Appendix 3
Treasury Management and Investment Strategy and Prudential Indicators 2019/20
– 2021/22
1.

Purpose of the Report
To seek approval of the Treasury Management Strategy and the Investment
Strategy.

2.

Background

2.1

The Local Government Act 2003 and supporting regulations require the Council
to ‘have regard to’ the CIPFA Prudential Code and the CIPFA Treasury
Management Code of Practice and prepare, set and publish prudential
indicators and treasury indicators that ensure the Council’s capital expenditure
plans are affordable, prudent and sustainable in the long-term.
The prudential indicators consider the affordability and impact of capital
expenditure plans, and set out the Council’s overall capital framework. Each
prudential indicator either summarises the expected activity or introduces limits
upon the activity, and reflects the underlying capital programme.
Within the overall prudential framework there is a clear impact on the Council’s
treasury management activity, either through borrowing or investment activity.
As a consequence a Treasury Management Strategy is prepared which
considers the effective funding of the capital expenditure decisions and
complements the prudential indicators.

2.2

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

This, therefore, means that increases in capital expenditure must be limited to a
level whereby charges to revenue remain affordable within the projected income
of the Council for the foreseeable future. These increased charges may arise
from:
 increases in interest charges and debt repayment caused by increased
borrowing to finance additional capital expenditure; and
 any increases in operational running costs from new capital projects.
2.3

Treasury management is, therefore, an important part of the overall financial
management of the Council’s affairs and is defined 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.”
Specific treasury indicators are prepared and included in the Treasury
Management Strategy which requires Member approval.
The Council’s treasury activities are strictly regulated by statutory requirements
and guidance, including;





2.4

CIPFA Treasury Management Code
CIPFA Prudential Code
MHCLG Investment Guidance
MHCLG Minimum Revenue Provision (MRP) Guidance

The Council’s Constitution (via Financial and Procurement Procedure Rules)
requires the annual Treasury Management Strategy to be reported to Council
outlining the expected treasury activity for the forthcoming 3 years.
A key
requirement of this report is to explain both the risks, and the management of
the risks, associated with the treasury service. As a minimum a mid-year
monitoring report is produced with a further report produced after the year-end
to report on actual activity for the year.
Reports on Treasury matters are also required to be adequately scrutinised
before being recommended to the Council and this role is undertaken by Audit
Committee.

3.

Key Issues

3.1

Overview
The Council’s 2018/19 Prudential Indicators and Treasury Management
Strategy was approved by Council on 28th February 2018, whilst a Mid-Year
report which updated the 2018/19 approved indicators was considered by Audit
Committee on the 27th November 2018. This report provides an update for the
period 2018/19 to 2021/22.

Section 3.2 of the report details the key elements of the Council’s Capital
Expenditure Plans and associated Prudential Indicators. The Treasury
Management Strategy (including the Investment Strategy) is detailed in Sections
3.3. Supporting detail is provided in the Appendices.
The Treasury Management Strategy has been drawn up taking account of
advice from the Council’s treasury management advisors, Link Asset Services.
This is a technical and complex report however the key messages are:
 Investments – the primary governing principle will remain security over return
and the criteria for selecting counterparties reflect this. Cash available for
investment will remain low, resulting in low returns.
 Borrowing – overall, this is estimated to increase year on year over the period
covered by this report as the Council plans to incrementally reduce its underborrowing position as part of managing its daily and long term liquidity
position. New borrowing will only be taken up as current portfolio debt
matures and where approved capital investment is to be financed by
borrowing.
 Governance – strategies and risk are reviewed by the Audit Committee with
continuous monitoring which includes the Mid-Year and Year End reporting.


Brexit – in the event of a ‘no deal’ Brexit, it is likely that the Bank of England
Base Rate will be reduced initially. However, as sterling falls, price pressures
will increase in the economy, potentially leading the Monetary Policy
Committee (MPC) to impose a series of rate hikes over the medium term. In
the event that the Brexit Deal is agreed, it is expected that the MPC will
commence a series of modest Base Rate increases, beginning in May 2019.
The Council’s borrowing strategy will be closely monitored over the coming
months to ensure it can react accordingly to any banking rate changes.

 The accounting code IFRS 9 Financial Instruments has been updated to
provide greater focus on valuation of investments, including the inclusion of
an expected credit loss model. Although in the main these updates will have
limited impact on the Council, due to its low risk investment policy, any loans
provided to third parties will need their valuations reviewed.


In October 2018, the Government announced a policy change of abolition of
the HRA debt cap. The Chancellor announced in the Autumn Budget 2018
that the applicable date was 29th October 2018. Although this removes the
restriction on HRA borrowing, the current HRA business plan requires no
additional borrowing.



The Chartered Institute of Public Finance and Accountancy has
recommended to the Government that implementation of IFRS 16 – Leases,
should be delayed by one year until 2020/21 in the public sector. This will

ensure that public sector accounts will be aligned to the Whole of
Government Accounts.


