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1.0 Expected Outcome
1.1 The attached report reviews treasury performance during 2017/18 against the 

Council’s Treasury Management Strategy. This is a historic review for noting by 
members.

1.2 The report also recommends updates to the counterparty limits approved as part of 
the 2018/19 Treasury Management Strategy, to enable the council to include 
counterparties with a high level of creditworthiness.

2.0 Recommendation
2.1 It is recommended that Overview and Scrutiny Committee and Cabinet:-

(1) Consider the 2017/18 Treasury Management Annual Report and update 
to the 2018/19 Treasury Management Strategy; and

(2) Recommend that Council approve the 2017/18 Treasury Management 
Annual Report and update to the 2018/19 Treasury Management 
Strategy 

2.2 It is recommended that Council:-
(1) Approve the 2017/18 Treasury Management Annual Report and update 

to the 2018/19 Treasury Management Strategy
3.0 Background and Proposals
3.1 The Council is required through regulations issued under the Local Government Act 

2003 to produce an annual treasury management report. This is to include a review 
of activities and the actual Prudential and Treasury Indications for 2017/18. The 
report at Appendix 1 meets the requirements of both the Chartered Institute of 
Public Finance and Accountancy (CIPFA) Code of Practice on Treasury 



Management (the Code) and the CIPFA Prudential Code for Capital Finance in Local 
Authorities (the Prudential Code).

3.2 In line with requirements of the code, the Treasury Management Framework 
(including Prudential Indicators) was approved prior to the start of the financial year 
by Council on 22nd February 2017. Detailed reports have been presented to 
Performance Sub-Committee, Cabinet and Council throughout the year.

3.3 The level of actual external debt has not changed during 2017/18. Gross borrowing 
remained below the Capital Financing Requirement, showing that the Council has not 
funded revenue activity through borrowing, a key prudential indicator.

3.4 The Council’s investments have outperformed bench mark rates resulting in a 
weighted average return of 0.80%. When broken down by investment types, each have 
outperformed the relevant benchmark rate by between 0.05% and 0.79%. Interest 
receipts from investments were 52k more than budget in part due to the change in bank 
rate from 0.25% to 0.50% in November 2017 and the positioning and diversification of the 
investment portfolio. 

3.5 Interest payable on borrowing was in line with budget as no new borrowing was 
expected or taken in 2017/18. As a result of using internal cash balances to fund 
capital rather than borrowing.

3.6 Due to savings in interest, July 2017 saw the end of the payback period for the 
premium paid when the Council repaid early £7.7m of debt in 2013/14.

3.7 Looking forward, there continues to be a significant level of uncertainty in the 
financial markets. Officers will keep this under constant review with support from the 
Council’s external treasury advisors (Link Asset Services). The current strategy of 
using internal cash to fund prudential borrowing continues to minimise the interest 
rate gap (where loans cost more than investments earn) and to help reduce 
counterparty risk.

3.8 Approve the extension of the Counterparty limits to investments with the colour 
purple or yellow under the Link Asset Services creditworthiness service. Purple and 
yellow institutions have the highest level of creditworthiness and will have the same 
duration and amount overlays as orange and blue counterparties. See appendix 2 for 
breakdown.

4.0 Consultation
4.1 The Treasury Management Framework satisfies statute and guidance issued by 

Department of Communities and Local Government (DCLG) and CIPFA. It is a 
mainly technical document that reflects the decisions made as part of the wider 
budget process. It was prepared in consultation with the Council’s Treasury Advisor 
(Capita Asset Services). Senior management and the Portfolio holder have been 
consulted. The report presents historic data on treasury performance during 2017/18.

5.0 Alternative Options
5.1 There are no alternative options, the report presents historic data on treasury 

performance during 2017/18

5.2 Not to update the Counterparty limits.

6.0 Links to Council Priorities
6.1 The Treasury Management Framework including Prudential Indicators forms part of 

the corporate governance arrangements that support all Council priorities.



