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TREASURY MANAGEMENT REPORT 2016/2017

1. Summary

1.1     To inform Cabinet of the investment performance of the Council’s internally
           and externally managed funds to 30 September 2016.

1.2 To update the Treasury Indicators for the six months to 30 September 2016.

2. RECOMMENDATIONS

2.1     That Cabinet notes the investment performance of the Council’s funds. 

2.2      That Cabinet notes the half-year position of the Council’s Treasury Indicators.

3. Background and Discussion

3.1. The Chartered Institute of Public Finance and Accountancy’s Treasury 
Management Code recommends that members are informed of 
Treasury Management activities at least twice a year. This report 
therefore ensures this authority is embracing Best Practice in 
accordance with CIPFA’s recommendations. 

3.2. The Council’s Treasury Management Strategy for 2016/2017 was 
approved by GAC on 22 February 2016.

3.3. The Council has borrowed and invested substantial sums of money 
and is therefore exposed to financial risks including the loss of invested 
funds and the revenue effect of changing interest rates.  This report 
covers treasury activity and the associated monitoring and control of 
risk.

3.4. The Council became indebted on 28 March 2012 following the 
introduction of the Housing Self Financing regime. The Council 
originally borrowed £86.953m from the PWLB; in total seven loans 
were borrowed at an average weighted interest rate of 2.4% and 
average weighted duration of 19.62 years. The debt stands at 
£66.957m as at 30 September 2016. The details of the individual loans 
can be found at paragraph 3.12.

3.5. As at 30 September, the Council’s investments totalled £90.96m, 
£53.32m of which was managed by external fund managers; the 
internally invested funds comprised £5m in certificates of deposit, 
£1.02m covered bond, £2m floating rate note, £6m in fixed term deals 
and £23.62m invested overnight in deposit accounts and money 
market funds.

3.6. A large range of financial instruments are now in regular use, however 
the returns available, whilst holding security and liquidity as the prime 
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considerations, are low and have been falling since the drop in the 
bank of England base rate in August 2016. 

3.7. Investment Activity

In House Investments

The Council holds significant invested funds, representing income 
received payable to others (e.g. Council tax payable to major 
preceptors, as well as income in advance of expenditure plus balances 
and reserves held.  Cashflow forecasts indicated that during 2016/17 
the Council’s investment balances would range between £76m and 
£93m

The Guidance on Local Government Investments in England gives 
priority to security and liquidity and the Council’s aim is to achieve a 
yield commensurate with these principles.

The transposition of EU directives into UK legislation places the burden 
of rescuing failing EU banks disproportionately onto unsecured local 
authority investors through potential bail-in of unsecured bank deposits 
including certificates of deposit.  Given the increased risk of unsecured 
bank investments, the Council has diversified its investments further by 
investing in two new pooled funds and investing further in pooled funds 
already held.  This represents a continuation of the strategy adopted in 
2015/16.  The Council has also sought to invest, where practicable, in 
“covered” investments with high-quality banks which are investments 
secured against a pool of assets.  

The first table below shows the change in investments since the start of 
this financial year, whilst the second table details each in house 
investment and shows its maturity date.

Balance on 
31/03/2016

£m

Balance on 
30/09/2016  

£m

Increase/
Decrease in 
Investments

£m

Comments 

Overnight Investments 17.34 23.62 6.28
Short Term Investments 16.01 14.02 (1.99)
Total in-house funds 
invested

33.35 37.64 4.29

Investments in Pooled 
Funds

41.44 53.32 11.88 Market 
valuation, 
includes £11m 
of new 
investments

TOTAL INVESTMENTS 74.79 90.96 16.17
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Details of in house investments
Start Date Institution Investment

£m
Maturity 
Date

Interest 
Rate

Overnight Investments ¹
Santander UK plc 5.00 n/a 0.40% 
Barclays Bank plc  1.50 n/a ³0.20%
Blackrock (MMF) 2.12 n/a 0.28%
Insight (MMF) 5.00 n/a 0.33%
Standard Life (MMF) 5.00 n/a 0.37%
Invesco (MMF) 5.00 n/a 0.37%

