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NUNEATON AND BEDWORTH BOROUGH COUNCIL
Report to:
Audit and Standards Committee – 12th November 2024


From:

Finance Manager - Treasury
Subject:
Treasury Management 2024/25 – Mid-year Review
1. Purpose of Report
1.1. The Council is required through the CIPFA Code of Practice on Treasury Management (the Code) and the CIPFA Prudential Code for Capital Finance in Local Authorities (the Prudential Code) to report to full Council a mid-year review.
1.2. This report sets out the Council’s treasury position as of 30th September 2024 and therefore any decisions made after this date are not reflected in this report.

2. Recommendations

2.1. That it be recommended to Council that the Treasury Management Report for 2024/25 – Mid-Year Report be noted.
3. Background
3.1. Capital Strategy

In December 2021, the Chartered Institute of Public Finance and Accountancy, (CIPFA), issued revised Prudential and Treasury Management Codes. These require all local authorities to prepare a Capital Strategy which is to provide the following: - 

a high-level overview of how capital expenditure, capital financing and treasury management activity contribute to the provision of services. 

an overview of how the associated risk is managed. 

the implications for future financial sustainability. 

3.2. Treasury management

The Council 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 optimising 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 borrowing, 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.”

3.3. Introduction

This report has been written in accordance with the requirements of the Chartered Institute of Public Finance and Accountancy’s (CIPFA) Code of Practice on Treasury Management (revised 2021).

The primary requirements of the Code are as follows: 

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

3.5. Creation and maintenance of Treasury Management Practices which set out the manner in which the Council will seek to achieve those policies and objectives.

3.6. Receipt by the full Council 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 (this report) and an Annual Report covering activities during the previous year. Quarterly reports are also required for the periods ending April to June and October to December and are submitted to Cabinet for approval.
3.7. Delegation by the Council of responsibilities for implementing and monitoring treasury management policies and practices and for the execution and administration of treasury management decisions.

3.8. Delegation by the Council of the role of scrutiny of treasury management strategy and policies to a specific named body.  For this Authority, the delegated body is Audit and Standards Committee:

3.9. 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 half of the 2024/25 financial year.
· A review of the Treasury Management Strategy Statement and Annual Investment Strategy.
· The Authority’s capital expenditure, as set out in the Capital Strategy, and prudential indicators.
· A review of the Authority’s investment portfolio for 2024/25.
· A review of the Authority’s borrowing strategy for 2024/25.
· A review of any debt rescheduling undertaken during 2024/25.
· A review of compliance with Treasury and Prudential Limits for 2024/25.

4. An economic update for the first half of the 2024/25 financial year
4.1.  Economics and Interest Rates
4.2. Economics Update
· The third quarter of 2024 (July to September) saw: 

· GDP growth stagnating in July following downwardly revised Q2 figures (0.5% q/q)

· A further easing in wage growth as the headline 3myy rate (including bonuses) fell from 4.6% in June to 4.0% in July.
· CPI inflation hitting its target in June before edging above it to 2.2% in July and August.
· Core CPI inflation increasing from 3.3% in July to 3.6% in August.
· 10-year gilt yields falling to 4.0% in September.

· The economy’s stagnation in June and July points more to a mild slowdown in GDP growth than a sudden drop back into a recession. The drop in September’s composite activity Purchasing Managers Index, from 53.8 in August to 52.9, was still consistent with GDP growth of 0.3%-0.4% for the summer months. These figures are within what the Bank of England expected, and also show an increase in Manufacturing activity in the UK.
· The 1.0% m/m jump in retail sales in August was stronger than forecasts expected.  The rise was reasonably broad based, though the biggest gains came from clothing stores and supermarkets, which the ONS reported was driven by the warmer-than-usual weather and end of season sales. As a result, some of increase in sales is probably temporary. 

· The government’s plans to raise public spending by around £16bn a year (0.6% GDP) have caused concerns that a big rise in taxes will be announced in the Budget, which could weaken GDP growth in the medium-term. Additionally, rises in public spending tend to boost GDP by more than increases in taxes reduce it. Capital Economics suggest GDP growth will hit 1.2% in 2024 before reaching 1.5% for both 2025 and 2026, however the actual details of the Budget and its effects are unknown when this forecast was produced.
· The further easing in wage growth will be welcomed by the Bank of England as a sign that labour market conditions are continuing to cool. The 3myy growth rate of average earnings fell from 4.6% in June to 4.0% in July. On a three-month annualised basis, average earnings growth slowed from 3.0% to 1.8%. Excluding bonuses, the 3myy rate fell from 5.4% to 5.1%.

