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1.

Introduction

1.1 : Background
CIPFA defines Treasury Management as:
“The management of the local authority’s investments and cash flows, its banking, money market and capital
market transactions; the effective control of the risks associated with those activities; and the pursuit of
optimum performance consistent with those risks.”
The Council is required to operate a balanced budget, which broadly means that cash raised during the
year will meet cash expenditure. Part of the treasury management operation is to ensure that this cash flow
is adequately planned, with cash being available when it is needed. Surplus monies are invested in low
risk counterparties or instruments commensurate with the Council’s low risk appetite (security is
paramount), providing adequate liquidity initially before considering investment return.
The second main function of the treasury management service is the funding of the Council’s capital
plans. These capital plans provide a guide to the borrowing need of the Council, essentially the longer
term cash flow planning to ensure that the Council can meet its capital spending obligations. This
management of longer term cash may involve arranging long or short term loans, or using longer term cash
flow surpluses. On occasion, any debt previously drawn may be restructured to meet the Council’s risk or
cost objectives.
1.2 : Legislative Framework and Guidance
The Local Government Act 2003 and supporting regulations requires the Council to ‘have regard to’ the
CIPFA Prudential Code and the CIPFA Treasury Management Code of Practice ( s e e k e y p r i n c i p l e s
i n a p p e n d i x 1 ) to set Prudential and Treasury Indicators for the next three years to ensure that the
Council’s capital investment plans are affordable, prudent and sustainable.
The Act therefore requires the Council to set out its treasury strategy for borrowing and to prepare an
Annual Investment Strategy which sets out the Council’s policies for managing its investments and for giving
priority to the security and liquidity of those investments. This is contained within the Treasury Management
Investment Strategy. This strategy also draws on the MHCLG’s guidance on Investments which along with its
guidance on Minimum Revenue Provision and CIPFA’s codes forms the framework for the Prudential System.
CIPFA’s Codes and the MHCLG Guidance were both reviewed in 2017/18. The objective of the review was to
respond to the expansion of local authority investment activity and the purchase of non-financial investments,
particularly property. From 2019/20 local authorities have been required to produce a Capital Strategy which is
intended to provide the following:




An overview of capital expenditure (priorities and ambition) and how capital financing / treasury
contribute to the provision of services
An assessment of risks and rewards and how associated risk will be managed
Demonstrating such activity is proportional and consideration of the implications for long term financial
sustainablity

This detail will be included in our Capital Investment & Disposal Strategy with this document focusing on
traditional financial treasury investments.
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2.

Strategic Outcomes

The main objectives of the Treasury Management Strategy are:







To effectively manage and control the risks associated with treasury management activities
giving regard to the Code, and all relevant legislation, criteria and limits set within this report.
To ensure that sufficient cash is available to enable the Council to discharge its financial
obligations when they become due.
To undertake all borrowing at or below budgeted rates on the basis of best value, and also
seek opportunities to reduce the cost of servicing existing debt.
To minimise the cost of any temporary borrowing (which is required for day to day cash flow
reasons).
To invest prudently having regard to the security and liquidity of Investments and the
predictability of returns.
To aim to achieve the optimum return on investments commensurate with proper levels of
security and liquidity.

3.

Strategy

3.1

Borrowing Strategy

3.1.1 : Borrowing / Capital Financing Requirement
The Council’s capital expenditure plans are a key driver of treasury management activity. Future capital
expenditure plans are outlined in a separate report to Cabinet on 12th February. Capital expenditure can be
funded by external grants and contributions, capital receipts and by revenue contributions. The gap
between planned capital spend and existing resources results in a funding requirement which will need to
be met by borrowing. A summary of the estimated potential long term borrowing requirements to fund new
capital expenditure included in future budgets is shown in Table 1. The 2019/20 requirement includes rephasing from previous years’ programmes.
Table 1 : Capital Expenditure - Borrowing

Current
2019/20
£000
42,108

Estimate
2020/21
£000
19,539

Estimate
2021/22
£000
19,975

Estimate
2022/23
£000
11,580

Invest to Save & Treasury Schemes

51,823

20,455

7,338

1,530

Total

93,931

39,994

27,313

13,110

Mainstream Capital Programme

The Council continues to maintain an under-borrowed position (£105.9 million in our accounts to 31/3/19). The
Council has used its balance sheet strength to internally fund this expenditure from t h e c a s h
s u p p o r t i n g its accumulated reserves and balances. As these reserves and balances are utilised for
the purpose for which they were originally intended, the Council will need to borrow from external sources.
The Council’s Capital Financing Requirement (CFR) is the historic outstanding capital expenditure which
has not yet been paid for from either revenue or capital resources. It is essentially a measure of the
Council’s underlying borrowing need.
Any capital expenditure which has not immediately been funded will increase the CFR. T h i s w i l l n o t
i n c r e a s e i n d e f i n i t e l y a s t he Council charges its revenue account with a prudent amount each year to
rochdale.gov.uk
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adequately cover its debt repayment obligations and charge this capital expenditure through to its revenue
account over the useful life of the assets purchased. This is known as Minimum Revenue Provision (MRP)
– see section 3.5 for further details. The projected movement in the CFR is shown in Table 2.
Table 2 : Capital Financing Requirement

