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1. RECOMMENDATION

Members are asked to note the mid-year activity position of 2015-16 (April 2015 to 
September 2015) and approve the amendments to the Treasury Management 
Strategy for 2015/16 and 2016/17. 

2. PURPOSE OF THE REPORT 

Treasury Management is the term used to cover the Council's borrowing and 
investment strategies.  The Council has formally adopted the key recommendations of 
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the Chartered Institute of Public Finance and Accountancy (CIPFA) Code of Practice 
for Treasury Management in the Public Services.  In line with the Code the Council 
has adopted a treasury management policy statement that requires regular reports on 
treasury and debt management operations during the financial year.

Additionally, under Part 1 of the Local Government Act 2003, the Council is required to 
have regard to the Prudential Code for Capital Finance including the setting of 
Prudential Indicators.  Relevant treasury management indicators were incorporated 
into the Treasury Management Strategy 2015/16 approved by Council on 2nd March 
2015.

This report is submitted in accordance with these requirements and provides a review 
of treasury management for the period ended 30 September 2015 and reviews current 
developments. 

The CIPFA Treasury Management Panel promotes the view that Council’s monitor 
performance at least half yearly. In addition to this, a report by the Audit Commission 
entitled ‘Risk and Return’ identifies the need for Local Authorities to report regular to 
members in addition to the annual review.

3.        DETAILS OF REPORT 

This report sets out the following for the 6 month period from 1 April to 30 September 
2015:

a. A review of debt management operations;

b. A review of investment operations;

c. A summary of interest rate movement and investment performance; and

d. An update on the treasury management Prudential Code Indicators.

DEBT MANAGEMENT OPERATIONS

Long Term Borrowing

No additional long term borrowing was required during Quarter 2.  All Council 
borrowing is with the Public Works Loans Board (PWLB).  The average rate of interest 
paid on the debt portfolio was 2.85%.  Appendix A is a schedule of loans outstanding 
as at 30 September 2015.  Regular reviews are undertaken to review redemption 
costs of natural maturity against new borrowing to settle the outstanding debt early.  
Currently, it is not cost effective to settle early but the position continues to be 
reviewed in conjunction with our Treasury Management advisors.  As part of borrowing 
requirements around the HRA self financing proposals the Council has created two 
separate debt portfolios which apportions the existing debt above between the General 
Fund and HRA.  
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Short-Term/Temporary Borrowing

This can be defined as borrowing which is due to be repaid within 364 days.  The 
Council currently has no short term borrowing with the next loan to mature being in 
May 2017 to the value of £0.500m. 

INVESTMENT OPERATIONS

The average size of the investment portfolio for the 6 month period was £51.1 million 
compared to an average portfolio size of £42.0 million during the same period in 
2014/15.  These cash balances are used for investment, which include balance sheet 
reserves and provisions, unapplied capital receipts and grants and also cash arising 
from the timing of large receipts and payments.

Investment Activity in the period ended 30 September 2015

The Council operates a diverse portfolio and uses a number of methods to invest its 
reserves which include direct deposit, certificate of deposits, notice accounts and 
money market funds. A schedule of investments at 30 September 2015 can be found 
at Appendix B.

As at 30 September 2015 the Council held short term investments of £39.145 million, 
and £12 million long term investment.  The Treasury Management Strategy stipulates 
that the Council should hold not more than 25% of investments as long term and this 
was adhered during the first half of 2015/16.

Short Term Fixed Deposits – In the period ended 30 September 2015 £10 million of 
short term fixed deposits were made and one certificate of deposit for £2 million. 

Long Term Fixed Deposits – In the period ended 30 September 2015 £4 million of long 
term fixed deposits and £4m of building society deposits were made.   

Service Investments – In July 2012 a fixed rate deposit of £1 million was placed with 
Lloyds TSB for a period of 5 years at 3.79% for the Local Authority Mortgage scheme 
(LAMS). As at 30th September 2015, 46 loans have been completed with an indemnity 
amount of £925,596.  This scheme closed for new applications on the 23rd October 
2013, however, interest on the principle deposit will continue to be received until the 
deposit matures in June 2017. At the Council meeting in July 2013 a further £1m was 
approved to support a second LAMs scheme.  At Council on the 9th July 2015 an 
increase in the maximum loan value to £200,000 was approved.  This was to enable 
more take up of the scheme in the PE9 area. As at the 30 September 2015 the second 
scheme has seen 22 loans complete with an indemnity amount of £452,713 with 1 
further offer made but not yet completed. 

