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PROVISION POLICY STATEMENT AND ANNUAL INVESTMENT STRATEGY 
2016/2017 

 

Summary 
 

The Council is required to receive and approve a Treasury Management Strategy 
Statement, Minimum Revenue Provision Policy Statement and Annual Investment 
Strategy which covers – 
 

 Capital plans, including prudential indicators 

 A Minimum Revenue Provision (MRP) Policy  

 The Treasury Management Strategy 

 An Investment Strategy  
 
This report covers the requirements of the Local Government Act 2003, the Chartered 
Institute of Public Finance Accountants (CIPFA) Prudential Code, the Department of 
Communities and Local Government (CLG) MRP Guidance, the CIPFA Treasury 
Management Code and the CLG Investment Guidance.  
 
This report looks at the period 2016/2020 which fits with the Council’s Financial Plan 
and capital programme. The report is based upon the Treasury officers’ views on 
interest rates, supplemented with leading market forecasts provided by the Council’s 
treasury advisor, Capita Asset Services, Treasury Solutions.   
 



  

 
Recommendations 
 
Cabinet is asked to recommend to Council: 
 
1 The Treasury Management Strategy Statement 2016/2017, including 
 treasury indicators for 2016/2020. 

2 The Investment Strategy 2016/2017. 

3   The Minimum Revenue Provision Policy 2016/2017. 

4       Adopt the revised Treasury Management Practices (TMPs). 
 

Reason for the Decision 
 
The Council must produce a Treasury Management Strategy Statement, Minimum 
Revenue Provision Policy Statement and Annual Investment Strategy 2016/2017 by 
31 March 2016. 
 

 

1 Background 
  
1.1 The Council operates a balanced budget, which broadly means cash raised 

during the year and the use of reserves and balances will meet its expenditure.  
Part of the treasury management operations ensure the cash flow is adequately 
planned, with surplus monies being invested in low risk counterparties or 
instruments commensurate with the Council’s low risk appetite, providing 
adequate liquidity initially before considering maximising investment return. 

 
1.2 The second main function of the treasury management service is the funding of 

the Council’s capital plans.  These capital plans provide a guide to the 
borrowing need of the Council, essentially the longer term cash flow planning to 
ensure the Council can meet its capital spending operations.  This management 
of longer term cash may involve arranging long or short term loans, or using 
longer term cash flow surpluses, and on occasion any debt previously drawn 
may be restructured to meet Council risk or cost objectives.  

 
1.3 As a consequence treasury management is defined by CIPFA (Chartered 

Institute of Public Finance and Accountancy) 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. ” 

 
 



2 Reporting Requirements 
 
2.1 CIPFA’s Code of Practice on Treasury Management (revised November 2009) 

was adopted by this Council in March 2010.  
 
 The primary requirements of the Code are as follows:  
 

 Creation and maintenance of a Treasury Management Policy Statement which 
sets out the policies and objectives of the Council’s treasury management 
activities. 

 Creation and maintenance of Treasury Management Practices (TMPs) which 
set out the manner in which the Council will seek to achieve those policies and 
objectives. 

 Receipt by the full Council of: 

a. An annual Treasury Management Strategy Statement - including the 
Annual Investment Strategy and Minimum Revenue Provision Policy - for 
the year ahead.   

b. A Mid-year Treasury Management Review Report - This will update 
members with the progress of the capital position, amending prudential 
indicators as necessary, and whether the treasury strategy is meeting the 
strategy or whether any policies require revision. 

 
c. An Annual Treasury Report - This provides details of a selection of actual 

prudential and treasury indicators and actual treasury operations 
compared to the estimates within the strategy. 

 

 Delegation by the Council of responsibilities for implementing and monitoring 
treasury management policies and practices and for the execution and 
administration of treasury management decisions.  For this Council the 
delegated officer is the Assistant Director (Section 151 officer) 

 Delegation by the Council of the role of scrutiny of treasury management 
strategy and policies to a specific named body.  For this Council the delegated 
body is the Audit Committee. 

 

2.2 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 was provided for members on the 26 January 2016 and further 
training will be arranged as required.  