7.0 Implications
Financial, Resources and Procurement
7.1 The report is historic with the financial and resources implications forming part of the 

out-turn report for 2017/18

Human Resources
7.2 This report has no direct impact on the staffing of the Council

Legal
7.3 This report has no direct legal implications

Health, Social, Economic and Environmental
7.4 Have you completed a Health, Social, Economic and Environmental Impact 

Assessment? No     

7.5 If you have not completed an Impact Assessment, please explain your reasons: TM 
out-turn relates to a historic review of activities already approved as part of the 
2017/18 TM Framework 

Equality and Diversity
7.7 Have you completed an Equality Impact Analysis? No     

7.8 If you have not completed an Impact Assessment, please explain your reasons: TM 
out-turn relates to a historic review of activities already approved as part of the 
2017/18 TM Framework 

Risk
Risk Consequence Controls required
Reporting is not compliant with 
the statutory guidance.

Members do not have the 
opportunity to scrutinise 
the Treasury function.

Full year TM report to be 
presented to Scrutiny, 
Cabinet and Council.

Investment and borrowing 
activity is outside of the 
approved TM framework.

The Council is exposed to 
an unauthorised level of 
Treasury related risk.

Robust governance 
arrangements to control 
day to day operations, 
based on the approved 
strategy, with regular 
reporting of compliance.

Contact Officers
Claire Read, Financial Services Officer; tel 01539 793152; 
Claire.Read@southlakeland.gov.uk.

Appendices Attached to this Report
(delete if no appendices attached)

Appendix No. Name of Appendix
1 Treasury Management Annual Report 2017/18

2 Update to 2018/19 Treasury Management Strategy
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Appendix 1

The purpose of this appendix is to detail the Council’s performance against the Treasury 
Management Framework, including Prudential Indicators, for 2017/18.

Treasury Management Annual Report 2017/18
Purpose

1. The Council is required by regulations issued under the Local Government Act 2003 
to produce an annual treasury management report including a review of activities and 
the actual Prudential and Treasury Indicators for 2017/18. This report meets the 
requirements of both the Chartered Institute of Public Finance and Accountancy 
(CIPFA) Code of Practice on Treasury Management (the Code) and the CIPFA 
Prudential Code for Capital Finance in Local Authorities (the Prudential Code).

2. This report includes: 

 Capital activity during the year;

 Impact of this activity on the Council’s underlying indebtedness (the Capital 
Financing Requirement, CFR);

 Reporting of the required prudential and treasury indicators;

 Overall treasury position identifying how the Council has borrowed in relation to 
this indebtedness, and the impact on investment balances;

 Summary of interest rate movements in the year;

 Review of debt and investment activity.

Summary
3. During 2017/18 the Council complied with its legislative and regulatory requirements. 

Detailed reports have been presented to Performance Sub- Committee, Cabinet and 
Council throughout the year. There were no breaches of any indicators or limits during 
the year. 

4. Tables 1-3 compare the 2017/18 actuals against 2016/17 actuals and the 2017/18 
revised indicators, which were included in the 2018/19 Treasury Management 
Framework.

5. The key statistics in relation to 2017/18 are as follows:

Table 1: Capital expenditure, Capital Financing Requirement and cash resources.

2016/17 2017/18 2017/18

Actual Feb 18 
estimate Actual 

£000 £000 £000
Capital expenditure 6,225 9,654 6,596

Capital Financing Requirement (CFR) 17,176 18,374 17,992

External debt 12,800 12,800 12,800

Total Investments (inc. call accounts) 21,823 17,658 18,912



6. The items in Table 1 have broadly come out in line with the revised estimate with 
variances mainly being due to reprofiling of the capital programme.  

7. Gross borrowing did not change during 2017/18, remaining lower than the Capital 
Financing Requirement (CFR, see Table 3). This shows that the Council was not 
funding any revenue activity through borrowing, a key prudential indicator.

The Council’s Capital Expenditure and Financing 2017/18
8. The Council incurs capital expenditure on long-term assets.  These activities may 

either be:

 Financed immediately through the application of capital or revenue resources 
(capital receipts, capital grants, revenue contributions etc.), which has no resultant 
impact on the Council’s borrowing need;

 Un-financed capital expenditure which leads to an increase in the Council’s CFR. 
This increases the Minimum Revenue Provision (MRP, see 13 below) charged to 
the Revenue account to ensure that resources are set aside to pay for the asset 
over its useful life. 

