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COUNCIL SUMMONS 
 
 

You are hereby Summoned to attend an Extraordinary Meeting 
of the Council of the City and County Of Swansea to be held in 
the Council Chamber, Civic Centre, Swansea on Monday, 23rd 
February 2009 At 4.00pm 
 
The following business is proposed to be transacted: 
 
 

   Page 
No’s 

1.  Apologies for Absence.  
    

2.  To Receive Disclosures of Personal and Prejudicial Interest from 
Members in accordance with the provisions of the Code of Conduct 
adopted by the City & County of Swansea. 

 

  (NOTE: You are requested to identify the Agenda Item / Minute No. 
Planning Application No. and Subject Matter to which the interest 
relates). 

 

    
3.  Presiding Officer’s Announcements.  
    

4.  Leader’s Announcements.  
    

5.  Budget 2009/10 Overview Report. 5-8 
    

6.  Capital Budget & Programme 2008/09 – 2013/14. 9-63 
    

7.  Capital Programme – Prudential Code and Prudential Indicators for 
2009/10. 

64-70 

    
8.  Revenue Budget 2009/10. 71-108 
    

9.  Medium Term Financial Plan. 109-127
    

10.  Housing Review Account – Revenue Budget 2009/10 and Capital 
Budget 2009/10 to 2011/12. 

128-135

    
11.  Treasury Management Strategy Statement, Minimum Revenue 

Provision Policy Statement and Investment Strategy for 2009/10. 
136-168

    
12.  Statutory Resolution – Resolutions to be in accordance with the 

Regulations in the setting of Council Tax 2009/10. 
 



 
 
 

 
 

 
    

13.  To authorise the affixing of the Common Seal to any document 
necessary to carry into effect any resolution passed or confirmed at this 
meeting. 

 

 
 
 
 
 
 
 
 
 
David Daycock 
Head of Legal and Democratic Services 
Civic Centre 
Swansea 
16TH February 2009 
 
To: All Members of the Council 
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Item No. 2 
 

Disclosures of Personal Interest from Members 
 
To receive Disclosures of Personal Interest from Members in accordance 
with the provisions of the Code of Conduct adopted by the City and County of 
Swansea. You must disclose orally to the meeting the existence and nature of 
that interest. 
 
NOTE: You are requested to identify the Agenda Item / Minute No. / Planning 
Application No. and Subject Matter to which that interest relates and to enter 
all declared interests on the sheet provided for that purpose at the meeting. 
 

1. If you have a Personal Interest as set out in Paragraph 10 of the 
Code, you MAY STAY, SPEAK AND VOTE unless it is also a 
Prejudicial Interest.  

 
2. If you have a Personal Interest which is also a Prejudicial Interest as 

set out in Paragraph 12 of the Code, then subject to point 3 below, you 
MUST WITHDRAW from the meeting (unless you have obtained a 
dispensation from the Authority’s Standards Committee) 

 
3. Where you have a Prejudicial Interest you may attend the meeting but 

only for the purpose of making representations, answering questions or 
giving evidence relating to the business, provided that the public are 
also allowed to attend the meeting for the same purpose, whether 
under a statutory right or otherwise.  In such a case, you must 
withdraw from the meeting immediately after the period for 
making representations, answering questions, or giving evidence 
relating to the business has ended, and in any event before further 
consideration of the business begins, whether or not the public are 
allowed to remain in attendance for such consideration (Paragraph 14 
of the Code). 

 
4. Where you have agreement from the Monitoring Officer that the 

information relating to your Personal Interest is sensitive information, 
as set out in Paragraph 16 of the Code of Conduct, your obligation to 
disclose such information is replaced with an obligation to disclose the 
existence of a personal interest and to confirm that the Monitoring 
Officer has agreed that the nature of such personal interest is sensitive 
information. 

 
5.  If you are relying on a grant of a dispensation by the Standards 

Committee, you must, before the matter is under consideration: 
(i) disclose orally both the interest concerned and the existence of the 
dispensation; and (ii) before or immediately after the close of the 
meeting give written notification to the Authority containing - 

 
 - details of the prejudicial interest; 
 - details of the business to which the prejudicial interest relates; 
 - details of, and the date on which, the dispensation was granted; 

and  
 - your signature 



 
Item No. 5 

 
Report of the Section 151 Officer 

 
Council – 23rd February 2009 

 
BUDGET 2009/10 – OVERVIEW REPORT 

 
Purpose: Elsewhere on this agenda are the detailed reports relating 

to both the Capital and Revenue Budgets. 
 
The purpose of this overview report is to highlight the key 
issues running through this technical analysis and in 
particular, to make clear the connections to: 
 

- The budget reports to Council in February 2008 
- The continuing development of the Medium Term 

Financial Plan 
 
Policy Framework: 
 

 
None 

Reason for Decision: To agree a revenue budget, capital budget and Council Tax 
2009/10 
 

Consultation: 
 

Cabinet Members and Corporate Management Team 

Recommendation: 
 

For information; specific recommendations are contained in 
the following reports on the agenda 

 
Background - budget 2008/09 
 
When setting a budget in February 2008 the following key risks were  detailed: 
 

• The Council faced significant risk in relation to the Equal Pay Settlement as 
the Council’s offer had not been accepted by all staff. 

 
• E-Government . The programme was incomplete and the planned savings not 

achieved. 
 

• Waste management. The impact of the Landfill Tax increase was unclear. 
 

• A planning compensation issue 
 

• Interest rates. The implications of lower interest rates. 
 
 
The Council faced very significant pressures in 2008/09 against the backcloth of a 
rapidly deteriorating national outlook for public finances.  The budget included a 
proposal to fund a number of  potential spending needs on a contingency basis. 

 



 
 
 
 
The 2008/09 Budget Report contained a forward financial forecast, which indicated 
potential shortfalls in future years. The Medium Term Financial Plan (MTFP) 
included a detailed assessment of known additional spending needs, specific 
savings proposals, savings targets and residual shortfalls.  The plan highlighted the 
need to make staffing reductions to achieve the required savings.   
 
 
In relation to capital, the Budget Reports made clear that there was no capacity for 
further unsupported borrowing for new commitments until the funding source for the 
revenue effect was identified. 
 
 
Issues arising from likely Outturn 2008/09 
 
Detailed in the technical reports are the myriad of variations, which inevitably occur 
in each financial year.  The key messages that affect forward financial planning are 
summarised here, namely: 
 

• A net overspend of £1.9m is anticipated for the year.  Some significant 
Service overspends of £4.1m are offset by reductions in capital financing 
charges, mainly related to reduced net interest payments (£1.2m) and a 
review of the Council Tax provision for bad debts (£1m).  
 

• The above overspend will be charged against the Contingency Fund together 
with planned contingency funded spending of £1.6m.  The overall reduction in 
the Contingency Fund will need to be made good in agreeing the 2009/10 
budget. 

 
• During 2008/09 significant progress has been made on settling equal pay 

claims though the Pay and Grading risk continues 
 

• During 2008/09, a settlement was agreed with Capgemini. Whilst the relevant 
payments were met from previously agreed budgets there remains a 
requirement to finance a replacement payroll system. 

 
 
Financial Outlook at Feb 2009 
 
The settlement from WAG is detailed elsewhere, but an uplift of 2.9% has to be 
viewed in the context of key financial pressures that include: 

 
• The general economic outlook including reduced income levels and 

significant reductions in interest earned on investments 
 

• Above inflation rises in energy costs 
 
• Significant pressures in Education Services (especially pupil specific) 

 



 
• Pressures in Social Care, particularly Children’s Services 
 

 
Such an outlook determines that any MTFP has to assume that funding increases 
will not match expenditure pressures.  Consequently a clear signal that future 
efficiency improvements, cost reductions and/or potential service rationalisations are 
inevitable under all scenarios. 
 
Given the proportion of the Council expenditure spent on employee costs, it is 
inevitable that a reduction in headcount will be necessary over the planning period. 
 
 
Budget Process 2009/10 
 
The detailed reports have arisen from the following actions: 
 

• A review of the essential spending needs going forward (SNAs). As in the 
2008/09 budget, where these are certain they are included in the budget.  
Where the extent or timing is uncertain an assessment has been made and 
provision made in the contingency requirement.  This is a normal approach to 
managing risk.  Provision has been made in the 2009/10 budget for additional 
service spending needs of £8.517m.  This comprises £3.438m provided in 
service budgets and £5.079m provided on a contingency basis. 

 
• Identification of a range of savings to be incorporated in the Budget for 

2009/10 and financial targets for the future years.  Savings incorporated in the 
Budget total £7.0m 

 
• The MTFP has been developed significantly to include details of target areas 

for efficiency, cost saving, cost avoidance and service improvement. See 
separate report on the agenda. 

 
 
Summary 
 
How Is This Budget Balanced in 2009/10? 
This has been achieved by: 
 

• Robustly reviewing SNAs and only including where certain 
 
• Increasing selected fees and charges 
 
• Identifying savings 
 
• Maintaining a contingency fund sufficient to deal with in year risk 
 
• Council Tax Income 

 
 
 

 



How is the MTFP updated? 
This has been achieved by: 
 

• Including the impact of the above 
 
• Including forward resource assumptions on future settlements; increases 

in  fees and charges 
 
• Setting a detailed action plan to be implemented to meet future targets 

 
Immediately following the setting of this Budget, work must commence to deliver 
these future financial plans.   
 
 
Issues Relating to Capital 
The Capital Programme has been reviewed in light of previous Audit comments.  
However, the nature of the programme as it stands is that schemes are either 
essential (maintenance, etc), or committed.  No new optional schemes have been 
added. 
 
There is no  increase in unsupported borrowing  in the 2009/10 proposed budget. 
 
Risk Management 
As indicated above, clear risks remain in relation to forward cost pressures, pay and 
grading, etc.  These, combined with the relatively bleak outlook for WAG funding, 
once again determine the need for a significant contingency fund in the short term, 
and a concerted effort to deliver the forward financial targets in the MTFP. 
 
 
 
Contact officer : Jack Straw, Director of Resources 
Telephone no : 637531 
Background papers : None 
 

 



 
 

Item no. 6 
 

Report of the Section 151 Officer 
 

Council – 23rd February 2009 
 

CAPITAL BUDGET & PROGRAMME 2008/09 – 2013/14 
 

 Purpose: This report proposes  a capital budget for 2008/09 - 
2013/14 

 
Policy framework:   None 
 
Reason for decision: To agree a revised budget for 2008/09 and  a budget 

for 2009/10 – 2013/14 
 

Consultation: Cabinet Members & Corporate Management Team  
 
Recommendations: The revised budget for 2008/09 and budget 2009/10 – 

2013/14  be  approved.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
1. Introduction 
1.1 This report details: 
 

• Revised capital expenditure and  financing proposals for 2008/09 
and  
 

• Capital expenditure and  financing proposals for 2009/10 – 
2013/14  

 
1.2 For completeness, the appendices to the report include capital 

expenditure in relation to the Housing Revenue Account (HRA). However, 
the specific proposals relating to the HRA are subject to a separate report 
to be considered by Council on 23rd February 2009. 

 
1.3 The budget proposals are detailed as follows: 
 

Appendix  A  Summary of capital expenditure  
 
Appendix  B  Summary of capital financing 
 
Appendix  C  Material changes to the original 2008/09 programme  
 
Appendix  D  A detailed breakdown of the programme  by  portfolio  
 
 
 
 
 

 















































































































 

Item no. 7 
 

REPORT OF THE SECTION 151 OFFICER 
 

COUNCIL – 23RD FEBRUARY 2009 
 

CAPITAL PROGRAMME – PRUDENTIAL CODE AND PRUDENTIAL INDICATORS 
FOR 2009/10 

 
Summary 

Purpose: 
 

To outline the requirements of the CIPFA Prudential Code 
and set prudential indicators for 2009/10 
 

Policy Framework: 
 

Prudential indicators must be an integral part of the 
budget setting process and hence encompassed in 
Financial Procedure Rule 4 which requires Council to 
agree the annual budget and forward financial plans. 
 

Reason for Decision: 
 

Under the Local Government Act 2003 and subsequent 
Regulations, a local authority is required to comply with 
the CIPFA Code when setting its budget and must 
determine and keep under review how much it can afford 
to borrow. 
 

