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1.

The council is required to operate a balanced budget and in pursuit of this objective, the
council operates a treasury management function which incorporates the management of the
council’s cash flows, lending and borrowing activities and the control management and
mitigation of the risks associated with these activities. The borrowing facilitates the funding of
the council’s capital programme.

2.

These capital plans provide a guide to the borrowing need of the council, essentially the longer
term cash flow planning, to ensure that the council can meet its capital spending obligations.
This management of longer term cash may involve arranging long or short term loans, or using
longer term cash flow surpluses. When opportunities arise, debt previously drawn may be
restructured to meet council risk or cost objectives

3.

The Local Government Act 2003 (the Act) and supporting regulations requires the council to
‘have regard to’ the Chartered Institute of Public Finance and Accountancy’s (CIPFA)
Prudential Code (Prudential Code) and the CIPFA Treasury Management Code of Practice
(Treasury Code) to set prudential and treasury indicators for the next three years to ensure that
the council’s capital investment plans are affordable, prudent and sustainable.

4.

In pursuit of the above the council must produce as a minimum three key reports:


Treasury Strategy, prudential and treasury indicators, a requirement fulfilled by the
production of this report. The report covers:
-

capital plans (including prudential indicators),

-

minimum revenue provision (MRP) policy ,

-

the treasury management and investment strategy



A mid-year report which updates members on treasury progress, the capital position, the
prudential indicators and whether any strategies or policies require revision.



An annual treasury outturn report.

5.

Council approves the Treasury Strategy as part of the annual budget-setting process. This
appendix sets out the Treasury Strategy for 2018/19.

6.

The scrutiny of the treasury management function within the council is undertaken by Audit
Committee, which carries out quarterly reviews.

7.

The council is also required to comply with investment guidance issued by the Ministry of
Housing, Communities and Local Government which came into effect from 1 April 2010. The
council’s investment strategy is compliant with the CLG guidance.

8.

The Treasury Code (revised November 2011) was adopted by council on the 9 March 2010.
This strategy report complies with that revised Code of Practice. The CIPFA Treasury
Management and Prudential Code were revised in December 2017; however the tight
timescales has meant that the full requirements of that revised code have not been complied
with in producing this strategy.

9.

In addition to the reporting schedule outlined above the code requires the:


Creation and maintenance of a treasury management policy statement which sets out the
policies and objectives of the council’s treasury management activities. The Treasury
Management Policy Statement is attached in Annex 1 to be reapproved.
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10.



Creation and maintenance of Treasury Management Practices which set out the manner
in which the council will seek to achieve those policies and objectives; these are
maintained and kept under review by officers.



Delegation by the council of responsibilities for implementing and monitoring treasury
management policies and practices and for the execution and administration of treasury
management decisions. The scheme of delegation is attached as Annex 2.

The council complies with the above and its governance process is strengthened by its
Treasury Risk and Investment Board (TRIB), which meets regularly to support the Director of
Finance in the execution of their delegated powers.
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1.

Treasury Management Strategy for 2018/19

1.1

The Strategy for 2018/19 addresses capital plans, prudential indicators, minimum revenue
provision (MRP) and other treasury management issues such as the investment strategy and
creditworthiness policy.

1.2

The proposed Treasury Management Strategy and Policy for the remainder of 2017/18 and for
financial year 2018/19 adheres to the council’s policy on investments of “safety before returns”
and investments are currently being placed with the following:


The UK government directly (Debt Management Office)



RBS (because of the UK government’s stake in these institutions)



The council’s banker (Lloyds Bank)



HSBC



Nationwide



Barclays; and



Other local authorities



Money Market Funds

1.3

The strategy proposed in this report will assist the council in mitigating risk in the council’s
treasury management activities and allow the borrowing necessary to finance the capital
programme.

1.4

The proposed strategy for 2018/19 is based upon treasury officers’ views on interest rates,
market forecasts acquired directly by council officers and supplemented by forecasts provided
by the council’s treasury advisors, Link Asset Services.

1.5

The strategy report covers:


Update on Pension Fund and West London Waste Authority cash (para 1.9 to 1.14)



Capital Plans (para 3 and Annex 3)



Minimum Revenue Provision (MRP) Policy (para 3 and Annex 4)



Borrowing (para 4)



Treasury Limits for 2017/18 to 2018/19 (para 5)



Economic Background (para 6)



Borrowing Strategy including borrowing in advance of need (para 7)



Debt Rescheduling (para 8)



Housing Revenue Account (HRA) Self Financing (para 9)



Annual Investment Strategy (para 10 and Annex 5)
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1.6



Financial Implications (para 11)



Balanced Budget Requirement (para12)



Treasury Management Policy Statement (Annex 1)



Scheme of Delegation (Annex 2)



Prudential Indicators (Annex 3)

These factors embrace the requirements of the Local Government Act 2003, the CIPFA
Prudential Code, CLG MRP Guidance, the CIPFA Treasury Code and CLG Investment
Guidance.
Training

1.7

The Treasury Code requires the responsible officer to ensure that members with responsibility
for treasury management receive adequate training on treasury management and related
issues. This especially applies to members responsible for scrutiny, who regularly receive
training on the subject by the council. Audit Committee members last received targeted training
on the 29 November 2016. They will next receive training within the first quarter of 2018. The
training needs of treasury management officers and members are also met and maintained
through attendance at relevant courses, conferences and forums and are periodically reviewed
and addressed as part of the council’s appraisal scheme.
Treasury Management Consultants

1.8

The council uses Link Asset Services, as its external treasury management advisors. The
council recognises that responsibility for treasury management decisions remains with the
organisation at all times and will ensure that undue reliance is not placed upon our external
service providers. It also recognises that there is value in employing external providers of
treasury management services in order to acquire access to specialist skills and resources.
The council will ensure that the terms of their appointment and the methods by which their
value will be assessed are properly agreed and documented, and subjected to regular review.
Pension Fund Cash

1.9

The council’s arrangement for pension fund cash changed from 1 April 2011 to meet the
requirements of CLG regulations. A separate bank account is still being operated for the
pension fund and pension fund cash continues to be invested separately from the council’s in
either special interest bearing accounts or as fixed term deposits with counterparties on the
council’s counterparty list. Most of the excess Pensions Fund cash is transferred monthly to the
Custodian’s (BNY Mellon) bank account where it is swept for overnight investment into a
money market bank account.

1.10

Although a separate pension fund bank account is maintained, it is used for the monthly sweep
in and out of the council’s bank account and no pension transactions flow through that account.
However a project is currently underway to create a new entity on the council’s ledger system
to enable comprehensive and ring fenced use of the pension fund bank account (so pension
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payments income will flow through the account) and this should improve the efficiency of the
production of the Pension Fund statement of accounts.
1.11

The council continues to be responsible for managing any pension fund cash that (that may
remain in house) in accordance with this Treasury Management Strategy. The Pension Fund
Panel is updated of progress on a quarterly basis.
West London Waste Authority (WLWA) Cash

1.12

From 1 April 2014, the London Borough of Ealing started to carry out treasury management
services for the WLWA. There are significant benefits in the WLWA engaging with one of the
boroughs to provide treasury management services on their behalf.

1.13

During 2017/18 WLWA transferred their excess funds to the council to be invested jointly. They
will earn the average interest rate achieved by the council based on their average balance. The
WLWA has also subscribed to Link Asset Management Services and they will mirror the
council’s investment strategy.

1.14

The performance of the treasury management service is reviewed on an annual basis. The
annual charge for the WLWA using Ealing’s treasury management services has been agreed
for 2018/19 at £7,000 and the current service contract will run to 2019/20.
MIFID II

1.15

On the 3rd of January 2018, the EU Market in Financial Instruments Directive II (MiFID II) came
into effective which requires regulated bodies to classify Local Authorities as retail clients,
unless they provide evidence that they should be opted up to ‘professional client’ status.