9. Table 2 below shows the actual capital expenditure and how this was financed. 

Table 2: Capital expenditure and financing.
2016/17 2017/18 2017/18

Actual Feb 18 
estimate Actual 

£000 £000 £000
Capital expenditure 6,225 9,654 6,596
Resourced by:   

·          Capital receipts 1,947 3,501 1,537

·          Capital grants 2,763 1,796 2,198

·          Revenue Reserves 841 2,726 1,593

Unfinanced capital expenditure 674 1,631 1,268

Explanations of the variances are included within the out-turn report to Council on 
24 July 2018. The main reason for the decrease against the February 2018 estimate 
is re-profiling of spend to 2018/19 onwards and presentation of revenue items that are 
Revenue Expenditure Funded from Capital Under Statute (REFCUS).

10. The current premium level on the Council’s borrowing is circa 83% (i.e £830k premium 
per £1m repaid), which would take around 23 years to repay. This has increased from 
quarter 3 where the rate was 81% and around 21 years to repay. At this level it is not 
viable to make a repayment. We will keep the premium amount under review and if 
repayment does become viable it may be possible for some core cash to be used to 
repay debt rather than being deposited in longer term investments.



Borrowing need and external debt limits
11. The CFR represents the Council’s underlying need to borrow for capital expenditure. 

It increases when the Council incurs capital expenditure and reduces as resources are 
applied to the capital expenditure.

12. The CFR is the cumulative unfinanced capital expenditure which has not yet been ‘paid 
for’. It can be understood in terms of an outstanding ‘mortgage’ balance on the 
Council’s non-current assets. 

13. There are statutory controls in place to ensure that the cost of capital assets is charged 
to revenue over the life of the assets. This is the annual MRP charge. 

14. The total CFR can also be reduced by:

 the application of additional capital financing resources (such as unapplied capital 
receipts); or 

 charging more than the statutory minimum revenue charge (MRP) each year 
through a Voluntary Revenue Provision (VRP). 

15. The Council’s 2017/18 MRP Policy (as required by CLG Guidance) was approved as 
part of the Treasury Management Strategy Report for 2017/18 on 22nd February 2017. 
The Council’s CFR for the year is shown in Table 3, and represents a key prudential 
indicator.  

Table 3: CFR movement

2016/17 2017/18 2017/18

Actual Feb 18 
estimate ActualCFR

£000 £000 £000
Opening balance 16,873 17,176 17,176 
Add unfinanced capital expenditure (as above) 674 1,631 1,268 
Less MRP (371) (433) (449)
Closing balance 17,176 18,374 17,995 

Actual Debt and the cost of debt
16. Table 4 shows the limits set for debt and the actual debt for 2017/18 along with the 

ratio of financing costs to net revenue stream, a key indicator.

Table 4: Summary of debt and debt cost indicators

2017/18
£000

Authorised limit 24,400

Operational boundary 18,400

Actual Maximum gross borrowing position 12,800

Estimate of Financing Costs : Net revenue stream 6.81%

Actual Financing Costs : Net revenue stream 6.62%

17. The authorised limit is the “affordable borrowing limit” required by section 3 of the Local 
Government Act 2003.  This is set along with the operational boundary, the “expected 
borrowing position”, by Council prior to the start of the financial year giving officers the 
power to borrow up to the authorised limit. 



18. In practice the operational boundary is the limit for planned borrowing to support the 
Capital Programme. The authorised limit is in place to enable the Council to breach 
the operational boundary for short periods in exceptional circumstances.

19. As demonstrated in Table 4 the Council has maintained gross borrowing within both 
its authorised limit and operational boundary for 2017/18.

20. In order to ensure that borrowing levels are prudent over the medium term the 
Council’s external borrowing must only be for a capital purpose and not to support 
revenue expenditure. The closing CFR was £17,995k, whereas external borrowing 
was £12,800k; the Council was ‘under-borrowed’ by £5,195k. This means internal cash 
balances are being used rather than taking on external loans. 

