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TRAFFORD COUNCIL   
 
Report to:   Accounts and Audit Committee 1 February 2023 

Executive and Council 15 February 2023    
Report for:    Decision 
Report of:  The Executive Member for Finance and Governance and the 

Director of Finance and Systems 
 

Report Title 
 

 

TREASURY MANAGEMENT STRATEGY 2023/24 – 2025/26 
 

 
Summary 
 

This report outlines the: 
 

 strategy to be implemented during this period for investments and borrowing; 

 outlook for interest rates; 

 management of associated risks; 

 policy to be adopted on Minimum Revenue Provision (MRP); and 

 Prudential Indicators. 

 

 

Recommendations 
 

That Accounts & Audit Committee be requested to note and recommend the report to 
Executive. 
 

That Executive notes the report and recommends that Council approves; 
 

The Treasury Management Strategy 2023/24 – 2025/26 including the: 
  

 policy on debt strategy as set out in section 4; 

 the updated policy on Minimum Revenue Provision in section 5; 

 Investment Strategy as set out in section 6; 

 Prudential Indicators and limits including the Authorised Limit (as required by 
section 3(1) of the Local Government Act 2003), Operational Boundary, 

Minimum Revenue Provision Statement and Investment criteria as detailed in 
Appendix 3. 

 

 
Contact person for access to background papers and further information: 

 
Name:  Mark Hughes   
Extension: 2072  

 
Background papers: None 
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Relationship to Corporate Priorities Value for Money 

Relationship to GM Policy or 
Strategy Framework 

Not applicable 

Financial The treasury management strategy will aim to 

minimise risk to the Council whilst maximising 
investment interest.  The Council’s debt position 
will be administered effectively and any new loans 

taken will be in-line with that provided for within 
the Medium Term Financial Plan and Prudential 

Indicators.  

Legal Implications: Actions are undertaken in accordance with 
legislation issued by Department for Levelling Up, 
Housing and Communities (DLUHC) and 

guidance from Chartered Institute of Public 
Finance & Accountancy (CIPFA) Prudential Code 

and the Treasury Management Code of Practice.    

Equality/Diversity Implications All treasury management transactions undertaken 
by the Council are carried out with institutions with 

no known direct links to any illegal regimes or 
which promote the use of forced labour. 

Sustainability Implications The Council, when undertaking any treasury 
management investment fully supports the ethos 

of socially responsible investments and will avoid 
direct investment in institutions with material links 

to environmentally harmful activities.  
Opportunities to invest monies in products which 
both supports sustainable assets and complies 

with the Council’s investment strategy will 
continue to be explored as and when they become 

available.   

Carbon Reduction Not directly applicable – See above 

Staffing/E-Government/Asset 
Management Implications 

Not applicable 

Risk Management Implications  The monitoring and control of risk underpins all 

treasury management activities and these factors 
have been incorporated into the systems and 
procedures for this function which are 

independently tested on a regular basis.  Failure 
to properly manage and monitor the Council’s 

loans and investments could lead to service failure 
and a loss of reputation. Whilst no Treasury 
activity is without risk, the Council’s in-house 

treasury management team continually monitor 
risks to ensure that security of capital sums is 

maintained at all times and adverse fluctuations in 
interest rates are avoided. 

Health & Wellbeing Implications Not applicable 

Health and Safety Implications Not applicable 
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Executive Summary  

This report has been prepared in accordance with the Council’s Financial 

Procedure Rules number 8 and outlines the forecasted treasury management 
activities for the forthcoming three years. Additional reports are produced during 
the course of the year informing Members of the preceding financial year actual 

activities together with a current mid-year update. 

Economic position 

As a result of the ongoing Russian hostilities in Ukraine and the effect on fuel 
prices, the global economy has not recovered as was originally expected in 2022.  
The cost of living impacts and worker shortages are forecast to hit the UK economy 

worse than other advanced countries with the International Monetary Fund 
forecasting the UK economy to contract by 0.6% in 2023. In response to high rates 

of inflation, the Monetary Policy Committee (MPC) increased the Bank Rate from 
0.75%, in March 2022, to 3.5% as at January 2023 

In 2023/24, inflation is expected to remain high for the foreseeable future, however 

is forecast to drop from the 40 year high of 11.1% in October 2022 to the target 
figure of 2% over the next 18 months. Market forecasters expect the MPC to raise 

the Base Rate to 4.5% in 2023. 

The Government’s Mini-Budget in September also compounded the economic 
uncertainties and acted to destabilise the financial markets. This gave rise to a fall 

the value of the sterling and a sharp increase in the gilt yields leading to increases 
in the PWLB borrowing rates. These have subsequently eased following the 

announcements in the run up to the Autumn Statement.  

Debt (Section 4) 

Any new external borrowing the Council undertakes will be taken to assist in 

financing the capital borrowing requirement as outlined in the 2023/26 Capital 
Programme report with all associated costs being contained within the Medium 

Term Financial Plan. 

Debt restructuring exercises will only be undertaken in order to produce revenue 
savings or reduce overall treasury risk. 

MRP (See Section 5 and Appendix 2) 

Due to the changes to the financial landscape which the Council is now faced, 

including recent increases in interest rates and inflationary impacts across all 
Council service areas, a review of the MRP policy has been deemed appropriate.  

It is proposed that the Council switch from an approach of setting aside MRP for 

both supported and unsupported (prudential) borrowing on an equal instalment 
basis to an annuity basis, whereby MRP provision starts low then rises in later 

years. This is a similar principle to how the principal amounts increase under a 
repayment mortgage. 

Further detail can found in Section 5 of this report. 

 

Investments (See Section 6 and Appendix 2) 

The Council’s investment criteria remains unchanged from that previously adopted 
of SLY, Security of capital first, then Liquidity of its cash flows and finally Yields. 

Council is required to agree the Investment criteria and this is set out for Member 

approval at Appendix 3.   
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Prudential Indicators and limits (Section 8 and Appendix 2) 

Council is required to approve a set of Prudential Indicators and limits ensuring its 
capital expenditure plans and borrowing remain robust, prudent, affordable and 

sustainable.  These are detailed at Appendix 3 for Member approval. 
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1. Background  

1.1 The Council is required to operate a balanced budget with cash raised during the 

year being used to pay for expenditure incurred. A primary part of the treasury 
management operation is to ensure that the Council’s cash is organised in 
accordance with the relevant professional codes, so that sufficient cash is available 

to meet service activity with any temporary surplus monies being invested in low 
risk institutions. 

1.2    Another function of this service is to ensure that the Council’s capital borrowing 
requirement, the longer-term cash flow planning, is provided for which may involve 
arranging long or short-term loans or using longer-term cash flow surpluses. In 

addition to this and when it is financially prudent to do so, any debt previously 
obtained may be restructured. 

1.3 The Council’s in-house treasury management team will ensure that; 

 all treasury management transactions undertaken comply with the statutory 
requirements as stipulated within the relevant professional codes and 

legislation (Local Government Act 2003, CIPFA Prudential Code and 
Treasury Management Code, MRP Guidance, and DLUHC Investment 

Guidance, (a brief outline of these frameworks is provided at Appendix 1), 

 sufficient cash is available to meet both service activity and the Council’s 

capital strategy, 

 various periodic cash flows are prepared and maintained accurately using 
all known information available,   

 where capital plans require, appropriate borrowing facilities are undertaken 
and 

 when financially prudent any debt previously obtained is restructured.  

1.4 Treasury management as defined by CIPFA is; 

 “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.” 

1.5 Management of the Treasury function will seek to ensure sufficient funding is in 

place to cover planned payments or undertaking the investment of temporary 
surplus funds when available in a secure manner.  

1.6 Since cash balances generally result from reserves and balances, it is paramount 

to ensure adequate security of all monies invested is achieved in order to avoid 
any potential loss of principal which in turn would result in a loss to the General 

Fund Balance 

1.7 The scope of investments within the Council’s operations now includes both 
conventional treasury investments, (the placing of residual cash from the Council’s 

functions as covered by this report), and more strategic investments, such as 
regeneration properties, which are reported and managed through the capital 

programme.  In order to assist with this activity, the Council uses a specialist 
external advisor. 

1.8 Whilst any strategic initiatives or loans to third parties will impact on the treasury 

function, these activities are classed as non-treasury activities, (arising from capital 
expenditure) and are separate from the day to day treasury management activities.  