Consultation: 
 

Legal and Finance. 

Recommendations: 
 

That the prudential indicators and proposals set out in the 
appendix to this report be approved. 
 

 
1. Introduction 
 
1.1 Under the Local Government Act 2003 and subsequent Regulations a local 

authority is required to comply with the CIPFA Prudential Code for Capital 
Finance in Local Authorities when setting its budget. 

 
1.2 Whilst the Code’s title refers to “Capital Finance” it must be remembered that 

capital expenditure and financing decisions impact directly and significantly on 
revenue expenditure and therefore this report should be considered alongside 
both the revenue and capital budget reports. 

 
1.3 It is a requirement of the Code that setting and revising of prudential indicators 

is done by the same body that agrees the authority’s budget and is completed 
prior to the year to which the prudential indicators relate. 

 
 

 



 

2. Objectives of the Code 
 
2.1 The Code’s objectives are to demonstrate whether:- 
 

- Capital expenditure plans are affordable 
- External borrowing is within prudent and sustainable levels 
- Treasury Management decisions are taken in accordance with professional 

good practice. 
 
2.2 The Code should also demonstrate that in taking decisions the authority is 

accountable by providing a clear and transparent framework, and the 
framework established by the Code should support:- 

 
- Local strategic planning 
- Local asset management plans 
- Proper option appraisal 

 
3. Prudential Indicators 
 
3.1 In setting and revising prudential indicators the authority is required to have 

regard to:- 
 

- Affordability eg. implications for Council Tax/Housing rents 
- Prudence and sustainability e.g. implications for external borrowing 
- Value for money eg. option appraisal 
- Stewardship of assets e.g. strategic planning 
- Practicality e.g.  achievability of forward plans 

 
3.2 The required prudential indicators, which fall into two broad categories as set 

out below, must be set for 2009/10 and the following two years, and for some, 
set separately for General Fund and Housing Revenue Account (HRA). 

 
3.2.1 Capital Expenditure and Borrowing
 

a) Estimates of capital expenditure. 
b) Estimates of ratio of financing costs to net revenue stream. 
c) Estimates of incremental impact of capital investment decisions on 

Council Tax/Housing Rents. 
d) Estimates of capital financing requirement. 
e) Net borrowing and the capital financing requirement. 
f) Authorised limit for external debt. 
g) Operational boundary for external debt. 

 
3.2.2 Treasury Management
 

a) Compliance with CIPFA Code of Practice for Treasury Management in 
the Public Sector. 

b) Upper limit on fixed interest rate exposure. 
c) Upper limit on variable interest rate exposure. 
d) Upper and lower limit for maturity structure of borrowing. 
e) Upper limit for total principal sums invested over 364 days. 

 

 



 

3.3 It is a requirement of the Code that prudential indicators are regularly 
monitored and systems are in place to achieve compliance. 

 
4. Prudential Indicators for 2009/10 Budget Setting Process 
 
4.1 The attached appendix sets out in detail the prudential indicators 

recommended for approval.  The prudential indicators are based on the 
revenue and capital budget reports being considered at the meeting, which 
provide for prudential borrowing as follows: 2007/08 £34.991M (actual), 
2008/09 £12.680M (estimate), 2009/10 £9.691M (estimate).  

 
4.2 The Treasury Management prudential indicators will also be reflected in the 

Treasury Management Strategy Statement, Minimum Revenue Provision 
Policy Statement and Investment Strategy 2009/10, which Cabinet will be 
considering at this meeting. 

 
5. Recommendation 
 

That the prudential indicators and proposals set out in the appendix to this 
report be approved. 
 

 
 
 
 
 
 
 
 
 
 
Contact Officer: Mike Trubey, Head of Finance 

: 6391 
Background Papers: Nil 
File reference  
 
 
 
 
 

 



 

Appendix
 

Prudential Indicators for 2009/10 Budget Setting Process 
 
(NB. figures for 2007/08 and 2008/09 are included where appropriate for 
comparative purposes). 
 
1. Estimates of Capital Expenditure 
 
1.1 The actual capital expenditure that was incurred in 2007/08 and estimates of 

expenditure to be incurred in the current year and future years that are 
proposed for approval are:- 

 
Capital Expenditure 

 Actual 
2007/08 
£’000 

Revised 
2008/09 
£’000 

Estimate 
2009/10 
£’000 

Estimate 
2010/11 
£’000 

Estimate 
2011/12 
£’000 

Estimate 
2012/13 
£’000 

General 
Fund 
 

79,994 67,169 31,638 19,300 19,115 18,017 

HRA 
 

11,634 14,984 13,100 13,000 13,000 9,000 

TOTAL 
 

91,628 82,153 44,738 32,300 32,115 27,017 

 
 
2. Estimates of Ratio of Financing Costs to Net Revenue Streams 
 
2.1 Estimates of the ratio of financing costs to net revenue stream for the current 

and future years, and the actual figures for 2007/08 are:- 
 

Ratio of Financing Costs to Net Revenue Stream 
 Actual 

2007/08 
% 

Revised 
2008/09 

% 

Estimate 
2009/10 

% 

Estimate 
2010/11 

% 

Estimate 
2011/12 

% 

Estimate 
2012/13 

% 
General 
Fund 
 

5.56 6.67 7.44 7.51 7.51 7.51 

HRA 
 

16.75 14.19 12.87 11.45 10.55 9.7 

 
  
3. Estimates of Incremental Impact of Capital Investment Decisions on 

Council Tax 
 
3.1 The following represents the incremental impact on Council Tax (band D) as a 

result of the Prudential borrowing indicated in the Capital Budget report 
2008/09. 

 
Incremental Impact on Council Tax (Band D) 

2008/09 2009/10 2010/11 2011/12 2012/13 
£81.77 £79.16 £76.74 £74.42 £72.20 

 



 

4. Estimates of Capital Financing Requirement 
 
4.1 The Capital Financing Requirement measures the authority’s underlying need 

to borrow for a capital purpose.  (See paragraph 5) 
 
4.2 Estimates of the year end capital financing requirement for the authority for the 

current and future years and the actual capital financing requirement at 31 
March 2008 are:- 

 
Capital Financing Requirement 

 Actual 
2007/08 
£’000 

Revised 
2008/09 
£’000 

Estimate 
2009/10 
£’000 

Estimate 
2010/11 
£’000 

Estimate 
2011/12 
£’000 

Estimate 
2012/13 
£’000 

General 
Fund 
 

296,708 308,767 316,611 314,786 312,982 311,200 

HRA 
 

79,642 76,999 74,709 72,465 70,265 68,110 

TOTAL 
 

376,350 385,767 391,320 387,251 383,247 379,310 

 
 
5. Net Borrowing and the Capital Financing Requirement 
 
5.1 Net borrowing is the total of external borrowing less total external investments 

and in order to ensure that over the medium term net borrowing will only be for 
a capital purpose, the authority should ensure that net external borrowing 
does not, except in the short term, exceed the total of capital financing 
requirement in the preceding year plus the estimates of any capital financing 
requirement for the current and future years. 

 
5.2 The Head of Finance reports that the authority met this requirement in 

2007/08, and no difficulties are envisaged for the current or future years.  This 
view takes into account current commitments, existing plans, and the 
proposals in this report. 

 
6. Operational Boundary for External Debt 
 
6.1 The operational boundary is the estimate of the most likely, prudent but not 

worst case scenario, of the maximum external debt of the Council.   
 
6.2 It is proposed  that the authority approve the following operational boundary 

for external debt for the same period.  The proposed operational boundary is 
based on the same estimates as the authorised limit (see paragraph 7.1). 

 
 
 

Operational Boundary for External Debt 
2008/09 
£’000 

2009/10 
£’000 

2010/11 
£’000 

2011/12 
£’000 

2012/13 
£’000 

431,320 431,320 431,320 431,320 431,320 
 

 



 

 
 

The Council’s actual external debt at 31/3/2008 was £376.056M.  It should be 
noted that actual external debt is not comparable to the authorised limit (see 
below) and operational boundary, since the actual external debt reflects the 
position at one point in time. 
 

7. Authorised Limit for External Debt 
 
7.1 The authorised limit is the estimate of the most likely, prudent but not worst 

case scenario, with in addition sufficient headroom over and above this to 
allow for operational management, for example unusual cash movements, 
liquidity of investments. 

 
7.2 In respect of its external debt, it is proposed that the authority approves the 

following authorised limits for its total external debt, gross of investments for 
2008/09 – 2012/13. 

 
7.3 The Head of Finance reports that these authorised limits are consistent with 

the authority’s current commitments and existing plans. Risk analysis and risk 
management strategies have been taken into account, as have plans for 
capital expenditure, estimates of the capital financing requirement and 
estimates of cashflow requirements for all purposes. 

 
Authorised Limit for External Debt 

2008/09 
£’000 

2009/10 
£’000 

2010/11 
£’000 

2011/12 
£’000 

2012/13 
£’000 

562,696 555,320 542,320 531,220 521,230 
 
 
8. Compliance with CIPFA Treasury Management Code 
 
8.1 The City and County of Swansea has adopted and is compliant with the 

CIPFA Code of Practice for Treasury Management in the Public Sector. 
 
 
9. Upper Limit for Fixed Interest Rate Exposure 
 
9.1 It is proposed that the Council sets an upper limit on its fixed interest rate 

exposures on net principal outstanding as follows:- 
 

Fixed Interest Rate Exposure 
2008/09 2009/10 2010/11 2011/12 2012/13 
100% 100% 100% 100% 100% 

 
 
 
 
10. Upper Limit for Variable Rate Exposure 
 
10.1 It is proposed that the Council sets an upper limit on its variable interest rate 

exposures on net principal outstanding as follows:- 

 



 

 
Variable Rate Interest Rate Exposure 

2008/09 2009/10 2010/11 2011/12 2012/13 
40% 40% 40% 40% 40% 

 
 
 
11. Upper Limit for Total Principal Sums Invested for Over 364 Days 
 
11.1 It is proposed that the Council sets an upper limit for principal sums invested 

over 364 days as follows:- 
 

Investments Over 364 Days 
2008/09 2009/10 2010/11 2011/12 2012/13 
£’000 £’000 £’000 £’000 £’000 

75,000 75,000 75,000 75,000 75,000 
 
 
12. Upper and Lower Limits for the Maturity Structure of Borrowing 
 
12.1 It is proposed that the Council sets upper and lower limits for the maturity 

structure of its fixed rate borrowing in 2009/10 as follows:- 
 

Maturity Structure of Fixed Rate Borrowing in 2009/10 
 Upper Limit % Lower Limit % 
Under 12 months 50 0 
12 months and within 24 months 50 0 
24 months and within 5 years 50 0 
5 years and within 10 years 85 0 
10 years and above 95 15 

 

 



Item No. 8 
 

Report of the Section 151 Officer 
 

Council – 23rd  February 2009 
 

REVENUE BUDGET  2009/10  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Purpose: This report proposes  a Revenue Budget and Council 
Tax levy  for 2009/10  

 
Policy framework:   None 
 
Reason for decision: To agree a revised budget for 2008/09; a budget for 

2009/10 and a Council Tax levy for 2009/10 
 

Consultation: Cabinet Members & Corporate Management Team  
 
Recommendation: The  following budget proposals be approved: 
 

a) A revised revenue budget for 2008/09 (paragraph 2)  
b) A revenue budget for 2009/10 (paragraph 4) 
c) A Budget Requirement and Council Tax levy for  

2009/10 (paragraph 8 and associated resolution) 
 

1. Introduction 
1.1 This report details: 

• The revised budget 2008/09 
• The Local Government Finance Settlement 2009/10 
• Budget proposals 2009/10 
• Risks and uncertainties  
• Reserves and contingency requirements  
• The overall Budget Requirement and Council Tax 2009/10 
  

2.  Revised budget 2008/09 
2.1 Net service expenditure amounts to £335.698m, an increase of £9.788m 

compared to the approved budget as follows: 
£m 

Service budget overspendings             4.052 
Planned use of Contingency Fund                              1.584 
Service use of earmarked reserves                     4.152 
Net increase                                                                9.788

 
 The service budget overspendings are detailed in paragraph 2.4 . 
 
