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1 .O Introduction 

1.1 This report fulfils the key requirements of the Local Government Act 2003 in that it: 

Outlines the Treasury Management Strategy for 2014/2015 in accordance with the CIPFA 
Code of Practice on Treasury Management 

Reports on the treasury and prudential indicators as required by the above code and the 
CIPFA Prudential Code for Capital Finance in Local Authorities 

Each year, in line with the Code of Practice, the Council produces a Treasury Management 
Strategy. The Treasury Strategy Statement 201 312014 approved by Committee on 27 
February 201 3, set out the Treasury Management policies, practices and activities undertaken 
by the Finance & Customer Services in compliance with the Code. In addition, the Treasury 
Strategy describes the Prudential and Treasury Indicators introduced and monitored on a 
regular basis to demonstrate that the Council’s investment plans are managed within a sound 
financial environment. This report now updates the Strategy for year 2014/2015. 

This Strategy continues to emphasise, under the revised Code of Practice, an enhanced role 
for members in terms of accountability and awareness. The Policy & Resources (Finance and 
Customer Services) Sub-Committee is responsible for the development of the Strategy, its 
implementation and monitoring while the Audit and Governance Panel has a specified role in 
the effective scrutiny of the Treasury Management Strategy and policies as part of its work on 
reviewing the internal financial controls of the Council. The report also reflects The Local 
Government Investments (Scotland) Regulations 201 0 which were enacted from 1 April 201 0 
containing a requirement for the annual investment strategy and annual investment report to 
be approved by the full Council and not delegated to a committee or sub-committee. As a 
result, this Strategy, if endorsed by committee, should be remitted to the Council for approval. 

The Prudential Code for Capital Finance in Local Authorities was introduced in April 2004 and 
brought about a change to capital spending controls from 1 April 2004. From that date, 
councils have had freedom to invest in capital projects without the limitation of legislative 
controls, provided their programmes can be shown to be affordable, prudent and sustainable. 

This report builds on this framework outlining the Council’s prudential and treasury indicators 
for 2014/2015 to 2016/2017. The key mandatory indicators required by both the Treasury 
Management Code and the Prudential Code are illustrated for these years and, with a view to 
more fully informing the decision making process; local indicators are also included. 

. 
2.0 Treasury Management Strategy 

2.1 

2.2 

3.0 Treasury and Prudential Indicators 

3.1 

3.2 
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4.0 Conclusion 

4.1 The indicators illustrated in the appendix provide members with assurance that the key 
objectives of the Prudential Framework (i.e. prudence and affordability) will be satisfied. When 
taken together, the indicators illustrate that the proposed capital investment plans for 
2014/2015 onwards are prudent and affordable. Healthy prudential margins from 2014/2015 
onwards justify the investment levels, the cost or affordability of which is contained within the 
existing financial strategies, resulting in no impact on council tax and housing rent levels. 

5.0 Recommendations 

5.1 It is recommended that: 

a) Committee endorses the Treasury Management Strategy 2014/2015 and adopts the 
Treasury and Prudential Indicators and limits for 2014/2015 to 2016/2017 set out within 
Appendix A to this report. 

b) Remits the Treasury Management Strategy to the Council for approval. 

Executive Director of Finance and Customer Services 
Members seeking further information on the contents of this report are asked to contact Joseph Quinn, Finance Manager 
(Systems and Treasury Management) on telephone number 01698 302061. 
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Appendix A 

Treasury Management Strategy 2014/2015, Treasury Management Indicators and 
Prudential Indicators 2014/2015 to 201 612017 

1. Introduction 

1 .I Treasury Management deals with the borrowing and investment activity of the Council, and 
is an integral part of the financial management of the Council’s affairs. It seeks to ensure 
that both capital borrowing requirements and day to day revenue cash transactions are fully 
funded. Its importance has increased as a result of the additional freedoms provided by the 
Prudential Code, and there are specific treasury management and prudential indicators 
included in this Strategy that require approval. 

1.2 The treasury management indicators and prudential indicators outlined within section 7 and 
8 of this appendix consider the affordability and impact of capital expenditure decisions, 
whilst the treasury service considers the effective funding of these decisions. Together these 
form part of a process to ensure the Council meets its balanced budget requirement. 

1.3 The Council’s treasury activities are strictly regulated by statutory requirements and a 
professional code of practice. Revised editions of the CIPFA Prudential Code and CIPFA 
Treasury Management Code of Practice were produced in November 2011. In accordance 
with the Council’s financial regulations the Council adopts the fully revised CIPFA “Treasury 
Management in the Public Services” Code of Practice (the Code) including the Treasury 
Management Policy statement and the adoption of the key clauses outlined within Annex A. 

1.4 The Prudential Code requires the Council to adopt the CIPFA Code of Practice therefore by 
adhering to the Code the Council meets the requirements of the first of the prudential 
indicators. 

1.5 The Code re-affirms the Audit and Governance Panel role of effective scrutiny of the 
Treasury Management Strategy and policies while the Policy & Resources (Finance and 
Customer Services) Sub-Committee remains responsible for the development of the 
Strategy, its implementation and monitoring, The Code emphasises members’ responsibility 
in this area, requiring increased member awareness to enable greater member scrutiny of 
treasury management activity. The Treasury Management team provide in house awareness 
sessions, with members also provided with the opportunity to review the Councils Treasury 
Management Practices manual and attend the office to observe the daily Treasury 
Management activity. 

1.6 The requirements of the Code have been incorporated within the 2014/2015 Treasury 
Management Strategy and in the preparation of the Treasury Management Indicators & 
Prudential Indicators for 2014/2015 to 2016/2017. 

1.7 The Code of Practice requires the Council to produce reports on its Treasury Management 
policies, practices and activities on a regular and ongoing basis. This encompasses the 
preparation and approval of an Annual Strategic Plan, which defines the arrangements for 
managing the Treasury Management function in the incoming year. This report details the 
proposed Strategy for 2014/2015. 

1.8 This Strategy covers: 

+ The Council’s debt and investment projections; 

+ The expected movement in interest rates; 

+ The Council’s borrowing and investment strategies; 

+ Treasury performance indicators; 

+ Specific limits on treasury activities. 

1.9 The requirements of the Local Government Investments (Scotland) Regulations 2010 
which came into force on the 1 April 2010 have been incorporated within the 201412015 
Strategy, including the preparation of an investment strategy which must be approved by 
the full Council. 
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2. Annual Borrowing Requirement 2014/2015 

2.1 At the beginning of 2014/2015 it is anticipated that the Council’s total debt outstanding 
including long term liabilities will amount to f745.7m. Based on the proposed 2014/2015 
Composite Capital Programme for General Services and the HRA 30 year financial plan, 
updated to reflect the latest data available, indications are that there will be an approved 
Capital Programme of f 110.8m for 2014/2015. This includes a long-term Capital Financing 
Requirement (CFR) of f43.3m which is essentially a measure of Council’s underlying 
borrowing need i.e. capital expenditure which is not resourced by capital grants, receipts or 
revenue contributions and any new borrowing will increase the CFR. Details of the 
calculation of the CFR are shown within Table 7 in Section 8 below. 

2.2 As has been reported to Committee within the regular quarterly monitoring reports, no 
replacement long term borrowing has been undertaken to date in 201 3/2014 with internal 
cash balances and short term borrowing plus credits due to the scheduled principal 
repayments to the loans fund from service departments (annuity based) being used. This 
strategy adopted in the light of interest rate expectations, the management of carrying costs 
and the availability of short term borrowing up to 364 days at attractive rates. Within the 
projections it is anticipated that no new long term borrowing to meet 2013/2014 maturing 
long term debt repayments and the 2013/2014 Capital Financing Requirement will be 
required due to a capital receipt of f45.0m in relation to the North Lanarkshire Properties 
LLP transaction. 

2.3 To enable the Council to meet the capital financing requirements, the replacement of 
maturing long term debt and the maintenance of cash balances necessary to meet on going 
daily liquidity requirements it is estimated that the Council will source long term borrowing of 
f55.7m in 2014/2015, f71.6m in 2015/2016 and f30.2m in 2016/2017.These borrowing 
projections exclude temporary borrowing undertaken with average levels held expected to 
be approximately f40.0m in 2014/2015 and 2015/2016 and f57.5m in 2016/17 to take 
advantage of the availability of short term borrowing at attractive rates. 

