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SUMMARY 
 
The Council fully complies with the Chartered Institute of Public Finance and 
Accountancy (CIPFA) Code of Practice on Treasury Management (the Code) 
and the CIPFA Prudential Code for Capital Finance in Local Authorities (the 
Prudential Code). One of the requirements is that a year-end report is 
produced. This report sets out the Treasury Management activities of the 
Council for the period 1 April 2018 to 31 March 2019. 
 
The Local Government Act 2003 (the Act) and supporting regulations require 
the Council to have regard to the Prudential Code, to set Prudential Indicators 
and to monitor performance against these indicators. By doing this, the 
Council has safeguards in place to ensure that its capital investment plans are 
affordable, prudent and sustainable; and it adheres to the investment and 
borrowing strategy.   
 
This report provides an analysis of the Council’s Treasury Management 
activities for the 2018/19 financial year. The indicators were successfully 
managed within the parameters that were approved by Full Council in April 
2018 for the 2018/19 Capital and Treasury Strategy Statement. 
 
The capital spending for the year (including slippage approved during the 
year) totalled £21.382m with an increased Capital Financing Requirement 
from £0.459m to £20.449m, to allow for the increased underlying need to 
borrow in order to finance the purchase of an additional £20m of property 
funds. 
 
The level of deposits with counterparties including call accounts and Money 
Market Funds (MMF) at the year-end was £11.268m. The value of Property 
funds held at 31 March 2019 was £20.627m. 
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The average annual rate of return on cash investments was 0.69% and 3.80% 
annualised return on property funds. Total investment income for the year was 
£554,700, far exceeding the prudent annual budget of £117,000, set before 
the approval of the capital Property Fund purchases. 
 

 

 
RECOMMENDATIONS 
 
That the Audit and Governance Committee note the Treasury Management 
outturn position for 2018/19, and recommend the Annual Treasury 
Management Report for approval by Full Council.  
 

 

 
REASONS FOR RECOMMENDATIONS 
 
To comply with the Local Government Act (LGA) 2003, and to safeguard the 
Council’s financial assets. 
 

 

 
ALTERNATIVES CONSIDERED 
 
There are no alternative options as this report is compliant with both best 
practice and current legislation. 
 

 
REASON FOR REPORT 
 
To allow the robust scrutiny of the Council’s Treasury Management 
performance in 2018/19, and in compliance with the Chartered Institute of 
Public Finance and Accountancy’s (CIPFA) revised Code of Practice on 
Treasury Management issued in December 2017 and generally accepted 
good practice. 
 
 
 
 
 
  



Main Report: 
 

1.  Introduction 
 

1.1 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. 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).  
 

1.2   During 2018/19, the minimum reporting requirements were that the full 
Council should receive the following reports: 

 an annual treasury strategy in advance of the year (21 February 2018), 
updated in the Capital Strategy approved in April 2018. 

 a mid-year capital and treasury update report (considered by Audit and 
Governance Committee on 12 November 2018). 

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

 
In addition, this Committee received quarterly treasury management update 
reports on 23 July 2018 (Q1), 12 November 2018 (Q2) and 28 January 2019 
(Q3). Treasury information is also included in the quarterly Performance and 
Governance reports to Cabinet. 
 

1.3   The regulatory environment places responsibility on members for the review 
and scrutiny of treasury management policy and activities. This report is, 
therefore, 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.   
 

1.4  This Council confirms that it has complied with the requirement under the 
Code to give prior scrutiny to all of the above treasury management reports by 
the Audit and Governance Committee before they were reported to the full 
Council.   
 

 

2.   The Economy  
 

2.1 After weak growth of 0.2% in quarter one of 2018, growth picked up to 0.4% in 
quarter 2 and to a particularly strong 0.7% in quarter 3, before cooling off to 
0.2% in the final quarter. Given all the uncertainties over Brexit, this weak 
growth on the final quarter was to be expected. However, some recovery in 
the rate of growth is still expected going forward. The annual growth for 
quarter 4 was 1.4% year on year confirming the UK as the third fastest 
growing individual country in the G7. 

        After the Monetary Policy Committee (MPC) raised bank rate from 0.5% to 
0.75% in August 2018, 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. If there were a disorderly exit, it is likely that 



bank rate would be cut to support growth. Nevertheless, the MPC does have 
concerns over the trend in wage inflation that peaked at a post 2008 high of 
3.5% in the three months to December before falling marginally to 3.4% in the 
three months to January 2019. The number of people in work surged by 
222,000 helping push down the unemployment rate to 3.9%, the lowest since 
1975. Correspondingly, the level of vacancies has risen to new highs.  
As for Consumer Price Index inflation, this has remained static, reaching 1.8% 
in January before rising marginally to 1.9% in February and March. In the 
February Bank of England report, the latest forecast for inflation over both the 
two and three-year periods remained marginally above the MPC’s target of 
2%. The rise in wage inflation and fall in CPI inflation is good news for 
consumers as their spending power improves, as the difference between the 
two figures is now around 1.5%, i.e. a real terms increase.  
 

