
2015/16  Budget Monitoring – Month 2 

CAPITAL PROGRAMME MONITORING AS AT 31st May 2015 & 
TREASURY MANAGEMENT REVIEW FOR 2014/15  

 
Purpose of the Report 
 
1. This report provides the Month 2 monitoring statement on the City 

Council’s Capital Programme for May 2015 and Annual Treasury 

Management Review for 2014/15.  The first section covers the Capital 

Programmes with the Annual Treasury Management Review being 

covered from paragraph 10 and in Appendix 3.  

CAPITAL PROGRAMME MONITORING AS AT 31st MAY 2015 
 

Summary 
 

2. At the end of May 2015, the end of year position forecasts a variance of 

£5.2m (2%) below the approved Capital Programme. Project managers 

are forecasting to deliver a capital programme of £284.9m, the highest 

for five years. 

3. The variance in the forecast is in the Housing (£8.0m below budget), 

Highways (£5.9m above pending approval of new projects) and Sheffield 

Retail Quarter (£2.2m below) programmes. These variances are 

discussed in greater detail below.  

4. The Year to date position shows spending to be £1.0m (4%) below the 

approved programme profile.  The are no significant variances to date in 

any of the portfolio programmes.   

       Financials 2015/16 

Portfolio Spend to 
date 

Budget 
to Date 

Variance 
to date 

Full 
Year 
forecast 

Full Year 
Budget 

Full 
Year 
Variance 

  £000 £000 £000 £000 £000 £000 

CYPF 6,143  6,877  (733) 38,710  39,210  (500) 

Place 5,356  6,695  (1,339) 99,385  101,805  (2,420) 

Housing 7,521  7,185  336  88,825  96,860  (8,035) 

Highways 209  (1,123) 1,332  13,581  7,697  5,884  

Communities 73  301  (228) 332  352  (20) 

Resources 110  449  (339) 8,297  8,419  (122) 

Corporate 5,096  5,096  -  30,574  30,574  -  

              

Grand Total 24,507  25,480  (972) 279,705  284,918  (5,213) 
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Capital Programme 

Capital Programme 
    

 

   

 
2015-16 2016-17 Future Total 

 
£m £m £m £m 

     Council Approved Budget 262.4 160.8 309.8 732.9 

     Additions 4.3 5.1 0.0 9.5 

     Variations 0.6 0.0 -1.0 -0.4 

     Slippage & Acceleration 17.6 0.5 0.0 18.0 

     Month 2 Approved 
Budget 284.9 166.4 308.8 760.1 

 

  
 

 

5. The revised programme reflects the transfer of slippage on projects 

which were not completed to profile in 2014 -15.  

Commentary   

6. The 20 largest projects in the Capital Programme account for 76% of the 

current 2015/16 budget.  The key variances by project include: 

· A £2.3m slippage in the fitting of solar panels to council house roofs 

where the project is re-evaluating alternative delivery and financing 

options.  The project will start in the autumn in order to realise the 

benefits from undertaking the work at the same time as the Roofing 

project where the scaffolding costs can be shared.  

· A £2.3m slippage in the Communal Areas refurbishment programme 

where an extended consultation period with leaseholders has 

delayed the start;  

·  £0.8m slippage on the Council House stock increase programme 

following the insolvency of the original contractor and protracted 

negotiation with the new contractor over the price in order to keep 

within the approved budget; 

·  £0.6m on Disabled Facility Grants.  This programme forecast has 

been reviewed and will be re-profiled in the next report to deiver the 

original budget; 
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· £0.6m on Community Heating project which is being re-profiled into 

future years.  Work has commenced on replacing the pipework at 

two locations;  

· Sheffield Retail Quarter project works may slip £2.2m by the end of 

the year pending negotiations with the many stakeholders and 

partners in what is a very complex project. The overall project 

remains on target, 

· The Highways programme is forecasting to deliver £5.9m of 

additional projects following the successful award of Better Buses 

programme funding. This report seeks Cabinet approval to accept 

the funding and include within the Capital Programme. 

Approvals 

7. A number of schemes have been submitted for approval in line with the 

Council’s agreed capital approval process.  

 

8. Below is a summary of the number and total value of schemes in each 

approval category: 

· 21 additions of specific projects to the capital programme with a 

value of £13.3m. 

·  18 variations to the capital programme creating a net decrease of 

£7.1m. 