21. The ratio of financing costs to net revenue stream identifies the trend in the cost of 
capital (borrowing and other long term obligation costs net of investment income). This 
shows the percentage amount of the net revenue stream which is spent before the 
Council provides any services.  From Table 4 we can see that the actual is broadly in 
line with the estimate.

Treasury Position as at 31 March 2018 
22. The Council’s debt and investment position is organised by the treasury management 

service to manage risk, to ensure the security of investments and maintain adequate 
liquidity for revenue and capital activities. Procedures and controls to achieve these 
objectives are well established both through Member reporting and through officer activity 
detailed in the Council’s Treasury Management Practices.  

23. At the beginning and the end of 2017/18 the Council‘s treasury position was as follows:

Table 5: Investment position and Capital Financing Requirement (CFR).

24. At 31 March 2018 the Council had a total of £18.912m invested with £15.502m invested in 
fixed term investments and £3.41m on call. 

25. Chart 1 illustrates how these are split between core and operational balances. The 
difference being that core funds can be invested for over 1 year whilst operational 
investments are required for to meet payments on a more day to day basis.

31/3/2017 
Principal

Rate/ 
Return

Average 
Life

31/3/2018 
Principal

Rate/ 
Return

Average 
Life 

£000 %  yrs £000 %  yrs
External Borrowing:   
PWLB loans 12,800 4.43% 37.76 12,800 4.43% 36.76
CFR 17,176   17,995   
Over/ (under) borrowing (4,376)   (5,195)   
Investments and cash:   
Cash 9,800 0.46% Call 3,410 0.25% Call
Investments 12,023 0.67% 0.63 15,502 1.10% 0.22



Chart 1: 2017-18 Profile of investments
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26. During 2017-18 we have increased the amount held as core investments and we will 
continue to monitor our longer term investment position against the medium term financial 
plan (MTFP) and capital programme.

27. Table 6 shows how the Council’s investments have performed by type of investment.

Table 6: Investment Performance

 Average 
Investment

Average 
Annual 
Return

Average 
Maturity Benchmark

Variance
Call Accounts 5,636,811 0.25% Liquid 0.20% 0.05%
Fixed Operational 7,787,655 0.37% 109.05 0.29% 0.09%
Fixed Core 2,503,429 1.11% 134.43 0.40% 0.71%
Total 15,927,896 0.80%    

28. Each class of investment performed above the relevant benchmark rate.

29. Interest receipts are £52k over budget, this is in part due to the change in bank rate from 
0.25% to 0.50% in November 2017 and the positioning and diversification of the investment 
portfolio. 

30. As part of the treasury strategy limits were set on the maturity structure of the debt and 
investment portfolio. Performance against these is set out in Table 7.



Table 7: Maturity structure of borrowing and investments

31/03/2017 31/03/2018 31/03/2018
 Actual Approved Actual

Fixed Interest Borrowings:    
Under 12 months 0.00% Up to 25% 0.00%
12 Months to 2 Years 0.00% Up to 25% 0.00%
2 - 5 Years 0.00% Up to 25% 0.00%
5 to 10 years 0.00% Up to 100% 0.00%
10 to 20 years 0.00% Up to 100% 0.00%
20 to 30 Years 0.00% Up to 100% 6.25%
30 to 40 Years 53.12% Up to 100% 46.87%
40 years plus 46.88% Up to 100% 46.88%
 100.00%  100.00%
Investments:    
Greater than 1 year £3m £9 M £3 M

31. Limits were also set regarding the Council’s exposure to fixed and variable rates on its 
borrowing, as Table 8 shows the actual exposure is within the limit set.

Table 8: Fixed and variable rate borrowings:

31/03/2017 31/03/2018 31/03/2018
 

 Actual Approved  Actual 
  £m £m  £m 

Fixed rate 12.8 24.4 12.8
Variable rate (maturing<1 year) 0.0 0.0 0.0

32. As expected no new borrowing was undertaken during 2017/18. The approved limit is 
the authorised borrowing limit which is set based on a worse case scenario.

Economic background (information provided by Link Asset Services)
33. Following much speculation the Bank of England raised the base rate from 0.25% to 

0.50% in November 2017.

