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                        Treasury Management Annual Report 2014/15

REPORT CONTENTS

1. Background

Gloucestershire County Council’s (the Council) treasury management activity is 
underpinned by CIPFA’s Code of Practice on Treasury Management (the Code), which 
requires local authorities to produce annually Prudential Indicators and a Treasury 
Management Strategy Statement on the likely financing and investment activity.  The 
Code also recommends that members are informed of treasury management activities 
at least twice a year.  To comply with this requirement the Treasury Management 
Strategy Statement and Annual Investment Strategy is agreed annually by full Council 
as part of the budget setting process, and scrutiny of this, a mid year report, and the 
Annual Report is delegated to the Audit and Governance Committee.  

Treasury Management is defined 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.” 

Overall responsibility for treasury management remains with the Council.  No treasury 
management activity is without risk; the effective identification and management of risk 
is integral to the Council’s treasury management objectives.  

The Council has invested substantial sums of money during the year and is therefore 
exposed to financial risks including the loss of invested funds, and the impact on the 
revenue budget of changing interest rates.  The successful identification, monitoring 
and control of risk are therefore central to the Council’s treasury management strategy. 

This report covers treasury activity and the associated monitoring and control of risk. A 
glossary is provided at Appendix A due to the technical terms and acronyms associated 
with treasury activity.

2. Economic Background

Treasury Management activities at the Council are driven by the prevailing economic 
conditions.  A summary of these conditions over the financial year is as follows:

Growth and Inflation:  The robust pace of GDP growth of 3% in 2014 was 
underpinned by a buoyant services sector, supplemented by positive contributions from 
the production and construction sectors.  Resurgent house prices, improved consumer 
confidence and healthy retail sales added to the positive outlook for the UK economy 
given the important role of the consumer in economic activity. 

Annual CPI inflation fell to zero for the year to March 2015, down from 1.6% a year 
earlier.  The key driver was the fall in the oil price (which fell to $44.35 a barrel, a level 
not seen since March 2009) and a steep drop in wholesale energy prices with extra 
downward momentum coming from supermarket competition resulting in lower food 
prices.  
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The  Bank of England Governor Mark Carney wrote an open letter to the Chancellor in 
February 2015, explaining that the Bank expected CPI to temporarily turn negative but 
rebound around the end of 2015 as the lower prices dropped out of the annual rate 
calculation

Labour Market:  The UK labour market continued to improve and remains resilient 
across a broad base of measures including real rates of wage growth.  January 2015 
showed a headline employment rate of 73.3%, while the rate of unemployment fell to 
5.7% from 7.2% a year earlier.  Comparing the three months to January 2015 with a 
year earlier, employee pay increased by 1.8% including bonuses.1.6% excluding 
bonuses. 

UK Monetary Policy:  The Bank of England’s MPC maintained interest rates at 0.5% 
and asset purchases (QE) at £375bn.  Its members held a wide range of views on the 
response to zero CPI inflation, but just as the MPC was prepared to look past the 
temporary spikes in inflation to nearly 5% a few years ago, they felt it appropriate not to 
get panicked into response to the current low rate of inflation.  The minutes of the MPC 
meetings reiterated the Committee’s stance that the economic headwinds for the UK 
economy and the legacy of the financial crisis meant that increases in the Bank Rate 
would be gradual and limited, and below average historical levels. 

Political uncertainty had a large bearing on market confidence this year.  The possibility 
of Scottish independence was of concern to the financial markets, however this 
dissipated following the outcome of September’s referendum.  The risk of upheaval (the 
pledge to devolve extensive new powers to the Scottish parliament; English MPs in turn 
demanding separate laws for England) lingers on.  The highly politicised March Budget 
heralded the start of a closely contested general election campaign and markets braced 
for yet another hung parliament.  

Market reaction:  From July 2014, gilt yields were driven lower by a combination of 
factors: the slide towards deflation within the Eurozone and the big slide in the price of 
oil and its transmission though into lower prices globally.  5 year, 10 year and 20-year 
gilt yields fell to their lows in January 2015 (0.88%, 1.33% and 1.86% respectively) 
before ending the year higher at 1.19%, 1.57% and 2.14% respectively.

3. The Borrowing Requirement and Debt Management 

As the Council has a fully funded capital programme and there was no new long term 
borrowing requirement for 2014/15, with all new schemes being funded in full from 
grants, revenue contributions to capital outlay or contributions.  The Council’s strategy 
is to reduce debt, and in 2014/15 the Council reduced its Capital Financing 
Requirement (CFR) from £352.5m to £325.1m.  The opening and closing external 
borrowing portfolio (including PFI liabilities brought on balance sheet) is summarised 
below: 
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Balance on 
31/3/2014  

