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SUMMARY 
 
The Council fully complies with the Chartered Institute of Public Finance and 
Accountancy Code of Practice on Treasury Management (2017). This report sets out 
the Treasury Management and relevant capital strategy activities of the Council for the 
period 1 April to 31 December 2018. 
 
In terms of investment returns the Council is now expecting to significantly overachieve 
the initial budget estimate of £117,000 in 2018/19, which did not include returns from 
additional capital Property Fund purchases. The Council is generally keeping cash 
investments short term, although it has also utilised some monies in longer term 
property funds.  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 and Capital Strategy update position as 
at 31 December 2018. 
 
 

 

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 2018/19 and in 
compliance with the Chartered Institute of Public Finance and Accountancy’s (CIPFA) 
Code of Practice on Treasury Management 2017 and generally accepted best practice. 
 
Main Report: 
 
1. Introduction 

 
1.1 The CIPFA Code of Practice for Treasury Management recommends that 

members be updated on treasury management activities regularly (annual, mid-
year and/or quarterly reports). This report, therefore, ensures this Council is 
implementing best practice in accordance with the Code. 

 
1.2 This report sets out Treasury Management and relevant capital strategy 

performance up to 31 December 2018, and looks ahead to the remainder of the 
year. 

 
1.3 The Treasury Management Strategy Statement (TMSS) for 2018/19, approved by 

Council in February 2018, 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 Following the publication of revised guidance, the Strategy Statement was 

subsequently updated and approved by Council on 30 April 2018 making 
provision for commercially focused capital expenditure on property funds and the 
undertaking of borrowing to finance their acquisition. 

 
1.5 The Council also aims to achieve the optimum return (yield) on its investments 

commensurate with proper levels of security and liquidity.  In the current 
economic climate it is considered appropriate to keep the majority of investments 
short term to cover cash flow needs, but also to seek out value available in 
periods up to 12 months with highly credit rated financial institutions, using its 
advisors’ (Link Asset Services) suggested creditworthiness approach, including a 
minimum sovereign credit rating and Credit Default Swap (CDS) overlay 
information. 

 
1.6 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. 

 
 
 
  



2.  Economic Background 
 

2.1 UK.  After weak economic growth of only 0.1% in quarter one, growth picked up 
to 0.4% in quarter 2 and to 0.6% in quarter 3.  However, uncertainties over Brexit 
look likely to cause growth to have weakened again in quarter four.  After the 
Monetary Policy Committee raised Bank Rate from 0.5% to 0.75% in August, it is 
little surprise that they have abstained from any further increases since then. We 
are unlikely to see any further action from the MPC until the uncertainties over 
Brexit clear.  In the event of a disorderly exit, the MPC have said that rates could 
go up or down, though it is probably much more likely to be down so as to support 
growth.  Nevertheless, the MPC does have concerns over the trend in wage 
inflation which peaked at a new post financial crisis high of 3.3%, (excluding 
bonuses), in the three months to October.  
   

As for CPI inflation itself, this has been on a falling trend, reaching 2.3% in 
November. However, in the November Bank of England Inflation Report, the 
latest forecast for inflation over the two year time horizon was raised to being 
marginally above the MPC’s target of 2%, indicating a slight build up in 
inflationary pressures. 
 
In the political arena, there is a risk that the current Conservative minority 
government may be unable to muster a majority in the Commons over Brexit.  
However, the advisor’s central position is that Prime Minister May’s government 
will endure, despite various setbacks, along the route to Brexit in March 2019.  If, 
however, the UK faces a general election in 2019, this could result in a potential 
loosening of monetary policy and therefore medium to longer dated gilt yields 
could rise on the expectation of a weak pound and concerns around inflation 
picking up. 

 

2.2 EUROZONE.  Growth fell in quarter 3 to 0.2% from 0.4% in quarter 2 but this is 
likely to be a one off blip caused primarily by a one off fall in car production.  The 
ECB forecast growth in 2018 to be 1.9% falling to 1.7% in 2020.  The ECB ended 
its programme of quantitative easing purchases of debt in December, which now 
means that the central banks in the US, UK and EU have all now ended the 
phase of post financial crisis expansion of liquidity supporting world financial 
markets.  
 