34. Initially following the rise expectations of another rate rise fell before the February 2018 
meeting turned the tide in favour of a rise. We will continue to monitor the situation as 
expectations continue to ebb and flow. 

35. Growth in the UK economy stayed at 1.8% for a second year. Moving from one of the 
fastest growing G7 nations to falling behind the US and the Eurozone.  GDP growth 
forecasts remain weak as there has been little evidence of building pressure on wage 
increases despite remarkably low unemployment

36. Inflation rose to a high of 3.1% in November before falling back to 2.5% at the end of 
the year. Whilst still above the Bank of England’s target of 2%, the bank’s forecast is 
for the rate to just over 2% within two years.

37. Going forward, there is significant uncertainty in the market as the UK negotiates its 
exit from the EU. The Council will continue to monitor market conditions and to transact 
within the approved 2018-19 Treasury Management strategy.



38. The US economy grew by 2.3% in 2017. In October 2017, the Fed also became the 
first major western central bank to make a start on unwinding quantitative easing by 
phasing in a gradual reduction in reinvesting maturing debt.  

39. Overall the Eurozone grew by 2.3% in 2017 however the ECB is still struggling to get 
inflation up to its 2% target and in March, inflation was still only 1.4%. 

Conclusions
40. The Council has operated in line with its Treasury and Prudential Indicators and has 

seen good performance relative to external benchmarks in the year. There continues 
to be uncertainty over base rate rise.

41. The capital programme out-turn has led to no new borrowing being required. Current 
bank base rates mean that the early repayment premium has made repaying debt too 
expensive. Officers and Capita Asset Management will continue to monitor the 
situation and our debt portfolio. 



Appendix 2

Update to 2018/19 Treasury Management Strategy
1.1 As part of the Councils Counterparty selection policy, contained within the 2018/19 

Treasury Management Strategy, the council applies the Link Asset Services 
creditworthiness service. 

1.2 As part of the creditworthiness service, a modelling approach is used to combines 
credit ratings, credit Watches and credit Outlooks in a weighted scoring system which 
is then combined with an overlay of CDS spreads for which the end product is a 
series of colour coded bands which indicate the relative creditworthiness of 
counterparties and provides a suggested duration. These are:

 Yellow 5 years 
 Purple 2 years
 Blue 1 year (only applies to nationalised or semi nationalised UK Banks)
 Orange 1 year
 Red 6 months
 Green 100 days  
 No colour not to be used 

1.3 The Council then applies an overlay setting the maximum money and time limits. 
Currently we have no limits set for the colour Purple, 24 months, and Yellow, 60 
months, which practically means they are not available for use as counterparties.

1.4 To enable Purple and Yellow counterparties, the highest rated counterparties, to be 
used please can you approve the following amendment to Table 5 of the 2018/19 
Treasury Management Strategy 

Counterparty Limits (table 5 of 2018/19 Treasury management Strategy)
Criteria Money

Limit
Time
Limit

UK Banks Yellow, Purple, Blue or 
Orange

£3m 1 year

UK Banks Red £3m 6 Months

UK Banks Green £3m 100 Days

Non UK Banks Yellow, Purple, Blue or 
Orange

£3m 190 Days

Non UK Banks Red £3m 6 Months

Non UK Banks Green £3m 100 Days

Banks No colour £0m n/a

Building Societies Top 5 by Asset size 
and assets> £2 billion

£3m 6 months

Building Societies Top 6-10 by Asset size 
and assets> £2 billion

£2m 6 months

Debt Management Account 
Deposit Facility - DMADF

n/a Unlimited 6 months

UK Gilts, Treasury Bills n/a Unlimited 5 years



Criteria Money
Limit

Time
Limit

Local Authorities N/A £5m 2 Years

Money Market Funds
- LVNAV
- CNAV Government 

Funds

AAA £5m Liquid

Multilateral Development 
Banks and Supranational 
Organisations

AAA £3m 2 Years

Other Collective Investment 
Schemes 
e.g. Enhanced Money Market 
Funds &  Bond Funds

AAA S1/V1 £2m 1 Year