3. Overall Treasury Position as at 31 March 2019  
  

3.1 At the beginning and the end of 2018/19 the Council‘s treasury position was 
as follows: 

 

 31 March 
2018 

Principal 
£000 

Ave 
Rate 

 
% 

31 March 
2019 

Principal 
£000 

Ave 
Rate 

 
% 

     

Fixed Rate Debt (1,000) 11.25 (16,449) 3.00 

Capital Financing 
Requirement 

 
459 

  
20,449 

 

Under borrowing (541)  (4,000)  

     

Fixed Rate Investments  9,000 0.63 7,750 0.94 

Call Accounts 1,195 0.24 3,518 0.43 

Variable Rate Investments 3,000 0.28 - - 

Property Fund Investments 1,111 3.77 20,627 3.80 

Total Investments 14,306  31,895  

     

Net Investments 13,306  15,446  

 
 
 

4. The Strategy for 2019/20  
 

4.1 After the August 2018 increase in bank rate to 0.75%, the MPC has put any 
further action on hold, probably until there is a degree of certainty of what the 
UK will be heading into next. The forecast below is based on the assumption 
that there will be an agreement on a reasonable form of Brexit. The 
expectation is that the start of any increases in bank rate may need to be 
pushed back. Continued uncertainty promotes a cautious approach, whereby 
investments continue to be dominated by low counterparty risk considerations, 
resulting in relatively low returns compared to borrowing rates. 

 



 
 
 

5. Borrowing Rates in 2018/19  
 

5.1 PWLB certainty maturity borrowing rates 
  

Since Public Works Loan Board (PWLB) rates peaked during October 2018, 
most PWLB rates have been on a general downward trend, though longer-
term rates did spike upwards again during December, and, (apart from the 1 
year rate), reached lows for the year at the end of March. During the year, the 
50-year PWLB target (certainty) rate for new long-term borrowing varied 
between 2.79% and 2.16%.  

  
The graph shows, for a selection of maturity periods, the average borrowing 
rates, the high and low points in rates, spreads and individual rates at the start 
and the end of the financial year. 

   
  

 

 



 
The Council undertook major borrowing during 2018/19 having closely 
monitored movements through the financial year. A £10m PWLB 50 year loan 
was taken out on 10 December 2018 at a rate of 2.54%, a further £4m on 13 
December 2018 at 2.42%, and a final advance of £1.449m on 27 March 2019 
at 2.18%, as the table below illustrates. 
 

Borrowing at 31 March 2019 
 

 
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% 

    PWLB     1,449   
 

50 years repayable 
27.03.2069 

2.18% 

    State Street Bank     1,000 60 years repayable 
30.01.2051  

11.125% 

Total Borrowing 16,449   

 
 
 

6. Investment Rates in 2018/19 
 

6.1 Longer term investment rates were on a rising trend for most of the year until 
they started falling slightly during quarter 4.  
 
 

 
 
 



 
 
 

7. Investment Outturn for 2018/19 
  

7.1 Investment Policy – the Council’s investment policy is governed by the 
Ministry of Housing, Communities and Local Government (MHCLG) guidance, 
which has been implemented in the updated annual investment strategy 
approved by the Council in April 2018. This policy sets out the approach  for 
choosing investment counterparties, and is based on credit ratings provided 
by the three main credit rating agencies, supplemented by additional market 
data, (such as rating outlooks, credit default swaps, bank share prices etc).   

  
The investment activity during the year conformed to the approved strategy, 
and the Council had no liquidity difficulties.  
  

7.2 Investments held by the Council - the Council maintained an average 
balance of £14.5m of internally managed funds during the year. Of this, an 
average of £5.8m was available on a temporary basis, the level dependent on 
the timing of precept and business rate pilot payments, creditor and housing 
benefit payments and receipt of substantial grants.  
  