 

2.3 Treasury Management Consultants 

The Council uses Capita Asset Services, Treasury solutions as its external 
treasury management advisors. 

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

The Council also recognises that there is value in employing external 
providers of treasury management services in order to acquire access to 
specialist skills and resources.  The Council will ensure that the terms of their 
appointment and the methods by which their value will be assessed are 
properly agreed and documented, and subjected to regular review. 

 

2.4 The key parts of the Treasury Management Strategy Statement for 2016/2017 
are: 

 Capital Issues 

  3.1 The Capital Budget Plan 2015/2016 – 2019/2020 
  3.2 Capital Financing Requirement 
  3.3 Minimum Revenue Provision (MRP) Policy Statement 
 
  Treasury Management Strategy 
 
  4.1 Current Portfolio Position 
  4.2 Estimated Portfolio Position 
  4.3 Prospects for Interest Rates 
 
  5.1 Borrowing Strategy 2015/2020 
  5.2&3 Treasury Indicators: Limits to Borrowing Activity 
  5.4 Policy on Borrowing in Advance of Need 

5.5 Debt Rescheduling 

 

6.1 Annual Investment Strategy 
6.2  Changes to credit rating methodology 
6.3 Creditworthiness policy 
6.4  Diversification Policy 
6.5 Country limits 
6.6  Investment returns expectations 
6.7 Investment term limit 
6.8  Investments held as at 31 January 2016  

 

These elements cover the requirements of the Local Government Act 2003, 
the CIPFA Prudential Code, the CLG MRP Guidance, the CIPFA Treasury 
Management Code and the CLG Investment Guidance. 

 



 

3.1  The Capital Budget Plan 2015/2016 – 2019/2020 

 The Council’s capital expenditure plans are one of the key drivers of treasury 
management activity.  The output of the capital expenditure plans are reflected 
in prudential indicators, which are designed to assist members overview and 
confirm capital expenditure plans. 

 

Capital Expenditure Summary (Approved at Full Council 25 February 2016). 

  

 Revised 
Budget 

2015/2016 
£000s 

Revised 
Budget 

2016/2017 
£000s 

Revised 
Budget 

2017/2018 
£000s 

Revised 
Budget 

2018/2019 
£000s 

Revised 
Budget 

2019/2020 
£000s 

Major 
Projects 12,596 18,764 20,118 10,737 

 
9,389 

Central & 
Community 
Services 1,430 1,933 1,891 1,890 

 
 

1,765 

Chief 
Executive 124 226 50 50 

 
50 

Commercial 
Services 1,593 2,478 1,181 624 

 
784 

Environment 
& Planning 4 12 0 0 

 
0 

Total  15,747 23,413 23,240 13,301 11,988 

 

Capital Financing Summary (Approved at Full Council 25 February 2016). 

 

 

 

 

 

 

 Revised 
Budget 

2015/2016 
£000s 

Revised 
Budget 

2016/2017 
£000s 

Revised 
Budget 

2017/2018 
£000s 

Revised 
Budget 

2018/2019 
£000s 

Revised 
Budget 

2019/2020 
£000s 

Capital 
Expenditure 

15,747 23,413 23,240 13,301 11,988 

Financed by:         

Capital 
receipts 

(3,198) (16,043) (19,810) (20,211) (17,814) 

Capital grants (759) (759) (759) (759) (759) 

S106 (677) (185) (38) 0 0 

Capital 
reserves 

(4,189) (1,546) 338 (1,186) (1,408) 

Unsupported 
borrowing 

(1,151) (1,081) (629) (274) (45) 

Increase 
(decrease) in 
Borrowing 
Required 

5,773 3,799 2,342 (9,129) (8,038) 



 

3.2   Capital Financing Requirement  (The Council’s underling need to borrow)  

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 Council is asked to approve the CFR projections below: 

 

 2015/2016 
Estimate 

£000s 

2016/2017 
Estimate 

£000s 

2017/2018 
Estimate 

£000s 

2018/2019 
Estimate 

£000s 

2019/2020 
Estimate 

£000s 

Total CFR 18,590 22,762 25,130 26,433 16,620 

Borrowing 
Required 

5,773 3,799 2,342 (9,129) (8,038) 

Net 
Financing 
Need Total 

24,363 26,561 27,472 17,304 8,582 

Less MRP 
and other 
financing 
movements* 

(1,601) (1,431) (1,039) (684) (455) 

Movement 
in CFR 

4,172 2,368 1,303 (9,813) (8,493) 

Closing 
CFR 

22,762 25,130 26,433 16,620 8,127 

*Includes finance lease annual principal payments and the repayment of 
borrowing. 

