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SUMMARY 
 
The Council fully complies with the Chartered Institute of Public Finance and 
Accountancy Code of Practice on Treasury Management (2011). This report 
sets out the Treasury Management activities of the Council for the period 1 
April to 30 June 2017. 
 
In terms of investment returns the Council is expecting to exceed the prudent 
budgeted return estimate of £40,000. The Council is generally keeping 
investments short term, although it has invested some monies in longer term 
property funds as approved in the 2016/17 Treasury Management Strategy.  
As the financial climate changes, who we invest with, and the amount 
invested, is under constant scrutiny, taking into account risk at any particular 
moment in time. 
 
 

 

RECOMMENDATIONS 
 
That members note the Treasury Management update position as at 30 June 
2017. 
 
 
 

REASONS FOR RECOMMENDATIONS 
 
To effectively manage Treasury risk and protect Council capital. 
 
 

 

ALTERNATIVES CONSIDERED 
 
There are no alternative recommendations. 
 
 

 

B   O   S   T   O   N 
  B O R O U G H  C O U N C I L  

 

 

 



REASON FOR REPORT 
 
To report the Council’s Treasury Management performance in the first quarter 
of 2017/18 and in compliance with the Chartered Institute of Public Finance 
and Accountancy’s (CIPFA) Code of Practice on Treasury Management 2011 
and generally accepted best practice. 
 
Main Report: 

1. Introduction 

1.1 CIPFA issued the revised Code of Practice for Treasury Management 
(TM) in November 2009, following consultation with Local Authorities 
during the summer, which was adopted by the Council in March 2010.  
The revised Code suggests that Members should be informed of 
Treasury Management activities at least twice a year.  Given the 
volatile nature of the financial markets we are now producing quarterly 
Treasury Management reports, ensuring this Council is embracing best 
practice. 

 
1.2 This report sets out Treasury Management performance up to the 30 

June 2017 and looks ahead to the remainder of the year. 
 
1.3 The Treasury Management Strategy Statement (TMSS) for 2017/18, 

approved by Council in February 2017, incorporates the Council’s 
Annual Investment Strategy, which outlines the Council’s investment 
priorities as follows, ranked in order of importance: 

 
 Security of capital; 
 Liquidity; and 
 Yield 

 
1.4 The Council aims to achieve the optimum return on investments 

commensurate with appropriate levels of security and liquidity. In the 
current economic climate it is considered appropriate to keep 
investments relatively short term, and only invest with highly credit 
rated financial institutions using Capita’s suggested creditworthiness 
approach, including sovereign credit rating and Credit Default Swap 
(CDS) overlay information. 

 
1.5 The Treasury Management Strategy Statement (TMSS) sets Prudential 

and Treasury Indicators which are relevant for the purposes of setting 
an integrated Treasury Management Strategy and are a requirement of 
the CIPFA Code of Practice in Treasury Management. 

 
1.6 The Treasury Management Strategy Statement (TMSS) 2016/17 

allowed for investment in longer term property funds – four funds were 
selected and investments made with three of these during 2016/17.   

 
 
 



2.  Economic Background  

2.1 In the first six months of 2017/18 the UK economy continued to grow 
albeit at slightly slower levels – growth is expected to slow during the 
next quarter. 

 CPI headline inflation steadily increased to a high of 2.7% in May 2017, 
the highest level since April 2012. The June 2017 level of 2.6% gave 
the first fall since April 2016. 

 Since the UK voted to leave the European Union the value of sterling 
has fallen by 14% against the Euro (from its peak in November 2015). 

2.2 In wider economic news American economic growth was the slowest 
since the second quarter of 2016 at a revised 1.4%. Since 2000 the 
average annual growth has been 2.0%. 

 
3.  Economic Forecast 
 
3.1 Economic forecasting has always been difficult none more so than 

now. Key areas of uncertainty include: 

 The effect of the UK’s decision to leave the European Union and 

repercussions of the general election result; 

 Geopolitical risks in Eastern Europe, the Middle East and Asia, 

increasing safe haven flows;  

 UK economic growth being weaker than we currently anticipate; 

and 

 Weak growth in the UK’s main trading partners - the EU, US and 

China. 

