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1. Key issues 

1.1 This report provides outturn details on treasury management for 2020/21 
(section 3), initially giving external background (section 2).  In the context of 
£28.6m additional capital investment (Table 1), borrowing has increased by 
£18.7m to £1,131.5m (Table 2), with £18.4m of the increase short-term (at an 
in-year average rate of 0.12%) and effectively unchanged long-term 
borrowing.   

1.2 The scale of capital investment decreased by £49.5m compared to the 
previous year, reflecting the moratorium on high-rise developments as well as 
slowdown in development works due to COVID-19 restrictions.  The capital 
investments reflect the Council’s strategy of focusing on schemes to facilitate 
regeneration and support housing needs, particularly affordable, of the 
borough. 

1.3 The overall return on £100.3m treasury investments was 1.20% on average 
for 2020-21, with 3.12% average return on £32.5m pooled funds (3.16, 
Appendix A) (last year 3.97% return).  The impact of COVID-19 on investment 
yield has been significant, although yield from fixed term deposits resulted in 
a net return of £80k above budget (Table 4).  ’As a consequence of the 
COVID-19 crisis, capital values of the pooled funds at the start of the financial 
year decreased significantly, by £4.3m. However, since then, the capital value 
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has recovered and rebounded by £1.4m overall to £33.9m compared to 
£32.5m purchase value. 

1.4 This report fulfils the Council’s legal obligation to have regard to the CIPFA 
Treasury Management Code of Practice (2017), which requires that 
authorities report on the performance of the treasury management function at 
least twice a year. 

1.5 The Council’s Treasury Management Strategy for 2020-21 was approved by 
Cabinet on 26 February 2020 and then by full Council on 27 February 2020 
as were prudential indicators as part of Capital reporting. 

1.6 CIPFA’s 2017 Prudential Code includes a requirement for local authorities to 
provide a Capital Strategy, a summary document approved by full Council 
covering capital expenditure and financing, treasury management and non-
treasury investments.  The Council’s Capital Strategy for 2020/21, complying 
with CIPFA’s requirement, was approved by full Council on 27 February 2020. 

1.7 The Council has invested and borrowed substantial sums of money and is 
therefore exposed to financial risks including the potential loss of invested 
funds and the revenue effect of changing interest rates. The successful 
identification, monitoring and control of risk are therefore central to the 
Council’s effective treasury management. 

2. External Context provided by Arlingclose 

2.1 The narrative for external context is provided by the Council’s treasury 
advisers, Arlingclose, with minor revisions by council officers reflecting for 
example the timing of this report compared to the Arlingclose draft. 

Economic background 

2.2 The coronavirus pandemic dominated 2020/21, leading to almost every 
country   being in some form of lockdown during the year. The start of the 
financial year saw many central banks cutting interest rates as lockdowns 
caused economic activity to grind to a halt. The Bank of England cut Bank 
Rate to 0.1% and the UK government provided a range of fiscal stimulus 
measures, the size of which has not been seen in peacetime. 

2.3 Some good news came in December 2020 as two COVID-19 vaccines were 
given approval by the UK Medicines and Healthcare products Regulatory 
Agency (MHRA). The UK vaccine rollout resulted in over 31 million people 
receiving their first dose by 31 March. 

2.4 A Brexit trade deal was agreed with the European Union by the 31 December 
2020 deadline.  The exit from the European Union has resulted in a shortage 
of labour as EU citizens leave the UK, which is likely to continue into future 
months, and a shortage of materials, which may be eased as new trading 
relationships are established with other countries.   

2.5 The Bank of England (BoE) held Bank Rate at 0.1% throughout the year but 
extended its Quantitative Easing programme by £150 billion to £895 billion at 
its November 2020 meeting. In its March 2021 interest rate announcement, 
the BoE noted that while GDP would remain low in the near-term due to 
COVID-19 lockdown restrictions, the easing of these measures means growth 
is expected to recover strongly later in the year. Inflation is forecast to 
increase in the near-term, and indeed CPI has roughly doubled to 1.5% in the 
latest figures, and while the economic outlook has improved there are 



 
 

downside risks to the forecast, including from unemployment which is still 
predicted to rise when the furlough scheme is eventually withdrawn. 

2.6 Government initiatives supported the economy and the Chancellor announced 
in the 2021 Budget a further extension to the furlough (Coronavirus Job 
Retention) scheme until end of September 2021. Access to support grants 
was also widened, enabling more self-employed people to be eligible for 
government help. Business rates reliefs for leisure, hospitality and retail were 
extended into 2021-22. Since March 2020, the government schemes have 
help protect more than 11 million jobs.  