Debt 
Maturing

Debt 
Prematurely 

Repaid

New 
Borrowing

Balance on 
31/3/2015 Avg Rate 

£m £m  £m £m £m %
Fixed rate loans – PWLB 267.388 4.863 0.000 0.000 262.525 5.34

Variable rate loans – PWLB 0.000 0.000 0.000 0.000 0.000 0.00

Fixed rate loans – Market 41.05 0.000 0.000 0.000 41.050 4.38

TOTAL BORROWING 308.438 4.863 0.000 0.000 303.575 5.21

Other Long Term Liabilities 21.943 0.463 0.000 0.000 21.480
TOTAL EXTERNAL DEBT 330.381 5.326 0.000 0.000 325.055
Internal Borrowing 22.077 22.040 0.037
Total Borrowing Requirement 352.458 325.092
Increase/ (Decrease) in Borrowing £m (27.366) 0.000

Market Loans (LOBOs):  The Council holds £41.05m of LOBO loans where the lender 
has the option to propose an increase in the interest rate at set dates, following which 
the Council has the option to either accept the new rate or to repay the loan at no 
additional cost.  All of these LOBOS had options during the year, none of which were 
exercised by the lender.  

Debt Rescheduling:  The premium charge for early repayment of PWLB debt 
remained relatively expensive for the loans in the Council’s portfolio and therefore 
unattractive for debt rescheduling activity.  No rescheduling activity was undertaken as 
a consequence. 

Abolition of the Public Works Loans Board (PWLB):  In January 2015 the 
Department of Communities and Local Government (CLG) confirmed that HM Treasury 
(HMT) would be taking the necessary steps to abolish the PWLB.  HMT has confirmed 
however that its lending function will continue unaffected and local authorities will retain 
access to borrowing rates which offer good value for money.  The Council intends to 
use the PWLB’s replacement as a potential source of borrowing, if required.

Debt Management
The table below reconciles the borrowing increase / repaid position to the year-end 
balance:

£m
Opening CFR 352.458
New Borrowing 0
MRP 13.605
Maturing Loans Repaid 4.863
VRP 8.898
Total 325.092
Closing CFR 325.092

External Debt 303.575
PFI Debt 21.48
Internal Debt 0.037
Total Debt 325.092

The minimum revenue provision (MRP) shown above of £13.6m is a statutory minimum 
amount by which the Council must reduce debt, calculated on the CFR of the Council.  
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In addition to this the Council has chosen to repay maturing debt and make an 
additional voluntary revenue provision (VRP) during the year.  

A graph of the maturity profile of our external loans during 2014/15 is shown in 
Appendix B.  Generally the maturity profile is well spread.

Internal Borrowing

Given funding cuts to local government which put pressure on Council finances and the 
relatively high fixed interest rates for borrowing (around 3.2% for a 20 year loan) 
compared to current investment returns, the strategy followed continues to be to 
maintain borrowing internally, with no new external borrowing being taken out.   

However, debt reduction remains a priority of the Council and, given that penalty rates 
remain high to the early redemption of external debt, the level of outstanding internal 
debt has reduced significantly over recent years. The amount outstanding currently 
stands at £0.037m.

4. Investment Activity 

The Council has held significant invested funds, representing income received in 
advance of expenditure, plus balances and reserves held.  During 2014/15 the 
Council’s investment balances have varied, and the summary below shows the number 
of loans made by the Council during the year, together with the value of the loans made 
and durations.

Total number of loans made in 2014/15 201
Daily range £0.07m to £15.5m
Total value of loans made in 2014/15 £904m
Maximum value per term loan made (non call) £5.0m
Maximum value of loans made (Call) £15.5m
Periods Overnight to 5 years

A number of longer term deals have been made during the year with other local 
authorities, to take advantage of the better rates on offer.  These are up to 5 years 
duration.

The Guidance on Local Government Investments in England gives priority to security 
and liquidity and the Council’s aim is to achieve a yield commensurate with these 
principles. 

During 2014/15 treasury management has been conducted according to the Policy 
Statement approved by the County Council in February 2013.  The approved 2014/15 
strategy was one of minimising risk and ensuring liquidity above investment returns in 
line with the revised investment guidance. 
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Investments during the year included: 

 Call accounts and deposits with UK Banks and Building Societies.  
 Deposits with approved foreign banks
 Deposits with the CCLA LAMIT Property Fund
 Investments in AAA-rated Stable Net Asset Value Money Market Funds
 AAA-rated Money Market Funds with a Variable Net Asset Value (VNAV) 

All investments made during the year complied with the Council’s agreed Treasury 
Management Strategy, Prudential Indicators, Treasury Management Practices and 
prescribed limits.  Maturing investments were repaid to the Council in full and in a timely 
manner.  

