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REQUEST FOR DECISION BY POLICE & CRIME COMMISSIONER 
 

Date decision required by: 11 February 2013 
 

If an urgent approval is required, please state reasons: N/A 
 

 
For completion by OPCC only:- 

 
Decision Number: OPCC/D/2013/019 

 

Date Received: 1 February 2013 
 

Who is empowered to make decision: PCC 
 

If decision to be made by OPCC, at what level (1-6): 1 
 

 
Title Treasury Management Strategy 2013/14 
 

Summary: This form outlines the proposed Treasury Management Strategy 
for 2013/14 for approval. The purpose of a Treasury Management Strategy is 
to provide a framework for borrowing and cash flow management decisions in 
the light of the anticipated movement in long and short-term interest rates. 
Like any proposed Strategy, however, there will need to be some flexibility of 
application dependent on the prevailing economic conditions. This Strategy 
has been prepared in conjunction with the County Council’s Treasury and 
Pension Fund team. 
 
 

Recommendations: That   
 
1. the proposed Borrowing Strategy for 2013/14 comprising: 
 

(a) a borrowing strategy to operate within the prudential limits set out in 
Appendix 1; 
(b) a borrowing strategy, to use cash as far as possible with 
contingency arrangements to borrow a proportion of the funds needed 
in year where the Chief Financial Officer considers this appropriate in 
2013/14; 
(c) a forward borrowing strategy that will not be used in 2013/14; and 
(d) a loan rescheduling strategy that is potentially unlimited where this 
rebalances risk 
 

be approved. 

Please note: This form will be 
published on the OPCC website 
immediately a decision is made  
unless the author of the report 
indicates otherwise at sections  
7 or 8 below 
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2.  That, in accordance with regulations, approval be given to the adoption of  
the Annual Investment Strategy (AIS) 2013/14 comprising: 
 (a) investment instruments; 
 (b) credit rating criteria; 
 (c) investment duration; 

 
all as detailed in Appendices 3 and 5; and as required by guidance a policy 
on: 

(d) reviewing the strategy;  
(e) the use of external advisors; and 
(f) training. 

 
 

Chief Executive: 
 
I hereby approve the recommendation for consideration. 

 
 
Signature                                                 Date 6 February 2013 

 
PART I – NON-CONFIDENTIAL FACTS AND ADVICE TO THE PCC 
 

1.  Introduction 
 

The current economic environment is far from benign with the potential for 
further crises emanating from the EuroZone. Consequently, security of the 
investments remains the first priority for the AIS; this takes the same form as 
in 2012/13 with the approved Lending List maintained as at 31 March 2013 
with subsequent changes delegated to the Chief Financial Officer. This allows 
for the possibility of a new treasury consultant to be appointed from the 1 April 
2013. 
 
Depending upon the outcome of the appointment process then a further report  
may be made to the PCC to authorise a new or revised AIS. 
 
The borrowing strategy proposes using internal cash given the ongoing 
financial advantage of current short-term interest rates. The borrowing 
strategy of using cash inevitably reduces cash balances and the exposure to 
counterparty default risk is also reduced. Nonetheless, it is important to 
ensure contingency arrangements are available and as such approval is 
sought to take up new loans should there be changes in the capital 
programme or economic events that result in the need to take such action. 
 
It is a statutory requirement under Section 33 of the Local Government 
Finance Act 1992, for the PCC to produce a balanced budget. In particular, 
Section 32 requires the calculation of a budget requirement for each financial 
year to include the revenue costs that flow from capital financing decisions. 
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Capital expenditure must not exceed an amount which can be afforded, in 
terms of interest charges and running costs for the foreseeable future. 
 

The specific recommendations detailed on this form are very much driven by 
Government regulations and guidance and these are referred to throughout.  
 
In order to fully consider the options and issues in deciding the borrowing and  
investment strategies, this report is necessarily detailed in considering the  
underpinning policy and risk frameworks.  
 
