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Executive summary 

 

The report also sets out the quarter two performance for 

2022/23 which forecasts an underspend of £1.5m due to the 
increase in interest rates. 

Recommendations 
 

It is recommended that Audit & Governance Committee: 

 

1) note the reported activity of the Treasury Management 
function for April to September 2022 

 

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. 

Council are required to approve any changes to the prudential 
indicators based on a recommendation from the Audit & 

Governance Committee. 

Portfolio Holder 
 

Councillor Drew Mellor, Leader, Finance & Transformation 

Corporate Director Graham Farrant, Chief Executive 

Service Director Adam Richens - Chief Financial Officer 

Classification For information and recommendation 
 

Report author Matthew Filmer, Assistant Chief Financial Officer  

 01202 128503  
 matthew.filmer@bcpcounci l.gov.uk 

 

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). 
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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. CPI inflation eased from 10.1% in July to 9.9% in August, though inflation has not 

peaked yet. The easing in August was mainly due to a decline in fuel prices 

reducing fuel inflation from 43.7% to 32.1%.  

6. However, utility price inflation is expected to add 0.7% to CPI inflation in October 

when the Ofgem unit price cap increases, typically, to £2,500 per household (prior 

to any benefit payments). But, as the government has frozen utility prices at that 

level for two years, energy price inflation will fall sharply after October and have 

a big downward influence on CPI inflation.  

7. Nonetheless, the rise in services CPI inflation from 5.7% y/y in July to a 30-year 

high of 5.9% y/y in August suggests that domestic price pressures are showing 

little sign of abating. A lot of that is being driven by the tight labour market and 

strong wage growth. CPI inflation is expected to peak close to 10.4% in 

November and, with the supply of workers set to remain unusually low, the tight 

labour market will keep underlying inflationary pressures strong until early next 

year. 

8. The new Prime Minister and Chancellor have appeared to make a step change 

in government policy. The government’s huge fiscal loosening from its significant 

tax cuts will add to these domestic inflationary pressures and will leave a legacy 

of higher interest rates and public debt. Whilst the government’s utility price 

freeze, which could cost up to £150bn (5.7% of GDP) over 2 years, will reduce 

peak inflation from 14.5% in January next year to 10.4% in November this year, 

the long list of tax measures announced at the “fiscal event” adds up to a 

loosening in fiscal policy relative to the previous government’s plans of £44.8bn 

(1.8% of GDP) by 2026/27. These included the reversal of April’s national 

insurance tax on 6th November, the cut in the basic rate of income tax from 20p 

to 19p in April 2023, the cancellation of next April’s corporation tax rise, the cut 

to stamp duty and the removal of the 45p tax rate, although the 45p tax rate cut 

announcement has already been reversed.  

9. Fears that the government has no fiscal anchor on the back of these 

announcements has meant that the pound has weakened, adding further upward 

pressure to interest rates. Whilst the pound fell to a record low of $1.035 on the 

Monday following the government’s “fiscal event”, it has since recovered to 

around $1.12. That is due to hopes that the Bank of England will deliver a very 

big rise in interest rates at the policy meeting on 3rd November and the 
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government will lay out a credible medium-term plan in the fiscal statement on 

23rd November.  Nevertheless, with concerns over a global recession growing, 

there are downside risks to the pound.  

10. Since the fiscal event, there is expectation the Monetary Policy Committee (MPC) 

to increase interest rates further and faster, from 2.25% currently to a peak of 

5.00% in February 2023 (up from our previous forecast peak of 2.75%). The 

combination of the government’s fiscal loosening, the tight labour market and 

sticky inflation expectations means it is expected the MPC to raise interest rates 

by 100bps at the policy meetings in November (to 3.25%) and 75 basis points in 

December (to 4%) followed by further 50 basis point hikes in February and March 

(to 5.00%).  Market expectations for what the MPC will do are volatile. If Bank 

Rate climbs to these levels the housing market looks very vulnerable, which is 

one reason why the peak in our forecast is lower than the peak of 5.50% priced 

into the financial markets at present.  

11. Gilt yields rose sharply at the end of September as investors demanded a higher 

risk premium and expected faster and higher interest rate rises to offset the 

government’s extraordinary fiscal stimulus plans. The 30-year gilt yield rose from 

3.60% to 5.10% following the “fiscal event”, which threatened financial stability 

by forcing pension funds to sell assets into a falling market to meet cash collateral 

requirements. In response, the Bank did two things. First, it postponed its plans  

to start selling some of its quantitative easing (QE) gilt holdings until 31st October. 

Second, it committed to buy up to £65bn of long-term gilts to “restore orderly 

market conditions” until 14th October. In other words, the Bank is restarting QE, 

although for financial stability reasons rather than monetary policy reasons.  

12. Since the Bank’s announcement on 28th September, the 30-year gilt yield has 

fallen back from 5.10% to 3.83%. The 2-year gilt yield dropped from 4.70% to 

4.30% and the 10-year yield fell back from 4.55% to 4.09%.  

