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Why has this report come to the Executive? 

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 2020/21.  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).  
 
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.   
 
The Treasury Management Strategy is agreed by Council at its meeting in February, the 
constitution sets out that the Audit Committee is responsible for responsible for ensuring 
effective scrutiny of the Treasury Management Strategy and policies. 
 

 

Recommendations: 
 
The Audit Committee is recommended to: 

1) Note this 2020/21 Provisional Annual Treasury Management Review. 



 

  

 

1. Introduction 
This report sets out the Council’s Treasury Management performance over the year 
which essentially covers the investment and borrowing activity during the year. Many 
of the elements in this report are required to be reported and are set out in the various 
CIPFA Codes. 
 

2. Investment Position as at 31st March 2021  

The Council held an average investment portfolio of approximately £41 million over the 
year; at the start of the year the balances are approximately £50m and at the end of the 
year they were approximately £31m.  The funds at the start of the financial year are much 
higher due to an advance payment of a full year’s business rates by the Council’s largest 
ratepayer (approximately £25 million). Funds are invested in a range of maturities.  

The main principle governing the Council’s investment criteria is the security and liquidity 
of its investments, with yield (or return) then being considered.  The Council’s investment 
strategy agreed by Council sets out the overall parameters for these investments. In 
addition, external advisors have been engaged to provide expert advice on how to 
optimise an appropriate balance of security, liquidity and yield, given the risk appetite of 
the authority,  the need for liquidity throughout the year and the economic environment 
following the pandemic. 
 
The investment portfolio is summarised in the table below. Please note, the security 
structure of all investments are up to one year. 

 
 

INVESTMENT PORTFOLIO 

31.3.20 
Actual 
£000 

 

31.3.20 
Actual 

% 

31.3.21 
Actual 
£000 

31.3.21 
Actual 

% 

Treasury investments     

Banks 14.97 51.28 14.97 47.42 

Building Societies - rated     

Building Societies – unrated     

Local authorities     

DMADF (H M Treasury)     

Money Market Funds 14.22 48.72 16.6 52.58 

Total managed in house     

Bond funds     

Property funds     

Cash fund managers     

Total managed externally     

TOTAL TREASURY INVESTMENTS 29.19 100% 31.57 100% 



 

  

 

3. Borrowing 

 

The treasury management function ensures that the Council’s cash is organised in 
accordance with the the relevant professional codes, so that sufficient cash is available to 
meet this service activity.  This will involve both the organisation of the cash flow and, 
where capital plans require, the organisation of approporiate borrowing facilities. The 
Council’s underlying need to borrow to finance capital expenditure is termed the Capital 
Financing Requirement (CFR).   
 
Gross borrowing and the CFR  
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.   

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

£’000 
31.3.20 
Actual 

2020/21 
Budget 

31.3.21 
Actual 

 Capital expenditure 6,564 8,968 6,059 

Financed in year 6,564 8,968 6,059 

Unfinanced capital expenditure  0 0 0 

 
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 (2020/21) plus the estimates of any additional capital financing 
requirement for the current (2021/22) and next two financial years.  This essentially 
means that the Council is not borrowing to support revenue expenditure.   

Current portfolio position 

The Council’s debt portfolio contains one remaining Market Loan of £5 million which will 
mature on 1st February 2042.  The rate is fixed at 7.55% with interest payments of 
£377,500 a year. The status of this loan is continually assessed to determine whether 
better terms can be obtained.  Currently, it is better to leave the loan in its present form, 
as the penalty for repaying early would be prohibitive. This was estimated at £5.577m (on 
top of the £5m debt repayment) on 3 January 2019. The costs of redemption therefore 
outweigh any benefit and this will remain the case for as long as cpmparative rates remain 
significantly below the rate payable on the loan. Due to this, the borrowing position is 
currently that of overborrowed. 



 

  

 

4. Economy 

Investment returns plunged during 2020/21 to near zero or even into negative territory. A 
success of Copeland’s treasury management function was that it managed to avoid 
negative rates.   

