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INTRODUCTION

1.1

Background

1.1.1

Under the Chartered Institute of Public Finance and Accountancy (CIPFA)
Treasury Management in the Public Services Code of Practice, the Council is
required to approve a treasury management strategy before the start of each
financial year. In addition, the Ministry for Housing, Communities and Local
Government (MHCLG) issued Guidance on Local Authority Investments that
requires the Council to approve an investment strategy before the start of each
financial year. This report fulfils the legal obligation under the Local
Government Act 2003 to have regard to both the CIPFA Code and MHCLG
Guidance.

1.1.2

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

1.1.3

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 utilising stable cash flow surpluses. On occasion, when it is prudent
and economic, any debt previously drawn may be restructured to meet Council
risk or cost objectives.

1.1.4

Whilst any commercial initiatives or loans to third parties will impact on the
treasury function, these activities are generally classed as non-treasury
activities (arising usually from capital expenditure) and are separated from the
day to day treasury management activities.

1.1.5

CIPFA defines treasury management as:
“The management of an 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.”

1.1.6

The Council has borrowed and invested substantial sums of money and so is
exposed to financial risks including the loss of invested funds and the revenue
effect of changing interest rates. The successful identification, monitoring and
control of these risks are therefore central to the Council’s treasury
management strategy.

1.2

Reporting Requirements

3

1.2.1

The Council is required to receive and approve, as a minimum, three main
reports each year, which incorporate a variety of polices, estimates and
actuals. These reports are required to be adequately scrutinised by committee
before being recommended to the Council. This role is undertaken by Cabinet.
a) Treasury Management Strategy (this report) – This report covers:





capital spending plans;
a Minimum Revenue Provision Policy (how residual capital
expenditure is charged to revenue over time);
the Treasury Management Strategy (how treasury investment and
borrowing portfolios are to be organised); and
an investment strategy (the parameters on how investments are to
be managed).

b) A Mid Year Treasury Management Report – This will update members
with the progress of the capital position, amending prudential indicators as
necessary, an update of the performance of the treasury or whether any
policies require revision (this Council currently also provides quarterly
updates).
c) An Annual Treasury Report – This is a backward looking review document
that provides details of a selection of actual prudential and treasury indicators
and actual treasury operations compared to the estimates within this strategy.
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PRUDENTIAL AND TREASURY INDICATORS FOR 2021/22 –
2025/26

2.1

Context

2.1.1

The Council’s capital expenditure plans are the key driver of treasury
management activity. The outputs of the capital expenditure plans are reflected
in prudential indicators, which are designed to assist in decisions for capital
expenditure plans.

2.1.2

CIPFA’s revised 2017 Prudential and Treasury Management Codes requires
all local authorities, from 2019/20, to prepare a Capital Strategy report, which
will provide the following:




a high level long-term overview of how capital expenditure, capital
financing and treasury management activity contribute to the provision
of services;
an overview of how the associated risk is managed;
the implications for future financial sustainability;

2.1.3

The aim of this Capital Strategy is to ensure that members fully understand the
overall long-term policy objectives and resulting Capital Strategy requirements,
governance procedures and risk appetite.

2.1.4

The Capital Strategy is reported separately from the Treasury Management
Strategy; non-treasury investments will be reported through the former. This
4

ensures the separation of the core treasury function under security, liquidity
and yield principles, and the policy and commercialism investments usually
driven by expenditure on an asset.
2.1.5

The Capital Strategy will also consider the proportionality between the treasury
investments shown throughout this report and non-treasury investments.

2.1.6

The Capital Prudential Indicators are to be set within the Capital Strategy
report, providing the context from which the calculations have been derived.
Further Treasury Indicators are set in sections 5.5 and 6.9 of this strategy; the
purpose of these are to contain the activity of the treasury function within
certain limits, thereby managing risk and reducing the impact of any adverse
movement in interest rates. Once all indicators are set, they will be applied in
the context of all treasury management decisions.

2.2

Minimum Revenue Provision (MRP)

2.2.1

The Capital Financing Requirement represents the total of 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 indebtedness and
so its underlying borrowing need. The CFR does not increase indefinitely, as
a statutory annual revenue charge is applied known as a minimum revenue
provision (MRP), which broadly reduces the indebtedness in line with each
asset’s life, and so charges the economic consumption of capital assets to
revenue as they are used.

2.2.2

The Ministry of Housing, Communities and Local Government (MHCLG) have
issued regulations which require the full Council to approve an MRP Statement
in advance of each year. A variety of options are provided but they are not
prescriptive, and Councils’ are free to set their own approaches so long as
there is a prudent provision.

2.2.3

The Council is required to set aside MRP on an element of the accumulated
General Fund (GF) borrowing requirement each year (the CFR), although it is
also allowed to undertake additional voluntary payments (Voluntary Revenue
Provision – VRP) to reduce it sooner where prudent.

2.2.4

There is no statutory requirement on the Housing Revenue Account (HRA) to
make an MRP charge. There is however a requirement for a charge for
depreciation to be made against the HRA which largely reflects the economic
consumption of capital assets. Again, voluntary payments to reduce the HRA
CFR borrowing requirement can be applied.

2.2.5

It should be noted that VRP charges (or overpayments) can, if needed, be
reclaimed in later years if deemed prudent so long as the MRP Policy discloses
the overpayments made each year.

2.2.6

Council is recommended to approve the MRP Policy set out in APPENDIX S(ii).
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TREASURY MANAGEMENT STRATEGY
5

3.1

Context

3.1.1

The Council’s capital expenditure plans are to be set out in the Capital
Programme as part of the overall budget setting process. 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. This report has been prepared alongside the Capital
Strategy report to provide an integrated treasury strategy.

3.2

Current Portfolio Position - Summary

3.2.1

The Council’s aggregate forecast treasury position for 2020/21 and forward
estimates for 2021-26 are summarised below. Table 1 shows actual external
debt against the underlying capital borrowing need (the Capital Financing
Requirement - CFR), along with any over or under borrowing.

3.2.2

The HRA CFR figures below incorporates baseline HRA capital expenditure
estimates and environmental works on The Lakes estate. A series of housing
investment scenarios are also under consideration, subject to value for money
assessments and the HRA borrowing limit (see Section 5.2 below).
Table 1: Forecast aggregate treasury position 2020-26
2020/21
Forecast
£m

2021/22
Estimate
£m

2022/23
Estimate
£m

2023/24
Estimate
£m

2024/25
Estimate
£m

2025/26
Estimate
£m

Opening External debt

465.399

458.372

448.639

438.542

422.327

408.991

Loan Repayments

(7.027)

(9.733)

(10.097)

(16.215)

(13.336)

(13.965)

0.000

0.000

0.000

0.000

0.000

0.000

Closing External debt

458.372

448.639

438.542

422.327

408.991

395.026

General Fund CFR *

479.682

476.525

469.624

461.096

453.113

441.359

HRA CFR *

266.000

267.444

266.658

265.872

265.086

264.302

Total CFR *

745.682

743.969

736.282

726.968

718.199

705.661

Under / (over)
borrowing

287.319

295.339

297.749

304.650

309.217

310.644

Closing Investments

285.000

225.000

200.000

175.000

150.000

125.000

6.405

(60.000)

(25.000)

(25.000)

(25.000)

(25.000)

Net Debt (1 – 2)

173.372

223.639

238.542

247.327

258.991

270.026

Net Debt change

(13.432)

50.267

14.903

8.785

11.664

11.035

New borrowing

Investment change

* excluding Other Long-Term Liabilities (leases).

3.2.3

Within the prudential indicators are measures that ensure that the Council
operates its activities within well-defined limits. One of these is that the Council
needs to ensure that its total debt, net of any investment balances, 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 2021/22 and the following two financial
years (shown as net debt above). This allows some flexibility for limited early
borrowing for future years but ensures that borrowing is not undertaken for
6

revenue purposes. Table 1 shows the forecast debt is below the actual and
forecast CFR and is therefore only borrowing for capital purposes.
3.3

External Funds

3.3.1

The Council has established a Limited Liability Partnership’s (LLP) called
Milton Keynes Development Partnership (MKDP). MKDP facilitates Milton
Keynes’ continued growth and economic success by promoting the
development of its land assets to deliver economic and social value from its
sites. The purpose, aims and objectives of MKDP are linked to the Council’s
Plan and Core Strategy. MKDP follows the Accounting Policies and Principles
of the Council, including the principles set out in this strategy.

3.3.2

In accordance with the Local Government Act 2003, LLP’s cash balances are
deemed as ‘external funds’ and as such any treasury management activities
undertaken on behalf of the entities will be treated as separate from the
Council.

3.3.3

Unless otherwise agreed by the MKDP management board, any surplus funds
may be investment either; with the Council and MKDP’s bankers on an
overnight basis only, or where supported by robust cashflow projections, in line
with the Council’s policy of investments.

