
Classification:  Part 1 – Public
Key Decision: No

Gravesham Borough Council
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Date: 15 November 2017

Reporting officer: Stuart Bobby – Director (Corporate Services)

Subject: Treasury Management Mid-Year Review 2017/18

PURPOSE AND SUMMARY OF REPORT: 

To provide a mid-year review update report to Members of the Finance and Audit Committee 
on treasury management activity undertaken during the period April to September 2017.

RECOMMENDATIONS
1) The Finance and Audit Committee note the report.

2) The Finance and Audit Committee recommends to Full Council that the revised 
estimates against the prudential and treasury indicators are endorsed.

1. INTRODUCTION

1.1 The Chartered Institute of Public Finance and Accountancy (CIPFA) Code of 
Practice on Treasury Management was adopted by this Council on 2 March 2010.

1.2 The primary requirements of the Code are as follows:

 Creation and maintenance of a Treasury Management Policy Statement 
which sets out the policies and objectives of the Council’s treasury 
management activities.

 Creation and maintenance of Treasury Management Practices which set out 
the manner in which the Council will seek to achieve those policies and 
objectives.

 Receipt by the Full Council of an annual Treasury Management Strategy 
Statement - including the Annual Investment Strategy and Minimum Revenue 
Provision Policy - for the year ahead, a Mid-year Review Report and an 
Annual Report (stewardship report) covering activities during the previous 
year.

 Delegation by the Council of responsibilities for implementing and monitoring 
treasury management policies and practices and for the execution and 
administration of treasury management decisions.



 Delegation by the Council of the role of scrutiny of treasury management 
strategy and policies to a specific named body.  For this Council the delegated 
body is the Finance and Audit Committee.

1.3 This mid-year report has been prepared in compliance with CIPFA’s Code of 
Practice on Treasury Management, and covers the following:

 An economic update for the first half of the 2017/18 financial year;
 A review of the Treasury Management Strategy Statement and Annual 

Investment Strategy;
 The Council’s capital expenditure (prudential indicators);
 A review of the Council’s investment portfolio for 2017/18;
 A review of the Council’s borrowing strategy for 2017/18;
 A review of any debt rescheduling undertaken during 2017/18;
 A review of compliance with Treasury and Prudential Limits for 2017/18.

2. ECONOMIC BACKGROUND

2.1 The following economic performance update has been provided by Capita Asset 
Services – Treasury Solutions.

2.2 After the UK economy showed strong growth in 2016, growth in 2017 has been 
weak; quarter 1 saw growth of +0.3% and quarter 2 growth was +0.3%) which 
meant that growth was the slowest for the first half of any year since 2012.  The 
main reason for this has been the sharp increase in inflation, caused by the 
devaluation of sterling after the referendum, feeding increases in the cost of 
imports into the economy.  This has caused, in turn, a reduction in consumer 
disposable income and spending power and so the services sector of the 
economy, accounting for around 75% of GDP, has seen weak growth as 
consumers cut back on their expenditure. However, more recently there have been 
encouraging statistics from the manufacturing sector which is seeing strong 
growth, particularly as a result of increased demand for exports. It has helped that 
growth in the EU, our main trading partner, has improved significantly over the last 
year.  However, this sector only accounts for around 11% of GDP so expansion in 
this sector will have a much more muted effect on the average total GDP growth 
figure for the UK economy as a whole