Current
2019/20
£000
417,257

Estimate
2020/21
£000
496,598

Estimate
2021/22
£000
519,364

Estimate
2022/23
£000
527,861

93,931

39,994

27,313

13,110

MRP (including External Debt Repayment)

(14,590)

(17,228)

(18,816)

(18,680)

Closing CFR

496,598

519,364

527,861

522,291

Less PFI Financing Leases

(95,813)

(92,137)

(88,201)

(83,970)

Underlying Borrowing Requirement

400,785

427,227

439,660

438,321

Opening CFR
Capital Spend - Borrowing (Includes Re-Phasing)

The CFR includes the Council’s Private Finance Initiative (PFI) long term liabilities. Such schemes include
a borrowing facility which is the responsibility of the contractor. The Council is not required to borrow
separately to finance these schemes. Therefore PFI schemes are deducted from the overall CFR to
produce the Council’s own underlying borrowing requirement.
3.1.2 : Current Portfolio Position
The Council’s projected borrowing need alongside forecast external borrowing is summarised in table 3:
Table 3 : Forecast Borrowing Requirement

Underlying Borrowing Requirement

Current
2019/20
£000
400,785

Estimate
2020/21
£000
427,227

Estimate
2021/22
£000
439,660

Estimate
2022/23
£000
438,321

Estimated External Borrowing

(220,931)

(307,340)

(327,285)

(327,468)

Internal Borrowing

179,854

119,887

112,375

110,853

Less Short Term Investments

(40,000)

(40,000)

(40,000)

(40,000)

Net Borrowing Requirement

139,854

79,887

72,375

70,853

The Prudential Code states that authorities should ensure that, over the medium-term, net borrowing should
only be for a capital purpose. This means that net external borrowing should not, except in the shortterm, exceed the capital financing requirement for the previous year plus the additional CFR for the
current and next two years. This allows some flexibility for limited early borrowing for future years, but
ensures that borrowing is not undertaken for revenue purposes.
Table 3 shows that the Council does not envisage any problem in meeting this prudential indicator during the
period covered by this report (the highlighted line). An overall under borrowed position will be maintained.
This position will be monitored with reference to our balance sheet review (ie the overall movement of our
reserves and balances) and expected movements in interest rates.
rochdale.gov.uk
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3.1.3 : Treasury Indicators – Limits to Borrowing Activity
The Operational Boundary represents a maximum limit on the anticipated level of external borrowing. Its
value is calculated with reference to:






Current outstanding debt (including internal borrowing).
Estimates of the authority’s capital investment plans.
The potential requirement to refinance and/or restructure loans.
Possible third party loans.
An allowance for temporary borrowing arising from normal day to day cashflow fluctuations.

The Code states that occasional and temporary breaches of the Operational Boundary, whilst not ideal,
are acceptable if it is prudent to do so. It is recommended that delegated authority be given to the Chief
Finance Officer to approve a breach where it would be advantageous to the Council. This would be reported
to Cabinet at its next meeting following the event. Projected movements in our Operational Boundary are
shown in Table 4:
Table 4: Operational Boundary &
Authorised Limit

Current
2019/20
£000

Estimate
2020/21
£000

Estimate
2021/22
£000

Estimate
2022/23
£000

Operational Boundary

521,428

545,332

554,254

548,406

Authorised Limit

648,806

672,022

670,657

643,922

The Authorised Limit for external borrowing represents a control on our maximum level of borrowing. This
represents a legislative limit (Local Government Act 2003) beyond which external borrowing is prohibited.
The Operational Boundary is the start point for the calculation of the Authorised Limit to which sufficient
headroom is added to accommodate such issues as unusual cash movements, borrowing in advance of
need and the early maturity of commercial debt with repayment options ( Lender Option Borrower Option
– LOBOs).
Under proposals to amend IFRS16 from 2020/21 operating leases may need to be included on our
balance sheet. This would effectively increase our CFR which would have a knock-on effect on our
operational boundary and authorised limit. At this stage the changes are not expected to have a
significant effect – any changes will be reported once the detailed impact is known.
The graph below summarises the projected relationship between our key treasury debt indicators.
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Forecast Debt Indicators
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3.1.4 : Interest Rates
The Council has appointed L i n k A sset Services (LAS) as its Treasury Advisor. Part of that service is to
assist the Council to formulate a view on interest rates. Table 5 summarises LAS’s view on future interest
rates:
Table 5 : Interest Rates
Bank of England Base Rate
5 Year PWLB Rate
10 Year PWLB Rate
25 Year PWLB Rate
50 Year PWLB Rate

