
 
 

Audit & Governance Committee 

Report Subject Treasury Management Monitoring Outturn 2019/20 and Update for 

Quarter 1 2020/21 

Meeting date 30 July 2020 
 

Status Public  

Executive summary 

 

This report sets out the monitoring of the Council’s Treasury 

Management function for the period 1 April 2019 to 31 March 2020. 

A surplus of £1.4 million was achieved through higher investment 

returns and lower borrowing costs.  

The report also sets out the Quarter One performance for 2020/21 

which forecasts a £112,000 underspend caused by higher cash 

balances than previously assumed reducing the need to borrow in the 

short term.  

 

Recommendations 

 

It is recommended that Audit & Governance Committee: 
 

1) note the reported activity of the Treasury Management function for 
2019/20. 
 

2) note the reported activity of the Treasury Management function for 
April to June 2020. 

 

Reasons for 

recommendations 

It is a requirement under the Chartered Institute of Public Finance and 

Accountancy (CIPFA) Treasury Management Code of Practice that 

regular monitoring of the Treasury Management function is reported 

to Members. 

Portfolio Holder Councillor David Brown – Finance Portfolio Holder 

Corporate Director Julian Osgathorpe – Corporate Director Resources 

Service Director Adam Richens - Chief Financial Officer 

Classification For information and recommendation 

Report author Matthew Filmer, Finance Manager – Corporate 

 matthew.filmer@bcpcouncil.gov.uk 
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Background Detail  

1. Treasury Management is defined as the management of the council’s cash 

flows, its borrowings and investments, the management of the associated 

risks and the pursuit of the optimum performance or return consistent with 

those risks. 

2. The Treasury Management function operates in accordance with The 

Chartered Institute of Public Finance and Accountancy (CIPFA) ‘Treasury 

Management in the Public Services’ Code of Practice (2011). 

3. The Treasury Management function manages the council’s cash flow by 

exercising effective cash management and ensuring that the bank balance is 

as close to nil as possible. The objective is to ensure that bank charges are 

kept to a minimum whilst maximising interest earned. A sound understanding 

of the council’s business and cash flow cycles enables funds to be managed 

efficiently. 

4. This report considers the treasury management activities in relation to the 

Treasury Management Strategy. Also included is a summary of the current 

economic climate, an overview of the estimated performance of the treasury 

function, an update on the borrowing strategy, investments and compliance 

with prudential indicators. 

Economic Background  

5. The 2020 year started with optimism pointing to an upswing in growth after the 

ending of political uncertainty. Since then, the whole world has changed as a 

result of the coronavirus outbreak. The fall in economic growth for April was 

minus 24.5% year on year after the closedown of whole sections of the 

economy.  What is uncertain, however, is the extent of the damage that will 

have been done to businesses by the end of the lockdown period, how 

consumer confidence and behaviour may be impacted afterwards, whether 

there could be a second wave of the outbreak, how soon a vaccine will be 

created and then how quickly it can be administered to the population. This 

leaves huge uncertainties as to how quickly the economy will recover to what 

was formerly regarded as normality. However, some changes during lockdown 

are likely to be long lasting, for example a shift to online purchasing and 

working from home. The lockdown has also had a sharp effect in depressing 

expenditure by consumers which means their level of savings have increased 

and debt has fallen. This could provide fuel for a potential surge in consumer 

expenditure once some degree of normality returns. 

6. Although the UK left the EU on 31 January 2020, we still have much 

uncertainty as to whether there will be a trade deal achieved by the end of 

2020. At the end of June, the UK government rejected extending the transition 

period beyond 31 December 2020. This has increased the chances of a no-

deal Brexit.  However, the most likely outcome is expected to be a slim deal on 

trade in order to minimise as much disruption as possible. However, 

uncertainty is likely to prevail until the deadline date which will act as a drag on 

recovery. 
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7. After the Monetary Policy Committee (MPC) left the bank rate unchanged at 

0.75% in January 2020, the onset of the coronavirus epidemic in March forced 

it into making two emergency cuts in bank rate first to 0.25% and then to 

0.10%. These cuts were accompanied by an increase in quantitative easing 

(QE), essentially the purchases of gilts (mainly) by the Bank of England of 

£200bn.  In June, the MPC decided to add a further £100bn of QE purchases 

of gilts, but to be implemented over an extended period to the end of the year. 