Details of these transactions are shown in Appendix 4 for reference. 
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1.9 Members are required to receive and approve, as a minimum, 3 main treasury 

reports each year which incorporate a variety of policies, forecasts and actuals as 
follows; 

 Annual Treasury Strategy (issued February - is the most important report and 

includes); 
 A MRP policy (this reflects capital expenditure previously financed by 

borrowing and how the principal element is charged to revenue over time),  
 The treasury management strategies (how the investments and borrowings    

are to be organised) including treasury prudential indicators and limits and  
 An investment strategy (the parameters on how investments are to be 
managed). 

 Mid-year update – (issued November / December – this provides an); 

 update for Members with the progress of the treasury management activities 

undertaken for the period April to September and 
 opportunity for amending prudential indicators and policies if necessary.   

 Annual outturn – (issued June); 

 this provides details of actual treasury operations undertaken in the previous 
financial year. 

1.10 Each of the above 3 reports are scrutinised by the Council’s Accounts & Audit 
Committee before being forwarded onto either Executive or Council for final 

approval. 

1.11 This report which has been prepared in accordance with the required statutory 
regulations and guidance, includes;  

 The current treasury position (section 2);  

 Economic & Interest Rate forecast (section 3) 

 Debt Strategy (section 4) 

 Minimum Revenue Provision (section 5) 

 Investment Strategy (section 6) 

 Investment Risk Benchmarking (section 7) 

 Prudential Indicators (section 8) 

 Related Treasury Issues (section 9) 

 Recommendations (section 10) 

 Appendices. 

1.12 The Council uses Link Group (LG) as its external treasury management advisors 
who provide a range of services on treasury matters from the supply of credit 
ratings to technical support. The Council recognises that there is value in using 

external providers for this service which is subject to regular reviews.  

1.13 Whilst the external advisors provide support to the in-house team, the Council will 

consider all available information when forming an opinion on matters concerning 
treasury management and acknowledges that the final decision remains with it at 
all times.    

1.14 The Council also acknowledges the importance of ensuring that all members and 
staff involved in the treasury management function receive adequate and relevant 

training in order to undertake the duties and responsibilities allocated to them.  
This is further highlighted in the CIPFA Code which requires the responsible 
officer, the Director of Finance and Systems, ensures that members with 

responsibility for this task, receive adequate training in treasury management.   

1.15 The CIPFA Treasury Management Code was updated in September 2021 and 

from 2023 requires that all staff involved in the Treasury Management function 
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have the necessary expertise, knowledge and skills to perform their role. In 

addition board/council members tasked with treasury management responsibilities, 
including those responsible for scrutiny, have access to training relevant to their 

needs and those responsibilities. 

Regular training is provided to Members of the Accounts and Audit Committee and 
for reference a member training event was provided on 24th January 2023 by the 

Council’s in-house team and its external advisors LG, as part of the consideration 
of this annual strategy. Additional training will in future be provided as a precursor 

to the regular updates at year-end and mid-year. 

Continuing attendance at relevant courses / seminars / webinars by staff and 
members as presented by CIPFA, LG and other suitable professional 

organisations will be encouraged. 

2. Treasury Position   

2.1 The Council’s investment and debt positions at the beginning of the current 
financial year and as at 31st December 2022 are listed in the table below; 

 31 March 2022 31 December 2022 

Principal  
 

£m 

Average 
Interest 
Rate % 

Principal  
 

£m 

Average 
Interest 
Rate % 

DEBT     

Short term (payable 
before 31.03.23) 

    

PWLB 3.9 6.75 3.9 6.75 

Market 0.0 0.00 0.0 0.00 

Government Loans - 

Salix 
0.2 0.00 0.0 0.00 

Sub-total 4.2 6.75 3.9 6.75 

Long term (payable after 

31.03.23) 
    

PWLB 282.2 2.39 282.1 2.39 

Market 36.0 4.56 36.0 4.56 

Government Loans - 
Salix 

0.0 0.00 0.0 0.00 

Sub-total 318.2 2.63 318.1 2.64 
Total debt 322.4 2.68 322.0 2.69 

     
INVESTMENTS     

Short term(less than 1 
year duration)  

    

- Instant access 30.7 0.52 9.4 3.21 

-  Call accounts 0.4 0.10 0.4 1.45 

- Term deposit 76.2 0.75 69.5 3.23 

Sub-total  107.3 0.74 79.3 3.22 

Long term (greater than 1 
year duration) 

    

 - CCLA 5.7 4.33 4.8 4.07 

 - Strategic Investment 
programme (SIP) 

17.6 n/a 12.0 n/a 

Sub-total 23.3 3.89 16.8 4.07 
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Total Investments 130.6 1.24 96.1 3.27 

Information in the above table reflects the; 

 level of funds available on a temporary basis for investment purposes which 
fluctuate on a daily basis due to the timing of precept payments, receipt of 

grants and spend progress on the capital programme,  
 repayment of monies borrowed and 
 value of original monies placed with CCLA was £5m. The fall in value from 

March 2022 to December 2022, of £0.9m, is representative of a reduction in 
property values driven, in part, by rising interest rates. Although, capital 

valuations have shifted down, the rental market is still strong in multiple 
sectors, and so yields are expected to be less effected. 

 

 

3.  Economic & Interest Rate forecast  

3.1 As a result of the ongoing Russian hostilities in Ukraine and the effect on fuel 
prices, the global economy has not recovered as was originally expected in 2022. 
In response to high rates of inflation, the Monetary Policy Committee (MPC)  

increased the Bank Rate from 0.75%, in March 2022, to  3.5% as at January 
2023.In 2023/24, inflation is expected to remain high for the foreseeable future, 

however is forecast to drop from the 40 year high of 11.1% in October 2022.. In 
order to tackle the continuous upwards trend in inflation over and above the 
Government’s target of 2% , market forecasters expect the MPC to continue raising 

the Base Rate to a peak of 4.5% in 2023. 

3.2 LG produce interest rate projections periodically throughout the year and the latest 
forecasts (December 2022) are shown below for reference; 

 

 

 

 

 

 

 

 
 
 

3.3 The December 2022 Bank Rate of 3.50% is expected to increase further to 4.25% 

by the end of 2022/23, and continue rising to a peak of 4.50% in 2023/24. Once 
inflation has been brought under control interest rates are expected to reduce 
steadily over the period with them forecasted at 2.50% before the end of March 

2026. 

3.4 The Council will continue to adopt a cautious approach to its treasury management 

activities whilst utilising the information available from both LG and other external 
sources which may become available during this time. 

4. Debt Strategy  

4.1 The Council’s capital expenditure plans are set out in the Capital Programme 
report and this provides details of the service activity. The treasury management 

Average rates 2022-23 
Forecast 

% 

2023-24  
Forecast 

% 

2024-25  
Forecast 

% 

2025-26 
Forecast 

% 

Bank Rate 4.25 4.50 3.60 2.50 

Investment Rates  
3 month  
1 Year 

 
4.30 
4.70 

 
4.50 
4.60 

 
3.60 
3.70 

 
2.50 
2.70 

PWLB Loan Rates 

5 Year  
25 Year  

50 Year 

 

4.20 
4.60 

4.30 

 

4.20 
4.40 

4.30 

 

3.70 
4.10 

3.80 

 

3.10 
3.50 

3.20 
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function ensures in accordance with the relevant professional codes, that sufficient 

cash is available to meet this service activity. This will involve both the organisation 
of the cash flow and where capital plans require, appropriate borrowing facilities. 

4.2 The underlying need to borrow comes from the Capital Financing Requirement 
(CFR) which represents the total level of outstanding capital expenditure both 
historic and current, not yet paid for from either revenue or capital resources. It is 

essentially a measure of the Council’s indebtedness or its underlying borrowing 
need.    

4.3 The Council needs to ensure that its debt does not, except in the short term, 
exceed the total of the CFR in the preceding year plus the estimates going out to 
2025/26.  Whilst this allows some flexibility for limited early borrowing for future 

years, it also ensures that borrowing is not undertaken for revenue or speculative 
purposes.  The Director of Finance and Systems can confirm that to date the 

Council has not exceeded the CFR with its debt.  

4.4 The CFR is not allowed to rise indefinitely and statutory controls are in place to 
ensure that capital assets are broadly charged to revenue over the life of the asset 

with an annual revenue charge, the MRP, being applied to reduce the CFR each 
year.    

