
BRECKLAND DISTRICT COUNCIL 
 
Report of Mark Finch, Assistant Director Finance  
 
To: Audit Committee 13th June 2014 
 
Author: Mark Finch, Assistant Director of Finance 
 
Subject: Annual Report on the Treasury Management Service and Actual Prudential 
Indicators 2013/14 
 
 

Purpose: 
This Council is required through regulations issued under the Local Government Act 2003 to 
produce an annual treasury report reviewing treasury management activities and the actual 
prudential and treasury indicators 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).  

 
 

Recommendations: 
Recommended to Full Council to: 
1.0   Approve the actual 2013/14 prudential indicators within this report 
2.0   Note the Treasury Management stewardship report for 2013/14 at Appendix 
         B and Appendix C 
 

 
 
1.0   BACKGROUND 

    
During 2013/14 the minimum reporting requirements were that Audit Committee should 
receive the following reports: 

• an annual treasury strategy in advance of the year (Audit Committee 15th February 2013) 

• a mid year (minimum) treasury update report (Audit Committee 13th December 2013) 

• an annual review following the end of the year describing the activity compared to the 
strategy (this report) 

 
The regulatory environment places responsibility on 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 members.   

Member training on treasury management issues was undertaken during the year on 14th 
February 2014 in order to support members’ scrutiny role.  
 
An update from Capita, the Councils Treasury Management Advisors, on the  
economy and interest rates is attached at Appendix A. 

 
2.0 Overall Treasury Position as at 31st March 2014   

During 2013/14, the Council complied with its legislative and regulatory requirements.  The 
key actual prudential and treasury indicators detailing the impact of capital expenditure 
activities during the year, with comparators, are as follows: 

Actual prudential and treasury 
indicators 

2012/13 
Actual 
£000 

2013/14 
Estimate 

£000 

2013/14 
Actual 
£000 



 

  

Actual prudential and treasury 
indicators 

2012/13 
Actual 
£000 

2013/14 
Estimate 

£000 

2013/14 
Actual 
£000 

Actual capital expenditure        2,017        6,082       3,028 

 
Capital Financing 
Requirement (CFR): 

 

          Nil           Nil           Nil 

Net borrowing           Nil           Nil           Nil 

External debt           Nil           Nil           Nil 

 
Investments 

• Longer than 1 year 
• Under 1 year 
• Total 
 

 
  2,490 
28,824 
31,314 

 
n/a 

 

 
     578 
35,267 
35,845 

 
NB – the 13/14 investments total includes £670k re Iceland as at 31st March. 
 
Other prudential and treasury indicators can be found at Appendix B.  The  
Assistant Director of Finance also confirms that no borrowing was undertaken  
for a capital purpose and the statutory borrowing limit (the authorised limit) 
was not breached. 
 
The financial year 2013/14 continued the challenging investment environment  
of previous years, namely low investment returns and higher levels of counterparty 
risk. 
 
At 31 March 2014, the Council’s external debt was Nil (Nil at 31 March 2013)  
and its investments totalled £35,850k (£31,310k at 31 March 2013).  £3,830k 
of the investment balance is money held on behalf of Moving Thetford  
Forward and £670k relates to Icelandic balances awaiting repayment. 
 

3.0  OPTIONS 

3.1     Recommend to Full Council to approve the actual 2013/14 prudential indicators within 
the report and note the treasury management stewardship report for 2013/14 

3.2 Not to approve the actual 2013/14 prudential indicators within the report and the treasury 
management stewardship report for 2013/14 as presented and make changes 

 

4.0      REASONS FOR RECOMMENDATION 

           To meet the requirements of both the CIPFA Code of Practice on      
           Treasury Management and the CIPFA Prudential Code for Capital     
           Finance in Local Authorities 
 
5.0       EXPECTED BENEFITS 

     The Council is required through regulation to report the outturn position for  
            last year.  By approving the outturn report, this will ensure the Council  
            has confirmed compliance with regulations and has identified the starting  
            position for treasury activity in the forthcoming year.  
 
