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Treasury Management Strategy Statement 2021/22 
 

Purpose & Summary  
This report outlines a Treasury Management Strategy for 2021/22, prepared in accordance 
with: 

1. The revised Chartered Institute of Public Finance & Accountancy (CIPFA) Treasury 
Management in the Public Services Code (2017 edition); 

2. The Chartered Institute of Public Finance & Accountancy (CIPFA) Prudential Code for 
Capital Finance in Local Authorities (2017 edition); 

3. The Local Authority (Capital Financing and Accounting)(Scotland) Regulations 2016; 

4. The Local Government Investment Regulations (Scotland) 2010, (and accompanying 
Finance Circular 5/2010); and 

5. The Local Government in Scotland Act 2003. 

. 

Recommendations  
Council is asked to: 

1. approve the Treasury Management Strategy Statement for 2021/22 as detailed in 
this report; and 

2. approve the Prudential Indicators for 2021/22 to 2022/23 prepared with regard to the 
Housing Capital Investment Programme presented to Stirling Council on 25 February 
2021 and the General Services Capital Programme 2021/22 presented to Stirling 
Council on 11 March 2021. 

 

Resource Implications  
In accordance with the approved strategy, treasury management activity continues to 
maintain the Council’s loan portfolio on a strong, low-risk, long-term basis with due 
consideration of budget requirements to minimise the cost of debt.   

The impact of forecast interest rates for investments and new borrowing has been given full 
consideration when determining the budgetary requirements for loans charge for 2021/22 
and subsequent years. 

 

  



Legal & Risk Implications  
Following consideration of the legal implications of this report, no further issues have been 
identified. 

The Treasury Management Strategy Statement for 2021/22 identifies any associated risks 
inherent within the Council’s treasury management activities and the management of such 
risks.  

 

1. Background  
1.1. The Council is required to operate a balanced budget, which broadly means 

that cash raised during the year will meet cash expenditure.  Part of the 
treasury management function is to ensure that this cash flow is adequately 
planned, with cash being available when it is required. 

1.2. The second aspect of the treasury management function is the funding of the 
Council’s capital plans.  These plans provide a guide to the borrowing need of 
the Council, essentially the longer-term cash flow planning to ensure that the 
Council can meet its capital spending obligations.  This management of 
longer-term cash may involve arranging long or short-term loans, or the 
restructure of existing debt. 

1.3. The contribution of the treasury management function is critical, as the 
balance of debt and investment operations ensures liquidity and the ability to 
meet spending commitments as they fall due, either on day-to-day revenue or 
on capital projects.  The interest cost of debt and the investment income 
arising from cash deposits will affect the available budget.  As cash balances 
generally arise from reserves and balances, the security of sums invested is 
priority as any loss of principal would result in a loss to the General Fund 
balance. 

1.4. Stirling Council therefore defines its treasury management activities as “The 
management of the Council’s borrowing, investments and cash flows, it’s 
banking, money market and capital market transactions; the effective control 
of the risks associated with those activities; and the pursuit of optimum 
performance consistent with those risks”. 

1.5. The CIPFA Treasury Management Code (2017 edition) recommends that 
Members receive reports on the Council’s Treasury Management policies, 
practices and activities, including as a minimum, an annual strategy report, a 
mid-year update and an annual performance report. 

 

2. Considerations 
Treasury Management Strategy for 2021/22 

2.1 The Treasury Management Strategy for 2021/22 covers two elements: 

2.1.1 Treasury Management considerations: prospects for interest 
rates; the current treasury portfolio position; the borrowing strategy; 
policy on borrowing in advance of need; debt rescheduling; the 
investment strategy; creditworthiness strategy; the policy on the use 
of external service providers and any other relevant treasury 
management issues. 



2.1.2 Capital Considerations: the capital expenditure plans; the loans 
fund repayment policy and the prudential and treasury indicators 
that will limit the treasury risk and activities of the Council. 

Treasury Management Considerations 

Prospects for interest rates 

2.2 Interest rate forecasts formulated by Link Group, the Council’s treasury 
management advisors, are summarised below: 

Bank of England Base Rate 

2.3 The Bank of England Bank Rate (the Base Rate) is set by the Monetary 
Policy Committee (MPC) as part of their monetary policy to keep inflation low 
and stable (2% inflation target) and in a way that helps sustain growth and 
employment.  

2.4 In response to the extraordinary circumstances arising from the impact of 
COIVD-19 and to support business and households through the associated 
economic disruption, the Bank of England’s Monetary Policy Committee voted 
unanimously to reduce the Base Rate to 0.25% on 11 March 2020 and then 
to 0.10% on 19 March 2020.  It has remained unchanged since then. 

2.5 At its meeting on 16 December 2020, the Committee judged that the existing 
stance of monetary policy remained appropriate but it would continue to 
monitor the situation closely.  The outlook for the economy remains unusually 
uncertain.  It depends on the evolution of the COVID-19 pandemic and 
measures taken to protect public health, as well as the nature of, and 
transition to, the new trading arrangements between the European Union and 
the United Kingdom.  It will also depend on the responses of households, 
businesses and financial markets to these developments.  Whilst there has 
been a positive reaction to the successful trialling and initial roll out of 
vaccines, economic activity has been affected by the re-imposition of 
restrictions. 

2.6 The Bank Rate is not expected to increase in the near-term as economic 
recovery is expected to be gradual.  Whilst some economic forecasts suggest 
that interest rates could become negative, the current message from the Bank 
of England is that this is not the favoured monetary policy tool. 