 The planned use of the Contingency Fund is detailed in paragraph 2.5.  
 
 Service use of earmarked reserves relates to: 
 

• Delayed spending from 2007/08 













































































 
Item no. 9 

 
Report of the Section 151 Officer 

 
Council – 23rd February 2009 

 
MEDIUM TERM FINANCIAL PLAN 

 
 
 
 
 
 
 
 
 
 
 
 

Purpose: This report details the Medium Term Financial Planning 
process  and proposes  a detailed Action Plan 

 
Policy framework:   None 
 
Reason for decision: To agree a revised budget for 2008/09 and  a budget 

for 2009/10 – 2013/14 
 

Consultation: Cabinet Members & Corporate Management Team  
 
Recommendation: The Medium Term Financial Plan assessment be noted 

and the attached Action Plan be approved.  
 

 
Background 
As part of the annual budget setting process the Council approves a Medium Term Financial 
Plan (MTFP). 
 
The MTFP last approved in February 2008 related to the financial year 2008/09 and the three 
subsequent years. 
 
The first year of any MTFP is specified in full detail and is balanced.  Figures for the three 
subsequent years are a combination of detail (where known) or  forecasts based on best 
available evidence. 
 
The MTFP considered by Council in February 2008 showed a number of savings targets and 
a residual savings requirement of £3.155m rising to £5.664m and this formed the starting 
point for future detailed budget planning. 
 
The MTFP is updated annually as part of the budget setting cycle. 
 
Developing the MTFP 
In order to provide assurance that the financial health of the Council is being managed 
properly the MTFP seeks to: 
 

• project forward for three further years the impacts of known cost pressures – termed 
additional service spending needs  . 







































 
Item No: 10 

 
Report of the Section 151 Officer and the Director of Regeneration and 

Housing 
 

Council – 23rd February 2009 
 

HOUSING REVENUE ACCOUNT – REVENUE BUDGET 2009/10 AND 
CAPITAL BUDGET 2009/10 TO 2011/12 

 
Summary 

 
Purpose: This report proposes a Revenue Budget 2009/10, a 

Capital Budget 2009/10 to 2011/12 and a rent increase 
for properties within the Housing Revenue Account. 
 

Policy Framework: 
 

None. 

Reason for Decision: 
 

To agree a revenue and capital budget as indicated and 
a rent increase for 2009/10. 
 

Consultation: 
 

The Cabinet Members for Housing and Finance; 
Finance & Legal 
 

Recommendation: 
 

The following budget proposals be approved: 
 

(a) In line with the Wales Assembly Government 
guideline, to increase rents by £3.00p  per 
week (average of 5.0%) over a 50 week rent 
year as detailed in section 2. 

(b) Continue the policy of rent harmonisation as 
detailed in section 3.   

(c) Approve the increase for fees, charges and 
allowances as outlined in section 4. 

(d) Approve the revenue budget and capital 
programme as detailed in section 5 and 
appendix. 

 
This report is in 5 sections as follows:- 
 
Section 1  Revised estimate 2008/09 
Section 2 Estimate 2009/10 
Section 3  Rent Harmonisation proposals  
Section 4  Proposed Fees, Charges and Allowances 
Section 5 3 year capital programme 2009/10 – 2011/12 
 
 
 
 
 



SECTION 1 
 
 Revised estimate 2008/09  
 
1.1 Table A in the Appendix shows a summary Housing Revenue Account (HRA) for the 

revised estimate for 2008/09 and proposed estimate for 2009/10. 
 
1.2 Presently, it is forecast that there will be a surplus on the HRA of £323k for 2008/09 

and this will be transferred to reserves accordingly. 
  
1.3 The main changes from original estimate 2008/09 are: 
 

• Net reduction in costs in the management budgets of £1,025k arising through a 
combination of active vacancy management (£850k) and of an ongoing budget 
review process instigated by the senior management team of existing non-
employee budgets (£175k) to manage the increased costs on repairs and as part 
of the overall service review in relation to the Welsh Housing Quality Standard 
(WHQS). 

• An overall increase in the cost of repairs of £809k largely as a result of increased 
demand of works in relation to Day to Day repairs. 

• Increase in the housing subsidy payable to the Welsh Assembly Government of 
£158k. The subsidy is a formal calculation required by WAG and is based on a 
“notional HRA” . The change is as a result in changes re council house numbers 
and interest charges since the original figure was calculated in February 2008.    

• Increased Interest /Receipts of £120k as a result of having higher reserves at the 
start of the financial year than forecast.  

• Net decrease in actual projected capital charges of £45K . 
• Reduction in Other costs due to a revised projection of the level of bad debts 

needing to be written off in the year  £40k . 
 
   
 
 

SECTION 2 
 
 

  Estimate 2009/10 
 
2.1 The production of the annual Housing Revenue Account estimate is heavily 

impacted by the control that the Welsh Assembly Government (WAG) has over the 
resources available to the HRA. The control is exercised through the use of the 
Housing Subsidy system and the setting of guideline rents on revenue and through 
the allocation of the Major Repairs Allowance (MRA) on Capital.  

 
2.2 WAG guideline rents are “theoretical” and authorities are free to charge higher or 

lower real rents. In practice this freedom is highly constrained via the Housing 
Subsidy calculation and to ensure that the authority maximises the benefit from the 
subsidy system it is recommended that the WAG guideline rent be adopted. 

 
2.3 Therefore, assuming the recommended rent increase of 5.0% (based on WAG 

guidelines) is approved then the following is a summary of the main increases or 
decreases to 2008/09 budgets that form the proposed 2009/10 HRA estimate. 

 
 



• Overall Increase in income                                                              £1,757k 
• Increase in repairs to match projected increase in demand/costs      £970k 
• Decrease in subsidy payable (net of finance charges)                       £265k 
• Increase in revenue funding for capital programme to offset projected reduction in 

available capital receipts via council house sales together with increasing the level 
of investment in Area (Environmental) Enhancements.                     £940k   
   

     
2.4 Therefore it is recommended that in line with the Wales Assembly Government 

guideline , to increase rents by £3.00p per week (average of 5.0%) over a 50 week 
rent year  

 
  

 
 
 

 
SECTION 3
 
3.   Rent Harmonisation  
 
3.1  This will be the fourteenth year of rent harmonisation with the vast majority of rents 

now harmonised. The basic principle approved by the Council at its budget meeting 
of February 1996 was that all tenants living in similar types of property pay the 
same rent.  The long term objective is, for example, to have one rent for all 3 
bedroom houses another rent for all 1 bedroom flats.  This follows a requirement of 
the 1989 Housing Act which requires local authorities rent setting processes to take 
into account rent differentials between different types of properties in the private 
sector. 

 
3.2 Assuming the recommended rent increase is approved, rent capping applies if 

average rents increase by more than £3.00p per week therefore the overall effect of 
the harmonisation changes must be neutral.  To stay within the rent capping rules 
and to continue the process of harmonisation will mean that some tenants will have 
an increase of more than £3.00p per week and some less than that.  The maximum 
increase in rent for 2009/10 being £4.00p per week (based on a 50 week year) for 9 
properties  

 
3.3 Before harmonisation there were 425 different rent levels with tenants paying 

significantly different amounts for similar properties.  If the recommendations in this 
report are accepted, the number of rent levels for next year will have been reduced 
to 13. At the end of the harmonisation process there will be 12 different rent levels.  

 
 
SECTION 4 
 
4.  Fees, Charges and Allowances 
 
4.1 General fees, charges and allowances are increased either in line with the 

Authority’s own inflation assumption or in line with the agreed rent increase. If the 
recommendations relating to the rent increase are approved then these rent related 
items will increase by 5.0%. 

 



4.2 It is proposed that the charges for District Heating for Sheltered Tenants be 
increased above inflation to reflect the significant increases in heating costs over 
recent years . 

 
4.3 Previous increases in charges to tenants have been limited to general inflation and 

it is now the case that due to these above inflation cost increases in heating there is 
a considerable difference between the costs incurred on heating by the HRA and 
the level of income collected from the sheltered tenants in respect of this cost . This 
has resulted in an increasing subsidy by the HRA of these particular tenants . 

 
4.4 The proposal is to bring the charging level for heating back to similar levels prior to 

the recent significant heating cost increases. The intention is not to levy the full 
charge in one year but to phase the full charge in over a number of years. The 
impact of this will mean that the maximum additional charge for 2009/10 for 
sheltered tenants will be £1 plus inflation per week. 

 
SECTION 5 
 
5. HRA Capital Programme 2009/10 – 2011/12 
 
5.1 This section details the financial resources available for capital investment schemes 

to HRA properties over the next 3 financial years from 2009/10 to 2011/12 inclusive.  
The investment schemes will contribute towards achievement of the Welsh 
Assembly Government’s Welsh Housing Quality Standard (WHQS).  The advantage 
of a 3 year programme is that it allows schemes to be developed at an early stage 
which will assist in maximising planned spending. 

 
Financial Resources 

 
5.2 Resources available for housing investment consist of Major Repair Allowance 

(MRA), capital receipts and revenue funding . 
 

5.3 The table below identifies the projected funding available for capital investment for 
the next 3 financial years. It should be noted that the MRA figure for 2009/10 is 
currently provisional subject to the confirmation of the WAG. Once the final figure is 
provided the capital programme will be amended accordingly.  

 
 
 

 2009/10
£’000s

2010/11
£’000s

2011/12 
£’000s 

MRA 9,000 9,000 9,000 
Capital Receipts 100 100 100 
Revenue Funding 3,400 3,900 3,900 
Total 12,500  13,000 13,000 

 
5.4 The total estimated capital receipts is based on a prudent estimate of council house 

sales for financial years 2009/10 through to 2011/12 and reflects significant 
reductions in receipts in recent years .  

 
5.5 The Revenue Funding for 2009/10 has been increased to offset the projected 

reduction in capital receipts and to reflect an increased investment in Area 
Enhancements through the utilisation of £2.5million of existing balances over the 



next three years .An assumption is made at this juncture that the level of Revenue 
Funding can be maintained over the following two years.  

 
5.6 The proposed investment schemes are designed and intended to contribute to the 

WAG’s Welsh Housing Quality Standard.  The WHQS is a target standard for all 
social housing and sets minimum standards for homes in that they should be: 

 
• In a good state of repair 
 
• Safe and secure 
 
• Adequately heated, fuel efficient and well insulated 
 
• Contains up-to-date kitchens and bathrooms 

 
• Well managed 
 
• Located in attractive and safe environments 
 
• As far as possible, suit the specific requirements of the household. 

 
The Investment proposals are targeted towards the repair and renewal of the basic 
building elements that make up the fabric of the dwellings i.e. roofs, walls, electrical 
wiring and central heating.  The proposed programme focuses resources in these 
areas due to the long term repair requirements within public sector housing stock 
across the City & County of Swansea. 

 
5.7 Table C contains a list of the proposed schemes for the three year period and the 

proposed allocation.   
 
Financial Implications 
 
5.8 Expenditure is ring fenced to the HRA so there are no financial implications for the 

Council Fund.    
 
 
Legal Implications 
 
5.9 Tenants will need to be notified of the proposed increase in accordance with the 

provisions of section 102 of the Housing Act 1985.    
 
6 Recommendations 

The following budget proposals be approved: 
 

     (a) In line with the Wales Assembly Government guideline, to increase rents by 
£3.00p per week (average of 5.0%) over a 50 week rent year as detailed in 
section 2. 

 
     (b) Continue the policy of rent harmonisation as detailed in section 3.  

 
    (c)  Approve the increase for fees, charges and allowances as outlined in section 4 
 



          (d) Approve the revenue budget and capital programme as detailed in section 5 
and appendix. 

