
 

                                                                                                          
AGENDA ITEM NO.   10                                   

    
 Report To: Policy & Resources Committee 

   
Date:            29 March 2011  

 Report By:            Chief Financial Officer Report No:   FIN/34/11/AP/KJ  
   
 Contact Officer:   Alan Puckrin Contact No:  01475 712223  
   
 Subject:                TREASURY MANAGEMENT STRATEGY STATEMENT AND 

ANNUAL INVESTMENT STRATEGY - 2011/12-2013/14                         
 

   
   

1.0 PURPOSE  
   

1.1 The purpose of this report is to request a remit to the Full Council, for their approval, of the 
Treasury Management Strategy Statement and Annual Investment Strategy for 2011/14, 
Treasury Policy Limits, the Council’s Prudential and Treasury Management Indicators for 
the next 3 years, and the List of Permitted Investments. 

 

   
   

2.0 SUMMARY  
   

2.1 The report proposes the Council’s Treasury Management Strategy and Annual Investment 
Strategy for 2011/14, Treasury Policy Limits, and Prudential and Treasury Management 
Indicators for the next 3 years. 

 

   
2.2 The report also proposes a List of Permitted Investments listing the types of investments 

and limits for those investments. 
 

   
2.3 The Treasury Management Strategy, Annual Investment Strategy, Treasury Policy Limits, 

Prudential Indicators, and Treasury Management Indicators have been set based on the 
Council’s current and projected financial position (including projected capital expenditure) 
and on expected interest rate levels. 

 

   
   

3.0 RECOMMENDATIONS  
   

3.1 It is recommended that the Committee remits to the Full Council, for their approval, the 
following, as outlined in this report: 
a. Treasury Management Strategy 
b. Annual Investment Strategy 
c. Treasury Policy Limits 
d. Prudential Indicators 
e. Treasury Management Indicators 
f. List of Permitted Investments (including those for the Common Good Fund). 

 

   
 
  Alan Puckrin 
  Chief Financial Officer 



 
4.0 BACKGROUND  

   
 Statutory Requirements  

4.1 The Local Government in Scotland Act 2003 (the Act) and supporting regulations requires the 
Council to ‘have regard to’ the CIPFA Prudential Code and the CIPFA Treasury Management 
Code of Practice to set Prudential and Treasury Indicators for the next three years to ensure that 
the Council’s capital investment plans are affordable, prudent and sustainable.   
 
The Act therefore requires the Council to set out its treasury strategy for borrowing and to prepare 
an Annual Investment Strategy (as required by Investment Guidance subsequent to the Act and 
included as paragraphs 5.25 to 5.39 of this report) which sets out the Council’s policies for 
managing its investments and for giving priority to the security and liquidity of those investments. 

 

   
 CIPFA Requirements  

4.2 The Chartered Institute of Public Finance and Accountancy’s (CIPFA) Code of Practice on 
Treasury Management (revised November 2009) was adopted by this Council on 15th April 2010. 

 

   
4.3 Treasury Management is defined in the Code as: 

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

 

   
4.4 The primary requirements of the Code are as follows:  

1. Creation and maintenance of a Treasury Management Policy Statement which sets out the 
policies and objectives of the Council’s treasury management activities. 

2. Creation and maintenance of Treasury Management Practices which set out the manner in 
which the Council will seek to achieve those policies and objectives. 

3. Receipt by the full council of an annual Treasury Management Strategy Statement - including 
the Annual Investment Strategy - for the year ahead, a Mid-year Review Report and an Annual 
Report (stewardship report) covering activities during the previous year. 

4. Delegation by the Council of responsibilities for implementing and monitoring treasury 
management policies and practices and for the execution and administration of treasury 
management decisions. 

5. Delegation by the Council of the role of scrutiny of treasury management strategy and policies 
to a specific named body. For this Council the delegated body is the Policy & Resources 
Committee. 

 

   
4.5 The proposed strategy for 2011/14 in respect of the following aspects of the treasury management 

function is based upon the officers’ views on interest rates, supplemented with leading market 
forecasts provided by the Council’s treasury consultants. 
 
