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1. Background 
 
The Authority operates a balanced budget, which broadly means cash raised 
during the year will meet its cash expenditure.  Part of the treasury 
management operations ensure this cash flow is adequately planned, with 
surplus monies being invested in low risk counterparties, providing adequate 
liquidity initially before considering maximising investment return. 
 
The second main function of the treasury management service is the funding 
of the Authority’s capital plans.  These capital plans provide a guide to the 
borrowing need of the Authority, essentially the longer-term cash flow 
planning to ensure the Authority can meet its capital spending operations.  

This management of longer-term cash may involve arranging long or short-
term loans, or using longer term cash flow surpluses, and on occasion any 
debt previously drawn may be restructured to meet Authority risk or cost 
objectives.  
 
Accordingly, treasury management is defined as: 
 
“The management of the local authority’s investments and cash flows, its 
banking, money market and capital market transactions; the effective control 

of the risks associated with those activities; and the pursuit of optimum 
performance consistent with those risks.” 
 
 

2. Introduction 
 
The Chartered Institute of Public Finance and Accountancy’s (CIPFA) Code of 
Practice on Treasury Management has been adopted by this Authority. 
 
The primary requirements of the Code are as follows: 
 

• Creation and maintenance of a Treasury Management Policy 
Statement which sets out the policies and objectives of the Authority’s 
treasury management activities. 

 
• Creation and maintenance of Treasury Management Practices which 

set out the manner in which the Authority will seek to achieve those 
policies and objectives. 

 
• Receipt by the Authority of an annual Treasury Management Strategy 

Statement - including the Annual Investment Strategy and Minimum 
Revenue Provision Policy - for the year ahead, a Mid-year Review 
Report and an Annual Report covering activities during the previous 
year. 
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• Delegation by the Authority of responsibilities for implementing and 

monitoring treasury management policies and practices and for the 
execution and administration of treasury management decisions. 

 
• Delegation by the Authority of the role of scrutiny of treasury 

management strategy and policies to a specific named body.  For this 
Authority the delegated body is the Audit and Risk Committee. 

 
This mid-year report has been prepared in compliance with CIPFA’s Code of 
Practice on Treasury Management, and covers the following: 
 

• An economic update for the first six months of 2021/22; 
 

• A review of the Treasury Management Strategy Statement and Annual 
Investment Strategy; 

 
• The Authority’s capital expenditure and prudential indicators; 

 
• A review of the Authority’s investment portfolio for 2021/22; 

 
• A review of the Authority’s borrowing strategy for 2021/22; 

 
• A review of any debt rescheduling undertaken during 2021/22; 

 
• A review of compliance with Treasury and Prudential Limits for 

2021/22. 
 
 

3. Economic update 
 
UK. The Monetary Policy Committee (MPC) on 24 September 2021 voted 
unanimously to leave Bank Rate unchanged at 0.10% and made no changes 
to its programme of quantitative easing purchases due to finish by the end of 
this year at a total of £895bn; two MPC members voted to stop the last £35bn 
of purchases as they were concerned that this would add to inflationary 
pressures. 
 
There was a major shift in the tone of the MPC’s minutes at this meeting from 
the previous meeting in August which had majored on indicating that some 
tightening in monetary policy was now on the horizon, but also not wanting to 
stifle economic recovery by too early an increase in Bank Rate. In his press 
conference after the August MPC meeting, Governor Andrew Bailey said, “the 
challenge of avoiding a steep rise in unemployment has been replaced by that 
of ensuring a flow of labour into jobs” and that “the Committee will be 
monitoring closely the incoming evidence regarding developments in the 
labour market, and particularly unemployment, wider measures of slack, and 
underlying wage pressures.” In other words, it was flagging up a potential 
danger that labour shortages could push up wage growth by more than it 
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expects and that, as a result, CPI inflation would stay above the 2% target for 
longer. It also discounted sharp increases in monthly inflation figures in the 
pipeline in late 2021 which were largely propelled by events a year ago e.g., 
the cut in VAT in August 2020 for the hospitality industry, and by temporary 
shortages which would eventually work their way out of the system: in other 
words, the MPC had been prepared to look through a temporary spike in 
inflation. 
 
