
 
APPENDIX B 

 
TREASURY MANAGEMENT STRATEGY STATEMENT 2024-25 
 

Introduction  
 

1. Treasury management is the management of the authority’s cash flows, 
borrowing and investments. The council is exposed to financial risks from 
treasury management activity including possible losses associated with 
council investment and potential for increased borrowing costs arising from 
market movements. The identification, monitoring and control of financial 
risks are a crucial part of the financial management and governance 
arrangements of the council. 
 

2. Treasury risk management is conducted within the framework of the 
Chartered Institute of Public Finance and Accountancy’s Treasury 
Management in the Public Services: Code of Practice 2021 Edition (the 
CIPFA Code) which requires the council to approve a treasury 
management strategy before the start of each financial year.  This report 
fulfils the council’s legal obligation under the Local Government Act 2003 
to have regard to the CIPFA Code. 
 

3. Investments held for service purposes or for commercial profit are 
considered in the capital strategy. 
 

4. Under financial delegation, the Strategic Director of Finance is responsible 
for all executive and operational decisions on treasury management. This 
treasury management strategy, together with supporting prudential 
indicators and policies will ensure that these responsibilities can be carried 
out effectively.  
 
Borrowing Strategy, Debt Management and Net Borrowing Position 

 
As at 30 September 2023, the council held £965m of external borrowings 
(£888m at 30 September 2023) and £148m of investments (£198m at 30 
September 2022). 
 

5. The council has an ambitious capital programme, to support the wide range 
of services it provides and to build much-needed new council homes. In 
the past, revenue balances have been utilised to forestall the need to 
borrow externally. This approach is commonly known as internal 
borrowing. Internal borrowing is cheaper than external borrowing and 
remains the preferred source of financing in the short term whilst sufficient 
funds are available.  
 

6. In September 2017 however, officers reported to cabinet that from 2017-
18 onwards there would be an increasing need to borrow externally. Since 
then, external borrowing has gradually increased, both as a proportion of 
capital funding and in absolute terms. This has been necessary because 
of the scale of the capital programme.  
 



 

7. Southwark has one of the highest outstanding PWLB debt of all English 
councils. This is largely as a consequence of the size of Southwark’s 
council housing estate and its position as the 4th largest social landlord in 
the country. This ranking is likely to rise based on the additional borrowing 
that will be required in coming years to fund the capital programme.  
 

8. The most significant part of that programme remains new homes. To date, 
approximately £285m of external borrowing has been taken to fund the 
New Homes Programme and a further £706m had previously been 
earmarked as the sum that could be borrowed within prudential code and 
affordability limits. This amounts to £991m in total for new homes. This 
provision is being constantly reviewed, especially in the context of interest 
rate rises, rent caps and inflation.  
 

9. The need to borrow externally has a revenue impact, and this is accounted 
for annually in the council’s budget setting process, both for the Housing 
Revenue Account (HRA) and the General Fund (GF).  
 

10. The council could borrow from the Public Works Loans Board (PWLB), 
financial institutions and banks or directly from other local authorities.  
 

11. Alternative sources of borrowing to the PWLB will be considered to ensure 
the lowest available rates are achieved and value for money is achieved 
for taxpayers.   
 

12. Additionally, in the context of its efforts to address climate change, the 
council may raise capital via the issuance of Green Bonds or other similar 
peer-to-peer (P2P) loan agreements, also known as Community Municipal 
Investments (CMI). 
 

13. A CMI is a simple, low cost and proven way for councils to raise funding 
for projects that contribute to net zero. Through partnership with 
Abundance Investment, a crowdfunding web platform is established that 
allows investment in a safe and secure manner. 
 

 Green bonds issuance is a new scheme which gives residents a 
chance to invest in sustainable projects and green initiatives within 
the local community to support the council’s target of becoming a 
net zero Council by 2030. The Southwark’s Green Investment aims 
to raise capital to help fund a range of green projects within the 
council’s capital programme.  

 

 The process is designed to offer the council a rate lower than the 
PWLB at the time of launch, while also offering investors a 
commercially viable opportunity, paying back at an agreed interest 
rate every 6 months over a 5 year period. Investors also have the 
opportunity to pay back all or part of their interest to the council at 
the end of the loan period, to further invest in green projects. This 
secures the funding for the council at a cheaper rate than borrowing 
publically from the PWLB and offers a low risk return for investors. 
CMIs therefore create an engagement opportunities for councils 
with their local communities, while diversifying funding sources.  



