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1.2.

1.3.

1.4.

1.5.

EXECUTIVE SUMMARY

This report details the Council’s treasury management activities and outturn
position for the full 2025/26 financial year, as well as providing quarter 4
monitoring information in line with normal quarterly management reporting.

At 31st March 2026 the Council’s total loan debt, net of treasury investments,
stood at £3,216.3m, compared to net loan debt of £3,133.1m as at 31st March
2025.

The Council’s treasury investments, held for liquidity purposes, were £318.1m
as at 31 March 2026. Alongside this, the Council also held investments of
£74.1m as accountable body for a number of funds (as listed in Appendix 3.2).
These funds are held and accounted for separately from Council funds.

Treasury management net borrowing costs totalled £257.9m; after recharges
to other services the costs were £188.6m meaning an initial net underspend of
Treasury management costs of £20.2m. The underspend is mainly related to
additional interest received from higher than budgeted cash balances (due to
the asset sales programme in advance of capitalisation direction payments) and
lower interest payable due to delayed borrowing (as a result of the higher cash
balances). An additional repayment of debt was undertaken of £8.5m to
strengthen the Council’s Balance Sheet, this meant net corporate treasury
costs were £11.7m below the budget.

The Council did not breach any of its prudential limits set under the Local
Government Act 2003 and the Chartered Institute of Public Finance and
Accountancy (CIPFA) Prudential Code for Capital Finance. This is set out in
Appendix 5A.



2.2

COMMISSIONERS’ REVIEW

The City Councils' debt levels per capita are towards the higher end
compared to other councils. Debt, driven by the investment in housing is
also expected to increase over the medium term. The Council should keep
borrowing levels under close review and consider opportunities to contain
the growth in debt over coming years given the positive benefit on the
revenue budget.

Commissioners are supportive of the approach taken by officers to Treasury
Management activities.



3.1.

4.1.

4.2

4.3.

4.4.

RECOMMENDATIONS
That Cabinet:

Notes the Council’s treasury management activities during the year and the
outturn position for 2025/26.

KEY INFORMATION

Context

In line with regulations issued under the Local Government Act 2003, the
Council is required to produce an annual treasury management review of
activities and the actual prudential and treasury indicators for 2025/26.

This report also meets the requirements of both the CIPFA Code of Practice on
Treasury Management and the CIPFA Prudential Code for Capital Finance in
Local Authorities in reporting the Treasury Management activities for the
financial year.

Proposal and Reasons for Recommendations

The regulatory environment places responsibility on members for the review
and scrutiny of treasury management policy and activities. This report provides
details of the outturn position for treasury activities and highlights compliance
with the Council’'s Treasury Management Strategy and Policy previously
approved by Council on 4 March 2025.

Other Options Considered
Not Applicable
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5.3

5.3.1

5.3.2

TREASURY MANAGEMENT ANNUAL REPORT & OUTURN 2025-26

Background

The Council, like all local authorities, is permitted to finance capital investment
and day to day cash flows from borrowing in accordance with the prudential
borrowing system. The Council’s net loan debt at 31st March 2026 stood at
£3,216.3m (excluding accountable body investments). This report reviews how
the debt and associated investments were managed during the 2025/26 financial
year.

The Council has adopted CIPFA’s Code of Practice for Treasury Management
in the Public Services which includes the recommendation to present a treasury
management annual report.

Loans and investments are shown at nominal value unless otherwise indicated,
consistent with budget and monitoring reports and the Prudential Indicators. The
basis of accounting in the Financial Accounts is different in some cases where
required by proper accounting practices.

The objective of treasury management

As per its Treasury Management Policy, the Council looks to balance risk against
return, with priority given to avoid risks rather than maximise return. This requires
a balance to be struck when borrowing, between:

e The security offered by long term fixed rate funding

e The expected cost of short term and variable rate funding, compared with
long term funding

When investing surplus funds, the emphasis should be on the security of capital
invested rather than maximising the rate of return.

Economic review 2025/26

UK growth remained muted during the 2025 calendar year as GDP grew by 1.4%
according to the Office for Budget Responsibility (OBR). The outlook for 2026
has worsened due to the conflict in Iran. The International Monetary Fund (IMF)
cut its 2026 estimate for UK growth from 1.3% to 0.8% and expects the conflict
to have the most impact on the UK out of the world's advanced economies.