In August the country was just put on alert.  However, this time the MPC’s 
words indicated there had been a marked increase in concern that more 
recent increases in prices, particularly the increases in gas and electricity 
prices in October and due again next April, are, indeed, likely to lead to faster 
and higher inflation expectations and underlying wage growth, which would in 
turn increase the risk that price pressures would prove more persistent next 
year than previously expected. Indeed, to emphasise its concern about 
inflationary pressures, the MPC pointedly chose to reaffirm its commitment to 
the 2% inflation target in its statement; this suggested that it was now willing 
to look through the flagging economic recovery during the summer to prioritise 
bringing inflation down next year. This is a reversal of its priorities in August 
and a long way from words at earlier MPC meetings which indicated a 
willingness to look through inflation overshooting the target for limited periods 
to ensure that inflation was ‘sustainably over 2%’. Indeed, whereas in August 
the MPC’s focus was on getting through a winter of temporarily high energy 
prices and supply shortages, believing that inflation would return to just under 
the 2% target after reaching a high around 4% in late 2021, now its primary 
concern is that underlying price pressures in the economy are likely to get 
embedded over the next year and elevate future inflation to stay significantly 
above its 2% target and for longer. 
 
Financial markets are now pricing in a first increase in Bank Rate from 0.10% 
to 0.25% in February 2022, but this looks ambitious as the MPC has stated 
that it wants to see what happens to the economy, and particularly to 
employment once furlough ends at the end of September. At the MPC’s 
meeting in February it will only have available the employment figures for 
November: to get a clearer picture of employment trends, it would need to wait 
until the May meeting when it would have data up until February. At its May 
meeting, it will also have a clearer understanding of the likely peak of inflation. 
 
The MPC’s forward guidance on its intended monetary policy on raising Bank 

Rate versus selling (quantitative easing) holdings of bonds is as follows: - 
1. Placing the focus on raising Bank Rate as “the active instrument in most 
circumstances”. 
2. Raising Bank Rate to 0.50% before starting on reducing its holdings. 
3. Once Bank Rate is at 0.50% it would stop reinvesting maturing gilts. 
4. Once Bank Rate had risen to at least 1%, it would start selling its holdings. 
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COVID-19 vaccines have been the game changer which have enormously 
boosted confidence that life in the UK could largely return to normal during the 
summer after a third wave of the virus threatened to overwhelm hospitals in 
the spring. With the household saving rate having been exceptionally high 
since the first lockdown in March 2020, there is plenty of pent-up demand and 
purchasing power stored up for services in hard hit sectors like restaurants, 
travel and hotels.  
 
EU. The slow role out of vaccines initially delayed economic recovery in early 
2021 but the vaccination rate has picked up sharply since then.  After a 
contraction in GDP of -0.3% in Q1, Q2 came in with strong growth of 2%, 
which is likely to continue into Q3, though some countries more dependent on 
tourism may struggle. Recent sharp increases in gas and electricity prices 
have increased overall inflationary pressures but the ECB is likely to see 
these as being only transitory after an initial burst through to around 4%, so is 
unlikely to be raising rates for a considerable time.   
 

 
Link Asset Services interest rate forecast  
 
Treasury advisor, Link Asset Services, has provided the following forecast: 
 

 
 
 

The coronavirus outbreak has done huge economic damage to the UK and to 
economies around the world. After the Bank of England took emergency 
action in March 2020 to cut Bank Rate to 0.10%, it left Bank Rate unchanged 
at its subsequent meetings. 
 
