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TREASURY MANAGEMENT MID-YEAR REPORT 2017/2018

1. Summary

1.1    To inform Cabinet of the investment performance of the Council’s internally and 
externally managed funds to 30 September 2017.

1.2 To update the Treasury Indicators for the six months to 30 September 2017.

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 2017/2018 was 
approved by GAC on 27 February 2017.

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 
£62.514m as at 30 September 2017. The details of the individual loans 
can be found at paragraph 3.12.

3.5. As at 30 September, the Council’s investments totalled £103.85m, 
£75.20m of which is managed by external fund managers.  The 
internally invested funds comprised £9m invested overnight in deposit 
accounts and £19.65m invested overnight in money market funds.
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3.6. Economic Background and Outlook

This has been provided by the Council’s treasury advisers, Arlingclose.

Economic backdrop:  Commodity prices fluctuated in the last 6 
months with oil falling to $45 a barrel before climbing back up to $58 a 
barrel.  UK consumer price inflation (CPI) rose to 2.9% in August, its 
highest since June 2013 as the fall in the value of sterling continued to 
feed through into higher import prices.  The new inflation measure 
CIPH, which includes owner occupiers’ housing costs, was at 2.7%.

The unemployment rate fell to 4.3%, its lowest since May 1975, but the 
squeeze on consumers intensified as average earnings grew at 2.5%, 
below the rate of inflation.  Economic activity expanded at a much 
slower pace as evidenced by Q1 and Q2 GDP growth of 0.2% and 
0.3% respectively.  With the dominant services sector accounting for 
79% of GDP, the strength of consumer spending remains vital to 
growth, but with household savings falling and real wage growth 
negative, there are concerns that these will be a constraint on 
economic activity in the second half of 2017.

The Bank of England kept the bank rate at 0.25% in the first half of this 
year, but implied at their meeting in September that a rise in the Bank 
Rate may be due in “the coming months”.  

Geopolitical tensions escalated in August as the US and North Korea 
exchanged escalating verbal threats over reports about enhancements 
in North Korea’s missile programme.  The provocation from both sides 
helped to wipe off nearly $1 trillion from global equity markets but 
benefitted safe haven assets such as gold, the US dollar and the 
Japanese yen.  

The unscheduled general election called in June resulted in a minority 
Conservative government in coalition with the Democratic Unionist 
Party.  This clearly results in an enhanced level of political uncertainty.  
The reactions from the market on the UK election’s outcome was fairly 
muted, business confidence now hinges on the progress (or not) on 
Brexit negotiations, the ultimate ‘divorce-bill’ for the exit and whether 
new trade treaties and customs arrangements are successfully 
concluded to the UK’s benefit.   

In the face of a struggling economy and Brexit-related uncertainty, 
Arlingclose expects the Bank of England to take only a very measured 
approach to any monetary policy tightening, any increase will be 
gradual and limited as the interest rate backdrop will have to provide 
substantial support to the UK economy throughout the Brexit transition.

Financial markets: Gilt yields displayed significant volatility over the 
six-month period with the appearing changes in sentiment in the Bank 
of England’s outlook for interest rates, the push-pull from expectations 
of tapering of Quantitative Easing (QE) in the US and Europe and from 
geo-political tensions, which also had an impact.  
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The FTSE 100 nevertheless powered away reaching a record high of 
7548 in May but dropped back to 7377 at the end of September.  
Money market rates have remained low.

Credit background:  UK bank credit default swaps continued their 
downward trend, reaching three year lows by the end of June.  Bank 
share prices have not moved in any particular pattern.

There were a few credit rating changes during the last six months.  The 
significant change was the downgrade by Moody’s to the UK sovereign 
rating in September from Aa1 to Aa2 which resulted in subsequent 
downgrades to sub-sovereign entities including Local Authorities.  
Standard Chartered Bank’s long term rating was downgraded on the 
expectation that the bank’s profitability will be lower following 
management’s efforts to de-risk their balance sheet.  The agency also 
affirmed Royal Bank of Scotland and NatWest’s long-term rating, 
placed Lloyds Bank’s rating on review for upgrade, and revised the 
outlook of Santander UK plc, Nationwide and Coventry Building 
Societies from negative to stable.  The agency downgraded long-term 
ratings of the major Canadian banks on the expectation of a more 
challenging operating environment and the ratings of the large 
Australian banks on its view of the rising risks from their exposure to 
the Australian housing market and the elevated proportion of lending to 
residential property investors.

