
 
BRECKLAND DISTRICT COUNCIL 
 
Report of Michael Wassell, Executive Member for Finance and Democratic 
Services 
 
To: Audit Committee 15 February 2013 
 
(Author: Mark Finch, Assistant Director Finance) 
 
Subject: Treasury Management Policy and Strategy 2013-14 
 
Purpose: This report outlines the Council’s prudential indicators for 2013/14 – 
2015/16 and sets out the expected treasury operations for this period and 
requests approval for the Treasury Management Strategy and Policy and 
Prudential Indicators for 2013/14 – 2015/16 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1. BACKGROUND 

The Council is required to receive and approve as a minimum three main reports each 
year which incorporate a variety of policies, estimates and actuals.  There is a 
requirement for an annual strategy to be reported to Audit Committee outlining the 
expected treasury activity for the forthcoming 3 years (this report).  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 also a mid-year monitoring report is produced.  In 
addition, a quarterly performance report is received by Cabinet which includes an update 
on treasury performance and treasury issues. 
 
 This report outlines the Council’s prudential indicators for 2013/14 – 2015/16 and sets 
out the expected treasury operations for this period.  It fulfils four key legislative 
requirements: 

• The reporting of the Prudential indicators setting out the expected capital 
activities (including prudential indicators) as required by the CIPFA Prudential 
Code for Capital Finance in Local Authorities - Appendix A; 

• The Council’s Minimum Revenue Provision (MRP) Policy, which sets out how 
the Council will pay for capital assets through revenue each year  – Also 
Appendix A; 

• The treasury management strategy statement which sets out how the 
Council’s treasury service will support the capital decisions taken above, the day 
to day treasury management and the limitations on activity through treasury 
prudential indicators.  The key indicator is the Authorised Limit, the maximum 
amount of debt the Council could afford in the short term, but which would not be 
sustainable in the longer term.  This is the Affordable Borrowing Limit required by 
s3 of the Local Government Act 2003.   

 
 
 

Recommendation(s): 
It is recommended that the Audit Committee approves the following: 
i) The Prudential Indicators and Limits for 2013/14 to 2015/16 contained within 
Appendix A of the report 
ii) The Minimum Revenue Provision (MRP) Statement contained within 
Appendix A which sets out the Council’s policy on MRP 
iii) The Treasury Management Strategy 2013/14 to 2015/16 and the Treasury 
Prudential Indicators contained within Appendix B 
iv) The Investment Strategy 2013/14 contained in the Treasury Management 
Strategy (Appendix B), and the detailed criteria included in Appendix B1 
v) The Treasury Management Policy at Appendix B2 



This is in accordance with the CIPFA Code of Practice on Treasury Management 
and the CIPFA Prudential Code and shown at Appendix B; 

• The investment strategy which sets out the Council’s criteria for choosing 
investment counterparties and limiting exposure to the risk of loss.  This strategy 
is in accordance with the CLG Investment Guidance. And also shown in 
Appendix B. 

The above policies and parameters provide an approved framework within which the 
officers undertake the day to day capital and treasury activities. 
 
Summary of Main Changes and Key Issues 
A summary of the main points to note within this report are detailed below: 

• CIPFA have issued an amendment to the Prudential Code 2011 to replace the 
net debt indicator with a gross debt indicator.  However, this does not affect the 
Council as we currently have no debt. 

• The Budget report to Cabinet 12th February sets out the key challenges 
surrounding availability of capital and revenue over the forthcoming budget 
period.  Key challenges for Treasury activities surround the monitoring of 
Performance Indicators, particularly the availability of capital and monitoring the 
need to borrow and ensuring that cash is available when needed whilst 
maximising returns.  

• Audit Committee on 23rd November 2012 approved a wider lending list which is 
not based purely on credit ratings.  This change is reflected in the 13/14 Strategy 
and Policy attached to this report. 

• During 2012/13, the advice was not to place money for more than 3 months 
(other than with the two part nationalised banks on our lending list).  On the 11th 
January 2013, Sector advised that it was no longer necessary to place such 
stringent limits on duration, however our time limits are still guided by their colour 
coding methodology.  Their newsflash also stated that between September 2012 
and January 2013, around 40% of counterparties monitored by Sector had their 
credit ratings reduced to the extent that it would have lowered their standard 
Sector suggested duration, in other words, the outlook remains mixed. 

• The 13/14 Strategy and Policy still requires counterparties to have an AAA rating 
by Fitch.  Sector advise that there is a distinct possibility that the UK may lose 
this rating.  Sovereign issues will therefore be kept under review and should this 
occur, advice from Sector will be sought and Audit Committee will be kept 
updated.  In addition, whilst the Treasury Strategy and Policy allows for investing 
in non UK banks, at this time no non UK investments are being made.   

• MRP policy has not changed  

• Our Treasury advisory contract with Sector was renewed in 2012/13 for one year 
and expires at the end of November 2013.  A new contract for advisory services 
will be tendered for. 

• Due to the timing of writing this report, all information on the capital programme is 
based on the budget being presented to Council 12th February 2013 which may 
be subject to change 

 
2. OPTIONS 

 

Approve the recommendations 
Not approve the recommendations 
 

3. REASONS FOR RECOMMENDATION 
 

To comply with the Local Government Act 2003 and to safeguard the Council’s financial 
assets 
 
 

4. EXPECTED BENEFITS  
 

To comply with the Local Government Act 2003 and to safeguard the Council’s financial 
assets 
 

 



 
 
5. IMPLICATIONS 
 
5.1 Legal – To comply with the Local Government Act 2003 
 
5.2 Risks – I have completed the Risk Management questionnaire and can confirm that risk 

has been given careful consideration.  Risk is addressed in TMP1 within the Treasury 
Management Policy Statement 2013/14 

 
5.3 Financial – Financial information is included within the report. 

 
5.4 Timescales – This report and the policy and strategy relate to 2013-14 financial year. 

 
5.5 Equality and Diversity - None 

 
5.6 Stakeholders / Consultation - None 

 
5.7 Contracts - None 
 
5.8 Section 17, Crime & Disorder Act 1998 - None 

 
6. WARDS/COMMUNITIES AFFECTED – n/a 
 
Background papers:- none 
___________________________________________________________________ 
 
Lead Contact Officer 
Name/Post: Margaret Bailey/Senior Accountant 
Telephone Number: 01362 656218 
Email: margaret.bailey@breckland.gov.uk 
 
Director/Officer who will be attending the Meeting 
Name/Post: Mark Finch/Assistant Director Finance 
 
Appendices attached to this report:  
Appendix A –  Prudential Indicators  
Appendix B –  Treasury Management Strategy 2013/14 – 2015/16 
Appendix B1 - Treasury Management Practice (TMP1) 
Appendix B2 - Treasury Management Policy 2013/14 - 2015/16 
Appendix C – Economic Update 
 
 



 
Appendix A 

The Capital Prudential Indicators 2013/14 – 2015/16 
 
Introduction 

1. The Local Government Act 2003 requires the Council to adopt the CIPFA Prudential 
Code and produce prudential indicators.  Each indicator either summarises the expected 
capital activity or introduces limits upon that activity, reflecting the outcome of the 
Council’s underlying capital appraisal systems.  This report updates currently approved 
indicators.   

2. Within this overall prudential framework there is an impact on the Council’s treasury 
management activity – as it will directly impact on borrowing or investment activity.  As a 
consequence the treasury management strategy for 2013/14 to 2015/16 is included as 
Appendix B to complement these indicators.  Some of the prudential indicators are 
shown in the treasury management strategy to aid understanding. 

The Capital Expenditure Plans  
3. The Council’s capital expenditure plans are summarised over the page and this forms 

the first of the prudential indicators.    A certain level of capital expenditure is grant 
supported by the Government; any decisions by the Council to spend above this level 
will be considered unsupported capital expenditure.  This unsupported capital 
expenditure needs to have regard to: 

• Service objectives (e.g. strategic planning); 

• Stewardship of assets (e.g. asset management planning); 

• Value for money (e.g. option appraisal); 

• Prudence and sustainability (e.g. implications for external borrowing and whole life 
costing);   

• Affordability (e.g. implications for the council tax); 

• Practicality (e.g. the achievability of the forward plan). 

4. The revenue consequences of capital expenditure, particularly the unsupported capital 
expenditure, will need to be paid for from the Council’s own resources.   

5. This capital expenditure can be paid for immediately (by applying capital resources such 
as capital receipts, capital grants etc., or revenue resources), but if these resources are 
insufficient any residual capital expenditure will create a borrowing need. Based on the 
current forecast capital programme the Council may trigger a borrowing need within this 
planning period if it actions all of the forecast spend or does not generate additional 
capital receipts.  During 2013/14 the Council will need to monitor this closely and if 
necessary make plans to deal with any borrowing need. 

6. The key risks to the plans are that the level of Government support has been estimated 
and is therefore subject to change.  Similarly some estimates for other sources of 
funding, such as capital receipts, may also be subject to change over this timescale.  For 
instance anticipated asset sales may be postponed due to the poor condition of the 
property market. 