The UK annual Consumer Price Index (CPI) inflation rate started the financial
year at 2.6% and increased to peak at 3.8% in July 2025. It remained above the
2% Bank of England (BoE) target in the second half of the financial year; UK CPI
finished the year at 3.3% in March 2026. The Office for National Statistics (ONS)
cited the CPI increase as driven by rising energy prices (linked to geopolitical



5.3.3

5.3.4

5.3.5

5.3.6

5.3.7

5.4

5.4.1

5.4.2

conflicts), increased food and alcohol costs, and higher regulated household
bills.

During the year, global interest rates remained elevated although they were
reduced in 2025 as central bank rhetoric and actions focussed on maintaining
lower levels of inflation whilst stimulating growth.

The BoE’s Monetary Policy Committee held Bank Rate at 3.75% at its March
2026 meeting, having reduced it by 0.25% in December. This followed earlier
quarter point cuts in August and May 2025, from a peak of 4.5% at the start of
the financial year. The BoE warned that the conflict in Iran has disrupted the
transportation and supply of energy, raising its price; this will push up
households’ fuel and utility prices, and companies’ costs. Inflation will be higher
than expected, at least in the short term and the impact will be greater the longer
the war and its effect on the global energy supply goes on.

The UK interest rate outlook has pivoted from a series of rate cuts to rates
remaining elevated for longer. Previous forecasts for two cuts in early 2026 have
been largely abandoned as markets anticipate rates remaining at 3.75% or
higher through most of 2026.

10-year Gilt yields have been exceptionally volatile in the final weeks of 2025/26,
rising from around 4.23% in late February to over 5.00% in late March. That spike
was driven by the conflict in Iran, which prompted a dramatic reassessment of
investors’ BoE policy rate expectations.

Credit Risk Default Swaps (CDS) for banks, an indicator of credit risk trended
lower over the period but did start to rise in March due to concerns about the
global economy from the conflict in Iran.

Capital Financing Requirement (CFR)

The Council’s capital investment programme has allowed it to deliver key
priorities such as economic regeneration, transport, housing and school
improvements, and to support service transformation. The capital investment
programme can be funded from government grants, revenue resources, capital
receipts from asset sales and prudential borrowing.

It is appropriate for the Council to borrow to fund its capital expenditure. The
Council will receive long term service benefit over a number of years so it should
be able to fund the capital expenditure over the years benefits are received.
However there is a cost to borrowing which the revenue budgets need to
manage. In light of the Council’s financial position strict controls remain in place
for General Fund capital programme borrowing, which is restricted to invest to
save schemes or urgent priority works.
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5.4.4

5.4.5

5.4.6

The Council’s Capital Financing Requirement (CFR) measures the underlying
need to borrow for a capital purpose for both the General Fund and Housing
Revenue Account (HRA). For 2025/26 the Councils Loans CFR, which excludes
other long term liabilities, represents this years and prior years unfinanced capital
expenditure which has not yet been paid for by revenue or other resources. The
Council has not carried out all this borrowing externally and has undertaken
some internal borrowing from reserves and balances as shown in the following
table:

Cumulative borrowing: 2024/25 2025/26 Change
£m £m £m

Gross loan debt 3,352.5 3,634.4 181.9

(external)

Internal Borrowing 887.0 713.7 (173.3)

(from reserves and balances)

Loans Capital Financing 4,239.5 4,248.1 8.6

Requirement (CFR)

Using internal borrowing has been an effective strategy as it has allowed the
Council to minimise its interest costs, by utilising internal resources over the short
term instead of undertaking external borrowing. This strategy did require careful
management of cashflow as some of the Council’s reserves and balances were
required for other purposes meaning it eventually undertook some external
borrowing to replenish its internal resources for cashflow purposes. The use of
internal borrowing reduced this year by £173.3m as some capital receipts held
from previous years were used for the capitalisation direction and were no longer
available for internal borrowing.

The Council’'s Loans CFR increased by £8.6m in 2025/26. The Council had
significant borrowing of £145.2m for the Housing Revenue Account (HRA) but
this was offset by a reduction in the General Fund CFR, primarily due to minimal
new borrowing and repayment of debt.