· Other labour market indicators also point to a further loosening in the labour market. The number of employees (using the Alternative PAYE measure) fell 59,000 in August marking the fourth fall in the past five months. At the same time, the number of job vacancies fell from 872,000 in the three months to July to 857,000 in the three months to August. That leaves the number of vacancies just 5% above what it was before the pandemic. Nevertheless, the Bank of England is still more concerned about the inflationary influence of the labour market, rather than the risk of a major slowdown in labour market activity. 

· CPI inflation stayed at 2.2% in August, but services inflation rose from a two-year low of 5.2% in July to 5.6%, significantly above its long-run average of 3.5%. Food and fuel price inflation helped reduce CPI inflation, but these were offset by the rising furniture/household equipment inflation, recreation/culture inflation and a surprisingly large rise in airfares inflation. Based on this CPI inflation is expected to rise in the coming months, potentially reaching 2.9% in November, before declining to around 2.0% by mid-2025.

· Looking ahead, the increasing uncertainties of the Middle East may also exert an upward pressure on inflation. China’s recent outpouring of new fiscal support measures in September has also added to the upshift in broader commodity prices, which, in turn, may impact on global inflation levels and thus monetary policy decisions. In the second half of 2025, though, Link think an easing in inflation will prompt the Bank to reduce rates quicker, resulting in rates eventually reaching 3.0%, rather than the 3.25-3.50% currently priced in by financial markets.
· Looking at gilt movements in the first half of 2024/25, and the 10-year gilt yield declined from 4.32% in May to 4.02% in August as the Bank’s August rate cut signalled the start of its loosening cycle. There is a possibility that gilt yields will rise near-term as UK policymakers remain cautious due to persistent inflation concerns, before declining in the longer term as rates fall to 3.0%.
· Gilts rates affect the amount of interest the Council receives on its investments, and a reduction in the gilt rate will reduce the amount of interest the Council receives. This reduction can be caused directly when the Council invests in Treasury Bills or Money Market Funds (which use Treasury Bills as part of their investment portfolio), or indirectly by changing the rate of PWLB borrowing. If PWLB borrowing becomes cheaper other Council will borrow from the PWLB rather than us.

· The reduction in gilt rates will reduce the amount of interest on any new PWLB loans the Council takes out, but only if the loans are taken out after the gilt rate drops. Loans with the market are indirectly affected by Gilt rates, and reductions in the gilt rate should reduce other sources of borrowing as well.
MPC meetings: 9 May, 20 June, 1 August, 19 September 2024

· On 9 May, the Bank of England’s Monetary Policy Committee (MPC) voted 7-2 to keep Bank Rate at 5.25%.  This outcome was repeated on 20th June.

· However, by the time of the August meeting, there was a 5-4 vote in place for rates to be cut by 25bps to 5%.

· November still looks most likely to be the next month to see a rate cut to 4.75% but, thereafter, inflation and employment data releases, as well as geo-political events, are likely to be the determinant for what happens in the remainder of 2024/25 and into 2025/26.
4.3. Interest Rates

The Council has appointed Link Group as its treasury advisors and part of their service is to assist the Council to formulate a view on interest rates. The PWLB rate forecasts below are based on the Certainty Rate (the standard rate minus 20 bps) which has been accessible to most authorities since 1 November 2012. 

Link’s latest forecast was created on 28 May and sets out a view that short, medium and long-dated interest rates will fall back over the next year or two. This is a forecast, and will depend on gilt rates, and what the economy actually does and when the Bank of England’s Base Rate reduces compared to Link’s forecast.
Link’s PWLB rate forecasts below are based on the Certainty Rate (the standard rate minus 20 bps, calculated as gilts plus 80bps). The HRA currently gets another 60-bps reduction on the Certainty Rate, but this can only be used for borrowing towards new builds (or externalising the debt for previous builds).
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5. Review of the Treasury Strategy & Budgetary Framework
5.1 The Treasury Management and Budgetary Framework was approved by Cabinet on 21st February 2024 and recommended to Council later on 21st February 2024. Having reviewed the strategies there are no recommended policy changes to the Framework at this point in the year.
6. The Council’s Capital Expenditure (Prudential Indicators)