Short term Investments (call 

accounts, deposits) 0

-    Banks and Building Societies 

with ratings of A- or higher 128.1 372.5 -339.3 161.3

-    Local Authorities 27 44 -61 10.0 0.67

Long term Investments

-    Banks and Building Societies 

with ratings of A- or higher 2.2 0 0 2.2 3.2

- CCLA Property Fund 5 5 0 10.0 1.24

-    Local Authorities 0 29 0 29.0 1.82

Money Market Funds 0 284.6 -277.3 7.3 0.42

Other Pooled Funds 10 20 0 30.0 0.84

Externally Managed Funds 20.318 0 -20.318 0.0

Other organisations (e.g. loans 

to small businesses) 0.045 0.055 0 0.1 5.3

TOTAL INVESTMENTS 192.663 249.9
Increase/ (Decrease) in 

Investments £m 57.2

Avg Rate 

(%) Investments

Maturities/ 

Investments 

Sold £m

Balance on 

30/03/2015  

£m

Investments 

Made        

£m

Balance on 

01/04/2014 

£m

Local Authority Mortgage Scheme (LAMs)
The long term investment with banks shown above of £2.2m is the Councils investment 
in the LAMs scheme.  This was set up to assist first time property buyers, with the 
Council offering a top-up indemnity to the value of the difference between the typical 
Loan to Value (LTV), i.e. 75%, and a 95% LTV mortgage. The potential buyer thereby 
obtains a 95% mortgage on similar terms as a 75% mortgage, but without the need to 
provide the substantial deposit usually required.  The Council has two schemes, (each 
for £1m) and has also invested money separately in the Stroud District Council scheme 
(£0.2m).  All schemes will run for 5 years, with the interest rate being fixed for that 
period. All of these funds have now been committed and hence the schemes are closed 
to new first time property buyers. 
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Funding Circle
The £0.1m invested with other organisations relates to the Council’s investment in 
Funding Circle as part of the commitment to economic development.  This scheme is to 
assist small businesses in Gloucestershire, with the Council providing £2,500 per 
Gloucestershire business on the platform.  To date this scheme has assisted 50 local 
businesses, and the money in the scheme is continually recycled. 

Counterparty Update
Counterparty credit quality was assessed and monitored with reference to credit ratings 
(the Council’s minimum long-term counterparty rating is A- across rating agencies Fitch, 
S&P and Moody’s); credit default swap prices, financial statements, information on 
potential government support and reports in the quality financial press. 

The European Parliament approved the EU Bank Recovery and Resolution Directive 
(BRRD) on April 15, 2014.  Taking the view that potential extraordinary government 
support available to banks' senior unsecured bondholders will likely diminish, over 
2014-15 Moody’s revised the Outlook of several UK and EU banks from Stable to 
Negative (note, this is not the same as a rating review negative) and S&P placed the 
ratings of UK and German banks on Credit Watch with negative implications, following 
these countries’ early adoption of the bail-in regime in the BRRD. 

S&P also revised the Outlook for major Canadian banks to negative following the 
government’s announcement of a potential bail-in policy framework. 

The Bank of England published its approach to bank resolution which gave an 
indication of how the reduction of a failing bank’s liabilities might work in practice. The 
Bank of England will act if, in its opinion, a bank is failing, or is likely to fail, and there is 
not likely to be a successful private sector solution such as a takeover or share issue; a 
bank does not need to be technically insolvent (with liabilities exceeding assets) before 
regulatory intervention such as a bail-in takes place.  

The combined effect of the BRRD and the UK’s Deposit Guarantee Scheme Directive 
(DGSD) is to promote deposits of individuals and SMEs above those of public 
authorities, large corporates and financial institutions.  Other EU countries, and 
eventually all other developed countries, are expected to adopt similar approaches in 
due course

In December the Bank’s Prudential Regulation Authority (PRA) stress tested eight UK 
financial institutions to assess their resilience to a very severe housing market shock 
and to a sharp rise in interest rates and address the risks to the UK’s financial stability.  
Institutions which ‘passed’ the tests but would be at risk in the event of a ‘severe 
economic downturn’ were Lloyds Banking Group and Royal Bank of Scotland. 

Lloyds Banking Group, (whose constituent banks are on the Council’s lending list), is 
taking measures to augment capital and the PRA does not require the group to submit 
a revised capital plan.  RBS, which is not on the Council’s lending list for investments, 
has updated plans to issue additional Tier 1 capital.  The Co-operative Bank failed the 
test (however, this bank does not appear on the Council’s lending list).

The European Central Bank also published the results of the Asset Quality Review 
(AQR) and stress tests, based on December 2013 data. 25 European banks failed the 
test, falling short of the required threshold capital by approximately €25bn (£20bn) in 
total – none of the failed banks featured on the Council’s lending list. 
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In October following sharp movements in market signals driven by deteriorating global 
growth prospects, especially in the Eurozone, Arlingclose advised a reduction in 
investment duration limits for unsecured bank and building society investments to 
counter the risk of another full-blown Eurozone crisis.  

The outlawing of bail-outs, the introduction of bail-ins, and the preference being given to 
large numbers of depositors other than local authorities means that the risks of making 
unsecured deposits rose relative to other investment options.  The Council therefore 
increasingly favoured secured investment options or diversified alternatives such as 
local authorities and pooled funds over unsecured bank and building society deposits. 

