
 

SOUTH HOLLAND DISTRICT COUNCIL 
                                                             
Report of: Portfolio Holder for Strategic Finance and Democratic Services and the 

Executive Director 
 
To:    Cabinet – 15 July 2014 
 
(Author:  Julie Kennealy - Executive Director and  
   Mark Finch – Assistant Director Finance) 
 
Subject: Municipal Bonds Agency 
 
Purpose: To inform Cabinet of proposals by the Local Government Agency for a 

Municipal Bonds Agency.  To note the potential benefits for the Council in 
relation to future treasury management, investment opportunities and 
borrowing requirements arising as a result of the creation of the Bonds 
Agency as a new major source of borrowing at competitive interest rates. 
To note the risks associated with the initial staged set-up investment is 
capped to a maximum £50k.  To agree a staged investment in the Agency of 
up to £50,000 in 2 phased payments within the current financial year. 

 

 
Recommendations to full Council: 
 

1)      That the Council welcomes the initiative of the LGA in developing proposals for a 
            Municipal Bonds Agency; 

 
2) That the Council approves a one off investment in the Agency of up to £50,000, subject 

to final details to be agreed by the Section 151 Officer, to be funded from the 
Organisation Development Reserve; and 

 
3) That Council authorises the Section 151 Officer to negotiate, execute and complete all 

relevant legal documentation to give effect to the above recommendation. 
 

 
1.0 BACKGROUND 
 
1.1 The majority of borrowing by local authorities is from the Public Works Loans Board 

(PWLB), an arm of the Government. In recent years, PWLB interest rates have increased 
relative to other sources of borrowing, and there have been other adverse changes in 
PWLB loan terms. 
  

1.2 The local Government Association (LGA) has for some months been developing proposals 
for a Municipal Bonds Agency.  The Agency would raise finance in bulk from the capital 
markets and on-lend it to local authorities.  The Agency would be controlled and owned by 
its local authority shareholders.  If successful, a Bonds Agency could:  

• Provide long term loans to local authorities at rates below the PWLB; 

• Diversify the sources of borrowing available to local authorities, making them less 
vulnerable to PWLB policy changes; 

• Strengthen the self-determination and self-regulation by local authorities in arranging 
sources of borrowing and managing access to such borrowing. 

 



1.3 The Agency would aim to lend around £750m each year to local authorities.  All borrowing 
from the Agency falls within the ‘prudential borrowing’ system; all borrowing by local 
authorities from the Bond Agency will need to be affordable and sustainable in accordance 
with the prudential Code and the costs of borrowing will need to be met from available 
revenue resources. 

 
1.4 A Business Case for the Bond Agency has now been revised and completed on robust and 

cautious estimates. This shows that the Agency is expected to be commercially viable 
assuming PWLB rates remain at their current margins relative to the bond market.  The 
project is now moving into its mobilisation stage.  The Agency would be a substantial 
financial institution, and setting it up would be a major undertaking. 
 

1.5 The LGA is now asking interested local authorities to invest as shareholders in the Agency 
Company in order to provide the initial working capital to fund the Agency through to the 
start of operations.  This initial sum includes a substantial margin for uncertainties. A 
Council investment of up to £50,000 across two phases is proposed. This would give the 
Council proportionate voting rights and influence in the Agency.  
 

1.6  The investment from shareholders is proposed in two stages. This approach minimises risk 
in the first phase, as the second stage investment would only proceed in the event of 
success in phase 1. The timing of the first stage any investment intentions by Council’s 
who’s formal decision making process falls after the initial deadline will be supported by the 
submission of a letter of intent by authorised Directors indicating investment 
recommendations across each phase. Note, the letters of intent are not legally binding and 
are subject to clear caveats in relation to formal Council decisions.  

 
1.5 The revised Business Case includes a full risk assessment.  The Agency’s biggest risk is its 

vulnerability to PWLB interest rate policy.  The Government makes a surplus from PWLB 
lending to LA’s, and it could easily undercut the Bonds Agency’s rates if it wished.  This 
makes the business case very polar: the Agency either succeeds because it can beat the 
PWLB, or it fails altogether.  In this regard the LGA has been active in meeting the Treasury 
and putting the wider public interest case for a bonds agency.  The LGA also points to the 
success of similar collective funding agencies in other countries such as Sweden where a 
similar scheme operates successfully. 

 
1.6 The Revised Business Case proposes that local authorities borrowing from the Agency 

should give a joint and several guarantees of each other’s borrowing.  This relies on 
Section 1 of the Localism Act, and contributes to much of the interest saving compared with 
PWLB.  The Agency would undertake some simple creditworthiness checks on authorities 
before lending to them, and there might be a limit on the maximum proportion of funds 
which could be lent to any one authority. 