Sub total: Overnight Investments 23.62
Short Term Investments
13/07/2016 Lloyds Bank 3.00 13/10/2016 0.65%
15/07/2016 Nationwide BS 2.00 15/10/2016 0.39%
01/06/2016 Nationwide BS 1.00 01/12/2016 0.71%
05/07/2016 CD ²-Svenska 

Handelsbanken
1.00

05/10/2016
0.50%

18/05/2016 Bank of Scotland Covered 
Bond

1.02 08/11/2016 0.80%

05/09/2016 National Australia Bank 
Floating Rate Note

2.00 14/11/2016 0.35%

03/06/2016 CD-Rabobank 3.00 05/12/2016 0.65%
18/03/2016 CD-Toronto Dominion 1.00 16/12/2016 0.74%
Sub-total: Short Term Investments 14.02

Total in-house funds invested 37.64

¹ All overnight investments are liquid, in that there is no period of notice 
required, the only restriction is there are specified cut off times during 
the day after which the funds will not be received until the next working 
day. The interest rate quoted for the Money Market Funds (MMF) are 
for the 30th September 2016, rates for MMF are quoted daily after the 
close of business.

² CD is a Certificate of Deposit. There is a secondary market for these 
instruments which means they can be sold should the funds be 
required.  These are held on behalf of the Council by King and 
Shaxson’s dealing and custody arrangements.

³ This is the higher rate of interest which will only apply until December 
2016 after which time the rate will reduce to 0.00%. 

3.8 The Council’s treasury advisers (Arlingclose) monitor counterparty 
credit quality constantly and forward details of all changes immediately. 
Arlingclose also provide monthly comprehensive updates as to 
counterparty credit but it always remains the responsibility of the 
Council to decide whether or not to use their advice. As part of his 
delegated authority, the Managing Director decides whether to include 
or exclude an institution and whether to restrict the amount or 
timescale of an investment to an institution.  During the first 6 months 
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of 2016/17, the Council has removed Standard Chartered Bank from its 
lending list and more recently Deutsche Bank AG.  

3.9 Since the start of 2016/17, cash flow balances have been high.  
Despite a waterfall payment to Prologis in April of just over £4.5m, April 
cash flow balances were particularly high due to the influx of NNDR 
and council tax payments but with no payments due to the DCLG.  In 
May, balances reduced as two instalments had to be made to DCLG 
for business rates but soon rose again during June and July.  In July 
the Council completed, in accordance with the development agreement 
with Prologis, the sale of plot 3 at the Bridge development site with 
Motorline which resulted in a receipt of £3.43m.  Capital spend against 
budget has been lower than would have been expected at this point in 
the year.

3.10 All investments since 31st March 2016 complied with the Council’s 
strategy approved by Council on 22nd February 2016.  There have 
been no breaches.

3.11 Externally Managed Funds

The total value of the externally managed funds was £53.32m as at 
30th September 2016, this represents an unrealised capital gain of 
£0.88m since 31st March 2016.  

The Council has investments in cash plus, bond, equity income, multi-
asset and property funds which allow the Council to diversify into asset 
classes other than cash without the need to manage and own the 
underlying investments.  The funds which are operated on a variable 
net asset value (VNAV) basis offer diversification of investment risk, 
coupled with the service of a professional fund manager; they also offer 
enhanced returns over the longer term but are more volatile in the short 
term.  

The following investments have been made in the pooled funds since 
31st March 2016:

 £1m invested in the Threadneedle UK Equity Income Fund in 
April 2016.

 Switch of holdings from the Royal London Cash Plus Fund 
(accumulation shares) into the Royal London Enhanced Cash 
Plus Fund (income distribution shares) in April 2016.

 £1.5m additional investment made in the Royal London 
Enhanced Cash Plus fund (income distribution shares) in July 
2016.