 
Appendix     Table A: Summarised HRA 2008/09 to 2009/10 
          Table B: Movement in Balances 2008/09 to 2009/10 
                   Table C: Capital Programme 2009/10 – 2011/12 
 
 
Background Papers: None 
 
Contact Officer:   Amanda Thomas/Dave Bratley 
 
Telephone Number: 636415/635215 
 



Appendix 
 

Table A: Summarised HRA  2008/09 to 2009/10  
 

Classification  Original 
Estimate 
2008/09 

Revised 
Estimate 
2008/09 

 
Estimate 
2009/10 

  A B C 
  £’000 £’000 £’000 

Expenditure     
      
Repairs 13,337 14,146 14,307
District Office Services 5,130 4,765 5,079
Housing Central Dept 4,934 4,366 4,855
Sheltered Accommodation 1,727 1,787 1,925
Other Special Services 1,834 1,682 1,818
Capital Charges 6,042 5,997 5,596
Other  500 460 560
Revenue Funding for capital prog. 2,460 2,400 3,400
Negative subsidy 6,164 6,322 6,345
  
Total Expenditure 42,128 41,925 43,885
Income  
  
Dwellings rents and other rents 39,705 39,705 41,494
Interest Receipts/Other 1,623  1,743 1,491
Use of balances  400 400 500
Corporate building transfer 400 400 400
Total Income 42,128 42,248 43,885
  
Net Deficit (- surplus) 0 -323 0

 
 
 
 
Table B: Movement in Balances 2008/09 to 2009/10 
 

Original Estimate  Description 
2008/09 

Revised   
2008/09      2009/10 

Balance at 1st April  7,614 9,491 9,414

Use of balances  -400 -400 -500

HRA deficit     
HRA surplus   323   

Forecast balance 31st March  7,214 9,414 8,914
 
The increase in reserves at 1st April 2008 between original and revised is as a result of the 
technical adjustment and other underspends detailed in the outturn reports to members 
during June 2008



 
Table C: Capital Programme 2009/10 – 20011/12 

 
Detail of schemes 

 
Programme 2009/10 2010/11 2011/12 

  £’000s £’000s £’000s 

Good State of Repair      

Wind and Weatherproof – Various 2,160 3,580 3,100

BISFs 735 850 900

PRCs 800 500 860

WNFs 75 400 650

Re-roofing - Various Locations 200 200 300

Window Replacement 700 400 0

Structural e.g. subsidence, retaining walls 200 0 0

Lightning Conductor 30 0 0

Highrise Concrete Repairs at Dyfatty 670 0 0

Safe and Secure     

Smoke Alarms and Carbon Monoxide Detectors 70 140 200

Repeat Burglary Prevention Scheme 100 110 120

Voice Entry Refurbishment 100 100 120

Lift Replacement   500 200 100

Rewiring 800 840 900

Fire Alarms and Fire Safety – including doors 100 110 110

Adequately Heated      
Boiler Replacement 1,350 1,350 1,400

Heating Upgrades – Energy Efficiency 220 220 220

HEES 40 40 40

Located in Safe Attractive Environment      

Digital TV conversion 170 0 0

Area Enhancement  650 1,150 1,150

Meeting Requirements of the Household      
Adaptations 2,600 2,600 2,600

Stair lift Renewal 30 30 30

Internal Layout Improvements 200 180 200

Total 12,500 13,000 13,000

 



 
Item No. 11 

 
Report of the Section 151 Officer 

 
Council – 23rd February 2009 

 
TREASURY MANAGEMENT STRATEGY STATEMENT, 

 MINIMUM REVENUE PROVISION POLICY STATEMENT 
 AND INVESTMENT STRATEGY FOR 2009/10 

 
Summary 

Purpose: 
 

To recommend the Treasury Strategy Statement, 
Minimum Revenue Provision Policy Statement and 
Investment Strategy for 2009/10. 
 

Policy Framework: 
 

None 
 

Reason for Decision: 
 

To allow for the proper management of the Council’s 
borrowing and investments, to comply with statute, and 
the adopted CIPFA Prudential Code for Capital Finance in 
Local Authorities and the CIPFA Treasury Management 
Code of Practice  
 

 
Consultation: 
 

 
Legal and Finance. 

 
Recommendations: 
 
 

 
That the: 
 

 Treasury Management Strategy 
 Minimum Revenue Provision (MRP) Statement  
 Investment Strategy 

 
as set out in the report be approved 
 

 
1. Introduction 
1.1 The Local Government Act 2003 requires the Council to ‘have regard to‘ the 

Prudential Code and to set Prudential Indicators for the next three years to 
ensure that the Council’s capital investment plans are affordable, prudent and 
sustainable.   

 
1.2 The Council shall formally consider the prudential indicators as reported in the 

“Capital Progamme - Prudential Code and Prudential Indicators Report 
2009/10 “also to be received by Council on the 23rd February 2009 and are 
included here for completeness. 

 

 



1.3 The Act also requires the Council to set out its Treasury Strategy for 
borrowing and to prepare an Annual Investment Strategy (as required by 
Investment Guidance issued subsequent to the Act); this sets out the 
Council’s policies for managing its investments and for giving priority to the 
security and liquidity of those investments. The management of the Council’s 
treasury management activities are in line with the Cipfa Treasury 
Management Code of Practice formally adopted by Council on the 7th March 
2002.  

 
1.4 The suggested strategy for 2009/10 in respect of the following aspects of the 

treasury management function is based upon the Treasury officers’ views on 
interest rates, having consulted with leading market forecasts provided by the 
Council’s treasury advisor.  The strategy covers: 
• 

• 
• 
• 
• 
• 
• 
• 
• 

treasury limits in force which will limit the treasury risk and activities of the 
Council 
Prudential Indicators 
the current treasury position 
the borrowing requirement 
prospects for interest rates 
the borrowing strategy 
debt rescheduling 
the investment strategy 
the Minimum Revenue Provision (MRP) Strategy 

 
1.5 A glossary of terms used within this report is attached at Appendix C. 
 

 
2. Treasury Limits for 2009/10 to 2011/12 
 
2.1 It is a statutory requirement under Section 33 of the Local Government 

Finance Act 1992, for the Council to produce a balanced budget.  In 
particular, Section 32 requires a local authority to calculate its budget 
requirement for each financial year to include the revenue costs that flow from 
capital financing decisions.  This, therefore, means that increases in capital 
expenditure must be limited to a level whereby increases in charges to 
revenue from: - 

 
1. increases in interest charges caused by increased borrowing to finance 

additional capital expenditure, and  
2. any increases in running costs from new capital projects   

 
are limited to a level which is affordable within the projected income of the 
Council for the foreseeable future.      

 
2.2 Under statute, the Council is required to set its “Affordable Borrowing Limit” 

which outlines the limits of how much the Council can afford to borrow. In 

 



Wales, ‘the Authorised Limit’ represents the legislative limit specified in 
section 3 of the Local Government Act 2003. 

 
2.3 The Council must have regard to the Prudential Code when setting the 

‘Authorised Limit’ which essentially requires it to ensure that total capital 
investment remains within sustainable limits. The Authorised Limit is to be set 
for the forthcoming financial year and two successive financial years. 

 
2.4 The Prudential Code for Capital Finance in Local Authorities states that 

certain prudential indicators which demonstrate applicable prudence in the 
formulation of borrowing proposals are calculated. These are namely the : 

 
 

• Operational Boundary : 
“is based on expectations of the maximum external debt of the authority 
according to probable  not simply possible events and being consistent 
with the maximum level of external debt projected by the estimates.” 
 

• Authorised Limit : 
“The authorised limit must therefore be set to establish the outer boundary 
of the local authority’s borrowing based on a realistic assessment of the 
risks. The authorised limit is certainly not a limit that an authority will 
expect to borrow up to on a regular basis. It is crucial that it is not treated 
as an upper limit for borrowing for capital expenditure alone since it must 
also encompass borrowing for temporary purposes.” 
 

• Upper limits for borrowing of fixed and variable rate loans. 
 

• Upper limit for investments for over 364 days. 
 

• Upper and lower limits for the maturity profile of the Council’s debt. 
 

 
 

 



2.5   Prudential Indicators for 2009/10 – 2011/12 
 
 The Council has set the following prudential indicators approved in the Capital 

Programme – Prudential Code and Prudential Indicators for 2009/10 Report 
which are relevant for the purposes of setting an integrated treasury 
management strategy.   

 
 

Treasury Management Prudential Indicators 
 2007/08 2008/09 2009/10 2010/11 2011/12 
 £’000 £’000 £’000 £’000 £’000 
 Actual Probable Estimate Estimate Estimate

Capital Expenditure 91,628 82,153 44,738 32,300 32,115
  

Capital Financing 
Requirement 

376,350 385,767 391,320 387,251 383,247

  
Authorised limit for 

external debt 
562,696 555,320 542,320 531,220 521,230

  
Operational 

boundary for 
external debt 

431,320 431,320 431,320 431,320 431,320

  
Upper limit for fixed 

interest rate 
exposure 

100% 100% 100% 100% 100%

  
Upper limit for 

variable rate 
exposure 

40% 40% 40% 40% 40%

  
Upper limit for total 

principal sums 
invested for over 364 

days 

46,000 75,000 75,000 75,000 75,000

 
 
 
 

Maturity structure of  fixed rate borrowing during 2009/10-20011/12 
 Upper limit % Lower limit % 
Under 12 months 50 0
12 months and within 24 months 50 0
24 months and within 5 years 50 0
5 years and within 10 years 85 0
10 years and above  95 15

 
 (Shown as a percentage of total debt) 

 



3. Current Portfolio Position 
 
3.1 The Council’s probable debt portfolio position at 31/3/09 comprises: 
 

 Principal 
outstanding 

31 March 2009 

Average rate of 
Interest 

 £’000 % 
Fixed Interest Rates   
Public Works Loan Board (fixed) 271,553 6.00
Money Market 98,000 4.10
 
Variable Interest Rates 
Public Works Loan Board (variable) - -
Trusts and charities/internal/temp 869 5.79
TOTAL 370,422 5.50

  
3.2 The Council’s probable investment portfolio at 31 March 2009 will be as 

follows: 
 

 Investments 
31 March 

2009 
 

2008/9 
Estimated 
Investment 

Return 

2009/10 
Estimated 
Investment 

Return 
 £M % % 
Externally Managed Investments 21.4 5.20 1.50
  
Internally Managed Investments  124 5.20 1.50
  
TOTAL 145.4 5.20 

 

 



4.  Borrowing Requirement 
 
4.1 The Council will have the following capital borrowing requirements for 2008/09 

to 2011/12.  
 
 2007/08 2008/09 2009/10 2010/11 2011/12 
 Actual Probable Estimate Estimate Estimate 
 £M £M £M £M £M 
To finance new capital 
expenditure by supported 
borrowing 

11.036 11.038 11.021 11.021 
 

11.021

To finance new capital 
expenditure by unsupported 
borrowing  

34.99 12.680 9.691 0.00 0.00

To replace loans maturing 3.894 5.154 5.882 5.977 6.083
Less   
Repayments 12.239 14.179 14.487 14.416 14.347
Voluntary contributions 
(formerly set aside capital 
receipts) 

4.081 1.05 0.750 0.750 0.750

  
TOTAL BORROWING 
REQUIREMENT EACH 
YEAR 

33.6 13.643 11.357 1.832 2.007

 
4.2 

4.3 

The schedule in 4.1 identifies the funding requirement for each financial year. 
However, in line with the Prudential Code, borrowing may be undertaken in 
line with a 3 year funding plan informed by the projected capital financing 
requirement. The above can be financed from the Public Works Loan Board 
or the Council may decide to use money market borrowing/internal borrowing 
dependant upon market conditions. 

 
At time of writing, borrowing rates are higher then investment rates, and it is 
projected that the borrowing requirements for 2008/09 and 2009/10 will be 
internalised, whilst continuing to appraise market conditions and opportunities 
to externalise debt when borrowing rates offer long term value. 

 
5.   Prospects for Interest Rates 
 
5.1 The following table gives our treasury advisors’ interest rate forecast as at 21st 

January 2009. 
            