3.3.4

Should the Council establish any further entities of a similar nature, they will
be treated in a consistent manner for treasury purposes.
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EXTERNAL CONTEXT

4.1

Economic Background

4.1.1

The coronavirus pandemic has caused huge economic damage to the UK and
economies around the world.

4.1.2

In the UK, the Bank of England (BoE) took emergency action in March 2020 to
cut Bank Rate to first 0.25%, and then to 0.10%. After a programme of £300bn
of quantitative easing (QE) in March to June 2020, the second national
lockdown in November 2020 led to the announcement of a further tranche of
£150bn to start in January 2021. It is hoped that announcing further asset
purchases now should support the economy and help to ensure the
unavoidable near-term slowdown in activity was not amplified by a tightening
in monetary conditions that could slow the return of inflation.

4.1.3

Public borrowing is now likely to increase further by about £30bn to around
£420bn (23% of Gross Domestic Product (GDP)) as a result of the November
2020 lockdown. In normal times, such an increase in total gilt issuance would
lead to a rise in gilt yields, and so PWLB rates. However, the QE injected by
the BoE has depressed gilt yields to historic low levels.

4.1.4

The pace of economic recovery was not expected to be in the form of a rapid
V shape, but a more elongated and prolonged one. The initial recovery was
sharp but after an increase in GDP of only 2.1% in August 2020, this left the
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economy still 9.2% smaller than in February 2020; this suggested that the
economic recovery was running out of steam after recovering 64% of its total
fall during the crisis. The last three months of 2020 were originally expected to
show zero growth due to the impact of widespread local lockdowns, consumers
probably remaining cautious in spending, and uncertainty over the outcome of
the UK/EU trade negotiations concluding at the end of the year also being a
headwind. However, the November 2020 national lockdown for one month is
now expected to depress GDP by 8% while the rebound in December 2020 is
likely to be muted and vulnerable to downside risks.
4.1.5

Unemployment is also now expected to increase from 4.5% in August 2020 to
a peak of 9% around the middle of 2021. Due to the number of adverse factors
that have built up during the autumn, there is wide expectation for further
expanding of QE by around £100bn during 2021 to sustain momentum in the
economy. Even so, it is now expected that the November 2020 national
lockdown will push back recovery of GDP to pre pandemic levels by six months
and into sometime during 2023. However, if a successful vaccine was widely
administered in the UK in the first half of 2021, this would possibly cause a
much quicker recovery.

4.1.6

The Financial Policy Committee (FPC) report in August 2020 revised down
their expected credit losses for the banking sector to somewhat less than
£80bn. It stated that in its assessment banks have sufficient buffers of capital
to absorb the losses that are likely to arise under the MPC’s central projection.
The FPC stated that for real stress in the sector, the economic output would
need to be twice as bad as the MPC’s projection, with unemployment rising to
above 15%.

4.1.7

The UK has now left the EU with a trade deal. The interest rate forecasts within
this strategy, although formed ahead of the agreement, were predicated on a
deal being eventually reached.

4.1.8

A detailed interest rate forecast provided by the Council’s treasury
management advisor’s is attached at APPENDIX S(iii).

4.2

Credit Outlook

4.2.1

The investment environment is currently very unstable. Whilst counterparty risk
has subsided after a short liquidity crunch in March 2020, market sentiment is
still subject to bouts of volatility and economic forecasts abound with
uncertainty. With bank rate at 0.10% and not forecast to rise anytime soon,
consequently there is very limited scope to generate material returns from
traditional deposit products. Against this backdrop it is nevertheless
fundamentally important not to overlook recent history by discounting market
warnings in search of returns to ease revenue budget pressures.

4.2.2

The Council continues to prioritise security and liquidity over yield. This is
achieved by applying risk management techniques to:
1) Assess – gain a thorough understanding of each product;
2) Identify – recognise the risks and opportunities;
3) Quantify – balance those risks and opportunities against the Council’s
overall risk appetite;
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4) Monitor – set measures to continually assess those risks and opportunities;
5) Manage – recognise influencing factors that may stress the risk profile of
the product;
6) Mitigate – lessen the impact that adverse risk factors may cause upon the
Council.
4.2.3

As mentioned in paragraph 4.1.6 above, the banking sector appears to have
sufficient buffers of capital to absorb the losses that are likely to arise from the
economic downturn. A cautious approach to bank and building society deposits
continues to be the most prudent approach.

4.3

Interest Rate Forecast

4.3.1

A detailed interest rate forecast provided by the Council’s treasury
management advisor’s is attached at APPENDIX S(iii). In summary, Table 2
below shows the forecast (January 2021) for bank rates. For PWLB rates,
these are forecasts for certainty rates (gilt yields plus 80bps):
Table 2: Summary interest rate forecast (January 2021)

Link Group Interest Rate View

Jan-21

* Forecasts include PWLB margin reduction from 26/11/20
* PWLB rates reflect Certainty Rate
Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Sep-23 Dec-23 Mar-24
Bank Rate

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

3/6 month av. earnings

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

0.10%

12 month av. earnings

0.20%

0.20%

0.20%

0.20%

0.20%

0.20%

0.20%

0.20%

0.20%

0.20%

0.20%

0.20%

0.20%

0.20%

5 year PWLB

0.80%

0.80%

0.80%

0.80%

0.80%

0.90%

0.90%

0.90%

0.90%

0.90%

1.00%

1.00%

1.00%

1.00%

10 year PWLB

1.10%

1.10%

1.10%

1.10%

1.10%

1.20%

1.20%

1.20%

1.20%

1.20%

1.30%

1.30%

1.30%

1.30%

25 year PWLB

1.50%

1.50%

1.60%

1.60%

1.60%

1.60%

1.70%

1.70%

1.70%

1.70%

1.80%

1.80%

1.80%

1.80%

50 year PWLB

1.30%

1.30%

1.40%

1.40%

1.40%

1.40%

1.50%

1.50%

1.50%

1.50%

1.60%

1.60%

1.60%

1.60%

4.3.2

The forecast above was already predicated on the assumption of a reasonable
trade agreement between the UK and the EU.

4.3.3

After the BoE took its emergency action to cut Bank Rate to first 0.25%, and
then to 0.10%, it left Bank Rate unchanged at its subsequent meetings to 5th
November 2020. Some forecasters had suggested that further cuts to negative
rates could happen, although such a move may do more harm than good, and
so further QE is likely to be the favoured tool if further action becomes
necessary. No increase in Bank Rate is expected during the entire forecast
period as economic recovery is expected to be only gradual and prolonged.

4.4

Gilt yields / PWLB rates

4.4.1

Gilt yields had already been on a generally falling trend up until the coronavirus
crisis hit western economies during March 2020. After gilt yields spiked up
during the financial crisis in March, we have seen these yields fall sharply to
unprecedented lows as during March investors sold shares in anticipation of
impending recessions in western economies and moved cash into safe haven
assets (government bonds). However, major western central banks took rapid
action to deal with excessive stress in financial markets 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
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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.
4.4.2

As the interest forecast table at Table 2 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
periods. 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. Such volatility could occur at any time during the forecast period.

4.5

Investment and borrowing rates

4.5.1

For investments rates, the outlook is bleak. BoE financial stimulus to banks
has kept economic markets flowing but has effectively trumped local
authorities’ as a source of funding. With little demand for cash from deposittakers, rates have tumbled accordingly. Rates are likely to remain exceptionally
low, at around 0.10% for short terms with limited pickup in taking longer dated
durations, during 2021/22 with little-to-no prospect of increases in the following
two years.

4.5.2

Borrowing interest rates fell to historically very low rates as a result of the
coronavirus pandemic and the QE operations of the BoE: indeed, gilt yields up
to 6 years were on negative yields during most of the first half of 20/21.
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BORROWING STRATEGY

5.1

Context

5.1.1

The Council is currently maintaining an internal borrowing position. This means
that the underlying capital borrowing need (the CFR) has not yet 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 remains
prudent despite low borrowing rates, as investment returns are low and
counterparty risk is high.

5.1.2

The Council’s primary objective when borrowing money is to strike an
appropriately low risk balance between securing low interest costs and
achieving certainty of those costs over the period for which funds are required.
The flexibility to renegotiate loans should the Council’s long-term plans change
is a secondary objective.

5.2

HRA Self Financing and Borrowing

5.2.1

In April 2012, fundamental reform changed the system of local authority
housing finance. Under the provisions of the Localism Act 2011 the
Government controlled HRA subsidy system was abolished. Instead housing
authorities were given local control to become self-financing by retaining all
HRA incomes and operating their housing landlord service in consultation with
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tenants and leaseholders in exchange for a one-off debt settlement. For Milton
Keynes Council, this resulted in a buyout settlement figure of £170.360m.
However, these new freedoms and increased housing investment
opportunities were severely limited by a restriction to how much Councils’ could
borrow, in the form of a specified HRA debt cap.
5.2.2

CIPFA were invited by the Government to prepare guidance on the treatment
of debt and associated interest costs under a Self-Financing regime. This
Council adopted a single pool approach; whereby the Council manages its
overall debt as an aggregate portfolio and apportions costs between the HRA
and GF at a consolidated rate in proportion to respective Capital Financing
Requirements (CFR).

