) where a bank has a group structure, limits will relate to the group in its 

entirety rather than separately to the individual institutions within it. 

ii) investments with the UK Government are considered the lowest level 

of risk and therefore have no upper limit. 

iii) under revised EU legislation, investments in banks and building 

societies are now exposed to bail-in risk 

iv) for the purposes of this Strategy ‘Local Authorities’ includes Town and 

Parish Councils, Police and Fire Authorities] 

 

Fitch defines these ratings as follows: 
- F1: Highest (short-term) credit quality; Indicates the strong 

capacity for timely payment of financial commitments (may have an 
added ‘+’ to denote any exceptionally strong credit feature) 
 

- A: High credit quality (long-term); ‘A’ ratings denote expectations 
of low default risk. The capacity for payment of financial 

commitments is considered strong. This capacity may, 
nevertheless, be more vulnerable to change in circumstances or 
economic conditions than is the case for higher ratings. 
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Obligations rated ‘A-’ and above are considered upper-medium grade and 
are subjected to low credit risk. Further details on the definitions used by 

each of the ratings agencies are available at section 5.3 below. 
 

On occasion ratings may be downgraded when an investment has already 
been made; the criteria used are such that a minor downgrading should 
not affect the full receipt of the principal and interest. A severe downgrade 

however, and in consideration of any potential penalties this might incur, 
may prompt the Section 151 Officer to instruct treasury management 

officers to take steps to withdraw any investments considered at risk.  
 
Caution will be exercised in determining the creditworthiness of 

investment counterparties, even if they meet the minimum criteria above.  
In the event that any institutions are at the minimum criteria and are on 

negative rating watch, monies will not be placed with that organisation 
until such time that the negative outlook is revised. 
 

It is recognised that ratings will not be the sole determinant of the quality 
of an institution; it is important to continually assess and monitor the 

financial sector and the economic and political environments in which 
institutions operate. The assessment will also take into account market 

intelligence and to this end the Council will engage with its advisors to 
monitor market pricing such as, for example, credit default swaps3 that 
contribute to forming a view of counterparty creditworthiness. 

 
Geographical limits and diversification will be considered to ensure an 

appropriate spread of risk. Sovereign ratings will be taken account of 
when placing funds with institutions outside of the UK and no investments 
will be made with institutions where the Sovereign rating is less than AA-. 

 
The time and monetary limits for institutions is also stated in the above 

table. The Secretary of State recommends that the Investment Strategy 
sets out the maximum period over which investments will be made. As a 
result of the nature of some of the existing investments, the current 

portfolio contains instruments with maturity dates up to 20 years. 
 

The Council considers that, provided investments made in excess of 5 
years are made in instruments capable of being sold if necessary, then it 
would be appropriate to continue to make longer term investments in line 

with approved treasury management practices. 
 

Banking arrangements 
The Council’s own banker is currently NatWest (part of RBS Group). As a 
part nationalised bank at the current time it does meet the minimum 

credit criteria. 
 

                                                
3 Credit default swap: this is a financial instrument that effectively provides the holder 
‘insurance’ against a loan defaulting. The CDS spread is the difference between the price at 
which providers are willing to sell the swap and the price at which buyers are willing to buy. A 
relatively high spread may suggest that the loan is more likely to default and may reflect the 
relative risk of dealing with a particular counterparty. 
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For transactional purposes, and in the event that the bank falls below the 
criteria, then Nat West will continue to be used for short term liquidity 

requirements and business continuity arrangements. However, balances 
will be restricted to no more than £10m on an overnight basis only 

(including weekends). Otherwise, the investment criteria as defined above 
will apply. 
 

 

Note: the criteria for choosing counterparties set out above provides a 
sound approach to investment in ‘normal’ market circumstances. 

However, under exceptional market conditions the S151 Officer may 
temporarily restrict further investment activity to those institutions 
considered of higher credit quality than the minimum criteria set out. 

Similarly, time periods for investments and investment limits may also be 
restricted. 

 
The extent of these restrictions will be in line with prevailing financial 
market conditions. If these restrictions mean that insufficient institutions 

of high credit quality are available to invest the Council’s cash balances, 
then the surplus funds will be deposited with the UK Government, via the 

Debt Management Office, or with other local authorities. This may cause a 
reduction in the level of investment return but will protect the principal 

sum invested. 

 

 
5.3 Credit Rating Definitions 

 
Link Asset Services, the Council’s treasury advisors, provide the Council 
with real-time updates on counterparty credit ratings from the three main 

credit rating agencies Moody’s, Fitch and Standard & Poor’s. 
 

The following gives a brief definition of the types of ratings that the 
Council uses to assess its counterparties. While the definitions and scales 
of ratings vary between rating agencies, they are broadly comparable. 

 
The Council uses the ‘Lowest Common Denominator’ (LCD) approach, 

meaning that it uses the lowest rating of those published: 
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Long 

Term

Short 

term

Long 

Term

Short 

term

Long 

Term

Short 

term
Rating description

Aaa AAA AAA Prime (EXTREMELY STRONG capacity to meet its financial commitments

Aa1 AA+ AA+

Aa2 AA AA

Aa3 AA- AA-

A1 A+ A+

A2 A A

A3 A- A-

Baa1 P-2 BBB+ A-2 BBB+ F2

Baa2 BBB BBB

Baa3 BBB- BBB-

Ba1 BB+ BB+

Ba2 BB BB

Ba3 BB- BB-

B1 B+ B+

B2 B B

B3 B- B-

Caa1 CCC+

Caa2 CCC

Caa3 CCC-

CC

C

C DDD

DD

D

P-3

FitchMoodys S&P

P-1

A-1+

A-3

A-1

B

-

B

C

In default (has FAILED to pay one or more of its financial obligations 

when it became due)

Speculative (VULNERABLE - faces major uncertainty and exposure to 

adverse business, financial, or economic conditions)

Ca

CCC

-

C

-

Not Prime

D

Substantial risks (HIGHLY VULNERABLE - is dependent on favourable 

business, financial, or economic conditions)

High grade (VERY STRONG capacity to meet its financial commitments)

Upper medium grade (STRONG capacity to meet its financial 

commitments)

F3

Lower medium grade (ADEQUATE capacity to meet its financial 

commitments)

F1+

F1

 
 

 Short term ratings – short term ratings provide a view as to the 

likelihood of a counterparty defaulting on its obligations within one 
year. 

 Long term ratings – provide a view on the probability of default 
over a longer-term horizon. 
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6 OTHER TREASURY ISSUES 
 

6.1 Performance Indicators 
 

The Code of Practice on Treasury Management requires the Council to set 
performance indicators to assess the adequacy of the treasury function 
over the year. These are distinct historical indicators, as opposed to the 

prudential indicators that are predominantly forward looking. 
 

The following indicators will be monitored throughout the year: 
 Cash Liquidity  
 Investments – Average rate of return for the year  

 Investment Weighted Average Risk Score 
 

6.2 Policy on the Use of Financial Derivatives 
 
A financial derivative is a contract whose value is based on, or ‘derived’ 

from, an underlying financial instrument such as a loan. Local Authorities 
have previously been able to make use of financial derivatives embedded 

into loans and investments, both to reduce interest rate risk (e.g. forward 
deals) and to reduce costs or increase income at the expense of greater 

risk (e.g. LOBO loans). 
 
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 CIPFA Code requires local authorities to clearly detail 
their policy in the use of derivatives in the annual strategy. 
 

The Council does not intend to use standalone financial derivatives (such 
as swaps, forwards, futures and options). No change in strategy will be 

made without Full Council approval. 
 
6.3 Housing Revenue Account (HRA) Self-Financing 

 
Following the introduction of the HRA Self-Financing regime in April 2012 

local authorities are required to recharge the interest on balances between 
the HRA and General Fund. This is due to differences between the HRA 
borrowing and the HRA CFR (underlying borrowing need). 

 
6.4 Member and Officer Training 

 
The CIPFA Code requires the Section 151 officer to ensure that members 
with responsibility for treasury management receive adequate training 

relative to their needs and understand fully their roles and responsibilities.  
 

The Council will provide Members with training and an overview of the 
treasury management function through the following: 

 As part of the Member induction training following local elections.  

 Member seminars through Link Asset Services, our external 
advisors. 

 Further ad-hoc training as required. 
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The Council recognises the importance of ensuring that all staff involved in 

the treasury management function are fully equipped to undertake the 
duties and responsibilities allocated to them. It will therefore seek to 

appoint individuals who are both capable and experienced and will provide 
training for staff to enable them to acquire and maintain an appropriate 
level of expertise, knowledge and skills. 

 
The training needs of the treasury management officers are periodically 

reviewed as part of the performance development system. The Council is 
a member of the CIPFA treasury and pension group and receives regular 
updates on the latest market news, regulation changes and has the 

opportunity to attend training events. 
 

6.5 External Treasury Management Service Providers 
 
Treasury Management Advisors 

The Council uses Link Asset Services as its external treasury management 
advisors. The company provides a range of services which include: 

 Credit and Investment advice 
 Debt services including advice on the timing of borrowing and 

rescheduling opportunities 
 Technical support on treasury matters and capital finance 
 Economic and interest rate forecasts 

 Workshops and training events for officers and members 
 

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

 
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 maintains the quality of the service with 
its advisors through regular meetings and will tender periodically for the 

provision of treasury management advice. 
 

The Council will ensure that the terms of their appointment and the 
methods by which their value will be assessed are properly agreed and 
documented and subjected to regular review. 

 
Use of Brokers 

The Council uses five brokers on a regular basis, as well as dealing 
directly with leading institutions. Wherever possible the Council will spread 
its business amongst them on a regular basis, though this may not always 

be possible. Brokers currently being used are: 
 ICAP 

 RP Martins 
 Tradition 
 Tullet Prebon 

 BGC 
 Imperial Treasury Services 
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The limited function performed by brokers is acknowledged; however, the 
Council would expect to be informed if a broker had any doubts about an 

organisation that we were dealing with. 
 