 
 



 

  

 
6.0      IMPLICATIONS 

Legal – Local Government Act 2003 
     

Risk I have completed the risk management questionnaire and I can confirm that risk has 
been given careful consideration and that there are no significant risks identified 
associated with the information in this report 

 
Financial The report is of a financial nature and the financial    

            implications are included within the report 
 

Timescales This report reports on 2013-14 performance   
  

Equality and Diversity None 
 

Stakeholders / Consultation There is no consultation associated with this report as it is 
of a financial/internal  performance nature 

 
Contracts There are no contracts associated with this report 

 
Section 17, crime & Disorder Act 1998 - None 

 
7.0 WARDS/COMMUNITIES AFFECTED 

This report is an internal performance report and therefore does not affect any 
wards/communities directly 

 
Background papers - None 
 

Lead Contact Officer 
Name/Post: Margaret Bailey (Senior Accountant, Capital and Treasury) 
Telephone Number: 01362 656218 
Email: Margaret.bailey@breckland.gov.uk 
 
Key Decision – No 
 
Appendices attached to this report:  
Appendix A – The economy and interest rates 
Appendix B - Annual Report on the Treasury Management Service 2013/14 (Incorporating 
Outturn Prudential Indicators) 
Appendix C – March 2014 Treasury Performance Report 



 

  

         Appendix A 

The Economy and Interest Rates   

The financial year 2013/14 continued the challenging investment environment of previous years, 
namely low investment returns, although levels of counterparty risk had subsided somewhat. 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 has 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.   
 
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 (see paragraph 4.)  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.   
 
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.  
 
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 
the 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 has 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. 



 

  

 
         Appendix B 
Annual Report on the Treasury Management Service 2013/14 (Incorporating Outturn 
Prudential Indicators) 
 
1.0  Introduction and background 
1.1  This report summarises:  

• Capital activity during the year; 

• Impact of this activity on the Council’s underlying indebtedness (the Capital 
Financing Requirement); 

• Reporting of the actual prudential and treasury indicators; 

• Overall treasury position identifying how the Council has borrowed in relation 
to this indebtedness, and the impact on investment balances; 

• Summary of interest rate movements in the year; 

• Detailed debt activity; and 

• Detailed investment activity. 

2.0  The Council’s Capital Expenditure and Financing 2013/14 

2.1  The Council undertakes capital expenditure on long-term assets.  These activities 
may either be: 

• Financed immediately through the application of capital or revenue resources 
(capital receipts, capital grants, revenue contributions etc.), which has no 
resultant impact on the Council’s borrowing need; or 

• If insufficient financing is available, or a decision is taken not to apply resources, 
the capital expenditure will give rise to a borrowing need.   

2.2  The actual capital expenditure forms one of the required prudential indicators.  The 
table below shows the actual capital expenditure and how this was financed. 

£m 
2012/13 
Actual 
£000’s 

2013/14 
Estimate 
£000’s 

2013/14 
Actual   £000’s 

Non-HRA capital expenditure          2,017        6,082          3,028 

HRA capital expenditure Nil Nil Nil 

Total capital expenditure          2,017         6,082          3,028 

Resourced by:    

• Capital reserves             719            4,875         1,889 

• Revenue Funding                 0                 47                 3 

• PFI scheme                 0               262            262 

• Capital grants             931               691            852 

• Other reserves             367               207              22 

Total capital resourced           2,017            6,082         3,028 

 

3.0  The Council’s overall borrowing need 

3.1  The Council’s 2013/14 Minimum Revenue Provision (MRP) Policy (as required by 
Communities & Local Government (CLG) Guidance) was approved as part of the 
Treasury Management Strategy Report for 2013/14 on 15th February 2013. 



 

  

3.2  The Council’s underlying need to borrow is called the Capital Financing Requirement 
(CFR).  This figure is a gauge of the Council’s capital borrowing need.  The Council 
does not currently have a positive CFR, and so has no underlying need to borrow for 
a capital purpose.  However, as detailed in the Capital Outturn report (Cabinet 13th 
May 2014), there remains limited scope for further capital investment in the existing 
capital programme after 2015/16 unless additional receipts are generated, revenue 
reserves are used or borrowing takes place.   

3.3 The capital programme currently includes budget of £7,448k for two projects which 
may form part of the council’s LABV project, however until this project is further 
developed it is not known definitively which capital programme items will be included.  
Therefore the need for borrowing will be further addressed in 2014-15 when the 
LABV project stages have progressed.  Whilst these amounts remain committed, 
scope for new projects is limited.  In addition, the impact of spend on Disabled 
Facilities Grants and the way they are funded will be more fully assessed in 2014-15.  
Prioritisation of capital projects in the future will be key to the best use of the 
Council’s resources.  Any future decision on borrowing for capital projects would only 
be supported if the business case for the projects does not place additional cost 
pressure on the tax payer through the council tax charge. 

3.4  The Council’s CFR for the year is shown below, and represents a key prudential 
indicator.  This includes PFI and leasing schemes on the balance sheet, which 
increase the Council’s borrowing need, the CFR.  No borrowing is actually required 
against these schemes as a borrowing facility is included in the contract. The Council 
has complied with this prudential indicator. 
 