Mar-20
%
0.75

Jun-20
%
0.75

Sep-20
%
0.75

Dec-20
%
0.75

Mar-21
%
1.00

Mar-22
%
1.00

Mar-23
%
1.25

2.40
2.70
3.30
3.20

2.40
2.70
3.40
3.30

2.50
2.70
3.40
3.30

2.50
2.80
3.50
3.40

2.60
2.90
3.60
3.50

2.90
3.20
3.90
3.80

3.20
3.50
4.10
4.00

The PWLB rates quoted above are net of HM Treasury’s Certainty Rate which was introduced on 1st
November 2012. The authority benefits from a 0.2% reduction to the standard rate in return for providing
information about its future borrowing plans. They include the PWLB’s increase to their margin over gilt yields
by 100 basis points to 180 basis points announced on 9th October 2019.
The price of borrowing undertaken by the Council is influenced by the prices of sovereign debt, or gilts,
traded on the gilt market. Movements in the prices of gilts are influenced by a combination of UK and
global inflation expectations, interest rate forecasts and the effects of supply and demand which is
rochdale.gov.uk
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dependent upon economic factors and market sentiment. The following factors will all contribute to the
possibility of sharp changes in investor sentiment and increased volatility:






Continuing uncertainties around Brexit
A possible resurgence of the Eurozone sovereign debt crisis
The geo-political environment
The likelihood of increased US protectionism, its general economic and interest rate policy
Slowdowns in the growth of the Chinese and other emerging economies

Rates are currently relatively low though they are expected to slowly rise in the short / medium term.
The Council’s borrowing strategy will consider borrowing in the following forms:
The cheapest borrowing will generally be internal borrowing by running down cash balances (from
reserves and balance sheet strength) and foregoing interest earned from investments at historically low
rates in a relatively high risk environment. The Council will continue to pursue this policy in 2020/21.
However, in view of the overall forecast for long term borrowing rates to increase over the next few years,
consideration will also be given to weighing the short term advantages of internal borrowing against potential
increased long term costs. This decision will be influenced by the ‘cost of carry’ (the difference between
current borrowing and investment rates) which will be considered against the backdrop of uncertainty and
affordability constraints, taking into account the Council’s overall financial position.
Prior to the October decision to increase margins over gilt yields, the Council would h a v e expected to carry
out most of its permanent borrowing from the PWLB, as the interest rates were generally the cheapest
available, rates can be fixed for the term of the loan to provide greater certainty and the borrowing process is
relatively simple. Following this margin increase however, the Council may need to consider alternative
borrowing options.
The option of temporary a n d s h o r t e r t e r m borrowing from other public authorities will continue in
2020/21 to match cashflow requirements during the year. Longer term rates will be monitored in consultation
with our advisors and longer term rates locked in to if a sustained upward movement in rates is expected.
The Council is also looking at the possibility of commercial loans from financial institutions (often insurance
companies and pension funds) and some banks. These will be considered on a comparative basis with
equivalent PWLB debt and may be selected if they are thought to offer best value and conform to the
Council’s borrowing strategy. The market for these loans had been relatively stagnant but new entrants are
expected given their increased ability to compete with PWLB rates.
The Council will also consider borrowing from the Municipal Bonds Agency, supranational banks, capital market
bond investors and other institutions approved by the Prudential Regulation Authority. The extent to which any
of these options proves to be cheaper than PWLB rates is still evolving at the time of writing but the Council’s
advisors and the institutions themselves will advise accordingly.
The Council’s main 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 funding is required.
If possible, we plan to borrow small amounts at regular intervals to average out the cost of borrowing whilst also
seeking to limit the cost of carry.
Given the overall size of past capital programmes, the relatively long maturity profile of existing debt and
the current ratio of MRP compared to actual loan repayments, it is envisaged that relatively short / medium
rochdale.gov.uk
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term equal instalment repayment loans (in which part of the loan principal is paid off each year as well as
interest) will be taken for future borrowing, although this will be balanced by the greater certainty offered by
longer term maturity loans.
Further considerations to achieve the objectives are as follows:


Give due consideration to the impact of new borrowing or debt restructuring on the Council’s
debt maturity profile and the associated implications for interest rate risk and the Authority’s
balance sheet.



Continue to seek out new products that may become available in the debt market that are
suitable for Local Authority purposes. One option to be explored is the use of bond placements
to raise funding, possibly working alongside other local authorities or the Municipal Bond
Agency to share costs and attract investors.



Consider and mitigate the effects of developments in Accounting Standards on the Council’s
income and expenditure account which may be created by borrowing decisions.



Look to arrange forward starting loans during 2020/21 where the interest rate is fixed, but cash
received in future years. This would enable certainty of cost to be achieved without a cost of carry
in the intervening period.

In normal circumstances the main sensitivities of the forecast are likely to be the two scenarios noted below.
Council officers, in conjunction with the treasury advisors, will continually monitor both the prevailing interest
rates and the market forecast, adopting the following responses to a change of sentiment:


If it were felt that there would be a significant 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.



