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Status  Public 

Executive summary  This report sets out the monitoring of the Council’s Treasury 
Management function for the period 1 April 2020 to 31 
December 2020. A surplus of £159k will be achieved through 
lower borrowing costs due to historically low interest rates.  

The Treasury Management Strategy 2021/22 is included as 
an appendix to this report. Key changes to the strategy have 
been set out in paragraphs 29-33 as well as inclusion of 
analysis of the approach to finance more of the capital 
programme through borrowing. 

Recommendations It is RECOMMENDED that:  

 1) note the reported activity of the Treasury Management 
function for the period ending 31 December 2020. 

2) Approve the Treasury Management Strategy 2021/22 
included in Appendix 1 

Reason 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(s):  Councillor Drew Mellor, Leader, Finance & Transformation 

Corporate Director  Graham Farrant, Chief Executive 

Report Authors Matthew Filmer – Finance Manager - Corporate 

Wards  Council-wide  

Classification  For information and recommendation 



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 Monetary Policy Committee in December 2020 voted to leave interest 

rates unchanged at 0.1% and keep the Bank of England’s programme of 

quantitative easing at £895 billion, following a £150 billion expansion in 

November. There is growing consensus that even after the United Kingdom 

ends its Brexit transition period on 1 January 2021 with a trade deal in place 

there is a chance rates could still be cut.  

6. It also squashed any idea of using negative interest rates, at least in the next 

six months or so. It suggested that while negative rates can work in some 

circumstances, it would be “less effective as a tool to stimulate the economy” 

at this time when banks are worried about future loan losses. It also has “other 

instruments available”, including further quantitative easing and the use of 

forward guidance. 

7. The economy has shown signs of growth during Covid-19 restrictions during 

December, according to reports. The IHS Markit flash composite purchasing 

managers’ index, which measures economic activity in the manufacturing and 

services sectors, yesterday put its December reading at 50.7, up from 49.0 in 

November. It was lower than analysts' expectations of 51.3 but still suggests 

that the economy has returned to growth, with any reading above 50 indicating 

an expansion.  

8. Overall, the pace of recovery is not expected to be in the form of a rapid V 

shape, but a more elongated and prolonged one after a sharp recovery in June 



through to August which left the economy 11.7% smaller than in February. The 

last three months of 2020 are now likely to show no growth as consumers 

remained cautious in spending and uncertainty over the outcome of the UK/EU 

trade negotiations. If the Bank felt it did need to provide further support to 

recovery, then it is likely that the tool of choice would be more Quantitative 

Easing.  

9. There will be some painful longer-term adjustments as e.g. office space and 

travel by planes, trains and buses may not recover to their previous level of 

use for several years, or possibly ever. There is also likely to be a reversal of 

globalisation as this crisis has shown up how vulnerable long-distance supply 

chains are. On the other hand, digital services are one area that has already 

seen huge growth. 

Interest Rates and Public Works Loan Board (PWLB) 

10. 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. 

11. In November 2020 the Government announced the outcome of consultation 

on reforms to Public Works Loan Board (PWLB) lending designed to end the 

use of PWLB for investment property bought by councils primarily for yield 

which they consider presents a risk for both national and local taxpayers. 

Their guidance stipulates that if a local authority wishes to borrow from the 

PWLB they must submit a high-level description of the capital spending and 

financing plans for the next three years to include; 

• Details of how much they plan to spend in defined categories. 

• A description of the projects. 

• Assurance from the s151 officer that the authority is not borrowing in 

advance of need and does not intend to buy assets primarily for yield. 

12. The outcome of the consultation goes on to state that PWLB borrowing can 

continue to be used to finance capital expenditure associated with service 

spending, housing, regeneration, preventative action and treasury 

management. If the government conclude a transaction was not an 

appropriate use of PWLB then the transaction will need to be unwound, and 

the government reserve the right to request that all loans are repaid in full 

along with applicable exit charges. 

13. Because of the reforms the rates of PWLB borrowing were generally reduced 

by 1% from the 26 November 2020.The decision means that PWLB remain 

the most cost-effective option for future borrowing decisions, especially as 

current rates are at historic lows.   



14.  Table 1 overleaf 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 very marginally 

over the next two years.  

Table 1: Interest rate projection (Link Asset Services) 

 

Treasury Management Performance 2020/21 

15. Table 2 below shows the forecast overall treasury management position for 

2020/21.  The current projection is a net £159,000 surplus. Investment income 

is forecast to fall short of the budget by £23,000 due to the historically low 

interest rates being lower than the rates assumed within the budget. Forecast 

interest payable is expected to be £182,000 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. 

