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Purpose of report To inform Members of the council’s Treasury Management activity
undertaken during the period April 2018 to February 2019.

Council priorities Value for Money

Implications:

Financial/Staff Interest earned on balances and interest paid on external debt,
impact on the resources available to the council.

Link to relevant CAT Could impact on all corporate action teams

Risk Management

Borrowing and investment both carry an element of risk. This risk
is mitigated through the adoption of the Treasury and Investment
Strategies, compliance with the CIPFA code of treasury
Management and the retention of Treasury Management advisors
(Arlingclose) to proffer expert advice.

Equalities Impact Screening Not Applicable

Human Rights Not Applicable

Transformational 
Government

This relates to the new ways in which Councils are being asked to 
deliver their services

Consultees None

Background papers Treasury Management Strategy Statement 2018/19 – Council 27
February 2018.
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Treasury Management Activity Report April to August 2018 – Audit 
and Governance Committee 10 October 2018

Treasury Management Activity Report April to October 2018 – 
Audit and Governance Committee 5 December 2018

Budget and Council Tax Report – Council 26 February 2019

Recommendations THAT MEMBERS APPROVE THIS REPORT AND COMMENT
AS APPROPRIATE.

1.0 BACKGROUND

 1.1 Treasury Management activity is underpinned by CIPFA’s Code of Practice on Treasury
Management (“the code”), which requires local authorities to produce Prudential Indicators
and a Treasury Management Strategy Statement annually on the likely financing and
investment activity.

1.2 As a minimum, the code requires that the council reports on the performance of the Treasury 
Management function at least twice yearly (mid-year and at yead end). This is the third of 
three in-year reports to be presented in 2018/19, to inform Members of the council’s treasury 
activity and enable scrutiny of activity and performance. The first and second were reported 
to Audit and Governance Committee on 10 October 2018 and 5 December 2018.

1.3 The council’s current Treasury Management Strategy Statement which includes the 
Borrowing Strategy; Debt Rescheduling Strategy; Annual Investment Strategy;
Apportionment of Interest Strategy; Prudential Indicators and Annual Minimum Revenue
Provision was approved by Council on 27 February 2018.

1.4 Investing or borrowing activities expose the council to financial risks including the loss of
invested funds and revenue effects of changing interest rates. The successful identification, 
monitoring and control of risks are therefore central to the council’s Treasury Management 
strategy.

2.0      THE UK ECONOMY AND OTHER FACTORS

2.1 Economic and interest rate forecasts are provided on a regular basis by our treasury 
advisors (Arlingclose).  The summary below is based on the Monetary Policy Committee 
meeting in February 2019.

In February 2019 the Monetary Policy Committee (MPC) kept Bank Rate at 0.75%. UK economic 
growth slowed in late 2018 and appears to have weakened further in early 2019. This slowdown 
mainly reflects softer activity abroad and the greater effects from Brexit uncertainties at home. 
These uncertainties could lead to greater-than-usual short-term volatility in UK data, which may 
therefore provide less of a signal about the medium-term outlook. Heightened uncertainty and 
elevated bank funding costs are assumed to subside over time, as greater clarity on future trading 
arrangements is assumed to emerge. These developments, together with looser fiscal policy, 
provide support to domestic spending. 
CPI inflation fell to 2.1% in December and is expected to decline to slightly below the MPC’s 2% 
target in the near term, largely due to the sharp fall in petrol prices which has occurred since 
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November. As that effect unwinds, CPI inflation rises above 2%. The weaker near-term outlook is 
likely to lead to a small margin of slack opening up this year. As a result, domestic inflationary 
pressures firm, as the upward pressure on inflation of sterling’s past depreciation wanes. Under 
the assumptions that condition the February Report, inflation settles at a rate a little above the 
target.

Key Issues in the Inflation report:

MPC’s key judgements: UK GDP growth appears to have slowed and is expected to remain 
subdued over much of 2019, reflecting both weakening global growth and the intensification of 
Brexit uncertainties. The impact of those uncertainties is projected to wane gradually, consistent 
with the MPC’s assumption of a smooth withdrawal of the UK from the EU. Conditioned on paths 
for interest and exchange rates that are somewhat more stimulative than in November, UK GDP 
growth begins to pick up later this year and is expected to be a little stronger in the medium term 
than was projected three months ago. Although it remains modest by historical standards, demand 
growth exceeds potential supply growth on average over the forecast. As a result, excess demand 
builds over the second half of the forecast period, raising domestic inflationary pressures. In the 
near term, inflation is expected to fall to slightly below the MPC’s 2% target, largely reflecting the 
sharp fall in oil prices which has occurred since November. As that effect unwinds, CPI inflation 
rises above 2%, and remains a little above the target for the rest of the forecast period.