 

7. The Council is asked to approve the summary capital expenditure projections below.  
The revised estimate for 2012/13 is subject to change and will be finalised as part of final 
accounts.  This forms the first prudential indicator: 

£ 2012/13 
Original 

2012/13 * 
Revised 

2013/14 * 
Estimate 

2014/15 * 
Estimate 

2015/16 * 
Estimate 

Capital Expenditure 5,741,010 3,737,881 8,696,964 2,766,089 1,320,338 
Financed by:      
Capital receipts 4,457,194 2,173,506 8,143,164 2,212,289 835,200 
Capital grants 1,283,816 1,564,375 553,800 553,800 485,138 
Capital reserves - - - - - 
Revenue - - - - - 
Net financing need 
for the year 

Nil Nil Nil Nil Nil 

* as per budget report to Cabinet 12th February 2013  

8. Other long term liabilities – The above financing need excludes other long term liabilities, 
such as PFI and leasing arrangements which already include borrowing instruments.   

The Council’s Borrowing Need (the Capital Financing Requirement) 
9. The second prudential indicator is the Council’s Capital Financing Requirement (CFR).  

The CFR is simply the total historic outstanding capital expenditure which has not yet 
been paid for from either revenue or capital resources.  It is essentially a measure of the 
Council’s underlying borrowing need.  The capital expenditure above which if not 
immediately paid for would increase the CFR.   

10. Following accounting changes the CFR includes any other long term liabilities (e.g. PFI 
schemes) brought onto the balance sheet.  Whilst this increases the CFR, and therefore 
the Council’s borrowing requirement, these types of scheme include a borrowing facility 
and so the Council is not required to separately borrow for these schemes.  The Council 
currently has £9,491,992 of such schemes within the CFR.  

11. The Council is asked to approve the CFR projections below: 

£m 2012/13 
Original 

2012/13 
Revised 

2013/14 
Estimate 

2014/15 
Estimate 

2015/16 
Estimate 

Capital Financing Requirement 
Total CFR 0 0 0 0 0 
Movement in CFR 0 0 0 0 0 

12. This table indicates that the Council has no borrowing need within this reporting period.  
However, as per the budget report to Council, based on the current forecast capital 
programme the Council may trigger a borrowing need of up to £1.025m in 2015/16 if it 
actions all of the forecast capital spend or does not generate additional capital receipts.  
This borrowing need is not shown in the table above on the basis that receipts of up to 
£2m are possible during the same reporting period.  During 2013/14 the Council will 
need to monitor it’s borrowing need which will include an assessment of the certainty of 
receipts assumed in the table above and if necessary the Council will need to make 
plans to deal with any borrowing need.  The Council is required to pay off an element of 
the accumulated General Fund capital spend each year (the CFR) through a revenue 
charge (the Minimum Revenue Provision - MRP), although it is also allowed to 
undertake additional voluntary payments if required (Voluntary Revenue Provision - 
VRP).   

 

 

 

 

 

 

 



 

 

Summary of Estimated Capital Resources  
Resources 2012/13 

(£’000s) 
2013/14 
(£’000s) 

2014/15 
(£’000s) 

2015/16 
(£’000s) 

Opening CFR (2,540) (1,232) 6,911 9,123 

Movement in year 1,308 8,143 2,212 835 

CFR as per prudential code (1,232) 6,911 9,123 9,958 

PFI Liability (9,492) (9,315) (9,129) (8,933) 

Underlying Borrowing  requirement (10,724) (2,404) (6) 1,025 

* based on assumed levels of activity at December 2012 (not yet approved).  As detailed 
in paragraph 12 above, receipts of up to £2m are possible during the same reporting 
period hence CFR is shown as NIL. 

13. CLG Regulations have been issued which require Audit Committee to approve an MRP 
Statement in advance of each year.  A variety of options are provided to councils, so 
long as there is a prudent provision.  The Council is recommended to approve the 
following MRP Statement  

14. Breckland has fully financed it’s capital expenditure incurred before 1st April 2008, 
therefore there is no MRP requirement anticipated, other than for the PFI schemes.  
However, in the unlikely event of an MRP charge being required, the policy for approval 
is: 

• Asset Life Method – MRP will be based on the estimated life of the assets, in 
accordance with the proposed regulations (this option must be applied for any 
expenditure capitalised under a Capitalisation Direction) (Option 3); 

This option provides for a reduction in the borrowing need over approximately the 
asset’s life.  It should be noted that the inclusion of the PFI scheme means that the debt 
repayments under the schemes will form MRP.   

The Use of the Council’s Resources and the Investment Position 
15. The application of resources (capital receipts, reserves etc.) to either finance capital 

expenditure or other budget decisions to support the revenue budget will have an 
ongoing impact on investments unless resources are supplemented each year from new 
sources (asset sales etc.).  Detailed below are estimates of the year end balances for 
each resource and anticipated day to day cash flow balances. 

 Year End Resources 
£m 

2012/13 
Original 

2012/13 
Revised 

2013/14 
Estimate 

2014/15 
Estimate 

2015/16 
Estimate 

Earmarked reserves 9.728 10.674 10.459 10.398 10.293 
Total Core Funds 9.728 10.674 10.459 10.398 10.293 
Working Capital* (0.5) (0.5) (0.5) (0.5) (0.5) 
Expected Investments 19.00 21.00 11.00 8.00 7.00 
*Working capital balances shown are estimated year end; these may be higher mid year  

 
Affordability Prudential Indicators 

16. The previous sections cover the overall capital and control of borrowing prudential 
indicators, but within this framework prudential indicators are required to assess the 
affordability of the capital investment plans.   These provide an indication of the impact 
of the capital investment plans on the Council’s overall finances.  The Committee is 
asked to approve the following indicators: 

 
17. Actual and Estimates of the ratio of financing costs to net revenue stream – This 

indicator identifies the trend in the cost of capital (borrowing and other long term 
obligation costs net of investment income) against the net revenue stream.  This 
indicator is expected to be negative for 2013/14 – 2015/16 and the 2012/13 figure is 
expected to be (2.36%).  Financing costs to net revenue stream are negative because 



the Council currently earns interest on it’s balances as opposed to paying interest on 
borrowing. 

 
18. Estimates of the incremental impact of capital investment decisions on the 

Council Tax – This indicator identifies the revenue costs associated with proposed 
changes to the three year capital programme recommended in this budget report 
compared to the Council’s existing approved commitments and current plans.  The 
assumptions are based on the budget, but will invariably include some estimates, such 
as the level of Government support, which are not published over a three year period. 

 
19. Incremental impact of changes in capital investment decisions on the Band D 

Council Tax 
 
 Original 

2012/13 
Proposed 

Budget 
2013/13 

Forward 
Projection 

2013/14 

Forward 
Projection 

2014/15 

Forward 
Projection 

2015/16 
Band D Council Tax £0.22 £0.08 £0.65 £0.25 £0.15 

 
The above figures make no allowance for the cost of borrowing, if required.



               Appendix B 
Treasury Management Strategy 2013/14 – 2015/16 

 
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. 

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).  
This Council adopted the Code of Practice on Treasury Management on 01/04/02.  

3. As a result of adopting the Code the Council also adopted a Treasury Management 
Policy Statement on 01/04/02.  This adoption is the requirements of one of the prudential 
indicators.  The Treasury Management Policy Statement has been updated for 2013/14 
and this is appended at Annex B2 for approval. 

4. 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; 
• Creditworthiness policy 
• Policy on use of external fund providers 
• Any local treasury issues. 

Debt and Investment Projections 2013/14 – 2015/16 
5. 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. 

 2012/13 
Revised 

2013/14 
Estimate 

2014/15 
Estimate 

2015/16 
Estimate 

External Debt 0 0 0 0 
Operational Boundary 0 0 0 0 
Investments 
Total Investments at  31 March £21m £11m £8m £7m 
Investment change £2m (£10m) (£3m) (£1m) 
 

NB. Although the CFR projections indicate the Council may trigger a borrowing need in 2015/16 
if it actions all forecast capital spend or does not generate additional capital receipts, the debt 
projections shown remain at zero on the basis that during 2013/14 the Council will review it’s 
borrowing need. 

6. The related impact of the above movements and rate changes on the revenue budget 
are: 

£m 2012/13 
Revised 

2013/14 
Estimate 

2014/15 
Estimate 

2015/16 
Estimate 

Revenue Budgets     
Interest on Borrowing  0 0 0 0 
Investment income 0.423 0.335 0.279 0.274 
 

 

 

 



Limits to Borrowing Activity 

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

8. For the first of these the Council needs to ensure that its total borrowing, 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 2012/13 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 2012/13 
Revised 

2013/14 
Estimate 

2014/15 
Estimate 

2015/16 
Estimate 

Gross Borrowing 0 0 0 0 
Investments 21 11 8 7 
Net Borrowing (21) (11) (8) (7) 
CFR 0 0 0 0* 
 * Assumes capital receipts will be generated (as per Appendix A paragraph 12) 

9. The Assistant Director Finance (S151) 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.   

10. 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 Audit Committee.  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.   

11. 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. 

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

Authorised limit £m 2012/13 
Revised 

2013/14 
Estimate 

2014/15 
Estimate 

2015/16 
Estimate 

Borrowing 1.000 1.000 1.000 1.000 
Other long term liabilities 9.492 9.315 9.129 8.933 
Total 10.492 10.315 10.129 9.933 

Note – The authorised limit does not alter the underlying finances of the Council, but ensures 
current activity is within the required limits. 
 

