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Recommendation(s):
1
To consider and comment on the Treasury Management Strategy for 2021/22,
attached as Appendix 1, and, in particular:
a. the Strategy for Debt Repayment (Minimum Revenue Provision Statement) in
2021/22 (section 5.2);
b. the Borrowing Strategy including the Debt Policy (section 3.4)
c. the Treasury Management Investment Strategy for 2021/22 (section 4);
d. the Prudential Indicators and limits for 2021/22 to 2023/24 (section 5.1);
e. the Treasury Management Policy Statement (section 5.3).
2

To consider and comment on the Capital Strategy 2020/21 (Appendix 2) including the
Voluntary Debt Reduction Policy Statement (Appendix B).

1

Executive Summary

1.1

The Audit Committee holds the responsibility to provide effective scrutiny of treasury
management policies and practices. The approval of a Treasury Management
Strategy by Full Council is a legal requirement. This report covers the Treasury
Management Strategy Statement 2021/22 and the Capital Strategy for 2021/22 ahead
of the seeking approval at Full Council on 8 March 2021.

1.2

The Treasury Management Strategy Statement (TMSS) sets out the Treasury
Management, Treasury Investment, Borrowing and Debt Repayment strategies for
2021/22 and includes the associated Prudential Indicators, Debt Policy and Treasury
Management Policy Statement.

1.3

The Capital Strategy sets out the framework for the council’s capital investment and
financing decisions aligned to the City Council’s corporate priorities over the medium
term and includes the Voluntary Debt Reduction Policy Statement.
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1.4

The two strategies are intrinsically linked, as the Capital Strategy defines the capital
expenditure plans of the council including the element that is to be financed by
borrowing. The Treasury Management Strategy defines how the associated cash
flows from this borrowing requirement are to be managed.

1.5

The Government commissioned a non-statutory review of the Council in November
2020 with the findings being published on the 17th December. The published review
highlighted the level of risk and planned further borrowing within the capital
programme, the high level of debt held by the council and the reduction in the
balances of reserves held which further reduces budget flexibility.
Following the review the council has published the Nottingham City Council Recovery
& Improvement Plan 2021 – 2024 and as a part of this the Capital Strategy and this
Treasury Strategy have been reviewed with the aim to support the council returning
to financial and operational stability.

2

Reasons for recommendations

2.1

Approval of a Treasury Management Strategy is a legal requirement, to comply with:




2.2

Financial Regulations and the Chartered Institute of Public Finance and
Accountancy (CIPFA) Code of Practice on Treasury Management by submitting
a policy and strategy statement for the ensuing financial year;
guidance issued by the Secretary of State under section 15(1) (a) of the Local
Government Act 2003 in approving, at Council, an Annual Investment Strategy
before 1 April;
guidance issued by the Secretary of State under section 21 (1A) of the Local
Government Act 2003 which requires the preparation of an annual statement of
the Council’s policy on making a Minimum Revenue Provision (MRP) for the
repayment of debt.

The Capital Strategy is a new requirement, the strategy has to comply with:




The Chartered Institute of Public Finance and Accountancy (CIPFA) Prudential
Code and the Code of Practice on Treasury Management;
regulations requiring the Council to have regard to the Code are issued under
section 1 of the Local Government Act 2003.
guidance issued by the Secretary of State under section 15(1) (a) of the Local
Government Act 2003 in approving, at Council, an Annual Investment Strategy
before 1 April.

2.3

The Treasury Management Code of Practice and Prudential Code are both adopted
by the Council. There is a requirement for authorities to nominate a body within the
organisation to be responsible for scrutiny of treasury management activity, policies
and practices, and given the interrelationship of treasury management and capital
planning, the requirements of both codes will best be met by aligning the scrutiny of
both Treasury Management and Capital strategies. It is considered that the City
Council’s Audit Committee is the most appropriate body for this function.

3

Background
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3.1

Treasury management is a term used to describe the management of an
organisation’s borrowing, investments and other financial instruments, their associated
risks and the pursuit of optimum performance or return consistent with those risks.

3.2

The Treasury Management Strategy Statement (TMSS) as set out in Appendix 1 sets
the strategic context, within the Council’s planning cycle, for how treasury
management activity will take place. The various aspects of the strategy require
approval by Full Council these include the Treasury Management and Treasury
Investment strategies for 2021/22, the Debt Repayment Strategy, the Borrowing
Strategy, the Debt Policy, the Prudential Indicators and the associated treasury
policies.

3.3

The Treasury Management budget for 2021/22 is £56.150m and is based on the
financial implications of the various proposed strategies, as detailed in Appendix 1,
and has been included within the Medium Term Financial Plan (MTFP).

3.4

The Capital Strategy as set out in Appendix 2 provides the Council with a framework
in which capital investment and financing decisions can be aligned with the Council’s
corporate priorities over the medium term. This strategy requires approval by Full
Council.

3.5

The treasury management and capital functions are governed by provisions set out
under Part 1 of the Local Government Act 2003, whereby the Council must have
regard to the CIPFA Prudential Code and the CIPFA Treasury Management Code of
Practice. The Council formally adopts the current requirements of these codes as part
of its Treasury Management Policy Statement and its Capital Strategy.

3.6

The Treasury Management Strategy 2021/22 and Capital Strategy 2021/22 will be
considered by Executive Board on the 23 February 2021 and considered for approval
by Full Council on the 8 March 2021.

4

Background papers other than published works or those disclosing exempt or
confidential information

4.1
4.2

PWLB records, working papers
Nottingham City Council Project Management Handbook

5

Published documents referred to in compiling this report

5.1
5.2
5.3
5.4
5.5
5.6
5.7
5.8
5.9
5.10

Money Market and PWLB loan rates
Treasury Management in the Public Services Code of Practice 2017–CIPFA
Prudential Code 2017-CIPFA
Treasury Management in the Public Services Guidance Notes 2018 - CIPFA
Statutory guidance on local government investments 3rd Edition 2018
Statutory guidance on Minimum Revenue Provision (MRP) 2018
Treasury Green Book
Corporate Asset Management Plan
The Council Plan 2019-2023
Executive Board Report dated 23 February 2021 – Treasury Management Strategy
2021/22 and Capital Strategy 2021/22
Nottingham City Council Recovery & Improvement Plan
2021 – 2024

5.11
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5.12

Non-Statutory Review of Nottingham City Council, led by Max Caller CBE, on behalf of
MHCLG
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1. Introduction
1.1 Background
The Council is required to operate a balanced budget, which broadly means that cash raised
during the year will meet cash expenditure.
Part of the treasury management operation is to ensure that this cash flow is adequately
planned, with cash being available when it is needed. Surplus monies are invested in low risk
counterparties or instruments commensurate with the Council’s low risk appetite, providing
adequate liquidity initially before considering investment return.
The second main function of the treasury management service is the funding of the Council’s
capital plans. 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. The debt portfolio is actively
managed including considering of new or replacement loans with durations that seek to
match the future years forecast for optimal levels of debt. On occasion, when it is prudent
and economic, any debt previously drawn may be restructured to meet Council risk or cost
objectives.
The contribution the treasury management function makes to the authority is critical, as the
balance of debt and investment operations ensure liquidity or the ability to meet spending
commitments as they fall due, either on day-to-day revenue or for larger capital projects. The
treasury operations will see a balance of the interest costs of debt and the investment income
arising from cash deposits affecting the available budget. Since cash balances generally
result from reserves and balances, it is paramount to ensure adequate security of the sums
invested, as a loss of principal will in effect result in a loss to the General Fund Balance.
Whilst any commercial initiatives or loans to third parties will impact on the treasury function,
these activities are generally classed as non-treasury activities, (arising usually from capital
expenditure), and are separate from the day to day treasury management activities.
CIPFA defines treasury management as:
“The management of the local authority’s borrowing, investments and cash flows, its
banking, money market and capital market transactions; the effective control of the risks
associated with those activities; and the pursuit of optimum performance consistent with
those risks.”
The Government commissioned a non-statutory review of the Council in November 2020 with
the findings published on the 17th December. The published review highlighted the level of
risk and planned further borrowing within the capital programme, the high level of debt held by
the Council and the reduction in the balances of reserves held which further reduces budget
flexibility.
Following the review, the Council has published the Nottingham City Council Recovery &
Improvement Plan 2021 – 2024; as part of this the Capital Strategy and this Treasury
Strategy have been reviewed with the aim to support the Council returning to financial and
operational stability. The borrowing and debt management strategies are to reduce the
Council’s future requirement to borrow, known as the Capital Financing Requirement (CFR)
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and to reduce the level of debt held by the Council. The CFR is forecast to reduce by around
£188m in the period 2020/21 to 2025/26 as covered by these strategies.
1.2 Reporting requirements
1.2.1 Capital Strategy
The CIPFA 2017 Prudential and Treasury Management Codes require all local
authorities to prepare a capital strategy report, which will provide the following:
 a high-level long term overview of how capital expenditure, capital financing and
treasury management activity contribute to the provision of services
 an overview of how the associated risk is managed
 the implications for future financial sustainability
The aim of this Capital Strategy is to ensure that all elected councillors on the Full
Council fully understand the overall long-term policy objectives and resulting capital
strategy requirements, governance procedures and risk appetite.
This Capital Strategy forms the foundation of the Council’s long-term planning and
delivery of its capital investment. It sets the parameters for the capital programme, which
will be updated each year will help to ensure that capital resources are used efficiently to
achieve the best possible outcomes within constrained budgets.
A sustainable capital programme, and the strategy and controls to shape and manage it, is a
critical contributor to the overall financial recovery of the City Council. The Recovery and
Improvement Plan recommends a review of the capital programme, which will look to stabilise
the current programme and put it on a sustainable footing for the longer term. Development of
an effective Capital Strategy and a strengthened governance and control framework will
support the Council in achieving this. Implementation of the Plan will be a key priority of the
Council and the Capital Strategy will be an important document to support the delivery of the
plan. The implementation of the Capital Strategy will assist in the Council meeting its
Recovery and Improvement Plan objectives.
Key activities include  A full review of the capital programme to remove de-prioritised schemes and add
in future liabilities.
 Producing a revised Debt Management Strategy aligned with the Capital strategy
with an aim of paying down debt over time.
 Creating a revised Capital Strategy incorporating a prioritisation process.
 Delivering a strengthened Governance and Control Framework and ensuring that
it put into practice across the Council.
The Recovery and Improvement Plan was approved at Council on 25 January 2021 and can
be found at
https://www.mynottinghamnews.co.uk/wp-content/uploads/2021/01/Improvement-Plan-NewVersion-v-6.3.pdf
The Capital Strategy is reported individually, but alongside the Treasury Management
Strategy Statement at Audit Committee, Executive Board and Full Council; non-treasury
investments will be reported through the former. This ensures the separation of the core
treasury function under security, liquidity and yield principles, and the policy and
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commercialism investments usually driven by expenditure on an asset. The Capital
Strategy will show:
 The corporate governance arrangements for these types of activities;
 The service objectives relating to the investments;
 The expected income, costs and resulting contribution;
 The debt related to the activity and the associated interest costs;
 For non-loan type investments, the cost against the current market value;
 The risks associated with each activity.
If any existing non-treasury investment sustains a loss during the final accounts and audit
process, the strategy and revenue implications will be reported through the same procedure
as the Capital Strategy.
To demonstrate the proportionality between the planned treasury operations and the nontreasury operation, high-level comparators are shown throughout this report.
1.2.2 Treasury Management reporting
The Council (delegated to Executive Board except the approval of a new strategy) is
currently required to receive and approve, as a minimum, three main treasury reports
each year, which incorporate a variety of policies, estimates and actuals.
a. Prudential and treasury indicators and treasury strategy (this report) - The
first, and most important report is forward looking and covers:
 the capital plans, (including prudential indicators);
 a minimum revenue provision (MRP) policy, (how residual capital expenditure is
charged to revenue over time);
 the treasury management strategy, (how the investments and borrowings are to be
organised), including treasury indicators; and
 an investment strategy, (the parameters on how investments are to be managed).
b. A mid-year treasury management report – This is primarily a progress report
and will update councillors on the capital position, amending prudential indicators
as necessary, and whether any policies require revision.
c. An annual treasury report – This is a backward looking review document and
provides details of a selection of actual prudential and treasury indicators and
actual treasury operations compared to the estimates within the strategy.
Scrutiny
The above reports are required to be adequately scrutinised before being recommended
to the Council. This role is undertaken by the Audit Committee.

1.3 Treasury Management Strategy for 2021/22
The strategy for 2021/22 covers two main areas:
Capital issues
 the capital expenditure plans and the associated prudential indicators;
 the minimum revenue provision (MRP) policy.
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Treasury management issues
 the current treasury position;
 treasury indicators which limit the treasury risk and activities of the Council;
 prospects for interest rates;
 the borrowing strategy including debt management;
 policy on borrowing in advance of need;
 debt rescheduling;
 the investment strategy;
 investment policy including creditworthiness; and
 the policy on use of external service providers.
These elements cover the requirements of the Local Government Act 2003, the CIPFA
Prudential Code, the Ministry of Housing, Communities and Local Government, [MHCLG]
MRP Guidance, the CIPFA Treasury Management Code and the MHCLG Investment
Guidance.
1.4 Training
The CIPFA Code requires the responsible officer to ensure that councillors with responsibility
for treasury management receive adequate training in treasury management. This especially
applies to councillors responsible for scrutiny. The Audit Committee received a Treasury
Management training session delivered by Link Group on 27 November 2020. Further
training will be arranged as required. The training needs of treasury management officers are
periodically reviewed.
1.5 Treasury management advisors
The Council uses Link Group, Treasury solutions 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 the services of our external service providers. All decisions will be undertaken with
regards to all available information, including, but not solely, our treasury advisers.
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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2 The Capital Prudential Indicators 2020/21 – 2025/26
The Council’s capital expenditure plans are the key driver of treasury management
activity. The output of the capital expenditure plans are reflected in the prudential
indicators, which are designed to assist councillors’ overview and confirm capital
expenditure plans.
2.1 Capital expenditure
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.
Capital Expenditure
£m
General Fund

2019/20
Actual

2020/21
Estimate

2021/22
Estimate

2022/23
Estimate

2023/24
Estimate

2024/25
Estimate

2025/26
Estimate

120.605

101.500

99.607

71.590

31.969

15.403

15.275

7.331

27.839

17.252

-

-

-

-

127.936

129.339

116.859

71.590

31.969

15.403

15.275

43.805
171.741

46.619

64.982

67.823

42.849

32.149

30.977

175.958

181.841

139.413

74.818

47.552

46.252

Commercial Activities /
Non-financial investments *
General Fund Total
HRA
TOTAL

* Commercial activities / non-financial investments relate to areas including capital expenditure on loans to third
parties to deliver on Council service objectives.

The above capital expenditure figures reflect the reviewed 2021/22 Capital Strategy,
which seeks to use effective prioritisation to deliver an affordable capital program by
limiting expenditure and increasing capital receipts to align the capital plans to the
financial context of the Council. This review is ongoing.
The table below summarises the above capital expenditure plans and how these plans
are being financed by capital or revenue resources. Any shortfall of resources results
in a funding borrowing need.
Financing of Capital Expenditure
£m

2019/20
Actual

2020/21
Estimate

2021/22
Estimate

2022/23
Estimate

2023/24
Estimate

2024/25
Estimate

2025/26
Estimate

Capital Receipts
Capital Grants & Contributions
Capital Reserves (MRR)
Revenue Resources

15.874
69.546
25.902
0.467

16.251
48.228
22.325
1.999

12.516
83.663
37.249
6.123

24.086
59.458
43.350
0.275

14.968
20.606
32.105
0.275

7.037
8.839
29.633
0.221

6.474
8.836
30.942
-

59.952

87.155

42.290

12.244

6.864

1.822

0.000

171.741

175.958

181.841

139.413

74.818

47.552

46.252

Capital expenditure to be
financed by borrowing
TOTAL

The net financing need for commercial activities / non-financial investments included in
the above table against expenditure is shown below:
Commercial activities / capital
investments £m
Capital Expenditure
Commercial activity financed by
borrowing
Overall Capital expenditure to
be financed by borrowing
Percentage of total net
financing need %

2019/20
Actual

2020/21
Estimate

2021/22
Estimate

2022/23
Estimate

2023/24
Estimate

2024/25
Estimate

2025/26
Estimate

7.331

27.839

17.252

-

-

-

-

7.331

27.839

17.252

-

-

-

-

59.952

87.155

42.290

12.244

6.864

1.822

0.000

12%

32%

41%

0%

0%

0%

0%

The table above shows in 2021/22 that 41% of the overall capital expenditure financed by
borrowing is forecast to be for commercial/non-financial investments. These mainly relate
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to loans to 3rd parties, primarily for housing needs, to achieve priority service objectives of
the Council. Commercial activity in the above table has been reviewed to ensure it
remains supportable expenditure in line with HM Treasury’s revised PWLB lending
arrangements.
2.2 The Council’s borrowing need (the Capital Financing Requirement)
The second prudential indicator is the Council’s Capital Financing Requirement (CFR).
The CFR is simply the total historic outstanding capital expenditure which has not yet
been paid for from either revenue or capital resources. It is essentially a measure of the
Council’s indebtedness i.e. the underlying borrowing need. Any capital expenditure
above, which has not immediately been paid for through a revenue or capital resource,
will increase the CFR.
The CFR does not increase indefinitely, as the minimum revenue provision (MRP) is a
statutory annual revenue charge, which broadly reduces the indebtedness in line with
each assets life, and so charges the economic consumption of capital assets as they are
used.
The CFR includes any other long-term liabilities (e.g. PFI schemes, finance leases).
Whilst these increase the CFR, and therefore the Council’s borrowing requirement, these
types of scheme include a borrowing facility by the PFI/lease provider and so the Council
is not required to separately borrow for these schemes. The Council has £181.8m of
such schemes within the CFR as at 31 March 2021.
The CFR projections are shown below:
2019/20

2020/21

2021/22

2022/23

2023/24

2024/25

2025/26

Actual

Estimate

Estimate

Estimate

Estimate

Estimate

Estimate

1,089.445

1,119.085

1,101.154

1,053.515

1,000.481

941.006

885.114

CFR – HRA

292.530

304.360

314.049

319.050

319.865

315.466

309.200

Total CFR

1,381.975

1,423.445

1,415.203

1,372.565

1,320.346

1,256.472

1,194.314

41.470

(8.243)

(42.638)

(52.219)

(63.874)

(62.158)

42.290

12.244

6.864

1.822

0.000

50.533

54.882

59.083

65.696

62.158

(8.243)

(42.638)

(52.219)

(63.874)

(62.158)

Capital Financing Requirement (£m)
CFR – General Fund

Movement in CFR

Movement in CFR represented by (£m)
Net financing need for the
59.952
87.155
year (above)
Less MRP/VRP and other
45.685
financing movements
Movement in CFR
41.470

Note: the MRP / VRP will include PFI / finance lease annual principal payments and a known
increase of £4.7m in MRP from 2023/24 as part of a previous decision to change the MRP Policy.

The recent review of the capital programme and the 2021/22 Capital Strategy support the
objectives in the Council’s recovery & improvement plans including limiting expenditure
financed by borrowing and increase capital receipts to reduce the Council’s forecast
requirement to borrow. This has resulted in a reduction in debt levels and will support
achieving long-term financial stability. There is a forecast £188m overall reduction in the
Council’s requirement to borrow, known as the CFR, from 2020/21 to 2025/26 which is
the sum of the ‘Movement in CFR’ in the table above and reflects decisions made to date
towards the debt reduction objectives within the Debt Policy shown in section 3.4.
A key aspect of the regulatory and professional guidance is that elected councillors are
aware of the size and scope of any commercial activity in relation to the Council’s overall
financial position. The capital expenditure figures shown in 2.1 and the details above
Page 14
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demonstrate the scope of this activity and the scale proportionate to the Council’s
remaining activity.
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3 Borrowing
The capital expenditure plans set out in Section 2 provide details of the service activity of the
Council. The treasury management function ensures that the Council’s cash is organised in
accordance with the relevant professional codes, so that sufficient cash is available to meet
this service activity and the Council’s Capital Strategy. This will involve both the organisation
of the cash flow and, where capital plans require, the organisation of appropriate borrowing
facilities. The Treasury Management Strategy covers the relevant treasury / prudential
indicators, the current and projected debt positions and the annual investment strategy.
3.1 Current portfolio position
The overall treasury management portfolio as at 31 March 2020 and for the position as at 31
December 2020 are shown below for both borrowing and investments.