6.6 IFRS9 Local Authority Override  
 
The MHCLG enacted a statutory over-ride from 1 April 2018 for a five-year 

period until 31 March 2023 following the introduction of IFRS 9 and the 
requirement for any capital gains or losses on marketable funds to be 

chargeable in year.  This has the effect of allowing any capital losses on 
funds to be held on the balance sheet until 31 March 2023, allowing 
councils to initiate an orderly withdrawal of funds if required. 
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7. Non-Treasury Loans/Investments 
 

As mentioned earlier in the Treasury Management Strategy the Council 
has the power to lend monies to third parties subject to a number of 

criteria. These are not treasury type investments, rather they are policy 
investments e.g. to support local business, for regeneration and economic 
development. Loans of this nature will be approved in line with the 

Council’s Financial Regulations and only after relevant due diligence has 
been undertaken. There are a number of instances where this may occur, 

and it is deemed good practice that there are is a framework and criteria 
that the Council sets and uses to manage these arrangements. 
 

In many instances these type of arrangements are covered in the capital 
programme and are also approved as part of specific report to 

Cabinet/Council. As mentioned above these loans are not part of the 
Council’s Treasury Management Activity and as such are not covered by 
the Council’s Treasury Strategy operating policies hence must comply with 

the Council’s Financial Regulations. 
 

The type of loans/investments covered by this framework are: 
 

 Parish & Town Council Loans not covered by Treasury Strategy (i.e. 
over 5 Year) 

 Council Owned Companies Loans 

 Council Owned Companies Equity 
 Charity and not for Profit Community Interest Companies 

 Local Businesses  
 National Businesses as part of a service provision contract 

  

The framework should set the requirements relating to: 
 

 Criteria for Assessment 
 Security 
 Financial Limits 

 Method of Interest Rate Calculation 
 

 
Criteria for Assessment 
 

All proposals will need to be assessed and a risk or rating category 
allocated. In most cases it is unlikely that the organisation involved will 

hold a formal credit rating  as issued by one of the three credit rating 
agencies, hence the assessment will need to be manual and based on a 
financial analysis of the organisations financial status which will involve 

analysis of recent accounts and credit ratings. The assessment will need 
to identify whether the organisations financial position is:- 

 
 Strong  
 Good  

 Satisfactory 
 Weak 

 Bad/Financial Difficulty 
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Security 

 
In all instances security should be sought as this is a form of 

collateralisation that ensures the Council is protected in the event of a 
default. Security should be first charge against the asset and should be 
against an asset that can be made liquid fairly quickly and without 

significant effort. Security will not be obtainable in all instances, in these 
cases the rating category set out above becomes increasingly important. 

In addition, the level of security is a factor in setting the interest rate. 
 
Financial Limits 

 
The financial limits will be based on both an individual organisation, the 

type of organisation and the Council’s overall risk appetite. In terms of an 
individual organisation’s limit this will be generic for all organisations in 
terms of total exposure, there will need to be part of the assessment 

process an analysis of an acceptable level for each specific application if 
it’s within the overall total.  

  
Interest Rate Calculation 

 
Interest Rates chargeable will need to reflect base and market rates and 
will always vary. For short term loans (< 3 years) the rate can be fixed for 

the duration of the loan and should be calculated on the forecast rate at 
the halfway duration period. For loans of a longer duration there should be 

a clause built into the loan agreement to review rates on a periodic basis 
and should be calculated based on the rate at the commencement of the 
loan. 

 
The rates set should take into account the Council’s cost of securing 

similar length duration money as this is the opportunity cost of using the 
Council’s surplus cash, the risk and level of security that is obtained and a 
25bps margin added on to cover the cost of administration and potentially 

providing for defaults. The table below sets out the framework for 
calculating interest rates:- 
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Financial Rating / Rating 

Category

High                

75 -100% 

Security

Moderate          

25-74% 

Security

Low              

<25% 

Security

Strong (AAA-A) PWLB + 0.25% PWLB + 0.5% PWLB + 0.75%

Good (BBB) PWLB + 0.5% PWLB + 0.75% PWLB +1%

Satisfactory (BB) PWLB + 0.75% PWLB +1% PWLB + 1.25%

Weak (B) PWLB +1% PWLB + 1.25% PWLB + 1.5%

Bad/Financial Difficulties (CCC 

& Below)
PWLB + 1.25% PWLB + 1.5% PWLB +2%

The PWLB rate should be the rate for the maturity of the loan

Loan Rates per annum

Security

 
 
In setting a interest rate due consideration should also be given to state 

aid, state aid is likely to be an issue if the loan is given to an organisation 
who could then be seen to have an unfair market advantage if the rate is 

lower than they could obtain in the market place. It is best to obtain 
advice form the Council’s legal services of whether a loan will be 
considered state aid. If state aid is an issue the table below will need to be 

taken into account in place of the table above: 
 

State Aid Table 

Rating Category

High            

(LGD ≤ 30%)

Normal            

(LGD 31% - 

59%)

Low              

(LGD >60%)

Strong (AAA-A) 60 75 100

Good (BBB) 75 100 220

Satisfactory (BB) 100 220 400

Weak (B) 220 400 650

Bad/Financial Difficulties (CCC 

& Below)
400 650 1000

Collateralisation

Loan Margins in basis points (added to reference rate)

LGD is the Loss Given Deafault - expected loss in % terms of the debtors exposure 

taking into account recoverable amounts from collateral and the bankruptcy of 

assets (Inverse of Collateral/ security)  
 
The reference rate is published by the European Commission and is based 
on each individual Countries IBOR rate.  

 
For example, if IBOR was 1% and an organisation was deemed to have 

normal collateralisation but a weak credit rating then 400bps would be 
added to the IBOR rate giving a minimum interest rate of 5% p.a. 
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Criteria and Limits 

 
The table below sets out the limits and criteria for the making of loans or 

investments that are non-Treasury. As this is the first attempt at 
introducing such a framework it will need to be kept under review to see if 
it delivers the outcomes required. 

 

Organisation Rating Criteria Security

Maximum 

Total 

Exposure per 

Organisation

Period

Total 

Exposure 

to 

Category

Parish & Town Councils Manual Assessment N/A £250,000 5 - 25 years £10m

Council Owned Companies 

(Cash Flow revolving Loans)

Council Owned Companies 

(Term Loans)
Manual Assessment N/A £75M Upto 50 Years £150m

Council Owned Companies 

(Equity)
Manual Assessment N/A £25m N/A £100m

High £5m Up to 7 Years

Medium £2m Up to 5 Years £15m

Low £1m Up to 2 Years

High £2m £15m

Medium £1m

Low £500,000

High £10m Length of Contract

Medium £5m Length of Contract £25m

Low £2.5m Length of Contract

Small Local Business (SME)

National Contractor (only as 

part of Procurement Contract)

Financial Rating / 

Manual Assessment

See Treasury Management Strategy

Financial Rating / 

Manual Assessment

Financial Rating / 

Manual Assessment

Charity & not for profit 

Community Interest 

Companies

 
 

Financial Regulations 
 
All loans and investments must comply with the Council’s financial 

regulations, for ease the approval limits for loans covered by the financial 
regulations are: 

 
 For amounts up to £1m, the Section 151 Officer can authorise 

where there is no adverse impact on Council Policy or service 

delivery and can be funded from approved budgets. 

 For amounts over £1m and funded from existing resources the 

Cabinet. 

 For amounts of £1m to £5m which are not funded from existing 

resources the Cabinet. 

 For amounts over £5m and not funded from existing resources the 
Cabinet can authorise but only after Council has made specific 

provision in the capital programme/budget 
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8 GLOSSARY OF TERMS 
 

 Annuity – method of repaying a loan where the payment amount 
remains uniform throughout the life of loan, therefore the split varies 

such that the proportion of the payment relating to the principal 
increases as the amount of interest decreases.  

 

 Bail-In – previously, in response to the banking crisis, some 
governments used taxpayer funds to support banks in danger of failing. 

The European Union’s Banking Recovery and Resolution Directive 
(BRRD) requires that, in future, ‘bail in’ will be applied in such a 
scenario; this means that after shareholders’ equity, depositors’ funds 

comprising balances over c£85k will be used to support the bank at 
risk. The £85k threshold is not available to local authorities and 

therefore all unsecured deposits with banks and building societies will 
be at risk of ‘bail in’. 

 

 Base Rate – minimum lending rate of a bank or financial institution in 
the UK 

 
 Bond – a government or public company’s document undertaking to 

repay borrowed money usually with a fixed rate of interest. 
 

 Capital Expenditure – spend on major items e.g. land and buildings, 

which adds to and not merely maintains the value of existing fixed 
assets 

 
 Capital Grants – specific targeted grants to cover capital spend 

 

 Capital Receipts – the proceeds from the disposal of land or other 
assets. Capital receipts can be used to fund capital expenditure but 

cannot be used to finance revenue. 
 

 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 Rating – an opinion on the creditworthiness 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 and Poor’s and Moody’s. They analyse credit worthiness 
under four headings:  
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o 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.  
o 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.  

o Individual/Financial Strength 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. 
o 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.  
 
 EIP – Equal Instalments of Principal, a type of loan where each 

payment includes an equal amount in respect of loan principal is 
eroded, and so the total amount reduces with each instalment.  

 
 Gilts – the name given to bonds issued by the UK Government (i.e. the 

loan instrument by which the Government borrows). 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%.  

 
 Lender Option Borrower Option (LOBO) - LOBOs are a long-term 

borrowing instrument commonly used by banks.  It is an alternative 

lender option to the Government’s Public Works Loan Board.  In simple 
terms the instrument gets its name because the lender has an option to 

set revised interest rates at predetermined dates, and at which point 
the borrower has the option to accept the revised rates or pay the debt 
in full without penalty. 

 
 LIBID – The London Interbank 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.  The average 7-day rate is the 

benchmark the Council uses for its own investment performance. 
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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.  

 
 Market – The private sector institutions e.g. banks, building societies 

 

 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.  
 