The internally managed funds earned an average rate of return of 0.69%.  The 
comparable performance data is shown in the table below: 
 
 

Benchmark Benchmark Return 
Council Performance 

 

7 day 0.57% 
No investments of this 

type held 

1 month 0.61% 
No investments of this 

type held  

3 month 0.72% 0.89% to 31 March 

6 month 0.83% 
No investments of this 

type held  

12 month 0.94% 1.02% to 31 March 

  
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 

Counterparty list and Investments held at 31 March 2019 
 

Institutions 
(Internally 
managed) 

Amount 
 

£000 

Duration Rate 
 

Most recent 
Link colour 

rating 

     

HSBC 3,518 Call 0.43% Orange (12 
months) 

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

Lloyds 750 1 year 0.90% Orange (12 
months) 250 1 year 1.00% 

750 1 year 1.05% 

Bank of 
Scotland 

1,000 1 year 1.10% Orange (12 
months) 

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

Total 11,268  
 

  

 
7.3 Property Funds - As previously reported, in 2016/17 the council invested 

£1m in three property funds. Details of the financial performance for these 
schemes are given below: 
 
Fund Sum 

Invested 
 

£000 

Fair Value 
31 March 

2018 
£000 

Fair Value 
31 March 

2019 
£000 

Cum. 
Increase 
in value 

£000 

Income 
received 
2018/19 

£000 

      

Black Rock  500 564 573 73 19 

Schroders 250 295 294 44 9 

Threadneedle 250 266 265 15 12 

TOTAL 1,000 1,125 1,132 132 40 

 
 
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 five selected managers in July 
2018. 
 
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 mitigated by placing roughly equal amounts in each of the five funds. 
 
 
 
 
 



By the end of October 2018, £19.989m had been purchased as shown below: 
 
 
Property  
Fund 

Settlement 
Date 

Capital 
Exp. 

 
£’000 

Fair Value 
at date of 

acquisition 
£’000 

Fair Value 
31 March 

2019 
£’000 

Cum. 
change in 

value 
£’000 

BlackRock  28.09.18 4,000 4,000 4,008 8 

Schroders  03.09.18 4,000 4,020 4,050 50 

Threadneedle   31.08.18 2,989 2,901 2,880 (109) 

Threadneedle  28.09.18 500 483 479 (21) 

Threadneedle  31.10.18 500 483 479 (21) 

M&G  14.09.18 4,000 3,905 3,836 (164) 

AEW 31.10.18 4,000 3,777 3,763 (237) 

TOTAL  19,989 19,569 19,495 (494) 

 
 
 
Excluding capital value changes, the Council achieved an annualised rate of 
return of 3.80% from its Property Funds during 2018/19. 
 

7.4 The Council budgeted to receive £117,000 in investment income during 
2018/19. Interest earned to 31 March 2019 totalled £554,700 comprising 
£97,200 from cash investments and £457,500 from Property Funds.  
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8.   Other Issues 
 

8.1 Revised CIPFA Codes 
 
In December 2017, the Chartered Institute of Public Finance and 
Accountancy, (CIPFA), issued a revised Treasury Management Code and 
Cross Sectoral Guidance Notes, and a revised Prudential Code.  

 
A particular focus of these revised codes was how to deal with local authority 
investments which are not treasury type investments e.g. by investing in 
purchasing property in order to generate income for the Council at a much 
higher level than can be attained by treasury investments. One 
recommendation was that local authorities should produce a new report to 
members to give a high level summary of the overall capital strategy and to 
enable members to see how the cash resources of the Council have been 
apportioned between treasury and non-treasury investments. Full Council 
approved a revised Capital and Treasury Strategy on 30 April 2018. 
 

8.2 Markets in Financial Instruments Directive II (MiFID II) 
 

The EU introduced regulations under MIFID II in 2018.These regulations 
govern the relationship that financial institutions conducting lending and 
borrowing transactions will have with local authorities from that date.  This has 
had little effect on this Council apart from having to fill in forms sent by each 
institution dealing with us and for each type of investment instrument we use, 
apart from for cash deposits with banks and building societies.    
 
 
CONCLUSION 
 
Treasury Management continues to be difficult, given the current financial 
climate and market sentiment about the effects of Brexit. Officers will continue 
to be vigilant and report any significant issues to this Committee. Overall the 
Council has successfully achieved its objectives of ensuring investments were 
held with relatively secure counterparties and diversifying into Property Funds 
which to date have provided a positive contribution; ensuring there was 
sufficient liquidity to operate efficiently and enable the delivery of objectives; 
and achieve a yield which meant investment returns were above those 
budgeted for. 
 

 
FINANCIAL IMPLICATIONS 
 
 
The entire report 
 

 
 
 
 
 



 
LEGAL IMPLICATIONS 
 
The Local Government Act 2003, Sections 1 and 12, gives councils the power 
to borrow and invest. 
The Local Government Act 2003, Section 15, ensures that councils have 
regard to guidance issued by the Secretary of State. 
 

 
 

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. 
 

 
CONSULTATION 
No consultation undertaken.   
 