4.5 Included within the CFR are any other long-term liabilities such as Private Finance 
Initiative (PFI) schemes and finance leases. Whilst these increase the overall 
balance of the CFR, the Council’s borrowing requirement is not increased as this 

type of liability includes a borrowing facility by the PFI or lease provider.  The 
Council currently has £3.8m (31 March 2023) liability of such schemes within the 

CFR which is set to fall to £2.6m by 31 March 2026 as highlighted in the table 
below; 

Other long-term liabilities 2022/23 
Estimate 

£000 

2023/24 
Estimate 

£000 

2024/25 
Estimate 

£000 

2025/26 
Estimate 

£000 

Total at 1 April  4,106 3,755 3,380 2,979 

Expected repayment  (351) (375) (401) (429) 

Total at 31 March 3,755 3,380 2,979 2,550 

4.6 With effect from April 2024, the International Financial Reporting Standard 16 will 
require that all Council leases are also included with the CFR.  Whilst the 

compliance of this new accounting requirement will impact on the Council’s overall 
long term liabilities, it is deemed at this stage to be immaterial. 

4.7 The total of the Council’s loans outstanding as at 31 December 2022 totalled 
£322.0m and a breakdown of this debt is provided for reference in Section 2 
above. 

4.8 The Council holds, as mentioned above £36.0m of Non-PWLB (Market) loans and 
of these £15.0m are held as variable rates of interest in the form of Lender’s 

Option Borrower’s Option (LOBO) loans. With regards to this type of loan, the 
lender has the option to propose an increase in the interest rate at set dates and 
should this situation occur then the Council can either accept the new rate or repay 

the loan at no additional cost. In accordance with the Director of Finance and 
Systems delegated authority, should an opportunity present itself to repay a LOBO 

loan then this option will be fully examined to determine whether any financial 
benefit could be obtained including taking a replacement loan from another lender.  
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4.9 The Council continues, as in previous years, to be in an under-borrowed position 

which reflects that the CFR balance is greater than the level of external debt and 
this is in line with the majority of other UK local authorities.  This under-borrowed 

position has arisen from previous and current years annual CFR (borrowing need), 
not being fully funded with new loans, as cash supporting the Council’s reserves, 
balances and cash flow has been used as a temporary measure.  

4.10 The policy of avoiding new borrowing by running down spare cash balances has    
served the Council well over the last few years due to debt interest rates being 

consistently higher than investment returns, a situation which is forecasted to 
continue for the foreseeable future. This situation will continue to be carefully 
monitored to avoid incurring higher borrowing costs in the future when the Council 

may not be able to avoid new borrowing to finance capital expenditure or the 
refinancing of maturing debt.   

4.11 As in line with previous years requirements any new capital projects which are to 
be funded from borrowing will need to generate sufficient revenue savings in order 
to be self-financing therefore avoiding any impact on the Council’s MTFP.  

4.12 The Director of Finance and Systems will continue to monitor interest rates and 
adopt a sensible approach to changing circumstances within the 2023/24 treasury 

operations before taking on any new debt. 

4.13 Based on current commitments the table below reflects the level of external debt 
the Council potentially may have for the period 2022/23 to 2025/26 which is used 

to part fund its capital programme. In addition, it reflects to the borrowing required 
to finance the projected future pipeline of schemes for the Council’s Strategic 

Investments;   

 2022/23 
Estimate 

£000 

2023/24 
Estimate 

£000 

2024/25 
Estimate 

£000 

2025/26 
Estimate 

£000 

Strategic Investment Programme    

Total at 1 April 162,729 228,770 337,715 404,154 

Planned repayments (141) (145) (149) (154) 

Potential New external debt 66,182 109,090 66,588 13,580 

Sub-Total at 31 March 228,770 337,715 404,154 417,580 

General Capital Programme     

Total at 1 April 159,693 165,031 187,667 199,720 

Planned repayments (4,114) (4,185)   

Potential New external debt 9,452 26,821 12,053 25,312 

Sub-Total at 31 March 165,031 187,667 199,720 225,032 

Total Estimated External 

Debt 

393,801 525,382 603,874 642,612 

 

Capital Financing 
Requirement (CFR) 

447,649 579,090 653,122 687,261 
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4.14 All interest incurred on the Council’s external debt is charged directly to treasury 

management apart from where it has previously been agreed by Executive for 
interest incurred on major development schemes i.e. Brown Street Hale to be 

capitalised. 

4.15 When any form of borrowing is required to finance the Council’s capital 
expenditure, be this long or short term, consideration will continue to be given to 

obtaining funds at the most advantegous rates possible at that time, from the 
following souces: 

 Other local authorities,  

 The Government via the PWLB, 

 Dedicated publicly funded companies e.g. Salix, 

 Financial institutions within the money market (insurance companies, pension 
funds and banks).   

4.16 The uptake of new long term debt will be processed in accordance with the 
Council’s approved scheme of delegation and reported to members at the earliest 

opportunity.  Action of this sort will be undertaken in accordance with a number of 
factors such as affordability, proposed life of the asset, current interest rate 
projections and advice obtained from the Council’s external advisors.  

4.17 Rescheduling any of the Council’s current loans will only be undertaken when it is 
cost effective to do so taking into account the high early repayment penalty 

(premium) which will be incurred.  This situation will be monitored during the 
course of the year and in the event any debt rescheduling is done, it will be 
reported to the Members at the earliest opportunity following its action. 

4.18  Whilst the Council retains the flexibility to borrow funds in advance of requirement 
as a result of potential changes to market conditions i.e. a sharp rise in interest 

rates, it will not borrow more than or in advance of its needs purely in order to profit 
from the investment of the extra sums borrowed.  Any decision to borrow in 
advance will ensure that funds are taken within the forward approved CFR 

estimates and that value for money can be demonstrated. 

4.19 Any borrowing taken by the Director of Finance and Systems in advance of need 

will be done in accordance with delegated powers and within the constraints stated 
below; 

 no more than 50% of the expected increase in borrowing need (CFR) over the 

three year planning period and 

 the Council would not look to borrow more than 12 months in advance of need. 

4.20 The Council’s debt maturity profile is provided at Appendix 2 for reference which 
also shows, in accordance with the Code of Practice, the potential first date the 

lending banks could amend the rate of interest for their respective market LOBO 
loans.  

4.21 The Council is required to approve; 

 the above debt strategy and  

 as part of the Prudential Indicators and Limits requirement, the limits for 

external debt in accordance with the Local Government Act 2003, having 
regard to CIPFA’s prudential code before the commencement of each financial 

year.  These limits are detailed at Appendix 2.  

5. Minimum Revenue Provision Strategy 

5.1. Local Authorities are required by statute to make a charge to their revenue account 

to provide for the repayment of debt resulting from capital expenditure, known as 
Minimum Revenue Provision (“MRP”).  
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5.2. The Council is required to determine a level of MRP it considers to be prudent, 

whilst having regard to the MRP Guidance issued by the Ministry of Housing, 
Communities and Local Government (“MHCLG”). 

5.3. The Guidance provides suggested methods for the calculation of MRP that the 
DLUHC consider to be prudent, however the Guidance and legislation do not 
define what is prudent. It is for each Authority to determine a prudent repayment 

based on its own individual circumstances, considering the medium and long-term 
financial plans, current budgetary pressures, future capital expenditure plans and 

funding needs. 

5.4. The current MRP policy has not been changed apart from a specific update to 
include the transactions flowing from the Council’s Asset Investment Strategy since 

2015/16. The changes to the financial landscape which the Council is now faced, 
including recent increases in interest rates and inflationary impacts across all 

Council service areas mean it is sensible to review the Policy now.  

5.5. Any change to the Authority’s MRP Policy needs to consider: 

 Its appropriateness and compliance with the MRP guidance. 

 Affordability, prudence and sustainability with regard to current revenue budgets of 

the Authority, balanced against deferring costs of future Council Taxpayers.  

 The Authority’s future capital programme in terms of complexity, variability and 

deliverability. 

 Capital Financing Requirement (CFR) forecasts and the level of borrowing 

proposed by the Authority in future years.  

 S151 officer consideration of what constitutes a prudent provision 

 

5.6. The main consideration for the MRP policy and referred to in the Guidance is to 
align the period over which the MRP is made to one that is commensurate with the 

period over which their capital expenditure provides benefits. Therefore, when 
considering the broad aim of MRP making a prudent provision, there is scope to 

recognise the flexibilities which exist in determining an appropriate annual 
repayment profile and the context of the Authority’s current and future financial 
position.  

5.7. An authority may also consider that ‘prudent’ in this context does not necessarily 
mean the quickest possible repayment period and will also have regard to the 

prudent financial planning of the authority overall, the flow of benefits from the 
capital expenditure, and other relevant factors. For example, the MRP Policy may 
also take account of the financial forecast in the authority’s medium / long term 

financial plan in determining what is prudent MRP in the circumstances. 

5.8. The majority of the MRP which the Council sets aside is done so currently using 

Option 3 in the guidance and using a straight-line basis over the estimated useful 
life of the asset. Option 3 of the Guidance also includes for an annuity option. 

