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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 ( see key
principles in appendix 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,
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 DLUHC’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 DLUHC 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
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Demonstrating such activity is proportional and consideration of the implications for long term
financial sustainability

This detail will be included in our Capital Investment & Disposal Strategy with this document focusing
on traditional financial treasury investments.
CIPFA published revised versions of the Prudential and Treasury Codes on 20 th December 2021
stating that formal adoption is not required until the 2023/24 financial year. The revised Codes
strengthen the principles of previous versions, giving greater emphasis to assessing the affordability
and proportionality of capital plans, the calculation of prudential indicators and a clear statement that
authorities must not borrow to invest primarily for financial return.

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 Council on 22nd 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 requirements include re-phasing and realignments from previously approved
programmes as well as Treasury Schemes (loans to third parties / capital investments) and some
minor current year adjustments.
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Table 1 : Capital Expenditure - Borrowing

Mainstream Capital Programme

Current
2021/22
£000
37,446

Estimate
2022/23
£000
35,517

Estimate
2023/24
£000
31,498

Estimate
2024/25
£000
14,848

4,986

43,301

22,853

20,880

42,432

78,818

54,351

35,728

Invest to Save and Treasury Schemes
Total

The Council continues to maintain an under-borrowed position (£138.7 million in our accounts to 31st
March 2021). The Council has used its balance sheet strength to internally fund this expenditure from
the cash supporting 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. This will not
increase indefinitely as the Council charges its revenue account with a prudent amount each year to
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
2021/22
£000
454,838

Estimate
2022/23
£000
480,622

Estimate
2023/24
£000
541,702

Estimate
2024/25
£000
576,444

42,432

78,818

54,351

35,728

MRP (including External Debt Repayment)

(16,648)

(17,738)

(19,609)

(20,833)

Closing CFR

480,622

541,702

576,444

591,339

Less PFI Financing Leases

(88,201)

(83,970)

(79,789)

(75,438)

Underlying Borrowing Requirement

392,421

457,732

496,655

515,901

Opening CFR
Capital Spend - Borrowing (Includes Re-Phasing)
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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 which assumes that borrowing will be taken for each year’s capital programme (net of
adjustments for MRP and existing loan repayments):
Table 3 : Forecast Borrowing Requirement
Current
Estimate Estimate Estimate
2021/22
2022/23
2023/24
2024/25
£000
£000
£000
£000
Underlying Borrowing Requirement
392,421
457,732
496,650
515,862
Estimated External Borrowing

(253,703)

(319,015)

(357,933)

(382,908)

138,718

138,717

138,717

132,954

Less Short Term Investments

(102,869)

(66,823)

(48,136)

(40,000)

Net Borrowing Requirement

35,849

71,894

90,581

92,954

Internal Borrowing

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 short-term, 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 estimated borrowing is less than the underlying borrowing
and the Net Borrowing Requirement is significantly less / positive (the highlighted line). An overall
under borrowed position will be maintained. This position will be monitored with reference to the
balance sheet review (i.e. the overall movement of our reserves and balances) and expected
movements in interest rates.
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
rochdale.gov.uk
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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 (CFO) 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
2021/22
£000

Estimate
2022/23
£000

Estimate
2023/24
£000

Estimate
2024/25
£000

Operational Boundary

504,653

568,787

605,266

620,906

Authorised Limit

727,055

731,305

734,004

750,884

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
to fund future year’s capital programmes and the early maturity of commercial debt with repayment
options (Lender Option Borrower Option – LOBOs).
Under proposals to amend IFRS16 from 2022/23 operating leases will need to be included on our
balance sheet. This would effectively increase our CFR, which would have an impact on the
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:

rochdale.gov.uk
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Forecast Borrowing Requirement
800,000
700,000
600,000

£000S

500,000
400,000
300,000
200,000
100,000

Actual 2020/21

Current 2021/22

Estimate 2022/23

Projected Borrowing
Underlying Borrowing Requirement
Authorised Limit

Estimate 2023/24

Estimate 2024/25

Capital Financing Requirement
Operational Boundary

Under the Council’s Scheme of Delegation of Officers, power to borrow on behalf of the Council
is delegated as follows:
Constitutional power
To borrow on behalf of the Council
under powers contained in the Local
Government Act 1972 and subsequent
legislation in accordance with the
agreed proactive borrowing strategy.

