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Report by the Director of Finance
and Assets/S.151 Officer

TREASURY MANAGEMENT AND CAPITAL EXPENDITURE
PRUDENTIAL INDICATORS, TREASURY MANAGEMENT POLICY
STATEMENT 2014/15 AND MINIMUM REVENUE PROVISION (MRP)
FOR 2014/15
SUMMARY
1.

This report sets out the Prudential Indicators for Treasury Management and Capital
and the Treasury Management Policy Statement proposed for adoption for the
financial year 2014/15. The Authority’s Constitution requires that the Policy
Statement is approved by the full Fire Authority and this responsibility cannot be
delegated.

2.

This report also outlines the recommended policy to be adopted in respect of creating
the Minimum Revenue Provision (MRP) for 2014/15, in line with the statutory
requirements set out in The Local Authorities (Capital Finance and Accounting)
(England) (Amendment) Regulations 2008.
RECOMMENDATIONS

3.

Members approve the Prudential Indicators for Treasury Management and Capital
Expenditure at paragraphs 14 and 15, the MRP calculated for 2014/15 at paragraphs
17-21 and Appendices 1, 2 and 3 of this report as the basis for the Authority’s
Treasury Management activities in 2014/15.
BACKGROUND

4.

Treasury Management, as defined by the Chartered Institute of Public Finance and
Accountancy (CIPFA) Code of Practice 2011 is:
‘The management of the organisation’s investments and cash-flows, its banking and
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’.

5.

In the light of the Icelandic situation in 2008, CIPFA amended the CIPFA Treasury
Management in the Public Services Code of Practice (the Code), Cross-Sectoral
Guidance Notes and Guidance Notes and the template for the revised Treasury
Management Policy Statement.

6.

It was a requirement of the 2009 Code that this Authority should formally adopt the
revised Code; this was formally adopted by this Authority at the meeting of the Fire
Authority on 15 February 2010.

7.

An updated version of the Code was published in November 2011; this strategy
statement has been prepared in accordance with the requirements of the new Code.
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TREASURY MANAGEMENT AND PRUDENTIAL INDICATORS
8.

The Local Government Act 2003 and supporting regulations require the Authority to
‘have regard to’ the CIPFA Prudential Code and the CIPFA Treasury Management
Code of Practice to set, on an annual basis, a range of Prudential and Treasury
Indicators for the next three years to ensure that its capital investment plans are
affordable, prudent and sustainable. This report details the proposed indicators
relating to the Authority’s Treasury Management activities, capital expenditure and
external debt for 2014/15 for Members’ consideration and approval.

9.

The suggested strategy for 2014/15 in respect of the following aspects of the treasury
management function is based upon the S.151 Officer’s views on interest rates,
supplemented with leading market forecasts provided by the Authority’s treasury
management advisors and support from the treasury management team within Hull
City Council. The strategy covers:
•
•
•
•
•
•
•
•
•
•
•

limits in force which will limit the treasury risk and activities of the Authority;
the Treasury Management and Prudential Indicators;
the current treasury position;
prospects for interest rates;
the borrowing requirement and strategy;
policy on borrowing in advance of need;
debt rescheduling;
the investment strategy;
creditworthiness policy;
the MRP strategy;
policy on use of external service providers

10.

The 2003 Act, revised Investment Guidance issued 2010 and the updated CIPFA
Code also require that Members give consideration to the Authority’s Annual
Investment Strategy, setting out how investments will be managed and the priorities
for security and liquidity of those investments as well as the Annual Borrowing
Strategy; these have also been incorporated into this report.

11.

In addition, it is a statutory requirement under Section 33 of the Local Government
Finance Act 1992, for the Authority to produce a balanced budget. In particular,
Section 32 requires a local authority to calculate its budget requirement for each
financial year to include the revenue costs that flow from capital decisions. This
therefore means, that increases in capital expenditure must be limited to a level
whereby increases in charges to revenue from:
a. increased interest charges from additional borrowing and;
b. increased running costs from new capital projects
are limited to a level that is affordable within the projected income of the Authority.
PRUDENTIAL INDICATORS

12.

The Capital Programme for 2014/15 onwards was approved by the Authority on 17
February 2014 and includes details of the proposed funding of the Authority’s
spending over the next three years. In developing the programme, consideration has
been given to the revenue implications both in terms of financing costs and
operational costs. The Director of Finance and Assets/S.151 Officer views the
Authority’s capital plans as sustainable and affordable.
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13.