 Minimum Revenue Provision (MRP) – A statutory amount charged 

to the Council’s revenue account for the provision to repay the loan 
principal on debt undertaken to finance the Capital Programme. For the 

Council this is done on a straight-line basis in-line with the asset life 
and commences the financial year after the asset is operational. 

 

 Monetary Policy Committee (MPC) – group that sets the bank base 
rate for the Bank of England. 

 
 Money Market Fund (MMF) – A highly diversified pooled investment 

vehicle whose assets mainly comprise of short-term instruments. 
 

 Multilateral Development Banks (MDB) – these are supranational 

institutions set up by sovereign states, which are their shareholders 
(e.g. European Investment Bank). Their remits reflect the development 

aid and cooperation policies established by these states. 
 

 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 an 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 – The amount in cash (in percentage terms) that returns to the 

owners of an investment e.g. interest earned from a deposit. 
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	2 THE CAPITAL PRUDENTIAL INDICATORS 2021/22 – 2023/24 
	 
	In setting a balanced budget, the Council must calculate its budget requirement for each financial year to include the revenue costs that flow from capital expenditure and financing decisions. 
	 
	Under the Local Government Act 2003 and the Prudential Code for Capital Finance in Local Authorities, local authority capital expenditure – and borrowing to finance – is limited to what is affordable, prudent and sustainable. 
	 
	The Council’s capital expenditure plans are the key driver of treasury management activity. The output of the capital expenditure plans is reflected in prudential indicators, which are designed to assist members in their overview and consideration of capital expenditure plans both in terms of affordability and prudence. 
	 
	2.1 Capital expenditure 
	This prudential indicator is a summary of the Council’s capital expenditure plans, both those agreed previously, and those forming part of this budget cycle: 
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	The table below summarises the above capital expenditure plans and how these plans are being financed by capital or revenue resources. Any shortfall of resources results in a funding borrowing need. 
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	The two tables above have taken the existing Approved Capital Programme and made adjustments for potential slippage with an allowance for new approvals which may come through from the pre-pipeline list. A reconciliation back to the programme is: 
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	The funding has been adjusted accordingly. If there is a need to further adjust this can be done in the mid-year review. It should be noted that borrowing is only approved at the level in the existing capital programme. 
	 
	The net financing need for commercial activities / non-financial investments included in the total table above against expenditure is shown below: 
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	2.2 The Capital Financing Requirement 
	 
	The second prudential indicator is the Council’s Capital Financing Requirement (CFR). The CFR is simply the total historic outstanding capital expenditure which has not yet been paid for from either revenue or capital resources. It is essentially a measure of the Council’s underlying borrowing need. Any capital expenditure above, which has not immediately been paid for, will increase the CFR.  
	 
	The CFR includes any other long-term liabilities (e.g. PFI schemes, finance leases). Whilst these increase the CFR, and therefore the Council’s borrowing requirement, these types of scheme include a borrowing facility and so the Council is not required to separately borrow for these schemes. 
	 
	The forecast CFR shows that, over the medium and long term, the underlying borrowing need will increase:  
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	The CFR does not increase indefinitely, as the Minimum Revenue Provision (MRP) is a statutory annual revenue charge which broadly reduces the borrowing need in line with the estimated useful life of each asset. 
	 
	The ‘MRP/VRP (Voluntary Revenue Provision) and other financing’ includes PFI / finance lease annual principal payments. The figure also includes other technical accounting adjustments for the treatment of long-term debtors and amounts set aside for HRA attributable debt. 
	 
	 
	2.3 Minimum Revenue Provision (MRP) Statement 
	 
	As part of the MRP regulations, the Council is required to approve a policy for calculating a prudent level of MRP on borrowing undertaken for the 2021/2022 capital programme and prudential borrowing undertaken in previous years. The Council is also allowed to undertake additional voluntary payments if required (voluntary revenue provision; VRP). 
	 
	Minimum Revenue Provision is a charge to the Council’s revenue account to make provision for the repayment of debt that will have been undertaken for financing long term capital investment. MRP will cause a reduction in the CFR annually. 
	 
	The Council’s strategy is to charge MRP based on a reasonable assessment of the period of benefit that associated capital investment will deliver. The amount of MRP charged shall not be less than zero in any financial year. 
	 
	MRP Policy 2021/22 
	i. For capital expenditure financed by supported borrowing (borrowing funded by central Government through the revenue funding system), MRP will be made on a straight-line basis over a period of 50 years (i.e. 2%) based on the Opening Adjusted Capital Financing Requirement as at 1st April 2016.  
	i. For capital expenditure financed by supported borrowing (borrowing funded by central Government through the revenue funding system), MRP will be made on a straight-line basis over a period of 50 years (i.e. 2%) based on the Opening Adjusted Capital Financing Requirement as at 1st April 2016.  
	i. For capital expenditure financed by supported borrowing (borrowing funded by central Government through the revenue funding system), MRP will be made on a straight-line basis over a period of 50 years (i.e. 2%) based on the Opening Adjusted Capital Financing Requirement as at 1st April 2016.  


	 
	This effectively means that, for capital expenditure financed by borrowing prior to April 2008, MRP is made based on a straight line (equal instalment) method over a 50-year period (2%). 
	 
	ii. For borrowing under the prudential system, for which no Government support is given, MRP provision will be made over the estimated life of the asset for which the borrowing is undertaken. This will be done on a straight-line basis in-line with the asset life determined for depreciation purposes and the MRP provision will commence in the financial year following the one in which the asset becomes operational. 
	ii. For borrowing under the prudential system, for which no Government support is given, MRP provision will be made over the estimated life of the asset for which the borrowing is undertaken. This will be done on a straight-line basis in-line with the asset life determined for depreciation purposes and the MRP provision will commence in the financial year following the one in which the asset becomes operational. 
	ii. For borrowing under the prudential system, for which no Government support is given, MRP provision will be made over the estimated life of the asset for which the borrowing is undertaken. This will be done on a straight-line basis in-line with the asset life determined for depreciation purposes and the MRP provision will commence in the financial year following the one in which the asset becomes operational. 


	 
	This effectively means that, for capital expenditure financed by borrowing after 1 April 2008, MRP is made on the basis of equal annual instalments over the life of relevant assets: the ‘straight line’ method. 
	 
	The method shall be varied in the following circumstance: 
	a. MRP will not be made on the value of Long-Term Debtors outstanding, as these will be repaid by third parties and therefore it is not deemed necessary to make an additional revenue charge in relation to these amounts. However, if the third party is not making annual repayments of principal, then MRP payments will be made over the life. 
	a. MRP will not be made on the value of Long-Term Debtors outstanding, as these will be repaid by third parties and therefore it is not deemed necessary to make an additional revenue charge in relation to these amounts. However, if the third party is not making annual repayments of principal, then MRP payments will be made over the life. 
	a. MRP will not be made on the value of Long-Term Debtors outstanding, as these will be repaid by third parties and therefore it is not deemed necessary to make an additional revenue charge in relation to these amounts. However, if the third party is not making annual repayments of principal, then MRP payments will be made over the life. 

	b. MRP will continue to be charged on the amount of capital expenditure incurred by the Tamar Bridge and Torpoint Ferry Joint Committee and this will be offset by an equivalent receipt from the Joint Committee to ensure that Cornwall Council remains revenue neutral. 
	b. MRP will continue to be charged on the amount of capital expenditure incurred by the Tamar Bridge and Torpoint Ferry Joint Committee and this will be offset by an equivalent receipt from the Joint Committee to ensure that Cornwall Council remains revenue neutral. 

	c. For MRP in relation to the PFI schemes which have come back on balance sheet due to the changes in accounting regulations, the Council has adopted the following approach: 
	c. For MRP in relation to the PFI schemes which have come back on balance sheet due to the changes in accounting regulations, the Council has adopted the following approach: 

	- Assets and financing liabilities have been set up for each scheme 
	- Assets and financing liabilities have been set up for each scheme 

	- MRP had been provided for on a basis equivalent to the capital repayment for the outstanding financing liability 
	- MRP had been provided for on a basis equivalent to the capital repayment for the outstanding financing liability 

	d. MRP on investments in share or loan capital will be made over 20 years. However, and where the capitalised expenditure can be linked (directly or indirectly) to an asset, then the estimated life of that asset may be used (up to a maximum of 50 years). This is in accordance with Government guidance. 
	d. MRP on investments in share or loan capital will be made over 20 years. However, and where the capitalised expenditure can be linked (directly or indirectly) to an asset, then the estimated life of that asset may be used (up to a maximum of 50 years). This is in accordance with Government guidance. 

	e. For capital investment incurred mainly, or in part, for commercial purposes then MRP may, where appropriate, be calculated using the annuity method to better reflect the anticipated cash flows arising over the life of that capital investment. 
	e. For capital investment incurred mainly, or in part, for commercial purposes then MRP may, where appropriate, be calculated using the annuity method to better reflect the anticipated cash flows arising over the life of that capital investment. 

	f. Finance Leases; in accordance with legislation, the Council will make an MRP charge for finance leases equivalent to the principal payment contained within the lease terms. 
	f. Finance Leases; in accordance with legislation, the Council will make an MRP charge for finance leases equivalent to the principal payment contained within the lease terms. 

	g. There is no requirement on the HRA to make a minimum revenue provision but, following HRA reform, there is a requirement for a charge for depreciation to be made. 
	g. There is no requirement on the HRA to make a minimum revenue provision but, following HRA reform, there is a requirement for a charge for depreciation to be made. 


	 
	 
	 
	 
	2.4 Affordability prudential indicators 
	 
	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 i.e. to provide an indication of the impact of capital investment plans on the Council’s overall finances. 
	 
	Under the CIPFA Prudential Code a local authority is responsible for deciding its own level of affordable borrowing. 
	 
	Ratio of financing costs to 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. For the General fund the Council within its MTFP and capital strategy has set a limit of 11%. This will be reviewed annually as part of the budget process. 
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	The estimates of financing costs include current commitments and the proposals for the capital financing budget in the relevant budget setting report. 
	 