 £2m additional investment in the Investec Diversified Income 
Fund in July 2016

 Switch of £2m from the Investec Short Dated Bond Fund into the 
Investec Diversified Income Fund in July 2016.
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 £1.5m invested in the Payden & Rygel Absolute Return Bond 
Fund (income distribution class) in July 2016

 £1.5m invested in the Payden & Rygel Sterling Reserve Fund in 
July 2016. 

 £2m invested in the Threadneedle UK Short Dated Corporate 
Bond Fund in September 2016

The Aberdeen Absolute Return Bond Fund has not performed as would 
have been expected and the Council will keep under review dis-
investing once the unit value returns to initial investment levels.

There was a fall in the unit value of equity and bond funds in the 
immediate aftermath of the EU referendum result in June but this was 
reversed very shortly thereafter.  The value of the external funds as at 
30th September 2016 and the change in value since 31st March 2016 is 
shown in Appendix A.  

The Council has switched a number of its holdings from accumulation 
shares to income shares which means the Council now receives 
dividend payments for these investments.  Dividends received up to 
30th September 2016 are shown in Appendix A.

3.12 Borrowing

The Council borrowed £86.95m to fund the Housing Self Financing 
settlement on 28th March 2012. At the time of borrowing, it was 
possible to set the instalment dates to suit the Council’s cash flow. 1st 
February and 1st August were chosen. The table below shows the 
current position of outstanding debt of £66.96m.

Loan 
Type

Maturity 
Date

Years 
to 

Maturity

Principal 
Borrowed 
(28/03/12)

£m

Principal 
Outstanding 

(30/09/16)
 £m

Interest 
Rate %

Semi-
annual 

repayment
£m

Maturity 01/02/2022
          

5.35              5.00            5.00 2.40%

EIP 01/02/2039     22.35          18.00           15.00 2.90% 0.33

EIP 01/02/2026 9.35                  9.00            6.11 1.82% 0.32

EIP 01/02/2022
       

5.35              9.00            4.95 1.31% 0.45

EIP 01/02/2032
     

15.35            26.95           20.89 2.44% 0.68

EIP 01/02/2037
     

20.35              9.00            7.38 2.79% 0.18

EIP 01/02/2031
     

14.35            10.00            7.63 2.35% 0.26

  15.32                86.95 66.96 2.41% 2.22
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There has been no overnight/short term borrowing since 1st April 2016.

Should it be required to borrow new loans, the Council has been 
eligible to apply for new loans from the Public Works Loans Board 
(PWLB) at the PWLB Certainty Rate (0.2% below the PWLB standard 
rate).   This eligibility is for a 12 month period from 1st November 2015.  
A regular review will take place in respect of redemptions for each loan.  
The Council will consider the merits of early redemption if gilt yields 
and, consequently PWLB redemption rates, rise to a level which could 
lead to a financial advantage in respect of early redemption of the 
loans. Any benefits of early redemption will be weighed against the 
ongoing requirements of the HRA business plan and its future funding 
needs. 

3.13 Projected Outturn for 2016/2017
The average interest rate achieved on internal investments is 0.50% for 
the financial year to date.  As at 30th September 2016, £0.07m of 
interest had been received from internal fund investments.  There is a 
further £0.04m of accrued interest on internal investments already 
made.  

It should be noted that with the cut in the Bank Rate in August 2016 to 
0.25% and expectations of a further cut by the Bank of England, rates 
on call accounts and new short-dated deposits and CDs with banks 
and deposits have fallen. The average interest rate on internal 
investments during the second half of 2016-2017 is expected to be 
commensurately lower.

The Council has switched a number of the external pooled funds from 
the accumulation share class to the income distribution share class, 
this means that dividends are now received.  To date, the Council has 
received £0.22m of dividend payments.  

The budget of £0.17m has therefore already been exceeded.