The strategy covers: 
 treasury limits in force which will limit the treasury risk and activities of the Council; 
 Prudential and Treasury Management Indicators; 
 the current treasury position; 
 the borrowing requirement; 
 prospects for interest rates; 
 the borrowing strategy; 
 policy on borrowing in advance of need; 
 debt rescheduling; 
 the investment strategy; 
 creditworthiness policy; 
 policy on the use of external service providers; and 
 any extraordinary treasury issues. 

 

   
4.6 It is a statutory requirement for the Council to produce a balanced budget. In particular, a local 

authority must calculate its budget requirement for each financial year to include the revenue costs 
that flow from capital financing decisions. This, therefore, means that increases in capital 
expenditure must be limited to a level whereby increases in charges to revenue are affordable 
within the projected income of the Council for the foreseeable future. 

 



   
4.7 Treasury Management is a complex area with its own terminology and acronyms. In order to aid 

the Committee’s understanding a Glossary of Terms is attached as Appendix 4. 
 

   
   

5.0 PROPOSED TREASURY STRATEGY, PRUDENTIAL INDICATORS AND TREASURY 
MANAGEMENT INDICATORS 

 

   
 Treasury Limits For 2011/12 To 2013/14  
   

5.1 It is a statutory duty under part 7 of the Local Government in Scotland Act 2003 and supporting 
regulations for the Council to determine and keep under review how much it can afford to allocate 
to capital expenditure. This amount is termed the “Affordable Capital Expenditure Limit”. 

 

   
5.2 The Council must have regard to the Prudential Code when setting the Affordable Capital 

Expenditure Limit, which essentially requires it to ensure that total capital investment remains 
within sustainable limits and, in particular, that the impact upon its future council tax levels is 
‘acceptable’. 

 

   
5.3 Whilst termed an “Affordable Capital Expenditure Limit”, the capital plans to be considered for 

inclusion incorporate financing by both external borrowing and other forms of liability (such as PPP 
arrangements). The affordable capital expenditure limit is to be set, on a rolling basis, for the 
forthcoming financial year and two successive financial years. 

 

   
 Prudential and Treasury Management Indicators For 2011/12 To 2013/14  
   

5.4 Inverclyde Council adopted the original 2001 CIPFA Code of Practice on Treasury Management 
and has adopted the revised 2009 Code. 

 

   
5.5 Members should note that, due to changes in accounting rules from 2009/10 onwards, the 

Prudential and Treasury Management Indicators include, where required, the effect of assets 
being provided to the Council under the PPP arrangements. 

 

   
 Current Portfolio Position  
   

5.6 The Council’s treasury portfolio position at 23/2/2011 (Number 9 – Prudential Indicator) comprised:  
  

    Principal Average Rate 
    £000  £000  
Fixed rate funding PWLB 95,776    
  Market 40,000 135,776 4.117% 
       
Variable rate funding PWLB 0    
  Market 62,932 62,932 4.979% 
   198,708 4.390% 
       
Other long term liabilities   20,820 --- 
TOTAL DEBT   219,528  
       
TOTAL INVESTMENTS   72,328 1.418% 
           

 

   
 Borrowing Requirement  
   

5.7 The Council’s borrowing requirement is as follows:  
  

 2009/10 2010/11 2011/12 2012/13 2013/14 
  £000  £000  £000  £000  £000 
 Actual Projected Estimate Estimate Estimate 
      
New borrowing 25,000 20,000 11,000 26,000 25,000 
Alternative financing arrangements 0 0 0 0 0 
Replacement borrowing 0 5,000 4,000 4,000 0 
TOTAL 25,000 25,000 15,000 30,000 25,000  

 

   



 
5.8 The main Prudential and Treasury Management Indicators are as follows: 

 2010/11 2010/11 2011/12 2012/13 2013/14 
 Estimate Probable 

Outturn 
Estimate Estimate Estimate 

Capital Expenditure 
(Number 5 - Prudential 
Indicator)  

 
 