The Indicators categorised as those relating to the affordability of capital plans and
those relating to Treasury Management are shown below for formal approval,
including brief explanations and extracts from the Prudential Code.
PRUDENTIAL INDICATORS – CAPITAL EXPENDITURE

14.

a) Indicator 1 - Capital Expenditure
The projected capital expenditure for the current year, and estimates of the capital
expenditure to be incurred in future years that are recommended for approval are as
follows: -

Total Capital expenditure

2013/14
Estimate
£k

2014/15
Estimate
£k

2015/16
Estimate
£k

2016/17
Estimate
£k

4,891

11,544

1,439

2,642

Financial appraisals are now required to ascertain the most prudent, affordable and
sustainable method of securing the use of capital assets needed by the Authority.
Financing of asset acquisitions will be reviewed prior to commitment.
This capital programme reflects the Authority’s strategic requirements; the
programme will be monitored on a monthly basis as part of the Management
Accounts and Prudential Indicator Monitoring. Necessary changes will be reported to
the Authority as they arise.

b) Indicator 2 - Ratio of Capital Financing Costs to Net Revenue Stream
Estimates of the ratio of financing costs to net revenue stream for the current and
future years are as follows: -

Ratio of Finance Costs
to Net Revenue Stream

2013/14
Estimate
%

2014/15
Estimate
%

2015/16
Estimate
%

2016/17
Estimate
%

5.79

5.60

6.55

6.69

These ratios indicate the proportion of the net budget of the Authority that is required
to finance the costs of capital expenditure in any year. Estimates of financing costs
include current commitments, the proposals contained in the capital programme of
the Authority and any amounts payable under finance leases.
In calculating the ratio, Net Revenue Streams in any year have been taken to
exclude any element of the net budget requirement that is intended to provide
reserves for the Authority.
c) Indicator 3 - Capital Financing Requirement (CFR)
Estimates of the end of year capital financing requirement for the Authority for the
current and future years are as follows:-
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Capital Financing Requirement

Estimate

Estimate

Estimate

Estimate

31/03/14

31/03/15

31/03/16

31/03/17

£k

£k

£k

£k

17,018

23,061

21,469

20,875

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 Authority’s underlying borrowing need. Any capital expenditure above, which has
not immediately been paid for, will increase the CFR.
Following accounting changes the CFR includes any other long term liabilities (e.g.
PFI schemes, finance leases) brought onto the Balance Sheet. Whilst this increases
the CFR, and therefore the Authority’s borrowing requirement, these types of scheme
include a borrowing facility and so the Authority is not required to separately borrow
for these schemes.
A key indicator of prudence under the Prudential Code is: “In order to ensure that over the medium term net borrowing will only be for a capital
purpose, the local authority should ensure that net external borrowing does not,
except in the short term, exceed the total of the capital financing requirement in the
preceding year plus the estimates of any additional capital financing requirement for
the current and next two financial years”.
The Authority’s 31 March 2015 gross debt position will be £18,695k against a
2014/15 Capital Financing Requirement (CFR) of £23,061k. The Authority based on
these projections will be slightly internally borrowed by 31 March 2015 as there is no
intention to take additional borrowing during the financial year.
d) Indicator 4 - Incremental Impact of Capital Investment decisions
The estimate of the incremental impact of capital investment decisions proposed in
this budget report, over and above capital investment decisions that have previously
been taken by the Authority are as follows: -

Impact for Band D Council Tax

2014/15
Estimate
£

2015/16
Estimate
£

2016/17
Estimate
£

(1.08)

1.11

0.45

In considering its programme for capital investment, the Authority is required within
the Prudential Code to have regard to: Affordability – e.g. implications for Council Tax
Prudence and sustainability – e.g. implications for external borrowing
Value for money – e.g. option appraisal
Stewardship of assets – e.g. asset management planning
Service objectives – e.g. strategic planning for the Authority
Practicality – e.g. achievability of the forward plan
A key measure of affordability is the incremental impact on the Council Tax, which in
practice will depend on individual financing decisions taken in circumstances which
pertain at the time. Each project will be appraised before commitment.
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PRUDENTIAL INDICATORS – TREASURY MANAGEMENT
15.

a) Indicator 5 - Authorised Limit for External Debt
In respect of its external debt, it is recommended that the Authority approves the
following authorised limits for its total external debt gross of investments for the
period 2014/15 to 2016/17. These limits separately identify borrowing from other
long-term liabilities such as finance leases. The Authority is asked to approve these
limits and to delegate to the S.151 Officer, within the total limit for any individual year,
to effect movement between the separately agreed limits for borrowing and other
long term liabilities, in accordance with option appraisal and value for money for the
Authority. Any such changes made will be reported to the Authority at its next
meeting following the change.
2013/14
Estimate
£k
Borrowing