6.1 This part of the report is structured to update:

· 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.
6.2 The Council’s Capital Expenditure Plans (Estimate of Capital Expenditure Prudential indicator)

This table shows the revised estimates for capital expenditure and the changes since the capital programme was agreed at the Budget. There have been no agreed changes to the Capital Budget as of 30/09/2024.
	Capital Expenditure by Portfolio
	2024/25 Original Budget

£m
	2024/25 Revised Budget

£m
	Increase/

(Decrease) in Budget

£m

	Business & Regeneration
	20.872
	20.872
	0.000

	Finance & Corporate
	0.125
	0.125
	0.000

	Housing & Communities
	8.282
	8.282
	0.000

	Public Services
	24.533
	24.533
	0.000

	Planning & Regulation
	0.000
	0.000
	0.000

	Health & Environment
	0.100
	0.100
	0.000

	Miscellaneous Services
	0.100
	0.100
	0.000

	Housing Revenue Account
	22.080
	22.080
	0.000

	Total Capital Expenditure
	76.092
	76.092
	0.000


6.3 Changes to the Prudential Indicators for the Capital Financing Requirement (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, which is termed the Operational Boundary. Changes in the CFR occur as part of capital financing transactions:
· Increases when Prudential Borrowing is used to fund the capital programme.

· Increases/decreases where land/property is transferred between the General Fund and the Housing Revenue Account

· Decreases when funds are applied to outstanding debt. There is a statutory requirement for the General Fund to charge a Minimum Revenue Provision to its revenue account, however, there is no requirement for the HRA to be charged with such a charge but if a charge is made it is classed as a Voluntary Revenue Provision for the repayment of principal.
	Financing of capital expenditure £m
	2022/23 Actual

£m
	2023/24 

Estimate

£m
	2024/25 Estimate

£m
	2025/26

Estimate

£m
	2026/27

Estimate

£m

	Capital Receipts
	1.30
	0.04
	0.65
	0.50
	0.50

	Capital Grants
	15.98
	10.05
	44.93
	14.12
	5.13

	Capital Reserves
	8.72
	8.72
	8.72
	8.72
	8.72

	Revenue
	3.92
	4.33
	4.87
	4.29
	4.25

	Total Non-Borrowing
	29.90
	51.37
	59.17
	27.63
	18.60

	Net Financing need for the year
	5.27
	20.50
	16.92
	22.12
	11.16

	Total Capital Programme
	35.17
	64.97
	76.09
	49.75
	29.76


The Operational Boundary is approximately set to the Capital Financing Requirement to allow the externalisation of the internal borrowing position should the economic situation suggest that the optimum time is during the remainder of this financial year.
7 Review of Limits to Borrowing
7.1 Prudential Indicator – Capital Financing Requirement

The Council is currently reviewing its CFR, and the below figures are the current estimates of the CFR for the Council and HRA. The figures have changed as certain transactions were misallocated as Capital Projects but are actually loans (which do not make up the CFR so are being removed). The Council also needs to include all leases within the CFR under IFRS16 standard. This only needs to occur from April 2024 onwards, so an adjustment for existing leases has been made in 2024/25, and future leases will be included in the CFR when we have details of them. Not all leases need to be included only those for assets worth more than £5000 when the lease starts.
	£m
	2022/23 Actual
	2023/24 

Estimate
	2024/25 Estimate
	2025/26

Estimate
	2026/27

Estimate

	Capital Financing Requirement

	Non-HRA
	18.85
	27.19
	35.75
	35.60
	27.30

	Housing
	72.92
	76.93
	76.06
	92.62
	100.79

	Total CFR
	91.77
	104.12
	111.81
	128.22
	128.09

	Movement in CFR
	(3.77)
	12.35
	7.69
	16.41
	(0.13)

	
	
	
	
	
	

	Movement in CFR Represented by

	Net Financing need for the Year
	5.27
	20.50
	16.92
	22.12
	11.16

	Less MRP and other financing movements
	(9.04)
	(8.15)
	(10.50)
	(5.71)
	(11.29)

	IFRS 16 Adjustment
	0
	0
	1.27
	0
	0

	Movement in CFR
	(3.77)
	12.35
	7.69
	16.41
	(0.13)