Treasury Portfolio
actual
31.3.20
£m
20.000
35.000
0
74.000
129.000

actual
31.3.20
%
16%
27%
0%
57%
100%

current
31.12.20
£m
20.000
65.000
0
36.600
121.600

current
31.12.20
%
16%
53%
0%
30%
100%

Treasury external borrowing
local authorities
PWLB
market loans inc LOBOs
other
Total external borrowing

132.500
892.773
49.000
0.236
1,074.509

12%
83%
5%
0%
100%

30.000
876.039
49.000
0.234
955.273

3%
92%
5%
0%
100%

Net treasury investments / (borrowing)

(945.509)

Treasury investments
banks
local authorities
DMADF (H.M.Treasury)
money market funds
Total treasury investments

(833.673)

The Council’s forward projections for borrowing are summarised below. The table shows the
actual external debt, against the underlying capital borrowing need, (the Capital Financing
Requirement - CFR), highlighting any over or under borrowing.
It should be noted that the forecast under borrowing position is supported by the Council
balance sheet i.e. reserves and working capital balances, as these balances reduce further
borrowing will be required and additional costs of financing will be incurred. This should be
seen in context of the Council’s overall budget position and current level of budget flexibility.
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£m

2019/20

2020/21

2021/22

2022/23

2023/24

2024/25

2025/26

Actual

Estimate

Estimate

Estimate

Estimate

Estimate

Estimate

External Debt at 1 April

953.2

1,074.5

981.6

992.0

988.2

956.8

929.4

Expected change in Debt

121.3

(92.9)

10.4

(3.8)

(31.4)

(27.4)

(18.9)

Other long-term liabilities inc PFI

201.0

191.4

181.8

170.7

158.7

146.7

133.9

Expected change in OLTL *
Gross debt at 31 March

(9.6)
1,265.9

(9.6)
1,163.4

(11.1)
1,162.7

(12.0)
1,146.9

(12.0)
1,103.5

(12.8)
1,063.2

(13.6)
1,030.7

Capital Financing
Requirement (CFR)

1,382.0

1,423.4

1,415.2

1,372.6

1,320.3

1,256.5

1,194.3

116.1

260.1

252.5

225.6

216.9

193.2

163.6

Under / (over) borrowing

* (OLTL) – Other Long Term Liabilities

Within the range of prudential indicators there are a number of key indicators to ensure
that the Council operates its activities within well-defined limits. One of these is that the
Council needs to ensure that its gross debt does not, except in the short term, exceed the
total of the CFR in the preceding year plus the estimates of any additional CFR for 2021/22
and the following two financial years.
The Council complied with this prudential indicator in the current year and expects to
remain compliant against the future estimates below. This view takes into account
current commitments, existing plans, and the proposals in this report and the Capital
Strategy for 2021/22.
3.2 Treasury Indicators: limits to borrowing activity
The operational boundary. 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 and the ability to fund underborrowing by other cash resources.
£m
Operational boundary

2020/21
Estimate

2021/22
Estimate

2022/23
Estimate

2023/24
Estimate

2024/25
Estimate

2025/26
Estimate

1,423.4

1,415.2

1,372.6

1,320.3

1,256.5

1,194.3

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

£m
Authorised limit

2020/21
Estimate
1,453.4

2021/22
Estimate
1,445.2

2022/23
Estimate
1,402.6

2023/24
Estimate
1,350.3

2024/25
Estimate
1,286.5

2025/26
Estimate
1,224.3

Abolition of HRA debt cap. Separately, the Council was also limited to a maximum
HRA CFR through the HRA self-financing regime. (*) In October 2018 Prime Minister
Theresa May announced a policy change of abolition of the HRA debt cap.
Any new HRA borrowing should be compliant with the Prudential Code i.e. prudent,
affordable, sustainable and in proportion with the available resources. The Council’s
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plans are reflected in the housing sections of the Capital Strategy, which is again limiting
future capital expenditure financed by borrowing in line with the objectives in the
Council’s Recovery & Improvement Plan.
The planned HRA borrowing is shown below against the now abolished debt cap:

HRA Debt Indicator £m

2019/20
Actual

2020/21
Estimate

2021/22
Estimate

2022/23
Estimate

2023/24
Estimate

2024/25
Estimate

2025/26
Estimate

HRA debt cap (abolished)

319.8

319.8

319.8

319.8

319.8

319.8

319.8

HRA CFR

292.5

304.4

314.0

319.0

319.9

315.5

309.2

Difference to notional cap

27.3

15.4

5.8

0.8

(0.1)

4.3

10.6

The upper limit on variable interest rate exposure. – This is a local indicator to control the
Council’s exposure to interest rate risk including LOBO loans with a call option in the next 12
months. The upper limits on variable rate interest rate exposures, expressed as the amount of
principal borrowed for the next five financial years. A high level of variable rate debt presents
a risk from increases in interest rates. This figure represents the maximum permitted
exposure to such debt.
£m
Variable rate debt

2020/21
Estimate
300.0

2021/22
Estimate
300.0

2022/23
Estimate
300.0

2023/24
Estimate
300.0

2024/25
Estimate
300.0

2025/26
Estimate
300.0

The level of variable rate debt as at 31 December 2020 was £75.1m.
Debt limits against the CFR: - The following table and graph discloses how the indicators on
the limits to borrowing compare to actual external debt and the forecast capital financing
requirement (CFR). The difference between the CFR and the forecast external debt
represents the level of under borrowing expected over the forecast period which is cost
efficient, but does increase the Council’s exposure to interest rates.

Capital Financing Requirement (including PFI and finance leases)

HRA CFR
General Fund CFR
Total CFR
External Borrowing
Other long term liabilities
Total Debt
Authorised Limit

Actual
2019/20
£m
292.5
1,089.4
1,382.0
1,074.5
191.4
1,265.9
1,482.7

Est
2020/21
£m
304.4
1,119.1
1,423.4
981.6
181.8
1,163.4
1,453.4

Est
2021/22
£m
314.0
1,101.2
1,415.2
992.0
170.7
1,162.7
1,445.2

Est
2022/23
£m
319.0
1,053.5
1,372.6
988.2
158.7
1,146.9
1,402.6

Est
2023/24
£m
319.9
1,000.5
1,320.3
956.8
146.7
1,103.5
1,350.3

Est
2024/25
£m
315.5
941.0
1,256.5
929.4
133.9
1,063.2
1,286.5

Est
2025/26
£m
309.2
885.1
1,194.3
910.4
120.3
1,030.7
1,224.3

Operational Boundary

1,452.7

1,423.4

1,415.2

1,372.6

1,320.3

1,256.5

1,194.3
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3.3 Prospects for interest rates
The Council has appointed Link Group as its treasury advisor and part of their service is to
assist the Council to formulate a view on interest rates. Link provided the following forecasts,
however, following the conclusion of the review of PWLB margins over gilt yields on 25
November 2020, all forecasts are now based on gilt yields plus 80bps:. The Interest rate
forecast below should be considered alongside the detailed economic background and
forecast commentary provided in section 5.4.

The above forecasts for 3-12 month average earnings previously had been referenced to
the London Inter-bank Offered Rates (LIBOR), however LIBOR is likely to be replaced
during 2021, when full financial market agreement is reached. The replacement is likely
to be linked to the Sterling Overnight Index Average (SONIA). Updates on this issue will
be reported within the next planned treasury management update report to councillors.
Investment and borrowing rates
 Investment returns are likely to remain low during the whole forecast period due to the

huge level of damage done to the UK and economies around the world since the
outbreak of the coronavirus. In response the Bank of England took emergency action
in March to cut Bank Rate to first 0.25%, and then to 0.10%. The Bank Rate has since
been left unchanged, although some forecasters had suggested that a cut into negative
territory could happen.


Borrowing interest rates were already been on a generally falling trend up until the
coronavirus crisis hit western economies during March 2020. Since then gilts have
fallen further to historically low levels and as the Bank of England increased its
quantitative easing operations and gilt yields up to 6 years duration were negative
during most of the first half of 2020/21.



On 25 November 2020, the Chancellor announced the conclusion to the review of
margins over gilt yields for PWLB rates; the standard and certainty margins were
reduced by 1% but a prohibition was introduced to deny access to borrowing from the
PWLB for any local authority which had purchase of assets for yield in its three year
capital programme. The new margins over gilt yields are as follows: -.






PWLB Standard Rate is gilt plus 100 basis points (G+100bps)
PWLB Certainty Rate is gilt plus 80 basis points (G+80bps)
PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps)
PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps)
Local Infrastructure Rate is gilt plus 60bps (G+60bps)
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Borrowing for capital expenditure. As Link’s long-term forecast for Bank Rate is 2.00%,
and all PWLB rates are under 2.00%, there is now value in borrowing from the PWLB
for all types of capital expenditure for all maturity periods, especially as current rates are
at historic lows. However, greater value can be obtained in borrowing for shorter
maturity periods to reduce total interest costs, although longer-term borrowing could be
undertaken for the purpose of cost certainty.



The cost of carry (the difference between higher borrowing costs and lower investment
returns) will be considered alongside the mitigation of interest rate risk on any new long
or medium-term borrowing decision that cause a temporary increase in cash balances
as this position will, most likely, incur a revenue cost.

3.4

Borrowing strategy including debt management

The Council’s policy on borrowing is to limit planned expenditure financed by borrowing and
to seek to reduce the level of debt held by the Council in line with the objectives in the
published Recovery & Improvement Plan 2021-2024.
The Capital Strategy includes the Voluntary Debt Reduction Policy Statement (Appendix
B) including a debt policy in respect of new capital expenditure. The debt policy section
is shown below:
 2020/21 - To minimise spend and borrowing subject to pre-existing capital
commitments and expenditure already incurred within 2020/21. The capital
Programme has been reviewed and a number of schemes been removed or
rephrased. This review concluded in February 2021 and c.£14.7m of General Fund
schemes were de-committed and a further £19.4m of Public Sector Housing
schemes were removed.
 2021/22 - To restrict new borrowing to the level of the annual debt being repaid.
(i.e. New borrowing no greater than the MRP repaid). The Capital Programme has
been reduced to existing commitments.
 2022/23 - 2024/25 - Nil new borrowing throughout the period. This applies both to
general fund and public sector housing debt – the latter managed on a cumulative
basis over the period.
Nothing in this policy shall prevent the Council from exercising normal day to day
management of its borrowings through Treasury Management activities and/or the use of
internal borrowing.
Objectives: The Council’s chief objective when borrowing money is to strike an appropriately
low risk balance between securing low interest costs and achieving cost certainty over the
period for which funds are required. The flexibility to renegotiate loans should the Council’s
long-term plans change is a secondary objective.
The Council is currently maintaining an under-borrowed position. This means that the capital
borrowing need (the Capital Financing Requirement), has not been fully funded with loan debt
as cash supporting the Council’s reserves, balances and cash flow has been used as a
temporary measure. This strategy is prudent as investment returns are low and counterparty
risk is still an issue that needs to be considered.
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Against this background and the risks within the economic forecast, caution will be adopted
with the 2021/22 treasury operations. Interest rates are closely monitored in financial markets
and a pragmatic approach to changing circumstances will be taken:


if it was felt that there was a significant risk of a much sharper RISE in borrowing rates
than that currently forecast, perhaps arising from an acceleration in the rate of
increase in central rates in the USA and UK, an increase in world economic activity, or
a sudden increase in inflation risks, then the portfolio position will be re-appraised.
Most likely, fixed rate funding will be drawn whilst interest rates are lower than they are
projected to be in the next few years.

The current central case forecast shows short-term interest rates remaining very low for the
whole forecast period and very limited increases in longer-term PWLB interest rates. On this
basis, the Council will look to fully utilise the available under-borrowed position and
supplement with short-term loans at very low interest rates whilst retaining some flexibility to
take fixed rate funding to reduce the overall interest rate exposure if appropriate.
The Councils longer-term requirement for borrowing, known as the CFR will be a key
consideration when taking on new or replacement borrowing, the shorter periods are likely to
be more appropriate. Where cash flow requirements permit some debt upon maturity will be
repaid without replacement to bring the overall level of debt down and reducing the Council’s
cost of financing.
However, to manage interest rate risk this strategy includes the option to pre-fund future
years’ borrowing requirements including maturing loans or to reduce the level of internal
borrowing providing this does not exceed the authorised limit for borrowing.
Any borrowing will be subject to the Council’s borrowing limits, maturity limits and the limits on
the exposure to variable interest rates shown in section 3.2 to comply with the Prudential
Indicators in section 5, and will be reported to the Executive Board and Audit Committee at
the next available opportunity following its action.
Sources: The approved sources of long-term and short-term borrowing are:
•

Public Works Loan Board (PWLB) and its successor body

•

any institution approved for investments (see below)

•

any other bank or building society authorised to operate in the UK

•

UK public and private sector pension funds (except Nottinghamshire County
Council Pension Fund)

•

Insurance and Assurance companies

•

capital market bond investors

•

UK Municipal Bonds Agency plc and other special purpose companies created to
enable local authority bond issues

In addition, capital finance may be raised by the following methods that are not borrowing, but
may be classed as other debt liabilities:
•

operating and finance leases
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•

hire purchase

•

Private Finance Initiative

•

sale and leaseback

3.5 Policy on borrowing in advance of need
Government investment guidance expects local authorities to have a policy for borrowing in
advance of need, in part because of the credit risk of investing the surplus cash. The
Council’s policy is to borrow to meet its forecast Capital Financing Requirement (CFR),
including an allowance (currently £30m) for liquidity risks. The Council will only borrow in
advance of need where there is a clear business case for doing so and will only do so for the
forecast capital programme, to replace maturing loans, or to meet other expected cash flows.
3.6 Debt rescheduling
The PWLB allows authorities to repay loans before maturity and either pay a premium or
receive a discount according to a set formula based on current interest rates. Other
lenders may also be prepared to negotiate premature redemption terms. The Council
may take advantage of this and replace some loans with new loans, or repay loans
without replacement, where this is expected to lead to an overall cost saving or a
reduction in risk.
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 treasury strategy;
• enhance the balance of the portfolio (amend the maturity profile).
All rescheduling will be reported to the Executive Board and Audit Committee, at the
earliest meeting following its action.
3.7 New financial institutions as a source of borrowing and / or types of borrowing
Currently the PWLB Certainty Rate is set at gilts + 80 basis points for both HRA and NonHRA borrowing. However, consideration may still need to be given to sourcing funding
from the following sources for the following reasons:
•
•
•

Local authorities (primarily shorter dated maturities out to 3 years or so – still
cheaper than the Certainty Rate)
Financial institutions (primarily insurance companies and pension funds but
also some banks, out of forward dates where the objective is to avoid a “cost
of carry” or to achieve refinancing certainty over the next few years)
Municipal Bonds Agency (possibly still a viable alternative depending on market
circumstances prevailing at the time)

With support from our treasury management advisors we will keep informed as to the
relative merits of each of these alternative funding sources.
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4 Annual Treasury Investment Strategy
4.1 Treasury Investment policy – management of risk
The MHCLG and CIPFA have extended the meaning of ‘investments’ to include both financial
and non-financial investments. This report deals solely with financial investments, (as
managed by the treasury management team). Non-financial investments, essentially the
purchase of income yielding assets, are covered in the Capital Strategy, (a separate report).
The Council’s investment policy has regard to the following:  MHCLG’s Guidance on Local Government Investments (“the Guidance”)
 CIPFA Treasury Management in Public Services Code of Practice and Cross
Sectoral Guidance Notes 2017 (“the Code”)
 CIPFA Treasury Management Guidance Notes 2018
The Council’s investment priorities will be security first, portfolio liquidity second and then
yield, (return).
The above guidance from the MHCLG and CIPFA place a high priority on the management of
risk. This authority has adopted a prudent approach to managing risk and defines its risk
appetite by the following means: 1. Minimum acceptable credit criteria are applied in order to generate a list of highly
creditworthy counterparties. This also enables diversification and thus avoidance
of concentration risk. The key ratings used to monitor counterparties are the longterm ratings.
2. Other information: ratings will not be the sole determinant of the quality of an
institution; it is important to continually assess and monitor the financial sector on
both a micro and macro basis and in relation to the economic and political
environments in which institutions operate. The assessment will also take account
of information that reflects the opinion of the markets. To achieve this
consideration the Council will engage with its advisors to maintain a monitor on
market pricing such as “credit default swaps” and overlay that information on top
of the credit ratings.
3. Other information sources used will include the financial press, share price and
other such information pertaining to the financial sector in order to establish the
most robust scrutiny process on the suitability of potential investment
counterparties.
4. This Council has defined the list of types of investment instruments that the
treasury management team are authorised to use. There are two categories
‘specified’ and ‘non-specified’ investments.




Specified investments are those with a high level of credit quality and
subject to a maturity limit of one year or have less than a year left to run to
maturity if originally they were originally classified as being non-specified
investments solely due to the maturity period exceeding one year.
Non-specified investments are those with less high credit quality, may be
for periods in excess of one year, and/or are more complex instruments
which require greater consideration by councillors and officers before being
authorised for use.
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5. Non-specified investments limit. The Council has determined that it will limit the
maximum total exposure to non-specified investments (see table 2 in section 4.4).
6. Approved Counterparties and limits, (amounts and maturity), for each type of
counterparty will be set through applying the matrix table 1 in section 4.4.
7. Investment limits are set for each type of investment in table 3 in section 4.5.
8. This authority will set a limit for the amount of its investments which are invested
for longer than 365 days, shown in table 4 in section 4.6.
9. Investments will only be placed with counterparties from countries with a specified
minimum sovereign rating, (see section 4.4 – specified investments).
10. This authority has engaged external consultants, to provide expert advice on
how to optimise an appropriate balance of security, liquidity and yield, given the
risk appetite of this authority in the context of the expected level of cash balances
and need for liquidity throughout the year.
11. All investments will be denominated in sterling.
12. As a result of the change in accounting standards for 2020/21 under IFRS 9, this
authority will consider the implications of investment instruments which could
result in an adverse movement in the value of the amount invested and resultant
charges at the end of the year to the General Fund. (In November 2018, the
Ministry of Housing, Communities and Local Government, [MHCLG], concluded a
consultation for a temporary override to allow English local authorities time to
adjust their portfolio of all pooled investments by announcing a statutory override
to delay implementation of IFRS 9 for five years ending 31.3.23.
This authority will also pursue value for money in treasury management and will monitor the
yield from investment income against appropriate benchmarks for investment performance,
(see paragraph 4.7). Regular monitoring of investment performance will be carried out during
the year.
Changes in risk management policy from last year.
The above criteria are unchanged from last year except a minor change to 4, to allow nonspecified investments that are of high credit quality but originally had a >12 month duration to
become specified once their maturity date is < 12 months.
4.2 Investment strategy
Objectives: Both the CIPFA Code and the MHCLG Guidance require the Council to invest its
funds prudently, and to have regard to the security and liquidity of its investments before
seeking the highest rate of return, or yield. The Council’s objective when investing money is
to strike an appropriate balance between risk and return, minimising the risk of incurring
losses from defaults and the risk receiving unsuitably low investment income. For liquidity
purposes investment balances are expected to be maintained above £30m but balances
available for investment are expected to reduce as the under-borrowing capacity is utilised in
the forthcoming year.
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Strategy: Investments will be made with reference to the forecast core cash balances, cash
flow requirements and the outlook for short-term interest rates (i.e. rates for investments up to
12 months). Greater returns are usually obtainable by investing for longer periods. While
cash balances are required in order to manage the ups and downs of the known cash flow
cycle, where cash sums can be identified that could be invested for longer periods, the value
to be obtained from longer term investments will be carefully assessed and considered.


If it is thought that Bank Rate is likely to rise significantly within the time horizon
being considered, then consideration will be given to keeping most investments as
being short term or variable.



Conversely, if it is thought that Bank Rate is likely to fall within that time period,
consideration will be given to locking in higher rates currently obtainable, for
longer periods.

4.3 Investment returns expectations
Bank Rate is unlikely to rise from 0.10% for a considerable period. It is very difficult to say
when it may start rising so it may be best to assume that investment earnings from money
market-related instruments will be sub 0.50% for the foreseeable future.
The suggested budgeted investment earnings rates for returns on investments placed for
periods up to about three months during each financial year are as follows (the long term
forecast is for periods over 10 years in the future):
Average earnings in each year
2020/21
0.10%
2021/22
0.10%
2022/23
0.10%
2023/24
0.10%
2024/25
0.25%
Long term later years
2.00%
The overall balance of risks to economic growth in the UK is probably now skewed to the
upside, but is subject to major uncertainty due to the virus and how quickly successful
vaccines may become available and widely administered to the population. It may also be
affected by the deal the UK agreed as part of Brexit.
There is relatively little UK domestic risk of increases or decreases in Bank Rate and
significant changes in shorter term PWLB rates. The Bank of England has effectively ruled
out the use of negative interest rates in the near term and increases in Bank Rate are likely to
be some years away given the underlying economic expectations. However, it is always
possible that safe haven flows, due to unexpected domestic developments and those in other
major economies, or a return of investor confidence in equities, could impact gilt yields, (and
so PWLB rates), in the UK.
Negative investment rates
While the Bank of England said in August / September 2020 that it is unlikely to introduce a
negative Bank Rate, at least in the next 6 -12 months, and in November omitted any mention
of negative rates in the minutes of the meeting of the Monetary Policy Committee, some
deposit accounts are already offering negative rates for shorter periods. As part of the
response to the pandemic and lockdown, the Bank and the Government have provided
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financial markets and businesses with plentiful access to credit, either directly or through
commercial banks. In addition, the Government has provided large sums of grants to local
authorities to help deal with the COVID crisis; this has caused some local authorities to have
sudden large increases in cash balances searching for an investment home, some of which
was only very short term until those sums were able to be passed on.
As for money market funds (MMFs), yields have continued to drift lower. Fund managers
have already resorted to trimming fee levels to ensure that net yields for investors remain in
positive territory where possible and practical. Investor cash flow uncertainty, and the need to
maintain liquidity in these unprecedented times, has meant there is a surplus of money in the
very short end of the market. This has seen a number of market operators, now including the
DMADF, offer nil or negative rates for very short term maturities. This is not universal, and
some MMFs are still offering a marginally positive return, as are a number of financial
institutions for investments at the very short end of the yield curve.
Inter-local authority lending and borrowing rates have also declined due to the surge in the
levels of cash seeking a short-term home at a time when many local authorities are probably
having difficulties over accurately forecasting when disbursements of funds received will
occur or when further large receipts will be received from the Government.
4.4 Approved Counterparties
The Council may invest its surplus funds with any of the counterparty types in table 1
below, subject to the cash limits (per counterparty) and the time limits shown.
Table 1: Approved Investment Counterparties and Limits
Banks
Banks
Credit Rating
Government
Unsecured
Secured
£ Unlimited
UK Govt
n/a
n/a
50 years
£10m
£10m
£10m
AAA
5 years
20 years
50 years
£10m
£10m
£10m
AA+
2 years
10 years
25 years
£10m
£10m
£10m
AA
2 years
5 years
15 years
£10m
£10m
£10m
AA2 years
4 years
10 years
£10m
£10m
£10m
A+
2 years
3 years
5 years
£10m
£10m
£10m
A
13 months
2 years
5 years
£10m
£10m
£10m
A6 months
13 months
5 years
£10m *
None
n/a
n/a
5 years
Money
Market
Funds (AAA or
£10m per fund
equivalent)
Ultra-Short Dated
Bond Funds (AAA
£10m per fund
or equivalent)

* Includes other UK Local Authorities – limit per Authority
This table must be read in conjunction with the notes below:Page 27

22

Lloyds Bank: The Council’s own bank, will be subject to the limits in table 1 for investment
balances, but also accommodate necessary short-term cash management balances within its
bank accounts for periods of up to 4 days with no maximum sum.
Credit Rating: Investment limits are set by reference to the lowest published long-term credit
rating from Fitch, Moody’s or Standard & Poor’s. Where available, the credit rating relevant to
the specific investment or class of investment is used, otherwise the counterparty credit rating
is used. However, investment decisions are not made solely based on credit ratings, and all
other relevant factors including external advice will be taken into account.
Banks Unsecured: Accounts, deposits, certificates of deposit and senior unsecured bonds
with banks and building societies, other than multilateral development banks. These
investments are subject to the risk of credit loss via a bail-in should the regulator determine
that the bank is failing or likely to fail.
Banks Secured: Covered bonds, reverse repurchase agreements and other collateralised
arrangements with banks and building societies. These investments are secured on the
bank’s assets, which limits the potential losses in the unlikely event of insolvency, and means
that they are exempt from bail-in. Where there is no investment specific credit rating, but the
collateral upon which the investment is secured has a credit rating, the highest of the
collateral credit rating and the counterparty credit rating will be used to determine cash and
time limits. The combined secured and unsecured investments in any one bank will not
exceed the cash limit for secured investments.
Government: Loans, bonds and bills issued or guaranteed by national governments, regional
and local authorities and multilateral development banks. These investments are not subject
to bail-in, and there is an insignificant risk of insolvency. Investments with the UK Central
Government may be made in unlimited amounts for up to 50 years.
Money Market Funds: A highly rated, highly diversified pooled investment vehicle whose
assets mainly comprise of short-term instruments. The Money Market Fund definition and
limit includes Cash and Cash-plus funds both are highly regulated and have to operate within
minimum credit quality and diversification requirements as set out by rating agencies to
maintain an AAA money market fund rating. These are used as an alternative to short term
deposits and instant access bank accounts.
Ultra-Short Dated Bond Funds: A pooled fund designed to produce an enhanced return
over and above a Money Market Fund. The fund manager may use different counterparties
and instruments as well as longer dated investments to offer enhanced returns over the
longer term, but are more volatile in the short term. These allow diversification into asset
classes other than cash without the need to own and manage the underlying investments.
Because these funds have no defined maturity date, but offer withdrawal after a notice period,
their performance and continued suitability will be monitored regularly. Funds will only be
considered if they have an AAA bond fund credit rating.
Risk Assessment and Credit Ratings:
Credit ratings are obtained and monitored by the Council’s treasury advisers, who will notify
changes in ratings as they occur. Where an entity has its credit rating downgraded so that it
fails to meet the approved investment criteria then:
•
no new investments will be made,
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•

any existing investments that can be recalled or sold at no cost will be, and full
consideration will be given to the recall or sale of all other existing investments with
the affected counterparty.