The total stock of QE purchases will then amount to £745bn. It is not currently 

thought likely that the MPC would go as far as to cut bank rate into negative 

territory, although the Governor of the Bank of England has said all policy 

measures will be considered. The Governor also recently commented about an 

eventual tightening in monetary policy – namely that he favours unwinding QE 

before raising interest rates. Some forecasters think this could be as far away 

as five years. 

8. The government and the Bank of England were also very concerned to stop 

people losing their jobs during this lockdown period. Accordingly, the 

government introduced various schemes to subsidise both employed and self-

employed jobs for three months to the end of June while the country was 

locked down. It also put in place a raft of other measures to help businesses 

access loans from their banks, (with the government providing guarantees to 

the banks against losses), to tide them over the lockdown period when some 

firms may have little or no income. However, at the time of writing, this leaves 

open a question as to whether some firms will be solvent, even if they take out 

such loans, and some may also choose to close as there is, and will be, 

insufficient demand for their services. The furlough scheme was subsequently 

extended for another three months to October, but with employers having to 

take on graduated increases in paying for employees during that period. The 

Bank of England expects the unemployment rate to double to 8%. 

9. The government measures to support jobs and businesses will result in a huge 

increase in the annual budget deficit for the current year, from about 2% to 

nearly 17%.  The ratio of debt to GDP is also likely to increase from 80% to 

around 105%. In the budget in March, the government also announced a large 

increase in spending on infrastructure; this will also help the economy to 

recover once the lockdown is ended.  Economic statistics during June were 

giving a preliminary indication that the economy was recovering faster than 

previously expected. However, it may be a considerable time before economic 

activity recovers fully to its previous level. 

10. The annual inflation rate dropped to 0.5% in May from 0.8% in April and could 

reach zero by the end of the year.  Inflation rising over 2% is unlikely to be an 

issue for the MPC over the next two years as the world economy will be 

heading into a recession; this has caused a glut in the supply of oil which 

initially fell sharply in price, although the price has recovered somewhat more 

recently. Other UK domestic prices will also be under downward pressure; 

wage inflation was already on a downward path over the last half year and is 

likely to continue that trend in the current environment where unemployment 

will be rising significantly. In May’s Monetary Policy Report, the Bank of 

England predicted that inflation would hit their 2% target by 2022. This was in 
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the context of its forecast that GDP would rise by 3% in 2022 after a recovery 

during 2021. While inflation could even turn negative in the Eurozone, this is 

currently not likely in the UK.    

Public Works Loan Board (PWLB) Consultation   

11. In October 2019, the Treasury unexpectedly added an additional 1% to all 

PWLB rates available. The change was cited as a reaction to record low 

interest rates and a rapid increase in levels of borrowing by local authorities 

with government concern that this will be linked to commercial investments 

designed to produce a financial return to invest in services. 

12. The Treasury has since launched a consultation on potential changes to 

PWLB borrowing. The key change is councils will not be able to access PWLB 

borrowing at all if there are any commercial investments in planned 

programmes of capital expenditure. It is expected that the additional 1% 

charge will be reversed once these proposed changes are in place.  

Interest Rates   

13. Table 1 below which is produced by the authority’s treasury consultants Link 

Asset Services illustrates that there is an expectation that the Public Works 

Loan Board (PWLB) borrowing rate will continue to edge up over the next two 

years.  