3.1 The Bank of England’s Monetary Policy Committee (MPC) through its recent forward 
guidance is committed to keeping policy rates low for an extended period using the 
unemployment rate of 7% as a threshold for when it would consider whether or not to raise 
interest rates. With the most recent unemployment rate statistic being 7.1%, which is just 
above this threshold the current Governor of the Bank of England reiterated that this was not 
necessarily a trigger rate but would be considered as part of a wider range of indicators. 

3.2 The flow of credit to households and businesses is slowly improving but is still below pre- 
crisis levels. The fall in consumer price inflation from the high of 5.2% in September 201 1 to 
2.7% in September 2013 is allowing real wage increases (Le. after inflation) to slowly turn 
positive and boost consumer spending levels. 

3.3 Stronger growth data in 2013 alongside a pick-up in property prices mainly stoked by 
government initiatives to boost mortgage lending have led markets to price in an earlier rise 
in rates than warranted against the broader economic backdrop. 

3.4 However, with jobs growth picking up slowly, many employees working shorter hours than 
they would like and benefit cuts set to gather pace, growth is likely to only be gradual and 
the MPC will maintain its resolve to keep interest rates low until the recovery is convincing 
and sustainable. 

3. Outlook for Interest Rates 
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3.5 The Council’s Treasury advisors, Arling Close, conduct research into economic and fiscal 
activity to provide an outlook for interest rates. Their forecast is for the Bank Rate to remain 
flat until late 2016, the risk of rates moving weighted more heavily towards the end of the 
forecast horizon, as the table below shows. Gilt yields are expected to rise over the forecast 
period with medium- and long-dated interest rates expected to rise by between 0.50% and 
0.70%. 

3.6 Annex D provides details of the forecast official bank rate, 1 year London Inter-bank Bid 
Rate (LIBID) and PWLB rates over the next three years which are underpinned by the 
economic risks and uncertainties outlined in paragraphs 3.1 to 3.4. 

3.7 The Council’s main source of borrowing is the Public Works Loan Board (PWLB), with the 
board per PWLB Circular 147, maintaining a +0.90% margin above the equivalent gilt yield 
with any forecast movements in PWLB interest rates closely correlated to gilt movements. 

3.8 Table 1 below includes forecast average PWLB rates anticipated for a range of maturity 
periods over the next 3 years based on the forecast per Annex D. This interest rate forecast 
does not include any adjustment either positive or negative on the economic impact of the 
Scotland Independence referendum due to take place in September 2014. 

Table 1 - Medium Term Rate Estimates (averages) 

3.9 These projections underpin the borrowing and investment strategies outlined in the 
paragraphs below. 

4.0 Annual Borrowing Strategy 2014/2015 

4.1 The Council uses a combination of internally accumulated cash funds, temporary borrowing 
(up to 364 days) and external borrowing from both the markets and PWLB to source its 
capital financing requirement (CFR). In recent years the Council has used its revenue 
reserves/balances plus working capital to support its capital programme in lieu of borrowing. 
This minimises the amount of investment balances held given the on-going fragility within 
the financial markets and the low investment returns resulting in Council currently being in 
an under borrowed position which is in line with the strategic approach adopted. 

4.2 In lieu of future long term borrowing, the borrowing strategy for 2013/2014 to date has been 
to use internal cash balances, undertake short term borrowing where available at attractive 
rates plus credits due to the scheduled principal repayments. This strategy strengthened by 
efficient cashflow management, balance sheet analysis of reserves and provisions and 
effective treasury risk management. Within the projections for 201 312014 it is anticipated 
that no external long term borrowing will be required in the final quarter due to a capital 
receipt of f45.0m received in relation to the North Lanarkshire Properties LLP transaction. 

4.3 As mentioned previously to enable the Council to meet the capital financing requirements, 
the replacement of maturing long term debt and the maintenance of cash balances 
necessary to meet on going daily liquidity requirements it is estimated that the Council will 
source long term borrowing of f55.7m in 2014/2015, f71.6m in 2015/2016 and f30.2m in 
201 6/2017.These borrowing projections exclude temporary borrowing undertaken with 
average levels held expected to be approximately f40.0m in 2014/2015 and 2015/2016 and 
f57.5m in 2016/17, to take advantage of the availability of short term borrowing at attractive 
rates. 
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4.4 The Council’s capital expenditure planning processes and investment/borrowing analysis 
enables it to time its borrowing to take advantage of opportunities that may arise to achieve 
beneficial borrowing rates, minimising interest rate risk. 

4.5 The timing of new borrowing will also take into account the level of cash balances and 
investments held so that there may be an option of postponing borrowing and continuing to 
use these balances in the short term, particularly given the low investment returns currently 
prevailing. 

4.6 The Councils borrowing strategy will be underpinned not only by the absolute borrowing rates 
but also the relationship between short and long term interest rates. This difference creating 
a ‘cost of carry’ for any new longer term borrowing where the proceeds of borrowing are 
temporarily held as investments because of the difference between what is paid on the 
borrowing and what is earned on the investment. The cost of carry is likely to be an issue 
until 2017 or beyond. 

4.7 The Council will closely monitor movements in long and short term interest rates to manage 
its interest rate risk. 

4.8 The repayment terms of new borrowing will take account of the debt maturity profile to 
ensure that an acceptable amount matures in any one year, managing the refinancing risk, 
whilst being undertaken at the most advantageous rate 

FORECAST LONG TERM DEBT MATURITY PROFILE 31 MARCH, 2014 

, , , , , , , 

I OTH MARKET LOANS C! PWLB 0 LOBOs 1 

4.9 The forecast debt maturity profile at the 31 March 2014 per the graph above highlights that 
there are a number of points in the maturity spectrum at which the Council has little or no 
debt due for repayment. In general the current maturity profile provides the Council with 
flexibility in determining the maturity period for new borrowing whilst ensuring the strategy 
adopted minimizes the debt interest costs. 

4.10 It should be noted that the debt maturity profile per the above graph is based on the 
maturity date of LOBO (Lender’s Option Borrower’s Option) loans whilst the revised Code 
requires the Council to classify LOBO type loans as having a potential maturity in the year 
where options or calls exist. A LOBO option is called when the lender exercises its right to 
amend the interest rate on the loan at which point the Council can accept the revised terms 
or reject them and repay the loan. 74 
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4.11 The Council currently has a f99.0m exposure to LOBO loans which can be called within 
2014/2015. The interest rates on the LOBO loans held range from 4.65% to 11.625%, 
averaging 5.70%, and based on the current and the forecast interest rates the likelihood of 
these loans being called has been assessed as minimal. In the event that the call option 
were to be exercised, the default position will be the repayment of the LOBO without penalty 
with the associated treasury risks (refinancinglinterest rate/liquidity) managed in line with the 
borrowing strategy for other maturing debt. 

4.12 A comparison of the LOBO loan option 2014/2015 call dates to the maturity date is 
provided within Table 2 below: 

Loan Value 
201 4/2015 
Call Dates 

Year of 

Table 2 -Lob0 Loans Summary 

4.13 The Council’s Treasury advisors provide forecasts of interest rates for different maturity 
dates in future years. Using these forecasts, it is projected that the borrowing rates will 
range between 2.40% and 3.10% with a maturity profile of up to 5 years and between 
4.40% and 4.90% with a maturity profile of up to 50 years over the years 2014/2015, 
201 5/2016 and 201 61201 7 respectively. 

4.14 Uncertainty over future interest rate movements increases the risks associated with 
treasury borrowing activity therefore it should be noted that the period over which any new 
borrowing is taken will be guided by movements and fluctuations in the interest rate yield 
curve and capital financing requirement. 

4.15 No more than 25% of the total debt outstanding or f25m, whichever is the greater, shall be 
taken from any one lender at any one time, except for borrowing from Public Works Loan 
Board, unless expressly approved by the Executive Director of Finance & Customer 
Services in line with current policy. 