Where a credit rating agency announces that a credit rating is on review for possible
downgrade (also known as “rating watch negative” or “credit watch negative”) so that it may
fall below the approved rating criteria, then only investments that can be withdrawn on the
next working day will be made with that organisation until the outcome of the review is
announced. This policy will not apply to negative outlooks, which indicate a long-term
direction of travel rather than an imminent change of rating.
Specified Investments: The MHCLG Guidance defines specified investments as those:
•
denominated in pound sterling,
•
due to be repaid within 12 months,
•
not defined as capital expenditure by legislation, and
•
invested with one of:
o the UK Government,
o a UK local authority, parish council or community council, or
o a body or investment scheme of “high credit quality”.
The Council defines “high credit quality” organisations and securities as those having a credit
rating of A- or higher that are domiciled in the UK or a foreign country with a sovereign rating
of AA+ or higher. For money market funds and other pooled funds “high credit quality” is
defined as those having a credit rating of AAA from at least one of the main credit rating
agencies.
Non-specified Investments: Any investment not meeting the definition of a specified
investment is classed as non-specified. The Council does not intend to make any financial
investments (treasury management investments) denominated in foreign currencies, nor any
that are defined as capital expenditure by legislation, such as company shares. Nonspecified treasury investments will therefore be limited to long-term investments, i.e. those
that are due to mature in 12 months or longer. The limits for non-specified investments are
shown in table 2 below.

Table 2: Non-Specified Investment Limit
Unsecured Bank Investments > 365 days *
Secured Bank Investments > 365 days *
Government Investments > 365 days (inc Local Authorities)
*
Total non-specified investments

Cash limit
£0m
£40m
£100m
£100m

* The table above shows the non-specified investment limits by the investment type.
The investment limits in Table 1 & 3 also apply.

4.5 Investment Limits
In order to limit the amount of available reserves put at risk in the case of a single default,
the maximum that will be lent unsecured to any one organisation (other than the UK
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Government) will be £10 million. A group of banks under the same ownership will be
treated as a single organisation for limit purposes. Limits will also be placed on fund
managers, investments in brokers’ nominee accounts, foreign countries and industry
sectors as below. Investments in pooled funds and multilateral development banks do
not count against the limit for any single foreign country, since the risk is diversified over
many countries.
Table 3: Investment Limits
Any single organisation, except the UK Central
Government
UK Central Government
Any group of organisations under the same
ownership
Any group of pooled funds under the same
management
Negotiable instruments held in a broker’s nominee
account
Foreign countries
Money Market Funds (AAA or equivalent *)
Ultra-short dated bond funds (AAA or equivalent *)

Cash limit
£10m each
Unlimited
£10m per group
£20m per manager
£50m per broker
£20m per country
£80m in total
£20m in total

* Money market fund “fund” ratings are different to individual counterparty ratings,
coming under either specific “MMF” or “Bond Fund” rating criteria.
4.6 Investment treasury indicator and limit
Total principal funds invested for greater than 365 days. These limits are set with regard to
the Council’s liquidity requirements and to reduce the need for early sale of an investment,
and are based on the availability of funds after each year-end including the flexibility to
accelerate borrowing to manage interest rate risk as detailed in section 3.4.
Table 4: Upper limit for principal sums invested for longer than 365 days
£m
2021/22
2022/23
2023/24
Principal sums invested for
£100m
£100m
£100m
longer than 365 days
Current investments as at
£10m
£0m
£0m
31.12.20 in excess of 1
year maturing in each year
4.7 Investment risk benchmarking
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. Benchmarks will be reported
against, in the mid-year or Annual Report.
Liquidity – in respect of this area the Council seeks to maintain:
• Bank overdraft - £0m
 Liquid short term deposits of at least £30m available with a week’s notice.
Yield - local measures of yield benchmarks are:
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Investments – returns above the 7 day LIBID rate

The Council is appreciative that the provision of LIBOR and associated LIBID rates is
expected to cease at the end of 2021. It will work with its advisors in determining suitable
replacement investment benchmark(s) ahead of this cessation and will report back to
councillors accordingly.
4.8 Other Items
There are a number of additional items that the Council is obliged by CIPFA or MHCLG to
include in its Treasury Management Strategy.
4.8.1 Liquidity Management:
The Council uses purpose-built cash flow forecasting software to determine the maximum
period for which funds may prudently be committed. The forecast is compiled on a prudent
basis, with receipts under-estimated and payments over-estimated to minimise the risk of the
Council being forced to borrow on unfavourable terms to meet its financial commitments.
4.8.2 Policy on Use of Financial Derivatives:
Local authorities have previously made use of financial derivatives embedded into loans and
investments both to reduce interest rate risk (e.g. interest rate collars and forward deals) and
to reduce costs or increase income at the expense of greater risk (e.g. LOBO loans and
callable deposits). The general power of competence in Section 1 of the Localism Act 2011
removes much of the uncertainty over local authorities’ use of standalone financial derivatives
(i.e. those that are not embedded into a loan or investment).
The Council will only use standalone financial derivatives (such as swaps, forwards, futures
and options) where they can be clearly demonstrated to reduce the overall level of the
financial risks that the Council is exposed to. Additional risks presented, such as credit
exposure to derivative counterparties, will be taken into account when determining the overall
level of risk. Embedded derivatives, including those present in pooled funds and forward
starting transactions, will not be subject to this policy, although the risks they present will be
managed in line with the overall treasury risk management strategy.
Financial derivative transactions may be arranged with any organisation that meets the
approved investment criteria. The current value of any amount due from a derivative
counterparty will count against the counterparty credit limit and the relevant foreign country
limit.
4.8.3 Policy on Apportioning Interest to the HRA:
On 1st April 2012, the Council notionally split each of its existing long-term loans into General
Fund and HRA pools. In the future, new long-term loans borrowed will be assigned in their
entirety to one pool or the other. Interest payable and other costs/income arising from longterm loans (e.g. premiums and discounts on early redemption) will be charged/ credited to the
respective revenue account. Differences between the value of the HRA loans pool and the
HRA’s underlying need to borrow (adjusted for HRA balance sheet resources available for
investment) will result in a notional cash balance which may be positive or negative. This
balance will be measured and interest transferred between the General Fund and HRA at the
average 3 month UK Government Treasury Bill interest rate to reflect a credit risk free return.
4.8.4 Policy on Council Subsidiary Deposit Facility:
The Council has a number of subsidiary companies within the group organisation, as such
the it may provide a safe haven deposit facility for surplus cash balances held by these
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companies. These funds are available on request subject to minimum notice period and
balances would attract interest at a rate agreed at the time of the request.

4.8.5 Management of treasury risk:
Risk management plays a fundamental role in treasury activities, due to the value and nature
of transactions involved. Details of the specific risks identified in respect of treasury
management within the Council are adopted to form a Risk Management Action Plan. This
Plan is reviewed at regular intervals at meetings of the Treasury Management Panel and an
overview is reported to Audit Committee as part of the Treasury Management reporting.
4.8.6 Proposed changes to the CIPFA Treasury Management Code and Prudential
Code:
CIPFA have released proposed changes to the current Treasury Management Code and
Prudential Code. Both sets of proposed changes are in a consultation period due to close on
12th April 2021, with a planned publication of the revised guidance expected towards the end
of 2021/22. There will be a requirement to apply the principles from the publication date with
full adoption expected from 2022/23.
The Treasury Management Code key proposals – update to the Treasury management
practices (TMP) TMP10 training requirements; TMP 12 Corporate Governance; TMP13
Environmental, Social and Governance and amendments to Maturity Structure of Borrowing
indicator.
The Prudential Code key proposals – revision to Borrowing in Advance of Need criteria,
including in respect of primarily yield generating investments; inclusion of proportionality in
key capital expenditure objectives; process and governance sections to incorporate further
changes in respect of commercial activity; three new prudential indicators – External Debt to
Net Revenue Stream (NRS), Income from Commercial and Service Investment to NRS,
Liability Benchmark; Proposal to abolish Gross Debt to Capital Financing Requirement
indicator.
The implications of the revised guidance once published will be reported to councillors at the
next opportunity.
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5

5.1

Appendices

The Capital Prudential And Treasury Indicators
The Council’s capital expenditure plans are the key driver of treasury management
activity. The output of the capital expenditure plans is reflected in the prudential
indicators, which are designed to assist councillors’ overview and confirm capital
expenditure plans.

5.1.1 Capital expenditure & the Capital Financing Requirement
See paragraphs 2.1 & 2.2

5.1.2 The Authorised limit for external debt and the operational boundary
The operational boundary. 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 and
the ability to fund under-borrowing by other cash resources.

£m
Operational boundary

2020/21
Estimate

2021/22
Estimate

2022/23
Estimate

2023/24
Estimate

2024/25
Estimate

2025/26
Estimate

1,423.4

1,415.2

1,372.6

1,320.3

1,256.5

1,194.3

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

£m
Authorised limit

2020/21
Estimate
1,453.4

2021/22
Estimate
1,445.2

2022/23
Estimate
1,402.6

2023/24
Estimate
1,350.3

2024/25
Estimate
1,286.5

2025/26
Estimate
1,224.3

5.1.3 Affordability prudential indicators
The previous sections cover the overall capital and control of borrowing prudential
indicators, but 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.
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These indicators reflect decisions on future capital plans and policies detailed in
the Capital & Strategy with the objective to reduce the forecast cost of financing
and support the Council returning to financial and operational stability.
a. Ratio of financing costs to net revenue stream
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.
%

2019/20
Actual

2020/21
Estimate

2021/22
Estimate

2022/23
Estimate

2023/24
Estimate

General Fund

16.66%

17.87%

18.17%

17.36%

17.13%

HRA

13.60%

14.14%

15.29%

15.10%

15.30%

The estimates of financing costs include current commitments and the proposals
in this report. The net revenue stream is shown as the total sum to be raised from
government grants, business rates, council and other taxes (General Fund) and
rent income (HRA). From 1 April 2012, the General fund income figure includes
ring-fenced NET (tram) government grant and revenue raised from the Workplace
Parking Levy.
b. HRA ratios
The first of two local HRA indicators below shows the ratio debt to revenue showing
the sustainability of the debt load over the forecast period.

HRA debt £m

2019/20
Actual
292.530

2020/21
Estimate
304.360

2021/22
Estimate
314.049

2022/23
Estimate
319.050

2023/24
Estimate
319.865

HRA debt cap £m (abolished)

319.784

319.784

319.784

319.784

319.784

HRA revenues £m

103.333

104.989

106.694

107.670

108.601

2.8

2.9

2.9

3.0

2.9

Ratio of debt to revenues %

The second indicator shows the HRA debt per dwelling based on the forecast debt level.
2019/20

2020/21

2021/22

2022/23

2023/24

Actual

Estimate

Estimate

Estimate

Estimate

HRA debt £m

292.530

304.360

314.049

319.050

319.865

Number of HRA dwellings

25,388
11,522

25,280
12,040

25,181
12,472

25,049
12,737

24,906
12,843

Debt per dwelling £'s

5.1.4 Maturity structure of borrowing
Maturity structure of borrowing. These gross limits are set to reduce the Council’s
exposure to large fixed rate sums falling due for refinancing, and are required for
upper and lower limits.
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Maturity structure of fixed interest rate borrowing 2021/22
Lower
Upper
Under 12 months
0%
25%
12 months to 2 years
0%
25%
2 years to 5 years
0%
25%
5 years to 10 years
0%
25%
10 years to 25 years
0%
50%
25 years to 40 years
0%
50%
40 years and above
0%
50%
Please note that the maturity date is deemed to be the next call date.
5.1.5 Control of interest rate exposure
Please see paragraphs 3.2.
The upper limit on variable interest rate exposure. – This is a local indicator to control the
Council’s exposure to interest rate risk including LOBO loans with a call option in the next 12
months. The upper limits on variable rate interest rate exposures, expressed as the amount of
principal borrowed for the next three financial years. A high level of variable rate debt
presents a risk from increases in interest rates. This figure represents the maximum permitted
exposure to such debt.
£m
Variable rate debt

2020/21
Estimate
300.0

2021/22
Estimate
300.0

2022/23
Estimate
300.0

2023/24
Estimate
300.0

2024/25
Estimate
300.0

2025/26
Estimate
300.0

The level of variable rate debt as at 31 December 2020 was £75.1m.
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5.2 Annual Minimum Revenue Provision Statement 2021/22
The Council is required to pay off an element of the accumulated General Fund capital spend
each year (the 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).
MHCLG regulations have been issued which require the Full Council to approve an MRP
Statement in advance of each year.
The following statement only incorporates options recommended in the Guidance as well as
locally determined prudent methods.


For capital expenditure incurred before 2007/08, and for supported capital
expenditure incurred on or after that date, the MRP policy will be to charge an
amount per Schedule A below. This charge is based on the principle of
repaying the outstanding balance as 31 March 2016 over a 50 year period
(2066/67) as per profile approved in 2017/18.



For unsupported capital expenditure incurred after 2007/08, MRP will be
determined by charging the expenditure over the expected useful life of the
relevant assets in equal instalments or as the principal repayment on an
annuity, starting in the year after the asset becomes operational. MRP on
purchases of freehold land will be charged over 50 years. MRP on expenditure
not related to fixed assets but which has been capitalised by regulation or
direction will be charged over 20 years. (Option 3 in the guidance)



For assets acquired by finance leases or the Private Finance Initiative, MRP will
be determined as being equal to the element of the rent or charge that goes to
write down the balance sheet liability.



Where loans are made to other bodies for their capital expenditure, MRP will be
charged to reduce the outstanding debt in line with the principal repayment
profile in the 3rd party agreement.



No MRP will be charged in respect of assets held within the Housing Revenue
Account.



Voluntary MRP may be made at the discretion of the Director of Finance.



Capital receipts maybe voluntarily set-aside to clear debt and replaced with
future prudential borrowing to temporarily reduce the MRP charge. This use of
capital receipts will be at the discretion of the Director of Finance.



MRP Overpayments - A change introduced by the revised MHCLG MRP
Guidance was the allowance that any charges made over the statutory
minimum revenue provision (MRP), voluntary revenue provision or
overpayments, can, if needed, be reclaimed in later years if deemed necessary
or prudent. In order for these sums to be reclaimed for use in the budget, this
policy must disclose the cumulative overpayment made each year. Up until the
31 March 2021 the total VRP overpayments are expected to be £3.259m.
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Capital expenditure incurred during 2021/22 will not be subject to a MRP charge until
2022/23.
Schedule A - MRP profile for outstanding Supported Borrowing
Supported Borrowing is capital expenditure incurred before 2007/08, and for supported
capital expenditure incurred on or after that date.
Year
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

2020/21
2021/22
2022/23
2023/24
2024/25
2025/26
2026/27
2027/28
2028/29
2029/30
2030/31
2031/32
2032/33
2033/34
2034/35
2035/36
2036/37
2037/38
2038/39
2039/40
2040/41
2041/42
2042/43
2043/44
2044/45
2045/46
2046/47
2047/48
2048/49
2049/50
2050/51
2051/52
2052/53
2053/54
2054/55
2055/56
2056/57
2057/58
2058/59
2059/60
2060/61
2061/62
2062/63
2063/64
2064/65
2065/66
2066/67

MRP
Payment

Supported
Borrowing
Balance

76,894

204,733,455

76,894

204,656,561

76,894

204,579,667

76,893

204,502,774

4,755,878

199,746,895

4,755,878

194,991,017

4,755,878

190,235,138

4,755,878

185,479,260

4,755,878

180,723,381

4,755,878

175,967,503

4,755,878

171,211,624

4,755,878

166,455,746

4,755,878

161,699,867

4,755,878

156,943,989

4,755,878

152,188,111

4,755,878

147,432,232

4,755,878

142,676,354

4,755,878

137,920,475

4,755,878

133,164,597

4,755,878

128,408,718

4,755,878

123,652,840

4,755,878

118,896,961

4,755,878

114,141,083

4,755,878

109,385,204

4,755,878

104,629,326

4,755,878

99,873,448

4,755,878

95,117,569

4,755,878

90,361,691

4,755,878

85,605,812

4,755,878

80,849,934

4,755,878

76,094,055

4,755,878

71,338,177

4,755,878

66,582,298

4,755,878

61,826,420

4,755,878

57,070,541

4,755,878

52,314,663

4,755,878

47,558,785

4,755,878

42,802,906

4,755,878

38,047,028

4,755,878

33,291,149

4,755,878

28,535,271

4,755,878

23,779,392

4,755,878

19,023,514

4,755,878

14,267,635

4,755,878

9,511,757

4,755,878

4,755,878

4,755,878

-
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5.3 Nottingham City Council Treasury Management Policy Statement
The following treasury management policy statement is required to be adopted annually
by Full Council as part Treasury Management Strategy.
1 Introduction And Background
1.1
The Council adopts the key recommendations of CIPFA’s Treasury Management
in the Public Services: Code of Practice (the Code), as described in Section 5 of the
Code.
1.2
Accordingly, the Council will create and maintain, as the cornerstones for effective
treasury management:

A treasury management policy statement, stating the policies, objectives
and approach to risk management of its treasury management activities



Suitable treasury management practices (TMPs), setting out the manner in
which the Council will seek to achieve those policies and objectives, and
prescribing how it will manage and control those activities.

1.3
The Council (i.e. Full Council) will receive reports on its treasury management
policies, practices, activities and the annual treasury management strategy in advance of
the year in the form prescribed in its TMPs.
1.4
The Council delegates responsibility for the implementation and monitoring of its
treasury management policies and practices to Executive Board. Executive Board will
receive reports as a minimum, an annual strategy and plan in advance of the year, a midyear review and an annual report after its close, in the form prescribed in its TMPs. The
Council delegates responsibility for the execution and administration of treasury
management decisions to the Chief Financial Officer, who will act in accordance with the
organisation’s policy statement and TMPs and CIPFA’s Standard of Professional Practice
on Treasury Management.
1.5
The Council nominates Audit Committee to be responsible for ensuring effective
scrutiny of the treasury management strategy and policies.
2 Policies And Objectives of Treasury Management Activities
2.1

The Council defines its treasury management activities as:

“The management of the organisation’s investments and cash flows, its banking, money
market and capital market transactions; the effective control of the risks associated with
those activities; and the pursuit of optimum performance consistent with those risks.”
2.2
This Council 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, and any financial instruments
entered into to manage these risks.
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2.3
This Council 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 value for money in treasury management, and to
employing suitable comprehensive performance measurement techniques, within the
context of effective risk management.
2.4
The Council’s borrowing will be affordable, sustainable, prudent and proportionate
with its financial resources and consideration will be given to the management of interest
rate risk and refinancing risk. The source from which the borrowing is taken and the type
of borrowing should allow the Council transparency and control over its debt.
2.5
The Council’s primary objective in relation to financial investments remains the
security of capital. The liquidity or accessibility of the Council’s financial investments
followed by the yield earned on these investments remain important but are secondary
considerations.
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5.4 Economic background and forecast commentary
The Bank of England’s Monetary Policy Committee (MPC) kept Bank Rate and
quantitative easing (QE) unchanged on 4th February. However, it revised its economic
forecasts to take account of a third national lockdown which started on 5 th January,
which is obviously going to delay economic recovery and do further damage to the
economy. Moreover, it had already decided in November to undertake a further
tranche of QE of £150bn, to start in January when the previous programme of £300bn
of QE, announced in March to June 2020, finished. As only about £16bn of the latest
£150bn tranche had been used towards the end of January, it felt that there was
already sufficient provision for QE - which would be made to last to the end of 2021.
This implied that the current rate of purchases of £4.4bn per week would be slowed
during the year.
Although its short-term forecasts were cut for 2021, the medium-term forecasts were
more optimistic than in November, based on an assumption that the current lockdown
will be gradually eased after Q1 as vaccines are gradually rolled out and life can then
start to go back to some sort of normality. The Bank’s main assumptions were:














The economy would start to recover strongly from Q3 2021.
£125bn of savings made by consumers during the pandemic will give a big boost to
the pace of economic recovery once lockdown restrictions are eased and consumers
can resume high street shopping, going to pubs and restaurants and taking holidays.
The economy would still recover to reach its pre-pandemic level by Q1 2022 despite
a long lockdown in Q1 2021.
Spare capacity in the economy would be eliminated in Q1 2022.
The Bank also expects there to be excess demand in the economy by Q4 2022.
Unemployment will peak at around 7.5% during late 2021 and then fall to about 4.2%
by the end of 2022. This forecast implies that 0.5m foreign workers will have been
lost from the UK workforce by their returning home.
CPI inflation was forecast to rise quite sharply towards the 2% target in Q1 2021 due
to some temporary factors, (e.g. the reduction in VAT for certain services comes to an
end) and given developments in energy prices. CPI inflation was projected to be close
to 2% in 2022 and 2023.
The Monetary Policy Report acknowledged that there were downside risks to their
forecasts e.g. from virus mutations, will vaccines be fully effective, how soon can
tweaked vaccines be devised and administered to deal with mutations? There are
also issues around achieving herd immunity around the world from this virus so that a
proliferation of mutations does not occur which prolong the time it takes for the global
economy to fully recover.
The Report also mentioned a potential upside risk as an assumption had been made
that consumers would only spend £6bn of their savings of £125bn once restrictions
were eased. However, there is a risk that consumers could spend a lot more and
more quickly.
The Bank of England also removed negative interest rates as a possibility for at
least six months as financial institutions are not ready to implement them. As in six
months’ time the economy should be starting to grow strongly, this effectively means
that negative rates occurring are only a slim possibility in the current downturn.
However, financial institutions have been requested to prepare for them so that, at a
future time, this could be used as a monetary policy tool if deemed appropriate. (Gilt
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yields and PWLB rates jumped upwards after the removal of negative rates as a key
risk in the short-term.)
Prior to 4th February, the MPC’s forward guidance outlined that the sequencing of a
withdrawal of monetary policy support would be that Bank Rate would be increased
first: and only once it had reached a certain level, ‘around 1.5%’, before a start would
be made on winding down the stock of asset purchases made under QE. However,
the MPC decided at the February meeting that this policy should be reviewed as to
whether a start should be made first on winding down QE rather than raising Bank
Rate.
The MPC reiterated its previous guidance that Bank Rate would not rise until inflation
was sustainably above 2%. This means that it will tolerate inflation running above 2%
from time to time to balance out periods during which inflation was below 2%. This is
termed average inflation targeting.