 

 There are a number of successful case studies across the UK, with 
at least seven councils launching CMIs and securing their funding 
target. The maximum funding secured by any one council to date 
has been £1m. 

 

 The funding secured is then used to deliver a range of projects, with 
most council’s to date focusing on building retrofit, installation of 
solar panels, electric vehicle charging and fleet upgrades.  

 

 A report recommending the launch of a CMI is currently being 
prepared to go to council assembly In December.  

 
14. The Authority’s chief objective when borrowing is to strike an appropriately 

low risk balance between securing low interest costs and achieving 
certainty over the period for which funds are required. 
 

15. Whilst internal borrowing and short-term borrowing provide a low cost 
interim solution, they effectively defer inevitable long term borrowing into 
subsequent periods. As near-term rate cuts seem unlikely, the strategy for 
2024-25 is to borrow externally when rates are favourable. The exact 
timing and amount will be determined by the Strategic Director of Finance 
and with regard to advice from our external treasury advisors. 
 
Balance Sheet Summary 
 

16. The underlying need to borrow for capital purposes is measured by the 
Capital Financing Requirement (CFR), whilst usable reserves and working 
capital are the underlying resources available for investment. The council’s 
current strategy is to maintain borrowing and investments below their 
underlying levels, known as internal borrowing. 
 

17. The council has an increasing CFR due to its ambitious capital programme. 
Based on current forecasts, there is an estimated need to borrow up to 
£883m (£1.8bn less £0.9bn by 31 March 2027.  

 

  

2022-23 
Actual      

£m 

2023-24 
Estimate      

£m 

2024-25 
Estimate      

£m 

2025-26 
Estimate      

£m 

2026-27 
Estimate      

£m 

General Fund CFR 788 876 944   933 1,038  

HRA CFR 704 955 1,103 1,209 1,282 

Total CFR  1,492 1,832 2,047 2,141 2,208 

Less: Other debt liabilities 76 71  66 61 55  

Loans CFR  1,416 1,761 1,981 2,080 2,152 

Less: External Borrowing 
- Actual 991 964 916 888 856 

Internal Borrowing / 
(Over Borrowing)  425 797 1,065 1,192 1,296 

Less: Usable reserves 376   343   323   300   283 

Less: Working capital 269 234 224 191 136 

(Investments) / New 
Borrowing  -220 220   519 702 878 



 

 
Liability Benchmark 
 

18. To compare the council’s actual borrowing against an alternative strategy, 
a liability benchmark has been calculated showing the lowest risk level of 
borrowing.  
The liability benchmark is effectively the net borrowing requirement of a 
local authority plus a liquidity allowance. In its simplest form, it is calculated 
by deducting the amount of investable resources available on the balance 
sheet (reserves, cash flow balances) from the amount of outstanding 
external debt and then adding the minimum level of investments required 
to manage day-to-day cash flow. 

 
19. CIPFA recommends that the optimum position for external borrowing 

should be at the level of the liability benchmark (i.e. all balance sheet 
resources should be used to maximise internal borrowing). If the outputs 
show future periods where external loans are less than the Liability 
Benchmark, this indicates a borrowing requirement thus identifying where 
the authority is exposed to interest rate, liquidity and refinancing risks. 
Conversely, where external loans exceed the liability benchmark, this will 
highlight an over-borrowed position which will result in excess cash in the 
organisation requiring investment, thus exposing the authority to credit and 
reinvestment risks and a potential cost of carry.  
 
From the table below, this liability benchmark requires that cash and 
investment balances are kept to a minimum level of £65m at the end of 
2023-24. This amount includes the council’s external fund managers’ 
portfolio of approximately £25m, and an internally managed cash balance 
of £40m to maintain sufficient liquidity. The risks identified will then have to 
be managed over the coming years. 
 