If it were felt that there would be a significant sharp RISE in long and short term rates than
those 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 reappraised, with the likely action that fixed rate funding will be drawn whilst interest rates were
still relatively low.

3.1.5 : Policy on Borrowing in Advance of Need
The Council will not borrow more than or in advance of its need, purely in order to profit from the investment
of the extra sums borrowed. Any decision to borrow in advance will be within 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.
3.1.6 : 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
rochdale.gov.uk
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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).

The Council will also consider whether 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.
3.1.7 : Debt Related Budgets
Table 8 summarises external interest charges for the treasury function on our managed debt portfolio.
Table 8 Interest Budget

Current
2019/20
£000

Estimate
2020/21
£000

Estimate
2021/22
£000

Estimate
2022/23
£000

Full Provision
Total Loan Interest Budget
Less Contributions from Invest to Save Schemes
Net Interest Budget

13,388
(2,481)
10,907

14,628
(2,956)
11,672

15,445
(3,746)
11,699

15,762
(3,851)
11,911

BSR - Maintain Internal Borrowing
Interest Cost with Internal Borrowing

(4,129)
6,778

(4,414)
7,258

(4,138)
7,561

(4,082)
7,829

315

357

355

318

Additional Cost 0.25% Increase

The Council makes full provision for the cost of externalising its current internally borrowed position. However,
it is unlikely that this will occur fully in the period covered by this report. A balance sheet review (BSR) has
been undertaken looking at relative movements in reserves, expected capital expenditure and borrowing to
determine the rate at which this is likely to occur. The table above shows estimates of the potential savings
to the revenue interest budget as a consequence of maintaining our internally borrowed position (to some
extent) into the future. These savings will support revenue balances in the future – the estimated level has
been taken into account by the Chief Finance Officer when reviewing our overall budget.
The table also shows the risk to the revenue interest budget (at full provision) of an increase of 0.25% in the
interest rate used to set our overall capital financing budget. The possible rise in rates will be regularly
monitored and appropriate action taken to mitigate this risk.

3.2

Investment Strategy

The MHCLG and CIPFA have extended the meaning of ‘investments’ to include both financial and nonfinancial investments. This report deals solely with financial investments, (as managed by the treasury
management team). Non-financial investments, essentially the purchase of income yielding assets, are
covered in the Capital Investment & Disposal Strategy, (a separate report).
rochdale.gov.uk
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The Council holds significant investment funds, representing income received in advance of expenditure plus
reserves and balances held.
The Council’s investment priorities will be security of capital first, liquidity second and then return.
To achieve these aims the Council will ensure that it maintains a policy to:




Outline its criteria for choosing investment counterparties with adequate security (and their
subsequent monitoring)
Determine the maximum time for which funds may prudently be committed
Determine the categories of investment types it will place funds in.

3.2.1 : Creditworthiness Policy
The risk appetite of the Council is low in order to give priority to the security of its investments.
The Chief Finance Officer will maintain a counterparty list in compliance with specified criteria and will
revise the criteria and submit them to Council for approval as necessary.
Table 7 shows the minimum long and short term ratings that the Council will adhere to in making its
investments.
Table 7 : Credit Ratings
Institution Type

Fitch Rating
(Minimum)
Long
Short
Term
Term

LOWER OF
OR

Moody’s Rating
(Minimum)
Long
Short
Term
Term

UK Banks and Building Socities

A-

and

F1

A3

and

P2

Other International Banks

AA-

and

F1

Aa3

and

P1

Debt Management Agency Deposit Facility

N/A

N/A

N/A

N/A

Local (including GM/GMCA), Fire & Police Authorities

N/A

N/A

N/A

N/A

The Council also uses the creditworthiness service provided by L AS. This service has been progressively
enhanced over recent years and now uses a sophisticated modelling approach with credit ratings from all
three rating agencies – Fitch, Moody’s and Standard & Poors - 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

Credit Default Swap (CDS) spreads to give early warning of likely changes in credit ratings