4.16 The Council’s borrowing options should be considered taking account of PWLB Circular 
147 which increased the average interest rate on all new PWLB loans to an average 
0.90% above Government’s cost of borrowing. This applies to all fixed and variable rate 
PWLB loans across the maturity spectrum. 
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4.1 7 To partially compensate for this, in the Budget 201 2 it was announced that: 

“The Government will introduce in 2012-13, a 20 basis point (bps) discount on loans from 
the Public Works Loan Board (PWLB) under the prudential borrowing regime for those 
principal local authorities providing improved information and transparency on their locally 
determined long-term borrowing and associated capital spending plans” 

4.18 In October 2013 the Council was successful in its application to the PWLB, meeting the 
criteria and obtaining eligibility for the certainty rate discount on PWLB loans, accessible 
from 1 November 2013. Note within Table 1 above the medium term rate average 
forecasts for the 5 year to 50 year PWLB loans have not been adjusted for the certainty 
rate. 

4.19 The Council will consider a number of borrowing structures in 2014/2015 which will include 

0 Short-term Borrowing 

The Council may borrow on a temporary basis (up to 364 days) which would 
significantly reduce the carrying costs whilst managing the refinancing and interest rate 
risk. For example for loans up to 364 days, other local authorities are currently offering 
better terms than those of the PWLB for 1 year this option therefore being more 
attractive. 

0 PWLB Variable Rate Loans 

These loans are available for periods of up to 10 years with the interest payable 
generally linked to movements in short term rates with increases in interest rates 
expected to be limited over the next three years and costs expected to remain cheaper 
than long term rates. The option to convert to a fixed rate loan at any time provided the 
maturity of the replacement fixed rate loan is longer than the unexpired period of the 
existing variable rate loan, provides additional flexibility. 

PWLB Fixed Rate Maturity Loans (e 20 years) 

New loans for periods up to 20 years, which fit in with the existing debt maturity profile, 
are attractive, providing relatively low refinancing risk as short term rates are expected 
to remain lower than their longer dated counterparts in the foreseeable future. These 
could offer greater flexibility to repay/reschedule on beneficial terms in the future, 
depending on the volatility of interest rates. 

PWLB Equal Instalment Payment and Annuity Loans (e 20years) 

These loans are different from fixed rate maturity loans as the repayments are made up 
of both interest and principal with the principal outstanding reducing at 6 monthly 
intervals throughout the life of the loan with corresponding reduction in interest 
payments on the balance outstanding. The interest rates payable are lower than fixed 
rate maturity loans with an additional benefit being a smoother debt maturity profile on 
the debt e.g. f2.5m every year for 10 years as opposed to f25m payable in 10 years. 
This also spreads the refinancing risk and may also present beneficial opportunities 
dependant upon the interest yield curve at the time repayments are due. 

0 Medium/Long Term Fixed PWLB Loans (> 20 years) 

These loans will be considered in conjunction with managing the current debt maturity 
profile, the higher interest rate profile and the additional cost of carry. These loans 
currently offer less flexibility in terms of debt restructuring as a result of PWLB Circular 
147, which left the premature repayment rates unaltered. As a result these are the least 
attractive option at present but circumstances will be monitored to identify beneficial 
opportunities to source PWLB loans within this maturity spectrum. 

0 

0 
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0 Market Loans/Local Authority Bonds 

At present availability is limited but in the future these loans may become more 
attractive given the 0.90% margin on PWLB loan, these loans could be cheaper than 
similar long term PWLB loans despite this being partially offset by the certainty rate . In 
addition to the possibility of advantageous interest rates, there is also the ability to fix 
the rate for receipt at a date in the future, avoiding the cost of carry for example to cover 
future maturities in 2015/2016 and 2016/2017. 

0 Leasing 

On occasions, leasing will be used if an option appraisal review identifies this as being 
advantageous to the Council. 

4.20 As part of its borrowing strategy the Council will seek to identify and evaluate opportunities 
for debt rescheduling. The potential benefits of undertaking rescheduling include: 

Achievement of cash interest savings, without exposing the Council to additional risk, 

Ensuring a better balanced maturity profile and volatility ratio, 

4.21 The Council will continue to monitor its debt portfolio and movements in interest rates 
across PWLB interest rate structures to identify opportunities to generate interest savings 
whilst strategically managing any premiums or discounts incurred as a result of the 
rescheduling/restructuring. 

Achieving the desired borrowing strategy 

5.0 Annual Investment Strategy 2014/2015 

5.1 Investment Regulations 

5.1.1 The Investment Regulations became statutory instruments by force of the Scottish 
Parliament on the 1 April 2010 in conjunction with the associated Code on the Investment 
of Money by Local Authorities. This requires the Council to approve all the types of 
investments to be used and set appropriate time and money limits for the amount that 
can be held in each investment type. These types of investments are termed permitted 
investments and any investments used which have not been approved as a permitted 
investment will be considered ultra vires. 

5.2 Risk Management 

5.2.1 In accordance with the revised code the Council recognises the importance of risk 
management and the effective management of all the associated treasury risks 
encountered in working with the approved permitted list of investments. The Treasury 
risks and tools put in place to manage these risks include 

0 Credit and counterparty risk: this is the risk of failure by a counterparty (bank or 
building society) to meet its contractual obligations to the Council particularly as a 
result of the counterparty’s diminished creditworthiness and the resulting 
detrimental effect on the Council’s capital or revenue resources. There are no 
counterparties where the risk is zero although AAA rated organisations have a 
very high level of creditworthiness. The Council has in place minimum credit 
criteria to determine which counterparties and countries are of high 
creditworthiness to enable investments to be made safely.The credit risk of 
banking failures has diminished, but not dissipated altogether. Regulatory 
changes are afoot in the UK, US and Europe to move away from the bank bail- 
outs of previous years to bank resolution regimes in which shareholders, bond 
holders and unsecured creditors are ‘bailed in’ to participate in any recovery 
process. There are also proposals for EU regulatory reforms to Money Market 
Funds which will, in all probability, result in these funds moving to a VNAV 
(variable net asset value) basis and losing their ‘triple-A’ credit rating wrapper. 
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0 Liquidity risk: this is the risk that cash will not be available when it is needed. 
While it could be said that all counterparties are subject to at least a very small 
level of liquidity risk, the Council measures this risk on the basis as to whether or 
not instant access to cash can be obtained from each form of investment. The 
Council has developed a detailed cashflow model to record known and forecast 
income and payment events arising in the short, medium to long term. 

Interest Rate Risk: This is the risk that fluctuations in the levels of interest rates 
create an unexpected or unbudgeted burden on the Council’s finances against 
which the Council has failed to protect itself adequately. The Council sets limits for 
its fixed and variable rate exposure in the Treasury Management indicators within 
this report. To manage this risk the Council takes a view of the future course of 
interest rates and formulates a Treasury Management Strategy accordingly aiming 
to maximise investment earnings and minimise borrowing costs whilst giving full 
regard to other treasury risk factor including security and liquidity. 

Market Risk: This risk primarily relates to financial instruments that are regularly 
traded in the various financial market exchanges. This is the risk that the Council 
is required to redeem this type of investment prematurely at prices above and 
below the price on which the financial instrument was originally purchased (par 
value) and thus be subjected to the market conditions prevailing at that time. If the 
investment is held to maturity the principal sum is guaranteed with it being 
redeemed at par value. The Council will only use those which appear on its 
permitted investment list if their redemption price is not expected to vary much 
during its short life or for example in the case of treasury bills they offer a higher 
rate of return than depositing in the Debt Management Account Deposit Facility for 
a similar level of security. 

0 Legal and Regulatory Risk: This is the risk that the Council itself or an 
organisation with which it is dealing in its treasury management activities fails to 
act in accordance with its legal powers or regulatory requirements and the Council 
suffers losses accordingly. In the event of any doubt as to the legal and regulatory 
issues the Council has recourse to its own in-house legal services team and also 
the Council’s appointed treasury advisors Arling Close. The Council also currently 
has in place a highly experienced and qualified Treasury Management team. 

