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Briefing Report ITEM NO.

REPORT OF THE ASSISTANT MAYOR FINANCE & SUPPORT SERVICES

TO COUNCIL

ON 20TH SEPTEMBER

TITLE: TREASURY MANAGEMENT ANNUAL REPORT 2016/17       

RECOMMENDATIONS: Members are requested to consider the outturn position and 
performance of Treasury Management 

EXECUTIVE SUMMARY:

This report provides details of treasury management activity in 2016/17.  The key highlights 
are:- 

 The continuing policy of financing borrowing requirements by utilising a series 
of short term loans from other local authorities in order to take advantage of 
historically low interest rates currently available.

 Net Interest on loans and investments has exceeded the benchmark targets.

 All treasury management activity was within the performance boundaries set in 
the approved strategy for the year 

The overall level of capital financing costs was contained within budget provision as a result 
of the borrowing strategy adopted. 

BACKGROUND DOCUMENTS: 

Various working papers in the Finance Division including:-
 T.M. strategy 2016/17 reported to Council on 24 February 2016.
 T.M.P’s 1 to 12 and supporting schedules
 T.M. Code of Practice (CIPFA)

KEY DECISION: YES / NO

DETAILS:
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TREASURY MANAGEMENT ANNUAL REPORT 2016/17       

1.  Introduction
1.1 The council is required by regulations issued under the Local Government Act 2003 to 

produce an annual treasury management review of activities following year end. 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 2016/17 the minimum reporting requirements were fulfilled in line with the 
approved Treasury Management Strategy and the following reports were received: 

 an annual treasury strategy statement in advance of the year was received at Council 
24/02/2016

 a mid-year treasury update report was received at Overview and  Scrutiny Board 
2/11/2016

 an annual review following the end of the year describing the activity compared to the 
strategy to be received at Council before the end of September (this report). 

1.3 The regulatory environment places responsibility on the City Mayor and 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 Council.  

1.4 The council uses Capita Asset Services as its external treasury management advisors 
but recognises that responsibility for treasury management decisions remains with the 
organisation at all times and will ensure that undue reliance is not placed upon our 
external service providers. It also recognises that there is value in employing external 
providers of treasury management services in order to acquire access to specialist skills and 
resources. 

1.5 This annual report provides a review of 2016/17 and covers the following major areas:

 the council’s treasury position as at 31 March 2017

 the outturn for 2016/17

 compliance with treasury limits

 investment strategy and outturn for 2016/17

2. Economic Background  
2.1 The two major landmark events that had a significant influence on financial markets in 

the 2016-17 financial year were the UK EU referendum on 23 June and the election of 
President Trump in the USA on 9 November.  The first event had an immediate impact in 
terms of market expectations of when the first increase in Bank Rate would happen, 
pushing it back from quarter 3 2018 to quarter 4 2019.  At its 4 August 2016 meeting, the 
Monetary Policy Committee (MPC) cut Bank Rate from 0.5% to 0.25% and the Bank of 
England’s Inflation Report produced forecasts warning of a major shock to economic 
activity in the UK, which would cause economic growth to fall almost to zero in the 
second half of 2016. The MPC also warned that it would be considering cutting Bank 
Rate again towards the end of 2016 in order to support growth. In addition, it restarted 
quantitative easing with purchases of £60bn of gilts and £10bn of corporate bonds, and 
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also introduced the Term Funding Scheme whereby potentially £100bn of cheap 
financing was made available to banks.   

2.2 In the second half of 2016, the UK economy confounded the Bank’s pessimistic 
forecasts of August.  After a disappointing quarter 1 of only +0.2% GDP growth, the 
three subsequent quarters of 2016 came in at +0.6%, +0.5% and +0.7% to produce an 
annual growth for 2016 overall, compared to 2015, of no less than 1.8%, which was very 
nearly the fastest rate of growth of any of the G7 countries. Needless to say, this meant 
that the MPC did not cut Bank Rate again after August but, since then, inflation has risen 
rapidly due to the effects of the sharp devaluation of sterling after the referendum.  By 
the end of March 2017, sterling was 17% down against the dollar but had not fallen as 
far against the euro.  In February 2017, the latest CPI inflation figure had risen to 2.3%, 
above the MPC’s inflation target of 2%.  However, the MPC’s view was that it would not 
raise Bank Rate, caused by sterling’s devaluation, despite forecasting that inflation 
would reach nearly 3% during 2017 and 2018.  This outlook, however, is dependent on 
domestically generated inflation, (i.e. wage inflation), continuing to remain subdued 
despite the fact that unemployment is at historically very low levels and is on a 
downward trend. Market expectations for the first increase in Bank Rate moved forward 
to quarter 3 2018 by the end of March 2017 in response to increasing concerns around 
inflation.

