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Report for:              Decision 
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Report Title 

 
 
Treasury Management 2012-13 Mid-Year Performance Report 

 
Summary 

 
In accordance with the CIPFA Code of Practice adopted by the Council, this report provides 
for an update on the progress of the treasury management activities undertaken for the first 
half of 2012/13. 

• Debt Activity:- 
Due to a combination of (a) the continual uncertain world economic situation, (b) concerns of 
counterparty security and (c) Interest rate differential due to investment rates being 
considerably lower than borrowing rates, no new debt will be taken and this action will 
generate a saving in interest payable for 2012/13 of £(314)k. During the first half of 2012/13 
no debt restructuring exercises were undertaken. 

• Investment Activity:- 
The priorities when undertaking any investment continue to be security, liquidity and rate of 
return and for the first half of 2012/13 the investment interest generated from proactive cash 
flow management was £(454)k which equates to a rate of 1.07%.  This return is 0.64% or 
£(273)k above the comparable performance indicator of the average 7-day London Interbank 
BID interest rate of £(95)k above budget. 

• Prudential Indicators:- 
Of the 10 prudential indicators approved by Council in February 2012, the only indicator to be 
breached during the first half of the year, was the “Total Capital Expenditure to be incurred in 
2012/13”. The detail of this breach has previously been reported to Members in the quarterly 
Capital monitor reports issued to the Executive Committee.  All other legislative and 
regulatory requirements have been complied with. 

 
Recommendations 

 
That the Executive & Accounts & Audit Committee be requested to: 

1. Note the Treasury Management activities undertaken in the first half of 2012/13 and 

2. Agree the exception to one prudential indicator, relating to capital expenditure. 

 

 
 
 
 
 
 
 
Contact person for background papers: 
Graham Perkins – Technical Accountant Extension: 4017 
 
Background papers: Treasury Management Strategy report 2012 – 2014/15 

        Treasury Management Outturn report 2011/12 
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Relationship to Policy 
Framework/Corporate Priorities 

Value for Money 

Financial  As a result of no new debt being taken in 2012/13 
£(314)k of loan interest will be saved.  In addition to 
this additional £(95)k of investment interest has been 
generated due to income being received ahead of 
requirement.   

Legal Implications: No legal implications arising from this report 

Equality/Diversity Implications Not applicable 

Sustainability Implications Not applicable 

Staffing/E-Government/Asset 
Management Implications 

Not applicable 

Risk Management Implications  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. 

Health and Safety Implications Not applicable 
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1.        BACKGROUND  
1.1   The Council operates a balanced budget and from which the treasury management 
    operations ensures that day to day cash flow events are adequately planned, surplus 
    monies are invested in low risk counterparties and the longer term cash flow of the 
    Council’s capital spending operations are met.  
 
1.2   Treasury management in this context is defined as: 

“The management of the local authority’s investments and cash flows, its banking, money 
market and capital market transactions; the effective control of the risks associated with 
those activities; and the pursuit of optimum performance consistent with those risks.” 
 

1.3 Each year and in order to comply with 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), the Accounts & Audit Committee together with the 
Executive will receive the following reports: 
•annual treasury strategy for the year ahead ( February) 
•mid year update report (November i.e. this report) 
•annual report describing the activity undertaken compared to the strategy 

       (June)  
     For information, Full Council receives the annual strategy and activity report for approval. 
 
1.4    This mid-year report has been prepared in compliance with CIPFA’s Code of Practice on 
     Treasury Management, and covers the following: 

• Economic Update (section 2) 
• Treasury Position (section 3) 
• Debt Activity (section 4) 
• Investment Activity  (section 5) 
• Risk Benchmarking (section 6) 
• Prudential and Performance Indicators (section 7) 
• Other Activity Update (section 8) 
• Recommendations (section 9) 

3. ECONOMIC UPDATE  
2.1       During the first half of 2012/13 the main economic headlines were as follows:-                       
                       UK          

•     Prospects of the UK economy recovering swiftly from recession suffered 
            a blow in August when the Bank of England substantially lowered its  
            expectations for the speed of recovery and rate of growth for the coming 
            months;   

• The Monetary Policy Committee has kept the Bank Rate at 0.5% and quantitative 
            easing was increased by £50bn to £375bn in July;   

• The Bank of England and the Government announced in June, a new “funding 
            for lending” programme totalling £80bn enabling eligible banks access to  
            cheap funding during an 18 month window ending January 2014, for 
            on-lending to institutions; 

•     Retail sales volumes despite the Olympic Games fell in August by 0.2%;  
• Consumer Price Inflation fell from 3.0% in April to 2.2% in September  