0 

0 

5.3 Permitted Investments 

5.3.1 The permitted investments which may be used in the forthcoming year are: 

0 Cash type instruments 

a. Deposits with the Debt Management Account Facility (UK Government); 

b. Deposits with other local authorities or public bodies; 

c. Money Market Funds; 

d. Instant Access Accounts with financial institutions in which UK Government has a 
significant stake; 

e. Instant Access Accounts with other financial institutions; 

f. Instant Access Accounts with Council’s own bankers; 

g. Call Accounts with financial institutions in which UK Government has a significant 
stake; 

h. Call Accounts with other financial institutions; 

i. Term Deposits with financial institutions in which UK Government has a significant 
stake; 
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j. Term Deposits with other financial institutions; 

k. UK Government Gilts and Treasury Bills; 

I. Supranational Bonds (e.g. World Bank); 

m. Certificates of deposits with financial institutions (banks and building societies); 

0 Other investments 

n. Investment properties; 

0. Loans to third parties, including soft loans; 

p. Loans to a local authority company; 

q. Shareholdings in a local authority company; 

r. Non-local authority share holdi ng s. 

5.3.2 

5.3.3 

5.3.4 

5.3.5 

In respect of Money Market funds listed per c) above, these funds invest in high-quality 
short-term fixed income instruments and adhere to very strict credit quality, 
diversification and maturity guidelines with preservation of capital constituting the 
primary objective. To date all money market funds approved must demonstrate a 
stability of the invested capital (Constant NAV) meaning for every fl of principal 
invested the fund will return f 1 of principal on withdrawal by the investor, plus interest. 
However it is worth noting that significant reforms have been proposed to the MMF 
industry including the conversion from a Constant NAV to a Variable NAV. In the event 
that this proposal is implemented the use of Money Market Funds will be suspended 
subject to further investigation and evidence that Variable NAV MMFs can prove that 
they can hold their NAV at f 1 over a sustained period thus providing the same level of 
security and stability. 

For cash investments listed from k) to m) there is a risk of capital loss arising from 
selling ahead of maturity if combined with an adverse movement in interest rates. 
Therefore the Council will invest in this type of asset if it is wholly satisfied that based on 
cashflow/liquidity projections and medium term financial plans there will be no 
requirement to redeem these investments prior to maturity. 

The Council will continue to adopt a cautious approach in utilising the permitted 
investment list, in particular relating to investments where there a medium to high risk, 
including potential capital loss. Therefore, corporate bonds, bond funds and property 
funds have been excluded from the list of permitted investments. 

Within the TM code, it suggests the use of financial derivatives but given that the legal 
power to use derivative instruments remains unclear, the Council does not intend to use 
derivatives. Should the legal position change, the Council may seek to develop a 
detailed and robust risk management framework governing the use of derivatives, but 
prior to adoption full Council approval will be sought. 

5.4 investment Security 

5.4.1 Although the yield on investment is a key consideration, the primary principle governing the 

5.4.2 After this main principle the Council will ensure: 

Council’s investment criteria is the security of its investments. 

> It has sufficient liquidity in its investments, carefully selecting the maximum periods for 
which funds may prudently be committed also applying the Council’s prudential and 
treasury management indicators covering the maximum principal sums invested. 
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P It maintains a policy covering the categories of investment types it will invest in, the 
criteria for choosing investment counterparties with adequate security, and to continually 
monitor security. 

5.4.3 The Council minimises risk by identifying those financial institutions that the Council may 
invest in, to maximise security and liquidity of investment including the specification of 
maximum time and money limits for each type of permitted investment offered by financial 
institutions. The counterparty must meet the relevant credit rating requirement with the 
focus being on the minimum acceptable quality adding a further security overlay to the 
investment activity of the Council. 

5.4.4 The Council utilises the research of the world’s foremost providers of independent credit 
ratings (Fitch, Moody’s and Standard & Poors).The ratings provided by these bodies define 
the likelihood of an investor such as the Council receiving their money back on the terms in 
which it was invested. (Long term Rating types and definitions are shown in Annex B). 

5.4.5 The Council also supplements its credit rating information by accessing and applying 
additional operational market information before making any specific investment decision 
from the agreed pool of counterparties. 

5.4.6 This additional market information will be applied to compare the relative security of 
differing investment counterparties and will include: 

0 Credit Default swap prices 
0 Quality financial press 
0 Share prices 
0 Government support status 
0 Annual Reports 
0 Statements to the market 

5.4.7 The creditworthiness of counterparties will be monitored regularly. The Council receives 
credit rating information from Arling Close (the Council’s advisors) as and when ratings 
change and counterparties are checked promptly. If a ratings change results in the 
counterparty failing to meet the Council’s strict criteria then they are removed immediately 
from the list. Similarly if a counterparty rating is updated and they meet the Council’s strict 
criteria then they will be added to the list. 

5.4.8 Full details of the Council’s investment approach including the type of investments, 
treasury risks, associated controls, credit rating, money and time limits are shown in Annex 
C. The credit rating criteria indicated within the Annex stipulates a long term rating 
requirement as this is considered the ultimate driver of credit worthiness of financial 
institutions and represents a rating agencies view of an institutions capacity to honour its 
financial obligations and its vulnerability to foreseeable events. The Council in conjunction 
with its advisors will continue to monitor other information provided from credit rating 
agencies in terms of short term, individual rating, support rating and outlook. 

5.4.9 In addition if additional market information per section 5.4.6 should raise concerns 
regarding the security of a financial institution, subject to further investigation this may also 
result in removal from the list. 

5.4.10 The Council will give due care when considering the country, group and sector exposure 
of the Council’s investments with no more than 25% placed with any non-UK country at 
any time. In addition limits will apply to Group companies and industry /sector limits will 
be monitored regularly for appropriateness. 
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5.4.1 1 Globally governments have been grappling with the problem of “too big to fail” banks 
since the 2008 crisis, with the EU at its 20th December 2013 summit agreeing the details 
of the Bank Resolution and Recovery Directive that had been proposed in September. 
This will ensure that there is a bail-in of investors in a failing bank before there can be a 
government bailout with the scheduled start date for the EU bail-in regime being January 
201 6. 

5.4.12 However HM Treasury amended the Banking Reform Act late in its Parliamentary 
progress to include an identical bail-in provision for the UK to that which is due to be 
introduced in EU in January 2016. This became law on 18th December 2013, signifying 
the official end of the bailout era in the UK. 

5.4.13 Designated classes of investor will be exempt from taking losses but this creates the 
potential for wholesale depositors including local authorities to be bailed-in for the 
shortfall. Given the lower likelihood that the UK and other governments will support failing 
banks as the bail-in provisions in the Banking Reform Act 2014 and the EU Bank 
Recovery and Resolution Directive are implemented, diversification of investments 
between creditworthy counterparties to mitigate bail-in risk will become even more 
important. 

5.5 Investment Strategy 

5.5.1 The Council, by efficient cashflow management and balance sheet analysis, will identify its 
liquidity requirements and the core funds within its cash balances that could be locked in 
over a longer period up to the maximum limits as defined within Annex C. This will achieve 
the optimum performance, spreading investment periods and security of return, subject to 
over-riding credit counterparty security. 

5.5.2 The 2014/2015 Treasury Management Strategy has been developed assuming that the 
annual borrowing requirement and debt repayments, net of credits due to the scheduled 
principal repayments to the loans fund, will be fully funded by undertaking external 
borrowing. Therefore it is anticipated that the Council cash balances available from short 
term investment will average approximately f34.0m at the end of each of the years 
2014/2015 to 2016/2017. 

5.5.3 It should be noted that the projected balances are subject to variation dependant upon 
actual level and timing of external borrowing undertaken, which will reflect positive and 
negative movements in working capital and level of revenue reserves/balances held during 
the 3 year period. 

5.5.4 Whilst uncertainty exists within the financial sector and the current structure of interest 
rates prevails there is little value in investing longer term. Therefore, in conjunction with 
advice received from the advisors, the Council has temporarily restricted its maximum 
investment periods up to six months unless this approach leads to a reduction in credit 
quality. These restrictions will be reviewed on a regular basis and remain in place until 
market conditions improve. 

5.5.5 Other non cash type investments, including loans to third parties, equity investment and 
investment properties held for investment return, will predominantly be policy driven and 
subject to separate approval by members after all risk factors investigated including 
treasury management. 