Credit Risk: the Council receives regular correspondence from its appointed Treasury 
Advisors on credit risk, and this is taken into account before transactions are made.  
Counterparty credit quality was assessed and monitored with reference to credit 
ratings; credit default swaps; GDP of the country in which the institution operates; the 
country’s net debt as a percentage of GDP; any potential support mechanisms and 
share price.  The Council used long term credit criteria during 2014/15, with minimum 
long-term counterparty credit rating determined for the 2014/15 treasury strategy being 
A- or equivalent across rating agencies Fitch, S&P and Moody’s.

The Council’s counterparty credit quality has been maintained as demonstrated by the 
Credit Score Analysis summarised below.  The table in Appendix C explains the credit 
score. 

Credit Score Analysis 2013/14

Date Value 
Weighted 
Average 

Credit Risk 
Score

Value 
Weighted 
Average 

Credit Rating

Time 
Weighted 
Average 

Credit Risk 
Score

Time 
Weighted 
Average 

Credit Rating

Average 
Life 

(days)

31/03/2014 4.61 A+ 4.80 A+ 121

30/06/2014 5.14 A+ 5.16 A+ 153 

30/09/2014 4.98 A+ 5.03 A+ 143

31/12/2014 4.91 A+ 3.85 AA- 180

31/03/2015 4.68 A+ 3.15 AA 271

The lower the score the less risk involved.

Liquidity: In keeping with the CLG’s Guidance on Investments, the Council maintained 
a sufficient level of liquidity through the use of Money Market Funds, overnight deposits 
and call accounts.    

Yield: the Council sought to optimise returns commensurate with its objectives of 
security and liquidity.  The UK Bank Rate was maintained at 0.5% through the year.  
Short term money market rates remained at very low levels (as shown in the table in 
Appendix C) which had a significant impact on investment income.  Income earned on 
longer-dated deposits provided some cushion against the low interest rate environment.  
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The Council’s investment income for the year had been estimated at £1.69m.  The 
average cash balances representing the Council’s reserves, and working balances 
were £287.7m during the period and interest earned was £1.71m.  

Internal Investment of temporary surpluses

UK base rate was stable during 2014/15 remaining at 0.5% throughout the year.  The 
average internal rate of return for the year on internal investments was 0.6%.  The table 
below shows a comparison between years of the durations of deposits and the mix of 
counterparties used by the Council.  

Average Length of investments
At 31/3/14 

%
At 31/3/15 

%
Less than 1 month (including Call) 6.8 15.1
Between 1 to 3 months 51.6 46.9
Between 3 to 6 months 8.9 14.2
Between 6 to 12 months 29.7 8.1
Over 12 months 3.0 15.7
Total 100.0 100.0

Investments by type of institution
At 31/3/14 

%
At 31/3/14 

%
Building Societies 8.9 10.5
UK Banks 41.5 22.2
Other Local Authorities 16.0 15.8
Call Accounts 6.9 0.1
Money Market Funds (MMF’s) 5.9 2.9
Non UK Banks 8.9 20.3
Notice Accounts 8.9 24.2
Property Fund 3.0 4.0
Total 100.0 100.0

During 2014/15 the Council has increased the number of notice accounts that it holds, 
in particular placing deposits in highly rates pooled funds, which can provide higher 
returns due to the lengthened duration of deposits.

The Council has accessed more foreign counterparties during the year due to more 
favourable returns, whilst UK Bank deposits have reduced due to restrictions on 
durations.  The Council continues to make use of Certificates of Deposit (CDs) which 
have been purchased through a custody account with King & Shaxson.  This has given 
the Council access to the highly rated UK bank Standard Chartered, which only trades 
through this CD facility, and other highly rated foreign banks.  The CDs are not 
available for local authorities to trade without a custody account facility because these 
financial instruments require use of specialist trading platforms.

The opening and closing investment portfolio is summarised below, which gives a 
snapshot of the investments balances on specific dates.
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Balance on 
31/03/2014

Investments 
Made

Maturities/ 
Investments 

Sold 
Balance on 
31/03/2015

 £m £m £m  £m

Short Term Investments 165.100 721.100 (677.600) 208.600

Long Term Investments 5.000 34.000 0.000 39.000

Funds Managed Externally 20.318 0.000 (20.318) 0.000

Funding Circle and LAM's 2.245 0.055 0.000 2.300

Total Investments 192.663 755.155 (697.918) 249.900

Investments

Externally Managed Funds

The Council disinvested from the externally managed fund managed by Investec Asset 
Management Ltd on 25th September 2014.  The decision was taken following continued 
poor performance of the fund.  Funds returned totalled £20.4m, representing a slight 
gain on the last valuation of £0.08m

Update on Investments with Icelandic banks

When the Icelandic Banks failed in October 2008, the Council had £12.5m invested in 
three Icelandic banks, Landsbanki (£1.6m), Heritable (£2.0m) and Glitnir (£8.9m).

The situation is now resolved as follows:

Landsbanki – the Council received a number of dividend payments, and then sold the 
remaining claim.  In total £1.537m was recovered with £0.063m being written off.