Within this it is important to understand that no investment or loan portfolio,  
regardless of the economic conditions, can ever be risk free. 
 
Issues for Consideration 
 
2. Economic background 
 
Interest Rates 
 
In considering the Borrowing and Investment Strategies it is important that  
account is taken of the likely economic environment and the potential level of  
interest rates. At the time of writing, the extent and timing of economic  
recovery continues to be extremely uncertain and in the background there is  
the ongoing risk of a serious economic event arising from problems in the  
EuroZone. 
 
Economic forecasting is always difficult in such a complex economic  
environment; however there is a consensus that the UK economy is both  
fragile and likely to underperform against economic forecasts made in 2012.  
The Bank of England has continued to reduce its forecasts about the speed  
and strength of the recovery, and even this could turn out to be too optimistic. 
 
The key problems facing the UK are as follows: 

• How to balance the need for economic growth whilst reducing 
the deficit; 

• Whether the EuroZone crisis is resolved or worsens; 

• Inflation that is imported and that cannot be controlled by the 
Bank of England; 

• Maintaining the UK “AAA” rating which so far has led to very low 
borrowing costs (i.e. Gilt yields) as the UK is seen as a safe 
haven from mainland Europe. 

 
In terms of treasury management the bank rate, i.e. the interest rate set by the  
Bank of England is fundamental to the income received and expenditure on  
loan interest. And over the last few years it has become apparent that  
economic forecasts of the anticipated recovery of bank rate have been too  
optimistic. Interest rates have stayed low for much longer than anticipated.  
 
The current and past forecasts are shown in the following graph. The first  
increase from 0.50% is anticipated in 2015; however disappointing economic  
growth will probably result in a further delay. 
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In effect the first increase in bank rate will be seen as a signal of the  
beginning of the end of the economic crisis, but this is forecast to be some  
way off. A further element of caution about the unpredictability of interest rates  
must be noted; interest rates obtainable on the money market have fallen  
dramatically in late 2012. The concern being that market interest rates fall  
even further. 
 
3.  Borrowing Strategy 
 
At 31 March 2013, it is anticipated that long-term loan debt will be around  
83% funded, i.e. covered by fixed interest rate long-term loans at £40.8m.  
Around £8m is forecast to be needed to complete the borrowing reflecting the  
strategy of using cash to date. There are three main options in the borrowing  
strategy: 

(a) To use cash (i.e. do not borrow); 
(b)To bring borrowing up to the amount needed to fully fund the capital 
programme at any point in time; 
(c) To forward borrow up to two years in advance, as allowed in the 
Prudential Code. 

 
The following table shows a forecast of the levels of debt and loans at 31  
March 2013 and for the next three years if the first option, i.e. using cash in  
lieu of borrowing was followed. 
  

 
 

2012/13 
£m 

2013/14 
£m 

2014/15 
£m 

Forecast Gross Debt  49 49 49 

Forecast Loans Position (41) (40) (39) 
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Gap Funded from Cash 8 9 10 11 

 
As can be seen from the previous table, debt levels are stable over the next 
three years. A review of the position will be taken when the capital receipt for 
the sale of the Cannock Road site is received. 
 
On the whole, both this and the economic environment favours continuing to  
use cash for a fourth year: 

(a) there is a normal yield curve (it is cheaper to use cash than to borrow 
especially when this is very steep); 

      (b) it is important to minimise security (investment) risk (as using cash  
      reduces investment balances); 
      (c) future debt levels are stable; and 

(d) investments are yielding a low return and there is a risk that yields will   
      fall further. 

 
Bank rate is at a historically low level and is not forecast to rise soon, this 
means that it is expected to remain well below the average debt rate for at  
least the next year and maybe beyond that. So following this strategy meets  
the objective of bringing down the average rate of interest for borrowing  
providing an opportunity to fund the capital programme at a low cost. 
 
