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Supplementary Agenda 
 
5.   Treasury Management (Interim) Report 

The report of the Deputy Chief Executive & City Treasurer is 
enclosed. 
 
This report provides  the Treasury Management activities of the 
Council during the first six months of 2019-20.  
 

3 - 20 

10.   External Audit Progress Report and Update (Oral Report) 
The oral report of the External Auditors will be given at the 
meeting. 
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For help, advice and information about this meeting please contact the Committee 
Officer:  
 
 Andrew Woods 
 Tel: 0161 234 3011 
 Email: andrew.woods@manchester.gov.uk 
 
This supplementary agenda was issued on Wednesday 6 November 2019 the 
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Manchester City Council 
Report for Information 

 
Report to: Audit Committee – 12 November 2019 
 
Subject: Treasury Management Interim Report 2019-20 
 
Report of:  Deputy Chief Executive and City Treasurer 
 

 
Summary 
 
To report the Treasury Management activities of the Council during the first six 
months of 2019-20.  
 
Recommendations 
 
The Audit Committee is asked to note the contents of the report.  
 

 
Wards Affected: Not Applicable 
 

 
Contact Officers: 
 
Name: Carol Culley 
Position: Deputy Chief Executive and City Treasurer 
Telephone: 0161 234 3406 
E-mail: c.culley@manchester.gov.uk 
 
Name: Janice Gotts 
Position: Deputy City Treasurer 
Telephone: 0161 234 3590 
E-mail: j.gotts@manchester.gov.uk 
 
Name: Tim Seagrave 
Position: Group Finance Lead – Capital and Treasury Management 
Telephone: 0161 234 3445 
E-mail: t.seagrave@manchester.gov.uk 
 
Name: David Williams 
Position: Treasury Manager 
Telephone: 0161 234 8493 
E-mail: d.williams8@manchester.gov.uk 
 
Background documents (available for public inspection): 
 
The following documents disclose important facts on which the report is based and 
have been relied upon in preparing the report. Copies of the background documents 
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are available up to 4 years after the date of the meeting. If you would like a copy 
please contact one of the contact officers above. 
 
Treasury Management Strategy Statement and Borrowing Limits and Annual 
Investment Strategy Report 2019-20 (Executive – 13 February 2019, Resource and 
Governance Scrutiny Committee – 25 February 2019, Council – 8 March 2019) 
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1 Introduction and Background 
 

1.1 Treasury Management in Local Government is regulated by the Chartered 
Institute of Public Finance and Accountancy (CIPFA) Code of Practice on 
Treasury Management in Local Authorities.  The City Council has adopted the 
Code and complies with its requirements.  A primary requirement of the Code is 
the formulation and agreement by full Council of a Treasury Policy Statement 
which sets out Council, Committee and Chief Financial Officer Responsibilities, 
and delegation and reporting arrangements.   
 

1.2 CIPFA amended the CIPFA Treasury Management in the Public Services Code 
of Practice in late 2009, and the revised Code recommended that local 
authorities include, as part of their Treasury Management Strategy Statement 
(TMSS), the requirement to report to members at least twice a year on the 
activities of the Treasury Management function. The recommendation was first 
included within the 2010-11 TMSS approved by the Executive on the 10th 
February 2010. The requirement has also been included and approved as part 
of each the annual TMSS since 2010-11. This report therefore ensures that the 
Council meets the requirements of the Strategy, and therefore the Code.  
  