The below chart shows the CFR against the current Borrowing. As the CFR line is higher than the borrowing total, this means the Council is under-borrowed. This means that the CFR has not been fully funded with external debt as internal cash balances have been used temporarily to finance the capital programme. In foregoing lost investment income, the Council benefits by saving on the current high interest rates.
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The Chart also shows that there is considerable room for extra loans to be taken to fund the current capital programme as well as any future projects. The Council will need to manage these loans to ensure we ensure the council doesn’t enter an overborrowing position but spreading out the repayment dates as well as having a continuing capital programme will ensure the council isn’t expected to enter this position. The CFR figure is based on completed Capital projects, so if we complete more projects, the CFR figure will increase to represent the amount the council should payback each year.
7.2 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 2024/25 and next two financial years. This allows some flexibility for limited early borrowing for future years. The Council has approved a policy for borrowing in advance of need which will be adhered to if this proves prudent.
	
	2024/25 Original Estimate

£m
	Current Position at of 30 September 2024
£m
	2024/25 Forecast Estimate for 31 March 2025
£m

	Borrowing
	96.65
	56.71
	98.57

	Other Long-Term Liabilities
	-
	-
	-

	Total Debt
	96.65
	56.71
	98.57

	CFR (End year position)
	144.75
	126.48
	126.48


The amount that Council Officers are allowed to borrow is limited by the Authorised Limit which is set and revised by Members. This represents the limit beyond which borrowing is prohibited. The limit reflects the level of borrowing which, while not desired, could be afforded in the short term, but is not sustainable in the longer term. The limit is based on 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
	2024/2025
Original Indicator
£m

	Borrowing
	178.50

	Other Long-Term Liabilities
	4.00

	Total
	182.50

	
	

	Operational Limit for External Debt
	

	Borrowing
	190.00

	Other Long-Term Liabilities
	4.00

	Total
	194.00


No changes to the current Authorised Limit or Operation Limit for External Debt are required.

8 The Council’s Investment Portfolio as at 30th September 2024
8.1 The Treasury Management Strategy Statement (TMSS) for 2024/25, which includes the Annual Investment Strategy, was approved by the Council on 21st February 2024. 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 Council aims to achieve the optimum return (yield) on its investments commensurate with proper levels of security and liquidity and with the Council’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 quality financial institutions, using the Link suggested creditworthiness approach, including a minimum sovereign credit rating and Credit Default Swap (CDS) overlay information.
8.2 Creditworthiness.

The UK’s sovereign rating has proven robust through the first half of 2024/25.  The new Labour Government is expected to outline in detail its future fiscal proposals in the Budget scheduled for 30 October 2024.

8.3 CDS prices

It is noted that sentiment in the current economic climate can easily shift, so it remains important to undertake continual monitoring of all aspects of risk and return in the current circumstances.

8.4 A list of all investments held as at 30th September 2024 is shown below:
	Counterparty
	Amount Invested
	Deposit Period
	Maturity Date
	Interest Rate

	Fixed Term Deposit:
	
	
	
	

	Stockport Council
	£10.0m
	3 Months
	Nov 2024
	4.95%

	Blackpool Council
	£5.0m
	2 Months
	Nov 2024
	5.00%

	Dundee City Council
	£5.0m
	4 Months
	Feb 2025
	4.95%

	Total Fixed Term Deposits
	£20.0m
	
	
	4.96%

	Notice Accounts:
	
	
	
	

	Total Notice Accounts
	£0.0m
	
	
	N/A

	Property Funds
	
	
	
	

	CCLA Local Authority Property Fund
	£2.0m
	N/A
	N/A
	4.98%

	Total Property Funds
	£2.0m
	
	
	4.98%

	Money Market Funds:
	
	
	
	

	Federated Prime Rate
	£10.0m
	N/A
	N/A
	5.12%

	Total Money Market Funds
	£10.0m
	
	
	5.12%

	Instant Access/Call Accounts
	
	
	
	

	Lloyds Bank (Current Account)
	£1.61m
	Overnight
	N/A
	4.90%

	Total Instant Access
	£1.61m
	
	
	4.90%

	Total Investments
	£33.61m
	
	
	5.01%


8.5 Investment Counterparty criteria

The current investment counterparty criteria selection approved in the TMSS is meeting the requirement of the treasury management function, and no in year changes are required.
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Investment performance year to date as of 30 September 2024
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The table above covers the first half of 2024/25.
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The table above covers the first half of 2024/25.

