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DIRECTOR OF RESOURCES
to
FINANCE AND CORPORATE SERVICES COMMITTEE
27 NOVEMBER 2018

HALF YEARLY TREASURY MANAGEMENT UPDATE

1. PURPOSE OF THE REPORT

1.1 To report on the Council’s investment activity for the first half of 2018 / 19 in 
accordance with the Chartered Institute of Public Finance and Accountancy Treasury 
Management Code (CIPFA’s TM Code) and the Council’s Treasury Management 
Policies (TMPs).

2. RECOMMENDATION

That Members review and comment on the Treasury Management report for 
compliance purposes.

3. SUMMARY OF KEY ISSUES

3.1 Background

3.1.1 The CIPFA’s TM Code requires that authorities report on the performance of the 
treasury management function at least twice yearly (mid-year and at year end).

3.1.2 The Council’s Treasury Management Strategy for 2018 / 19 was presented to the 
Finance and Corporate Services Committee on 6 March 2018 and subsequently 
approved by the Council on 22 March 2018 (Minute No. 869 refers). 

3.1.3 In 2018 / 19, the Council have had an average of £17.5m invested 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. 

3.1.4 Following consultation in 2017, CIPFA published new versions of the Prudential 
Code for Capital Finance in Local Authorities (Prudential Code) and the Treasury 
Management Code of Practice.  In England the Ministry of Housing Communities and 
Local Government (MHCLG) published its revised Investment Guidance which came 
into effect from April 2018. 

3.1.5 The updated Prudential Code includes a new requirement for local authorities to 
provide a Capital Strategy, which will be a summary document approved by full 
Council covering capital expenditure and financing, treasury management and non-
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treasury investments.  The Capital Strategy will be produced for approval alongside 
the Treasury Management and Investment Strategies for 2019 / 20. 

3.2 External Context 

3.2.1 The Council currently engages Arlingclose to provide treasury management 
consultancy and advice.  Attached at APPENDIX 1 is information prepared by 
Arlingclose providing an overview of the external economic environment.

3.3 Local context 

3.3.1 The Council is currently debt free and its capital expenditure plans do not currently 
indicate the need to borrow over the forecast period based on existing expenditure 
levels.  However, as investment becomes necessary for Commercial Projects, 
additional funds will be required, and borrowing may then be needed.  Investments 
are forecast to fall as capital receipts are used to finance capital expenditure and 
reserves are used to finance the revenue budget and Future Model.

 
3.4 Investment Activity (April 2018 – September 2018)

3.4.1 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 treasury 
investments before seeking the optimum 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. 

3.4.2 The Council holds significant invested funds, representing income received in 
advance of expenditure plus balances and reserves held. Over the period from April to 
September 2018, the level of investments held by the Council has seen an increase of 
£6,000,000 with a total of investments held on 30 September 2018 of £17,500,000.  
These are comprised of:

Balance on 
01/04/2018

£000s

Movement
£000s

Balance on 
30/09/2018  

£000s
Short term 
Investments 

Notice Accounts   2,000 - 2,000

Instant Access 
and Money 
Market

3,500 1,000 4,500

Certificates of 
Deposit 1,000 5,000 6,000

Long Term 
Investments 5,000 - 5,000

TOTAL 11,500 6,000 17,500
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3.4.3 The Councils’ £5m of externally managed pooled and property funds have generated 
a total return of £104k in 2018/19 to date. Because these funds have no defined 
maturity date, but are available for withdrawal after a notice period, their performance 
and continued suitability in meeting the council’s investment objectives is regularly 
reviewed. Considering their performance and the Council’s latest cash flow forecasts, 
investment in these funds has been maintained.

3.4.4 MHCLG consulted on statutory overrides relating to the International Financial 
Reporting Standards (IFRS) 9 Financial Instruments accounting standard which came 
into force from 2018 / 19.  The consultation recognised that the requirement in IFRS 9 
for certain investments to be accounted for as fair value through profit and loss, may 
introduce “more income statement volatility” which may impact on budget 
calculations.  The consultation proposed a time-limited statutory override and sought 
views whether it should be applied only to pooled property funds, the responses to the 
consultation are being analysed so the outcome is not yet known.  

3.5 Performance – Budgeted Income and Outturn

3.5.1 Below are the average rates of returns obtained on the Authority’s investments:

 Short Term investments - 0.54%;

 Investments in the Investec Diversified Income fund - 4.03%;

 Investment in the Property Fund - 3.18%.

3.5.2 The above returns average to 1.6%, this is the assumed interest rate included within 
the 2018 / 19 Medium Term Financial Strategy.

3.5.3 The Authority’s budgeted investment income for the year is estimated at £228,300 
Projected income for the year is currently £249,600.  This increase is due to the higher 
level of balances invested.  

3.6 Compliance with Prudential Indicators

3.6.1 The Prudential Indicators for 2018 / 19, which were set on 30 January 2018 as part of 
the Treasury Management Strategy Statement, have been complied with to date.  
These are shown at APPENDIX 2.

3.7 Outlook for the remainder of 2018 / 19 (provided by Arlingclose.)

3.7.1 Having raised policy rates in August 2018 to 0.75%, the Bank of England’s Monetary 
Policy Committee (MPC) has maintained expectations of a slow rise in interest rates 
over the forecast horizon.

3.7.2 The MPC has a definite bias towards tighter monetary policy but is reluctant to push 
interest rate expectations too strongly.  While policymakers are wary of domestic 
inflationary pressures over the next two years, it is believed that the MPC members 
consider both that (a) ultra-low interest rates result in other economic problems, and 
that (b) higher Bank Rate will be a more effective weapon should downside Brexit 
risks crystallise and cuts are required. 
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3.7.3 Arlingclose’s central case is for Bank Rate to rise twice in 2019.  The risks are 
weighted to the downside.  The UK economic environment is relatively soft, despite 
seemingly strong labour market data.  Gross Domestic Product (GDP) growth 
recovered somewhat in Quarter Two (Q2) 2018, but the annual growth rate of 1.2% 
remains well below the long-term average.

3.7.4 The view is that the UK economy still faces a challenging outlook as the minority 
government continues to negotiate the country's exit from the European Union.  
Central bank actions and geopolitical risks, such as prospective trade wars, have and 
will continue to produce significant volatility in financial markets, including bond 
markets. 

4. CONCLUSION

4.1 In compliance with the requirements of the CIPFA Code of Practice this report 
provides Members with a summary report of the treasury management activity during 
the first half of 2018 / 19.  As indicated in this report none of the Prudential Indicators 
have been breached and a prudent approach has been taken in relation to investment 
activity with priority being given to security and liquidity over yield.

5. IMPACT ON CORPORATE GOALS

5.1 This report links to the Corporate Goal of delivering good quality, cost effective and 
valued services in a transparent way.

6. IMPLICATIONS

(i) Impact on Customers – None directly.

(ii) Impact on Equalities – None identified.

(iii) Impact on Risk – This report is mainly about managing credit risk.  A 
prudent approach continues to be taken in relation to investment activity with 
priority being given to security and liquidity over yield. 

(iv) Impact on Resources (financial) – Income is projected to exceed the 
Council’s budgeted figure (£228,300) by £21,300 in 2018.  

(v) Impact on Resources (human) - None directly.

(vi) Impact on the Environment – None.

Background Papers: None.

Enquiries to: Ann Nagy, Senior Accountant, (Tel: 01621 875727).