1.3 The Code was revised in 2017 and this report has been prepared in accordance 
with the revised Code. The sections of this report are shown below: 
 

Section 1: Introduction and Background 
Section 2: The Council’s Portfolio Position as at 30th September 2019 
Section 3: Review of Economic Conditions 
Section 4: External borrowing in 2019-20 to date 
Section 5: PWLB policy change 
Section 6: Compliance with Treasury Limits and Prudential Indicators 
Section 7: Investment Strategy for 2019-20 to date 
Section 8:  Temporary Borrowing and Investment for 2019-20 to date 
Section 9: Conclusion 
 
Appendix A: Public Works Loans Board (PWLB) Interest Rates 
Appendix B: Treasury Management Prudential Indicators 
Appendix C: Review of Economic Conditions, provided by advisors 
Appendix D: Glossary of Terms 
 

2 Portfolio Position as at 30th September 2019 
 

2.1 As outlined in the approved Treasury Management Strategy for 2019-20 it is 
anticipated that there will be a need to undertake some permanent borrowing in 
2019-20 to fund the capital programme and to replace some of the internally 
borrowed funds. Cash balances during the year to date have been relatively 
high and no borrowing has been required during the first half of the year, 
however some borrowing is likely to be required during the second half of the 
year. 
 

2.2 The Council’s debt position at the beginning of the financial year and at the end 
of September is compared in the table below: 
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 31 March 2019 30 September 2019 

Loan Type   Principal Avg.   Principal Avg. 

 GF HRA  Rate GF HRA  Rate 

 
 

£m £m £m % £m £m £m % 

         

PWLB 150.0 0.0 150.0 2.45 150.0 0.0 150.0 2.45 

Temporary 
Borrowing 

4.9 0.0    4.9 0.75 2.1 0.0 2.1 0.99 

Market 
Loans 

338.0 62.2 400.2 4.50 338.0 62.2 400.2 4.50 

Stock 0.9 0.0 0.9 4.00 0.9 0.0 0.9 4.00 

Government 
Lending 

52.0 0.0 52.0 0.00 55.0 0.0 55.0 0.00 

Gross  
Total 

545.8 62.2 608.0 3.58 546.0 62.2 608.2 3.57 

         

Housing 
Investment 
Fund (HIF) 
Temporary 
Borrowing 

118.8 0.0 118.8 0.00 131.4 0.0 131.4 0.00 

         

Temporary 
Deposits 

(137.9) 0.0 (137.9) (0.35) (109.9) 0.0 (109.9) 0.73 

 
Internal 
Balances 
(GF/HRA) 

37.0 (37.0) 0.00 0.00 43.3 (43.3) 0.0 0.00 

         

Net Total 619.4 26.8 646.2 - 610.8 18.9 629.7 - 

         

 
2.3 The temporary borrowing and deposit figures fluctuate daily to meet the daily 

cash flow requirements of the Council. The figures for these categories in the 
table above are therefore only a snapshot at a particular point in time. 
 

2.4 Total debt has slightly increased by £0.2m during the period 31st March 2019 to 
30th September 2019. The increase was mainly due to the receipt of £3.0m 
Salix loan on the 8th of August 2019, which was partially offset by the repayment 
of £2.8m of Manchester International Festival temporary loan gradually 
throughout the period. 
 

2.5 An assumed borrowing need of £145.6m was identified in the budget for 2019-
20 and based on the current cash flow forecast the estimated borrowing 
requirement is now c.£110.2m. This includes the assumption that the Housing 
Investment Fund (HIF) borrowing will unwind by the end of the financial year. 
The Council has operated the HIF on GMCA’s behalf whilst the Combined 
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Authority has awaited the statutory powers it requires to operate the Fund itself. 
GMCA have now been granted the necessary statutory powers and 
arrangements for the transfer are being confirmed. 
 

2.6 It is anticipated, based on the forecast cash flow, that the level of temporary 
deposits will continue to fall and that therefore the Council will need to borrow 
further funding during 2019-20. If any borrowing is taken during it will be 
reported at outturn. 
 

3 Review of Economic Conditions: April to date 2019 
 

3.1 The Bank of England maintained the lending rate at 0.75% in the first half of the 
financial year. In August 2018 the Bank of England raised the key lending rate 
by 0.25% to 0.75%. This was the first change in rate since it was increased to 
0.50% in November 2017.  
 