2014/15
Estimate
£k

2015/16
Estimate
£k

2016/17
Estimate
£k

33,000

30,500

29,600

29,300

1,415

1,057

734

480

34,415

31,557

30,334

29,780

Other Long Term Liabilities

The Authorised Limit has been compiled in line with the revised requirements of the
Code.
The S.151 Officer reports that these authorised limits are consistent with the
Authority’s current commitments, existing plans and the proposals in the budget
report for capital expenditure and financing, and with its approved Annual Investment
Strategy and Treasury Management Policy Statement and Practices. The S.151
Officer confirms that they are based on the estimate of most likely, prudent but not
worst case scenario, with sufficient headroom over and above this to allow for
operational management of, for example unusual cash movements. Risk analysis
and risk management strategies have been taken into account, as have plans for
capital expenditure, estimates of the capital financing requirement and estimates of
cash flow requirements for all purposes.
b) Indicator 6 - Operational Boundary for External Debt
The proposed operational boundary for external debt is based on the same estimates
as the authorised limit but reflects directly the S.151 Officer’s estimate of the most
likely, prudent but not worst case scenario, without the additional headroom included
within the authorised limit to allow for example for unusual cash movements, and
equates to the maximum of external debt projected by this estimate. The operational
boundary represents a key management tool for in year monitoring by the S.151
Officer. Within the operational boundary, figures for borrowing and other long term
liabilities are separately identified. The Authority is also asked to approve the
operational boundary and to delegate authority to the S.151 Officer, within the total
operational boundary for the year, to effect movement between the separately
agreed figures for borrowing and other long term liabilities, in a similar fashion to the
authorised limit. Any such changes will be reported to the Authority at its next
meeting following the change.
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2013/14
Estimate
£k
Borrowing
Other Long Term Liabilities

2014/15
Estimate
£k

2015/16
Estimate
£k

2016/17
Estimate
£k

25,000

22,500

21,600

21,300

1,415

1,057

734

480

26,415

23,557

22,334

21,780

The Authority’s actual external debt at 31 March 2013 was £18.614m, all of which
related to borrowing for capital purposes.
It should be noted that actual external debt is not directly comparable to the
Authorised Limit and Operational Boundary, since the actual external debt reflects
the position at one point in time.
In taking its decisions on this report, the Authority is asked to note that the Authorised
Limit determined for 2014/15 (see above) will be the statutory limit determined under
section 3 (1) of the Local Government Act 2003.
c) Indicator 7 – Fixed and Variable Rate Exposure
This indicator seeks to ensure that the Authority limits its exposure to the risk of
interest rate changes and the consequent impact on the investment income and
interest payments on loans, by restricting the proportion of variable rate borrowing.
The Authority will set for the forthcoming financial year and the following two financial
years, upper limits to its exposure to the effects of changes in interest rates. These
prudential indicators will relate to both fixed interest rates and variable interest rates
and be referred to respectively as the upper limits on fixed interest rates and variable
interest rate exposures.

Fixed rate %
Fixed Rate – maximum %
Fixed Rate - minimum %
Variable Rate – maximum %
limit

Actual as
at 31/1/14
%
100
-

2014/15

2015/16

2016/17

%
100
75
25

%
100
75
25

%
100
75
25

This means that the Director of Finance and Assets/S.151 Officer will manage fixed
rate exposures within the range 75% to 100% of the portfolio and variable rate
exposures will be limited to a maximum of 25% of the portfolio. This is a continuation
of current practice, which has proved satisfactory thus far.
d) Indicator 8 – Upper and Lower Limits for the maturity structure of borrowings
“The Authority will set for the forthcoming financial year both upper and lower limits
with respect to the maturity structure of its borrowings. The prudential indicators will
be referred to as the upper and lower limits respectively for the maturity structure of
borrowing and shall be calculated as follows:
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Amount of projected borrowing that is fixed rate maturing in each period
expressed as a percentage of total projected borrowing that is fixed rate,
where the periods in question are:
•
•
•
•
•

Under 12 months
12 months and within 24 months
24 months and within 5 years
5 years and within 10 years
10 years and above”

The indicator also seeks to ensure the Authority controls its exposure to the risk of
interest rate changes by limiting the proportion of debt maturing in any single period.
Ordinarily debt is replaced on maturity and therefore it is important that the Authority
is not forced to replace a large proportion of loans at a time of relatively high interest
rates.
Actual as at
31/1/14
%
4.97
12.19
13.52
28.12
41.20

Under 12 Months
12 months and within 24 months
24 months and within 5 years
5 years and within 10 years
10 years and above

Upper
Limit
%
15
15
25
60
80

Lower
Limit
%
0
0
0
0
0

e) Indicator 9 – Upper limit for maturity structure of investments
“Where an Authority invests, or plans to invest, for periods longer than 364 days, the
Authority will set an upper limit for each forward financial year period for the maturing
of such investments. These prudential indicators will be referred to as prudential
limits for principal sums invested for periods longer than 364 days and shall be
calculated as follows:
Total principal invested to final maturities beyond the period end.”
Under the Prudential Regime Authorities are free to invest for periods of greater than
1 year. This indicator sets restrictions on the proportion of investments committed for
longer periods in order to limit the risks associated with being unable to meet
unexpected cash flows and/or being able to take advantage of future increases in
interest rates.
Actual as at 31/1/14
%
100
0
0
0
0
0

Under 12 Months
12 months and within 24 months
24 months and within 3 years
3 years and within 4 years
4 years and within 5 years
5 years and above