  

 Bank Rate (%) 
Public Works Loan Board (%) 

5 year 10 year 25 year 50 year 

now 0.10 0.83 1.17 1.70 1.52 

Mar-21 0.10 0.90 1.30 1.90 1.70 

Jun-21 0.10 0.90 1.30 1.90 1.70 

Sep-21 0.10 0.90 1.30 1.90 1.70 

Dec-21 0.10 0.90 1.30 1.90 1.70 

Mar-22 0.10 1.00 1.40 2.00 1.80 



Public Works Loan Board 

2.7 Gilt yields, and therefore Public Works Loan Board (PWLB) rates, can be 
subject to exceptional levels of volatility which are highly correlated to geo-
political, emerging market and sovereign debt developments and sharp 
changes in investor sentiment.  In the shorter term, this makes economic and 
interest rate forecasting, with any degree of confidence and reliability, difficult 
and unpredictable.  However, the above forecasts expect little upward 
movement in PWLB rates over the next few years as it will take economies, 
including the UK, a prolonged period to recover from the coronavirus 
lockdown periods. 

2.8 In 2020, HM Treasury undertook a consultation, ‘Public Works Loan Board; 
future lending terms’, the aim of which was to develop a proportionate and 
equitable way to prevent local authorities from using PWLB loans to buy 
commercial assets primarily for yields, without impeding their ability to pursue 
service delivery, housing and regeneration under the prudential regime. 

2.9 On 25 November 2020, HM Treasury announced its response to its 
consultation, ‘Public Works Loan Board; future lending terms’ and published 
revised lending terms effective from 26 November 2020. 

2.10 The margin over gilt yields was reduced by 100 basis points (1%), effectively 
removing the previous increase applied in October 2019. 

 Previous New 

Standard Rate gilt plus 200 basis points gilt plus 100 basis points 

Certainty Rate gilt plus 180 basis points gilt plus 80 basis points 

Current Portfolio Position: actual external debt 

2.11 The Council’s existing long-term borrowing portfolio, assuming no further new 
long- term borrowing during 2020/21 is expected to be: 

Long‐Term Borrowing  31/03/20  Average    31/03/21  Average 

PWLB Maturity  £132.079m  5.18%    £128.297m  5.08% 

L1 Renewables Financing  £9.861m  3.61%  £9.816m  3.61% 

SALIX Interest Free Loans  £0.146m  0.00%  £0.076m  0.00% 

Total Long‐Term Borrowing  £142.086m  5.33%  £138.189m  4.98% 

2.12 The Council has been supplementing its cash flows with temporary 
borrowing, the level of which has reduced in recent financial years due to the 
Council taking on new-long term borrowing.  At 31 January 2021, temporary 
borrowing loans totalled £15.5m with an average rate of 0.035%. 

2.13 In line with the approved treasury management strategy and on-going cash 
flow requirements, officers will continue to monitor this position, and interest 
rates to maintain an appropriate level of temporary borrowing. 

  



2.14 The Council’s actual external (gross) debt position is represented by the total 
of external borrowing and other long-term liabilities i.e. finance lease liabilities 
under PFI/PPP schemes.  Such liabilities are not treated as the borrowing of 
money but are recognised as an outstanding liability of the Balance Sheet 
and are considered a debt associated with capital financing. 

Borrowing Strategy 

2.15 The Council is currently maintaining an under-borrowed position.  This means 
that the capital borrowing need (the capital financing requirement) has not 
been fully funded with loan debt.  Cash supporting the Council’s reserves, 
balances and cash flow is being used as a temporary measure and is 
currently being supplemented by temporary borrowing that has been readily 
available within the market and at comparatively lower rates than PWLB new 
loan rates. 

2.16 This strategy of effectively delaying new long-term borrowing by running down 
cash balances and undertaking temporary borrowing has served well over 
recent years, and delivered savings, but it does only provide a short-term 
advantage. 

2.17 This strategy needs to be carefully reviewed and monitored to ensure no 
opportunities are missed for taking new loans at long-term rates which might 
be higher in future years, as borrowing rates are expected to increase.  
However, any new long-term borrowing undertaken would incur a significant 
cost of carrying due to the differential between temporary borrowing and long-
term borrowing interest rates, and the currently low investment rates that 
would be obtained if the Council were required to lend out any cash borrowed 
in advance of expenditure being incurred. 

2.18 In view of the above interest rate forecast, the Council’s borrowing strategy 
for 2021/22 will give consideration to any potential new borrowing in the 
following order of priority: 

2.18.1 The cheapest borrowing will be internal borrowing: utilising cash 
balances and foregoing interest earned at relatively low interest 
rates.  However, cash balances are significantly lower than in 
previous years and the Council has been undertaking temporary 
borrowing.  Therefore, in view of the overall forecast for long-term 
borrowing rates to increase in forthcoming years, consideration will 
be given to weighing the short-term advantage of internal borrowing 
against potential long-term costs if the opportunity is missed for 
taking loans at long-term rates which will be higher in future years. 

2.18.2 Temporary borrowing from the money markets or other local 
authorities is a useful means of managing cash flows, particularly 
when rates are comparatively lower than PWLB interest rates.  
However, as with the use of internal borrowing, consideration will 
also be given to weighing the short-term advantage of temporary 
borrowing against potential long-term costs if the opportunity is 
missed for taking loans at long-term rates which will be higher in 
future years. 

  



2.18.3 As part of the option appraisal for new PWLB loans, the Council will 
consider loans of a short to medium duration, subject to interest 
rates and forecasts, to help spread debt maturities away from a 
concentration in long dated debt and help maintain the balance of 
the debt portfolio.  The Council is eligible to borrow at the PWLB 
Certainty Rate and will continue to complete and return the relevant 
information to ensure this rate is accessible for any borrowing that 
may be undertaken. 

2.18.4 Consideration will also be given to borrowing fixed rate market 
loans, where rates are significantly below PWLB rates for an 
equivalent maturity period, as this would help maintain a balance 
between PWLB and market debt in the debt portfolio. 