5.5.6 All investment activity will be governed by the principles laid out within sections 5.1 to 5.4 
above and 5.6 below. 
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5.6 Borrowing and the Investment of Money 

5.6.1 The Council will not borrow more than or earlier than required with the prime intention to 
profit from the investment return of the extra sums borrowed. 

5.6.2 Borrowing in advance will only be taken for risk management reasons subject to sound 
justification. When considering borrowing in advance the Council will balance investment 
risks, such as the credit and interest risks resulting from the temporary investment of the 
proceeds of borrowing, against the risk of adverse interest rate movements if borrowing is 
deferred. Consideration will also be given to the existing debt maturity profile over the 
medium term. 

5.6.3 The Council will appraise all risk associated with advance borrowing activity and it will be 
subject to prior appraisal with subsequent reporting either within the mid year or annual 
reporting mechanism. This report will comply with the minimum data and analytical 
requirements outlined within The Local Government Investments (Scotland) Regulations 
201 0. 

6.0 Performance Measurement Indicators & Benchmarking 

6.1 The Code of Practice on Treasury Management requires the Council to use performance 
indicators to assess the adequacy of the treasury function over the year and incorporate 
benchmarking to assess performance. These are distinct historic indicators, which are 
additional to the predominantly forward-looking prudential indicators outlined in later sections 
of this report. 

6.2 This Council generally uses the following historic indicators to monitor its loan portfolio 
performance and benchmarking: 

*:* Borrowing: Average rate of borrowing for the year compared to average in previous year. 

*:* Investments: Local measures of yield benchmarks are the Council’s average return on 
short term investment activity in comparison to: 

- the 7 day London lnterbank Bid Rate (LIBID) 
- the 1 month LIBID rate 

- the Council’s own bank: Instant Access Account 

- the Council’s Advisors benchmarking club 

6.3 

6.4 

6.5 

In respect of liquidity which is defined as the Council “having adequate, though not 
excessive cash resources, borrowing arrangements, overdrafts 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 its business/service objectives” (CIPFA Treasury Management Code of 
Practice) the Council will seek to maintain: 

0 Liquid short term deposits of at least f 3 m  available on an overnight basis. 

In the context of benchmarking security, this is a much more subjective area to assess. The 
Council currently evidences this by the application of minimum quality criteria to investment 
counterparties through the use of credit ratings supplied by the three main credit rating 
agencies together with additional market information available as described earlier within 
this report and outlined within Annex C. 

The results of these indicators are reported each year in the Annual Treasury Activity 
Report. 
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2014/15 201 5/16 201 6/17 

110% 110% 110% 

Treasury Management Strategy 2014/2015, Treasury Management Indicators and 
Prudential Indicators 2014/2015 to 201 6/2017 

Variable interest payablelreceivable % of net debt 30% 30% 30% 

Content of loan portfolio 

I Net Loan Interest Payments I 30.5 1 
Table 4 - Local Indicators Interest Rate Exposures 

7.1.5 

7.1.6 

The figures included in the above table relate only to external interest payments, 
exclude interest on revenue balances and include a number of assumptions regarding 
the timing and nature of the new borrowing anticipated. As mentioned previously the 
Council capital planning process and investment/borrowing analysis enables it to take 
advantage of opportunities that may arise to achieve beneficial borrowing rates over 
the same period. 

Table 4 highlights that the Council anticipates net loan external interest payments of 
approximately f 30.5million for 2014/2015. Of this total, f24.1 million relates to interest 
payable on fixed rate debt, and for which interest payments are guaranteed until the 
loans mature, f6.5million relates to interest payable on variable rate debt, and almost 
f0.lmillion relates to interest receivable on funds invested. Variable rate loans and 
funds deposited are subject to changes in interest rates, and will be monitored as part 
of the Council’s Treasury Management Strategy on an ongoing basis. 
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Net impact on Council 

Treasury Management Strategy 2014/2015, Treasury Management Indicators and 
Prudential Indicators 2014/2015 to 201 6/2017 

Estimate + I  % -1 % 
f m  f m  Em 
6.4 + I  .2 -2.5 

Maturity Structure of 
borrowing 

Upper limit fixed rate debt 
Lower limit fixed rate debt 

12m to 2 to 5 to 10 to 20 to 

15.0% 15.0% 20.0% 30.0% 30.0% 40.0% 40.0% 
0.0% 0.0% 0.0% 5.0% 5.0% 10.0% 10.0% 

12m 2yrs 5yrs 10yrs 2Oyrs 4Oyrs 40yrs+ 

Est Mat profile 31/3/2014 I 4.1% 1 2.8% I 10.2% I 22.5% I 12.4% I 30.7% I 17.3% I 
Table f3- Maturity Structure of Fixed Rate Borrowing 

7.3 Treasury Management indicator: Credit Risk 

7.3.1 The Council will manage its credit risk by implementing the investment strategy per 
Section 5 and remaining within the guidelines outlined within Annex C. 

8.0 Prudential Indicators 2014/2015 to 201 6/2017 

8.1 Prudential Indicator: The Capital Expenditure Plans 

8.1 .I The Prudential Code requires the Council to outline its capital expenditure plans taking 
into account the sources of funding available and also the cost to the council in 
supporting any additional borrowing burden which will require to be paid for from the 
Council’s own resources. The Government has power to control the level of prudential 
borrowing although no control has yet been implemented. 

8.1.2. Some of the estimates for other sources of funding, such as capital receipts, may also 
be subject to change over this timescale. 

8.1.3 Table 7 sets out the revised Capital Expenditure plans for 2013/2014 (Revised) and 
forecast for the period 2014/2015 to 2016/2017 for both the General Services and 
HRA Capital programmes. 
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I Capital Financing Requirement I 33.3 43.3 58.4 

Treasury Management Strategy 2014/2015, Treasury Management Indicators and 
Prudential Indicators 2014/2015 to 201 6/2017 

41.5 

8.1.4 The forecasts do not include the potential financing and funding implications should 
the Council approve participation in the Clyde Valley Infrastructure Fund (CVIF). Any 
revisions to the forecasts and their subsequent impact on other indicators to reflect 
any future participation in the CVIF will be reported within the Treasury Management 
Monitoring Reports submitted to the Policy & Resources (Finance & Customer 
Services) Sub-Committee on a quarterly basis during 2014/2015. 

201 3/14 
Revised 

f m  

Capital Expenditure 

201 4/15 201 511 6 201 6/17 
Forecast Forecast Forecast 

Em Em f m  

General Services 
HRA 
Total CFR 

8.2 Prudential Indicator: Capital Financing Requirement 

8.2.1 The CFR is essentially a measure of Council’s underlying borrowing need i.e. capital 
expenditure which is not resourced by capital grants, receipts or CFCR and any new 
borrowing will increase the CFR. The CFR includes long term liabilities representing 
outstanding obligations under the education PPP and the finance leasing 
arrangements for vehicles, gas central heating and overcladding. 

8.2.2 However the Council pays off an element of the accumulated capital spend each year 
through a revenue charge, comprising scheduled debt repayments from service 
departments (annuity based) which reduces the CFR. Committee is asked to approve 
the CFR projections at the 31 March for each financial year set out below. 

686.5 677.2 686.2 671.6 
198.0 214.4 227.9 251 .O 
884.5 891.6 914.1 922.6 
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I Gross Borrowing =c year 3 CFR I Yes Yes 

Treasury Management Strategy 2014/2015, Treasury Management Indicators and 
Prudential Indicators 2014/2015 to 201 6/2017 

Yes Yes 

8.2.3 The year on year movement in CFR is represented by 

Authorised Limit 

External Debt 
Other Long-Term Liabilities 
Total 

Table 9 - Movements in CFR 

201 3/14 201 411 5 201 5/16 201 6/17 
Initial Limit Estimated Estimated Estimated 

f m  f m  Em f m  
730 770 81 0 820 
153 150 140 130 
883 820 950 950 

8.3 Prudential Indicator: Limits to Borrowing Activity 

8.3.1 Within the prudential indicators there are a number of key indicators to ensure the 
Council operates its activities within well-defined limits. 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 2014/2015 and the next two financial years. 