The Council’'s Loans CFR is not allowed to rise indefinitely and statutory controls
are in place to ensure that capital assets are broadly charged to revenue over
the life of the asset. The Council is required to make an annual revenue charge,
called the Minimum Revenue Provision (MRP), to repay debt and reduce the
CFR. In 2025/26, the Council applied the principles of its debt repayment policy
approved by the Council on 4 March 2025. It made a debt repayment of £155.6m
to revenue which included voluntary repayment (above the statutory minimum)
of £28.5m that helped to bring the Council’s overall debt or Loans CFR down.
The voluntary revenue provision was funded from the treasury management
budget (£8.5m) and capitalisation contingency budgets (£20.0m).
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5.5.1

5.5.2

5.5.3

5.5.4

5.5.5

5.5.6

Treasury and activities during strategy the year

The Council’s treasury management strategy for 2025/26, included as part of the
Budget Report for 2025/26, was approved by the Council on 4 March 2025.

The treasury strategy implemented in the year:

J Reviewed treasury management activity in the context of the Council’s
current financial position together with the outlook for interest rates.

J Opportunities to improve risk management or make savings by
prematurely repaying loans were kept under review.

The Council issued a Section 114 notice in September 2023 and had an
application to the Government for Exceptional Financial Support (EFS) approved
in February 2024. Its planned Financial Recovery had a significant impact on the
Council’s treasury management activities during 2025/26. The planned Financial
Recovery includes the Council’s plan to use capital receipts through the sale of
Council assets via EFS to meet its revenue budget gap and Equal Pay liabilities.

The Council’s actual net loan debt at 31st March 2026 was £3,216.3m compared
to the planned net loan debt of £3,539.5m when the budget was set in March
2025. The budget made a neutral assumption of EFS cashflows as timings were
uncertain (it did not assume it would hold receipts from asset sales for a
significant period of time or fund EFS prior to receipts). Actual net loan debt was
lower as the capital receipts from asset sales allowed the Council to temporarily
delay the planned external borrowing. The Council had planned to take external
long term loans of £460m but capital receipts meant it only took £280m of
external long term loans during 2025/26 to fund its prudential borrowing needs.

The Council operates a two pool debt system, for the General Fund and the
Housing Revenue Account (HRA). A significant amount of the planned long term
loans had been earmarked to fund borrowing required for the HRA as it increased
its prudential borrowing levels in line with its approved Business Plan. The
£280m of external long term loans taken during the year were for the HRA and
were supplemented with short term borrowing from the General Fund. Short term
borrowing represented 9% of the total HRA loan debt in 2025/26 (was 17% in
2024/25).

In previous years, the Council’s Treasury Management Strategy had sought to
maintain a significant exposure to external short-term or variable-rate borrowing
from the local authority lending market. This would allow the Council to take
advantage of cheaper short-term rates, or when it had forecast long term
borrowing rates to come down in the near future. Variable short term borrowing
was £137.7m at 31st March 2026 (see table at paragraph 5.7.1), borrowed at an
average rate of 3.91%; most of this was borrowed from deposits held on behalf
of the Birmingham Children’s Trust (BCT). This strategy was limited during the
year as most local authority lenders were unwilling to lend to the Council
following its Section 114 notice. However, the Council has produced a balanced
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budget for 2026/27, without the need for EFS, and it is anticipated more local
authority lenders are likely to lend to the Council in the near future.

The Council continued to ensure it had access to the Public Works Loan Board
(PWLB), a lending facility operated on behalf of HM Treasury, for long term
borrowing when needed. In line with the criteria for access to PWLB loans, the
Council does not invest primarily for yield.

Appendix 1 shows that PWLB rates remained relatively high during the year, in
line with gilt yields, even as the Bank of England continued to cut the Bank Rate
as inflation came down. Gilt yields remained volatile during the year due to the
uncertain economic outlook particularly around the impact of UK government
policy on UK growth. The higher PWLB rates for longer maturities during the year
reinforced the Council’s decision to take new PWLB loans for shorter maturities
during the year; with the anticipation they could be refinanced at lower rates upon
maturity.

Investment management

Treasury Investments are made in accordance with the credit worthiness criteria
in the Treasury Management Policy and are also reported to Cabinet as part of
the quarterly monitoring reports in line with the liquidity management objective
for investments.

Under the Treasury Management Strategy for 2025/26, the Council had planned
for a working balance of £100m in short term treasury investments in order to
provide liquidity to meet cash flow fluctuations. The Council required this prudent
amount as it was unlikely to be able to borrow from the local authority lending
market at short notice to meet uncertain cashflows.

The Council’s treasury investments can fluctuate during the year and at 31 March
2026, the Council’s treasury investments held were £318.1m. This is a snapshot
at a particular date and is higher than the target of £100m as the Council
temporarily held capital receipts from the sale of assets to fund the capitalisation
direction. These receipts have always been discounted from the £100m liquidity
target. (see paragraph 5.5.3).