£000

 
 

£000

 
 

£000

 
 

£000 

 
 

£000
Capital Programme 26,384 21,716 41,357 65,123 34,069 
PPP Schools (incl. accounting 
adjustments) 

(419) (419) 54,692 (1,531) (1,557) 

Total 25,965 21,297 96,049 63,592 32,512 

         

Ratio of financing costs to 
net revenue stream 
(Number 1 - Prudential 
Indicator) 

       

Non – HRA 9.05% 8.37% 9.01% 9.93% 10.50% 

         

Net borrowing requirement 
(Number 4 - Prudential 
Indicator) 

 
 

£000 

 
 

£000 

 
 

£000 

 
 

£000 

 
 

£000 
As At 31 March (38,173) (49,058) (40,705) (36,525) (33,100) 

         

Capital Financing 
Requirement as at 31 March 
(Number 6 - Prudential 
Indicator) 

 
 
 

£000 

 
 
 

£000 

 
 
 

£000 

 
 
 

£000 

 
 
 

£000 
Non – HRA 219,376 209,522 285,290 323,076 336,752 

      

Upper limit for total 
principal sums invested for 
over 364 days (Number 14 - 
Treasury Management 
Indicator) 

 
 
 
 

£10,000,000 

 
 
 
 

£0 * 

 
 
 
 

£10,000,000 

 
 
 
 

£10,000,000 

 
 
 
 

£10,000,000 
 
* - This is the probable outturn of investments beyond 364 days as at 31/3/11 (against an upper limit of £10,000,000). During the 
year the maximum invested beyond 364 days at any time was £5,000,000 which was invested for 365 days. 

 
 2010/11 2010/11 2011/12 2012/13 2013/14 
 Estimate Probable 

Outturn 
Estimate Estimate Estimate 

Authorised limit for external 
debt (Number 7 - Treasury 
Managem nt Indicator) e

 
£000 

 
£000 

 
£000 

 
£000 

 
£000 

Borrowing 218,270 218,270 230,756 274,005 290,761 
Other long term liabilities 20,949 20,949 75,512 73,981 72,424 
TOTAL 239,219 239,219 306,268 347,986 363,185

      

Operational boundary for 
external debt (Number 8 - 
Treasury Management 
Indicator) 

 
£000 

 
£000 

 
£000 

 
£000 

 
£000 

Borrowing 212,317 212,317 224,462 266,532 282,831 
Other long term liabilities 20,949 20,949 75,512 73,981 72,424 
TOTAL 233,266 233,266 299,974 340,513 355,255
 

 
 2011/12 2012/13 2013/14  
 Estimate Estimate Estimate  
Incremental impact of capital investment 
decisions  

    

Incremental increase in council tax (band D) per 
annum (Number 2 - Prudential Indicator) 

 
£0.11 

 
£0.95 

 
£0.59 

 

     
Upper limit for fixed interest rate exposure 
(Number 11 - Treasury Management Indicator) 

 
120% 

 
120% 

 
120% 

 

      
Upper limit for variable rate exposure 
(Number 12 - Treasury Management Indicator) 

 
40% 

 
40% 

 
40% 

 

 

 

   



 
5.9 The limits on the maturity of fixed rate borrowing during 2011/12 (Number 13 – Treasury 

Management Indicator) are as follows: 
 

Maturity Structure Upper Limit Lower Limit 2010/11 
Probable 
Outturn 

Under 12 months  30% 0% 3.00% 
12 months and within 24 months 30% 0% 0.17% 
24 months and within 5 years 30% 0% 8.31% 
5 years and within 10 years 30% 0% 22.92% 
10 years and within 30 years 30% 0% 1.52% 
30 years and within 50 years 40% 0% 34.62% 
50 years and within 70 years 45% 0% 29.46%  

 

   
 Treasury Policy Limits  
   

5.10 In addition to the Prudential Indicators and Treasury Management Indicators, the Council has 
Policy Limits, as follows: 
 