 
Q1 

2009 
% 

Q2 
2009 

% 

Q3 
2009 

% 

Q4 
2009 

% 

Q1 
2010 

% 

Q2 
2010 

% 

Q3 
2010 

% 

Q4 
2010 

% 

Q1 
2011 

% 

Q2 
2011 

% 
Base Rate 0.5 0.5 0.5 0.5 0.5 0.75 1.0 1.25 1.25 1.75 

5yr Gilt Yield 2.5 2.25 2.15 2.15 2.15 2.45 2.80 3.15 3.65 3.95 
10yr PWLB 3.1 2.75 2.55 2.55 2.55 2.85 3.25 3.65 4.15 4.4 
25yr PWLB 4.0 3.95 3.95 3.95 4.0 4.15 4.35 4.45 4.60 4.85 
50yr PWLB 3.85 3.80 3.80 3.80 3.85 3.90 4.0 4.25 4.40 4.70 

 
 
 

 



5.2 Economic background  
 
 The sub prime crisis of early 2008 was supplanted by the banking crisis of 

autumn 2008.  The world banking system came near to collapse and 
governments around the world were forced to recapitalise and rescue their 
major banks.  The resulting dearth of lending from banks anxious to preserve 
capital led to economic forecasts being sharply reduced and recession priced 
into markets.  This in turn led to sharp falls in oil and other commodity prices 
with the result that inflation, which in the UK was running at over 5%, became 
yesterday’s story and recession fears drove interest rate sentiment and policy.  
A co-ordinated global interest rate cut of 0.5% took place on 8th October 2008.  
Forecasts in the UK were for further sharp cuts in interest rates as recession 
hovered into view. 

 Gross Domestic Product (GDP): growth was already slowing in 2008 from 2007 
before the full impact of the credit crunch was felt.  Earlier in 2008 GDP was 
2.3% whereas in the autumn the figure fell back to -0.3% and was then 
expected to continue to be negative going into 2009. 

 Wage inflation remained relatively subdued as the Government kept a firm lid 
on public sector pay.  Private sector wage growth was kept in check by the 
slowing economy. 

 Growth slowed across the economy and unemployment rose throughout the 
year with forecasts of 2 million unemployed by the end of the financial year and 
continuing to increase thereafter through 2010. 

 Notwithstanding the pressures on household finances, consumer spending still 
continued at a reasonable pace although the trend was slowing as the year 
progressed. 

 Bank lending came to a virtual standstill in the autumn as the credit crunch 
tightened its grip and various banks internationally had to be rescued, or 
supported, by their governments. 

 The Government and Bank of England supplied massive amounts of liquidity to 
the banking market in an attempt to reignite longer interbank lending. 

 The Government took action in September to either supply finance itself to 
recapitalise some of the major clearing banks or to require the others to 
strengthen their capital ratios by their own capital raising efforts.  This was so 
that these banks would be seen to have sufficient reserves to last through the 
coming recession with its inevitable increase in bad loans etc. 

 The housing market also came to a virtual standstill as lenders demanded 
larger deposits and higher fees.  House sales and prices both dropped sharply. 

 Government finances deteriorated as income from taxation dropped as the 
economy slowed and the cost of the bailout of the banks was added to the 
deficit. 

 U.K equity prices declined sharply in the 3rd and 4th quarters as the impending 
recession was priced into the markets.  Prices hit five year lows and volatility 
was extremely high. 

 The story of 2008 has been the credit crunch, the banking crisis and the change 
in economic outlook from slow growth to outright recession.  After the initial 
concerns about the impact of the credit crunch in the earlier part of 2008 it 
appeared as though the storm had been weathered.  The Monetary Policy 
Committee (MPC) had been very concerned about Consumer Price Index (CPI) 
inflation, which had been rising sharply on the back of higher commodity and 

 



food prices.  Bank Rate reached a peak of 5.75% in July 2007 after which cuts 
of 0.25% occurred in December 2007 and February and April 2008 before the 
major cuts in the autumn. The economic data had been indicating a slowing 
economy for some while but it was not sufficiently weak to force the MPC into 
another cut.  It was the strength of the banking crisis, pre-empted by the 
collapse of Lehman Brothers Bank in New York that eventually drove the MPC 
to cut interest rates by 50bp on October 8th in concert with the Federal 
Reserve, the European Central Bank and other central banks.  It was then 
appreciated that the economic downturn would be much more severe than 
previously thought and interest rates were subsequently slashed by 1.5% on 6 
November,100bps on 4 December and 0.5% on 8 January 2009. 

 The London Interbank Offer Rate (LIBOR) spread over Bank Rate has also 
been a feature, and a concern, of 2008/9.  Because of the credit fears and the 
reluctance of lenders to place cash for long periods 3 month LIBOR (this is the 
London Inter Bank Offer Rate – the rate at which banks will lend to one another) 
has been substantially higher than Bank Rate.  This has meant that the MPC’s 
power over monetary policy has been eroded by the widening of this spread 
between LIBOR and Bank Rate and it has therefore had a limited ability to bring 
relief to hard pressed borrowers through lower interest rates.  However, the 
power of the Government over the semi nationalised clearing banks had 
considerable impact in enforcing pro rata reductions to the 150 bps Bank Rate 
cut in November on some borrowing rates. 

 
The above economic outlook is sourced from Sector Treasury Advisors, Capital 
Economics and United Bank of Switzerland (UBS). 

 
 

5.3     Interest rate forecast
 

The current interest rate view of Sector, our Treasury advisors is that:  
 

• Bank Rate will fall from current levels because of the intensifying global 
recession 

• Starting 2009 at 2.00%, Bank Rate is forecast to fall to 0.5% in Q1 2009 
• It is then expected to remain there until starting to rise gently up from Q2 2010 

till it reaches 4.0% in Q1 2012. 
• There is downside risk to these forecasts if the recession proves to be deeper 

and more prolonged than currently expected. 
 

5.4     PWLB interest rate forecast
 

• The 50 year PWLB rate is expected to remain  at 3.85% – 3.90% until Q3 
2010 when it is forecast to rise to 4.00%.  The rate then edges up gradually to 
reach 5.00% at the end of the forecast period. 

• The 25 year PWLB rate is expected to drop to 3.95% in Q1 2009 and stay 
around there until starting to rise in Q1 2010 and then to eventually reach 
5.05% at the end of the forecast period. 

• The 10 year PWLB rate is expected to drop to 2.55% in Q3 2009  but then to 
start rising again in Q2 2010 to eventually reach 4.85% at the end of the 
forecast period. 

 



• The 5 year PWLB rate is expected to fall to a floor of 2.15% during Q3 2009.  
The rate then starts rising in Q2 2010 to eventually reach 4.60% at the end of 
the forecast period. 

 
6. The Borrowing Strategy 
 
6.1 The unprecedented financial banking crisis has highlighted the need for 

caution whilst managing credit counterparty risk, (which is the risk of a bank or 
institution that the Council lends money to cannot pay the interest owed and 
or default on the capital lent) and it is mindful of these considerations that the 
borrowing strategy for 2008/09 and 2009/10 has been determined. The next 
financial year is expected to be a time of historically abnormally low Bank 
Rate.  This opens up an opportunity for authorities to fundamentally review 
their strategy of undertaking external borrowing. The Council holds investment 
balances, which affords the opportunity of ‘internal borrowing.’ As long term 
borrowing rates are expected to be higher than rates available for investment 
deposits and look likely to be so for the next couple of years or so, the Council 
have determined not to undertake any external borrowing whilst there is the 
dislocation between borrowing and investment rates whilst also actively 
managing credit counterparty risk and interest rate risk.  

 
6.2 The main strategy (with a view to minimising interest costs) is therefore to 

internalise borrowing for the remainder of 2008/09 and for 2009/10, WHILST 
MONITORING THE PWLB RATES to undertake cheap borrowing if 
opportunities arise. 

 
6.3 Against this background caution will be adopted with the 2009/10 treasury 

operations.   
 

7. Debt Rescheduling/Repayment 
 
7.1 The introduction of different PWLB rates on 1 November 2007 for new 

borrowing as opposed to early repayment of debt, and the setting of a spread 
between the two rates (of about 0.4%-0.5% for the longest period loans 
narrowing down to 0.25%-0.30% for the shortest loans), has meant that 
PWLB to PWLB debt restructuring is now much less attractive than before 
that date. 
 

7.2 Due to short term borrowing rates being expected to be considerably cheaper 
than longer term rates, there may be opportunities to generate savings by 
switching from long term debt to short term debt.  However, these savings will 
need to be considered in the light of their short term nature and the likely cost 
of refinancing those short term loans, once they mature, compared to the 
current rates of longer term debt in the existing debt portfolio.  

 
7.3 In actively managing the credit counterparty and interest rate risk, 

consideration will also be given to running down investment balances by 
repaying debt prematurely as short term rates on investments are likely to be 
lower than rates paid on currently held debt.  This short term strategy will be 
considered if the repayment offers value in terms of discount /negligible 

 



premium payable whilst also retaining the flexibility to reinstate external 
borrowing if rates offer long term value in terms of rates available at a point in 
time. 

 
7.4 As average PWLB rates in some maturity periods are expected to be 

minimally higher earlier on in the financial year than later on, there should 
therefore be greater potential for making marginally higher interest rate 
savings on debt by doing debt restructuring earlier on in the year.   Any 
positions taken via rescheduling will be in accordance with the strategy 
position outlined in paragraph 6 above 

 
7.5 The reasons for any rescheduling to take place will include: 

 
• the management of counterparty risk 
• in order to help fulfil the strategy outlined above; and 
• In order to enhance the balance of the long-term portfolio (amend the 

maturity profile and/or the balance of volatility). 
• achieve the lowest possible net interest costs at minimum risk; 
 

 
7.6 All rescheduling will be reported to the Cabinet Member for Finance at the 

quarterly report following its action. 
 
8. Annual Investment Strategy 
 
8.1 The Council will have regard to the National Assembly of Wales’ Guidance on 

Local Government Investments (“the Guidance”) issued in March 2004 and 
CIPFA’s Treasury Management in Public Services Code of Practice and 
Cross Sectoral Guidance Notes (“the CIPFA Treasury Management  Code”) 
and the Local Authorities (Capital Finance and Accounting) (Wales) 
(Amendment) Regulations 2004 SI 1010(W.107).  The Council’s investment 
priorities are: -  

 
(a)   the security of capital and  
(b) the liquidity of its investments.  
(c) maximise interest returns commensurate with priorities a) and b) 
 

8.2 In the current financial conditions, it should be noted that the investment 
strategy will be implemented with security of investment as the main priority. 
The Council will also aim to achieve the optimum return on its investments 
commensurate with proper levels of security and liquidity.  

 
8.3 The borrowing of monies purely to invest or on-lend and make a return is 

unlawful and this Council will not engage in such activity. 
 
8.4  Investment instruments identified for use in the financial year are listed in 

Appendix A under the ‘Specified’ and ‘Non-Specified’ Investments categories. 
Operational Investment limits with individual institutions will be as set through 
the Council’s Treasury Management Practices – Schedules.  

 

 



8.5     Amendments to arrangements/limits and criteria detailed in Appendix A may 
be made by the Head of Finance and reported to the Cabinet Member for 
Finance in the quarter following its action. Attached at Appendix E is the 
counterparty list of UK financial institutions that satisfy the minimum credit 
criteria  that the Council can currently lend to as at 9th February 2009. 

 
8.6  The Council retains the services of two external fund managers who manage 

a portion of the Council’s investments. They are Investec Asset Management 
who currently have no Council assets under management and Invesco 
Investment management. The fund managers will comply with the Annual 
Investment Strategy. The fund managers’ investment criteria are outlined in 
Appendix A. 

 
8.7 The Council uses Fitch (credit rating agency) ratings (definitions attached at 

Appendix D) to derive its criteria. Where counterparty does not have a Fitch 
rating, the equivalent Moody’s or other rating agency rating will be used.  All 
credit ratings will be monitored monthly. The Council is alerted to changes in 
Fitch ratings through its use of its advisor’s creditworthiness service.  If a 
downgrade results in the counterparty/investment scheme no longer meeting 
the Council’s minimum criteria, its further use as a new investment will be 
withdrawn immediately. 

 
8.8 It is anticipated that the Council will continue to hold externally and internally 

managed funds during 2009/10 ensuring a suitable spread of investment 
risks. The performance of the investments for both external funds and internal 
funds will be reported to the Cabinet Member for Finance in the quarterly 
report. The Council has fixed benchmarks against which investment 
performance will be measured, i.e. the three month and 7 day LIBID rate. 