Liability Benchmark (£m) 

2022-23 
Actual      

£m 

2023-24 
Estimate      

£m 

2024-25 
Estimate      

£m 

2025-26 
Estimate      

£m 

2026-27 
Estimate      

£m 

Loans CFR  1,416  1,761  1,981 2,080 2,152 

Less: External Borrowing* 991  964  916 888 856  

Internal Borrowing / (Over 
Borrowing) 425 797 1,065 1,192 1,296 

Less: Useable reserves 376  343  323  300  283  

Less: Working capital 269  234  160  96  17  

Investments/(New Borrowing)  -220  220  583  797  996  

      

Net Borrowing Requirement  771  1,184 1,499  1,685  1,834  

Minimum Investment Balance 140      65 52  43  40  

Liability Benchmark: Year-End  911  1,249 1,551  1,728  1,874  

*Shows only loans to which the Authority is committed 

 
 

The liability benchmark suggests the council will require a minimum level 
of borrowing in 2024-25 of £302m (£1,551m in 2024-25 less £1,249 in 



 

2023-24), to maintain the minimum investment level of £52m at year-end. 
The actual level of borrowing at year-end depends on whether the council’s 
spending plans proceed as planned and on the actual timing of borrowing. 

 

Investment Position and Activity 
 
20. The council holds sizeable investment balances, representing income 

received in advance of expenditure plus balances and reserves held. 
Investment balance as at 30 September 2023 was £148m. 
 

21. Council resources that are not immediately required for current expenditure 
are invested in money market instruments in accordance with the 
Department of Levelling Up and Housing and Communities (DLUHC) 
Guidance on Local Authority Investments and the council’s approved 
investment strategy. The guidance gives priority to security and liquidity 
and the aim is to achieve a yield commensurate with these principles. 
 

22. Council investments are managed both in-house and delegated to two fund 
managers: Alliance Bernstein and Aberdeen Standard (formerly Aberdeen 
Asset Management). The focus for in-house investment is to meet variable 
near term cash liquidity requirements, principally using money market 
funds and other highly secure, liquid financial instruments.   
 

23. Any surplus cash resources not required in the short-term to fund council 
activities is placed with the council’s two external fund managers. The fund 
managers invest for a longer term in UK government gilts, supranational 
bank bonds, certificates of deposits issued by major banks/ building 
societies and other financial instruments. 
 

24. The initial external investment portfolio totalled £100m. In July 2023, the 
decision was made to disinvest principal amounts on maturity, in order to 
reduce the council’s borrowing requirement. As at 30 September 2023, the 
total market value of the portfolio stood at £74m.  
 

25. The distribution of council investments across counterparties by rating and 
maturity as at 30 September 2023 is set out in the table below:  
 

 Investment Maturity Profile and Credit Ratings 
 

AAA represents the highest credit quality, AA represents very high credit quality and A represents high credit 
quality. 

 
 

 A AA AAA Total 

Investment 
Maturity 

£m % £m % £m % £m % 

Up to 1 Year 46.6 63.0 1.3 1.8 6.4 8.6 54.3 73.4 

1-2 Years 3.1 4.2 1.0 1.4 7.6 10.2 11.7 15.8 

2-5 Years 0.5 0.7 2.1 2.9 5.4 7.3 8.1 10.9 

Total 50.3 67.9 4.4 6.0 19.4 26.1 74.1 100.0 



 

26. The Bank of England Base Rate rose from 0.75% in April 2022 to 5.25% 
in September 2023. Rates were held at 5.25%, ending a run of 14 
consecutive rises after inflation started to slow down. Market expectation 
is that interest rate will peak at this level. 

 
27. The Authority’s treasury management adviser- Arlingclose is forecasting 

Bank of England Bank Rate to peak at 5.25% and that MPC will cut rates 
in the medium term to stimulate the UK economy with rate cuts from Q3 
2024 to a low of around 3% by early 2026.  
 

28. To analyse the treasury management portfolio, the council measures the 
return against a composite investment benchmark of three-month SONIA 
(Sterling Overnight Indexed Average) and one to three year gilt index.  
 

29. The rate of investment return generated by the treasury management 
portfolio is a consequence of the council’s prudent, low risk approach to 
treasury management investing. This is in line with the requirements of the 
statutory guidance for local government treasury investment issued by 
DLUHC.  
 

30. The priorities for treasury management investment are, in order of priority, 
security, liquidity and yield. The objective therefore is to ensure that funds 
are available to meet council liabilities as they fall due. 
 

31. It is important that the treasury management strategy is suitably flexible 
such that the council can take advantage of market opportunities and 
maintain appropriate asset diversification within the portfolio to best 
support the council’s revenue budget, whilst retaining the overriding 
objectives of security and liquidity. 
 
 