 2011/12 2012/13 2013/14 2010/11 
 Estimate Estimate Estimate Probable 

Outturn 
Maximum Percentage of 
Debt Repayable In Any Year 

 
25% 

 
25% 

 
25% 

 
20.130% 

     
Maximum Proportion of 
Debt At Variable Rates 

 
40% 

 
40% 

 
40% 

 
31.670% 

     
Maximum Percentage of 
Debt Restructured In Any 
Year 

 
30% 

 
30% 

 
30% 

 
0.000% 

   

 

   
 Prospects For Interest Rates  
   

5.11 The Council has appointed Sector Treasury Services Ltd as treasury consultants and part of their 
service is to assist the Council to formulate a view on interest rates. The table in 5.12 gives the 
Sector view. 

 

   
5.12 Sector interest rate forecast – 21st February 2011 

 
Mar-11 Jun-11 Sep-11 Dec-11 Mar-12 Jun-12 Sep-12 Dec-12 Mar-13 Jun-13 Sep-13 Dec-13 Mar-14

Bank rate 0.50% 0.50% 0.75% 1.00% 1.00% 1.25% 1.50% 2.00% 2.25% 2.50% 3.00% 3.25% 3.25%

3 month LIBID 0.70% 0.80% 1.00% 1.25% 1.50% 1.75% 2.00% 2.25% 2.50% 3.00% 3.25% 3.50% 3.50%

6 month LIBID 1.00% 1.10% 1.20% 1.50% 1.80% 2.10% 2.40% 2.60% 2.80% 3.20% 3.50% 3.80% 4.00%

12 month LIBID 1.50% 1.60% 1.80% 2.10% 2.40% 2.70% 3.00% 3.10% 3.20% 3.40% 3.70% 4.00% 4.20%

5yr PWLB rate 3.70% 3.70% 3.70% 3.80% 3.90% 4.00% 4.10% 4.20% 4.30% 4.50% 4.60% 4.70% 4.80%

10yr PWLB rate 4.90% 4.90% 4.90% 4.90% 4.90% 5.00% 5.10% 5.20% 5.20% 5.30% 5.40% 5.40% 5.50%

25yr PWLB rate 5.40% 5.40% 5.40% 5.40% 5.40% 5.50% 5.50% 5.50% 5.50% 5.60% 5.60% 5.70% 5.70%

50yr PWLB rate 5.40% 5.40% 5.40% 5.40% 5.40% 5.50% 5.50% 5.50% 5.50% 5.60% 5.60% 5.70% 5.70%
 

 
There is downside risk to these forecasts if recovery from the recession proves to be weaker and 
slower than currently expected. 

 

   
5.13 Appendix 1 explains the Economic Background affecting the proposed Treasury Management 

Strategy and Annual Investment Strategy. 
 

   



 Borrowing Strategy  
   

5.14 Sector’s forecast for the PWLB new borrowing rates is: 

 

 

   
5.15 In view of the above forecast it is proposed that the Council’s borrowing strategy take account of 

the following suggested order of priority for borrowing: 
 The cheapest borrowing will be internal borrowing by running down cash balances and 

foregoing interest earned at historically low rates. However, in view of the overall forecast for 
long term borrowing rates to increase over the next few years, consideration will also be given 
to weighing the short term advantage of internal borrowing against potential long term costs if 
the opportunity is missed for taking loans at long term rates which will be higher in future years. 

 Temporary borrowing from the money markets or other local authorities. 
 PWLB variable rate loans for up to 10 years. 
 Short dated borrowing from non-PWLB sources. 
 Long term fixed rate market loans at rates significantly below PWLB rates for the equivalent 

maturity period (where available) whilst seeking to maintain an appropriate balance between 
PWLB and market debt in the debt portfolio. 

 PWLB borrowing for shorter periods where rates are expected to be significantly lower than 
rates for longer periods. This offers a range of options for new borrowing which will spread debt 
maturities away from a concentration in longer dated debt. 