3.   Interest Rates

3.1 During 2016-17, PWLB rates fell from April to June and then gaining fresh downward 
impetus after the referendum and Bank Rate cut, before staging a partial recovery 
through to December and then falling slightly through to the end of March.

3.2 After the EU referendum, Bank Rate was cut from 0.5% to 0.25% on 4 August and 
remained at that level for the rest of the year.  Market expectations as to the timing of the 
start of monetary tightening started the year at quarter 3 2018, but then moved back to 
around the end of 2019 in early August before finishing the year back at quarter 3 2018.   
Deposit rates continued into the start of 2016/17 at previous depressed levels but then 
fell during the first two quarters and fell even further after the 4 August MPC meeting 
resulted in a large tranche of cheap financing being made available to the banking sector 
by the Bank of England.  Rates made a weak recovery towards the end of 2016 but then 
fell to fresh lows in March 2017.

Table 1 Example PWLB Rates 2016/17

1 Year 5 Year 10 Year 25 Year 50 Year
01/04/2016 1.13% 1.62% 2.31% 3.14% 2.95%
31/03/2017 0.83% 1.24% 1.91% 2.60% 2.34%
Low 0.76% 0.95% 1.42% 2.08% 1.87%
Date 20/12/2016 10/08/2016 10/08/2016 12/08/2016 30/08/2016
High 1.20% 1.80% 2.51% 3.28% 3.08%
Date 27/04/2016 27/04/2016 27/04/2016 27/04/2016 27/04/2016
Average 0.93% 1.36% 2.01% 2.72% 2.49%
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4.  Overall Treasury Position as at 31 March 2017 

4.1 At the beginning and the end of 2016/17 the council‘s treasury (excluding borrowing by 
PFI and finance leases) position was as follows:

  Table 2 Treasury Financing

Loan Type
£M % £M %

PWLB 0 0 0 0 N/A
Temporary loans 125.2 0.56 142.4 0.43 Mar-18
Market loans 283.2 5.12 283.2 5.12 Feb-77
Stock 13.6 7.00 13.6 7.00 Mar-19
Total debt 422.0 439.2
Less: total investments 47.3 1.02 88.03 0.55 Jan-19
Net debt 374.7 351.17

31 March 
2016 

Rate/ 
Return

31 March 
2017 

Rate/ 
Return

Latest 
Debt 

4.2 The capital financing requirement (CFR) is an estimate of the council’s underlying need to 
borrow.  At the time of preparation of the 2016/17 revenue budget it was estimated that the 
additional CFR for the year would be an increase of £1.6m. The actual CFR movement was a 
decrease of £18.2m (excluding the effect of PFI). This was due to a lower level of capital 
spend than expected and a reduction in the requirement for unsupported borrowing.

4.3 Accounting rules state that the value of assets acquired under PFI and finance leases must 
be brought onto the council’s balance sheet as the increase in the value of the assets impacts 
upon the CFR.  The actual CFR increase due to PFI assets acquired was £10.3m which led 
to a total CFR movement of a reduction of £7.9m.  

4.4 PWLB loans repaid in 2009/10 were replaced mainly with a series of short term loans from 
other local authorities.  This strategy has continued with the recycling of short term debt 
rather than committing to longer term agreements. This has enabled the council to take 
advantage of historically low rates of interest currently available. Currently loans from other 
authorities are for periods varying between 1 month and 12 months at interest rates ranging 
between 0.25% and 0.65%.  No new loans were arranged with PWLB in the year.

4.5 During the financial year the council operated within the treasury limits and prudential 
indicators set out in the council’s Treasury Management Policy Statement and Treasury 
Management Strategy Statement (TMSS).

5. Investment Strategy for 2016/17

5.1 The council’s temporary cash balances are managed by the treasury management team and 
invested with those institutions satisfying the criteria for inclusion in the Approved Lending List 
as set out in Treasury Management Strategy. The council invests over a range of time scales 
dependent on its cash flow, the interest rates on offer and the security of the investment, 
bearing in mind the creditworthiness of the institutions in which the funds are invested.
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5.2 The level of investments held at 31 March 2016 was £47.3m.  At the 31 March 2017 it was 
£88.3m, which partly reflected a requirement to meet an advance pension payment at the 
beginning of 2017/18 in order to achieve an approved savings target for 2017/18.    The value 
of investments was partly offset by an increase in short term borrowing.  