5.9. Under the Annuity Method, rather than setting aside MRP on an equal instalment 

basis it operates similar to a repayment mortgage where the principal element of 
the repayment increases over the life of the loan. Therefore under this method 

MRP would start low then increase over the time. 

5.10. This method is now being increasingly applied by a number of authorities and The 
Chartered Institute of Public Finance and Accountancy (CIPFA) puts forward the 

following reasoning for using the annuity method in ‘The Practitioner’s Guide to 
Capital Finance in Local Government’ (2019) which states: 
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 The annuity method provides a fairer charge than equal instalments as it takes 

account of the time value of money, whereby paying £100 in 10 years’ time is less 

of a burden than paying £100 now.  

 The schedule of charges produced by the annuity method thus results in a 

consistent charge over an asset’s life, considering the real value of the amounts 

when they fall due.  

 The annuity method would then be a prudent basis for providing for assets that 

provided a steady flow of benefits over their useful life.  

 

5.11. A key question when considering this aspect is also whether it is prudent financial 
management for taxpayers now to bear too high a cost of a debt liability where the 

benefits of those assets will be consumed over a longer period. Analysis of the 
long-term borrowing undertaken by the Council and the types of assets it has 
acquired or generated also indicate that the benefits from the assets will increase 

over time which supports the view that the annuity approach is appropriate for the 
Council. 

5.12. Significant levels of the Council’s CFR relate to assets where the benefits from the 
assets will increase over time, for example: 

 Acquisition of commercial property where rental income has scope to grow at 

future rent reviews. 

 Introduction of LED street lighting which will help mitigate against increasing 

energy costs in future years. 

 Refurbishment of the Council’s leisure centres which will provide the opportunity to 

increase participation and provide ongoing health benefits and positive impacts on 

other council services. 

5.13. The current MRP policy includes for MRP to be charged to the revenue budget 
over a 50-year period for supported borrowing or the estimated life of the asset 
created for unsupported borrowing. Based on this policy MRP repayments will 

need to be made until 2070 to repay the current level of debt. An alternative is to 
take a weighted average asset life, which based on the assets created equates to 

an average life of 38 years. If applied this would mean that the Council would be 
able to make its debt repayment provisions 10 years earlier, although these 
repayments would be weighted to later years and aligned with the profile of 

benefits to be derived from the assets. 

5.14. Therefore, taking the factors above into consideration, the Director of Finance and 

Systems is satisfied that the annuity approach based on a repayment period of 38 
years for both supported and unsupported borrowing would constitute a 
reasonable approach and mean a prudent level of MRP was made. 

5.15. The MRP Policy will continue to be reviewed annually to make sure the approach 
is prudent and that it is appropriate based on the condition and profile of benefits 

being derived from the assets.  

Proposed Change to the Policy 

5.16. It is therefore proposed that the Council switch from an approach of setting aside 

MRP for both supported and unsupported (prudential) borrowing on an equal 
instalment basis to an annuity basis, whereby MRP provision starts low then rises 

in later years. This is a similar principle to how the principal amounts increase 
under a repayment mortgage. 

5.17. The financial implications of this are shown in the table below: 
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Level of MRP 
Charges 

Years 1 - 

10 

£m 

Years 11 - 

20 

£m 

Years 21-

30 

£m 

Years 31-

40 

£m 

Years 41-

50 

£m 

Total 

£m 

Current Policy 81 73 66 40 12 272 

Proposed Policy 45 66 97 64   272 

Additional/(Reduced) 

Cost (36) (7) 31 24 (12) 0 

 

 

5.18. At the end of November 2021 the DLUHC published a consultation document on 
proposed changes to the Minimum Revenue Provision (MRP) concerning the 
application of future potential capital receipts instead of setting aside annual MRP 

on any Council investment asset or capital loan which it may hold. This 
consultation has now concluded, with changes to be made to ensure that Local 

Authorities make adequate MRP payments in regard to property acquisitions. The 
updated regulations will not apply to capital loans, which Local Authorities can 
continue not to apply MRP to if they consider it prudent. 

5.19. The Council is requested to approve the updated MRP Statement as detailed at 
Appendix 2.  

 

6. Investment Strategy 

6.1 In accordance with both DLUHC and CIPFA guidelines, the term ‘investments’ now 

reflects both financial and non-financial investments.  This report deals solely with 
financial investments, (as managed by the in-house treasury management team).  

Non-financial investments, essentially the Council’s Strategic Investment 
programme, are covered in the Capital Strategy, (a separate report). 

6.2 When the Council’s in-house treasury management team places an investment, it 

does so with regard to current legislation and guidance as highlighted below but 
also with regards to the outlook for short-term interest rates.   

 DLUHC’s Guidance on Local Government Investments (“the Guidance”) 

 CIPFA Treasury Management in Public Services Code of Practice and 

Guidance Notes 2021 (“the Code”)  
 

6.3 On each occasion when the Council’s in-house treasury management team places 

an investment it continues to ensure that the primary principle will be as that 
followed in previous years of SLY, Security of funds first, Liquidity second followed 

by Yield.  

6.4 Whilst the active use of Ethical investments is a topic of increasing interest to both 
members and officers, investment guidance, both statutory and from CIPFA, 

clearly states that all investing must follow the SLY principles with all ethical issues 
taking a secondary role. The Council’s in-house treasury management team will 

continue to follow this principle whilst monitoring the market in order to be able to 
take advantage of any new investment product which supports this aspect 
providing it complies with the current investment credit criteria.   

6.5 The Council will aim to achieve the maximum return (yield) on its investments 
appropriate with proper levels of security and liquidity in line with the Council’s risk 
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appetite. In order to safeguard its funds the Council’s in-house treasury 

management team will continue its approach of not undertaking any investment 
without thoroughly understanding the product together with associated risks or in 

any institution which is paying considerably over and above market levels. 

6.6 Funds making up the Council’s investments derive from monies received in 
advance of spend requirement and from the balances and reserves which it holds. 

Whilst greater returns are usually obtainable by investing for longer periods, most 
cash balances are required to manage the movements of the Council’s day to day 

cash flows.  Cash not required for immediate use may be invested for longer 
periods of time, however before doing so careful assessment to the value to be 
obtained from this is undertaken.  

6.7 Guidance issued by both the DLUHC and CIPFA as identified at paragraph 6.2 
places a high priority on the management of risk and whilst this will never 

completely be eliminated, it can be minimised.  The Director of Finance and 
Systems will maintain a counterparty list with the assistance of LG specifying which 
institutions it can place funds with. By only placing funds with those institutions 

which appear on this list it reduces the risk of an institution defaulting, enables 
diversification and avoids concentration risk. The key credit ratings used to monitor 

institutions are the short term and long-term ratings.   

6.8 The Council will use UK institutions, including banks, building societies and local 
authorities together with banks located in a country which has a minimum 

Sovereign Long term credit rating of AA-.  As well as detailing the criteria 
institutions must meet to enable them to be included onto the Council’s approved 

lending list, within their respective category, Appendix 2 also specifies both the 
maximum value and duration funds can be placed at any one time.   

6.9 Credit rating information is supplied by LG, the Council’s treasury advisors, on all 

active counterparties that comply with the criteria above.  Any rating changes, 
rating Watches (notification of a likely change), rating Outlooks (notification of the 

longer-term bias outside the central rating view) are provided to officers 
immediately after they occur and this information is considered before dealing. For 
instance, a negative rating Watch applying to an institution at the minimum Council 

criteria will be suspended from use, with all others being reviewed in light of market 
conditions. 

6.10  This approach uses real time credit rating information provided by LG and enables 
an institution, should they meet or no longer meet the minimum credit criteria 
required to be immediately included on to or removed off the approved list. 

6.11  A full explanation of the credit ratings determining the institutions which the   
Council will use can be found at Appendix 3. 

6.12 The Council’s in-house treasury management team recognises ratings should not           
be the sole basis of determining the quality of an institution.  It is important to 
continually assess and monitor institutions both on the economic and political 

environments in which they operate together with information that reflects the 
opinion of the markets. To achieve this, the Council will, with LG, monitor market 

pricing on additional factors such as “credit default swaps” (CDS) and overlay this 
information on top of the credit ratings. This additional market information is 
detailed for members’ reference at Appendix 3. 

6.13 Members are asked to approve this base criteria, however the Director of Finance 
and Systems may temporarily restrict further investment activity to those 

institutions considered of higher credit quality than the minimum criteria set out for 
approval should any exceptional market conditions be encountered.   
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6.14  Investments will continue to be placed as follows; 

 Short-term – cash required to meet known cash flow outgoings in the next 
month, plus a contingency to cover any unexpected transaction over the same 

period with bank notice accounts and money market funds being the main 
methods used for this purpose. 