The expectation for interest rates within the treasury management industry for 2020/21 
was that Bank Rate would continue at the start of the year at 0.75 % before rising to end 
2022/23 at 1.25%.  This forecast was invalidated by the Covid-19 pandemic bursting onto 
the scene in March 2020 which caused the Monetary Policy Committee to cut Bank Rate 
in March, first to 0.25% and then to 0.10%, in order to counter the hugely negative impact 
of the national lockdown on large swathes of the economy.  The Bank of England and the 
Government also introduced new programmes of supplying the banking system and the 
economy with massive amounts of cheap credit so that banks could help cash-starved 
businesses to survive the lockdown. The Government also supplied huge amounts of 
finance to local authorities to pass on to businesses.  This meant that for most of the year 
there was much more liquidity in financial markets than there was demand to borrow, with 
the consequent effect that investment earnings rates plummeted. 

Summary of money market investments rates and forecast: 

 

Graph of interest rates: 

 

 

 

 

 

 

  Bank Rate 7 day 1 mth 3 mth 6 mth 12 mth 

High 0.10 0.00 0.14 0.56 0.62 0.77 

High Date 01/04/2020 02/04/2020 20/04/2020 08/04/2020 14/04/2020 21/04/2020 

Low 0.10 -0.10 -0.11 -0.10 -0.10 -0.05 

Low Date 01/04/2020 31/12/2020 29/12/2020 23/12/2020 21/12/2020 11/01/2021 

Average 0.10 -0.07 -0.05 0.01 0.07 0.17 

Spread 0.00 0.10 0.25 0.66 0.73 0.83 



 

  

Conclusion 

The Council has complied with all of the relevant statutory and regulatory requirements 
which require the Council to identify and, where possible, quantify the levels of risk 
associated with its treasury management activities. In particular, its adoption and 
implementation of both the Prudential Code and the Code of Practice for Treasury 
Management means both that its capital expenditure is prudent, affordable and 
sustainable, and its treasury practices demonstrate a very low risk approach. 

Statutory Officer Comments 

The Legal Officer’s comments are:  No legal issues arise from this report. 

The Section 151 Officer’s comments are: The financial implications are included in the body 
of the report. 

How will the proposals be project managed and how are 
the risks going to be managed? 

3.1 The Council’s treasury management activities are regulated by a variety of 
professional codes and statutes and guidance: 

i. The Local Government Act 2003 (the Act), which provides the powers to 
borrow and invest as well as providing controls and limits on this activity; 

ii. The Act permits the Secretary of State to set limits either on the Council or 
nationally on all local authorities restricting the amount of borrowing 
which may be undertaken; 

iii. Statutory Instrument (SI) 3146 2003, as amended, develops the controls 
and powers within the Act; 

iv. The SI requires the Council to undertake any borrowing activity with regard 
to the CIPFA Prudential Code for Capital Finance in Local Authorities; 

v. The SI also requires the Council to operate the overall treasury function 
with regard to the CIPFA Code of Practice for Treasury Management in the 
Public Services; 

vi. Under the Act the MHCLG has issued Investment Guidance to structure 
and regulate the Council’s investment activities. 

vii. Under section 238(2) of the Local Government and Public Involvement in 
Health Act 2007 the Secretary of State has taken powers to issue guidance 
on accounting practices.  

 



 

  

Investment Policy       Appendix A 

Time and monetary limits applying to investments.  

The time and monetary limits for institutions on the Council’s counterparty list are as 
follows (these will cover both specified and non-specified investments): 

 Institution Limits Fitch Long term 
Rating 

(or equivalent)/  
Fund Rating 

Money  
Limit 

£ 

Time  
Limit 

Banks 1 higher quality AA- £5m 3yrs 

Banks 1  medium quality A- £5m 100 days 

Banks 2 – part nationalised - £10.1m** 1yr 

Limit 3 category – Council’s banker 
(not meeting Banks 1) 

- £10k 1 day 

DMADF AA unlimited 6 months 

Local authorities N/A £5m 1yr 

Money market funds (SNAV, VNAV 
and LNAV) 

AAA £10m* liquid 

Enhanced money market funds  AAA 5 / 10% liquid 
 

Investment treasury indicator and limit - total principal funds invested for greater 
than 365 days. These limits are set with regard to the Council’s liquidity requirements 
and to reduce the need for early sale of an investment, and are based on the 
availability of funds after each year-end. 
 

Maximum principal sums invested for longer than 365 days 

Principal sums invested > 365 days £20m 
 
 
 
 
 
 
 
 
 
 
 