Hertiable – the Council has received back £1.994m, and the residual balance of 
£0.006m has been written off.

Glitnir – the Council received one payment in March 2012 for the total claim of £8.9m, 
which was split so that a proportion of the claim (£1.486m) remained in Icelandic Krona.  
This meant that the Icelandic Krona element could not immediately be repatriated due 
to currency restrictions.  In early 2015 the Council was able to sell its Icelandic Krona at 
a special currency auction.  The amount sold totalled 1.895 million euro’s, and due to 
the current disadvantageous Euro / GBP exchange rate has not yet been converted 
back into sterling, but remains in the Council’s euro account.  This amount will be 
converted into sterling once the exchange rates improve, and it is hoped that this will 
result in 100% recovery from Glitnir Bank.   

In summary, of the £12.5m invested, £10.944 million and 1.895 million euro’s has been 
recovered and £0.069 has been written off.
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5. Compliance with Prudential Indicators

The Council can confirm that it has complied with its Prudential Indicators for 2014/15, 
which were set in February 2014 as part of the Council’s Treasury Management 
Strategy Statement (which can be accessed through the following link: 
http://www.gloucestershire.gov.uk/budget ).  Details can be found in Appendix D.

None of the Prudential Indicators have been breached and a prudent approach has 
been taken in relation to investment activity with priority being given to security and 
liquidity over yield.

6. Investment Training

Training was undertaken for members in April 2014.  This was provided in house by 
treasury team members.  Officers ensure that they are kept up to date on treasury 
related matters, and training and attendance at updates with the Council’s advisors is 
undertaken as appropriate.  
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Appendix A
GLOSSARY OF TERMS 

Basis Point
A measure of percentage where 1 basis point is equivalent to 0.01%.

Call Account
A bank account with instant access to funds held on deposit.

Capital Financing Requirement
The total borrowing required by the Council to support the Capital programme.

Certainty Rate
A borrowing rate offered by the PWLB at 20 basis points below normally available 
rates.

Certificate of Deposit (CD)
A savings certificate entitling the bearer to receive interest.  A CD bears a maturity date, 
a specified fixed interest rate and can be issued in any denomination, although THE 
COUNCIL only trades in sterling.  A CD can be sold before maturity.

CIPFA – Chartered Institute of Public Finance and Accountancy
Leading professional accountancy bodies in the UK and the only one which specialises 
in the public services. 

Credit Default Swap (CDS)
A credit default swap (CDS) is a financial swap agreement that the seller of the CDS 
will compensate the buyer in the event of a loan default or other credit event.

Custody Account
A facility to enable THE COUNCIL to access alternative investments instruments that 
require specialist electronic settlement systems.

Debt Management Office (DMO)
An Executive Agency of Her Majesty's Treasury. The DMO's responsibilities include 
debt and cash management for the UK Government, lending to local authorities and 
managing certain public sector funds. 

Discount
A deductable sum - calculated on normal actuarial principles – which a lender pays to 
THE COUNCIL if a loan is repaid early and if interest rates are presently higher than 
the loan rate. The discount reflects the gain to the lender of foregoing the remaining 
instalments of interest, and receiving funds which have to be re-invested at current 
interest rates.
 
Funding for Lending Scheme
The Bank and HM Treasury launched the Funding for Lending Scheme (FLS) on 13 
July 2012. The FLS is designed to incentivise banks and building societies to boost 
their lending to the UK real economy.  It does this by providing funding to banks and 
building societies for an extended period, with both the price and quantity of funding 
provided linked to their lending performance.
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GDP
Gross Domestic Product.

Gilt
Long term fixed income debt security (bond) issued by the UK Government and traded 
on the London Stock Exchange

LAMIT
Local Authority Mutual Investment Trust.

LOBO (Lender’s Option / Borrowers Option)
Money Market instruments that have a fixed initial term (typically one to ten years) and 
then move to an arrangement whereby the lender can decide at pre-determined 
intervals to adjust the rate on the loan. At this stage the borrower has the option to 
repay the loan. 

London Inter-Bank Bid Rate (LIBID)
The interest rate at which major banks in London are willing to borrow (bid for) funds 
from each other. 

Minimum Revenue Provision
The minimum amount which must be charged to an authority’s revenue account each 
year and set aside towards repaying borrowing

Money Market
The term applied to the institutions willing to trade in financial instruments. It is not a 
physical creation, but an electronic/telephonic one. 

PFI Liabilities
A requirement under current accounting standards to include all Private Financing 
arrangements within the borrowing requirement, to reflect the additional liability on the 
Council from these schemes.

Pooled Fund
Investments are made with an organisation who pool together investments from other 
organisations and apply the same investment strategy to the portfolio. Pooled fund 
investments benefit from economies of scale, which allows for lower trading costs per 
pound, diversification and professional money management.