2.3 The Monetary Policy Committee (MPC) meeting of 14 September 2017 surprised 
markets and forecasters by suddenly switching to a much more aggressive tone in 
terms of its words around warning that Bank Rate will need to rise. The Bank of 
England Inflation Reports during 2017 have clearly flagged up that they expected 
CPI inflation to peak at just under 3% in 2017, before falling back to near to its 
target rate of 2% in two years time. Inflation actually came in at 2.9% in August, 
(this data was released on 12 September), and so the Bank revised its forecast for 
the peak to over 3% at the 14 September meeting MPC.  This marginal revision 
can hardly justify why the MPC became so aggressive with its wording; rather, the 
focus was on an emerging view that with unemployment falling to only 4.3%, the 
lowest level since 1975, and improvements in productivity being so weak, that the 
amount of spare capacity in the economy was significantly diminishing towards a 
point at which they now needed to take action.  In addition, the MPC took a more 
tolerant view of low wage inflation as this now looks like a common factor in nearly 
all western economies as a result of increasing globalisation.  This effectively 
means that the UK labour faces competition from overseas labour e.g. in 
outsourcing work to third world countries, and this therefore depresses the 
negotiating power of UK labour. However, the Bank was also concerned that the 



withdrawal of the UK from the EU would effectively lead to a decrease in such 
globalisation pressures in the UK, and so would be inflationary over the next few 
years

2.4 It therefore looks very likely that the MPC will increase Bank Rate to 0.5% in 
November or, if not, in February 2018.  The big question after that will be whether 
this will be a one off increase or the start of a slow, but regular, increase in Bank 
Rate. As at the start of October, short sterling rates are indicating that financial 
markets do not expect a second increase until May 2018 with a third increase in 
November 2019.  However, some forecasters are flagging up that they expect 
growth to improve significantly in 2017 and into 2018, as the fall in inflation will 
bring to an end the negative impact on consumer spending power while a strong 
export performance will compensate for weak services sector growth.  If this 
scenario were to materialise, then the MPC would have added reason to embark 
on a series of slow but gradual increases in Bank Rate during 2018. While there is 
so much uncertainty around the Brexit negotiations, consumer confidence, and 
business confidence to spend on investing, it is far too early to be confident about 
how the next two years will pan out

3. INTEREST RATE FORECASTS

3.1 The Council’s treasury advisor, Capita Asset Services, has provided the following 
interest rate forecast:

3.2 Capita Asset Services undertook its last review of interest rate forecasts on 9 
August after the quarterly Bank of England Inflation Report.  There was no change 
in MPC policy at that meeting.  However, the MPC meeting of 14 September 
revealed a sharp change in sentiment whereby a majority of MPC members said 
they would be voting for an increase in Bank Rate “over the coming months”.  It is 
therefore possible that there will be an increase to 0.5% at the November MPC 
meeting. If that happens, the question will then be as to whether the MPC will stop 
at just withdrawing the emergency Bank Rate cut of 0.25% in August 2016, after 
the result of the EU withdrawal referendum, or whether they will embark on a 
series of further increases in Bank Rate during 2018.

3.3 The overall balance of risks to economic recovery in the UK is currently to the 
downside but huge variables over the coming few years include just what final form 
Brexit will take, when finally agreed with the EU, and when.

3.4 Downside risks to current forecasts for UK gilt yields and PWLB rates currently 
include:

 UK economic growth and increases in inflation are weaker than we 
currently anticipate.

 Weak growth or recession in the UK’s main trading partners - the EU and 
US.



 Geopolitical risks in Europe, the Middle East and Asia, which could lead to 
increasing safe haven flows.

 A resurgence of the Eurozone sovereign debt crisis.

 Weak capitalisation of some European banks.

 Monetary policy action failing to stimulate sustainable growth and to get 
inflation up consistently to around monetary policy target levels.

3.5 The potential for upside risks to current forecasts for UK gilt yields and PWLB 
rates, especially for longer term PWLB rates include:-

 The pace and timing of increases in the Fed. funds rate causing a 
fundamental reassessment by investors of the relative risks of holding 
bonds as opposed to equities and leading to a major flight from bonds to 
equities.

 UK inflation returning to significantly higher levels than in the wider EU and 
US, causing an increase in the inflation premium inherent to gilt yields.

4. TREASURY MANAGEMENT STRATEGY STATEMENT AND ANNUAL INVESTMENT 
STRATEGY UPDATE

4.1 The Treasury Management Strategy Statement (TMSS) and Annual Investment 
Strategy (AIS) for 2017/18 were approved by Council on 21 February 2017. A 
verbal update was given to the Finance and Audit Committee in June on Managed 
Property Funds.