13.    Borrowing in advance of need – As detailed earlier, CFR projections assume a nil 
borrowing requirement.  However, based on the forecast capital programme, the Council 
may trigger a borrowing need in 2015/16 if it actions all forecast capital spend or does not 
generate additional capital receipts.  The debt projections shown remain at zero on the basis 
that during 2013/14 the Council will review the certainty of assumed capital receipts and 
also it’s borrowing need. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 



Expected Movement in Interest Rates 
The following table gives the Sector view of interest rates as at 20th November 2012. 
Annual 
Average % 

Bank 
Rate 

Money Rates PWLB Borrowing Rates 

  3 month 
LIBID 

1 year 
LIBID 

5 year 25 year 50 year 

March ‘13 0.50 0.50 1.00 1.50 3.80 4.00 
June 2013 0.50 0.50 1.00 1.50 3.80 4.00 
Sept 2013 0.50 0.50 1.00 1.60 3.80 4.00 
Dec 2013 0.50 0.50 1.00 1.60 3.80 4.00 
March ‘14 0.50 0.50 1.10 1.70 3.90 4.10 
June 2014 0.50 0.60 1.10 1.70 3.90 4.10 
Sept 2014 0.50 0.60 1.20 1.80 4.00 4.20 
Dec 2014 0.50 0.70 1.30 2.00 4.10 4.30 
March ‘15 0.75 0.80 1.30 2.20 4.30 4.50 
June 2015 1.00 1.10 1.50 2.30 4.40 4.60 
The economic recovery in the UK since 2008 has been the worst and slowest recovery in recent 
history, although the economy returned to positive growth in the third quarter of 2012.  Growth 
prospects are weak and consumer spending, the usual driving force of recovery, is likely to 
remain under pressure due to consumers focusing on repayment of personal debt, inflation 
eroding disposable income, general malaise about the economy and employment fears. 
The primary drivers of the UK economy are likely to remain external.  40% of UK exports go to 
the Euozone  so the difficulties in this area are likely to continue to hinder  UK growth.  The US, 
the main world economy, faces similar debt problems to the UK, but urgently needs to resolve 
the fiscal cliff now that the the Presidential elections are out of the way.  The resulting US fiscal 
tightening and continuing Eurozone problems will depress UK growth and is likely to see the UK 
deficit reduction plans slip. 
This challenging and uncertain economic outlook has several key treasury mangement 
implications: 
• The Eurozone sovereign debt difficulties provide a clear indication of  high 

counterparty risk.  This continues to suggest the use of higher quality counterparties 
for shorter time periods; 

• Investment returns are likely to remain relatively low during 2013/14 and beyond; 
• Borrowing interest rates continue to be  attractive and may remain relatively low for 

some time.  The timing of any borrowing will need to be monitored carefully; 
• There will remain a cost of carry – any borrowing undertaken that results in an 

increase in investments will incur a revenue loss between borrowing costs and 
investment returns. 

 
Borrowing Strategy 2013/14 – 2015/16 

14. It is not anticipated that the Council will undertake long term borrowing during the next 
three years.   This will need to be monitored closely.  Should a more detailed borrowing 
strategy be required, this will be prepared and put forward for approval prior to any 
borrowing taking place. 



 
Investment Strategy 2013/14 – 2015/16 
15. Key Objectives - The Council’s investment strategy primary objectives are safeguarding 

the re-payment of the principal and interest of its investments on time, then ensuring 
adequate liquidity, with the investment return being the final objective.  Following the 
economic background above, the current investment climate has one over-riding risk, 
counterparty security risk.  As a result of these underlying concerns officers continue to 
implement an operational investment strategy which tightens the controls already in 
place in the approved investment strategy.   

16. Investment Policy – The Council’s investment policy has regard to the CLG’s Guidance 
on Local Government Investments (“the Guidance”) and the 2011 revised CIPFA 
Treasury Management in Public Services Code of Practice and Cross Sectoral Guidance 
Notes (“the CIPFA TM Code”).  The Council’s investment priorities will be security first, 
liquidity second and  then return. 

 
In accordance with guidance from the CLG and CIPFA, and in order to minimise the risk 
to investments, the Council has below clearly stipulated the minimum acceptable credit 
quality of counterparties for inclusion on the lending list. The creditworthiness 
methodology used to create the counterparty list fully accounts for the ratings, watches 
and outlooks published by all three ratings agencies with a full understanding of what 
these reflect in the eyes of each agency. Using the Sector ratings service potential 
counterparty ratings are monitored on a real time basis with knowledge of any changes 
notified electronically as the agencies notify modifications. 

 
Furthermore, the Council’s officers recognise that ratings should not be the sole 
determinant of the quality of an institution and that it is important to continually assess 
and monitor the financial sector on both a micro and macro basis and in relation to the 
economic and political environments in which institutions operate. The assessment will 
also take account of information that reflects the opinion of the markets. To this end the 
Council will engage with its advisors to maintain a monitor on market pricing such as 
“credit default swaps” and overlay that information on top of the credit ratings. This is 
fully integrated into  the credit methodology provided by the advisors, Sector in 
producing its colour codings which show the varying degrees of suggested 
creditworthiness. 

 
Other information sources used will include the financial press, share price and other 
such information pertaining to the banking sector in order to establish the most robust 
scrutiny process on the suitability of potential investment counterparties. 

 
The aim of the strategy is to generate a list of highly creditworthy counterparties which 
will also enable diversification and thus avoidance of concentration risk.  The intention of 
the strategy is to provide security of investment and minimisation of risk. 

 
Investment instruments identified for use in the financial year are listed in appendix B1 
under the ‘specified’ and ‘non-specified’ investments categories. Counterparty limits will 
be as set through the Council’s treasury management practices – schedules.  

 

17. Creditworthiness policy – This Council applies the creditworthiness service provided 
by Sector.  This service employs a sophisticated modelling approach utilising credit 
ratings from the three main credit rating agencies - Fitch, Moody’s and Standard and 
Poor’s.  The credit ratings of counterparties are supplemented with the following 
overlays:  
• credit watches and credit outlooks from credit rating agencies; 
• CDS spreads to give early warning of likely changes in credit ratings; 
• sovereign ratings to select counterparties from only the most creditworthy countries. 

 
 
 
 
 
 



 
This modelling approach combines credit ratings, credit watches and credit outlooks in a 
weighted scoring system which is then combined with an overlay of CDS spreads for 
which the end product is a series of colour coded bands which indicate the relative 
creditworthiness of counterparties.  These colour codes are used by the Council to 
determine the suggested duration for investments.   The Council will therefore use 
counterparties within the following durational bands  

 
• Yellow 5 years * 
• Purple  2 years 
• Blue  1 year (only applies to nationalised/semi nationalised UK Banks) 
• Orange 1 year 
• Red  6 months 
• Green  3 months  
• No colour  not to be used  

 
* Sector note: this category is for AAA rated Government debt or its equivalent; The Council 
will only invest for over 2 years with the prior approval of Audit Committee. 

 
The Sector creditworthiness service uses a wider array of information than just primary 
ratings and by using a risk weighted scoring system, does not give undue 
preponderance to just one agency’s ratings. 

 
Typically the minimum credit ratings criteria the Council use will be a short term rating 
(Fitch or equivalents) of  short term rating F1, long term rating A-,  viability rating of  A-, 
and a support rating of 1 There may be occasions when the counterparty ratings from 
one rating agency are marginally lower than these ratings but may still be used.  In these 
instances consideration will be given to the whole range of ratings available, or other 
topical market information, to support their use. 

 
The Council is alerted to changes to ratings of all three agencies through its use of the 
Sector creditworthiness service.  If a downgrade results in the counterparty / investment 
scheme no longer meeting the Council’s minimum criteria, its further use as a new 
investment will be withdrawn immediately. 
In addition to the use of credit ratings the Council will be advised of other market data on 
a weekly basis. Extreme market movements may result in downgrade of an institution or 
removal from the Council’s lending list. 

Sole reliance will not be placed on the use of this external service.  In addition this 
Council will also use market data and market information, information on government 
support for banks and the credit ratings of that supporting government. 

18. Country limits - The Council has determined that it will only use approved 
counterparties from countries with a minimum sovereign credit rating of AAA from Fitch. 
The list of countries that qualify using this credit criteria as at the date of this report are 
Australia, Canada, Denmark, Finland, Germany, Luxembourg, Netherlands, Norway, 
Singapore, Sweden, Switzerland and the UK.  This list will be added to, or deducted 
from, by officers should ratings change in accordance with this policy. 

19. In-house funds. Investments will be made with reference to the core balance and cash 
flow requirements and the outlook for short-term interest rates (i.e. rates for investments 
up to 12 months).  

20. Investment returns expectations.  Bank Rate is forecast to remain unchanged at  
0.5% before starting to rise from quarter 4 of 2014/15. Bank Rate forecasts for financial 
year ends (March) are as follows: 

• 2012/13 0.50% 

• 2013/14 0.50% 

• 2014/15 0.75% 

• 2015/16 1.75%  

 
 



 
21. There are downside risks to these forecasts (i.e. start of increases in Bank Rate is 

delayed even further) if economic growth remains weaker for longer than expected.  
However, should the pace of growth pick up more sharply than expected there could be 
upside risk, particularly if Bank of England inflation forecasts for two years ahead  
exceed the Bank of England’s 2% target rate. 

22. Sectors suggested budgeted investment earnings rates for returns on investments 
placed for periods up to  three months during each financial year for the next four years 
are as follows:  

• 2012/13  0.50%   
• 2013/14  0.50%  
• 2014/15  0.60%   
• 2015/16  1.50% 

 
      23. Investment treasury indicator and limit - 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. 

 
The Council is asked to approve the treasury indicator and limit: - 
Maximum principal sums invested > 364 days 

£m 2013/14 2014/15 2015/16 
Principal sums invested > 364 days £16m £5m * £0m 
* This allows provision for one investment longer than a year.  No investment will be made 
without prior reference to Sector and confirmation that the cash is available for the 
recommended time period. 
 