Premium 
An additional sum - calculated on normal actuarial principles – which the authority pays 
to a lender if a loan is repaid early and if interest rates are presently lower than the loan 
rate. The premium reflects the loss to the lender of foregoing the remaining instalments 
of interest, and receiving funds which have to be re-invested at current interest rates. 

Prudential Indicator
Indicators set out in the Prudential Code that calculates the financial impact and sets 
limits for treasury management activities and capital investment.

PWLB – Public Works Loan Board
An independent statutory body operated within the Debt Management Office, which is 
able to meet all of a local authority’s needs for long-term borrowing. 
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The PWLB is prepared to lend to authorities who act prudently and comply with all 
relevant legislation. 

RISK: 
Credit and counterparty risk 
The risk of failure by a counterparty to meet its contractual obligations to the 
organisation under an investment, borrowing, capital, project or partnership financing, 
particularly as a result of the counterparty’s diminished creditworthiness, and the 
resulting detrimental effect on the organisation’s capital or current (revenue) resources.
 
Liquidity risk 
The risk that cash will not be available when it is needed, that ineffective management 
of liquidity creates additional unbudgeted costs, and that the organisation’s 

Interest Rate risk 
The risk that cash will not be available when it is needed, that ineffective management 
of liquidity creates additional unbudgeted costs, and that the organisation’s 
business/service objectives will be thereby compromised. 

Refinancing risk 
The risk that maturing borrowings, capital, project or partnership financings cannot be 
refinanced on terms that reflect the provisions made by the organisation for those 
refinancings, both capital and current (revenue), and/or that the terms are inconsistent 
with prevailing market conditions at the time. 

Legal Risk 
The risk that the organisation 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 that the organisation suffers losses accordingly. 

Operational Risk 
The risk that an organisation fails to identify the circumstances in which it may be 
exposed to the risk of loss through fraud, error, corruption or other eventualities in its 
treasury management dealings, and fails to employ suitable systems and procedures 
and maintain effective contingency management arrangements to these ends. It 
includes the area of risk commonly referred to as operational risk. 

Market Risk 
The risk that, through adverse market fluctuations in the value of the principal sums an 
organisation borrows and invests, its stated treasury management policies and 
objectives are compromised, against which effects it has failed to protect itself 
adequately.

Stable Net Asset Value Money Market Funds
The principle invested remains at its invested value and achieves a return on 
investment.

Voluntary Revenue Provision
Any amount set aside to reduce the Capital financing Requirement over and above the 
MRP.
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Appendix C

Loan Profile 2014/15

Although the spread of borrowing is generally smooth there are a number of peaks.  
The peak in 2051/52 is because there are three loans maturing, one of which is for 
£15m.  The peak in 2077/78 is the final date of maturity for a number of LOBOs loans.  
Note that LOBO loans are shown at maturity rather than the earliest call (option) date.
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Appendix C

Economic and Money Market Data, PWLB Rates 

The average, low and high rates correspond to the rates during the financial year rather than those in the tables 
below.  Note that the PWLB rates below are Standard Rates. The Council is eligible for the Certainty Rate so can 
borrow at a 0.20% reduction had borrowing been required during the year.