To maintain high levels of liquidity, lending (or investments) has continued to be
limited to short periods of less than a year. The Council retained lending to the
institutions within the Treasury Management Policy’s criteria, mainly Money
Market Funds (MMFs), UK bank call accounts, the UK Government’s Debt
Management Account Deposit Facility (DMADF) and other UK local authorities.
A range of information has been used to assess investment risk, in addition to
credit ratings. Regular meetings are held to review outstanding investments and
criteria for new investments in the light of developments in market conditions.

Actual investments are reported quarterly to Cabinet as part of accountability for
decisions made under treasury management delegations. Appendix 3.1 lists all
investments made during Quarter 4 of 2025/26 for the Council.



5.6.6

5.6.7

5.6.8
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Investments as at 31st March 2026 are summarised in the table below. A higher
rate of return was obtained from balances lent to other local authorities for
durations of one month.

Period Value Weighted Average
Outstanding Invested Interest Rate
£m %
Instant Access 191.1 3.80%
Fixed Overnight 0.0 0.00%
Up to 1 month 127.1 6.58%
3 to 6 months 0.0 0.00%
Total 318.1 4.89%

The Council also continues to manage funds as Accountable Body for a number
of Government programmes: they include the Growing Places Fund, the
Regional Growth Fund and the Local Growth Fund, amongst others. These funds
are managed by the Council but are not the Council’s money and have not been
included in the table above. The unspent balance of the funds at 31st March
2026 was £74.1m as set out in Appendix 3.2.

Accountable Body funds are invested in accordance with the Accountable Body
agreements in high credit quality deposits such as the government’s DMADF and
MMFs.

Loan Debt profile

Long term borrowing is taken at a range of maturities to ensure that debt
maturing in any year does not generally exceed 10% of total external debt, and
that short-term/variable rate debt does not exceed the limit of 30% set in the
Council’s prudential indicators. This ensures that the Council is not overly
exposed to the risk of high refinancing costs in any year. A full maturity profile
at 31st March 2026 compared to 31st March 2025 is given in Appendix 4. The
following table summarises how the maturity profile of the Council’s loan debt
changed within the year:



Loan Debt Profile 31.03.25 31.03.26
(General Fund and HRA) £m £m
Fixed rate over 40 years 40.0 40.0
Fixed rate 20 to 40 years 1,200.1 1,150.1
Fixed rate 10 to 20 years 874.1 828.4
Fixed rate 5 to 10 years 481.3 420.0
Fixed rate 1 to 5 years 524.0 801.6
Fixed < 1 year (note 1) 118.8 156.6
Variable and short term 114.2 137.7
Gross Loan Debt 3,352.5 3,534.4
Investments < 1 year (219.4) (318.1)
Net Loan Debt 3,133.1 3,216.3

Note: LOBO loans shown at final maturity

5.7.2 The average net interest rate paid on all the Council’s loan debt in 2025/26 was

5.7.3

5.7.4

4.40%, a decrease on the average net rate of 4.46% paid in 2024/25. An
increase in borrowing for shorter durations helped to bring the average down in
2025/26.

The above maturity profile assumes that Lender’s Option Borrower’s Option
(LOBO) loans are repaid at their final maturity date. At 31st March 2026 the
debt portfolio included £51.1m LOBOs, which is 1.4% of the total portfolio. No
LOBO loans were called by lenders during 2025/26.

During 2025/26, the Council continued to engage with its treasury management
advisors for opportunities to refinance or restructure its external loans portfolio.
This included any opportunities to repay its LOBO loans and other market
loans early. No loans were refinanced or restructured during 2025/26.



5.8

Revenue cost of borrowing

5.8.1 The Corporate Treasury Management outturn for 2025/26 is summarised in the

following table:

Budget Actual Variation
£m £m £m

Gross interest payable 145.8 141.8 (4.0)
Interest receivable (4.5) (15.4) (10.9)
Repayment of debt 127.4 1271 (0.3)
Other Costs 8.3 4.4 (3.9)
Net Treasury costs 277.0 257.9 (19.1)
Less recharges to:

HRA (57.8) (58.6) (0.8)
Other Services (10.4) (10.7) (0.3)
Net Corporate Treasury costs 208.8 188.6 (20.2)
Voluntary Repayment of Debt

from Treasury budget 0 8.5 8.5
Revised Treasury outturn 208.8 197.1 (11.7)

5.8.2 Net Treasury costs of £257.9.1m were below the budget by £19.1m. The
underspend is mainly related to additional interest received from higher than
budgeted cash balances (due to the asset sales programme in advance of
capitalisation direction payments) and lower interest payable due to delayed
borrowing (as a result of the higher cash balances). After recharges to other
services, the underspend against the General Fund budget was £20.2m. This
was offset by a voluntary revenue provision of £8.5m which helped to reduce the
Council’'s overall debt and reduced the Treasury Management underspend to
£11.7m.