 

   
5.16 In normal circumstances the main sensitivities of the forecast are likely to be the two scenarios 

noted below. Officers, in conjunction with the treasury consultants, will continually monitor both the 
prevailing interest rates and the market forecasts, adopting the following responses to a change of 
sentiment: 
 If it were felt that there was a significant risk of a sharp fall in long and short term rates, e.g. 

due to a marked increase of risks around relapse into recession or of risks of deflation, then 
long term borrowings would be postponed, and potential rescheduling from fixed rate funding 
into short term borrowing would be considered. 
 

 If it were felt that there was a significant risk of a much sharper rise in long and short term rates 
than that currently forecast, perhaps arising from a greater than expected increase in world 
economic activity or a sudden increase in inflation risks, then the portfolio position will be re-
appraised with the likely action that fixed rate funding will be drawn whilst interest rates were 
still relatively cheap. 

 

   
5.17 External v. Internal Borrowing 

 
Comparison of Gross and Net Debt 
Positions At Year-End 

2009/10 2010/11 2011/12 2012/13 2013/14 

  £000  £000  £000  £000  £000 
 Actual Projected Estimate Estimate Estimate 
      
Actual External Debt (Gross) 204,944 219,527 285,109 313,350 332,492 
Cash Balances 43,723 59,063 40,524 26,799 28,840 
Net Debt 161,221 160,464 244,585 286,551 303,652

 
The above table shows movement of £84,121,000 in net debt between 2010/11 and 2011/12. Of 
this, £29,421,000 relates to borrowing for capital expenditure whilst the remaining £54,700,000 
relates to assets funded from PPP and not actual borrowing by the Council. 
 

 

Mar-11 Jun-11 Sep-11 Dec-11 Mar-12 Mar-13 Mar-14

Bank rate 0.50% 0.50% 0.75% 1.00% 1.00% 2.25% 3.25% 

5yr PWLB rate 3.70% 3.70% 3.70% 3.80% 3.90% 4.30% 4.80% 

10yr PWLB rate 4.90% 4.90% 4.90% 4.90% 4.90% 5.20% 5.50% 

25yr PWLB rate 5.40% 5.40% 5.40% 5.40% 5.40% 5.50% 5.70% 

50yr PWLB rate 5.40% 5.40% 5.40% 5.40% 5.40% 5.50% 5.70% 



 
 The Council is currently projected to have a difference at the 2010/11 year-end of £59,063,000 

between gross debt and net debt. 
 The general aim of this treasury management strategy is to seek to reduce the difference 

between the two debt levels over the next three years in order to reduce the credit risk incurred 
by holding investments. One factor which will be carefully considered is the difference between 
borrowing rates and investment rates to ensure the Council obtains value for money once an 
appropriate level of risk management has been attained to ensure the security of its 
investments. 

 The next financial year is expected to see continued abnormally low Bank Rates. This provides 
a continuation of the current window of opportunity for local authorities to fundamentally review 
their strategy of undertaking new external borrowing. 

 Over the next three years, investment rates are therefore expected to be below long term 
borrowing rates and so value for money considerations would indicate that value could best be 
obtained by avoiding new external borrowing and by using internal cash balances to finance 
new capital expenditure or to replace maturing external debt (this is referred to as internal 
borrowing). This would maximise short term savings. 

 However, short term savings by avoiding new long term external borrowing in 2011/12 will also 
be weighed against the potential for incurring additional long term extra costs by delaying 
unavoidable new external borrowing until later years when PWLB long term rates are forecast 
to be significantly higher. 

 The Council has examined the potential for undertaking early repayment of some external debt 
to the PWLB in order to reduce the difference between its gross and net debt positions. 
However, the introduction by the PWLB of significantly lower repayment rates than new 
borrowing rates in November 2007, which has now been compounded since 20 October 2010 
by a considerable further widening of the difference between new borrowing and repayment 
rates, has potentially meant that large premiums would be incurred by such action; such levels 
of premiums may not be justifiable on value for money grounds. This situation will be monitored 
in case these differentials are narrowed by the PWLB at some future date. 

   
5.18 Against this background, caution will be adopted with the 2011/12 treasury operations. The Chief 

Financial Officer will monitor the interest rate market and adopt a pragmatic approach to changing 
circumstances, reporting any decisions to the Policy & Resources Committee. 