13. There is a possibility that the Bank continues with QE at the long-end beyond 

14th October or it decides to delay quantitative tightening beyond 31st October, 

even as it raises interest rates. So far at least, investors seem to have taken the 

Bank at its word that this is not a change in the direction of monetary policy nor a 

step towards monetary financing of the government’s deficit. But instead, that it 

is a temporary intervention with financial stability in mind.  

14. The S&P 500 and FTSE 100 climbed in the first half of Q2 2022/23 before falling 

to their lowest levels since November 2020 and July 2021 respectively. The S&P 

500 is 7.2% below its level at the start of the quarter, whilst the FTSE 100 is 5.2% 

below it as the fall in the pound has boosted the value of overseas earnings in 

the index. The decline has, in part, been driven by the rise in global real yields 

and the resulting downward pressure on equity valuations as well as concerns 

over economic growth leading to a deterioration in investor risk appetite.    

Interest Rates  

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

Asset Services sets out their current projection of interest rates over the medium 

term.  
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Table 1: Interest rate projection (Link Asset Services) 

 

Treasury Management Performance 2022/23 

16. Table 2 below shows the overall treasury management position for 2022/23. The 

current forecast is an underspend of £1.5m on interest receivable budgets 

reflecting the increase in interest rates and still being in receipt of a number of 

significant grants from central government.  

Table 2: Treasury Management performance 2022/23 

 

 

 

 

 

 

 

 

 

 

 

 

Forecast Budget Variance

2022/23 2022/23 2022/23

£'000 £'000 £'000

Expenditure

Interest Paid on Borrowings 3,199 3,199 0

Income

Investment Interest Received (1,560) (45) (1,515)

Total 1,639 3,154 (1,515)
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Borrowing 

17. Table 3 below shows the closing level of borrowing for the Council’s two loans 

pool.    

Table 3: Council Borrowings as at 30 September 2022 

 

 

 

 

 

 

 

 

 Initial Loan 

Value £'000 
 Interest Rate 

 Balance as at 

30 Sept 2022    

£'000 

Maturity Date

 General 

Fund Pool 

£'000 

 HRA Pool 

£'000 
 Source 

Short Term Borrowing

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

3,673           0.00% 128                 01-Apr-2023 128             -                   Salix

5,000           2.66% 417                 22-Aug-2023 -                  417              PWLB

10,673         2,545              128             2,417           

Long Term Borrowing

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

10,000         1.83% 10,000            22-Jul-2046 10,000        -                   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

17,000         1.54% 17,000            17-May-2068 17,000        -                   PWLB

12,500         1.56% 12,500            16-Aug-2068 12,500        -                   PWLB

12,500         1.55% 12,500            16-Aug-2069 12,500        -                   PWLB

188,896       188,896          62,000        126,896       

22,625         2.26% + RPI Annually 15,904            17-Oct-2039 15,904        -                   Prudential Assurance Co

49,000         2.83% 48,491            24-May-2068 48,491        -                   Phoenix Life Limited

271,194       255,836          126,523      129,313       
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Investments 

18. A full list of investments held by the authority as at 30 September 2022 is shown 

in Table 4 below. 

Table 4: Investment Summary as at 30 September 2022 

 
 

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

returns of 1.21% for the period 1 April 2022 to 30 September 2022 for its 

combined investment compared to the SONIA overnight rate of (1.18%).  

Prudential Indicators 

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

2022/23 Treasury Management Strategy. It can be confirmed that all indicators 

have been complied with during the period 1 April 2022 to 30 September 2022. 

Compliance with Policy 

21. 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 August 2022 rated the Treasury 

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

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

key controls being consistently applied.  

22. 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 

Investments Maturity Date
Principal Amount 

£
Interest %

Fixed Term Deposits

Landesbank Hessen Thuringen 14-Oct-2022                6,800,000 2.25%

National Bank of Canada 11-Nov-2022              10,000,000 1.57%

Goldman Sachs International Bank 12-Dec-2022              15,000,000 2.10%

Standard Chartered Bank 05-Jan-2023              20,000,000 2.08%

Landesbank Hessen Thuringen 05-Jan-2023              15,000,000 2.28%

Goldman Sachs International Bank 16-Feb-2023              12,000,000 2.58%

Sub Total 78,800,000

Call Account

HSBC Sterling Liquidity Fund instant access 17,050,000 2.15%

Total 95,850,000
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that the Treasury Management Strategy has been complied with during all of 

2021/22 and the period 1 April 2022 to 30 September 2022. 

Summary of Financial/Resource Implications  

23. Financial implications are as outlined within the report. 

Summary of Legal Implications  

24. There are no known legal implications. 

Summary of Equalities and Diversity Impact 

25. 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 

26. 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 

27. 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 heavi ly 

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 

28. 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 

29. 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 

30. 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 

31. 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 

32. Treasury Management report to Full Council on 22 February 2022 

https://democracy.bcpcouncil.gov.uk/documents/g4812/Public%20reports%20p

ack%2022nd-Feb-2022%2019.00%20Council.pdf?T=10  
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