The CIPFA revised 2017 Prudential and Treasury Management Codes
require, for 2019-20, all local authorities to prepare an additional report, a
capital strategy report, which will provide the following:
o a high-level long term overview of how capital expenditure, capital
financing and treasury management activity contribute to the provision of
services
o an overview of how the associated risk is managed
o the implications for future financial sustainability

The aim of the capital strategy is to ensure that all elected members fully
understand the overall long-term policy objectives and resulting capital strategy
requirements, governance procedures and risk appetite.
3.2

CAPITAL EXPENDITURE PLANS & PRUDENTIAL INDICATORS 2018/19 TO
2021/22

3.2.1

The Capital Expenditure Plans
The Council’s capital expenditure plans are summarised below and form the first
of the prudential indicators. A certain level of capital expenditure is grant
supported by the Government; any decisions by the Council to spend above this
level will be considered unsupported capital expenditure. This unsupported
capital expenditure needs to have regard to:





Service objectives (e.g. strategic planning);
Stewardship of assets (e.g. asset management planning);
Value for money (e.g. option appraisal)
Prudence and sustainability (e.g. implications for external borrowing and
whole life costing);
 Affordability (e.g. implications for the council tax and rents)
 Practicality (e.g. the achievability of the Capital Programme).
The revenue consequences of capital expenditure, particularly the unsupported
expenditure, will need to be paid for from the Council’s own revenue resources.
This capital expenditure can be paid for immediately (by applying capital
resources such as capital receipts, capital grants etc., or revenue resources),
but if these resources are insufficient any residual expenditure will add to the
Council’s borrowing need.
3.2.2

The key risks to the plans are that the level of Government support has been
estimated and is therefore subject to change. Similarly some of the estimates
for other sources of funding, such as capital receipts, may also be subject to
change over this timescale. For example, anticipated asset sales resulting from
the Council’s on-going asset rationalisation programme may be deferred due to
the on-going impact of the current economic & financial conditions on the
property market.

3.2.3

The revised capital expenditure plans in the updated Capital Strategy and
Capital Programme being presented to Council on 27th February 2019, are
summarised in the table below.
It should be noted, that these represent the capital investment forecasts under
traditional forms of financing and exclude assets acquired under PFI and finance
lease arrangements which are a type of borrowing but which are budgeted for
separately outside of the capital financing budget.
2018/19
2019/20
2020/21
2021/22
Estimated Estimated Estimated Estimated
£m
£m
£m
£m
Children and Young People’s
Services
Assistant Chief Executive
Adult Care & Housing
Finance and Customer Services
Regeneration and Environment
Capitalisation Direction
Total Non HRA
HRA
Total HRA
Total expenditure
Capital receipts
Capital grants, capital
contributions & sources other
capital funding

3.2.4

9.288

10.751

10.715

4.220

1.338
4.069
5.187
39.374
2.000
61.256
41.888
41.888
103.144
9.130

0.210
6.237
3.976
45.693
2.000
68.866
42.036
42.036
110.902
7.324

0.210
11.993
4.828
41.129
2.000
70.874
28.113
28.113
98.987
5.488

0.210
6.066
1.775
18.113
2.000
32.384
22.275
22.275
54.659
4.435

65.051

68.388

68.972

44.401

Total financing

74.181

75.712

74.460

48.836

Prudential borrowing
requirement for the year

28.963

35.190

24.527

5.823

The Capital Financing Requirement (the Council’s Borrowing Need)
The Council’s Capital Financing Requirement (CFR) is the total outstanding
capital expenditure which has not yet been financed from either revenue or
capital resources. It is essentially a measure of the Council’s underlying
borrowing need.
As can be seen in the table in 3.2.3 above, the latest revised estimated
prudential borrowing requirement over the period 2018/19 to 2021/22 based on
the updated Capital Strategy and Capital Programme is £94.503m. This will be
reflected in the year on year change to the CFR.

The CFR is then reduced by the amount the Council sets aside from revenue for
the repayment of debt and other financing movements.
As explained in 3.2.3, in addition to the underlying borrowing need arising from
the Council’s capital investment programme, the overall CFR also includes other
long term liabilities (OLTL) brought onto the Balance Sheet as a result of the
recognition of Private Finance Initiative (PFI) and finance lease assets. This is a
technical adjustment to recognise the underlying borrowing facility taken out by
the PFI or finance lease provider and does not require the Council to take out
any additional borrow in its own right.
The CFR projections for which approval is being sought are set out in the table
below:

CFR – General Fund
CFR – HRA
Total CFR
Movement in CFR
Of which:
CFR – capital investment
OLTL

2018/19
2019/20
2020/21
2021/22
Estimated Estimated Estimated Estimated
£m
£m
£m
£m
519.089
546.017
557.392
551.764
304.125
304.125
304.125
304.125
823.214
850.142
861.517
855.889
22.921
26.928
11.375
-5.628

693.588
129.626

723.366
126.776

738.266
123.251

735.737
120.152

Prudential borrowing requirement
for the year (table at 3.2.3 above)

28.963

35.190

24.527

5.823

Net financing need for the year
for OLTL

-3.163

-2.850

-3.525

-3.098

-0.629

-5.411

-9.647

-8.375

25.171

26.929

11.355

-5.650

Movement in CFR represented
by:

Less Minimum Revenue
Provision and other financing
movements
Movement in CFR

3.2.5

Minimum Revenue Provision Policy Statement

3.2.5.1 The Council is required to pay off an element of the accumulated General Fund
CFR each year through a revenue charge (the Minimum Revenue Provision MRP). In addition, it is also allowed to make additional voluntary payments
(VRP) where it is prudent to do so. Repayments included in annual PFI charges
or finance lease payments are also applied as MRP. No MRP charge is
currently required for the HRA. The HRA charges depreciation on its assets,
which is a revenue charge.