5.3 The rate of return on investments at 31 March 2017 was 0.55%. The benchmark by which 
investment performance is measured is the London Inter Bank Bid (LIBID) rate. The 2016/17 
average 7 day LIBID rate was 0.20% and the average 3 month LIBID rate was 0.31%. The 
actual return achieved exceeded both these benchmarks.

6.    Capital Financing Outturn

6.1 The overall level of borrowing costs was contained within budget provision as a result of the 
borrowing strategy adopted.. 

NEIL THORNTON

DIRECTOR OF FINANCE AND CORPORATE BUSINESS
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Appendix 1

Prudential and Treasury Indicators

Prudential Indicators 2016/17 2016/17
Original Actual

£M £M
Capital Expenditure
  Non-HRA 64.8 57.0
  HRA 0.2 0.1
  Total 65.0 57.2

Capital financing requirement (CFR)
  Non-HRA 628.0 635.0
  HRA 1.5 1.5
  Total 629.5 636.5

Annual Change in CFR
  Non-HRA 23.4 17.7
  HRA 0.0 0.0
  Debt repayment provision MRP -21.8 -25.6
  Total 1.6 -7.9

Ratio of financing costs to net revenue stream % %
  Non-HRA 23.9 24.3
  HRA 2.2 2.4

Incremental impact of capital investment £ £
 Increase in band D council tax per annum 34.2 24.8
 Increase in average housing rent per week 0 0

Treasury Indicators
2016/17 2016/17

Estimate Actual
£M £M

Operational boundary for external debt
Borrowing 430.4 not exceeded
Other long term liabilities 30.0 not exceeded
Total 460.4 not exceeded

Authorised limit for external debt
Borrowing 530.4 not exceeded
Other long term liabilities 30.0 not exceeded
Total 560.4 not exceeded  
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The operational boundary limits for external debt reflect the estimate of the most likely, 
prudent, but not worst case, scenario without the additional headroom included within the 
authorised limit.

2016/17 current position
Limits on Interest Rate Exposure

Upper Limit on Fixed Interest Rate Exposure
100% Complied

Upper Limit on Variable Interest Rate Exposure

65% Complied

Maturity structure for fixed rate borrowing Upper Limit Lower Limit

Under 12 months 75% 0% Complied

12 and within 24 months 50% 0% Complied

24 months and within 5 years 50% 0% Complied

5 years and within 10 years 50% 0% Complied

10 years and above 100% 25% Complied

Variable rate debt maturing in any one year

75% 0% Complied

2016/17 Current
Upper Limit for Investments beyond 364
days

£40m £10m

Treasury Indicators

All Years

KEY COUNCIL POLICIES: Treasury Management Strategy and Budget        
                                                Strategy.
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EQUALITY IMPACT ASSESSMENT AND IMPLICATIONS:

ASSESSMENT OF RISK: Low

The monitoring and control of risk underpins all treasury management activities. The 
main risks are of adverse or unforeseen fluctuations in interest rates and security of 
capital sums.

LEGAL IMPLICATIONS Supplied by: Richard Holmes, Principal Solicitor, tel. 219 
6323

Regulations issued under the Local Government Act 2003 require the Council to 
provide a review of its treasury management activities each year for the previous 
year. Additional requirements are contained within the CIPFA Code of Practice on 
Treasury Management and the CIPFA Prudential Code for Capital Finance in Local 
Authorities, which are both taken into account for compliance as outlined in the 
report, which covers particularly the Council’s treasury position as at 31 March 2017, 
compliance with treasury limits and the Council’s investment strategy and outturn for 
2016/17.

The report highlights the existing policy of borrowing requirements using short-term 
loans to benefit from low interest rates, and states that all treasury management 
activity conformed to the Treasury Management Strategy which was approved by 
Council in February this year.

FINANCIAL IMPLICATIONS Supplied by: Tony Thompstone – Finance Manager Ext 
2016

Financial implications are included within the report.

PROCUREMENT IMPLICATIONS 

There are no Procurement Implications in this report.  

HR IMPLICATIONS 

There are no HR implications arising from this report
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OTHER DIRECTORATES CONSULTED:

CONTACT OFFICERS:  

Paula Summersfield                      Tel No.  778 0214
Tony Thompstone                         Tel No.  793 2016

WARDS TO WHICH REPORT RELATES: None specifically