2.19 The Council, in conjunction with its treasury management advisors, will 
continually monitor prevailing interest rates and risks within the economic 
forecasts to ensure that any funds required are secured at the most 
advantageous rates and terms and will adopt a pragmatic approach to a 
change in sentiment: 

2.19.1 If it were felt that there was a significant risk of a sharp FALL in 
borrowing rates (e.g. due to a marked increase of risks around 
relapse into recession or of risks of deflation) then long term 
borrowing will be postponed and potential rescheduling from fixed 
rate funding into short term borrowing will be considered. 

2.19.2 If it were felt that there was a significant risk of a much sharper 
RISE in borrowing rates than that currently forecast (e.g. an 
acceleration in the rate of increase in central rates in the UK and 
USA, a greater than expected increase in world economic activity or 
a sudden increase in inflation risk) then the portfolio will be re-
appraised, with the likely action being to undertake fixed rate 
borrowing whilst interest rates remain low. 

2.20 Any decision to undertake new borrowing will be reported to Finance & 
Economy Committee at the earliest opportunity, as part of the cycle of reports 
for Treasury Management.  As current, and forecast, long-term loan rates are 
considerably lower than the rates on maturing loans, any new loans 
undertaken will contribute to lowering the average interest rate of the 
Council’s external borrowing portfolio. 

Policy on borrowing in advance of need 

2.21 The Council will not borrow more than or in advance of its need purely in 
order to profit from the investment of extra sums borrowed.  Any decision to 
borrow in advance will be within forward approved Capital Financing 
Requirement estimates, and will be considered carefully to ensure value for 
money can be demonstrated and that the Council can ensure the security of 
such funds. 

Debt Rescheduling 

2.22 Opportunities for debt restructuring through PWLB loans are now much less 
attractive and much more expensive due to the large difference between 
premature redemption rates and new borrowing rates. 

  



2.23 Due to the historic, high interest rates of the current borrowing portfolio, 
premature repayment of PWLB loans is likely to generate significant 
premiums which are unaffordable and unlikely to be justifiable on a value for 
money grounds.  Opportunities for debt rescheduling will continue to be 
monitored and evaluated to determine whether there are any beneficial 
options. 

2.24 As short-term borrowing rates are expected to be marginally 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 terms of their short-term nature and the re-financing 
risk upon maturity.  Any such rescheduling and repayment of debt is likely to 
cause a flattening of the Council’s maturity profile, as historically there has 
been a skew towards longer dated PWLB loans. 

2.25 The basis for any rescheduling to take place will include:  the generation of 
cash savings and / or discounted cash flow savings; helping to fulfil the 
borrowing strategy outlined above; enhance the balance of the portfolio (i.e. 
amend the maturity portfolio / address the balance of volatility). 

2.26 Any rescheduling undertaken will be reported to Finance & Economy 
Committee at the earliest opportunity following its action. 

Annual Investment Strategy 

2.27 The Council’s investment policy has regard to the Local Government 
Investment (Scotland) Regulations 2010 (and accompanying Finance Circular 
5/2010 The Investment of Money by Scottish Local Authorities) and the 2017 
revised CIPFA Treasury Management in Public Services Code of Practice 
and Cross Sectoral Guidance Notes. 

2.28 The Council will have as its investment priorities; the security of capital; the 
liquidity of its investments; the minimisation of risk. 

2.29 The Council will aim to achieve the optimum return on its investments 
commensurate with proper levels of security and liquidity and will adopt a low 
risk attitude to give priority to the security of its investments.  In the current 
economic climate, it is considered appropriate to keep investments short to 
medium term:  investments will be made with reference to the core 
operational balance and cash flow requirements and the outlook for short-
term interest rates.  The Council, in its creditworthiness policy (detailed 
below) stipulates minimum acceptable credit criteria in order to generate a list 
of highly creditworthy counterparties which also enables diversification and 
the avoidance of concentration of risk. 

2.30 The borrowing of monies purely to invest or on-lend is unlawful and the 
Council will not engage in such activity. 

2.31 The Local Government Investment (Scotland) Regulations 2010 require 
approval of all types of investment to be used and the setting of appropriate 
limits for the amount that can be held in each investment type.  These are 
referred to as ‘Permitted Investments’ and any investments used, but not 
approved as a permitted investment, would be considered ultra vires. 

2.32 The Council has reviewed its anticipated investments (and levels of 
investment) and a summary of Permitted Investments is included in Appendix 
1, with full details of objectives, risks and controls provided in Appendix 2. 

  



2.33 Details of outstanding investments, in respect of treasury management, will 
continue to be reported to Members through the Information Bulletin.  At the 
end of the financial year, the Council will report on its investment activity as 
part of its Annual Treasury Report. 

Investments that are not part of Treasury Management Activity 

2.34 Treasury management investment activity covers those investments that arise 
from the Council’s cash flows and debt management activity, and effectively 
represent balances that need to be invested until cash is required for use in 
the course of business.   

2.35 The 2017 revised Code recognises that Councils may make investments for 
policy reasons outside of normal treasury management activity: investments 
in other financial assets and property primarily for financial benefit. 

2.36 These non-financial or non-treasury investments require more careful 
financial risk assessment.  Where such investments do not give priority for 
security and liquidity over yield, whether because of the nature of the assets 
themselves or for valid service reasons, it is recommended that such a 
decision should be explicit, the additional risks set out clearly and the impact 
on financial sustainability identified and reported. 

2.37 It is critical that due diligence processes and procedures reflect the additional 
risk the Council is taking on.  Due diligence procedures should ensure 
effective scrutiny of proposed investments, identification or risk to both capital 
and returns, any external underwriting of those risks and the potential impact 
on the financial sustainability of the organisation if those risks come to pass.  
Independent and expert advice should be sought where necessary. 

2.38 The Council should maintain a schedule setting out a summary of existing 
material investments, subsidiaries, joint ventures and liabilities including 
financial guarantees and the Council’s risk exposure.  Such details are 
disclosed in the Council’s abstract of accounts, are reviewed each year and a 
schedule from the audited accounts as at 31 March 2020 is included at 
Appendix 3. 