1.16

The council has opted up to ‘professional client’ categorisation with all brokers and
counterparties. In order to achieve this, the authority had to provide evidence that it held an
investment balance of at least £10 million and that the person(s) authorised to make
investment decisions on behalf of the authority has at least one year’s relevant professional
experience. The London Borough of Ealing currently meets these criteria and trained needs will
be regularly monitored to ensure compliance.

2.

Prudential Indicators

2.1.

The Local Government Act 2003 and supporting regulations requires the council to ‘have
regard to’ the Prudential Code and to set Prudential Indicators for the next three years to
ensure that the council’s capital investment plans are affordable, prudent and sustainable.

2.2.

Ealing’s Prudential Indicators for the period 2017/18 – 2021/22 are set out in Annex 3 and
council is asked to approve these.

2.3.

The benefit of the indicators will be derived from monitoring them over time rather than from
the absolute value of each. A reporting process has been established, with a mid-year report to
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council to highlight any significant deviations from expectations. The indicators can be
amended, and reported to council for approval at the earliest opportunity.
2.4.

The indicators for later years are broad estimates since a number of factors including the level
of government support beyond 2019/20 are unconfirmed. These estimates will be revised, as
more accurate information becomes available.

3.

Minimum Revenue Provision (MRP) Policy Statement

3.1.

The council is required to pay off an element of the accumulated general fund capital spend
funded by borrowing each year (the Capital Financing Requirement - CFR) through a revenue
charge (the minimum revenue provision - MRP), although it is also allowed to undertake
additional voluntary payments if required (voluntary revenue provision - VRP).

3.2.

CLG Regulations require the council to approve an MRP Statement in advance of each year.
The council has discretion to choose from a number of recommended options for the
calculation of the MRP, or to formulate its own methodology so long as the adopted option
represents a prudent provision. The council is recommended to approve the following MRP
Statement which is in accordance with CLG guidance.

3.3.

The Guidance issued by the CLG provides four options which can be used for the purpose of
calculating the MRP:


Option 1 - Regulatory Method



Option 2 - Capital Financing Requirement Method



Option 3 - Asset Life Method



Option 4 - Depreciation Method

3.4.

The policy already in place in the council is reflected in Options 1 and 3. Last year, officers put
forward a revision to the MRP policy to write down the pre 2008 debt moving from a 4%
reducing balance to a more prudent 2% straight line basis which will see the debt paid off over
50 years. No changes are proposed to the MRP policy this year.

3.5.

Council is recommended therefore to approve the MRP policy statement as set out in Annex 4.

3.6.

In respect of capital expenditure incurred before 1 April 2008, the Minimum Revenue Provision
Policy is:



“For capital expenditure incurred before 1 April 2008 or which in the future will be
Supported Capital Expenditure, the MRP policy will be the equal annual reduction of 2%
of the outstanding debt at 1 April 2017 for the subsequent 50 years”
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3.7.

Repayments included in annual PFI or finance leases are applied as MRP. There is no
requirement for the HRA to set aside MRP, although there is a requirement for depreciation to
be applied.

3.8.

When making policy investments the council needs to consider the potential MRP implications
should the loan be classed as capital spend. The authority will be providing loans on a
commercial basis to third parties to facilitate the delivery of housing or services that advance
the council’s policy objectives. The cash advances will be used by the third parties to fund
capital expenditure and should therefore be treated as capital expenditure and a loan to a third
party. The capital financing requirement (CFR) will increase by the amount of loans advanced
and under the terms of contractual loan agreements are due to be returned in full at a future
date, with interest paid. Once funds are returned to the authority, the returned funds are
classed as a capital receipt, and off-set against the CFR, which will reduce accordingly. As this
is an arrangement that will see the funds returned in full, there is no need to set aside prudent
provision to repay the debt liability in the interim period, so there is no MRP application.

3.9.

The outstanding loan/CFR position will be reviewed on an annual basis and if the likelihood of
default increases, a prudent MRP policy will commence.
Core funds and expected investment balances

3.10.

The application of resources (capital receipts, reserves etc.) to either finance capital
expenditure or other budget decisions to support the revenue budget will have an ongoing
impact on investments unless resources are supplemented each year from new sources (asset
sales etc.). Outlined below are estimates of the year end balances on investments.
Table 1 – Estimate of year-end balance

Year End Resources

2017/18
Projected
Outturn
£m

Expected investments

130

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

2021/22
Estimate

£m

£m

£m

£m

130

130

130

130

Affordability Prudential Indicators
3.11.

Within this framework prudential indicators are required to assess the affordability of the capital
investment plans. These provide an indication of the impact of the capital investment plans on
the council’s overall finances. Council is asked to approve the indicators as set out in Annex 3.

4.

Borrowing

4.1

The capital expenditure plans set out in this appendix outline the service activity for the council.
The treasury management function ensures that the council adheres to the relevant treasury
codes as well as organising the council’s cash flow and borrowing needs to meet the
requirements of the service activity. It is a statutory requirement under Section 33 of the Local
Government Finance Act 1992, for the council to produce a balanced budget. In particular,
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Section 32 requires a local authority to calculate its budget requirement for each financial year
to include the revenue costs that flow from capital financing decisions. This, therefore, means
that increases in capital expenditure must be limited to a level whereby increases in charges to
revenue from:


increases in interest charges caused by increased borrowing to finance additional capital
expenditure, and



any increases in running costs from new capital projects are limited to a level which is
affordable, prudent and sustainable within the projected income of the council for the
foreseeable future

4.2

The strategy covers the relevant treasury/prudential indicators, the current and projected debt
positions and the annual investment strategy.

4.3

The council’s current treasury portfolio position is set out in table 2 below:
Table 2 – Council’s treasury portfolio position at 31 December 2017
2017/18
Projected
Outturn
£m
External Debt
Debt at 1 April
Expected change in Debt +/Actual gross debt at 31
March
The Capital Financing
Requirement (CFR)
Under / (Over) borrowing
Other long-term liabilities
(OLTL)
Expected change in OLTL
OLTL Total

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

2021/22
Estimate

£m

£m

£m

£m

495.438
(6.393)

489.045
(12.734)

476.311
(6.702)

469.609
(11.729)

457.880
(17.734)

489.045

476.311

469.609

457.880

440.146

654.299

725.452

766.640

789.100

781.240

165.254

249.141

297.031

331.220

341.094

124.107

119.552

115.186

110.505

105.462

(4.555)
119.552

(4.366)
115.186

(4.681)
110.505

(5.043)
105.462

0.000
105.462

Note: the table shows the impact of not externally borrowing i.e. using the council’s investments to
internally fund the council’s underlying borrowing and this policy is under constant review.

5.

Treasury Limits for 2017/18 to 2018/19

5.1

It is a statutory duty under Section 3 of the Act and supporting regulations for the council to
determine and keep under review how much it can afford to borrow. The amount so
determined is termed the “Affordable Borrowing Limit”. In England and Wales the Authorised
Limit represents the legislative limit specified in the Act.

5.2

The council must have regard to the Prudential Code when setting the Authorised Limit, which
essentially requires it to ensure that total capital investment remains within sustainable limits

TREASURY MANAGEMENT STRATEGY 2018/19
and, in particular, that the impact upon its future council tax and council rent levels is
‘acceptable’.
5.3

Whilst termed an “Affordable Borrowing Limit”, the capital plans to be considered for inclusion
incorporating financing by both external borrowing and other forms of liability, such as credit
arrangements. The Authorised Limit is to be set, on a rolling basis, for the forthcoming financial
year and two successive financial years, details of the Authorised Limit is set out in Annex 3.

6.

