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Appendix B 
Treasury Management Strategy 2010/11 – 2012/13 

 
1. The treasury management service is an important part of the overall financial 

management of the Council’s affairs.  The prudential indicators in Appendix A 
consider the affordability and impact of capital expenditure decisions, and set 
out the Council’s overall capital framework.  The treasury service considers 
the effective funding of these decisions.  Together they form part of the 
process which ensures the Council meets its balanced budget requirement 
under the Local Government Finance Act 1992. 

2. The Council’s treasury activities are strictly regulated by statutory 
requirements and a professional code of practice (the CIPFA Code of 
Practice on Treasury Management – revised November 2009).  This Council 
adopted the previous Code of Practice on Treasury Management on 
01/04/02, and will adopt the revised Code.  

3. As a result of adopting the Code the Council also adopted a Treasury 
Management Policy Statement (01/04/02) which is amended annually.  This 
adoption is the requirements of one of the prudential indicators.  However the 
revised Code of Practice has amended the Treasury Management Policy 
Statement and this is appended at Annex B3 for approval. 

4. The Policy requires an annual strategy to be reported to Council outlining the 
expected treasury activity for the forthcoming 3 years.  A key requirement of 
this report is to explain both the risks, and the management of the risks, 
associated with the treasury service.  A further treasury report is produced 
after the year-end to report on actual activity for the year, and a new 
requirement of the revision of the Code of Practice is that there is a mid-year 
monitoring report. 

5. This strategy covers: 

• The Council’s debt and investment projections;  

• The Council’s estimates and limits on future debt levels; 

• The expected movement in interest rates; 

• The Council’s borrowing and investment strategies; 

• Treasury performance indicators; 

• Specific limits on treasury activities; 

• Any local treasury issues. 

Debt and Investment Projections 2010/11 – 2012/13 

6. The borrowing requirement comprises the expected movement in the CFR 
and any maturing debt which will need to be re-financed.  The table below 
shows this effect on the treasury position over the next three years.  The 
expected maximum debt position during each year represents the Operational 
Boundary prudential indicator, and so may be different from the year end 
position.  The table also highlights the expected change in investment 
balances. 
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£m 2009/10 
Revised 

2010/11 
Estimated 

2011/12 
Estimated 

2012/13 
Estimated 

External Debt 

Debt at 1 April  0 0 0 0 

Expected change in debt 0 0 0 0 

Debt  at 31 March 0 0 0 0 

Operational Boundary 0 0 0 0 

Investments 

Total Investments at  31 
March 

28.0 25.0 24.0 23.0 

Investment change  (3.0) (1.0) (1.0) 

 

7. The related impact of the above movements on the revenue budget are: 

£m 2009/10 
Revised 

2010/11 
Estimated 

2011/12 
Estimated 

2012/13 
Estimated 

Revenue Budgets     

Interest on Borrowing  0 0 0 0 

Net General Fund 
Borrowing Cost 

0 0 0 0 

Investment income 0.84 0.75 0.75 1.02 

 

Limits to Borrowing Activity 

8. Within the prudential indicators there are a number of key indicators to ensure 
the Council operates its activities within well defined limits 

9. For the first of these the Council needs to ensure that its total borrowing net of 
any investments, does not, except in the short term, exceed the total of the 
CFR in the preceding year plus the estimates of any additional CFR for 
2010/11 and the following two financial years (the relevant comparative 
figures are highlighted).  This allows some flexibility for limited early borrowing 
for future years, but ensures that borrowing is not undertaken for revenue 
purposes.       

£m 2009/10 
Revised 

2010/11 
Estimate 

2011/12 
Estimate 

2012/13 
Estimate 

Gross Borrowing 0 0 0 0 

Investments 28.0 25.0 24.0 23.0 

Net Borrowing (28.0) (25.0) (24.0) (23.0) 

CFR* 0 0 0 0 

* - Under the Prudential Code revision any falls in the CFR are ignored. 

10. The Director of Governance and Finance reports that the Council complied 
with this prudential indicator in the current year and does not envisage 
difficulties for the future.  This view takes into account current commitments, 
existing plans, and the proposals in this budget report.   