	Ratio of capital financing requirement to revenue 
	The following ‘local’ indicator, for both General Fund and HRA, is a gearing ratio showing the projected trend in the capital financing requirement (underlying debt requirement) against the annual revenue budget. 
	 
	It also shows the amount of underlying debt per capita, based on the number of dwellings: 
	 
	 
	InlineShape

	3 TREASURY MANAGEMENT STRATEGY 
	 
	The capital expenditure plans set out in Section 2 provide details of the service activity of the Council. 
	 
	The treasury management function ensures that the Council’s cash is organised in accordance with the relevant professional codes, so that sufficient cash is available to meet this service activity. This will involve both the organisation of the cash flow and, where capital plans require, the organisation of appropriate borrowing facilities. 
	 
	The strategy covers the relevant treasury / prudential indicators, the current and projected debt positions and the annual investment strategy. 
	 
	Treasury Management Policy Statement 
	i. The Council defines its treasury management activities as: 
	i. The Council defines its treasury management activities as: 
	i. The Council defines its treasury management activities as: 


	The management of the organisation’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. 
	 
	ii. This Council regards the successful identification, monitoring and control of risk to be the prime criteria by which the effectiveness of its treasury management activities will be measured. Accordingly, the analysis and reporting of treasury management activities will focus on their risk implications for the organisation, and any financial instruments entered into to manage these risks. 
	ii. This Council regards the successful identification, monitoring and control of risk to be the prime criteria by which the effectiveness of its treasury management activities will be measured. Accordingly, the analysis and reporting of treasury management activities will focus on their risk implications for the organisation, and any financial instruments entered into to manage these risks. 
	ii. This Council regards the successful identification, monitoring and control of risk to be the prime criteria by which the effectiveness of its treasury management activities will be measured. Accordingly, the analysis and reporting of treasury management activities will focus on their risk implications for the organisation, and any financial instruments entered into to manage these risks. 


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


	 
	The Council will invest its monies prudently, considering security first, liquidity second, and yield last, carefully considering its investment counterparties. It will similarly borrow monies prudently and consistent with the Council’s service objectives. 
	 
	  
	 
	4 BORROWING 
	 
	4.1 Current and Forecast Portfolio position 
	 
	The Council’s treasury portfolio position, as at 30 November 2020, is summarised below. It shows the Council has borrowings totalling £877m and investments of £370m; a net debt of £507m: 
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	The following table shows the actual and forecast external debt (the treasury management operations) against the underlying capital borrowing need (the Capital Financing Requirement - CFR) and highlights 
	any over or under borrowing. The Council is currently under borrowed and this is expected to continue for the medium term: 
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	Within the prudential indicators there are a number of key indicators to ensure that the Council operates its activities within defined limits.  
	 
	One of these is that the Council needs to ensure that its gross debt does not, except in the short term, exceed the total of the CFR in the preceding year plus the estimates of any additional CFR for the current (i.e. 2020/21) and 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. 
	 
	The Section 151 Officer reports that the Council is forecast to comply with this prudential indicator in the current year 2020/21 and does not envisage difficulties for the future. This view takes into account existing plans and commitments, and the proposals in the approved MTFP. 
	 
	4.2 Treasury Indicators: limits to borrowing activity 
	 
	The Operational Boundary; This is the limit beyond which external debt is not normally expected to exceed. It is calculated with regard to the Council’s capital expenditure and financing plans allowing for the most likely, prudent, but not worst-case scenario cash flow. 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. 
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	The Authorised Limit for External Debt; This is a key prudential indicator which sets a control on the maximum level of borrowing. This represents a limit beyond which external debt is prohibited, and this limit needs to be set or revised by the full Council. It reflects the level of external debt which, while not desired, could be afforded in the short term, but is not sustainable in the longer term. 
	 
	This is the statutory limit determined under section 3 (1) of the Local Government Act 2003. It includes more headroom to take account of 
	eventualities e.g. forward borrowing to take advantage of attractive interest rates. 
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	These external debt indicators are intended to ensure external borrowing levels are affordable, prudent and sustainable. The Government retains an option to control either the total of all councils’ plans, or those of a specific council, although to date this power has never been exercised. 
	 
	4.3 Prospects for interest rates 
	 
	Cornwall Council’s treasury advisor, Link Asset Services, has provided the following interest rate forecast. The major change since last year has been the decision by the Treasury and PWLB to reverse the increase in the margin over gilt yields that was introduced in 2019. The 100bps increase has been removed and for certainty rates the margin over gilts for PWLB borrowing is now 80bps.  
	 
	The PWLB rate forecasts below are based on the Certainty Rate (minus 20 bps) which has been accessible to most authorities since 1st November 2012: 
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	Additional notes by Link on this forecast table: - 
	 Please note that we have made a slight change to our interest rate forecasts table above for forecasts for 3, 6 and 12 months.  Traditionally, we have used LIBID forecasts, with the rate calculated using market convention of 1/8th (0.125%) taken off the LIBOR figure. Given that all LIBOR rates up to 6m are currently running below 10bps, using that convention would give negative figures as forecasts for those periods. However, the liquidity premium that is still in evidence at the short end of the curve me
	 Please note that we have made a slight change to our interest rate forecasts table above for forecasts for 3, 6 and 12 months.  Traditionally, we have used LIBID forecasts, with the rate calculated using market convention of 1/8th (0.125%) taken off the LIBOR figure. Given that all LIBOR rates up to 6m are currently running below 10bps, using that convention would give negative figures as forecasts for those periods. However, the liquidity premium that is still in evidence at the short end of the curve me
	 Please note that we have made a slight change to our interest rate forecasts table above for forecasts for 3, 6 and 12 months.  Traditionally, we have used LIBID forecasts, with the rate calculated using market convention of 1/8th (0.125%) taken off the LIBOR figure. Given that all LIBOR rates up to 6m are currently running below 10bps, using that convention would give negative figures as forecasts for those periods. However, the liquidity premium that is still in evidence at the short end of the curve me


	actually being achieved by local authority investors are still modestly in positive territory. While there are differences between counterparty offer rates, our analysis would suggest that an average rate of around 10 bps is achievable for 3 months, 10bps for 6 months and 20 bps for 12 months. 
	actually being achieved by local authority investors are still modestly in positive territory. While there are differences between counterparty offer rates, our analysis would suggest that an average rate of around 10 bps is achievable for 3 months, 10bps for 6 months and 20 bps for 12 months. 
	actually being achieved by local authority investors are still modestly in positive territory. While there are differences between counterparty offer rates, our analysis would suggest that an average rate of around 10 bps is achievable for 3 months, 10bps for 6 months and 20 bps for 12 months. 

	 During 2021, Link will be continuing to look at market developments in this area and will monitor these with a view to communicating with clients when full financial market agreement is reached on how to replace LIBOR. This is likely to be an iteration of the overnight SONIA rate and the use of compounded rates and Overnight Index Swap (OIS) rates for forecasting purposes. 
	 During 2021, Link will be continuing to look at market developments in this area and will monitor these with a view to communicating with clients when full financial market agreement is reached on how to replace LIBOR. This is likely to be an iteration of the overnight SONIA rate and the use of compounded rates and Overnight Index Swap (OIS) rates for forecasting purposes. 

	 We will maintain continuity by providing clients with LIBID investment benchmark rates on the current basis. 
	 We will maintain continuity by providing clients with LIBID investment benchmark rates on the current basis. 


	 
	The coronavirus outbreak has done huge economic damage to the UK and economies around the world. After the Bank of England took emergency action in March to cut Bank Rate to first 0.25%, and then to 0.10%, it left Bank Rate unchanged at its subsequent meetings to 16th December, although some forecasters had suggested that a cut into negative territory could happen. However, the Governor of the Bank of England has made it clear that he currently thinks that such a move would do more damage than good and that
	 
	Gilt yields / PWLB rates  
	There was much speculation during the second half of 2019 that bond markets were in a bubble which was driving bond prices up and yields down to historically very low levels. The context for that was a heightened expectation that the US could have been heading for a recession in 2020. In addition, there were growing expectations of a downturn in world economic growth, especially due to fears around the impact of the trade war between the US and China, together with inflation generally at low levels in most 
	 
	The consequence of this has been the gradual lowering of the overall level of interest rates and bond yields in financial markets over the last 30 years.  Over the year prior to the coronavirus crisis, this has seen many bond yields up to 10 years turn negative in the Eurozone. In addition, there has, at times, been an inversion of bond yields in the US whereby 10-year yields have fallen below shorter-term yields. In the past, this has been a precursor of a recession.  The other side of this coin is that bo
	 
	Gilt yields had, therefore, already been on a generally falling trend up until the coronavirus crisis hit western economies during March 2020. After gilt yields spiked up in March, we have subsequently seen these yields fall sharply to unprecedented lows as investors panicked during March in selling shares in anticipation of impending recessions in western economies and moved cash into safe haven assets i.e. government bonds. However, major western central banks took rapid action to deal with excessive stre
	 
	As the interest forecast table for PWLB certainty rates above shows, there is expected to be little upward movement in PWLB rates over the next two years as it will take economies, including the UK, a prolonged period to recover all the momentum they have lost in the sharp recession caused during the coronavirus shut down period. From time to time, gilt yields, and therefore PWLB rates, can be subject to exceptional levels of volatility due to geo-political, sovereign debt crisis, emerging market developmen
	announced). Such volatility could occur at any time during the forecast period.  
	 
	Investment and borrowing rates 
	 Investment returns are likely to remain exceptionally low during 2021/22 with little increase in the following two years.  
	 Investment returns are likely to remain exceptionally low during 2021/22 with little increase in the following two years.  
	 Investment returns are likely to remain exceptionally low during 2021/22 with little increase in the following two years.  

