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DESIGNATION:

Cllr Terl Bryant
Resources Executive Member, Resources & ICT
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INITIAL IMPACT
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Equality and 
Diversity

Carried out and 
Referred to in paragraph 
(7) below:

N/A

Full impact assessment
Required:

No

FREEDOM OF 
INFORMATION 
ACT:

This report is publicly available via the Your Council and 
Democracy link on the Council’s website: 
www.southkesteven.gov.uk

BACKGROUND 
PAPERS

HOF310 – Budget Council 2015/16, CFM346 – Treasury 
Management Mid-year Review 2015/16 and HOF306– Treasury 
Management Strategy 2015/16.

The above reports can be located by putting their reference 
number in the search section of the committee website via the 
link below:
http://moderngov.southkesteven.gov.uk/ieDocSearch.aspx?bcr=1

1. RECOMMENDATION

Members are asked to note and approve the contents of the annual report on Treasury 
Management Activity for 2015/16.

mailto:a.oliver@southkesteven.gov.uk
http://www.southkesteven.gov.uk/
http://moderngov.southkesteven.gov.uk/ieDocSearch.aspx?bcr=1
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2. PURPOSE OF THE REPORT

This Council is required by regulations issued under the Local Government Act 2003 to 
produce an annual treasury management review of activities and the actual prudential and 
treasury indicators for 2015/16. 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). 

For the financial year 2015/16 the Council adhered to the suggested minimum reporting 
requirements as members received the following reports:

 an annual treasury strategy in advance of the year (Council 2nd March 2015 –HOF310)

 a mid-year (minimum) treasury update report (Governance and Audit Committee 3rd 
December 2015 –CFM346)

 an annual review following the end of the year describing the activity compared to the 
strategy (this report) 

Governance and Audit Committee has delegated powers from Council to deal with matters 
relating to the Council’s Treasury Management activities.  Specifically it has the responsibility 
to monitor, review and amend as appropriate the Council approved Treasury Management 
Strategy during the course of the financial year. During the course of 2015/16 the Committee 
has exercised its delegated powers by reviewing the Treasury Management Strategy at its 
meeting on 3rd December 2015. The regulatory environment places a much greater onus on 
members for the review and scrutiny of treasury management policy and activities.  This report 
is important in that respect, as it provides details of the outturn position for treasury activities 
and highlights compliance with the Council’s policies previously approved by members.  

3. DETAILS OF REPORT 

The Economy

Market expectations for the first increase in Bank Rate moved considerably during 2015/16, 
starting at quarter 3 2015 but soon moving back to quarter 1 2016.   However, by the end of 
the year, market expectations had moved back radically to quarter 2 2018 due to many fears 
including concerns that China’s economic growth could be heading towards a hard landing; 
the potential destabilisation of some emerging market countries particularly exposed to the 
Chinese economic slowdown; and the continuation of the collapse in oil prices during 2015 
together with continuing Eurozone growth uncertainties. 

These concerns have caused sharp market volatility in equity prices during the year with 
corresponding impacts on bond prices and bond yields due to safe haven flows.  Bank Rate, 
therefore, remained unchanged at 0.5% for the seventh successive year.  Economic growth 
(GDP) in 2015/16 has been disappointing with growth falling steadily from an annual rate of 
2.9% in quarter 1 2015 to 2.1% in quarter 4.

The sharp volatility in equity markets during the year was reflected in sharp volatility in bond 
yields.  However, the overall dominant trend in bond yields since July 2015 has been for yields 
to fall to historically low levels as forecasts for inflation have repeatedly been revised 
downwards and expectations of increases in central rates have been pushed back.  In 
addition, a notable trend in the year was that several central banks introduced negative 
interest rates as a measure to stimulate the creation of credit and hence economic growth.  
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The UK elected a majority Conservative Government in May 2015, removing one potential 
concern but introducing another due to the promise of a referendum on the UK remaining part 
of the EU. The government maintained its tight fiscal policy stance but the more recent 
downturn in expectations for economic growth has made it more difficult to return the public 
sector net borrowing to a balanced annual position within the period of this parliament.  

Treasury Position at 31 March 2016

A summary of the Councils position as at the 31st March 2016 was as follows:

Actual borrowing position 31 March 2015 31 March 2016
Principal Average 

Rate
Principal Average 

Rate
Fixed Interest Rate Debt £113.487m 2.889% £109.765m 2.860%

Capital Financing Requirement £119.875m £116.486m

Over/(Under) borrowing (£6.388m) (£6.721m)

Investment position 31 March 2015 31 March 2016
Principal Average 

Rate
Principal Average 

Rate
Fixed Interest Investments £39.000 m 0.81% £45.000 m 1.04%
Variable Interest Investments £4.653m 0.47% £3.495 m 0.54%
Total Investments £43.653m 0.77% £48.495m 1.00%

Net borrowing position £69.834m £61.270m

The Strategy Agreed for 2015/16

The strategy for 2015/16 was approved by Council on 2nd March 2015. A key element of daily 
operations focuses on comparing current market conditions in conjunction with the Capita 
credit rating list, using this as a tool for guidance, with the option to deviate from this guidance 
only when there are clear alternative options available to the Council.  Any decision of this 
nature is clearly documented for audit purposes. 