11. The Authorised Limit for External Debt – A further key prudential indicator 
represents a control on the overall level of borrowing.  This represents a limit 
beyond which external debt is prohibited, and this limit needs to be set or 
revised by full Council.  It reflects the level of external debt which, while not 
desired, could be afforded in the short term, but is not sustainable in the 
longer term.   
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12. This is the statutory limit determined under section 3 (1) of the Local 
Government Act 2003. The Government retains an option to control either the 
total of all councils’ plans, or those of a specific council, although no control 
has yet been exercised. 

13. The Council is asked to approve the following Authorised Limit: 

Authorised limit £m 2009/10 
Revised 

2010/11 
Estimate 

2011/12 
Estimate 

2012/13 
Estimate 

Borrowing 1.0 1.0 1.0 1.0 

Other long term 
liabilities 

0 0 0 0 

Total 1.0 1.0 1.0 1.0 
 
The figures in the table above may require revision for changes relating to PFI and 
leases as a result of the IFRS regime.  Once the figures are clarified, these changes 
will be re-submitted to Audit Committee for approval. 
 

14. Borrowing in advance of need – As the Council is not expected to borrow, it is 
not expected the Council will need to borrow in advance of need. 

Expected Movement in Interest Rates  

Medium-Term Rate Estimates (averages) 

Annual Average % Bank 
Rate 

Bank 
Rate 

Bank 
Rate 

Bank 
Rate 

Bank 
Rate 

 2008/09 2009/10 2010/11 2011/12 2012/13 

2008/09 3.9 0.5 1.0 2.0 4.5 

15. Short-term rates are expected to remain on hold for a considerable time. The 
recovery in the economy has commenced but it will remain insipid and there 
is a danger that early reversal of monetary ease, (rate cuts and Quantative 
Easing {QE}), could trigger a dip back to negative growth and a W-shaped 
GDP path. 

16. Credit extension to the corporate and personal sectors has improved 
modestly but banks remain nervous about the viability of counterparties. This 
is likely to remain a drag upon activity prospects, as will the lacklustre growth 
of broad money supply. 

17. The main drag upon the economy is expected to be weak consumers’ 
expenditure growth. The combination of the desire to reduce the level of 
personal debt and job uncertainty is likely to weigh heavily upon spending. 
This will be amplified by the prospective increases in taxation already 
scheduled for 2010 – VAT and National Insurance. Without a rebound in this 
key element of UK GDP growth, any recovery in the economy is set to be 
weak and protracted. 

18. The Bank of England’s Monetary Policy Committee (MPC) will continue to 
promote easy credit conditions via QE. QE has been extended to a total of 
£200bn and there is still an outside chance that it could be expanded further 
next February. Whether this has much impact in the near term remains a 
moot point given the personal sector’s reluctance to take on more debt and 
add to its already unhealthy balance sheet. 
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19. With inflation set to remain subdued in the next few years, the pressure upon 
the MPC to hike rates will remain moderate. But some increase will be seen 
as necessary in 2010 to counter the effects of external cost pressures (as 
commodity prices begin to rise again) and to avoid damage that sterling could 
endure if the UK is seen to defy an international move to commence policy 
exit strategies. 

20. Longer term rates are expected to be more volatile. The current ‘softness’ of 
gilt yields & PWLB rates may continue for a while yet, given that these are 
being driven by a benign international backdrop and the effects of QE. 
Nevertheless this process will come to an end before the close of the financial 
year. 

21. This is likely to herald a return to rising yields for a number of reasons:  

• Net gilt issuance will rise sharply; 

• This will be increased by the extent to which the BoE attempts to claw 
back funds injected to the economy via the QE programme;  

• Investors will be looking to place more of their funds in alternative 
instruments as their risk appetite increases, demand for gilts will weaken 
as a consequence; 

• A decision to leave QE in place will generate inflation concerns and 
pressurise long yields higher.  

The market/BoE is in a lose/lose situation. 

 Borrowing Strategy 2010/11 – 2012/13 

22. It is not anticipated that the Council will undertake long term borrowing during 
the next three years. 

Investment Strategy 2010/11 – 2012/13 

23. Key Objectives - The Council’s investment strategy primary objectives are 
safeguarding the re-payment of the principal and interest of its investments on 
time first and ensuring adequate liquidity second – the investment return 
being a third objective.  Following the economic background above, the 
current investment climate has one over-riding risk consideration, that of 
counterparty security risk.  As a result of these underlying concerns officers 
are implementing an operational investment strategy which tightens the 
controls already in place in the approved investment strategy.   

