
APPENDIX 3

Treasury Management Options under HRA Reform

South Holland District Council will be required to make a settlement payment to the 
CLG of £67.456m on 28th March 2012. 

In addition to financing the settlement payment to the CLG as part of the Housing 
Finance Reform process, South Holland District Council also has an unfinanced debt 
liability of £2.797m in relation to previous capital expenditure on its housing stock. 
This forms part of the Council’s historical Capital Financing Requirement.

When added to the CLG payment, the total borrowing requirement included within 
the 30-year business plan is £70.253m (£67.456m + £2.797m).

In terms of borrowing options to finance the borrowing requirement in respect of HRA 
Reform, the Council has two main options:-

 Borrowing from the PWLB
 Borrowing from the capital markets  - which could include

o Bond issuance
o LOBOs
o Stock issues
o Private placement

Borrowing from the PWLB:-
In September 2011, the Chief Secretary to the Treasury announced that the PWLB 
would reduce the interest rate offered to local authorities who needed to borrow to 
finance the debt settlement payment as part of the Housing Finance Reform in effect 
by 0.85%. This reduced rate will only be available for borrowing taken to cover the 
debt settlement payment to the CLG on 28th March 2012 (£67.456m) and not for any 
additional borrowing the Council may take up to its settlement valuation or debt cap 
figure to finance new capital expenditure.

PWLB borrowing costs have fallen significantly in recent months, due in part to the 
Eurozone debt crisis, general economic situation and current perception within the 
financial markets that the UK is regarded as a “safe haven” for investors, relative to 
other financial markets and sovereign countries. Risk concerns and market volatility 
in the wider global financial and equity markets has led to a flow of investment funds 
away from equities and “riskier” assets towards “low-risk” investment options, 
including investments in UK Government Gilts.

Demand for UK Gilts has driven up gilt prices, with a corresponding reduction in gilt 
yields. This has led to falls in PWLB borrowing costs (which are priced on gilt yields) 
to recent historic lows. Although 10-year PWLB loans are currently priced at 
approximately 3.10% (based on borrowing rates as at 4th January 2012), this would 
equate to funding at 2.25% for housing authorities, with the removal of the PWLB 
premium of 85bpts for borrowing taken in March 2012 to finance the debt settlement 
payment. Authorities applying for PWLB loans under HRA Reform will have access to 
lower margin loans on 26th March 2012 as part of the reform process, i.e. not incur 
the 0.85% premium currently applied to new borrowing costs for local authorities. [nb 
interest rates have changed since this options report was drafted, with the effect that 
the business plan has been modelled based on an interest rate of 3.21%. This 
emphasises the risk that rates fluctuate according to the market conditions].



Based on current market rates (and excluding the PWLB premium), indicative rates 
for borrowing under HRA Reform are as follows:-

10 years 2.25%
15 years 2.77%
20 years 3.04%
30 years 3.28%
50 years 3.28%

It should be noted that the It needs to be borne in mind that rates may vary 
significantly over the coming months ahead of 28th March 2012 payment date and 
much of this will depend on the level of volatility within the global financial markets, 
economic trends and forecasts and as to whether the Euro-zone debt crisis is nearer 
to resolution.

Sector will continue to support and advise the Council in the lead up to this important 
date.

Borrowing from the capital markets (Bond issuance):-
In addition to sourcing borrowing from the PWLB, local authorities have traditionally 
been able to access capital funding and borrowing requirements from capital markets 
including market loans and bond issuance. When the initial proposals were 
announced regarding Housing Finance Reform, it was widely expected that bond 
issuance would meet some of the local authority borrowing requirements, with 
options anticipated to include solo issuance to individual authorities or pooled 
issuance to groups of authorities.

Since the tightening of the credit markets in the latter part of 2011 and growing 
volatility within financial markets around the Euro-zone debt crisis, it has become 
increasingly difficult for banks and financial institutions to gain access to funding in 
order to finance bond issuance packages as banks and financial institutions have 
become increasingly reluctant to lend to each other in the current market crisis. 
Where funding could be obtained, the risk premiums involved have meant that 
potential pricing of bond issuance and loan packages would not be competitively 
priced. The net result of the current market conditions has meant that there are 
currently few, if indeed any, options available at present for bonds issuance to 
finance Housing Finance Reform payments.