Upper Limit
%
100
0
0
0
0
0

This Authority does not have a major investment portfolio and generally is investing
temporarily cash assets which currently do not need to be applied to further the
Authority’s service and financial plans. Security and liquidity are particularly
desirable given the current economic climate therefore there are no proposals at
present to invest for a period of longer than 364 days; this is therefore the proposed
upper limit.
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The above indicators will be monitored by the Director of Finance and Assets/S.151
Officer against Treasury activity and performance will be formally reported (together
with performance against the approved indicators for Capital Expenditure and
External Debt) to Members monthly as part of the Authority’s Management Accounts
booklet.
f) Indicator 10 – Maximum limit of net debt as a proportion of gross debt
2014/15
Limit
£k

2015/16
Limit
£k

2016/17
Limit
£k

Gross Debt

18,695

18,036

17,872

Investments

24,000

24,000

24,000

Net Debt

(5,305)

(5,964)

(6,128)

This is a new indicator introduced in the 2011 Code. There is however a view that
the indicator is not wholly meaningful and therefore CIPFA are consulting on
changes.
The code update published in November 2012 did not remove the requirement for
this indicator.
The indicator as it relates to Humberside Fire Authority is set out above. The
proposal however at this stage is not to report on the indicator until such a time as
any necessary changes have been made. Any revised indicator issued by CIPFA will
be brought back to Members at the earliest opportunity.
TREASURY MANAGEMENT POLICY STATEMENT
16.

a)

The 2014/15 Statement, which is included at Appendix 1, covers:
• the current treasury position;
• prospects for interest rates;
• the borrowing strategy;
• debt rescheduling;
• the investment strategy;
• delegations to Director of Finance and Assets/S.151 Officer

b)

The investment instruments which it is intended to utilise during 2014/15 are
set out at Appendix 2 and the organisations to which the Authority will lend
are detailed at Appendix 3.

MINIMUM REVENUE PROVISION (MRP)
17.

MRP represents the amount that local authorities must set aside each year from their
revenue budget as a provision for the repayment of debt.

18.

As previously reported to Members, a change in statute governing the creation of
MRP came into force on 31 March 2008. Under regulation 27, 28, and 29 of the Local
Authorities (Capital Finance and Accounting) (England) Regulations 2003 [SI
2003/3146, as amended], the Authority was previously required to make an annual
MRP of 4% of its Capital Financing Requirement (CFR), with a slight adjustment for a
variation in the Adjusted Credit ceiling. Regulation 4(1) of the 2008 regulations
revises the requirements of paragraph 28 of the above statute and instead introduces
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the requirement for local authorities to make ‘prudent’ provision for the repayment of
debt from 2007/08 onwards.
19.

Four suggested options are outlined within the legislation inclusive of transitional
arrangements, although authorities may follow alternative approaches so long as
they can demonstrate they are prudent. The four options are:
a) Option 1 – Regulatory Method
MRP calculated at 4% CFR with an adjustment for variation in the credit ceiling.
b) Option 2 – CFR Method
A straight 4% of the Authority’s CFR.
For 2009/10 onward Options 1 & 2 may only be used for supported capital
expenditure and previously incurred debt.
c) Option 3 – Asset Life Method
This is the recommended option for unsupported capital expenditure under the
Prudential system, with two methods possible:
(i) equal instalment of principal – set aside an equal amount of MRP each
year over the life of the asset.
(ii) annuity method – MRP calculated according to the flow of benefits from
the asset, requiring calculation based on interest on loan repayments
d) Option 4 – Depreciation Method
MRP is calculated in line with depreciation policy.

20.

At the meeting of the Fire Authority on 30 June 2008, Members agreed the use of
Option 1 as a prudent MRP policy for application in 2007/08 and 2008/09, and have
in subsequent years agreed the use of Option 3 (i) as the preferred basis of
calculation for new unsupported capital expenditure.

21.

For 2014/15 it is proposed that Option 3 (i) is again adopted for calculating
required MRP provision for any new unsupported capital expenditure in line with
recommendations contained in the guidance and prudence. Adopting this policy
result in an MRP of £1.692m for 2014/15. This has been incorporated into
Medium-Term Financial Plan for 2014/15 onwards.

the
the
will
the

STRATEGIC PLAN COMPATIBILITY
22.

Treasury Management is an integral part of the financial management of the
Authority with Prudential Indicators providing a framework for the Authority to monitor
key elements of its financial position. Utilising approved Borrowing and Investment
Strategies, the Director of Finance and Assets/S.151 Officer will seek to minimise
borrowing costs and maximise investment income whilst adopting a prudent
approach to the Authority’s exposure to market risks, especially given the current
economic situation.
FINANCIAL/RESOURCES/VALUE FOR MONEY IMPLICATIONS

23.

The approach outlined within the report is aimed at achieving effective and efficient
management of the Authority’s financial resources and reflects a prudent approach to
the management of financial risk for the Authority.
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LEGAL IMPLICATIONS
24.