24. Cashflow - For its cash flow generated balances, the Council will seek to utilise,  
      15 and 30 day notice accounts, money market funds and short-dated deposits  
      (overnight to three months) in order to benefit from the compounding of interest.   
 
25. Icelandic Bank Investments – as at 31/12/2012, £3,305,011 remains outstanding.  All 

monies within the Icelandic institutions are currently subject to the respective administration 
and receivership processes. The amounts and timing of payments to depositors such as the 
Council will be determined by the administrators / receivers. The Council has foreign 
exchange exposure resulting from an element of the settlement received from Glitnir and 
Landsbanki.  This is being held in Icelandic Kroner in an escrow account due to the current 
imposition of currency controls. 

26. Investment Risk Benchmarking - These benchmarks are simple guides to maximum risk, 
so they 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 position and amend the operational strategy to manage risk as conditions change.  
Any breach of the benchmarks will be reported, with supporting reasons in the Mid-Year or 
Annual Report. 

Security - The Council’s maximum security risk benchmark for the current portfolio at 31st 
December 2012, when compared to these historic default tables, is 0.008% historic risk of 
default when compared to the whole portfolio.  In addition, the security benchmark for each 
individual year has not been changed and is: 

 1 year 2 years 3 years 
Maximum 0.06% 0.06% 0.08% 

 

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

 

 

 

 



 

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 expected to be less than 1yr to reflect the short term nature 

of current deposits.  However, this is not a benchmark but is measured and reported 
for information and will be subject to change as opportunities for longer term 
deposits in line with our counterparty list arise  

Yield - local measures of yield benchmarks are: 

• Investments – internal returns above the 3 month LIBID 

27.  Economic Investment considerations - Sector’s narrative on the Economic     
             Background as at 3rd December 2012 is attached at Appendix C. 
 
28.  Sensitivity to Interest Rate Movements - The Council’s accounts are 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. 

 2013/14 
Estimated 

+ 1% 

2013/14 
Estimated 

- 1% 
Revenue Budgets £m £m 
Interest on Borrowing  0 0 
Net General Fund Borrowing Cost 0 0 
Investment income 0.110 (0.110) 
 
29. Treasury Management Limits on Activity 

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. 

     The Council is asked to approve the limits: 

 2013/14 2014/15 2015/16 
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 

£16m £5m* £0m 



 
* This allows provision for one investment longer than a year.  No investment will be 
made without prior reference to Sector and confirmation that the cash is available for the 
recommended time period. 

 

30. Treasury Management Advisors   

The Council uses Sector 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;   

Whilst the advisors 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 and the existing 
contract ends in November 2013.  A new three year contract will be tendered for.   

31.  Member and Officer Training 
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 (2012/13 training took place 
28/09/2012).  

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. 

32.  Local Issues 
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.   
Treasury Management operations are carried out within the framework of the medium 
term financial plan. 

33. Role of the section 151 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. 



 
 Appendix B1 

Treasury Management Practice (TMP) – Credit and Counterparty Risk Management 
  
The CLG issued Investment Guidance in 2010, and this forms the structure of the Council’s 
policy below.   These guidelines do not apply to either trust funds or pension funds which are 
under a different regulatory regime. 
 
The key intention of the Guidance is to maintain the current requirement for Councils to invest 
prudently, and that priority is given to security and liquidity before yield.  In order to facilitate this 
objective the guidance requires this Council to have regard to the CIPFA publication Treasury 
Management in the Public Services: Code of Practice and Cross-Sectoral Guidance Notes.  
This Council adopted the Code on 01/04/02 and will apply its principles to all investment activity.  
In accordance with the Code, the Assistant Director Finance (S151) has produced its treasury 
management practices (TMPs).  This part, TMP 1(4), covering investment counterparty policy 
requires approval each year. 
 
Annual Investment Strategy - The key requirements of both the Code and the investment 
guidance are to set an annual investment strategy, as part of its annual treasury strategy for the 
following year, covering the identification and approval of following: 
 
• The strategy guidelines for choosing and placing investments, particularly non-

specified investments. 
• The principles to be used to determine the maximum periods for which funds can be 

committed. 
• Specified investments the Council will use.  These are high security (i.e. high credit 

rating, although this is defined by the Council, and no guidelines are given), and high 
liquidity investments in sterling and with a maturity of no more than a year. 

• Non-specified investments, clarifying the greater risk implications, identifying the 
general types of investment that may be used and a limit to the overall amount of 
various categories that can be held at any time. 

 
The investment policy proposed for the Council is: 
 
Strategy Guidelines – The main strategy guidelines are contained in the body of the treasury 
strategy statement. 



 
SPECIFIED INVESTMENTS: All such investments will be sterling denominated, with maturities 
up to maximum of 1 year, meeting the minimum quality criteria where applicable. 
 
NON-SPECIFIED INVESTMENTS: These are any investments which do not meet the specified 
investment criteria.  A maximum of £5m will be held in aggregate in non-specified investments. 
 
A variety of investment instruments will be used, subject to the credit quality of the institution, 
and depending on the type of investment made it will fall into one of the above categories. 
 
The criteria, time limits and monetary limits applying to institutions or investment vehicles are: 
 
 

Specified Investments – 

 
Minimum 
credit criteria / 
colour band 

Max % of 
total 
investment
s/ £ limit 
per 
institution 

Max. maturity period 

DMADF – UK 
Government N/A 100% 6 months 

Term deposits with 
banks and building 
societies 

 
Blue 
Orange 
Red 
Green 
No Colour 

100% 

 
Up to 1 year ** 
Up to 1 year 
Up to 6 Months 
Up to 3 months 
Not for use 

CDs or corporate bonds  
with banks and building 
societies 

Blue 
Orange 
Red 
Green 
No Colour 

100% 

Up to 1 year ** 
Up to 1 year 
Up to 6 Months 
Up to 3 months 
Not for use 

Money market funds 

AAA rated 
and net 
constant net 
asset value 

100% Liquid 

Local authorities N/A 100% 

Approval will be made based on 
individual circumstances without 
further reference to Audit 
Committee 

The Council’s own 
banker  100% 

If the Council’s own banker fails to 
meet the basic credit criteria 
balances will be minimised as far 
as possible.  Current banking 
arrangements will continue with the 
Co-op  bank if its ratings are 
insufficient to qualify as a specified 
investment.  Investment balances 
will be limited to overnight for 
current banking arrangements 
unless otherwise stated. 

 

 

 

 

 

 

 

 



 

Non-Specified Investments – 

 
Minimum 
credit criteria / 
colour band 

Max % of 
total 
investment
s/ £ limit 
per 
institution 

Max. maturity period 

UK Government gilts UK sovereign 
rating  100% Separate approval will be sought 

for this type of investment 
UK Government 
Treasury Bills 

UK sovereign 
rating  100% Separate approval will be sought 

for this type of investment 
Bonds issued by 
multilateral development 
banks 

UK sovereign 
rating  100% Separate approval will be sought 

for this type of investment 

Term deposits with 
banks and building 
societies 

Yellow 
Purple 
 

100% 
Up to 5 years * 
Up to 2 years  
 

CDs or corporate bonds  
with banks and building 
societies 

Yellow 
Purple 
 

100% 
Up to 5 years * 
Up to 2 years  
 

Enhanced cash funds  100% Separate approval will be sought 
for this type of investment 

Corporate bond funds  100% Separate approval will be sought 
for this type of investment 

Gilt funds  UK sovereign 
rating  100% Separate approval will be sought 

for this type of investment 

Property funds   100% Separate approval will be sought 
for this type of investment 

Local authorities N/A 100% 

Approval will be made based on 
individual circumstances without 
further reference to Audit 
Committee 

 
* The Council will only invest for over 2 years with the prior approval of Audit  Committee. In all 
circumstances the maximum amount with any one counterparty will be £5m 
 
** (only applies to nationalised/semi nationalised UK Banks as shown on Sector list) 
 
NB 
The criteria are intended to be the operational criteria in normal times.  At times of heightened 
volatility, risk and concern in financial markets, this strategy may be amended by temporary 
operational criteria further limiting investments to counterparties of a higher creditworthiness 
and / or restricted time limits 
 
Accounting treatment of investments.  The accounting treatment may differ from the 
underlying cash transactions arising from investment decisions made by this Council. To ensure 
that the Council is protected from any adverse revenue impact, which may arise from these 
differences, we will review the accounting implications of new transactions before they are 
undertaken. 



Appendix B2 
 

THE TREASURY MANAGEMENT POLICY STATEMENT 2013-14 
 

1. Breckland Council defines it’s Treasury Management activities as “the management 
of the organisation’s cash flows, it’s 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. Breckland Council 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 the risk implications for the Council. 

 
3. Breckland Council 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 best value in Treasury 
Management, and to employing suitable performance measurement techniques, 
within the context of risk management. 



   
 

TREASURY MANAGEMENT PRACTICES (TMP’s) 
 

Breckland Council has in place the following Treasury Management practices to which 
schedules will be attached where appropriate to specify the systems and routines to be 
employed and the records to be maintained. 