Economic Background and Interest Rate Forecasts

6.1

Link Asset Services has been appointed as treasury adviser to the council and part of its
service is to assist the council to formulate a view on interest rates. The following table outlines
Link’s view. It should be noted that the Public Works Loans Board (PWLB) offers a certainty
rate discount of 0.20% to local authorities who provide specified information on their plans for
capital spending and the associated longer term borrowing. The council has applied and
qualifies to borrow at the certainty rate.
Table 3 – Link Interest Rate Forecast

Bank of England
5yr PWLB
10yr PWLB
25yr PWLB
50yr PWLB

Mar-18
%

Jun-18
%

Sep-18
%

Dec-18
%

Mar-19
%

Mar-20
%

Mar-21
%

0.50
1.60
2.20
2.90
2.70

0.50
1.60
2.30
3.00
2.70

0.50
1.70
2.40
3.00
2.80

0.75
1.80
2.40
3.10
2.90

0.75
1.80
2.50
3.10
2.90

1.00
2.10
2.70
3.40
3.20

1.25
2.30
3.00
3.60
3.40

6.2

As expected, the Monetary Policy Committee (MPC) delivered a 0.25% increase in Bank Rate
at its meeting on 2 November. This removed the emergency cut in August 2016 after the EU
referendum. The MPC also gave forward guidance that they expected to increase Bank rate
only twice more by 0.25% by 2020 to end at 1.00%. The Link Asset Services forecast as
above includes increases in Bank Rate of 0.25% in November 2018, November 2019 and
August 2020.

6.3

Until 2015, monetary policy was focused on providing stimulus to economic growth but has
since started to refocus on countering the threat of rising inflationary pressures as stronger
economic growth becomes more firmly established. The Federal Reserve has started raising
interest rates and this trend is expected to continue during 2018 and 2019. These increases
will make holding US bonds much less attractive and cause their prices to fall, and therefore
bond yields to rise. Rising US bond yields are likely to exert some upward pressure on bond
yields in the UK and other developed economies. However, the degree of that upward
pressure is likely to be dampened by how strong or weak the prospects for economic growth
and rising inflation are in each country, and on the degree of progress towards the reversal of
monetary policy away from quantitative easing and other credit stimulus measures.
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6.4

From time to time, gilt yields – and therefore PWLB rates - can be subject to exceptional levels
of volatility due to geo-political, sovereign debt crisis and emerging market developments. Such
volatility could occur at any time during the forecast period.

6.5

Economic and interest rate forecasting remains difficult with so many external influences
weighing on the UK. The above forecasts (and MPC decisions) will be liable to further
amendment depending on how economic data and developments in financial markets transpire
over the next year. Geopolitical developments, especially in the EU, could also have a major
impact. Forecasts for average investment earnings beyond the three-year time horizon will be
heavily dependent on economic and political developments.

6.6

Investment returns are likely to remain low during 2018/19 but to be on a gently rising trend
over the next few years.

6.7

The overall balance of risks to economic recovery in the UK is probably to the downside,
particularly with the current level of uncertainty over the final terms of Brexit.

6.8

Apart from the above uncertainties, downside risks to current forecasts for UK gilt yields
and PWLB rates currently include:

6.9



Bank of England monetary policy takes action too quickly over the next three years to
raise Bank Rate and causes UK economic growth, and increases in inflation, to be
weaker than we currently anticipate.



A resurgence of the Eurozone sovereign debt crisis, possibly Italy, due to its high level
of government debt, low rate of economic growth and vulnerable banking system.



Weak capitalisation of some European banks.



Rising protectionism under the current US administration



Geopolitical risks



A sharp Chinese downturn and its impact on emerging market countries

The potential for upside risks to current forecasts for UK gilt yields and PWLB rates,
especially for longer term PWLB rates, include:


The Bank of England is too slow in its pace and strength of increases in Bank Rate and,
therefore, allows inflation pressures to build up too strongly within the UK economy,
which then necessitates a later rapid series of increases in Bank Rate faster than we
currently expect.



UK inflation returning to sustained significantly higher levels causing an increase in the
inflation premium inherent to gilt yields.



A rise in US Treasury yields as a result of Federal funds rate increases and rising
inflation expectations in the USA, dragging UK gilt yields upwards.
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7.

Borrowing Strategy 2018/19

7.1

Borrowing interest rates increased sharply after the result of the general election in June and
then also after the September MPC meeting when financial markets reacted by accelerating
their expectations for the timing of Bank Rate increases. Since then, borrowing rates have
eased back again somewhat.

7.2

The council is currently maintaining an under-borrowed position, hence financing schemes
through internal borrowing. This means that the capital borrowing need (the Capital Financing
Requirement - CFR), has not been fully funded with loan debt as cash supporting the council’s
reserves, balances and cash flow is being deployed in the interim. This strategy is prudent as
investment returns are low and counterparty risk is relatively high.

7.3

Against this background and the risks within the economic forecast, caution will be adopted
with the 2018/19 treasury operations. The Director of Finance will monitor interest rates in
financial markets and adopt a pragmatic approach to changing circumstances.

7.4

There will remain a cost of carry to any new long-term borrowing that causes a temporary
increase in cash balances as this position will, most likely, incur a revenue cost – the difference
between borrowing costs and investment returns.
Sensitivities of the forecast

7.5

If officers felt there was a significant risk of a sharp fall in long and short term interest rates
(e.g. due to a marked increase of risks around relapse into recession or of risks of deflation),
then long term borrowings will continue to be postponed, and potential rescheduling from fixed
rate funding into short term borrowing will be considered. However, if there was a significant
risk of a much sharper rise in long and short term rates than that currently forecast, then the
portfolio position will be re-appraised with the likely action that fixed rate funding will be raised
whilst interest rates are still lower than they will be in the foreseeable years ahead. Any
decisions and actions taken will be reported to Audit Committee or Full Council at the earliest
opportunity.

7.6

The council’s borrowing strategy will give consideration to new borrowing in the following order
of priority:


The cheapest borrowing will be internal borrowing by running down cash balances and
foregoing interest earned which is currently at historically low rates. However, if the
overall forecast for long term borrowing rates were to be a projected increase over the
next few years, consideration will also be given to weighing the short term advantage of
internal borrowing against potential long term costs if the opportunity is missed for taking
loans at long term rates which will be higher in future years.



Temporary borrowing from the money markets or other local authorities



PWLB variable rate loans for up to 10 years



Short dated borrowing from non PWLB and other sources
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7.7

7.8



Long term fixed rate market loans at rates significantly below PWLB rates for the
equivalent maturity period (where available) and to maintaining an appropriate balance
between PWLB and market debt in the debt portfolio.



PWLB borrowing for periods across all the durations when rates are seen as being at
particularly good value.

The council will continue to borrow in respect of the following:


Maturing debt (net of minimum revenue provision).



Approved unsupported (prudential) capital expenditure.



To finance cash flow in the short term.

The type, period, rate and timing of new borrowing will be determined by the Director of
Finance under delegated powers, taking into account the following factors:


Expected movements in interest rates as outlined above.



Current maturity profile.



The impact on the medium term financial strategy.



Prudential indicators and limits.

Treasury Management Limits on borrowing Activity
7.9

7.10

There are three debt related treasury activity limits. The purpose of these are to restrain the
activity of the treasury function within a flexibly set remit, to managing risk, yet not impose
undue restraints that constrain cost reduction or performance improvement. The indicators are:


Upper limits on variable interest rate exposure net of investments.



Upper limits on fixed interest rate exposure;



Maturity structure of borrowing to manage refinancing risk.

The proposed indicators are set out in Annex 3.
Policy on borrowing in advance of need

7.11

The council needs to ensure that its total debt, does not, except in the short term, exceed the
total of the CFR in the preceding year i.e. 2017/18 plus the estimates of any additional CFR for
the year 2018/19 and the following two financial years. This allows some flexibility for limited
early borrowing for future years, but ensures that borrowing is not undertaken for revenue
purposes.