8.7 Investment performance year to date as of 30 September 2024

	7 Day SONIA Benchmark Return
	NBBC Performance
	Investment Interest Earned

	5.12%
	5.26%
	£818,000


As shown, the Council is out-performing the 7 Day Benchmark by 14 Basis Points. The 7 Day Benchmark was chosen as the average length of investments for the Council is around 7 days. The Council’s budgeted investment return for 2024/25 is £676k, and we currently forecasting a return of around £1.335m however this figure may be higher or lower than this forecast if interest rates change.

9 The Council’s Debt Position as at 30th September 2024
9.1  The Council’s borrowing activity for the second quarter of the financial year can be summarised as follows:
· No new loans were taken out
· £7.5m of debt matured in Q2 for a total of £10.0m of debt repaid in 24/25.
· £62.705m of debt is outstanding as at 30th September 2024 at an average rate of 3.64%. here are no more loans due to be repaid in 24/25.
9.2 Due to the high interest rates, the Treasury Team is minimalizing the amount of new external debt that the council is undertaking and are waiting for the rates to drop unless there is a cashflow reason for requiring externalising the Council’s debt.
9.3 The Council’s Debt Position as at 30th September 2024 is shown below:
	Borrowing
	2024/25 Opening Balance

£m
	Balance as of 30th Sept 2024
£m
	2024/25 Closing Forecast

£m

	General Fund
	
	
	

	PWLB
(Public Works Loan Board)
	6.75
	6.75
	33.48

	Market LOBO
	2.00
	2.00
	2.00

	HRA
	
	
	

	PWLB
	63.96
	53.96
	63.96

	Total
	72.71
	62.71
	98.57


10 Debt Rescheduling

10.1 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. No debt rescheduling has therefore been undertaken to date in the current financial year.
10.2 The Council is currently breaching their Debt Maturity limits when the full Debt of both the General Fund and the HRA is considered. This is mainly due to HRA debts that were transferred from Central Government to the Council in 2011/12 which are expecting to mature in the next 5 years.

10.3 Part of the reason for the breach has been the use of internal borrowing over the last few years. Whilst making financial sense due to the high interest rates, this has indirectly led to the breach as the council is not borrowing more long-term debt, and therefore the percentage of debt that is maturing shortly is higher. As the CPR figure earlier showed, the council has more capacity for debt and therefore this is not as much a problem as if we were over-borrowed.
10.4 The Council is expecting to use external borrowing later this year, which should assist with correcting the Debt Maturity breach, even if you include the HRA figures.
	Total Debt Maturity Profile

	Debt Maturity within
	£m
	% of Total Debt
	% of Running Total Debt
	% for Lower and Upper Limit of Debt

	Under 6 months
	0.0
	00.0%
	00.0%
	0%-30%

	1 Year
	0.0
	00.0%
	00.0%
	0%-35%

	2-5 Years
	38.7
	61.7%
	61.7%
	0%-50%

	5-10 Years
	16.0
	25.5%
	87.2%
	0%-75%

	10 Years and Over
	8.0
	12.8%
	100.0%
	0%-100%

	Total Debt
	62.7
	100.0%
	100.0%
	


10.5 If we look at just the General Fund Debt, there is no breach of the Debt Maturity limits. There is also room for capital loans in the 5-10 year region if needed, but this would have to evaluated over the Council’s prioritises and the expected lifespan of the asset linked to the capital spend.

	General Fund Maturity Profile

	Debt Maturity within
	£m
	% of Total Debt
	% of Running Total Debt
	% for Lower and Upper Limit of Debt

	Under 6 months
	0.00
	0.0%
	0.0%
	0%-30%

	1 Year
	0.00
	0.0%
	0.0%
	0%-35%

	2-5 Years
	3.75
	42.9%
	42.9%
	0%-50%

	5-10 Years
	0.00
	0.0%
	42.9%
	0%-75%

	10 Years and Over
	5.00
	57.1%
	100.0%
	0%-100%

	Total Debt
	8.75
	100.0%
	100.0%
	


11 Conclusion 
11.1 That Committee is recommended to note the Treasury Management 2024/25 Quarter 2/ Mid-Year review

12 Appendices (if none, state none)
12.1 None
13 Background Papers (if none, state none)
13.1 None