 Medium-term – cash required to manage the annual seasonal cash flow cycle 

covering the next 12 months and will generally be in the form of fixed term 
deposits and ultra-short dated bond funds. 

 Long-term – cash not required to meet any immediate cash flow requirements 
and can be used primarily to generate investment income by using fixed or 

structured term deposits, certificates of deposits, government bonds or the 
Local Authority Property Investment fund. 

6.15 Investment instruments identified for use in the financial year together with 

institution limits are detailed for members reference in Appendix 3. The use of 
longer term instruments (greater than one year from inception to repayment) falls in 

the Non-specified investment category and these will only be used where the 
Council’s liquidity requirements are safeguarded and be limited to the Prudential 
Indicator which is also detailed at Appendix 2. 

6.16  The level of the Council’s investments together with the average interest rate, as at 
31 December 2022, is provided for reference at paragraph 2.1 

6.17 The Council is requested to approve the; 

 adoption of the above Investment strategy and  

 minimum criteria for providing a list of high quality investment institutions, 

instruments and limits to be applied as set out at Appendix 2.  

 

7. Investment Risk Benchmarking 

7.1 The CIPFA Code of Practice and DLUHC Investment Guidance require that 

appropriate security and liquidity benchmarks are considered and reported to 
members annually and details of these are provided below with more detail 
concerning the security benchmark being provided in Appendix 5. 

7.2 Benchmarks are simple guides (not limits) to maximum risk for use with cash 
deposits and so may be breached from time to time, depending on movements in 

interest rates and institution criteria.  The purpose of the benchmark is to assist 
officers to monitor the current and trend position and amend the operational 
strategy to manage risk as conditions change.  For reference the benchmarks 

proposed are; 

 Security  - Each individual year the security benchmark is: 

1 year investments 2 year investments 3 year investments 

0.05% 0.04% 0.09% 

Note - This benchmark is an average risk of default measure and would not   
constitute an expectation of loss against a particular investment. At the end of 

November 2022 the Council’s default rate of its investments placed was 0.01% 
which is 0.041% below the 1 year benchmark of 0.05%. 

 Liquidity -  The current CIPFA Treasury Management Code of Practice defines 

this as “having adequate, though not excessive cash resources, 
borrowing arrangements, overdrafts or standby facilities to enable at 

all times to have the level of funds available which are necessary for 
the achievement of its business / service objectives”.   
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 -Weighted Average Life (WAL) - benchmark for 2022/23 is set at 6   

months, with a maximum of 3 years for cash time deposits;   

-Liquid short term deposits - at least £5m is available within a week’s 

notice. 

 Yield      - Previously the Council aimed to achieve a return on its investments of 
greater than the 7 day London Interbank Deposit (LIBID) rate without 

sacrificing any security aspects.  This rate was a daily average of 
what banks say they would charge to lend to one another. The 

Financial Conduct Authority (FCA) announced in July 2017 that it was 
to look at replacing this rate together with several other rates as they 
had become unreliable.  With effect from the close of business on 

31st December 2021, LIBID ceased to exist and was replaced by 
Sterling Overnight Index Average (SONIA).  As a consequence of this 

the Council have adopted the 1 month SONIA rate as its replacement 
benchmark which is based on previous day’s actual transactions and 
administered by the Bank of England.  

8.        Prudential Indicators  

8.1 A number of prudential indicators have been devised for the treasury management 

process and these have been prepared to assist managing risk and reduce the 
impact of an adverse movement in interest rate.  These indicators have been set at 
levels which do not restrict day to day activities whilst at the same time ensure the 

Council’s capital expenditure plans are prudent, affordable and sustainable. 

 8.2 The graph below shows how 2 of these prudential indicators (Authorised Limit and 

Operational Boundary) relate to forecast levels of debt.  

 

 

8.3 Members are requested to approve the full set of Prudential Indicators for the 

Council’s treasury management activities as detailed at Appendix 2. 
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9. Related Treasury Issues  

9.1 Greater Manchester Pension Fund (GMPF).  During April 2020, the Council 

together with several other Greater Manchester councils, paid over to the GMPF a 
discounted advance equivalent to 3 years of employer pension contributions in 
order to take advantage of GMPF’s wider investment powers.  This initial payment 

will have run its course by 31st March 2023. The Council will not be making a 
similar upfront payment for next period due to the current market conditions 

making such a payment less favourable. 

9.2 Asset Investment Strategy. During 2017/18 the Council introduced a programme to 
acquire suitable assets which will deliver significant regeneration benefits for the 

area and increase the Council’s income generating capacity thereby enabling it to 
maintain the provision of services in future years. 

9.3 Whilst investments under Asset Investment Strategy are made to support policy 
related activities and are therefore considered outside the treasury management 
function, their implementation will have an impact on the Council’s cash flow.  All 

such investments are also considered on each occasion in accordance with the 
principles set out in paragraphs 6.2 and 6.3 above. 

9.4 International Financial Reporting Standards 9 (IFRS9).  This was introduced to 
enable a reader of the Council’s accounts to fully assess the worth and risk of its 
financial instruments with any potential losses or profits being taken to the 

accounts in full in the year they occur.    Whilst IFRS 9 is primarily a re-
classification not a re-valuation exercise, its introduction has not had  any major 

impact for the Council to date.  Currently there is one  investment which is affected 
by this re-classification which is placed with the pooled Church Commissioners 
Local Authority in its Property fund. To mitigate against revaluation losses or gains 

impacting on the Council’s General Fund, DLUHC issued an override which has 
been extended to  31 March 2025 enabling local authorities’ time to either arrange 

for a planned exit or for potential surpluses to be placed into an unusable reserve 
and applied in those years when a downward revaluation occurs. 

 

 Whilst this investment generates a return of approximately 4.25% to 4.75% per 
annum the Council’s in-house team will; 

 continue to monitor both the monthly valuations received for this investment 
and the quarterly market forecasts produced to ensure that any potential 
losses in valuation are kept to a minimum and  

 consider setting aside a proportion of the annual interest received into a 
reserve for use to smooth out any potential losses.   

9.5  In September 2021, CIPFA released the second proposed set of changes to the 
current version of the Treasury Management Code (previously updated in 2017) to 
all local authorities for consultation and in December 2021 the outcome of this 

exercise was released in the form of the publication of a revised and updated 
Code. 

 For reference the main updates in the revised code for implementation in 2023/24 
are as follows:  

 a requirement for the Council to adopt a new debt liability benchmark treasury 

indicator to support the financing risk management of the capital financing 
requirement, found in Appendix 2. 

 clarification on what CIPFA expects a local authority to borrow for and what 
they do not view as appropriate, i.e. Local Authorities must not borrow to invest 



 

 

19 

for the primary pupose of financial return. This requirement is stipulated in the 

Asset Investment Strategy 

 ensure that any long term treasury investment is supported by a business 

model. All long term treasury investments are made using a model which is 
based on the policy which priorties Security , Liquidity and Yield 

 a requirement to effectively manage liquidity and longer term cash flow 

requirements. The Council’s cashflow is managed as set out in 6.14. Cashflow 
forecasts are updated on a daily basis and are reported to the Director of 

Finance and Systems on a regular basis. Longer term cashflow requirements 
are considered against the requirements identified in the Capital Programme 

and Asset Investment Strategy.  

 a knowledge and skills register for individuals involved in the treasury 
management function to be maintained proportionate to the size and 

complexity of the treasury management. See paragraph 1.15 for an update. 
 . 

 
9.6  In addition to the changes stated above, CIPFA have also made changes to its 

Prudential Code for Capital Finance, similarly published, after consultation, in 

December 2021. For reference the main updates in the revised code are as 
follows: 

 

 the provisions in the code, which present the approach to borrowing in advance of 
need in order to profit from additional sums borrowed, have been strengthened. 

The relevant parts of the code have augmented to be clear that borrowing for debt-
for-yield investment is not permissible under the Prudential Code, 

 proportionality has been included as an objective in the Prudential Code. New 
provisions have been added so that an authority incorporates an assessment of 

risk to levels of resources used for capital purposes, 

 Heritage Assets are to be included in the Local Authority’s Capital Financing 
Requirement (CFR) calculations. 

 a new requirement has been added so that capital strategies are required to report 
investments under the following headings: service, treasury management and 

commercial investments. 

 Local Authorities will be required to monitor and report against all forward looking 

prudential indicators on at least a quarterly basis. 

