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EXE XX XX XX
Item___  

2018/19 Provisional Annual Treasury Management Review

EXECUTIVE MEMBER: Mike Starkie, Elected Mayor
LEAD OFFICER: Steven Brown, Chief Finance Officer (& Section 151 Officer)
REPORT AUTHOR: Daniel Meats, Strategic Finance Accountant 

Why has this report come to the Executive?
The Council is required by regulations issued under the Local Government Act 2003 to produce an 
annual treasury management review of activities (Borrowing and Investing) and to report 
performance .  This report meets the requirements of both the ‘CIPFA Code of Practice on 
Treasury Management’ (the Code) and the ‘CIPFA Prudential Code for Capital Finance in Local 
Authorities’ (the Prudential Code).

Recommendations:

The Executive is recommended to:
1) Approve the 2018/19 Annual Treasury Management Review report.
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1. Introductions

1.1. This report sets out the Council’s Treasury Management performance over the year 
which essentially covers the investment and borrowing activity during the year. Many of 
the elements in this report are required to be reported and are set out in the various 
CIPFA Codes.

Investment Strategy

1.2. The Council held an average investment portfolio of approximately £37 million over the 
year; at the start of the year the balances were approximately £55m and at the end of 
the year they were approximately £27m.  The funds at the start of the financial year are 
much higher due to an advance payment of a full year’s business rates by the Council’s 
largest ratepayer (approximately £23 million). Approximately £25m belongs to the 
Council and is held to fund reserves and provisions and is earmarked for various 
purposes. Funds are invested in a range of maturities. 

Balance Sheet Resources (£m) 31-Mar-18 31-Mar-19
General Fund reserve (used to balance revenue budget and 
mitigate risks identified) 3.3 3.0

Earmarked reserves (held for specific activities/projects) 10.6 13.7

Usable capital receipts 6.7 6.0
Capital grants Unapplied 0.6 0.5
Provisions 2.4 1.5
Total 23.5 24.7

1.3. The main principle governing the Council’s investment criteria is the security and liquidity 
of its investments, with yield (or return) then being considered.  The Council’s investment 
strategy agreed by Council in February  sets out the overall parameters for these 
investments i.e. types of funds, limits on investments, duration, credit ratings etc. 

1.4. Wherever possible the Council maximises interest by fixed term investments with the 
banks for up to a year and up to the maximum limits set out in the strategy.  The Council 
aims for highly secure, liquid institutions, the yield however is generally lower because of 
the flexibility of instant access to funds.  This, in turn reduces the average investment 
interest rate achieved compared to longer term fixed rate deposits.  

Economy

1.5. Investment returns remained low during 2018/19. The expectation for interest rates 
within the treasury management strategy for 2018/19 was that the Bank Rate would rise 
from 0.50% to 0.75%.  At the start of 2018/19, and after UK GDP growth had proved 
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disappointingly weak in the first few months of 2018, the expectation for this increase 
was pushed back from May to August 2018.  It was not expected that Bank Rates would 
rise again during 2018/19 in view of the fact that the UK was entering into a time of 
major uncertainty with Brexit due in March 2019.  

Investment Portfolio

1.6. As set out earlier, the Council’s primary investment criteria is the security and liquidity of 
its investments, with yield (or return) then being considered. The increased investment 
risks due to Brexit are primarily affecting the liquidity of investments, with many 
investors switching to secure, liquid investments such as Banks and Money Market Funds 
(MMF). A year ago the Chancellor, Philip Hammond, committed in Parliament to ensure a 
continuation of existing arrangements for UK investors in MMFs in the event of a “no 
deal” EU-exit. Statutory Instruments are now in place to keep the MMF legislation in 
place after Brexit. 

1.7. The Council‘s 2018/19 Investment Portfolio is set out below:

INVESTMENT PORTFOLIO
£m

Actual
31.3.18

£m

Actual
31.3.18

%

Actual
31.3.19

£m

Actual
31.3.19

%
Treasury investments

Banks 14.97 58 14.97 56

Local authorities 5 19 - -

Money Market Funds 5.94 23 11.91 44

TOTAL TREASURY INVESTMENTS 25.91 100 26.88 100

All investments were for up to one year

Investment Returns

1.8. As set out earlier the Council maintained an average balance of £37m, this earned an 
average rate of return of 0.68%.  This is above the investment performance measure of 
0.51% (the average 7-day LIBID rate) set out in the 2018/19 Investment Strategy. The rate 
of return did not increase significantly with duration of investments. 