 

   
5.19 Policy on Borrowing in Advance of Need  

The Council does not and will not borrow more than its needs purely in order to profit from the 
investment of the extra sums borrowed. In accordance with the revised Treasury Management 
Code, any decision to borrow in advance will be considered carefully to ensure value for money 
can be demonstrated and that the Council can ensure the security of such funds.  
 
In determining whether borrowing will be undertaken in advance of need the Council will: 
 Consider the definition of such borrowing within the Code on the Investment of Money By 

Scottish Local Authorities 
 Ensure that there is a clear link between the capital programme and maturity profile of the 

existing debt portfolio which supports the need to take funding in advance of need 
 Ensure the ongoing revenue liabilities created, and the implications for the future plans and for 

the budgets have been considered 
 Evaluate the economic and market factors that might influence the manner and timing of any 

decision to borrow 
 Consider the merits and demerits of alternative forms of funding 
 Consider the alternative interest rate bases available, the most appropriate periods to fund and 

repayment profiles to use 
 Consider the impact of borrowing in advance on temporarily (until required to finance capital 

expenditure) increasing investment cash balances and the consequent increase in exposure to 
counterparty risk and other risks and the level of such risks given the controls in place to 
minimise them. 

 
The maximum extent to which borrowing in advance would be undertaken by this Council is the 
borrowing requirement identified above for 2011/2014. 

 

   



 
 Debt Rescheduling  
   

5.20 The introduction by the PWLB in 2007 of a spread between the rates applied to new borrowing and 
repayment of debt has been compounded since 20 October 2010 by a considerable further 
widening of the difference between new borrowing and repayment rates. This has meant that 
PWLB-to-PWLB debt restructuring is now much less attractive than it was before both of these 
events. In particular, consideration would have to be given to the large premiums which would be 
incurred by prematurely repaying existing PWLB loans and it is very unlikely that these could be 
justified on value for money grounds if using replacement PWLB refinancing. Some interest 
savings might, however, still be achievable through using LOBO (Lenders Option Borrowers 
Option) loans and other market loans in rescheduling exercises rather than using PWLB borrowing 
as the source of replacement financing. 

 

   
5.21 As short term borrowing rates will be considerably cheaper than longer term rates, there are likely 

to be significant opportunities to generate savings by switching from long term debt to short term 
debt.  However, these savings will need to be considered in the light of their short term nature and 
the likely cost of refinancing those short term loans, once they mature, compared to the current 
rates of longer term debt in the existing debt portfolio. 

 

   
5.22 Consideration will also be given to the potential for making savings by running down investment 

balances to repay debt prematurely as short term rates on investments are likely to be lower than 
rates paid on currently held debt. 

 

   
5.23 The reasons for any rescheduling to take place will include: 

 The generation of cash savings and/or discounted cash flow savings but at minimum risk; 
 Helping to fulfil the strategy outlined above; and 
 Enhancing the balance of the portfolio (amending the maturity profile and/or the balance of 

volatility). 

 

   
5.24 All rescheduling will be reported to the Policy & Resources Committee and the Full Council and will 

be within the Treasury Policy Limits.  
 

   
 Annual Investment Strategy  
   

5.25 Investment Policy 
The Council will have regard to the Local Government Investment (Scotland) Regulations 2010 
and accompanying finance circular and the 2009 revised CIPFA Treasury Management in Public 
Services Code of Practice and Cross-Sectoral Guidance Notes (“the CIPFA TM Code”). The 
Council’s investment priorities are:  
(a)   The security of capital 

and 
(b)   The liquidity of its investments. 
 
The Council will also aim to achieve the optimum return on its investments commensurate with 
proper levels of security and liquidity. The risk appetite of this Council is low in order to give priority 
to the security of its investments. 

 

   
5.26 The borrowing of monies purely to invest or on-lend and make a return is unlawful and this Council 

will not engage in such activity. 
 