4.2 At the last meeting of the Finance and Audit Committee on 12 September, it was 
agreed to endorse the work to investigate investment options and support further 
due diligence by officers on Diversified Income Funds.  As a result it was agreed to 
recommend to Full Council that the TMSS for 2017/18 be amended to include the 
use of Diversified Income Funds in the list of non-specified investments.  This was 
agreed by Full Council at its meeting on 10 October 2017.

5. THE COUNCIL’S CAPITAL POSITION (PRUDENTIAL INDICATORS)

5.1 This part of the report is structured to update:

 The Council’s capital expenditure plans;

 How these plans are being financed

 The impact of changes in the capital expenditure plans on the prudential 
indicators and the underlying need to borrow; and

 Compliance with the limits in place for borrowing activity.

5.2 Prudential Indicator for Capital Expenditure - The table below shows the revised 
estimates for capital expenditure and the changes since the capital programme was 
agreed by Council as part of the budget.  This increase is attributable to the rolled 
forward allocations from 2016/17, as presented to Cabinet in September 2017 and new 
schemes for 2017/18 and an additional £10 million being approved for Property 
Acquisition.



Capital Expenditure 2017/18
Original 
Estimate

£m

2017/18
Current 
Position

£m

2017/18
Revised 

Estimated
£m

Non HRA 4.819 1.809 15.063

HRA 13.155 5.324 13.493

Total 17.974 7.133 28.556

5.3 Prudential Indicator for the Financing of the Capital Programme - The table 
below draws together the main strategy elements of the capital expenditure plans 
(above), highlighting the original supported and unsupported elements of the 
capital programme, and the expected financing arrangements of this capital 
expenditure.  The borrowing element of the table increased the underlying 
indebtedness of the Council by way of the Capital Financing Requirement (CFR), 
although this will be reduced in part by revenue charges for the repayment of debt 
(Minimum Revenue Provision).  This direct borrowing need may also be 
supplemented by maturing debt and other treasury requirements.

Capital Expenditure 2017/18
Original 
Estimate

£m

2017/18
Current 
Position

£m

2017/18
Revised 

Estimated
£m

Total 17.974 7.133 28.556

Financed by:

Capital Receipts 2.086 828 2.237

Capital Grants 1.996 332 1.262

Capital Reserves 4.148 1.642 3.900

Revenue 1.484 1.353 1.976

Depreciation 5.959 2.978 7.681

Total Financing 15.674 7.133 17.056

Borrowing Need 2.300 - 11.500

5.4 Prudential Indicator for the Capital Financing Requirement - The table below 
shows the CFR, which is the amount of capital spending that has not been 
financed by capital receipts, capital grants or contributions from revenue.

Capital Financing 
Requirement

2017/18
Original 
Estimate

£m

2017/18
Revised 

Estimated
£m

CFR – General Fund 20.290 29.487

CFR – HRA 88.665 88.665

Total CFR 108.955 118.152

Net Movement in CFR 3.593 (5.607)



5.5 Prudential Indicator for External Debt and the Operational Boundary – The table 
below shows the current level of debt against the expected debt position over the 
financial year.

External Debt Operational BoundaryExternal Debt and 
Operational Boundary

Current Debt 
Position

£m

2017/18
Original 

Estimated
£m

2017/18
Revised 
Estimate

£m
Borrowing 100.391 125.000 125.000

Other long term 
liabilities -- 1.500 1.500

Total debt 31 March 100.391 126.500 126.500

5.6 The operational boundary is the maximum amount of borrowing which the council 
is permitted to undertake on a day to day basis and must not be breached other 
than for temporary cash flow demand purposes.  This level has not been breached 
during the first six months of 2017/18.  There is also no requirement to increase 
the operational boundary at this stage.