3.2.5.2 MHCLG Regulations require Council to approve an MRP Policy Statement in
advance of each financial year setting out how it will discharge its duty to charge
an amount of MRP which the Council considers ‘prudent’.
The Strategic Director of Finance & Customer Services will, where it is prudent
to do so, use discretion to review the overall financing of the capital programme
and the opportunities afforded by the regulations to maximise the benefit to the
Council whilst ensuring it meets its duty to charge a ‘prudent’ provision. To
provide maximum flexibility the recommended MRP policy includes the use of
the annuity method and the equal instalments method.
The wording of the proposed MRP Policy Statement for which Council approval
is being sought is shown at Appendix A.
3.2.6

Affordability Prudential Indicators
Affordability prudential indicators are used to assess the affordability of the
capital expenditure plans by reference to their impact on the Council’s finances
overall. Cabinet are asked to recommend that Council approve the following
indicators.

3.2.6.1 Actual and Estimates of the 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
of the Council.
The estimates of financing costs include all current commitments, the proposals
contained in the proposed 2019/20 Revenue Budget and updated future years’
capital expenditure plans.
Ratio of financing costs to Net Revenue Stream

Non-HRA
HRA

2018/19
2019/20
2020/21
2021/22
Estimated Estimated Estimated Estimated
%
%
%
%
5.36
6.85
8.63
10.07
15.93
15.75
15.64
15.10

3.2.6.2 Estimates of the incremental impact of capital expenditure plans on
Council Tax
This indicator identifies the revenue costs associated with proposed changes to
the capital programme compared to the Council’s existing commitments and
current plans.
Only schemes in the Council’s approved capital programme are included in the
indicators and there may be further schemes pending approval. Any additional
approvals will normally have to be funded from unsupported borrowing as all

identified available resources have been allocated. This would impact on the
prudential indicators above.
The impact on Band D Council Tax, as shown in the table below, indicates the
impact of the Council’s capital expenditure plans as already budgeted for within
the proposed Revenue Budget for 2019/20 and the Council’s Medium Term
Financial Strategy, and does not indicate additional requirements for Rotherham
council tax payers.
Incremental impact of capital expenditure plans on the Band D Council Tax
Estimated Estimated Estimated Estimated
2018/19
2019/20
2020/21
2021/22
£
£
£
£
Council Tax – Band D

37.28

51.47

54.52

56.24

3.2.6.3 Estimates of the incremental impact of capital expenditure plans on
Housing Rent levels
Similar to the Council tax calculation, this indicator identifies the revenue cost of
proposed changes in the housing capital programme compared to the Council’s
existing approved commitments and current plans expressed in terms of the
impact on weekly rent levels. Given the latest HRA 30 Year Business Plan does
not currently forecast any change in borrowing levels over the period and
therefore the incremental financing costs are assumed to be £Nil in each year.
Incremental impact of capital expenditure plans on the Housing Rent
levels
Proposed
Revised
Budget
Estimated Estimated
2018/19
2019/20
2020/21
2021/22
£
£
£
£
Weekly Housing Rent
£0.00
£0.00
£0.00
£0.00
levels
3.3

TREASURY MANAGEMENT STRATEGY 2019/20 – 2021/22
The Treasury Management Strategy covers:
a) The Council’s borrowing and investment projections (para. 3.3.1);
b) The Council’s estimates and limits to borrowing activity (para. 3.3.2 to
3.3.5);
c) The expected movement in interest rates (para. 3.3.6);
d) The Council’s borrowing and debt strategy (para. 3.3.7);
e) The Council’s investment strategy (para. 3.3.8);
f) Treasury Management prudential indicators and limits on activity (para.
3.3.9);
g) Treasury performance indicators (para. 3.3.10); and
h) Policy on the use of external service advisers (para. 3.3.12).

3.3.1

Borrowing and Investment Projections 2019/20 – 2021/22
The borrowing requirement comprises the expected movement in the CFR and
any maturing debt which will need to be re-financed.
The effect on the treasury position over the next three years for both the Council
and the ex-SYCC debt that the Council administers on behalf of the other South
Yorkshire authorities is shown in the table attached at Appendix B. The table
also highlights the expected level of investment balances.

3.3.2

Limits to Borrowing Activity
There are a number of key indicators to ensure the Council operates its
activities within well-defined limits.
For the first of these, the Council needs to ensure that its total borrowing, does
not, except in the short term, exceed the total of the CFR at the end of the
preceding year plus the estimated additional CFR for the current year (2018/19)
and the following three financial years. This is designed to ensure that in the
medium term, debt is only for a capital purpose. The purpose of including the
estimated additional CFR for the following two financial years, is that it allows
some flexibility for limited early borrowing for future years (para. 3.3.4).
The Strategic Director of Finance & Customer Services reports that the Council
has complied with this indicator in the current year and does not envisage
difficulties for the future (the table below refers). This view takes into account
approved commitments and existing plans.
Whilst the forecast changes in the CFR assume significant reductions in the
amount of under-borrowing by the Council, the actual change in the year-onyear level of under-borrowing will be determined by the Strategic Director –
Finance and Customers Services, after consideration of all relevant factors in
determining the appropriate strategy for borrowing levels within the Council’s
overall financial strategy.
RMBC

CFR – excl. OLTL
CFR – OLTL
Total CFR
Borrowing (loans outstanding)
Borrowing - OLTL
Total Borrowing
CFR less Borrowing
(underborrowed)

2018/19
2019/20
2020/21
2021/22
Estimated Estimated Estimated Estimated
£m
£m
£m
£m
693.588
723.366
738.266
735.737
129.626
126.776
123.251
120.152
823.214
850.142
861.517
855.889
602.148
129.626
731.774