2.3 USA.  President Trump’s massive easing of fiscal policy in 2018 fuelled a 
(temporary) boost in consumption in 2018 which generated an upturn in the 
strong rate of growth; this rose from 2.2%, (annualised rate), in quarter 1 to 4.2% 
in quarter 2 and 3.5% in quarter 3.  The strong growth in employment numbers 
has fed through to an upturn in wage inflation which hit 3.1% in November,  
However, CPI inflation overall fell to 2.2% in November and looks to be on a 
falling trend to drop below the Fed’s target of 2% during 2019.  The Fed 
increased rates another 0.25% in December to between 2.25% and 2.50%, this 
being the fifth increase in 2018 and the ninth in this cycle.  However, they did also 
reduce their forecast for further increases from three to two.  
 
 

3. Interest Rate Forecast 
 



3.1 The Council’s treasury advisor (Link Asset Services) has provided the following 
forecast: 
 

 
 

3.2 After the August increase in Bank Rate to 0.75%, the first above 0.5% since the 
financial crash, the MPC has since then put any further action on hold, probably 
until such time as the uncertainty of Brexit clears. It is therefore particularly 
unlikely that the MPC will increase Bank Rate in February 2019 ahead of the 
deadline in March for Brexit, if no agreement on Brexit has been reached by then.  
The above forecast, and other comments in this report, are based on a 
central assumption that there is an agreement on a reasonable form of 
Brexit.  In that case, then the advisors think that the MPC could return to 
increasing Bank Rate in May 2019 but then hold fire again until February 2020. 
However, this is obviously based on making huge assumptions which could be 
confounded.  In the event of a disorderly Brexit, then cuts in Bank Rate could well 
be the next move.    
 

3.3 The overall balance of risks to economic growth in the UK is probably neutral. 
The balance of risks to increases in Bank Rate and shorter term PWLB rates are 
probably also even and are broadly dependent on how strong GDP growth turns 
out, how slowly inflation pressures subside, and how quickly the Brexit 
negotiations move forward.  
 

4.  Investment Income  
 

4.1 The Base Rate informs the rates that can be obtained from investments and the 
increase in August 2018 from 0.50% to 0.75% has increased expected returns 
slightly.  
 

4.2 The Council budgeted to receive £117,000 in investment income in 2018/19 
comprising £80,000 from cash investments and £37,000 from the 2016/17 
Property Fund purchases. This estimate excluded any returns from new property 
fund expenditure, approved by Council on 30 April 2018. 

 
 
Investment income earned to 31 December 2018 totalled £310,000, made up of 
£71,000 from cash investments and £239,000 from Property Funds (£29,000 from 
the 2016/17, and £210,000 from the 2018/19 purchases) A significant uplift in 



property fund income is now being achieved following purchases in August, 
September and October  totalling £19.989m.   
 
Investment income for the 2018/19 year is now expected to achieve £506,000 
comprising £96,000 from cash investments and £410,000 from Property Funds 
(£39,000 from the 2016/17, and £371,000 from the 2018/19 purchases). As 
previously reported, it is proposed that any investment returns above the costs of 
borrowing are initially placed in a reserve to mitigate the risks of future reductions 
in the funds’ capital value. 
 
Cumulatively, in 2018/19 to quarter 3, the Council achieved an average of 0.66% 
from cash investments and 3.10% from the combined Property Fund purchases.   

 
Exhibit 1 – Investment Income Projection 
 

 
 

4.3 The average interest rates achieved so far on the Council’s cash investments are 
shown in Table 2 below. The table shows that overall performance generally 
compares favourably to the benchmark rates. 