5.7 Prudential Indicator for Limits to Borrowing Activity - The first key control over 
the treasury activity is a prudential indicator to ensure that over the medium term, 
net borrowing (borrowings less investments) will only be for a capital purpose.  
Gross external borrowing should not, except in the short term, exceed the total 
CFR in the preceding year plus the estimates of any additional CFR for 2017/18 
and next two financial years.  This allows some flexibility for limited early borrowing 
for future years.  The Council has approved a policy for borrowing in advance of 
need which will be adhered to if this proves prudent.

Borrowing Activity 2017/18
Original 
Estimate

£m

2017/18
Current 
Position

£m

2017/18
Revised 

Estimated
£m

Debt as at 1 April 101.676 101.677 101.677

Debt repayment (3.585) (0.041) (3.585)

New Loan 2.300 - -

Gross Debt 100.391 101.636 98.092

CFR (year-end position) 108.955 118.152

5.8 The Director (Corporate Services) reports that no difficulties are envisaged for the 
current or future years in complying with this prudential indicator.

5.9 Prudential Indicator for the Authorised Limit - A further prudential indicator 
controls the overall level of borrowing. This is the Authorised Limit which 
represents the limit beyond which borrowing is prohibited, and needs to be set and 
revised by Members.  It reflects the level of borrowing which, while not desired, 
could be afforded in the short term, but is not sustainable in the longer term. It is 
the expected maximum borrowing need with some headroom for unexpected 
movements. This is the statutory limit determined under section 3 (1) of the Local 
Government Act 2003.



Authorised limit for 
External Debt

2017/18
Original 
Estimate

£m

2017/18
Current 
Position

£m

2017/18
Revised 

Estimated
£m

Borrowing 126.500 126.500 126.500

Other long term liabilities 1.600 1.600 1.600

Total 128.100 128.100 128.100

6. INVESTMENT PORTFOLIO 2017/18

6.1 In accordance with the Treasury Management Code, it is the Council’s priority to 
ensure security of capital and liquidity, and to obtain an appropriate level of return 
which is consistent with the Council’s risk appetite.  As set out in Section 3, it is a 
very difficult investment market in terms of earning the level of interest returns 
commonly seen in previous decades as rates are very low and in line with the 
0.25% Bank Rate.  The continuing potential for a re-emergence of a Eurozone 
sovereign debt crisis and its impact on banks, prompts a low risk strategy.  Given 
this risk environment, and the fact that increases in Bank Rate are likely to be 
gradual and unlikely to return to the levels seen in previous decades, investment 
returns are likely to remain low.

6.2 The Council held £29.370m of market investments and £10.001m of Property Fund 
investments as at 30 September 2017 (£23.490m and £9.704m respectively as at 
31 March 2017).  The internally managed investment portfolio yield for the first six 
months of the year is 0.453% against the 3 month LIBID benchmark of 0.21%.  
Appendix 2 provides a pictorial representation of investment balances and returns 
for the first six months of this year as well as the yield generated.

6.3 Appendix 3 provides full list of investments held as at 30 September 2017.

6.4 The Director (Corporate Services) confirms that the approved limits within the 
Annual Investment Strategy were not breached during the first six months of 
2017/18.

6.5 As per the Quarter 2 Budget Monitoring Report, the current forecast income from 
investments is on budget.

7. PROPERTY FUNDS

7.1 In the 2016/17, it was agreed to invest up to £10m in Externally Managed Property 
Funds.  Following a selection panel, three funds were selected and investments 
were placed with CCLA, Lothbury and Hermes.

7.2 The table shows the Net Asset Value (NAV) for each of the Property Funds as at 
end of September compared to the Purchase Price, along with the average gross 
return on investment to date.



Purchase 
Price Sept NAV % Change 

NAV

Average 
Gross Return 

on 
Investment

CCLA £1,873,528 £1,869,467 -0.22% 5.20%

Lothbury £4,949,648 £5,082,884 2.69% 4.19%

Hermes £2,883,821 £3,048,528 5.71% 3.96%

Total £9,706,997 £10,000,879 3.03% 4.32%

Note 1 – The average gross return is based on the 12 months to 30 September.  However, information from 
Hermes is available 6 weeks after the end of the quarter, and therefore the Hermes average gross return is based 
on the period July 16 – June 17.