Outlook for inflation: CPI inflation fell to 2.1% in December. The fall over the past year has been 
partly due to the diminishing effects of the referendum-related sterling depreciation. CPI inflation 
is expected to dip temporarily below 2% in the coming months, mainly reflecting lower energy price 
inflation, before rising back above the target in 2020 and remaining a little above 2% as domestic 
inflationary pressures increase.

Global economic and financial market developments: Global growth was lower than expected in 
2018 Q4, the near-term outlook has softened and sentiment in financial markets around growth 
prospects has deteriorated. Corporate bond spreads widened markedly and equity prices fell at 
the end of 2018, before recovering somewhat in January. Market-based expectations for policy 
rates have fallen, such that overall global financial conditions are broadly unchanged. UK asset 
prices have responded to those global developments, and have remained sensitive to news related 
to Brexit. In particular, wholesale bank funding costs have risen. If persistent, this may put some 
upward pressure on interest rates facing households and companies.

Demand and output: GDP growth appears to have slowed at the end of 2018 and is expected to 
remain subdued in the near term. Investment and trade pulled down GDP growth in the year to 
2018 Q3, in part reflecting an intensification of Brexit uncertainties and weakening global growth. 
Consumption growth has been more resilient, supported by faster real income growth, although 
some indicators have weakened recently. The outlook for growth remains highly sensitive to the 
effects of Brexit.

The labour market and supply: The MPC judges that supply and demand in the economy were 
broadly in balance in 2018 Q4. Subdued demand growth over 2019 means that a degree of spare 
capacity is projected to emerge in the near term, however. Following the MPC’s regular 
reassessment of supply-side conditions, potential supply growth is projected to be a little weaker 
than previously anticipated. Over the forecast period as a whole, demand growth is projected to 
outstrip that subdued rate of potential supply growth such that a margin of excess demand builds.

3.0      THE COUNCIL’S TREASURY POSITION.

3.1 The council’s current strategy is to use internal borrowing to reduce risk and keep interest 
costs low. The treasury management current position and the change over the reporting
period is shown below.



Balance at
01/04/18

£m

Net
Movement

£m

Balance at
03/03/2019

£m
Long term borrowing - HRA £74.0 (£0.6) £73.4
Long term borrowing – General Fund £8.4 £0 £8.4
Other long-term liabilities - HBBC £0.1 £0 £0.1
Total Borrowing £82.5 (£0.6) £81.9
Long term investments – greater than 1 year £12.0 (£6.5) £5.5
Short term investments – less than 1 year £29.3 £15.9 £45.2
Pooled funds and externally managed investments* £2.6 £3.2 £5.8
Total Investments £43.9 £12.6 £56.5
Net debt £38.6 (£13.2) £25.4

*Money Market Funds

3.2 The investment position varies throughout the year as it is dependent upon cash flow.
Examples of significant areas that can impact on cash flow are collection of Council tax,
business rates, grants, and capital receipts, payments to other precepting authorities or
central government and interest on treasury activity.

3.3 In the period April 2018 to February 2019, the capacity for investment has increased by
£12.6m. The volatility of balances is normal throughout the year and a number of factors
contribute to this during the financial year:
 The council (as it typically does) has benefit from the receipt of Council Tax and 

Business Rates during the first ten months of the financial year whilst revenue 
expenditure is more evenly weighted throughout the financial year;

 Capital expenditure is more heavily weighted towards the latter part of the financial year 
due to the time required to schedule programmes of work or award contracts.

3.4 The patterns of income and expenditure are variable and are compared to previous years. 
The current patterns are in line with the expected trends as shown in the graph below. These 
patterns are reflected in the council’s cash flow projections which is monitored and revised 
daily as part of the treasury management process.
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4.0       BORROWING ACTIVITY

4.1 The council’s Borrowing Strategy 2018/19, incorporates a prudent and pragmatic approach 
to borrowing to minimise borrowing costs without compromising the longer-term stability of 
the portfolio, consistent with the council’s Prudential Indicators.

4.2 The council’s updated estimated borrowing requirement for 2018/19 is £2.53m. In the two 
subsequent years, this is estimated to be £11.223m in 2019/20 and £11.445m in 2020/21. 
These figures have been updated to reflect the Capital Budget position, reported to Council 
on 26 February 2019.

4.3 The council has not undertaken any new long-term borrowing during the period as the levels 
of cash balances held have meant that we are currently able to use internal borrowing.

4.4 The council has two PWLB annuity loans as part of the self-financing of the HRA. The 
repayment element for these in 2018/19 is £1.103m.

4.5 During the reporting period of April 2018 to February 2019, the council’s cash flow remained 
positive and did not require any temporary loans.