The aim of the strategy is to generate a list of highly creditworthy counterparties which enables 
divesification and thus avoidance of concentration risk whilst providing security of investment 
and minimisation of risk

These changes were incorporated into the Treasury Management Strategy which was 
approved by Council.

Borrowing Requirement and Debt

The Council’s underlying need to borrow to finance capital expenditure is termed the Capital 
Financing Requirement (CFR) and is summarised below. The Council has ensured borrowing 
levels to fund capital expenditure have remained with the set levels.
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31 March 2015
Actual

31 March 2016
Estimated

31 March 2016
Actual

CFR General Fund (£m) £4.139m £3.851m £3.972m

CFR  HRA (£m) £115.736m £112.514m £112.514m

Total CFR £119.875m £116.365m £116.486m

Actual debt management activity during 2015/16

Long Term Borrowing – There was no additional long term borrowing in 2015/16. The long 
term debt outstanding as at 31 March 2016 was £106.543m of which £105.543m is in relation 
to the HRA self financing payment and £1m PWLB (Public Works Loan Boards) loans.

Short-Term/Temporary Borrowing – The short term borrowing that was outstanding as at 31 
March 2016 was £3.222m.

Debt rescheduling - No rescheduling was done during the year as the average 1% differential 
between PWLB new borrowing rates and premature repayment rates made rescheduling 
unviable.

Investment Outturn for 2015/16

Investment Policy – The Council’s investment policy is governed by Communities for Local 
Government (CLG) Guidance, which has been implemented in the annual investment strategy 
approved on 2nd March 2015. The investment activity during the year complied with the 
approved strategy, and the Council had no liquidity difficulties. 

As at 31 March 2016 the Council held short and long term investments of £48.495 million and 
was compliant with the Council’s policy to hold not more than 35% of investments as long 
term. 

Short Term Fixed Deposits – In the year, short term fixed deposits were made on 22 
separate occasions for amounts ranging from £1 million to £3 million.  Short term fixed rate 
deposits amounted to £33 million as at 31 March 2016, including one remaining Certificate of 
Deposit of £4 million as at 31 March 2016. There were also £10.495m being invested in instant 
access deposit accounts and notice accounts including Money Market Funds 

Long Term Fixed Deposits – Fixed term deposits were made on 4 occasions for amounts 
between £1 million to £2 million, £5 million to total were being lent out as at 31 March 2016. 

The average rate of our portfolio is 1.00%, our budget assumption of average investment 
balances were £38.835m, compared to an invested portfolio of £48.495m.  Whilst overall the 
performance rates were lower due to the depressed markets the actual amount of investment 
income generated was £555k compared to the budget figure of £349k. This is due to the 
average investment balance being higher during the year. 

Performance Indicators set for 2015/16
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This service has set the following performance indicators:

 Debt – Average rate movement year on year

 2014/15 of 2.889% compared with 2015/16 average rate of 2.860%

 Investments – Internal returns above the 7 day LIBID rate

 The Council exceeded the target 7 day LIBID rate of 0.361% through 
achieving average returns on variable rate short term deposits of 0.54%. 

Appendix 1 provides more details of the prudential and treasury indicators for 2015/16. 

As part of role performed by our treasury advisors we are also provided with benchmarking 
comparative information across all their clients which helps the council understand how its 
investment portfolio is performing in relation to others. The table below shows for each quarter 
analysis our average weight of return was higher when compared to other district councils 
along with managing the risk.  This reflects the positive work undertaken within the team to 
maximise our investment returns whilst balancing the exposure to risk.

Quarter ending SK
WARoR*

District 
WARoR*

SK
WARR**

District
WARR**

Q1 – June 2015 0.81% 0.68% 3.9% 3.9%

Q2 – Sept 2015 0.95% 0.69% 4.5% 4.0%

Q3 – Dec 2015 0.98% 0.69% 4.3% 4.1%

Q4 – Mar 2016 1.00% 0.74% 5.3% 4.3%

*WARoR – average rate of return
**WARR – average rate of risk

Summary 

Despite a very challenging year given the continued nature of the economic climate the 
Council’s Treasury Management functions have operated effectively during 2015/16 and have 
successfully achieved the following;

 Repayment of principals have been secured in all deposits;

 Council’s cash liquidity requirement has been met throughout the financial year;

 Investment income levels have been higher than predicted;

 Complied with all prudential indicators set for 2015/16;

 Robust management of the Council’s debt position;

 Performance Indicators set for 2015/16 have been achieved.