7.3 We continue to monitor the performance as well as the suitability of the Property 
Funds on a regular basis.

7.4 The NAV dropped after the initial investment following the referendum but the 
value of both Lothbury and Hermes has increased not only to the original 
investment value but to such a level that it has covered the entry fees as well.  As 
at end September, the value of the CCLA fund had not quite recovered to the initial 
investment amount.

7.5 The average gross return of 4.32% across the three funds is above the 4% that is 
included in the budget.

7.6 Whilst both the fund values and the returns are positive, it must be remembered 
that investment in Property Funds must be viewed as a long term investments and 
that values can go up as well as down.

8. CASHFLOW

8.1 A cashflow forecast was provided to Members of the Finance and Audit Committee 
in September 2017 alongside the Alternative Treasury Management Investment 
Options report.

8.2 An updated version of the graph is included in Appendix 4 and 5 to this report.  
There is very little change apart from a delay in the capital receipt from the sale of 
the PV panels.  The cashflow presented in September assumed that:

 The additional £10m from Property Acquisitions is fully utilised in 
November 2017 and as a result is generating a return of around 5.5%.

 A further £10m is invested in Diversified Income Funds (DIF’s) in 
November for a 2 year period and is generating a return of around 3%.

8.3 The move to Universal Credit could have implications on the Authority’s cashflow.  
Officers from Finance, Revenues and Benefits and Housing will be meeting later 
this month to discuss the agree assumptions that need to be factored into the 
cashflow model.  The impact of these assumptions will be shared at the next 
meeting of the Finance and Audit Committee.

9. BORROWING

9.1 The Council’s Capital Financing Requirement (CFR) for 2017/18 is £118,152.  The 
CFR denotes the Council’s underlying need to borrow for capital purposes. If the 
CFR is positive the Council may borrow from the PWLB or the market (external 



borrowing) or from internal balances on a temporary basis (internal borrowing).  
The balance of external and internal borrowing is generally driven by market 
conditions.  Para 5.7 shows the Council has borrowings of £98.092m and has 
utilised £20.060m of cashflow funds in lieu of borrowing. This is a prudent and cost 
effective approach in the current economic climate but will require ongoing 
monitoring in the event that upside risk to gilt yields prevails.

9.2 Previously the capital programme for 2017/18 included a provision of £2.3m for the 
redevelopment of the former Fleet Leisure Site, which is to be funded by 
unsupported borrowing.  On 12 June 2017, Cabinet agreed that the arrangements 
to develop the land at the site would be at no further cost to the council.  The 
Council is seeking expressions of interest from suitable organisations for the 
development of the site for sport and leisure purposes and has now advertised this 
opportunity through the Kent Business portal and with the wider European 
community.  This project has therefore been removed from the capital programme 
and the unsupported borrowing has been removed from the CFR calculation.

10. DEBT RESCHEDULING

10.1 Debt rescheduling opportunities have been very limited in the current economic 
climate given the consequent structure of interest rates, and following the increase 
in the margin added to the gilt yields which has impacted PWLB rates since 
October 2010. No debt rescheduling was undertaken during the first six months of 
2017/18.

11. OTHER

11.1 In February 2015 the Authority became a shareholder in the Municipal Bonds 
Agency (MBA), with an investment of £20,000.  The MBA was established by the 
Local Government Association (LGA) in the belief that it would provide councils 
with the opportunity to raise funds at significantly lower rates that those offered by 
the Public Works Loan Board (PWLB).

11.2 The MBA have not yet issued any loans as there are still some legal issues around 
joint and several guarantee which requires all local authorities borrowing from the 
MBA to guarantee the money owed by the Agency to those who have lent it funds 
to finance its loans.  Officers will continue to monitor progress of the MBA and will 
provide updates to Members accordingly.