Table 1: Bank Rate, Money Market Rates

Date Bank 
Rate

O/N 
LIBID

7-day 
LIBID

1-
month
LIBID

3-
month 
LIBID

6-
month 
LIBID

12-
month 
LIBID

2-yr 
SWAP 
Bid

3-yr 
SWAP 
Bid

5-yr 
SWAP 
Bid

01/04/2014 0.50 0.36 0.39 0.42 0.46 0.56 0.84 1.05 1.44 2.03

30/04/2014 0.50 0.36 0.40 0.42 0.47 0.57 0.85 1.09 1.47 2.02

31/05/2014 0.50 0.35 0.40 0.43 0.48 0.67 0.87 1.11 1.46 1.98

30/06/2014 0.50 0.36 0.40 0.43 0.50 0.71 0.94 1.33 1.70 2.17

31/07/2014 0.50 0.37 0.41 0.43 0.50 0.72 0.97 1.34 1.71 2.17

31/08/2014 0.50 0.36 0.42 0.43 0.50 0.77 0.98 1.22 1.53 1.93

30/09/2014 0.50 0.43 0.45 0.43 0.51 0.66 1.00 1.25 1.57 1.99

31/10/2014 0.50 0.40 0.43 0.43 0.51 0.66 0.98 1.10 1.38 1.78

30/11/2014 0.50 0.35 0.50 0.43 0.51 0.66 0.97 0.93 1.15 1.48

31/12/2014 0.50 0.43 0.48 0.42 0.51 0.66 0.97 0.92 1.12 1.44

31/01/2015 0.50 0.45 0.45 0.43 0.51 0.66 0.95 0.83 0.98 1.18

28/02/2015 0.50 0.43 0.47 0.43 0.51 0.66 0.96 0.99 1.22 1.53

31/03/2015 0.50 0.50 0.62 0.43 0.51 0.74 0.97 0.88 1.06 1.34

Average 0.50 0.39 0.44 0.43 0.50 0.67 0.95 1.09 1.38 1.79

Maximum 0.50 0.50 0.62 0.43 0.51 0.81 1.00 1.38 1.77 2.26

Minimum 0.50 0.24 0.36 0.42 0.46 0.56 0.84 0.80 0.96 1.18

Spread -- 0.26 0.26 0.01 0.05 0.25 0.16 0.58 0.81 1.08

Table 2: PWLB Borrowing Rates – Fixed Rate, Maturity Loans
Change Date Notice 

No 1 year 4½-5 yrs 9½-10 yrs 19½-20 yrs 29½-30 yrs 39½-40 yrs 49½-50 yrs

01/04/2014 127/14 1.44 2.85 3.83 4.41 4.51 4.49 4.47

30/04/2014 166/14 1.45 2.86 3.79 4.37 4.46 4.43 4.41

31/05/2014 206/14 1.45 2.78 3.65 4.27 4.38 4.35 4.33

30/06/2014 248/14 1.63 2.95 3.74 4.30 4.40 4.36 4.34

31/07/2014 294/14 1.66 2.96 3.70 4.21 4.30 4.27 4.25

31/08/2014 334/14 1.55 2.70 3.38 3.88 3.97 3.94 3.93

30/09/2014 378/14 1.57 2.77 3.46 3.96 4.07 4.05 4.03

31/10/2014 424/14 1.44 2.54 3.27 3.86 3.99 3.97 3.96

30/11/2014 465/14 1.39 2.27 2.94 3.54 3.68 3.66 3.65

31/12/2014 508/14 1.32 2.19 2.80 3.39 3.53 3.50 3.49

31/01/2015 042/15 1.30 1.94 2.44 2.98 3.12 3.08 3.06

28/02/2015 082/15 1.37 2.24 2.83 3.37 3.50 3.46 3.45

31/03/2015 126/15 1.31 2.06 2.65 3.20 3.33 3.29 3.28

Low 1.28 1.91 2.38 2.94 3.08 3.03 3.02

Average 1.47 2.56 3.28 3.85 3.96 3.93 3.92

High 1.69 3.07 3.86 4.42 4.52 4.49 4.48
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Table 2: Credit Score Analysis

Scoring: 

Long-Term
Credit 
Rating Score
AAA 1
AA+ 2
AA 3
AA- 4
A+ 5
A 6
A- 7
BBB+ 8
BBB 9
BBB- 10

The value weighted average reflects the credit 
quality of investments according to the size of the 
deposit. The time weighted average reflects the 
credit quality of investments according to the 
maturity of the deposit

The Council aimed to achieve a score of 7 or lower, 
to reflect the Council’s overriding priority of security 
of monies invested and the minimum credit rating 
of threshold of A- for investment counterparties. 

17



Appendix D

Capital Financing Requirement

The Capital Financing Requirement is the total amount required by the Council to 
fully fund the Capital Programme.  In effect it is therefore the total borrowing 
requirement of the Council.  The outturn position for the Council’s cumulative 
maximum external borrowing requirement for 2014/15 is shown in the table below:

*Other long term liabilities are the Council’s PFI schemes. This includes a Fire Joint Training 
Centre, and 4 new Fire Stations and a Community Life Skills Centre.  Under current accounting 
regulations the Council must show these liabilities as part of the total debt of the Council.

**Reserves shown here may differ slightly to those shown in the Statement of Accounts 
following approval by Cabinet for carry forwards, which may increase the final reserves amount.

Prudential Indicator Compliance

(a) Authorised Limit and Operational Boundary for External Debt 

The Local Government Act 2003 requires the Council to set an Affordable 
Borrowing Limit, irrespective of their indebted status. This is a statutory limit which 
should not be breached.  The Council’s Affordable Borrowing Limit was £410m for 
2014/15.  This limit represents a worse case scenario for debt required and is 
calculated as the total capital financing requirement, plus the minimum revenue 
provision, plus maturing debt, and capital receipts.  Added to this is an allowance to 
cover the possibility of not being able to make monthly salary payments.  This 
allows the Council flexibility with its total borrowing requirement.

The Operational Boundary is based on the same estimates as the Authorised Limit 
but reflects the most likely, prudent but not worst case scenario without the 
additional headroom included within the Authorised Limit.  The Operational 
Boundary for 2014/15 was £380m.

There were no breaches to the Authorised Limit and the Operational Boundary 
during the year; borrowing at its peak was £338m.  

31/03/2015
Actual

£m
CFR 325.092
Less:
Existing Profile of Borrowing 303.575

Less:
Other Long Term Liabilities* 21.480

Cumulative Maximum 
External Borrowing 
Requirement

0.037

Usable Reserves 130.173**
Cumulative Net Borrowing 
Requirement / (Investments)

-130.136



(b) Upper Limits for Fixed Interest Rate Exposure and Variable Interest Rate 
Exposure 

 These indicators allow the Council to manage the extent to which it is 
exposed to changes in interest rates.  

