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1. Introduction 

1.1 This report sets out the policy and strategy to be followed for 2000/2001 with regard to the 
Council’s Treasury Management activity. The overall policy framework for the Council’s 
borrowing and lending activities was set out in the Treasury Policy Statement of 5 March 
1996 and the Revised Statement of 18 November 1996, previously approved by the Finance 
Committee. 

1.2 The Treasury Policy Statement of the Council requires the production of an annual report 
on the Loans Fund policy and strategy. This report fulfils that requirement for 2000/01. 

2. Bacbround 

2.1 Treasury Management deals with the borrowing and investment activity of the Council. It 
seeks to ensure that the business of the Council is fully funded, cash flows are monitored, 
that surpluses are identified and invested and that proper arrangements to deal with this are 
in place. The Council complies with the CIPFA Code of Practice on Treasury Management 
in local authorities. 

Overall the loan debt amounts to &512m, a reduction of E6m (1.2%) from 1999/2000. 
Despite being the fourth largest Council in Scotland, North Lanarkshire’s long term loan 
debt per capita is some 20% below the Scottish average. 

2.3 

3. BorrowinP Reauirement 2000/2001 

3.1 The net Capital Programme (i.e. the amount not met from capital receipts and revenue 
contributions to capital) amounts to E12.04m for 2000/2001. Loans amounting to E3.44m 
are due to be repaid and replaced during the year, giving a total long term borrowing 
requirement for 2000/2001 of E15.48m. 

3.2 This new borrowing can be funded from the following sources:- 

(a) Public Works Loan Board 
(b) Long-term Money Market 
(c) Short-term Money Market 
(d) Internal Revenue Surpluses and Funds 
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4. Amroved Instruments and Sources of Borrowing 

4.1 The Public Works Loan Board will continue to be the primary source of long-term funds. 
Institutional sources will be utilised as appropriate by issuing Mortgage Deeds. Temporary 
Loans will be raised (to finance capital investment and temporary revenue deficits or to 
replace maturing temporary and long-term loans, as appropriate) in the London Sterling 
Money Market on the basis of term or notice deposits. No more than 25% or $10 million, 
whichever is the greater, will be taken from any one lender at any one time. The only 
exception to this is the National Debt Office where there is no restriction. 

4.2 Leasing will be used if advantageous to the Council. 

4.3 The Public Works Loans Commissioners have intimated that the formula for the 2000/2001 
quota will be the same as for 1999/2000 and taking regard of this, the Council’s quota will 
be E7.8m. 

5. Outlook for Interest Rates 

5.1 The strong economic recovery in the UK is set to continue well into 2000, with the service sector 
advancing but manufacturing suffering because of the strength of the pound. 

5.2 Growth in earnings is currently above the Bank of England’s preferred ceiling of 4.5% because 
of high overtime and bonus levels. With unemployment also set to continue to fall there may be 
upward pressure on pay settlements with resultant inflationary pressure. 

5.3 The expected world economic expansion many prompt European and US Governments to 
introduce tighter monetary policies. This in turn would generate upward pressure on UK interest 
rates. 

5.4 The Bank of England will have to balance these economic indicators in setting interest rate 
policy. The peak in interest rates is likely to be lower than the 7.5% seen in mid 1998. There 
may be some modest scope for easing interest rates by the end of the financial year. 

6. Lendhp and BorrowinP Strategv 

6.1 Lending 

The upward slope of the money market yield curve remains very steep, underlining the fact that 
the majority of participants still anticipate further monetary policy tightening in the 2000/2001 
financial year. The difference between 7 day and 364 day Local Authority deposits stood at 
1 l/l6% in early May. With interest rates expected to peak at around 6.5% (compared with the 
364-day deposit rate of 6.625% on 12 May 2000), a relatively high proportion of investment 
should be directed to the longer periods. Some funds may need to be placed for shorter periods 
to meet cash flow requirements and to maintain a degree of flexibility with which to take 
advantage of any overshoot of rates beyond current expectations. 

6.2 Borrowing 

The PWLB curve remains steeply negative. Longer-dated borrowing remains the most attractive 
option. A comparatively high proportion of funding should be undertaken at an early stage of 
the financial year as there is a risk that a relaxation of the Government’s guidelines with respect 
to the Minimum Funding Requirement of Pension Fund Managers will trigger a sharp rise in gilt- 
edged yields, especially at the longer end of the maturity range. 
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6.3 The Council will continue to take advantage of appropriate debt rescheduling opportunities. 
Refinancing will be either by way of additional PWLB quota or by securing market funds. 
Additional quota will be sought from the PWLB to undertake rescheduling whether for PWLB 
loans or market funds. 

6.4 The Council will undertake borrowing when it is considered to be the most advantageous time, 
taking into account current interest rates and the outlook for interest rates. Consideration will be 
given to taking funds for periods in excess of 15 years, which will enable the Council to borrow 
at the lowest part of the yield curve. The maximum period for which the PWLB offers funds is 
now 25 years as opposed to 60 years. 

7. Recommendations 

The Finance Committee is invited to note this report and to approve the lending and borrowing strategy 
for 2000/0 1 contained herein. 

Director of Finance. 
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