I 2013/14 I 2014/15 I 2015/16 201 6/17 

8.3.2 The above table demonstrates that healthy prudential margins will continue to exist 
from 2014/2015 onwards and that the Council complies with this prudential indicator in 
the current year and does not envisage difficulties in the future. This view takes into 
account current commitments, existing plans and the proposals in respect of the 
capital investment levels proposed. 

8.4 Prudential Indicator: The Authorised Limit for External Debt. 

8.4.1 This represents the maximum limit beyond which borrowing is prohibited. Although this 
limit is deemed to be affordable in the short-term, it is not desirable or a sustainable 
level of borrowing for the council and is therefore being set at a level as the maximum 
allowable in each of the years 2014/2015 through to 2016/2017. The level set for 
2013/2014 is shown for comparison. This is the Affordable Borrowing Limit required 
under the Local Government (Scotland) Act 2003. 
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Operational Boundary 

Gross Borrowing 
Other Long-Term Liabilities 
Total 

I 

201 311 4 201 411 5 201 511 6 201 611 7 
Initial Limit Estimated Estimated Estimated 

f m  f m  Em f m  
700 700 750 770 
153 150 140 130 
853 850 890 900 

Treasury Management Strategy 2014l2015, Treasury Management Indicators and 
Prudential Indicators 2014l2015 to 201 61201 7 

General Services 

8.5 Prudential Indicator: The Operational Boundary for External Debt. 

8.5.1 This indicator is based on the expected maximum external debt during the course of 
the year; it is not a limit. This operational boundary allows flexibility to borrow, re-invest 
and undertake debt restructuring during the course of the year. It is therefore possible 
and acceptable, for actual borrowing to vary around this boundary for short periods 
during the year. 

201 411 5 201 511 6 201 611 7 
Estimated Estimated Estimated 

8.03% 8.14% 7.74% 

HRA 14.47% 14.13% 14.72% 
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Proposed 
Budget 

2014/2015 

. 

Forward Forward 
Projection Projection 
2015/2016 2016/2017 

Treasury Management Strategy 2014/2015, Treasury Management indicators and 
Prudential indicators 2014/2015 to 201 6/2017 

Weekly Housing Rent Levels 

8.8 Prudential Indicator: Estimates of Impact on Council Tax Levels 

8.8.1 This indicator identifies the revenue cost impact associated with new schemes 
introduced to the three year capital programme per capital investment proposals 
above . 

Proposed Forward Forward 
Budget Projection Projection 

2014/2015 201 a201 6 201 6/2017 
f0.82 f0.80 f0.66 

I Annual Council Tax Band D 1 f8.44 I f10.78 I f21.54 
Table 14 - Estimate of Impact on Band D Annual Council Tax Bill 

8.8.2 The above table illustrates that the proposed capital investment programme for 
2014/2015, 2015/2016 and 2016/2017 would result in annual increase in council tax of 
f8.44 in 2014/2015, f10.78 in 2015/2016 and f21.54 in 2016/2017. 

8.8.3 Although a potential increase in each of the years is indicated, the Council’s robust 
financial strategy has enabled the additional loan charges required to fund the 
increased investment programme to be managed within the framework of the 
Council’s planned budget resources. Therefore, there will be no impact on council tax 
levels and the above figures are for indicative purposes only. 

8.9 Prudential Indicator: Estimates of Impact on Housing Rent Level 

8.9.1 Similar to the Council tax calculation above this indicator identifies the financing costs 
of the proposed Housing Capital programme recommended in the 30-year Housing 
strategy expressed as a discrete impact on weekly rent levels. 

8.9.2 The above table illustrates that the proposed capital investment programme for 
2014/2015, 2015/2016 and 2016/2017 would result in an increase in house rents of 
f0.82 per week in 2014/2015, f0.80 per week in 2015/2016 and f0.66 per week in 
2016/2017.This reflects the anticipated net financing need in each of these years. 

8.9.3 The Council’s thirty-year housing programme reflects the Housing Stock Condition 
Survey and option appraisal exercise, therefore house rents will remain within the 
targets set to meet other cost pressures including contract inflation and management 
of the Council’s housing portfolio. 
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Treasury Management Policy Statement & Clauses adopted 

The Treasury Management Policy Statement adopted by North Lanarkshire Council: 

1, The Council defines its Treasury Management activities as: 

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

2. The 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 their risk implications for the Council and any financial instruments entered into 
to manage these risks. 

3. The 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 value for money in treasury management, and to employing 
suitable comprehensive performance measurement techniques, within the context of 
effective risk management 

4. The Council adopts a high level approach to setting policies for borrowing and investment 
activity having in place an appropriate scheme of delegation and ensuring all staff 
employed in Treasury Management have the suitable skills and resources to carry out 
delegated treasury management activities effectively, efficiently and achieving value for 
money. 

ClPFA TM code clauses formally adopted by North Lanarkshire Council: 

1. This Council will create and maintain, as the cornerstones for effective treasury 
management: 

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

0 Suitable treasury management practices (TMPs), setting out the manner in which the 
Council will seek to achieve those policies and objectives, and prescribing how it will 
manage and control those activities. 

2. The Council will receive reports on its treasury management policies, practices and 
activities, including as a minimum, an annual strategy and plan in advance of the year, a 
mid year review and an annual report after its close, in the form prescribed in its TMPs. 

3. The Council delegates responsibility for the development of the Treasury Management 
Strategy and implementation and monitoring of its treasury management policies and 
practices to the Policy and Resources (Finance & Customer Services) Sub-Committee, and 
for the execution and administration of treasury management decisions to the Executive 
Director of Finance and Customer Services, who will act in accordance with the Council’s 
Treasury Policy statement and TMPs and CIPFAs Standard of Professional Practice on 
Treasury Management. 

4. The Audit and Governance Panel will be responsible for ensuring effective scrutiny of the 
Treasury Management Strategy and policies as part of its work on reviewing the internal 
financial controls of the Council. 

5. In accordance with The Local Government Investments (Scotland) Regulations 2010, the 
Council is responsible for the approval of the Annual Investment Strategy and Annual 
Investment Report. 
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Explanation of Long-Term Rating Definitions 

Type of Rating 

Fitch - long-term 

Moody’s - long-term 

Standard & Poors - 
long-term 

Rating 

AAA 

AA- 

A- 

Aaa 

Aa 

A 

AAA 

AA- 

A- 

Explanation 

Indicates exceptionally strong capacity for timely payment of 
financial commitments and this capacity is highly unlikely to be 
adversely affected by foreseeable events. 

Indicates very strong capacity for timely payment of financial 
commitments and this capacity is not significantly vulnerable 
to foreseeable events. 

Indicates strong capacity for timely payment of financial 
commitments. This capacity may, nevertheless, be more 
vulnerable to changes in circumstances or in economic 
conditions than is the case for higher ratings. 

Offer excellent credit quality, with susceptibility to long-term 
risks that are mostly unlikely to materially impair the banks 
strong position. 

Offer excellent credit quality, with susceptibility to long-term 
risks with a vulnerability to greater fluctuations within 
protective elements. 

Offer excellent credit quality, but elements suggest a 
susceptibility to impairment over the long-term. 

Indicates extremely strong capacity for timely payment of 
financial com m itments 

Indicates strong capacity for timely payment of financial 
commitments 

Indicates strong capacity for timely payment of financial 
commitments This capacity may, nevertheless, be more 
susceptible to the adverse effects of changes in 
circumstances or in economic conditions than is the case for 
higher rated category. 
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Permitted Investments, Associated Controls, Credit Rating, Money and Time Limits 

Type of Investment 

Cash type instruments 

a. Deposits with the Debt 
Management Account 
Facility (UK 
Government) 

(Very low risk) 

b. Deposits with other local 
authorities or public 
bodies 

(Very low risk). 

Treasury Risks 

Deposit with the UK Government and 
as such creditlcounterparty and 
liquidity risk is very low, and there is 
no market risk to the principal sum. 

Quasi UK Government debt and as 
such creditlcounterparty risk is very 
low, and there is no market risk to 
principal sum. Liquidity may present a 
problem as deposits can only be 
broken with the agreement of the 
counterparty, and penalties can apply. 