An important aspect of using cash is its risk reduction effects. Firstly, using  
cash reduces security risk as investment balances are lower; the Government  
emphasises the importance of minimising this risk above all others in the  
regulations discussed later in this report. Secondly, there is less exposure to  
variable interest rate changes; this exposure arises when a fixed term loan is  
taken out with corresponding variable rate investments. This is avoided when  
cash is used. 
 
A key part of the Code is to assess the risk of the treasury management  
strategy and the Code sets out a number of risks to be considered. This  
assessment is shown at Appendix 2 for the six main risks considered  
relevant. These are listed below together with the risk shown: 

• Security    Low 

• Liquidity    Low 

• Interest rate   Low to Medium 

• Market    Medium 

• Refinancing   Medium 

• Regulatory and Legal  Medium 
 

Overall the use of cash in lieu of borrowing is considered a relatively low risk  
strategy although it is impossible to eliminate all treasury risk. The  
consequences of using cash are the possibility of extra costs in the future if  
interest rates rise. 
 
4. Proposed contingency arrangements and flexibility 
 
The chosen strategy is only possible where cash is available to fund it; in the  
case of an increase in the capital programme or unexpected reductions in  
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cash balances, new loans may need to be taken to maintain working cash  
balances if temporary borrowing arrangements prove difficult to manage.  
These may be short-term in nature or long-term, i.e. in excess of a year. 
 
Where additional liquidity is needed in the short-term then loans can be raised  
from the money markets including other local authorities. If these facilities are  
not available then new longer-term loans, for a year or more, must be raised  
to allow day to day bills to be paid. Where this is the case it is necessary to  
consider the exact nature of the loans. The following observations are  
important: 

• The existing loan portfolio is reasonably balanced in terms of the 
spread of maturity; 

• As stated earlier, the yield curve is normal. Shorter term loans are 
cheaper; 

• PWLB interest rates are much higher than they were historically 
although this has recently been reduced by the Government 
following the introduction of the certainty rate (a 0.20% reduction in 
the cost of loans). 

 
In these circumstances it is proposed that loans should be short-term in  
nature; in terms of the choice of loans there are a number of possibilities: 

• PWLB loans – a well known route for local authorities, seen as the 
“lender of first resort” because of flexibility and ease of access. 
However the risk of this facility being discontinued or amended 
further should be noted. 

• Local Authority loans – other local authorities may have different 
cash flow positions which create cheap funding opportunities in the 
short to medium term; 

• Market loans – these may come in various forms and may be 
cheaper than the PWLB although there availability is not certain. 

 
It is proposed to delegate the decision to borrow to the Chief Financial Officer,  
as the optimum timing cannot be foreseen and a decision often needs to be  
taken at short notice. Without this flexibility, costs may be increased and  
difficulties encountered with day to day cash management. 
 
The outturn and half-year reports will be submitted later in the year. 
 
5. Policy on Borrowing in Advance of Need 
 
As already stated, the Prudential Code allows borrowing to take place for the  
current year plus two future years. However, Government regulations state  
that there should be a specific policy on borrowing in advance of need. 
 
As the borrowing strategy proposed for 2013/14 involves the use of cash, the  
policy is not to borrow in advance this year. This will be revisited annually as  
part of the overall borrowing strategy. 
 
6. Loan Rescheduling 
 
Loan rescheduling is the early repayment of loans which could then either be: 
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(a) replaced with a new loan; or 
(b) replaced with internal cash. 

 
This is now much more difficult; a penalty is applied to loans repaid early and  
new loans are much more expensive than in the past. These two factors  
combine to make loan rescheduling much more expensive and unattractive.  
The yield curve needs to be very steep and relatively much higher than the  
loans that are to be repaid. 
 
The graph that follows illustrates this point, showing the cost of a new loan  
and early repayment of an existing loan against the Gilt yields.  
 