 
 
 TMP 1 
 Risk Management 
 

TMP 2 
Best Value and Performance Measurement  
 
TMP 3 
Decision Making and Analysis 
 
TMP 4 
Approved Instruments, Methods and Techniques 
 
TMP 5 
Organisation, Clarity and Segregation of responsibilities and dealing Arrangements 
 
TMP 6 
Reporting requirements and Management Information Arrangements 
 
TMP 7 
Budgeting, Accounting and Audit Arrangements 
 
TMP 8 
Cash and Cash Flow Management 
 
TMP 9 
Money Laundering 
 
TMP 10 
Staff training and Qualifications 
 
TMP 11 
Use of External service Providers 
 
TMP 12 
Corporate Governance 



 
(i) TMP 1   RISK MANAGEMENT  

The Assistant Director of Finance will design, implement and monitor all arrangements for the 
identification, management and control of Treasury Management risk, will report at least annually 
on the adequacy/suitability thereof, and will report, as a matter of urgency, the circumstances of 
any actual or likely difficulty in achieving the Council’s objectives in this respect, all in accordance 
with the procedures set out in TMP6 reporting requirements and management information systems 
requirements.  In respect of each of the following risks, the arrangements which seek to ensure 
compliance with these objectives are set out in the schedule to this document. 
 
TMP 1 [1] 
Interest Risk Management 
To minimise the financial risk to which the Council is exposed in both cash deposits and borrowing 
i.e. 
 
(i) to minimise the interest burden to the Council arising from borrowing: 
(ii) to optimise interest earned.  Unless otherwise directed by the Council whilst protecting 

capital sums deposited. 
 
In order to achieve this objective the following specific policies should be adopted:- 
 
(i) to maintain the Council’s debt free position and undertake no new long term borrowing. 
(ii) to retain appropriate levels of capital receipts in order to maintain flexibility in the use of 

interest earned from cash deposits. 
(iii) To lend surplus funds only to approved institutions in accordance with DCLG Investment 

Guidance.  A list of Approved Cash Deposit Instruments is attached at TMP 4[4]. 
(iv) To minimise short term borrowing by efficient cash flow management. 
 
In balancing risk against return, local authorities should be more concerned to avoid risks than to 
maximise returns 
 
TMP 1 [2] 
Liquidity Risk Management 
The Council will ensure it has adequate though not excessive cash resources, borrowing 
arrangements, overdraft or standby facilities to enable it at all times to have the level of funds 
available to it which are necessary for the achievement of it’s Business Plan. 
 
TMP 1 [3] 
Interest Rate/Inflation Risk Management 
The Council will manage it’s exposure to fluctuations in interest rates with a view to containing it’s 
interest costs, or securing it’s interest revenues, in accordance with the amounts provided in it’s 
budgetary arrangements as amended in accordance with TMP6 reporting requirements and 
management information systems.  
 
The effects of varying levels of inflation, in so far as they can be identified as impacting directly on 
its Treasury Management activities, will be controlled by the Council as an integral part of its 
strategy for managing its overall exposure to inflation. 
 
It will achieve these objectives by the prudent use of its approved financing and investment 
instruments, methods and techniques, primarily to create stability and certainty of costs and 
revenues, but at the same time retaining a sufficient degree of flexibility to take advantage of 
unexpected, potentially advantageous changes in the level or structure of interest rates or inflation.  
The above are subject at all times to the consideration and, if required, approval of any policy or 
budgetary implications. 
 
 
 
 
 
 



TMP 1 [4] 
Credit and Counterparty Risk Management 
The Office of the Deputy Prime Minister (now CLG) issued Investment Guidance on 12th March 
2004, and this forms the structure of the Council’s policy.   The CLG is currently consulting over 
revisions to the Guidance and where applicable the Consultation recommendations have been 
included within this policy.  These guidelines do not apply to either trust funds or pension funds 
which are under a different regulatory regime. 
 
The key intention of the Guidance is to maintain the current requirement for Councils to invest 
prudently, and that priority is given to security and liquidity before yield.  In order to facilitate this 
objective the guidance requires this Council to have regard to the CIPFA publication Treasury 
Management in the Public Services: Code of Practice and Cross-Sectoral Guidance Notes.  This 
Council adopted the Code on 01/04/02 and will apply its principles to all investment activity.  In 
accordance with the Code, the Assistant Director of Finance has produced its treasury 
management practices (TMPs).  This part: TMP 1[4], covering investment counterparty policy 
requires approval each year. 
 
Monitoring of Investment Counterparties 
The credit rating of counterparties will be monitored regularly.  The Council receives credit rating 
information (changes, rating watches and rating outlooks) from Sector as and when ratings 
change, and counterparties are checked promptly.  On occasion ratings may be downgraded when 
an investment has already been made.  The criteria used are such that a minor downgrading 
should not affect the full receipt of the principal and interest.  Any counterparty failing to meet the 
criteria will be removed from the list immediately by the Assistant Director of Finance, and if 
required new counterparties which meet the criteria will be added to the list. 
 
TMP 1 [5] Refinancing Risk Management 
The Council will ensure that it’s borrowing, private financing and partnership arrangements are 
negotiated, structured and documented, and the maturity profile of the monies so raised are 
managed, with a view to obtaining offer terms for renewal or refinancing, if required, which are 
competitive and as favourable to the organisation as can reasonably be achieved in the light of 
market conditions prevailing at the time. 
 
TMP 1 [6] 
Legal and Regulatory Risk Management 
The Council will ensure that its Treasury Management activities comply with its statutory powers 
and regulatory requirements.  It will demonstrate such compliance, if required to do so, to all 
parties with whom it deals in such activities.  In framing it’s credit and counterparty policy under 
TMP1 [4], it will ensure that there is evidence of counterparties’ powers, authority and compliance 
in respect of the transactions they may affect with the Council, particularly with regard to duty of 
care and fees charged. 
 
The Council recognises that future legislative or regulatory changes may impact on its Treasury 
Management activities and, so far as is reasonable to do so, will seek to minimise the risk of these 
impacting adversely on the Council. 
 
TMP 1 [7] 
Fraud, Error and Corruption and Contingency Management 
The Council will ensure it has identified the circumstances which may expose it to the risk of loss 
through fraud, error, corruption or other eventualities in its Treasury Management dealings.  
Accordingly, it will employ suitable systems and procedures, and will maintain effective 
contingency management arrangements, to these ends. 
 
TMP 1 [8] 
Market Risk Management 
The Council will seek to ensure that it’s stated Treasury Management policies and objectives will 
not be compressed by adverse market fluctuations in the value of the principal sums it invests, and 
will accordingly seek to protect itself from the effects of such fluctuations. 
 
 



(i) TMP 2   BEST VALUE AND PERFORMANCE MEASUREMENT 

The Council is committed to the pursuit of best value in its Treasury Management activities, and to 
the use of performance methodology in support of that aim, within the framework set out in its 
Treasury Management Policy Statement. 
 
Accordingly, the Treasury Management function will be the subject of formal analysis of the value it 
adds in support of the organisation’s stated business or service objectives.  It will be the subject of 
regular examination of alternative methods of service delivery, of the availability of fiscal or other 
grant subsidy incentives, and of the scope for innovation.  The actual performance of the Treasury 
Management function will be measured using the criteria in TMP 2[1] 
 
TMP 2 [1] 
Performance Measurement 
The performance of investment earnings will be measured (and the results verified by Sector) 
against the following benchmarks: 
 

a) Maintain liquidity of £5m for less than 1 month maturity; 
b) The 3 month LIBID (London Interbank Bid Rate); 
c) The Yield/liquidity security indicator  

 
  



 

(iii) TMP 3   DECISION MAKING – AND ANALYSIS 

The Council will rigorously maintain full records of its Treasury Management decisions, and of the 
processes applied in reaching those decisions, both for the purposes of learning from the past, and 
for demonstrating that reasonable steps were taken to ensure that all issues relevant to those 
decisions were taken into account at the time.  The issues to be addressed and processes to be 
pursued in reaching decisions are detailed in the following paragraphs. 
 
TMP 3 [1] 
Formulation of Treasury Management Strategy 

1. Whilst this document outlines the procedures and considerations for the treasury function 
as a whole requiring revision occasionally, the Treasury Management Strategy (Appendix 
A) sets out the specific expected treasury activities for the forthcoming financial year.  This 
strategy will be submitted to Council for approval prior to the commencement of each 
financial year. 

 
2. DCLG guidance allows the strategy to be varied at any time during the year with the   

approval of Audit Committee as delegated by Full Council.  
 

3. The formulation of the annual Treasury Management Strategy involves determining the 
appropriate borrowing and investment decisions in the light of the anticipated movement in 
both fixed and shorter term variable interest rates. 

 
4. The Treasury Management Strategy is concerned with the following elements: 

 
• The current portfolio position 
• Cash flow issues based on current activities  
• The Medium Term Financial Plan 
• The Prudential Code 
• Advice from the Council’s Treasury Management Advisors 
• Prospects for interest rates, based on TM advisors guidance 
• Treasury limits in force which will limit the treasury risk and activities of the Council 
• The investments strategy 
• Any extraordinary treasury issues 
 

5. The Treasury Management Strategy will establish the expected move in interest rates 
against alternatives (using all available information such as published interest rate forecasts 
where applicable), and highlight sensitivities to different scenarios. 

 
TMP 3 [2] 
Policy on Interest Rate Exposure 
 
In accordance with Local Government Act 2003 and the CIPFA Prudential Code the Council is 
required each year, to determine:- 
 
(i) an Authorised limit: 
(ii) an Operational Boundary: 
(iii) Prudential indicators that limit on the proportion of interest which is to be subject to fixed 

and variable rates, limit the maturity structure of borrowings and limit the use of long term 
investments. 