APPENDICES 
Appendix 1 - 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 

Capital and Treasury 
Management Strategy Statement  
for 2018/19 

https://moderngov.boston.gov.uk/docume
nts/s4641/Appendix%201%20-
%20Capital%20and%20Treasury%20Stra
tegy.pdf 

Treasury Management and 
Capital Strategy Update Mid-Year 
Report 2018/19 

https://moderngov.boston.gov.uk/docume
nts/s5673/Treasury%20Management%20
and%20Capital%20Strategy%20Update%
20Quarter%202%202018-19.pdf 

 
 

CHRONOLOGICAL HISTORY OF THIS REPORT 

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

 

https://moderngov.boston.gov.uk/documents/s4641/Appendix%201%20-%20Capital%20and%20Treasury%20Strategy.pdf
https://moderngov.boston.gov.uk/documents/s4641/Appendix%201%20-%20Capital%20and%20Treasury%20Strategy.pdf
https://moderngov.boston.gov.uk/documents/s4641/Appendix%201%20-%20Capital%20and%20Treasury%20Strategy.pdf
https://moderngov.boston.gov.uk/documents/s4641/Appendix%201%20-%20Capital%20and%20Treasury%20Strategy.pdf
https://moderngov.boston.gov.uk/documents/s5673/Treasury%20Management%20and%20Capital%20Strategy%20Update%20Quarter%202%202018-19.pdf
https://moderngov.boston.gov.uk/documents/s5673/Treasury%20Management%20and%20Capital%20Strategy%20Update%20Quarter%202%202018-19.pdf
https://moderngov.boston.gov.uk/documents/s5673/Treasury%20Management%20and%20Capital%20Strategy%20Update%20Quarter%202%202018-19.pdf
https://moderngov.boston.gov.uk/documents/s5673/Treasury%20Management%20and%20Capital%20Strategy%20Update%20Quarter%202%202018-19.pdf


 
 
APPENDIX 1 

 
Prudential and Treasury Indicators 
 
During 2018/19, 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 

2017/18 
Actual 
£000 

2018/19 
Original 

£000 

2018/19 
Actual 
£000 

Capital Expenditure 

 General Fund 

 
2,215 

 

 
5,804 

 
21,382 

Capital Financing Requirement 

 General Fund 

 
459 

 
459 

 
20,449 

Gross Borrowing (1,000) (1,000) (16,449) 

External Borrowing (1,000) (1,000) (16,449) 

Investments   

 Longer than 1 year 
(property funds) 

 Under 1 year 

 Total 

 
1,111 

13,195 
14,306 

1,111 
11,239 
12,350 

 
20,627 
11,268 
31,895 

Net Investments 13,306 11,250 15,446 

 
 
Gross borrowing and the CFR - in order to ensure that borrowing levels are 
prudent over the medium term and only for a capital purpose, the Council 
should ensure its gross external borrowing does not, except in the short term, 
exceed the total of the capital financing requirement for the current (2019/20) 
and next two financial years.  This essentially means that the Council is not 
borrowing to support revenue expenditure.  This indicator allows the Council 
some flexibility to borrow in advance of its immediate capital needs.   
 
The authorised limit - the authorised limit is the “affordable borrowing limit” 
required by s3 of the Local Government Act 2003.  Once this has been set, 
the Council does not have the power to borrow above this level.  The table 
below demonstrates that during 2018/19 the Council 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 are 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. 
 

 2018/19 
Actual 

Authorised limit £25m 

Maximum gross borrowing position £22m 

Operational boundary £22m 

Average gross borrowing position £5m 

Financing costs as a proportion of net revenue stream 1.14% 

 

 31 March 
2018 

Principal 
£000 

Ave 
Rate 

 
% 

31 March 
2019 

Principal 
£000 

Ave 
Rate 

 
% 

Fixed Rate Debt (1,000) 11.25 (16,449) 3.00 

Capital Financing 
Requirement 

 
459 

  
20,449 

 

Under-borrowing (541)  4,000  

Total Investments 
(including property funds) 

 
14,306 

 
0.83 

 
31,895 

 
2.09 

Net Investments 13,306  15,446  

 
The maturity structure of the debt portfolio was as follows: 
 

 2017/18 
Actual 

 
£000 

2018/19 
Original 

limits 
£000 

2018/19 
Actual 

 
£000 

30 years and within 40 years (1,000) (1,000) (1,000) 

Within 50 Years 0 (20,000) (15,449) 

Total (1,000) (21,000) (16,449) 

 
The maturity structure of the investment portfolio was as follows: 
 

 
 

2017/18 
Actual 

 
£000 

2018/19 
Actual 

 
£000 

Investments   

 Longer than 1 year (property funds) 

 Under 1 year 

 Total 

 
1,111 

13,195 
14,306 

 
20,627 
11,268 
31,895 

 
All the Council’s borrowing was on a fixed rate, whereas the investments are 
based on the rates available at the time of taking out the investment (so, 



although these are fixed, they change due to the timing and length of the 
investment). 