S&P also revised Nordea Bank’s outlook to stable from negative, whilst 
affirming their long-term rating at AA-.

Ring-fencing, which requires the larger UK banks to separate their core 
retail banking activity from the rest of their business, is expected to be 
implemented within the next year. In May, following Arlingclose’s 
advice, the Council reduced the maximum duration of unsecured 
investments with Bank of Scotland, HSBC Bank and Lloyds Bank from 
13 months to 6 months as until banks’ new structures are finally 
determined and published, the different credit risks of the ‘retail’ and 
‘investment’ banks cannot be known for certain.

The new EU regulations for Money Market Funds were finally approved 
and published in July and existing funds will have to be compliant by no 
later than 21st January 2019.  The key features include Low Volatility 
NAV (LVNAV) Money Market Funds which will be permitted to maintain 
a constant dealing NAV, providing they meet strict new criteria and 
minimum liquidity requirements.  MMFs will not be prohibited from 
having an external fund rating (as had been suggested in draft 
regulations).  Arlingclose expects most of the short-term MMFs it 
recommends to convert to the LVNAV structure and awaits 
confirmation from each fund. 
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3.7 Regulatory Updates

MiFID II
Local authorities are currently treated by regulated financial services 
firms as professional clients who can “opt down” to be treated as retail 
clients instead.  But from 3rd January 2018, as a result of the second 
Markets in Financial Instruments Directive (MiFID II), local authorities 
will be treated as retail clients who can “opt-up” to be professional 
clients, providing that they meet certain criteria.  Regulated financial 
services firms include banks, brokers, advisers, fund managers and 
custodians, but only where they are selling, arranging, advising or 
managing designated investments.

In order to opt up to professional, the authority must have an 
investment balance of at least £10 million and that the one or more 
person(s) authorised to make investment decisions on behalf of the 
authority must have at least one year’s relevant professional 
experience. In addition, the firm must assess that those persons have 
the expertise, experience and knowledge to make investment decisions 
and understand the risks involved.  

The main additional protection for retail clients is a duty on the firm to 
ensure that the investment is “suitable” for the client. However, local 
authorities are not protected by the Financial Services Compensation 
Scheme nor are they eligible to complain to the Financial Ombudsman 
Service whether they are retail or professional clients.  It is also likely 
that retail clients will face an increased cost and potentially restricted 
access to certain products including money market funds, pooled 
funds, treasury bills, bonds, shares and to financial advice. The Council 
has declined to opt down to retail client status in the past as the costs 
were thought to outweigh the benefits.

The Council meets the conditions to opt up to professional status and 
intends to do so in order to maintain their current MiFID status.

CIPFA Consultation on Prudential and Treasury Management 
Codes

In February 2017 CIPFA canvassed views on the relevance, adoption 
and practical application of the Treasury Management and Prudential 
Codes and after reviewing responses launched a further consultation 
on changes to the codes in August with a deadline for responses of 
30th September 2017.  The Council submitted a response to this 
consultation.

The proposed changes to the Prudential Code include the production 
of a new high-level Capital Strategy report to full council which will 
cover the basics of the capital programme and treasury management. 
The prudential indicators for capital expenditure and the authorised 
borrowing limit would be included in this report but other indicators may 
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be delegated to another committee. There are plans to drop certain 
prudential indicators, however local indicators are recommended for 
ring fenced funds (including the HRA) and for group accounts.  

Proposed changes to the Treasury Management Code include the 
potential for non-treasury investments such as commercial investments 
in properties in the definition of “investments” as well as loans made or 
shares brought for service purposes. Another proposed change is the 
inclusion of financial guarantees as instruments requiring risk 
management and addressed within the Treasury Management 
Strategy. Approval of the technical detail of the Treasury Management 
Strategy may be delegated to a committee rather than needing 
approval of full Council. There are also plans to drop or alter some of 
the current treasury management indicators. 

