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MID-YEAR TREASURY MANAGEMENT STRATEGY REVIEW 2023/24 
 
1    Original Strategy for 2023/24 
 
1.1 The Treasury Management Strategy for 2023/24 was approved by Executive Board on 9th March 

2023.  
 
The broad strategy continued the approach of looking to minimise borrowing costs, in the context 
of the Council’s long-term debt being considerably lower than its accumulated Capital Financing 
Requirement (CFR), with the difference being covered by the use of any available balances.  
 
When the strategy was written, it was expected that both short and long-term interest rates would 
rise throughout the financial year, and it was therefore likely to be more cost effective to maximise 
the use of internal resources in order to reduce net borrowing costs (despite foregone investment 
income) and reduce overall treasury risk. 

 

1.2 The original 2023/24 Investment Limits were set by reference to amount, duration and credit 
rating – and distinguished between Unsecured Deposits, which would be subject to greater risk 
of credit loss, and Secured Deposits, in which there was less risk. The limits set were largely 
comparable to those applying in previous years. 
 

2 Economic Review 2023/24 

The Treasury Management Reports to the Executive Board and the Audit and Governance 

Committee, covering the period from July to September 2022/23, include details of the current 

economic background. Key issues are as follows: 

2.1 The Bank of England (BoE) Bank Rate increased from 4.25% at the start of the financial year to 
5.25% by the end of the September 2023.  
 

2.2 UK inflation remained high over much of the period. However, inflation data published in the 

latter part of the period undershot expectations, causing financial markets to reassess the peak 

in BoE Bank Rate. This was followed very soon after by the BoE deciding to keep Bank Rate 

on hold at 5.25% in September, against expectation for another 0.25% rise. 

 

2.3 Economic growth in the UK remained relatively weak over the period. In calendar Q2 2023, the 

economy expanded by 0.4%, beating expectations of a 0.2% increase. However, monthly GDP 

data showed a 0.5% contraction in July, the largest fall to date in 2023 and worse than the 

0.2% decline predicted which could be an indication the monetary tightening cycle is starting to 

cause recessionary or at the very least stagnating economic conditions. 

 

2.4 July data showed the unemployment rate increased to 4.3% (3mth/year) while the employment 

rate rose to 75.5%. Pay growth was 8.5% for total pay (including bonuses) and 7.8% for regular 

pay, which for the latter was the highest recorded annual growth rate. Adjusting for inflation, 

pay growth in real terms were positive at 1.2% and 0.6% for total pay and regular pay 

respectively. 
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3 Treasury Performance to date 
 

3.1 Thus far, cash balances have ranged between £51M and £105M, continuing to be higher than in 
previous years as a result of grants received in advance from central government, including in 
respect of the Darwen Town Deal and Levelling-Up schemes. There has been no short-term 
borrowing during the period and no further long-term borrowing has been taken. 
 

 Analysis of Debt Outstanding 
31st March  

2023 
£m 

30th September  
2023 
£m 

Short-Term Debt - - 

 
Longer-Term Debt: 

Public Works Loan Board (PWLB) 
Market Loans 
 

 
 

120.0 
18.0 

 
 

118.2 
18.0 

138.0 136.2 

Lancashire County Council (LCC) Debt 12.5 12.2 

Debt re PFI Arrangements 57.5 56.4 

Gross Borrowings 208.0 204.8 

This was offset by investments of: 50.8 89.9 

Net Borrowing (gross borrowing less investments) 157.2 114.9 

Net Borrowing (if LCC and PFI debt are excluded) 87.2 46.3 

 
3.2 Investments have continued to be made with a limited range of banks and Money Market Funds, 

along with other local authorities and the Government’s Debt Management Office (DMO). Interest 
rates have continued to increase over the first half of this year (driven largely by the Bank Rate 
changes referred to above), with the average interest earned on investment balances being 
around 4.39%. It is likely that investment returns will remain at high levels during the second half 
of the year (as Bank Rate is forecast to remain at least at the current level). 
 

3.3 Decreased net interest costs have been reported through corporate monitoring, reflecting the 
higher interest rates achieved on investments and lower levels of short-term borrowings taken 
this year.  

 
4 Investment and Borrowing Strategy for the rest of the year 
 

Investment 
4.1 Both the CIPFA Code and government guidance require that funds be invested prudently, and 

with regard to security and liquidity, before seeking the optimum rate of return or yield. The 
Council’s objective when investing money is to strike an appropriate balance between risk and 
return, minimising the risk of incurring losses from defaults and the risk of receiving unsuitably 
low investment income. 
 