 
The Government’s policy of increasing the cost of new loans may have little  
effect; this strategy does not propose that new loans are raised as a matter of  
course. However, the penalty applied to early repayment will increase the cost  
of paying loans early in future years if this is deemed necessary. 
 
If the opportunity does arise in 2013/14 then loan rescheduling may take  
place in order to rebalance risks in the portfolio. This may also reduce costs. 
 
Gilt yields are historically very low and at the time of writing this report, very  
high penalties would be payable if loans were repaid early. There would have  
to be a material change to the interest rate environment before repayment  
could be contemplated. 
 
7. Annual Investment Strategy 2013/14 
 
The portfolio of investments can reach around £40m in cash each year; on  
average balances are around £20m. 
 
An important aspect of the AIS is the creditworthiness service provided by the  
treasury management consultant. At the time of writing this report the current  
contract with Sector Treasury Services is drawing to a close and from 1 April  
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2013 it is possible that a new consultant will be appointed by the County  
Council. 
 
 
It is not possible to pre-judge who will be successful and in these  
circumstances this report cannot set down the detailed system of how the  
credit management advice from the consultant will operate in tandem with the  
County Council’s treasury operations from the 1 April 2013. A proposal to deal  
with this issue is made below. However, it is important to recognise that this  
will not compromise the stance taken to date, which has been to adopt a low  
risk approach in these difficult times. 
 
8. Investment Options 
 
The main investment options to consider are related to: 

• the credit risk of counterparties that are invested with; 

• the length of the investment; and 

• the type of financial instrument that are used. 
 
These issues, of credit worthiness, liquidity and type of financial instrument  
have to be considered in the light of the regulatory framework provided by the  
Government. 
 
Key parts of this framework are the Government Guidance on Local  
Government Investments issued in March 2010 and the CIPFA Code of  
Practice for Treasury Management in the Public Services (the Code). These  
state that that the two prime risk issues are the security of capital and the  
liquidity of investments. In addition, Government regulations specify the type  
of financial instruments that can be used and they divide them into what they  
term ‘specified’ investments and ‘non-specified’ investments. 
 
9. Specified Investments 
 
Specified investments are investments made in sterling for a period of less  
than a year that are not counted as capital expenditure and are invested with  
the: 

• UK Government; 

• a local authority; 

• a parish or community council; or 

• with a body, or in an investment instrument, that has a ‘high credit 
rating’.  

 
These first three named investments are effectively “AAA” rated investments,  
the highest possible investment rating, and these bodies will be included on  
the lending list by virtue of their inclusion within the guidance. What follows  
determines the fourth aspect. 
 
10. Credit Rating Criteria and the Approved Lending List (the List) 
 
The way that the regulations are worded means that a decision has to be  
made about what a ‘high credit rating’ is and how credit ratings are used in  
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this assessment. Credit ratings are an important source of information for  
local authorities. They are carried out by credit rating agencies (for example,  
Fitch, Standard and Poors, Moodys).  
 
Government guidance requires an explanation of how these are monitored,  
what happens when ratings change and what other additional sources of  
information are used to supplement credit ratings. 
 
11. The Credit Management Strategy for 2013/14 
 
The 2012/13 Treasury Strategy is published on the internet site. This sets out  
the system in 2012/13 for determining the lending list including information  
provided by Sector, the Council’s current treasury consultant. Because of the  
potential appointment of a new consultant referred to earlier it is proposed to  
maintain the Lending List at 31 March 2013 into 2013/14 with any changes  
made by the Chief Financial Officer. Following the conclusion of the  
appointment process, should it be judged necessary, then a follow up report  
will be made to the PCC to provide an update on any significant advice  
received from the incumbent consultant about any significant action to be  
taken. This proposal is considered workable as the current strategy is low risk  
with few banks on the List. 
 
During the potential changeover there will be no gap in information provision  
as a result of the process and advice will be taken from a new consultant if  
appointed. 
 