7.12

Any decision to borrow in advance will be considered carefully to ensure value for money can
be demonstrated and that the council can ensure the security of such funds.
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7.13

Borrowing in advance of need will be limited to no more than 70% of the expected increase in
borrowing need (CFR) over the three year planning period. In determining whether borrowing
will be undertaken in advance of need the council will:


ensure that there is a clear link between the capital programme and maturity profile of the
existing debt portfolio which supports the need to take funding in advance of need



ensure the ongoing revenue liabilities created, and the implications for the future plans
and budgets have been considered



evaluate the economic and market factors that might influence the manner and timing of
any decision to borrow



consider the merits and demerits of alternative forms of funding



consider the alternative interest rate bases available, the most appropriate periods to
fund and repayment profiles to use



consider the pros and cons of the impact of borrowing in advance of need at attractive
rates on the available cash balances the council will hold and the risks associated with
increased exposure to credit risk arising from investing this additional cash in advance of
need

8.

Debt Rescheduling

8.1

As short term borrowing rates will be considerably cheaper than longer term rates, there may
be potential to generate savings by switching from long term debt to short term debt. However,
these savings will need to be considered in the light of the size of premiums to be incurred,
their short term nature, and the likely cost of refinancing those short term loans, once they
mature, compared to the current rates of longer term debt in the existing debt portfolio. Any
such rescheduling and repayment of debt is likely to cause a flattening of the council’s maturity
profile as in recent years there has been a skew towards longer dated PWLB.

8.2

The reasons for any rescheduling to take place will include:


the generation of cash savings and / or discounted cash flow savings



helping to fulfil the strategy outlined above



enhancing the balance of the portfolio (amend the maturity profile and/or the balance of
volatility)

8.3

Consideration will also be given to identify if there is any potential for making savings by
running down investment balances to repay debt prematurely as short term rates on
investments are most likely going to continue being lower than rates paid on current debt.

8.4

All rescheduling will be reported to Full Council at the earliest meeting following its
implementation.
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9.

Housing Revenue Account (HRA) Self Financing

9.1

The housing subsidy system was dismantled and replaced by a system of self-financing of the
HRA from 1 April 2012. Currently, two separate pools are operating for the management of
HRA and GF debt.

9.2

Under the two pool approach legacy loans were notionally apportioned between the HRA and
general fund using the CFR split and future loans will be raised separately.

9.3

An equitable means of apportioning debt management expenses is in operation.

9.4

HRA borrowing is capped by the government and the HRA therefore needs to borrow within
the parameters of its existing debt and the cap known as the headroom. In 2016/17, the HRA
agreed with the Secretary of State an addition to the headroom of £15.2m from 2018/19.

10.

Annual Investment Strategy

10.1

The annual investment strategy is set out in Annex 5 for approval by Full Council. This covers:


Overview including durations bans for counterparties and minimum credit ratings (tables
1 and 2 of Annex 5)



Policy lending – non treasury management investments



Investment balances / liquidity of investments



Specified / unspecified investments

11.

Financial Implications

11.1

Investment income is currently forecast to be £0.43m for 2017/18 nearly in line with the
budgeted estimate. For 2018/19 budgeted investment income is estimated at approximately
£0.52m to reflect slightly higher interest returns being achieved.

11.2

Savings on borrowings have been accrued because only a small proportion of the borrowing
scheduled to be made in 2017/18 was actually raised.

11.3

Minimum Revenue Provision (MRP) which is the charge to revenue to ensure that debt used to
finance expenditure is paid over a period that reflects useful life of the capital expenditure
came in on budget.

11.4

The principle that any savings arising from the treasury budget can be deployed to direct
revenue financing of capital expenditure has been agreed by members. This opportunity of
additional support for capital saves the council revenue costs on borrowing. Every £1m
deployed in this way saves some £0.100m per year in capital financing costs. Hence, any
savings generated from the treasury operations can be directed to fund the capital programme.
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12.

Balanced Budget Requirement

12.1

The council complies with the provisions of Section 32 of the Local Government Finance Act
1992 to set a balanced budget.

12.2

Risk management plays a fundamental role in treasury activities due to the value and nature of
transactions involved. In order to mitigate risks on investment income the council holds a
business risk reserve, which can be used to manage unforeseen volatility of investment income
or borrowing costs.

12.3

Budgeting for MRP under the new guidance method requires the council to make provision for
MRP linked to the life of the assets being enhanced. This has made budgeting for MRP more
complex and sensitive to changes in assets being financed and the amount on unsupported
borrowing used. CLG recently consulted on proposed changes to the MRP guidance, it is likely
that the new proposals will be more prescriptive with recommended maximum life for the
writing off debt to specific asset types.
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ANNEX 1 - TREASURY MANAGEMENT POLICY STATEMENT
The London Borough of Ealing defines the policies and objectives of its treasury management
activities as follows:
1. This organisation defines its treasury management activities as:
“The management of the authority’s cash flows, its banking, money market and capital
market transactions; the effective control of the risks associated with those activities;
and the pursuit of optimum performance consistent with those risks.”
2. This organisation regards the successful identification, monitoring and control of risk to
be the prime criteria by which the effectiveness of its treasury management activities
will be measured. Accordingly, the analysis and reporting of treasury management
activities will focus on their risk implications for the organisation.
3. This organisation acknowledges that effective treasury management will provide
support towards the achievement of its business and service objectives. It is therefore
committed to the principles of achieving best value in treasury management, and to
employing suitable performance measurement techniques, within the context of
effective risk management.”
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ANNEX 2 – TREASURY MANAGEMENT SCHEME OF DELEGATION

The London Borough of Ealing’s Treasury Management Scheme of Delegation is approved by
Full Council annually as part of the overall Treasury Management Strategy, it was last
approved by Full Council at its meeting of 21 February 2017 and there are no proposals for any
amendments to the current scheme, which is set out below:

1. Council


receiving and reviewing reports on treasury management policies, practices and
activities



approval of/amendments to the organisation’s adopted clauses, treasury management
policy statement



approval of annual strategy

2. Section 151 Officer/ Director of Finance


budget consideration and approval



approval of the division of responsibilities



receiving and reviewing regular monitoring reports and acting on recommendations



approving the selection of external service providers and agreeing terms of
appointment

3. Audit Committee


reviewing the treasury management policy and procedures and making
recommendations to the responsible body

4. The treasury management role of the section 151 officer is to:


recommend clauses, treasury management policy for approval, hold regular reviews,
and monitor compliance



formulate consulting on and approving the treasury management practices, outline the
detailed manner in which the treasury management function will operate



submit regular treasury management policy reports



submit budgets and budget variations



receive and reviewing management information reports



review the performance of the treasury management function



ensure the adequacy of treasury management resources and skills, and the effective
division of responsibilities within the treasury management function



ensure the adequacy of internal audit, and liaise with external audit
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recommend the appointment of external service providers

Policy on the use of external service providers
The council uses Link Asset Services as its external treasury management advisers. The
council recognises that responsibility for treasury management decisions remains with the
organisation at all times and will ensure that undue reliance is not placed upon our external
service providers.
It also recognises that there is value in employing external providers of treasury management
services in order to acquire access to specialist skills and resources. The council will ensure
that the terms of their appointment and the methods by which their value will be assessed are
properly agreed and documented and subjected to regular review.
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ANNEX 3 - PRUDENTIAL INDICATORS
1

Capital Prudential Indicators

1.1

The council’s capital expenditure plans are a key driver of treasury management activity.
Capital Expenditure

1.2

This Prudential Indicator is a summary of the council’s capital expenditure plans, both those
agreed previously, and those forming part of this budget cycle. Members are asked to approve
the following capital expenditure forecasts.
Table 1: Capital Expenditure Forecast

Non-HRA
HRA
Total

2017/18
Projected
Outturn

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

2021/22
Estimate

£m
104.164
104.897
209.061

£m
98.447
102.937
201.384

£m
72.740
79.092
151.832

£m
53.600
69.817
123.417

£m
17.278
70.114
87.392

1.3

Other long term liabilities. The above financing need excludes other long term liabilities, such
as PFI and leasing arrangements which are classified as borrowing instruments.

