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The purpose of this appendix is to provide an update on Treasury Management activity 
up to 30 September 2017 
 
2017/18 Treasury Management Update to 30 September 2017 
 
1. The Council’s Treasury Management operation ensures cash flow during the year 

is adequately planned, with surplus monies being invested in line with the 
approved Investment Strategy. 

 
2. The second main function is to support the funding of the Council’s capital plans. 

The element of the capital programme that is not financed from external grants, 
capital receipts or other contributions, will add to the Council’s Capital Financing 
Requirement (CFR). This represents the underlying borrowing need of the Council. 
External borrowing needs to be consistent with the CFR. 

 
3. The Council’s Treasury Management Strategy Statement was approved on 22 

February 2017 along with the Treasury and Prudential Indicators. The Annual 
Investment Strategy sets out the Council’s investment priorities as being: Security 
(getting back the full principal invested), Liquidity (having access to cash when 
required) and Yield (return). The Council will aim to achieve the optimum yield on 
investments commensurate with proper levels of security and liquidity. 

 
Economic update  
 
4. At their meeting in September the MPC voted to keep rates at 0.25%. The next 

meeting is in November and recent comments by the Governor of the Bank of 
England and other members of the MPC, give rise to expectations of an increase 
in interest rates, due to high inflation which is currently running at 2.7%. 

5. However, Annual UK growth currently stands at 1.5% in quarter 2 of 2017 the 
slowest annual rate since 2013, casting doubt on the likelihood of a rate rise.  

6. Any rate rise, should it come, is expected to be limited and gradual, potentially 
seeing a reversal of the 0.25% cut made in August 2016. 

7. The negotiations on the UK’s exit from the European Union continues to impact on 
the markets, particularly to the strength of the pound. 

Capital expenditure and funding 

8. The opening Capital Financing Requirement (CFR) for 2017/18 was £17.2m (as per 
2016/17 accounts). The Council held long term PWLB loans of £12.8m at the end of 
the quarter. This increases the ‘under-borrowed’ position to £4.4m (using cash 
balances rather than taking on new loans). It is anticipated that c£1.7m of further 
‘prudential borrowing’ on the vehicle and plant programme will be incurred during 
2017/18. It is anticipated that cash balances will be used to meet this need rather than 
taking on actual new loans. This is a way to manage the external borrowing given the 
competing pressures of the current expense to repay borrowings early and the current 
difference between the interest rates on the Council’s borrowing cost and income from 
investments. 
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9. The current premium level on the Council’s borrowing is circa 73% (i.e. £730k 
premium per £1m repaid), which would take around 19 years to repay. This has fallen 
slightly from quarter 1 where the rate was 84% and around 21 years to repay. 
Therefore at this rate it is not viable to make repayment. This will be kept under review 
as rates change and if repayment does become viable then, it may be possible for 
some core cash to be used to repay debt rather than being deposited in longer term 
investments. 

 
Borrowing and Prudential Indicators 
 
10. A full list of the Council’s approved Prudential Indicators is contained within Treasury 

Management Framework report to Council 22 February 2017. In terms of limits on 
external debt, the Council has an operational boundary and an authorised limit (which 
must not be breached) on external debt. Table 1 summarises this and shows that as 
at the end of quarter 1, these limits had not been breached. 

 
Table 1: Borrowing Limits 
 

 £m 

Actual borrowing 12.800 

Authorised limit 24.489 

Operational boundary 18.800 

 
11. In addition, the Council has approved limits on the maturity profile and interest 

structure (proportion of fixed and variable rate loans) of borrowings. The portfolio 
remains as 100% fixed maturity PWLB loans due to mature in more than 10 years, 
which is within the approved limits. 

 
12. Importantly, both gross and net borrowings (borrowings less investments) are below 

the CFR. This is a key indicator as it shows that the Authority is not borrowing to fund 
revenue activities or borrowing to lend-on.  
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Investment Portfolio 
 
13. Graph 1 below shows the movement on the Councils investment portfolio between 

01/04/17 and 30/09/17. 
 
Graph 1 Investment Portfolio Balances  
 

 
 
14. The Council held £27.9m of investments as at 30 September. £17.9m of this related to 

cash flow investments. These support the day to day cash needs of the Council.  
£10m were core investments, these are funds that are not required to support day to 
day cash requirements and so can be deposited on a longer term basis. 

 
15. Performance to date is summarised in the table below. These are benchmarked 

against the London Interbank Bid Rate (LIBID) that best matches the duration of the 
investments. For example, Call investments can be called back the same day and so 
the overnight LIBID rate is the bench mark. All investments are currently outperforming 
their benchmark. 

 
Table 2 Performance 
 

 Average 
Return 

Benchmark 
Rate 

Variance 

Call Operational 0.19% 0.10% 0.09% 

Fixed Operational 0.35% 0.18% 0.17% 

Fixed Core (Long Term) 0.84% 0.32% 0.52% 

 
16. At the end of quarter 2 the Council had cash flow investments of £17.9m. These 

investments are generally held on a short term basis with duration being dependant on 
daily cash flows, such as timing of precept payments, receipt of grants and progress 
on the capital programme.  
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17. Table 3 provides a breakdown of investments and Graph 2 shows the maturity profile 
of these investments. 
 

Table 3 Summary of Cash Flow Investments 
 

Counterparty £000 

Handelsbanken  1,100 

BlackRock Money Market Fund 2,100 

CCLA Money Market Fund 700 

Bank of Scotland 2,000 

Cumberland Building Society 1,000 

Newcastle Building Society 1,000 

Principality Building Society 2,000 

Skipton Building Society 2,000 

Santander 2,000 

West Bromwich Building Society 2,000 

UK Treasury Bills 2,000 

Total 17,900 

 
Graph 2 Maturity Profile of Cash Flow investments 

 

 
 
 

18. The Council has earned £30k in interest, £23k from fixed investments and £7k in call 
investments. Representing annualised returns of 0.19% & 0.35% respectively, which 
are 0.09% and 0.17% over the relevant benchmarks. 

 
19. Core balances are invested over a longer term than operational balances, typically 

between 6 months and 3 years depending on the approved counterparty time and 
money limits. 

 
20. Table 4 below summarises the core investments held and Graph 3 shows the maturity 

profile of these investments. 
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 Table 4 Summary of Core Investments  
 

Counterparty  £000 

Lancashire County Council 3,000 

Goldman Sachs 2,000 

Nationwide Building Society 2,000 

Guildford Borough Council 2,000 

Royal Bank of Scotland CD 1,000 

Total 10,000 

 
Graph 3 Maturity Profile of Long Term Investments 
 

 
 
21. The Council has earned £42k on long term investments to date. This represents an 

annualised return of 0.62% on fixed investments, which is 0.84% over relevant bench 
marks. 

 
Other risk management issues 
 
22. Officers are reviewing the impact of changes to the CIPFA Treasury and Prudential 

Codes, the introduction new accounting standards (IFRS 9) and the Markets in 
Financial Instruments Directive (MIFID) II. Although they may place some additional 
burden on the Council to ensure compliance with new requirements, these should not 
lead to major changes to current practices. 

 
Conclusions 
 
23. To date the Council’s investments have performed well against market expectations. 

There are some indications that a limited and gradual increase of bank rate may occur 
during this financial year. 

 
24. All investment activity has been within the approved limits. Investment return continues 

to outperform the benchmarks in the current environment. Borrowing is not expected 
to increase and no repayment is planned at the current time due to market conditions. 