9. Further details of the schemes listed above can be found in Appendix 1. 
 

Annual Treasury Management Review 
 

10. 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 indicators for 

2014/15. Appendix 3 of 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 2014/15 the full Council received the Annual 

Treasury Strategy which sets out the Council’s approach for the year as 

part of the 2015/16 Revenue Budget report. Reports were also taken to 

the Cabinet Member for Finance during the year.  

 

Page 155



2015/16  Budget Monitoring – Month 2 

11. 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 

2014/15 outturn position for treasury activities and highlights compliance 

with the Council’s policies previously approved by members.   

 

12. The Annual Treasury Management Review which summarises the actual 

activities for 2014/15 is attached to this report as Appendix 3.  It was not 

possible to include the Annual Treasury Management Review as part of 

the 2014/15 outturn report due to the shortened timetable.  

 

Implications of this Report 

 

Financial implications 

13. The primary purpose of this report is to provide Members with 

information on the City Council’s Capital Programme for 2015/16 and 

Treasury Management Review, and as such it does not make any 

recommendations which have additional financial implications for the City 

Council. 

Equal opportunities implications  

14.  There are no specific equal opportunity implications arising from the 

recommendations in this report.   

Legal implications  

15.  There are no specific legal implications arising from the 

recommendations in this report.   

Property implications 

16.  Although this report deals with the Capital Programme, it does not, in 

itself, contain any property implications, nor are there any arising from 

the recommendations in this report. 

 

Recommendations 
 

17. Cabinet is recommended to: 

(i) Approve the proposed additions to the Capital Programme listed in 

Appendix 1, including the procurement strategies and delegations of 

authority to the Director of Commercial Services or nominated Officer, as 
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appropriate,  to award the necessary contracts following stage approval 

by Capital Programme Group; 

(ii) Approve the proposed variations and slippage in Appendix 1; and 

(iii) Delegate to the Director of Finance and the Director of Legal Services 

the authority to finalise, and if satisfactory, accept, the conditions of the 

grant listed on Appendix 2; and note 

(iv) The latest position on the Capital Programme and emergency approvals 

of schemes; 

(v) The Annual Treasury Management Review summarised in paragraphs 

10-12 and shown in further detail in Appendix 3. 

Reasons for Recommendations 

18. To record formally changes to the Revenue Budget and the Capital 

Programme and gain Member approval for changes in line with Financial 

Regulations and to reset the capital programme in line with latest 

information. 

Alternative options considered 

19. A number of alternative courses of action are considered as part of the 

process undertaken by Officers before decisions are recommended to 

Members.  The recommendations made to Members represent what 

Officers believe to be the best options available to the Council, in line 

with Council priorities, given the constraints on funding and the use to 

which funding is put within the Revenue Budget and the Capital 

Programme. 

 
Dave Phillips 
Interim Director of Finance 
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Appendix 3 
 

Annual Treasury Management Review 2014/15 

Introduction 

This 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 indicators for 2014/15. 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 2014/15 the full Council received the Annual Treasury Strategy whilst Cabinet were 

presented with the Outturn Report. Reports were also taken to the Cabinet Member for 

Finance during the year.  

 

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 provided during the year in order to 

support members’ scrutiny role. The training took place in January 2015 to coincide with the 

revision of the Treasury Management Strategy. 

 

2. The Economy and Interest Rates   

The original market expectation at the beginning of 2014/15 was for the first increase in Bank 

Rate to occur in quarter 1 2015 as the unemployment rate had fallen much faster than expected 

through the Bank of England’s initial forward guidance target of 7%.  In May, however, the Bank 

revised its forward guidance.  A combination of very weak pay rises and inflation above the rate of 

pay rises meant that consumer disposable income was still being eroded and in August the Bank 

halved its forecast for pay inflation in 2014 from 2.5% to 1.25%.  Expectations for the first increase 

in Bank Rate therefore started to recede as growth was still heavily dependent on buoyant 

consumer demand.   

 

During the second half of 2014 financial markets were caught out by a halving of the oil price and 

the collapse of the peg between the Swiss franc and the euro.  Fears also increased considerably 

that the European Central Bank (ECB), was going to do too little too late to ward off the threat of 

deflation and recession in the Eurozone.  In mid-October, financial markets had a major panic for 

about a week.  By the end of 2014, it was clear that inflation in the UK was going to head towards 

zero in 2015 and would possibly even turn negative.  In turn, this made it clear that the Monetary 

Policy Committee (MPC) would have great difficulty in starting to raise Bank Rate in 2015 while 

inflation was around zero and so market expectations for the first increase receded back to mid-

2016.   