Those banks with a “negative watch” warning (where the rating may be  
downgraded soon) will be subject to review by the Chief Financial Officer: 

• the treasury team will freeze all new investments to a counterparty 
once a warning is issued; 

• where call accounts are held withdrawals may be made if needed 
but funds will not be replenished pending review by the Treasurer; 

• funds will not be redeemed by the treasury team as a matter of 
course until the Treasurer has considered the matter. 

 
Wider information and intelligence collected by the County Council’s Treasury  
and Pension Fund team will also be used in the assessment, for example  
news items and general market information. 
 
After considering all of the information available the Chief Financial Officer will  
make a decision on whether to adjust the investment risk profile: 

• redeem all funds and suspend use of the counterparty; 

• reduce the financial exposure to the counterparty (by reducing the 
financial limit); 

• reduce the length of new investments; 

• continue using the counterparty as at the time the warning was 
issued. 

 
The end result may involve moving investments to lower risk counterparties or  
instruments, for example away from banks and towards the UK Government. 
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An exception must be made for the Co-operative Bank who provide a banking  
service. In the case of a negative watch warning being issued then investment  
activity will continue, albeit a review will be undertaken by the Chief Financial  
Officer as with all other banks. 
 
As required by Regulations an overview of the monitoring process is outlined  
below: 

• Rating changes are e-mailed to Treasury Officers from the advisor 
on a daily basis and are acted upon when received; 

• The advisor will provide a weekly update of credit ratings to 
Treasury Officers which will be reviewed when received. 

 
In summary the proposed strategy would be based on a “high credit rating”  
meaning a bank that is included on the lending list at the 31 March 2013. 
 
12. Investment Duration 
 
In considering the financial instruments that meet the definition of a specified  
investment, which by definition includes investing for a duration of up to a  
year, there is the scope to consider the length of investment period. 
 
A very cautious approach has been adopted in recent years and one of the  
important lessons of the recent banking crisis has been to exercise caution in  
the duration of investments. This recognises that the factors that led to the  
investment being considered sound can change adversely over time. As such  
it is judged reasonable to limit fixed term deposits with banks or building  
societies to a maximum duration of one year. 

 
In summary this means that investments will be made as follows: 

• UK Government – 6 months for DMADF (Debt Management 
Account Deposit Facility) (6 months is the maximum period 
permitted); 

• Local Authorities / Parish Councils – 12 months; 

• Partly Nationalised banks – 12 months maximum; 

• Co-op Bank – 1 week. 
 
In the current environment investment duration will be relatively short,  
although it is important to have the option to make longer investments if this is  
judged worthwhile. Keeping investments shorter-term is also consistent with a  
view that interest rates are generally expected to rise over the long-term. 

 
Taking everything together, Appendix 5 details the List at present. 
 
The use in-house of specified investments is delegated to the Chief Financial 
Officer for practical reasons in the day to day management of treasury 
transactions. 
 
13.  Investment Diversification 
 
Having determined the list of highly rated counterparties and the duration of  
investments the last piece of the process is to overlay the methodology for  
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ensuring diversification. This is achieved by setting a maximum amount to be  
invested with each counterparty or a minimum number of counterparties to  
invest with. 
 
Ensuring diversification has never been more important than now; it protects  
the security of the investments by limiting loss in the event of a counterparty  
default. However, diversification does not provide protection from a systematic 
failure of the banking sector. 
 
Investment balances rise and fall during the year; so diversification needs to  
take account of these high and low points with a “cap” on the maximum  
invested with a counterparty and a “floor”. 
 
The cap, or absolute maximum to be invested with counterparties is proposed  
as follows: 

• UK Government – no limit 

• Local Authorities / Parish Councils – no limit  

• Banks or Building Societies - £3m 

• Co-operative Bank - £2m 
 
A “floor” is needed to ensure diversification when cash balances are low; this  
requires a different mechanism. It is proposed to use a minimum of 4 different  
counterparties / investment instruments plus any residual balance invested  
with the Co-operative Bank. 
 