3.2 Appendix C provides a more detailed review of the economic situation. 
 

4 Treasury Borrowing in 2019-20 to date 
 

4.1 PWLB interest rates during the first 6 months of the year are illustrated in the 
table below and the graph at Appendix A.  
 

PWLB Borrowing Rates 2019-20 to date for 1 to 50 years 

 1 Year 5 Year 10 Year 25 Year 50 Year 

Low 1.37% 1.21% 1.33% 1.93% 1.77% 

Date 03/09/2019 03/09/2019 03/09/2019 03/09/2019 03/09/2019 

      

High 1.78% 1.93% 2.27% 2.78% 2.61% 

Date 15/04/2019 17/04/2019 17/04/2019 17/04/2019 03/05/2019 

      

Average 1.60% 1.57% 1.83% 2.41% 2.27% 

 
4.2 Manchester is on the approved list of authorities that can access the PWLB 

Certainty Rate going forward, giving the Council access to a 20 basis points 
reduction on the published PWLB rates.  
 
Homes and Communities Agency (HCA)  

 
4.3 The HCA has made funding available to Greater Manchester (GM), which is in 

effect a ‘loan’ of the HCA’s receipts from the disposal of its land and property 
within GM. The funds can be used to invest in any project which supports GM 
City Deal objectives. Some of the funds will be passed on to GM authorities for 
projects within their areas. The funds received are classified as loans as they 
will be repaid to the HCA in March 2022, however no interest is charged by the 
HCA on the advances. The Council hosts this arrangement on behalf of GM and 
the funds are to be used for housing or commercial projects within GM. It is 
expected that the receipts will be novated to the GMCA by the end of 2019/20.   
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Housing Investment Funding (HIF) 
 

4.4 On 13 March 2019 the total HIF debt of £197.7m was transferred from MCC to 
GMCA. GMCA in return put MCC in funds for the value of the outstanding loans 
with developers. This amounted to £131.4m at 30th September 2019. 
 
Salix Borrowing 
 

4.5 In the first half of the year Council received £3.0m of this funding which was 
recorded as a loan on the 8th of August 2019, bringing the total to £18.6m. Salix 
Finance Ltd provides interest-free Government funding to the public sector to 
improve their energy efficiency, reduce carbon emissions and lower energy 
bills. The advance was received in respect of specific Council projects and will 
be repaid by 1 April 2025. 
 

5 PWLB policy change 
 

5.1 The Council has access to the Public Works Loan Board (PWLB) for debt, 
which is an executive agency of the Treasury. Acting as a lender to the local 
authority sector, it provides debt at interest costs linked to the equivalent debt 
costs of Government, known as Gilts. 
 

5.2 The PWLB published twice daily the standard rates available to local authorities 
for loans. The interest rate methodology is complex, but roughly equates to the 
equivalent of Gilts plus 100 basis points. This means that if the 20 year Gilt was 
2.50% the Council would expect the PWLB rate to be 3.50%. 
 

5.3 The City Council, by virtue of providing Government with information around 
expected borrowing and capital expenditure, has access to the certainty rate, 
which provides a discount of around 20 basis points on the standard rate or the 
equivalent of Gilts plus 80 basis points. 
 

5.4 On the 9th of October the PWLB changed its policy to increase the margin on 
Gilts to Gilts plus 200 basis points, and therefore the margin on the certainty 
rate to Gilts plus 180 basis points. This means that interest costs on future debt 
have increased substantially. Interest rates on PWLB the Council already hold 
have not changed. 
 

5.5 Treasury have taken this step as there had been a significant increase in local 
authority borrowing in recent months, driven by interest rates falling. As local 
authority debt forms part of the national debt, and amidst concern about local 
authorities investing in commercial assets in order to profit from the return, by 
increasing the interest cost Treasury want the demand for debt to fall. 
 