	 Borrowing interest rates fell to historically very low rates as a result of the COVID crisis and the quantitative easing operations of the Bank of England: indeed, gilt yields up to six years were negative during most of the first half of 2020/21. The policy of avoiding new borrowing by running down spare cash balances has served local authorities well over the last few years.  The unexpected increase of 100 bps in PWLB rates on top of the then current margin over gilt yields of 80 bps in October 2019, re
	 Borrowing interest rates fell to historically very low rates as a result of the COVID crisis and the quantitative easing operations of the Bank of England: indeed, gilt yields up to six years were negative during most of the first half of 2020/21. The policy of avoiding new borrowing by running down spare cash balances has served local authorities well over the last few years.  The unexpected increase of 100 bps in PWLB rates on top of the then current margin over gilt yields of 80 bps in October 2019, re

	 PWLB Standard Rate is gilt plus 200 basis points (G+200bps) 
	 PWLB Standard Rate is gilt plus 200 basis points (G+200bps) 
	 PWLB Standard Rate is gilt plus 200 basis points (G+200bps) 

	 PWLB Certainty Rate is gilt plus 180 basis points (G+180bps) 
	 PWLB Certainty Rate is gilt plus 180 basis points (G+180bps) 

	 PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps) 
	 PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps) 

	 PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps) 
	 PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps) 

	 Local Infrastructure Rate is gilt plus 60bps (G+60bps) 
	 Local Infrastructure Rate is gilt plus 60bps (G+60bps) 



	 
	 As a consequence of these increases in margins, many local authorities decided to refrain from PWLB borrowing unless it was for HRA or local infrastructure financing, until such time as the review of margins was concluded. 
	 As a consequence of these increases in margins, many local authorities decided to refrain from PWLB borrowing unless it was for HRA or local infrastructure financing, until such time as the review of margins was concluded. 
	 As a consequence of these increases in margins, many local authorities decided to refrain from PWLB borrowing unless it was for HRA or local infrastructure financing, until such time as the review of margins was concluded. 

	 On 25.11.20, the Chancellor announced the conclusion to the review of margins over gilt yields for PWLB rates; the standard and certainty margins were reduced by 1% but a prohibition was introduced to deny access to borrowing from the PWLB for any local authority which had purchase of assets for yield in its three-year capital programme. The new margins over gilt yields are as follows: 
	 On 25.11.20, the Chancellor announced the conclusion to the review of margins over gilt yields for PWLB rates; the standard and certainty margins were reduced by 1% but a prohibition was introduced to deny access to borrowing from the PWLB for any local authority which had purchase of assets for yield in its three-year capital programme. The new margins over gilt yields are as follows: 

	 PWLB Standard Rate is gilt plus 100 basis points (G+100bps) 
	 PWLB Standard Rate is gilt plus 100 basis points (G+100bps) 
	 PWLB Standard Rate is gilt plus 100 basis points (G+100bps) 
	 PWLB Standard Rate is gilt plus 100 basis points (G+100bps) 

	 PWLB Certainty Rate is gilt plus 80 basis points (G+80bps) 
	 PWLB Certainty Rate is gilt plus 80 basis points (G+80bps) 

	 PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps) 
	 PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps) 

	 PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps) 
	 PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps) 

	 Local Infrastructure Rate is gilt plus 60bps (G+60bps) 
	 Local Infrastructure Rate is gilt plus 60bps (G+60bps) 




	4.4 Borrowing strategy 
	Cornwall Council has a significant Capital Programme planned over the next four years which will require significant borrowing to support. With the sudden and unexpected change to PWLB rates when the Treasury and PWLB added a 100bps onto the borrowing rates in October 2019 the Council turned to the Local Authority short term borrowing market to meet it borrowing needs. This reduced the cost of borrowing and with recent changes to interest rates which are now at an all time low the cost of short-term borrowi
	 
	The Council’s underlying need to borrow included the Council’s Commercial capital programme, this programme is a number of projects and programmes that have the primary aim of delivering Council priorities such as increased housing and economic regeneration including the provision of jobs within Cornwall. The programme has the objective of delivering income streams that finance the borrowing and so avoiding a pressure on the general fund budget. They are not investments primarily for yield and do not meet t
	 
	The medium to long term forecasts by our Treasury Consultants, Link, along with many other economic analysts are all predicting that interest rates are going to stay very low for the foreseeable future. The Local Government short term peer to peer lending market provides very secure low risk borrowing at extremely competitive rates. Currently rates are less than 10bps for 30-90 day money, this compares with PWLB 1year rates of 67bps and long-term rates of 150bps. The Council’s borrowing strategy will includ
	 
	Any new borrowing taken out will be made with regard to the limits, indicators and the economic environment. 
	 
	4.5 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. 
	 
	During periods when short term interest rates are lower than long term rates, the resulting differential creates a ‘cost of carry’ impacting on the Council’s revenue budget when the proceeds of any long-term borrowing are temporarily held in lower yielding investments. 
	 
	However, as detailed in the Borrowing strategy, this needs to be carefully reviewed to avoid incurring higher borrowing costs in the future, when the Council may not be able to avoid new borrowing to finance new capital expenditure and/or to refinance maturing debt or called in debt. 
	 
	Note: latest guidance issued by the Secretary of State makes clear that borrowing to finance the acquisition of non-financial investments (e.g. commercial property investment) made purely for profit shall be considered ‘borrowing in advance of need’. 
	 
	Such investment would most likely be considered capital and determined under the guiding principles outlined separately in the Capital Strategy and outside the scope of this Treasury Management Strategy. 
	 
	However, and to be clear, the Council will not borrow for capital investment made solely for yield generating opportunities.  
	 
	4.6 Treasury Management limits on activity 
	 
	There are three debt related treasury activity limits. The purpose of these are to restrain the activity of the treasury function within certain limits, thereby managing risk and reducing the impact of any adverse movement in interest rates. 
	 
	However, if these are set to be too restrictive, they will impair the opportunities to reduce costs / improve performance. The indicators are: 
	 
	 
	 
	 
	 
	 
	 
	 
	Maturity structure of borrowing 
	 
	 Maturity structure of borrowing. These gross limits are set to protect against excessive exposure to large fixed rate sums falling due for refinancing in any one period and are required for upper and lower limits1. 
	 Maturity structure of borrowing. These gross limits are set to protect against excessive exposure to large fixed rate sums falling due for refinancing in any one period and are required for upper and lower limits1. 
	 Maturity structure of borrowing. These gross limits are set to protect against excessive exposure to large fixed rate sums falling due for refinancing in any one period and are required for upper and lower limits1. 


	1Note: the maturity structure guidance changed in the 2011 guidance notes; for LOBO loans, the maturity date is now deemed to be the next call date. 
	1Note: the maturity structure guidance changed in the 2011 guidance notes; for LOBO loans, the maturity date is now deemed to be the next call date. 
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	 Variable debt limit. A local indicator, this limits the maximum percentage of long-term variable debt to no more than 30% of total long-term debt. 
	 Variable debt limit. A local indicator, this limits the maximum percentage of long-term variable debt to no more than 30% of total long-term debt. 
	 Variable debt limit. A local indicator, this limits the maximum percentage of long-term variable debt to no more than 30% of total long-term debt. 
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	The preference for fixed interest rate borrowing reflects that it is possible to construct a prudent treasury strategy on the basis of using only fixed rate debt and investments, provided the maturity of these debts and investments are reasonably spread. The same does not apply to variable rates where a higher exposure could lead to significant year on year fluctuations in the cost of debt. 
	 
	4.7 Lender Option Borrower Option (LOBO) Debt & Risk 
	 
	The Council currently holds around a third of its long-term debt in LOBOs.  
	 
	LOBOs are an alternative option to the Governments Public Works Loan Board (PWLB).  In simple terms the instrument gets its name because the lender i.e. the bank has an option to set revised interest rates at predetermined call dates, at which point the borrower i.e. the Council has the option to either accept the revised rates or repay the debt in full without incurring any penalty fees. 
	 
	Due to the current and forecast market environment, it is unlikely that any of the LOBOs will be called in the near future. However, there is a risk that, as interest rates rise, the lender proposes an increase in rates that the Council has no option but to agree to the increase, thereby increasing the level of interest it has to pay on its debt. 
	 
	The Council’s exposure to this risk is low as it has been significantly mitigated by spreading its LOBO portfolio over several individual deals with five different lenders, with the call dates being structured so that they are staggered, with the next call date on each LOBO falling at different frequencies, thereby not exposing the Council to a ‘perfect storm’ where all lenders want to call in their options all at the same time.   
	 
	The Council will further mitigate this risk by holding significant level (between the range of £50m-£75m) of investments which are held in liquid deposits i.e. short term, and therefore can be called upon to provide funding to repay a LOBO if a call was exercised. If a LOBO call option is exercised the Council will consider terminating that agreement as a potential option.  
	 
	In addition, the Council can also call on other alternative providers including PWLB to take out new borrowing to refinance the repayment of the LOBO over shorter periods where the rates are forecast to be cheaper but would also improve the Council’s current debt maturity profile. 
	  
	4.8 Debt rescheduling and Premature Repayment Opportunities 
	 
	The relationship between the interest rates on existing loans, discount rates and new borrowing rates may provide opportunity for debt restructuring and the realisation of various gains: 
	 
	 the generation of cash savings 
	 the generation of cash savings 
	 the generation of cash savings 

	 helping to fulfil the treasury strategy 
	 helping to fulfil the treasury strategy 

	 to enhance the balance of the portfolio (by amending the maturity profile and/or the balance of volatility). 
	 to enhance the balance of the portfolio (by amending the maturity profile and/or the balance of volatility). 


	 
	As short-term borrowing rates will be considerably cheaper than longer term fixed interest rates, there may be potential opportunities to generate savings by switching from long term debt to short term debt. However, these savings will need to be considered in the light of the current treasury position and the cost of debt repayment (the premium incurred). 
	 
	Consideration will also be given to identify if there is any residual potential for making savings by running down investment balances to repay debt prematurely as short-term rates on investments are likely to be lower than rates paid on current debt. 
	 
	The Section 151 Officer, with reference to the advice of the Council’s external treasury advisors, will monitor prevailing interest rates for any opportunities during the year. 
	5 ANNUAL INVESTMENT STRATEGY 
	 
	The Council holds invested funds, representing income received in advance of expenditure, plus balances and reserves held. 
	 