                       (Government target is 2%); 
• Unemployment fell by 15,000 in August, the biggest fall since June 2010; 
• Annual growth of average earnings rose to 1.4% in July; 
• UK left recession in the third quarter of 2012 with the Gross Domestic Product figures 

issued by the Office for National Statistics showing that the economy grew by 1.00% 
between July & September, its strongest quarterly growth in five years. 
Eurozone 

•     Confidence continues to remain weak due to successive “rescue packages”;  
•     Unemployment rose to 11.6% in September the highest rate since the creation of the 

euro in 1999. 
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                       Worldwide 
•     Manufacturing data from China & Japan was weaker than expected; 
•     The Bank of Japan undertook further Quantitative Easing;     
•     In the US unemployment continues to remain high although the housing market 

            is starting to show positive signs of a recovery;         
•    The US Federal bank announced in September that a third round of                       

quantitative easing of $40bln per month, potentially adding another $1.7 trillion to the 
$2.3 trillion already issued.  

2.2 Providing accurate economic forecasts are at the best of times very difficult to undertake, 
and in the current economic climate, this has now been made even more difficult to do.  The 
current outlook is as follows:  

                       UK   
•     Consumer expenditure is expected to be weak as the focus on reducing personal 

debt, negative economic sentiment and job fears continues;   
•    Low growth is set to remain; 
•    Bank Rate is unlikely to rise in the next 24 months and further extensions of 

           quantitative easing may take place; 
•    CPI is forecast to average below the 2% target from Quarter 4 2013. 

                      Eurozone 
•    Growth will remain weak as austerity programmes in various countries restrict  

                      economic recovery; 
•    It is widely anticipated that Greece will seek a third bail out.       

                       Worldwide 
•    Concern is increasing that the Chinese economy is heading for a hard landing, rather                   

than a gentle slowdown; 
•    America is constrained by political deadlock which prevents a positive approach to 

countering weak growth.  Whether the presidential election in November will remedy 
this deadlock is debatable but urgent action will be required early in 2013 to address 
the US debt position; 

•     It is unlikely the US will increase interest rates until at least mid 2015.   
 

2.3 Interest rate forecasts are provided by the Council’s treasury management advisors Sector 
and the table below outlines the latest situation as at mid October 2012: 

 

 

 

 

 

 

 

 

             
2.4 As a result of the economic position the Council will continue to take a cautious approach to 

its treasury management strategy. 

 
 
 
 
 
 
 
 
 

 2012-13 
Original 

Forecast% 

2012-13 
Revised  

Forecast% 

2013-14 % 2014-15 % 

UK Bank Rate 0.50 0.50 0.50 0.75 

Investment Rates 
3 month 
1 Year 

 
0.70 
1.60 

 
0.60 
1.35 

 
0.60 
1.50 

 
1.00 
2.20 

PWLB Loan Rates 
5 Year  
25 Year  

 
2.40 
4.30 

 
1.80 
4.20 

 
1.85 
4.20 

 
2.30 
4.40 
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3. TREASURY POSITION   
3.1 The Council’s debt and investment position at the beginning and midway through the current 

financial year is as follows: 

 31 March 2012 30 September 2012 
Principal 

(£m) 
Total 
(£m) 

Interest 
Rate (%) 

Principal 
(£m) 

Total 
(£m) 

Interest 
Rate (%) 

DEBT       
Fixed rate:       
 - PWLB 44.7   44.6   
 - Market 25.0 69.7 5.55 25.0 69.6 5.55 
Variable rate:       
 - PWLB 0.0   0.0   
 - Market 31.0 31.0 4.58 31.0 31.0 4.58 
Total debt  100.7 5.25  100.6 5.25 
       
INVESTMENTS       
 - Fixed rate 49.3   65.1   
 - Variable rate 27.3   19.4   
Total Investments  76.6 1.12  84.5 1.04 

NET ACTUAL DEBT  24.1   16.1  
Net actual debt = Total debt less Total Investments 

3.2 When reviewing the table above it is important to note that the investment figures fluctuate 
daily reflecting funds which were available on a temporary basis due to timing issues such 
as precept payments, receipt of grants and progress on the capital programme. 

4.      DEBT ACTIVITY  
4.1 The Council’s underlying need to borrow is called the Capital Financing Requirement (CFR) 

and this represents the level of capital expenditure which is not funded from revenue or other 
capital resources (capital receipts or grants). 

4.2 The continuing “cost of carry” i.e. the difference between long term debt interest rates (4.0% 
to 4.5%) and the return available from short term investments (1%) has led to the Council 
continuing its strategy of borrowing internally (using cash supporting the Council’s reserves 
and balances instead) and for 2012/13 this action will generate a saving of interest payable 
of £(314)k.  