Mitigating Controls 

Little mitigating controls 
required as this is a UK 
Government investment. The 
monetary limit is unlimited to 
allow for a safe haven for 
investments. The sovereign 
rating is monitored with the 
impact of any changes to this 
sovereign rating evaluated and 
removal of the investment from 
the permitted list if necessary. 

Littlemitigating controls 
required for local authority 
deposits, as this is a quasi UK 
Government investment. The 
sovereign rating is monitored 
with the impact of any changes 
to this sovereign rating 
evaluated and removal of the 
investment from the permitted 
list if necessary. 

Credit Rating 

(Fitch, Moody’s or 
Standard & Poors) 

Long-term 
rating 

Long-term 
rating 

nla 

nla 

Money 
Limits 

No limit 

f 20m 

Time 
Limits 

O h  ig h t 
up to a 
max 
period of 
6 months 

Up to a 
max 
period of 
3 years 
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Permitted Investments, Associated Controls, Credit Rating, Money and Time Limits 

Type of Investment 

Cash type instruments 

c. Money Market Funds 
(MMFs) 

(Very low risk) 

Treasury Risks 

Pooled cash investmentvehicle which 
provides very low counterparty, 
liquidity and market risk. These will 
primarily be used as liquidity 
instruments. 

There is currently on-going debate 
within the MMF industry leading to 
possible reform with all MMF’s 
currently classified as Constant Net 
Asset Value being reclassified as 
Variable Net Asset Value and the 
removal of the requirement to have a 
credit rating. The implications being 
that the value of the principal amount 
invested will become subject to 
market fluctuations. A decision is 
expected during the financial year 
201 4/2015. 

Credit Rating 

Mitigating Controls (Fitch, Moody’s or 
Standard & Poors) 

Funds will only be used where 
the MMFs are Constant Net 
Asset Value (CNAV), and the 
fund meets the credit rating 
criteria. 

In the event that a MMF is 
reclassified to Variable Net 
Asset Value there use will be 
suspended until the impact is 
fully assessed and processes 
in place to ensure all risks 
identified monitored and 
control led. 

Assessment of credit 
worthiness will be 
underpinned by additional 
market intelligence including 
credit default swaps , 
sovereign support and share 
price data 

‘ I  nla 

Money 
Limits 

f lOm 
Per 
MMF 
fund up 
to a 
max of 
f 40m 
in total 
or 0.5% 
of fund 
size. 

Time 
Limits 

Daily 
access if 
required 
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Permitted Investments, Associated Controls, Credit Rating, Money and Time Limits 

Type of Investment Treasury Risks 

d. Instant Access Accounts 
with financial institutions 
in which the UK 
Government has a 
significant stake (e.g. 
Royal Bank of Scotland) 

(Low risk depending on 
credit rating) 

Low risk investments, but will exhibit 
higher risks than categories (a), (b) 
and (c) above. 

Mitigating Controls 

Credit Rating 

(Fitch, Moody’s or 
Standard & Poors) 

I 

rating is monitored in 
conjunction with the sovereign 
rating with the impact of any 
changes to this sovereign 
rating evaluated and the 
removal of this type of 
investment from the permitted 
list if necessary. Assessment 
of credit worthiness will be 
further strengthened by 
additional market intelligence 
including credit default swaps, 
sovereign support and share 
price data. 

A- or 
equivalent 

Money 
Limits 

f 20m 

Time 
Limits 

Daily 
access if 
required 
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Permitted Investments, Associated Controls, Credit Rating, Money and Time Limits 

Type of Investment 

Cash type instruments 

e. Instant Access Accounts 
with other financial 
institutions ( banks and 
building societies) 

(Low risk depending on 
credit rating) 

f. Instant Access Accounts 
with the Council’s own 
bankers 

(Level of risk dependant 
on credit rating) 

Treasury Risks 

These tend to be low risk 
investments, but will exhibit higher 
risks than categories (a), (b) and (c) 
above. 

These tend to be low risk 
investments, but will exhibit higher 
risks than categories (a) (b) and (c) 
above. 

Mitigating Controls 

Lending will be restricted to 
those counterparties meeting 
the credit rating criteria with 
the selection defaulting to the 
lowest available credit rating to 
provide additional risk control 
measures. Assessment of 
credit worthiness will be further 
strengthened by the use of 
additional market intelligence 
including credit default swaps, 
sovereign support and share 
price data. 

If the council’s own bankers 
fail to meet the credit rating 
criteria per e) above , for 
operational purposes limited 
funds may be held within this 
account but the Council will 
ensure funds kept at the 
lowest levels manageable. The 
money limit stipulated caters 
for circumstances outwith the 
Council’s control where funds 
may be deposited at short 
notice into the Council’s main 
bank account after the daily 
deadlines have passed 

Credit Rating 

(Fitch, Moody’s or 
Standard & Poors) 

Long-term 
rating 

Long-term 
rating 

A- or 
equivalent 

nla 

Money 
Limits 

f 20m 

f 10m 

Time 
Limits 

Daily 
access if 
required 

Ohight 
basis 
only 
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Permitted Investments, Associated Controls, Credit Rating, Money and Time Limits 

Credit Rating 

Type of Investment 

Cash type instruments 

g. Call Accounts with 
financial institutions in 
which the UK 
Government has a 
significant stake (e.g. 
Royal Bank of Scotland) 

(Low risk depending on 
sovereign credit rating 
and period of call notice) 

h. Call Accounts with other 
financial institutions 
(banks and building 
societies) 

(Low risk depending on 
credit rating and period 
of call notice)) 

Treasury Risks 

These tend to be low risk 
investments, but will exhibit higher 
risks than categories (a) to (9 above. 
With this type of investment liquidity 
can be low or high, determined by the 
call account facility adopted e.g. 2day, 
7 day, 14days. Call deposits can only 
be broken with the agreement of the 
counterparty, and penalties may 
apply. 

These tend to be low risk 
investments, but will exhibit higher 
risks than categories (a) to (9 above. 
With this type of investment, liquidity 
can be low or high, determined by the 
call account facility adopted e.g. 2day, 
7 day, 14days. 

Call deposits can only be broken with 
the agreement of the counterparty, 
and penalties may apply. 

Mitigating Controls 

The financial institution’s credit 
rating is monitored in 
conjunction with the sovereign 
rating with the impact of any 
changes to this sovereign 
rating evaluated and the 
removal of this type of 
investment from the permitted 
list if necessary. Assessment 
of credit worthiness will be 
further strengthened by 
additional market intelligence 
including credit default swaps, 
sovereign support and share 
price data. 

Lending will be restricted to 
those counterparties meeting 
the credit rating criteria with 
the selection defaulting to the 
lowest available credit rating to 
provide additional risk control 
measures. Assessment of 
credit worthiness will be further 
strengthened by the use of 
additional market intelligence 
including credit default swaps, 
sovereign support and share 
price data. 

(Fitch, Moody’s or 
Standard & Poors) 

Long-term 
rating 

Long-term 
rating 

A- or 
equivalent 

A- or 
equivalent 

Money 
Limits 

f 20m 

f 20m 

Time 
Limits 

Per 
terms of 
call 
account 
up to a 
max of 
364 days 

Per 
terms of 
call 
account 
up to a 
max of 
364 
days. 
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Permitted Investments, Associated Controls, Credit Rating, Money and Time Limits 

Type of Investment 

Cash type instruments 

i. Term Deposit with 
financial institutions in 
which the UK Government 
has a significant stake 
(e.g. Royal Bank of 
Scotland) 

(Low to medium risk 
depending on sovereign 
credit rating and period of 
investment ) 

i .  Term deposits with other 
financial institutions 
(banks and building 
societies) (Low to medium 
risk depending on period 
& credit rating) 

(Low to medium risk 
depending on sovereign 
credit rating and period of 
investment ) 

Treasury Risks 

These tend to be low risk 
investments, but will exhibit higher 
risks than categories (a) to (h) above. 
With this type of investment, liquidity 
is low and term deposits can only be 
broken with the agreement of the 
counterparty, and penalties may 
apply. 