 Authorities which have an expected need to borrow should review options for 
exiting their financial investments for commercial purposes in their annual treasury 

management or investment strategies. The options should include using the sale 
proceeds to repay debt or reduce new borrowing requirements.  

 Local Authorities will need to monitor and report on a new Prudential Indicator 
which reviews net income from commercial and service investments as a 

percentage of the Authority’s net revenue stream. 
 
 

10. Recommendations 

That Accounts & Audit Committee be requested to note and recommend the report 

to Executive. 
 
That Executive notes the report and recommends that Council approves; 
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The Treasury Management Strategy 2023/24 – 2025/26 including the:  

 

 policy on debt strategy as set out in section 4; 

 the updated Minimum Revenue Provision policy as set out in section 5; 

 Investment Strategy as set out in section 6; 

  Prudential Indicators and limits including the Authorised Limit (as required by 
section 3(1) of the Local Government Act 2003), Operational Boundary, 

Minimum Revenue Provision Statement and Investment criteria as detailed in 
Appendix 3. 
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Other Options 

This report is a mandatory report which has been produced in order to comply with 

Financial Procedure Rules and relevant legislation.  The DLUHC Guidance and 
CIPFA Code do not prescribe any particular treasury management strategy for 
Councils to adopt and there are an unlimited number of other options that the Council 

could consider as part of its treasury management activities.  This report however 
outlines a clear and practical approach with an appropriate balance between risk 

management and cost effectiveness and is recommended by the Director of Finance 
and Systems.   

Consultation 

There are no applicable consultation requirements in respect of this report.  Advice 
has been obtained from Link Group, the Council’s external advisors. 

Reasons for Recommendation 

The Financial Procedure Rules, incorporating the requirements of the CIPFA 
Treasury Management Code of Practice requires that the annual strategy report is 

provided to the Council as an essential control over treasury management 
activities.  In it the Council approves the parameters under which officers will 

operate.  In addition The Local Government Act 2003 requires that the Council 
approves an annual borrowing limit (the Authorised Limit) and DLUHC Guidance 
an annual investment strategy (setting out the limits to investment activities) prior 

to the commencement of each financial year.  

Key Decision    

This will be a key decision likely to be taken in:  February 2023 

This is a key decision currently on the Forward Plan:    Yes  

 

Finance Officer Clearance      DM    

 

 
 
Legal Officer Clearance            DS 

 
 

 
Corporate Director’s Signature       GB          
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  APPENDIX 1 

 
STATUTORY FRAMEWORK 

 Local Government Act 2003 

 In accordance with the Local Government Act 2003 (and supporting regulations 
and guidance) each Council must before the commencement of each financial 

year, produce a report fulfilling three key requirements as stipulated below; 

 The debt strategy in accordance with the CIPFA Code of Practice on 

Treasury Management (section 4); 

 The investment strategy in accordance with the DLUHC investment 

guidance (section 6); 

 The reporting of the prudential indicators as required by the CIPFA 
Prudential Code for Capital Finance in Local Authorities (Appendix 3). 

CIPFA Code of Practice 

 The Council’s treasury activities are strictly regulated by statutory requirements in 

conjunction with a professional code of practice (the CIPFA Treasury Management 
Code of Practice).  These Codes are revised from time to time and the Council 
complies with any revisions. 
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APPENDIX 2 

ELEMENTS FOR COUNCIL APPROVAL 

 (Including Prudential and Treasury Indicators, Minimum Revenue 
Provision & Investment Criteria)  

In accordance with the current DLUHC Guidance, CIPFA Treasury Management 

Code of Practice, each council is required to set before the commencement of 
each financial year Treasury Management Prudential Indicators and limits, a 

Minimum Revenue Provision Statement and Investment criteria.  

The Accounts and Audit Committee and Executive are requested to recommend 
that Council approve these for the period 2023/24 – 2025/26 as detailed below. 

Upon recommendation, Council is required to approve the prudential indicators 
and limits affecting treasury management performance for this period.  

TREASURY PRUDENTIAL INDICATORS AND LIMITS – 

In accordance with the current CIPFA Prudential code, the Council is required to 
produce prudential indicators and limits reflecting the projected capital activity 

regarding its capital investment programme.  These have an impact on the 
Council’s treasury management activities and are monitored on a regular basis 

with any breaches being reported to Council at the earliest opportunity. 

Authorised Limit for External 
debt 

2022/23 
estimate 

 £m 

2023/24 
estimate 

£m 

2024/25 
estimate 

£m 

2025/26 
estimate 

£m 

General Capital Programme 220.0 240.0 250.0 260.0 

Strategic Investment programme 275.0 375.0 450.0 475.0 

Other Long Term Liabilities (PFI)    3.8 3.4 3.0 2.6 

Total  498.8  618.4 703.0 737.6 

Authorised Limit for External debt  - This is a key prudential indicator and 

represents a control on the maximum level of external debt that the Council will 
require for all known potential requirements.  It includes headroom to cover the risk 

of short-term cash flow variations that could lead to temporary borrowing and any 
potential effects arising from bringing “off balance sheet” leased assets onto the 
balance sheet in compliance with IFRS 16.  This statutory limit as determined 

under section 3(1) of the Local Government Act 2003 needs to be approved by 
Council prior to the commencement of each financial year. 

Operational Boundary for 
External debt 

2022/23 
estimate 

 £m 

2023/24 
estimate 

£m 

2024/25 
estimate 

£m 

2025/26 
estimate 

£m 

General Capital Programme 200.0 220.0 230.0 240.0 

Strategic Investment programme 275.0 375.0 450.0 475.0 

Other long term Liabilities (PFI)    3.8 3.4 3.0 2.6 

Total  478.8  598.4  683.0  717.6 

Operational boundary for External Debt- calculated on a similar basis as the 

authorised limit but represents the likely level of external debt that may be reached 
during the course of the year and is not a limit. 
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Upper limit for Principal sums 

invested over 1 Year 

2022/23 

estimate 
£m 

2023/24 

estimate 
£m 

2024/25 

estimate 
£m 

2025/26 

estimate 
£m 

Maximum limit 100.0 100.0 100.0 100.0 

Current investments: 
Manchester Airport Shares as at 

31 March 2022 * 
Church Commissioners Local 
Authorities Property Investment 

Fund 
Strategic Investments    

 
37.7 

 
 

5.0 

 
12.0 

 
37.7 

 
 

5.0 

 
12.0 

 
37.7 

 
 

5.0 

 
12.0 

 
37.7 

 
 

5.0 

 
12.0 

Total Current Investments 54.7 54.7 54.7 54.7 

* Manchester airport shares are included for clarity and transparency purposes 

only as they are a non-treasury investment.  

Upper Limit for sums invested for over 1 year – these limits are set with regard 

to the Council’s liquidity requirements.   

Upper Interest limits 2022/23 

estimate 
£m 

2023/24 

estimate 
£m 

2024/25 

estimate 
£m 

2025/26 

estimate 
£m 

Fixed interest rate exposure 
based on net debt  

9.5 9.5 9.5 9.5 

Variable interest rate 

exposure based on net debt  
1.0 1.0 1.0 1.0 

Upper Interest Limits – identifies the maximum limit of interest payable after 

deducting all investment interest for each category of interest rate fixing  

Maturity structure of all external loan debt 

– 2023/24 to 2025/26 

Lower limit % Upper limit % 

Under 12 months 0 40 

12 months to 2 years 0 40 

2 years to 5 years 0 40 

5 years to 10 years 0 40 

10 years to 20 years 0 40 

20 years to 30 years 0 40 

30 years to 40 years 0 70 

40 years and above 0 90 

Maturity Structure of Borrowing – these gross limits are set to reduce the 

Council’s exposure to large sums falling due for payment or refinancing and reflect 
the next date on which the lending bank can amend the interest rate for any 
Lender Option Borrower Option loans the Council currently has. 

Gross Debt and the Capital Financing Requirement  

The Council needs to ensure that its gross debt 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 2023/24 and the following two financial years.  This allows some 
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flexibility for limited early borrowing for future years but ensures that borrowing is 

not undertaken for revenue or speculative purposes.       

The Director of Finance and Systems reports that the Council complied with this 

prudential indicator in the current year and does not envisage difficulties for the 
future.  This view takes into account current commitments, existing plans, and the 
proposals in this budget report.  

Liability Benchmark 

In the update to the Treasury Management Code made in December 2021, a 

requirement has been made for the Council to estimate and measure its liability 
benchmark. The liability benchmark is not a single measure but is presented as a 
chart of four balances as described below. A warning would be indicated if the 

Liability Benchmark (which is the Net Loans Requirement plus a notional buffer of 
£35m) exceeds the Loans CFR. 