681.524
126.776
808.3

723.419
123.251
846.67

728.915
120.152
849.067

91.44

41.842

14.847

6.822

3.3.3

The Overall Level of Borrowing
A further two prudential indicators control or anticipate the overall level of
borrowing. These are:
 The Authorised Limit for External Debt
 The Operational Boundary for External Debt

3.3.3.1 The Authorised Limit for External Debt
The Authorised Limit represents the maximum amount an authority can borrow
for capital and cash flow purposes. 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. The Authorised Limit is set by the Council and any
breach must be reported. The Government retains an option to control either the
total of all councils plans, or those of a specific council, although no such
Government control has yet been exercised.
Cabinet is asked to recommend to Council the approval of the following
Authorised Limit for RMBC, set at 5% above the Council’s CFR:
Authorised Limit for External
Debt (RMBC)

Borrowing
OLTL
Total

2018/19

2019/20

2020/21

2021/22

Estimated Estimated Estimated Estimated
£m
£m
£m
£m
728.267
759.534
775.179
772.524
132.219
129.312
125.716
122.555
860.486
888.846
900.895
895.079

Cabinet is also asked to recommend approval to Council of the following
Authorised Limit for the former SYCC:
Authorised Limit for External
Debt (Former SYCC)

Borrowing
OLTL
Total

2018/19

2019/20

2020/21

2021/22

Estimated Estimated Estimated Estimated
£m
£m
£m
£m
36.189
19.689
19.689
0.000
0.000
0.000
0.000
0.000
36.189
19.689
19.689
0.000

3.3.3.2 Separately, the Council was limited to a maximum HRA CFR through the HRA
self-financing regime debt cap. This cap was removed in the Government’s
Autumn Budget 2018. The latest iteration of the HRA Business Plan requires no
additional borrowing, and therefore no increase in the HRA CFR. However the
Council will need to consider an appropriate restriction to apply to the level of
HRA borrowing and therefore the CFR to use as a prudential indicator moving
forwards, to ensure HRA borrowing never exceeds affordability.

3.3.3.3 The Operational Boundary for External Debt
This is the amount beyond which external borrowing (for capital and cash flow
purposes) is not normally expected to exceed. Its purpose is to act as a tool for
monitoring day to day treasury activity. Occasionally, for operational reasons it
may be necessary to breach the limit. Temporary breaches are not a cause for
concern but sustained breaches may be an indication that the Council is acting
imprudently or experiencing major financial difficulty.
The Operational Boundary for which Council approval is being sought is set out
in the table below.
Operational Boundary for
External Debt (RMBC)
Borrowing
Other long term liabilities
Total

2018/19
2019/20
2020/21
2021/22
Estimated Estimated Estimated Estimated
£m
£m
£m
£m
713.588
743.366
758.266
755.737
129.626
126.776
123.251
120.152
843.214
870.142
881.517
875.889

Cabinet is asked to recommend to Council that it approves the following
Operational Boundary for the former SYCC:
Operational Boundary for
External Debt (Former SYCC)
Borrowing
Other long term liabilities
Total

3.3.4

2018/19
2019/20
2020/21
2021/22
Estimated Estimated Estimated Estimated
£m
£m
£m
£m
36.189
19.689
19.689
0.000
0.000
0.000
0.000
0.000
36.189
19.689
19.689
0.000

Policy on Borrowing in Advance of Need
The Council has some flexibility to borrow funds in advance for use in future
years. The Strategic Director of Finance & Customer Services may do this
under delegated powers where, for instance, a sharp rise in interest rates is
expected, and so borrowing early at fixed interest rates will be economically
beneficial or help meet budgetary constraints.
Whilst the Strategic Director of Finance & Customer Services will adopt a
prudent approach to any such borrowing, where there is a clear business case
for doing so, borrowing may be undertaken to fund the approved capital
programme or to fund debt maturities.
Risks associated with any advance borrowing activity will be subject to appraisal
in advance and subsequent reporting through the mid-year and annual reporting
mechanism.

3.3.5

Debt Rescheduling
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. These savings will need to be
considered in the light of the current treasury position and the value of the cost
of debt repayment (premiums incurred).
The reasons for any rescheduling to take place will include:
 The generation of cash savings and/or discounted cash flow savings;
 Helping to fulfil the treasury strategy; and,
 Enhancing the balance of the portfolio (amending the maturity profile and/or
the balance of volatility).

3.3.6

Expected Movement in Interest Rates
The Base Rate, currently 0.75%, underpins investment returns. There remains a
great deal of economic uncertainty affecting growth forecasts for the UK
economy and the rate of inflation both of which are key factors influencing the
Base Rate.
The uncertainty surrounds the UK’s final terms for the leaving the EU, on-going
issues in areas of the world economy which could result in weak growth or
recession in the UK’s main trading partners, Sterling’s devaluation which has
seen upward pressure on the rate of inflation, and, pay growth in the UK which
is expected to rise more slowly than inflation squeezing disposable incomes.
As a consequence, in the event of a no deal Brexit it is considered likely that the
Bank of England Base Rate will be reduced initially, however as sterling falls,
price pressures increase in the economy, potentially leading the Bank of
England’s Monetary Policy Committee (MPC) to impose a series of rate hikes
over the medium term. In the event that the Brexit Deal is agreed, it is expected
that the MPC will commence a series of modest Basek Rate increases,
beginning in May 2019. As a result, short-term borrowing rates are expected to
remain at favourably low levels over the short-term. The outlook for longer-term
interest rates also remains favourable in the near future, but the current capital
economics projection is that the rate will rise gradually to 2% by December
2020. Whilst the Council will continue to generate savings through a short-term
borrowing strategy, it will need to remain flexible and vigilant to react to any
increases in the Base Rate, where it may need to begin to enter into long-term
borrowing.
This challenging outlook has several key treasury management implications:
 Investment returns are likely to remain low in the short to medium term with
target returns of around 0.65%;
 Borrowing interest rates are likely to remain attractive in the short to medium
term, but are less likely to remain so going forward. The Council has adopted
a policy of delaying new borrowing by utilising spare cash balances over the last