Finance Local Scheme of Delegation
 Chief Finance Officer
 Deputy CFO
 Finance Manger (Corporate)
 Service Accountant Tax and Treasury
Management

Where borrowing is undertaken by officers in exercise of this delegation this is carried out in
accordance with approved processes whereby the proposed borrowing transaction is signed
off by the Chief Finance Officer (or their delegated nominee) and the relevant documentation
is retained by the Tax and Treasury Team to maintain a clear audit trail. In order to limit the
powers delegated to officers under the Scheme of Delegation it is recommended that the
following monetary limits to borrow in any one transaction are approved:
Officer
Service Accountant, Tax &
Treasury Management
Finance Manger (Corporate)
Deputy Chief Finance Officer
Chief Finance Officer
rochdale.gov.uk
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Overall cumulative borrowing limits remain governed within the Operational Boundary and
Authorised Limits set out above.
3.1.4 : Interest Rates
The Council has appointed the Link Group as its Treasury Advisor. Part of that service is to assist the
Council to formulate a view on interest rates. Table 5 summarises Link’s view on future interest rates:
Table 5 : Interest Rates

Mar22
%

Jun22
%

Sep22
%

Dec22
%

Mar23
%

Mar24
%

Mar25
%

Bank of England Base Rate

0.25

0.50

0.50

0.50

0.75

1.00

1.25

5 Year PWLB Rate

1.50

1.50

1.60

1.60

1.70

1.90

2.00

10 Year PWLB Rate

1.70

1.80

1.80

1.90

1.90

2.10

2.30

25 Year PWLB Rate

1.90

2.00

2.10

2.10

2.20

2.30

2.50

50 Year PWLB Rate

1.70

1.80

1.90

1.90

2.00

2.10

2.30

Over the last two years, the coronavirus outbreak has done huge economic damage to the UK and
to economies around the world. After the Bank of England took emergency action in March 2020 to
cut Bank Rate to 0.10%, it left Bank Rate unchanged at its subsequent meetings until raising it to
0.25% at its meeting on 16th December 2021. As shown in the table above, the forecast for Bank
Rate now includes four steady increases of 0.25% to 1.25% by 2025.
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. The previously reported increase to PWLB
rates of 100 basis point above gilts (from October 2019) was removed in November 2020 subject to
a prohibition on Local Authorities investing in pure ‘debt for yield’ activity. The Council’s capital
programme is in line with the PWLB guidance and we therefore expect to be able to access these
new lower rates. It is likely that the PWLB will revert to being our prime source for longer term
borrowing in the future, though rates will be compared to those available from private sector sources.
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 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:




Coronavirus, mutations, the vaccine programme and the speed of recovery
Labour and supply shortages
Shifts in central banks’ monetary policy and inflation tolerance
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Implications of exiting the European Union
A possible resurgence of the Eurozone sovereign debt crisis
The geo-political environment

Rates are currently low with a forecast of slow and steady upward movement in PWLB rates over the
next three years as it will take economies, including the UK, a prolonged period to recover all the
momentum they have lost in the sharp recession caused during the pandemic. It is recognised that
current events, may see sharp increases or decreases in rates for short periods and overall liquidity
will need to be managed to avoid borrowing within such peaks or take advantage of falls.
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
2022/23. However, given current low interest rates with a longer term view for normalisation as the
world economy recovers, 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.
The option of temporary and shorter term borrowing from other public authorities will continue in
2022/23 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 continues to look at the possibility of commercial loans from financial institutions (often
insurance companies and pension funds) and some banks via Private Placements or the possibility
of joining a Group Public Placement (say via the GMCA). 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 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. Although the market for these loans experienced a
resurgence during the period of the PWLB’s higher margins and rates. It is generally thought that
they will struggle to beat the lower rates but they are still worth considering in case PWLB eligibility
criteria or margins change again at short notice.
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. A balanced mixture of short term
borrowing (from other local authorities), medium term loans and longer term loans will help achieve
our overall ambitions.

rochdale.gov.uk
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Given 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 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. The maturity profile of current debt is shown below:
Maturity Structure of
Current Debt
Under 12 months
Between 12 & 24 months
Between 24 months & 5
years
Between 5 & 10 years
10 years to 20 years
20 years to 30 years
30 years to 40 years
40 years to 50 years
50 years to 60 years
Total