24. Risk Benchmarking – A development in the revised Codes and the CLG 

consultation paper is the consideration and approval of security and liquidity 
benchmarks.  Yield benchmarks are currently widely used to assess 
investment performance.  Discrete security and liquidity benchmarks are new 
requirements to the Member reporting, although the application of these is 
more subjective in nature.  Additional background in the approach taken is 
attached at Annex B2. 

25. These benchmarks are simple targets (not limits) and so may be breached 
from time to time, depending on movements in interest rates and counterparty 
criteria.  The purpose of the benchmark is that officers will monitor the current 
and trend positions and amend the operational strategy depending on any 
changes.  Any breach of the benchmarks will be reported, with supporting 
reasons in the monthly performance report and the Mid-Year and/or Annual 
Report. 
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26. Security - The Council’s maximum security risk benchmark for the current 
portfolio as at 23/12/09  when compared to these historic default tables, is: 

• 0.001% historic risk of default when compared to the whole portfolio. 

27. Liquidity – In respect of this area the Council seeks to maintain: 

• Bank overdraft - £1m 

• Liquid short term deposits of at least £5m available with a week’s notice. 

• Weighted Average Life is currently 0.25 years, benchmarks and maximum 
limits for this will be monitored over the coming months and set once 
sufficient historical data is available. 

28. Yield - Local measures of yield benchmarks are: 

• Investments – Internal returns above the 3 month LIBID 

29. And in addition that the security benchmark for each individual year is: 

 1 year 2 years 3 years 4 years 5 years 

Maximum 0.03% 0.12% 0.00% 0.03% 0.06% 

Note: This benchmark is an average risk of default measure, and would not 
constitute an expectation of loss against a particular investment.   

30. Investment Counterparty Selection Criteria - The primary principle 
governing the Council’s investment criteria is the security of its investments, 
although the yield or return on the investment is also a key consideration.  
After this main principle the Council will ensure: 

• It maintains a policy covering both the categories of investment types 
it will invest in, criteria for choosing investment counterparties with 
adequate security, and monitoring their security.  This is set out in the 
Specified and Non-Specified investment sections below. 

• It has sufficient liquidity in its investments.  For this purpose it will set 
out procedures for determining the maximum periods for which funds 
may prudently be committed.  These procedures also apply to the 
Council’s prudential indicators covering the maximum principal sums 
invested.   

31. The Director of Governance and Finance will maintain a counterparty list in 
compliance with the following criteria and will revise the criteria and submit 
them to Council for approval as necessary.  This criteria is separate to that 
which chooses Specified and Non-Specified investments as it provides an 
overall pool of counterparties considered high quality the Council may use 
rather than defining what its investments are.   

32. The rating criteria use the lowest common denominator method of selecting 
counterparties and applying limits.  This means that the application of the 
Council’s minimum criteria will apply to the lowest available rating for any 
institution.  For instance if an institution is rated by two agencies, one meets 
the Council’s criteria, the other does not, the institution will fall outside the 
lending criteria.  This is in compliance with a CIPFA Treasury Management 
Panel recommendation in March 2009 and the CIPFA Treasury Management 
Code of Practice. 
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33. Credit rating information is supplied by our treasury consultants on all active 
counterparties that comply with the criteria below.  Any counterparty failing to 
meet the criteria would be omitted from the counterparty (dealing) list.  Any 
rating changes, rating watches (notification of a likely change), rating outlooks 
(notification of a possible longer term change) are provided to officers almost 
immediately after they occur and this information is considered before 
dealing.  For instance a negative rating watch applying to a counterparty at 
the minimum Council criteria will be suspended from use, with all others being 
reviewed in light of market conditions. 