■ Existing loan debt outstanding: the Council’s existing loans which are still 
outstanding in future years.  

■ Loans CFR: calculated in accordance with the loans CFR definition in the 

Prudential Code, and projected into the future based on approved prudential 
borrowing and planned MRP taking account of approved prudential borrowing 

■ Net Loans Requirement: the Council’s gross loan debt, less treasury 
management investments, at the last financial year end, projected into the future 
based on its approved prudential borrowing, planned MRP and any other forecast 

major cash flows 

■ Liability Benchmark (or Gross Loans Requirement) = Net loans requirement + 

short term liquidity allowance (a notional buffer of £35m) 

The chart, below, shows that actual loans are less than the benchmark, which 
indicates a future borrowing requirement driven by spending with the capital 

strategy. 

The chart below shows that the Liability Benchmark (forecast total external debt 

less investment) is less than the Loans Capital Financing Requirement.   
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MINIMUM REVENUE PROVISION  

In accordance with the current DLUHC Guidance, the Council shall determine an 

amount of minimum revenue provision that it considers to be prudent and submit to 
Council for approval an annual MRP Statement which sets out its policy.   
 

The following MRP Statement has been updated and prepared in accordance with 
the Council’s accounting procedures and is recommended for approval to be 

effective from 1st April 2022:  
 Capital expenditure financed by Supported Borrowing: MRP will be 

calculated on the Asset Life Method (yup to 50 years), using an annuity 

calculation in accordance with DLUHC guidance; 
 Capital expenditure financed by Prudential Borrowing: MRP will be based 

on either the estimated life of the assets once operational and charged on a 
straight line or annuity basis in accordance with DLUHC guidance; 

 Strategic Asset Investment Strategy financed by Prudential Borrowing: 

Voluntary Revenue Provision (VRP) using the periods stipulated within the 
DLUHC Guidance of up to 50 years will be applied or annuity basis in 

accordance with DLUHC guidance.  By adopting this approach it will enable 
the Council upon the sale of each asset, to either apply the capital receipt or 

use the VRP receipts to extinguish debt taken.  
 PFI schemes and leases shown on the balance sheet: MRP will be based 

on the amount of the principal element within the annual unitary service 

payment and financed from the provision set-up to cover the final bullet 
payment.  Capital receipts are to be used to replenish this provision to ensure 

any final bullet payment can still be made in 2028/29; 
 Expenditure that does not create an asset: this is where the Council through 

the Strategic Asset Investment Strategy has made equity investment with Joint 
Venture companies with VRP being provided and calculated on a straight line 
basis for periods up to 50 years or annuity basis in accordance with DLUHC 

guidance;.   
 Use of a Capitalisation Direction: Expenditure incurred in response to the 

issuance of a Capitalisation Direction by Central Government, MRP will be 
made over a period not exceeding 20 years, in accordance with the 2018 
Guidance; 

 Lending to a third party: In instances where the Council lends funds to a third 

party and in accordance with the guidelines issued (February 2018) by the 

Secretary of State, MRP is required to be provided over the useful life of the 
asset created.  The Council in this instance will not follow the guidance but 
rather treat any advance as “Serviced debt” and therefore no MRP will be set-

aside providing there is an agreed repayment date.  Annually the Council will 
undertake a financial assessment of the third parties ability to repay the debt 

and where any adverse changes are perceived to be occurring then a provision 
will be created to cover any future potential financial losses. 

 Equity – MRP for the acquisition of share capital will be calculated on a 

straight line basis for a period up to 20 years or annuity basis in accordance 
with DLUHC guidance;. The Council will consider on a case by case basis the 

appropriateness of the application of this period against any equity investments 
it undertakes. 

 

INVESTMENT CRITERIA – (no changes) 



 

 

28 

Counterparty Selection 

 The Council will only use institutions which are located in the UK or from a 
country with a minimum Sovereign Long term credit rating of AA-.  The 

individual credit criteria, is highlighted below and where credit ratings have 
been issued, both the Long and Short term rating from 2 of the 3 main 
agencies will need to meet the minimum required.  The requirements shown 

below for categories 1 to 5 and 7 will be applied to both Specified and Non-
specified investments.  Category 6 applies only to The Church Commissioners 

Local Authorities Property Investment fund.  

The limits shown in the table below are set at a contingency level and operationally 
monies will be placed with a number of institutions with a maximum 20% of the 

portfolio being placed with any one institution at the time each investment is made.  
This situation will be monitored during the course of the year with any corrective 

action being undertaken at the first opportunity without any financial penalty being 
incurred. 
 Fitch (or 

equivalent) 
– Long 
Term 

Maximum 

Group 
 Limit 

Maximum 

Time 
 Limit 

Category 1 –  

 UK & Non UK Banks (bank subsidiaries 
must have a parent guarantee in place),  

 UK Building Societies 
Institutions must also have an individual 

minimum short term credit rating of – 
Fitch F1 or equivalent. 

AA to AAA 

A+ to AA- 

A- to A 

£75m  

£25m 

£10m 

3yrs 

1yr 

1yr 

Category 2 –  

UK Building Societies which are unrated or 

do not meet the minimum ratings as per 
Category 1 with assets in excess of; 

 £5bln+, 

 £2.5bln - £4.99bln 

 
 

 
 

- 
- 

 
 

 
 

£5m 
£3m 

 
 

 
 

1yr 
1yr 

Category 3 – 

UK Banks part nationalised - Royal Bank 
of Scotland.  This bank or its subsidiaries 
can be included provided it continues to be 

part nationalised or meets the ratings in 
category1 above. 

- £20m 1yr 

  

Category 4 –  

The Council’s own banker for transactional 
purposes if the bank falls below the above 
criteria. 
 

- n/a 1day 

Cont. Fitch (or 
equivalent) 

– Long 
Term 

Maximum 
Group 

 Limit 

Maximum 
Time 

 Limit 

Category 5 –  

 Pooled Investment Vehicles: 
 Money  Market Funds (per fund) 
 Ultra-Short Dated Bond Funds(per fund) 

 Social & Ethical funds (per fund)   

 UK Government (including treasury 

AAA 

AA 

- 

£20m  

£15m  

£5m  

3yrs 

3yrs 

10yrs 
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bills, gilts and the DMO) 

 Local Authorities (per authority) 

 Supranational Institutions 

- 

- 

- 

£20m 

£10m  

£20m 

3yrs 

3yrs 

1yrs 
 Category 6 – 

 Local Authority Property Investment fund - £10m  10yrs 

 Category 7 – 

 Support for the Strategic Asset 
Investment Programme 

- 
 

£50m  5yrs 

 

Specified and Non Specified Investments – (no changes) 

In accordance with the current Code of Practice, the Council is required to set 

criteria which identify its investments between Specified and Non Specified 
investments and these are classified as follows; 

 Specified investments - are high security and liquid investments with a 

maturity of no more than a year or those which could be for a longer period but 
where the Council has the right to be repaid within one year if it wishes.  These 

are considered low risk assets where the possibility of loss of principal or 
investment income is small.   

 Non specified investments - are any other type of investment not defined as 

specified above. Once an investment is classed as non-specified, it remains 
non-specified all the way through to maturity i.e. an 18 month deposit would 

still be non-specified even if it has only 11 months left until maturity. A 
maximum of £100m is permitted to be held in this classification as detailed on 
page 21, Prudential Indicator Upper limit for sums invested over one year. 

Instruments & Maximum period 

All Investments undertaken will be in Sterling and placed in any of the following 

instruments: Term Deposits, Money Market Funds, Ultra Short Dated Bond Funds, 
Treasury Bills, Bonds, Gilts or Certificates of Deposits unless otherwise stated 
below;  

Specified Investments Maximum 
Maturity 

The UK Government including Local Authorities and Debt 

Management Office. 
1 Year 

Supranational bonds of less than one year duration (e.g. 

International Monetary Fund) 
1 Year 

Pooled investment vehicles such as money market funds 

(including the revised categories of Low Volatility Net Asset value 

and variable Net Asset Value funds) Social & Ethical funds and 
low volatility bond funds.  

  1 Year 

Specified Investments…..cont. Maximum 

Maturity 

An institution that has been awarded a high short term credit 

rating (minimum F1 or equivalent) by a credit rating agency, 
such as a bank or building society. 

1 Year 

 Non-Specified Investments  
 

 

Multilateral development bank bonds - These are bonds 
3 Years 
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defined as an international financial institution having as one of 
its objects economic development, either generally or in any 

region of the world (e.g. World Bank).  