 

3.3 Minimum Revenue Provision (MRP) Policy Statement  

The Council is required to pay off an element of its underling need to borrow 
(the CFR) each year through a revenue charge (MRP). 

Department for Communities and Local Government (CLG) Regulations have 
been issued which require the full Council to approve an MRP Policy 
Statement in advance of each year.  A variety of options are provided to 
councils, so long as there is a prudent provision.  The Council is recommended 
to approve the continued use of the Asset Live Method as set out below.   

 

Asset Life Method – MRP will be based on the estimated life of the assets, in 
accordance with the proposed regulations (this option must be applied for any 
expenditure capitalised under a Capitalisation Direction) (option 3) which 
provides for a reduction in the borrowing need over approximately the asset’s 
life.  

 

 



 

4 Treasury Management Strategy 

 The capital expenditure plans set out in Section 3 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 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 approporiate borrowing facilities.  The 
strategy covers the relevant treasury / prudential indicators, the current and 
projected debt positions and the annual investment strategy. 

 

4.1    Current Treasury Position – December 2015 
 
 Before looking at future borrowing and investment strategies it is worth noting 

the Council’s current treasury portfolio: 
 

 
 

  Principal   Average 
Rate 

   £’000  % 
Fixed Rate Funding PWLB      800   2.92 

 Market Loans      12,500   3.41 
     

Total Debt        13,300   3.37 

     
 
Total Investments 
(detailed later in the 
report) 

     
   33,513  

  
0.95 

     
 



 

4.2 Estimated Portfolio Position 

The Council’s treasury portfolio position at 31 March 2016, with forward 
projections is estimated below. The table shows the estimated external debt 
(the treasury management operations), against the underlying capital 
borrowing need (the Capital Financing Requirement - CFR), highlighting any 
over or under borrowing. 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Total debt, net of any investments, should not, except in the short term, 
exceed the total of the CFR in the preceding year. 

 

* Total investments have been held at the estimated core investment balance for 
the 31 March 2016  

 

This estimate takes into account current commitments, existing plans, and the 
proposals in the Capital budget report but does not take into account proposed 
projects still to be approved by Council.  

  2015/2016 2016/2017 2017/2018 2018/2019 2019/2020 

 Estimate Estimate Estimate Estimate Estimate 

 £000s £000s £000s £000s £000s 

          

External Debt  
at 1 April  

13,300 19,073 22,872 25,214 16,085 

Expected 
change in Debt 

5,773 3,799 2,342 (9,129) (8,038) 

Debt at 31 
March  

19,073 22,872 25,214 16,085 8,047 

The Capital 
Financing 
Requirement 

22,762 25,130 26,433 16,620 8,127 

Under / (over) 
borrowing 

3,689 2,258 1,219 535 80 

Total 
Investments at 
31 March * 

29,000 29,000 29,000 29,000 29,000 

Net debt (Actual 
Debt 31st March 
Minus 
Investments 

(9,927) (6,128) (3,786) (12,915) (20,953) 



 
4.3  Prospects for Interest Rates 
 

The Council has appointed Capita Asset Services, Treasury Solutions, as its 
treasury advisor and part of their service is to assist the Council to formulate a 
view on interest rates.  Appendix 2&3 draws together a number of current City 
forecasts for short term (Bank Rate) and longer fixed interest rates.  The 
following graph gives the Capita Asset Services, Treasury Solutions view: 
 
Bank Rate Forecast 

 

 
 

5.1   Borrowing Strategy 2015/2020 

 The Council is currently maintaining an under-borrowed position.  This means 
that the capital borrowing need (the Capital Financing Requirement), has not 
been fully funded with loan debt as cash supporting the Council’s reserves, 
balances and cash flow has been used as a temporary measure.  This 
strategy is prudent as investment returns are low and counterparty risk is 
relatively high. 