These tend to be low risk 
investments, but will exhibit higher 
risks than categories (a) to (h) above. 
With this type of investment, liquidity 
is low and term deposits can only be 
broken with the agreement of the 
counterparty, and penalties may 
apply. 

Mitigating Controls 

The financial institution’s credit 
rating is monitored in 
conjunction with the sovereign 
rating with the impact of any 
changes to this sovereign 
rating evaluated and the 
removal of this type of 
investment from the permitted 
list if necessary. Assessment 
of credit worthiness will be 
further strengthened by 
additional market intelligence 
including credit default swaps, 
sovereign support and share 
price data. 

Lending will be restricted to 
those counterparties meeting 
the credit rating criteria with 
the selection defaulting to the 
lowest available credit rating to 
provide additional risk control 
measures. Assessment of 
credit worthiness will be further 
strengthened by the use of 
additional market intelligence 
including credit default swaps, 
sovereign support and share 
price data. 

Credit Rating 

(Fitch, Moody’s or 
Standard & Poors) 

Long-term 
rating 

Long-term 
rating 

A- or 
equivalent 

A- or 
equivalent 

Money 
Limits 

f 20m 

f 20m 

Time 
Limits 

Up to a 
max 
period of 
364 
days. 

Up to a 
max 
period of 
364 
days. 
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Permitted Investments, Associated Controls, Credit Rating, Money and Time Limits 

Type of Investment 

Cash type instruments 

k. Government Gilts and 
Treasury Bills 

(Very low risk) 

Treasury Risks 

These are marketable securities 
issued by the UK Government and as 
such counterparty and liquidity risk is 
very low, although there is potential 
risk to the market value arising from 
an adverse movement in interest 
rates (no loss if these are held to 
maturity). 

Credit Rating Money 
Limits Mitigating Controls (Fitch, Moody’s or 

Standard & Poors) 

Government investment. The 
monetary limit is unlimited to 
allow for a safe haven for 
investments. Any changes to 
the sovereign rating is 
evaluated and the removal of 
this type of investment from 
the permitted list if necessary. 
Assessment of credit 
worthiness will be further 
strengthened by additional 
market intelligence including 
credit default swaps, sovereign 
support and share price data. 

Cashflow management tools 
will endeavour to ensure that 
this type of investment is held 
until maturity to limit market 
risk. 

n/a I No limit 

Time 
Limits 

Up to a 
max 
period of 
3 years 
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Type of Investment 

Cash type instruments 

I. Supranational Bonds 
(Low risk) 

m. Certificates of deposits 
with financial institutions 

(Low risk) 

Treasury Risks 

These are bonds issued by institutions 
such as the European Investment 
Bank (EIB) and the World Bank as 
such counterparty and liquidity risk is 
very low, although there is potential 
market risk to principal amount arising 
from an adverse movement in interest 
rates (no loss if these are held to 
maturity). 

These are short dated marketable 
securities issued by financial 
institutions and as such counterparty 
risk is low, but will exhibit higher risks 
than categories (a) to (k) above. 
There is risk to value of capital loss 
arising from selling ahead of maturity 
if combined with an adverse 
movement in interest rates. Liquidity 
risk will normally be low. 

Mitigating Controls 

Credit Rating 

(Fitch, Moody’s or 
Standard & Poors) 

meeting credit rating criteria. I rating Long-term 
Lending restricted to those 

Assessment of credit 
worthiness will be further 
strengthened by the use of 
additional market intelligence 
including credit default swaps, 
sovereign support and share 
price data. 

Cashflow management tools 
will endeavour to ensure that 
this type of investment is held 
until maturity to limit market 
risk 

Lending will be restricted to 
those counterparties meeting 
the credit rating criteria with 
the selection defaulting to the 
lowest available credit rating to 
provide additional risk control 
measures. Assessment of 
credit worthiness will be further 
strengthened by the use of 
additional market intelligence 
including credit default swaps, 
sovereign support and share 
price data. 

Long-term 
rating 

A- or 
equivalent 

A- or 
equivalent 

Money 
Limits 

f 20m 

f 20m 

Time 
Limits 

f20m, 
max 
period of 
3 years. 

Up to a 
max 
period of 
364 
days. 
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Permitted Investments, Associated Controls, Credit Rating, Money and Time Limits 

Other types of 
investments 

n. Investment properties 

0. Loans to third parties, 
including soft loans 

Treasury Risks 

These are non-service properties 
which are being held pending disposal 
or for a longer term rental income 
stream. These are highly illiquid 
assets with high risk to value (the 
potential for property prices to fall or 
for rental voids). 

These are service investments either 
at market rates of interest or below 
market rates (soft loans). These 
types of investments may exhibit 
credit risk and are likely to be highly 
illiquid. 

Mitigating Controls 

In larger investment portfolios 
some small allocation of 
property based investment 
may counterbalance or 
compliment the wider cash 
portfolio. 

Property holding will be re- 
valued regularly and reported 
annually with gross and net 
rental streams. 

Service Strategy/Policy driven 
subject to scrutiny by 
Executive Director of Finance 
& Customer Services. 

Each third party loan requires 
Member approval and each 
application is supported by the 
service rationale behind the 
loan and the likelihood of 
partial or full default. 

Service Strategy/Policy driven 
subject to scrutiny by 
Executive Director of Finance 
& Customer Services. 

Credit Rating 

n/a 

n/a 

Money 
Limits 

Policy 
Driven 

Policy 
Driven 

rime 
Limits 

Policy 
Driven, 

Policy 
Driven, 
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Permitted Investments, Associated Controls, Credit Rating, Money and Time Limits 

3ther types of 
investments 

3. Loans to a local authority 
company 

q. Shareholdings in a local 
authority company 

Treasury Risks 

These are service investments either 
at market rates of interest or below 
market rates (soft loans). These 
types of investments may exhibit 
credit risk and are likely to be highly 
illiquid. 

These are service investments which 
may exhibit market risk and are likely 
to be highly illiquid. 

Mitigating Controls 

Each loan to a local authority 
company requires Member 
approval and each application 
is supported by the service 
rationale behind the loan and 
the likelihood of partial or full 
default. 

Service StrategyIPolicy driven 
subject to scrutiny by 
Executive Director of Finance 
& Customer Services. 

Each equity investment in a 
local authority company 
requires Member approval and 
each application will be 
supported by the service 
rationale behind the 
investment and the likelihood 
of loss. 

Service Strategy/Policy driven 
subject to scrutiny by 
Executive Director of Finance 
& Customer Services. 

Credit Rating 

nla 

n/a 

Money 
Limits 

Policy 
Driven 

Policy 
Driven 

rime 
Limits 

Policy 
Driven, 

Policy 
Driven 
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Credit Rating 

Permitted Investments, Associated Controls, Credit Rating, Money and Time Limits 

Money 
Limits 

Other types of 
investments 

r. Non-local authority 
shareholdings 

Treasury Risks 

These are non-service investments 
which may exhibit market risk, be only 
considered for longer term 
investments and will be likely to be 
liquid. 

Mitigating Controls 

Any non-service equity 
investment will require 
separate Member approval 
and each application will be 
supported by the service 
rationale behind the 
investment and the likelihood 
of loss. 

Service Strategy/Policy driven 
subject to scrutiny by 
Executive Director of Finance 
& Customer Services. 

I E2 n/a 

Time 
Limits 

Policy 
Driven 
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2015 

Interest Rate Forecast March 2014 until December 2016 (Source: Arling Close December 2013) 

201 6 

Central 
Forecast 
Official Bank 
Rate 

I-yr LlBlD 

5-yr PWLB 

201 4 

March June Sept Dec 

0.50% 0.50% 0.50% 0.50% 

0.90% 0.95% 0.95% 0.95% 

2.35% 2.40% 2.45% 2.50% 

I 20-yr PWLB I 4.15% I 4.20% I 4.25% I 4.30% 

10-yr PWLB 

I I I I 

3.45% 3.50% 3.55% 3.60% 

1 50-yr PWLB I 4.35% 1 4.40% I 4.45% I 4.50% 
I I I I I 
0 
h) 

+ 

Mar June Sept Dec March June 

3.20% I 3.40% I 