2.7 Despite the furlough scheme, unemployment still rose. Labour market data 
showed that in the three months to January 2021 the unemployment rate was 
5.0%, in contrast to 3.9% recorded for the same period 12 months ago. 
Wages rose 4.8% for total pay in nominal terms (4.2% for regular pay) and 
was up 3.9% in real terms (3.4% for regular pay). Unemployment is still 
expected to increase once the various government job support schemes 
come to an end. 

2.8 Inflation has remained low over the 12-month period. Latest figures showed 
the annual headline rate of UK Consumer Price Inflation (CPI) at 1.5% in the 
year to April 2021 below the Bank of England’s 2% target.  

2.9 After contracting sharply in Q2 (Apr-Jun) 2020 by 19.8% quarter on quarter, 
economic growth in Q3 and Q4 bounced back by 15.5% and 1.3% 
respectively. The easing of some lockdown measures in the last quarter of the 
calendar year enabled construction output to continue, albeit at a much 
slower pace than the 41.7% rise in the prior quarter. When released, figures 
for Q1 (Jan-Mar) 2021 are expected to show a decline given the national 
lockdown.  

2.10 After collapsing at an annualised rate of 31.4% in Q2, the US economy 
rebounded by 33.4% in Q3 and then a further 4.1% in Q4. The US recovery 
has been fuelled by three major pandemic relief stimulus packages totalling 
over $5 trillion. The Federal Reserve cut its main interest rate to between 0% 
and 0.25% in March 2020 in response to the pandemic and it has remained at 
the same level since.  

2.11 The European Central Bank maintained its base rate at 0% and deposit rate 
at -0.5% but in December 2020 increased the size of its asset purchase 
scheme to €1.85 trillion.  

Financial markets 

2.12 Monetary and fiscal stimulus helped provide support for equity markets which 
rose over the period, with the Dow Jones beating its pre-crisis peak on the 
back of outperformance by a small number of technology stocks. The FTSE 
indices performed reasonably well during the period April to November, 
before being buoyed in December by both the vaccine approval and Brexit 
deal, which helped give a boost to both the more internationally focused 
FTSE 100 and the more UK-focused FTSE 250, however they remain lower 
than their pre-pandemic levels. 

2.13 Ultra-low interest rates prevailed throughout most of the period, with yields 
generally falling between April and December 2020. From early in 2021 the 
improved economic outlook due to the new various stimulus packages 



 
 

(particularly in the US), together with the approval and successful rollout of 
vaccines, caused government bonds to sell off sharply on the back of 
expected higher inflation and increased uncertainty, pushing yields higher 
more quickly than had been anticipated. 

2.14 The 5-year UK benchmark gilt yield began the financial year at 0.18% before 
declining to -0.03% at the end of 2020 and then rising strongly to 0.39% by 
the end of the financial year. Over the same period the 10-year gilt yield fell 
from 0.31% to 0.19% before rising to 0.84%. The 20-year declined slightly 
from 0.70% to 0.68% before increasing to 1.36%. 

2.15 UK gilt rates impact on PWLB rates, which Government reduced by 100 basis 
points (1.0%) in November 2020, returning the rate to the level a year earlier. 

2.16 SONIA (Sterling Overnight Index Average) is used as a benchmark for 
assessing and setting interest rates. SONIA bid rates for 1-month, 3-month 
and 12-month averaged 0.01%, 0.10% and 0.23% respectively over the 
financial year. 

2.17 The yield on 2-year US treasuries was 0.16% at the end of the period, up 
from 0.12% at the beginning of January but down from 0.21% at the start of 
the financial year. For 10-year treasuries the end of period yield was 1.75%, 
up from both the beginning of 2021 (0.91%) and the start of the financial year 
(0.58%). 

Credit review 

2.18 A credit default swap (CDS) is a financial derivative or contract that allows an 
investor to "swap" or offset their credit risk with that of another investor.  It is 
used as an indicator of the riskiness of counterparties.  After spiking in March 
2020, CDS spreads declined over the remaining period of the year to broadly 
pre-pandemic levels. The gap in spreads between UK ringfenced and non-
ringfenced entities remained.  The Council, on the advice of its treasury 
management advisers, has elected to be able to invest as a ‘professional’ 
client with ring-fenced financial institutions that are riskier (if fail, retail clients 
are ‘bailed out’ first), but that give much better returns, than retail.   

2.19 Credit rating actions to the period ending September 2020 have been covered 
in previous outturn reports. Subsequent credit developments include Moody’s 
downgrading the UK sovereign rating to Aa3 with a stable outlook which then 
impacted a number of other UK institutions, banks and local government.  