 The upper limit for variable rate exposure allows for the use of variable 
rate debt to offset exposure to changes in short-term rates on our 
portfolio of investments.  

2014/15 2014/15 2015/16 2016/17 2017/18
Approved Revised Estimate Estimate Estimate

£m £m £m £m £m
Upper limit for Fixed Interest 
Rate exposure
Upper limit for Variable 
Interest Rate exposure

450 316 291 274 255

0 0 0 0 0

The limits are set as total fixed rate borrowing plus total fixed rate investments, and for 
variable as total variable borrowing plus total variable investments.

(c) Maturity Structure of Fixed Rate Borrowing 

 This indicator is to limit large concentrations of fixed rate debt needing to 
be replaced at times of uncertainty over interest rates. 

Maturity Structure of Fixed Rate 
Borrowing

Upper 
Limit

Lower 
Limit

Actual 
Fixed Rate 

£m 
Borrowing 

as at 
31/03/15

Actual 
Fixed Rate 

£m 
Borrowing 

as at 
31/03/15

Fixed 
Rate 

Borrowing 
as at 

31/03/15

% % LOBO* PWLB %
under 12 months 25 0 41.050 4.863 15.1 Yes 
12 months and within 24 months 25 0 - 4.863 1.6 Yes
24 months and within 5 years 50 0 - 24.062 7.9 Yes
5 years and within 10 years 75 0 - 44.509 14.7 Yes
10 years and within 20 years 100 0 - 44.000 14.5 Yes
20 years and within 30 years 100 0 - 47.849 15.8 Yes
30 years and within 40 years 100 0 - 77.379 25.5 Yes
40 years and within 50 years 100 0 - 15.000 4.9 Yes

Compliance 
with Set 
Limits?

* Following the 2011 revision to the Cipfa Treasury Management Code LOBO loans are 
now classified in their call period and therefore for the purposes of this prudential indicator 
are classified as short term.

(d) Actual External Debt

This indicator is obtained directly from the Council’s balance sheet. It is the closing 
balance for actual gross borrowing (short and long-term) plus other deferred 
liabilities.  The indicator is measured in a manner consistent for comparison with 
the Operational Boundary and Authorised Limit. 
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Actual External Debt as at 31/03/2014 £m
Borrowing 308.438
Other Long-term Liabilities 21.943
Total 330.381

(e) Total principal sums invested for periods longer than 364 days

 This indicator allows the Council to manage the risk inherent in 
investments longer than 364 days. 

 The limit for 2014/15 was set at £50m.  The highest actual level during 
the year was £34m.

(f) Capital Expenditure

This indicator is set to ensure that the level of proposed capital expenditure 
remains within sustainable limits, and, in particular, to consider the impact on 
Council tax.

2014/15 
Updated

£m

2014/15 
Actual

£m

Capital Expenditure 63.226 53.132

Capital expenditure has been financed as follows:

Capital Financing 2014/15 
Estimate

£m

2014/15 
Actual

£m
Capital receipts & Fund 11.314 8.670
Government Grants 42.873 35.622
Revenue contributions 5.057 5.075
Capital Contributions 3.982 3.765
Total Financing 63.226 53.132
Supported borrowing 0.000 0.000
Unsupported borrowing 0.000 0.000
Total Funding 0.000 0.000
Total Financing and 
Funding

63.226 53.132

The table shows that the capital expenditure plans of the Council could be funded 
entirely from sources other than external borrowing.

(g) Ratio of Financing Costs to Net Revenue Stream

 This is an indicator of affordability and highlights the revenue implications 
of existing and proposed capital expenditure by identifying the proportion 
of the revenue budget required to meet financing costs.

 The ratio is based on costs net of investment income.
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(h) Incremental Impact of Capital Investment Decisions

 This is an indicator of affordability that shows the impact of capital 
investment decisions on Council Tax. The incremental impact is 
calculated by comparing the total revenue budget requirement of the 
current approved capital programme with an equivalent calculation of the 
revenue budget requirement arising from the proposed capital 
programme.  As the Council is fully funding the capital programme the 
impact on Council Tax is zero.

(i) Adoption of the CIPFA Treasury Management Code

 This indicator demonstrates that the Council adopted the principles of 
best practice.

Adoption of the CIPFA Code of Practice in Treasury Management
THE COUNCIL approved the adoption of the CIPFA Treasury Management Code 
at its Council meeting on 24th February 2010*.

*THE COUNCIL has incorporated the changes from the revised CIPFA Code of Practice (published 
November 2011) into its treasury policies, procedures and practices.

(j) Upper Limit for Total Principal Sums Invested Over 364 Days
 The purpose of this limit is to contain exposure to the possibility of loss 

that may arise as a result of the Council having to seek early repayment 
of the sums invested.

2014/15 2014/15 2015/16 2016/17 2017/18
Approved Revised Estimate Estimate Estimate

£m £m £m £m £m

100 100
Upper Limit for total principal 
sums invested over 364 days 50 50 100
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