4.3 In the current economic climate and interest rate structure, debt rescheduling opportunities 
have been limited due to the high breakage penalty (premium) costs which would need to be 
incurred.  Therefore during the first half of the year no debt restructuring has been 
undertaken.   

4.4 For reference the maturity structure of the debt portfolio has not changed significantly from 
that previously reported in the 2011/12 Outturn report. 

5.  INVESTMENT ACTIVITY 
5.1    The investment strategy has one over-riding consideration, that of counterparty risk and 
             in order to keep this risk to the minimum thereby safeguarding the Council funds, the  
             following “voluntary” action was continued from that undertaken previously and will remain 
             in place until it is considered that conditions have improved from their current state; 

• no investments placed with any Euro zone institution and 

• the maximum period investments are placed for is maintained at 3months  
 except for when investing with the UK Government and related entities, 
 (i.e. UK semi-nationalised institutions (Lloyds / RBS) or UK banks (HSBC) which 
 are deemed essential to the UK banking system). 
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5.2  As highlighted at Section 2, the investment market continues to be very difficult in terms of 
            earning the level of interest rates seen in previous decades and given these elements, 
            investment returns are likely to remain low for the foreseeable future.  

5.3 The Council’s temporary investments at 30/09/2012 were £84.5m and were invested in the 
following categories; 

Sector Country Value (£m) 

Banks UK 51.1 

Building Societies UK   5.0 

Money Market Funds UK 19.4 

Banks Rest of World   9.0 

Total  84.5 

 

             The maturity structure of the investment portfolio was as follows: 

 31 March 2012 
(£m) 

30 September 2012 
(£m) 

Instant Access 27.3 19.4 

Under 1 year 49.3 65.1 

Total 76.6 84.5 

 

5.4 During the first half of 2012/13, the Council maintained an average investment balance of 
£84.3m comprising of working cash balances, capital receipts, earmarked reserves and 
other funds such as capital grants being received in advance of expenditure.  As a result of 
proactive management by the Council’s treasury management section, these funds 
generated an average return of 1.07% producing £454k of interest which was 0.64% or 
£273k above the comparable performance indicator of the average 7-day London Interbank 
BID (LIBID) rate, of 0.43% and 0.07% and £(95)k above budget.   

5.5 None of the institutions in which investments were placed had any difficulty in repaying and 
the list of institutions in which the Council invests is kept under continuous review. 

5.6 During the first half of the year the Council had no liquidity difficulties due to proactive cash 
flow management and no temporary borrowing was undertaken. 

5.7 A breakdown of the Council’s investments, as at 30 September 2012 is provided at Appendix 
A for reference.  

6.  RISK BENCHMARKING 
6.1 In accordance with the Code of Practice and Department for Communities and Local 

Government Investment Guidance appropriate security and liquidity benchmarks are used by 
Officers to monitor the current and future potential risk conditions and undertake any 
corrective action to the operational strategy if required.  

6.2 These benchmarks are simple guides to maximum risk (not limits) and so may be breached 
from time to time, depending on movements in interest rates and counterparty criteria. 
 

6.3 During the first half of 2012/13 the Acting Corporate Director of Transformation & Resources 
can confirm that no benchmarks, which were set in the Strategy report in February 2012, 
were breached as shown from the information below; 
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• Security – This table shows the benchmark for the Council’s investment portfolio for 
each individual year and reflects the level of potential default when 
compared to the historic default rates.   

 
 1 year 2 years 3 years 

Original maximum default rate  0.08% 0.06% 0.08% 

Position at 30.09.12 0.01% 0.00% 0.00% 

 
• Liquidity – In respect of this the Council set liquidity facilities/benchmarks of: 

 
 Bank overdraft - £0.5m 
 Liquid short term deposits of at least £20m available with a week’s 
 notice. 
 
 Weighted Average Life (WAL) benchmark expected to be 6 months, 
 with a maximum of 3 years. 
 
 For the first half of 2012/13 the above liquidity arrangements were 
 complied with and at 30 September 2012 the WAL of its investments 
 was 2.25 months. 
 

• Yield -       The local measure of the yield benchmark is to achieve a return above 
 the 7 day LIBID rate. 
 
 For the first half year of 2012/13 the investment interest return 
 averaged 1.07%, against a 7 day LIBID rate of 0.43%. 
 

• Origin –    This stipulated that no more than 40% of the Council’s total investments 
 to be directly placed with non-UK counterparties at any time.   
 

  For the first half of 2012/13 the maximum level during this period was 21%. 
 

7.         PRUDENTIAL AND PERFORMANCE INDICATORS  
7.1 In accordance with CLG Guidance, the CIPFA prudential Code and the CIPFA Code of 

Practice on Treasury Management the Council has in place a total of 10 prudential indicators 
ensuring that the Council’s capital expenditure plans and borrowing remain robust, prudent 
and sustainable.   