Table 2: Treasury Management Performance 2020/21  

 
 

 

 

 

 

 

Projected

Actuals Budget Variance

2020/21 2020/21 2020/21

£'000 £'000 £'000

Expenditure

Interest Paid on Borrowings 1,618 1,800 (182)

Income

Investment Interest Received (162) (185) 23

Total 1,456 1,615 (159)



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. This is before any further debt is taken on to settle with 

Dorset Council.   

Table 3: Council Borrowings as at 31 December 2020 

 

 Initial Loan 

Value £'000 
 Interest Rate 

 Balance as 

at 31 Dec 

2020    £'000 

Maturity Date

 General 

Fund Pool 

£'000 

 HRA Pool 

£'000 
 Source 

Short Term Borrowing

3,000           0.04% 3,000            05-Jan-2021 3,000          -                  East Northamptonshire Council

10,000         0.04% 10,000          08-Jan-2021 10,000        -                  West of England Combined Authority

3,000           0.04% 3,000            08-Jan-2021 3,000          -                  Broxbourne Borough Council

5,000           0.05% 5,000            08-Jan-2021 5,000          -                  Wealden District Council

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

5,000           0.19% 5,000            30-Apr-2021 5,000          -                  Portsmouth City Council

10,000         0.19% 10,000          24-May-2021 10,000        -                  South Yorkshire Pensions Authority

5,000           0.19% 5,000            24-May-2021 5,000          -                  Solihull MBC

56,000         0.28% Average Rate 56,000          56,000        9 Local Authorities

Long Term Borrowing

2,000           8.00% 2,000            25-Nov-2021 -                  2,000           PWLB

2,000           8.00% 2,000            25-Nov-2022 -                  2,000           PWLB

5,000           2.66% 1,250            22-Aug-2023 -                  1,250           PWLB

5,000           4.45% 5,000            24-Sep-2030 -                  5,000           PWLB

5,000           4.45% 5,000            24-Nov-2031 5,000          -                  PWLB

5,000           4.75% 5,000            24-Sep-2032 -                  5,000           PWLB

5,000           4.45% 5,000            24-Nov-2032 5,000          -                  PWLB

5,000           4.75% 5,000            24-Sep-2033 -                  5,000           PWLB

5,000           4.60% 5,000            23-Feb-2035 -                  5,000           PWLB

5,000           4.72% 5,000            22-Aug-2036 -                  5,000           PWLB

5,000           2.80% 5,000            20-Jun-2041 5,000          -                  PWLB

5,000           2.80% 5,000            20-Jun-2041 5,000          -                  PWLB

2,500           6.75% 2,500            06-Mar-2056 -                  2,500           PWLB

1,500           6.75% 1,500            13-Mar-2057 -                  1,500           PWLB

1,500           5.88% 1,500            07-Mar-2058 -                  1,500           PWLB

42,488         3.48% 42,488          28-Mar-2062 -                  42,488         PWLB

43,908         3.48% 43,908          28-Mar-2062 -                  43,908         PWLB

145,896       142,146        20,000        122,146       

22,625         2.26% + RPI Annually 17,232          17-Oct-2039 17,232        -                  Prudential Assurance Co

3,673           0.00% 507               01-Apr-2023 507             -                  Salix

228,194       215,885        93,739        122,146       



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 December 2020 is 

shown in Table 4 below. 

Table 4: Investment Summary as at 31 December 2020 

 
 

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

returns of 0.19% for the period 1 April 2020 to 31 December 2020 for its 

combined investment compared to the average 7-day benchmark rate of 

(0.06%).  

Prudential Indicators 

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

2020/21 Treasury Management Strategy as agreed with Council in February 

2020. It can be confirmed that all indicators have been complied with during 

the period 1 April 2020 to 31 December 2020. 

Compliance with Policy 

22. The Treasury Management activities of the Council are regularly audited both 

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

Regulations. The recent internal audit in September 2020 rated the Treasury 

Investments Maturity Date
Principal Amount 

£
Interest %

Fixed Term Deposits

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

Close Brothers 11-Mar-2021             10,000,000 0.45%

Sub Total 15,000,000

Call Account

Lloyds Bank 95 day notice 15,000,000 0.10%

Handelsbanken instant access 36,800,000 0.08%

Aberdeen Standard Liquidity Fund instant access 7,825,000 0.01%

Total 74,625,000



Management function as “Substantial” assurance which means that there is a 

sound control framework which is designed to achieve the service objectives, 

with key controls being consistently applied.  