 
 The Council will only borrow if it is financially advantageous to do so. 

  

The Council’s borrowing strategy will give consideration to new borrowing in 
the following order of priority: -   

 

 The cheapest borrowing will be internal borrowing by running down cash 
balances and foregoing interest earned at historically low rates.  However, 
in view of the overall forecast for long term borrowing rates to increase 
over the next few years, consideration will also be given to weighing the 
short term advantage of internal borrowing against potential long term 
costs if the opportunity is missed for taking loans at long term rates which 
will be higher in future years 



 Temporary borrowing from the money markets or other local authorities 

 PWLB (Public Works Loan Board) variable rate loans for up to 10 years 

 Short dated borrowing from non PWLB below sources 

 Long term fixed rate market loans at rates significantly below PWLB rates 
for the equivalent maturity period (where available). 

 PWLB borrowing for periods under 10 years where rates are expected to 
be significantly lower than rates for longer periods.  This offers a range of 
options for new borrowing which will spread debt maturities away from a 
concentration in longer dated debt.  

 

It is likely that the Municipal Bond Agency, currently in the process of being set 
up, will be offering loans to local authorities in the near future.  It is also hoped 
that the borrowing rates will be lower than those offered by the Public Works 
Loan Board (PWLB).  This Authority may wish to make use of this new source 
of borrowing as and when appropriate, depending on duration and interest 
rate. 

Any decisions will be reported to the appropriate decision making body at the 
next available opportunity. 

 

5.2 Treasury Indicators: Limits to Borrowing Activity 

The Operational Boundary.  This is the limit beyond which external debt is 
not normally expected to exceed.  In most cases, this would be a similar figure 
to the CFR, but may be lower or higher depending on the levels of actual debt. 

 

The Council is asked to approve the following Operational Limit: 

 

 

 

 

 

The Authorised Limit for external debt. A further key prudential indicator 
represents 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.  

 

The Council is asked to approve the following Authorised Limit: 

 

 
 

 
 

Operational 
boundary  

2015/2016 
Estimate 

£000’s 

2016/2017
Estimate 
£000’s 

2017/2018 
Estimate 

£000’s 

2018/2019 
Estimate 
£000’s 

2019/2020 
Estimate 

£000’s 

Debt 30,000 30,000 30,000 27,000 20,000 

Authorised 
limit  

2015/2016 
Estimate 
£000’s 

2016/2017 
Estimate 

£000’s 

2017/2018 
Estimate 
£000’s 

2018/2019 
Estimate 

£000’s 

2019/2020 
Estimate 

£000’s 

Debt 35,000 35,000 35,000 32,000 25,000 



From 2016/2017, the limits (Operational and Authorised) increase due to the 
borrowing required for the major housing development as approved Full 
Council on the 25th February 2016. 
 
The above limits do not include provision for Phase 3 of the NORA joint 
Venture or other projects that are being developed. These will be subject to 
separate reports to Cabinet. 

 

5.3  Treasury Management Limits on Borrowing 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: 

 Upper limits on variable interest rate exposure. This identifies a maximum 
limit for variable interest rates based upon the debt position net of 
investments.  

 Upper limits on fixed interest rate exposure.  This is similar to the previous 
indicator and covers a maximum limit on fixed interest rates; 

 Maturity structure of borrowing. These gross limits are set to reduce the 
Council’s exposure to large fixed rate sums falling due for refinancing, and 
are required for upper and lower limits. 