 

 
 
 



(iv) TMP 4   APPROVED INSTRUMENTS, METHODS AND TECHNIQUES 

The Council will undertake its Treasury Management activities by employing only those 
instruments, methods and techniques detailed in the schedule to this document, and within the 
limits and parameters defined in TMP 1, Risk Management. 
 
TMP 4 [1] 
Approved Activities of the Treasury Management Operation 
The Assistant Director of Finance shall be responsible for the management of all the Council’s 
borrowing and cash deposit operations in accordance with the Treasury Management Strategy as 
determined by the relevant delegations set by Council.  
 
Subject to the scheme of Treasury Management approved by the Council: 

(a) to undertake to negotiation and receipt of or repayment of loans in accordance with 
such policy as may be laid down from time to time by the Cabinet and subject to the 
receipt of the necessary Government sanctions and consents; 

(b) to make suitable arrangements for the investment and realisation of monies surplus 
to the Council’s requirements. 

 
TMP 4 [2] 
Approved Methods of Raising Capital Finance 
 
Part 1, section 1 of LGA 2003 allows Local Authorities to borrow from any source (provided it is in 
Sterling) for the following purposes, providing the Authority adheres to the Prudential code:- 
 
(i) for any purpose relevant to its functions under any enactment 
 
(ii) for the purposes of the prudent management of its financial affairs 
 
 
TMP 4 [3] 
Approved Sources of Funding 
 
There is no general restriction on the sources of local authority borrowing (except in foreign 
currency) but in practice it is anticipated that the Council will borrow on a short term basis from 
authorised banks or the Bank of England. 
 

 
TMP4 [4] 
Approved Organisations and instruments for Cash Deposits & Investments 
The Assistant Director of Finance will maintain a counterparty list in compliance with the following 
criteria and will revise the criteria and submit them to the Council for approval as necessary.  This 
criteria is separate to that which chooses Specified and Non-Specified investments as it selects 
which counterparties the Council will choose rather than defining what its investments are.  
 
This Council applies the creditworthiness service provided by Sector.  This service employs a 
sophisticated modelling approach utilising credit ratings from the three main credit rating agencies - 
Fitch, Moody’s and Standard and Poor’s.  The credit ratings of counterparties are supplemented 
with the following overlays:  

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

 
This modelling approach combines credit ratings, credit watches and credit outlooks in a weighted 
scoring system which is then combined with an overlay of CDS spreads for which the end product 
is a series of colour coded bands which indicate the relative creditworthiness of counterparties.  
These colour codes are used by the Council to determine the suggested duration for investments.   
The Council will therefore use counterparties within the following durational bands  
 

• Yellow 5 years * 
• Purple  2 years  



• Blue  1 year (only applies to nationalised/semi nationalised UK Banks) 
• Orange 1 year 
• Red  6 months 
• Green  3 months  
• No colour  not to be used  

 
* Sector note: this category is for AAA rated Government debt or its equivalent; The Council will 
only invest for over 2 years with the prior approval of Audit Committee. 

 
The Sector creditworthiness service uses a wider array of information than just primary 
ratings and by using a risk weighted scoring system, does not give undue preponderance to 
just one agency’s ratings. 

 
Typically the minimum credit ratings criteria the Council use will be a short term rating 
(Fitch or equivalents) of  short term rating F1, long term rating A-,  viability rating of  A-, and 
a support rating of 1 There may be occasions when the counterparty ratings from one rating 
agency are marginally lower than these ratings but may still be used.  In these instances 
consideration will be given to the whole range of ratings available, or other topical market 
information, to support their use. 

 
The Council is alerted to changes to ratings of all three agencies through its use of the 
Sector creditworthiness service.  If a downgrade results in the counterparty / investment 
scheme no longer meeting the Council’s minimum criteria, its further use as a new 
investment will be withdrawn immediately. 

In addition to the use of credit ratings the Council will be advised of information in 
movements in credit default swap spreads against the iTraxx benchmark and other market 
data on a weekly basis. Extreme market movements may result in downgrade of an 
institution or removal from the Council’s lending list. 

Sole reliance will not be placed on the use of this external service.  In addition this Council 
will also use market data and market information, information on government support for 
banks and the credit ratings of that supporting government. 

Country limits - The Council has determined that it will only use approved counterparties 
from countries with a minimum sovereign credit rating of AAA from Fitch. The list of 
countries that qualify using this credit criteria as at the date of this report are Australia, 
Canada, Denmark, Finland, Germany, Luxembourg, Netherlands, Norway, Singapore, 
Sweden, Switzerland and the UK.  This list will be added to, or deducted from, by officers 
should ratings change in accordance with this policy. 

 
Annual Investment Strategy - The key requirements of both the Code and the investment 
guidance are to set an annual investment strategy, as part of its annual treasury strategy for the 
following year, covering the identification and approval of following: 
 
• The strategy guidelines for choosing and placing investments, particularly non-specified 

investments. 
• The principles to be used to determine the maximum periods for which funds can be 

committed. 
• Specified investments the Council will use.  These are high security (i.e. high credit 

rating, although this is defined by the Council, and no guidelines are given), and high 
liquidity investments in sterling and with a maturity of no more than a year. 

• Non-specified investments, clarifying the greater risk implications, identifying the 
general types of investment that may be used and a limit to the overall amount of 
various categories that can be held at any time. 

 
 
 
 
 
 
 



 
The investment policy proposed for the Council is: 
 
Strategy Guidelines – The main strategy guidelines are contained in the body of the treasury 
strategy statement. 
 
SPECIFIED INVESTMENTS: All such investments will be sterling denominated, with maturities 
up to maximum of 1 year, meeting the minimum quality criteria where applicable. 
 
NON-SPECIFIED INVESTMENTS: These are any investments which do not meet the specified 
investment criteria.  A maximum of £5m will be held in aggregate in non-specified investments. 
 
A variety of investment instruments will be used, subject to the credit quality of the institution, and 
depending on the type of investment made it will fall into one of the above categories. 
 
The criteria, time limits and monetary limits applying to institutions or investment vehicles are: 
 
 

Specified Investments – 

 
Minimum 
credit criteria / 
colour band 

Max % of 
total 
investment
s/ £ limit 
per 
institution 

Max. maturity period 

DMADF – UK 
Government N/A 100% 6 months 

Term deposits with 
banks and building 
societies 

 
Blue 
Orange 
Red 
Green 
No Colour 

100% 

 
Up to 1 year ** 
Up to 1 year 
Up to 6 Months 
Up to 3 months 
Not for use 

CDs or corporate bonds  
with banks and building 
societies 

Blue 
Orange 
Red 
Green 
No Colour 

100% 

Up to 1 year ** 
Up to 1 year 
Up to 6 Months 
Up to 3 months 
Not for use 

Money market funds 

AAA rated 
and net 
constant net 
asset value 

100% Liquid 

Local authorities N/A 100% 

Approval will be made based on 
individual circumstances without 
further reference to Audit 
Committee 

The Council’s own 
banker  100% 

If the Council’s own banker fails to 
meet the basic credit criteria 
balances will be minimised as far 
as possible.  Current banking 
arrangements will continue with the 
Co-op  bank if its ratings are 
insufficient to qualify as a specified 
investment.  Investment balances 
will be limited to overnight for 
current banking arrangements 
unless otherwise stated. 

 

 

 



 

Non-Specified Investments – 

 
Minimum 
credit criteria / 
colour band 

Max % of 
total 
investment
s/ £ limit 
per 
institution 

Max. maturity period 

UK Government gilts UK sovereign 
rating  100% Separate approval will be sought 

for this type of investment 
UK Government 
Treasury Bills 

UK sovereign 
rating  100% Separate approval will be sought 

for this type of investment 
Bonds issued by 
multilateral development 
banks 

UK sovereign 
rating  100% Separate approval will be sought 

for this type of investment 

Term deposits with 
banks and building 
societies 

Yellow 
Purple 
 

100% 
Up to 5 years * 
Up to 2 years  
 

CDs or corporate bonds  
with banks and building 
societies 

Yellow 
Purple 
 

100% 
Up to 5 years * 
Up to 2 years  
 

Enhanced cash funds  100% Separate approval will be sought 
for this type of investment 

Corporate bond funds  100% Separate approval will be sought 
for this type of investment 

Gilt funds  UK sovereign 
rating  100% Separate approval will be sought 

for this type of investment 

Property funds   100% Separate approval will be sought 
for this type of investment 

Local authorities N/A 100% 

Approval will be made based on 
individual circumstances without 
further reference to Audit 
Committee 

 
* The Council will only invest for over 2 years with the prior approval of Audit  Committee. In all 
circumstances the maximum amount with any one counterparty will be £5m 
 
** (only applies to nationalised/semi nationalised UK Banks as shown on Sector list) 
 
NB 
The criteria are intended to be the operational criteria in normal times.  At times of heightened 
volatility, risk and concern in financial markets, this strategy may be amended by temporary 
operational criteria further limiting investments to counterparties of a higher creditworthiness and / 
or restricted time limits 
 
Accounting treatment of investments.  The accounting treatment may differ from the underlying 
cash transactions arising from investment decisions made by this Council. To ensure that the 
Council is protected from any adverse revenue impact, which may arise from these differences, we 
will review the accounting implications of new transactions before they are undertaken. 



 
TMP 4 [5] 
Approved Organisations for Investment – Criteria for selecting 
The Council as part of its Treasury Management activities employs a professional advisor (Sector) 
to: 
 
• Advise on investment counterparty credit-worthiness, including provision of prudent parameters 

established in the light of information from the worlds leading Credit Rating Agencies, various 
other analysts (internal and external to Sector), and associations. 