Sovereign ratings to select counterparties from only the most creditworthy countries
The end product of this process is a series of colour coded bands which indicate each counterparty’s
relative creditworthiness and the possible length of any Council investment.
All credit ratings will be monitored weekly. The Council is alerted to changes to ratings of all three
rochdale.gov.uk
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agencies through its use of the L AS creditworthiness service. We are also told which counterparties
have moved to negative/positive watch and which may be closest to a possible downgrade.
When downgrade results in the counterparty / investment no longer meeting the Council’s minimum
criteria, current investments will be recovered at the earliest opportunity and further use of the counterparty
will be withdrawn.
In practice, the Council will use a combination of its own creditworthiness ratings and Link’s scoring system /
advice as well market data and the financial press to establish an on-going counterparty list. On occasion, fine
tuning by an individual credit rating agency can lead to a counterparty temporarily being reduced below the
Council’s Credit Criteria (on one factor) yet maintaining a high overall score using Link’s system (or vice versa).
In this instance an overall view will be taken on the merit of the counterparty and its continued use. Such
rare instances will be reported as part of the next possible Financial Update Report.
Potential global financial industry wide changes and economic uncertainty will continue to impact on credit
ratings and their volatility during 2020/21. It is therefore recommended that delegated approval be given to
the Chief Finance Officer to temporarily suspend the Council’s own creditworthiness criteria in favour of a
revised the modelling approach agreed with our financial advisors.
3.2.2 : Money Market Funds
Money Market Funds (MMF) and UK Gilt Funds with high credit ratings will continue to be used for shortterm cash investments where they provide an opportunity of reasonable returns combined with exceptional
liquidity. MMFs invest in a portfolio of short term, high quality debt instruments, helping the Council to
spread its risk exposure. MMFs are managed and rated by the credit agencies within very specific
guidelines.
For the purposes of investing in MMFs and UK Gilt Funds, the definition of ‘high credit rating’ will cover
those funds that are rated as triple-A (AAA) by the main credit rating agencies which can be established
from information supplied by LAS and SunGard (a specialist investment platform used to place funds).
The introduction of EU directives and changes to regulations relating to Net Stable Funding and Liquidity
Coverage Ratios came into force in January 2019 with the intention of placing more stringent criteria on funds
to make them more resilient and stable in the event of a market crisis and less vulnerable in case of ‘runs’
on the fund.
Structurally, funds will be split into three broad categories:




Constant Net Asset Value (CNAV)
Low Volatility Net Asset Value (LVNAV)
Variable Net Asset Value (VNAV)

The Council will look to utilise all three types of fund if they are deemed to be appropriate and match our
security / risk appetite criteria. We will continue to benchmark funds to manage risk as conditions in this
market change.
We will look to utilise enhanced money market funds which pay an enhanced rate for reduced liquidity if this
is suitable for our needs.

rochdale.gov.uk
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The Council has elected to opt up to professional status to comply with the Markets in Financial Instruments
Directive II to continue dealing with MMFs, brokers and individual financial institutions where appropriate.
This will be reviewed on an annual basis.
3.2.3 : UK Building Societies
UK Building Societies are now included within our main credit rating criteria. As an additional safeguard
investments will only be made with a building society which has assets in excess of £1,000m.
3.2.4 : Investment Limits
The day to day cash requirements needed to fund general revenue and capital expenditure will continue to
be managed on a proactive basis by the treasury function. Cashflow forecasting produced by the Council will
be used to ensure that investments are placed for the most relevant period. This is to ensure sufficient liquid
resources are available to meet its financial obligations, whilst achieving the optimum return on investments
commensurate with proper and emphasised levels of security and liquidity.
The monetary limits for institutions on the Council’s counterparty lists are shown in table 8 . In certain
special circumstances, authority is delegated to the Chief Finance Officer to exceed our normal day to day
limits. This might include the risk of the removal or capping of our borrowing powers by Central
Government or the threat of imminent significant increases to PWLB interest rates. This would ensure that
the Council can still place money with the relatively few counterparties of highest creditworthiness in case
of the requirement to borrow in advance of absolute need to achieve value for money for the Council. Any
instance of the Special Circumstances Limits being actioned will be reported retrospectively to Cabinet.
Table 8 : Investment Limits

Fitch Rating

OR

Moody's

Normal
Investment Limit

Special
Circumstances
Limit

Institution

(Long Term)

(Long Term)