Table 1: Interest rate projection (Link Asset Services) 

 

 

Treasury Management Performance 2019/20 

14. Table 2 overleaf shows the overall treasury management position for 2019/20.  

Investment income exceeded budget by £227,000 (previously reported 

£110,000). The cause of this was higher cash balances than expected for the 

new authority as well as securing above average interest rate returns.  

15. The interest paid on borrowings was £1,207,000 under budgeted cost. This 

was due to the provision made for Christchurch’s share of the accumulated 

debt of Dorset County Council (DCC). As a matter of prudence, it was 

assumed that the cost of borrowing will be in line with the budget until the 

balance sheet disaggregation was confirmed in February 2020. 
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Table 2: Treasury Management Performance 2019/20  

 
 

Borrowing 

16. The council has adopted a two-pool approach to debt management, 

separating the debts of the General Fund (Pool 1) and the Housing Revenue 

Account (HRA) (Pool 2). The HRA pool is a combination of both the Poole and 

Bournemouth Neighbourhood HRA accounts.  

17. Table 3 set out below shows the closing level of borrowing for the Council’s 

two loans pools.  

Table 3: Council Borrowings as at 31 March 2020

 

 

 

Actuals Budget Variance

2019/20 2019/20 2019/20

£'000 £'000 £'000

Expenditure

Interest Paid on Borrowings 1,657 2,864 (1,207)

Income

Investment Interest Received (412) (185) (227)

Total 1,245 2,679 (1,434)

 Initial Loan 

Value £'000 
 Interest Rate 

 Balance as 

at 31 Mar 

2020    £'000 

Maturity Date

 General 

Fund Pool 

£'000 

 HRA Pool 

£'000 
 Source 

Short Term Borrowing

20,000         1.10% 20,000         06-Apr-2020 20,000        -                  Lancashire County Council

10,000         0.75% 10,000         09-Apr-2020 10,000        -                  Essex County Council

5,000           0.70% 5,000           09-Apr-2020 5,000          -                  Pembrokeshire County Council

30,000         1.40% 30,000         30-Apr-2020 30,000        -                  Warrington Borough Council

10,000         0.80% 10,000         18-Sep-2020 10,000        -                  London Borough of Camden

10,000         3.28% 10,000         14-Sep-2020 -                  10,000         PWLB

85,000         1.34% Average Rate 85,000         75,000        10,000         

1 - 2 Year LA Loans

10,000         0.90% 10,000         26-Apr-2021 10,000        -                  Nottingham City Council

5,000           0.85% 5,000           28-Apr-2021 5,000          -                  Wokingham Borough Council

15,000         0.88% Average Rate 15,000         15,000        -                  

Long Term Borrowing

145,896       4.87% Average Rate 142,354       20,000        122,354       17 individual PWLB loans

22,625         2.26% + RPI Annually 17,785         17-Oct-2039 17,785        -                  Prudential Assurance Co

3,673           0.00% 1,016           01-Apr-2023 1,016          -                  Salix

272,194       261,155       128,801      132,354       Total Borrowings
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Investments 

18. During the year, cash surpluses are invested by the Treasury Management 

team through direct dealing or money brokers with approved counterparties. 

The council’s counterparty list, i.e. the list of organisations that it has been 

agreed that the council can invest with, has become increasingly restricted in 

recent years due to the economic climate and the criteria used to select 

appropriate organisations.  

19. A full list of investments held by the authority as at 31 March 2020 is shown in 

Table 4 below. 

Table 4: Investment Summary as at 31 March 2020 

 
 

20. The Treasury Management function has continued to achieve higher average 

returns of 0.89% for the period 1 April 2019 to 31 March 2020 for its combined 

investment compared to the average 7-day benchmark rate of 0.54%.  

 

Treasury Management Performance 2020/21 

21. Table 5 below shows the overall treasury management position for 2020/21.  

Investment income is forecast to fall short of the budget by £73,000 due to the 

historically low interest rates being lower than the rates assumed within the 

budget.  Forecast interest payable is expected to be £185k under budget due 

to the lower interest rates available to borrow in the short term as well as 

higher cash balances in year than previously assumed.  

