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IMPLICATIONS 
 
Legal:  
None arising from this report. 
 

Financial : FIN/26/15 
None arising from this report. 
 

Staffing :  
None arising from this report. 
 

Equality and Diversity including Human Rights : 
None arising from this report. 

 

Risk Assessment : 
None arising from this report. 

 

Climate Related Risks and Opportunities : 
None arising from this report. 

 

Title and Location of any Background Papers used in the preparation of this 
report:   
 

 
Call in and Urgency: 
Is the decision one which Rule 14.7 of the Scrutiny Procedure Rules apply? 

i.e. is the report exempt from being called in due to 
urgency (in consultation with C&I chairman) Yes   No x  

Key Decision: 

A matter which affects two or more wards, or has 
significant financial implications Yes   No x  
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Background 
 
The Council is required by regulations issued under the Local Government Act 
2003 to produce an Annual Treasury Management review of activities and the 
actual prudential and treasury indictors for 2013/14. 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).   
 
During 2013/14 the minimum reporting requirements were that the full Council 
should receive the following reports: 
 
 an Annual Treasury Strategy in advance of the year - Council meeting held  

4 March 2013 
 a Mid-Year (minimum) Treasury Update Report – Council  meeting held  

7 November 2013 
 an Annual Treasury Management Report following the year describing the 

activity compared to the strategy (this report). 
 
In addition, the Policy and Resources Committee has received quarterly Treasury 
Management update reports on 5 September 2013 and 20 February 2014. 
 
The regulatory environment places responsibility on Members for the review and 
scrutiny of treasury management policy and activities.  The 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 Members. 
 
The Council confirms that it has complied with the requirement under the Code to 
give prior scrutiny to all of the above treasury management reports by the 
Governance and Audit Committee (Annual Investment Strategy) and Policy and 
Resources Committee (Capital Programme, Mid-Year and Annual Report) before 
they were reported to the full Council.  Member training on treasury management 
issues was undertaken during the year in November 2013 in order to support 
Members’ scrutiny role. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 







 6 

3. The Council’s Overall Borrowing Need 
 
3.1 The Council’s underlying need to borrow for capital expenditure is 

termed the Capital Financing Requirement (CFR).  This figure is a 
gauge of the Council’s indebtedness.  The CFR results from the capital 
activity of the Council and resources used to pay for the capital spend.  
It represents the 2013/14 unfinanced capital expenditure (see table 
2.2), and prior years’ net or unfinanced capital expenditure which has 
not yet been paid for by revenue or other resources. 

 
3.2 Part of the Council’s treasury activities is to address the funding 

requirements for this borrowing need.  Depending on the capital 
expenditure programme, the treasury service organises the Council’s 
cash position to ensure sufficient cash is available to meet the capital 
plans and cash flow requirements.  This may be sourced through 
borrowing from external bodies (such as the Government, through the 
Public Works Loan Board [PWLB] or the money markets), or utilising 
temporary cash resources within the Council. 

 
3.3 Reducing the CFR – The Council’s underlying borrowing need (CFR) 

is not allowed to rise indefinitely.  Statutory controls are in place to 
ensure that capital assets are broadly charged to revenue over the life 
of the asset.  The Council is required to make an annual revenue 
charge, called the Minimum Revenue Provision (MRP), to reduce the 
CFR.  This is effectively a repayment of borrowing.  This differs from 
the treasury management arrangements, which ensure that cash is 
available to meet capital commitments.  External debt can also be 
borrowed or repaid at any time, but this does not change the CFR. 

 
3.4 The total CFR can also be reduced by: 
 

 the application of additional capital financing resources (such as 
unapplied capital receipts); or 

 charging more than the statutory revenue charge (MRP) each 
year through a Voluntary Revenue Provision (VRP). 

 
3.5 The Council’s 2013/14 MRP Policy (as required by CLG Guidance) 

was approved as part of the Treasury Management Strategy Report for 
2013/14 on 4 March 2013. 