 
8.9 Interest Rate Outlook: Our Treasury Advisors are forecasting Bank Rate to be 

cut further by 1% in Q1 2009. It is the expected to stabilise at 0.5% until 
starting to rise gradually with the first increase in Q2 2010 and then to be back 
up to 4% in Q1 2012. 

 
8.10 For its cash flow generated balances, the Council will seek to utilise its 

business reserve accounts and short-dated deposits (1-3 months) in order to 
benefit from the compounding of interest.   

 
8.11 At the end of the financial year, the Council will report on its investment 

activity as part of its Annual Treasury Report.  
 

9.        Minimum Revenue Provision (MRP) Policy Statement 
 
9.1  Capital expenditure is generally expenditure on assets which have a life 

expectancy of more than one year e.g. buildings, vehicles, machinery. It is 
impractical to charge the entirety of this expenditure in any one year it is 
incurred, so this expenditure is spread over several years. The manner of 
spreading these costs is through an annual Minimum Revenue Provision 
(MRP) which was previously determined under Regulation, and in future will 
be determined under Guidance. 

 



 
9.2   Statutory instrument WSI 2008 no.588 section 3 lays down that: “A local 

Authority must calculate for the current financial year an amount of minimum 
revenue provision which it considers to be prudent” (The requirement to make 
a 2% MRP charge for the Housing Revenue Account share of Capital 
Financing Requirement (CFR) is unchanged.) 

  
9.3   Along with the above duty, the Welsh Assembly Government issued new 

guidance in March 2008 which requires that a Statement on the Council’s 
Policy for its annual MRP should be submitted to the full Council for approval 
before the start of the financial year to which the provision will relate. The 
Council are legally obliged to ‘have regard’ to the guidance, which means that, 
although four main options are recommended in the guidance, there is no 
intention to be prescriptive by making these the only methods of charge. 

 
9.4    The Welsh Assembly Government guidance outlines 4 broad options to adopt 

for the calculation of MRP. They are: 
 

 Option 1- Regulatory Method 
 Option 2 - Capital Financing Requirement Method 
 Option 3 - Asset Life Method 
 Option 4 – Depreciation Method 

 
The options in detail appear at Appendix B. 

 
9.5  The Council will implement the new Minimum Revenue Provision (MRP) 

guidance in 2008/09 and assess their MRP for 2008/09 in accordance with the 
main recommendations contained within the guidance issued by the Secretary 
of State under section 21(1A) of the Local Government Act. 

 
9.6    The major proportion of the MRP chargeable will relate to the more historic 

debt liability that will continue to be charged at the rate of 4%, in accordance 
with option 1 or 2 of the guidance. Certain expenditure reflected within the 
debt liability at 31st March 2007 will under delegated powers be subject to 
MRP under option 3 or 4 which will be charged over a period commensurate 
with the estimated useful life applicable to the nature of expenditure. 
Estimated life periods will be determined under delegated powers. The 
Council reserves the right to determine useful life periods and prudent MRP in 
exceptional circumstances where the recommendations of the guidance would 
not be appropriate. Going forward, it is recommended that all debt arising from 
capital expenditure supported by WAG will be charged MRP in accordance 
with option 1 or 2 and all other capital expenditure and other ‘capitalised’ 
expenditure will be repaid under option 3 or 4 as deemed most appropriate. 

 
10.      Legal implications 
 
10.1  The Authority is under a duty to make arrangements for the proper 

administration of its financial affairs. Failure to do so will be a breach of that 
duty. 

 

 



11. Recommendation 
 
11.1 That the: 
 

 Treasury Management Strategy 
 Minimum Revenue Provision (MRP) Policy Statement  
 Investment Strategy 
 

as set out in the report be approved 
 
 
 
 

Contact officer: Mr Jeffrey  Dong, Chief Treasury & Technical Officer  
: 01792 636934 

  
Background papers: The Prudential Code for Capital Finance in Local 

Authorities 
 The CIPFA Treasury Management Code of Practice 
File Reference:  
 
 

 



Appendix A 
 

1. Investment Criteria for Specified and Non Specified Investments 
 
1.1 Investments will be made in accordance with the following terms: 
 
1.1.1 Specified Investments:  

 
(All such investments will be sterling denominated, with maturities up to 
maximum of 1 year, meeting the minimum ‘high’ rating criteria where 
applicable and the principal sum to be repaid at maturity is the same as the 
initial sum invested other than investments in the UK Government.) 

 
Instrument Minimum  Credit 

Criteria 
Use Max 

investment 
Debt Management Agency 
Deposit Facility 

-- In-house £100M 

Term deposits – UK government 
 

-- In-house £100M 

Term deposits – other LAs  -- In-house £15M with each 
counterparty 

Term deposits – banks and 
building societies  

Short-term 
F1,P1,A1, Long-
term AA- or UK 
nationalised banks 

In-house and 
fund 
managers 

£15M with each 
counterparty/ 
See 2 and 3 
below 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



1.1.2 Non-Specified Investments: 
 
  A maximum of 35% will be held in aggregate of Council managed funds in 

non-specified investments. A maximum of 50% of aggregate funds managed 
by the Council’s external fund managers will be held in non-specified 
investments. 

 
Instrument Min Credit Criteria Use Maximum 

Period 
Maximum 

Investment 
Term deposits – UK 
government (with 
maturities in excess of 1 
year) 

 In-house 5 years £30M 

Term deposits – other 
Local Authorities (with 
maturities in excess of 1 
year) 

 In-house 5 years £15M with 
each 
counterparty 

Certificates of deposits 
issued by banks and 
building societies 

Short-term 
F1,P1,A1 Long-
term AA-  

Fund 
managers 

See 2 and 
3 below 

See 2 and 3 
below 

UK Government Gilts - Fund 
Managers/in 
house 

See 2 and 
3 below/5 
years 

See 2 and 3 
below 
/£15M 

Treasury Bills - Fund 
Managers/in 
house 

See 2 and 
3 below/5 
years 

See 2 and 3 
below 
/£15M 

Term deposits – banks 
and building societies 
(with maturities in 
excess of 1 year) 

Short-term 
F1,P1,A1 Long-
term AA-, or UK 
nationalised banks 

In-house  5 years £15M with 
each 
counterparty 

Certificates of deposits 
issued by banks and 
building societies 

Short-term 
F1,P1,A1 Long-
term AA-,  

fund 
managers/in
-house 
 

10 years See 2 and 3 
below/£15M 
with each 
counterparty 

UK Government Gilts 
with maturities in excess 
of 1 year 
 

AAA Fund 
Managers/in 
house 
 

10 years See 2 and 3 
below/£15M 
with each 
counterparty 

Bonds issued by 
multilateral development 
banks  

AAA In-house on 
a ‘buy-and-
hold’ basis.  
 
Also for use 
by fund 
managers 
 

5 years 
 
 
 
10 years 

£15M with 
each 
counterparty 
and  
See 2 and 3 
below  

Bonds issued by a 
financial institution which 
is guaranteed by the UK 
government 

- In-house on 
a ‘buy-and-
hold’ basis. 
 
 
Also for use 
by fund 
managers 
 

5 years 
 
 
 
 
10 years 

£15M with 
each 
counterparty 
 
 
See 2 and 3 
below 

Sovereign bond issues 
(i.e. other than the UK 
govt) 

AAA  In- house 
 
Fund 

5 years 
 
10 years 

£15M with 
each 
counterparty 

 



Managers   
See 2 and 3 
below 

Corporate Bonds : 
[under SI 1010 (W.107)] 

Long-term AA- In- house 
 
Fund 
Managers  

5 years 
 
10years 

£15M with 
each 
counterparty 
 
See 2 and 3 
below 
 

Gilt Funds and Bond 
Funds  
 

Long-term AA- In- house 
 
Fund 
Managers  

5 years 
 
10years 

£15M 
 
See 2 and 3 
below 

Money Market Funds  AAA In- house 
 
Fund 
Managers  
 

n/a 
 
n/a 

£15M 
 
See 2 and 3 
below 

Floating Rate Notes Long-term AA- Fund 
managers 

10 years See 2 and 3 
below 

Treasury Bills N/A Fund 
Managers 

10 years See 2 and 3 
below 

Fixed term deposits 
with variable rate and 
variable maturities  

    

    1. Callable deposits Short-term 
F1,P1,A1 Long-
term AA-, 

In-house 
and fund 
managers 

5/10 years £15m with 
each 
counterparty
/see 2 and 3 
below 

    2. Range trade 
accrual (see glossary) 

Short-term 
F1,P1,A1 Long-
term AA-, 

In-house 
and fund 
managers 

5/10 years £15m with 
each 
counterparty
/see 2 and 3 
below 

    3. Snowballs  (see 
glossary) 

Short-term 
F1,P1,A1 Long-
term AA-, 

In-house 
and fund 
managers 

5/10 years £15m with 
each 
counterparty
/see 2 and 3 
below 

 
 

1.2  The Council’s external fund managers will comply with the Annual Investment 
Strategy.  The agreements between the Council and the fund managers 
additionally stipulate guidelines and duration and other limits in order to 
contain and control risk.  

 
1.3 The Council uses Fitch (credit rating agency) ratings to derive its criteria. 

Where counterparty does not have a Fitch rating, the equivalent Moody’s or 
other rating agency rating will be used.  All credit ratings will be monitored 
monthly. The Council is alerted to changes in Fitch ratings through its use of 
its advisor’s creditworthiness service.  If a downgrade results in the 
counterparty/investment scheme no longer meeting the Council’s minimum 
criteria, its further use as a new investment will be withdrawn immediately. 

 
 

 



2. Investment Criteria - Invesco 
 
2.1 The Fund will normally be invested in short term fixed interest rate deposits 

and certificates of deposit carrying interest rates of up to one year or debt 
instruments guaranteed by the UK government and for cashflow balances the 
use of AAA rated money market funds. At any given time, a maximum of 50% 
of the portfolio by market value may be invested in negotiable securities 
carrying rates of interest for periods of over one year from the date of 
investment.  

 
2.2 The maximum exposure to any one counter party is not to exceed 10% of the 

fund value or £2,000,000 whichever is the lower. Variances to be agreed by 
the Head of Finance. 

 
2.3 The average duration of the investments for the fund shall not exceed 3 years, 

with the maximum maturity of any individual investment shall not exceed 10 
years. 

 
2.4 The fund will only lend to counterparties on the Invesco Standard lending list. 

The minimum criterion for the same is: 
 

 Short term rating of A1, F1, P1 from the credit ratings agencies Moody’s 
Fitch and Standard and Poor. 

 Long term rating of AA- from Standard and Poor or equivalent from 
Moody’s or Fitch. 

 Invesco reserve the right to amend the standard lending list if internal 
research generated supports such a move.  

 
N.B if there is a variation in ratings between agencies for a particular 
counterparty the lowest rating will be applied. 

 
3. Investment Criteria – Investec 
 

Note – Investec currently have no Council assets under management. 
 

3.1 The managed fund will normally be invested in investments or deposits 
carrying rates of interest fixed for up to one year from the date of purchase. 
However, at any given time, a maximum of 50% of the nominal value of the 
managed fund may be invested in securities carrying interest rates fixed for 
periods between one and ten years and within this 50%, 20% of the nominal 
value of the managed fund may be invested in securities carrying interest 
rates fixed for periods of longer than ten years. 

 
3.2 The average duration of the investments for the fund shall not exceed 3 years, 

with the maximum maturity of any individual investment shall not exceed 10 
years. 

 
3.3 The maximum exposure to any one counterparty is not to exceed 10% of the 

fund value or £2,000,000 whichever is the lower. Variances to be agreed by 
the Head of Finance. 

 



 
3.4 The fund will only lend to counterparties on the Investec standard lending list. 

The minimum criterion for the same is: 
 

 Short term rating of F1 as specified by the Fitch credit ratings agency or 
equivalent 

 Long term rating of AA- or better as specified by Fitch credit ratings 
agency or equivalent 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 



APPENDIX B 
 

MINIMUM REVENUE PROVISION  
 
1.  New Government Guidance 
The Welsh Assembly Government issued new guidance in March 2008 which 
requires that a Statement on the Council’s policy for its annual MRP should be 
submitted to the full Council for approval before the start of the financial year to 
which the provision will relate.   
 