2.39 Details of non-treasury permitted investments are also included in 
Appendices 1 and 2. 

2.40 It is expected that many of the principles underlying the Council’s treasury 
management practices would also apply to non-treasury investments.  
However, the Council’s policy will be that all non-treasury investments will 
require to be separately reported to Council to demonstrate full due diligence, 
appraisal and evaluation. 

International Financial Reporting Standard (IFRS) 9: Financial 
Instruments 

2.41 As a result of the change in accounting standards for 2018/19 under IFRS 9 
Financial Instruments, the Council will consider the implications of investment 
instruments which could result in an adverse movement in the value of the 
amount invested and resulted charges at the end of the year to the General 
Fund. 

2.42 IFRS 9 is primarily a re-classification exercise and details are provided in 
Appendix 4.  The key change relates to the Expected Credit Loss Model.  In 
the previous model, an event would happen and then provision made against 
the likely loss.  Under the new model the event need not have happened, it is 
the expectation of loss. 



2.43 These changes are expected to have a greater impact on non-treasury 
investments, particularly those driven by policy rather than financial need. 

Creditworthiness Policy 

2.44 The Council has stipulated minimum acceptable credit criteria as Short Term 
F1 (or equivalent) and Long Term A- (or equivalent) in order to generate a list 
of highly creditworthy counterparties.  This minimises risk to its investments 
by enabling diversification and the avoidance of concentration of risk.  
Appendix 5 provides full details of rating definitions and equivalencies across 
the three main agencies (Fitch, Moody’s and Standard and Poor). 

2.45 In previous years, the Council’s credit rating criteria considered Short Term, 
Long Term, Individual and Support Ratings.  However, in response to an 
evolving regulatory regime, which attempted to break the link between 
sovereign support and financial institutions and new methodologies taking 
into account additional factors, such as regulatory capital levels, the Individual 
and Support Ratings are now of lesser importance in the assessment process 
and have effectively become redundant/withdrawn.  These rating agency 
changes do not reflect any changes in the underlying status or credit quality 
of an institution.  They are merely reflective of a reassessment or rating 
agency methodologies in light of enacted and future expected changes to the 
regulatory environment in which financial institutions operate. 

2.46 Since 2019, the largest UK banks have been required by UK law to separate 
core retail banking services from their investment and international banking 
activities, a regulatory initiative known as “ring-fencing”, created in response 
to the global financial crisis. 

2.47 Ring-fencing mandates the separation of retail and small/medium sized 
enterprise deposits from investment banking, in order to improve the 
resilience and resolvability of banks by changing their structure.  Activities 
offered from within a ring-fenced bank will be focused on lower risk, day-to-
day core transactions.  More complex and “riskier” activities are required to be 
housed in a separate entity, a non-ring-fenced bank.  This is to ensure that an 
entity’s core activities are not adversely affected by the acts or omissions of 
other members of its group. 

2.48 While the structure of banks included within this process may have changed, 
the fundamentals of credit assessment have not.  The Council will continue to 
assess the new-formed entities in the same way it does other institutions. 

2.49 The Council considers that credit ratings should not be the sole determinant 
of the quality of an institution.  The assessment should also take account of 
information that reflects the opinion of the markets: it remains important to 
continually assess and monitor the financial sector on both a micro and macro 
basis and in relation to the economic and political environments within which 
institutions operate.  The Council will therefore adopt a weighted average 
modelling approach to determining its creditworthiness policy. 

2.50 The Council will apply the creditworthiness service provided by their treasury 
management advisor in order to enhance the basic approach of setting 
minimum credit criteria.  A sophisticated modelling approach is employed to 
utilise credit ratings from the three main credit agencies as the core element 
and supplements this with various overlays:  credit watches and credit 
outlooks from credit rating agencies; credit default swap spreads to give early 
warnings of likely changes in credit ratings; sovereign ratings to select 
counterparties from only the most creditworthy countries. 



2.51 This modelling approach combines credit ratings, credit watches and credit 
outlooks in a weighted scoring system which is then combined with an overlay 
of capital default swaps spreads, the end product of which is a series of 
colour coded bands which indicate the relative creditworthiness of 
counterparties.  These colour codes are then used to determine the 
suggested (maximum) durational limits for investments. 

no colour not to be used 

Green 100 days 

Red 6 months 

Orange 1 year 

Blue 1 year (UK nationalised) 

Purple 2 years 

2.52 This approach does utilise all three rating agencies (where ratings provided) 
but by using a risk weighted scoring system and a wider array of information 
and not just primary ratings, it does not give undue weight to just one 
agency’s ratings.  The Council is satisfied that this service gives a much-
improved level of security for its investments and could not be replicated 
using in-house resources. 

2.53 There may be occasions when a counterparty is rated by only one agency or 
is rated by several agencies but ratings from one particular agency are 
marginally lower than the Council’s prescribed minimum.  In such instances, a 
counterparty may still be used.  Consideration will be given to the whole 
range of ratings available (hence the usefulness of a weighted average 
approach) and other topical market information to support their use.  Such 
counterparties will only be used when no suitable alternative counterparties 
are available. 

2.54 All credit ratings will be monitored on a weekly basis and the Council will be 
alerted to changes to the ratings of all three agencies through the 
creditworthiness service provided by its treasury management advisors. 

2.54.1 If a downgrade results in the counterparty no longer meeting the 
Council’s minimum criteria, its further use as a new investment will 
be withdrawn immediately. 

2.54.2 In addition to the use of credit ratings, the Council will be advised 
on information in movements in credit default swaps and extreme 
market movements may result in the downgrade of an institution or 
removal from the Council’s lending list. 

2.55 Sole reliance will not be placed on the use of this external service.  The 
Council will also use market data and information in order to establish the 
most robust scrutiny process of investment counterparties. 