CIPFA intends to publish the two revised Codes towards the end of 
2017 for implementation in 2018/19, although CIPFA plans to put 
transitional arrangements in place for reports that are required to be 
approved before the start of the 2018/19 financial year. The 
Department of Communities and Local Government (DCLG) and 
CIPFA wish to have a more rigorous framework in place for the 
treatment of commercial investments as soon as is practical.  It is 
understood that DCLG will be revising its Investment Guidance (and its 
MRP guidance) for local authorities in England; however there have 
been no discussions with the devolved administrations yet.
 

3.8 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.  During the first half of 2017/18 the 
Council’s investment balances ranged between £97m and £114.6m 
(this includes both internally managed investments and externally 
managed pooled funds).

Both the CIPFA Code and government guidance require the Council to 
invest its funds prudently, and to have regard to the security and 
liquidity of its investments before seeking the highest rate of return, or 
yield.  The Council’s objective when investing money is to strike an 
appropriate balance between risk and return, minimising the risk of 
incurring losses from defaults and the risk of receiving unsuitably low 
investment income.

In furtherance of these objectives, and given the increasing risk and 
falling returns from short-term unsecured bank investments, the 
Council has moved away from unsecured bank deposits, keeping in-
house investments extremely liquid in call-accounts and money market 
funds and further investing in externally managed pooled funds.  
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The Council has opened an additional money market fund – the 
Amundi Money Market Fund – Short term (GBP) fund.  The Council 
now has a total of 7 money market funds it invests in on a daily basis.

Table 1 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.

Table 1 – Change in investments 

Balance on 
31/03/2017

£m

Balance on 
30/09/2017  

£m

Increase/
Decrease in 
Investments

£m

Comments 

Overnight Investments 11.23 28.65 17.42
Short Term Investments 4.50 0.00 (4.50)
Total in-house funds 
invested

15.73 28.65 12.92

Investments in Pooled 
Funds

75.14 75.20 0.06 £0.04m of the 
increase was 
from additional 
investment. 
£0.02m is the 
unrealised gain.

TOTAL INVESTMENTS 90.87 103.85 13.06

Table 2 – In-house investments

Details of in house investments
Start Date Institution Investment

£m
Maturity 
Date

Interest 
Rate

Overnight Investments
Santander UK plc 5.00 n/a 0.25% 
Barclays Bank plc  1.00 n/a 0.20%
Svenska Handlesbanken 3.00 n/a 0.15%
Insight (MMF) 5.00 n/a 0.17%
Amundi (MMF) 5.00 n/a 0.32%
Standard Life (MMF) 5.00 n/a 0.20%
Invesco (MMF) 4.65 n/a 0.20%

Sub total: Overnight Investments 28.65

Total in-house funds invested 28.65

Currently all internally managed 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 2017, rates for MMF 
are quoted daily after the close of business.
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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 
of 2017/18, the Council has added the Amundi money market fund to 
its approved list of money market funds.  

All investments since 31st March 2017 complied with the Council’s 
strategy approved by Council on 27th February 2017.  There have been 
no breaches.  Compliance with specific investment limits is 
demonstrated in table 3 below:

Table 3 – Investment Limits

H1
Maximum

30.9.17
Actual

2017/18
Limit

Complied

Any single organisation, except UK Government 
and externally managed pooled funds £5M £5M £7.5M 

Any group of funds under the same management £5M £5M £7.5M 

Investments held in a broker’s nominee account £4.5M £0M £25M 

Foreign countries £3M £3M £10M 

Registered Providers £0M £0M £5M 

Unsecured investments with Building Societies £0M £0M £5M 

Loans to unrated corporates £0M £0M £5M 

Money Market Funds £30.3 £19.7 £40M 

Non-specified investments £75.8M £75.2M £115M 

3.9 Externally Managed Funds

The total value of the externally managed funds was £75.20m as at 
30th September 2017, this represents an unrealised capital gain of 
£0.02m since 31st March 2017.  