The security of principal and interest on maturity is on a par with 

the Government and these bonds usually provide returns above 
equivalent gilt edged securities. The value of the bond may rise 
or fall and losses may accrue if the bond is sold prematurely.  

Gilt edged securities.  These are Government bonds and 

provide the highest security of interest and principal. The value 
of the bond may rise or fall before maturity and losses may 

accrue if the bond is sold before maturity. 

3 Years 

The Council’s own bank if it fails to meet the basic credit 

criteria with balances being kept to a minimum. 
1 Day  

UK Banks which have significant Government holdings   
1 Year 

Any bank or building society which meets the minimum long 

term credit criteria for Category 1 institutions detailed on page 
23 with a maturity of greater than one year (including forward 

deals in excess of 1 year from inception to repayment). 

3 Years 

Building societies The operation of some building societies 

does not require a credit rating, although in every other respect 
the security of the society would match similarly sized societies 

with ratings.  The Council may use such building societies 
which have a minimum asset size of £2.5bln but will restrict 

these type of investments as shown for Category 2 institutions 
on page 23. 

1 Year 

The UK Government including Local Authorities and Debt 

Management Office.  
3 Years 

Pooled investment vehicles such as money market funds 

(including the revised categories of Low Volatility Net Asset 
value and variable Net Asset Value funds) Social & Ethical 

funds and low volatility bond funds. 

  10 Years 

Share capital or loan capital in a body corporate – The use of 

these instruments will be deemed to be capital expenditure, and 

as such will be an application (spending) of capital resources.  It 
is envisaged this facility will apply to the Manchester Airport 
share-holding which the Council holds at a historical value of 

£37.7m as reported in the 2020/21 Statement of Accounts.   

Unspecified 

Manchester Airport Group – This is in response to the 

restructuring of the airports existing debt and is included for 

clarity and transparency purposes only.  

Term of 
loans 

Non-Specified Investments cont. Maximum 

Maturity 

Church Commissioners Local Authorities Property 
Investment Fund - This fund is aimed solely for use by public 

sector organisations wishing to invest in the property market 
whilst at the same time generating a favourable rate of return. 

10 Years 

Support the Strategic Asset Investment programme - where 

external borrowing to support the investment would not be in 
5 Years 
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accordance with the CIPFA Prudential Code.  
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    APPENDIX 3  

 
INVESTMENT CREDIT AND INSTITUTION RISK MANAGEMENT 

Monitoring of investment counterparties - The Council receives credit rating advice 

from Link Group and when ratings change this information is checked promptly to ensure 
institutions affected comply with the Council’s criteria.  On the occasion a rating may be 

downgraded when an investment has already been made, the criteria used are such that 
this should not affect the full receipt of the principal and interest.  Any institution failing to 

meet the criteria, or those on the minimum criteria placed on negative credit watch, will be 
removed from the list immediately and if required new institutions which meet the criteria 
will be added. 

    Credit Rating Agency 

Classification Description Fitch  

 
(Minimum) 

Moody’s 

 
(Minimum) 

Standard & 

 Poors 
(Minimum) 

Short Term Ensures that an 

institution is able to 
meet its financial 

obligations within 1 
Year 

F1 

 
(Range F1+, 

 F2 A to D) 

P1 

 
(Range P1 to 

P3) 

A1 

 
(Range A-1,  

to C) 

Long Term Ensures that an 

institution is able to 
meet its financial 

obligations greater 
than 1 Year 

A- 

 
(Range AAA  

to D) 

A3 

 
(Range AAA 

 to C) 

A- 

 
(Range AAA 

 to CC) 

 

 The Council’s list of Investment institutions is prepared primarily using credit rating 
information with full regard also being given to other sources of available information 

concerning credit quality. The information below will continue to be considered when 
undertaking investments; 

 Credit default swaps - CDS were first created in 1997 and are a financial instrument 

for swapping the risk of debt default. Essentially the owner of the debt would enter 
into an agreement with a third party who would receive a payment in return for 

protection against a particular credit event – such as default.  Whilst absolute prices 
can be unreliable, trends in CDS spreads do give an indicator of relative confidence 
about credit risk. 

 Equity prices – like CDS prices, equities are sensitive to a wide array of factors and 
a decline in share price may not necessarily signal that the institution in question is 

in difficulty.   

 Interest rates being paid - If an institution is offering an interest rate which is 

considerably out of line with the rest of the market this could indicate that the 
investment is likely to carry a high risk. 

 Information provided by management advisors – this may include some information 

detailed above together with weekly investment market updates. 

 Market & Financial Press information – information obtained from the    money 

market brokers used by the Council in respect of interest rates & institutions will also 
be considered.  

No investment will be made with an institution if there are substantive doubts about its 
credit quality, even though it may meet the credit rating criteria. 
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In order to further safeguard the Council’s investments and in addition to the information 

shown at Appendix 3, due care will be taken to consider country, group and sector 
exposure as follows; 

 Country – this will be chosen by the credit rating of the Sovereign state as shown at 

Appendix 3 and no more than 40% of the Council’s total investments will be directly 

placed with non-UK counterparties at any time; 
 Group – this will apply where a number of financial institutions are under one 

ownership (e.g. Royal Bank of Scotland / Nat West) and the Group limit will be the 

same as the individual limit for any one institution within that group; 
 Sector limits will be monitored regularly for appropriateness. 

 Investment Risk benchmarking 

 Security benchmarks are central to the approved treasury strategy through the institution 
selection criteria and proposed benchmarks for these are set out below.   

 A method to benchmark security risk is to assess the historic level of default against the 
minimum criteria used in the Council’s investment strategy.  The table below shows the 

latest average defaults for differing periods of investment grade products for each of 
Fitch, Moody’s and Standard and Poors long term rating category over the period 1981 to 
2020.  The Council can generally place investments up to a maximum period of 3 years 

and for this purpose will only use high rated institutions in order to ensure any potential 
risk in the form of defaults are kept to a minimum. Investments placed over 1 year but up 

to 3 years are placed with higher rated institutions in order to ensure that any potential 
risk of default as highlighted in the table below is kept to a minimum.     

Long term rating Average 

1 yr 
default  

Average 

2 yr 
default  

Average 

3 yr 
default  

Average 

4 yr 
default  

Average 

5 yr 
default  

AAA 0.04% 0.09% 0.17% 0.25% 0.34% 
AA 0.02% 0.04% 0.09% 0.16% 0.23% 
A 0.05% 0.14% 0.25% 0.37% 0.52% 
BBB 0.13% 0.36% 0.63% 0.96% 1.30% 
BB 0.62% 1.77% 3.05% 4.32% 5.52% 
B 2.73% 6.69% 10.34% 13.32% 15.71% 
CCC 19.10% 27.28% 32.05% 35.55% 38.34% 

  
The Council’s minimum long term rating criteria is currently “A-”, meaning the average 
expectation of default for a one year investment in an institution with a “A-” long term 

rating would be 0.05% of the total investment (e.g. for a £1m investment the average loss 
would be £500).  This is only an average as any specific institution loss is likely to be 

higher.  
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APPENDIX 4 

NON-TREASURY INVESTMENT ACTIVITIES 

Details of the actual spend and commitments on the Council’s non-treasury activities are 

outlined below:   

Description  £m Purpose 

General 

Manchester Airport Group  29.7 Regeneration – 3 Shareholder 
loans 

Homestep  0.5 Regeneration – Capital loan  

monies advanced to assist first 
time buyers to acquire property 

within Trafford which remains in 
place 

Town Centre  0.2 Regeneration – Capital loan 
monies advanced to assist 

businesses occupy empty high 
street units within Trafford. 

Sub-total 30.4  
Asset Regeneration Schemes 

Sonova House - Warrington 12.2  

DSG - Preston 17.4  

The Grafton Centre - Altrincham 10.8  

Magistrates Courts -  Sale 6.1  

The Fort - Wigan 13.9  

Sainsbury’s Altrincham 25.6  

Former Sorting Office - Stretford 0.9  

CIS - Manchester 34.2  

Altrincham & Stretford Shopping 
Malls  - 

Equity contribution 
Trafford / Bruntwood loan 

 
 

34.0 
34.0 

 

K Site Old Trafford - 

Equity contribution 
Trafford / Bruntwood loan 

 

12.3 
12.4 

 

Brown Street Hale 3.0  

Care homes 3.0  

Castle Irwell Salford Ph1 + Ph2 11.4 
£20.5m of repayments received 

as at 31st December 2022 

Hale Library Site 4.6  

Network Space, Broadheath 21.5  

Sunlight House 27.0  

Various Development sites 1.2  
Sub-total 285.5  
TOTAL 315.9  
 