The Authority must comply with the requirements of the CIPFA Code of Practice on
Treasury Management and the Local Authorities (Capital Finance and Accounting)
(England) (Amendment) Regulations 2008. This report ensures such compliance.
EQUALITY IMPACT ASSESSMENT/HR IMPLICATIONS

25.

No direct issues arising from this report.
CORPORATE RISK MANAGEMENT IMPLICATIONS

26.

The formulation and application of a prudent Treasury Management Policy and MRP
provision ensures that the Authority effectively manages financial risks such as
exposure to interest rate changes and liquidity risk whilst minimising borrowing costs
and maximising investment income. It further ensures that sufficient levels of
resource are set aside for the repayment of debt. Effective treasury management is
key to making the best use of the Authority’s financial resources and thus the
successful delivery of its Strategic Plan.
HEALTH AND SAFETY IMPLICATIONS

27.

No direct issues arising.
COMMUNICATIONS ACTIONS ARISING

28.

No direct issues arising.
DETAILS OF CONSULTATION

29.

No direct issues arising.
BACKGROUND PAPERS AVAILABLE FOR ACCESS

30.

2014/15 Budget and Precept and Medium-Term Financial Plan 2014/15 to 2016/17 –
Report to Fire Authority 17 February 2014
Financial Planning 2014/15 Onwards – Report to Fire Authority 16 December 2013
Treasury Management Mid-year Update Report 2013/14 – Report to Fire Authority
16 December 2013
CIPFA Prudential Code (Revised 2011) and November 2012 update
The Local Authorities (Capital Finance and Accounting) (England) (Amendment)
Regulations 2008.
RECOMMENDATIONS RESTATED

31.

Members approve the Prudential Indicators for Treasury Management and Capital
Expenditure at paragraphs 14 and 15, the MRP calculated for 2014/15 at paragraphs
17-21 and Appendices 1, 2 and 3 of this report as the basis for the Authority’s
Treasury Management activities in 2014/15.
K WILSON

Officer Contact:

Kevin Wilson
 01482 567183
Director of Finance and Assets/S.151 Officer

Humberside Fire & Rescue Service
Summergroves Way
Kingston upon Hull
KW/MR/SJ
27 February 2014
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Appendix 1

Treasury Management Policy Statement 2014/15
1.

Introduction
This organisation defines its treasury management activities as:
‘The management of the organisation’s investments and cash-flows, its
banking and 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.’
The Authority 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.
Humberside Fire Authority acknowledges that effective treasury management will
provide support towards the achievement of its business and service objectives. It is
therefore committed to the principles of achieving value for money in treasury
management and to employing suitable, comprehensive performance measurement
techniques, within the context of effective risk management.

This Policy Statement incorporates:
•
•
•
•
•
•
•
•
2.

The current treasury position;
Prospects for interest rates;
The Borrowing Strategy;
Policy on borrowing and borrowing in advance of need;
Debt rescheduling;
The Investment Strategy;
Creditworthiness policy
Delegations to Director of Finance and Assets/S.151 Officer

Current Treasury Position
The Authority’s treasury portfolio position at 31/1/14 is detailed below.
£’000
Fixed Rate Borrowing
Variable Rate Borrowing
Total Borrowing

18,614
18,614

Total Investments

25,850
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3.

Prospects for Interest Rates
The Authority’s treasury advisors, Capita Asset Services have provided the following
table on Forecast interest and borrowing rates:
Annual
Average %
Mar 2014
Jun 2014
Sep 2014
Dec 2014
Mar 2015
Jun 2015
Sep 2015
Dec 2015
Mar 2016
Jun 2016
Sep 2016
Dec 2016
Mar 2017

Bank Rate
%
0.50
0.50
0.50
0.50
0.50
0.50
0.50
0.50
0.50
0.75
1.00
1.00
1.25

PWLB Borrowing Rates %
(including certainty rate adjustment)
5 year
25 year
50 year
2.50
4.40
4.40
2.60
4.50
4.50
2.70
4.50
4.50
2.70
4.60
4.60
2.80
4.60
4.70
2.80
4.70
4.80
2.90
4.80
4.90
3.00
4.90
5.00
3.10
5.00
5.10
3.20
5.10
5.20
3.30
5.10
5.20
3.40
5.10
5.20
3.40
5.10
5.20

PWLB = Public Works Loan Board (provider of loans to Local Authorities and other
bodies)
Capita Asset Services current interest rate view is that Bank Rate: •
•

4.