5.2.3

A single pool approach to apportioning costs between the HRA and GF has
served the Council well. In 2012, HRA asset management plans were
insufficient to inform capital investment requirements and so it was not possible
to structure HRA debt to match this spend profile to benefit fully from an
intuitive debt portfolio as would have been desired. Furthermore, the Council’s
capital spending plans funded by borrowing for both the HRA and GF have
remained broadly similar, so largely offsetting the impact on debt costs to each
other.

5.2.4

In October 2018 the Government announced that it was scrapping the
restrictive HRA debt cap. Whilst its removal gives rise to the possibility of
significant additional borrowing by the HRA to support housing regeneration
and new housing stock build programmes, and although currently
accompanied by low market interest rates, it is not a panacea for unconstrained
borrowing. The revenue financing costs of servicing new debt need to be
sustainable over the long-term and the schemes delivered able to clearly
demonstrate value for money.

5.2.5

With no statutory upper limit to HRA borrowing capacity other than affordability,
and with ambitious regeneration and new build aspirations, capital spending
plans funded by borrowing between the HRA and GF will significantly diverge.

5.2.6

In September 2020 Cabinet received, as part of a report on refreshing the HRA
business plan and HRA capital financing investment, proposals on the HRA
Future Financial Framework (Annex D) which included:




5.2.7

A recommendation to change from a single aggregate debt pool to two
separate pools from 2020/21 onwards;
A series of suggested HRA debt measure indicators; and
A recommended MRP policy for HRA debt liability.

The Council commissioned consultants Savills to provide expert advice and
assessment on the HRA Business Plan Model (HRA BPM) and to integrate
suitable metrics to manage HRA debt. The Council has chosen to set HRA
borrowing limits based on an Interest Rate Cover (ICR) ratio. The ICR is
calculated on HRA revenue operating surpluses (income less management,
maintenance and depreciation expenses) available to service borrowing
interest and repayment costs. The Council will apply a minimum ICR of 1.25,
which effectively provides 100% cover for expected debt financing costs with
an additional 25% contingency buffer to protect against the risk of reductions
11

in the operating surplus. This level is consistent with similar local authorities
housing providers and registered social landlords, the latter of which uses the
strength of this ratio to raise borrowing with market lenders.
5.2.8

The HRA BPM is a live document that is updated in-year as new capital
schemes are approved, and as such the ICR is subject to ongoing movement.
The Council intends to set HRA borrowing limits over the medium-term five
year planning period as part of the annual budget setting process, reviewed
annually to take account of changes in the operating environment, legislation,
and approved capital and revenue expenditure and income.

5.2.9

Table 3 below sets out the HRA borrowing limits over the next five years:
Table 3: HRA Borrowing Limit

Upper Limit

2021/22
£m

2022/23
£m

2023/24
£m

2024/25
£m

2025/26
£m

297.000

393.000

424.000

479.000

500.000

5.2.10

Borrowing figures within this strategy are predicated on the change from a
single aggregate debt pool to two separate debt pools from 2020/21 onwards.

5.3

Borrowing Portfolio

5.3.1

Table 4 below sets out the forecast opening profile of the Council’s borrowing
portfolio at 1st April 2021 per fund type:
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Table 4: Forecast borrowing portfolio at 1st April 2021 per fund type
Tenor
Bucket
Liquid
< 1 Year
1 - 2 Years
2 - 5 Years
5 - 10 Years
10 - 20 Years
20 - 30 Years
30 - 40 Years
40 - 50 Years
> 50 Years
Total

5.3.2

General Fund
Amount
% of
Total
£0.00
0.0%
£2,982,747.02
1.3%
£9,096,560.34
3.9%
£26,766,823.75
11.5%
£31,910,517.91
13.7%
£61,754,921.58
26.5%
£25,000,000.00
10.8%
£65,000,000.00
28.0%
£10,000,000.00
4.3%
£0.00
0.0%
£232,511,570.60 100.0%

HRA
Amount
£0.00
£6,750,000.00
£1,000,000.00
£16,750,000.00
£28,000,000.00
£88,000,000.00
£0.00
£51,000,000.00
£34,360,000.00
£0.00
£225,860,000.00

% of
Total
0.0%
3.0%
0.4%
7.4%
12.4%
39.0%
0.0%
22.6%
15.2%
0.0%
100.0%

Total
Amount
£0.00
£9,732,747.02
£10,096,560.34
£43,516,823.75
£59,910,517.91
£149,754,921.58
£25,000,000.00
£116,000,000.00
£44,360,000.00
£0.00
£458,371,570.60

% of
Total
0.0%
2.1%
2.2%
9.5%
13.1%
32.6%
5.5%
25.3%
9.7%
0.0%
100.0%

Table 5 below sets out the profile of the Council’s forecast opening borrowing
portfolio by loan source per fund type:
Table 5: Forecast borrowing portfolio at 1st April 2021 by loan source
per fund type

Tenor
Bucket

Liquid
< 1 Year
1 - 2 Years
2 - 5 Years
5 - 10 Years
10 - 20 Years
20 - 30 Years
30 - 40 Years
40 - 50 Years
> 50 Years
Total

Market Loans
General Fund
Amount
% of
Total
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£5,000,000.00
33.3%
£0.00
0.0%
£10,000,000.00
66.7%
£0.00
0.0%
£15,000,000.00 100.0%

PWLB Loans

HRA
Amount % of
Total
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%
£0.00
0.0%

General Fund
Amount
% of
Total
£0.00
0.0%
£2,982,747.02
1.4%
£9,096,560.34
4.2%
£26,766,823.75
12.3%
£31,910,517.91
14.7%
£61,754,921.58
28.3%
£20,000,000.00
9.2%
£65,000,000.00
29.9%
£0.00
0.0%
£0.00
0.0%
£217,511,570.60 100.0%

HRA
Amount
£0.00
£6,750,000.00
£1,000,000.00
£16,750,000.00
£28,000,000.00
£88,000,000.00
£0.00
£51,000,000.00
£34,360,000.00
£0.00
£225,860,000.00

% of
Total
0.0%
3.0%
0.4%
7.4%
12.4%
39.0%
0.0%
22.6%
15.2%
0.0%
100.0%

5.3.3

Of the Council’s borrowing portfolio, only a single General Fund loan carries a
variable interest rate. The Council holds one Lender’s Option Borrower’s
Option (LOBO) loan to the principal value of £5m, where the lender has the
option to propose an increase in the interest rate at set dates, following which
the Council has the option to either accept the new rate or to repay the loan at
no additional cost.

5.3.4

The LOBO loan has option dates during 2021/22 (rolling six monthly options),
although it is highly unlikely the lenders call option will be exercised in current
economic climate, there remains a small element of refinancing risk. Given that
risk is so low, the loan has been presented throughout this strategy as maturing
in 20-30 years tenor band on its maturity date. The Council will consider the
option to repay this LOBO loan at no cost if the opportunity presents.

5.3.5

Chart 1 below shows the forecast opening annual maturity profile of the
Council’s borrowing portfolio at 1st April 2021:
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5.3.6

2021/22
2022/23
2023/24
2024/25
2025/26
2026/27
2027/28
2028/29
2029/30
2030/31
2031/32
2032/33
2033/34
2034/35
2035/36
2036/37
2037/38
2038/39
2039/40
2040/41
2041/42
2042/43
2043/44
2044/45
2045/46
2046/47
2047/48
2048/49
2049/50
2050/51
2051/52
2052/53
2053/54
2054/55
2055/56
2056/57
2057/58
2058/59
2059/60
2060/61
2061/62
2062/63
2063/64
2064/65
2065/66

£ Millions
2021/22
2022/23
2023/24
2024/25
2025/26
2026/27
2027/28
2028/29
2029/30
2030/31
2031/32
2032/33
2033/34
2034/35
2035/36
2036/37
2037/38
2038/39
2039/40
2040/41
2041/42
2042/43
2043/44
2044/45
2045/46
2046/47
2047/48
2048/49
2049/50
2050/51
2051/52
2052/53
2053/54
2054/55
2055/56
2056/57
2057/58
2058/59
2059/60
2060/61
2061/62
2062/63
2063/64
2064/65
2065/66

£ Millions

Chart 1: Forecast borrowing profile at 1st April 2021 by annual
maturities per fund
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Chart 2 below shows the fallout structure of the Council’s borrowing portfolio:

Chart 2: Forecast borrowing profile at 1st April 2021 by cumulative
annual maturities per fund
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5.4

Approach to borrowing

5.4.1

The Council’s borrowing strategy continues to address the key issue of
affordability without compromising the longer-term stability of the debt portfolio.