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.  
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The Council, in consultation with its advisors Arlingclose, closely 
monitor the performance of each of the funds whilst also ensuring a 
balance is maintained between the types of funds invested in.  The 
Council decided to withdraw its investment in the Aberdeen Absolute 
Return Bond Fund in July 2017 as the performance of this fund had not 
been meeting Council objectives.  The Council realised a loss of 
£44,215 at disposal.

With the returned funds from the Aberdeen investment the Council 
invested a further £1M in the Columbia Threadneedle UK Short Dated 
Corporate Bond Fund and a further £1M in the M&G UK Income 
Distribution Fund.

The Council also switched its investment from the Investec Short Dated 
Bond Fund into the Investec Cautious Managed Fund.  At the point of 
switch, the Council realised a gain of £91,269.   

The value of the external funds as at 30th September 2017 and the 
change in value since 31st March 2017 is shown in Appendix A.  

3.10 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 £62.51m.

Table 4 – Borrowing 

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
          

4.34              5.00            5.00 2.40%

EIP 01/02/2039     21.35          18.00           14.33 2.90% 0.33

EIP 01/02/2026 8.35                  9.00            5.46 1.82% 0.32

EIP 01/02/2022
       

4.34              9.00            4.05 1.31% 0.45

EIP 01/02/2032
     

14.35            26.95           19.54 2.44% 0.68

EIP 01/02/2037
     

19.35              9.00            7.02 2.79% 0.18

EIP 01/02/2031
     

13.35            10.00            7.11 2.35% 0.26

  15.32                86.95 62.51 2.41% 2.22

There has been no overnight/short term borrowing since 1st April 2017.
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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 2016.  

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. 

3.11 Projected Outturn for 2017/2018

With security of capital our primary objective, the internal investments 
have achieved an average interest rate of 0.21% for the financial year 
to date.  As at 30th September 2017 £0.026m of interest had been 
received from internal fund investments.  

The Council has so far this year received income of £0.549m from the 
externally managed pooled funds, income distribution share class 
funds.  There is another £0.251m of dividends due which have been 
declared but not yet received.  Further dividend payments are still 
expected.
  
Together with the realised gain of £0.091m from the switch of the 
Investec fund, and the loss of £0.044m from the sale of the Aberdeen 
fund, the total income earnt from investments is £0.622m. 

The Council is likely to exceed the budget set of £0.650M.

3.12 Treasury Indicators

The Council can confirm that it has complied with its Treasury 
Indicators for 2017/18, which were set in the budget report to the 
General Assembly of the Council on 27 February 2017 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.

30.9.17 
Actual

2017/18 
Target Complied

Portfolio average credit rating A+ A 
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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 2017 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 2017/18
Upper Limit for Fixed 
Interest Rate Exposure 100%

Compliance with Limits: 

Upper Limit for Variable 
Interest Rate Exposure 100%

Compliance with Limits: 

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 
2017/18 

%

Upper 
Limit for 
2017/18 

%

Actual 
Maturity % 

as at
30/09/2017

Actual Fixed 
Rate 

Borrowing at 
30/09/2017

£m

Complied

under 12 months 0% 25% 7.10% 4.44 

12 months and within 
24 months 0% 25% 7.10% 4.44 

24 months and within 5 
years 0% 50% 28.62% 17.88 

5 years and within 10 
years 0% 40% 26.80% 16.75 
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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

30/09/17
Actual

Internally Managed Funds £20m £0
Externally Managed 
Funds £115m £75.20m

3.13 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 – Deliver high quality 
services, offering value for money and demonstrating a culture of 
continuous improvement.

Regular monitoring and scrutiny of the Council’s financial position, and, 
in particular its treasury management function is key to maintaining a 
high quality service and value for money.

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.

10 years and within 20 
years 0% 50% 28.78% 17.99 

20 years and above 0% 20% 1.60% 1.00 

Total  100.00% 62.51
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6. Details of Exempt Information Category

Not applicable

7. Appendices

Appendix A – External Pooled Fund Investments as at 30/09/2017

BACKGROUND PAPERS

Documents consulted Date /
File Ref

Report Author Section and
Directorate

Exempt
Information 
Category

Banking 2017/2018 Catherine Bailey
(01322) 343312

Financial 
Services,
Internal 
Services

N/A