5.9 Prudential Indicators

5.9.1 The Council is required under the Local Government Act 2003 and the CIPFA
Prudential Code for Capital Finance in Local Authorities to set various
prudential indicators and limits covering capital finance and treasury
management. The outturn position against the Council’s approved prudential
indicators is attached at Appendix 5. The Council did not breach any of its
prudential limits set under the Local Government Act 2003 and the CIPFA
Prudential Code for Capital Finance.



5.10 Risk management and performance

5.10.1 Risk management is at the centre of treasury performance and monitoring. The
Council has adopted the CIPFA Treasury Management Code’s policy
recommendation that “the successful identification, monitoring and control of risk
are the prime criteria by which the effectiveness of its treasury management

activities will be measured.”

5.10.2 There is no single quantitative measure which summarises the management of
the different types of treasury risk and their financial impact. Key reporting and

review processes include:

e Quarterly monitoring reports to Cabinet provide an overview of key treasury

decisions and indicators.

e The adequacy of risk control arrangements are tested regularly by internal and

external audit.

e The Council’'s Treasury Management Policy and Strategy sets out policies,
limits and strategies for managing treasury risks, which have been reviewed

throughout this report.

5.10.3 Headline indicators include:

Has the Council complied with the CIPFA Treasury Management | YES
Code?

Were the Council’s lending criteria complied with during the year? | YES
Were treasury investment defaults avoided in the year? YES
Were the Council’s treasury prudential limits complied with? YES
Were revenue costs kept within budget? YES

5.11 Decisions taken under treasury management delegations

5.11.1 Each quarter, decisions taken by the Section 151 Officer and the treasury
management team are reported to Cabinet as part of Capital and treasury
monitoring. Long term borrowing decisions are included in Appendix 2, and

investment activity during Quarter 4 is reported at Appendix 3.




8.1.

8.2.

8.3.

9.1.

9.2.

9.3.

9.4.

9.5.

9.6.

RISK MANAGEMENT
The known Treasury Management risks are referred to in Section 5.

CONSULTATION
None

MEMBER ENGAGEMENT

Ward Councillor(s)
Not Applicable

Overview and Scrutiny

This report can and is usually considered by Corporate and Finance Overview
and Scrutiny Committee

Other
Not Applicable

IMPACT AND IMPLICATIONS

Finance and Best Value
The detailed financial implications have been covered in Section 5.

Legal

By regulations issued under the Local Government Act 2003, the Council is
required to produce an annual treasury management review of activities and the
actual prudential and treasury indicators for 2025/26.

Equalities
There are no specific equalities implications arising from this report.

Procurement

There are no procurement issues arising directly from the contents of this report.

People Services
There are no specific human resources implications arising from this report.

Climate Change, Nature and Net Zero

There are no specific climate change, nature and net zero implications arising
from this report.



9.7.

9.8.

10.

10.1.
10.2.
10.3.
10.4.
10.5.
10.6.

11.

11.1.

11.3.
11.4.

Corporate Parenting

There are no specific corporate parenting implications arising from this report.

Other

There are no other implications arising from this report.

APPENDICES
Appendix 1 — Bank Rate and PWLB Rates chart 2025/26

Appendix 2 — Long term loans summary 2025/26

Appendix 3.1 — Treasury Management Investment Details — Q4 2025/26
Appendix 3.2 — Accountable Body Investments as at 31 March 2026
Appendix 4 — Gross Loan Debt maturity profile

Appendix 5 — Debt and Prudential Indicators

BACKGROUND PAPERS

2025/26 Treasury Management Strategy, approved by City Council on 4 March
2025.

2025/26 Treasury Management Policy, approved by City Council on 4 March
2025.

2025/26 Debt Repayment Policy, approved by City Council on 4 March 2025.
2025/26 Prudential Indicators, approved by City Council on 4 March 2025.
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