5.4.2

Deferring new borrowing allows the Council to reduce net borrowing costs
(despite foregone investment income) and reduce overall treasury risk. The
benefits of internal or short-term borrowing however needs to be carefully
balanced against the potential for incurring additional costs when new
borrowing becomes unavoidable in future years, when long-term borrowing
rates are forecast to rise modestly. The Council will monitor this ‘cost of carry’
and undertake breakeven analysis. Its output may determine whether the
Council borrows additional sums at long-term fixed rates in 2021/22 with a view
to keeping future interest costs low, even if this causes additional cost in the
short-term.

5.4.3

The Council may borrow on a short-term basis to cover unplanned cash flow
shortage where appropriate, although this need is not expected to materialise.

5.4.4

During 2020, HM Treasury launched a wide-ranging consultation on the
PWLB’s future direction to allow key stakeholders to contribute to developing
a system whereby non-HRA PWLB loans can be made available at improved
margins to support projects that meet certain qualifying criteria. Proposals
included lower rates for authorities not engaged in ‘debt for yield’ activity but
restricting individual authorities’ access to PWLB where ‘debt for yield’ is being
pursued within the entire capital programme (regardless of financing means).

5.4.5

The outcome of this consultation was announced on 25th November 2020, with
non-HRA standard and certainty rate margins reduced by 1% but as expected
a prohibition introduced to deny access to borrowing from the PWLB for any
local authority which includes the purchase of assets primarily for yield in its
three year capital programme (regardless of financing means).

5.4.6

The PWLB rate margins over gilt yields (G) from 26th November 2020 onwards
are:






5.4.7

PWLB Standard Rate is gilt plus 100 basis points (G+200bps)
PWLB Certainty Rate is gilt plus 80 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)

The Council may look to borrow long-term funding from other sources including
banks, pensions and local authorities, and may investigate the possibility of
issuing bonds and similar instruments, in order to lower interest costs and
reduce over-reliance on one source of funding in line with the CIPFA Code.
Unlike the PWLB, market lenders can also offer forward start loans, where the
interest rate is fixed in advance, but the cash is received in later months or
years, which would enable certainty of cost to be achieved without suffering a
cost of carry in the intervening period.
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5.4.8

Against the context above and the risks within the economic forecast, caution
will be adopted with the 2021/22 treasury operations. The Director of Finance
and Resources will monitor interest rates in financial markets and adopt a
pragmatic approach to changing circumstances:
a) Where intelligence suggests that there was a significant risk of a sharp
FALL in long and short term rates, e.g. due to a marked increase of
risks around relapse into recession or of risks of deflation, then long
term borrowings will be postponed, and potential rescheduling from
fixed rate funding into short term borrowing will be considered.
b) Where intelligence suggests that there was a significant risk of a much
sharper RISE in long and short term rates than that currently forecast,
perhaps arising from a greater than expected increase in world
economic activity or a sudden increase in inflation risks, then the
portfolio position will be re-appraised with the likely action that fixed rate
funding will be drawn whilst interest rates were still relatively cheap.

5.5

Treasury Prudential Indicator – Borrowing Related

5.5.1

As outlined in Section 2, Capital Prudential Indicators are set within the Capital
Strategy. There is one borrowing related Treasury Prudential Indicator:


Maturity structure of borrowing; These gross percentage limits for both
the General Fund and HRA are set to reduce the Council’s exposure to
large fixed rate sums falling due for refinancing, set as upper and lower
limits;
Table 6: Maturity Structure of Borrowing 2021/22
General Fund
HRA
Lower Upper
Borrowing *
Lower Upper
Borrowing
%
%
£m
%
%
%
£m
%

Under 12 months

0

15

2.983

1.3

0

15

6.750

3.0

1-2 years

0

15

9.097

3.9

0

15

1.000

0.4

2-5 years

0

50

26.767

11.5

0

50

16.750

7.4

5-10 years

0

50

31.910

13.7

0

50

28.000

12.4

10-50 years

50

100

161.755

69.6

50

100

173.360

76.8

232.512 100.0

225.860 100.0

Further breakdown of maturities between 10-50 years:
10-20 years
61.755 26.5

88.000

39.0

20-30 years

25.000

10.8

0.000

0.0

30-40 years

65.000

28.0

51.000

22.6

40-50 years
10.000
4.3
34.360 15.2
* - Forecast borrowing portfolio at 1st April 2021, amended for:
a) LOBO loan classified at maturity date as highly unlikely lenders call
option will be exercised in current economic climate (£5m classified as
20-30 years).
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5.6

Borrowing Interest Rate Exposure

5.6.1

In addition to the refinancing risk of the existing borrowing portfolio, the Council
is exposed to three further forms of borrowing interest rate risk:
1) Existing loans that carries a variable interest rate; Just 1% of the
Council’s existing borrowing portfolio carries a variable interest rate.
Furthermore, that exposure is in the form of a single LOBO loan (see
paragraphs 5.3.3 and 5.3.4) and should the market lender propose an
alteration to the interest rate, the Council could repay the loan without
penalty.
2) Short-term borrowing; the Council could choose to finance long term
commitments with a proportion of rolling short-term borrowing to take
advantage of cheaper borrowing rates. This would however introduce
uncertainty for budget planning purposes and risks adverse movements in
interest rates when longer term borrowing becomes unavoidable. The
Council has historically chosen to take long term loans, so has no exposure
to short-term borrowing for capital purposes at this time.
3) Internal borrowing; the Council is currently maintaining an internal
borrowing position. This means that the underlying capital borrowing need
(the CFR) has not yet 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 remains prudent despite low borrowing
rates, as investment returns are low and counterparty risk is high. A strong
grasp of the Council’s balance sheet resources is required to manage this
position, with cashflows monitored daily and annual reviews with the
Council’s treasury advisors to analyse cash movements and trends.

5.6.2

The benefits of both internal and/or short-term borrowing always need to be
carefully balanced against the potential for incurring additional costs when new
borrowing becomes unavoidable in future years as long-term borrowing rates
are currently forecast to rise modestly. The Council will monitor this ‘cost of
carry’ and undertake breakeven analysis to determine whether the Council
borrows at long-term fixed rates in 2021/22 with a view to keeping future
interest costs low, even if this means incurring additional cost in the short-term.

5.7

Borrowing in Advance of Need

5.7.1

The Council will not borrow more than or in advance of its needs purely in order
to profit from the investment of the extra sums borrowed. Any decision to
borrow in advance will be within forward approved Capital Financing
Requirement 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.

5.7.2

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

5.8

Debt Rescheduling
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5.8.1

The PWLB allows authorities to repay loans before maturity and either pay a
premium or receive a discount according to a set formula based on current
interest rates. Other lenders may also be prepared to negotiate premature
redemption terms. The Council may take advantage of this and replace some
loans with new loans, or repay loans without replacement, where this is
expected to lead to an overall cost saving or a reduction in risk.

5.8.2

Primary 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;
amending the balance of the portfolio (I.e. amend the maturity profile and/or
the balance of volatility).

5.8.3

Details of any rescheduling undertaken will be reported to Cabinet at the
earliest meeting following its action.

5.9

Accounting Standards
International Financial Reporting Standard (IFRS) 16

5.9.1

IFRS 16 leases will replace International Accounting Standard (IAS) 17 as the
method of accounting for leases. IFRS 16 introduces a single lessee
accounting model and requires a lessee to recognise assets and liabilities for
all leases with a term of more than 12 months, unless the underlying asset is
low value. Implementation of this standard is expected to bring more lease
contracts, and the related assets and liabilities, onto an authority’s balance
sheet. This represents a substantial change in accounting practice as the
current distinction and differing accounting treatment of operating leases and
finance leases will be removed.

5.9.2

When assets and liabilities of lease contracts come onto the balance sheet, it
will increase long term liabilities. This will increase the CFR debt liability, and
with that, MRP required to repay it. Generally accepted accounting practices
require these changes to be accounted for retrospectively, with the result that
an element of the rental or service charge paid in previous years (and
previously charged to revenue accounts) is also taken to the balance sheet to
reduce the liability to reflect prior year consumption. On its own, this change in
the accounting arrangements would result in a one-off increase to the CFR and
an equal increase in revenue account balances. However, this is not seen as
a prudent course of action and MHCLG MRP guidance aims to ensure
authorities are in the same position as if the change had not occurred. It does
this by recommending the inclusion in the annual MRP charge of an amount
equal to the sum taken to the balance sheet to reduce the liability (so including
the retrospective element) in the first transition year. This approach will
produce an MRP charge comparable to that under MRP Option 3, in that it will
run over the life of the lease and will have a profile similar to the annuity
method.