As shown in the forecast table above, one increase in Bank Rate from 0.10% 
to 0.25% has now been included in quarter 2 of 2022/23, a second increase to 
0.50% in quarter 2 of 23/24 and a third one to 0.75% in quarter 4 of 23/24.  
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The Balance of Risks to the UK 
 
The overall balance of risks to economic growth in the UK is now to the 
downside, including residual risks from Covid and its variants - both 
domestically and their potential effects worldwide. 
 
 
Forecasts for Bank Rate 
 
The Bank Rate is not expected to go up fast after the initial rate rise as the 
supply potential of the economy has not generally taken a major hit during the 
pandemic, so should be able to cope well with meeting demand without 
causing inflation to remain elevated in the medium-term, or to inhibit inflation 
from falling back towards the MPC’s 2% target after the surge to around 4% 
towards the end of 2021. Three increases in Bank rate are forecast in the 
period to March 2024, ending at 0.75%. However, these forecasts may well 
need changing within a relatively short time frame for the following reasons: - 
 

• There are increasing grounds for viewing the economic recovery as 
running out of steam during the summer and now into the autumn. This 
could lead into stagflation which would create a dilemma for the MPC 
as to which way to face. 

• Will some current key supply shortages e.g., petrol and diesel, spill 
over into causing economic activity in some sectors to take a significant 
hit? 

• Rising gas and electricity prices in October and next April and 
increases in other prices caused by supply shortages and increases in 
taxation next April, are already going to deflate consumer spending 
power without the MPC having to take any action on Bank Rate to cool 
inflation. Then we have the Government’s upcoming budget in October, 
which could also end up in reducing consumer spending power. 

• On the other hand, consumers are sitting on around £200bn of excess 
savings left over from the pandemic so when will they spend this sum, 
in part or in total? 

• There are 1.6 million people coming off furlough at the end of 
September; how many of those will not have jobs on 1st October and 
will, therefore, be available to fill labour shortages in many sectors of 
the economy? So, supply shortages which have been driving up both 

wages and costs, could reduce significantly within the next six months 
or so and alleviate the MPC’s current concerns. 

• There is a risk that there could be further nasty surprises on the Covid 
front, on top of the flu season this winter, which could depress 
economic activity. 
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In summary, with the high level of uncertainty prevailing on several different 
fronts, it is likely that these forecasts will need to be revised again soon - in 
line with what the new news is. 
 
It also needs to be borne in mind that Bank Rate being cut to 0.10% was an 
emergency measure to deal with the Covid crisis hitting the UK in March 
2020. At any time, the MPC could decide to simply take away that final 
emergency cut from 0.25% to 0.10% on the grounds of it no longer being 
warranted and as a step forward in the return to normalisation. In addition, any 
Bank Rate under 1% is both highly unusual and highly supportive of economic 
growth. 
 
 

4. Treasury Management Strategy Statement and 
Annual Investment Strategy update 
 
The Treasury Management Strategy Statement (TMSS) for 2021/22 was 
approved by the Authority on 15 February 2021. There are no policy changes 
to the TMSS; the details in this report update the position in the light of the 
updated economic position and budgetary changes already approved. 
 

 

 

Prudential Indicator 2021/22 
Original 

Prudential 
Indicator 

Revised 
Prudential 
Indicator 

Authorised Limit £42m £42m 

Operational Boundary £38m £38m 

Capital Financing Requirement 
(31.3.21) 

£35m £35m 

 
 

5. The Authority’s Capital Position (Prudential 
Indicators) 
 
This section of the report provides an update on: 
 

• The Authority’s capital expenditure plans; 
 

• How these plans are being financed; 
 

• The impact of the changes in the capital expenditure plans on the 
prudential indicators and the underlying need to borrow; and 

 

• Compliance with the limits in place for borrowing activity. 
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Prudential Indicator for Capital Expenditure 
 

The table below shows the capital programme which was approved by the 
Authority 15 February 2021, it has since been revised to reflect the impact of 
capital expenditure and financing decisions in 2020/21. The forecast outturn 
position is as at 30th September 2021.  
 