2.56 Whilst this approach offers a consistent and robust framework for investment 
activities, the ability of counterparties to fall within these criteria is increasingly 
tight in the current anomalous banking and wider economic environment and 
in response to this economic instability, specific provisions are made to the 
counterparty policy to ensure the Council retains control, flexibility and 
diversification of its investment activities: 



2.56.1 Country Limits: Whilst the evolving regulatory environment and 
new methodologies used by the ratings agencies mean that 
sovereign ratings are now of lesser importance in the assessment 
process, the creditworthiness service provided by the treasury 
management advisors continues to incorporate sovereign ratings in 
order to select counterparties from only the most creditworthy 
countries.  The Council has determined that until there is greater 
stability in the world economy, investments will continue to be 
restricted to UK financial institutions.  The impact of Brexit and the 
COVID-19 pandemic on the UK sovereign rating is unknown. 

2.56.2 Part-Nationalised UK Banks:  The Council will continue to lend to 
those banks which are part-nationalised or have a significant UK 
government support.  This currently applies to The Royal Bank of 
Scotland Group plc. 

2.56.3 Debt Management Office: The Council will continue to make use 
of the Debt Management Account Deposit Facility, recognising that 
whilst this offers relatively lower returns, this facility offers 
comparatively greater security for investments. 

2.56.4 Other Local Authorities: Whilst not credit rated in their own right, 
other local authorities are considered to be of a high credit standing 
and are active participants in the money markets in respect of 
temporary lending and investment and the Council will continue to 
use such. 

2.56.5 Direct Dealing with institutions:  The Council will continue to deal 
directly with financial institutions which meet the Council’s credit 
criteria (and/or are part-nationalised) and offer products that are 
beneficial to the Council’s cash flow management and investment 
activities (e.g. instant access deposit accounts, short-term notice 
accounts. 

2.57 The Council’s list of permitted investments detailed in Appendices 1 & 2 allow 
for the use of money market funds with a maximum investment of £5m.  The 
Council has not yet made use of this form of investment facility.  In order to 
ensure the continued flexibility and diversification of options for depositing 
surplus funds, officers will further explore the options for the use of Money 
Market Funds during 2021/22, ensuring these are fully assessed against the 
counterparty criteria. 

2.58 A summary of the Council’s counterparty policy is detailed below: 

Counterparty Type Limit (Maximum) Duration 

UK Banks & Building Societies £3 million Suggested durations as per 
creditworthiness service 
provided by treasury 
management advisors 

UK Nationalised Institutions £5 million 

Debt Management Office 
Account Deposit Facility 

£10 million 6 months per facility operational 
limits 

Other Local Authorities £3 million Maximum 364 days 

Money Market Funds £5 million Maximum 364 days 

  



Training 

2.59 The CIPFA Code of Practice requires the responsible officer to ensure that 
members with responsibility for treasury management receive adequate 
training in treasury management.  This especially applies to members 
responsible for scrutiny 

2.60 The training needs of treasury management officers are periodically reviewed 
and officers regularly attend seminars and training courses.  Senior 
Management Team and Member Training is also organised as required 

Policy on the use of external service providers 

2.61 The Council recognises that there is value in employing external providers of 
treasury management services in order to acquire access to specialist skills 
and resources.  The Council will ensure that the terms of appointment and 
methods by which their value will be assessed are properly agreed and 
documented and subject to regular review. 

2.62 The Council recognises that responsibility for treasury management decisions 
remains with the Council at all times and will ensure that undue reliance is not 
placed upon such external service providers. 

2.63 Link Group are the Council’s current treasury management advisors and 
Officers regularly communicate with Link Group through email, (virtual) site-
based Strategy Meetings and regional seminars. 

2.64 The Council will continue to use brokers to facilitate short-term investments 
and meet temporary borrowing requirements via money markets. 

Banking Services 

2.65 The Royal Bank of Scotland plc is the Council’s current banking services 
provider.  Officers continue to liaise and communicate with the bank on any 
operational issues that may arise, to ensure value for money is achieved and 
ensure the Council makes best use of any services and developments in 
banking services and technology. 

Treasury Management Policies & Practices 

2.66 The Treasury Management Policies and Practices will continue to be 
reviewed, revised, streamlined and updated to ensure they reflect all current 
operational practices and the requirements of the Treasury Management 
Code of Practice. 

The Markets in Financial Instruments Directive (MiFID II) 

2.67 These regulations govern the relationship that financial institutions conducting 
lending and borrowing transactions have with local authorities.  Under MiFID 
II, local authorities are classed as retail clients but have the option to “opt up” 
to an elective professional client status if the authority meets certain 
qualitative and quantitative criteria. 

2.68 The Council has opted up to elective professional client status in order to 
maintain the status quo in terms of any investment products currently in place 
and to maintain existing relationships with financial institutions.   The process 
for electing to opt up to professional status with financial institutions is a 
continuous process and the Council will continue to review any new 
requirements to opt up to ensure it can access all investment products it may 
wish to use as part of its Treasury Management Strategy. 

  



Scheme of Delegation and Role of the Section 95 Officer 

2.69 The Council’s Chief Finance Officer undertakes the role of the Section 95 
Officer, details of which, along with duties under the treasury management 
scheme of delegation, are included in Appendix 6. 

2.70 The specific responsibilities of this officer have remained unchanged 
however, changes in the 2017 editions of Treasury Management and 
Prudential Code in terms of the introduction of a new Capital Strategy have 
effectively extended the responsibilities of this role. 

Capital Considerations 

Capital Strategy Report 

2.71 The Prudential Code for Capital Finance in Local Authorities (2017 edition) 
requires to Council to prepare a Capital Strategy Report to demonstrate that 
capital expenditure and investment decisions are taken in line with service 
objectives and properly take account of stewardship, value for money, 
prudence, sustainability and affordability. 

2.72 The capital strategy is intended to give a high-level, long-term overview of 
how capital expenditure, capital financing and treasury management activity 
contribute to the provision of services along with an overview of how 
associated risk is managed and the implications for future financial 
sustainability. 