1.4

Table 2 outlines how the capital expenditure plans are proposed to be financed by capital or
revenue resources. Any shortfall of resources results in a funding need i.e. borrowing.
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Table 2: Capital Programme Funding Summary
Capital Expenditure

Non-HRA
HRA
Total
Financed by:
Capital receipts

2017/18
Projected
Outturn
£m
104.164
104.897
209.061

2.848
Capital grants
Revenue Contribution
Other: Parking reserve;
S106 etc.
Finance Lease Liability
PFI
Total Financed
HRA Direct funding
Net Financing Need
(General Fund & HRA Borrowing)
TOTAL FUNDING

47.400
2.058

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

2021/22
Estimate

£m
98.447
102.937
201.384

£m
72.740
79.092
151.832

£m
53.600
69.817
123.417

£m
17.278
0.114
87.392

3.300

2.500

1.850

-

30.323

18.011

15.115

2.150

1.151

-

8.250
-

9.484
61.790
93.356

6.389

0.836

-

-

42.162
73.903

22.498
72.657

16.965
67.687

8.250
70.114

53.915

85.319

56.677

38.765

9.028

209.061

201.384

151.832

123.417

87.392

New borrowing made up as follows:
2017/18
Projected
Outturn
New Year Borrowing GF
New Year Borrowing HRA
Total borrowing

42.375
11.541
53.916

2018/19
Estimate
56.286
29.034
85.320

2019/20
Estimate

2020/21
Estimate

50.242
6.435
56.677

36.635
2.130
38.765

2021/22
Estimate
9.028
9.028

The Council’s Borrowing Need (the Capital Financing Requirement)
1.5

This prudential indicator is the council’s capital financing requirement (CFR), which is simply
the total historic unfinanced capital expenditure i.e. a measure of the council’s underlying
borrowing need. Any capital expenditure not immediately paid for, will increase the CFR. The
requirement to set aside the minimum revenue provision (MRP) reduces the council’s
underlying need to borrow and the ensuing CFR.

1.6

The CFR includes any other long term liabilities (e.g. PFI schemes, finance leases) brought
onto the balance sheet. Whilst these increase the CFR, and therefore the council’s borrowing
requirement, these types of scheme include a borrowing facility and so the council is not
required to separately borrow for these schemes. The council currently has £125.319m of such
schemes that forms part of the CFR.
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1.7

The council is asked to approve the CFR projections below:
Table 3: CFR Projections - Capital Financing Requirement
2017/18
Projected
Outturn
CFR – non housing
CFR – housing
Total CFR ex OLTL
OLTL
Total CFR inc. OLTR

2018/19
Estimate

£m
494.416
159.882
654.298
124.107
778.405

£m
536.535
188.916
725.451
119.552
845.003

2019/20
Estimate
£m
571.288
195.351
766.639
115.186
881.825

2020/21
Estimate
£m
591.618
197.481
789.099
110.505
899.604

2021/22
Estimate
£m
583.757
197.481
781.238
105.462
886.700

Movement in CFR ex OLTL represented by:
2017/18
Projected
Outturn
£m
Net financing need for the
year
Less MRP/VRP* and other
financing movements
Movement in CFR
1.8

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

2021/22
Estimate

£m

£m

£m

£m

53.916

85.320

56.677

38.765

9.028

(12.495)

(14.167)

(15.489)

(16.305)

(16.888)

41.421

71.153

41.188

22.460

(7.860)

Under the capital finance regulations, local authorities are permitted to borrow up to three
years in advance of need. This council will only consider borrowing in advance of need if
market conditions indicate that it is the best course of action. One of the reasons for borrowing
in advance is to take advantage of and lock in low long term interest rates, especially if officers
are of the opinion that long term rates are likely to rise. There is a short term carry cost to
borrowing in advance of need as currently investment rates are considerably lower than long
term borrowing rates. Borrowing in advance of need also increases the level of temporary
investments and thus increases the exposure to loss of investment principal. However, the
council has put in place a prudent methodology to minimise this risk.
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2

Affordability Prudential Indicators
Actual and estimates of the ratio of financing costs to net revenue stream

2.1

This indicator identifies the trend in the cost of capital (borrowing and other long term obligation
costs net of investment income) against the net revenue stream.
Table 4: Ratio of financing costs to revenue streams
2017/18
Projected
Outturn
Non-HRA
HRA (inclusive of
settlement)

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

2021/22
Estimate

%
8.40%

%
11.93%

%
12.58%

%
13.08%

%
13.40%

6.47%

9.79%

9.56%

9.66%

9.78%

Note: Low % outcome in 2017/18 is due to the current level of internal borrowing, leading to a saving in
debt management expenses.

2.2

The estimates of financing costs include current commitments and the proposals in this budget
report.
Estimates of the incremental impact of capital investment decisions on council tax

2.3

This indicator identifies the revenue costs associated with proposed changes to the capital
programme recommended in this budget report compared to the council’s existing approved
commitments and current plans. The assumptions are based on the budget, but will invariably
include some estimates, such as the level of government support, which are not published over
a three year period.
Table 5: Incremental impact of capital investment decisions on the band D council tax
2017/18
Projected
Outturn
Council tax - Band D

£
14.09

2018/19
Estimate
£
19.87

2019/20
Estimate
£
16.39

2020/21
Estimate

2021/22
Estimate

£

£
9.59

0.00

HRA ratios – Incremental Impact of Capital Investment Decisions on Housing Rent
(Unsupported Borrowing)
2.4

Similar to council tax calculation, this indicator outlines the impact of proposed changes in the
housing capital programme on weekly rent levels.
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Table 6: HRA Ratios

Average Weekly
Increase/(Decrease) in
Housing Rents

HRA debt (£m)
HRA revenues (£m)
Ratio of debt to revenues %

HRA Debt (£m)
Number of HRA Dwellings
Debt per dwelling (£m)
3

2017/18
Projected
Outturn

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

2021/22
Estimate

£

£

£

£

£

-0.96

-1.16

-0.94

2.79

2.87

2017/18
Projected
Outturn

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

2021/22
Estimate

£m

£m

£m

£m

£m

159.882
67.301
42.09%

188.916
64.389
34.08%

195.351
63.127
32.31%

197.481
60.672
30.72%

197.481
61.023
30.90%

2017/18
Projected
Outturn

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

2021/22
Estimate

159.882
11,869
0.013

188.916
11,473
0.016

195.351
11,200
0.017

197.481
10,466
0.019

197.481
10,186
0.019

Treasury Indicators: Limits to Borrowing Activity
The Operational Boundary

3.1

This is the limit beyond which external debt is not normally expected to exceed. In most cases,
this would be a similar figure to the CFR, but may be lower or higher depending on the levels of
actual debt.
Table 7 – Treasury Indicators Limits on borrowing activity
Operational Boundary –
General Fund & HRA

Debt
Other long term liabilities
Total

2017/18
Projected
Outturn

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

2021/22
Estimate

£m

£m

£m

£m

£m

725.452
119.552
845.004

766.641
115.186
881.827

789.101
110.505
899.606

781.240
105.462
886.702

781.240
105.462
886.702
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The Authorised Limit for external debt
3.2

A further key prudential indicator represents a control on the maximum level of borrowing. This
represents a limit beyond which external debt is prohibited, and this limit needs to be set or
revised by the council. It reflects the level of external debt which, while not necessarily desired,
could be afforded in the short term, but is not sustainable in the longer term.

3.3

This is the statutory limit determined under section 3 (1) of the Local Government Act 2003.
The government retains an option to control either the total of all councils’ plans, or those of a
specific council, although this power has not yet been exercised.