5.6 By increasing rates by 100 basis points the interest costs now faced by the 
Council are similar to those towards the end of the 2018 calendar year, which 
were included within the assumptions for the capital financing budget set in 
February of this year. 
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5.7 Therefore, whilst the existing capital programme and forecast borrowing 
remains affordable, the true impact of the policy change is on the capacity for 
further borrowing in the future. 
 

5.8 The impact of the change on the Council’s capital programme are detailed in a 
report which was submitted to the Resources and Governance Scrutiny 
Committee on the 5th of November. 
 

5.9 Increasing the interest rate on PWLB debt creates an additional margin above 
Gilts which means that other institutions involved in financial markets may now 
be able to provide local authorities with debt solutions. Previously the relatively 
low level of Gilts meant other market participants could not easily find financial 
products for local authorities which could provide value for money. The 
increased margin on PWLB debt provides them with an opportunity which may 
allow the Council to borrow at rates below PWLB, but at the time of writing this 
report this market is still forming and therefore the availability of debt at such 
rates is still to be determined. 
 

5.10 Once there is clarity on what financial markets may be able to offer, there will be 
a need to review the Council’s borrowing strategy. There may be a case, for 
example, of looking to borrow for shorter duration and therefore at lower rates, if 
the Council feels this will provide value for money and is willing to accept the 
refinancing risk that this would create. 

 
6 Compliance with Treasury Limits and Prudential Indicators 

 
6.1 During the financial year, the Council operated within the prudential indicators 

set out in the Treasury Management Strategy Statement, and performance 
against these is shown in Appendix B.  
 

6.2 Further to this, the Council sets an operational limit on the cleared balance that 
is left within the Council’s current accounts, which is aimed at minimising the 
cash held in these accounts which will attract no interest and thereby maximise 
the investment return for the authority. The limit is set at £400k and this was 
met during the year with the exception of eleven breaches described below. 
Where the limit is breached it means that the Council either incurred interest 
costs due to being in overdraft, or lost potential investment income due to 
excess cash not being invested. It is important to note that any such breach will 
be rectified the following working day, and therefore the financial impact is 
minimised.  
 

6.3 During the period 1st April to 30th September 2019 there were eleven breaches 
of the daily £0-400k limit on the Barclays current account.  
 
i. On five occasions, they were due to HIF receipts. Such receipts require 

legal completions to be actioned, which means that their timing is 
unpredictable, resulting in income being received very late in the day. All 
HIF loans are planned to either novate across to GMCA or mature by the 
end of the financial year.  
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ii. On four occasions they were due to various large receipts arriving late in 
the afternoon which Treasury Management had not been informed about. 
Reminders have been sent to teams to keep Treasury Management well 
informed of both payments and receipts over £100k.  

iii. On one occasion a payment bounced back late in the afternoon due to the 
use of old bank details. This has been discussed with the Finance Shared 
Service to seek to try to prevent it happening again.  

iv. On the final occasion, Treasury Management kept the account in surplus 
as a precaution to avoid an overdrawn account as an expected direct debit 
payment had not occurred, and it was expected it would be taken late in 
the afternoon.  
 

6.4 Each breach was notified to the Deputy Chief Executive and City Treasurer and 
action taken on the following working day to bring balances back within 
approved limits. No additional costs arose as a result, other than the opportunity 
cost incurred of not investing the surplus cash.  
 

7 Investment Strategy for 2019-20 to date 
 

7.1 The Treasury Management Strategy Statement (TMSS) for 2019-20 was 
approved by Executive on 13th February 2019. The Council’s Annual Investment 
Strategy, which is incorporated in the TMSS, outlines the Council’s investment 
priorities as: 
 
(a) the security of capital, and (b) the liquidity of investments.  

 
7.2 The TMSS for 2019-20 contained a number of measures to broaden the 

Council’s treasury management investment base, including use of money 
market funds (MMFs). 
 