 
1.7 Once established the agency would be able to do more than just raise capital through the 

sale of bonds, and has the potential to facilitate inter-council lending and source funds from 
other 3rd party sources such as banks and pension funds. In the case of inter-council 
lending, in the event that the council finances could be managed to avoid a future 
borrowing requirement there could be potential for South Holland District Council to place 
surplus funds short term with these authorities via the Agency. This could achieve better 
returns than is available through current suitable treasury counterparties. 

 
2.0 OPTIONS 
 
2.1 Take an equity stake in the Agency Company: this would enable the Council to participate 

in the start up of the company and gain access the Agencies products and services. 
 



2.2 Do nothing: this will lose the opportunity to support the development of a new source of 
borrowing for the Council at competitive rates, and lose the opportunity to diversify the 
sources of borrowing available to the Council. 

 
3.0 REASONS FOR RECOMMENDATIONS 
 
3.1 To enable cheaper sources of borrowing for local authorities and the Council in particular. 
 
3.2 To strengthen the capacity of local government to arrange and manage its sources of loan 

finance independently of the Government (PWLB). 
 

4.0 EXPECTED BENEFITS 
 
4.1 To enable cheaper sources of long term borrowing in the future and gain wider access to 

short term investment opportunities  
 
5.0 IMPLICATIONS 
 
5.1 Carbon Footprint / Environmental Issues 
 
5.1.1 It is the opinion of the Report Author that there are no implications. 
 
5.2 Constitution & Legal 
 
5.2.1 The proposed financial contribution and shareholding are consistent with the Council’s 

powers to borrow and invest under the Local Government Act 2003 and the general power 
of competence in Section 1 of Localism Act 2011. 
The decision to invest is a policy matter for individual Councils. 
 

5.3 Contracts 
 
5.3.1 It is the opinion of the Report Author that there are no implications. 
 
5.4 Corporate Priorities 
 
5.4.1 The proposal meets to corporate priority to be a forward looking council.  
 
5.5 Crime and Disorder  
 
5.5.1 It is the opinion of the Report Author that there are no implications. 
 
5.6 Equality and Diversity / Human Rights 
 
5.6.1 It is the opinion of the Report Author that there are no adverse implications. 
 
5.7 Financial  
 
5.7.1 A Council financial investment of up to £50,000 is proposed, subject to approval by the 

Section 151 Officer to the final terms.  The investment prospectus has not yet been issued, 
but the investment is likely to be in the form of ordinary shares.  The investment is likely to 
be in two stages, with the second stage dependent on further review of the project.  Share 
acquisition would be accounted for as capital expenditure which the Council will finance 
from a contribution from the Organisation Development Reserve.   
 



5.7.2 If the Agency is successful, the shares are expected to earn dividends after five years or 
so, which will become a revenue income. 

 
5.7.3 Any wider membership beyond initial investors in the future could result in the original 

investing authorities “cashing out” their initial stake and securing the return of the capital. 
 

5.8 Risk Management  
 
5.8.1 It should be noted that this is a start-up proposal and there is a real risk that some or all the 

equity investment might be abortive if the Agency fails to succeed.  However, if the Agency 
fails because the PWLB decides to undercut its rates, the desired outcome of cheaper 
borrowing is still achieved albeit via a different route.  

 
5.8.2 If the agency is successful there is potential that the authority’s equity stake would grow in 

value. 
 
5.8.3  The level of equity investment should give due regard to the risk associated with an equity 

stake in an unquoted company. 
 
5.9 Staffing 
 
5.9.1 It is the opinion of the Report Author that there are no implications 
  
5.10 Stakeholders / Consultation / Timescales 

 
5.10.1 Stakeholder / Consultation / Timescale implications have been considered and it is the 

opinion of the Report Author that there are no implications. 
  
6.0 WARDS/COMMUNITIES AFFECTED 
 
6.1 No wards are directly affected by the proposals 
 
7.0 ACRONYMS  
 
7.1 LGA – Local Government Association 
7.2 PWLB – Public Works Loans Board 
 

Background papers:- None 

 
Lead Contact Officer 
Name and Post:  Julie Kennealy, Executive Director 
Telephone Number:  01775 764567 
Email:  julie.kennealy@breckland-sholland.gov.uk  
 
Director / Officer who will be attending the Meeting: Julie Kennealy Executive Director. 
 
Key Decision:  No  
 
Exempt Decision:  No  
 
Appendices attached to this report: None 
 