2.73 The aim of the Capital Strategy report is to engage with full Council to ensure 
that the overall strategy, governance procedures and risk appetite are fully 
understood by all elected members. 

2.74 The Capital Strategy should be tailored to the Council’s individual 
circumstances and will include capital expenditure, investments and liabilities 
and treasury management in sufficient detail to allow all elected members to 
understand how stewardship, value for money, prudence, sustainability and 
affordability will be secured. 

2.75 The Capital Strategy Framework is included within the Proposed General 
Services Capital Programme 2021/22 paper presented to Stirling Council 
meeting on 11 March 2021. 

The Prudential and Treasury Indicators 2021/22 to 2023/24 

2.76 The Council’s capital expenditure plans are the key driver of treasury 
management activity.  Prudential and Treasury Indicators are relevant for the 
purposes of setting an integrated treasury management strategy.  The 
objectives being to ensure, within a clear framework, that the capital 
expenditure plans are affordable, prudent and sustainable, and that treasury 
management decisions are taken in accordance with good professional 
practice and in full understanding of the risks involved and how these risks 
will be managed to levels that are acceptable by the Council. 

Prudential Indicators – Indicators of Prudence 

2.77 The Council’s Prudential Indicators for 2021/22 to 2022/23 have been 
prepared with regard to the Housing Capital Investment Programme 
presented to Stirling Council on 25 February 2021 and the General Services 
Capital Programme 2021/22 presented to Stirling Council on 11 March 2021. 

  



2.78 The Capital Expenditure indicator is a summary of the Council’s capital 
expenditure plans, both those agreed previously and those proposed for 
forthcoming financial years.  The extent to which such expenditure is to be 
financed will influence the Council’s capital financing requirement. 

Estimates of Capital Expenditure Indicator 1 

 2021/22 
£000 

2022/23 
£000 

2023/24 
£000 

General Services £29.297m £50.686m TBC 

Housing Revenue Account £23.237m TBC TBC 

Total Capital Expenditure £52.534m TBC TBC 

2.79 The capital financing requirement is the total historic outstanding capital 
expenditure which has not yet been paid for from either revenue or capital 
resources: it is essentially a measure of the Council’s underlying need to 
borrow. 

2.80 The term ‘financing’ does not refer to the payment of cash but the resources 
(capital grants, receipts and contributions or direct charges to revenue) that 
are applied to ensure that any underlying amount arising from capital 
expenditure is dealt with absolutely, whether at the point of spend, or over the 
longer term.  The Council’s capital financing requirement will therefore 
increase whenever capital expenditure is incurred but not resourced 
immediately and may reduce over time by future applications of capital grant, 
receipts and contributions, or future charges to revenue (including scheduled 
debt amortisation i.e. loans charges repayments). 

2.81 Following accounting requirements under International Financial Reporting 
Standards, the capital financing requirement includes any other long term 
liabilities (e.g. PFI schemes, finance leases) brought onto the Balance Sheet.  
Whilst this increases the Council’s borrowing requirements, these types of 
scheme include a borrowing facility and the Council is not therefore required 
to separately borrow for such. 

2.82 The capital financing requirement is therefore reduced by the outstanding PFI 
liability to represent the Council’s underlying borrowing requirement. 

Estimates of Capital Financing 
Requirement 

Indicator 2 

 2021/22 
£000 

2022/23 
£000 

2023/24 
£000 

General Services £215.052m £33.151m £240.916m 

Housing Revenue Account £71.965m £71.514m £71.172m 

Capital Financing Requirement £287.017m £204.665m £312.088m 

PFI/PPP Liability (£49.724m) (£47.172m) (£44.439m) 

Underlying Borrowing 
Requirement 

£237.293m £257.493m £267.649m 



2.83 The over-arching objective is to ensure that external debt (i.e. the sum of 
external borrowing and other long-term liabilities relating to the financing of 
capital expenditure) is kept within sustainable, prudent limits.  In order to 
ensure that borrowing is only undertaken for capital purposes the Council 
should ensure that external debt does not, except in the short-term, exceed 
the total of the capital financing requirement in the preceding year plus the 
estimates of any additional capital financing requirement for the current and 
next two financial years.  This allows some flexibility for limited early 
borrowing for future years, but ensures that borrowing is not undertaken for 
revenue purposes. 

2.84 If the level of gross debt is below the Council’s capital financing requirement, 
compliance with this indicator is demonstrated. 

Gross Debt and the Capital Financing 
Requirement 

Indicator 3 

 2021/22 
£000 

2022/23 
£000 

2023/24 
£000 

CFR Comparator £312.088m £320.350m £327.200m 

Gross Debt £280.045m £295.292m £299.551m 

Does Gross Debt exceed the 
Capital Financing Requirement 
for the current year and following 
2 years? 

No No No 

2.85 The Authorised Limit for external debt is a statutory limit determined under 
Regulation 6(1) of the Local Authority (Capital Finance and Accounting) 
(Scotland) Regulations 2016. 

Authorised Limit and Operational Boundary for External Debt 

Authorised Limit  £325.578m £351.035m £325.701m 

Operational Boundary £309.363m £329.274m £323.791m 

2.86 The Authorised Limit represents a control of the maximum level of borrowing; 
a legal limit beyond which external debt is prohibited and needs to be set or 
revised by full Council  It reflects a level of external debt that, whilst not 
desired, could be affordable in the short-term but which is not sustainable in 
the longer-term.  In effect, it is the outer boundary of the Council’s debt, a limit 
beyond which external debt is prohibited.  It should not be treated as an upper 
limit for capital purposes alone as it must also encompass borrowing for 
temporary purposes. 

2.87 The Operational Boundary is an estimate of the most likely i.e. prudent, but 
not worse case scenario.  This is the limit beyond which external debt is not 
normally expected to exceed.  In most cases, this would be a similar figure to 
the capital financing requirement, but may be lower or higher depending on 
levels of actual debt. 