• To provide reports and analyses monthly or when required. 
• Provide economic and interest rate forecasts 
• Advise on establishing a sound investment policy and the drafting of best practice Policy, 

Strategy and Out-turn reports 
• Provide general treasury management advice 
• Provide one in-house  treasury management workshop  
• Provide seminars for attendance free of charge 
• Provide weekly and periodic publications/directives 
• Provide access to a helpline to provide advice on any Treasury Management issues 
 
TMP 4 [6] 
Group, Maturity and Sector Limits 
These limits are reviewed periodically based upon advice received from Sector and are embedded 
in TMP4 [4]  
 
Country and sector considerations - Due care will be taken to consider the country, group and 
sector exposure of the Council’s investments.  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. 

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.   

 
There is a further treasury prudential indicator limiting the amount placed for greater than 364 
days: 
 

£m 2013/14 £m 2014/15 £m 2015/16 £m 
Maximum principal sums invested > 364 days 16 5 0 
Principal sums invested > 364 days    
 
 

1 An interest-free loan of £50,000 to the Mid-Norfolk Railway Preservation Trust for a period 
of twenty five years with no payment for the first five years (1998 – 2002), followed by 
£2,500 each year after. 

2 A loan to ARP Trading Company has been approved in principal with the length & terms to 
be confirmed. 

3 Car loans to employees with the length and rate of the loans in line with the Breckland 
Assisted Car Purchase Scheme guidelines. 

 
All limits to be operated on a pragmatic basis relating to the particular circumstances. 



 

(v) TMP 5 ORGANISATION, CLARITY, SEGREGATION OF RESPONSIBILITIES AND DEALING 
ARRANGEMENTS 
 
The Council considers it essential, for the purposes of the effective control and monitoring of it’s 
treasury management activities, for the reduction of the risk of fraud or error, and for the pursuit of 
optimum performance, that these activities are structured and managed in a fully integrated 
manner, and that there is at all times a clarity of treasury management responsibilities. 
 
The principal on which this will be based is a clear distinction between those charged with 
implementing and controlling these policies, particularly with regard to the execution and 
transmission of funds, the recording and administering of treasury management decisions, and the 
audit and review of the treasury management function. 
 
If and when the Council intends, as a result of lack of resources or other circumstances, to depart 
from these principles, the Assistant Director of Finance will ensure that the reasons are properly 
reported in accordance with TMP 6 Reporting requirements and management information 
arrangements, and the implications properly considered and evaluated. 
 
The Assistant Director of Finance will ensure that there are clear written statements of the 
responsibilities for each post engaged in treasury management, and the arrangements for absence 
cover TMP 5[1].  
 
The Assistant Director of Finance will ensure there is proper documentation for all deals and 
transactions, and that procedures exist for the effective transmission of funds.  Procedure notes 
are maintained by the Treasury and Exchequer Supervisor.      
Article II.  
The delegations in respect of treasury management are set out in TMP 5 [2].  The Assistant 
Director of Finance will fulfil all such responsibilities in accordance with the organisation’s policy 
statement and TMP’s and the Standard of Professional Practice on Treasury Management. 
 
TMP 5 [ 1] 
Statement of responsibilities 
Reporting lines for Treasury Management are: 
Assistant Director of Finance  Accountancy Manager  Capital and Treasury Accountant    
Treasury and Exchequer Supervisor    Finance Officers. 
 
Assistant Director of Finance is responsible for the management of all the Council’s borrowing and 
cash deposit operations, which is then delegated to the Capital & Treasury Accountant. 
 
The Capital and Treasury Accountant (post number PN020) is responsible for the day to day 
operation of Treasury Management. 
(a) Ensure compliance with Treasury Management Policy 
(b) Ensure the Council is aware of market conditions and risk verses profit factors 
(c) Monitoring council’s cashflow and optimising cash deposits to meet with the interest 

requirements of the medium term financial plan. 
(d) Verification and authorisation of payments and beneficiary data base 
(e) Authorisation of inter account transfers 
 
The Treasury and Exchequer Supervisor (post number PN291) is responsible for monitoring the 
council’s cashflow on a day to day basis and longer term. 
(a) Recommending  value and maturity dates for cash deposit 
(b) Monitoring the day to day cash position, to ensure the council does not need to make use of its 

overdraft facility. 
(c) Maintaining all the necessary paperwork 
(d) Liaising with Brokers, Sector and other financial institutions regarding  interest rates 
(e) Ensure compliance with Treasury Management Policy 
(f) Monitoring council’s cashflow and optimising cash deposits, to meet with the interest 

requirements of the medium term financial plan. 
(f) Verification and authorisation of payments and beneficiary data base 
(g) Authorisation of inter account transfers 



(h) PN022, PN028 act as additional authorisers 
 
The Finance Officer’s post number’s PN026, PN279 are responsible for: 
(a) Inputting UK payments and inter account transfers 
(b) Maintaining all the necessary paperwork 
(c) Monitoring the day to day cash position  to ensure the council does not need to make use of it’s 

overdraft facility 
 
TMP 5 [2] 
Delegation of Treasury Management responsibilities 
 

 
1. This 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 TMPs, setting out the manner in which the organisation will seek to achieve 

those policies and objectives, and prescribing how it will manage and control those 
activities.  

2. The Authority 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, in the form prescribed in its TMPs.  

3. The Council delegates responsibility for the implementation and monitoring of its treasury 
management policies and practices to the Audit Committee, and for the execution and 
administration of treasury management decisions to the Assistant Director of Finance, who 
will act in accordance with the Council's policy statement and TMPs and CIPFA's Standard 
of Professional Practice on Treasury Management. 

4. The organisation nominates Audit Committee to be responsible for ensuring effective 
scrutiny of the treasury management strategy and policies. 

 



 
(vi) TMP 6   REPORTING REQUIREMENTS and MANAGEMENT INFORMATION 
ARRANGEMENTS 
 
The Council will ensure that regular reports are prepared and considered on the implementation of 
it’s treasury management policies; on the effects of decisions taken and transactions executed in 
pursuit of those policies; on the implications of changes, particularly budgetary, resulting from 
regulatory, economic, market or other factors affecting it’s treasury management activities; and on 
the performance of the treasury management function. 
 
As a minimum: 
 
The Council (Audit Committee) will receive: 
 
• An annual report on the activity in the Treasury Management operation in the preceding 

financial year, such reports to be submitted by 30th September in the succeeding financial 
year. 

 
• An annual report on the strategy and plan to be pursued in the coming year and on the need to 

review the requirements for changes to be made to the Treasury Management Strategy 
Statement. 

 
• Quarterly Financial performance report on Security, Liquidity and Yield (Cabinet) 
 
• Mid year review of treasury activity 
 
• Notification of new cash deposits via e-mail, as and when they occur 
 
Cabinet will receive: 
 
• Quarterly Financial performance report on Security, Liquidity and Yield  
 

 
(vii) TMP 7   BUDGETING, ACCOUNTING and AUDIT ARRANGEMENTS 

The Assistant Director of Finance will prepare, and Council will approve and if necessary from time 
to time will amend, an annual budget for Treasury Management, which will bring together all of the 
costs involved in running the Treasury Management function, together with associated income. 
The matters to be included in the budget will at minimum be those required by statute or regulation, 
together with such information as will demonstrate compliance with TMP 1 risk management, TMP 
2 best value and performance measurement and TMP 4 approved instruments, methods and 
techniques.  
 
The Assistant Director of Finance will exercise effective controls over this budget, and will report 
upon and recommend any changes required in accordance with TMP 6 reporting requirements and 
management information arrangements. 
 
The Council will account for its Treasury Management activities, for decisions made and 
transactions executed, in accordance with appropriate accounting practices and standards, and 
with statutory and regulatory requirements in force for the time being.  
 
The Council will ensure that it’s auditors, and those charged with regulatory review, have access to 
all information and papers supporting the activities of the Treasury Management function as are 
necessary for the proper fulfilment of their roles, and that such information and papers demonstrate 
compliance with external and internal policies and approved practices.  



 
(viii) TMP 8   CASH FLOW AND CASH FLOW MANAGEMENT    

Unless statutory or regulatory requirements demand otherwise, all monies in the hands of the 
Council will be under the control of the Assistant Director of Finance, and will be aggregated for 
cash flow and investment management purposes.  Cash flow projections will be prepared on a 
regular and timely basis, and the Assistant Director of Finance will ensure that these are adequate 
for the purposes of monitoring compliance with TMP 1 [2] liquidity risk management.  



 
(ix) TMP 9   MONEY LAUNDERING  

Whilst the Council is not directly required to implement the requirements of the Money Laundering 
Regulations 2003 (except through this TMP), the implications of the Terrorism Act 2000, the Anti-
Terrorism, Crime & Security Act 2001 and the Proceeds of Crime Act 2002 place an onus of 
responsibility on individuals associated with the treasury process to consider its implications. 
 
The Council is alert to the possibility that it may become the subject of an attempt to involve it in a 
transaction involving the laundering of money.  Accordingly, it will maintain procedures for verifying 
and recording the identity of counterparties and reporting suspicions. 
 

 



(x) TMP 10 STAFF TRAINING AND QUALIFICATIONS  
 
The Council recognises the importance of ensuring that all staff involved in the Treasury 
Management function is fully equipped to undertake the duties and responsibilities allocated to 
them.  It will therefore seek to appoint individuals who are both capable and experienced and will 
provide training for staff to enable them to acquire and maintain an appropriate level of expertise, 
knowledge and skills.  The Assistant Director of Finance will recommend and implement the 
necessary arrangements as part of the annual performance and development review.  
 