 

The Council is asked to approve the following treasury indicators and limits: 

 

 2016/2017 
£000’s 

2017/2018 
£000’s 

2018/2019 
£000’s 

2019/2020 
£000’s 

Interest rate Exposures  

 Upper Upper Upper Upper 

Limits on fixed 
interest rates 
based on net debt 

35,000 35,000 32,000 25,000 

Limits on variable 
interest rates 
based on net debt 

20,000 20,000 20,000 20,000 

 



 

Maturity Structure of fixed interest rate borrowing 2016/2017 

 Current 
Position £M 

Lower limit for 
portfolio 

Upper limit 
for portfolio 

Under 12 months 0 0% 100% 

12 months to 2 years 2.5 0% 100% 

2 years to 5 years 1 0% 100% 

5 years to 10 years 0 0% 100% 

10 years and above 10* 0% 100% 

*The term of these loans was originally for a seventy year period, 2007 - 2077 
(with a lenders option at ten years)  

 

The lower and upper limits for this indicator have been set at 0% – 100% to 
maximise the flexibility of borrowing options over different periods. Any new 
borrowing undertaken will take into account the existing debt portfolio and look 
to minimise refinancing risk by borrowing for different periods.  

 

5.4  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.  
 

 Risks associated with any borrowing in advance activity will be subject to prior 
appraisal and subsequent reporting through the mid-year or annual reporting 
mechanism.  

5.5 Debt Rescheduling 

 The Assistant Director (Section 151 Officer) will monitor the situation and take 
advantage of market conditions if advantageous to do so. 

 
 The reasons for any rescheduling to take place will include:  

 the generation of cash savings and / or discounted cash flow savings; 

 helping to fulfil the treasury strategy; 

 enhance the balance of the portfolio (amend the maturity profile and/or the    

  balance of volatility). 

 

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. 

 

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

 
 



 
 
6.1 Annual Investment Strategy  
 

The Council’s investment policy has regard to the CLG’s (Communities and 
Local Government) Guidance on Local Government Investments (“the 
Guidance”) and the 2011 revised CIPFA Treasury Management in Public 
Services Code of Practice and Cross Sectoral Guidance Notes (“the CIPFA 
TM Code”).  The Council’s investment priorities will be  
 

1. Security  
2. Liquidity 
3. Return on Assets 

 
In accordance with the above guidance from the CLG and CIPFA, and in order 
to minimise the risk to investments, the Council applies minimum acceptable 
credit criteria in order to generate a list of highly creditworthy counterparties 
which also enables diversification and thus avoidance of concentration risk. 

 
As with previous practice, ratings will not be the sole determinant of the quality 
of an institution and that it is important to continually assess and monitor the 
financial sector on both a micro and macro basis and in relation to the 
economic and political environments in which institutions operate. The 
assessment will also take account of information that reflects the opinion of 
the markets. To this end the Council will engage with its advisors to maintain a 
monitor on market pricing such as “credit default swaps” and overlay that 
information on top of the credit ratings.  

 
Other information sources used will include the financial press, share price 
and other such information pertaining to the banking sector in order to 
establish the most robust scrutiny process on the suitability of potential 
investment counterparties. 
 
Investment instruments identified for use in the financial year are listed in 
appendix 4 under the ‘specified’ and ‘non-specified’ investments categories. 
Counterparty limits will be as set through the Council’s treasury management 
practices – schedules.  

 
Alternative options for investment will be considered where opportunities 
become available as an alternative to traditional investments.  These will be 
assessed in conjunction with Capita Asset Services, Treasury solutions, our 
Treasury Management Advisors. Further reports will be brought to Cabinet if 
these types of investment are to be used. 

 
 



6.2 Changes to credit rating methodology 
 

The main rating agencies (Fitch, Moody’s and Standard & Poor’s) have, 
through much of the financial crisis, provided some institutions with a ratings 
“uplift” due to implied levels of sovereign support. Commencing in 2015, in 
response to the evolving regulatory regime, all three agencies have begun 
removing these “uplifts” with the timing of the process determined by 
regulatory progress at the national level. The process has been part of a wider 
reassessment of methodologies by each of the rating agencies. In addition to 
the removal of implied support, new methodologies are now taking into 
account additional factors, such as regulatory capital levels. In some cases, 
these factors have “netted” each other off, to leave underlying ratings either 
unchanged or little changed.  A consequence of these new methodologies is 
that they have also lowered the importance of the (Fitch) Support and Viability 
ratings and have seen the (Moody’s) Financial Strength rating withdrawn by 
the agency.  
 