4

CBC average return of 0.68%

Borrowing 

1.9. The Council has one £5 million loan which was taken out in 2011 and will mature on 1st 
February 2042.  The loan is a long-term loan, should the council want to exit the loan 
breakage fees will be required to be paid at the discretion of the bank. The rate is fixed at 
7.55% with interest payments of £377,500 a year. The status of this loan is continually 
assessed to determine whether better terms can be obtained.  Currently, it is better to 
leave the loan in its present form, as the penalty for repaying early would be prohibitive. 
This was estimated at £4.8m (on top of the £5m debt repayment) at the end of March 
2017. The costs of redemption therefore outweigh any benefit and this will remain the 
case for as long as base rates remain significantly below the rate payable on the loan.

1.10. For information current Public Works Loan Board rates, that local authorities may borrow 
at, are set out overleaf:
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1.11. In order to ensure that borrowing levels are prudent over the medium term and only for 
a capital purpose, the Council should seek to ensure that its gross external borrowing 
does not, except in the short term, exceed the total of the Capital Financing Requirement 
(CFR).  This essentially means that the Council is not borrowing to support revenue 
expenditure.  The table below highlights the Council’s gross borrowing position against 
the CFR; this includes the PFI and Finance leases which are both alternative forms of 
borrowing.  

£’000 Ref 31-Mar-18 31-Mar-19
  Actual Actual

Capital Financing Requirement (CFR) (a) 7,752 7,752*
Market Loan  (5,061) (5,000)
Other long term liabilities - PFI Finance Lease  (4,994) (4,679)
Other long term liabilities - Finance Leases  (805) (1,068)
Gross borrowing position: (b) (10,860) (10,747)
Under / (over) funding of CFR (a-b) (3,467) (2,995)

* estimated

1.12. The Council is in a position where its Gross Borrowing exceeds its requirement to borrow 
(the CFR) by £2,995k in 2018/19, this is allowable in the short term. This position is 
reducing as the PFI liability reduces. The Council also plans to use £1m of its borrowing to 
fund the accommodation project in 2019/20 and will consider other options as it 
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develops the Medium Term Financial Strategy from 2020/21 onwards.

1.13. The Council operated within the borrowing limits set for the year; external borrowing did 
not exceed £5m and other long term liabilities did not exceed £7m. Net interest payable 
on these liabilities (£0.691m) as a proportion of the Council’s revenue budget (£9.063m) 
is 7.62. 

2. Conclusion

2.1. The Council has complied with all of the relevant statutory and regulatory requirements 
which require the Council to identify and, where possible, quantify the levels of risk 
associated with its treasury management activities.  In particular, its adoption and 
implementation of both the Prudential Code and the Code of Practice for Treasury 
Management means both that its capital expenditure is prudent, affordable and 
sustainable, and its treasury practices demonstrate a very low risk approach.

3. Statutory Officer Comments

3.1. The Monitoring Officer’s/Legal comments are:  No legal issues arise from this report.

3.2. The Section 151 Officer’s comments are: The financial implications are included in the 
body of the report.

3.3. EIA comments: None

3.4. Policy Framework comments:  Within the Treasury Management Strategy 2018/19 as 
approved by Council.

4. How will the proposals be project managed and how are the risks going to be managed?

4.1. The Council’s treasury management activities are regulated by a variety of professional 
codes and statutes and guidance:

i. The Local Government Act 2003 (the Act), which provides the powers to borrow 
and invest as well as providing controls and limits on this activity;

ii. The Act permits the Secretary of State to set limits either on the Council or 
nationally on all local authorities restricting the amount of borrowing which may 
be undertaken;

iii. Statutory Instrument (SI) 3146 2003, as amended, develops the controls and 
powers within the Act;

iv. The SI requires the Council to undertake any borrowing activity with regard to the 
CIPFA Prudential Code for Capital Finance in Local Authorities;
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v. The SI also requires the Council to operate the overall treasury function with 
regard to the CIPFA Code of Practice for Treasury Management in the Public 
Services;

vi. Under the Act the MHCLG has issued Investment Guidance to structure and 
regulate the Council’s investment activities.

vii. Under section 238(2) of the Local Government and Public Involvement in Health 
Act 2007 the Secretary of State has taken powers to issue guidance on accounting 
practices. 