  



2.88 The CIPFA LASAAC Local Authority Accounting Code Board has agreed to 
defer the implementation of the leasing accounting standard (IFRS 16) until 
the 2022/23 financial year.  The standard will require leases that were 
previously off-Balance Sheet to be brought onto the Balance Sheet.  At 
present, the precise value of such adjustments is unknown but officers will be 
undertaking a detailed review of all leases to ensure the new accounting 
requirements are met and any amendments required to the Prudential 
Indicators will be reported in due course. 

Prudential Indicators – Indicators of affordability 

2.89 Indicators of affordability address the revenue implications of the Council’s 
financial strategy since, as a fundamental principle, all the borrowing of an 
authority are secured on its future revenue income.  The fundamental 
objective in consideration of the affordability is to ensure that the level of 
investment in capital assets remains within sustainable limits. 

2.90 The ratio of financing costs to net revenue stream is an affordability measure 
of the proportion of the budget that is allocated to the financing of capital 
expenditure.  The higher the ratio, the higher the proportion of resources tied 
up to service capital costs. 

2.91 For the General Fund, it is the ratio of financing costs of borrowing against net 
expenditure financed by government grants and local taxpayers.  For the 
Housing Revenue Account (HRA) it is the ratio of financing costs to housing 
rental income. 

Estimates of financing costs to net revenue 
stream 

Indicator 4 

 2021/22 2022/23 2023/24 

General Services 8% 8% 8% 

Housing Revenue Account 22% 22% 22% 

Treasury Indicators 

2.92 The treasury management function ensures that the Council’s cash is 
organised in accordance with the relevant professional codes so that 
sufficient cash is available to meet the Council’s service activity and capital 
expenditure plans. 

  



2.93 The calculation of upper and lower limits in respect of the maturity structure of 
borrowings is designed to manage the risk of having to refinance at a time 
when interest rates may be volatile or uncertain and avoid large 
concentrations of fixed rate debt within the same maturity structure. 

Maturity structure of borrowing  Indicator 5 

 Fixed Variable 

 Lower 
Limit 

Upper 
Limit 

Lower 
Limit 

Upper 
Limit 

Under 12 months 0% 30% 0% 100% 

12 months and within 24 months 0% 30% 0% 50% 

24 months and within 5 years 0% 30% 0% 40% 

5 years and within 10 years 0% 40% 0% 30% 

10 years and within 20 years 0% 45% 0% 20% 

20 years and within 30 years 0% 45% 0% 20% 

30 years and within 40 years 0% 45% 0% 20% 

40 years and over 0% 100% 0% 20% 

2.94 Although Scottish Local Authorities are now permitted to invest for periods 
over 365 days, the Council has chosen not to include this type of treasury 
investment in its Treasury Management Strategy at this point due to the 
current economic environment. 

2.95 The Council must have consideration to its exposure to interest rate 
movements and seeks to manage this risk, and reduce the impact of any 
adverse movements in interest rates, through the various provisions of the 
Treasury Management Strategy.  Interest rates and forecasts are kept under 
continual review.  In terms of the Borrowing Strategy outlined above, the 
Council will continue to weigh the short-term advantage of internal and 
temporary borrowing against the potential long-term costs if opportunities are 
missed for taking loans at long-term rates which will be higher in future.  
Investments, which are not considered to be at a significant level at present, 
will be kept short in terms of both counterparty risk and expectations that 
interest rates will rise in the future. 

Statutory Repayment of Loans Fund Advances 

2.96 The Local Authority (Capital Finance and Accounting) (Scotland) Regulations 
2016 (“the 2016 Regulations) came into force on 1 April 2016.  These 
Regulations replaced the statutory provisions for the local authority borrowing, 
lending and loans fund as set out in Schedule 2 of the Local Authority 
(Scotland) Act 1965 and Finance Circular 29/1975. 

  



2.97 The 2016 Regulations require the Council to maintain a statutory loans fund 
which is to be administered in accordance with the 2016 Regulations, proper 
accounting practices and prudent financial management.  The statutory loans 
fund reflects the Council’s underlying need to finance, by borrowing money, 
the expenditure incurred in any financial year on those purposes set out in the 
2016 Regulations: the balance at 31 March each year will represent the 
amount of past expenditure financed by borrowing money that the Council 
has a liability to meet from future revenue budgets. 

2.98 The Scottish Government issued statutory guidance on the 2016 regulations 
in July 2016 (Finance Circular 7/2016).  This guidance, amongst other 
interpretations, considered “prudent financial management” as the prudent 
repayment of a loans fund advance, and identifies that the broad aim of such 
is to ensure that the repayment of a loans fund advance, in relation to 
repayment period and amount of repayment each year, is reasonably 
commensurate with the period and pattern of the benefits provided to the 
community from capital expenditure. 

2.99 The statutory guidance identifies 4 options that are considered prudent: (1) 
Statutory Method; (2) Depreciation Method; (3) Asset Life Method and (4) 
Funding/Income Profile Method.  What represents prudent repayment will be 
a decision for each local authority: an authority need not select a single option 
and can apply different options for different capital schemes / projects, but 
should be consistent in applying options. The Regulations also allow a local 
authority to vary the period of any advance, or the repayment amount, or 
both, where it considers it prudent to do so.  This provision enables an 
authority to make additional voluntary repayments of loans fund advances. 

2.100 These new Regulations provided various options for the statutory repayment 
of debt, and therefore presented an opportunity to review loans fund policy, 
and change various aspects of how assets are financed, should this be 
considered appropriate in terms of “prudent provision”.   

2.101 In 2020/21, the Council’s treasury management advisors supported a loans 
fund review to identify options to ensure a prudent repayment of advances. 
The outcome was a simplified method that used an average repayment 
period and average interest rate which was considered prudent based on the 
historic date available and could be applied to future advances. 