	The Secretary of State recommends that each local authority produce and publish an Annual Investment Strategy, approved by the Council and revised in year as required.  
	 
	The following investment strategy sets out the Council’s policies for managing investments and for giving priority to the security and liquidity of those investments. It outlines which instruments the Council may use for investment purposes, making a distinction between specified and non-specified investments. This strategy also determines limits in respect of their overall levels. 
	 
	The Council has regard to the Ministry of Housing, Communities and Local Government (HMCLG) guidance on Local Government Investments as cited under section 15(1) (a) of the Local Government Act 2003 and the CIPFA Code of Practice on Treasury Management in Public Services.  
	 
	All investments will be made in accordance with the Council’s investment policies and prevailing legislation and regulations. With the very low interest rates that currently prevail and look to continue for some time investments returns are likely to reduce. To compensate it may be that some of the multi asset funds and short dated bond fund type investments are more actively pursued, these are already within the strategy but have not been used as until recently many of these funds were not consistent with 
	 
	5.1 Investment Policy 
	 
	The prime objective of the Council’s investment strategy is to ensure prudent investment of surplus funds. The Council’s investment priorities are as follows, in order of priority: 
	 
	- Security of capital,  
	- Security of capital,  
	- Security of capital,  

	- Liquidity of investments,  
	- Liquidity of investments,  

	- Secure optimum performance (yield) 
	- Secure optimum performance (yield) 


	 
	Furthermore, under the Council’s Ethical Investment Policy, the Council will not knowingly invest in financial institutions that do not match the Council’s core values and principles. This is a secondary consideration and will be applied to the counterparty list only after taking into account security and liquidity issues. 
	 
	Ethical Investment; Statement of Policy 
	The Council will not knowingly invest directly in organisations whose activities include practices which directly pose a risk of serious harm to 
	individuals or groups, or whose activities are inconsistent with the mission and values of the Council. This would include, inter alia, avoiding direct investment in institutions with material links to: 
	- Human Rights abuse (e.g. child labour, political oppression) 
	- Human Rights abuse (e.g. child labour, political oppression) 
	- Human Rights abuse (e.g. child labour, political oppression) 

	- Environmentally harmful activities (e.g. pollution, mass destruction of habitat, fossil fuels) 
	- Environmentally harmful activities (e.g. pollution, mass destruction of habitat, fossil fuels) 


	 
	The following investment instruments may be used by the Council in 2021/22 – defined as either ‘specified’ or ‘non specified’ investments: 
	 
	Specified investments 
	The Council will make use of specified investments (as defined within the terms of the Government guidance). These are investments that satisfy the following conditions, designed to offer high security and high liquidity: 
	 The investment is denominated in Sterling and all payments or repayments are payable only in Sterling 
	 The investment is denominated in Sterling and all payments or repayments are payable only in Sterling 
	 The investment is denominated in Sterling and all payments or repayments are payable only in Sterling 

	 The investment is not a long-term investment i.e. due to be repaid within 12 months of the date in which it was made or one which the Council may require to be repaid within that period 
	 The investment is not a long-term investment i.e. due to be repaid within 12 months of the date in which it was made or one which the Council may require to be repaid within that period 

	 The investment is made with a body which has been awarded a high credit rating, or is made with one of the following: 
	 The investment is made with a body which has been awarded a high credit rating, or is made with one of the following: 

	a. The United Kingdom Government; 
	a. The United Kingdom Government; 
	a. The United Kingdom Government; 

	b. A Local Authority in England and Wales, or a similar body in Scotland or Northern Ireland; 
	b. A Local Authority in England and Wales, or a similar body in Scotland or Northern Ireland; 

	c. A Town / Parish or Community Council. 
	c. A Town / Parish or Community Council. 


	 The making of the investment is not defined as capital expenditure2 by legislation 
	 The making of the investment is not defined as capital expenditure2 by legislation 


	2 Regulation 25(1) (d) of The Local Authorities (Capital Finance and Accounting) Regulations 2003 [SI 3146 as amended] states that some categories of investment are defined as Capital Expenditure. This relates to the acquisition of share or loan capital in any body corporate. 
	2 Regulation 25(1) (d) of The Local Authorities (Capital Finance and Accounting) Regulations 2003 [SI 3146 as amended] states that some categories of investment are defined as Capital Expenditure. This relates to the acquisition of share or loan capital in any body corporate. 
	The impact of investing in instruments of this nature are such that, unlike other investment instruments, either capital or revenue resources would have to be applied to this expenditure, and once the investment was sold or matured, the income would be a capital receipt. 
	Any such expenditure incurred by the Council is subject to the guiding principles outlined in the Capital Strategy and is outside the scope of this Treasury Management Strategy. 
	 

	 
	Non-specified investments 
	Non-specified investments are defined as those not meeting the criteria detailed above; they are, by implication, considered higher risk than specified investments. The following categories of investments may be used under the definition of specified investments: 
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	The Council will also provide a short term (i.e. less than 1 year) cash flow facility to the Council’s wider group of companies to cover temporary cash flow fluctuations and ensure that they are able to meet known obligations and continue to operate.  Where this is required, a formal agreement will be put in place outlining the full terms and conditions of the advance and will be formally agreed and signed by the Council’s Section 151 officer. 
	 
	In respect of non-specified investments, the following instruments may also be used by the Council. An overall limit on the level of these investments will be set at 75% of the total investment portfolio and the following limits will apply to each category of non-specified investments: 
	 
	 
	 
	InlineShape

	 
	In the normal course of the Council’s cash flow operations, it is expected that both specified and non-specified investment will be utilised for the control of liquidity as both categories allow for short term investments. 
	 
	However, for certain types of investments, the accounting treatment may differ from the underlying cash transactions arising from investment decisions made by the Council. To ensure that the Council is protected from any adverse revenue implications, the accounting implications of new transactions will be thoroughly reviewed before they are undertaken. 
	 
	Lending to third parties 
	The Council has the power to lend monies to third parties subject to a number of criteria. These are not treasury type investments, rather they are policy investments e.g. to support local business, for regeneration and economic development. Loans of this nature will be approved in line with the Council’s Financial Regulations and only after relevant due diligence has been undertaken, the criteria for these types of loans are covered in section 7. 
	 
	The primary aims of the Investment Strategy are the security and liquidity of its capital resources and, with that in mind, to obtain a reasonable level of return. These aims are equally relevant in determining whether to proceed with a potential loan.  
	 
	5.2 Investment Counterparty Selection Criteria 
	 
	The main principle governing the Council’s investment criteria is the security and liquidity of its investments, although yield on the investment is also a key consideration. 
	 
	In order to minimise the risk to investments, the Section 151 Officer will maintain a counterparty list in compliance with the following criteria and will revise the criteria and bring forward to Council for approval as necessary. Any counterparty failing to meet the criteria will be omitted from the counterparty list. 
	 
	These criteria are separate to those which determine the types of investment instrument accessible (as outlined above) as it provides an overall pool of counterparties considered high quality that the Council may use. Together, this enables a more diverse investment portfolio that avoids concentration of risk. 
	 
	The Council will have regard to all three rating agencies and considers a high credit rating for investment counterparties to be as follows (limits apply to both specified and non-specified investments): 
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	[notes: i) where a bank has a group structure, limits will relate to the group in its entirety rather than separately to the individual institutions within it. 
	ii) investments with the UK Government are considered the lowest level of risk and therefore have no upper limit. 
	iii) under revised EU legislation, investments in banks and building societies are now exposed to bail-in risk 
	iv) for the purposes of this Strategy ‘Local Authorities’ includes Town and Parish Councils, Police and Fire Authorities] 
	 
	Fitch defines these ratings as follows: 
	- F1: Highest (short-term) credit quality; Indicates the strong capacity for timely payment of financial commitments (may have an added ‘+’ to denote any exceptionally strong credit feature) 
	- F1: Highest (short-term) credit quality; Indicates the strong capacity for timely payment of financial commitments (may have an added ‘+’ to denote any exceptionally strong credit feature) 
	- F1: Highest (short-term) credit quality; Indicates the strong capacity for timely payment of financial commitments (may have an added ‘+’ to denote any exceptionally strong credit feature) 


	 
	- A: High credit quality (long-term); ‘A’ ratings denote expectations of low default risk. The capacity for payment of financial commitments is considered strong. This capacity may, nevertheless, be more vulnerable to change in circumstances or economic conditions than is the case for higher ratings. 
	- A: High credit quality (long-term); ‘A’ ratings denote expectations of low default risk. The capacity for payment of financial commitments is considered strong. This capacity may, nevertheless, be more vulnerable to change in circumstances or economic conditions than is the case for higher ratings. 
	- A: High credit quality (long-term); ‘A’ ratings denote expectations of low default risk. The capacity for payment of financial commitments is considered strong. This capacity may, nevertheless, be more vulnerable to change in circumstances or economic conditions than is the case for higher ratings. 


	 
	Obligations rated ‘A-’ and above are considered upper-medium grade and are subjected to low credit risk. Further details on the definitions used by each of the ratings agencies are available at section 5.3 below. 
	 
	On occasion ratings may be downgraded when an investment has already been made; the criteria used are such that a minor downgrading should not affect the full receipt of the principal and interest. A severe downgrade however, and in consideration of any potential penalties this might incur, may prompt the Section 151 Officer to instruct treasury management officers to take steps to withdraw any investments considered at risk.  
	 
	Caution will be exercised in determining the creditworthiness of investment counterparties, even if they meet the minimum criteria above.  
	In the event that any institutions are at the minimum criteria and are on negative rating watch, monies will not be placed with that organisation until such time that the negative outlook is revised. 
	 
