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SUMMARY
This Council is required by regulations issued under the Local Government Act 2003 to 
produce regular reports on treasury and debt management operations during the 
financial year.
This report meets the requirements of the CIPFA Code of Practice on Treasury 
Management (the Code).

RECOMMENDATION
It is recommended that Members of Governance and Audit Committee:

 Note and approve the contents of the mid-year review of Treasury Management 
activity for 2017/18.  

 Approve the amendments to the Treasury Management Strategy 2017/18 
detailed within the report.



1. BACKGROUND TO REPORT;

1.1 Introduction

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 2017/18 approved by 
Council on 2nd March 2017.
This report is submitted in accordance with these requirements and provides a 
review of treasury management for the period ended 30th September 2017 and 
reviews current developments.  This review is also promoted by the CIPFA 
Treasury Management Panel.

 
1.2 Details 

This report sets out the following for the 6 month period from 1 April to 30th 
September 2017:

a. A review of debt management operations;

b. A review of investment operations; 

c. An update on the treasury management Prudential Code Indicators;

d. An economic update for the first part of the 2017/18 financial year.

DEBT MANAGEMENT OPERATIONS

Long Term Borrowing

No additional long term borrowing was required during the first half of 2017/18.  
All Council borrowing is with the Public Works Loans Board (PWLB) and the 
average rate of interest paid on the debt portfolio was 2.82%.  Appendix A 
shows loans outstanding as at 30th September 2017.  Regular reviews are 
undertaken to consider 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.  



Short-Term/Temporary Borrowing

This can be defined as borrowing which is due to be repaid within 365 days.  At 
30th September 2017, the council had short term borrowing of £3.722m with the 
next loan due to mature in November 2017 to the value of £0.500m. The 
remaining £3.022m being the principle to be repaid at various points in the 
future.  The average annual rate of interest on the remaining loans is 3.03%.  

INVESTMENT OPERATIONS

The average size of the investment portfolio for the 6 month period was £69.9m 
compared to an average portfolio size of £62.2million during the same period in 
2016/17.  These cash balances include balance sheet reserves and provisions, 
unapplied capital receipts and grants, plus cash arising due to the timing of 
large receipts and payments.

Investment Activity in the period ended 30th September 2017

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.  As at 30th September 2017, the Council 
held short term investments of £51.418m (specified investments), and £20m 
long term investment (non-specified investments).  The Treasury Management 
Strategy stipulates that the Council should not ordinarily hold more than 35% of 
investments as non specified investments and this was adhered to during the 
first half of 2017/18.  A schedule of investments at 30th September 2017 can be 
found at Appendix B.

Short Term Fixed Deposits – In the period ended 30th September 2017 £14 m 
of short term fixed deposits and £2m of building society deposits were placed; 
£12m of investments matured within the period. 

Long Term Fixed Deposits – In the period ended 30th September 2017 £3m of 
long term fixed rate building society deposits were placed; with £5m maturing 
within the period.   

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.  The first investment has been returned and the second amount 
of principal will be returned to South Kesteven District Council in full on the 
maturity date stated. 

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 2017/18, 2018/19 and 2019/20 were approved by 
Council in March 2017 as part of the Treasury Management Strategy 2017/18.



The 2017/18 indicators and actual figures for the 6 months to 30th September 
2017 are set out at Appendix C.  All investment activity has been maintained 
within the indicator limits.

Economic Background

In the first half of 2017, growth has been disappointingly weak.  Figures showed 
quarter 1 coming in at +0.3% (+1.7% y/y) and quarter 2 was +0.3% (+1.5% y/y).  
This puts growth for the first half of 2017 at the slowest rate since 2012.  The 
services sector of the economy which accounts for around 75% of GDP has 
seen reduced consumer spending.  This can be attributed to a sharp increase in 
inflation, following the devaluation of the pound after the EU referendum, and 
subsequent lowering of the bank rate to 0.25%.  

Inflation reached a 5 year high in September with the monthly CPI figures 
reaching 3%, and outstripped the current low wage inflation in the UK.  This 
therefore caused a reduction in consumer disposable income.  There were 
more encouraging statistics for the manufacturing sector however, which has 
experienced higher demand for exports.

The Monetary Policy Committee (MPC) in September, surprised markets and 
forecasters with a warning that the bank rate will need to rise.  This lead to a 
rise in the value of sterling and yields registering their largest weekly increase in 
4 years, at 6-10 basis points across the board.  However as the Bank of England 
Inflation Reports during 2017 clearly flagged up their expectation that CPI inflation 
would peak at just under 3% in 2017, the revision of this data to over 3% at the 
September MPC meeting therefore seems to be a marginal adjustment.  
Instead the rationale behind a rate hike was focused on unemployment levels at 
4.3% their lowest rates since 1975, low levels of improvements in productivity, 
and a more tolerant view of low wage inflation, reflecting a diminishing amount 
of spare capacity within the economy.
On 2nd November the MPC reversed it’s decision to lower bank rate to 0.25%, and 
reverted back to 0.50%.  It is unclear if this would be intended to be a one off 
increase or the start of a series of increases.  As at the start of October the financial 
markets were indicating that they do not expect a see a second increase in bank 
rate until May 2018, with a third increase in November 2019, although with so much 
uncertainty around Brexit negotiations, it is far too early to be confident about how 
the economy will fair over this period.