2021/22
Amount £m
%age
2.3
14.0

1.0%
6.3%

20.9
25.7
20.8
14.7
32.2
57.0
35.0
222.6

9.4%
11.5%
9.4%
6.6%
14.5%
25.6%
15.7%
100.0%

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 as the possibility of arranging forward starting loans during 2022/23 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:
rochdale.gov.uk
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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
compared to current forecasts, then the portfolio position will be re-appraised, with
the likely action that fixed rate funding will be drawn whilst interest rates were still
relatively 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 will be in line with the needs of the
approved Capital Programme and within the Councils approved Capital Financing Requirement
estimates and our Authorised Limit. This 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
The Council will continue to review possibilities for rescheduling or repayment of existing debt to
generate savings. The existing PWLB premium regime and the gap between historic and current
rates will severely restrict opportunities in this area. Any savings will also 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).

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 6 summarises external interest charges for the treasury function on our managed debt portfolio.

rochdale.gov.uk
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Table 6 Interest Budget

Current
2021/22
£000

Estimate
2022/23
£000

Estimate
2023/24
£000

Estimate
2024/25
£000

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

12,661

14,240

16,202

17,117

(2,547)
10,114

(3,243)
10,997

(4,182)
12,019

(4,777)
12,340

Balance Sheet Review (BSR) Saving - Maintain
Internal Borrowing
Interest Cost with Internal Borrowing

(3,300)
6,815

(3,025)
7,971

(2,971)
9,048

(2,723)
9,617

235

327

412

441

Additional Cost 0.25% Increase

The Council has previously made full provision for the cost of externalising its current internally
borrowed position. However, from 2021/22 an initial amount of £300,000 has been deducted from
this total cost to reflect that this is unlikely to occur in the period covered by this report. In addition, 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 CFO 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 DLUHC and CIPFA have extended the meaning of ‘investments’ to include both financial and
non-financial investments. This report deals solely with financial investments, (as managed by the
treasury management team). Non-financial investments are covered in the Capital Investment &
Disposal Strategy (a separate report).
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:
rochdale.gov.uk

12

Treasury Management Strategy 2022/23 (includes Minimum Revenue Provision)





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.

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 CFO will maintain a counterparty list in compliance with specified criteria and will revise the
criteria and submit them to Council for approval as necessary.
The Council will generally adhere to the following minimum long and short term ratings as follows for
all UK banks and building societies:
Fitch Rating: Long Term = A- , Short Term = F1
Moody’s: Long Term = A3 , Short Term = P2
The same ratings will apply to international banks (previously slightly higher criteria of AA- was
applied). This moves us more in line with Link’s overall policy and those of neighbouring authorities.
Additional considerations may be applied to international banks depending upon our own general
view, market sentiment and world economic events.
The Council also uses the creditworthiness service provided by Link. 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 & 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

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
agencies through its use of the Link 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
rochdale.gov.uk
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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 the continued economic uncertainty because of
the coronavirus pandemic will continue to impact on credit ratings and their volatility during 2022/23
and the availability of institutions meeting our agreed standards. It is therefore recommended that
delegated approval be given to the CFO to temporarily suspend or amend the Council’s own credit
criteria and limits in favour of a revised the modelling approach subject to consultation 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
short-term 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 Link 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 a higher rate in return for reduced
liquidity and higher (though potentially acceptable) risk if this is suitable for our needs.
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.
rochdale.gov.uk
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3.2.3 : UK Building Societies
A small group of UK Building Societies have extended operations beyond their initial geographical
area, operating more nationally and in some instances operating more like a traditional bank. These
organisations have credit ratings and are included in Link’s credit rating service.
A further group have a more simplistic operating model (essentially deposits in / loans out and are
often quite localised) so do not need to have a credit rating. They are excluded from Link’s process
on this basis. They are subject to the same regulatory rules and lack of a rating does not necessarily
mean that they are inherently weak (just a different operating model) - some may have better
operating metrics than the larger societies with a rating (external advice will be sought on this were
possible).
Such institutions had been included in our lists of eligible counterparties subject to their having
assets in excess of £1,000 million. It is proposed to include such institutions again in the future, on
a relatively small scale initially, subject to this criteria and a review of basic operating metrics.
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 will be
used to ensure that investments are placed for the most relevant period, noting that the effects of
the Covid19 pandemic have meant that cashflows have been and will continue to be more
unpredictable. 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 7 .The limits
were increased in 2021/22 to reflect the generally increased levels of our cash reserves/ balances,
the payments of additional grant funding in response to the coronavirus and lack of options for shortdated cash in a relatively saturated market. In certain special circumstances, authority is delegated
to the CFO to exceed our normal day-to-day limits. This might include a similar response to the
coronavirus or 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.
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Table 7 : Investment Limits
Institution