 31 March 2013 

Actual 

£’000 

31 March 2014 

Original 
Indicator 

£’000 

31 March 2014 

Actual 

£’000 

Balance exc. Iceland/Moving 
Thetford Forward funds 

(23,240) (11,000) (31,350) 

Iceland/Moving Thetford 
Forward  

  (8,070)     (4,500) 

Net borrowing position (31,310)  (35,850) 

CFR    0 0 0 

 

3.5  Net borrowing represents the total Investment balance at 31st March 2014. The 
original indicator for March 2014 excluded the expected Iceland and Moving Thetford 
Forward balances so the actual for March 2014 is broken down to compare like for 
like.  The actual varies significantly from the original indicator due to a combination of 
reduced spend, additional income and also timing of income and payments which has 
increased the cash held at 31st March.  The most significant variations were; capital 
programme was under spent by £5m compared to the original estimate, early 
repayment of £3m Icelandic money, capital receipts of £2m not previously 
guaranteed, additional collection fund income and efficiencies achieved in year held 
in reserves for use in future years. 

 
 
 
 
 
 



 

  

 
3.6  The authorised limit - the authorised limit is the “affordable borrowing limit” required 

by s3 of the Local Government Act 2003.  The Council does not have the power to 
borrow above this level.  The table below demonstrates that during 2013/14 the 
Council has maintained gross borrowing within its authorised limit.  For Breckland, 
this contains the PFI scheme plus a £1.0m overdraft limit.  The PFI value is required 
as it is part of the Prudential Indicators, however it does not show in the gross 
borrowing position as the scheme is fully financed. 

 
3.7  The operational boundary – the operational boundary is the expected borrowing 

position of the Council during the year.  Periods where the actual position is either 
below or over the boundary is acceptable subject to the authorised limit not being 
breached.  

 
3.8 Actual financing costs as a proportion of net revenue stream - this indicator 

identifies the trend in the cost of capital (borrowing and other long term obligation 
costs net of investment income) against the net revenue stream. 

 

 2013/14 

Authorised limit £10,315k 

Maximum gross borrowing position  £0 

Operational boundary £0 

Average gross borrowing position  £0 

Financing costs as a proportion of net revenue stream (3.54%) 

 

4.0. Treasury Position  as at 31 March 2014 

4.1  The Council’s debt and investment position is organised to ensure adequate liquidity for 
revenue and capital activities, security for investments and to manage risks within all 
treasury management activities. Procedures and controls to achieve these objectives are 
well established both through Member reporting detailed in the summary, and through 
officer activity detailed in the Council’s Treasury Management Practices.  At the beginning 
and the end of 2013/14 the Council‘s treasury position was as follows: 

 

Actual borrowing position 31 March 2013 31 March 2014 

 Principal Average 
Rate 

Principal Average 
Rate 

Fixed Interest Rate Debt 0  0  

Variable Interest Rate Debt 0  0  

Total Debt 0  0  

Capital Financing Requirement £0 £0 

Over/(Under) borrowing - - 



 

  

 

Investment position 31 March 2013 31 March 2014 

 Principal 

£000’s 

Average 
Rate 
(excl 

Iceland) 

Principal 

£000’s 

Average 
Rate 
(excl 

Iceland) 

Fixed Interest Investments(excl 
Iceland) 

10,074  10,028  

Variable Interest Investments 17,717  25,147  

Total Investments (excl Iceland) 27,791 0.796% 35,175 0.605% 

Icelandic Balances 3,523  670  

Net borrowing position (31,314)  (35,845)  

 

4.2  During 2013/14 the Assistant Director of Finance managed the debt position at nil.  All 
investments were for less than 1 year. 

5.0 The Strategy for 2013/14 

5.1  In the 2013/14 strategy, the expectation was for low but rising bank rate (starting Q1 
2015), and gradual rises in medium and longer term fixed borrowing rates during 
2013/14.  See section 6 for latest update.   

 
5.2  Change in strategy during the year - 

There are no changes to Strategy during 2013/14 that have not previously been reported.   
    

6.0 Investment Rates in 2013/14 (Capita narrative) 
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 
unchanged at early 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. 

 



 

  

  
 

7.0  Actual debt management activity during 2013/14  

7.1  The Council did not undertake any borrowing in 2013/14 therefore there was no 
specific debt management required 

 
8.0  Investment Outturn for 2013/14 
8.1  Investment Policy – the Council’s investment policy is governed by CLG guidance, which 

was been implemented in the annual investment strategy approved by the Council on 15th 
February 2013 (updated in mid yr report 13th December 2013).  This policy sets out the 
approach for choosing investment counterparties, and is based on Sector’s colour coding 
methodology.   

 
9.2  The investment activity during the year conformed to the approved strategy, and the 

Council had no liquidity difficulties.  
 