 

 
(xi) TMP 11 USE OF EXTERNAL SERVICE PROVIDERS 

The Council recognises the potential value of employing external providers of Treasury 
Management services, in order to acquire access to specialist skills and resources.  When it 
employs such service providers, it will ensure it does so for reasons which will have been fully 
evaluated against the costs and benefits.  It will also 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.  It will ensure where feasible, and necessary, that a spread of service 
providers is used, to avoid over reliance on one or a small number of companies.  Where services 
are subject to a formal tender or re-tender arrangements, legislative requirements will also be 
observed as well as Breckland Council financial regulations.  The monitoring of such arrangements 
rests with the Assistant Director of Finance.  
 
 
TMP 11 [1] 
Brokers and Direct Deals   
There are various approved Brokers available for use, the main Brokers available are: 
 

Sterling Brokers Ltd 
Tradition U.K.          
Prebon Marshall Yamane Ltd 
ICAP 
R P Martin 

 
In addition to the use of Brokers, the Treasury Management team also deal directly with some 
Banks & Building Society’s, providing there are on the approved Counterparty list.



 
 
(xii) TMP 12 CORPORATE GOVERNANCE 

Breckland Council is committed to the pursuit of proper corporate governance throughout its 
businesses and services, and to establishing the principles and practices by which this can be 
achieved.  Accordingly, the Treasury Management function and its activities will be undertaken with 
openness and transparency, honesty, integrity and accountability. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



    
Appendix C 

Economic Background (Sector 3/12/2012) 
The Global economy 
The Eurozone debt crisis has continued to cast a pall over the world economy and has 
depressed growth in most countries.  This has impacted the UK economy which is unlikely to 
grow significantly in 2012 and is creating a major headwind for recovery in 2013. Quarter 2 of 
2012 was the third quarter of contraction in the economy; this recession is the worst and 
slowest recovery of any of the five recessions since 1930.  A return to growth @ 1% in quarter 3 
in unlikely to prove anything more than a washing out of the dip in the previous quarter before a 
return to weak, or even negative, growth in quarter 4.   
The Eurozone sovereign debt crisis has abated somewhat following the ECB’s pledge to buy 
unlimited amounts of bonds of countries which ask for a bailout.  The immediate target for this 
statement was Spain which continues to prevaricate on making such a request and so 
surrendering its national sovereignty to IMF supervision.  However, the situation in Greece is 
heading towards a crunch point as the Eurozone imminently faces up to having to relax the time 
frame for Greece reducing its total debt level below 120% of GDP and providing yet more 
financial support to enable it to do that.   Many commentators still view a Greek exit from the 
Euro as inevitable as total debt now looks likely to reach 190% of GDP i.e. unsustainably high.    
The question remains as to how much damage a Greek exit would do and whether contagion 
would spread to cause Portugal and Ireland to also leave the Euro, though the longer a Greek 
exit is delayed, the less are likely to be the repercussions beyond Greece on other countries 
and on EU banks.   
Sentiment in financial markets has improved considerably since this ECB action and recent 
Eurozone renewed commitment to support Greece and to keep the Eurozone intact.  However, 
the foundations to this “solution” to the Eurozone debt crisis are still weak and events could 
easily conspire to put this into reverse. 
The US economy has only been able to manage weak growth in 2012 despite huge efforts by 
the Federal Reserve to stimulate the economy by liberal amounts of quantitative easing (QE) 
combined with a commitment to a continuation of ultra low interest rates into 2015.   
Unemployment levels have been slowly reducing but against a background of a fall in the 
numbers of those available for work. The fiscal cliff facing the President at the start of 2013 has 
been a major dampener discouraging business from spending on investment and increasing 
employment more significantly in case there is a sharp contraction in the economy in the 
pipeline.  However, the housing market does look as if it has, at long last, reached the bottom 
and house prices are now on the up.   
Hopes for a broad based recovery have, therefore, focused on the emerging markets. 
However, there are increasing concerns over flashing warning signs in various parts of the 
Chinese economy that indicate it may be heading for a hard landing rather than a gradual slow 
down.   

The UK economy 
The Government’s austerity measures, aimed at getting the public sector deficit into order over 
the next four years, now look as if they will fail to achieve their objectives within the original 
planned timeframe.  Achieving this target is dependent on the UK economy growing at a 
reasonable pace but recession in the Eurozone, our biggest trading partner, has depressed 
growth whilst tax receipts have not kept pace with additional welfare benefit payments.  It will be 
important for the Government to retain investor confidence in UK gilts so there is little room for it 
to change course other than to move back the timeframe.   
Currently, the UK is enjoying a major financial benefit from some of the lowest sovereign 
borrowing costs in the world as the UK is seen as a safe haven from Eurozone debt.  There is, 
though, little evidence that consumer confidence levels are recovering nor that the 
manufacturing sector is picking up.  On the positive side, growth in the services sector has 
rebounded in Q3 and banks have made huge progress since 2008 in shrinking their balance 
sheets to more manageable levels and also in reducing their dependency on wholesale funding.  
However, availability of credit remains tight in the economy and the Funding for Lending 
scheme, which started in August 2012, has not yet had the time to make a significant impact. 
Finally, the housing market remains tepid and the outlook is for house prices to be little changed 
for a prolonged period.  

 



 
 
Economic Growth. Economic growth has basically flat lined since the election of 2010 and, 
worryingly, the economic forecasts for 2012 and beyond were revised substantially lower in the 
Bank of England Inflation quarterly report for August 2012 and were then further lowered in the 
November Report. Quantitative Easing (QE) was increased again by £50bn in July 2012 to a 
total of £375bn.  Many forecasters are expecting the MPC to vote for a further round of QE to 
stimulate economic activity regardless of any near-term optimism. The announcement in 
November 2012 that £35bn will be transferred from the Bank of England’s Asset Purchase 
Facility to the Treasury (representing coupon payments to the Bank by the Treasury on gilts 
held by the Bank) is also effectively a further addition of QE. 

Unemployment. The Government’s austerity strategy has resulted in a substantial reduction in 
employment in the public sector.  Despite this, total employment has increased to the highest 
level for four years as over one million jobs have been created in the private sector in the last 
two years.   

Inflation and Bank Rate.  Inflation has fallen sharply during 2012 from a peak of 5.2% in 
September 2011 to 2.2% in September 2012. However, inflation increased back to 2.7% in 
October though it is expected to fall back to reach the 2% target level within the two year 
horizon. 

AAA rating. The UK continues to enjoy an AAA sovereign rating.  However, the credit rating 
agencies will be carefully monitoring the rate of growth in the economy as a disappointing 
performance in that area could lead to a major derailment of the plans to contain the growth in 
the total amount of Government debt over the next few years.    

Sector’s forward view  

Economic forecasting remains difficult with so many external influences weighing on the UK. 
There does, however, appear to be consensus among analysts that the economy remains 
relatively fragile and whilst there is still a broad range of views as to potential performance, 
expectations have all been downgraded during 2012. Key areas of uncertainty include: 

• the potential for the Eurozone to withdraw support for Greece at some point if the costs 
of such support escalate were to become prohibitive, so causing a worsening of the 
Eurozone debt crisis and heightened risk of the breakdown of the bloc or even of the 
currency itself;  

• inter government agreement on how to deal with the overall Eurozone debt crisis could 
fragment; the impact of the Eurozone crisis on financial markets and the banking sector;  

• the impact of the Government’s austerity plan on confidence and growth and the need to 
rebalance the economy from services to manufactured goods;  

• the under-performance of the UK economy which could undermine the Government’s 
policies that have been based upon levels of growth that are unlikely to be achieved;  

• the risk  of the UK’s main trading partners, in particular the EU and US, falling into 
recession ;  

• stimulus packages failing to stimulate growth;  

• elections due in Germany in 2013;  

• potential for protectionism i.e. an escalation of the currency war / trade dispute between 
the US and China.  

• the potential for action to curtail the Iranian nuclear programme 

• the situation in Syria deteriorating and impacting other countries in the Middle East 

 
 
 



 
The focus of so many consumers, corporates and banks on reducing their borrowings, rather 
than spending, will continue to act as a major headwind to a return to robust growth in western 
economies.   
 
Given the weak outlook for economic growth, Sector sees the prospects for any changes in 
Bank Rate before 2015 as very limited.  There is potential for the start of Bank Rate increases 
to be even further delayed if growth disappoints. 

Sector believes that the longer run trend is for gilt yields and PWLB rates to rise due to the high 
volume of gilt issuance in the UK, and the high volume of debt issuance in other major western 
countries.  The interest rate forecast in this report represents a balance of downside and upside 
risks.  The downside risks have already been commented on.  However, there are specific 
identifiable upside risks as follows to PWLB rates and gilt yields, and especially to longer term 
rates and yields: - 

• UK inflation being significantly higher than in the wider EU and US causing an increase 
in the inflation premium in gilt yields 

• Reversal of QE; this could initially be allowing gilts held by the Bank to mature without 
reinvesting in new purchases,  followed later by outright sale of gilts currently held 

• Reversal of Sterling’s safe haven status on an improvement in financial stresses in the 
Eurozone 

• Investors reverse de-risking by moving money from government bonds into shares in 
anticipation of a return to worldwide economic growth 

• The possibility of a UK credit rating downgrade (Moody’s has stated that it will review the 
UK’s AAA rating at the start of 2013). 

 
 