	It is recognised that ratings will not be the sole determinant of the quality of an institution; it is important to continually assess and monitor the financial sector and the economic and political environments in which institutions operate. The assessment will also take into account market intelligence and to this end the Council will engage with its advisors to monitor market pricing such as, for example, credit default swaps3 that contribute to forming a view of counterparty creditworthiness. 
	3 Credit default swap: this is a financial instrument that effectively provides the holder ‘insurance’ against a loan defaulting. The CDS spread is the difference between the price at which providers are willing to sell the swap and the price at which buyers are willing to buy. A relatively high spread may suggest that the loan is more likely to default and may reflect the relative risk of dealing with a particular counterparty. 
	3 Credit default swap: this is a financial instrument that effectively provides the holder ‘insurance’ against a loan defaulting. The CDS spread is the difference between the price at which providers are willing to sell the swap and the price at which buyers are willing to buy. A relatively high spread may suggest that the loan is more likely to default and may reflect the relative risk of dealing with a particular counterparty. 

	 
	Geographical limits and diversification will be considered to ensure an appropriate spread of risk. Sovereign ratings will be taken account of when placing funds with institutions outside of the UK and no investments will be made with institutions where the Sovereign rating is less than AA-. 
	 
	The time and monetary limits for institutions is also stated in the above table. The Secretary of State recommends that the Investment Strategy sets out the maximum period over which investments will be made. As a result of the nature of some of the existing investments, the current portfolio contains instruments with maturity dates up to 20 years. 
	 
	The Council considers that, provided investments made in excess of 5 years are made in instruments capable of being sold if necessary, then it would be appropriate to continue to make longer term investments in line with approved treasury management practices. 
	 
	Banking arrangements 
	The Council’s own banker is currently NatWest (part of RBS Group). As a part nationalised bank at the current time it does meet the minimum credit criteria. 
	 
	For transactional purposes, and in the event that the bank falls below the criteria, then Nat West will continue to be used for short term liquidity requirements and business continuity arrangements. However, balances will be restricted to no more than £10m on an overnight basis only (including weekends). Otherwise, the investment criteria as defined above will apply. 
	 
	 
	Note: the criteria for choosing counterparties set out above provides a sound approach to investment in ‘normal’ market circumstances. However, under exceptional market conditions the S151 Officer may temporarily restrict further investment activity to those institutions considered of higher credit quality than the minimum criteria set out. Similarly, time periods for investments and investment limits may also be restricted. 
	 
	The extent of these restrictions will be in line with prevailing financial market conditions. If these restrictions mean that insufficient institutions of high credit quality are available to invest the Council’s cash balances, then the surplus funds will be deposited with the UK Government, via the Debt Management Office, or with other local authorities. This may cause a reduction in the level of investment return but will protect the principal sum invested. 
	 
	 
	5.3 Credit Rating Definitions 
	 
	Link Asset Services, the Council’s treasury advisors, provide the Council with real-time updates on counterparty credit ratings from the three main credit rating agencies Moody’s, Fitch and Standard & Poor’s. 
	 
	The following gives a brief definition of the types of ratings that the Council uses to assess its counterparties. While the definitions and scales of ratings vary between rating agencies, they are broadly comparable. 
	 
	The Council uses the ‘Lowest Common Denominator’ (LCD) approach, meaning that it uses the lowest rating of those published: 
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	 Short term ratings – short term ratings provide a view as to the likelihood of a counterparty defaulting on its obligations within one year. 
	 Short term ratings – short term ratings provide a view as to the likelihood of a counterparty defaulting on its obligations within one year. 
	 Short term ratings – short term ratings provide a view as to the likelihood of a counterparty defaulting on its obligations within one year. 

	 Long term ratings – provide a view on the probability of default over a longer-term horizon. 
	 Long term ratings – provide a view on the probability of default over a longer-term horizon. 


	 
	6 OTHER TREASURY ISSUES 
	 
	6.1 Performance Indicators 
	 
	The Code of Practice on Treasury Management requires the Council to set performance indicators to assess the adequacy of the treasury function over the year. These are distinct historical indicators, as opposed to the prudential indicators that are predominantly forward looking. 
	 
	The following indicators will be monitored throughout the year: 
	 Cash Liquidity  
	 Cash Liquidity  
	 Cash Liquidity  

	 Investments – Average rate of return for the year  
	 Investments – Average rate of return for the year  

	 Investment Weighted Average Risk Score 
	 Investment Weighted Average Risk Score 


	 
	6.2 Policy on the Use of Financial Derivatives 
	 
	A financial derivative is a contract whose value is based on, or ‘derived’ from, an underlying financial instrument such as a loan. Local Authorities have previously been able to make use of financial derivatives embedded into loans and investments, both to reduce interest rate risk (e.g. forward deals) and to reduce costs or increase income at the expense of greater risk (e.g. LOBO loans). 
	 
	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 CIPFA Code requires local authorities to clearly detail their policy in the use of derivatives in the annual strategy. 
	 
	The Council does not intend to use standalone financial derivatives (such as swaps, forwards, futures and options). No change in strategy will be made without Full Council approval. 
	 
	6.3 Housing Revenue Account (HRA) Self-Financing 
	 
	Following the introduction of the HRA Self-Financing regime in April 2012 local authorities are required to recharge the interest on balances between the HRA and General Fund. This is due to differences between the HRA borrowing and the HRA CFR (underlying borrowing need). 
	 
	6.4 Member and Officer Training 
	 
	The CIPFA Code requires the Section 151 officer to ensure that members with responsibility for treasury management receive adequate training relative to their needs and understand fully their roles and responsibilities.  
	 
	The Council will provide Members with training and an overview of the treasury management function through the following: 
	 As part of the Member induction training following local elections.  
	 As part of the Member induction training following local elections.  
	 As part of the Member induction training following local elections.  

	 Member seminars through Link Asset Services, our external advisors. 
	 Member seminars through Link Asset Services, our external advisors. 

	 Further ad-hoc training as required. 
	 Further ad-hoc training as required. 


	 
	The Council recognises the importance of ensuring that all staff involved in the treasury management function are fully equipped to undertake the duties and responsibilities allocated to them. It will therefore seek to appoint individuals who are both capable and experienced and will provide training for staff to enable them to acquire and maintain an appropriate level of expertise, knowledge and skills. 
	 
	The training needs of the treasury management officers are periodically reviewed as part of the performance development system. The Council is a member of the CIPFA treasury and pension group and receives regular updates on the latest market news, regulation changes and has the opportunity to attend training events. 
	 
	6.5 External Treasury Management Service Providers 
	 
	Treasury Management Advisors 
	The Council uses Link Asset Services as its external treasury management advisors. The company provides a range of services which include: 
	 Credit and Investment advice 
	 Credit and Investment advice 
	 Credit and Investment advice 

	 Debt services including advice on the timing of borrowing and rescheduling opportunities 
	 Debt services including advice on the timing of borrowing and rescheduling opportunities 

	 Technical support on treasury matters and capital finance 
	 Technical support on treasury matters and capital finance 

	 Economic and interest rate forecasts 
	 Economic and interest rate forecasts 

	 Workshops and training events for officers and members 
	 Workshops and training events for officers and members 


	 
	The Council recognises that responsibility for treasury management decisions remains with the organisation at all times and will ensure that undue reliance is not placed upon our advisors. 
	 
	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 maintains the quality of the service with its advisors through regular meetings and will tender periodically for the provision of treasury management advice. 
	 
	The Council will ensure that the terms of their appointment and the methods by which their value will be assessed are properly agreed and documented and subjected to regular review. 
	 
	Use of Brokers 
	The Council uses five brokers on a regular basis, as well as dealing directly with leading institutions. Wherever possible the Council will spread its business amongst them on a regular basis, though this may not always be possible. Brokers currently being used are: 
	 ICAP 
	 ICAP 
	 ICAP 

	 RP Martins 
	 RP Martins 

	 Tradition 
	 Tradition 

	 Tullet Prebon 
	 Tullet Prebon 

	 BGC 
	 BGC 

	 Imperial Treasury Services 
	 Imperial Treasury Services 


	 
	The limited function performed by brokers is acknowledged; however, the Council would expect to be informed if a broker had any doubts about an organisation that we were dealing with. 
	 
	6.6 IFRS9 Local Authority Override  
	 
	The MHCLG enacted a statutory over-ride from 1 April 2018 for a five-year period until 31 March 2023 following the introduction of IFRS 9 and the requirement for any capital gains or losses on marketable funds to be chargeable in year.  This has the effect of allowing any capital losses on funds to be held on the balance sheet until 31 March 2023, allowing councils to initiate an orderly withdrawal of funds if required. 
	7. Non-Treasury Loans/Investments 
	 
	As mentioned earlier in the Treasury Management Strategy the Council has the power to lend monies to third parties subject to a number of criteria. These are not treasury type investments, rather they are policy investments e.g. to support local business, for regeneration and economic development. Loans of this nature will be approved in line with the Council’s Financial Regulations and only after relevant due diligence has been undertaken. There are a number of instances where this may occur, and it is dee
	 
	In many instances these type of arrangements are covered in the capital programme and are also approved as part of specific report to Cabinet/Council. As mentioned above these loans are not part of the Council’s Treasury Management Activity and as such are not covered by the Council’s Treasury Strategy operating policies hence must comply with the Council’s Financial Regulations. 
	 
	The type of loans/investments covered by this framework are: 
	 
	 Parish & Town Council Loans not covered by Treasury Strategy (i.e. over 5 Year) 
	 Parish & Town Council Loans not covered by Treasury Strategy (i.e. over 5 Year) 
	 Parish & Town Council Loans not covered by Treasury Strategy (i.e. over 5 Year) 

	 Council Owned Companies Loans 
	 Council Owned Companies Loans 

	 Council Owned Companies Equity 
	 Council Owned Companies Equity 

	 Charity and not for Profit Community Interest Companies 
	 Charity and not for Profit Community Interest Companies 

	 Local Businesses  
	 Local Businesses  

	 National Businesses as part of a service provision contract 
	 National Businesses as part of a service provision contract 


	  
	The framework should set the requirements relating to: 
	 
	 Criteria for Assessment 
	 Criteria for Assessment 
	 Criteria for Assessment 

	 Security 
	 Security 

	 Financial Limits 
	 Financial Limits 

	 Method of Interest Rate Calculation 
	 Method of Interest Rate Calculation 


	 
	 
	Criteria for Assessment 
	 
	All proposals will need to be assessed and a risk or rating category allocated. In most cases it is unlikely that the organisation involved will hold a formal credit rating  as issued by one of the three credit rating agencies, hence the assessment will need to be manual and based on a financial analysis of the organisations financial status which will involve analysis of recent accounts and credit ratings. The assessment will need to identify whether the organisations financial position is:- 
	 
	 Strong  
	 Strong  
	 Strong  

	 Good  
	 Good  

	 Satisfactory 
	 Satisfactory 

	 Weak 
	 Weak 

	 Bad/Financial Difficulty 
	 Bad/Financial Difficulty 


	 
	Security 
	 
	In all instances security should be sought as this is a form of collateralisation that ensures the Council is protected in the event of a default. Security should be first charge against the asset and should be against an asset that can be made liquid fairly quickly and without significant effort. Security will not be obtainable in all instances, in these cases the rating category set out above becomes increasingly important. In addition, the level of security is a factor in setting the interest rate. 
	 