In keeping with the agencies’ new methodologies, the rating element of our 
own credit assessment process now focuses solely on the Short and Long 
Term ratings of an institution. While this is the same process that has always 
been used for Standard & Poor’s, this has been a change in the use of Fitch 
and Moody’s ratings. It is important to stress that the other key elements to our 
process, namely the assessment of Rating Watch and Outlook information as 
well as the Credit Default Swap (CDS) overlay have not been changed.  
 
The evolving regulatory environment, in tandem with the rating agencies’ new 
methodologies also means that sovereign ratings are now of lesser 
importance in the assessment process. Where through the crisis, clients 
typically assigned the highest sovereign rating to their criteria, the new 
regulatory environment is attempting to break the link between sovereign 
support and domestic financial institutions. While this authority understands 
the changes that have taken place, it will continue to specify a minimum 
sovereign rating of AA-….. This is in relation to the fact that the underlying 
domestic and where appropriate, international, economic and wider political 
and social background will still have an influence on the ratings of a financial 
institution. 
 
It is important to stress that these rating agency changes do not reflect any 
changes in the underlying status or credit quality of the institution. They are 
merely reflective of a reassessment of rating agency methodologies in light of 
enacted and future expected changes to the regulatory environment in which 
financial institutions operate. While some banks have received lower credit 
ratings as a result of these changes, this does not mean that they are 
suddenly less credit worthy than they were formerly.  Rather, in the majority of 
cases, this mainly reflects the fact that implied sovereign government support 
has effectively been withdrawn from banks. They are now expected to have 
sufficiently strong balance sheets to be able to withstand foreseeable adverse 
financial circumstances without government support. In fact, in many cases, 
the balance sheets of banks are now much more robust than they were before 
the 2008 financial crisis when they had higher ratings than now. However, this 
is not universally applicable, leaving some entities with modestly lower ratings 
than they had through much of the “support” phase of the financial crisis.  

 



 
6.3 Creditworthiness policy  
 

This Council applies the creditworthiness service provided by Capita Asset 
Services, Treasury Solutions.  This service employs a sophisticated modelling 
approach utlilising credit ratings from the three main credit rating agencies - 
Fitch, Moodys and Standard and Poors.  The credit ratings of counterparties 
are supplemented with the following overlays:  
 

 credit watches and credit outlooks from credit rating agencies; 

 CDS (credit default swaps) spreads to give early warning of likely changes 
in credit ratings; 

 sovereign ratings to select counterparties from only the most creditworthy 
countries. 

 
 This modelling approach combines credit ratings, credit watches and credit 

outlooks in a weighted scoring system which is then combined with an overlay 
of CDS spreads for which the end product is a series of colour coded bands 
which indicate the relative creditworthiness of counterparties.  These colour 
codes are used by the Council to determine the duration for investments.   The 
Council will therefore use counterparties within the following durational bands: 

 
 
 

Yellow 5 years  
 

Dark pink 5 years for Enhanced money market funds (EMMFs) 
with a credit score of 1.25 
 

Light pink 5 years for Enhanced money market funds (EMMFs) 
with a credit score of 1.5 
 

Purple 2 years 
 

Blue 2 year (only applies to nationalised or semi 
nationalised UK Banks) 
 

Orange 1 year 
 

Red 6 months 
 

Green 100 days   
 

No colour not to be used 
 

 



 

 Counterparties Colour (and 
long term 

rating where 
applicable) 

Money per 
institution  

Limit 

Time  

Limit 

Banks /Building Societies yellow £2m 5yrs 

Banks / Building Societies purple £4.5m 2 yrs 

Banks / Building Societies orange £6m 1 yr 

Banks – UK part nationalised blue £6m 2yr 

Banks / Building Societies red £6m 6 mths 

Banks / Building Societies green £6m 100 days 

Banks / Building Societies No colour Not to be used  

The Council’s transactional 
bank for cashflow purposes 
(Barclays Bank) 

No colour <£250,000 1 day 

DMADF (Debt Management 
Account Deposit Facility) 

AAA unlimited 6 months 

Local authorities yellow unlimited unlimited 

Money market funds AAA  

yellow 

£6m liquid 

Enhanced money market funds 
with a credit score of 1.25 

 Dark pink / AAA £4m liquid 

Enhanced money market funds 
with a credit score of 1.5 

Light pink / AAA £4m liquid 

  
 
 The Capita Asset Services, Treasury solutions creditworthiness service uses a 

wider array of information than just primary ratings and by using a risk 
weighted scoring system, does not give undue preponderance to just one 
agency’s ratings. 