3.2 Given the uncertain outlook for UK economic growth and recent 
comments by the Governor of the Bank of England, the Council’s 
treasury advisors Capita expect interest rates to remain at 0.25% until 
2019 (see table 1).  In terms of looking at rates of return, this would 
suggest that having shorter term investments has some benefit.   

 

Table 1: Capita’s interest rate forecast at 30 June 2017 
 
 
 
 
 
 
 
 
 
 
 



4.  Investment Income 
 
4.1 The Bank of England base rate remained at 0.25% during the first 

quarter of 2017/18 which informs the rates that can be obtained from 
investments. 

 
4.2 The Council has budgeted to receive £40,000 in investment income in 

2017/18. Interest earned in the first quarter totalled £18,670. However, 
since the election and the current weakness of the pound the main 
counterparties have reduced investment interest rates on offer. 
Notwithstanding this, it is anticipated that interest receipts will exceed 
the 2017/18 budget. The projected return on investments is shown at 
Exhibit 1. In quarter 1 we achieved an average of 0.58%.  The rate of 
return is largely due to the continuing low base rate of interest and the 
availability of cash in the markets. It should be noted that our advisors 
recommend that in the current economic climate it is considered 
appropriate to keep investments short term to cover cash flow needs 
but also to seek out value available in higher rates in periods up to 12 
months with highly credit rated financial institutions.   

 
Exhibit 1 – Investment Income Projection 
 

 
 
 
 
 
 
4.3 The average interest rates achieved so far on the Council’s 

investments are shown in Table 2 below. The table shows that 
performance compares favourably to the benchmark rates. 



 
Table 2 – Benchmarked rates of return 
 

Benchmark Benchmark Return Council Performance 

7 day  0.11% No investments of this type held 

1 month 0.13% 0.30% 

3 month  0.19% 0.43% 

6 month  0.33% No investments of this type held 

12 month  0.54% 0.98% 

 
 
4.4 Table 3 highlights the level of investment activity and the rates 

obtained as at 30 June 2017. Investments are made in line with both 
Capita’s creditworthiness guidance and the duration limits applied to 
each colour banding.   

 
4.5 The Council’s Treasury Management Strategy states investments are 

limited with any one institution to no more than £3m invested per 
institution, and £5m per counterparty ‘group’. On 22 working days 
residual balances in excess of the £3m limit were deposited in the 
Council’s current bank account (HSBC) for cash flow reasons (in 
accordance with para 7.3 of the Treasury Management Strategy). 

 
Table 3 – Counterparty list and Investments held at 30 June 2017 
 
 

Institutions with 
Cash held 

Amount  £’s Duration Rate Most recent Capita colour rating 

CCLA 3,000,000 Call Variable N/A 

HSBC 1,180,000 Call/current 0.18% Orange (12 months) 

Santander 2,000,000 95 day notice 0.40% 
Red – 6 months 

999,970 31 day notice 0.30% 

Lloyds  1,000,000 

1 year 1.00% Red – 6 months 
750,000 

750,000 

250,000 

Bank of Scotland 1,000,000 
1 year 

0.90% 
Red – 6 months 

1,250,000 1.00% 

Barclays 500,000 95 day notice 0.40% Red – 6 months 

Total 12,679,970    

 
 



4.6 As the table above indicates, the rates achieved vary between different 
institutions, for different durations which are decided using the colour 
rating at the point when the investment was made.  

 
4.7 The average level of funds available for investment from 1 April to 30 

June 2017 was £12.93m. These funds were available on a temporary 
basis, and the level of funds available was mainly dependent on the 
timing of precept payments, receipt of grants and progress on the 
capital programme.  

 
4.8 Following a process of due diligence and in conjunction with its 

Treasury Management advisors, the council identified four property 
funds with which it invested a total of £1m.  Details of these schemes 
are given below: 

 
Table 4 – Property Funds 
 

Name of 
Scheme 

Date of 
investment 

Amount 
Invested(£’000) 

Fair Value 
at 

31/3/2017 
(£’000) 

Distributions 
received 

Black Rock 05.08.16 + 
31.01.17, 

(50-50 split) 

500 530 £8,648 to 
30.05.17 

Schroders 05.08.16 250 260 £6,603 to 
30.04.17 

Threadneedle 31.08.16 250 253 £6,768 to 
30.03.17 

 
 
5. Borrowing 
 
5.1 In accordance with the Local Government Act 2003, the Council has a 

statutory duty to determine and keep under review how much it can 
afford to borrow.  No borrowing is proposed to be undertaken in 
2017/18.  