7.3 Previously action has been taken to open four MMF accounts, and the Council 
has now opened a fifth with CCLA, an investment firm which manage funds for 
charities and the public sector. 
 

7.4 The current strategy means that a significant proportion of the Council’s 
investments are with Money Market Funds, the Debt Management Office 
(DMO), and other Local Authorities. This highlights the relatively low rate of 
credit risk that the Council takes when investing. 
 

7.5 It should be noted that, whilst seeking to broaden the investment base, officers 
will continue to seek high quality investments to limit the level of risk taken by 
the Council. It is not expected that the measures considered above will have a 
significant impact on the rates of return the Council currently achieves. 
 

7.6 During the financial year to date the Council’s temporary cash balances have 
been managed by the Deputy Chief Executive and City Treasurer in-house and 
invested with those institutions listed in the Council’s Approved Lending List.  
Officers can confirm these institutions meet the security criteria set out in the 
Annual Investment Strategy.  
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8 Temporary Borrowing and Investment 2019-20 to date 
 

8.1 Investment rates available in the market continue to be at an historic low point.  
The average level of funds available for investment purposes in the first six 
months of 2019-20 was £78.9m. These funds were available on a temporary 
basis and the level of funds available was mainly dependent on the timing of 
precept payments, the receipt of grants, and progress on the capital 
programme.  
 

8.2 The temporary investment and borrowing undertaken by the Council is detailed 
below. As illustrated, the Council over performed the benchmark by 15 basis 
points on investments due to the effective search for better inter Local Authority 
market rates and the use of Money Market Funds which on average had a 
higher return. 
 

8.3 The temporary borrowing consists of funds the Council holds for Manchester 
organisations that work closely with the Council. It was agreed the Council 
would pay interest on their funds in line with the base rate, unless agreed 
otherwise.  

 
* Average 7-day LIBID/LIBOR rates 
 

8.4 None of the institutions in which investments were made, such as banks, local 
authorities and MMFs, showed any difficulty in repaying investments and 
interest during the year. The list of institutions in which the Council invests is 
kept under continuous review. 
 

9 Conclusion 
 

9.1 The current borrowing position reflects the strong balance sheet of the Council. 
It enables net interest costs to be minimised and reduces credit risk by making 
temporary use of internal borrowing (reserves, provisions, positive cash flows, 
etc.) The Council’s policy remains to keep cash as low as possible and not to 
borrow in advance of need for capital purposes.  Cash balances have been 
relatively high during the first half of the year however based on current 
forecasts a borrowing requirement is expected during the second half of 2019-
20. 
 

9.2 Proactive treasury management during the year has enabled the Council to 
achieve an average net return on investments of 0.72%, in excess of the 
benchmark average 7-day LIBID rate of 0.57% and also higher than the rate 

 
Average temporary  
investment/borrowing 

Net 
Return/Cost  

Benchmark 
Return / 
Cost * 

Temporary Investments £78.9m 0.72% 0.57% 

Temporary Borrowing £4.2m 0.84% 0.69% 
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offered by the DMO, which is the default option if there are no other investment 
opportunities based on the credit criteria set. 
 

9.3 The change in policy for the PWLB has challenged the local authority debt 
environment, and it is anticipated that it will take some time before the market 
settles on debt terms for local authorities. Officers will actively monitor the 
market, and engage with market participants including banks, investment firms, 
brokers and advisors to review the debt opportunities available to the Council.  
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                                                                                                                                                                                                APPENDIX A 
PWLB RATES APRIL TO SEPTEMBER 2019 
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APPENDIX B 
 

Treasury Management Prudential Indicators: 2019-20 to date 

 Original Minimum 
In Year to 
30 Sept 2019 

 Maximum 
In Year to 
30 Sept 2019 

 £m £m  £m 

Operational Boundary for External 
Debt: 

  
  

Borrowing 940.8 713.5  744.4 

     
Other Long Term Liabilities 216.0 160.1  160.9  

      