 
 Typically the minimum credit ratings criteria the Council use will be a short 

term rating (Fitch or equivalents) of  Short Term rating F1, Long Term rating A-
,  Viability ratings of  A-, and a Support rating of 1.  There may be occasions 
when the counterparty ratings from one rating agency are marginally lower 
than these ratings but may still be used.  In these instances consideration will 
be given to the whole range of ratings available, or other topical market 
information, to support their use. 

 
  



All credit ratings will be monitored daily. The Council is alerted to changes to 
ratings of all three agencies through its use of the Capita Asset Services, 
Treasury solutions creditworthiness service.  
 

 if a downgrade results in the counterparty / investment scheme no longer 
meeting the Council’s minimum criteria, its further use as a new investment 
will be withdrawn immediately. 

 in addition to the use of credit ratings the Council will be advised of 
information in movements in Credit Default Swap against the iTraxx 
benchmark and other market data on a weekly basis. Extreme market 
movements may result in downgrade of an institution or removal from the 
Council’s lending list. 

Sole reliance will not be placed on the use of this external service.  In 
addition this Council will also use market data and market information, 
information on government support for banks and the credit ratings of 
that government support. 

 

6.4 Diversification Policy: 

This Borough Council will avoid concentrations of lending and borrowing by 
adopting a policy of diversification.  It will therefore use the following: - 

Greater amounts of investments will be held with the higher credit rated 
counterparties where possible.  Based on an estimated investment portfolio of 
£29m in 2016/2017  

 

Maximum investment per institution £6M 

 

 Group limits where a number of institutions are under one ownership – 
Investments for the whole group will not exceed the credit rating limit in 
the table above. 

 

6.5  Country limits 

 The Council has determined that it will only use approved counterparties from 
countries with a minimum sovereign credit rating of AA- from Fitch. The list of 
countries that qualify using this credit criteria as at the date of this report are 
shown in Appendix 5.   

This list will be added to or deducted from by officers should ratings change in 
accordance with this policy. 



 
6.6  Investment returns expectations.  Bank Rate is forecast to start to rise from 

quarter 1 of 2016. Investment returns expectations forecasts for financial year 
ends (March) are:  

 2016/2017  1.00% 

 2017/2018  1.50% 

 2018/2019  1.50% 

 2019/2020  1.75% 

 

There are downside risks to these forecasts (i.e. start of increases in Bank 
Rate occurs later) if economic growth weakens.  However, should the pace of 
growth quicken, there could be an upside risk. 

 

Investments will be made with reference to the core balance and cash flow 
requirements and the outlook for short-term interest rates (i.e. rates for 
investments up to 12 months).    

 

6.7 Investment term limit - total principal funds invested for greater than 364 
days. These limits are set with regard to the Council’s liquidity requirements 
and to reduce the need for early sale of an investment, and are based on the 
availability of funds after each year-end. 

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

Maximum principal sums invested > 364 days  

 2016/2017 2017/2018 2018/2019 2019/2020 

Principal sums 
invested > 364 
days 

                 
£4.5m 

 
£4.5m 

 
£4.5m 

 
£4.5m 

With Local 
Authorities 

£10m £10m £10m £10m 

 
 
  Capita Asset Services, Treasury Solutions, the Council’s treasury advisors, 

recommend that due to current market conditions, all investments should 
generally be made for periods less than 364 days, unless they are placed 
with other Local Authorities.  The Council will continue to monitor 
creditworthiness on a daily basis.  

 
If an investment became available with an institution with good credit quality 
and recommended duration was more than 364 days, Capita Asset Services, 
Treasury Solutions would be consulted before the investment was placed.  
With rates not predicted to increase dramatically over the next two years, the 
total amount which could be invested over 364 days would be £4.5m (approx. 
15% of the portfolio).  