4.2 The Council’s Investment Criteria allow investment in a range of other organisations and 
structures, but as there are limited opportunities for straightforward trading in Secured Deposits, 
and as priority is given to maintaining liquidity, short-dated and simpler options are mainly used. 
Investments are made in: fixed term deposits and instant access accounts with banks and 
building societies; instant access Money Market Funds; and fixed term deposits with local 
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authorities and the UK Government’s Debt Management Office. It is expected that these will 
continue to be the main investment options taken up across the remainder of the year. 

 
4.3 It is proposed that there be no changes to the existing Investment Criteria and Investment 

Counterparty Limits. 
 

Borrowing 
4.4 The Council’s key 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. The flexibility to renegotiate loans, should long-term plans change is a further, 
secondary objective. 
 

4.5 In keeping with these objectives, no new borrowing was undertaken in the first half of the year. 
This strategy enabled the Authority to reduce net borrowing costs (despite foregone investment 
income) and reduce overall treasury risk. 

 

4.6 It is proposed that the Borrowing Strategy remain unchanged, with the Council looking to take 
new borrowing as determined by cash flow requirements and by reference to movements in 
actual and projected long-term interest rates. 

 
5 Risk Management 
 
5.1 The Council’s main objective for the management of its investments is to give priority to the 

security and liquidity of its funds before seeking the best rate of return. Therefore, most surplus 
cash is held in short-term investments with government bodies, and with highly rated banks and 
pooled funds. In addition, the Council can hold investments that entail a slightly higher level of 
risk, but such risks are mitigated by limiting the amount and duration of exposure. 
 

5.2 The Council’s main objective for the management of its debt is to ensure its long-term 
affordability. The largest portion of its loans are from the PWLB at long-term fixed rates of interest. 
 

5.3 Another significant element of the Council’s long-term debt is £18M of loans from banks and 
other institutions. £13M worth are “lender’s option, borrower’s option” (LOBO) loans, under which 
the Lender can, at pre-determined times, exercise an Option to increase the rate payable on the 
debt, and the Borrower has the Option to either accept the proposed increase or repay the whole 
loan.   

 

These loans have interest rates fixed at levels that were relatively low when they began, but if 
the Lender Option is exercised, the Borrower would have to deal with whatever interest rates are 
at a later date. This exposes the Council to some risk of rising long-term interest rates, but that 
is mitigated by the fact that £5M of this debt (forming a large part of the lowest interest rate 
elements) can only be “called” once in every five years. Recent movements in interest rates have 
increased the likelihood of the options on these loans being exercised. The Council holds £8M 
of LOBO loans with option dates within the next 6 months. The Council continues to review these 
loans and the opportunities available, should the options be exercised. 

 

5.4 A combination of short duration investments and long duration debt exposes the Council to the 
risk of falling investment income during periods of low interest rates. This is not a concern in the 
current financial year because interest rates are high, however, even if interest rates were to fall, 
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the risk of low investment returns is viewed as lower priority compared to the benefits of 
optimising the security and liquidity of investments, and the savings made on borrowing costs.  
 

6 Indicators 
 
6.1 The previously approved Indicators were set at cautious levels and can remain unchanged.  

 
6.2 The Council has complied with the Limits and Indicators it has set, and expects to do so over the 

remainder of the year.  
 

7 Codes of Practice and MRP – Consultation and Proposed Changes 
 
7.1 CIPFA published its revised Prudential Code for Capital Finance and Treasury Management 

Code on 20th December 2021. The key changes in the two codes are around permitted reasons 
to borrow, knowledge and skills, and the management of non-treasury investments. 
 

7.2 The principles of the Prudential Code took immediate effect although local authorities could defer 
introducing the revised reporting requirements until the 2023/24 financial year if they wished. The 
Council took advantage of the option to defer introducing the revised reporting requirements until 
the 2023/24 year. 

 

7.3 To comply with the Prudential Code, authorities must not borrow to invest primarily for financial 
return. This Code also states that it is not prudent for local authorities to make investment or 
spending decision that will increase the Capital Financing Requirement (CFR) unless directly 
and primarily related to the functions of the authority.  
 

7.4 Borrowing is permitted for cash flow management, interest rate risk management, to refinance 
current borrowing and to adjust levels of internal borrowing. Borrowing to refinance capital 
expenditure primarily related to the delivery of a local authority’s function but where a financial 
return is also expected is allowed, provided that financial return is not the primary reason for the 
expenditure. These changes align the CIPFA Prudential Code with the PWLB lending rules. 

 

7.5 The Authority has not invested in assets primarily for financial return or that are not primarily 

related to the functions of the Authority, and has no plans to do so in future. 

 