Banks and Building Societies

AA- and above

Aa3 and above

£12,000,000

£15,000,000

Banks and Building Societies

A-, A and A+

A3 to A1

£8,000,000

£12,000,000

Council's Banker - Barclays

n/a

n/a

£15,000,000

£20,000,000

£16,000,000

£25,000,000

Bank Group Overall Limit
Money Market Fund

AAA

AAA

£12,000,000

£15,000,000

Treasury Bills

n/a

n/a

£30,000,000

£50,000,000

Debt Management Office

n/a

n/a

No Limit

No Limit

Local (inc GM/GMCA bodies)/Police Authority

n/a

n/a

£10,000,000

£15,000,000

The Council currently has its day to day banking operations with Barclays. As part of our banking package
it is possible to place money in a linked interest bearing instant access account automatically via
electronic transfer. In view of the reasonable interest rate offered on this account (compared to other
on call options), Barclays relatively strong rating and ease of administration it is proposed to m a i n t a i n
the limit on this account to £15 million (providing the bank continues to meet the minimum level required).
3.2.5 : Certificates of Deposit, Covered Bonds / Repos and Treasury Bills
The Council holds a custodial account with Kings & Shaxson (a firm of London brokers). This gives us
rochdale.gov.uk
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access to a range of high quality institutions (which normally do not deal directly with local authorities) via
Certificates of Deposit (short-dated marketable securities). This will enable us to expand our counterparty list
whilst ensuring capital is secure. Similar trades can be sourced via other brokers. The Council will continue to
apply the same credit rating criteria and limits to these investments as laid out in tables 7 and 8.
Covered bonds are financial instruments secured by assets such as mortgage loans. All issuers are required
to hold sufficient assets to cover the claims of all covered bondholders (and carry a preferential claim).The
Council will only deal with bonds that are issued by banks / financial institutions that meet our credit criteria
or AAA rated institutions.
A repurchase agreement (Repo) involves the sale and repurchase of securities (usually government
bonds) traded simultaneously. The securities will be repurchased by the seller at an agreed date from the
buyer / lender for an agreed higher price which represents interest to the lender. The seller is using their
securities as collateral to borrow cash at a specified rate over time.
Corporate loans, bonds and commercial paper issued by companies other than banks and registered providers.
These instruments are exposed to the risk of the company becoming insolvent.
Treasury Bills are short-dated marketable securities issued by the UK Government – as such their
counterparty risk is low.
3.2.6 : Property Funds and Other Pooled Investments
Last year’s strategy document included a section on Property Funds. Although no direct investment has
been placed with such a Fund (largely due to concerns around the possible effects of Brexit), it is proposed
to extend this category to cover all pooled fund investments based on equity or bonds or a mix of all these
assets.
These funds have the advantage of providing wide diversification of investments risks, coupled with the
services of professional fund managers (in return for a fee). As noted last year, such funds offer the
prospect of enhanced returns over the longer term, but are more volatile in the shorter term. They allow
diversification into assets classes other than cash without the need to own and manage the underlying
investments. They have no defined maturity date and should be seen as longer term investments.
On this basis, and subject to appropriate due diligence, it is planned to include investment with Pooled
Funds (by definition over one year’s duration) up to an initial £10 million per Fund in our 2020/21
Investment Strategy. This will enable the Chief Finance Officer to undertake an assessment of our options
as well as the post-Brexit economic situation and its effects.
3.1.7 : Loans to Third Parties
Reductions to Central Government funding have placed local authority budgets under unprecedented
pressure in recent years with Councils considering innovative strategies towards improving service provision
for their communities.
This can include the making of loans to third parties for capital expenditure purposes. This will often be to
support economic development either in a wider context (loans to facilitate development of Manchester
Airport) or more locally (Economic Development Fund). Loans may also be made to enable housing
development or to enhance social well-being within the borough.
rochdale.gov.uk
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Significant loans will be the subject of separate approval processes and may require separate external
borrowing by the Council.
The Council has placed and upper limit of £60 million on the loans it makes to third parties.
3.2.8 : Investments of More Than 365 Days
The Code requires the Council to set a limit on Investments which are made for more than 365 days. These
limits are set with regard to the Council’s overall liquidity requirements. With investment rates at low levels,
continuing market risk and a potential desire to unlock investments to balance our internal borrowing position,
in normal circumstances, the Council is unlikely to undertake money market investments beyond one year’s
duration. However, if borrowing was undertaken before absolute cashflow need (to avoid the risk of sharp
interest rate increases) this would need to be considered.
A limit of £60 million has been set - our policy will be kept under review.
3.2.9 : Investment Budgets and Targets
Table 9 summarises the investment income budget for the treasury function – investment returns are
likely to remain low during 2020/21 but to be on a gently rising trend over the next few years:
Table 11 : Investment Income

Investment Income

2019/20
£000
338

2020/21
£000
338

2021/22
£000
380

2022/23
£000
475

Investments will be made with reference to our core balances and cashflow / liquidity requirements, prevalent
relatively low interest rates (though expected to track limited Base rate increases) and a continuation of our
policy to fund capital expenditure via internal balances whenever possible.
Greater returns will generally be obtainable by investing for longer periods – the value of this will be
assessed against expected cashflow and expected interest rate movements (if they’re expected to fall
consideration will be given to locking available cash away for longer periods, but if they are expected to rise
significantly investments will be more short term).
The treasury function will continue to benchmark its investment performance for the year against the
seven day LIBID (London Interbank Bid) plus two basis points – ie to outperform seven day cash rates.
This is the most commonly used performance indicator by local authorities for the measurement of
investment returns.
3.2.10 : Use of Financial Derivatives
The Council will only use standalone financial derivatives (such as swaps, forwards, futures and options)
where it is confident it has the powers to enter into such transactions. They will only be used for the
prudent management of its financial affairs and never for speculative purposes. Additional risks presented,
such as credit exposure to derivative counterparties, will be taken into account when determining the level
of risk involved. Embedded derivatives will not be subject to this policy, although the risks they present will
be managed in line with the overall treasury risk management strategy.
rochdale.gov.uk
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3.2.11 : IFRS9
The Council will use an Expected Credit Loss Model as set out in International Financial Reporting Standard
(IFRS) 9 to measure the credit risk of its treasury investments and loans made to third parties. Appropriate
revenue provision will be made for any expected losses.
3.2.12 : Training
Treasury staff attend seminars and workshops organised by LAS and other organisations to keep up to date
with new developments and trends. They also attend national and local forums and practitioner groups.
Training for other staff and members will be delivered as required to ensure awareness of key issues and to
facilitate informed decision-making and challenge processes.
3.3 Policy on the Use of External Service Providers
The Council uses Link Asset Services – LAS (formerly Capita) as its external treasury management
advisors.
The Council recognises that responsibility for treasury management decisions remains with the Council
at all times and will ensure that undue reliance is not placed upon our external service providers.
However, there is recognition that there is value in employing external providers of treasury management
services in order to acquire access to specialist skills and resources. The Council will ensure that the terms
of their appointment and the methods by which their value will be assessed are properly agreed and
documented, and subjected to regular review.
3.4 : Other Prudential Indicators
The Code contains prudential indicators which assess the overall affordability of our capital expenditure
plans, providing an indication of their impact on the Council’s overall finances (see Table 10).
The ratio of financing costs to revenue streams identifies the cost of borrowing (net of investment income)
as a percentage of the net revenue streams of the Council.
The incremental impact of capital investment decisions on band D council tax identifies the additional revenue
costs of the Council’s proposed capital programme (note that the Code no longer requires the publication of
this indicator – it has been included to provide an indication of the additional costs of our capital plans).
Both indicators are based on the current budget, but will invariably include some estimates, such as the
level of government support, which are not published over a three year period.
Table 10 : Affordability Indicators