5.9.3

In light of COVID-19 pressures, HM Treasury and the Financial Reporting
Advisory Board (FRAB) have decided that the IFRS 16 implementation
18

deadline of 1 April 2020 for the public sector will be deferred for a further year,
to 1 April 2021 (2021/22 financial year).
5.9.4

The operational boundary and authorised limit for external debt for 2021/22
onwards may need to be revised once the impact has been fully assessed.

6

ANNUAL INVESTMENT STRATEGY (AIS)

6.1

Context

6.1.1

The MHCLG and CIPFA have extended the definition of investments to include
both financial and non-financial investments. This strategy relates to financial
investments undertaken as part of treasury management activity. Non-financial
investments, essentially commercial income yielding assets, are covered in the
Capital Strategy.

6.1.2

Both the CIPFA Code and MHCLG guidance require Council’s to invest its
funds prudently, and to have regard to the security and liquidity of its
investments before seeking the highest rate of return, or yield. The objective
when investing money is to strike an appropriate balance between risk and
return, minimising the risk of incurring losses from defaults as well as the risk
of receiving unsuitably low investment income.

6.1.3

A prudent approach to managing investment risk will be framed by:
1. Minimum acceptable credit criteria; from this, an outline list of highly
creditworthy potential counterparties will be derived. The key credit
ratings used to monitor counterparties are the short term and long-term
credit ratings.
2. Credit Default Swaps (CDS); a tradeable contract that insures the
holder of a bond against default. The cost of a CDS indicates the price
investors must pay to insure against a default; as default risk rises, so
does the cost. As with credit ratings, CDS measures are an imperfect
barometer, but sudden and/or sustained rises can act as a near realtime early warning indicator of financial stress. Price movements are
overlaid on top of the credit ratings.
3. Other information sources; this will include the financial press, share
price and other such information pertaining to the financial sector in
order to establish the most robust scrutiny process on the suitability of
potential investment counterparties.
4. Duration; time duration limits
creditworthiness of counterparties.

commensurate

to

the

relative

5. Diversification; sector and/or counterparty limits will be set to limit
concentration risk.
6.2

Counterparty Selection
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6.2.1

The Council employs the services of treasury management advisors (see
Section 6.14 below). Part of this service includes the supply of a suggested
credit listing. A sophisticated modelling approach is applied utilising credit
ratings from the three main credit rating agencies - Fitch, Moody’s and
Standard & Poor’s. The credit ratings of counterparties are then supplemented
with the following overlays:




credit rating agencies Watches and Outlooks – which indicate its
view regarding the degree of likelihood of a rating change and, in
most cases, the probable direction of that change;
CDS spread movements – that may give early warning of financial
stress; and
sovereign ratings – an assessment of the creditworthiness of a
country or sovereign entity where the institution is domiciled.

6.2.2

This modelling approach combines credit ratings, and any assigned Watches
and Outlooks in a weighted scoring system which is then combined with an
overlay of CDS spreads. The result of this is a series of bands used by the
Council to determine the suggested duration for investments, which indicate
the relative creditworthiness of counterparties.

6.2.3

The Council recognises that the responsibility for treasury management
decisions always remains with the Council. The Director of Finance and
Resources is authorised under delegated powers to further restrict or relax the
investment names, limits and durations in order to safeguard the Council’s
resources.

6.3

Investment Portfolio Limits
Portfolio limits are set to manage potential exposure to loss of investment
principal. Were losses to be incurred, this would present an immediate
pressure against revenue reserves. The Council has determined that no more
than £10m will be placed as unsecured investments with any single
organisation exposure other than Government entities. For diversified
investments such as Money Market Funds, no more than £15m will be placed
as unsecured investments per fund.

6.3.1

A group of banks under the same ownership will be treated as a single
organisation for limit purposes. Limits will also be placed on investments in
brokers’ nominee accounts.

6.3.2

Table 7 below sets out the investment portfolio limits:
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Table 7: Investment Portfolio Limits
Limit
UK Central Government (including local authorities)
Investments with Building Societies

Unlimited
Max. £80m in sector

Any single organisation or group under same ownership, except
Government institutions
Registered Providers

Unsecured: Max. £10m each
Secured: Max £20m each *
Max. £40m in total

Any group of pooled funds under the same management

Max. £20m each

Loans to unrated corporates

£10m in total

Negotiable instruments held in a broker’s nominee account

Max. £150m each

Money Market Funds

£150m in total

* sum of all deposits not to exceed Secured limit in total.

6.4

Approved Counterparties

6.4.1

Subject the Investment Portfolio Limits from Table 7 above, the Council may
invest its surplus funds with any of the counterparty types in Table 8 below,
with maximum limits (per counterparty/group) and durations according to
prevailing creditworthiness at the time of dealing.
Table 8: Approved Investment Counterparties and Limits

Long Term
Credit Rating

Unsecured
Max:
Up to:

UK Govt
AAA / Aaa
AA+ / Aa1
AA / Aa2
AA- / Aa3
A+ / A1
A / A2
A- / A3
None
Pooled Funds
and real estate
investment
trusts (REITs)

6.4.2

Banks/Building Societies

Max:
Up to:
Max:
Up to:
Max:
Up to:
Max:
Up to:
Max:
Up to:
Max:
Up to:
Max:
Up to:

Government

Secured

Corporates

Registered
Providers

£ Unlimited
n/a
50 yrs
£20m
£40m
£10m
£10m
20
yrs
50
yrs
20
yrs
20 yrs
£10m
5 yrs
£20m
£40m
£10m
10 yrs
25 yrs
10 yrs
£10m
£20m
£40m
£10m
£10m
4 yrs
5 yrs
15 yrs
5 yrs
10 yrs
£10m
£20m
£40m
£10m
3 yrs
4 yrs
10 yrs
4 yrs
£10m
£20m
£15m
£10m
2 yrs
3 yrs
5 yrs
3 yrs
£10m
£20m
£15m
£10m
£10m
13 mths
2 yrs
5 yrs
2 yrs
5 yrs
£10m
£20m
£15m
£10m
6 mths
13 mths
5 yrs
13 mths
£1m
£20m
£50k
£5m
n/a
6 mths
25 yrs
5 yrs
5 yrs
MMFs: Net Asset Value (NAV) £1bn or greater: £15m / NAV less than £1bn: 0.50%
per £50m [rounded up]
n/a

Property Funds (including REITs): Net Asset Value: 5% per £50m [rounded up]
Bond / Multi Asset Funds: £10m per fund

Banks/Building Societies: The combined secured and unsecured
investments in any one bank will not exceed the cash limit for secured
investments.
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6.4.3

Banks/Building Societies Unsecured: Accounts, deposits, certificates of
deposit and senior unsecured bonds with banks and building societies, other
than multilateral development banks. These investments are subject to the risk
of credit loss via a bail-in should the regulator determine that the bank is failing
or likely to fail.

6.4.4

Banks/Building Societies Secured: Covered (collateralised) bonds, reverse
repurchase agreements (REPO) and other collateralised arrangements with
banks and building societies. These investments are secured on the bank’s
assets, which limits the potential losses in the unlikely event of insolvency and
means that they are exempt from bail-in risk. Where there is no investment
specific credit rating, but the collateral upon which the investment is secured
has a credit rating, the highest of the collateral credit rating and the
counterparty credit rating will be used to determine cash and time limits.

6.4.5

Government: Loans, bonds and bills issued or guaranteed by national
governments, regional and local authorities and multilateral development
banks. These investments are not subject to bail-in, and there is generally a
lower risk of insolvency, although they are not zero risk. Investments with the
UK Central Government may be made in unlimited amounts for up to 50 years.

6.4.6

Corporates: Loans, bonds and commercial paper issued by companies other
than banks and registered providers. These investments are not subject to bailin but are exposed to the risk of the company becoming insolvent. Loans to
unrated companies will only be made as part of a diversified pool in order to
spread the risk widely.

6.4.7

Registered Providers: Loans and bonds issued by, guaranteed by or secured
on the assets of Registered Providers of Social Housing and Registered Social
Landlords, formerly known as Housing Associations. These bodies are tightly
regulated by the Regulator of Social Housing and, as providers of public
services they retain the likelihood of receiving government support if needed.

6.4.8

Pooled Funds: Shares or units in diversified investment vehicles consisting of
the any of the above investment types, plus equity shares and property. These
funds have the advantage of providing wide diversification of investment risks,
coupled with the services of a professional fund manager in return for a fee.
Short term Money Market Funds that offer same-day liquidity and very low or
no risk of price fluctuation will be used as an alternative to instant access bank
accounts, while pooled funds whose value changes with market prices and/or
have a notice period may be used for longer investment periods.