 There are two views in respect of Bank Rate beyond our three-year time horizon:
o The MPC will be keen to raise Bank Rate as soon as possible in order for it to
be a usable tool when the next economic downturn comes along. This is in line
with thinking on Bank Rate over the last 20 years.
o Conversely, that we need to adjust to the new post-pandemic era that we are
now in. In this new era, the shift to average inflation targeting has set a high
bar for raising Bank Rate i.e. only when inflation is demonstrably sustainably
above 2%. In addition, many governments around the world have been
saddled with high levels of debt. When central bank rates are low, and below
the average GDP growth rate, the debt to GDP ratio will gradually fall each
year without having to use fiscal tools such as raising taxes or austerity
programmes, (which would depress economic growth and recovery). This
could therefore result in governments revising the setting of mandates to their
national central banks to allow a higher rate of inflation linked to other
economic targets. This is the Capital Economics view – that Bank Rate will not
rise for the next five years and will probably then struggle to get to 1% within
10 years.


Public borrowing was forecast in November 2020 by the Office for Budget
Responsibility (the OBR) to reach £394bn in the current financial year, the highest
ever peace time deficit and equivalent to 19% of GDP. In normal times, such an
increase in total gilt issuance would lead to a rise in gilt yields, and so PWLB rates.
However, the QE done by the Bank of England has depressed gilt yields to historic
low levels, (as has similarly occurred with QE and debt issued in the US, the EU and
Japan). This means that new UK debt being issued, and this is being done across the
whole yield curve in all maturities, is locking in those historic low levels through until
maturity. In addition, the UK has one of the longest average maturities for its entire
debt portfolio, of any country in the world. Overall, this means that the total interest
bill paid by the Government is manageable despite the huge increase in the total
amount of debt. The OBR was also forecasting that the government will still be
running a budget deficit of £102bn (3.9% of GDP) by 2025/26. However, initial
impressions are that they have taken a pessimistic view of the impact that vaccines
could make in the speed of economic recovery. It is now likely that total borrowing will
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probably reach around £420bn due to further Government support measures
introduced as a result of the third national lockdown.


Overall, the pace of recovery was not expected to be in the form of a rapid V shape,
but a more elongated and prolonged one. The initial recovery was sharp after quarter
1 saw growth at -3.0% followed by -18.8% in quarter 2 and then an upswing of
+16.0% in quarter 3; this still left the economy 8.6% smaller than in Q4 2019. While
the one month second national lockdown that started on 5 th November caused a
further contraction of 5.7% m/m in November, this was much better than had been
feared and showed that the economy is adapting to new ways of working. This left the
economy ‘only’ 8.6% below the pre-crisis level. However, a strong recovery in the
second half of 2021 is likely to mean that the economy recovers to its pre-pandemic
level during Q1 2022.



Brexit. The final agreement of a trade deal on 24.12.20 has eliminated a significant
downside risk for the UK economy. The initial agreement only covers trade so there
is further work to be done on the services sector where temporary equivalence has
been granted in both directions between the UK and EU; that now needs to be
formalised on a permanent basis. As the forecasts in this report were based on an
assumption of a Brexit agreement being reached, there is no need to amend these
forecasts. However, it is evident from problems with trade flows at ports in January
and February, that work needs to be done to smooth out the issues and problems that
have been created by complex customs paperwork to deal with bottle necks currently
being caused.



Fiscal policy. In December, the Chancellor made a series of announcements to
provide further support to the economy:  An extension of the COVID-19 loan schemes from the end of January 2021 to the
end of March.
 The furlough scheme was lengthened from the end of March to the end of April.
 The Budget on 3 March 2021 will lay out the “next phase of the plan to tackle the
virus and protect jobs”. This does not sound like tax rises are imminent, (which
could hold back the speed of economic recovery).



The Financial Policy Committee (FPC) report on 6 August 2020 revised down the
expected credit losses for the banking sector to “somewhat less than £80bn”. It stated
that in its assessment, “banks have buffers of capital more than sufficient to absorb
the losses that are likely to arise under the MPC’s central projection”. The FPC stated
that for real stress in the sector, the economic output would need to be twice as bad
as the MPC’s projection, with unemployment rising to above 15%.

Interest rate forecast
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The balance of risks to the UK
 The overall balance of risks to economic growth in the UK is now probably more to the
upside but is subject to major uncertainty due to the virus - both domestically and its
potential effects worldwide.


There is relatively little domestic risk of increases or decreases in Bank Rate in the
near-term, nor significant changes in shorter-term PWLB rates. The Bank of England
has effectively ruled out the use of negative interest rates anytime soon but increases
in Bank Rate are likely to be some years away given the underlying economic
expectations. However, it is always possible that safe haven flows, due to unexpected
domestic developments and those in other major economies, could impact gilt yields,
(and so PWLB rates).

Downside risks to current forecasts for UK gilt yields and PWLB rates currently
include:








Mutations of the virus render current vaccines ineffective, and tweaked vaccines to
combat these mutations are delayed, resulting in further national lockdowns or severe
regional restrictions.
UK government takes too much action too quickly to raise taxation or introduce
austerity measures that depress demand and the pace of recovery of the economy.
UK - Bank of England takes action too quickly, or too far, 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.
UK / EU trade arrangements – if there was a major impact on trade flows due to
complications with customs paperwork or lack of co-operation in sorting out significant
issues. A resurgence of the Eurozone sovereign debt crisis. The ECB has taken
monetary policy action to support the bonds of EU states, with the positive impact
most likely for “weaker” countries. In addition, the EU agreed a €750bn fiscal support
package. These actions will help shield weaker economic regions for the next two or
three years. However, in the case of Italy, the cost of the virus crisis has added to its
already huge debt mountain and its slow economic growth will leave it vulnerable to
markets returning to taking the view that its level of debt is unsupportable. There
remains a sharp divide between northern EU countries favouring low debt to GDP and
annual balanced budgets and southern countries who want to see jointly issued
Eurobonds to finance economic recovery. This divide could undermine the unity of the
EU in time to come.
Weak capitalisation of some European banks, which could be undermined further
depending on extent of credit losses resultant of the pandemic.
German minority government & general election in 2021. In the German general
election of September 2017, Angela Merkel’s CDU party was left in a vulnerable
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minority position dependent on the fractious support of the SPD party, as a result of
the rise in popularity of the anti-immigration AfD party. Angela Merkel has stepped
down from being the CDU party leader but she will remain as Chancellor until the
general election in 2021. This then leaves a major question mark over who will be the
major guiding hand and driver of EU unity when she steps down.
Other minority EU governments. Italy, Spain, Austria, Sweden, Portugal,
Netherlands, Ireland and Belgium also have vulnerable minority governments
dependent on coalitions which could prove fragile.
Austria, the Czech Republic, Poland and Hungary now form a strongly antiimmigration bloc within the EU, and they had threatened to derail the 7 year EU
budget until a compromise was thrashed out in late 2020. There has also been a rise
in anti-immigration sentiment in Germany and France.
Geopolitical risks, for example in China, Iran or North Korea, but also in Europe and
other Middle Eastern countries, which could lead to increasing safe haven flows.

Upside risks to current forecasts for UK gilt yields and PWLB rates
 UK - a significant rise in inflationary pressures e.g. caused by a stronger than
currently expected recovery in the UK economy after effective vaccines are
administered quickly to the UK population, leading to a rapid resumption of normal life
and return to full economic activity across all sectors of the economy.
 The Bank of England is too slow in its pace and strength of increases in Bank Rate
and, therefore, allows inflationary pressures to build up too strongly within the UK
economy, which then necessitates a rapid series of increases in Bank Rate to stifle
inflation.
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5.5 The Treasury Management Role of the Section 151 Officer
The S151 (responsible) officer


recommending clauses, treasury management policy/practices for approval, reviewing
the same regularly, and monitoring compliance;



submitting regular treasury management policy reports;



submitting budgets and budget variations;



receiving and reviewing management information reports;



reviewing the performance of the treasury management function;



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



ensuring the adequacy of internal audit, and liaising with external audit;



recommending the appointment of external service providers.



preparation of a capital strategy to include capital expenditure, capital financing, nonfinancial investments and treasury management, with a long term timeframe



ensuring that the capital strategy is prudent, sustainable, affordable and prudent in the
long term and provides value for money



ensuring that due diligence has been carried out on all treasury and non-financial
investments and is in accordance with the risk appetite of the authority



ensure that the authority has appropriate legal powers to undertake expenditure on
non-financial assets and their financing



ensuring the proportionality of all investments so that the authority does not undertake
a level of investing which exposes the authority to an excessive level of risk compared
to its financial resources



ensuring that an adequate governance process is in place for the approval, monitoring
and ongoing risk management of all non-financial investments and long term liabilities



provision to councillors of a schedule of all non-treasury investments including material
investments in subsidiaries, joint ventures, loans and financial guarantees



ensuring that councillors are adequately informed and understand the risk exposures
taken on by an authority



ensuring that the authority has adequate expertise, either in house or externally
provided, to carry out the above



creation of Treasury Management Practices which specifically deal with how non
treasury investments will be carried out and managed, to include the following : o Risk management (TMP1 and schedules), including investment and risk
management criteria for any material non-treasury investment portfolios;
o Performance measurement and management (TMP2 and schedules),
including methodology and criteria for assessing the performance and
success of non-treasury investments;
o Decision making, governance and organisation (TMP5 and schedules),
including a statement of the governance requirements for decision making
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in relation to non-treasury investments; and arrangements to ensure that
appropriate professional due diligence is carried out to support decision
making;
o Reporting and management information (TMP6 and schedules), including
where and how often monitoring reports are taken;
o Training and qualifications (TMP10 and schedules), including how the
relevant knowledge and skills in relation to non-treasury investments will be
arranged.
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Nottingham City Council Capital Strategy - 2021/22-2025/26
1.

Introduction

1.1

Purpose of the Capital Strategy
This capital strategy forms the foundation of the Council’s long-term planning and
delivery of its capital investment. It sets the parameters for the capital programme,
which will be updated each year and will help to ensure that capital resources are
used efficiently to achieve the best possible outcomes within constrained budgets.
Local authorities continue to operate in an extremely challenging financial
environment with reduced levels of Government funding since 2010, the effects of
Covid-19 and the uncertainties of Brexit. The severe impacts of the Covid-19
pandemic on the City in 2020/21 will continue to have a financial impact for the
medium term and the Council will need to consider how its business and services will
operate in the future. How capital resources are acquired, deployed, and managed is
a key part of the Council’s strategic response.
The Prudential Code for Capital Finance in Local Authorities (‘the Code’) sets a
framework to ensure that the capital expenditure plans of local authorities are
affordable, prudent, and sustainable. The Code, which is published by the Chartered
Institute of Public Finance and Accountancy (CIPFA), has legislative backing. As part
of the prudential approach the Code requires authorities to have in place a capital
strategy. It says:
‘In order to demonstrate that the authority takes capital expenditure and
investment decisions in line with service objectives and properly takes
account of stewardship, value for money, prudence, sustainability and
affordability, authorities should have in place a capital strategy that sets
out the long-term context in which capital expenditure and investment
decisions are made and gives due consideration to both risk and reward
and impact on the achievement of priority outcomes.’
In addition to the Code, CIPFA has published ‘Capital Strategies and Programming’,
which considers in more detail the practical issues involved in capital planning and
delivery. This strategy has been prepared considering the guidance in both these
publications.
The approval and implementation of this strategy will ensure that:
 Capital investment is targeted towards supporting the Council’s corporate
objectives.
 Capital investment complements revenue spend on services.
 the stewardship of assets is properly considered in capital planning.
 capital investment is prudent, sustainable, affordable and provides value for
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money.
 Members and senior officers have a common understanding of the long-term
context in which investment decisions are made and all the financial risks to
which the Council is exposed.
 capital projects are delivered on time and within budget.
 There is improved transparency at programme level along with a clear
process for member engagement.
 The Council is seen as an exemplar of good practice in its capital planning.
1.2

Local Context
Capital Ambition

Nottingham City Council has taken bold capital investment decisions over the last
decade to improve its neighbourhoods and city centre environment, improve
housing stock, build new libraries, a leisure centre and invest in public spaces.
Nottingham has also invested in commercial properties in order to generate ongoing
revenue returns. But the governance of the programme and particularly the
borrowing implication of investments has not been as transparent as it needs to be,
leaving the City with a high cost of servicing this debt and a high level of financial
risk.
Following the election of a new political leadership in 2019, the Council has
embarked on a series of significant changes to strengthen both the governance and
financial stability of the Council. This has included establishing the Companies
Governance Executive Sub-Committee and launching a Strategic Review of Robin
Hood Energy which has resulted in a decision to transfer customers to an existing
energy supplier and to progress the orderly winding up of the company.
Rapid Non-Statutory Review (NSR) into Nottingham City Council

Following issuance of the Auditor’s PIR, a rapid, non-statutory review at the Council
was conducted. The purpose of the review was to provide assurance on the financial
position of the Council, its governance arrangements and the commercial and
investment issues identified by the Council’s External Auditors.
Key findings of the report include the need for longer term financial planning horizon
to ensure the Council achieves financial sustainability over a 2–3-year recovery phase
and other matters in relation to governance for the Council and its group companies.
Additionally, the report findings identified several risks and themes in relation to the
management of assets, the governance and control of the capital programme and
the high level of borrowing.
The Capital Programme principles have been reviewed and amended and a voluntary
debt reduction policy put in place to support the reduction of debt servicing costs
and ultimately to reduce the Council’s debt.

Page 2

Page 50

Recovery and Improvement Plan 2021 - 2025

The Council has developed a Recovery and Improvement Plan in response to the
findings of the NSR and will be working with the Improvement Board, chaired by Sir
Tony Redmond, to deliver it.
The report acknowledged that a well-managed capital programme, is a critical
contributor to the overall financial recovery of the City Council and recommends a
review of the capital programme which will look to stabilise the current programme
and put it on a sustainable footing for the longer term. Development of an effective
Capital Strategy and a strengthened governance and control framework will support
the Council in achieving this. Implementation of the Plan will be a key priority of the
Council and the Capital Strategy will be an important document to support the
delivery of the plan.
Key activities include:  A full review of the capital programme to remove de-prioritised schemes and
add in future liabilities (for example around EnviroEnergy and the former
Broadmarsh Shopping Centre).
 Revised Debt Management Strategy align with Capital strategy with an aim
paying down debt over time.
 Creating a revised Capital Strategy incorporating a prioritisation process.
 Delivering a strengthened Governance and Control Framework and ensuring
that this is put into practice across the Council.
The Recovery and Improvement Plan was approved at Council on 25 January 2021
and can be found at:
https://committee.nottinghamcity.gov.uk/documents/s114407/Enc.%203%20for%2
0Nottingham%20City%20Council%20Recovery%20and%20Improvement%20Plan.pdf
The implementation of this strategy will assist in the Council meeting its Recovery
and Improvement Plan by ensuring:
 Capital investment is strictly prioritised and meets the Council’s objectives
within a set funding envelope.
 Investment meets the CIPFA criteria of being prudent, sustainable, affordable
and value for money.
 The Council is appropriately responding to the recommendations raised in
the non-statutory review.
 The Capital Programme does not include any schemes that meet HM
Treasury’s definition of debt to yield.
 Capital projects are delivered within budget and in a timely manner.
 Members and Senior Officers have a common understanding of the financial
context the Council is operating in and the capital principles underpinning
capital decisions within the Council.
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1.3

Executive Summary
The capital strategy forms the foundation for the long-term planning of capital
investment based on clear capital investment principles, sound asset management
and effective resource planning.
The Council will deliver its capital programme through effective and coherent
processes for:
 formulating the capital programme with clear criteria to ensure that capital
investment continues to be directed towards meeting corporate objectives.
 approving and amending the capital programme and for scrutinising decisions
relating to capital planning.
 Managing its resources holistically to support spending priorities with regard
to long term sustainability.
The annual cycle for formulating a rolling multi-year capital programme will be
overseen by a new Capital Board. Executive Board will recommend the programme
for approval each year in line with the Medium Term Financial Strategy (MTFS)
approvals process. To successfully deliver the programme, the Council will:
 continue to ensure it has the skills, and expertise needed.
 further strengthen the corporate programme management function.
 streamline governance, monitoring and reporting processes.
 ensure the sound financial position is maintained through
sustainable deployment of resources.
The Council will maintain a measured approach to risk, particularly in relation to:
 the use of alternative models for the delivery of capital investment
 the incurring of other long-term liabilities
 capital investment for commercial return.
Such proposals will, as far as practicable, be subject to the same evaluation
process as for capital schemes.
Projects will be managed via a clear gateway process to progress through various
stages starting with an outline project brief and finishing with a lesson learned
report, with on- going cycle of review outcome testing.

2.

Aims & Objectives of the Capital Investment

2.1

Definition of capital expenditure
Capital expenditure is spending on assets that will provide a benefit beyond the
current financial year. The Council defines both capital and revenue expenditure in
its financial statements as follows:
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Capital Expenditure (Capital Investment)
Expenditure on the acquisition or enhancement of property, plant and
equipment that has a long-term value to the Council. This includes grants or
advances paid to third parties to assist them in acquiring or enhancing their
own property, plant, and equipment.
Revenue Expenditure
Expenditure on day-to-day running costs such as salaries, heating, printing
and stationery and debt charges. Revenue items will either be expended
immediately, like salaries, or within one year of purchase.’
Nottingham City Council – Financial Statements 2019/20

As detailed in the Councils Accounting Policies the Council has the discretion to
capitalise (i.e. recognise) all capital expenditure but has set de minimis levels as set
out in the Council’s Financial Statements - typically expenditure below £10k.
The Council has no authority to capitalise revenue expenditure without the express
approval of the Secretary of State.
2.2

The Importance of asset planning
Capital expenditure is about investment in assets and therefore it is important that
decisions should be based on sound asset planning principles. It is only by
understanding the Council’s asset requirements that efficient decisions can be made
about prioritising both capital investment and a comprehensive disposal strategy. It
is critical that asset plans and the capital programme are aligned to enable effective
decision making.
Effective asset planning should assist the Council is realising its objectives and
meeting its statutory duties. This is constrained by the financial context the Council is
currently operating within with available capital and revenue resources reduced.
The Council’s assets consist of:
 Property Assets (e.g. Operational / Investment and Community)
 Dwellings
 Infrastructure (e.g. roads)
 ICT Assets (hardware and software)
 Vehicles and other equipment

2.3

Property Asset - Strategy
The Council’s approved Corporate Asset Management Plan (CAMP) confirms its
commitment to provide good quality, sustainable and accessible accommodation for
staff and citizens. However, the Council still owns operational assets that do not
meet modern standards aims to dispose of these sites, providing alternative
solutions for citizens colleagues (i.e. operational property rationalisation).
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To maximise resources for maintaining operational assets, financial models will
follow best practice and include whole life costing that is sufficient to fund future
repair liabilities. The CAMP also provides the framework for which non-operational
assets are managed.
The key components of the Property Asset Strategy, which are relevant to the capital
strategy, are set out below:
 continual review of the portfolio to identify assets that can be released with
the capital receipts used to support capital programme expenditure.
 lower the operating costs of the property portfolio through release of poorly
performing or surplus assets
 support the provision of integrated access to public services through joint
working with partners to create multi-agency service facilities
 identify and exploit the latent value of the estate with emphasis on site
utilisation or where opportunities to generate income/ value from alternative
uses can be realised
 minimise future liabilities to the Council by reducing the backlog maintenance
or lowering its overall carbon footprint by releasing buildings which are poorly
performing in terms of CO2 emissions or maintenance unless they are service
critical; to improve their sustainability
 challenge utilisation and use of the portfolio, including buildings let on
concessionary terms to occupiers.
The Property Asset Strategy will set out the requirement for a comprehensive review
of property assets overseen by a new Strategic Property Board. The outcome of the
review will be a key factor that is considered in capital planning. The Asset
Management and Disposal Board is responsible for the Property Asset Strategy and
for ensuring that it is complied with.
The prioritisation of capital investment will reflect the requirements of the Property
Asset Strategy and this will be overseen by the Capital Board,
Property Asset – Disposal
The Council is undergoing an Asset Rationalisation Programme (ARP) which is
currently governed by the Asset Rationalisation Board. The aim of the programme is
to review the Councils Operational and non-operational assets, identifying any assets
for potential disposal.
Any available capital receipt generated from the ARP will be used to offset the
Council’s current £53.1m commitment, further details can be found in section 5.1.
Investment property is also being reviewed with a view to liquidating those assets
that do not provide the required return or carry represent a current or future risk to
the Council
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The Council’s disposals policy is set out the Property Asset Strategy. Asset
Management and Disposal board will be responsible for ensuring that assets that are
surplus to requirements in accordance with the criteria set out in that policy are
identified and presented to Capital Programme Officer Group.
Detailed processes will be set out in a disposal manual, which it is recommended
should be developed as part of the plan of action.
The Council will dispose of assets at best value (usually market value) to maximise
the capital receipts. It may wish to transfer some heritage buildings to trusts to
achieve a service objective. A clear options appraisal would need to be undertaken
to ensure best consideration.
Public Sector Housing - Dwelling Strategy
The condition of the Council’s dwelling stock is contained within the Dwelling Asset
Management Plan. This asset management plan contains all the maintenance
elements with stock conditions updated periodically following stock surveys. The
data produced by the Dwelling Asset Management Plan is then fed into the 30 Year
Plan to ensure stock maintenance is managed in an affordable manner.
2.4

Capital Investment Objectives
The aim of capital investment is to ensure the Council has the assets required to
meet corporate objectives. This includes fulfilling our statutory duties and pursuing
priorities set out in the Council Plan in accordance with current Council policies.
Capital investment must be responsive to economic, legislative and demographic
changes.
The process for prioritising projects in accordance with the corporate objectives and
the funding policy is described in Section 3.4. Ensuring that the evaluation criteria
reflects those objectives is a key part of the prioritisation process.
Statutory duties
It is essential that the Council can fulfil its statutory duties as a unitary authority. This
requires ongoing capital investment both to maintain existing assets and to meet
changing needs. This statutory requirement is a key consideration in the
prioritisation process.
Corporate Priorities / Plans
The Council Plan is a key driver in Council’s service provision and its capital
investment requirements. To reflect the Council’s corporate priorities, the Capital
Strategy is driven by the Council Plan 2019-2023, which is founded on the following
five key objectives:


Build or buy 1,000 Council or social homes for rent



Create 15,000 new jobs for Nottingham people



Build a new Central Library, making it the best children’s library in the UK



Cut crime, and reduce anti-social behaviour by a quarter
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Ensure Nottingham is the cleanest big city in England and keep
neighbourhoods as clean as the city centre

These objectives reflect an on-going commitment to the City Council’s core aim to
“put citizens at the heart of everything we do”. This is central to the Council’s
priorities, decision making and service delivery.
However, considering the Council’s current position, the Council Plan and the
affordability of these ambitions will be re-visited in early 2021 to ensure that these
objective can be delivered affordably.
Other Council policies
The Council has also made a commitment to become the first carbon neutral city in
the country, reaching this target by 2028. This has involved the creation of
Nottingham’s 2028 Carbon Neutral Charter.
External Requirements: Economic / Legislative, Demographic, and other changes
There any many other changes within the city that could create a need for the
Council to invest capital in new or existing assets, examples are the need for school
places, provision of affordable housing and transport infrastructure. This could
include external factors such as


Changes in legislation,



Central Government initiatives (normally in the form of grant)



Events, such as the Grenfell fire.