Authorised Limit for External Debt:     

Borrowing 1,351.4 713.5  744.4 

     
Other Long Term Liabilities 216.0 160.1  160.9  

     
  Actual as at 30 Sept 2019 

Authority has adopted CIPFA's Code 
of Practice for Treasury 
Management in the Public Services 

Yes Yes 

   

Upper Limit for Principal Sums 
Invested for over 364 days 
 

£0 £0 

  

  
Lower 
Limit 

 
Upper 
Limit 

 

Maturity structure of Fixed Rate 
Borrowing 

2019-20 
Original 

2019-20 
Original 

Actual as at 
30 Sept 2019 

    

under 12 months 0% 80% 23% 

12 months and within 24 months 
24 months and within 5 years 

0% 
0% 

70% 
50% 

20% 
16% 

5 years and within 10 years 0% 50% 1% 

10 years and above 40% 80% 40% 
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APPENDIX C 
REVIEW OF ECONOMIC CONDITIONS FROM APRIL TO SEPTEMBER 2019 AND 
FUTURE OUTLOOK  
 
This section has been prepared by the Council’s Treasury Advisors, Link Asset 
Services, and includes their forecast for future interest rates before the PWLB policy 
change referenced in the report. As such, the PWLB rates shown in the table below 
should have 100 basis points added to them to reflect the current forecast. 
 

1 ECONOMIC PERFORMANCE TO DATE 2019/20 
 
1.1  The first half of 2019/20 has seen UK economic growth fall as Brexit uncertainty took 

a toll. In its Inflation Report of 1 August, the Bank of England was notably downbeat 
about the outlook for both the UK and major world economies.  This mirrored investor 
confidence around the world which is now expecting a significant downturn or 
possibly even a recession in some developed economies.  It was therefore no 
surprise that the Monetary Policy Committee (MPC) left Bank Rate unchanged at 
0.75% throughout 2019, so far, and is expected to hold off on changes until there is 
some clarity on what is going to happen over Brexit. 

 
1.2 CPI has been hovering around the Bank of England’s target of 2% during 2019, (July 

2.1%), and is likely to shift only a little upwards over the rest of 2019/20. It does not 
therefore pose any immediate concern to the MPC at the current time. 

 
1.3 Unemployment has continued near to a 44 year low, edging up from 3.8% to 3.9% on 

the Independent Labour Organisation measure in June; however, that was caused by 
a rise in the participation rate to an all-time high.  Job vacancies fell for a sixth 
consecutive month, hitting record levels, and indicating that employers are having 
major difficulties filling job vacancies with suitable staff.  It was therefore unsurprising 
that wage inflation picked up to a high point of 3.9%, (3 month average regular pay, 
excluding bonuses).  This meant that in real terms, (i.e. wage rates higher than CPI 
inflation), earnings grew by about 1.8%. 

 
1.4. In the political arena, if there is a general election soon, this could result in a potential 

loosening of monetary policy and therefore medium to longer dated gilt yields could 
rise on the expectation of a weak pound and concerns around inflation picking up 
although, conversely, a weak international backdrop could provide further support for 
low yielding government bonds and gilts. 

