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REPORT TO GOVERNANCE AND AUDIT 
COMMITTEE 

REPORT OF:  Corporate Finance Manager 

REPORT NO: CFM398

DATE:    1st December 2016

TITLE: Treasury Management Activity 2016/17 – Mid Year Review 

KEY DECISION  
OR POLICY 
FRAMEWORK 
PROPOSAL:

None

PORTFOLIO 
HOLDER: 
NAME AND 
DESIGNATION:

Councillor Terl Bryant
Resources and Assets Portfolio Holder

CONTACT 
OFFICER:

Amy Oliver, Senior Financial Accountant  
01476 406208
Email: a.oliver@southkesteven.gov.uk 

INITIAL 
IMPACT
ANALYSIS:

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

Treasury Management Strategy 2016/17 (CFM358).
http://moderngovsvr:8080/ieListDocuments.aspx?CId=261&MID=3203 
Amendment to Treasury Management Strategy 2016/17(CFM386).
http://moderngovsvr:8080/ieListDocuments.aspx?CId=498&MID=3344 

1. RECOMMENDATION

Members are asked to note the mid-year activity position of 2016-17 (April 2016 to 
September 2016). 

mailto:a.oliver@southkesteven.gov.uk
http://www.southkesteven.gov.uk/
http://moderngovsvr:8080/ieListDocuments.aspx?CId=261&MID=3203
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http://moderngovsvr:8080/ieListDocuments.aspx?CId=498&MID=3344
http://moderngovsvr:8080/ieListDocuments.aspx?CId=498&MID=3344
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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 
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 2016/17 approved by Council on 29th 
February 2016. 

This report is submitted in accordance with these requirements and provides a review 
of treasury management for the period ended 30 September 2016 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 
2016:

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 the first of half of 2016/17.  All 
Council borrowing is with the Public Works Loans Board (PWLB).  The average rate of 
interest paid on the debt portfolio was 2.845%.  Appendix A is a schedule of loans 
outstanding as at 30 September 2016.  Regular reviews are undertaken to review 
redemption costs of natural maturity against new borrowing to settle the outstanding 
debt early.  As part of borrowing requirements around the HRA self financing 
proposals the Council has created two separate debt portfolios which apportion the 
existing debt 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 short term borrowing of £3.659m with the next loan due to 
mature in May 2017 to the value of £0.500m at a rate of 9% annually, the remaining 
£3.15m  being principle to be repaid at various points during the year at an annual rate 
of 3.03%.  

INVESTMENT OPERATIONS
The average size of the investment portfolio for the 6 month period was £62.2 million 
compared to an average portfolio size of £51.1 million during the same period in 
2015/16.  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 2016
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 2016 can be found 
at Appendix B.

As at 30 September 2016 the Council held short term investments of £59.230 million, 
and £1 million long term investment.  The Treasury Management Strategy stipulates 
that the Council should hold not more than 35% of investments as non specified 
investments and this was adhered during the first half of 2016/17.

Short Term Fixed Deposits – In the period ended 30 September 2016 £15 million of 
short term fixed deposits and £3m of building society deposits were placed ; with £11m 
maturing within the period to September 2016. 

Long Term Fixed Deposits – In the period ended 30 September 2016 £1 million of long 
term fixed building society deposits were placed; with £4 maturing within the period to 
September 2016.   

Service Investments: Local Authority Mortgage Scheme - In July 2012 a fixed rate 
deposit of £1 million was placed with Lloyds Bank on a 5 year term at 3.79% with a 
maturity date of 3rd July 2017. In July 2013 a further £1m was placed with Lloyds Bank 
on a 5 year term at 2.86% with a maturity date of 20th February 2019. All schemes with 
Lloyds Bank have been closed as from the 31st July 2016.  Principle will be returned to 
South Kesteven District Council in full on the maturity dates stated. 

Economic Background
The referendum vote for Brexit in June this year delivered an immediate shock fall in 
confidence indicators and business surveys, pointing to an impending sharp slowdown in 
the economy. However, subsequent surveys have shown a sharp recovery in confidence 
and business surveys, though it is generally expected that although the economy will now 
avoid flat lining, growth will be weak through the second half of 2016 and in 2017.  