2.20 The vaccine approval and subsequent rollout programme are both credit 
positive for the financial services sector in general, but there remains much 
uncertainty around the extent of the losses banks and building societies will 
suffer due to the economic slowdown which has resulted due to pandemic-
related lockdowns and restrictions. The institutions and durations on the 
Authority’s counterparty list recommended by treasury management advisors 
Arlingclose remain under constant review, but at the end of the period no 
changes had been made to the names on the list or the recommended 
maximum duration of 35 days. 



 
 

3. Local Context 

Overview 

3.1 Two years ago, the Council’s strategy shifted from acquisition of investment 
properties towards schemes strengthening its strategic policy objectives such 
as on housing and regeneration 

3.2 The underlying need to borrow for capital purposes is measured by the 
Capital Financing Requirement (CFR), while usable reserves and working 
capital are the underlying resources available for investment. The CFR, and 
resources applied, are summarised in Table 1.  This shows that capital 
investment for 2020/21 was £28.6m, which increased the CFR, offset by 
capital inflows and contribution from revenue, resulting in a closing CFR of 
£1,128.5m (prudential indicator estimate was £1,161m as noted in the Capital 
Strategy for 2020/21). 

Table 1: Balance Sheet Summary as at 31 March 2021 

  Actual Movement Actual 

  31/03/2020 2020/21 31/03/2021 

  £m £m £m 

 Opening Capital Financing Requirement 1,051.1  65.0  1,116.1  

 Capital investment       

   Property, Plant and Equipment  62.5  (34.8) 27.7  

   Investment Properties  14.6  (14.6) 0.0  

   Intangible Assets  0.0  0.1  0.1  
   Revenue Spend  
         Funded from Capital under Statute  1.0  (0.1) 0.9  

 Total Capital Investment  78.1  (49.4) 28.6  

 Sources of Finance       

   Capital Receipts (0.6) 0.2  (0.4) 

   Government Grants and Contributions (0.8) (0.2) (1.0) 

   Revenue Contributions * (0.8) (2.1) (2.9) 

   Repayment of debt * (11.1) (0.8) (11.9) 

 Total Sources of Finance (13.2) (2.9) (16.2) 

Closing Capital Financing Requirement 1,116.1  12.7  1,128.5  

* Repayment of Debt reflects the Minimum Revenue Provision (MRP).  

  Revenue contributions are financing payments from revenue over and above MRP 

Totals in this table are adjusted for rounding differences 

 

3.3 On 31 March 2021, the Council had net borrowing of £1,031.2m (shown at 
Table 2 below) arising from its revenue and capital income and expenditure, a 
marginal increase on 2019/20 of £1.1m. Borrowing does not affect the CFR.  
However, Council does borrow to finance capital spend.   

3.4 The Council’s strategy is to maintain borrowing at levels that minimise risk 
and keep interest costs low.  Borrowing levels are shown at Table 3. The 
Council also continues to consider alternative funding to assess availability of 
funders at rates cheaper than the PWLB. The treasury management position 
as at 31 March 2021 and the change over the period are show in Table 2. 



 
 

Table 2: Treasury Management Summary 

  Balance Movement Balance Rate 

  31/03/2020   31/03/2021 31/03/2021 

  £m £m £m % 

Long-term borrowing (1,053.5) (0.3) (1,053.8) 2.29% 

Short-term borrowing * (59.3) (18.4) (77.7) 0.36% 

Total borrowing (1,112.8) (18.7) (1,131.5)   

Long-term investments 30.9  3.3  34.2  3.16% 

Short-term investments 35.2  19.3  54.5  0.38% 

Cash and cash equivalents 16.6  (5.0) 11.6  0.02% 

Total investments 82.7  17.6  100.3  1.20% 

Net borrowing (1,030.1) (1.1) (1,031.2)   

          
* Short term borrowing includes £9m relating to PWLB (including PWLB accrued interest).  
The average rate given of 0.36% relates to local authorities. For local authorities: short-
term borrowing raised in-year was at 0.12%; the rate for long term borrowing averaged 
1.08%. 

 

3.5 Available funds, totalling £66.1m by year end, have been held in short-term 
funds (£54.5m) and as cash (£11.6m) as far as possible during 2020/21.  This 
approach, based on Arlingclose advice in the context of the low rates 
available through local authorities, was also in response to the uncertainty 
due to COVID-19.   