2019/20

2020/21

2021/22

2022/23

Financing Costs / Revenue Streams

9.36%

9.47%

9.66%

9.67%

Incremental Impact - Band D Council Tax

£15.58

£11.58

£11.20

£7.94

It is important that local authorities manage the risks associated with having too large a proportion of
debt maturing and requiring refinancing at a time of unfavourable interest rates. The Code, therefore,
requires authorities to set upper and lower limits on the amount of principal amounts outstanding which will
rochdale.gov.uk
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mature in different time periods as a percentage of total projected borrowing. Following discussion with
LAS, the limits set out in Table 11 are recommended for approval for the years 2020/21 to 2022/23.
Table 11 Maturity Limits

Under 12 months
12 months to 2 years
years to 5 years
5 years to 10 years
10 years and over

Upper Limit %

Lower Limit %

0
60
60
70
100

0
0
0
0
25

3.5 : Minimum Revenue Provision (MRP)
a: Explanation of MRP and Background
The MHCLG’s Local Authorities (Capital Finance and Accounting) Regulations of 2008 require local authorities
to make a Minimum Revenue Provision (MRP) – to charge our accumulated Capital Financing Requirement to
Revenue over a period of time and to ensure for prudent repayment of debt on capital loans. Charges for
depreciation of assets, though appearing as a cost of services, are removed from the charge to revenue and
replaced with MRP when calculating the Net General Fund Balance. Revised guidance was issued in February
2018. The Council is satisfied that its policy complies with this new guidance.
b: MRP Policies for 2020/21
For Capital expenditure incurred prior to 1st April 2008 the Council, will set aside 2% of its outstanding
CFR on a straight line method – no amendments will be made for Adjustment A. This approach has been
agreed by our external auditors as prudent and enables that balance to be written out in equal instalments
over the next 50 years.
c: Prudential Borrowing – Short and Long Life Assets
It is proposed to continue to use the Asset Life Method for the following reasons:





The proposed method represents a continuation of the existing policy with regards to the
calculation of MRP
It is prudent and fair – matching charge to the period that assets offer benefit
The method will have no financial impact on existing Council Budgets.
The method also includes the ability to take advantage of the MRP holiday (see paragraph i)
which may be financially beneficial to the Council.

d: Example Asset Lives
 The Council has reviewed the useful lives of its asset base in the current year. Paragraphs 27-29 of
the current guidance allow changing the ‘method’ used so long as it can be demonstrated to be
prudent and is not applied retrospectively. In this case that means demonstrating overall prudence
for an authority looking to continue to provide frontline services against a back drop of diminishing
resources / mounting pressures. By necessity, we will have to achieve more use out of our assets.
From 2020/21 lives used will be:
6 Years – ICT Resources and Equipment
8 Years – Vehicles
11 Years – Other Equipment –such as wheelie bins
40 Years – Most Buildings and Highways work
rochdale.gov.uk
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50 Years – Investment / Commercial Property, No.1 Riverside and the Town Hall
e: Annuity & Equal Instalments
For specific projects (generally those with a commercial or Invest to Save element), MRP will be separately
considered on a case by case basis. This review will take account of cash flows relating to the scheme
and the finance taken to fund it. An annuity basis works in the same way as a mortgage with the MRP
(equivalent to principal) increasing over the length of the project (at the same time interest payments will
reduce to provide an equal repayment over the project’s life).
f: Loans to Third Parties
Provision will be reviewed in the context of the existence of a long term debtor which may extend the period
over which prudent provision is made or negate the need for provision – a case by case approach will be
adopted.
g: Ministerial Direction
For expenditure in relation to capital expenditure funded by borrowing in relation to expenditure which is
capital by virtue of a Ministerial Direction or which is capital expenditure which does not create a council
asset, MRP will generally be provided over a 20 year period starting in the year after which the expenditure
was incurred.
h: PFI
In accordance with CIPFA’s Code of Practice, repayments of PFI finance leases will be recorded as MRP.
i: Charging and Deferral
The MRP charge will usually commence in the year following the occurrence of the capital expenditure.
The exception to this is an asset that takes more than one year to become operational – see below.
The Council will continue the policy that delegates authority to the Chief Finance Officer and the Cabinet
Member for Finance to defer the charging of MRP (or holiday) in accordance with the Prudential Code and
current accounting regulations in the following circumstances:
•
•
•
•
•