6.4.9

Bond, equity and property funds offer enhanced returns over the longer term
but are more volatile in the short term. The funds themselves may not be credit
rated, however the assets within the fund will follow a strict selection criterion
including the assignment of appropriate minimum credit ratings. These funds
would allow the Council to diversify into asset classes other than cash without
the need to own and directly manage the underlying investments. Because
these funds have no defined maturity date but are available for withdrawal after
a notice period, their performance and continued suitability in meeting the
Council’s investment objectives will be monitored regularly.
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6.4.10

Real estate investment trusts (REITs): Shares in companies that invest
mainly in real estate and pay most of their rental income to investors in a similar
manner to pooled property funds. As with property funds, REITs offer
enhanced returns over the longer term but are more volatile especially as the
share price reflects changing demand for the shares, as well as changes in the
value of the underlying properties.

6.5

Investment Classifications

6.5.1

A key requirement of the annual investment strategy is the identification,
classification and approval of investment instruments available for use.
Financial investments can fall into one of three categories:
1) Specified investments – includes those with a high level of credit
quality and subject to a maturity limit of one year, or have less than a
year left to run to maturity if originally they were as being non-specified
investments solely due to the maturity period exceeding one year;
2) Loans – to local enterprises, local charities, wholly owned companies
and joint ventures as part of a wider strategy for local economic growth;
and
3) Non-specified investments - includes those with a lower credit quality,
can be for periods in excess of one year, and/or are more complex
instruments which require greater consideration before use.

6.5.2

A defined the list of the classification and type of investment instruments
authorised for use is included at APPENDIX S(iv).

6.6

Accounting Standards
International Financial Reporting Standard (IFRS) 9

6.6.1

Under IFRS 9, the accounting method for certain investments depends on the
Council’s “business model” for managing them. The Council aims to achieve
value from its internally managed treasury investments by a business model of
holding the investments to maturity and collecting the associated contractual
cash flows that derive (as appose trading these instruments in active markets).
Therefore, where other criteria are also met, these investments will continue to
be accounted for at amortised cost.

6.6.2

Also under IFRS 9 is an Expected Credit Loss (ECL) model requirement for
impairment of financial assets, in contrast to the Incurred Credit Loss model
under previous accounting regulations. The ECL model requires the Council to
assess the potential probability risk of default, the likely loss given default, and
the altered timing of payments on relevant financial assets, rather than an
assessment based on evidence that a default has taken place.

6.6.3

The Council recognises material ECL on financial assets held at amortised
cost, either on a 12-month or lifetime basis. The ECL model also applies to
lease receivables and contract assets.
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6.6.4

Impairment losses are calculated to reflect the expectation that future cash
flows might not take place because the borrower could potentially default on
their obligations. This strategy sets out the framework for assessing
counterparty credit risk and the techniques applied to monitor, manage and
mitigate those risks. Credit risk plays a crucial part in assessing potential
losses:
1) Where the risk has not increased significantly since initial measurement
or it remains low, losses are assessed based on 12-month expected
losses; or
2) Where the risk has increased significantly since initial measurement,
losses are assessed on a lifetime basis.

6.6.5

Loss allowances reduce the carrying amount of financial assets on the Balance
Sheet and are a real cost charged against the revenue account. If the credit
risk changes over time then so does the loss provision, to either the benefit or
detriment to the revenue account. Prior to eventual derecognition when the
asset matures or is sold, the loss allowance is reversed to the benefit of the
revenue account with the carrying amount of the financial asset on the Balance
Sheet reinstated.

6.6.6

The Council has set aside an earmarked reserve provision of £0.400m to
protect against the risk of adverse movements in investments, including credit
risk. At 31st March 2020, the Council assessed its ECL as £0.247m; £0.100m
related to treasury investments and £0.147m related to its loan to its wholly
own company MKDP (see Section 3.3 above). As the ECL is lower than the
earmarked reserve provision, no loss provision has been charged to the
revenue account to date.

6.7

Extreme Market Conditions

6.7.1

When deteriorating financial market conditions affect the creditworthiness of
all organisations this may not be immediately reflected in credit ratings but can
be seen in other market measures. In these circumstances the Council will
restrict its investments to those organisations of higher credit quality and
reduce the maximum duration of its investments to maintain the required level
of security. The extent of these restrictions will be in line with prevailing
financial market conditions. If these restrictions mean that insufficient
commercial organisations of high credit quality are available to invest the
Council’s cash balances, then the surplus will be deposited with the UK
Government (via the Debt Management Office, invested in government paper,
or with other local authorities). This will cause a reduction in the level of
investment income earned but will minimise capital risk to the principal sum
invested.

6.8

Treasury Indicator – Investment related

6.8.1

As outlined in Section 2, Capital Prudential Indicators are set within the Capital
Strategy. There is one investment related Treasury Indicator applied to restrain
the activity of the treasury function to manage risk. However, set too
restrictively they will impair the opportunities to reduce costs and/or improve
performance. The investment related Treasury Indicator is:
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Total principal funds invested for longer than 365 days. These limits
are set in order to reduce the need for early sale of an investment.

Table 9: Upper limits on investments for longer than 365 days

Upper Limit

2021/22
Forecast
£m

2022/23
Forecast
£m

2023/24
Forecast
£m

2024/25
Forecast
£m

2025/26
Forecast
£m

75.000

75.000

75.000

75.000

75.000

6.9

Council’s Bankers

6.9.1

Should the long-term credit rating of the Council’s incumbent bankers fall below
A- / A3, the Council may continue to place up to a maximum of £10m on an
instant-access overnight basis only. If enacted, this practice will be kept under
daily review.

6.9.2

Contractual rights allow the Council to exit the banking contract at short notice
if the bank’s credit ratings fall below an acceptable level.

6.10

Financial Planning

6.10.1

For its cash flow generated balances, the Council will seek to utilise money
market funds, business reserve accounts, short-notice accounts, and shortdated deposits (overnight to three months) in order to benefit from the
compounding of interest and liquidity.

6.10.2

Core investment funds (those not required to fund immediate cash flow
requirements) may be deposited for longer periods, in line with the criteria
detailed within this report and relevant indicators.

6.10.3

Prudent estimated investment returns for future years have been fed through
into the Council’s Medium-Term Financial Plan (MTFP).

6.11

Local Authority Mortgage Scheme (LAMS)

6.11.1

The Council may assess the viability of a Local Authority Mortgage Scheme
(LAMS) whereby the Council assists first-time buyers entering the housing
market.

6.11.2

The Minimum Revenue Provision policy (APPENDIX S(ii)) and Specified and
Non-Specified Investments assessment (APPENDIX S(iv)) include appropriate
reference to this scheme, should the Council decide to pursue this.

6.12

End of Year Outturn Report

6.12.1

At the end of the financial year, the Council will report on its investment activity
as part of its Annual Treasury Report.

6.13

Policy on the use of external service providers
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6.13.1

Following competitive tender in August 2020, the Council appointed Link
Group, Treasury solutions as its external treasury management advisors. The
Council recognises that responsibility for treasury management decisions
always remains with the Council and will ensure that undue reliance is not
placed upon our external service providers. 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.

6.13.2

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

6.14

Scheme of Delegation and Role of the Section 151 Officer

6.14.1

Please refer to APPENDIX S(iv) which sets out the responsibilities for treasury
management.

6.15

Policy on Use of Financial Derivatives

6.15.1

Local authorities have previously made use of financial derivatives embedded
into loans and investments both to reduce interest rate risk (e.g. interest rate
collars and forward deals) and to reduce costs or increase income at the
expense of greater risk (e.g. LOBO loans and callable deposits). The general
power of competence in Section 1 of the Localism Act 2011 removes much of
the uncertainty over local authorities’ use of standalone financial derivatives
(i.e. those that are not embedded into a loan or investment).

6.15.2

The Council will only use standalone financial derivatives (such as swaps,
forwards, futures and options) where they can be clearly demonstrated to
reduce the overall level of the financial risks that the Council is exposed to.
Additional risks presented, such as credit exposure to derivative
counterparties, will be considered when determining the overall level of risk.
Embedded derivatives, including those present in pooled funds and forward
starting transactions, will not be subject to this policy, although the risks they
present will be managed in line with the overall treasury risk management
strategy.

6.15.3

Financial derivative transactions may be arranged with any organisation that
meets the approved investment criteria. The current value of any amount due
from a derivative counterparty will count against the counterparty credit limit
and the relevant foreign country limit.

6.16

Property Fund for Temporary Accommodation

6.16.1

The Council has invested in the Real Lettings Property Fund managed by
Resonance UK (a Social Investment Company) to provide up to 70 property
units to address the urgent need for suitable temporary accommodation in
Milton Keynes.