The Council must manage its Capital Programme with a degree of flexibility to enable
it to react to external factors while still delivering its statutory duties / council
policies in an affordable manner.
The overriding need to reduce the Councils borrowing requirement and debt will be
critical in determining the size and scale of the capital programme. The prioritisation
process will support this work.
2.5

Capital Investment Principles
The capital strategy requires that all projects are fully accounted for and funded,
assisting the immediate requirement to review the existing programme for
affordability and providing a framework for schemes going forward.
The principles of the strategy are as follows:
 Current approved (or committed) schemes will be supported subject to
sufficient resources being identified to enable them to proceed or complete
up to the approved level of expenditure.
 New schemes funded by borrowing will be severely limited by the criteria set
out in the Voluntary Debt Reduction Policy. This is to reduce the Council’s
current unsustainable level of debt and will require a review of the existing
capital schemes.
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 All schemes will be subject to a strict objective prioritisation process, which
will include a robust business case including whole life costing.
 All schemes must align to the new PWLB criteria (i.e. not debt for yield)
irrelevant of the schemes funding envelope. Historic debt for yield schemes
will be revisited in the light of emerging CIPFA/MHCLG guidance.
 Capital receipts are a central resource and not generally linked to specific
schemes including assets identified for disposal as part of the Asset
Rationalisation Programme. Permissible exceptions are:
 School Sites ring-fenced by the Secretary of State for education purposes.
 Sites identified as part of the Loxley House Acquisition.
 Commitments of capital receipts from prior decisions (including
repayment of outstanding debt).
 From 2020/21 only secured capital receipts will be considered in decisions to
fund capital schemes (i.e. no capital receipt-funded scheme to commence
until sufficient receipts are banked).
 Revenue implications of schemes are fully reflected in the MTFP and
affordable within services in most circumstances.
 The capital budget approved by Full Council is a control total and no further
schemes will be included in the programme unless existing schemes are
removed or delayed - unless the schemes are fully funded by external
resources.
 The Council will consider the removal of ring-fencing from certain grant
allocations to assist in the achievement of the Council’s priorities and
objectives. All uncommitted non ring-fenced capital funding will be reviewed.
Non ring-fenced grants received in support of the three areas below will be
earmarked to fund these initiatives:
 Transport grant funding
 Education based grants
 Disabled Facilities Grant
 If the financial models for approved schemes move adversely during the precontract stage by the lower of £1.000m or 20% (either cash or NPV), further
approval will be required including a revised business case.
 The level of debt within the General Fund and Public Sector Housing Capital
Programmes is within the parameters set out in section 5.1 and the Voluntary
Debt Reduction Policy.
The Voluntary Debt Reduction Policy is set out in Appendix B.

3.

Governance and Control

3.1

Capital Investment Delivery
To enable the delivery of capital investment in accordance with the Councils
objectives the Council will:
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3.2



Establish a robust governance framework



Establish a process for formulating, approving, amending, and monitoring
the Capital Programme



Establish a prioritisation process to enable individual projects to progress



Ensure officers and Councillors have the appropriate knowledge and skills to
deliver the Programme



Managing risks and mitigating where possible



Consideration of alternative delivery options

Capital Programme Board
The Council is establishing a Capital Board with a new corporate process for
developing a rolling multi-year capital programme. This will operate on an annual
cycle with clear timescales, clear information requirements and clear evaluation
criteria. The purpose of the new approach is to ensure that capital resources are
directed towards supporting schemes that best meet corporate objectives and that
capital projects are deliverable.
A Capital Programme Board structure is currently being established and expected to
be operational by February 2021. This Board will provide strategic oversight of the
strengthened Governance and Control Framework. This will ensure that projects only
commence once they have gone through the prioritisation process, and are then
subject to a support, monitoring and assurance package to improve delivery. Controls
will also extend to the management of benefits post-delivery to help inform ongoing
performance and future investment decisions. The Board will also oversee the
delivery of the actions and recommendation set out in the Recovery and Improvement
Plan.
The Capital Programme Board will be chaired by the Leader of the Council and the
S151 Officer will chair the Capital Programme Officer Group. This group will be
supported by input from Corporate Directors who will oversee their departmental
capital requirements via their departmental leadership teams and carrying out an
initial sift of schemes to put forward into the prioritisation process. This will be done
with knowledge of the prioritisation criteria set out in the following sections.
Departments will also be required to have long term strategies for the capital
requirements for their areas to help ensure that investment is only being proposed
where it is needed and proposals are not put forward in areas where the longer term
plan does not support this. Taking these measures together which will reduce the
number of project proposals that are considered by the Capital Board.
The Capital Programme Officer Group supports the Capital Programme Board and will
in turn be supported by officer groups covering the following thematic areas.
 Capital Programme Financial Monitoring
 Capital Programme Management and Benefits Realisation
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 Asset Management and Disposal
 Capital Strategy and Programme Review
Capital Board may also delegate to the relevant programme board responsibility for
further consideration of project proposals against a block allocation, particularly
where capital resources are ring- fenced or it is considered desirable to treat them as
ring-fenced. The capital programme high level terms of reference is set out in
Appendix A.
3.3

Formulation and Approval of the Capital Programme
The annual cycle for the capital programme will align with the Medium-Term Financial
Plan timelines and cumulate in a capital programme that is approved March Council.
An indicative annual cycle is set out below:
 March – Parameters for are agreed by Capital Board
 Timetable for the cycle including deadlines for submissions
 Indication of overall level of resources expected to be available to allocate
 Standard information that must be submitted for each project proposal
 Evaluation criteria that will be used to prioritise projects
 April to Mid May – Corporate Directors via their departmental leadership teams
consider outline project briefs and shortlist those to be submitted into the
prioritisation process
 End of May – Outline project briefs are reviewed and challenged by a team
nominated by the Capital Programme Officer Group; further information /
clarifications are requested as appropriate
 June – Prioritisation takes place against pre-agreed criteria by a subgroup of
officers nominated by the Capital Programme Board. This group will recommend
which projects should go forward to the next stage, which should be put on a
reserve list and which rejected to the Capital Programme Officer Group and then
to the Capital Programme Board.
 July to October – feasibility studies commissioned and initial business cases
developed by project teams for projects that have been recommended to
progress. Business Cases will follow Treasury Green Book principles using a fivecase model. This will require them to include options appraisals, outline
procurement strategies and affordability projections amongst other items.
 July to October – feasibility studies commissioned and initial business cases
developed by project teams for projects that have been recommended to
progress. Business Cases will follow Treasury Green Book principles using a five-
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case model. This will require them to include options appraisals, outline
procurement strategies and affordability projections amongst other items
 November – Business cases are the subject to a gateway style assurance review.
 December – Capital Programme Officer Group and the Capital Programme Board
receive recommendations from the reconvened prioritisation panel, which will
have considered each scheme’s progress since July and the recommendations of
the gateway style review. Capital Programme Board to recommend to Executive
Board which projects should be included in the capital programme
 February – Executive Board to approve the capital programme for the following
and subsequent financial years.
 March – Council approve MTFS including Capital Programme. The first annual
cycle will commence in March 2021 with an invitation to submit proposals for
new projects to be included in the revised multi-year programme to be approved
by Executive Board in February 2022.
 April – May – updates / reviews on the previous year’s projects will be received
by the group undertaking the initial prioritisation process. This will be done to
assess the progress being made and the accuracy of previous of assumptions.
This will create the potential for projects that have not progressed as expected to
be slipped / removed should other higher-ranking priorities emerge in this round
of prioritisation. Reflection on assumptions made by projects in previous years at
this stage will also help to inform how confident the group carrying out
prioritisation can be in future year scheme projections.
 December – A repeat of the above stage before the Capital Programme Board
makes its final recommendations for the future capital programme.
In the meantime, requests for new project proposals to be progressed in advance of
this cycle will be considered in accordance with the process set out below under the
heading ‘Amendments to the programme’. This system will also be used for ad hoc
requests coming into the programme part way through the year. These requests
should be the exception rather than the rule and would apply to schemes such as
emergency health and safety works or where a funding opportunity has arisen at
short notice.
The standard templates for this process, along with guidance notes and wider
supporting information on project management will be kept on the intranet and
regularly reviewed to ensure it is kept up to date. The link to this information is:
http://intranet.nottinghamcity.gov.uk/major-projects/major-projects-centre-ofexcellence/corporate-reporting/
3.4

Prioritisation, Appraisal and Evaluation of Project Proposals
The Council will use evaluation criteria to determine in principle whether a project
should be prioritised. Given the financial context and the limited resources available,
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there will be little flexibility for schemes to progress or current uncommitted
schemes to continue without meeting a strict prioritisation criteria.

Schemes will be strictly prioritised based on the following:
 Projects that enable compliance with legal or statutory duties (e.g. Health
and Safety)
 Schemes that meet service objectives and are 100% funded by external
resources
 Schemes attracting significant (majority) third party or match funding to the
City
 Failure to provide would result in significant impact on service delivery
 Schemes that support the Council Plan and funding is available
 Invest to save – assist the delivery of budget decisions
Projects where the primary purpose is to generate a surplus will not be permitted
under any circumstance. The judgement of the Section 151 officer is final in
determining if a proposal breaches this criterion.
The Capital Board will review all schemes within the capital programme between
March and June 2021 against the prioritisation criteria. This will set a baseline for
the capital programme and will ensure that the capital programme is contained
within the revised funding envelope.
The Officer Group will update its project gateway process for approval by April 2021.
This will include a Gate 1 to filter project proposals and reduce the number that are
submitted to Capital Board. This will avoid effort being wasted on developing low
priority projects.
The criteria will be used to provide an indication of the contribution a proposed
project is expected to make to meeting Council priorities. The criteria will be
continually reviewed and amended as appropriate to reflect lessons learned from
applying it in practice, as well as changing priorities and external factors.
At Gate 1 the relevant project board will also check that the proposal meets the
definition of capital expenditure, is consistent with the Council’s policy on
capitalisation and has gone through a Gateway 0 by going through a Project
Assurance Group review.
In addition to the evaluation criteria, Capital Programme Board, in evaluating project
proposals, will consider:
 The whole life cost implications of the proposed scheme, including those
arising from ongoing maintenance requirements, both capital and revenue
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 How the investment will play a part in the managing the medium to long
term demand for Council Services
 How the investment will be made to maximise the benefits for the Council
across a range of its priorities and objectives
 Ability to deliver so that projects accepted into the programme can
realistically be delivered in accordance with the timescales indicated by
the phasing of the project within the multi-year programme.
3.5

Formal approval of the capital programme
The Capital Programme, Capital Strategy and the Treasury Management Strategy are
intrinsic parts of a Medium Term Financial strategy. Executive Board is required to
approve the rolling multi-year capital programme at the same meeting each year
when it recommends the revenue budget to full Council for the following financial
year. This will ensure that the revenue implications of the capital programme are
reflected in the revenue budget.
For 2021/22 to 2025/26 this programme consists mainly of previously approved
projects, which will take up a substantial proportion of the available resources. A
revised programme, with projects prioritised under the first annual cycle will be
approved in February 2022.
Where individual schemes are formally approved for acceptance into the capital
programme, the capital budgets for the relevant financial years will also be deemed
to have been approved. However, where a block allocation is approved as part of the
programme, then a further decision may be required, in accordance with the scheme
of delegation, to approve the capital budgets for individual schemes.
Amendments to the programme will require approval in accordance with the scheme
of delegation. In exceptional circumstances a new scheme may need to be
progressed outside the normal annual cycle and the decision to allow the scheme to
be considered is delegated to the Capital Board.

3.6

Amendments to the Programme
There will be occasions where amendments to the Capital Programme will be
required. These are likely to fall into two main categories:
 Variations to scheme costs / outcomes / risk / timelines – whilst it is essential
that projects are scoped within a fully affordable cost envelope together with an
appropriate contingency representing the assessed risks, variation on projects is
likely to happen. These variations will be picked up through the monitoring of
the programme (3.7) with formal amendments requiring approval as set out
within the Council’s Scheme of Delegation.
 Ad hoc additions to the capital programme – The capital programme should be
capable of being planned within the cycle set out in Section 3.4.
 However, there may be a small number of exceptions to this, for example
emergency health and safety work. These requests should be raised to the
Capital Programme Officer Group as soon as they become known using the
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appropriate template. The Capital Programme Officer Group will consider
request, including the implications for the wider capital
programme,
example does it require match funding, is there sufficient funding in
programme to meet the request and or amendment to the programme
required.

the
for
the
are

 A recommendation will then be made to the Capital Programme Board as to
how to proceed, including what action needs to be taken on other schemes to
accommodate the request. If the Capital Programme Board endorses the
request then the project will need to seek formal approval, develop its business
case, and go through the standard approval and monitoring processes that apply
to all schemes within the capital programme.
3.7

Monitoring of the Programme
The S151 Officer is responsible for ensuring that there is an effective system for
capital monitoring. This will ensure that capital investment is delivered on time and
within allocated resources, whilst meeting the objectives and outcomes. Capital
programme monitoring will be undertaken monthly and reported to the Capital
Board and Executive Board.
A review of the format of the monitoring will be undertaken by September 2021 to
ensure that it delivers the required outcomes.
Schemes with a value greater than the Council’s de minimis level are required to
undertake a monthly monitoring return to the PMO to ensure that progress to
milestones and project risks are recognised at a corporate level.
Monitoring templates are available on the Councils intranet.

3.8

Assurance Process
In order to have been accepted into the Capital Programme either through the
annual cycle (3.3) or as a programme amendment (3.6) all projects will have needed
to have completed an initial brief (Gateway 0) form, which will have been assessed
by officers nominated by the Capital Programme Officer Group.
Thereafter the prioritisation process requires initial business cases to be reviewed in
November by a group of officers not involved with the project (Gateway 1). The
recommendations from this review are fed into the prioritisation process to inform
decision making on which projects to proceed with and any actions / risks that need
consideration for approved projects.
Once a scheme is approved for entry into the capital programme it will then be the
subject of regular monitoring by the Council’s Programme Management Office
(PMO) who will report back on progress to the Capital Programme Officer Group
(3.6). The PMO’s
regular dialogue with projects will also be used to spread
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relevant lessons learned between schemes to ensure that best practice is being
adopted.
Further assurance reviews may also be required depending on the size and nature of
the project. Projects may also require a review of their final business case if they are
particularly complex (Gateway 2). A further assurance review should also be
undertaken when a project undertakes procurement (Gateway 3) and is therefore
near to delivery. Once a project is complete and in operation, a ‘lessons learned’
review should also be undertaken. For certain projects these will be facilitated by
the PMO, but the lessons from all projects should be fed back to the PMO where
they can be analysed for future application, reported, and disseminated as
appropriate.
Recommendations arising from these Gateways and the outcomes of the Lessons
Learned exercises will be reported back to the Capital Programme Officer Group and
Capital Programme Board
Further information on the Assurance process can be found in Appendix C.
3.9

Facilitating Delivery
Robust processes for approving, monitoring and scrutiny of the capital programme
are needed, but should be designed and administered in a way that facilitates, rather
than hinders, project delivery. Monitoring and reporting requirements should be
robust and comprehensive but not onerous in order that delivery teams can focus
their efforts on the activities required to deliver projects.
To facilitate delivery, the Council will introduce new, robust governance processes
and will
 standardise the formats of reports, while allowing the detail provided to vary
depending on the size and complexity of different projects
 avoid duplication of effort in providing thme information more than once
 ensure corporate documents are well thought through and written in plain
English
 ensure that the scheme of delegation, financial regulations and procurement
rules are consistent with each other and are clearly communicated across the
organisation
 ensure there is good communication between delivery teams and those
responsible for determining and administering the approvals process
 ensure those responsible for determining and administering the approvals
process have a good understanding of the specific requirements of capital
projects and works contracts.
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3.10

Knowledge and skills required to deliver Capital Programme
To ensure that capital projects are delivered efficiently meeting the Councils
objectives and that the Capital and Treasury functions have the necessary skills. The
Council ensures that its staff delivering the projects, the Capital and Treasury
Management teams have their training needs assessed as part of the staff appraisal
process with staff attending seminars / conferences and training courses where
necessary.
The CIPFA Code requires the responsible officer to ensure that Councillors with
responsibility for treasury management receive adequate training. This especially
applies to Councillors responsible for scrutiny. Appropriate training is provided
periodically to Councillors and other relevant staff that are charged with governance.
External advisers are engaged where required so that the Council can access
specialist skills and resources whilst the responsibility for every decision always
remains with the Council, ensuring that undue reliance is not placed upon our
external advisers.
A project’s readiness to deliver will be considered as part of its business case, which
will be reviewed during the prioritisation process. Part of this review will consider
whether the project team identified to deliver the scheme is appropriate in terms of
their skills and experience.

4.

Risk and Mitigation

4.1

Capital expenditure can broadly be categories into three types
 Existing Assets Expenditure on existing assets to ensure they meet the
requirements of service delivery, are fit for purpose, meet health and safety
guidance, and reduce future costs.
 Specific projects or non-treasury investments to meet strategic aims. Non
treasury investment to meet service or Council obligations could include
loans or equity towards capital expenditure incurred by external bodies,
Council subsidiaries or joint ventures.
 Expenditure on non-treasury investments purely to maximise financial
return on assets and generate revenue income. Examples of this are the
purchase of commercial investment property, or to provide loans to others at
commercial rates
In the current financial circumstances, the Council recognises that achieving these
aims will require consideration of alternative delivery structures and of all forms of
funding including the acceleration and use of capital receipts with a clear
understanding how the affordability of such expenditure can be managed over the
longer term supported by robust due diligence, business cases, risk management and
monitoring.
The Council’s policy is to minimise risk, but it recognises that there is a trade-off
between risk and reward and that the potential reward may sometimes justify
incurring a higher risk. The types of scheme where this is most likely to be the case
are:
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 invest to save schemes where there is uncertainty about the exact level of
savings that will be achieved
 investment designed to stimulate regeneration and growth, including the
provision of new infrastructure.
To ensure that risks are understood and that it has access to knowledge and skills
commensurate with its risk appetite the Council will:
 make the consideration of risk a key part of the remit of the Capital
Programme Board
 require business cases to set out potential risks in an appropriate level of
detail depending on the size and complexity of the proposal
 where innovative schemes, alternative delivery models or commercial
activities are proposed, require business cases to set out how the Council will
source any specialist knowledge and skills that may be required
 require risk registers to be maintained for approved projects and for these to
be used to actively manage risks
 ensure that relevant staff receive training in how to manage risk, e.g. as part
of a recognised project management course
 where appropriate enable staff to develop knowledge of alternative delivery
models through research and training.
4.2

Expenditure on Non treasury investment
In recent years, local authorities have exploited increased powers to engage in
commercial activities although these are now being significantly curtailed to reflect
the excessive risks that some authorities have entered and subsequent failures. Local
authorities will now need to proceed with much more caution and Nottingham will
need to significantly reduce its reliance on commercial activity to fund core
spending.
Commercial activities that involve capital expenditure and the incurring of other
long-term debt and liabilities are no longer permissible without risking access to the
whole of the Council’s access to PWLB. Existing debt-funded Commercial activities
will be reviewed as guidance/regulation develops. This excludes investment of shortterm cash surpluses as part of day-to-day treasury management activity and
investments whose primary purpose is to achieve a service objective.
The Council holds service and commercial investments as follows:
 Service Investments – investments held clearly and explicitly for the provision
of operational services, including regeneration
 Commercial Investment – investments undertaken primarily for financial
reasons including:
 holding shares in companies for a financial return
 commercial loans to companies and other organisations
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 holding property for a financial return.
4.3

Service Investments
Loans and Investments are assessed based on the delivery of the Council’s strategic
objectives and any benefits from the investment will be received by the Council and
its residents in the short, medium, or long term.
Each Service Investment is scrutinised giving due regard to the formal approval. This
scrutiny includes an appropriate level of due diligence reflecting the level of
additional risk which ensures that the Council has the appropriate level of, security,
liquidity, and yield.