3.4

The council is asked to approve the following Authorised Limit:
Table 8 – Authorised Limits
Authorised limit - General
Fund & HRA

Debt
Other long term liabilities
Total
3.5

2017/18
Projected
Outturn
£m
740.452
119.552
860.004

2018/19
Estimate
£m
781.641
115.186
896.827

2019/20
Estimate
£m
804.101
110.505
914.606

2020/21
Estimate
£m
796.240
105.462
901.702

2021/22
Estimate
£m
796.240
105.462
901.702

Separately, the council is also limited to a maximum HRA CFR through the HRA self-financing
regime. This limit is currently:
Table 9 – HRA Debt limit

HRA Debt Limit

HRA debt cap
HRA CFR
HRA headroom

2017/18
Projected
Outturn
£m
199.760
159.882
39.878

2018/19
Estimate
£m
205.076
188.916
16.160

2019/20
Estimate
£m
213.116
195.351
17.765

2020/21
Estimate
£m
215.010
197.481
17.529

2021/22
Estimate
£m
215.010
197.481
17.529
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Table 10 – Treasury Indicators and limits
2017/18

2018/19

2020/21

Interest Rate Exposures
Upper
%
Limits on fixed interest rates
based on net debt
Limits on variable interest
rates based on net debt

Upper
%

Upper
%

100

100

100

50

50

50

100
100

100
100

100
100

50

50

50

100

100

100

Limits on fixed interest rates:



Debt only
Investments only

Limits on variable interest rates



Debt only
Investments only

Maturity Structure of fixed interest rate borrowing 2018/19
Lower
%

Upper
%

Under 12 months

0

10

12 months to 2 years

0

20

2 years to 5 years

0

20

5 years to 10 years

0

20

10 years and above

30

90

Maturity Structure of variable interest rate borrowing 2018/19
Lower
%
Under 12 months
12 months to 2 years
2 years to 5 years
5 years to 10 years
10 years and above

Upper
%
0
0
0
0
0

100
100
100
100
100
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ANNEX 4 – MRP POLICY STATEMENT
1

The Local Authorities (Capital Finance and Accounting) (England) (Amendment) Regulations
2008 require the council to determine for the current financial year an amount of minimum
revenue provision which it considers to be prudent. This involves allowing the debt to be repaid
over a period reasonably commensurate with that over which the capital expenditure provides
benefit.

2

Current Positon

2.1

On 23 February 2016, within the Budget Strategy Report 16 – 17 contained within Annex 4 of
Appendix 10 (Treasury Management Strategy Statement 2016-17) the council confirmed the
existing Minimum Revenue Provision Policy as follows:

3

Minimum Revenue Provision (MRP) Policy Statement

3.1

For capital expenditure incurred before 1 April 2008 or which in the future will be supported
capital expenditure, the MRP policy will continue to be:

3.2

Existing practice - MRP will follow the existing practice outlined in former CLG regulations
(option 1); this option provides for an approximate 4% reduction in the borrowing need (CFR)
each year.

4

It was agreed at the Cabinet meeting of 24 February 2009 and Full Council meeting of
03 March 2009 that, the council makes MRP charges to revenue in accordance with option 3,
the asset life method as opposed to option 4 depreciation, which would have required the
additional resource and administrative expense of tracking and revaluing assets at regular
intervals. There is no basis for a change in policy and in accordance with approval sought and
received in 2009 the council will continue to apply option 3.

5

Asset Life Method – MRP will be based on the estimated life of the assets, in accordance with
the proposed regulations (this option must be applied for any expenditure capitalised under a
capitalisation direction) (option 3); this option provides for a reduction in the borrowing need
over approximately the asset’s life.

6

Under this Policy the total charge to the General Fund budget in 2017/18, excluding PFI and
finance leases is expected to be approximately £12.495m of which a significant element
(£4.345m) is in relation to debt incurred prior to 1 April 2008.
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ANNEX 5 – ANNUAL INVESTMENT STRATEGY
1.

Overview

1.1

The council will have regard to the CLG’s Guidance on Local Government Investments (“the
Guidance”) and the 2017 revised CIPFA Treasury Management in Public Services Code of
Practice and Cross Sectoral Guidance Notes (“the CIPFA TM Code”). The council’s investment
priorities remain:

1.2



security of the invested capital;



liquidity of the invested capital; and



an optimum yield which is commensurate with security and liquidity



all investments will be in sterling

In accordance with the above guidance from the CLG and CIPFA, and in order to minimise the
risk to investments, the council applies minimum acceptable credit criteria in order to generate
a list of highly creditworthy counterparties which also enables diversification and thus
avoidance of concentration risk.
Creditworthiness policy

1.3

1.4

The council applies the creditworthiness service provided by Link Asset Services. This service
employs a sophisticated modelling approach utilising credit ratings from the three main credit
rating agencies - Fitch, Moody’s and Standard and Poor’s. The credit ratings of counterparties are
supplemented with the following overlays:

credit watches and credit outlooks from credit rating agencies;


CDS spreads to give early warning of likely changes in credit ratings;



sovereign ratings to select counterparties from only the most creditworthy countries

This modelling approach combines credit ratings, credit Watches and credit Outlooks in a weighted
scoring system which is then combined with an overlay of CDS spreads for which the end product is
a series of colour coded bands which indicate the relative creditworthiness of counterparties. These
colour codes are used by the council to determine the suggested duration for investments. The
council will therefore use counterparties within the following durational (colour) bands:
Colour
Yellow

Suggested Duration
5 years *

Dark Pink

5 years for Enhanced money market funds (EMMFs) with a credit
score of 1.25

Light Pink
Purple

5 years for Enhanced money market funds (EMMFs) with a credit
score of 1.50
2 years

Blue

1 year (only applies to nationalised or semi nationalised UK Banks)
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Orange

1 year

Red

6 months

Green

100 days

No Colour

Not to be used

Table 1 – Durational bands for Counterparties
Y
1
Up to 5yrs

Pi1

Pi2

P

B

O

R

G

N/C

1.25

1.5

2

3

4

5

6

7

Up to 5yrs

Up to 5yrs

Up to 2yrs

Up to 1yr

Up to 1yr

Colour
(and long term
rating where
applicable)
UK Government Debt
or Equivalent

Yellow

Banks

Up to 6mths Up to 100days No Colour

Limit per
institution

TRIB Local current
limit per institution

£m

£m

Unlimited

40

Purple (2 years)

50

0

Banks

Orange (1 year)

50

30

Banks – part
nationalised

Blue (1 year)

50

30

Banks

Red (6 months)

40

30

30

20

Not to be used

0

Specific overnight limit with the council’s own banker £20m
Banks

Green (100 days)

Banks

No colour

Limit 3 category –
Council’s banker (not
meeting Banks 1)

Blue

Policy Investment
lending limit

0

DMADF

UK sovereign
rating

Local authorities
Money Market Funds

50

0

To be determined
on a case by case
basis

0

Unlimited

120

n/a

15

10

AAA

15

10

Note: The Treasury Risk and Investment Board (TRIB) under the auspices of the Executive Director of
Corporate Resources and the Director of Finance have delegated powers to make changes to their local
operational limits, but remain within the parameters of the Treasury Strategy.

1.5

The council is alerted of changes to ratings and of all three agencies through its use of its
adviser’s creditworthiness service. In addition to the use of credit ratings the council will be
advised of information on movements in credit default swap spreads against the iTraxx
benchmark and other market data on a weekly basis. Extreme market movements may result
in downgrade of an institution or removal from the council’s lending list.
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1.6

If a downgrade results in the counterparty/investment scheme no longer meeting the council’s
minimum criteria, its further use as a new investment will be withdrawn immediately except in
the circumstances out lined above where TRIB determines the counterparty can remain on the
councils list.

1.7

Sole reliance will not be placed on the use of this external service. In addition this council will
also use market data and market information, information on government support for banks
and the credit ratings of that supporting government.