 
Table 2 – Benchmarked rates of return 

 

Benchmark Benchmark Return Council Performance 

7 day  0.58% 
No investments of this type 

held 

1 month 0.61% 0.48% 
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3 month  0.79% 0.89% 

6 month  0.91% 
No investments of this type 

held  

12 month  1.05% 0.93% 

 
4.4 Table 3 highlights the level of investment activity and the rates obtained as at 31 

December 2018. Investments are made in line with both Link’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 28 working days residual balances in excess of the £5m 
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 31 December  

 

Institutions 
with Cash held 

Amount  
£’000 

Duration Rate 
Most recent Link 
Asset Services 
Colour Rating 

HSBC 7,985 Call 0.43% Orange (12 
months) 

CCLA 3,000 Call 0.74% Yellow 5 Years 

Santander 3,000 95 day notice 0.85% Red – 6 months 

Barclays 2,000 95 day notice 0.95% Red – 6 months 

LLoyds 750 1 year 0.90% Orange (12 
months) 750 1 year 1.05% 

250 1 year 1.00% 

Bank of 
Scotland 

 
1,000 

 
1 year 

 
0.85% 

Orange (12 
months) 

Total 18,735    

 
4.6 As Table 3 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 31 December 

2018 was £14.548m. Of this, an average of £5.641m was available on a 
temporary basis, its level being dependent on the timing of precept and business 
rate pool payments, the receipt of grants and progress on the capital programme.  
 

5 Capital Strategy and Property Funds 
 

5.1 As previously reported, in 2016/17 the council invested £1m in three property 
funds.  Details of these schemes are given below: 

 
Table 4 – Property Funds (initial £1m) 

 



Property  
Fund 

Sum 
Invested 

 
£’000 

Fair Value 
31 March 

2018 
£’000 

Fair Value 
31 Dec  
2018 
£’000 

Income 
received 
2018/19 
£’000 

BlackRock  500 564 577 14 

Schroders  250 283 295 6 

Threadneedle  250 264 266 9 

TOTAL 1,000 1,111 1,138 29 

 
5.2 Following approval of the amended Capital Strategy on 30 April 2018, and 

working with the Council’s Treasury advisors, officers undertook a process of due 
diligence and received presentations from the five selected managers in early 
July. 
 

5.3 Whilst there were some slight differences in the make-up of the funds (sector, 
geography, average lease tenure), it was concluded that, as the intention is for 
longer term holdings, in line with the Capital and Treasury Strategy risks would be 
best mitigated by placing roughly equal amounts in each of the five funds.  
 

5.4 At the end of the quarter, £19.989m had been purchased, as shown in Table 5. 
 
Table 5 – Property Funds (new holdings: as at 31 December 2018) 

 
Property  
Fund 

Settlement 
Date 

Capital 
Exp. 

 
£’000 

Fair Value 
at date of 
acq’n 
£’000 

Fair Value 
31 Dec 
2018 
£’000 

Cum. 
gain/(loss) 
at 30 Sept 

£’000 

BlackRock  28.09.18 4,000 4,000 4,036 36 

Schroders  03.09.18 4,000 4,020 4,061 61 

Threadneedle  31.08.18 2,989 2,901 2,898 (91) 

Threadneedle  28.09.18 500 483 483 (17) 

Threadneedle  31.10.18 500 483 482 (18) 

M&G  14.09.18 4,000 3,905 3,895 (105) 

AEW 31.10.18 4,000 3,777 3,749 (251) 

TOTAL  19,989 19,569 19,604 (385) 

 
 

5.5 The difference between purchase price (Capital Expenditure) and fair value at the 
date of acquisition reflects premiums payable or discount received against the 
Funds’ ‘Net Asset Value’ price at the settlement date. 

 
6. Borrowing  

 
6.1 The amended Capital Strategy approved new borrowing of up to £20m to finance 

the purchase of Property Fund units, and the position to the end of December 
2018 is shown below. 
  

6.2 During the period of due diligence running up to the acquisition of holdings in 
August, September and October, officers closely monitored long term PWLB 
rates, and as can be seen in the graph below, this coincided with a steady rising 
trend in the long term fixed rate, from approximately 2.4% to 2.8%.  



 
6.3 Discussions with the Council’s advisors concluded that rates were likely to fall 

back from the 2.8%, and therefore the initial financing of the £19.989m 
acquisitions was undertaken using short term borrowing and existing resources.  

 

 
 
 
 
Table 7 – PWLB rates 
 

 
 
 
6.4 Having closely monitored movements through the beginning of December, a 

£10m PWLB 50 year loan was taken out on 10 December at a rate of 2.54%, with 
a further £4m taken out on 13 December at 2.42%. The remainder continues to 
be funded from short term borrowing whilst significant uncertainties about future 
rate movements exist, and further long term borrowing will take place when 
considered appropriate. 