Is forecast to commence rising in Quarter 2 of 2016
It is then expected to continue rising steadily from thereon

Economic Background

Until 2013, the economic recovery in the UK since 2008 had been the worst and slowest
recovery in recent history. However, growth has rebounded during 2013 to surpass all
expectations, propelled by recovery in consumer spending and the housing market. Forward
surveys are also currently very positive in indicating that growth prospects are strong for
2014, not only in the UK economy as a whole, but in all three main sectors, services,
manufacturing and construction. This is very encouraging as there does need to be a
significant rebalancing of the economy away from consumer spending to construction,
manufacturing, business investment and exporting in order for this start to recovery to
become more firmly established. One drag on the economy is that wage inflation continues
to remain significantly below CPI inflation so disposable income and living standards are
under pressure, although income tax cuts have ameliorated this to some extent. This
therefore means that labour productivity must improve significantly for this situation to be
corrected by the warranting of increases in pay rates. The US, the main world economy,
faces similar debt problems to the UK, but thanks to reasonable growth, cuts in government
expenditure and tax rises, the annual government deficit has been halved from its peak
without appearing to do too much damage to growth.
The current economic outlook and structure of market interest rates and government debt
yields have several key treasury management implications:
•

As for the Eurozone, concerns have subsided considerably in 2013. However,
sovereign debt difficulties have not gone away and major concerns could return
in respect of any countries that do not dynamically address fundamental issues
of low growth, international uncompetitiveness and the need for overdue
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reforms of the economy (as Ireland has done). It is, therefore, possible over the
next few years that levels of government debt to GDP ratios could continue to
rise to levels that could result in a loss of investor confidence in the financial
viability of such countries. This could mean that sovereign debt concerns have
not disappeared but, rather, have only been postponed. Counterparty risks
therefore remain elevated. This continues to suggest the use of higher quality
counterparties for shorter time periods;
•

Investment returns are likely to remain relatively low during 2014/15 and beyond;

•

Borrowing interest rates have risen significantly during 2013 and are on a rising
trend. The policy of avoiding new borrowing by running down spare cash balances
has served well over the last few years. However, this needs to be carefully
reviewed to avoid incurring even higher borrowing costs, which are now looming
ever closer, where authorities will not be able to avoid new borrowing to finance
new capital expenditure and/or to refinance maturing debt, in the near future;

•

There will remain a cost of carry to any new borrowing which causes an increase in
investments as this will incur a revenue loss between borrowing costs and
investment returns.
The S.151 Officer’s view broadly concurs with the views of Capita Asset Services but
would like to remind Members of the continuing volatility in the market and that there
are still a great many influences that could impact on bank rates.

5.

Borrowing Strategy
The Authority’s 31 March 2015 gross debt position will be £18,695k against a
2014/15 Capital Financing Requirement (CFR) of £23,061k. The Authority based on
these projections will be slightly internally borrowed by 31 March 2015 as there is no
intention to take additional borrowing during the financial year.
Clearly, this position will be kept under continuous review as events and
circumstances change.

6.

Policy on borrowing and borrowing in advance of need
The Authority 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 considered carefully to ensure value for money can be demonstrated
and that the Authority can ensure the security of such funds.
In determining whether borrowing will be undertaken in advance of need the
Authority will:
•

•
•
•
•

ensure that there is a clear link between the capital programme and maturity
profile of the existing debt portfolio which supports the need to take funding in
advance of need;
ensure the ongoing revenue liabilities created, and the implications for the future
plans and budgets have been considered;
evaluate the economic and market factors that might influence the manner and
timing of any decision to borrow;
consider the merits and demerits of alternative forms of funding;
consider the alternative interest rate bases available, the most appropriate
periods to fund and repayment profiles to use.
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7.

Debt Rescheduling
As short term borrowing rates will be considerably cheaper than longer term fixed
interest rates, there may be potential opportunities to generate savings by switching
from long term debt to short term debt. However, these savings will need to be
considered in the light of the current treasury position and the size of the cost of debt
repayment (premiums incurred).
The reasons for any rescheduling to take place will include:
•
•
•

the generation of cash savings and / or discounted cash flow savings;
helping to fulfil the treasury strategy;
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 Authority, at the earliest meeting following its
action
8.