   
5.27 There are a large number of investment instruments that the Council could use. The list of 

investment instruments proposed for possible use by the Council (including those for the Common 
Good Fund) are listed in Appendix 2 along with details of the risks from each type of investment. 
The list of proposed investments reflects a low risk appetite and approach to investments by the 
Council. 
 
 
 
 
 
 

 



The only change in the list of proposed investments from that agreed in 2010 is a change in the 
maximum percentage of Common Good funds that can be deposited with Inverclyde Council (from 
50% to unlimited). This change has been made to ensure that, under the Permitted Investments, 
all funds belonging to the Common Good can be deposited with Inverclyde Council (and receive 
interest from the Council) rather than requiring the Common Good funds to be invested under 
separate Treasury Management arrangements. 
 
One investment type under investigation (but not proposed for inclusion as a Permitted Investment 
this year) is Money Market Funds. These Funds are highly regulated investment products into 
which funds can be invested and they offer the highest possible credit rating (AAA) whilst offering 
instant access and the diversification of risk. Such Funds are used by a number of other Councils 
but they are not yet proposed for use by this Council and would only be proposed in future after 
investigation and if considered appropriate. 

   
5.28 Counterparty limits will be as set through the Council’s Treasury Management Practices.  

   
5.29 Appendix 3 is a list of forecasts of investment balances.  

   
5.30 Creditworthiness Policy 

The Council uses the creditworthiness service provided by Sector Treasury Services. This service 
uses a sophisticated modelling approach with credit ratings from all three rating agencies - Fitch, 
Moodys, and Standard and Poors forming the core element. It does not rely solely on the current 
credit ratings of counterparties but also uses the following as overlays: -  
 Credit watches and credit outlooks from credit rating agencies (indicating the likelihood of 

ratings changes for a counterparty or the expected direction of ratings for a counterparty) 
 Credit Default Swap (“CDS”) spreads to give early warning of likely changes in credit ratings 
 Sovereign ratings to select counterparties from only the most creditworthy countries. 

 

   
5.31 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 code bands which indicate the relative creditworthiness of counterparties. 
These colour codes are also used by the Council to determine the duration for investments and 
are therefore referred to as durational bands. This service gives a much improved level of security 
for its investments. It is also a service that the Council would not be able to replicate using in-
house resources. 

 

   
5.32 The selection of counterparties with a high level of creditworthiness will be achieved by selection of 

institutions down to a minimum durational band within Sector’s weekly credit list of worldwide 
potential counterparties. The Council will therefore use counterparties within the following 
durational bands: 
 
 Purple  2 years 
 Blue  1 year (only applies to nationalised or semi nationalised UK Banks) 
 Orange 1 year 
 Red  6 months 
 Green  3 months  
 No Colour  Not to be used. 
 
Members should note that these are the maximum periods for which any investment with a 
counterparty meeting the criteria would take place but subject to the Council’s policy on Investment 
instruments. 

 

   
5.33 This Council will not use the approach suggested by CIPFA of using the lowest rating from all 

three rating agencies to determine creditworthy counterparties as Moodys are currently very much 
more aggressive in giving low ratings than the other two agencies. This would therefore be 
unworkable and leave the Council with few banks on its approved lending list. The Sector 
creditworthiness service does though, use ratings from all three agencies, but by using a scoring 
system, it does not give undue preponderance to just one agency’s ratings. 

 

   



 
5.34 All credit ratings are monitored on an ongoing basis. 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 a benchmark (the iTraxx index) and other market data 
on a weekly basis. Extreme market movements may result in downgrade of an institution or 
removal from the Councils lending list. 

 
Sole reliance will not be placed on the use of this external service. The Council also uses (where 
available) market data and market information, information on government support for banks and 
the credit ratings of that government support. 

 

   
5.35 Country Limits 

It is proposed that the Council will only use approved counterparties either from the UK or from 
countries with a minimum sovereign credit rating of AA- from Fitch Ratings (or equivalent from 
other agencies if Fitch does not provide). Countries currently meeting this criterion include 
Australia, Canada, France, Germany, Sweden, the USA, and the UK. 