few years. This approach will continue to be carefully reviewed to minimise the
risk of incurring higher future borrowing costs, when the Council will not be able
to delay new borrowing to finance new capital expenditure and/or to refinance
maturing debt. The timing of any borrowing will, therefore, be monitored
carefully; and
 There will remain a cost of carrying capital – any borrowing undertaken that
results in an increase in investments will incur an incremental cost as the cost
of borrowing is greater than the likely investment return.
3.3.7

Borrowing and Debt Strategy 2019/20 – 2021/22
As shown in the table in 3.3.2, the Council is currently maintaining an underborrowed position. This means that the CFR has not been fully funded with loan
debt as cash supporting the Council’s reserves, balances and cash flow has
been used as a temporary measure. This strategy is prudent as investment
returns are low and counterparty risk remains relatively high.
The uncertainty over future interest rates increases the inherent risks associated
with treasury activity. As a result the Council will continue to take a prudent
approach to its treasury strategy.
The Strategic Director of Finance & Customer Services, under delegated
powers, will take the most appropriate form of borrowing depending on the
prevailing interest rates at the time, taking into account the risks shown in the
forecast above. It is likely shorter term fixed rates may provide lower cost
opportunities in the short to medium term.

3.3.8 Investment Strategy 2019/20 – 2021/22
The primary objectives of the Council’s investment strategy are:
 Firstly to safeguard the timely repayment of principal and interest (security);
 Secondly to ensure adequate liquidity; and
 Thirdly to produce an investment return (yield).
3.3.8.1 As part of this Strategy, Members need to consider and approve security and
liquidity benchmarks in addition to yield benchmarks which are currently widely
used to assess investment performance and have previously been reported to
Members. The proposed benchmarks are set down in Appendix D.
3.3.8.2 The primary principle governing the Council’s investment criteria is the security
of its investments, although the yield or return on the investment is also a key
consideration. After this main principle the Council will ensure:
 It maintains a policy covering both the categories of investment types it will
invest in, criteria for choosing investment counterparties with adequate
security, and monitoring their security. This is set out in the Specified and
Non-Specified investment sections of Appendix C.
 It has sufficient liquidity in its investments. For this purpose it will set out
procedures for determining the maximum periods for which funds may

prudently be committed. These procedures also apply to the Council’s
prudential indicators covering the maximum principal sums invested as set
out in Appendix D.
3.3.8.3 The Strategic Director of Finance & Customer Services will maintain a
counterparty list in compliance with the criteria set out in 3.3.8.5 and will revise
the criteria and submit them to Council for approval as necessary. These
criteria are different to those which are used to select Specified and NonSpecified investments.
The rating criteria use the lowest common denominator method of selecting
counterparties and applying limits. This means that the application of the
Council’s minimum criteria will apply to the lowest available rating for any
institution. For instance if an institution is rated by two agencies, one meets the
Council’s criteria, the other does not, the institution will fall outside the lending
criteria. This is in compliance with the CIPFA Treasury Management Code of
Practice.
3.3.8.4 Credit rating information is supplied by our treasury advisors on all active
counterparties that comply with the criteria in section 3.3.8.5. Any counterparty
failing to meet the criteria would be omitted from the counterparty list. Any
rating changes, rating watches (notification of a likely change) and rating
outlooks (notification of a possible long term change) are provided to officers
almost immediately after they occur and this information is considered before
any investment decision is taken.
3.3.8.5 The criteria for providing a portfolio of high quality investment counterparties
(both Specified and Non-Specified investments) are:
 Banks – The Council will use banks which are rated by at least two rating
agencies and have at least the following Fitch, Moody’s and Standard and
Poors’ ratings (where rated):
Short-term
Long-term

Fitch
F1
A-

Moody’s
P-1
A3

Standards & Poor’s
A-1
A-

To allow for the day to day management of the Council’s cash flow the Council’s
bankers will also be retained on the list of counterparties if ratings fall below the
above minimum criteria.
 Building Societies – the Council will use the top 20 Building Societies
ranked by asset size but restricted to a maximum of 20% of the investment
portfolio
 Money Market Funds – AAA (CNAV or LVNAV) – restricted to a maximum
investment of £10m per fund.
 UK Government – Debt Management Office
 UK Single Tier & County Councils – (i.e. Metropolitan Districts, London
Boroughs, County Councils, Unitary Authorities)

A limit of 35% will be applied to the use of Non-Specified investments within the
investment portfolio, excluding day to day cash management through the
Council’s own bank.
Whilst the above criteria relies primarily on the application of credit ratings to
provide a pool of appropriate counterparties for officers to use, additional
operational market and sovereign information will continue to be applied before
making any specific investment decision from the agreed portfolio of
counterparties.
3.3.8.6 The time and monetary limits for institutions on the Council’s Counterparty List
are as follows and represent no change from those currently approved (these
will cover both Specified and Non-Specified Investments):
Fitch