 

Gilt yields were on a falling trend for much of the last eight months of 2014/15 but were then 

pulled in different directions by increasing fears after the anti-austerity parties won power in 

Greece in January; developments since then have increased fears that Greece could be heading 

for an exit from the euro. While the direct effects of this would be manageable by the EU and the 

ECB, it is very hard to quantify quite what the potential knock on effects would be on other 

countries in the Eurozone once the so called impossibility of a country leaving the EZ had been 

disproved.  Another downward pressure on gilt yields was the announcement in January that the 

Page 185



 

  

ECB would start a major programme of quantitative easing, purchasing EZ government and other 

debt in March.  On the other hand, strong growth in the US caused an increase in confidence that 

the US was well on the way to making a full recovery from the financial crash and would be the 

first country to start increasing its central rate, probably by the end of 2015.  The UK would be 

closely following it due to strong growth over both 2013 and 2014 and good prospects for a 

continuation into 2015 and beyond.  However, there was also an increase in concerns around 

political risk from the general election due in May 2015.  

 

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 throughout 2014/15.   

 

The UK Government maintained its tight fiscal policy stance but recent strong economic growth 

and falling gilt yields led to a reduction in the forecasts for total borrowing in the March budget. 

 

The EU sovereign debt crisis had subsided since 2012 until the Greek election in January 

2015 sparked a resurgence of fears.  While the UK and its banking system has little direct 

exposure to Greece, it is much more difficult to quantify quite what effects there would be if 

contagion from a Greek exit from the euro were to severely impact other major countries in 

the EZ and cause major damage to their banks.   

 

3. Overall Treasury Position as at 31 March 2014  

At the beginning and the end of 2014/15 the Council‘s treasury (excluding borrowing by PFI and 

finance leases) position was as follows: 
 

 

 

 

 

Authority 

31 March 2014 

Principal 

Rate/ 

Return 

 31 March 2015 

Principal 

Rate/ 

Return 

Total debt £688m 4.7%  £679m 4.6% 

CFR £830m   £855m  

Over / (under) 

borrowing 

(£142m)   (£176m)  

Total investments £84m 0.6%  £101m 0.62% 

Net debt £604m   £578m  

 

General Fund 

31 March 2014 

Principal 

Rate/ 

Return 

 31 March 2015 

Principal 

Rate/ 

Return 

Total debt £390m 4.6%  £385m 4.6% 

CFR £484m   £509m  

Over / (under) 

borrowing 

(£94m)   (£124m)  

Total investments £84m 0.6%  £101m 0.6% 

Net debt £306m   £283m  
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4. The Strategy for 2014/15 

The expectation for interest rates within the strategy for 2014/15 anticipated low but rising 

Bank Rate (starting in quarter 1 of 2015), and gradual rises in medium and longer term fixed 

borrowing rates during 2014/15.  Variable, or short-term rates, were expected to be the 

cheaper form of borrowing over the period.  Continued uncertainty in the aftermath of the 

2008 financial crisis promoted a cautious approach, whereby investments would continue to 

be dominated by low counterparty risk considerations, resulting in relatively low returns 

compared to borrowing rates. 

 

In this scenario, the treasury strategy was to postpone borrowing to avoid the cost of 

holding higher levels of investments and to reduce counterparty risk.   

 

The actual movement in gilt yields meant that PWLB rates saw little overall change during 

the first four months of the year but there was then a downward trend for the rest of the 

year with a partial reversal during February.   

 

5. The  Borrowing Requirement and Debt  

The Council’s underlying need to borrow to finance capital expenditure is termed the Capital 

Financing Requirement (CFR).  The table below shows the outturn for 2013/14 and 2014/15 

and the 2014/15 budget position including PFI liabilities.  