34. The criteria for providing a pool of high quality investment counterparties 
(both Specified and Non-specified investments) is: 

• Banks 1 – the Council will use banks which have at least the following 
Fitch or equivalent ratings: 

- Short Term – F1 

- Long Term – AA- 

- Individual / Financial Strength – C+ (Fitch / Moody’s only) Support – 1 
(Fitch only) 

• Banks 2 – the Council may use banks whose ratings fall below the 
criteria specified above if all of the following conditions are met: 

i. (a) wholesale deposits in the bank are covered by a 
government guarantee:  

ii. (b) the government providing the guarantee is rated “AAA” by 
all three major rating agencies (Fitch, Moody’s and Standard & 
Poors); and  

iii. (c) the Council’s investments with the bank are limited to 
amounts and maturities within the terms of the stipulated 
guarantee  

• Banks 3 - the organisation is an Eligible Institution for the HM 
Treasury Credit Guarantee Scheme initially announced on 13 October 
2008 and has minimum ratings of short term F1, long term A and 
support rating of 1 (or equivalent). 

• Banks 4 – The Council’s own banker if this falls below the above 
criteria 

• Building Societies - the Council will use all societies which meet the 
ratings for banks outlined above 

• Money Market Funds – AAA rated and with a net constant net asset 
value  

• UK Government (including gilts and the DMO) 

• Local Authorities, Town and Parish Councils etc 

• Supranational institutions 
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35. Country and sector considerations - Due care will be taken to consider the 
country, group and sector exposure of the Council’s investments.  In part the 
country selection will be chosen by the credit rating of the Sovereign state in 
Banks 1 above.  In addition: 

•  no more than £5m will be placed with any non-UK country at any time; 

• limits in place above will apply to Group companies; 

• Sector limits will be monitored regularly for appropriateness. 

36. Use of additional information other than credit ratings – Additional 
requirements under the Code of Practice now require the Council to 
supplement credit rating information.  Whilst the above criteria relies primarily 
on the application of credit ratings to provide a pool of appropriate 
counterparties for officers to use, additional operational market information 
will be applied before making any specific investment decision from the 
agreed pool of counterparties.  This additional market information (for 
example Credit Default Swaps, negative rating watches/outlooks) will be 
applied to compare the relative security of differing investment counterparties. 

37. Time and Monetary Limits applying to Investments  

The time limits for institutions on the Council’s Counterparty List are as 
follows (these will cover both Specified and Non-Specified Investments): 

  Fitch Moody’s Standard & 
Poors 

Money 
Limit 

Time Limit 

Upper Limit 
Category 

F1+ / AA P-1 / Aa2 A-1+ / AA £5m 3 years 

Middle Limit F1/AA- P-1/Aa3 A1/AA- £3m 2 years 

Eligible 
Institutions 

F1/A  P-1/A2 A-1/A £5m 1 year 

Council’s Banker - - - Minimise Minimise 

 

1. The Upper and Middle Limit categories will include both banks and building 
societies.  

2. The other Institution Limit will be for other local authorities, the DMADF and 
Money Market Funds. These are all considered high quality names – although 
not always rated – and therefore will likely have the same limit as the Upper 
Category. 

 
These limits will cover both Specified and Non-Specified Investments.  
 

38. The proposed criteria for Specified and Non-Specified investments are shown 
in Annex B1 for approval.  

39. In the normal course of the council’s cash flow operations it is expected that 
both Specified and Non-specified investments will be utilised for the control of 
liquidity as both categories allow for short term investments.   

40. The use of longer term instruments (greater than one year from inception to 
repayment) will fall in the Non-specified investment category.  These 
instruments will only be used where the Council’s liquidity requirements are 
safeguarded.  This will also be limited by the longer term investment limits. 
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41. Economic Investment Considerations - Expectations on shorter-term 
interest rates, on which investment decisions are based, show likelihood of 
the current 0.5% Bank Rate remaining flat but with the possibility of a rise in 
mid-2010.  The Council’s investment decisions are based on comparisons 
between the rises priced into market rates against the Council’s and advisers 
own forecasts.    

42. There is an operational difficulty arising from the current banking situation. At 
the moment there is little value investing longer term unless credit quality is 
reduced.  Whilst some selective options do provide additional yield, 
uncertainty over counterparty creditworthiness suggests shorter dated 
investments would provide better security. 