6.16.2

The principal objective for this investment is the derived service benefit (the
provision of temporary housing) rather than the return on the investment (the
anticipated revenue interest and capital growth). As such, this scheme will be
managed and monitored in line with the criteria of the Capital Strategy. This
26

investment was classed as capital expenditure and financed by prudential
borrowing.
6.16.3

The Council expects its investment to be returned in full, and with surpluses
accruing from capital growth so no Minimum Revenue Provision (MRP) will be
made. The values of the fund and the underlying assets will be kept under
review, which may lead to initiating an MRP charge in the future.
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APPENDIX S(i) – TREASURY MANAGEMENT POLICY STATEMENT
Treasury Management activity within this Council will be undertaken in accordance with
the CIPFA Code of Practice for Treasury Management in the Public Services (The TM
Code).
1. This organisation defines its treasury management activities as:
The management of the organisation’s investment 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. This organisation 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 used to manage these risks.
3. This organisation acknowledges that effective treasury management will provide
support towards the achievements 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
measurement techniques, within the context of effective risks management.
In adopting the TM code, this Council shall apply the following four key principles:
1. This organisation will create and maintain, as the cornerstone for effective treasury
management:
i. A treasury management policy statement, stating the policies, objectives
and approach to risk management of its treasury management activities
(this document);
ii. Suitable treasury management practices (TMPs), setting out the manner in
which the organisation will seek to achieve those policies and objectives,
and prescribing how it will manage and control those activities.
The content of the policy statement (this document) and TMPs will follow the
recommendations contained in Section 6 and 7 of the Code, subject only to
amendment where necessary to reflect the particular circumstances of the
organisation. Such amendments will not result in the organisation materially
deviating from the Code’s key principles.
2. Cabinet will receive reports on its treasury management policies, practices and
activities, including, as a minimum, an annual strategy and plan in advance of the
year, a mid-year review and an annual report afters its close, in the form prescribed
in the TMPs.
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APPENDIX S(i) – TREASURY MANAGEMENT POLICY STATEMENT
cont.
3. This organisation delegates responsibility for the implementation and regular
monitoring of its treasury management policies and practices to Cabinet, and for
the execution and administration of treasury decisions to the Director of Finance
and Resources who will act in accordance with the organisation’s policy statement
and TMPs and CIPFA’s Standard Professional Practice on Treasury Management.
4. This organisation nominates Budget Review Group to be responsible for ensuring
effective scrutiny of the Treasury Management Strategy and Policies.
Summary of approach to Borrowing and Investments
Full details of the Council’s approach to Borrowing and Investment are contained within
the main Treasury Management Strategy report. In summary, these are:
Borrowing; The Council will maintain a cautious approach to borrowing and adopt a
pragmatic approach to changes in market circumstances but ensuring cashflow
requirements and capital financing needs are met. The Council will also aim to structure
borrowing to ensure that the HRA has sufficient capital to meet asset management needs
whilst minimising the cost of carrying excessive debt to the HRA. The Council will not
borrow in advance purely to profit from the investment of the extra sums borrowed. Loan
rescheduling opportunities shall be kept under review.
Investments; The Council’s investment priorities will be security, liquidity, and yield –
strictly in that order. Investment activity shall be conducted in accordance the adopted
Annual Investment Strategy (AIS). The Council will manage investment balances with
reference to core funds, cash flow requirements and the outlook for interest rates.
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APPENDIX S(ii) – MINIMUM REVENUE PROVISION (MRP) POLICY
The Council is required to pay off an element of the accumulated General Fund borrowing
requirement used to fund capital spend each year (the CFR) through a revenue charge
(the minimum revenue provision - MRP), although it is also allowed to undertake
additional voluntary payments if required (voluntary revenue provision - VRP).
MHCLG Regulations have been issued which require the full Council to approve an MRP
Statement in advance of each year. Four primary options are set out to Councils, but this
does not preclude other options so long as there is a prudent provision.
The Council is recommended to approve the following MRP Statement:
Capital Expenditure incurred before 1st April 2008 or future SCE
From 2015/16, for capital expenditure incurred before 1 April 2008 or which in the future
will be Supported Capital Expenditure, MRP will be charged on a 2% straight line basis,
net of ‘Adjustment A’. This ensures that this debt will be repaid within 50 years. Previously,
the Council charged MRP in line with former DCLG Option 1. This option provided for an
approximate 4% reduction in the supported borrowing need (CFR) each year.
Any backlog overprovision of MRP resulting from this change of calculation basis may be
adjustment by reducing future annual MRP charges (in part or in full) in a prudent manner,
considering the wider impact upon the Council’s financial position.
Capital Expenditure incurred after 1st April 2008
From 1 April 2008 for all unsupported borrowing except those separately listed in this
Policy (including PFI and finance leases) the MRP policy will be either:


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) (known as Option 3);



Depreciation method – MRP will follow standard depreciation accounting
procedures (known as Option 4);

These options provide for a reduction in the borrowing need over the approximate asset’s
life.
Estimated life periods will be determined under delegated powers. To the extent that
expenditure is not on the creation of an asset and is of a type that is subject to estimated
life periods that are referred to in the guidance, these periods will generally be adopted
by the Council. However, the Council reserves the right to determine useful life periods
and prudent MRP in exceptional circumstances where the recommendations of the
guidance would not be appropriate.
As some types of capital expenditure incurred by the Council are not capable of being
related to an individual asset, asset lives will be assessed on a basis which most
reasonably reflects the anticipated period of benefit that arises from the expenditure.

APPENDIX S(ii) – MINIMUM REVENUE PROVISION (MRP) POLICY cont.
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Also, whatever type of expenditure is involved, it will be grouped together in a manner
which reflects the nature of the main component of expenditure and will only be divided
up in cases where there are two or more major components with substantially different
useful economic lives.
Housing Revenue Account (HRA)
There is no statutory requirement to charge MRP on HRA debt liability. But in not doing
so, no prudent provision is made for its eventual repayment. Charging MRP ensures that
lifecycle provision is made for the replacement of assets by cleared the debts used to
fund them.
Authorities are free to make Voluntary Additional Payments (VAP), effectively
overpayments, to reduce debt liability quicker if they so wish. Voluntary overpayment
above the minimum requirements, or in the case of the HRA where not statutorily required,
can be clawed back in future years if deemed necessary provided the council discloses
the annual and cumulative value of overpayments each year.
For historic HRA debt liability, the Council will only charges voluntary MRP where
sufficient surpluses are identified within the HRA business plan to support repayments.
For new HRA unsupported borrowing, straight line voluntary MRP will be applied
reflecting the consumption period of those assets as:
 Land acquisitions; Nil, its value to the HRA is not expected to diminish;
 Regeneration schemes; 2% per annum / write down over 50 years;
 New HRA house build schemes; 1% per annum / write down over 100 years;
 Build of houses to be sold on open market; Nil, the debt liability will be repaid from
eventual sale proceeds;
 HRA house open market acquisitions; on an estimated remaining asset life basis
set under delegated authority by the Section 151 officer.
This policy ensures a more commercial financial approach to HRA borrowing plans by
requiring cash provision to be set aside for eventual debt repayment where appropriate,
but also allows the HRA flexibility to use its surplus funds to repay its debts or invest in
further housing provision.
Assets for Future Development
For assets acquired for future development, where it is anticipated that the future sale
proceeds of the asset will offset the cost, the repayment of the debt may be funded from
future capital receipts arising as an alternative prudent provision (thus negating the
requirement to provide for MRP). This approach will be reviewed on an annual basis, to
ensure that anticipated capital receipts continue to offset the cost of the debt.
Commercial Property Investments
For property assets purchased under the Commercial Property Investment Strategy, the
Council may apply a voluntary MRP charge (VRP) on a 10% proportion of the assets
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value over a 15 year period to reflect a realistic level of principal risk, on the basis that the
assets will typically be held for a period of between 10 to 20 years.
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This approach demonstrates regard to Government guidance on prudent provision and,
at the same time, ensures that the Council retains the flexibility to reverse this voluntary
set-aside provision at a future date should the assets be sold, or the value of the assets
increase.
Local Authority Mortgage Scheme (LAMS)
For authorities who participate in the Local Authority Mortgage Scheme (LAMS) using a
cash backed option, the mortgage lenders require a 5-year deposit from the local authority
to match the 5-year life of the indemnity. The deposit placed with the mortgage lender
provides an integral part of the mortgage lending and is treated as capital expenditure
and a loan to a third party.
The Capital Financing Requirement (CFR) will increase by the amount of the total
indemnity. The deposit would be returned in full at maturity, with interest paid either
annually or on maturity. Once the deposit matures and funds are returned to the local
authority, the returned funds are classed as a capital receipt, and the CFR will reduce
accordingly.
As this constitutes a temporary (5 year) arrangement and the funds will be returned in full,
there is no need to set aside prudent provision to repay the debt liability in the interim
period, so there is no MRP application.
Property Fund for Temporary Accommodation
The Council has entered into an agreement to invest in the Real Lettings Property Fund
managed by Resonance UK (a Social Investment Company) to provide up to 70 property
units to address the urgent need for suitable temporary accommodation in Milton Keynes.
The Council expects its investment to be returned in full, and with surpluses accruing
from capital growth so no Minimum Revenue Provision (MRP) will be made. The values
of the fund and the underlying assets will be kept under review, which may lead to
initiating an MRP charge in the future.
MRP Overpayments
MRP charges made over the statutory minimum, voluntary revenue provision or
overpayments, can, if needed, be reclaimed in later years if deemed necessary or
prudent. For these sums to be reclaimed for use in the budget, this policy must disclose
the in-year and cumulative overpayments made each year.
As mentioned above, in 2015/16 the Council changed method for calculation of MRP on
historic debt liability (Capital Expenditure incurred before 1st April 2008 or future SCE).
This resulted in the identification of a £30.430m over-provision of MRP had the revised
treatment been applied since inception of the Prudential Code. The Council has used