 

 31 March 2014  

Actual 

31 March 2015 

Budget  

31 March 2015 

Actual 

CFR General Fund (£m) £820m £873m £872m 

CFR  HRA (£m) £346m £348m £346m 

Total CFR £1,166m £1,221m £1,218m 

 

 

HRA 

31 March 2014 

Principal 

Rate/ 

Return 

 31 March 2015 

Principal 

Rate/ 

Return 

Total debt £298m 4.7%  £294m 4.6% 

CFR £346m   £346m  

Over / (under) 

borrowing 

(£48m)   (£52m)  

Total investments £0m 0%  £0m 0% 

Net debt £298m   £294m  
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6. Borrowing Rates in 2014/15 

PWLB certainty maturity borrowing rates - the graphs and table for PWLB rates below and in 

appendix 3, show, for a selection of maturity periods, the average borrowing rates, the high and 

low points in rates, spreads and individual rates at the start and the end of the financial year 

 

 
 

 

7. Borrowing Outturn for 2014/15 

Borrowing  

The Council undertook no additional borrowing during the year. Instead the Council used 

investment balances to temporarily fund borrowing requirements, avoiding the counterparty risks 

and low investment returns 

 

Rescheduling  

No rescheduling was done during the year as the average 1% differential between PWLB new 

borrowing rates and premature repayment rates made rescheduling unviable. 

Page 188



 

  

8. Investment Rates in 2014/15 

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

unchanged for six years.  Market expectations as to the timing of the start of monetary tightening 

started the year at quarter 1 2015 but then moved back to around quarter 3 2016 by the end of 

the year.   Deposit rates remained depressed during the whole of the year, primarily due to the 

effects of the Funding for Lending Scheme.  

  

 
  
LIBID is the London Interbank Bid Rate which reflects the average interest rate which major London banks borrow 

Eurocurrency deposits from other banks and is a key indicator of interest rates on short term deposits. 

Page 189



 

  

9. Investment Outturn for 2014/15

Investment Policy – the Council’s investment policy, which is governed by Central Government 

guidance, is set out in the annual investment strategy approved by full Council in March each 

year. This policy outlines the approach for choosing investment counterparties, and is based on 

credit ratings provided by the three main credit rating agencies supplemented by additional 

market data (such as rating outlooks, credit default swaps, bank share prices etc.).   

 

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

no liquidity difficulties.  

 

Investments held by the Council - the Council maintained an average balance of £163m of 

internally managed funds.  The internally managed funds earned an average rate of return of 

0.56% against a budgeted return of 0.50%. 

 

The Council would not normally plan to have such high cash balances but the position continues 

to be affected by re-profiling of the capital programme. 

 

The pie charts below shows that we split our investments over a range of investment options, 

including AAA rated Money Market Funds and Fixed Term or Call accounts deposits with part 

nationalised banks. 
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Throughout the year we only invested funds with assets of over £1bn and monitored who these 

funds invested with themselves.  Money market funds are an attractive counterparty to mitigate 

counterparty risk because they only invest in the most secure assets whilst they allow us to 

remove our investment day-by-day should we need to. 
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Appendix 1: Prudential and Treasury Indicators 

During 2014/15, 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 

2013/14 

Actual 

£000 

2014/15 

Original 

£000 

2014/15 

Actual 

£000 

Capital expenditure 

· General Fund 

· HRA 

· Total 

 

82,283 

40,506 

122,789 

 

79,082 

55,119 

134,201 

 

158,460 

26,369 

184,829 

Capital Financing Requirement: 

· General Fund 

· HRA 

· Total 

 

819,593 

346,209 

1,165,802 

 

872,407 

348,348 

1,220,796 

 

872,086 

346,308 

1,218,394 

Gross borrowing 1,023,604 1,122,496 1,042.125 

Net External debt 939,176 1,122,496 940,995 

Investments 

· Longer than 1 year 

· Under 1 year 

· Total 

 

Nil 

84,428 

84,428 

 

Nil 

Nil 

Nil 

 

Nil 

101,130 

101,130 

 

Commentary 

The Council’s external debt has increased by around £21.2m during the year, whilst our 

overall need for borrowing which is represented by the Capital Financing Requirement has 

increased by £52.6m.  

 

This is a result of a decision taken by the Council in prior years to use surplus cash reserves 

and grants in advance of need. Using this cash has meant that the Council could avoid taking 

on new loans, and thus adding to its external debt, where it would have otherwise needed 

to. In turn, this has saved the Council paying interest costs. 

 

This strategy is intended to be used in the shorter term as the cash will be needed for its 

original intended purpose. When this arises, the Council would be required to raise cash 

from loans or its revenue resources.  Should loans need to be raised, it is key to do so when 

the cost of borrowing is as cheap as possible and before any interest rate rises.  