9.3  Resources – the Council’s longer term cash balances comprise, primarily, revenue and 

capital resources, although these will be influenced by cash flow considerations.  The 
Council’s core cash resources comprised as follows, and met the expectations of the 
budget: 

 

Balance Sheet Resources (£000’s) 31 March 2013 31 March 2014 

Balances 2,611 2,908 

Earmarked reserves 10,737 12,297 

Provisions (580) (1,244) 

Usable capital receipts 0                        455 

Total 12,768 14,405 

 
9.4  Investments held by fund managers - The Council has no funds with Fund 

managers.  All investments are managed internally 
 

9.5  Investments held by the Council - the Council maintained an average balance of 
£31,000k (excluding Iceland) of internally managed funds.  The internally managed funds 
earned an average rate of return of 0.605%.  The comparable performance indicator is the 
average 3 Month LIBID rate, which was 0.390%. This compares with a budget assumption 
of £11,000k investment balances earning an average rate of 1.11%.  The achieved rate was 
less than expected due to the early repayment of Icelandic balances which once repaid 
were invested at lower rates plus extremely limited investment opportunities.  

 

10.0 Performance Measurement  
10.1 This service has set the following performance indicators and operated within the 

boundaries set as detailed in the March performance report attached at Appendix C: 

• Security 

Risk of default 

Average Weighted Life 

To measure the risk level associated with the Council’s portfolio of 
investments. 

 



 

  

 

• Liquidity 

Instant access cash – The Council requires an average balance of £5m 
instant access cash to be available at any time 

Bank Overdraft – The Council’s approved overdraft facility is £1m 

• Yield 

3 month LIBID 

Actual interest earned against budget 

 

11.0 Icelandic Bank Defaults 

11.1  This authority currently has investments frozen in Icelandic banks.  The carrying amounts 
of the Council’s claim on the banks at 31st March 2014 is £670k. 

 
11.2 All monies within these institutions are currently subject to the respective administration 

and receivership processes. The amounts and timing of payments to depositors such as 
the authority will be determined by the administrators / receivers.  The current situation 
with regards to recovery of the sums deposited varies between each institution.  Members 
will be periodically updated on the latest developments on these efforts.    
     



 

  

         Appendix C 
Treasury performance 2013/14 (extract from Revenue outturn report) 
 

o Section 3 – Treasury 

 

This section reports on: 

• Security, Liquidity and Yield of Investment portfolio 

• Risks, issues and key messages 

• Icelandic Update 
 
Security 

 
The low actual risk for the Council’s portfolio of investments reflects its cautious approach to 
counterparty selection which in turn is reflected in low investment returns. 
 
Whilst our counterparty list remains small for the size of deposit our policy allows, we continue to 
explore other options in order to achieve higher returns on the cash held.  Money Market Funds 
(MMFs) continue to allow us to spread risk over separate institutions as each MMF has its own 
credit rating. 
 

 
 
Liquidity 
Cash 

The Council had an average of £19.8m instant access cash available during the reporting period.  
This is in excess of the working capital sum of £5m required but reflects the instant access nature 
of deposits in money market funds and the relative weakness of counterparty ratings not allowing 
longer term deposits. 
Bank overdraft 

The council did not use its overdraft facility in this reporting period. 
 
Yield 
 

Budgeted Interest 2013-14  £334,620 
Actual Interest 2013-14  £337,310 
 

Icelandic interest received in 
2013-14 is £148,549 

 
This is helping to keep the 
forecast yield above target, 
however the 3 month LIBID 
will be increasingly difficult to 

achieve due to the limited 
counterparty list.  

 



 

  

Target yield (3 month LIBID1)  0.39% 
Actual yield      0.77% 

  
 

  
 
Icelandic Update 

During this year £3,044,841 has been received, primarily from the auction of Landesbank debt.  
There remains £500,204 in Icelandic Kroner, held in Escrow accounts on our behalf awaiting 

                                                      
1 LIBID – London Inter-bank Bid Rate 

Because of the limited 
counterparty list – 

71% of investments 
are instant access or 

held with MMF’s. 
 

The highest earning 
MMF is 0.39% (as at 

31/03/2014) 

The instant 
access nature 

of “investments” 
impacts on 

interest 
receivable 

The %age 
maturity structure 
of investments is: 

 
< 1 week= 71.5% 
< 1 mth= 14.2% 
2-3 mths= Nil 
3-6 mths= 14.2% 
6-9 mths= Nil 
9-12 mths= Nil 
> 12 mths= Nil 



 

  

release and this is subject to exchange rate risk. A further £170k is expected from KSF over the 
next 2 years.  These amounts have already been factored into Breckland’s budgets. 
 
Actions/Decisions required 

None 