 

 

 

 

 

 

 

 

Investments Maturity Date
Principal Amount 

£
Interest %

Fixed Term Deposits

Bank of England Debt Management Account 09-Apr-2020             20,675,000 0.09%

Bank of England Debt Management Account 17-Apr-2020               5,425,000 0.08%

Goldman Sachs International Bank 02-Jul-2020             10,000,000 1.02%

Cardiff Council 08-Jan-2021               5,000,000 1.05%

Sub Total 41,100,000

Call Account

Lloyds Bank 95 day notice 15,000,000 0.45%

Handelsbanken instant access 18,040,000 0.76%

Aberdeen Standard Liquidity Fund instant access 9,685,000 0.47%

Total 83,825,000
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Table 5: Treasury Management Performance 2020/21  

 

Borrowing 

22. Table 6 set out below shows the closing level of borrowing for the council’s 

two loans pools.  

Table 6: Borrowing as at 30 June 2020 

 

 

Investments 

23. A full list of investments held by the authority as at 30 June 2020 is shown in 

Table 7 below. 

 

 

 

 

 

 

 

Forecast Budget Variance

2020/21 2020/21 2020/21

£'000 £'000 £'000

Expenditure

Interest Paid on Borrowings 1,615 1,800 (185)

Income

Investment Interest Received (112) (185) 73

Total 1,503 1,615 (112)

 Initial Loan 

Value £'000 
 Interest Rate 

 Balance as 

at 30 Jun 

2020    £'000 

Maturity Date

 General 

Fund Pool 

£'000 

 HRA Pool 

£'000 
 Source 

Short Term Borrowing

10,000         0.80% 10,000         18-Sep-2020 10,000        -                  London Borough of Camden

10,000         0.90% 10,000         26-Apr-2021 10,000        -                  Nottingham City Council

5,000           0.85% 5,000           28-Apr-2021 5,000          -                  Wokingham Borough Council

10,000         3.28% 10,000         14-Sep-2020 -                  10,000         PWLB

35,000         1.46% Average Rate 35,000         25,000        10,000         

Long Term Borrowing

145,896       4.87% Average Rate 142,354       20,000        122,354       17 individual PWLB loans

22,625         2.26% + RPI Annually 17,602         17-Oct-2039 17,602        -                  Prudential Assurance Co

3,673           0.00% 634              01-Apr-2023 634             -                  Salix

207,194       195,590       63,236        132,354       Total Borrowings
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Table 7: Investments as at 30 June 2020 

 

24. The Treasury Management function has continued to achieve higher average 

returns of 0.28% for the period 1 April 2020 to 30 June 2020 for its combined 

investment compared to the average 7-day benchmark rate of -0.04%.  

Prudential Indicators 

25. The Treasury Management Prudential Code Indicators were set as part of the 

2019/20 & 2020/21 Treasury Management Strategy. It can be confirmed that 

all indicators have been complied with during all of 2019/20 and the period 1 

April 2020 to 30 June 2020. 

Impact of COVID19 on the Treasury Management Policy  

26. The Treasury Management activities of the council are regularly audited both 

internally and externally to ensure compliance with the council’s Financial 

Regulations.  

27. The Treasury Management Strategy requires that surplus funds are placed 

with major financial institutions but that no more than 25% (AA- Rated 

Institutions) or 20% (A to A- Rated) of the investment holding is placed with 

any one major financial institution at the time the investment takes place. 