Annual Investment Strategy
Investment Policy
The Authority will have regard to DCLG’s Guidance on Local Government
Investments (“the Guidance”) and the 2011 revised CIFPA Treasury Management in
Public Services Code of Practice and Cross Sectoral Guidance Notes (“the CIPFA
TM Code”). The Authority’s investment priorities will be security first, liquidity
second, then return.
The Authority will also aim to achieve the optimum return on its investments
commensurate with proper levels of security and liquidity. The risk appetite of this
Authority is low in order to give priority to security of its investments and the aim of
the Strategy is to generate a list of highly creditworthy counterparties which will allow
diversification and thus avoidance of concentration risk.
The borrowing of monies purely to invest or on-lend and make a return is unlawful
and this Authority will not engage in such activity.
Investment instruments identified for use in the financial year are listed below under
the ‘Specified’ and ‘Non-Specified’ Investments categories. Counterparty limits will be
as set through the Authority’s Treasury Management Practices – shown in Appendix
3.
Importantly the acquisition of share capital or loan capital in any body corporate is
defined as capital expenditure under Section 16(2) of the Local Government Act
2003. Such investments will have to be funded out of capital or revenue resources
and will be classified as ‘non-specified investments’. As a result no such investment
instruments, such as equities, are included within Appendix 2.
Investment Objectives
The general policy objective for this Authority is the prudent investment of its treasury
balances. This includes monies borrowed for the purpose of expenditure in the
reasonably near future (i.e. borrowed 12-18 months in advance of need). The
Authority’s investment priorities are:
(a) the security of capital and
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(b) liquidity of its investments.
The Authority will aim to achieve the optimum return on its investments
commensurate with the proper levels of security and liquidity.
Creditworthiness policy and Approved Lending List
To enable the Treasury Management activity to be carried out on a daily basis, it is
necessary for the Authority to approve organisations in which surplus funds can be
invested. Appendix 3 recommends a list of such types of organisations to be used
during 2014/15 and sets out the maximum amount, which can be invested in each
applicable organisation individually. Where an organisation has subsidiaries, it is
recommended that, to minimise the Authority’s exposure, the limits are set for the
group as a whole.
As previously reported to Members, the Authority has revised its methods of
assessing institutional risk in conjunction with advice from its Treasury Management
advisors Capita Asset Services and in line with the recommendations contained
within the revised Code.
The Authority uses the creditworthiness service provided by its advisor Capita Asset
Services. This service has been progressively enhanced and now uses a
sophisticated modelling approach with credit ratings from all three rating agencies;
Fitch, Moody’s and Standard and Poor’s forming the core element. However, it does
not rely solely on the current credit ratings of counterparties but also uses the
following as overlays: •
•
•

credit watches and credit outlooks from credit rating agencies;
CDS spreads to give early warning of likely changes in credit ratings;
sovereign ratings to select counterparties from only the most creditworthy
countries.

Credit ratings are used by investors as indications of the likelihood of getting their
money back in accordance with the terms on which they invested. For short term
investments, FITCH IBCA rates each organisation by one of the following:
F1+
F1
F2
F3
B
C
D

exceptionally strong credit quality
high credit quality
good credit quality
fair credit quality
some risk of default
high risk of default
will, or has already, defaulted

Long term ratings are also provided with “AAA” being the strongest and “D” the
weakest.
The recommended criteria and lending limits for counterparties are shown in
Appendix 3.
Using Capita Asset Services’ modelling approach combining credit ratings, credit
watches, credit outlooks and CDS spreads in a weighted scoring system results in a
series of colour code bands which indicate the relative creditworthiness of
counterparties. These colour codes are also used by the Authority to determine the
duration for investments and are therefore referred to as durational bands. The
Authority is satisfied that this service now gives a much improved level of security for
its investments. It is also a service which the Authority would not be able to replicate
using in house resources.
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The selection of counterparties with a high level of creditworthiness will be achieved
by selection of institutions down to a minimum durational band within Capita Asset
Services’ weekly credit list of worldwide potential counterparties.
All credit ratings will be monitored on a weekly basis using Capita Asset Services’
weekly lists, supplemented by daily review of any updates provided. The Authority is
alerted to changes to ratings of all three agencies through its use of the Capita Asset
Services creditworthiness service.
•

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

•

In addition to the use of Credit Ratings the Authority 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 Authority’s lending list.

Sole reliance will not be placed on the use of this external service. In addition this
Authority will also use market data and information, information on government
support for banks and the credit ratings of that government support.
It should be noted that the selecting of organisations in this way is not infallible, as
recent events have highlighted. It is however, a justifiable method of selection, and
when taken together with a maximum limit of £3M with any one organisation is
considered prudent. This maximum limit equates to approximately 15% of the funds
the Authority expects to have invested during 2014/15.
It is proposed to have a single exception to the £3M limit. For investments placed
with the Debt Management Office (DMO), which it is proposed has no limit (as the
DMO is part of Government). This would allow the Authority greater flexibility in
placing investments with suitable institutions
Investment balances / Liquidity of investments
Based on its cash flow forecasts, the Authority anticipates its fund balances during
2014/15 to start at about £28M.
100% of the Authority’s investments will continue to be held in short-term deposits,
i.e. maturing within 12 months.
Investment Strategy
Investments will accordingly be made with reference to the core balance and cash
flow requirements and the outlook for short-term interest rates. All investment will be
held within 364 days, taking advice from Capita Asset Services’ creditworthiness
service on maximum investment durations.
End of year Investment Report
At the end of the financial year, the Director of Finance and Assets/S.151 Officer will
prepare a report on investment activity as part of the Annual Treasury Report.
9.

Policy on the use of external service providers
The Authority uses Capita Asset Services as its external treasury management
advisors.
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In addition, day-to-day management of the Authority’s investment and borrowing
transactions are undertaken by the Treasury Management section within Hull City
Council. Officers from this team will comply with the Authority’s Treasury
Management Strategy when arranging transactions on behalf of the Authority.
The Authority recognises that responsibility for treasury management decisions
remains with the organisation at all times and will ensure that undue reliance is not
placed upon our external service providers.
10.