23. 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. It 

can be confirmed that the Treasury Management Strategy has been complied 

with during the period 1 April 2020 to 31 December 2020. 

Treasury Management Strategy 2021/22  

24. The Treasury Management Strategy is produced each year in accordance 

with the CIPFA Code of Practice on Treasury Management. It sets out how 

the Council’s Treasury service will support capital investment decisions, and 

how the treasury management operates day to day. Its sets out the limitations 

on treasury management activity through prudential indicators, within which 

the council’s treasury function must operate. The strategy is included as 

Appendix 1 to the report.  

Capital investment programme – financing 

25. The council has refinanced its capital investment programme significantly in 

response to the financial challenge presented by the global public health 

emergency. This process has focussed on switching capital reserve 

allocations within projects to in most cases prudential borrowing.   

26. In choosing to undertake additional prudential borrowing the council is mindful 

of the CIPFA Prudential Code, which restricts the use of prudential borrowing 

to capital spend, and only where affordability of annual borrowing repayment 

costs can be demonstrated. Provision has been made within the Medium-

Term Financial Plan for the new annual borrowing repayment costs. In doing 

so the council is taking advantage of comparatively low interest rates available 

from the PWLB and linking expenditure to the timing of the benefits received. 

27. It is important that Audit and Governance committee is aware and confident of 

the implications of this decision on the Council. To give some context to the 

decision Appendix 2 to this report provides a series of four graphs that 

highlight our relative debt position and show how we compared to other local 

authorities in the financing of our capital programme in 2019/20. What is clear 

from the four graphs is BCP Council proportion of overall debt relative to its 

size is on the lower end of the scale.  

28. Appendix 3 of this report set out the schedule that itemises by scheme how 

the Councils total borrowings (HRA and GF) will change based on the planned 

capital expenditure for 2020/21 onwards. This change has been reflected in 

the prudential indicators of the Treasury Management strategy ultimately 

increasing the level of future borrowing required.  



Recommended changes to the Treasury Management Strategy 

2021/22  

29. The 2021/22 Accounting code of practice will require all leases to be added to 

the balance sheet, which will in effect increase the Councils liabilities and 

therefore its overall Capital Financing Requirement. Although this change is 

over a year away, and already postponed once, it is prudent to ensure that we 

have estimated the impact of this accounting change in the Treasury 

Management strategy to ensure sufficient headroom has been allowed for in 

the Councils prudential indicators.  

30. As part of the process of considering funding options for future infrastructure 

projects the Council will explore the use of Community Municipal Bonds for 

projects specifically associated with the Council’s Climate Change and 

Ecological emergency. The consideration process will only advise use of the 

bond from a value for money perspective if it can demonstrated that the bond 

rates can be secured at rates lower than those that can be obtained from the 

PWLB, although such consideration will also reflect on the value associated 

with direct public investment and engagement into the project. This option has 

been added as approved source of long- and short-term borrowing to the TM 

strategy.  

31. The Councils Minimum Revenue Policy (MRP) was previously a 4% charge 

for any assets below £10m, and in some cases anything above could use a 

specific asset life basis. It is proposed that the new MRP policy extends this 

flexibility, to allow specific assets life in all cases to ensure charges are 

reflective of the value the assets bring to the Council.    

32. The strategy now makes reference to the possibility of negative interest rates. 

There are already products that have dropped into negative interest rates and 

there is expectation that this may continue in the short term.  

Summary of Financial/Resource Implications  

33. Financial implications are as outlined within the report. 

Summary of Legal Implications  

34. There are no known legal implications. 

Summary of Equalities and Diversity Impact 

35. 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 

36. 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 

37. 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 

38. 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 

39. 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 

40. 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.   

Price Risk 

41. 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 

42. Treasury Management report to Full Council on 18th February 2020 

https://democracy.bcpcouncil.gov.uk/mgChooseDocPack.aspx?ID=3735  

Appendices  

Appendix 1 - Treasury Management Strategy 2021/22 

Appendix 2 - BCP Council Debt Benchmarking 

Appendix 3 - Itemised Borrowing for BCP Council – subject to minor amendments 

https://democracy.bcpcouncil.gov.uk/mgChooseDocPack.aspx?ID=3735