43. The criteria for choosing counterparties set out above provide a sound 
approach to investment in “normal” market circumstances.  Whilst Members 
are asked to approve the base criteria above, under the exceptional current 
market conditions the Director of Governance and Finance may temporarily 
restrict further investment activity to those counterparties considered of higher 
credit quality than the minimum criteria set out for approval.  These 
restrictions will remain in place until the banking system returns to “normal” 
conditions.  Similarly the time periods for investments will be restricted. 

44. Examples of these restrictions would be the greater use of the Debt 
Management Deposit Account Facility (DMADF – a Government body which 
accepts local authority deposits), Money Market Funds, guaranteed deposit 
facilities and strongly rated institutions offered support by the UK 
Government.  The credit criteria have been amended to reflect these facilities. 

Sensitivity to Interest Rate Movements 

45. Future Council accounts will be required to disclose the impact of risks on the 
Council’s treasury management activity.  Whilst most of the risks facing the 
treasury management service are addressed elsewhere in this report (credit 
risk, liquidity risk, market risk, maturity profile risk), the impact of interest rate 
risk is discussed but not quantified.   The table below highlights the estimated 
impact of a 1% increase/decrease in all interest rates to the estimated 
treasury management costs/income for next year.  That element of the debt 
and investment portfolios which are of a longer term, fixed interest rate nature 
will not be affected by interest rate changes. 

£m 2010/11 
Estimated 

+ 1% 

2010/11 
Estimated 

- 1% 

Revenue Budgets   

Interest on Borrowing  0 0 

Net General Fund Borrowing Cost 0 0 

Investment income 0.27 (0.27) 
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Treasury Management Limits on Activity 

46. There are four further treasury activity limits, which were previously prudential 
indicators.  The purpose of these are to contain the activity of the treasury 
function within certain limits, thereby managing risk and reducing the impact 
of an adverse movement in interest rates.  However if these are set to be too 
restrictive they will impair the opportunities to reduce costs/improve 
performance.  The indicators are: 

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

• Upper limits on fixed interest rate exposure – Similar to the previous 
indicator this covers a maximum limit on fixed interest rates  

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

47. The Council is asked to approve the limits: 

£m 2010/11 2011/12 2012/13 

Interest rate Exposures 

 Upper Upper Upper 

Limits on fixed interest 
rates based on net debt 

0 0 0 

Limits on variable interest 
rates based on net debt 

0 0 0 

Maximum principal sums invested > 364 days 

Principal sums invested > 
364 days 

£15m £10m £5m 

 

Performance Indicators 

48. The Code of Practice on Treasury Management requires the Council to set 
performance indicators to assess the adequacy of the treasury function over 
the year.  These are distinct historic indicators, as opposed to the prudential 
indicators, which are predominantly forward looking.  Examples of 
performance indicators often used for the treasury function are: 

• Investments – Internal returns above the 7 day LIBID rate 

In addition to this indicator, please see paragraphs 24 to 29 in this appendix for 
details of all performance indicators and benchmarks. 

The results of these indicators will be reported in the Treasury Annual Report. 
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Treasury Management Advisers   

49. The Council uses Butlers as its treasury management consultants.  The 
company provides a range of services which include:  

• Technical support on treasury matters, capital finance issues and the 
drafting of Member reports; 

• Economic and interest rate analysis; 

• Generic investment advice on interest rates, timing and investment 
instruments; 

• Credit ratings/market information service comprising the three main credit 
rating agencies;   

50. Whilst the advisers provide support to the internal treasury function, under 
current market rules and the CIPFA Code of Practice the final decision on 
treasury matters remains with the Council.  This service is subject to regular 
review. 

 Member and Officer Training 

51. The increased Member consideration of treasury management matters and 
the need to ensure officers dealing with treasury management are trained and 
kept up to date requires a suitable training process for Members and officers.  
This Council has addressed this important issue by: 

a. Targeted training course for relevant Members has been arranged 

b. Officer training is identified through the appraisal process and is also 
supplemented by targeted training as necessary and technical advice 
from our Treasury Management advisors. 

Local Issues 

52. The Council continues to act as the accountable body for a number of grant 
funded projects.  A rolling figure of £5m will be required to accommodate both 
Breckland’s and their partner’s cash flow requirements.  This limit is reflected 
in paragraph 31.  

53.  Treasury Management operations are carried out within the framework of the 
medium term financial policy. 

 