4.4

Commercial Investments
The most significant commercial Investments that the Council has undertaken to
date are in relation to property acquisitions. The net value of the commercial
investments as at 31 March 2020 is £236.0m. This investment has been funded by
£5.7m of the Councils own resources and £230.2m of Unsupported Borrowing (net
of MRP)
The forecast net revenue to the general fund for 2020/21 from the above
investments is estimated to be (£5.7m). The average yield generated from the
Commercial Investments is 2.39% (based on net income and unsupported borrowing
net of MRP and interest).
All Commercial Investments are reviewed on an on-going basis. These reviews
support good estate management principles and ensure that the Council’s risk and
returns are appropriately managed. The gross commercial investment made by the
Council of £239.4m (excluding MRP payments to 31st March 20), leaves the Council
open to Property Market downturn including increased voids / tenant lease breaking
and any other risks including the impact of Covid-19. The pandemic has had a
significant impact on the level of risk and the expected returns for 2020/21 and its
effects are likely to be felt for several years. The Council is considering its
investments strategy in the light of new CIPFA guidance.
A sinking fund is set aside for the commercial investments based on rental level
received. This reserve is available to smooth out void periods (in-year deficits) if they
cannot be absorbed elsewhere within Property Services. However, this is likely to be
insufficient due to the impact of Covid-19.
Appendix D contains service and commercial investments split between capital and
revenue.
Non-Treasury investments are analysed periodically to ensure that the fair value /
carrying value of each investment is appropriate as required under the relevant
Accounting Standard (Service Investments – IFRS9, Commercial Investments –
IAS40).
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5

Capital Funding and Financial Policies / Strategies

5.1

Funding the Capital Programme
Capital Programme Structure
The Council’s Capital Programme consists of:
 Approved Projects – Projects that have been formally approved and have a
funding package that is deemed affordable
 Planned Projects – Projects that have been agreed in principal and the
Council is undergoing project feasibility and development to identify if the
project’s objectives can be achieved within an affordable funding envelope
 Potential Projects – Projects that are at the beginning of the scoping and
development process and therefore are not included in the Council’s
borrowing forecasts
As projects progress through the above stages they will go through a gateway
process to challenge the project team and provide assurance that the project is best
use of public funds and will assist the Council in meeting its priorities.
Current Capital Programme
The Capital Programme is based on the resources that the Council has available with
schemes prioritised as detailed in Section 3.
As part of the annual process of approving capital projects the Capital Board will
identify resources available, this will help reduce officer time and council resources
being wasted on schemes that have no chance of being approved.
Key requirements of the NSR and the Recovery and Improvement Plan were to
undertake a review of the current capital programme to identify schemes which can
be paused, delayed or stopped in order to achieve immediate saving and to ensure
that debt levels were reduced. The programmes set out below reflects the
outcomes of the review:
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Table 1: General Fund Capital Programme at Quarter 3
2020/21
£m

2021/22
£m

2022/23
£m

2023/24
£m

2024/25
£m

2025/26
£m

Total
£m

Approved Schemes
Transport Schemes
Education
Other Services
Category 2 - Planned Schemes

24.843
4.407
100.089
0.000

57.715
1.964
41.273
15.907

41.235
0.000
9.162
21.193

7.581
0.000
8.688
15.700

0.000
0.000
7.694
7.709

0.000
0.000
7.885
7.390

131.374
6.371
174.791
67.899

Total Programme

129.339

116.859

71.590

31.969

15.403

15.275

380.435

Resources Available
Prudential Borrowing
Grants & Contributions
Internal Funds / Revenue
Secured Capital Receipts
Unsecured Capital Receipts

(71.713)
(46.686)
(1.999)
(7.199)
(1.742)

(27.234)
(78.337)
(6.123)
0.000
(5.165)

0.000
(56.273)
(0.275)
0.000
(15.042)

0.000
(20.449)
(0.275)
0.000
(11.245)

0.000
(8.839)
(0.221)
0.000
(6.343)

0.000
(8.836)
0.000
0.000
(6.439)

(98.947)
(219.420)
(8.893)
(7.199)
(45.976)

Total Resources

(129.339)

(116.859)

(71.590)

(31.969)

(15.403)

(15.275)

(380.435)

0.000

0.000

0.000

0.000

0.000

0.000

0.000

Scheme

Pressure / (Available) Funding

Table 2: Public Sector Housing (PSH) Capital Programme at Quarter 3
2020/21
£m

2021/22
£m

2022/23
£m

2023/24
£m

2024/25
£m

2025/26
£m

Total
£m

Category 1 - Approved Schemes
Category 2 - Planned Schemes

45.309
1.310

58.065
6.917

65.823
2.000

41.849
1.000

31.149
1.000

30.977
0.000

273.172
12.227

Total Programme

Scheme

46.619

64.982

67.823

42.849

32.149

30.977

285.399

Resources Available
Prudential Borrowing
Grants & Contributions
Major Repairs Reserve
Revenue Resources
Capital Receipts - HRA
Replacement Capital Receipts

(15.442)
(1.542)
(22.325)
0.000
(1.151)
(6.159)

(15.056)
(5.326)
(37.249)
0.000
(0.850)
(6.501)

(12.244)
(3.185)
(43.350)
0.000
(2.874)
(6.170)

(6.864)
(0.157)
(32.105)
0.000
(0.690)
(3.033)

(1.822)
0.000
(29.633)
0.000
(0.035)
(0.659)

0.000
0.000
(30.942)
0.000
(0.035)
0.000

(51.428)
(10.210)
(195.604)
0.000
(5.635)
(22.522)

Total Resources

(46.619)

(64.982)

(67.823)

(42.849)

(32.149)

(30.977)

(285.399)

0.000

0.000

0.000

0.000

0.000

0.000

0.000

Pressure / (Available) Funding

Sources of funding
The Council’s capital investment is governed by the ‘Prudential Code for Capital
Finance in Local Authorities’ (Prudential Code). The Prudential Code provides the
Council with a regulatory framework within which the Council has discretion over the
funding of capital expenditure and the level of borrowing the Council wishes to
undertake to deliver capital plans and programmes.
The strategy is intended to maximise the financial resources available for investment
in service provision and improvement within the MTFO. At the same time, it seeks to
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ensure that each business case has a robust self-sustainable financial model that
delivers the Council’s objectives.
The funding available to Nottingham City Council consists of:
 Capital Receipts
 Government and contributions
 Revenue Resources
 Borrowing
 Other Long-Term Liabilities (i.e. Leasing / Private Finance Initiatives (PFI))
The Council’s current forecast of resources to fund the capital programme over the
5-year programme are set out below:

Key funding risks and strategies are detailed below
Capital Receipts
Local authorities may use capital receipts to fund capital expenditure. Receipts from
sales of council housing (HRA receipts) may only be used to fund HRA capital
expenditure, but other receipts (general fund receipts) may be used to fund any
general fund capital expenditure. In addition, under the government’s flexible use of
capital receipts policy (currently to March 2022), general fund capital receipts may in
some circumstances be used to fund revenue expenditure e.g. transformation
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The Council’s land and property estate is managed through the CAMP and the Asset
Rationalisation Programme, which identifies the Council’s property requirements.
Where appropriate, properties are declared surplus to requirements and the Council
will look to dispose of the asset. The Council has identified £94.9m of surplus assets
which will generate a capital receipt. This programme is currently being accelerated
and extended and it is anticipated that further receipts can be identified.
In 2020/21 £7.2m of General Fund capital receipts are secured (up to December
2020), but a minimum of £29.1m is required to March 2023 based on the current
programme with a further £24.0m of unsecured receipts required to March 2026.
However, the Council has previously committed unsecured capital receipts of
£30.1m. £17.2m is in relation to previous capital programme commitments and
£12.9m outside the programme. The over committed receipt position is a significant
risk to the Council as if there is receipt slippage then the Council may have
insufficient resources to offset in year commitments.
The indicative programme, including both General Fund and Public Sector Housing,
for 2020/21 to 2025/26 currently shows that capital receipts will constitute c£81.3m
or 12.2% of the Council’s total capital resources, with a significant proportion
relating to investment in social/affordable housing and housing for homeless people.
The Council may need to utilise the flexible use of capital receipts to fund
transformation in the financial year 2021/22. Although the expenditure to be funded
from this source is revenue expenditure, proposals for projects to receive this
funding will be considered alongside capital project proposals to ensure that there is
an integrated approach to determining priorities for the use of capital receipts and
other capital funding.
The Capital Financing Policies have been amended so that no capital receipts can be
committed until all the existing commitments have been resolved, this aligns with
the recommendation made in the NSR.
Grants and Contributions
The Council receives capital grants from the government for various services. Any
grant that the Council receives for housing (HRA grant) is ring-fenced. Grants have
been an important source of funding for the Council’s capital expenditure in recent
years and it is expected that the following will continue:
 Ring-fenced grants and contributions (reserved for a particular purpose and
have a restricted use).
 Non-ring-fenced grants and contributions (grant given with conditions which
Projects are required to meet).
 Section 106 agreements (planning obligations generally subject to conditions
of use).
An element of the non-ringfenced grant might be flexible, but there is a risk that if
the grant is not spent as intended by the grant awarding body any future allocation
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maybe reduced (e.g. Transport Grants / Education Grants). As supported by the
Councils Capital Principles.
Where there is a requirement to make an application to an external body for funding
and commit Council resources as match funding for any part of any bid full
consideration must be given if the match funding resources could be better utilised
in delivering corporate objectives.
Section 106 contributions are ring-fenced to fund investment related to the specific
development from which the contribution has been derived, but CIL contributions
are pooled and may be used to fund investment related to any of the developments
from which the contributions have been derived.
The indicative programme for 2020/21 to 2025/26 shows that grants and
contributions will constitute c£229.6m or 34.5% of the Council’s total capital
resources.
A corporate process to monitor such grants and reporting to the Capital Board will be
established to ensure that appropriate use is made of specific grants.
Revenue Resources
In the current financial climate, and with increasing revenue pressures within Council
finances, the extent to which this may be used to fund capital expenditure is
significantly reduced. This is expected to remain the case for the foreseeable future.
In relation to the Housing Revenue Account there is a revenue available in the Major
Repairs Reserve which is a specific reserve ring fenced for repairs and maintenance
of the Council’s housing stock.
The indicative programme for 2020/21 to 2025/26 shows that revenue contributions
will constitute about £8.9m or 1.3% of the Council’s total capital resources.
Borrowing
The Council has the discretion to undertake borrowing on capital schemes (General
Fund and Public Sector Housing) if the borrowing is deemed Value for Money and
meets the following criteria as set out in the Prudential Code:
 Affordable
 Sustainable
 Prudent
 Proportionate for the size of the authority
Scheme affordability can be measured across several key indicators within the
financial model including surplus cash position, surplus Net Present Value, early year
deficits affordable and mitigated. Affordability can be considered at an individual
project level or across the wider programme.
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HM Treasury have published revised lending terms for the PWLB as from 26 th
November 2020, which makes PWLB unavailable for all authorities that have debt to
yield schemes within their capital plans.
As a condition of accessing the PWLB, the Council will be required to submit a highlevel description of their capital spending and financing plans for the following three
years, including their expected use of the PWLB. This will include categorising spend
based on the Section 151 Officers professional judgement as to the primary objective
for the scheme. The supported categories are:
 Service spending
 Housing
 Regeneration
 Preventative action
 Treasury management
As detailed in the NSR, the Council have significantly relied on borrowing to fund
capital expenditure in recent years leaving the Council with significant debt
exposure. Therefore, to mitigate this risk going forwards the Council will seek to pay
down debt, through the acceleration of capital receipts, in accordance with a revised
MRP and the Voluntary Debt Reduction Policy Statement. The debt policy is set out
in Appendix B.
Other long-term liabilities
The Council has the option to lease assets, however with the advent of unsupported
borrowing, this source of financing has become less attractive. The Council’s Vehicle
Replacement Scheme demonstrates this development has been funded by
borrowing for several years. There may however be instances where leasing could
offer value for money and it will remain a consideration when options are being
appraised.
PFI schemes are not shown within the Capital Programme as they are not financed
by capital resources. However, the long-term affordability of the PFI schemes at the
Council is being closely managed. The Nottingham Tram PFI is currently is currently
forecasting a temporary deficit from 2033/34. This is mainly due to the reduction in
Workplace Parking Levy income, which is used to fund the Tram model, due to Covid
– 19.
There are certain schemes where the Council has an option to purchase at the end of
the agreement, but no monies have been set aside. Therefore, a business case will
need to be established to identify whether acquiring the site at agreement
termination is value for money.
Under the Prudential Code authorities are required to treat other long-term
liabilities as part of their debt, along with borrowing, and to apply the same robust
decision-making processes to ensure that all debt is affordable, prudent, and
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sustainable. Furthermore, authorities are required to ensure that the financial risks
are identified and quantified when decisions are taken to enter long-term liabilities.
Other long-term liabilities are relevant to the capital strategy not only because they
come within the definition of debt, but also because the purpose of entering them is
to deliver capital investment.
The Council keeps a register of loans and investments on its treasury management
system. As part of the implementation of the financial reporting standard IRSF9 this
will be extended to cover financial guarantees.
The Council recognises that there may be special risks associated with entering other
long-term liabilities. It will require proposals to enter into other long-term liabilities
to be subject to the same evaluation. This should ensure that:
 all the Council’s debt is affordable, prudent and sustainable
 there is a common process for prioritising capital investment proposals
 the Council properly considers the risks associated with long-term liabilities
and the cumulative impact on its overall level of debt.
The Chief Finance Officer keeps long-term liabilities under constant review.
5.2

Capital Financing Policies
The financing policies as detailed in the following table sets out how the Council
ensures its investment decisions are consistent with its capital principles and the
MTFP:

Principle
Match Funding

Council Resources

Prudential
Borrowing Level

Invest to Save,
Invest for Service or
Regeneration
Objectives

Table 3: Financing Policies
Detail
If a scheme requires match funding to lever in external grant, any match will
have to be identified from savings within the approved Capital Programme
until debt has been reduced and the capital receipt pressure mitigated
Due to over commitment of capital resources (e.g. Capital Receipts, Revenue
Resources), any additional scheme increasing this pressure will be required
to make savings in the approved Capital Programme at least to the value of
the resources required. No further commitments in excess of the current
Capital Programme
A prudential borrowing cap and policy is in place for both the General Fund
and Public Sector Housing (as detailed in the Voluntary Debt Reduction
Policy – Appendix B), with schemes prioritised accordingly to remain within
borrowing cap. Schemes currently in the Capital Programme can be
substituted based on priority and impact on the MTFS.
 Increased income / cost reductions must exceed the financing costs
(including sensitivity analysis for optimism bias)
 In most circumstances the first call on income is to repay financing
costs where financing is from reserves
 Due to the uncertain nature of business rates these any potential
benefit is excluded from financial models
 Financial model (including payback) is required to include the
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opportunity cost of using council resources.

Availability of Capital The first call on any secured receipt is for any grant clawback provision or to
repay any outstanding debt on that specific asset.
Receipt
Project Underspend
Debt to Yield

5.3

Any resources available from project underspends are released into the
Capital Programme to fund other capital commitments. Should the Project
Sponsor of an underspending project wish to change the project via either
enhancement or amended specification, further approval is required.
Any projects that breach the debt to yield parameters as set out by MHLCG
are strictly prohibited, irrespective of the funding envelope.

Managing the Council’s Debt Position & Debt Indicators
Treasury Management and the Repayment of Debt
The council’s requirement to borrow is driven by prior year capital expenditure and
future capital plans as outlined within the Capital Strategy. The method and timing
of financing this borrowing requirement and managing the associated risks of these
financing decisions are covered within Council’s borrowing strategy. This includes
strategies to manage the overall level of debt and to manage the timing and profile
that debt is repaid so no one year has large amounts of debt to be refinanced/repaid
and that the balance of debt outstanding is appropriate for the forecast CFR which
reduces over the useful life of the assets financed by borrowing.
The Council’s current and forecast debt positions and the borrowing strategy are
reported and approved within the annual Treasury Management Strategy (TMS)
received by Full Council prior to the financial year that it applies to. The TMS sets
several Prudential Indicators as prescribed by the CIPFA Treasury Management Code
of Practice. These include a projection of capital expenditure, external debt and use
of internal borrowing and the council’s overall borrowing requirement, which is
known as the Capital Financing Requirement (CFR). The Prudential Indicators include
the operational boundary and the authorised limit for external debt which is the
statutory limit determined under Section 3(1) of the Local Government Act 2003: “A
local authority shall determine and keep under review how much money it can
afford to borrow”.
The annual Treasury Management Strategy includes the policy for the repayment of
debt known as Minimum Revenue Provision (MRP). The Council adopts the principle
of making revenue provision for the repayment of debt over the useful life of the
assets being created/purchased that were financed by borrowing.
Public Sector Housing
The Council’s requirement to borrow for the Housing is driven by the HRA’s capital
expenditure plans as outlined within the Capital Strategy. The method and timing of
financing this borrowing requirement is largely driven by the HRA 30-year business
plan and a strategy of fully financing the HRA CFR with long term, fixed rate
borrowing to provide cost certainty for the HRA.
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Prudential Indicators
The Capital Expenditure prudential indicator is a summary of the Council’s capital
expenditure plans, both those agreed previously, and those forming part of this
budget cycle. These are shown in section 2 of the Treasury Management Strategy
2021/22.
The second prudential indicator is the Council’s Capital Financing Requirement (CFR).
The CFR is simply the total historic outstanding capital expenditure which has not yet
been paid for from either revenue or capital resources. It is essentially a measure of
the Council’s indebtedness and the underlying need to borrowing. Any capital
expenditure, which has not immediately been paid for through a revenue or capital
resource, will increase the CFR. The CFR projections are shown below:

The operational boundary for external debt
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 and the ability to fund under-borrowing by
other cash resources.

The authorised limit for external debt
This is a key prudential indicator and represents a control on the maximum level of
borrowing. This represents a legal limit beyond which external debt is prohibited,
and this limit needs to be set or revised by the full Council. It reflects the level of
external debt which, while not desired, could be afforded in the short term, but is
not sustainable in the longer term.
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.
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Affordability prudential indicators
The previous sections cover the overall capital and control of borrowing prudential
indicators, but 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.

a. Ratio of financing costs to net revenue stream

This indicator identifies the trend in the cost of capital, (borrowing and other longterm obligation costs net of investment income), against the net revenue stream.
The estimates of financing costs include current commitments and the proposals in
this report. The net revenue stream is shown as the total sum to be raised from
government grants, business rates, council, and other taxes (General Fund) and rent
income (HRA). From 1 April 2012, the General fund income figure includes ringfenced NET (tram) government grant and revenue raised from the Workplace
Parking Levy.
b. HRA ratios
The first of two local HRA indicators below show the ratio debt to revenue showing
the sustainability of the debt load over the forecast period.

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

2019/20
Actual
292.530
319.784
103.333
2.8

2020/21
Estimate
304.360
319.784
104.989
2.9

2021/22
Estimate
314.049
319.784
106.694
2.9

2022/23
Estimate
319.050
319.784
107.670
3.0

2023/24
Estimate
319.865
319.784
108.601
2.9

The second indicator shows the HRA debt per dwelling based on the forecast debt
level.
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6

Revenue implications of Capital Expenditure

6.1

Overview
The revenue implications of capital expenditure need to be considered both when:


determining the overall size of the capital programme
and how it is to be financed, particularly the amount
of prudential borrowing that should be undertaken



evaluating individual projects.

In addition, as part of the asset planning process the running costs of existing assets
need to be considered to determine priorities for maintenance, enhancement, and
replacement of assets and, accordingly, for the development of suitable capital
investment proposals.
The key constraint on the Council’s ability to fund capital expenditure is its ongoing
revenue budget position. In considering how much capital investment it can afford,
therefore, the Council will estimate the overall impact on future revenue budgets
and exercise prudence to ensure that the level of capital investment is sustainable.
The Chief Finance Officer will advise members on the overall size and financing of
capital expenditure as part of the report to Executive Board in February each year
asking it to approve the rolling multi-year capital programme. Decisions on the
revenue budget and the capital programme will be taken at the same time to ensure
they are joined up.
When individual project proposals are being evaluated, it is essential that the
revenue implications are fully understood so that the aggregate revenue effect of
projects accepted into the capital programme matches what has been assumed in
determining the overall size of the programme and its funding

6.2

Costs of prudential borrowing
Where the Council undertakes prudential borrowing, it incurs debt charges in the
form of repayments of principal and interest payments, which depend on the terms
of the loan. As part of its treasury management function the Council takes out loans
on the best terms available to meet its overall prudential borrowing requirement
rather than loans related to specific projects. A common interest rate, reflecting the
overall cost of borrowing and standard repayment periods, depending on the type of
asset, is therefore used to assess the financing costs of proposed projects.

6.3

Feasibility costs
The costs of developing a proposed capital project must be charged to revenue until
it is assessed that there is a high degree of certainty that an economic benefit will
flow from the new asset. All such costs are therefore chargeable to revenue where
the project does not go ahead. Where the project does go ahead, any costs incurred
in financial periods prior to the commencement of the project, for which the
accounts have been closed, must also remain charged to revenue.
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Such costs depend on the size and complexity of the proposed project and how far
the proposal is developed before a decision is taken not to proceed. Increasing costs
are committed at the following stages:
 engagement of a project manager
 engagement of specialist external advisers
 commissioning of feasibility study
 commissioning of further work in advance of the main procurement process,
e.g. ground investigation, outline design, enabling works
 commencement of main procurement process
 entering a contract.

Page 31

Page 79

Appendix A – Capital Programme – High Level Terms of Reference
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Appendix B

Voluntary Debt Reduction Policy Statement
Nottingham City Council
Debt Reduction Policy Statement

Investment in the city’s infrastructure is an important part of the Council’s role but the Council
also recognises that with limited resources, expenditure on servicing debt to fund capital
investments is money not spent on providing day to day services to it’s citizens. Its future
priorities will be determined though an emphasis on the new ‘strategic Council Plan which will
reconcile its ambitions with the resources available to support those ambitions.
The City Council also recognises that its absolute level of external debt remains high in
comparison with its peer group and is driven largely by past investment to enhance the city
rather than current capital spending decisions.
Prudential Code
The Council is committed to the principles of the Prudential Code:


Affordable



Sustainable



Prudent



Proportionate for the size of the authority

Investment Strategy
The Council’s capital strategy ensures that all the projects are accounted for in the allocation of
any available resources over a medium term planning horizon. This will assist the immediate
requirement to review the exiting programme on the grounds of affordability and provide a
framework for schemes going forward. The principles of the strategy are as follows:


Current approved (or committed) schemes will be supported subject to sufficient
resources being identified to enable them to proceed or complete up to the approved level
of expenditure.



New schemes funded by borrowing will be severely limited by the criteria set out in the
debt policy. This is to reduce the Council’s current unsustainable level of debt and will
require a review of the existing capital schemes.



All schemes will be subject to a strict objective prioritisation process, which will include a
robust business case including whole life costing.