3.6 Delays in capital projects due to COVID-19 constraints and the availability of 
low-cost borrowing mean that related funding needs are not as pressing as 
expected.  Additionally, the government provided local authorities with various 
streams of funding to address the effects of COVID-19, such as: additional 
council costs resulting from lockdowns and isolation measures; loss of income 
from sales, fees and charges; and grants for third parties in the borough.  This 
additional funding was therefore offset by emergency spending pressures and 
income losses due to COVID-19.    

3.7 At the end of 2020/21, the cash balance on the current bank account 
exceeded the internal limits.  This was due to delay in £3.3m Money Market 
Funds from BNP Paribas, which had a technical issue that meant that BNP 
was unable to fulfil the agreed release of funds.  BNP acknowledged their 
error and have confirmed that they will pay the resulting overdraft fee of 
£2,016.66 on the Council’s current account.  The Section 151 officer was kept 
informed of this matter from the start. 



 
 

Borrowing Activity 

3.8 The Council’s Treasury Management Strategy (TMS) estimated borrowing to 
be £1,198m for 2020/21.  The operational boundary (OB) limit for borrowing, 
the Council’s performance indicator, was a limit of £1,250m.  At 31 March 
2021, the Council held £1,131.5m of loans, within the OB limit and 94% of the 
TMS estimate.   

3.9 The £1,131.5m borrowing, an increase of £18.7m from 31 March 2020, 
included £1,053.7m previously borrowed from the Public Works Loan Board 
(PWLB) as part of the strategy for funding major acquisitions and 
developments.  The borrowing position as at 31 March 2021 is shown in 
Table 3 below. 

Table 3: Borrowing Position 

  Balance Movement Balance Rate Maturity 

  31/03/2020   31/03/2021 
31/03/2021 

 (weighted 
average) 

  £m £m £m % years 

PWLB 1,060.3  (6.6) 1,053.7  2.29% 48 

            

Local authorities           

 - Long-term 1.9  5.0  6.9  1.08% 1 

 - Short-term 50.6  20.3  70.9  0.36% <1 

            

Total Borrowing 1,112.8  18.7  1,131.5      

 

3.10 Total borrowing increased during 2020/21 by £18.7m net, with PWLB reduced 
by £6.6m, and a net £25.3m increase in loans from local authorities.  This 
local authority borrowing, taking advantage of historically low inter-authority 
rates, supported capital programme spend, which in 2020/21 included 
housing regeneration and leisure centre developments.  It should be noted 
that there is no requirement to link such borrowing to specific spend.  Also, all 
borrowing through PWLB and local authorities is at fixed rates of interest over 
fixed terms. 

3.11 The Council will need to borrow additional funds on both long- and short-term 
bases to fund the housing and regeneration programme in the future. Work is 
ongoing with Arlingclose to ensure that the cheapest and most appropriate 
duration and source are secured. 

3.12 The Council’s chief objective when borrowing has been to strike an 
appropriately low risk balance between securing low interest costs and 
achieving cost certainty over the period for which funds are required.  
Flexibility to renegotiate loans should the Council’s long-term plans change is 
a secondary objective.  

3.13 Affordability and the “cost of carrying” remained important influences on the 
Council’s borrowing strategy alongside the consideration that, for any 
borrowing undertaken ahead of need, the proceeds would have to be invested 
in the money markets at rates of interest significantly lower than the cost of 
borrowing. 



 
 

Investment Activity to 31 March 2021 

3.14 The Guidance on Local Government Investments in England gives priority to 
security and liquidity and the Council’s aim is to achieve a yield consistent 
with these principles. The ability to maximise interest returns within these 
guidelines is paramount to generating sufficient funds to support the Council’s 
revenue budget. 

3.15 As at 31 March 2021, the Council’s investment portfolio was a total of 
£103.1m (1.20% average return), with £33.9m of this in pooled funds (3.12%), 
£2m Network Housing Group and £67.2m in short-term and cash-flow funds 
(0.02% to 1.3% return). A breakdown of the investments is given in Appendix 
A. 

3.16 The £33.9m pooled fund investments form a key part of the portfolio and a full 
list of these and their current performance is detailed in Appendix B. 

3.17 As mentioned earlier, the Government has provided funding for local 
businesses, organisations, individuals and directly to the Council to reduce 
the impact of COVID-19 lockdowns.  This has resulted in cash availability in 
the short-term, some for the Council’s own costs, and others for grant 
payments out to third parties.  

3.18 For pooled funds, the impact on 2020/21 dividend income has been 
significant, with pooled funds delivering £275k less than budgeted (see Table 
4 below).  However, this is offset by net £374k interest from fixed term 
deposits to give a net return of £80k (£611k last year 2019/20).   