Banks and Building Societies
Banks and Building Societies
Council's Banker - Barclays

Fitch
Rating
(Long
Term)
AA- and
above
A-, A and
A+

Moody's
(Long
Term)
Aa3 and
above

Normal
Investment
Limit

Special
Circumstances
Limit

£15,000,000

£20,000,000

A3 to A1

£12,000,000

£15,000,000

n/a

n/a

£30,000,000

£50,000,000

£20,000,000

£25,000,000

Bank Group Overall Limit
Unrated Building Society

n/a

n/a

£3,000,000

£5,000,000

AAA

AAA

£20,000,000

£30,000,000

Treasury Bills

n/a

n/a

£30,000,000

£50,000,000

Debt Management Office
Local (inc GM/GMCA
bodies)/Police & Fire Authorites

n/a

n/a

No Limit

No Limit

n/a

n/a

£15,000,000

£20,000,000

Money Market Fund

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 interest rate offered on this account (compared
to other on call options), Barclays relatively strong rating and ease of administration it is proposed
to increase the limit on this account to £30 million (providing the bank continues to meet the minimum
level required).
The increases to these levels does not mean they will automatically be utilised. Officers in the
Treasury team will have them as an option in times of extreme or continued cashflow surpluses or
when faced with limited options, having properly assessed any additional risk involved.
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 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 section 3.2.1.
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.
rochdale.gov.uk
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A repurchase agreement (Repo) involves the sale and repurchase of securities (usually government
bonds) traded simultaneously. The seller will repurchase the securities at an agreed date from the
buyer / lender for an agreed higher price that 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 : Pooled Investment Funds
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.
The Authority will consider the appropriateness of investing any longer term cash balances in the
following categories of funds:
Ultra-short dated bond funds – investing in high quality investment grade securities with a
recommended time horizon of 3 months to a year
Short-dated bond funds – similar to above but with a time horizon of at least 2-3 years
Property Funds – investment in commercial and industrial property with an expected time horizon of
at least 5 years
Multi Asset Funds – which will include a mixture of all of the above asset classes and probably
equities too with a horizon of at least 3-5 years
On this basis, and subject to appropriate due diligence, it is planned to include investment with
Pooled Funds (by definition usually over or at least one year’s duration and possibly between 5-10
years) up to an initial £15 million per Fund in our 2022/23 Investment Strategy. This will enable the
CFO to undertake an assessment, in conjunction with Treasury advisors, of our options as well as
the possible effects of the coronavirus and post-Brexit economic situation on each asset class.
3.2.7 : 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
rochdale.gov.uk
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enable housing development or to enhance social well-being within the borough. The CFO is
delegated within financial regulations to make cashflow loans to partners within the borough and to
vary the terms of those loans.
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 £75 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 were undertaken before
absolute cashflow need (to avoid the risk of sharp interest rate increases) this would need to be
considered.
A limit of £75 million has been set - our policy will be kept under review.
3.2.9 : Investment Budgets and Targets
Table 8 summarises the investment income budget for the treasury function. Base rate is likely to
remain relatively low during the next three years with fairly low returns on traditional investments.
Options to explore medium and longer term investments (to utilise longer duration cash reserves)
with potential higher returns but more volatility are being assessed for appropriateness (in terms of
longer term balances and risk appetite) with our treasury advisors.
Table 8 : Investment Income