The Council are legally obliged by section 21 (1b) to “have regard” to the guidance, 
which is intended to enable a more flexible approach to assessing the amount of 
annual provision than was required under the previous statutory requirements.   The 
guidance offers four main options under which MRP could be made, with an 
overriding recommendation that the Council should make prudent provision to 
redeem its debt liability over a period which is reasonably commensurate with that 
over which the capital expenditure is estimated to provide benefits.   The 
requirement to ‘have regard’ to the guidance therefore means that: - 
 
Although four main options are recommended in the guidance, there is no intention 
to be prescriptive by making these the only methods of charge under which a local 
authority may consider its MRP to be prudent.     

 
It is the responsibility of each authority to decide upon the most appropriate method 
of making a prudent provision, after having had regard to the guidance. 
 
Where the CFR was nil or negative on the last day of the preceding financial year, 
the authority does not need to make an MRP provision. MRP in the current financial 
year would therefore by zero, 
 
Option 1: Regulatory Method 
Under the previous MRP regulations, General Fund MRP was set at a uniform rate 
of 4% of the adjusted CFR (i.e. adjusted for “Adjustment A”) on a reducing balance 
method (which in effect meant that MRP charges would stretch into infinity).  This 
option is available for the General Fund share of capital financing requirement which 
relates to capital expenditure incurred prior to 1 April 2008.  It may also be used for 
new capital expenditure up to the amount which is deemed to be supported by the 
Welsh Assembly Government annual supported borrowing allocation. The use of the 
commutation adjustment to mitigate the MRP charge is also allowed to continue 
under this option. 
 
Option 2: Capital Financing Requirement Method 
This is a variation on option 1 which is based upon a charge of 4% of the aggregate 
CFR without any adjustment for Adjustment A, or certain other factors which were 
brought into account under the previous statutory MRP calculation.  The CFR is the 
measure of an authority’s outstanding debt liability as depicted by their balance 
sheet.   
 
 
 

 



Option 3: Asset Life Method. 
This method may be applied to most new capital expenditure, including where 
desired that which may alternatively continue to be treated under options 1 or 2.   
 
The guidance suggests that any new borrowing which receives no Government 
support and is therefore self-financed would fall under option 3  
 
Under this option, it is intended that MRP should be spread over the estimated useful 
life of either an asset created, or other purpose of the expenditure.  There are two 
useful advantages of this option: - 

• Longer life assets e.g. freehold land can be charged over a longer period than 
would arise under options 1 and 2.   

• No MRP charges need to be made until the financial year after that in which 
an item of capital expenditure is fully incurred and, in the case of a new asset,  
comes into service use (this is often referred to as being an ‘MRP holiday’).  
This is not available under options 1 and 2. 

 
There are two methods of calculating charges under option 3:  

 
Equal instalment method – equal annual instalments which are calculated 
using a simple formula set out in paragraph 9 of the MRP guidance, 
 
under this approach, the MRP is provided by the following formula 
 
A – B divided by C  
 
A is the amount of capital expenditure in respect of the asset financed by 
borrowing or credit arrangements  
 
B is the total provision made before the current financial year in respect of that 
expenditure 
 
C is the inclusive number of financial years from the current year to that in 
which the estimated life of the asset expires 
 
Annuity method – annual payments gradually increase during the life of the 
asset with an appropriate interest rate used to calculate the annual amount  

 
Asset life - the MRP guidance makes it clear that the estimated life of an asset 
should be determined in the year MRP commences and should not subsequently be 
revised  
 
Under both options, the authority may make additional voluntary revenue provision 
and this may require an appropriate reduction in later years’ MRP  
 
In addition adjustments to the calculation to take account of repayment by other 
methods (e.g. application of capital receipts) should be made as necessary. 
 
 
 

 



Option 4: Depreciation Method 
Under this option, MRP charges are to be linked to the useful life of each type of 
asset using the standard accounting rules for depreciation (but with some 
exceptions) i.e. this is a more complex approach than option 3.  
 
The same conditions apply regarding the date of completion of the new expenditure 
as apply under option 3. 
 
2.  Date of implementation 
The previous statutory MRP requirements cease to have effect after the 2006/07 
financial year.  However, the same basis of 4% charge in respect of the GF share of 
CFR may continue to be used without limit until the 2009/10 financial year, relative to 
expenditure incurred up to 31/3/2008. 
 
The guidance suggests that Options 3 and 4 should be applied to any capital 
expenditure which results in an increase in the CFR and does not relate to the 
authority’s Supported Capital Expenditure.  
 
The guidance also provides the authority with discretion to apply Options 3 or 4 to all 
capital expenditure whether or not supported and whenever it is incurred. 
 
Any capitalised expenditure incurred after 1 April 2008 which gives rise to an 
increase in the GF CFR should be repaid by using option 3 as adapted by 
paragraphs 23 and 24 of the guidance. 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



Appendix C 
 

Treasury Management – Glossary of Terms 
 
Annualised Rate of Return Represents the average return which would have 

been achieved each year. 
 

Authorised Limit  
( can also be considered 
as the affordable 
borrowing limit) 

The authorised limit must be set to establish the 
outer boundary of the local authority’s borrowing 
based on a realistic assessment of the risks. The 
authorised limit is certainly not a limit that an 
authority will expect to borrow up to on a regular 
basis. It is crucial that it is not treated as an upper 
limit for borrowing for capital expenditure alone since 
it must also encompass borrowing for temporary 
purposes. It is the expected maximum borrowing 
need, with some headroom for unexpected 
movement. 
 

Bank Rate The Official Bank rate paid on commercial bank 
reserves i.e. reserves placed by commercial banks 
with the Bank of England as part of the Bank’s 
operations to reduce volatility in short term interest 
rates in the money markets. 
 

Base Rate Minimum lending rate of a bank or financial institution 
in the UK. 
 

Basis Points (bp) A basis point is 0.01 of 1% (100 bp = 1%) 
 

Borrowing In the Code, borrowing refers to external borrowing.  
Borrowing is defined as both:- 
 
• Borrowing repayable with a period in excess of 

12months 
• Borrowing repayable on demand or within 

12months 
 

Capital Expenditure The definition of capital expenditure starts with all 
those items which can be capitalised in accordance 
with the Statement of Recommended Practice 
(SORP).  To this must be added any items that 
have/will be capitalised in accordance with legislation 
that otherwise would not be capitalised.  Prudential 
indicators for current and future years are calculated 
in a manner consistent with this definition. 
 

Capital Financing Charges 
(see financing costs also) 

These are the net costs of financing capital i.e. 
interest and principal, premium less interest received 
and discounts received. 

 



Capital Financing 
Requirement 

The Capital Financing Requirement is simply the 
total 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 underlying borrowing need. 
 

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

Counterparty The organisations responsible for repaying the 
Council’s investment upon maturity and for making 
interest payments. 
 
 

Credit Rating This is a scoring system that lenders issue people 
with to determine how credit worthy they are. 
 
The Credit Rating components are as follows: 
 
1. The AAA ratings through to C/D are long-term 

rating definitions and generally cover maturities of 
up to five years, with the emphasis on the 
ongoing stability of the institution’s prospective 
financial condition.  AAA are the most highly 
rates, C/D are the lowest.  This Council does not 
invest with institutions lower than AA- for 
investments over 364 days 

 
2. F1/A1/P1 are short-term rating definitions used by 

Moody’s, S&P and Fitch Ratings for banks and 
building societies based on their individual 
opinion on an institution’s capacity to repay 
punctually its short-term debt obligations (which 
do not exceed one year).  This Council does not 
invest with institutions lower than F1/A1/P1 for 
investments under 364 days. 

 
Debt For the purposes of the Code, debt refers to the sum 

of borrowing (see above) and other long-term 
liabilities (see below).  It should be noted that the 
term borrowing used with the Act includes both 
borrowing as defined for the balance sheet and other 
long terms liabilities defined as credit arrangements 
through legislation. 
 

Discounts  Where the prevailing interest rate is higher than the 
fixed rate of a long-term loan, which is being repaid 
early, the lender can refund the borrower a discount. 

 



This is calculated on the difference between the two 
interest rates over the remaining years of the loan, 
discounted back to present value. The lender is able 
to offer the discount, as their investment will now 
earn more than when the original loan was taken out. 
 

Financing Costs The financing costs are an estimate of the aggregate 
of the following:- 
• Interest payable with respect to borrowing 
• Interest payable under other long-term liabilities 
• Gains and losses on the repurchase or early 

settlement of borrowing credited or charged to the 
amount to be met from government grants and 
local taxpayers (premiums and discounts) 

• Interest earned and investment income 
• Amounts required in respect of the minimum 

revenue provision plus any additional voluntary 
contributions plus any other amounts for 
depreciation/impairment that are charged to the 
amount to be met from government grants and 
local taxpayers 

 
Financial Reporting 
Standards (FRSs) 

These are standards set by governing bodies on how 
the financial statements should look and be 
presented. 
 

Investments Investments are the aggregate of:- 
 
• Long term investments 
• Short term investments (within current assets) 
• Cash and bank balances including overdrawn 

balances 
 
From this should be subtracted any investments that 
are held clearly and explicitly in the course of the 
provision of, and for the purposes of, operational 
services. 
 

LOBO (Lender’s Option/ 
Borrower’s Option 

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

London Inter-Bank Bid 
Rate (LIBID) 

The interest rate at which major banks in London are 
willing to borrow (bid for) funds from each other. 
 
 

 



Managed Funds In-House Fund Management 
Surplus cash arising from unused capital receipts 
can be managed either by external fund managers or 
by the Council’s staff in-house.  The in-house funds 
are invested in fixed deposits through the money 
markets for periods up to one year. 
 
Externally Management Funds 
Fund managers appointed by the Council invest 
surplus cash arising from unused capital receipts in 
liquid instruments such as bank certificates of deposit 
and government stocks.  The fund managers’ 
specialist knowledge should ensure a higher rate of 
earnings on the managed funds than would be 
otherwise obtained. 
 

Maturity The date when an investment is repaid or the period 
covered by a fixed term investment. 
 

Minimum Revenue 
Provision (MRP) 

The amount required by statute to be principal 
repayment each year. 
 

Monetary Policy 
Committee (MPC) 

This is a body set up by the Government in 1997 to 
set the repo rate (commonly referred to as being 
base rate).  Their primary target (as set by the 
Government) is to keep inflation within plus or minus 
1% of a central target of 2% in two year time from the 
date of the monthly meeting of the Committee.  Their 
secondary target is to support the Government in 
maintaining high and stable levels of growth and 
employment. 
 

Money Market Consists of financial institutions and deals in money 
and credit. 
 
The term applied to the institutions willing to trade in 
financial instruments.  It is not a physical creation, 
but an electronic/telephone one. 
 
 

Net Borrowing For the purposes of the Code, net borrowing refers to 
borrowing (see above) net of investments (see 
above). 
 

Net Revenue Stream Estimates for net revenue stream for current and 
future years are the local authority’s estimates of the 
amounts to be met from government grants and local 
taxpayers. 
 
 

 



Operational Boundary This is based on expectations of the maximum 
external debt of the authority according to probable 
not simply possible – events and being consistent 
with the maximum level of external debt projected by 
the estimates. It is not a limit and actual borrowing 
could vary around this boundary for short periods. 
 

Other Long Term Liabilities The definition of other long term liabilities is the sum 
of the amounts in the Council’s accounts that are 
classified as liabilities that are for periods in excess 
of 12months, other than borrowing (see definition 
above).   
 

Premature Repayment of 
Loans (debt 
restructuring/rescheduling) 

A facility for loans where the Council can repay loans 
prior to the original maturity date.  If the loan repaid 
has a lower interest rate than the current rate for a 
loan of the same maturity period the Council can 
secure a cash discount on the repayment of the 
original loan.  If the loan replaced has a higher rate of 
interest than the current rate for a loan of the same 
maturity period, a cash penalty is payable to the 
lender. 
 

Premia Where the prevailing current interest rate is lower 
than the fixed rate of a long term loan, which is being 
repaid early, the lender can charge the borrower a 
premium. This is calculated on the difference 
between the two interest rates over the remaining 
years of the loan, discounted back to present value. 
The lender may charge the premium, as their 
investment will now earn less than when the original 
loan was taken out. 
 