 Benchmarking information shows we are achieving a higher average weight of return 
compared to the group average.

4. OTHER OPTIONS CONSIDERED

None
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5. RESOURCE IMPLICATIONS 

These are stated in the report.

6. RISK AND MITIGATION (INCLUDING HEALTH & SAFETY AND DATA 
           QUALITY)

Risk has been considered as part of this report and no exceptional / high risks have been 
identified

7. ISSUES ARISING FROM EQUALITY IMPACT ASSESSMENT

None

8. CRIME AND DISORDER IMPLICATIONS

None

9. COMMENTS OF FINANCIAL SERVICES

These are included in the report.

10. COMMENTS OF LEGAL AND DEMOCRACTIC SERVICES 

This report provides details of the Councils performance in respect of Treasury Management 
against 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 SERVICE MANAGER

None

12. APPENDIX:

Appendix 1 – Prudential and Treasury Indicators 2015/16
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APPENDIX 1 – PRUDENTIAL AND TREASURY INDICATORS 2015/16

During 2015/16, the Council complied with its legislative and regulatory requirements.  The key 
actual prudential and treasury indicators detailing the impact of capital expenditure activities 
during the year, with comparators, are as follows:

Actual prudential and treasury 
indicators

2014/15
Actual
£000

2015/16
Estimated

£000

2015/16
Actual
£000

Capital expenditure
 General Fund
 HRA
 Total

£1.968m
£6.978m
£8.946m

£8.418m
£7.371m

£15.789m

£2.511m
£5.565m
£8.076m

Capital Financing Requirement:
 General Fund
 HRA
 HRA due to housing 

finance reform  (if 
applicable)

 Total

£4.139m
£115.736m

£0.000m

£119.875m

£3.851m
£112.514m

£0.000m

£116.365m

£3.972m
£112.514m

£0.000m

£116.486m

Net borrowing £69.834m £70.930m £61.270m

External debt £113.487m £109.765m £109.765m

Investments
 Longer than 1 year
 Under 1 year
 Total

£5.000m
£38.653m
£43.653m

n/a
n/a
n/a

£5.000m
£43.495m
£48.495m

Net borrowing and the CFR - in order to ensure that borrowing levels are prudent over the 
medium term the Council’s external borrowing, net of investments, must only be for a capital 
purpose.  This essentially means that the Council is not borrowing to support revenue 
expenditure.  Net borrowing should not therefore, except in the short term, have exceeded the 
CFR for 2015/16 plus the expected changes to the CFR over 2015/16 and 2016/17 from 
financing the capital programme.  This indicator allows the Council some flexibility to borrow in 
advance of its immediate capital needs in 2015/16.  

The authorised limit - the authorised limit is the “affordable borrowing limit” required by s3 of 
the Local Government Act 2003.  The Council does not have the power to borrow above this 
level.  The table below demonstrates that during 2015/16 the Council has maintained gross 
borrowing within its authorised limit. 

The operational boundary – the operational boundary is the expected borrowing position of 
the Council during the year.  Periods where the actual position is either below or over the 
boundary is acceptable subject to the authorised limit not being breached. 

Actual financing costs as a proportion of net revenue stream - this indicator identifies the 
trend in the cost of capital (borrowing and other long term obligation costs net of investment 
income) against the net revenue stream.
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2014/15 2015/16

Authorised limit £133.2m £130.0m

Maximum gross borrowing position £145.0m £145.0m

Operational boundary £116.7m £113.5m

Average gross borrowing position n/a n/a

Ratio of financing costs to net 
revenue stream

31 March.2015
actual

2015/16
Revised limits

31 March.2016
Actual

 General Fund (1.46%) (1.13%) (1.81%)
 HRA 19.85% 14.41% 23.18%

 

The maturity structure of the debt portfolio was as follows:

31 March.2015
Actual

31 March.2016
Actual

Under 12 months £3.722m £3.222m

12 months and within 24 months £3.222m £4.221m

24 months and within 5 years £35.665m £34.665m

5 years and within 10 years £16.109m £16.109m

10 years and above £54.769m £51.548m

The exposure to fixed and variable rates was as follows:

31 March 2015
Actual

31 March 2016
Actual

Fixed rate (principal or interest) £39.000m £45.000m

Variable rate (principal or interest) £4.653m £3.495m

TABLE 1

31 March 
2015

Principal

Rate/ 
Return

31 March 
2016 

Principal

Rate/ 
Return

Total debt £113.487m 2.889% £109.765m 2.860%

CFR £119.875m £116.486m
Over/ (under) 
borrowing (£6.388m) (£6.721m)

Total investments £43.653m 0.77% £48.495m 1.00%

Net debt £69.834m £61.270m