Moody’s

Standard & Money Limit Time Limit
Poor’s

Upper Limit
F1+/AAP-1/Aa3
A-1+/AA£20m
5 years
Category
Middle Limit
F1/AP-1/A3
A-1/A£10m
364 days
Category
Lower Limit
All Building Soc’s ranked 1 to 10
£5m
6 mths
All Building Soc’s ranked 11 to 20
£1m
3 mths
Category *
Debt
Management
Unlimited ** 6 months
Office
Money Market
£10m
n/a
Funds
UK Single Tier &
£20m
5 years
County Councils
Council’s
£10m
364 days
Bankers
The above money limits are exclusive of bank balances held by schools
*
Based on maximum of 20% of the investment portfolio
**
Provides maximum flexibility
3.3.8.7 The proposed criteria for Specified and Non-Specified investments and
monitoring of counterparties are shown in Appendix C for Member approval.
In the normal course of the Council’s cash flow operations it is expected that
both Specified and Non-specified investments will be utilised for the control of
liquidity as both categories allow for short term investments.
The use of longer term instruments (greater than one year from inception to
repayment) will fall in the non-specified investment category. These instruments
will only be used where the Council’s liquidity requirements are safeguarded.
This will also be limited by the long term investment limits.
3.3.9

Treasury Management Prudential Indicators and Limits on Activity

3.3.9.1 There are four further treasury activity limits the purpose of which are to contain
the activity of the treasury function within certain limits, thereby managing risk

and reducing the impact of an adverse movement in interest rates. However if
these are set to be too restrictive they will impair the opportunities to reduce
costs. The limits are:
 Upper limits on fixed interest rate exposure – This identifies a maximum limit
for fixed interest rates based upon the fixed debt position net of fixed interest
rate investments.
 Upper limits on variable interest rate exposure – as above this limit covers a
maximum limit on variable interest rates based upon the variable debt
position net of variable interest rate investments.
 Maturity structures of borrowing – These gross limits are set to reduce the
Council’s exposure to large fixed rate sums falling due for refinancing, and
are required for upper and lower limits.
 Total funds invested for greater than 364 days – These limits are set to
reduce the need for early sale of an investment, and are based on the
availability of funds after each year-end.
For the purposes of these indicators the Council’s market debt with Financial
Institutions is treated as variable where debt may be subject to variation on
specific call dates each year. However, over the period covered by this Strategy
it is considered very unlikely that any market debt will be called due to the
prevailing historically low interest rates.
3.3.9.2 The activity limits (prudential indicators) for Member approval are as follows:
RMBC
Interest rate Exposures
Limits on fixed interest
rate debt based on fixed
net debt
Limits
on
variable
interest rate debt based
on variable net debt

2019/20

2020/21

2021/22

Upper

Upper

Upper

100%

100%

100%

45%

45%

45%

RMBC Maturity Structure of fixed interest rate borrowing 2018/19
Lower
Upper
Under 12 months
0%
35%
12 months to 2 years
0%
35%
2 years to 5 years
0%
45%
5 years to 10 years
0%
45%
10 years to 20 years
0%
45%
20 years to 30 years
0%
50%
30 years to 40 years
0%
50%
40 years to 50 years
0%
55%
50 years and above
0%
60%

RMBC Maximum Funds invested > 364 days
1 to 2 years
2 to 3 years
Funds invested > 364
£m
£m
10
8
days
Former SYCC
Interest Rate Exposures
Limits on fixed interest
rates based on total
debt
Limits
on
variable
interest rates based on
total debt

3 to 5 years
£m
6

2019/20

2020/21

2021/22

Upper

Upper

Upper

100%

100%

100%

30%

30%

30%

Former SYCC Maturity Structure of fixed interest rate borrowing 2017/18
Lower
Upper
Under 12 months
0%
60%
12 months to 2 years
0%
75%
2 years to 5 years
0%
100%
3.3.10 Treasury 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 historic indicators, as opposed to the prudential
indicators, which are predominantly forward looking. The results of the following
two indicators will be reported in the Treasury Annual Report for 2019/20:
 Debt – Borrowing - Average rate of borrowing for the year compared to
average available
 Investments – Internal returns above the 7 day London Interbank Bid rate
(LIBID) which is the rate at which a bank is willing to borrow from other banks
3.3.11 Training
The CIPFA Code requires the responsible officer to ensure that Members with
responsibility for treasury management receive adequate training in treasury
management. This especially applies to Members responsible for scrutiny.
Training has recently been undertaken by Members of the Audit Committee and
further training will be arranged as required. The training needs of treasury
management officers are periodically reviewed.
3.3.12 Policy on the use of external service advisors
The Council uses Link Asset Services as its treasury management advisors.
The company provides a range of services which include:

 Technical support on treasury matters, capital finance issues and the drafting
of Member reports;
 Economic and interest rate analysis;
 Debt services which includes advice on the timing of borrowing;
 Debt rescheduling advice surrounding the existing portfolio;
 Generic investment advice on interest rates, timing and investment
instruments; and,
 Credit rating/market information service comprising the three main credit
rating agencies.
Whilst the advisers provide support to the internal treasury function, under
current market rules and the CIPFA Code of Practice the Council recognises
that responsibility for treasury management decisions remains with the Council
at all times. The service is provided to the Council under a contractual
agreement which is subject to regular review.