The Bank of England meeting on August 4th addressed this expected slowdown in growth 
by a package of measures including a cut in Bank Rate from 0.50% to 0.25% this rate cut 
has continued.  The Inflation Report included an unchanged forecast for growth for 2016 of 
2.0% but cut the forecast for 2017 from 2.3% to just 0.8%.  The Governor of the Bank of 
England, Mark Carney, had warned that a vote for Brexit would be likely to cause a slowing 
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in growth, particularly from a reduction in business investment, due to the uncertainty of 
whether the UK would have continuing full access, (i.e. without tariffs), to the EU single 
market.  He also warned that the Bank could not do all the heavy lifting and suggested that 
the Government will need to help growth by increasing investment expenditure and 
possibly by using fiscal policy tools (taxation). The new Chancellor Phillip Hammond 
announced after the referendum result, that the target of achieving a budget surplus in 
2020 will be eased in the next Autumn Statement.  

The Inflation Report also included a sharp rise in the forecast for inflation to around 
2.4% in 2018 and 2019.  CPI has started rising during 2016 as the falls in the price of 
oil and food twelve months ago fall out of the calculation during the year and, in 
addition, the post referendum 10% fall in the value of sterling on a trade weighted 
basis is likely to result in a 3% increase in CPI over a time period of 3-4 years.  
However, the MPC is expected to look thorough a one off upward blip from this 
devaluation of sterling in order to support economic growth, especially if pay increases 
continue to remain subdued and therefore pose little danger of stoking core inflationary 
price pressures within the UK economy.  

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 2016/17, 2017/18 and 2018/19 were approved by Council in February 
2016 as part of the Treasury Management Strategy 2016/17.

The 2016/17 indicators and actual figures for the 6 months to 30 September 2016 are 
set out at Appendix C.  All investment activity has been maintained within the indicator 
limits.

4. AMENDMENTS TO TREASURY MANAGEMENT STRATEGY  2016/17

In September 2016 Governance & Audit approved the following amendments to the 
2016/17 Treasury Management Strategy;

 Increased the timeframe in which the Council can place investments in any 
institution or building society from two to three years.

 Increased the total investments that can be held in a building society from £6m 
to £10m.

 Further amendments were made to the non specified investments sections of 
Strategy to provide clarification and enable the Council to be able to respond to 
changes in the economic decisions as they occur.

These amendments were directly incorporated into the strategy for 2016/17 and will 
also be included in the Treasury Management Strategy for 2017/18. 

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.
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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
D – Non Specified Investments Categories (Table B) 
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APPENDIX A

Debt Maturity Analysis

Public Works Loan Board

 At 30 Sept 2016
  £ 
  

Less than one year 3,659,776.92
  

Between one and two years 3,659,776.92
  

Between two and five years 34,479,330.76

Between five and ten years 15,798,884.60 

Between ten and fifteen years  15,798,884.60
  

Over fifteen years 34,757,546.17

 
Total 108,154,199.97

2.85% (average Rate of outstanding debt) 
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APPENDIX B

Investment Maturity Analysis

Schedule of Managed Cash Funds

 As at 30 Sept 2016 Average interest rate
 £ %
   

Short term investment   
   

Natwest SIBA nil 0.000
NatWest 95 Day Notice

Santander 95 Day Notice
Goldman Sachs 6 & 9 Month 

Barclays 95 Day Notice
Barclays FIBCA Call Account   

nil
nil

10,000,000.00
1,000,000.00

  3,000,000.00

0.000
0.000
0.684
0.440
0.250

   
   
 

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

SLI Liquidity Funds 4,320,000.00 variable
BNP Paribas MMF 4,910,000.00 variable

Certificates Of Deposit Nil 0.000
Short term Fixed Investment

Building Societies 
21,000,000.00
5,000,000.00

0.994
1.086

 Close Brothers Limited      5,000,000.00 1.517 
   

Long term investment   
  

Certificates of Deposit Nil 0.000
Building Societies 

Close Brothers Limited 
1,000,000.00

Nil 
1.300
0.000

 
   

Total          60,230,000.00                            0.88 
   
   

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 2016/17 to actual position for the 6 
months to 30 September 2016.

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 3.38

12 months and within 24 months 40 3.38

24 months and within 5 years 100 31.87

5 years and within 10 years 100 14.60

10 years and above 100 46.77

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

2016-17 Actual To date 
£’000 £’000

Borrowing 126,765 113,108
   
Other long term liabilities 0 0
Total 126,765 113,108

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

2016-17 Actual To date 
£’000 £’000

Borrowing 109,765 113,108
  
Other long term liabilities 0 0
Total 109,765 113,108

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.