 

Capital Expenditure 2021/22 
Approved 
Feb 2021 

£000 

Revised 
Estimate 

£000 

Forecast 
Outturn 

£000 

Land & Buildings:    

Boiler Replacement Programme 87 285 280 

Roof Replacements 805 892 377 

Windows & Door Replacements 677 677 681 

Rewires 158 399 399 

Drill Tower/Training Facilities 400 689 689 

Other Building Modifications 0 59 59 

Security Works 0 73 86 

Occupational Health Relocation 0 36 36 

Aston Fire Station 0 97 80 

Health & Safety Work (COVID) 0 320 300 

    

Vehicles:    

Vehicle Replacement Programme 5,636 4,423 3,673 

    

ICT & Equipment:    

C+C Upgrade – Vision 4/ESMCP 0 150 150 

    
 

Total 
 

7,763 8,100 6,810 

 
 
Changes to the Financing of the Capital Programme   
 
The table below draws together the main strategy elements of the capital 

expenditure plans and the expected financing arrangements of this capital 
expenditure.  The borrowing element of the table increases the underlying 
indebtedness of the Authority by way of the Capital Financing Requirement 
(CFR), although this will be reduced in part by revenue charges for the 
repayment of debt (the Minimum Revenue Provision).  This direct borrowing 
need may also be supplemented by maturing debt and other treasury 
requirements. 
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Capital Expenditure 2021/22 
Approved 
Feb 2021 

£000 

Revised 
Estimate 

£000 

Forecast 
Outturn 

£000 

Total Spend 7,763 8,100 6,810 

Financed by:    

Capital Receipts 0 0 0 

Capital Grants / Contributions 0 74 74 

Revenue Contribution to Capital 7,763 8,026 6,736 

Total Financing 7,763 8,100 6,810 

Borrowing Need 0 0 0 

 
 

Changes to the Prudential Indicators for the CFR, External 
Debt and the Operational Boundary 
 
The table below shows the CFR, which is the underlying external need to 
incur borrowing for a capital purpose.  It also shows the expected debt 
position over the period. This is termed the Operational Boundary. 
 
Prudential Indicator – CFR 
The Authority is on target to achieve the original forecast CFR. 
 
Prudential Indicator – External Debt / the Operational Boundary 
 

 2021/22 
Original 
Estimate 

 2021/22 
Revised 
Estimate 

Prudential Indicator – CFR 

Total CFR  (31.3.21) £35m  £35m 
    

Prudential Indicator – External Debt / the Operational Boundary 

Borrowing £38m  £38m 

    

Total debt 31 March 2021 £34m  £34m 
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Limits to Borrowing Activity 
 
The first key control over the treasury activity is a prudential indicator to 
ensure that over the medium term, net borrowing (borrowings less 
investments) will only be for a capital purpose. Gross external borrowing 
should not, except in the short term, exceed the total of CFR in the preceding 
year plus the estimates of any additional CFR for 2021/22 and next two 
financial years.  This allows some flexibility for limited early borrowing for 
future years.  The Authority has approved a policy for borrowing in advance of 
need which will be adhered to if this proves prudent.   
 

 2021/22 
Original 

Estimate 

2021/22 
Revised 

Estimate 

Gross borrowing (Excluding Ex WMCC) £31m £31m 

CFR  (31.3.21) £35m £35m 

 
 
The Treasurer reports that no difficulties are envisaged for the current or 
future years in complying with this prudential indicator. 
 
A further prudential indicator controls the overall level of borrowing.  This is 
the Authorised Limit which represents the limit beyond which borrowing is 
prohibited and needs to be set and revised by Members.  It reflects the level 
of borrowing which, while not desired, could be afforded in the short term, but 
is not sustainable in the longer term.  It is the expected maximum borrowing 
need with some headroom for unexpected movements. This is the statutory 
limit determined under section 3 (1) of the Local Government Act 2003. 
 