	Financial Limits 
	 
	The financial limits will be based on both an individual organisation, the type of organisation and the Council’s overall risk appetite. In terms of an individual organisation’s limit this will be generic for all organisations in terms of total exposure, there will need to be part of the assessment process an analysis of an acceptable level for each specific application if it’s within the overall total.  
	  
	Interest Rate Calculation 
	 
	Interest Rates chargeable will need to reflect base and market rates and will always vary. For short term loans (< 3 years) the rate can be fixed for the duration of the loan and should be calculated on the forecast rate at the halfway duration period. For loans of a longer duration there should be a clause built into the loan agreement to review rates on a periodic basis and should be calculated based on the rate at the commencement of the loan. 
	 
	The rates set should take into account the Council’s cost of securing similar length duration money as this is the opportunity cost of using the Council’s surplus cash, the risk and level of security that is obtained and a 25bps margin added on to cover the cost of administration and potentially providing for defaults. The table below sets out the framework for calculating interest rates:- 
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	In setting a interest rate due consideration should also be given to state aid, state aid is likely to be an issue if the loan is given to an organisation who could then be seen to have an unfair market advantage if the rate is lower than they could obtain in the market place. It is best to obtain advice form the Council’s legal services of whether a loan will be considered state aid. If state aid is an issue the table below will need to be taken into account in place of the table above: 
	 
	State Aid Table 
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	The reference rate is published by the European Commission and is based on each individual Countries IBOR rate.  
	 
	For example, if IBOR was 1% and an organisation was deemed to have normal collateralisation but a weak credit rating then 400bps would be added to the IBOR rate giving a minimum interest rate of 5% p.a. 
	 
	 
	Criteria and Limits 
	 
	The table below sets out the limits and criteria for the making of loans or investments that are non-Treasury. As this is the first attempt at introducing such a framework it will need to be kept under review to see if it delivers the outcomes required. 
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	Financial Regulations 
	 
	All loans and investments must comply with the Council’s financial regulations, for ease the approval limits for loans covered by the financial regulations are: 
	 
	 For amounts up to £1m, the Section 151 Officer can authorise where there is no adverse impact on Council Policy or service delivery and can be funded from approved budgets. 
	 For amounts up to £1m, the Section 151 Officer can authorise where there is no adverse impact on Council Policy or service delivery and can be funded from approved budgets. 
	 For amounts up to £1m, the Section 151 Officer can authorise where there is no adverse impact on Council Policy or service delivery and can be funded from approved budgets. 

	 For amounts over £1m and funded from existing resources the Cabinet. 
	 For amounts over £1m and funded from existing resources the Cabinet. 

	 For amounts of £1m to £5m which are not funded from existing resources the Cabinet. 
	 For amounts of £1m to £5m which are not funded from existing resources the Cabinet. 

	 For amounts over £5m and not funded from existing resources the Cabinet can authorise but only after Council has made specific provision in the capital programme/budget 
	 For amounts over £5m and not funded from existing resources the Cabinet can authorise but only after Council has made specific provision in the capital programme/budget 


	8 GLOSSARY OF TERMS 
	 
	 Annuity – method of repaying a loan where the payment amount remains uniform throughout the life of loan, therefore the split varies such that the proportion of the payment relating to the principal increases as the amount of interest decreases.  
	 Annuity – method of repaying a loan where the payment amount remains uniform throughout the life of loan, therefore the split varies such that the proportion of the payment relating to the principal increases as the amount of interest decreases.  
	 Annuity – method of repaying a loan where the payment amount remains uniform throughout the life of loan, therefore the split varies such that the proportion of the payment relating to the principal increases as the amount of interest decreases.  


	 
	 Bail-In – previously, in response to the banking crisis, some governments used taxpayer funds to support banks in danger of failing. The European Union’s Banking Recovery and Resolution Directive (BRRD) requires that, in future, ‘bail in’ will be applied in such a scenario; this means that after shareholders’ equity, depositors’ funds comprising balances over c£85k will be used to support the bank at risk. The £85k threshold is not available to local authorities and therefore all unsecured deposits with b
	 Bail-In – previously, in response to the banking crisis, some governments used taxpayer funds to support banks in danger of failing. The European Union’s Banking Recovery and Resolution Directive (BRRD) requires that, in future, ‘bail in’ will be applied in such a scenario; this means that after shareholders’ equity, depositors’ funds comprising balances over c£85k will be used to support the bank at risk. The £85k threshold is not available to local authorities and therefore all unsecured deposits with b
	 Bail-In – previously, in response to the banking crisis, some governments used taxpayer funds to support banks in danger of failing. The European Union’s Banking Recovery and Resolution Directive (BRRD) requires that, in future, ‘bail in’ will be applied in such a scenario; this means that after shareholders’ equity, depositors’ funds comprising balances over c£85k will be used to support the bank at risk. The £85k threshold is not available to local authorities and therefore all unsecured deposits with b


	 
	 Base Rate – minimum lending rate of a bank or financial institution in the UK 
	 Base Rate – minimum lending rate of a bank or financial institution in the UK 
	 Base Rate – minimum lending rate of a bank or financial institution in the UK 


	 
	 Bond – a government or public company’s document undertaking to repay borrowed money usually with a fixed rate of interest. 
	 Bond – a government or public company’s document undertaking to repay borrowed money usually with a fixed rate of interest. 
	 Bond – a government or public company’s document undertaking to repay borrowed money usually with a fixed rate of interest. 


	 
	 Capital Expenditure – spend on major items e.g. land and buildings, which adds to and not merely maintains the value of existing fixed assets 
	 Capital Expenditure – spend on major items e.g. land and buildings, which adds to and not merely maintains the value of existing fixed assets 
	 Capital Expenditure – spend on major items e.g. land and buildings, which adds to and not merely maintains the value of existing fixed assets 


	 
	 Capital Grants – specific targeted grants to cover capital spend 
	 Capital Grants – specific targeted grants to cover capital spend 
	 Capital Grants – specific targeted grants to cover capital spend 


	 
	 Capital Receipts – the proceeds from the disposal of land or other assets. Capital receipts can be used to fund capital expenditure but cannot be used to finance revenue. 
	 Capital Receipts – the proceeds from the disposal of land or other assets. Capital receipts can be used to fund capital expenditure but cannot be used to finance revenue. 
	 Capital Receipts – the proceeds from the disposal of land or other assets. Capital receipts can be used to fund capital expenditure but cannot be used to finance revenue. 


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


	 
	 Credit Rating – an opinion on the creditworthiness 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 and Poor’s and Moody’s. They analyse credit worthiness under four
	 Credit Rating – an opinion on the creditworthiness 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 and Poor’s and Moody’s. They analyse credit worthiness under four
	 Credit Rating – an opinion on the creditworthiness 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 and Poor’s and Moody’s. They analyse credit worthiness under four


	 
	o 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.  
	o 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.  
	o 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.  
	o 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.  

	o 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.  
	o 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.  

	o Individual/Financial Strength 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. 
	o Individual/Financial Strength 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. 

	o 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.  
	o 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.  
	 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.  
	 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.  


	 
	 EIP – Equal Instalments of Principal, a type of loan where each payment includes an equal amount in respect of loan principal is eroded, and so the total amount reduces with each instalment.  
	 EIP – Equal Instalments of Principal, a type of loan where each payment includes an equal amount in respect of loan principal is eroded, and so the total amount reduces with each instalment.  
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	 Gilts – the name given to bonds issued by the UK Government (i.e. the loan instrument by which the Government borrows). 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.  
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	The yield on that gilt is calculated as 8%/1.45 = 5.5%.   
	 Lender Option Borrower Option (LOBO) - LOBOs are a long-term borrowing instrument commonly used by banks.  It is an alternative lender option to the Government’s Public Works Loan Board.  In simple terms the instrument gets its name because the lender has an option to set revised interest rates at predetermined dates, and at which point the borrower has the option to accept the revised rates or pay the debt in full without penalty. 
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	 LIBID – The London Interbank 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.  The average 7-day rate is the benchmark the Council uses for its own investment performance. 
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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.  
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	 Market – The private sector institutions e.g. banks, building societies 
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	 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.  
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	 Minimum Revenue Provision (MRP) – A statutory amount charged to the Council’s revenue account for the provision to repay the loan principal on debt undertaken to finance the Capital Programme. For the Council this is done on a straight-line basis in-line with the asset life and commences the financial year after the asset is operational. 
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	 Monetary Policy Committee (MPC) – group that sets the bank base rate for the Bank of England. 
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	 Money Market Fund (MMF) – A highly diversified pooled investment vehicle whose assets mainly comprise of short-term instruments. 
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	 Multilateral Development Banks (MDB) – these are supranational institutions set up by sovereign states, which are their shareholders (e.g. European Investment Bank). Their remits reflect the development aid and cooperation policies established by these states. 
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	 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.  
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	 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 an 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. 
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	 Yield – The amount in cash (in percentage terms) that returns to the owners of an investment e.g. interest earned from a deposit. 
	 Yield – The amount in cash (in percentage terms) that returns to the owners of an investment e.g. interest earned from a deposit. 


	  
	 
	 
	 
	 