There is a separately identifiable project with quantified borrowing costs.
The period from the projects inception to it becoming operational is significantly in excess of
12 months.
A business case has been produced incorporating the deferred MRP and capitalised interest
which demonstrates that the project is prudent and affordable over its whole life.
The borrowing and MRP amounts are material, in excess of £250,000 annually.
The deferred MRP and accumulated interest will be charged to the appropriate revenue
account on a prudent basis, once the project is operational.

j: Voluntary Revenue Provision (VRP)
The Council can elect to make provision for additional voluntary amounts to be set aside for schemes
funded by borrowing. This would usually occur in special circumstances in relation to invest to save
schemes or loans to third parties. Again, this will be reviewed on a case by case basis.
The revised 2018 guidance allows for reclamation of any over-provision in the future if needed or
circumstances change. The estimated level of VRP to 31/3/20 is £0.653m.
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3.6 : Conclusions
The borrowing strategy for 2020/21 is broadly similar to the strategy agreed for 2019/20, which has been
successful in relation to the objectives of minimising exposure to risk, reducing revenue costs and maintaining
the security of the Council’s debt.
Our investment strategy will continue to place emphasis on the security of capital rather than return to
reflect current market conditions. The Council will continue to be vigilant in monitoring investment criteria
to reduce unnecessary exposure to risk.

4.

Process for Monitoring Compliance and Effectiveness of the Strategy

Review meetings – Chief Finance Officer, Head of Service and Treasury Team
Review by external Treasury Advisors
Internal and External Audit checks
Half yearly and annual report included in financial update monitoring reports to Cabinet

5.

Strategy Governance

5.1 : Treasury Management Scheme of Delegation
(i)

Full Council

receiving and reviewing reports on treasury management policies, practices and activities

approval of annual strategy.

approval of/amendments to the organisation’s adopted clauses, treasury
management policy statement and treasury management practices

budget consideration and approval

approval of the division of responsibilities

(ii)

Cabinet

receiving and reviewing regular monitoring reports and acting on recommendations

approving the selection of external service providers and agreeing terms of
appointment.

(iii)

Corporate Overview & Scrutiny Committee

reviewing the treasury management policy and procedures and making recommendations to the
Cabinet.

5.2 : The Treasury Management Role of the Chief Finance Officer
The Chief Finance Officer

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
rochdale.gov.uk
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6.

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
preparation of a Capital Strategy which is prudent, sustainable and affordable
ensuring that due diligence has been carried out on all investments and is in accordance with the risk
appetite of the authority

Strategy Review Date

The Strategy is usually reviewed on an annual basis in December / January for inclusion and approval by
Cabinet (February) and Council as part of the Council’s budget setting process.

7.

Appendices

APPENDIX A
CIPFA Treasury Management Code of Practice
CIPFA recommends that all public service organisations adopt, as part of their standing orders, financial
regulations, or other formal policy documents appropriate to their circumstances, the following four clauses.
1.

The Council will create and maintain, as the cornerstones for effective treasury management:

a treasury management policy statement, stating the policies, objectives and approach to risk
management of its treasury management activities

suitable treasury management practices (TMPs), setting out the manner in which the Council will
seek to achieve those policies and objectives, and prescribing how it will manage and control
those activities.
The content of the policy statement and TMPs will follow the recommendations contained in
Sections 6 and 7 of the Code, subject only to amendment where necessary to reflect the particular
circumstances of this organisation. Such amendments will not result in the organisation materially
deviating from the Code’s key principles.

2.

The Council 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 after its close.

3.

The Council 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
management decisions to the section 151 Officer who will act in accordance with the Council’s
policy statement and TMPs and, if he/she is a CCAB member, CIPFA’s Standard of Professional
Practice on Treasury Management.

4.

The Council nominates the Corporate Overview and Scrutiny Committee to be responsible for
ensuring effective scrutiny of the treasury management strategy and policies.
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The Treasury Management Policy Statement (TMPs)
This organisation defines its treasury management activities as:
1.

The management of the organisation’s investments and cash flows, its banking, money market and
capital market transactions; the effective control of the risks associated with those activities; and the
pursuit of optimum performance consistent with those risks.

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 entered into to manage these risks.

3.

This organisation 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.
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