Appendix A
Proposed Wording of Minimum Revenue Provision Policy Statement
It is being recommended Council approve the following MRP policy in relation to the
charge for the 2019/20 financial year:
(a)

The MRP charge in relation to capital expenditure incurred prior to 2007/08
where the expenditure was funded by either supported or unsupported borrowing
will be calculated using the expected useful life of the asset and the calculation
of the provision will be by the annuity method;

(b)

The MRP charge in relation to capital expenditure incurred since 2007/08 where
the expenditure is funded by either supported or unsupported borrowing will be
calculated using the expected useful life of the asset at the point the asset is
brought into use. The calculation of the provision will be either the annuity
method or the equal instalments method depending on which is most
appropriate; and

(c)

The MRP charge in relation to capital expenditure incurred since 2007/08 where
the expenditure is funded by a ‘capitalisation directive’ (e.g. equal pay) will be
calculated on the basis of the specified period(s) set down within the regulations.
The calculation of the provision will be either the annuity method or the equal
instalments method depending on which is most appropriate.

(d)

For the sake of clarity, where MRP has been overcharged in previous years, the
recovery of the overcharge will be affected by taking an MRP holiday in full or in
part against future years charges that would otherwise have been made. The
MRP holiday adjustment to the future years charge will be done in such a way as
to ensure that:
 the total MRP after applying the adjustment will not be less than zero in any
financial year
 the cumulative amount adjusted for will never exceed the amount overcharged;
 the extent of the adjustment will be reviewed on an annual basis

In order to meet the requirement to make an annual, prudent repayment of debt, the
Council plans to use prior year capital receipts to pay down debt, reducing the level of
MRP charged to revenue. This policy has been factored into the planned capital
programme and management of capital programme resources.

Appendix B
Borrowing and Investment Projections 2018/19 to 2021/22
RMBC

External Debt
Borrowing at 1 April - Short Term
Borrowing at 1 April - Long Term
Total Borrowing at 1 April
Expected change in debt
Borrowing at 31 March

2018/19
2019/20
2020/21
2021/22
Estimated Estimated Estimated Estimated
£m
£m
£m
£m
97.672
447.007
544.679
57.469
602.148

182.516
419.702
602.148
79.376
681.524

88.678
592.846
681.524
41.895
723.419

94.502
628.917
723.419
5.496
728.915

132.789

129.626

126.776

123.251

-3.163

-2.850

-3.525

-3.099

129.626

126.776

123.251

120.152

731.774

808.300

846.670

849.067

Investments
Total Investments at 1 April
Investment change
Total Investments at 31 March

17.650
-17.650
0.000

0.000
30.000
30.000

20.000
40.000
60.000

20.000
70.000
90.000

Net borrowing at 31 March

731.774

778.300

786.670

759.067

Other long-term liabilities (OLTL)
at 1 April
Expected change in OLTL
Other long-term liabilities (OLTL)
at 31 March
Total Borrowing & OLTL at 31
March

Ex SYCC

External Debt
Borrowing at 1 April
Expected change in debt
Borrowing at 31 March

2018/19
2019/20
2020/21
2021/22
Estimated Estimated Estimated Estimated
£m
£m
£m
£m
37.000
-0.811
36.189

36.189
-16.500
19.689

19.689
0.000
19.689

19.689
-19.689
0.000

Investments
Total Investments at 1 April
Investment change
Total Investments 31 March

0.000
0.000
0.000

0.000
0.000
0.000

0.000
0.000
0.000

0.000
0.000
0.000

Net borrowing at 31 March

37.000

36.189

19.689

0.000

Appendix C
Treasury Management Practice (TMP) 1 (5) – Credit and Counterparty Risk
Management
1.

Overview

1.1

The Office of the Deputy Prime Minister (now MHCLG) issued Revised
Investment Guidance in March 2010, and this forms the structure of the
Council’s policy below.
The key intention of the Guidance is to maintain the current requirement for
councils to invest prudently, and that priority is given to security and liquidity
before yield.

1.2

In order to facilitate this objective the guidance requires this Council to have
regard to the CIPFA publication Treasury Management in the Public Services:
Code of Practice and Cross-Sectoral Guidance Notes. This Council has
adopted the Code and will apply its principles to all investment activity.
In accordance with the Code, the Strategic Director of Finance & Customer
Services has reviewed and prepared its treasury management practices. This
part, TMP 1(5), covering investment counterparty policy requires approval each
year.

2.

Annual Investment Strategy

2.1

The key requirements of both the Code and the investment guidance are to set
an annual investment strategy, as part of its annual treasury strategy for the
following year, covering the identification and approval of the following:
 The guidelines for investment decision making, particularly non-specified
investments.
 The principles to be used to determine the maximum periods for which
investments can be made.
 The specified investments the Council may use.
 The non-specified investments the Council may use.
This strategy is to be approved by Council.
The investment policy proposed for the Council is detailed in the paragraphs
below (sections 2.3 and 2.4).

2.2

Strategy Guidelines
The main strategy guidelines are contained in the body of the treasury strategy
statement.

2.3

Specified Investments

2.3.1

These investments are sterling investments of not more than one-year maturity.
If they are for a longer period then the Council must have the right to be repaid
within 12 months if it wishes.
These are low risk assets where the possibility of loss of principal or investment
income is small.