5.0 DEBT RESCHEDULING ACTIVITY

5.1 The council’s Debt Rescheduling Strategy 2018/19 establishes a flexible approach where 
the rationale for rescheduling could be one or more of the following:
 Savings in interest costs with minimal risk.
 Balancing the volatility profile (i.e. the ratio of fixed to variable rate debt) of the debt 

portfolio.
 Amending the profile of maturing debt to reduce any inherent refinancing risks.

5.2 No opportunities for debt rescheduling were identified which conformed to the above    
rationale. Accordingly, the council has undertaken no debt rescheduling activity during the 
period.

5.3 The council’s portfolio of thirteen loans - ten PWLB loans and three market loans – will 
continue to be monitored for debt rescheduling opportunities.

6.0 INVESTMENT ACTIVITY

6.1 The main objective of the council’s Investment Policy and Strategy 2018/19 is to invest its 
surplus funds prudently.

6.2 The council’s investment priorities are:
 security of the invested capital;
 sufficient liquidity to permit investments; and,
 Optimum yield which is commensurate with security and liquidity.

6.3 To lower the inherent investment risk, the council has minimised the use of banks and 
increased the use of other Local Authorities as investment counterparties. A range of lengths 
of investment, from overnight investments to short and long fixed term, from 32 days to 3 
years, are currently utilised to ensure that the principles of security, liquidity and yield are 



followed. The table below shows the type of counterparties used by the council and the 
values currently invested.

- 10,000 20,000 30,000 40,000 50,000

Money Market Fund

BANK

Local Authority

Investment Balance by TYPE

    £'000's         

6.4 The counterparties that the council currently use all meet the criteria set out in the Treasury 
Management Strategy Statement 2018/19 and are monitored by the Treasury Management 
Advisors. A detailed list of the counterparties used and amounts currently invested can be 
seen in Appendix A.

6.5 The average rate of return on the council’s investment balances during the period was 
0.70% (increased from 0.64% reported in the Treasury Management Activity Report April to 
October 2018). For comparison purposes, the benchmark return at the end of February 2019  
for the average 7-day London Interbank Bid Rate (LIBID) was 0.50% and the average 7 day 
London Interbank Offered Rate (LIBOR) rate was 0.63%. This shows that we are achieving 
a good rate of return against the benchmark.

6.6 The council’s treasury management advisors produce investment benchmarking quarterly. 
The latest available is based on 31 December 2018. The rate of return achieved by the 
council is compared to 62 other district councils and the average of 148 local authorities, 
the yield is itemised by types of investments. The current internal investment return of the 
council of 0.70% is comparable to 0.81% achieved by the district councils and average of 
all of the local councils in the benchmarking data. The full benchmarking summary can be 
seen in Appendix B.

6.7 The total rate of return on investments for 2018/19, is forecast to be 0.72%.

6.8 Short and long term interest rates are rising marginally since the increase on the base rate 
by the Bank of England to 0.75% in August 2018. Our treasury advisors are forecasting that 
the base rate will remain low over the medium term due to the increase in magnitude of 
political and economic risks facing the UK economy.

6.9 There were 123 investments made during the period totalling £197.7m and 108 maturities 
totalling £184.6m. The average balance held for the period was £55.6m.



6.10 Of the investment and maturities, 36 were fixed term investments taken out during the period 
and 31 were fixed term investments that have matured during the period. The fixed term 
investments were for amounts ranging between £1m and £5m.

6.11 The council has budgeted to achieve £229,000 of income from its investment activity in 
2018/19. Investment activity from April to February 2019 has achieved £357,893 in interest 
for the financial year. The current forecast that is estimated to be achieved is £396,062.

6.12 Of this total, an element is applied to balances held on external income. This external 
income largely represents balances from S106 contributions that have not yet been spent. 
The estimated amount forecast to be applied is approximately £21,454 subject to the 
balances remaining at the end of the financial year. There is no budget applied to this 
element as S106 contributions are only achieved when specific conditions are met and are 
anticipated to be spent.

6.13 The estimated remaining balance (£374,608) received on investment income is budgeted 
to be apportioned between General Fund and the Housing Revenue Account based on the 
estimated cash flow position. For 2018/19, the budgeted investment income is apportioned 
as follows: £145,300 General Fund and £83,700 Housing Revenue Account. Any over or 
under achievement of interest is apportioned on this basis. The current budget and forecast 
is shown in the table below

Budget Projected
General Fund £145,300 £237,688
HRA £83,700 £136,920
Sub-Total £229,000 £374,608
External Balances £0 £21,454
Total £229,000 £396,062

6.14 The council sets maximum investment limits per counterparty in its Investment Policy and 
Strategy. These limits are specific to the council to ensure adherence to S.L.Y (Security; 
Liquidity; Yield) and to minimise the risk of losses should a counterparty fail or require a bail-
in. The council’s current bank account is included in these limits.