Prudential Code The Prudential Code is the largely self regulatory 
framework outlined by CIPFA for 
managing/monitoring capital investment in local 
government. 

Public Works Loan Board 
(PWLB) 

A Government agency which provides loans to local 
authorities.  Each year, it issues a circular setting out 
the basis on which loans will be made available.  
Loans can be either at a fixed rate or on a variable 
rate basis.  They can be repaid on either an annuity, 
equal instalment of principal or maturity basis.  The 
interest rate charged is linked to the cost at which the 
Government itself borrows. 
 

Range Trade Accrual A Callable Range Accrual is so called because it is 
callable or cancellable by the bank after the initial 
period, as above. However, where it differs, is that 
interest accrues only as long as Libor (London 

 



Interbank Offer Rate, or another independently 
derived and published benchmark rate) stays within a
pre-agreed range. The lender can choose the range, 
the non-call period, the Libor they wish to use, the 
call periods and the potential return they wish to 
receive.. The bank has the right to cancel this trade 
after the first 3 months, and every 3 months 
thereafter. With a range trade, the lender is backing 
his judgement on interest rate movements and in 
exchange for that can achieve a significantly 
enhanced return. This is done as part of portfolio 
management. The risk of rates going above Libor on 
a small part of the portfolio (and therefore none, or 
little payment on a range accrual) will be offset by the 
fact that the rest of the portfolio will be returning more 
than expected. The key risk to a callable range 
accrual is obviously that the contractual Libor rate 
goes outside the specified range. It is possible to 
mitigate this risk by analysing the historical behaviour 
of any specified Libor relative to base rate. By taking 
a view on expected base rate (which is done on all 
deposits), a lender can minimise exposure, and 
choose a range to match his risk appetite. 
 

Risk Counterparty Credit Risk 
The risk that a counterparty defaults on its 
obligations. 
 
Inflation Risk 
The risk that growth in the Authority’s investment 
income does not keep pace with the effects of 
inflation on its expenditure. 
 
Interest Rate Risk 
The risk that changes in rates of interest creates an 
unexpected or unbudgeted burden on the Council’s 
finances. 
 
Liquidity Risk 
The risk that cash will not be available when it is 
needed. 
 
Operational Risk 
The risk of loss through fraud, error, corruption, 
system failure or other eventualities in treasury 
management dealings, and failure to maintain 
effective contingency management arrangements. 
 
 
 

 



Refinancing Risk 
The risk that the Authority is unable to replace its 
maturing funding arrangements on appropriate 
terms. 
 

Set Aside Capital Receipts A proportion of money received by the Council for the 
sale of fixed assets must be set aside to repay debt. 
 

Snowball  A Snowball deposit takes a ‘bearish’ view on rates, 
i.e. that rates are going to fall faster (or rise slower) 
than the market expects. If this view proves correct, 
the interest coupon will increase or ‘snowball’. The 
snowball can be a useful tool for protecting a portfolio 
against falling cash yields. The coupon for the first 
period is set at a fixed level on the trade date. 
Subsequent coupons then increase (or decrease) 
depending on how rates have actually moved over 
time, in comparison to a ‘strike’ level, which is also 
determined on the trade date. The lender can choose 
the initial coupon, strike levels, and as for the 
Callable Range Accrual; the non-call period, the rate 
you wish to use and the call periods (snowballs may 
be issued as either callable or non-callable). Note 
that the coupon amount is determined at each 
payment date, rather than accruing on a daily basis. 
To illustrate how this works, consider the following 
(hypothetical) example: Libor is currently at 6% and 
the market expects rates to remain there but you 
believe rates will fall to 5.50%. You invest in the 
following snowball deposit paying you an initial 
Coupon of 7% for 3 months. Subsequent coupons 
are calculated as follows every quarter: 
Previous Coupon + 6.25% - Libor (where 6.25% is 
your chosen strike level) So let’s consider what 
happens for the next coupon if Libor does fall to 
5.50%. It would be: 7% + 6.25% - 5.50% = 7.75% 
On the other hand, if Libor instead rises to 6.50% the 
coupon would be: 7% + 6.25% - 6.50% = 6.75% 
So the coupon rises if Libor falls below your strike 
level or falls if Libor rises above the strike. To 
complete the picture and to move on to the third 
coupon, the calculation, taking the first of the above 
alternatives, would be: 7.75% + 6.25% - Libor 
If Libor fixes below 6.25%, the coupon continues to 
rise, or snowball. The key risk to a snowball is that 
the specified Libor rate goes against the interest view 
of the lender. If this scenario continues through many 
call periods, the rate may snowball in reverse, or melt 
away. There would be an opportunity to reschedule 
the loan, but this would probably be at a punitive 

 



rate if rates were expected to go with the borrowers. 
As with range trade accruals, the risk of rates going 
above Libor on a small part of the portfolio (and 
therefore reduced payment on a snowball), will be 
offset by the fact that the rest of the portfolio will be 
returning more than expected. 
 

SORP Statement of Recommended Practice, published by 
CIPFA (Local Authority Accounting Body).  This sets 
out guidelines regarding the Council’s financial 
matters. 
 

Specified/Non Specified 
investments 

Specified investments are sterling denominated 
investments for less than 364 days as identified in 
Appendix A in line with statutory investment 
regulations. Non- specified investments are all other 
investments identified in Appendix A in line with 
statutory investment regulations. 

Supranational Bonds These are bonds issued by institutions such as the 
European Investment Bank and World Bank.  As with 
Government bonds (Gilts) they are regarded as the 
safest bond investments with a high credit rating. 
 

Temporary Borrowing and 
Investment 

Loans which are capable of being repaid within one 
year.  The term of the loans will be negotiated from 
overnight to 364 days. 
 
 

Treasury Management Treasury management has the same definition as in 
CIPFA’s code of Practice of Treasury Management in 
the Public Services. 
 
“The management of the organisation’s cash flows its 
banking, money market and capital market 
transactions; the effective control of the risks 
associated with those activities; and the pursuit of 
optimum performance consistent with those risks.” 
 
 

Yield Curve The line resulting from portraying interest rate 
graphically for a series of periods, e.g. 7days, 
1month, 3, 6, 9, and 12months.  When longer-term 
interest rates are higher than short-term rates the 
yield curve slopes upwards and is described as 
positive.  When the opposite prevails the yield curve 
is referred to as inverse. 
 

 
 
 

 



 
 

APPENDIX D 
Fitch International Long-Term Credit Ratings 
International Long-Term Credit Ratings (LTCR) may also be referred to as Long-
Term Ratings. When assigned to most issuers, it is used as a benchmark measure 
of probability of default and is formally described as an Issuer Default Rating (IDR). 
The major exception is within Public Finance, where IDRs will not be assigned as 
market convention has always focused on timeliness and does not draw analytical 
distinctions between issuers and their underlying obligations. When applied to issues 
or securities, the LTCR may be higher or lower than the issuer rating (IDR) to reflect 
relative differences in recovery expectations. The following rating scale applies to 
foreign currency and local currency ratings: 
 
Investment Grade Definition 
 
AAA 

 
Highest credit quality. 'AAA' ratings denote the lowest 
expectation of credit risk. They are assigned only in 
case of exceptionally strong capacity for payment of 
financial commitments. This capacity is highly unlikely 
to be adversely affected by foreseeable events. 
 

AA Very high credit quality. 'AA' ratings denote 
expectations of very low credit risk. They indicate very 
strong capacity for payment of financial commitments. 
This capacity is not significantly vulnerable to 
foreseeable events. 
 

A High credit quality. 'A' ratings denote expectations of 
low credit risk. The capacity for payment of financial 
commitments is considered strong. This capacity may, 
nevertheless, be more vulnerable to changes in 
circumstances or in economic conditions than is the 
case for higher ratings. 
 

BBB Good credit quality. 'BBB' ratings indicate that there 
are currently expectations of low credit risk. The 
capacity for payment of financial commitments is 
considered adequate but adverse changes in 
circumstances and economic conditions are more 
likely to impair this capacity. This is the lowest 
investment grade category. 
 

Speculative Grade 
 

Definition 

BB Speculative. 'BB' ratings indicate that there is a 
possibility of credit risk developing, particularly as the 
result of adverse economic change over time; 
however, business or financial alternatives may be 
available to allow financial commitments to be met. 

 



Securities rated in this category are not investment 
grade. 

B Highly speculative. 
• For issuers and performing obligations, 'B' ratings 
indicate that significant credit risk is present, but a 
limited margin of safety remains. Financial 
commitments are currently being met; however, 
capacity for continued payment is contingent upon a 
sustained, favourable business and economic 
environment. 
• For individual obligations, may indicate distressed or 
defaulted obligations with potential for extremely high 
recoveries. Such obligations would possess a 
Recovery Rating of 'RR1' (outstanding). 
 

CCC For issuers and performing obligations, default is a real 
possibility. Capacity for meeting financial commitments 
is solely reliant upon sustained, favourable business or 
economic conditions. 
• For individual obligations, may indicate distressed or 
defaulted obligations with potential for average to 
superior levels of recovery. Differences in credit quality 
may be denoted by plus/minus distinctions. Such 
obligations typically would possess a Recovery Rating 
of 'RR2' (superior), or 'RR3' (good) or 'RR4' (average). 
 

CC For issuers and performing obligations, default of some 
kind appears probable. 
• For individual obligations, may indicate distressed or 
defaulted obligations with a Recovery Rating of 'RR4' 
(average) or 'RR5' (below average). 
 

C • For issuers and performing obligations, default is 
imminent. 
• For individual obligations, may indicate distressed or 
defaulted obligations with potential for below-average 
to poor recoveries. Such obligations would possess a 
Recovery Rating of 'RR6' (poor). 
 

RD Indicates an entity that has failed to make due 
payments (within the applicable grace period) on some 
but not all material financial obligations, but continues 
to honour other classes of obligations. 
 

D Indicates an entity or sovereign that has defaulted on 
all of its financial obligations. Default generally is 
defined as one of the following: 
• Failure of an obligor to make timely payment of 
principal and/or interest under the contractual terms of 
any financial obligation; 

 



• The bankruptcy filings, administration, receivership, 
liquidation or other winding-up or cessation of business 
of an obligor; 
• The distressed or other coercive exchange of an 
obligation, where creditors were offered securities with 
diminished structural or economic terms compared 
with the existing obligation. 
 

 
Fitch International Short-Term Credit Ratings 
The following ratings scale applies to foreign currency and local currency ratings. A 
Short-term rating has a time horizon of less than 13 months for most obligations, or 
up to three years for US public finance, in line with industry standards, to reflect 
unique risk characteristics of bond, tax, and revenue anticipation notes that are 
commonly issued with terms up to three years. Short-term ratings thus place greater 
emphasis on the liquidity necessary to meet financial commitments in a timely 
manner. 
 
Short Term Rating Current Definition 
F1 Highest credit quality. Indicates the strongest capacity 

for timely payment of financial commitments; may have 
an added "+" to denote any exceptionally strong credit 
feature. 
 

F2 Good credit quality. A satisfactory capacity for timely 
payment of financial commitments, but the margin of 
safety is not as great as in the case of the higher 
ratings. 
 

F3 Fair credit quality. The capacity for timely payment of 
financial commitments is adequate; however, near 
term adverse changes could result in a reduction to 
non investment grade. 
 

B Speculative. Minimal capacity for timely payment of 
financial commitments, plus vulnerability to near term 
adverse changes in financial and economic conditions. 
 

C High default risk. Default is a real possibility. Capacity 
for meeting financial commitments is solely reliant 
upon a sustained, favourable business and economic 
environment. 
 

D Indicates an entity or sovereign that has defaulted on 
all of its financial obligations. 
 

 
 
 
 

 



Appendix E 
 

Active Internal Credit Counterparty List (as at 9th February 2009) 
 

1 Abbey National plc 
 

2 Alliance & Leicester 
 

3 Bank of Scotland 
 

4 Barclays Bank 
 

5 Clydesdale Bank 
 

6 Coventry Building Society 
 

7 HSBC Bank 
 

8 Leeds Building Society 
 

9 Lloyds TSB 
 

10 Nationwide Building Society 
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