Investment Income

2021/22
£000

2022/23
£000

2023/24
£000

2024/25
£000

94

244

280

345

Investments will be made with reference to our core balances and cashflow / liquidity requirements,
prevalent relatively low interest rates 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 or exercising options with
higher risk / potential volatility. 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).
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The treasury function will continue to benchmark its investment performance for the year against the
seven-day LIBOR (London Interbank Offer) rates plus two basis points – i.e. to outperform sevenday cash rates. This is the most commonly used performance indicator by local authorities for the
measurement of investment returns. The LIBOR rate will be replaced from 31/12/21 with a new
measure – the Sterling Overnight Index Average (SONIA). The new equivalent agreed industry
standard will be SONIA plus the weekly Credit Adjustment Spread (plus two basis points).
3.2.10 Ethical Investments
The Council may consider Ethical Investments as part of its investment portfolio going forward.
However, investment guidance, both statutory and from CIPFA, makes clear that all investing must
adopt Security, Liquidity and Yield (SLY) principles primarily. As such, ethical issues, i.e. the green
agenda, must play a subordinate role to those priorities. 2021/22 has seen a growth in the
consideration of Environmental, Social & Governance (ESG) factors, including the incorporation of
ESG metrics into credit rating agency assessments and a growing number of financial institutions
and fund managers promoting ESG products.
We are likely to see more ESG-related deposits in the coming year with potential investment
counterparties trying to show how their investment process takes account of these issues. The
Council will work with the Link Group on potential assessment options for investment counterparties
from an ESG perspective, though currently, coverage and consistency is lacking and not entirely
straightforward.
3.2.11 : 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.
3.2.12 : 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 if there are any material expected losses.
3.2.13 : Training
Treasury staff attend seminars and workshops organised by Link 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 appropriate challenge.
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3.3 Policy on the Use of External Service Providers
The Council uses the Link Group 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
9).
Table 9 : Affordability Indicators

2021/22

2022/23

2023/24

2024/25

Financing Costs / Revenue Streams

8.45%

8.73%

9.35%

9.40%

Incremental Impact - Band D Council
Tax

£17.60

£21.63

£15.48

£9.91

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.
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 mature in different time periods as a percentage of total projected borrowing.
Following discussion with Link, the limits set out in Table 10 are recommended for approval for the
years 2022/23 to 2024/25.
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Table 10 Maturity Limits
Under 12 months
12 months to 2 years
2 years to 5 years
5 years to 10 years
10 years and over

Upper Limit
%
60
60
60
70
100

Lower Limit
%
0
0
0
0
25

3.5 : Minimum Revenue Provision (MRP)
a: Explanation of MRP and Background
The DLUHC’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.
The Department has recently issued a new consultation process aimed at tightening up some
concerns it has about under-provision and compliance with the guidance at some authorities. This
centres around failure to provide based on the whole CFR (exclusion of investment assets and capital
loans) and the use of capital receipts in lieu of provision. For the most part, the Council currently
complies with the new proposals, though it has chosen not to make separate provision currently on
capital loans, believing there are sound reasons for this. Any new guidance will be effective from
2023/24 and progress on this will be closely monitored and reported on at a future date.
b: MRP Policies for 2022/23
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.
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d: Example Asset Lives
The Council reviewed the useful lives of its asset base for the start of the 2020/21 financial year –
these lives will continue to be used in 2022/23:






6 Years – ICT Resources and Equipment
8 Years – Vehicles
11 Years – Other Equipment –such as wheelie bins
40 Years – Most Buildings and Highways work
50 Years – Investment / Commercial Property, No.1 Riverside and the Town Hall

e: Annuity & Equal Instalments
For specific projects (generally those with an Invest to Save element), MRP will be separately
considered on a case-b y - c a s e 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, more usually, negate the need for provision as CFR
is cleared fully on repayment – a case-by-case approach will be adopted. The provisions of IFRS9
require us to review each loan at year end and make appropriate adjustments (charges to revenue) if
this is merited. The current consultation process looks to review this policy.
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 and Corporate 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.
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•
•
•
•

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 31/3/22 is £0.632m.
3.6 : Conclusions
The borrowing strategy for 2022/23 is broadly similar to the strategy agreed for 2021/22, 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.
The Council’s investment strategy will continue to place emphasis on the security of capital,
monitoring investment criteria to reduce unnecessary exposure to risk. We will also work with our
treasury advisors to review medium / longer term investments to assess their appropriateness for
our level / duration of balances and risk appetite.

4.

Process for Monitoring Compliance and Effectiveness of the Strategy

Review meetings – Chief Finance Officer & Deputy, Head of Service (Commercial), Finance
Manager (Corporate) 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
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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

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

6.

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.
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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.

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.
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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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Rochdale Borough Council
Number One Riverside
Smith Street
Rochdale OL16 1YH
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