2.102 In 2020/21, the Scottish Government, in response to the COVID-19 
pandemic, announced a potential financial flexibility in the form of a Loans 
Fund Principal Repayment Holiday.  This would permit the Council to defer 
loans fund repayments due to be repaid in either 2020/21 or 2021/22 (but not 
both). The loans fund review did not factor in the impact of this, and as such 
will need to be adapted, once the extent of the application of any financial 
flexibilities are applied.  

2.103 The repayment period is a key concept of prudent repayments.  To profile 
over too short a period is imprudent as could be viewed as requiring the 
taxpayer to repay capital investment before receiving the full benefit from the 
asset.  Conversely, profiling over too long a period could mean that the 
taxpayer not repaying the full capital investment before the asset’s life has 
ended.  Whilst the simplified approach of using an average period for the 
historic advances could be applied to future advances, this would only be 
where it was prudent to do so.  

  



2.104 Consideration has also been given to repayments based on (maximum) 
repayment periods for different classes of assets: 

Asset Class Repayment Period 

Land 60 

Building 50 

Infrastructure 60 

Plant 20 

Equipment 15 

Vehicles 10 

2.105 In line with current practice, loans fund advances would typically only be 
made for those longer term periods as General Capital Grant would be 
applied in the first instance to those shorter-term assets, and any residual 
receipts would then be match to the longer-term assets. 

2.106 The Council is required to set out its policy for the statutory repayment of 
loans fund advances prior to the start of the financial year.  It should also be 
reviewed on a regular basis to ensure it is still appropriate to circumstances 
within the concept of prudent financial management. 

2.107 To this end, it is recommended that the loans fund policy will reflect a 
potential combination of options which will be confirmed in the Treasury 
Management Performance and Mid-Year Out-turn reports throughout the 
year. 

2.107.1 For loans fund advances made prior to 1 April 2020, the policy will 
be to use the Asset Life annuity method, with all loans being repaid 
over an average 40 year period, or an actual repayment period 
based on the class of assets in the above table, subject to 
finalisation and refinement of the work being undertaken on the 
loans fund review. 

2.107.2 For loans fund advances made after 1 April 2020, the repayment of 
the loan will use the Asset Life annuity method, with all loans being 
repaid over an average period, or an actual repayment period 
based on the class of assets in the above table, subject to 
consideration of what is considered a prudent repayment. 

2.107.3 For assets under construction, the repayment of the first loan fund 
repayment will be deferred until the financial year following the one 
in which the asset is first available for use or operational. 

2.107.4 Consideration will also be given to specific assets where funding 
structures may be more suited to a funding/income profile method 
rather than an asset annuity method, if it is more prudent to do so. 

  



2.108 The statutory duty to administer the loans fund in accordance with prudent 
financial management extends to the interest rate use for the annuity 
calculation.  Historically, an annuity rate of 8.5% was used until 2014-15 when 
the loans fund pooled rate for each year was applied.  The weighted average 
rate over the period 2007/08 to 2019/20 was 4.95%.  It is therefore 
considered reasonable to use a simplified rate of 5%. 

2.109 Any changes to the policy, method to be adopted and annuity rate to be used, 
will be taken in consideration of the totality of the Council’s capital plans, the 
use of its’ assets and the requirement to provide for a prudent repayment of 
loans fund advances, in the context of prudent financial management.   

2.110 The Regulations require the Council to meet specific reporting requirements 
in relation to the loans fund account, namely: 

2.110.1 Balance as at 1 April; 

2.110.2 Advances for the financial year; 

2.110.3 Repayments made for the financial year; and 

2.110.4 Balance as at 31 March 

2.111 This disclosure must also identify the liability to make future repayments of 
loans fund advances and is to provide a breakdown of the balance at 31 
March into 5-year periods, with HRA balances being reported separately from 
the General Fund.  This estimated loans fund account balance and 
repayments as at 31 March 2021 are detailed in Appendix 7.  These do not 
include the impact of the loans fund review or application of any financial 
flexibilities and will be updated in due course. 

 

3. Implications  

Equalities Impact 

3.1 The contents of this report were assessed under the Council’s Equality 
Impact Assessment process.  It was determined that an Equality Impact 
Assessment was not required as this is a technical report to set out the 
Council’s Treasury Management Strategy Statement for 2021/22 and meet 
the technical, professional and legislative requirements in respect of such.  

Fairer Scotland Duty 

3.2 The contents of this report were considered in terms of the Fairer Scotland 
Duty and were determined not to be of strategic importance. 

Climate Change, Sustainability and Environmental Impact 

3.3 There is no direct climate change, sustainability or environmental impact as a 
result of this report. 

Other Policy Implications 

3.4 Following consideration of the policy implications of this report, no relevant 
issues have been identified.  The strategy itself sets out the impact and 
ascertains the Council’s Treasury Management Strategy and any associated 
risks. 

  



Consultations 

3.5 The Council undertakes regular consultations with its Treasury Management 
Advisors, currently Link Group.  

 

4. Background Papers 
4.1 EqIA Relevance Check. 

4.2 Revenue Budget 2021/22, Stirling Council, 11 March 2021. 

4.3 Proposed General Services Capital Programme, Stirling Council, 11 March 
2021. 

4.4 Housing Capital Investment Programme, Stirling Council, 25 February 2021. 

 

5. Appendices 
5.1 Appendix 1- Summary of Permitted Investments. 

5.2 Appendix 2 – Details of Permitted Investments. 

5.3 Appendix 3 – Non Treasury Management Investments (material investments, 
subsidiaries, joint ventures and liabilities). 

5.4 Appendix 4 – IFRS 9 Financial Instruments – Expected Credit Loss Model. 

5.5 Appendix 5 – Credit Rating Equivalencies and Definitions. 

5.6 Appendix 6 – Scheme of Delegation and Role of Section 95 Officer. 

5.7 Appendix 7 – Estimated Loans Fund Account Balance and Repayments as at 
31 March 2021.  
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