3.19 Additionally, COVID-19 has adversely affected certain pooled fund capital 
values as at end March 2021.  Of 19 pooled funds: 9 had depreciated by 
£1.4m in total as at end March 2021 compared to purchase value;10 funds 
had increased by £2.7m. Overall, pooled fund values have increased by 
£1.4m m (4.17% gain). 

3.20 The unrealised capital losses (that is, decrease in capital value) will not 
impact on the General Fund as the Council has elected to present changes in 
the funds’ fair values in other comprehensive income (FVOCI).  If the council 
had not elected to do this, then the movement in capital value would have 
been reflected in the cost of services as a £1.4m gain (last year £4.3m loss), 
even though no pooled funds have been ended.  

Investment Performance Monitoring 

3.21 Security of capital has remained the Council’s main investment objective. This 
has been maintained by following the Council’s counterparty policy as set out 
in its Treasury Management Strategy Statement for 2020/21.   

3.22 Table 4 shows the performance of the Council’s investments compared to 
budget. 



 
 

Table 4: Performance of investments 

Investment Income 2020/21 Budget Actual Variance 

      from budget 

  £'000 £'000 £'000 

Pooled Fund - Dividends (1,290) (1,015) 275 

Fixed Term Deposits - Interest 0 (374) (374) 

Money Market Funds - Dividends (50) (31) 19 

Total Investment Income (1,340) (1,420) (80) 

 

3.23 The Council seeks professional advice from Arlingclose and closely adheres 
to the advice set out in the Ministry for Housing, Communities and Local 
Government (MHCLG) guidance.  The Council’s investment strategy is also 
kept under constant review to ensure that the investment portfolio is balanced 
and reflects current circumstances. Regular quarterly review meetings are 
held with Arlingclose, the Council’s treasury advisors, and include updates on 
the economic situation, review of the Council’s current treasury position and 
plans for capital investment. All investment and borrowing decisions are made 
in consultation with our advisors. 

3.24 Counterparty credit quality is assessed and monitored with reference to credit 
ratings, credit default swap prices, financial statements, information on 
potential government support and reports in the quality financial press. 

Non-Treasury Investments 

3.25 The definition of investments in CIPFA’s revised Treasury Management Code 
now covers all the financial assets of an authority as well as other non-
financial assets that an authority holds primarily for financial return. This is 
replicated in MHCLG’s Investment Guidance, in which the definition of 
investments is further broadened to also include all such assets held partially 
for financial return. 

3.26 The Council also held £939.7m of such investments in directly owned 
property.  These investments generated £51.2m of investment income for the 
Council after taking account of direct costs, representing a rate of return of 
5.5%.  Note that property assets held in council-owned subsidiary, Knowle 
Green Estates Limited, are not categorised as investment property, as the 
assets are held mainly for operational purposes such as meeting housing 
needs in the borough and supporting regeneration, and not for rental return. 

4. Financial implications 

4.1 The financial implications are as set out in this report.  Spelthorne has a 
diverse investment portfolio which helped increase overall resilience during 
2020/21, so that, even though pooled funds and money market funds 
delivered less because of low interest rates, fixed rate deposits bolstered 
returns to £80k overall (Table 4 above).  Likewise, borrowing costs are 
managed by being at fixed and relatively low rates.  This outcome supports 
our aim to maintain flexibility commensurate with the high level of security and 
liquidity and minimal risk when making investment decisions. 



 
 

5. Other considerations 

5.1 The Council fully complies with best practice as set out in the Chartered 
Institute of Public Finance and Accountancy (CIPFA) Prudential Code for 
Capital Finance in Local Authorities, the Department for Communities and 
Local Government (DCLG, now MHCLG) Guidance on Investments issued in 
March 2004 and the Chartered Institute of Public Finance and Accountancy 
(CIPFA) Code of Practice on Treasury Management in the Public Sector 2009 
and Cross Sectional Guidance Notes. 

6. Equality and Diversity 

6.1 This report does not impact equality and diversity. 

7. Sustainability/Climate Change Implications 

7.1 This report is to note historic financial performance.  Sustainability issues, for 
example in how the Council invests, are currently being considered in 
conjunction with the Council’s Treasury advisers, Arlingclose, and is outside 
the scope of this report. 

8. Timetable for implementation 

8.1 Treasury management is an ongoing activity and normally there is no specific 
timetable for implementation. 

 
Background papers: There are none. 
 
Appendices:   
Appendix A - Investments  
Appendix B - Pooled Funds 
 