During March the council started to receive funding in relation to Covid-19 

support and there was significant uncertainty about how financial institutions 

would be impacted by the economic fall out of the pandemic. This included 

local authorities being more resistant to inter-local authority activity. On 24th 

March the Corporate Incident Management Team under direction of the S151 

Officer and Monitoring Officer agreed that more than 25% could be invested 

with the Bank of England’s Debt Management Office (DMO). This was clearly 

carried out to ensure safeguarding of public funds in an extremely unstable 

and uncertain period. This policy has since been relaxed so that only the 

excess business grant funding is held in the DMO but the approach will be 

kept under constant review. 

28. It can be confirmed that the Treasury Management Strategy has been 

complied with during the period 1 April 2019 to 31 March 2020. 

 

 

Investments Maturity Date
Principal Amount 

£
Interest %

Fixed Term Deposits

Goldman Sachs International Bank 02-Jul-2020             10,000,000 1.02%

Bank of England Debt Management Account 13-Jul-2020               4,990,000 0.01%

Bank of England Debt Management Account 17-Jul-2020             20,600,000 0.01%

Cardiff Council 08-Jan-2021               5,000,000 1.05%

Sub Total 40,590,000

Call Account

Lloyds Bank 95 day notice 15,000,000 0.30%

Handelsbanken instant access 18,040,000 0.15%

Aberdeen Standard Liquidity Fund instant access 9,685,000 0.25%

Total 83,315,000
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Summary of Financial/Resource Implications  

29. Financial implications are as outlined within the report. 

Summary of Legal Implications  

30. Consultation with the Monitoring Officer was carried out when the Section 151 

Officer increased the counterparty investment limit with the Debt Management 

Office.  

Summary of Equalities and Diversity Impact 

31. The Treasury Management activity does not directly impact on any of the 

services provided by the council or how those services are structured. The 

success of the function will have an impact on the extent to which sufficient 

financial resources are available to fund services to all members of the 

community. 

Summary of Risk Assessment 

32. The Treasury Management Policy seeks to consider and minimise various 

risks encountered when investing surplus cash through the money markets. 

The aim in accordance with the CIPFA Code of Practice for Treasury 

Management is to place a greater emphasis on the security and liquidity of 

funds rather than the return gained on investments. The main perceived risks 

associated with treasury management are discussed below.   

Credit Risks 

33. Risk that a counterparty will default, fully or partially, on an investment placed 

with them. There were no counterparty defaults during the year to date, the 

council’s position is that it will invest the majority of its cash in the main UK 

banks which are considered to be relatively risk adverse and have been 

heavily protected by the UK Government over the last few years. The strategy 

is being constantly monitored and may change if UK bank long term ratings 

fall below acceptable levels. 

Liquidity Risks 

34. Aims to ensure that the council has sufficient cash available when it is 

needed. This was actively managed throughout the year and there are no 

liquidity issues to report. 

Re-financing Risks 

35. Managing the exposure to replacing financial instruments (borrowings) as and 

when they mature. The council continues to monitor premiums and discounts 

in relation to redeeming debt early. Only if interest rates result in a discount 

that will benefit the council would early redemption be considered. 

Interest Rate Risks 

36. Exposure to interest rate movements on its borrowings and investments. The 

council is protected from rate movements once a loan or investment is agreed 

as the vast majority of transactions are secured at a fixed rate.  
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Price Risk 

37. Relates to changes in the value of an investment due to variation in price. The 

council does not invest in gilts or any other investments that would lead to a 

reduction in the principal value repaid on maturity. 

Background papers 

38. Treasury Management Strategy 2020/21 presented to Audit and Governance 

on 23rd January 2020. 

https://democracy.bcpcouncil.gov.uk/documents/s14753/Appendix%20-

%20BCP%20Treasury%20Management%20Strategy%202020-21.pdf  

  

https://democracy.bcpcouncil.gov.uk/documents/s14753/Appendix%20-%20BCP%20Treasury%20Management%20Strategy%202020-21.pdf
https://democracy.bcpcouncil.gov.uk/documents/s14753/Appendix%20-%20BCP%20Treasury%20Management%20Strategy%202020-21.pdf