3.14 Treasury Indicators

The Council can confirm that it has complied with its Treasury 
Indicators for 2016/17, which were set in the budget report to the 
General Assembly of the Council on 22 February 2016 as part of the 
Council’s Treasury Management Strategy Statement. Details are as 
follows:

Security:  The Council has adopted a voluntary measure of its 
exposure to credit risk by monitoring the value weighted average credit 
score of its investment portfolio.  This is calculated by applying a score 
to each investment (AAA=1, AA+=2 etc.) and taking the arithmetic 
average, weighted by the size of each investment.  Unrated 
investments are assigned a score based on their perceived risk.
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Target Actual
Portfolio average credit 
rating (in-house 
managed cash 
balances)

A A+

Liquidity:  The Council has adopted a voluntary measure of its 
exposure to liquidity risk by monitoring the amount of cash available to 
meet unexpected payments within a rolling one month period, without 
additional borrowing.

Target
Total cash available 
within 1 month £5m

Since the1st April 2016 the Council had at least £5m available within 
one month at all times.

Interest Rate Exposures:  This indicator is set to control the 
Authority’s exposure to interest rate risk.  It represents the maximum 
level (as a percentage) of the Council’s investment and borrowing that 
will be invested at either a fixed or variable rate of interest.  The upper 
limit for variable rate exposure has been set to ensure that the Council 
is not exposed to interest rate rises which could adversely impact on 
the revenue budget.  The limit allows for the use of variable rate 
borrowing to offset exposure to changes in short-term rates of 
investments.

Approved Limits for 2016/17
Upper Limit for Fixed 
Interest Rate Exposure 100%

Compliance with Limits: Yes
Upper Limit for Variable 
Interest Rate Exposure 100%

Compliance with Limits: Yes
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Maturity Structure of Borrowing 
This indicator is to control the Authority’s exposure to refinancing risk.  
The upper and lower limits on the maturity structure of fixed rate 
borrowing together with the actual fixed rate borrowing as at 30th 
September are shown below:

Maturity structure of 
fixed rate borrowing

Lower 
Limit for 
2016/17 

%

Upper 
Limit for 
2016/17 

%

Actual 
Maturity % 

as at
30/09/2016

Actual Fixed 
Rate 

Borrowing at 
30/09/2016

£m
under 12 months 0% 20% 6.64% 4.44
12 months and within 24 
months 0% 20% 6.64% 4.44

24 months and within 5 
years 0% 30% 19.91% 13.33

5 years and within 10 
years 0% 50% 34.12% 22.85

10 years and within 20 
years 0% 45% 29.94% 20.05

20 years and above 0% 20% 2.75% 1.85
Total  100.00% 66.96

Principal Sums Invested for Periods Longer than 364 days
The purpose of this indicator is to control the Council’s exposure to the 
risk of incurring losses by seeking early repayment of its investments.  
The limits on long-term principal sum invested to final maturities beyond 
the period end are as follows:  

Approved upper limit of 
principal invested 
beyond 364 days

30/09/16
Actual

Internally Managed Funds £20m £0
Externally Managed 
Funds £75m £53.32m

3.15 Economic Background and Outlook

This has been provided by the Council’s treasury advisers, Arlingclose 
and can be found at appendix A.

4. Relationship to the Corporate Plan

Council Performing Strongly Theme PS1 – this  the robust 
management of the Council’s day to day finances, enabling it to meet 
its financial obligations to all stakeholders by offering a high quality, 
value for money service.
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Regular monitoring and scrutiny of the Council’s financial position, and, 
in particular its treasury management function is key to maintaining a 
sound financial strategy. 

5. Financial, legal, staffing and other administrative implications and risk 
assessments

Financial Implications As detailed in the report

Legal Implications There are none as a result of this report

Staffing Implications There are none as a result of this report

Administrative Implications There are none as a result of this report

Risk Assessment Treasury operations are tightly regulated and the 
Council’s external advisors consulted regularly, 
thus minimising the risk to the Council. A prudent 
approach is taken in relation to investment 
activity with priority being given to security and 
liquidity over yield.

6. Details of Exempt Information Category

Not applicable

7. Appendices

Appendix A – External Pooled Fund Investments as at 30/09/2016
Appendix B – Economic Update provided by Arlingclose
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