 
6. Prudential Indicators 
 
6.1 The Council establishes a suite of other Prudential Indicators within its 

Treasury Management Strategy to monitor both Treasury and Capital 
as the two are intrinsically linked. The Prudential Indicators are 
reproduced in Appendix A along with performance against those 
indicators. There is some variation of the original indicators against the 
2017/18 estimates, mainly in relation to carried forward capital spend. 

 
 
 
 
 



7. Other issues  
 

7.1 The Medium Term Financial Strategy (MTFS) will be reviewed alongside 
the development of the 2018/19 budget and the overall impact on the 
Prudential Indicators will be reflected in the Treasury Management 
Strategy Statement (TMSS) for 2018/19 and likewise the impact of the 
TMSS will inform the MTFS.  
 

7.2 The TMSS will be brought to this Committee for review, and further 
updates will be provided during the year. 

 

Review Date: 
 
Regular reporting is undertaken in the quarterly Governance Reports, and 
Annual Treasury Management Reports are produced each year. Any 
significant treasury issues arising will be reported to the Audit and 
Governance Committee. 
 

 
CONCLUSION 
 
Treasury Management continues to require close attention given the current 
financial climate. Officers will continue to be vigilant and report any significant 
issues to this Committee. 
 

FINANCIAL IMPLICATIONS 
 
The entire report 
 

 

LEGAL IMPLICATIONS 
 
None 
 

 

ANY OTHER IMPLICATIONS 
 
Risk Management 
The Code of Practice sets out the framework for controlling the risks 
associated with treasury management decisions for borrowing and investing.  
Ultimately investment and borrowing decisions are made in accordance with 
the Council’s Treasury Management Strategy. The overriding priority is that 
the security of a deposit takes precedence over a return on investment. 

The Prudential Indicators control the limits for investing and borrowing, to 
ensure that any borrowing is affordable and sustainable and long term 
borrowing is for capital purposes only. 
 
 
 



 
Impact on Performance 
There is a requirement to try and balance the risks and rewards from investing 
our available cash resources, as outlined within the Treasury Management 
Strategy 2017/18. 

 

 
CONSULTATION 
 
No consultation undertaken.   
 

APPENDICES 
 
Appendices are listed below and attached to the back of the report: - 

APPENDIX A Prudential Indicators 

 

BACKGROUND PAPERS 
Background papers used in the production of this report are listed below: - 
 

Document title Where the document can be viewed 
 

Treasury Management Policy 
and Strategy and Annual 
Investment Strategy for 2017/18 

As part of the MTFS on the Council 
Website 

 

CHRONOLOGICAL HISTORY OF THIS REPORT 
 

A report on this item has not been previously considered by a Council body.   

 
 



Appendix A 
 

Prudential Indicators 
 

PRUDENTIAL INDICATOR 2017/18 2017/18 Notes 

 Original 
Estimate 

 
 

Projected 
Outturn  

 

 

 £’000 £’000  
 

Capital Expenditure  1,255 3,500 In line with current capital 
programme (includes 
slipped schemes from 
2016/17) 

Authorised Limit for external 
debt  
Borrowing and other Long term 
liabilities 
 

           
 

2,000 

 
 

1,000 

 
 

‘£1m Headroom’ unused 

Operational Boundary for 
external debt -  

   

 Borrowing 1,000 1,000  
  
 

   

Ratio of financing costs to net 
revenue stream 

 
% 

 
% 

 

General Fund 1.21 1.21 Financing cost being State 
Street interest payments 
 

  £’000 £’000  

Capital Financing Requirement 
as at 31 March 

(541) (541)  

     
Incremental impact of capital 
investment decisions  

£   p £   p  

Increase in council tax (Band D) 
per annum   

(9.34) (5.24) 
 
 

Reflects slippage 

 
 