Any policy on diversification must be adaptable in the face of changing 
circumstances. For example this policy may well be overtaken by economic or 
credit events, where there simply are not enough investments considered safe 
to ensure a spread across 4 counterparties / investments. In this instance 
then investments will be simply spread across the safe investments available. 
 
It is proposed that both the application and amendment of this policy are  
delegated to the Chief Financial Officer with the outcome reported in regular  
Treasury Management reports. 
 
14. Non-specified investments 
 
The Government regulations define non-specified investments as all other  
types of investment that do not meet the definition of specified investments. In  
contrast to specified investments, Government guidance indicates that the  
AIS should: 

• set out procedures for determining which categories should be 
prudently used; 

• identify such investments; 

• state an upper limit for each category of non-specified investment; 
and 

• state upper limits for the total amount to be held in such 
investments. 

 
Currently, non-specified investments are not in use. 
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15. Risk  
 
Although guidance sets out two important risks that are faced when deposits  
are made with counterparties, these are not the only risk issues faced. 
 
Appendix 4 sets out a high-level risk assessment of six of the key risks, 
including security and liquidity. These are listed below together with the risk 
shown. The proposed strategy has been assessed against these other risks 
and the judgement is that the most important risks have been reduced as far 
as possible, this is not to say that all risk has been eliminated which is not 
possible in Treasury terms.  

• Security    Low 

• Liquidity    Low 

• Interest rate   Low / Medium 

• Market    Low 

• Refinancing   Low / Medium 

• Regulatory and Legal  Low 
 
16. Review of Strategy 
 
Regulations require that the circumstances under which a revised strategy is  
to be prepared should be stated. The main circumstances where a revised  
strategy would be prepared include a change in: 

• the economic environment; 

• the financial risk environment; 

• the budgetary position; 

• the regulatory environment. 
 
The responsibility for assessing these circumstances will rest with the Chief  
Financial Officer.    
 
17. Policy on the Use of External Service Providers 

 
Regulations require to disclosure on the policy for the use of external  
providers; as previously mentioned a selection process is under way at the  
time of writing this report and a new provider may be appointed from the 1  
April 2013. 
 
The provider will be contracted to pass on market information, provide  
technical accounting assistance and an investment advice service. The OPCC  
recognises that responsibility for treasury management decisions remains  
with the PCC Chief Financial Officer at all times. 
 
The Treasury Management Panel at the County Council will be involved in the  
selection of the new provider and the completion of an annual review of  
service quality. 
 
18. Investment Management Training 
 
Regulations also require disclosure of the processes for ensuring officers are  
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well trained in investment management. Treasury Management is a  
specialised area requiring high quality and well trained staff that have an up to  
date knowledge of current issues, legislation and treasury risk management  
techniques. 
 
Training needs for Police staff who attend quarterly meetings with Council  
treasury officers are assessed on an ongoing basis by local managers.  At the  
County Council, staff who provide the treasury service attend regular CIPFA  
and Sector training seminars throughout the year and undertake a Personal  
Performance Review each year through which training needs are identified. 
 

  
4.       Legal Comments N/A 
 
 
5.       Equality Comments N/A 
 
 

6.       Background/supporting papers 
 
Previous reports to the former Police Authority and papers held by the Chief 
Financial Officer. 
 
7.  Public access to information 
 
This form may be published on the OPCC’s website. 
 
8. Is the publication of this form to be deferred? No 
 
 
ORIGINATING OFFICER DECLARATION: 
 
Author 
 

Chris Gibbs, Senior Accountant, Treasury & Pension Fund 

Signed 
 

Chris Gibbs 

Date 1 February 2013 
 
APPROVAL (for completion by OPCC only) 
 

Rationale for approval 
 
 
 

PCC (delete as appropriate) 

 
 
Signature                                                     Date 11 February 2013 
 