All schemes must align to the new PWLB criteria (i.e. not debt for yield) irrelevant of the
schemes funding envelope. Historic debt for yield schemes will be revisited in the light of
emerging CIPFA/MHCLG guidance.
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Capital receipts are a central resource and not generally linked to specific schemes
including assets identified for disposal as part of the Asset Rationalisation Programme.
Permissible exceptions are:


School Sites ring-fenced by the Secretary of State for education purposes.



Sites identified as part of the Loxley House Acquisition.



Commitments of capital receipts from prior decisions (including repayment of
outstanding debt).



From 2020/21 only secured capital receipts will be considered in decisions to fund capital
schemes. (i.e. no capital receipt-funded scheme to commence until sufficient receipts are
banked).



Revenue implications of schemes must be fully reflected in the MTFP and affordable within
services. (affordability needs to be demonstrated).



The capital budget approved by Full Council is a control total and no further schemes will
be included in the programme unless existing schemes are removed or delayed - unless the
new schemes in question are fully funded by external resources.



The Council will consider the removal of ring-fencing (where permissible) from certain
grant allocations to assist in the achievement of the Council’s priorities and objectives. All
uncommitted non ring-fenced capital funding will form part of corporate capital resources.
Non ring-fenced grants received in support of the three areas below will be earmarked to
fund these initiatives:





Transport grant funding



Education based grants



Disabled Facilities Grant

If the financial projections for approved schemes move adversely during the pre-contract
stage by the lower of £1.0m or 20% (either cash or NPV), further approval will be required
including a revised business case.

Debt Policy
The Council has the discretion to undertake borrowing on capital schemes (General Fund and
Public Sector Housing) if the borrowing is deemed Value for Money and meets the criteria as set
out in the Prudential Code and is affordable, sustainable, prudent and proportionate for the size
of the authority.
HM Treasury have published revised lending terms for the PWLB as from 26 th November 2020,
which makes PWLB unavailable for all authorities that have debt to yield schemes within their
capital plans.
The Council have relied significantly on borrowing to fund capital expenditure in recent years
leaving the Council with significant debt exposure and a relatively high level of debt servicing
costs in proportion to the scale of its revenue account. Therefore, to mitigate this risk going
forwards, the Council will seek to reduce is MRP costs and pay down debt over time, through a
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strict prioritisation of spending decisions and the accelerated generation of capital receipts
subject to maintaining best value.
The debt policy in respect of new capital expenditure is thus as follows:
 2020/21 - To minimise spend and new borrowing subject to pre-existing capital
commitments and expenditure already incurred within 2020/21. The capital Programme
has been reviewed and a number of schemes been removed or rephrased. This review
concluded in February 2021 and c14.7m of General Fund schemes were de-committed and a
further £19.4m of Public Sector Housing schemes were removed.
 2021/22 - To restrict new borrowing to no more than the level of the annual debt being
repaid. (i.e. New borrowing no greater than the MRP repaid). The Capital Programme has
been reduced to existing commitments.
 2022/23-2024/25 - Nil net new borrowing throughout the period. This applies both to
general fund and public sector housing debt.
Nothing in this policy shall prevent the council from exercising normal day to day management
of its borrowings through Treasury Management activities and/or the use of internal borrowing.
Impacts of the Policy
The Council will exert control on debt, primarily through controlling the revenue impacts of
borrowing (MRP) rather than through seeking to repay external debt. This is because external
debt is often heavily weighted towards fixed rate debt with maturity period up to 60 years and
where redemption would often carry significant penalties.
The forecast impact on budgeted borrowing levels would be:

2020/21
£m

2021/22
£m

2022/23
£m

2023/24
£m

2024/25
£m

MRP Repaid

-36.1

-40.4

-43.9

-48.1

-53.9

GF new Borrowing

91.7

27.2

0.0

0.0

0.0

HRA new Borrowing

15.4

15.1

12.2

6.9

1.8

The forecast impact on external debt is set out in the table below. The revised forecast external
debt takes into account the revised debt policy together with activities associated with the
normal Treasury Management activities.
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Current/
forecast
external
borrowing
£m

Revised
forecast
External
Borrowing
£m

Decrease

£m

1 April 2020

1,074.5

2020/21 forecast closing

1.052.5

981.6

-70.9

Forecast 2021/22

1,056.2

991.0

-65.2

Forecast 2022/23

1,043.9

986.2

-57.7

Forecast 2023/24

1,012.6

954.8

-57.8

985.1

927.4

-57.8

Forecast 2024/25
Notes to table:

 the previous strategy (2020/21) was approved by Full Council on 9 March 2020.
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Appendix C – Assurance Process
Gate
0

1
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2

3

Required information

Outcome if project passes this gate

Indicative timing for annual cycle

Outline project brief including all the
information required to determine
whether the proposal meets the
Council’s evaluation criteria
Initial Business case on the standard
template, following Treasury Green
Book Five Case Principles

Confirmation that the proposal may proceed
following approval at the Capital Programme
Board

Outline project brief submitted for evaluation in
mid-May for review and consideration within
the prioritisation process in June

Confirmation that the project will be
recommended for inclusion in the capital
programme

Final Business Case
In some cases, due to the complexity of
a project or its timeframes, the Initial
Business Case that got a scheme into
the capital programme may have
needed significant further work to
reach a final business case stage.
Where required this would again be on
the standard template and follow
Treasury Green Book principles based
on a five-case model
Tender evaluation report with details
of tenders received, the evaluation
process and why it is recommended
that the preferred tender should be
accepted should be subject to an
assurance review, unless it has been
determined that it would be more

At this point the project will already be in the
Capital Programme, however it will still need
approval to progress via DDM / Executive
Board. The review should take place prior to
this decision with the recommendations
being made available to decision makers /
Capital Programme Board

Initial Business Cases subjected to assurance
review in November with final prioritisation
recommendations made to and then by the
Capital Programme Board in December
Not applicable – post cycle

Contract may be awarded to the preferred
tenderer

Report to be submitted to the relevant decision
maker as soon as possible after tenders have
been received.
Outcome of the assurance review and
recommendations made available to the Capital
Programme Officer Group and Capital
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beneficial to do this earlier in the
procurement process, for example to
inform procurement routes, scopes,
risk allocations etc.
Further Assurance Processes
Lessons learned report following postproject review
(Note – lessons learned activity should
take place throughout the project and
new lessons learned should be flagged
up within the monthly monitoring
reports)
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Monitoring
Regular monitoring of projects
on standard templates to be
undertaken by the PMO to the
timelines set out in this Capital
Strategy.

Programme Board as appropriate.

Confirmation that lessons learned report is
satisfactory and no further information is
required. Lessons learned are provided to
the PMO who will analyse, report and
disseminate them to the appropriate
audiences and projects to ensure best
practice continues to be developed and is
adhered to.
Monitoring information tested and
triangulated through ongoing dialogue with
projects so progress can be assured. Reports
up to the Capital Programme Officer Group
and Capital Programme Board as required,
generally expected to be on an exception
basis.
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Not applicable

Not applicable
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1
To note the treasury management actions taken the first half year of 2020/21.

1

Executive Summary

1.1

The Audit Committee holds the responsibility to provide effective scrutiny of treasury
management policies and practices. The 2020/21 Treasury Management Strategy
was approved by Full Council on 9 March 2020. This report sets out details of
treasury management actions and performance from 1 April 2020 to 30 September
2020. The key points are: No new long-term borrowing has been undertaken in the period to 30 September
2020 (section 4.3);
 The average interest rate payable on the debt portfolio increased from 3.137% at
31 March 2020 to 3.282% at 30 September 2020 (section 4.3);
 no debt rescheduling had been undertaken to 30 September 2020 (section 4.4);
 the average return on investments to 30 September 2020 was 0.490% against a
benchmark rate of -0.057% (7-day LIBID) (section 4.8);
 there has been compliance with Prudential Indicators for 1 April to 30 September
2020 (section 4.10);
 the PWLB lending terms have changed in 2020/21 following a consultation
period which ended on 31 July 2020. The new terms were announced on 26
November 2020 and with the aim of stopping local authorities borrowing money
from the PWLB to purchase commercial property and other debt for yield assets
if the aim is solely to generate an income stream (section 4.11.1). The impact of
this change to the PWLB lending arrangements and of the review of the capital
program in light of the current financial context of the council will be reflected in
the 2021/22 Treasury Management Strategy and Capital Investment Strategy on
the February Audit Committee agenda.

2

Reasons for recommendations

2.1

To ensure that Councillors are kept informed of the actions taken by the Chief Finance
Officer (CFO) under delegated authority. The currently adopted Treasury Management
Code of Practice requires the CFO to submit at least three reports on treasury
management each year; a policy and strategy statement for the ensuing financial year,
a 6-monthly progress report and an outturn report after the end of the financial year.
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2.2

The CIPFA Prudential Code requires local authorities to nominate a body within the
organisation to be responsible for scrutiny of treasury management activity. It is
considered that the City Council’s Audit Committee is the most appropriate body for
this function. In undertaking this function, the Audit Committee holds the responsibility
to provide effective scrutiny of treasury management policies and practices.

3

Background

3.1

Capital Strategy
In December 2017, the Chartered Institute of Public Finance and Accountancy, (CIPFA),
issued revised Prudential and Treasury Management Codes. As from 2019/20, all local
authorities have been required to prepare a Capital Strategy which is to provide the
following:  a high-level overview of how capital expenditure, capital financing and treasury
management activity contribute to the provision of services;
 an overview of how the associated risk is managed;
 the implications for future financial sustainability.

3.2

Treasury Management
The Council operates a balanced budget, which broadly means cash raised during the year
will meet its cash expenditure. Part of the treasury management operations ensure this
cash flow is adequately planned, with surplus monies being invested in low risk
counterparties, providing adequate liquidity initially before considering optimising
investment return.
The second main function of the treasury management service is the funding of the
Council’s capital plans. These capital plans provide a guide to the borrowing need of the
Council, essentially the longer term cash flow planning to ensure the Council can meet its
capital spending operations. This management of longer term cash may involve arranging
long or short term loans, or using longer term cash flow surpluses, and on occasion any
debt previously drawn may be restructured to meet Council risk or cost objectives.
Accordingly, treasury management is defined as:
“The management of the local authority’s borrowing, investments and cash flows, its
banking, money market and capital market transactions; the effective control of the risks
associated with those activities; and the pursuit of optimum performance consistent with
those risks.”

3.3

This report has been written in accordance with the requirements of the Chartered Institute
of Public Finance and Accountancy’s (CIPFA) Code of Practice on Treasury Management
(revised 2017).
The primary requirements of the Code are as follows:

Creation and maintenance of a Treasury Management Policy Statement which sets
out the policies and objectives of the Council’s treasury management activities.

Creation and maintenance of Treasury Management Practices which set out the
manner in which the Council will seek to achieve those policies and objectives.

Receipt by the Full Council of an annual Treasury Management Strategy Statement
- including the Annual Investment Strategy and Minimum Revenue Provision Policy for the year ahead. Receipt by Executive Board of a Mid-year Review Report and an
Annual Report, covering activities during the previous year.
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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.
Delegation by the Council of the role of scrutiny of treasury management strategy
and policies to a specific named body. For this Council the delegated body is the
Audit Committee.

3.4

This mid-year report has been prepared in compliance with CIPFA’s Code of Practice on
Treasury Management, and covers the following:

An economic update for the first part of the 2020/21 financial year;

A review of the Treasury Management Strategy Statement and Annual Investment
Strategy;

The Council’s capital expenditure, and prudential indicators;

A review of the Council’s investment portfolio for 2020/21;

A review of the Council’s borrowing strategy for 2020/21;

A review of any debt rescheduling undertaken during 2020/21;

A review of compliance with Treasury and Prudential Limits for 2020/21.

4

Treasury Management Activity to 30 September 2020

4.1

The Economy and Interest rates during 2020/21
- Growth and Inflation:
The fall in GDP in the first half of 2020 was revised from 28% to 23% (subsequently revised to 21.8%). This is still one of the largest falls in output of any developed nation. However, the UK
economy is heavily skewed towards consumer-facing services – an area which was particularly
vulnerable to being damaged by lockdown.
The peak in the unemployment rate was revised down from 9% in Q2 to 7½% by Q4 2020.

The Monetary Policy Committee (MPC) kept Bank Rate unchanged at 0.10% and
maintained the level of quantitative easing (QE) at £745bn at the meeting on 6th August.
The MPC also squashed any idea of using negative interest rates, at least in the next six
months or so. It suggested that while negative rates can work in some circumstances, it
would be “less effective as a tool to stimulate the economy” at this time when banks are
worried about future loan losses. It also has “other instruments available”, including QE and
the use of forward guidance.
The Consumer Price Index inflation % (CPI) has reduced 1.70% to 0.20% in the 6 months to 30
September 2020.

- Forecast Interest rates
The Council’s treasury advisor, Link Group, has provided the following forecast. (PWLB
rates are certainty rates):
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Given the current level of uncertainties around the effects of COVID 19 on the economy
and the effects of Brexit, these forecasts may need to be materially reassessed in the light
of events over the next few weeks or months.
Appendix B shows the money market interest rates, the PWLB borrowing rates for the half-year
to 30 September 2020 and a forward view for PWLB loan rates.

4.2

Local Context

4.2.1 The Treasury Management Strategy Statement, (TMSS), for 2020/21 was approved by Full
Council on 9 March 2020. There are no policy changes to the TMSS; the details in this
report update the position in the light of the updated economic position and budgetary
changes already approved.
4.2.2

The Council undertakes capital expenditure on long-term assets. These activities may
either be:

Financed immediately through the application of capital or revenue resources
(capital receipts, capital grants, revenue contributions etc.), which has no resultant
impact on the Council’s borrowing need; or

If insufficient financing is available, or a decision is taken not to apply resources
based on robust financial modelling, the capital expenditure will give rise to a
borrowing need.

4.2.3 At 31/03/2020 the Council’s underlying need to borrow for capital purposes as measured
by the Capital Financing Requirement (CFR) was £1,382.0m.
The CFR is forecast to increase by £62.4m to £1,444.4m by 31/03/2021.
Table 1 below shows the original and expected financing arrangements of the capital
programme. The borrowing element of the table increases the underlying indebtedness of
the Council by way of the Capital Financing Requirement (CFR), although this will be
reduced in part by revenue charges for the repayment of debt (the Minimum Revenue
Provision). This borrowing need may also be supplemented for maturing debt and other
treasury requirements.
2020/21 2020/21
Original Revised
TABLE 1: CAPITAL EXPENDITURE
Estimate Estimate
£m
£m
Total capital expenditure
218.513 230.021
Financed by:
Capital receipts
20.107
24.278
Capital grants & Contributions
43.833
66.359
Internal Funds / Revenue (inc.
37.902
31.907
Major Repairs Reserve)
Total financing
101.842 122.544
Borrowing requirement
116.671 107.477

Note to table: Original estimate was Q3 2019/20 used for the 2020/21 Treasury Management Strategy
Report.

4.2.4 The increase in estimated capital expenditure has two elements, a reduction of forecast
spend due to a review of capital program including the delay/cancellation of some major
schemes and an increase to 2020/21 forecast spend due to slippage on capital projects
that had expenditure originally forecast to have been incurred in 2019/20. The associated
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financing of these schemes has also moved from 2019/20 to the 2020/21 revised
forecasts shown above.
4.3

Borrowing

4.3.1 To finance the CFR the Council may borrow from the PWLB or the market (external
borrowing) or from internal balances on a temporary basis (internal borrowing). The
balance of external and internal borrowing is generally driven by market conditions.
4.3.2 At 30/9/2020 the Council has reduced the balance of external loans by £89.6m on the
31/3/2020 balance, as the short term loans taken to provide additional liquidity in
February/March in response to COVID 19 have now been repaid. The Council expects to
increase borrowing by around £70.7m in the 2nd half of 2020/21 based on the revised
capital program and forecast cash flow requirements. Beyond 2021/22 the level of
external loans is expected to reduce as will the CFR in line with reductions in the capital
program.
4.3.3 Table 2 summarises the Council’s outstanding external debt at 30 September 2020 showing the
value of debt and the average interest rate payable on the debt:
TABLE 2: DEBT PORTFOLIO
01-Apr-20
DEBT
PWLB borrowing
Market loans inc LOBO
Temporary borrowing
TOTAL LOANS DEBT
Other inc PFI
TOTAL DEBT

4.3.4

£m
892.8
49.0
132.7
1,074.5
191.4
1,265.9

Average
Interest %
3.399
4.348
0.933
3.137

30-Sep-20
£m
884.2
49.0
51.7
984.9
186.6
1,171.5

Average
Interest %
3.403
4.348
0.207
3.282

Change
£m
-8.6
0
-81
-89.6
-4.8
-94.4

At 30/09/2020, the Council had £1,171.5m of external borrowing including £186.6m of Private
Finance Initiative (PFI) and lease liabilities. The Council continues to maintain borrowing and
investments below their underlying levels, referred to as internal borrowing, subject to holding a
minimum investment balance of around £30m. The Council’s under-borrowed position was
temporarily reduced to £116.1m at 31 March 2020 due to the increase in new short-term term
borrowing taken and used/held at the end of the financial year to mitigate liquidity risks caused
by Covid 19.
The council expects to increase the internal borrowing position to around £200m by 31 March
2021 as a prudent and cost effective approach in the current economic climate but will require
ongoing monitoring in the event that upside risk to gilt yields prevails.
The continuation of this existing strategy will further support managing the council’s cost of
financing in the coming years and is forecast to see borrowing levels decrease in the coming
years.

4.3.5 In 2020/21 the Council has not taken any further long term borrowing. It has utilised shortdated loans borrowed from the markets, predominantly from other local authorities, which
following the initial COVID related liquidity shortage has since remained highly liquid, affordable
and attractive. In the 6 months to 30 September a total of £136m of such loans were borrowed
at an average rate of 0.242% and an average life of 100 days which includes the replacement
of maturing loans.
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4.4

Debt rescheduling
Debt rescheduling opportunities have been very limited in the current economic climate given
the consequent structure of interest rates, and following the increase in the margin added to gilt
yields which has impacted PWLB new borrowing rates since October 2010. No debt
rescheduling has therefore been undertaken to date in the current financial year.

4.5

PWLB Certainty Rate Update
The Council qualifies for borrowing at the ‘Certainty Rate’ (0.20% below the PWLB standard
rate) for a 12 month period from 01/11/2020. The Council submitted its application to the
MHCLG to access this reduced rate for a further 12 month period from 01/11/2020.

4.6

Lender’s Option Borrower’s Options (LOBO) Loans
The Council holds £34.000m of LOBO loans where the lender has the option to propose an
increase in the interest rate at set dates, following which the Council has the option to either
accept the new rate or to repay the loan at no additional cost. £19.000m of these LOBO loans
have options during the year, none have been exercised by the lender. The Council
acknowledges there is an element of refinancing risk even though in the current interest rate
environment lenders are unlikely to exercise their options.

4.7

Housing Revenue Account (HRA) Treasury Management Strategy
From 1 April 2002, the Council’s HRA was allocated a separate debt portfolio based on the
appropriate proportion of the Councils existing debt at that time. As existing debt matures these
can be replaced with long term fixed rate PWLB loans. In 2019/20 £30m of new PWLB loans
were taken to fully finance the HRA CFR. The housing element of the forecast capital program
has £17.7m of spend to be financed by borrowing which will increase the HRA CFR. As at 30
September 2020 no new HRA PWLB loans have been taken in 2020/21.
The interest payable in 2020/21 is expected to be £13.226m at an average rate of 4.441%.
This includes £37.161m of fixed rate internal borrowing maturing 01 October 2044.