1.3 Amendments to the Treasury Management Strategy 2017/18

The limits within the Treasury Management Strategy are set with regard to 
future spending plans, including the Council’s capital programme.  With an 
innovative capital programme in prospect, it is necessary to ensure flexibility in 
investments to allow cash flow management over both the short and longer 
terms. It is therefore proposed that the following changes are made to the 
Treasury Management Strategy to give the council this flexibility.  

 As interest rates offered on short term investments have improved since the 
Bank of England changed the base rate, the proposal is to increase the limit 
on specified investments from 30% to 45% - this indicator includes fixed 
term, instant access, and accounts with notice periods up to one year.



 The strategy currently limits the amount to be invested with the top ten 
building societies (by asset size) to a total of £10m.  As building societies 
are currently offering a good rate of interest, it would be advantageous to 
the Council to increase this limit to £20m for short term investments, 
retaining the current maximum of £2m with any one institution.

 The set limit for maximum principle sums invested for longer than one year 
duration conflicts with the percentage limit set out in the strategy, as the 
Council’s overall investments have increased. It is therefore proposed to 
increase this limit from £15m in 2017/18 to £25m, with comparable 
increases for future years, if investment levels remain constant. The 
maximum percentage for longer term investments will remain at 35%, as a 
higher level than this could mean that funding is not available when 
required.

 The maximum limit per institution does not make clear whether it includes 
all investments (both specified and non-specified) or whether there are 
separate limits for the two categories.  It is therefore proposed that the 
maximum limit per institution is clarified as £12m for ALL investments, with 
a higher limit of £15m at the discretion of the section 151 officer (or deputy) 
where an institution is considered to be of a higher credit quality.

It is also necessary to clarify in the strategy, that on occasion, Capita Asset 
Services are used as a fund manager, as well as them being the Council’s 
treasury advisers.

2. OTHER OPTIONS CONSIDERED

2.1 The Committee could consider an alternative option of retaining the strategy in 
its current format and not include the amendments as presented.  However, this 
will affect interest income achieved, and could lead to other changes to the 
strategy becoming necessary – e.g. Limit on amounts invested in money 
market funds.

3. RESOURCE IMPLICATIONS 

3.1 These are stated in the report.

4. RISK AND MITIGATION 

4.1 Risk has been considered as part of this report and any specific high risks are 
included in the table below:

Category Risk Action / Controls
Financial Risk The treasury strategy has been compiled in 

conjunction with the Council’s treasury advisors and 
is monitored by the Committee on a regular basis

5. ISSUES ARISING FROM IMPACT ANALYSIS (EQUALITY, SAFEGUARDING 
etc.)



5.1 None.

6. CRIME AND DISORDER IMPLICATIONS

6.1 None.

7. COMMENTS OF FINANCIAL SERVICES

7.1 These are included in the report.

8. COMMENTS OF LEGAL AND DEMOCRATIC SERVICES

8.1 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.

9. COMMENTS OF OTHER RELEVANT SERVICES 

9.1 None.

10. APPENDICES

A – Debt Maturity Analysis
B – Investment Maturity Analysis
C – Treasury Management Prudential Indicators

11. BACKGROUND PAPERS

CFM409 – Treasury Management Strategy 2017/18
http://moderngov.southkesteven.gov.uk/ieListDocuments.aspx?CId=261&MId=3320&V
er=4

http://moderngov.southkesteven.gov.uk/ieListDocuments.aspx?CId=261&MId=3320&Ver=4
http://moderngov.southkesteven.gov.uk/ieListDocuments.aspx?CId=261&MId=3320&Ver=4


APPENDIX A

Debt Maturity Analysis - Public Works Loan Board

 At 30 Sept 2017
  £ 
  

Less than one year 3,721,733.33
  
Between one and two years 3,221,733.33
  
Between two and five years 34,665,199.99

Between five and ten years 16,108,666.65

Between ten and fifteen years  16,108,666.65
  
Over fifteen years 30,606,466.64

 
Total 104,432,466.59

2.81% (average Rate of outstanding debt) 



APPENDIX B                

Investment Maturity Analysis

Schedule of Managed Cash Funds
 As at 30 Sept 

2017
Average interest 

rate
 £ %

Short term investment   
Goldman Sachs 6 & 9 Month 8,000,000 0.80
Barclays 95 Day Notice 1,000,000 0.44
Barclays FIBCA Call Account   1,000,000 0.05
Federated Prime Rate MMF 5,000,000 variable
Insight £ LQF Nil variable
SLI Liquidity Funds 2,418,000 variable
BNP Paribas MMF 5,000,000 variable
Short term Fixed Investment 26,000,000 0.70
Building Societies 2,000,000 0.82
Close Brothers Ltd 3,000,000 0.85

   
Long term investment   
Building Societies 8,000,000 0.91
Close Brothers Limited 4,000,000 1.07
Lloyds Banking Group 5,000,000 0.90
Goldman Sachs 1,000,000 1.17

Total 
         

71,418,000 
                           

0.69 
   

Service Investment   
Lloyds TSB - LAMS 1,000,000 2.86



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 2017/18 to actual position for the 6 
months to 30 September 2017.

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 3.56

12 months and within 24 months 40 3.09

24 months and within 5 years 100 33.19

5 years and within 10 years 100 15.43

10 years and above 100 44.73

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
2017-18 Actual To date 
£’000 £’000

Borrowing 126,765 106,543
Other long term liabilities 0 0
Total 126,765 106,543

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.



Operational boundary for external debt

2017--18 Actual To date 
£’000 £’000

Borrowing 109,765 106,543
Other long term liabilities 0 0
Total 109,765 106,543

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.

.