Role of the Section 151 Officer and Delegated Powers
The S.151 Officer will be responsible for:
•
•
•
•
•
•
•
•

recommending clauses, treasury management policy/practices for approval,
reviewing the same regularly, and monitoring compliance
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
recommending the appointment of external service providers.

The Director of Finance and Assets/S.151 Officer has the delegated powers to
manage all money market, banking and similar transactions including the taking of
loans and the placing of investments.
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No

Share/Loan
Capital?

No

Yes

Yes

Repayable/
Redeemable
Within 12
Months?
Yes

AAA

See Appendix 3
for details.

High security
although LA’s
not credit rated.

Security/
Credit Rating

NO

NO

NO

Capital
Expenditure?

In-house

In-house

In-house

Circumstance of
Use

The period of
investment may not
be determined at
the outset but
would be subject to
cash flow and
liquidity
requirements

1 year

1 year

Maximum period

All investments listed below will be sterling-denominated.

Monitoring of credit ratings: All credit ratings will be monitored weekly. If a counterparty or investment scheme is downgraded with the result
that it no longer meets the Authority’s minimum credit criteria, the use of that counterparty/investment scheme will be withdrawn for future
transactions.

Money Market Funds
These funds do not have any
maturity date

Term deposits with creditNo
rated deposit takers (banks
and building societies),
including callable deposits, with
maturities up to 1 year

Term deposits with the UK
government or with English
local authorities (i.e. local
authorities as defined under
Section 23 of the 2003 Act)
with maturities up to 1 year

SPECIFIED INVESTMENTS
Investment

Appendix 2
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(A) (i) Certainty of rate
of return over period
invested. (ii) No
movement in capital
value of deposit
despite changes in
interest rate
environment.

Term deposits
with credit
rated deposit
takers (banks
and building
societies) with
maturities
greater than 1
year

(B) (i) Illiquid: as a
general rule, cannot be
traded or repaid prior to
maturity.
(ii) Return will be lower
if interest rates rise
after making the
investment.
(iii) Credit risk :
potential for greater
deterioration in credit
quality over longer
period

(A) Why use it?
(B) Associated risks?

Investment

Share/
Loan
Capital
?
No

Repayable/
Redeemable
Within 12
Months?
No

All investments listed below must be sterling-denominated.

NON-SPECIFIED INVESTMENTS

Security/
Min.
credit
Rating **
Varied –
See
Appendix
3
NO

Capital
Spend?

To be used inhouse but only
following
consultation with
the Director of
Finance and
Assets/S.151
Officer

Circumstance of
Use

0%

Max % of
Overall
Investment

5 Years

Maximum
Maturity of
Investment

Appendix 2 (cont.)
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Forward
deposits with
credit rated
banks and
building
societies for
periods > 1
year (i.e.
negotiated deal
period plus
period of
deposit)

Callable
deposits with
credit rated
deposit takers
(banks and
building
societies) with
maturities
greater than 1
year

(B) (i) Credit risk is
over the whole period,
not just when monies
are actually invested.
(ii) Cannot renege on
making the investment
if credit rating falls or
interest rates rise in the
interim period.

(B) (i) Illiquid – only
borrower has the right
to pay back deposit;
the lender does not
have a similar call. (ii)
period over which
investment will actually
be held is not known at
the outset. (iii) Interest
rate risk: borrower will
not pay back deposit if
interest rates rise after
deposit is made.
(A) (i) Known rate of
return over period the
monies are invested ~
aids forward planning.

(A) (i) Enhanced
income ~ Potentially
higher return than
using a term deposit
with similar maturity.

No

No

No

No

See
Appendix
2

See
Appendix
3

NO

NO

To be used inhouse only after
consultation/ with
the Director of
Finance and
Assets/S.151
Officer

To be used inhouse but only
following
consultation with
the Director of
Finance and
Assets/S.151
Officer

0%

0%

5 years

5 years
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Appendix 3
APPROVED ORGANISATIONS FOR ONLENDING OF SURPLUS FUNDS

BANKS AND BUILDING SOCIETIES

Institution

FITCH IBCA short
term rating

UK Clearing banks and subsidiaries and counterparties
in AAA Sovereign rated non-Eurozone countries
UK Clearing banks and subsidiaries
UK Building societies
UK Building societies

Lending Limit

F1+

£3m

F1
F1+
F1

£2m
£3m
£2m

Notes:
1.

Where an organisation remains as either F1+ or F1 rated, but its CDS status is categorised by
Capita Asset Services as ‘monitoring’, investments will not exceed Capita Asset Services’
recommended duration.

2.

Where CDS data is categorised as ‘out of range’ there will be no further investment until such
time as it falls back within range.

DEBT MANAGEMENT OFFICE (DMO) ACCOUNT

£No limit

OTHER LOCAL, FIRE & POLICE AND CRIME COMMISSIONERS

£2m limit (each)

MONEY MARKET FUNDS

£1m limit (each)*

* Subject to maximum investment in total of £3M

Individual Lending Limits will be kept under review and may in future be revised based on the overall
level of investments held by the Authority.
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