Sector is currently only aware of one potential lender operating in the local authority 
capital markets and indicative pricing is in the region of 2.93% for 15 year structures, 
with potential call periods being made after 5 and 10 years respectively. This 
compares with the indicative PWLB rates quoted above of 2.77% for 15 year loans.

On a payment of £67.456m, this would equate to a potential additional annual
interest cost to the Housing Revenue Account of approximately £108k per annum, 
based on a 15 year loan. The Council would also need to be mindful of potential 
interest rate risk and refinancing risk, if the loans were to be “called” back by the 
lender on one of the respective 5-yearly call dates.

Were the Council to consider longer-dated bond issuance, as referred to earlier, it is 
very difficult in the current financial market to find lenders covering such periods. This 
position may however change in the lead up to March 2012, should the debt crisis 
ease and market conditions improve and Sector will continue to monitor the markets 
closely and identify options early to the Council.



Treasury Management Options:-
As discussed at recent meetings with Officers of the Council, a number of differing 
considerations will need to be taken into account as part of the Housing Finance 
Reform debt financing proposals. These include:-

 Economic forecasts
 Expectations of future interest rate movements
 Potential diversification of the borrowing strategy over different loan periods
 Options to provide future flexibility, including potential repayment/ refinancing 

of loans
 Business plan projections and Council plans for investment in new/existing 

stock

In terms of economic forecasts and interest rates movements, the Council will need 
to be mindful of future interest rate forecasts, as this will impact on any refinancing 
costs, should shorter-dated loans be taken as part of the initial debt financing 
process.

As referred to earlier, current borrowing costs for the UK are at historic lows due, in 
part, to the impact of the Euro-zone debt crisis. This provides an opportunity to obtain 
cheaper funding in the present climate, but also presents the risk that interest rates 
will rise over time, once normal market conditions prevail. Sector’s current interest 
rate forecasts expect a gradual rise in borrowing costs over the next few years, as 
economic conditions hopefully improve. This would tend to add weight to the 
argument to consider an element of longer-dated loans, to provide certainty and 
reduced refinancing risk to the Housing Revenue Account over the life of the 30-year 
business plan.

An additional consideration will be the 30-year business plan itself and the projected 
annual surpluses each year. These surpluses need to be considered against any 
plans the Council may have to re-invest in its existing housing stock and potentially 
build new social housing. This presents the Council with two options in terms of 
treasury management.

If the Council is to re-invest in existing or new housing stock, this would indicate a 
continued borrowing requirement over the life of the business plan, as borrowing 
would be required to finance the new investment. This would favour an option of 
taking an element of longer-dated loans on the settlement date, as the borrowing 
requirement is likely to be maintained for a considerable part of the business plan 
cycle.

Alternatively, the Council could consider using the annual surpluses to repay debt 
and thus reduce interest costs to the Housing Revenue Account. This would favour 
an option of taking short/medium-dated loans on the settlement date, so that the debt 
taken would mature at relevant periods which coincide with the surpluses projected 
from the business plan. Such options could be considered by taking a mix of loans 
for say 10, 15, 20, 25 and 30 year periods. Based on current interest costs, this 
would provide a cheaper option, but at the same time expose the Council to potential 
refinancing risks at a later stage, should new borrowing be required.

As with all treasury decisions, there is a trade-off between certainty (in taking longer-
dated loans and fixed interest costs) or flexibility (in taking a mix of loan periods and 
amounts, which would offer options for the Council moving forward and the ability to 
react to changing circumstances within its business plan approach).



In addition to the issues raised above, other considerations need to be taken into 
account. A recent circular issued by the PWLB has confirmed that the lower-rate 
borrowing under Housing Finance Reform (excluding the 0.85% premium) will only 
be available for loans taken out on 26th March 2012. Previously, Council’s would 
have been able to apply for the loans any time between the end of January 2012 and 
the 26th March 2012 and receive the benefit of the discounted interest rates.

This change by the PWLB leaves Council’s looking to borrow on that date exposed to 
any potential market volatility in PWLB interest rates on 26th March. The Council 
does have the option to borrow ahead of the 26th March 2012, but this would not be 
available at the lower rates and hence cost the Council an additional 0.85% in 
interest costs. This additional premium is unlikely to make forward-borrowing an 
attractive option, but it is nevertheless one of the issues to consider.