 
1.5 President Trump’s massive easing of fiscal policy in 2018 fuelled a temporary boost 

in consumption in that year which generated an upturn in the rate of strong growth to 
2.9% y/y.  Growth in 2019 has been falling back after a strong start in quarter 1 at 
3.1%, (annualised rate), to 2.0% in quarter 2.  Quarter 3 is expected to fall further.  
The Fed finished its series of increases in rates to 2.25 – 2.50% in December 2018.  
In July 2019, it cut rates by 0.25% as a ‘midterm adjustment’ but flagged up that this 
was not to be seen as the start of a series of cuts to ward off a downturn in growth.  
Financial markets are, however, expecting another cut in September.  Investor 
confidence has been badly rattled by the progressive ramping up of increases in 
tariffs President Trump has made on Chinese imports and China has responded with 
increases in tariffs on American imports.  This trade war is seen as depressing US, 
Chinese and world growth.  In the EU, it is also particularly impacting Germany as 
exports of goods and services are equivalent to 46% of total GDP. It will also impact 
developing countries dependent on exporting commodities to China. 
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1.6   In respect of the Eurozone, Growth has been slowing from +1.9% during 2018 to 
+0.4% q/q (+1.2% y/y) in quarter 1 and then to +0.2% q/q (+1.0% y/y) in quarter 2; 
there appears to be little upside potential to the growth rate in the rest of 2019. 
German GDP growth fell to -0.1% in quarter 2; industrial production was down 5.2% 
y/y in June with car production especially being hit.  Germany would be particularly 
vulnerable to a no deal Brexit depressing exports further and if President Trump 
imposes tariffs on EU produced cars. The ECB meeting in July expressed concern as 
to the weak outlook for growth and how low inflation was despite all the monetary 
stimulus the bank still has in place. The ECB is therefore expected to take action to 
cut its main rate of -0.4% further, but only marginally, and to look at the potential for 
more quantitative easing and/or other instruments of monetary policy to provide 
further stimulus to economic growth. On the political front, Spain and Italy are in the 
throes of trying to form coalition governments while the very recent results of two 
German state elections will put further pressure on the frail German CDU/SDP 
coalition government. 

 
1.7 Interest Rate Summary 

 
It has been little surprise that the Monetary Policy Committee (MPC) has left Bank 
Rate unchanged at 0.75% so far in 2019 due to the ongoing uncertainty over Brexit.  
In its last meeting on 1 August, the MPC became more dovish as it was more 
concerned about the outlook for both the global and domestic economies. That’s 
shown in the policy statement, based on an assumption that there is an agreed deal 
on Brexit, where the suggestion that rates would need to rise at a “gradual pace and 
to a limited extent” is now also conditional on “some recovery in global growth”. Brexit 
uncertainty has had a dampening effect on UK GDP growth in 2019, especially 
around mid-year. If there were a no deal Brexit, then it is likely that there will be a cut 
or cuts in Bank Rate to help support economic growth. 

 

Link Asset Services Interest Rate View 

 
Sep 
19 

Dec 
19 

Mar 
20 

Jun 
20 

Sep 
20 

Dec 
20 

Mar 
21 

Jun 
21 

Sep 
21 

Dec 
21 

Mar 
22 

Bank Rate 
View 

0.75 0.75 0.75 0.75 0.75 1.00 1.00 1.00 1.00 1.00 1.25 

3 month 
LIBID 

0.70 0.70 0.70 0.70 0.80 0.90 1.00 1.00 1.00 1.10 1.20 

6 Month 
LIBID 

0.80 0.80 0.80 0.80 0.90 1.00 1.10 1.10 1.20 1.30 1.40 

12 Month 
LIBID 

1.00 1.00 1.00 1.00 1.10 1.20 1.30 1.30 1.4 1.50 1.60 

5yr PWLB 
Rate 

1.20 1.30 1.50 1.60 1.70 1.70 1.80 1.90 2.00 2.00 2.10 

10yr PWLB 
Rate 

1.50 1.60 1.80 1.90 2.00 2.00 2.10 2.20 2.30 2.30 2.40 

25yr PWLB 
Rate 

2.10 2.30 2.40 2.50 2.60 2.70 2.70 2.80 2.90 3.00 3.00 
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APPENDIX D 
Glossary of Terms 
 
Authorised Limit - This Prudential Indicator represents the limit beyond which borrowing 
is prohibited, and needs to be set and revised by Members.  It reflects the level of 
borrowing which, while not desired, could be afforded in the short term, but is not 
sustainable.  It is the expected maximum borrowing need, with some headroom for 
unexpected movements.  
 