4.8

Investments

4.8.1 In accordance with the Code, security of capital has remained the Council’s main investment
objective. This has been maintained by following the Council’s counterparty policy as set out in
its Treasury Management Strategy for 2020/21.
4.8.2 In accordance with the Code, it is the Council’s priority to ensure security of capital and
liquidity, and to obtain an appropriate level of return which is consistent with the Council’s risk
appetite. In the current economic climate it is considered appropriate to keep investments
short term to cover cash flow needs, but also to seek out value available in longer periods
(usually up to 12 months) with high credit rated financial institutions, using the Link suggested
creditworthiness approach, including a minimum sovereign credit rating and Credit Default
Swap (CDS).
As shown by the forecasts in section 4.1, it is now impossible to earn the level of interest rates
commonly seen in previous decades as all investment rates are barely above zero now that
Bank Rate is at 0.10%, while some entities, including more recently the Debt Management
Account Deposit Facility (DMADF), are offering negative rates of return in some shorter time
periods. Given this risk environment and the fact that increases in Bank Rate are unlikely to
occur before the end of the current forecast horizon of 31st March 2023, investment returns are
expected to remain low.
The council temporarily increased liquid investment balances in response to the COVID 19
outbreak. The overall balance of investments is expected to reduce during the remainder of
2020/21. The council has continued to limit its exposure to bank credit risk by using short term
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bank notice accounts and utilising highly diverse and liquid money market funds. The
investment portfolio still includes existing longer term deposits placed with other local
authorities prior to 2020/21 at fixed interest rates of around 1% however these are due to
mature during 2021/22 & 2022/23.
4.8.3 The Council held £125.0m of investments as at 30 September 2020 (£129.0m at 31 March
2020) and the investment portfolio yield for the first 6 months of the year is 0.490% against a
benchmark (Average 7-day LIBID) of -0.057%.
4.8.4 Appendix A provides details of the Council’s external investments at 30 September 2020,
analysed between investment type and individual counterparties showing the current Fitch
long-term credit rating.
Table 3 below summarises investment activity in 2020/21.
TABLE 3: INVESTMENT PORTFOLIO
Short term Investments (call accounts, deposits)
- Banks and Building Societies with ratings of A- or higher
- Local Authorities
Long term Investments
Money Market Funds
TOTAL INVESTMENTS
- Increase/ (Decrease) in Investments £m

Balance on
01/04/2020
£m

Balance on
30/09/2020
£m

Avg Rate / Yield
(%) Avg days to
maturity as at

20.0

10.0

0.20% / 95

25.0
10.0
74.0
129.0

60.0
10.0
45.0
125.0
-4

0.63% / 85
0.63% / 592
0.07% / 1
0.39% / 96

4.8.5 The Chief Financial Officer confirms that the approved limits within the Annual Investment
Strategy have not been breached during the first 6 months of 2020/21.
4.8.6 Counterparty credit quality was assessed and monitored with reference to credit ratings (the
Council’s minimum long-term counterparty rating is A- across rating agencies Fitch, S&P and
Moody’s); credit default swap prices, financial statements, information on potential government
support and reports in the quality financial press.
4.8.7 The credit rating agencies changed their outlook on many UK banks from stable to negative
outlook during the quarter ended 30th June 2020 due to upcoming risks to banks’ earnings and
asset quality during the economic downturn caused by the pandemic, however, so far the
majority of ratings have been affirmed due to the continuing strong credit profiles of UK banks.
Credit default swaps (CDS) prices, (these are market indicators of credit risk), for UK banks
spiked upwards at the end of March / early April due to the liquidity crisis throughout financial
markets, CDS prices have returned to more average levels since then, although they are still
elevated compared to end-February. Pricing is likely to remain volatile as uncertainty
continues. However, sentiment can easily shift, so it remains important to undertake continual
monitoring of all aspects of risk and return in the current circumstances.
4.9

Negative Interest Rates
While the Bank of England has said that it is unlikely to introduce a negative Bank Rate, at
least in the next 6 -12 months, some deposit accounts are already offering negative rates for
shorter periods. As part of the response to the pandemic and lockdown, the Bank and the
Government have provided financial markets and businesses with plentiful access to credit,
either directly or through commercial banks. In addition, the Government has provided large
sums of grants to local authorities to help deal with the Covid crisis; this has caused some local
authorities to have sudden large increases in investment balances searching for an investment
home, some of which was only very short term until those sums were able to be passed on.
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As for money market funds (MMFs), yields have continued to drift lower. Some managers have
suggested that they might resort to trimming fee levels to ensure that net yields for investors
remain in positive territory where possible and practical. Investor cash flow uncertainty, and the
need to maintain liquidity in these unprecedented times, has meant there is a glut of money
swilling around at the very short end of the market. This has seen a number of market
operators, now including the DMADF, offer nil or negative rates for very short term maturities.
This is not universal, and MMFs are still offering a marginally positive return, as are a number
of financial institutions.
Inter-local authority lending and borrowing rates have also declined due to the surge in the
levels of cash seeking a short-term home at a time when many local authorities are probably
having difficulties over accurately forecasting when disbursements of funds received will occur
or when further large receipts will be received from the Government.
4.10

Compliance with Prudential Indicators

4.10.1 The Council confirms compliance with its Prudential Indicators for 2020/21 set on 9 March 2020
as part of the Council’s Treasury Management Strategy Statement.
4.10.2 The Council measures and manages its exposures to treasury management risks using the
following additional indicators.
Interest Rate Exposures: This indicator is set to control the Council’s exposure to interest rate
risk. The limits on variable rate interest rate exposures are:

2019/20
£m
Upper limit on variable interest rate
300
exposure
Actual
168.9

2020/21
£m

2021/22
£m

350

350

96.0

4.10.3 Maturity Structure of Borrowing: This indicator is set to control the Council’s exposure to
refinancing risk. The upper and lower limits on the maturity structure of fixed rate borrowing will
be:

Under 12 months
12 months and within 24 months
24 months and within 5 years
5 years and within 10 years
10 years and within 25 years
25 years and within 40 years
40 years and above

Lower
0%
0%
0%
0%
0%
0%
0%

Upper
25%
25%
25%
25%
50%
50%
50%

Actual
7%
2%
9%
15%
9%
25%
33%

4.10.4 Principal Sums Invested for Periods Longer than 365 days: The purpose of this indicator is
to control the Council’s exposure to the risk of incurring losses by seeking early repayment of
its investments. The limits on the total principal sum invested to final maturities beyond the
period end will be:
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2019/20
£m
Limit on principal invested beyond
100
year end
Actual
10

2020/21
£m

2021/22
£m

100

100

10

4.10.5 Operational Boundary and Authorised Limit for External Debt: The operational boundary is
based on the Council’s estimate of most likely, i.e. prudent, but not worst case scenario for
external debt. The authorised limit is the affordable borrowing limit determined in compliance
with the Local Government Act 2003. It is the maximum amount of debt that the Council can
legally owe. The authorised limit provides headroom over and above the operational boundary
for unusual cash movements.
The table below shows the expected debt position during 2020/21.

Borrowing
Other long term liabilities*
Total debt (year end position)
Operational Boundary for external debt
Authorised limit for external debt
‘* Includes PFI and Leases liabilities
4.11

2020/21
Original
Estimate
£m
1,112.8
181.8
1,294.6
1,521.9
1,551.9

Current
Position
£m
985.0
186.6
1,171.6
1,521.9
1,551.9

2020/21
Revised
Estimate
£m
1,055.7
181.8
1,237.5
1,521.9
1,551.9

Other

4.11.1 PWLB Rate Changes & Consultation on Revised Lending Terms
The The HM Treasury has imposed two changes in the margins over gilt yields for PWLB
rates in 2019-20 without any prior warning; the first on 9 October 2019, added an
additional 1% margin over gilts to all PWLB rates. That increase was then partially
reversed for some forms of borrowing on 11 March 2020, at the same time as the
Government announced in the Budget a programme of increased spending on
infrastructure expenditure. It also announced that there would be a consultation with local
authorities on possibly further amending these margins; this ended on 31 July. The new
lending arrangements were announced on the 26 November 2020.
It is clear that the Treasury intends to put a stop to local authorities borrowing money from
the PWLB to purchase commercial property and other debt for yield assets if the aim is
solely to generate an income stream.
Following the changes on 26 November 2020 in margins over gilt yields, the current
situation is as follows: o PWLB Standard Rate is gilt plus 100 basis points (G+100bps)
o PWLB Certainty Rate is gilt plus 80 basis points (G+80bps)
o PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps)
o PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps)
o Local Infrastructure Rate is gilt plus 60bps (G+60bps)

Page 95

These changes to the future PWLB lending arrangements and the implications to the
council will be included in the Treasury Management Strategy for 2021/22 due at the
February Audit Committee.
4.12

General Fund Revenue Implications
Treasury management payments comprise interest charges and receipts and provision for
repayment of debt. A proportion of the City Council’s debt relates to capital expenditure on
council housing and this is charged to the HRA. The remaining costs are included within
the treasury management section of the General Fund budget. The General Fund
Treasury Management budget is £56.6m for 2020/21.
An estimated outturn for 2020/21 is included in the quarter 2 revenue monitoring report on
the 15 December 2020 Executive Board agenda. The budget for 2021/22 will be
submitted with the 2021/22 treasury management strategy, in February 2021.

4.13

Risk Management
Risk management plays a fundamental role in treasury activities, due to the value and nature of
transactions involved. The management of specific treasury management risks is set out in the
Manual of Treasury Management Practices and Procedures and a risk register is maintained
for the treasury function.
The treasury management risk register’s overall risk rating at 30 September 2020 was 6.58,
Likelihood = possible, Impact = moderate which is the same as reported at 31 March 2020, but
an increase since September 2019. The risk rating increase reflects risks around the impacts of
Covid 19, the working from home arrangements and the changes to the PWLB lending
arrangements. The Treasury Management working group continue to manage this risk and
take appropriate actions as required.

5

Background papers other than published works or those disclosing exempt or
confidential information

5.1

None

6

Published documents referred to in compiling this report

6.1

Treasury Management Strategy 2020/21 and Capital Investment Strategy 2020/21

6.2

Money Market and PWLB loan rates

6.3

Treasury Management in the Public Services Code of Practice 2017–CIPFA

6.4

Prudential Code 2017-CIPFA

6.5

Treasury Management in the Public Services Guidance Notes 2018 – CIPFA

6.6

Statutory guidance on local government investments 3rd Edition 2018

6.7

Statutory guidance on Minimum Revenue Provision (MRP) 2018
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APPENDIX A
The charts below provide details of the Council’s external investments at 30
September 2020, analysed between investment type and individual counterparties
showing the current Fitch long-term credit rating.

Type of Investments as at 30 September 2020

MONEY MARKET
FUNDS - £45.0m,
36.0%

LOCAL
AUTHORITY
DEPOSITS £70.0m, 56.0%

NOTICE
ACCOUNTS £10.0m, 8.0%

Investments - Fitch credit long-term rating as at
30 September 2020
LLOYDS BANK (A+) £10.0m, 8.0%

MONEY MARKET
FUNDS (x5) (AAAmmf)
- £45.0m, 36.0%
OTHER LOCAL
AUTHORTIES (NR) £70.0m, 56.0%
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APPENDIX B
Money Market Data, PWLB Rates and an Economic Update
The table and graph below shows the UK Bank of England Bank Rate and benchmark rates within
the short term money markets for the last 6 months.
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PWLB certainty rates 1 April 2020 to 30 September 2020
The graph and table below show the movement in PWLB certainty rates for the first six
months of the year to date:

Note: The PWLB increased the new standard loan rate to 200 basis points over Gilts effective
as of 9th October 2019 (from 100 or 1% over Gilts).
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Economics update and Interest Rate Forecast


The Bank of England’s Monetary Policy Committee kept Bank Rate unchanged on 6 th August.
It also kept unchanged the level of quantitative easing at £745bn. Its forecasts were optimistic
in terms of three areas:
o

o
o











The fall in GDP in the first half of 2020 was revised from 28% to 23% (subsequently
revised to -21.8%). This is still one of the largest falls in output of any developed
nation. However, it is only to be expected as the UK economy is heavily skewed
towards consumer-facing services – an area which was particularly vulnerable to being
damaged by lockdown.
The peak in the unemployment rate was revised down from 9% in Q2 to 7½% by Q4
2020.
It forecast that there would be excess demand in the economy by Q3 2022 causing
CPI inflation to rise above the 2% target in Q3 2022, (based on market interest rate
expectations for a further loosening in policy). Nevertheless, even if the Bank were to
leave policy unchanged, inflation was still projected to be above 2% in 2023.

It also squashed any idea of using negative interest rates, at least in the next six months or
so. It suggested that while negative rates can work in some circumstances, it would be “less
effective as a tool to stimulate the economy” at this time when banks are worried about future
loan losses. It also has “other instruments available”, including QE and the use of forward
guidance.
The MPC expected the £300bn of quantitative easing purchases announced between its
March and June meetings to continue until the “turn of the year”. This implies that the pace of
purchases will slow further to about £4bn a week, down from £14bn a week at the height of
the crisis and £7bn more recently.
In conclusion, this would indicate that the Bank could now just sit on its hands as the economy
was recovering better than expected. However, the MPC acknowledged that the “mediumterm projections were a less informative guide than usual” and the minutes had multiple
references to downside risks, which were judged to persist both in the short and medium
term. One has only to look at the way in which second waves of the virus are now impacting
many countries including Britain, to see the dangers. However, rather than a national
lockdown, as in March, any spikes in virus infections are now likely to be dealt with by
localised measures and this should limit the amount of economic damage caused. In addition,
Brexit uncertainties ahead of the year-end deadline are likely to be a drag on recovery. The
wind down of the initial generous furlough scheme through to the end of October is another
development that could cause the Bank to review the need for more support for the economy
later in the year. Admittedly, the Chancellor announced in late September a second six month
package from 1st November of government support for jobs whereby it will pay up to 22% of
the costs of retaining an employee working a minimum of one third of their normal hours.
There was further help for the self-employed, freelancers and the hospitality industry.
However, this is a much less generous scheme than the furlough package and will inevitably
mean there will be further job losses from the 11% of the workforce still on furlough in mid
September.
Overall, the pace of recovery is not expected to be in the form of a rapid V shape, but a more
elongated and prolonged one after a sharp recovery in June through to August which left the
economy 11.7% smaller than in February. The last three months of 2020 are now likely to
show no growth as consumers will probably remain cautious in spending and uncertainty over
the outcome of the UK/EU trade negotiations concluding at the end of the year will also be a
headwind. If the Bank felt it did need to provide further support to recovery, then it is likely that
the tool of choice would be more QE.
There will be some painful longer term adjustments as e.g. office space and travel by
planes, trains and buses may not recover to their previous level of use for several years, or
possibly ever. There is also likely to be a reversal of globalisation as this crisis has shown up
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how vulnerable long-distance supply chains are. On the other hand, digital services is one
area that has already seen huge growth.
One key addition to the Bank’s forward guidance was a new phrase in the policy statement,
namely that “it does not intend to tighten monetary policy until there is clear evidence that
significant progress is being made in eliminating spare capacity and achieving the 2% target
sustainably”. That seems designed to say, in effect, that even if inflation rises to 2% in a
couple of years’ time, do not expect any action from the MPC to raise Bank Rate – until they
can clearly see that level of inflation is going to be persistently above target if it takes no
action to raise Bank Rate
The Financial Policy Committee (FPC) report on 6th August revised down their expected
credit losses for the banking sector to “somewhat less than £80bn”. It stated that in its
assessment “banks have buffers of capital more than sufficient to absorb the losses that are
likely to arise under the MPC’s central projection”. The FPC stated that for real stress in the
sector, the economic output would need to be twice as bad as the MPC’s projection, with
unemployment rising to above 15%.
US. The incoming sets of data during the first week of August were almost universally
stronger than expected. With the number of new daily coronavirus infections beginning to
abate, recovery from its contraction this year of 10.2% should continue over the coming
months and employment growth should also pick up again. However, growth will be
dampened by continuing outbreaks of the virus in some states leading to fresh localised
restrictions. At its end of August meeting, the Fed tweaked its inflation target from 2% to
maintaining an average of 2% over an unspecified time period i.e.following periods when
inflation has been running persistently below 2%, appropriate monetary policy will likely aim to
achieve inflation moderately above 2% for some time. This change is aimed to provide more
stimulus for economic growth and higher levels of employment and to avoid the danger of
getting caught in a deflationary “trap” like Japan. It is to be noted that inflation has actually
been under-shooting the 2% target significantly for most of the last decade so financial
markets took note that higher levels of inflation are likely to be in the pipeline; long term bond
yields duly rose after the meeting. The Fed also called on Congress to end its political
disagreement over providing more support for the unemployed as there is a limit to what
monetary policy can do compared to more directed central government fiscal policy. The
FOMC’s updated economic and rate projections in mid-September showed that officials
expect to leave the fed funds rate at near-zero until at least end-2023 and probably for
another year or two beyond that. There is now some expectation that where the Fed has led in
changing its inflation target, other major central banks will follow. The increase in tension over
the last year between the US and China is likely to lead to a lack of momentum in progressing
the initial positive moves to agree a phase one trade deal.
EU. The economy was recovering well towards the end of Q2 after a sharp drop in GDP, (e.g.
France 18.9%, Italy 17.6%). However, the second wave of the virus affecting some countries
could cause a significant slowdown in the pace of recovery, especially in countries more
dependent on tourism. The fiscal support package, eventually agreed by the EU after
prolonged disagreement between various countries, is unlikely to provide significant support
and quickly enough to make an appreciable difference in weaker countries. The ECB has
been struggling to get inflation up to its 2% target and it is therefore expected that it will have
to provide more monetary policy support through more quantitative easing purchases of bonds
in the absence of sufficient fiscal support.
China. After a concerted effort to get on top of the virus outbreak in Q1, economic recovery
was strong in Q2 and has enabled it to recover all of the contraction in Q1. However, this was
achieved by major central government funding of yet more infrastructure spending. After years
of growth having been focused on this same area, any further spending in this area is likely to
lead to increasingly weaker economic returns. This could, therefore, lead to a further
misallocation of resources which will weigh on growth in future years.
World growth. Latin America and India are currently hotspots for virus infections. World
growth will be in recession this year. Inflation is unlikely to be a problem for some years due to
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the creation of excess production capacity and depressed demand caused by the coronavirus
crisis.
Interest rate forecasts
The Council’s treasury advisor, Link Group, has provided the following forecasts (PWLB rates are
certainty rates):

The coronavirus outbreak has done huge economic damage to the UK and around the world. After
the Bank of England took emergency action in March to cut Bank Rate to first 0.25%, and then to
0.10%, it left Bank Rate unchanged at its last meeting on 6th August, although some forecasters had
suggested that a cut into negative territory could happen. However, the Governor of the Bank of
England has made it clear that he currently thinks that such a move would do more damage than
good and that more quantitative easing is the favoured tool if further action becomes necessary. As
shown in the forecast table above, no increase in Bank Rate is expected within the forecast horizon
ending on 31st March 2023 as economic recovery is expected to be only gradual and, therefore,
prolonged.
GILT YIELDS / PWLB RATES. There was much speculation during the second half of 2019 that
bond markets were in a bubble which was driving bond prices up and yields down to historically very
low levels. The context for that was heightened expectations that the US could have been heading for
a recession in 2020. In addition, there were growing expectations of a downturn in world economic
growth, especially due to fears around the impact of the trade war between the US and China,
together with inflation generally at low levels in most countries and expected to remain subdued.
Combined, these conditions were conducive to very low bond yields. While inflation targeting by the
major central banks has been successful over the last 30 years in lowering inflation expectations, the
real equilibrium rate for central rates has fallen considerably due to the high level of borrowing by
consumers. This means that central banks do not need to raise rates as much now to have a major
impact on consumer spending, inflation, etc. The consequence of this has been the gradual lowering
of the overall level of interest rates and bond yields in financial markets over the last 30 years. Over
the year prior to the coronavirus crisis, this has seen many bond yields up to 10 years turn negative in
the Eurozone. In addition, there has, at times, been an inversion of bond yields in the US whereby 10
year yields have fallen below shorter term yields. In the past, this has been a precursor of a
recession. The other side of this coin is that bond prices are elevated as investors would be expected
to be moving out of riskier assets i.e. shares, in anticipation of a downturn in corporate earnings and
so selling out of equities.
Gilt yields had therefore already been on a generally falling trend up until the coronavirus crisis hit
western economies during March. After gilt yields spiked up during the initial phases of the health
crisis in March, we have seen these yields fall sharply to unprecedented lows as major western
central banks took rapid action to deal with excessive stress in financial markets, and started massive
quantitative easing purchases of government bonds: this also acted to put downward pressure on
government bond yields at a time when there has been a huge and quick expansion of government
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expenditure financed by issuing government bonds. Such unprecedented levels of issuance in
“normal” times would have caused bond yields to rise sharply. At the close of the day on 30 th
September, all gilt yields from 1 to 6 years were in negative territory, while even 25-year yields were
at only 0.76% and 50 year at 0.60%.
From the local authority borrowing perspective, HM Treasury imposed two changes of margins
over gilt yields for PWLB rates in 2019-20 without any prior warning. The first took place on 9th
October 2019, adding an additional 1% margin over gilts to all PWLB period rates. That increase was
then at least partially reversed for some forms of borrowing on 11th March 2020, but not for
mainstream General Fund capital schemes, at the same time as the Government announced in the
Budget a programme of increased infrastructure expenditure. It also announced that there would be a
consultation with local authorities on possibly further amending these margins; this was to end on 4 th
June, but that date was subsequently put back to 31st July. It is clear HM Treasury will no longer
allow local authorities to borrow money from the PWLB to purchase commercial property if the aim is
solely to generate an income stream (assets for yield).
Following the changes on 11th March 2020 in margins over gilt yields, the current situation is as
follows: 

PWLB Standard Rate is gilt plus 200 basis points (G+200bps)



PWLB Certainty Rate is gilt plus 180 basis points (G+180bps)



PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps)



PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps)



Local Infrastructure Rate is gilt plus 60bps (G+60bps)

It is possible that the non-HRA Certainty Rate will be subject to revision downwards after the
conclusion of the PWLB consultation; however, the timing of such a change is currently an unknown,
although it would be likely to be within the current financial year.
As the interest forecast table for PWLB certainty rates, (gilts plus 180bps), above shows, there is
likely to be little upward movement in PWLB rates over the next two years as it will take economies,
including the UK, a prolonged period to recover all the momentum they have lost in the sharp
recession caused during the coronavirus shut down period. Inflation is also likely to be very low
during this period and could even turn negative in some major western economies during 2020/21.
The balance of risks to the UK


The overall balance of risks to economic growth in the UK is probably relatively even, but is
subject to major uncertainty due to the virus.



There is relatively little UK domestic risk of increases or decreases in Bank Rate and
significant changes in shorter term PWLB rates. The Bank of England has effectively ruled out
the use of negative interest rates in the near term and increases in Bank Rate are likely to be
some years away given the underlying economic expectations. However, it is always possible
that safe haven flows, due to unexpected domestic developments and those in other major
economies, could impact gilt yields, (and so PWLB rates), in the UK.

Downside risks to current forecasts for UK gilt yields and PWLB rates currently include:


UK - second nationwide wave of virus infections requiring a national lockdown



UK / EU trade negotiations – if it were to cause significant economic disruption and a fresh
major downturn in the rate of growth.



UK - Bank of England takes action too quickly, or too far, 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. The ECB has taken monetary policy
action to support the bonds of EU states, with the positive impact most likely for “weaker”
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countries. In addition, the EU recently agreed a €750bn fiscal support package. These
actions will help shield weaker economic regions for the next year or so. However, in the case
of Italy, the cost of the virus crisis has added to its already huge debt mountain and its slow
economic growth will leave it vulnerable to markets returning to taking the view that its level of
debt is unsupportable. There remains a sharp divide between northern EU countries
favouring low debt to GDP and annual balanced budgets and southern countries who want to
see jointly issued Eurobonds to finance economic recovery. This divide could undermine the
unity of the EU in time to come.


Weak capitalisation of some European banks, which could be undermined further depending
on extent of credit losses resultant of the pandemic.



German minority government & general election in 2021. In the German general election
of September 2017, Angela Merkel’s CDU party was left in a vulnerable minority position
dependent on the fractious support of the SPD party, as a result of the rise in popularity of the
anti-immigration AfD party. The CDU has done badly in subsequent state elections but the
SPD has done particularly badly. Angela Merkel has stepped down from being the CDU party
leader but she intends to remain as Chancellor until the general election in 2021. This then
leaves a major question mark over who will be the major guiding hand and driver of EU unity
when she steps down.



Other minority EU governments. Austria, Sweden, Spain, Portugal, Netherlands, Ireland
and Belgium also have vulnerable minority governments dependent on coalitions which could
prove fragile.



Austria, the Czech Republic, Poland and Hungary now form a strongly anti-immigration
bloc within the EU. There has also been a rise in anti-immigration sentiment in Germany and
France.



Geopolitical risks, for example in China, Iran or North Korea, but also in Europe and other
Middle Eastern countries, which could lead to increasing safe haven flows.



US – the Presidential election in 2020: this could have repercussions for the US economy
and SINO-US trade relations.

Upside risks to current forecasts for UK gilt yields and PWLB rates


UK - stronger than currently expected recovery in UK economy.



Post-Brexit – if an agreement was reached that removed the majority of threats of
economic disruption between the EU and the UK.



The Bank of England is too slow in its pace and strength of increases in Bank Rate
and, therefore, allows inflationary 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.
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