Country limits
1.8

The council has determined that it will only use approved counterparties from countries with a
minimum sovereign credit rating from Fitch of AA- (or equivalent from other agencies if Fitch
does not provide a rating). However, it must be noted that the most likely position is that any
foreign institution the council invest in should be as highly rated as the UK or better.
Investments in the UK will not be subject to sovereign credit worthiness rating restriction.

1.9

The list of countries which currently meet this criterion are outlined in Annex 5 as part of the
treasury strategy. The Director of Finance will monitor and update the position under delegated
powers and report back to Council at the earliest opportunity.

1.10

Where Institutions are not on the council’s advisers list and the council makes its own
assessment, the council will only lend to counterparties using the minimum criteria specified
below.

1.11

The minimum credit rating required for an institution to be included in the council’s counterparty
list (where Link Asset Services credit worthiness service is not being used) is as follows:
Table 2 – Minimum credit ratings

Fitch
Moody’s
Standard & Poor’s
Sovereign Rating
Money Market Funds

Long-Term
A
Baa1
A-

Short-Term
F1
P-2
A-2

Same rating as the UK or higher
AAA

Note: The above does not apply to policy investments.

1.12

As outlined above officers also take any market intelligence gleaned into consideration to
further determine whether to suspend institutions from the list even though the institution meets
our minimum lending criteria.

1.13

Setting and monitoring of the counterparty list and the agreed maximum limit per counterparty
(and council’s rating criteria) constitutes part of the execution and administration function and
forms part of the authority to “determine the annual treasury strategy and carry out all treasury
management activities” as per the council’s scheme of delegation outlined in our financial
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regulations. The Director of Finance therefore has discretion to review and amend these
minimum ratings in view of market conditions and report to Full Council at the earliest
opportunity.
1.14

Officers have to respond quickly to counterparty rating changes and include or suspend
institutions as their ratings fall in/out of the council’s minimum rating criteria. This ensures that
investment risk continues to be spread across a range of credit worthy institutions. The lending
list is under ongoing review by the Director of Finance under delegated authority.

1.15

Institutions with which the council currently place funds are as follows:


Debt Management Office (DMO). The rates of interest from the DMO are below
equivalent money market rates. However, the returns are an acceptable trade-off for the
guarantee that the council’s capital is secure particularly in times of high market volatility.



The British institutions where the UK has a substantial stake such as Lloyds and RBS



Other UK institutions meeting our minimum credit rating criteria



AAA rated money market funds.



Other local authorities (LAs) are relatively risk free counterparties. In the CLG’s own
investment guidance issued to councils, LA deposits are deemed to offer high security
and liquidity. Their limit is set at £5m for district councils and £10m for other LAs, subject
to a group limit of £180m.



Foreign institutions from countries with sovereign ratings equivalent to the UK’s
sovereign rating or higher provided they meet our minimum criteria.



Institutions that fall within Link Asset Services’ approved lending list having met the
diverse criteria and who the council assess as having sound credit worthiness.



UK government – (gilts and treasury bills).

2.

Policy Lending – Non Treasury Management Investments:

2.1

In some circumstances the council may have entered into a partnership arrangement with
organisations or institutions for the provision of a service/facility that will directly promote the
council’s policy objectives which either requires the council to lend or jointly invest in a venture.
Or the council may invest in a venture that furthers one or more of the council’s policy
objectives.

2.2

These types of policy investments do not form part of the treasury management strategy as
such and are therefore not required to be included in the treasury management strategy
statement.

2.3

This council has already entered into some lending activities in support of the policy objectives
of the council. Four policy related investments have been made which are shown in Table 3
below:
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Table 3 – Policy investments entered into by Ealing Council

Organisation
West London Waste
Authority (WLWA)

£m

Description

An Invest to Save loan granted to West London
Waste Authority (WLWA) towards the project for
15.00 the development of a new Energy from waste
facility. Interest payments for this loan commenced
January 2017.

Broadway Living Limited

8.04

Two loans have been granted to Broadway Living
Limited for £1.2m and £6.8m.

Future Ealing

0.60

This is an investment that LBE made, which was
part of a PFI structure

Ealing Community Resource
Centre Ltd (ECRC)

This was a loan granted to ECRC in February 2014
0.02 for financial support towards the running costs of
the Lido Centre in West Ealing

3.

Investment Balances / Liquidity of Investments

3.1

Based on the council’s cash flow forecasts, the council anticipates its fund balances in 2018/19
to average around £130m if no long term borrowing is raised and we persist with the internal
borrowing policy to fund the council’s underlying need to borrow. Balances will be higher if we
raise external borrowing. For treasury investments, it is considered that the maximum
percentage of its overall investments that the council should hold for more than 365 days is
£20m. (Investments with a maturity exceeding a year). The prudential indicator figure of £20m
for 2018/19 is therefore recommended. It should be noted that this indicator does not apply to
investments made for policy reasons.

3.2

In addition, the council may enter into forward deals, but with an exposure that does not
exceed 5 years, from the date the forward deal was effected

3.3

The actual amount available for investment in 2018/19 will fluctuate as a result of the timing of
significant items such as:

expenditure on capital projects

3.4



council tax, business rates, council house rents income



receipt of government grants



long-term loans taken out to fund capital expenditure



capital receipts in respect of major asset sales

The amounts available for investments consist of both cash flow and core balances made up of
reserves not likely to be required for one to two years. It is possible for the council to invest this
core cash for longer term. The strategy is flexible and allows the Director of Finance to take the
decision to extend the duration of lending when market conditions are conducive to such
lending.
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Investment Strategy and Interest Rate Outlook
3.5

The council avoids locking into longer term deals while investment rates are down at historical
low levels unless attractive rates are available with counterparties of particularly high
creditworthiness which make longer term deals worthwhile and within the risk parameters set
by the council.

3.6

The UK base rate is forecast to stay flat at 0.50% until quarter 4 2018 and not to rise above
1.25% by quarter 1 2021. Bank Rate forecasts for financial year ends (March) are:
2017/18
2018/19
2019/20
2020/21

3.7

0.50%
0.75%
1.00%
1.25%

The projected investment earnings rates for returns on investments placed for periods up to
100 days during each financial year for the next four years are as follows:
2017/18
2018/19
2019/20
2020/21

0.35%
0.60%
0.90%
1.25%

3.8

In-house funds – Investments will be made with reference to the core balance and cash flow
requirements and the outlook for short-term interest rates (i.e. rates for investments up to 12
months).

4.

Specified/Unspecified Investment

4.1

Specified Investments – All such investments will be sterling denominated, with maturities
up to maximum of 2 years, meeting the minimum ‘high’ quality criteria where applicable.

4.2

Non-Specified Investments – These are any investments which do not meet the specified
investment criteria. A maximum of 30% can be held in aggregate in non-specified investment.

4.3

A variety of investment instruments will be used, subject to the credit quality of the institution,
and depending on the type of investment made it will fall into one of the above categories.
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4.4

The criteria, time limits and monetary limits applying to institutions or investment vehicles are:
Table 4 – Parameters applying to institutions or investment vehicles

Minimum
Credit Criteria
DMADF – UK Government

n/a

UK Government Gilts

Maximum amount of
investment per
institution
£m

Max. maturity
period

120

6 months

UK sovereign
rating

20

30 years

UK Government Treasury Bills

UK sovereign
rating

50

1 year

Bonds issued by multilateral
development banks

UK sovereign
rating

10

6 months

Money Market Funds

AAA

30

Liquid

Enhanced Money Market Funds
with a credit score of 1.25

AAA

5

Liquid

Enhanced Money Market Funds
with a credit score of 1.50

AAA

5

Liquid

Local authorities

n/a

15

24 months

Term deposits with banks and
building societies

CDs or corporate bonds with
banks and building societies

Blue
Orange
Red
Green
No colour
Blue
Orange
Red
Green
No colour

Corporate bond funds
Gilt funds
Property funds

UK Sovereign
rating

50

40

12 months
12 months
6 months
100 days
Not for use
12 months
12 months
6 months
100 days
Not for use