APPENDIX S(ii) – MINIMUM REVENUE PROVISION (MRP) POLICY cont.
this over-provision to negate historic debt liability MRP charges of £16.016m from 2016/17
to 2019/20, leaving £14.414m yet to be reversed. £3.961m of historic debt liability MRP
will continue to be negated in full between 2020/21 to 2022/23 with the residual £2.531m
balance applied in 2023/24.
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In order to adopt a more commercial-style financial approach to unconstrainted selffinancing HRA borrowing plans, the Section 151 Officer may instruct that a voluntary cash
provision be set aside for eventual debt repayment. This will ensure borrowing decisions
remain prudent and affordable, and give HRA flexibility to use these accumulating
surpluses funds to repay its debts or invest in further housing provision.
At 31st March 2020, no such over-provision had yet been made.

33

APPENDIX S(iii) – ECONOMIC AND INTEREST RATE FORECAST (JANUARY 2021)
2020 - 2024
Interest rate forecast provided by Link Group (the Council’s treasury advisors) shown alongside those of Capital Economics
(independent economic commentators). PWLB rates shown below reflect certainty rates. This forecast was originally compiled in
November 2020 but predicated on a trade agreement being reached between the UK and EU, and as this was subsequently the
case, a January 2021 review confirmed no changes were required.
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APPENDIX S(iii) – ECONOMIC AND INTEREST RATE FORECAST (JANUARY 2021)
2020 - 2024
Cont.
Balance of risks to UK interest rate forecast (January 2021):
The overall balance of risks to economic growth in the UK is probably now skewed to the upside but is subject to major uncertainty
due to coronavirus. There is relatively little UK domestic risk of increases or decreases in Bank Rate or significant changes in shorter
term PWLB rates. The Bank of England has effectively ruled out the use of negative interest rates in the near term and increases in
Bank Rate are likely to be some years away given the underlying economic expectations. However, it is always possible that market
volatility could prompt safe haven flows which would impact gilt yields and so in turn PWLB rates.
Main downside risks:
 Further national lockdowns or severe regional restrictions during 2021.
 UK / EU trade negotiations – a trade deal has been agreed but the EU has yet to agree “equivalence” rulings to most sectors
of UK financial services industry. Financial services in the EU are not governed by a single set of regulations, and overall there
are some 59 areas where equivalence decisions are possible, so the EU is not able to issue one decision to maintain existing
level of market access.
 Bank of England acts too quickly, or too far, over the next three years to raise Bank Rate and causes UK economic growth,
and increases in inflation, to be weaker than we currently anticipate.
 A resurgence of the Eurozone sovereign debt crisis.
 Weak capitalisation of some European banks could extend further depending on credit losses resultant of the pandemic.
 Geopolitical risks, for example in China, Iran or North Korea, but also in Europe and other Middle Eastern countries, which
could lead to increasing safe haven flows.
Main upside risks:
 Stronger than currently expected recovery in UK economy, especially if there was a post-pandemic return to full economic
activity across all sectors of the economy.
 The Brexit trade agreement removes many of the immediate threats of economic disruption between the EU and UK.
 The Bank of England is too slow in its pace and strength of increases in Bank Rate and, therefore, allows inflationary pressures
to build up too strongly, which then necessitates a later rapid series of increases in Bank Rate faster than currently expected.
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APPENDIX S(iv) – SPECIFIED AND NON-SPECIFIED INVESTMENTS
Specified Investments; Sterling investments of not more than one-year maturity, or
those which could be for a longer period but where the Council has the right to be repaid
within 12 months if it wishes.
Non-Specified Investments; Any other type of investment which does not meet the
criteria to be classified as specified.
The Council has accessed the classification of investment products as follow:
Specified Investments
(Maturities up to 1 year)
Debt Management Agency Deposit Facility
Call / Notice accounts - banks & building
societies
Term deposits* – local authorities &
housing associations/registered social
landlords
Term deposits* – banks & building
societies
Certificates of deposits* – banks & building
societies

Non Specified Investments
(Maturity in excess of 1 year)
Term deposits – local authorities & housing
associations/registered social landlords
Term deposits – banks and building
societies
Certificates of deposits – banks & building
societies
Fixed term deposits with variable rate and
variable maturities:- Structured deposits
UK Government Gilts

UK Government Gilts

Commercial Papers/Corporate Bonds

Reverse Repurchase Agreements*
(REPOs)

Reverse Repurchase Agreements
(REPOs)

Covered Bonds*

Covered Bonds

Asset Back Securities*

Asset Back Securities

Collective Investment Schemes structured as Open Ended Investment Companies
(OEICs): 1. Government Liquidity Funds

1. Bond Funds / Gilt Funds

2. Money Market / Enhanced cash funds

2. Multi Asset Funds

3. Bond Funds / Gilt Funds

3. Property Funds

4. Multi Asset Funds
Closed-End Investment Companies (CICs): 1. Property Funds
Local Authority Mortgage Guarantee Scheme; under such scheme the Council would
be required to place funds to underwrite risk of default for a period of years. If undertaken
this would be classified as a service investment rather than a treasury management
investment, and fall outside of the Specified/Non-specified categories.
* - If forward dealing, the forward period plus the deal period should not exceed one year
in aggregate to classify as a specified investment. Any forward deposits in excess of one
year in aggregate will classify as non-specified.
37

APPENDIX S(v) – RESPONSIBILITIES FOR TREASURY MANAGEMENT
(i)




(ii)




(iii)











Council
approval of annual strategy;
budget consideration and approval.
Cabinet
receiving and reviewing reports on treasury management policies,
practices and activities;
approval of/amendments to the organisation’s adopted clauses and
treasury management policy statement;
approval of the division of responsibilities;
receiving and reviewing regular monitoring reports and acting on
recommendations;
The S151 (responsible) officer
recommending clauses, treasury management policy/practices for
approval, reviewing the same regularly, and monitoring compliance;
reviewing the treasury management policy and procedures.
submitting regular treasury management policy reports;
submitting budgets and budget variations;
receiving and reviewing management information reports;
reviewing the performance of the treasury management function;
ensuring the adequacy of treasury management resources and skills,
and the effective division of responsibilities within the treasury
management function;
ensuring the adequacy of internal audit, and liaising with external audit;
approving the selection of external service providers and agreeing terms
of appointment.
delegated authority for operational treasury management decisions as
appropriate (as set out in this strategy).
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APPENDIX S(vi) – HRA DEBT COSTS; INTERNAL RECHARGE BASIS
Under a two-pool approach to allocating debt costs between the HRA and General
Fund, the HRA is expected to be fully funded to its Capital Financing Requirement
(CFR) where possible. Where this is not possible, any residual differences are charged
based on:
HRA Loans CFR: short term loans payable Average rate on GF external debt, or a pre(under-funded CFR; HRA borrowing arranged formally agreed borrowing rate
internally from GF)
referenced to a PWLB equivalent rate.
Average rate on external investments
HRA Loans CFR: short term loans
excluding any earmarked GF investments,
receivable (over-funded CFR; HRA lending
or for earmarked HRA reserves an actual
internally to GF)
external investment rate.
Average rate on external investments +
HRA Cash balances: short term loans
5.0%, or a pre-arranged formally agreed
payable (cash balances overdrawn; HRA
borrowing rate referenced to a market
borrowing internally from GF)
equivalent rate.
Average rate on external investments
HRA Cash balances: short term loans
excluding any earmarked GF investments,
receivable (cash balances in hand; HRA
or for earmarked HRA reserves an actual
lending internally to GF)
external investment rate.
Additional considerations include:
1. Debt management expenses are charged to the HRA on an apportioned basis that
considers the weighting of time spent on managing debt and investments
respectively.
2. Risk associated with external loans sit with either the GF or HRA depending on
which of these the loan has been earmarked to. This will include interest rate risk,
for example the risk of interest rate rises associated with variable loans.
3. Similarly, risk associated with any external investment of earmarked medium term
HRA reserves sits with the HRA. This will include the risk of impairment in the
event of the failure of an investment counterpart.
4. Where risk cannot be identified specifically to either the General Fund or HRA, it
is apportioned fairly between the two using relevant available data. For example,
investment of general surplus cash balances is undertaken in aggregate in the
name of the General Fund but in the event of impairment or loss, costs will be
apportioned between the two funds based on an estimated proportion of cash
balances held.
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