 
3.6 The Council’s CFR for the year is shown below, and represents a key 

prudential indicator.  It includes leasing schemes on the balance sheet, 
which increase the Council’s borrowing need.  No borrowing is actually 
required against these schemes as a borrowing facility is included in 
the contract.  
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6. The Economy and Interest Rates (Sector Treasury Management 
Advisors) 
 
6.1 The original expectation for 2013/14 was that Bank Rate would not rise 

during the year and for it only to start gently rising from quarter 1 2015.    
This forecast rise had now been pushed back to a start in quarter 3 
2015.  Economic growth (GDP) in the UK was virtually flat during 
2012/13 but surged strongly during the year.  Consequently there was 
no additional quantitative easing during 2013/14 and Bank Rate ended 
the year unchanged at 0.5% for the fifth successive year.  While CPI 
inflation had remained stubbornly high and substantially above the 2% 
target during 2012, by January 2014 it had, at last, fallen below the 
target rate to 1.9% and then fell further to 1.7% in February.  It is also 
expected to remain slightly below the target rate for most of the two 
years ahead.   

 
6.2 Gilt yields were on a sharply rising trend during 2013 but volatility 

returned in the first quarter of 2014 as various fears sparked a flight to 
quality.  The Funding for Lending Scheme, announced in July 2012, 
resulted in a flood of cheap credit being made available to banks which 
then resulted in money market investment rates falling drastically in the 
second half of that year and continuing into 2013/14.  That part of the 
Scheme which supported the provision of credit for mortgages was 
terminated in the first quarter of 2014 as concerns rose over resurging 
house prices. 

 
6.3 The UK coalition Government maintained its tight fiscal policy stance 

but recent strong economic growth has led to a cumulative, (in the 
Autumn Statement and the March Budget), reduction in the forecasts 
for total borrowing, of £97bn over the next five years, culminating in a 
£5bn surplus in 2018-19. 

 
6.4 The EU sovereign debt crisis subsided during the year and confidence 

in the ability of the Eurozone to remain intact increased substantially.  
Perceptions of counterparty risk improved after ECB statement in July 
2012 that it would do “whatever it takes” to support struggling Eurozone 
countries; this led to a return of confidence in its banking system which 
continued into 2013/14 and led to a move away from only very short 
term investing.  However, this is not to say that the problems of the 
Eurozone, or its banks, have ended as the zone faces the likelihood of 
weak growth over the next few years at a time when the total size of 
government debt for some nations is likely to continue rising.  
Upcoming stress tests of Eurozone banks could also reveal some 
areas of concern. 
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8. Investment Rates in 2013/14 (Sector Treasury Management Advisors) 

 
8.1 Bank Rate remained at its historic low of 0.5% throughout the year; it 

has now remained unchanged for five years.  Market expectations as 
to the timing of the start of monetary tightening ended up almost 
unchanged at around the end of 2014 start of 2015. The Funding for 
Lending Scheme resulted in deposit rates remaining depressed during 
the whole of the year, although the part of the scheme supporting 
provision of credit for mortgages came to an end in the first quarter of 
2014.  
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11.3 From a total investment of £7m (claim amount £7.252m) the Council 
has received £6.661m from dividend repayments and sale of 
investments.  There are no further amounts anticipated, however, 
£0.202m remains held in an Escrow account pending the Supreme 
Court of Iceland’s approval to repatriate these funds. 

 
11.4 In the case of Heritable Bank plc, a significant repayment was made in 

August 2013, bringing the total repayments to approximately 94%.  
This is expected to be the last payment, although the final position has 
yet to be confirmed.  

 
11.5 In February 2014, the Council sold its Landsbanki claim to a third party.  

In total of £3.724m of the original £4m invested has been received. 
 
11.6 In respect of Glitnir, the Council has received 100% of its claim in full 

settlement for Glitnir Bank hf.  However, an element of the distribution 
is in Icelandic Kroner which has been placed in an escrow account in 
Iceland and is earning interest of 4.2% as at 31st March 2014.  This 
element of the distribution has been retained in Iceland due to currency 
controls currently operating in Iceland and as a result is subject to 
exchange rate risk, over which the Council has no control. 

 
 
 
 