Bank Rate – the rate at which the Bank of England offers loans to the wholesale banks, 
thereby controlling general interest rates in the economy. 
 
Constant Net Asset Value (CNAV) – refers to Funds which use amortised cost 
accounting to value all of their assets. The aim is to maintain a Net Asset Value (NAV), or 
value of a share of the Fund at £1. 
 
Counterparty – one of the opposing parties involved in a borrowing or investment 
transaction 
 
Credit Rating – A qualified assessment and formal evaluation of an institution’s (bank or 
building society) credit history and capability of repaying obligations.  It measures the 
probability of the borrower defaulting on its financial obligations, and its ability to repay 
these fully and on time. 
 
Discount – 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, the 
calculation being based 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. 
 
Fixed Rate Funding - A fixed rate of interest throughout the time of the loan.  The rate is 
fixed at the start of the loan and therefore does not affect the volatility of the portfolio, until 
the debt matures and requires replacing at the interest rates relevant at that time. 
 
Gilts - The loan instruments by which the Government borrows.  Interest rates will reflect 
the level of demand shown by investors when the Government auctions Gilts. 
 
High/Low Coupon – High/Low interest rate 
 
LIBID (London Interbank Bid Rate) – This is an average rate, calculated from the rates 
at which individual major banks in London are willing to borrow from other banks for a 
particular time period. For example, 6 month LIBID is the average rate at which banks are 
willing to pay to borrow for 6 months. 
 
LIBOR (London Interbank Offer Rate) – This is an average rate, calculated from the 
rates which major banks in London estimate they would be charged if they borrowed from 
other banks for a particular time period. For example, 6 month LIBOR is the average rate 
which banks believe they will be charged for borrowing for 6 months. 
 
Liquidity – The ability of an asset to be converted into cash quickly and without any price 
discount.  The more liquid a business is, the better able it is to meet short-term financial 
obligations. 
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LOBO (Lender Option Borrower Option) – This is a type of loan where, at various 
periods known as call dates, the lender has the option to alter the interest rate on the loan. 
Should the lender exercise this option, the borrower has a corresponding option to repay 
the loan in full without penalty. 
 
Market - The private sector institutions - Banks, Building Societies etc. 
 
Maturity Profile/Structure - an illustration of when debts are due to mature, and either 
have to be renewed or money found to pay off the debt.  A high concentration in one year 
will make the Council vulnerable to current interest rates in that year. 
 
Monetary Policy Committee – the independent body that determines Bank Rate. 
 
Operational Boundary – This Prudential Indicator is based on the probable external debt 
during the course of the year. It is not a limit and actual borrowing could vary around this 
boundary for short times during the year. It should act as an indicator to ensure the 
Authorised Limit is not breached. 
 
Premium – 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, the 
calculation being based 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 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. 
 
PWLB - Public Works Loan Board.  Part of the Government’s Debt Management Office, 
which provides loans to public bodies at rates reflecting those at which the Government is 
able to sell Gilts. 
 
Specified Investments - Sterling investments of not more then one-year maturity. These 
are considered low risk assets, where the possibility of loss of principal or investment 
income is very low.  
 
Non-specified investments - Investments not in the above, specified category, e.g., 
foreign currency, exceeding one year or outside our minimum credit rating criteria. 
 
Variable Rate Funding - The rate of interest either continually moves reflecting interest 
rates of the day, or can be tied to specific dates during the loan period.  Rates may be 
updated on a monthly, quarterly or annual basis. 
 
Volatility - The degree to which the debt portfolio is affected by current interest rate 
movements.  The more debt maturing within the coming year and needing replacement, 
and the more debt subject to variable interest rates, the greater the volatility. 
 
Yield Curve - A graph of the relationship of interest rates to the length of the loan.   
A normal yield curve will show interest rates relatively low for short-term loans compared 
to long-term loans.  An inverted Yield Curve is the opposite of this.   
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