11.3 As per Section 4 of this report, following the Finance and Audit meeting on 
12 September, officers have held an initial meeting with Capita to understand the 
fund structures and operations further of Diversified Income Funds.  Capita have 
ascertained that there are ten funds where the investment can be classified as 
revenue.  The funds have been contacted by Capita informing them of our interest 
in investing along with a questionnaire to be completed.  The deadline for 
completion of these questionnaires is 10 November.  Once they have been 
received, the responses will be analysed and funds will be short listed and invited 
to a selection panel to be held towards the end of November.  Following this, a 
meeting of the Property Acquisitions Cross Party Working Group will be convened 
to make a final decision.

11.4 The Chartered Institute of Public Finance and Accountancy, (CIPFA), is currently 
conducting an exercise to consult local authorities on revising the Treasury 
Management Code and Cross Sectorial Guidance Notes, and the Prudential Code. 
CIPFA is aiming to issue the revised codes during November.

11.5 A particular focus of this exercise is how to deal with local authority investments 
which are not treasury type investments e.g. by investing in purchasing property in 
order to generate income for the authority at a much higher level than can be 



attained by treasury investments.  One recommendation is that local authorities 
should produce a new report to members to give a high level summary of the 
overall capital strategy and to enable members to see how the cash resources of 
the authority have been apportioned between treasury and non treasury 
investments. Officers are monitoring developments and will report to members 
when the new codes have been agreed and issued and on the likely impact on this 
authority.

11.6 The EU has now set a deadline of 3 January 2018 for the introduction of 
regulations under MIFID II.  These regulations will govern the relationship that 
financial institutions conducting lending and borrowing transactions will have with 
local authorities from that date.  Under the regulations all Local Authorities will be 
treated as Retail Clients, however, the legislation allows for Authorities to opt up to 
become a Professional Client.  Remaining as Retail Clients could restrict the 
investment options and institutions available to the Authority to use and therefore 
the Authority will be opting up to Professional Client status.  In order to achieve 
Professional status forms will need to be completed for each institution we deal 
with.

12. BACKGROUND PAPERS

12.1 There are no Background Papers pertaining to this Report.



IMPLICATIONS APPENDIX 1

Legal As per Section 1.13B.67 of the Council's constitution, the Chief Finance Officer has 
delegated responsibility from Cabinet

"in respect of borrowing and investments to arrange such loans as are legally 
permitted to meet the Council's borrowing requirements".

Finance and 
Value for 
Money 

Due to the nature of the report, the financial implications are contained within the 
report.

In order to achieve a balanced budget, the authority relies upon generating 
maximum interest from its investments whilst minimising and managing the 
exposure to risk.  In order to achieve this, investments are only placed with 
institutions which meet the criteria set out within the TMSS.

Where the authority is required to borrow to meet the needs of the authority, 
officers will seek advice from Capita Asset Services on timings and options in order 
to ensure the best deal for the authority.

Risk 
Assessment

A summary of the perceived risks associated with Treasury Management were 
identified in the Treasury Management Strategy approved by Council on 
21 February 2017.  Officers continue to monitor the risks on a day to day basis and 
identify mitigating actions to minimise risks.
Screening for Equality ImpactsEquality 

Impact 
Assessment Question

a. Does the decision being made or recommended through this paper have 
potential to cause adverse impact or discriminate against different groups in the 
community? If yes, please explain answer.
No

b. Does the decision being made or recommended through this paper make a 
positive contribution to promoting equality? If yes, please explain answer.
No

In submitting this report, the Chief Officer doing so is confirming that they have 
given due regard to the equality impacts of the decision being considered, as noted 
in the table above

Corporate 
Plan

Corporate Plan Objective 4 - Sound and Self Sufficient Council

Crime and 
Disorder

N/A

Digital and 
website 
implications

No direct implications.



Safeguarding 
children and 
vulnerable 
adults

N/A