 



For its cash flow generated balances, the Council will seek to utilise its 
business reserve/instant access accounts, 15, 30 and 95 day notice accounts, 
money market funds and short-dated deposits in order to benefit from the 
compounding of interest.   
 

6.8  Investments held as at 31 January 2016 are as follows: 
 

Institution Long 
Term 
Rating 

Expires:  Principal  
 

£000’s 

Rate of 
interest 

% 
Wyre Forest DC  AAA 14 July 2016 2,000 0.95 
Goldman Sachs Int  A 22 May 2016 2,000 0.59 
Bank of Scotland A+ 14 April 2016 2,000 1.00 
Newcastle City 
Council 
King and Shaxson – 
RBS 
King and Shaxson – 
RBS 
Qatar National Bank 
Fife Council 
Santander 

AAA 
 
BBB+ 
 
BBB+ 
 
AA- 
AAA 
A 

4 August 2016 
 
30 August 2016 
 
22 May 2017 
 
1 June 2016 
13 November 2017 
10 June 2016 

2,000 
 

2,000 
 

2,500 
 

3,000 
3,000 
5,000 

1.00 
 

1.68 
 

1.33 
 

0.88 
0.95 
1.15 

Cheshire West & 
Chester Council 
Norfolk & Waveney 
Enterprise Services 
BNP 
 

AAA 
 
AAA 

20 January 2018 
 
 

2,000 
 

3,013 
 

5,000 

0.99 
 

1.80 
 

0.51 

Total Investments         33,513  0.95 

  
 
6.9 Liquidity and Yield 
 
 These benchmarks are simple guides to maximum risk, so they may be breached 

from time to time, depending on movements in interest rates and counterparty 
criteria.  The purpose of the benchmark is that officers will monitor the current and 
trend position and amend the operational strategy to manage risk as conditions 
change.  Any breach of the benchmarks will be reported, with supporting reasons 
in the mid-year or Annual Report. 

 
 Liquidity – in respect of this area the Council seeks to maintain: 

 Bank overdraft - £200,000 

 Liquid short term deposits held and available within a week’s notice. 

 

Yield - local measures of yield benchmarks are: 

 Investments – internal returns above the 7 day LIBID rate  

 
 

 



7.1      Changes to the Treasury Management Practises (TMPs) 
 

 Good practise requires TMPs to be reviewed on an annual basis and any 
changes made to be reported to members.  The TMPS will be reviewed after 
April 2016. 
 
The TMPs can be found at the link: Click here 

 
7.2 TMPs are reviewed as risks and market conditions change. In particular credit 

risk is monitored using our Treasury advisors on a daily basis.   
 
8 Financial Implications 
 

 The financial implications of the borrowing and investment strategy and MRP 
are reflected in the financing adjustment figure included in the Financial Plan 
2015/2020 approved at Cabinet on 2 February 2016.  

 
9 Risk Management Implications 
 
 There are elements of risk in dealing with the treasury management function 

although the production and monitoring of such controls as Prudential 
Indicators and Treasury Management Strategies help to reduce the exposure 
of the Council to the market. The costs and returns on borrowing and 
investment are in themselves a reflection of risk that is seen by the market 
forces. The action and controls outlined in the report will provide for sound 
financial and performance management procedures.  

 
10 Policy Implications 

 
 There are no other changes in the Treasury Management policy at present, 

other than those outlined in this report.  
 
 
11 Statutory Considerations 
 
 The Council must set Prudential Indicators and adopt a Treasury Management 

Strategy and Annual investment Strategy before 31 March 2016. 
 
 

12 Access to information 
 

Monthly Monitoring reports 2015/2020 
Treasury Management Strategy and Annual investment Strategy 2015 
The Financial Plan  2015/2020 – A Financial Plan 
Capital Programme 2015/2020 
Council Website – Treasury Management Practices 

 

http://insite.west-norfolk.gov.uk/corporate_documents/Financial%20Regulations/Treasury%20Management%20Main%20Principles.pdf