Economic Background

The UK GDP growth rates were the strongest growth rates of any G7 country in 2014 
and were the UK’s strongest rates since 2006 at 2.9%.  However growth weakened in 
quarter 1 +0.4% (+2.9% y/y) though there was a rebound in quarter 2 to 0.7% growth 
is estimated to be +0.5% in quarter 3.  This is forecast to be due to the following areas 
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appreciation of Sterling against the Euro and weak growth in the EU, China and 
emerging markets, plus the dampening effect of the Government’s continuing austerity 
programme. Despite this the Bank of England are still forecasting growth to remain 
around 2.4-2.8% over the next three years due consumers disposable income 
increasing due to wage inflation and CPI falling.  With forecasts from the Bank of 
England suggesting that inflation will barely get back up to the 2% target within the 
next 2-3years.  Low inflation is set to continue with Iran being expected to rejoin the 
world oil market and the economic downturn in China.

Due to inflation levels staying lower than previously forecast it is going to make it 
difficult for the central banks of the US and the UK to raise rates as soon as was being 
forecast.  This is also made worse by the current concerns in around the slowdown in 
Chinese growth, the knock on impact on the earnings of emerging countries from 
falling oil and commodity prices, and the volatility we have seen in equity and bond 
markets in 2015 so far, which could potentially spill over to impact the real economies 
rather than just financial markets.  

TREASURY MANAGEMENT PRUDENTIAL CODE INDICATORS

Prudential Code indicators specific to treasury management are designed to ensure 
that treasury management is carried out in accordance with professional practice.  
Indicators for 2014/15, 2015/16 and 2016/17 were approved by Council in March 2015 
as part of the Treasury Management Strategy 2015/16.

The 2015/16 indicators and actual figures for the 6 months to 30 September 2015 are 
set out at Appendix C.  All investment activity has been maintained within the indicator 
limits.

4. PROPOSED AMENDMENTS TO TREASURY MANAGEMENT STRATEGY  
2015/16 and 2016/17

The current investment strategy allows the Council to invest in Property Funds under a 
non specified investment to the value of £5 million per fund over a maximum maturity 
period of 2 years. The proposed change would remove the maximum maturity period 
of 2 years to allow the Council to receive the full benefit of using such a fund where a 
minimum investment period is normally 5-10years. (Table B – Appendix D). 

Currently amounts invested in non specified fixed term investments should not 
normally exceed 25% of the total invested. Given the shift in the markets it is advised 
that this is amended to accommodate flexibility and allow the council to benefit from 
longer dated investments should they arise.  It is proposed that this is amended to 
35% of total invested with an option that this can be deviated from should an 
investment be beneficial to the council.  

With the Councils current plans to setup a Local Authority Controlled Company 
(LACC), it is proposed the strategy is amended to allow the Council to make Loans 
with this third party.  The criteria for a Loan being made with a LACC will be that there 
is a clear business plan that demonstrates the affordability of the investment for the 
LACC.  
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5. OTHER OPTIONS CONSIDERED

The Committee could consider an alternative option of retaining the strategy in its 
current format and not include the amendments as presented.

6. RESOURCE IMPLICATIONS 

This report provides details of the opportunities for Council financial investments.

7. RISK AND MITIGATION (INCLUDING HEALTH AND SAFETY AND DATA
         QUALITY)

Category Risk Action / Controls
Financial risk

8. ISSUES ARISING FROM EQUALITY IMPACT ANALYSIS

None

9. CRIME AND DISORDER IMPLICATIONS

None

10. COMMENTS OF FINANCAL SERVICES

The financial implications are laid out in the main body of the report. The detail presented is in 
line with best practice and current guidance.

11. COMMENTS OF LEGAL AND DEMOCRATIC SERVICES  

This report provides details of the Council’s performance in respect of treasury 
management against the policy set out as part of the Budget and Policy Framework.  
Members should note the performance and scrutinise any elements to assist the role 
of the Governance and Audit Committee in its review of the Treasury Management 
strategy. 