 

   
5.36 Investment Strategy 

The Bank Rate has been unchanged at 0.50% since March 2009. It is forecast to commence rising 
in quarter 3 of 2011 and then to rise gently from thereon. Bank Rate forecasts for financial year 
ends (March) are as follows: 
 2010/11  0.50% 
 2011/12  1.00% 
 2012/13  2.25% 
 2013/14  3.25%. 
 
There is downside risk to these forecasts if economic growth is weaker than expected.  There is 
also a risk that the Monetary Policy Committee could decide to start raising the Bank Rate in 
quarter 2 of 2011 if it feels it needs to defend its credibility in containing inflation and the inflation 
expectations of the public. 

 

   
5.37 Sector advise that, for 2011/12, clients should budget for an investment return of 1.10% on 

investments placed during the financial year for periods of less than 3 months. 
 

   
5.38 The Council will avoid locking into longer term deals while investment rates are down at historically 

low levels unless attractive rates are available with counterparties of particularly high 
creditworthiness which make longer term deals worthwhile and within the risk parameters set by 
this Council. 

 

   
5.39 End of Year Investment Report 

At the end of the financial year, the Council will report on its investment activity as part of its 
Annual Treasury Report. 

 

   
 Policy on Use of External Service Providers  

   
5.40 The Council uses Sector Treasury Services as its external treasury management advisers and 

uses the services of brokers for investment deals as required. 
 

   
5.41 The Council recognises that responsibility for treasury management decisions remains with the 

organisation at all times and will ensure that undue reliance is not placed upon our external service 
providers. 

 

   
5.42 The Council also recognises that there is value in employing external providers of treasury 

management services in order to acquire access to specialist skills and resources. The Council will 
ensure that the terms of their appointment and the methods by which their value will be assessed 
are properly agreed and documented, and subjected to regular review. 

 

   



 
 Policy on Scrutiny, Monitoring and Change of Investment Policies and Practices  
   

5.43 The Policy & Resources Committee will undertake a detailed examination of the Treasury 
Management Practices (TMPs) of the Council. These set out all the policies and procedures in 
place to implement the treasury management strategy and the principles set out in the treasury 
management policy statement. They are intended to minimise the risk to the capital sum of 
investments and for optimising the return on the funds consistent with those risks.  When it is 
satisfied with these TMPs it will pass a resolution to adopt them. 

 

   
5.44 The TMPs have been revised and submitted to the Policy & Resources Committee in March 2011 

for approval (as required every 3 years). Any further changes in the TMPs will be submitted to the 
Policy & Resources Committee for approval prior to implementation. 

 

   
5.45 A copy of the TMPs may be obtained from Finance Services.  

   
   

6.0 IMPLICATIONS  
   

6.1 Legal: None.  
   

6.2 Finance: Adopting the Treasury Strategy and the Investment Strategy for 2011/12 and the 
following two years will allow a balance to be maintained between opportunities to continue to 
generate savings for the Council and minimising the risks involved.  
 
Financial Implications: None. 

 

   
6.3 Human Resources: None.  

   
6.4 Equalities: None.  

   
   

7.0 CONSULTATIONS  
   

7.1 This report has been produced based on advice from the Council’s treasury consultants (Sector 
Treasury Services Limited). 

 

   
   

8.0 LIST OF BACKGROUND PAPERS  
   

8.1 CIPFA - Treasury Management in the Public Services – Code of Practice and Cross-Sectoral 
Guidance Notes – Second Edition 2009 
CIPFA - Treasury Management in the Public Services – Guidance Notes For Local Authorities 
Including Police Authorities And Fire Authorities – Third Edition 2009 
CIPFA – The Prudential Code for Capital Finance in Local Authorities – Fully Revised Second 
Edition 2009 
Scottish Government – The Local Government Investments (Scotland) Regulations 2010 (Scottish 
Statutory Instrument 2010 No. 122) 
Scottish Government - Finance Circular 5/2010 Investment of Money by Scottish local authorities 
1.4.10. 
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