7.2 These indicators were originally set in February 2012 for the forthcoming year and are 
monitored on a monthly basis.  During the first half of 2012/13 it can be reported that only 
one of these indicators the “Total Capital Expenditure to be incurred in 2012/13” was 
breached by £5.0m.  The detail of this breach has previously been reported to Members in 
the quarterly Capital monitor reports issued to the Executive Committee however for 
reference it was as due to £4.0m of new school projects being approved and £1.0m of 
rephased spend from 2011/12. 

7.3       The Council’s Performance and Improvement Audit & Assurance Service reported for the 7th 

                year in succession that the treasury management service offered a High Level of Assurance  
            and for the 4th successive year there were no recommendations required to be implemented 
            as a result of their audit. 

 8. OTHER ACTIVITY UPDATE 
8.1       During the course of the first half of the year several activities / events have taken place 
            which could have an impact on the treasury management activities of the Council and these 
            are listed below for reference; 
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•     PWLB “Certainty” rate - In the March 2012 budget, the Government announced it 
                       was to introduce cheaper funding for Local Authorities via the PWLB.  Further details 
                       were released in August and this PWLB “certainty rate” will be available from 1 
                       November 2012 at a rate of interest 20pts below the standard rate on all loan types, 
 

•     PWLB “Scrutiny” rate - A “further reduced rate” was also suggested in the March 
2012 budget, however further information about this rate, since called the ‘scrutiny 
rate’, remains vague with the Treasury only commenting that it was continuing to 
work with the local government sector on this issue. 

 
•     LIBOR rate fixing issue – London Interbank Offered Rate  is an interest rate used by 

money market institutions and is calculated from 16 banks operating in the UK 
submitting their costs for unsecured borrowing to the British Bankers Association for 
periods ranging from overnight to 1 year  on a daily basis.  The B.B.A. then issue the 
LIBOR rate for use at 11.00am each day based on the average of these costs after 
disregarding the top and bottom 4 rates provided.  Currently the banks providing this 
information are under investigation by the UK authorities for allegedly providing either 
artificially high or low figures resulting in a false LIBOR rate being created.    

 
•     Local Government Bond Agency – An alternative borrowing option to the traditional 

choices of taking funds from either the PWLB or Money Market is being created by 
the Local Government Association.  It is currently working on creating a self-
sustaining collective local government bond agency which would provide funds 
specifically for the local authority sector at rates of interest similar to that offered by 
the new PWLB “Certainty” rate.     

 

8.2  The Council will give these issues above due consideration during the course of its  
             operations however it should be noted the Local Government Bond agency is unlikely 
             to be operational until 2014. 

9          RECOMMENDATIONS 
9.1      That the Executive & Accounts & Audit Committee be requested to; 

• note the Treasury Management activities undertaken in the first half of 2012/13 and 

• agree the exception to one prudential indicator, relating to capital expenditure.  
Other Options 

N/A 

Consultation 

Information for the period 1 April 2012 to 30 September 2012 was obtained from Sector, the 
Council’s external consultants. 

Reasons for Recommendation 

The report meets the requirements of both the CIPFA Code of Practice on Treasury 
Management and the CIPFA Prudential Code for Capital Finance in Local Authorities.  The 
Council is required to comply with both Codes through Regulations issued under the Local 
Government Act 2003. 

 

 Finance Officer Clearance       ……ID…… 

  

 Legal Officer Clearance           ........MJ....... 

 

Director’s Signature               ……………. 
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                                                                                                                  APPENDIX  A 

 

Breakdown of Investments as at 30 September 2012 

 

 
Counterparty Amount    

£ 

Amount  

£ 

UK Institution   

Building Societies   

Nationwide 5,000,000 5,000,000 

Banks   

Barclays 

HSBC 

Lloyds 

Royal Bank of Scotland 

The Co-operative 

9,000,000 

6,000,000 

17,100,000 

15,500,000 

3,500,000 

 

 

 

 

51,100,000 

Money Market Funds   

Invesco Aim 

Federated Primerate 

Goldman Sachs 

Ignis 

Legal & General 

Morgan Stanley 

2,600,000 

3,300,000 

4,100,000 

3,700,000 

3,900,000 

1,800,000 

 

 

 

 

 

19,400,000 

Total UK Institutions 75,500,000 

Non UK Institutions   

National Bank of Abu Dhabi 

Development Bank of Singapore 

United Overseas Bank 

5,000,000 

2,000,000 

2,000,000 

 

 

9,000,000 

Total Non UK Institutions 9,000,000 

Grand Total 84,500,000 
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