2.3.2

These would include the following investment categories:
1. The UK Government Debt Management Office.
2. UK Single Tier & County Councils – (i.e. Metropolitans District, London
Boroughs, County Councils, Unitary Authorities)
3. Money Market Funds that have been awarded AAA credit ratings by Standard
and Poor’s, Moody’s or Fitch rating agencies and restricted to £10m per fund.
4. A bank or a building society that has been awarded a minimum short-term
rating of F1 by Fitch, P-1 by Moody’s and A-1 by Standard and Poor’s rating
agencies. For Building Societies investments will be restricted to 20% of the
overall investment portfolio and:
 a maximum of £5m for a period not exceeding 6 months if the society is
ranked in the top 10 by asset size; or
 a maximum of £1m and a period not exceeding 3 months if the society is
ranked 11 to 20 by asset size.

2.4

Non-Specified Investments

2.4.1

Non-specified investments are any other type of investment not defined as
specified above.
The criteria supporting the selection of these investments and the maximum
limits to be applied are set out below.

2.4.2

Non specified investments would include any sterling investments with:
1. A bank that has been awarded a minimum long term credit rating of AA- by
Fitch, Aa3 by Moody’s and AA- by Standard & Poor’s for deposits with a
maturity of greater than 1 year.
2. The Council’s own bank if ratings fall below the above minimum criteria.

3. A Building Society which is ranked in the top 20 by asset size. Investments
will be restricted to 20% of the overall investment portfolio and:
 a maximum of £5m for a period not exceeding 6 months if the Society is
ranked in the top 10 by asset size; or
 a maximum of £1m and a period not exceeding 3 months if the Society is
ranked 11 to 20 by asset size.
3

The Monitoring of Investment Counterparties

3.1

The credit rating of counterparties will be monitored regularly. The Council
receives credit rating information from the Council Treasury Management
advisors on a daily basis, as and when ratings change, and counterparties are
checked promptly.
On occasions ratings may be downgraded after the date on which an investment
has been made. It would be expected that a minor downgrading would not
affect the full receipt of the principal and interest.

3.2

Any counterparty failing to meet the minimum criteria will be removed from the
list immediately by the Strategic Director of Finance & Customer Services, and
new counterparties will be added to the list if and when they meet the minimum
criteria.

Appendix D
Security, Liquidity and Yield Benchmarking
These benchmarks are targets and so may be exceeded from time to time with any
variation reported, with supporting reasons in Mid-Year & Annual Treasury Reports.
1.

Security and liquidity
These benchmarks are already intrinsic to the approved treasury strategy
through the counterparty selection criteria and some of the prudential indicators,
e.g. the maximum funds which may be invested for more than 364 days, the
limit on the use of non-specified investments, etc.

1.1

Security

1.1.1

Security is currently evidenced by the application of minimum criteria to
investment counterparties, primarily through the use of credit ratings supplied by
the three main credit rating agencies. Whilst this approach embodies security
considerations, benchmarking the levels of risk is more subjective and therefore
problematic.

1.1.2

One method to benchmark security risk is to assess the historic level of default
against the minimum criteria used in the Council’s investment strategy. The
default rates are little changed from last year.
Credit Rating
AAA
AA
A
BBB

1.1.3

1 year
0.04%
0.02%
0.06%
0.17%

2 years
0.10%
0.04%
0.16%
0.47%

3 years
0.18%
0.10%
0.29%
0.81%

4 years
0.27%
0.18%
0.44%
1.23%

5 years
0.37%
0.25%
0.62%
1.65%

The Council’s minimum long term rating criteria (over one year) is “AAA”
meaning the average expectation of default for a three year investment in a
counterparty with a “AAA” long term rating would be 0.18% of the total
investment (e.g. for a £1m investment the average potential loss would be
£1,800).
The Council’s minimum long term rating criteria (up to one year) is “BBB” and
the average expectation of default for such an investment would be 0.16% (e.g.
for a £1m investment the average loss would be £1,600).
These are only averages but do act as a benchmark for risk across the
investment portfolio.
The Council’s maximum security risk benchmark for the estimated maximum
portfolio during 2019/20 is 0.069% which means that for every £1m invested the
average potential loss would be £690. This position remains largely unchanged
from 2018/19 (benchmark was 0.072% or £725).

1.1.4

The Council’s Treasury advisers maintain a continuous review of the risk
position by the inclusion of the Council’s daily investment position within their
online model.

1.2

Liquidity

1.2.1

This is defined as “having adequate, though not excessive cash resources,
borrowing arrangements, overdrafts or standby facilities to enable the Council at
all times to have the level of funds available to it which are necessary for the
achievement of its business/service objectives” (CIPFA Treasury Management
Code of Practice). The Council seeks to maintain:
 Bank overdraft – on a day-to-day basis the Council works to an agreed
overdraft limit of £100,000 with the Council’s bankers. Whilst a short-term
increase could be negotiated less expensive short-term borrowing is
accessed through the financial markets to remain within the agreed overdraft.
 Liquid, short term deposits of at least £6m available with a week’s notice.

1.2.2

The availability of liquidity and the inherent risks arising from the investment
periods within the portfolio is monitored using the Weighted Average Life (WAL)
of the portfolio. This measures the time period over which half the investment
portfolio would have matured and become liquid
A shorter WAL generally represents less risk and in this respect the benchmark
to be used for 2019/20 is:
 0.08 years which means that at any point in time half the investment portfolio
would be available within 28 days.

2.

Yield
These benchmarks are currently widely used to assess investment performance
and the Council’s local measure of yield is:
 Internal returns above the 7 day London Interbank Bid rate (LIBID) which is
the rate at which a bank is willing to borrow from other banks