 

However, following the above strategy combined with an under spend on the capital 

programme meant that the Council continued to hold large sums of cash on deposit 

throughout the year. These deposits were placed with an array of AAA-rated, instant access 

money market funds and fixed-term and call account deposits with part-nationalised banks. 

This investment policy meant that our deposits were very safe but deposit returns were low 

(marginally above the Bank Base Rate of 0.50%). 

 

Gross borrowing and the CFR - in order to ensure that borrowing levels are prudent over the 

medium term and only for a capital purpose, the Council should ensure that its gross 

external borrowing does not, except in the short term, exceed the total of the capital 

financing requirement in the preceding year (2013/14) plus the estimates of any additional 
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capital financing requirement for the current (2014/15) and next two financial years.  This 

essentially means that the Council is not borrowing to support revenue expenditure.  This 

indicator allows the Council some flexibility to borrow in advance of its immediate capital 

needs.   

 

The authorised limit - the authorised limit is the “affordable borrowing limit” required by s3 

of the Local Government Act 2003.  Once this has been set, the Council does not have the 

power to borrow above this level.  The table below demonstrates that during 2014/15 the 

Council has maintained gross borrowing within its authorised limit.  

 

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.  

 

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. 

 

 2014/15 

Authorised limit £1,347m 

Maximum gross borrowing position  £1,042m 

Operational boundary £1,230m 

Average gross borrowing position  £1,033m 

 

Ratio of financing costs to net 

revenue stream 

31 March 2014 

actual 

2014/15 

original limits 

31 March 2015 

actual 

    General Fund 13.68% 14% 15.05% 

    HRA  9.63% 10% 9.74% 

 

Incremental impact of capital 

investment decisions 

31 March 2014 

Actual 

2014/15 

original limits 

31 March 2015 

actual 

 Increase in council tax (band D) per 

annum  * 

£10.22 £26.74 £12.51 

Increase in average housing rent 

per week (council dwellings only) 

£0.01 £0.05 £0.00 

 

* The increase in Council Tax (band D) per annum for 2014/15 is lower than the 2014/15 limit because 

the expected borrowing was noticeably lower than forecast. 
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The maturity structure of the debt portfolio was as follows: 

 31 March 2014 

Actual 

2014/15 

Original Limits 

31 March 2015 

Actual 

Under 12 months  30% 35% 27% 

12 months and within 24 months 1% 15% 3% 

24 months and within 5 years 1% 30% 2% 

5 years and within 10 years 2% 40% 2% 

10 years and above  66% 100% 66% 

 

Included in the ‘Under 12 month’ figure are bank loans which have a “call option” that allows the 

bank to either re-set the interest rate or allow us to repay the loan every six months. As these loans 

could be repayable in six months’ time, we show them as being due under a year. 

 

The maturity structure of the investment portfolio was as follows: 

 

Investments 

 

2013/14 

Actual 

£000 

2013/14 

Original 

£000 

2013/14 

Actual 

£000 

  Longer than 1 year 

  Under 1 year 

  Total 

0 

84,428 

84,428 

0 

0 

0 

0 

101,130 

101,130 

 

 

TABLE 1 

31 March 

2014 

Principal 

Rate/ 

Return 

Average 

Life 

(Yrs) 

31 March 

2015 

Principal 

Rate/ 

Return 

Average 

Life 

(Yrs) 

Fixed rate funding:  

PWLB £350m 5% 23 £341m 4.67% 21 

Market £140m 5% 48 £140m 4.03% 47 

Local Authorities £20m 2% 1 £20m 2.43% 2 

Variable rate funding:  

PWLB £0m 0% - £0m 0% - 

Market £178m 5% 51 £178m 5.07% 50 

Credit Liabilities: 

PFI Liabilities £336m 9%  £363m 10.41%  

Total debt £1,024m 6% 30 £1,042m 6.61% 29 

CFR £1,166m   £1,218m   

Over/ (under) 

borrowing 

(£142m)   (£176m)   

Total investments £84m 0.6% <1 £101m 0.6% <1 

Net debt £940m   £941m   

Page 194



 

  

The exposure to fixed and variable rates was as follows: 

 31 March 2013 

Actual 

2014/15 

Original Limits 

31 March 2014 

Actual 

Fixed rate debt £845m  £864m 

Fixed rate investments -£60m  -£45m 

Net fixed rate exposure £785m £940m £819m 

Variable rate debt £178m  £178m 

Variable rate investments -£14m  -£56m 

Net variable rate exposure £164m £350m £122m 
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