6.15 The major income and expenditure streams are accounted for as part of the daily treasury 
management operational processes. Variations in income are anticipated by ensuring that 
there is scope to absorb estimated fluctuations in the bank account. Variations in income of 
up to £100,000 are a prudent estimate based on historical experience.

6.16 In the reporting period, the counterparty limit for our banking provider (Lloyds) has been 
breached on two occasions. On 31 December 2018 the limit was breached by circa 
£143,000 due to income being processed earlier than it should have been. This was a 
banking day but the offices were closed.  On 15 January 2019, the limit was breached by 
circa £90,000 due to a large S106 payment made to us by cheque which cleared overnight. 
These events were not something the council could have taken action to avoid.

6.17 All investments, except paragraph 6.16, made during the period, complied with the
council’s agreed Annual Investment Strategy, Treasury Management Practices,
Prudential Indicators and prescribed limits.



7.0 SUMMARY

7.1 In compliance with the requirements of the CIPFA code of practice, this report provides
Members with a summary report of the Treasury Management activity for the period April 
2018 to February 2019. A prudent approach has been taken in relation to investment activity 
with priority being given to security and liquidity over yield.

7.2 For the reporting period, other than the breach of prescribed limit detailed in 6.15, the council 
can confirm that it has complied with its Prudential Indicators, which were approved by 
Council as part of the Treasury Management Strategy Statement.

7.3 For the reporting period, the council can confirm that it has complied with its Treasury 
Management practices.



Appendix A

Counterparty Length From To Amount Rate
Aberdeen Asset Management MMF Overnight 01/03/2019 02/03/2019      1,800,000.00 0.77%
Federated Investors MMF Overnight 01/03/2019 02/03/2019      3,000,000.00 
CCLA MMF Overnight 01/03/2019 02/03/2019      1,000,000.00 0.77%
Lloyds Main Overnight 01/03/2019 02/03/2019            15,218.92 0.65%
Bank of Scotland Overnight 01/03/2019 02/03/2019      1,395,000.00 0.65%
Lloyds Notice Account 32 days 01/03/2019 02/04/2019          250,000.00 0.80%
Santander Notice Account 95 days 01/03/2019 04/06/2019      1,495,000.00 0.85%
Newcastle City Council 1093 31/03/2016 29/03/2019      2,500,000.00 1.13%
Northumberland County Council 1096 03/04/2017 03/04/2020      3,000,000.00 0.99%
Thurrock Council 288 18/06/2018 02/04/2019      1,000,000.00 0.66%
Walsall Metropolitan Borough 
Council 238 17/07/2018 12/03/2019      5,000,000.00 0.60%
Salford City Council 203 29/08/2018 20/03/2019      2,000,000.00 0.78%
Leeds City Council 247 22/08/2018 26/04/2019      2,000,000.00 0.80%
Stirling Council 254 17/09/2018 29/05/2019      1,500,000.00 0.87%
North Lanarkshire Council 181 25/09/2018 25/03/2019      2,000,000.00 0.85%
Thurrock Council 191 19/11/2018 29/05/2019      1,000,000.00 0.86%
Moray Council 171 28/09/2018 18/03/2019      1,000,000.00 0.88%
Eastleigh Borough Council 165 15/11/2018 29/04/2019      1,000,000.00 0.83%
Eastleigh Borough Council 315 07/11/2018 18/09/2019      2,000,000.00 0.90%
Lloyds Bank Fixed Term Deposit 182 19/11/2018 20/05/2019      1,500,000.00 0.90%
Kingston-upon-Hull City Council 183 26/11/2018 28/05/2019      1,500,000.00 0.90%
Central Bedfordshire Council 113 19/11/2018 12/03/2019      2,000,000.00 0.72%
Surrey Heath Borough Council 181 15/11/2018 15/05/2019      1,000,000.00 0.95%
Kingston-upon-Hull City Council 112 19/12/2018 10/04/2019      2,500,000.00 0.90%
Blackpool Borough Council 181 06/02/2019 06/08/2019      2,000,000.00 0.85%
Conwy County Borough Council 181 28/02/2019 28/08/2019      2,000,000.00 0.90%
Thurrock Council 181 15/01/2019 15/07/2019      1,000,000.00 0.89%
Liverpool City Council 182 11/02/2019 12/08/2019      2,000,000.00 0.90%
Uttlesford District Council 185 21/01/2019 25/07/2019      1,500,000.00 0.92%
Thurrock Council 181 08/02/2019 08/08/2019      1,000,000.00 0.92%
Broxtowe Borough Council 181 01/02/2019 01/08/2019      1,000,000.00 0.92%
Slough Borough Council 183 28/02/2019 30/08/2019      2,500,000.00 0.98%
Highland Council 269 26/02/2019 22/11/2019      2,000,000.00 1.05%
Total    56,455,218.92 



Appendix B