 

Authorised limit for external debt 
2021/22 
Original 
Indicator 

2021/22 
Revised 
Indicator 

Borrowing £42m £42m 
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6. Borrowing 

 
The Authority’s CFR for 2021/22 is £35m (31.3.21). The CFR denotes the 
Authority’s underlying need to borrow for capital purposes.  If the CFR is 
positive the Authority may borrow from the PWLB or the market (external 
borrowing) or from internal balances on a temporary basis (internal 
borrowing).  The balance of external and internal borrowing is generally driven 
by market conditions.   
 
It is not anticipated that borrowing will be undertaken during this financial year 
however this requirement will be monitored by the Treasurer as part of the 
capital financing decisions. 
 
The graph below shows the movement in PWLB rates for the first six months 
of the year: 
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7. Debt Rescheduling 
 
Debt rescheduling opportunities have been very limited in the current 
economic climate and following the various increases in the margins added to 
gilt yields which have impacted PWLB new borrowing rates since October 
2010. No debt rescheduling has therefore been undertaken to date in the 
current financial year.   
 
 

8. Compliance with Treasury and Prudential Limits 
 

It is a statutory duty for the Authority to determine and keep under review the 
affordable borrowing limits. During the half year ended 30th September 2021, 
the Authority has operated within the treasury and prudential indicators set out 
in the Authority’s Treasury Management Strategy Statement for 2021.  The 
Treasurer reports that no difficulties are envisaged for the current or future 
years in complying with these indicators 
 
 

9. Investment Portfolio 2021/22 
 
The Treasury Management Strategy Statement (TMSS) for 2021/22, which 
includes the Annual Investment Strategy, was approved by the Authority on 
15 February 2021. In accordance with the CIPFA Treasury Management 
Code of Practice, it sets out the Authority’s investment priorities as being: 
• Security of capital 
• Liquidity 
• Yield 
 
The Authority will aim to achieve the optimum return (yield) on its investments 
commensurate with proper levels of security and liquidity and with the 
Authority’s risk appetite. In the current economic climate it is considered 
appropriate to keep investments short term to cover cash flow needs, but also 
to seek out value available in periods up to 12 months with high credit rated 
financial institutions, using the Link suggested creditworthiness approach. 
 
As shown by the interest rate forecasts in section 3, it is now impossible to 
earn the level of interest rates commonly seen in previous decades as all 
short-term money market investment rates have only risen weakly since Bank 
Rate was cut to 0.10% in March 2020 until the MPC meeting on 24 
September 2021 when 6 and 12 month rates rose in anticipation of Bank Rate 
going up in 2022. Given this environment and the fact that Bank Rate may 
only rise marginally, or not at all, before mid-2023, investment returns are 
expected to remain low. 
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Investment Counterparty Criteria  
The current investment counterparty criteria selection approved in the TMSS 
is meeting the requirement of the treasury management function. 
 

Investment Balances 
The Authority held £57.9m of investments as at 30 September 2021 (£36.7m 
at 31 March 2021) and the investment portfolio yield for the first six months of 
the year is 0.11% against a benchmark (average 3-month LIBID rate) of -
0.05%. 
 
The Treasurer confirms that the approved limits within the Annual Investment 
Strategy were not breached during the first six months of 2021/22. 
 

The Authority’s budgeted investment return for 2021/22 is £0.100m, and 
performance for the year to date is estimated to be £0.050m below budget 

 
10. Other 
 
Changes in risk appetite 
The 2018 CIPFA Codes and guidance notes have placed enhanced 
importance on risk management.  Where an authority changes its risk appetite 
e.g. for moving surplus cash into or out of certain types of investment funds or 
other types of investment instruments, this change in risk appetite and policy 
should be brought to members’ attention in treasury management update 
reports. 
 