11. COMMENTS OF OTHER RELEVANT SERVICES

None

13. APPENDICES:

A – Debt Maturity Analysis
B – Investment Maturity Analysis
C – Treasury Management Prudential Indicators
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D – Non Specified Investments Categories (Table B) 

APPENDIX A

Debt Maturity Analysis

Public Works Loan Board

Maturing within  At 30 Sept 2015 Interest rate Maturity Date
  £ %  
    

Under 12 months nil 0.00
    

12 months to 2 
years 500,000.00 9.00 09-May-17

    
2 to 5 years 500,000.00 9.125 09-Nov-17

 25,000,000.00 1.990 27-Mar-20
    

5 to 10 years nil 0.00
 
    

Over 10 years 85,375,933.31 3.030 28-Mar-42
    

   
Total 111,375,933.31 2.8507 (average rate)
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APPENDIX B

Investment Maturity Analysis

Schedule of Managed Cash Funds

 As at 30 Sept 2015 Average interest rate
 £ %
   

Short term investment   
   

Natwest SIBA nil 0.300
NatWest 95 Day Notice

Santander 95 Day Notice
Goldman Sachs 6 Month 
Barclays 100 Day Notice  

nil
nil

8,000,000.00
4,000,000.00

0.350
0.600
0.790
0.621

   
   
 

Federated Prime Rate MMF 5,000,000.00 variable
Insight £ LQF Nil variable

Ignis Liquidity Funds Nil variable
BNP Paribas MMF 3,145,000.00 variable

Certificates Of Deposit 2,000,000.00 1.000
Short term Investment 17,000,000.00 0.95

   
   

Long term investment   
  

Certificates of Deposit 4,000,000.00 1.23
Building Societies 

Close Brothers Limited 
4,000,000.00
4,000,000.00 

1.28
1.67

 
   

Total          51,145,000.00                            1.00 
   
   

Service Investment   
   

Lloyds TSB - LAMS 2,000,000.00 3.320
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APPENDIX C

TREASURY MANAGEMENT PRUDENTIAL CODE INDICATORS

Treasury Management Prudential Indicators and Limits on Activity for South Kesteven 
District Council.

Treasury Management Indicators – Comparison for 2014/15 revised to actual position 
for the 6 months to 30 September 2015.

Maturity Structure of borrowing – upper and lower limits

Amount of projected borrowing that is fixed rate maturing in each period as a 
percentage of total projected borrowing that is fixed rate

Actual LimitUpper Limit
% %

Under 12 months 40 0.00

12 months and within 24 months 40 0.45

24 months and within 5 years 100 22.90

5 years and within 10 years 100 0.00

10 years and above 100 76.66

Maturity structure of borrowing – these gross limits are set to reduce the Council’s 
exposure to large fixed rate sums falling due for refinancing, and are required for 
upper and lower limits.  

Total principal finds invested for greater than 364 days.  These limits are set to reduce 
the need for early sale of an investment, and are based on the availability of 
investments after each year-end.

External debt indicators

Authorised limit for external debt

2015-16 Actual To date 
£’000 £’000

Borrowing 129,987 116,365
   
Other long term liabilities 0 0
Total 129,987 116,365

The authorised limit – this represents the limit beyond which borrowing is prohibited, 
and needs to be set and revised by members.  It reflects the level of borrowing which, 
while not desired, could be afforded in the short term, but is not sustainable.  It is the 
expected maximum borrowing need with some headroom for unexpected movements.  
This is the statutory limit determined under section 3 (1) of the Local Government Act 
2003.
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Operational boundary for external debt

2015-16 Actual To date 
£’000 £’000

Borrowing 113,487 116,365
  
Other long term liabilities 0 0
Total 113,487 116,365

The operational boundary – this indicator is based on the probable external debt 
during the course of the year; it is not a limit and actual borrowing could vary around 
this boundary for short times during the year.  It should act as an indicator to ensure 
the authorised limit is not breached.
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APPENDIX D

Table B – Non-Specified Investments Categories 

Amounts invested with any one corporate group shall not exceed £5m (with the exception of 
Councils own bank).

Amounts invested in non specified fixed term investment would normally not exceed 35% of 
the total Invested. The Corporate Finance Manager has the discretion if required to exceed the 
limit which may occur during the course of the year should rate of return on investment be 
beneficial to the council. Any decision will be based on taking into account current and future 
market conditions as well counterparty strength and rating.

Non Specified Investment Category Limit 

a. Any institutions meeting the criteria set out for Specified 
Investments, with a maturity of greater than one year 
following the suggested duration on the list up to a 
maximum of 2 years.
(including forward deals in excess of one year from 
inception to repayment). 

£4m maximum of 
2-years 

per institution 

b. Councils Bank – Should its ratings fall below that required 
for specified investment, monies will be restricted to instant 
access. 

£7m 

c. Top 10 building societies, by asset value. £2m maximum of 
2-years 

per institution.
£6m for all B/S 
sector

d. Property funds  The use of these instruments can be deemed 
capital expenditure, and as such will be an application 
(spending) of capital resources.  This Authority will seek 
guidance on the status of any fund it may consider using. 

£5m per fund
No maximum 
maturity period. 