10

n/a - tradable

20

n/a - tradable

10

n/a - tradable
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4.5

Specified Investments:
(All such investments will be sterling denominated, with maturities up to maximum of 2 years,
meeting the minimum ‘high’ rating criteria where applicable)
Table 5 – Specified Investments
Minimum Credit
Criteria

Use

Max.
maturity
period

Debt Management Agency Deposit
Facility

n/a

In-house

1 year

Term deposits – local authorities

n/a

In-house

2 year

Term deposits – banks and building
societies

Green credit band
per Link’s credit
worthiness service

In-house

1 year

Table 6 – Term deposits with nationalised banks and banks and building societies

Minimum Credit
Criteria
UK part nationalised banks

Banks part nationalised by high credit
rated (sovereign rating) countries – non
UK

Use

Max.
maturity
period

Green credit band
per Link’s credit
worthiness service

In-house

1 year

Green credit band
per Link’s credit
worthiness service

In-house and Fund
Managers

1 year

TREASURY MANAGEMENT STRATEGY 2017/18
Table 7 – Other Investments Specified Investments

Minimum Credit
Criteria

Use

Max.
maturity
period

Collateralised deposit

Green credit band
per Link credit
worthiness service

In-house

1 year

Certificates of deposit issued by banks
and building societies covered by UK
Government (explicit) guarantee

Green credit band
per Link credit
worthiness service

In-house and Fund
Managers

1 year

UK Government Gilts

UK Government
Rating

In-house buy and
hold and Fund
Managers

1year

Treasury Bills

UK sovereign rating

In house and Fund
Managers

1 year

Certificates of deposit issued by banks
and building societies covered by UK
Government (explicit) guarantee

UK sovereign rating
or
In-house
Green bank

1 year

Bond issuance issued by a financial
institution which is explicitly guaranteed
by the UK Government (refers solely to
GEFCO - Guaranteed Export Finance
Corporation)

In-house buy and
UK sovereign rating hold and Fund
Managers

1 year

Bonds issued by multilateral
development banks

Long Term AAA
rating

In-house buy and
hold and Fund
Managers

Liquid

Government Liquidity Funds

UK Government
liquidity funds only

In-house and Fund
Managers

Liquid

Money Market Funds

Fitch – AAAmmf
S&P – AAAm
Moodys – AAAmf

In-house and Fund
Managers

Liquid

Notes:

If forward deposits are to be made, the forward period plus the deal period should not exceed one year
in aggregate.


Buy and hold may also include sale at a financial year end and repurchase the following day in order to
accommodate the requirements of SORP.



As collateralised deposits are backed by collateral of AAA rated local authority LOBOs, this investment
instrument is regarded as being a AAA rated investment as it is equivalent to lending to a local authority.

Local Authorities:


Although most local authorities do not have credit ratings, investing with local authorities provides good
security for the council.
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4.6

Accounting treatment of investments – The accounting treatment may differ from the underlying
cash transactions arising from investment decisions made by this council. To ensure that the council
is protected from any adverse revenue impact, which may arise from these differences, we will
review the accounting implications of new transactions before they are undertaken.

4.7

Blanket guarantees on all deposits – Some countries may support their banking system by
giving a blanket guarantee on all deposits, however; this council will generally not rely on the
guarantees provided by any government unless there are overriding reasons for doing so.

4.8

Other Countries. At present the council will determine whether to include other countries by
reference to credit rating of the sovereign together with financial news data on the sovereign.
The minimum credit rating required for an institution to be included within the council’s list is
AA-, although the council more likely invest in sovereigns that have a rating equivalent to or
better than the UK governments rating. Currently the countries falling within this are as follows:
Table 8 – Credit Rating of other countries
AAA

AA+

AA

AA-

Australia

Finland

Abu Dhabi (UAE)

Belgium

Canada

Hong Kong

France

Qatar

Denmark

U.S.A

U.K

Germany
Luxembourg
Netherlands
Norway
Singapore
Sweden
Switzerland

Note: Although the Executive Director of Corporate Resources and the Director of Finance have
discretion under this strategy to invest outside the UK, the current position is that investments are not
currently being placed overseas. However, the position is kept under regular review.
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4.9

Non Specified Investments
Table 9 – Non Specified Investments
A. Maturities of any period.
Fixed term deposits with
variable rate and variable
maturities: Callable deposits
Range trade

Minimum Credit Criteria

Falling within the council’s
criteria
Falling within the council’s
minimum criteria

Use

In-house
In-house

Other debt issuance by UK
banks covered by UK
Government guarantee

UK Government explicit
guarantee

In-house and Fund Managers

Term deposits with unrated
counterparties

Decision flowing through
TRIB, or a delegated officer

In-house

Commercial Paper

Fitch F1, AA aa1 or
equivalent.

In-house / Fund Managers

Corporate Bonds

Fitch F1, AA aa1 or
equivalent.

In-house/ Fund Managers

UK Floating Rate Notes

Fitch F1, AA aa1 or
equivalent.

In-house/Fund Managers

High Credit Score

In-house and Fund Managers

Bond Funds

Long term AAA

In-house and Fund Managers

Gilt Funds

Long Term AAA

In-house and Fund managers

VNAV MMF’s (where there is
greater than 12 month history
of a consistent £1 Net Asset
Value)

Note: Where indicated, Link’s credit worthiness bands will apply unless Ealing exercises its discretion to
disregard some of the non-credit rating measures used by Link Asset Services. Certain market conditions can
bring about inconsistent outcomes, and local discretion may be invoked.

B. Maturities in excess of 1 year
Investments as specified above in specified investments but for periods in excess of 1 year.
Investment Treasury Indicator and Limit
4.10

Total principal funds invested for greater than 364 days. These limits are set with regard to the
council’s liquidity requirements and to reduce the need for the council becoming a forced seller
of an investment, and are based on the availability of funds after each year-end.
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The council is asked to approve the treasury indicator and limit:
Table 10 – Investment Treasury Indicator and limit to be approved

Maximum principal sums invested > 364 days
2017/18
£m
Principal sums invested > 364
days

20

2018/19
£m

2019/20
£m

20

20

Note: This durational limit excludes policy investments, were the decision is made on a case by case
basis.

4.11

For its cash flow generated balances, the council will seek to utilise money market funds, call
accounts and short-dated deposits (overnight to three months), treasury bills and the debt
management office.
Investment Risk Benchmarking

4.12

These benchmarks are simple guides to maximum risk, so they may be breached from time to
time, depending on movements in interest rates and counterparty criteria. The purpose of the
benchmark is that officers will monitor the current and trend position and amend the
operational strategy to manage risk as conditions change. Any breach of the benchmarks will
be reported, with supporting reasons in the Mid-Year or Annual Report.
Security

4.13

The council’s maximum security risk benchmark for the current portfolio, when compared to
these historic default tables, is:


<1% historic risk of default when compared to the whole portfolio.

Liquidity
4.14

In respect of liquidity the council seeks to maintain:

Bank overdraft - £2m


Liquid short term deposits of at least £5m available with a week’s notice.

Yield
4.15

Local measures of yield benchmarks are:
Investments – internal returns above the 7 day LIBID rate
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In addition, the security benchmark for each individual year is:
Table 11 – Security Benchmark for each individual year

Maximum %

1 year

2 years

3 years

4 years

5 years

2%

2%

2%

2%

2%

Note: This benchmark is an average risk of default measure, and would not constitute an
expectation of loss against a particular investment.
Provisions for Credit-related losses
4.16

If any of the council’s investments appeared at risk of loss due to default (i.e. this is a creditrelated loss, and not one resulting from a fall in price due to movements in interest rates) then
the council will make revenue provision of an appropriate amount.
End of year Investment Report

4.17

At the end of the financial year, the council will prepare a report on its investment activity as
part of its annual treasury management report.