 
  



Table 6 – Borrowing at 31 December 2018 
 

 
Amount  
£’000 

Duration Rate 

Long Term Borrowing    

    PWLB 10,000 50 years repayable 
10.12.2068 

2.54% 

    PWLB 4,000 50 years repayable 
13.12.2068 

2.42% 

Total Long Term 
Borrowing 

 
14,000 

  

    

Short Term Borrowing    

Vale of Glamorgan 
Council 

3,000 2 Months – Repayable 
25.01.19 

0.76% 

PCC for Staffordshire 1,500 2 Months – Repayable 
25.01.19 

0.76% 

Northern Ireland 
Housing Executive 

 
5,000 

2 Months – Repayable 
06.02.19 

0.80% 

Total Short Term 
Borrowing 

 
9,500 

  

    

Total Borrowing 23,500   

 
6.5 Interest payable (including that for the existing long term £1m loan) at 31 

December was £128,000, against the year’s original budget of £111,000. Based 
on current projections, the total interest payable for 2018/19 is estimated at 
£275,000 (this assumes that £19.989m long term PWLB borrowing is undertaken 
by 31 March 2019).  

 

6.5 The Council has not borrowed in advance of need during the quarter ended 31 
December 2018.   

 
7.   Compliance with Treasury and Prudential Limits 

 
7.1 It is a statutory duty for the Council to determine and keep under review the 

affordable borrowing limits. The Council’s approved Treasury and Prudential 
Indicators, are included in the approved TMSS.  
 

7.2 During the quarter ended 31 December 2018, the Council has operated within the 
treasury and prudential indicators set out in the Council’s Treasury Management 
Strategy Statement and in compliance with the Council's Treasury Management 
Practices.  The prudential and treasury Indicators are shown in Appendix A. 
 

8.   Other 

 
8.1 Changes in risk appetite 

 
The 2018 CIPFA Codes and guidance notes have placed enhanced importance 
on risk management.  Where an authority changes its risk appetite e.g. for 
moving surplus cash into or out of certain types of investment funds or other 



types of investment instruments, this change in risk appetite and policy should be 
brought to members’ attention in treasury management update reports. There has 
been no change in the Council’s risk appetite from that reported previously. 

 

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 
 
The General Power of Competence (GPOC) in the Localism Act 2011 allows Councils 
a broad freedom in their operations.  
 
Councils have the general power to borrow under Section 1 of the Local Government 
Act 2003.  
 
The power to invest is set out in the Local Government Act 2003, Section 12, which 
gives the Council the power to invest for any purpose relevant to its functions under 
any enactment, or for the purposes of the prudent management of its financial affairs.  
 
The power that allows councils to spend for capital purposes is included in the Local 
Government Act 2003.  
 

 

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 and Treasury 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 
2018/19. 
 

 
CONSULTATION 
 
No consultation undertaken.   
 
 

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

APPENDIX A Prudential and Treasury 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 2018/19 

As part of the MTFS on the Council Website; and 
updated 30 April 2018. 

 

CHRONOLOGICAL HISTORY OF THIS REPORT 
 

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

 
 



Appendix A 
 

Prudential and Treasury Indicators  
 

PRUDENTIAL/TREASURY  
INDICATOR 

2018/19 2018/19 Notes 

 Original 
Estimate 

 

  Projected   
Outturn  

 

 

 £’000   £’000  
 

Capital Expenditure  25,847 24,027  

    

Capital Financing Requirement 
as at 31 March 

20,459 20,459  

    

Annual Change in Capital 
Financing Requirement 

 
20,000 

 
20,000 

 

    

In year Borrowing Requirement 20,000 20,000  

    

Ratio of financing costs to net 
revenue stream 

 
% 

 
% 

 

General Fund (1.14) (1.14)  
 

Authorised Limit for external 
debt  
Borrowing and other Long term 
liabilities 
 

           
 
 

25,000 

 
 
 

25,000 

 
 
 

Operational Boundary for 
external debt -  

   

 Borrowing          22,000      22,000  
    
Gross External Debt       (21,000)       (21,000)  
    

Investments 11,239 11,239  

    

Net Borrowing (9,761) (9,761)  

 
 


