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EXECUTIVE SUMMARY

The Local Government in Scotland Act 2003 requires the council to have
regard to the CIPFA Code of Practice in Treasury Management (revised 2021),
‘the Code’. Key reporting requirements in this respect include a Treasury
Management Annual Report.

This annual report, prepared in compliance with the Code, covers the following:

2025/26 Strategy;

Borrowing and investment activity;

2025/26 capital expenditure and the Capital Financing Requirement (CFR);
Overall treasury position (debt and investments); and

Compliance with Prudential and Treasury Indicators.

The report concludes that:

a)

During 2025/26, the authority maintained an under-borrowed position. The
significant level of internal reserve balances has provided an opportunity to
defer new external borrowing, whilst also minimising exposure to
investment risk. The level of internal borrowing as at 31 March 2026 stood
at £117m. £51m of that relates to leasing, leaving internal borrowing of
£66m in relation to expenditure ‘funded by borrowing’ rather than through
lease arrangements. New borrowing totalling £40m was undertaken during
the year, to provide an element of certainty in respect of funding the
underlying borrowing requirement.

PWLB loan principal of £1.680m has been repaid during the year in respect
of a 12.5-year PWLB loan (original principal £21m), which was taken on a
fixed Equal Instalments of Principal (EIP) basis.

Early repayment of a £10m PWLB loan, due to mature in 2053, was
secured during the year with a discount of £0.485m. The General Fund will
benefit from the amortisation of this discount across future years. All other
PWLB loans will be repayable on maturity.



d)

e)

g9)

The authority has not borrowed more than, or in advance of, its needs
purely in order to benefit from the investment of the extra sums borrowed.

The principles of the investment strategy have been adhered to during the
year, and no liquidity difficulties were experienced. Throughout the year,
investments have only been made in line with the approved limits for
specific investment instruments and in accordance with the
creditworthiness approach.

The limit of investments has reflected the level of available council reserve
balances, together with provision for managing the council’s day to day
cash flow requirements. The average rate of return on these investments
was 4.18% compared to the benchmark overnight SONIA rate average of
4.01% over the year.

The actual borrowing requirement for 2025-26 was £16.6m less than
estimated in the Treasury Management Strategy Statement 2025-26
(TMSS) and can be explained by rephasing of project delivery, with capital
expenditure being £17.7m less than originally budgeted and capital income
being £1.1m less than budgeted. It should be noted that there are technical
accounting requirements for capital income recognition and that a
reduction in the income recognised in the year, when compared to the
budget, can represent a timing difference rather than a genuine reduction
in income.

The 2025-26 borrowing requirement adds to the authority’s Capital
Financing Requirement (CFR), the underlying need to borrow for capital
purposes. The actual closing CFR as at 31 March 2026 is £380m, £16m
less than the mid-year revised CFR of £396m, largely due to the reduction
in capital expenditure noted above. The decrease of £16m in the
movement reflects a decrease in borrowing to finance capital (£17m),
higher debt charges for leasing than forecast (£1m), and lease additions (-
£2m) that were not part of the original estimate.

As at 31 March 2026, the Council’s debt (excluding PPP and lease
liabilities) totalled £158.181m, while net debt, after allowing for treasury
investments of £23.329m, totalled £134.852m. The average interest rate
payable on this gross debt was 4.47%, repayable over an average life of
18 years.

All borrowing and investment activity during the year has been undertaken
in accordance with the approved 2025/26 Treasury Management Strategy
and Annual Investment Strategy and the authority has operated within the
treasury and prudential indicators set out therein, as revised by Council on
29 January 2026. The authority’s Treasury Management Practices have
also been complied with.



1.4  This report has been subject to prior scrutiny by the Audit and Scrutiny
Committee at its meeting of 11 June 2026. As recommended by the Audit and
Scrutiny Committee, Council is requested to note the contents of the report.
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BACKGROUND

The authority 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 investment 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 obligations. This
management of longer-term cash may involve arranging long or short-term
loans, or using longer-term cash flow surpluses and, on occasion, existing debt
may be restructured to meet authority risk or savings objectives.

INTRODUCTION

The council is required under the Local Government in Scotland Act 2003,
and supporting regulations, to have regard to the CIPFA Prudential Code for
Capital Finance in Local Authorities and the CIPFA Code of Practice on
Treasury Management (revised 2021), the Code. This report meets the
requirements of both providing a review of treasury management activities
and the actual prudential and treasury indicators for 2025/26.

For 2025/26, the minimum reporting requirements were that full Council
should receive the following reports:

e An annual treasury strategy in advance of the year (Council 27 February
2025);

e A mid-year treasury update report (Council 29 January 2026); and,

¢ An annual review following the end of the year describing the activity

compared to the strategy (this report).
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In addition, this authority has received quarterly treasury management update
reports as at 30 June 2025 and 31 December 2025 which were considered by
the Audit and Scrutiny Committee on 4 September 2025 and 12 March 2026
respectively.

The regulatory environment places responsibility on members for the review
and scrutiny of treasury management strategy, policies and activities. This
report is, therefore, important in that respect, as it provides details of the
outturn position for treasury activities and highlights compliance with the
authority’s policies previously approved by members.

This authority has complied with this requirement by giving prior scrutiny by
the Audit and Scrutiny Committee before reporting to full Council. Treasury
management training was delivered to members of the Audit and Scrutiny
Committee during October 2024, in order to support this scrutiny role, and in
2025/26 members were advised of the availability of the online learning
modules, Scottish Treasury Management Toolkit via the CIPFA website.

This annual report, prepared in compliance with the Code, provides details of
the outturn position for treasury activities and highlights compliance with the
strategy, previously approved by members. Information is included in respect
of the following:

o 2025/26 Strategy;

¢ Borrowing and investment activity;

e 2025/26 capital expenditure and the Capital Financing Requirement;
e Overall treasury position (debt and investments); and,

e Compliance with Prudential and Treasury Indicators.

RECOMMENDATIONS

This report has been subject to prior scrutiny by the Audit and Scrutiny
Committee at its meeting 11 June 2026 and has been referred to Council. As
recommended by the Audit and Scrutiny Committee, Council is requested to
note the contents of the report.

DETAIL
2025/26 Strategy
Mid-year Review

The Treasury Management Strategy for 2025/26 was approved by Council on
27 February 2025. However, as part of the mid-year review, in light of
movements in capital planning assumptions from those underpinning the
previously approved strategy, revised Prudential Indicators were approved by



Council on 29 January 2026. The revised Prudential Indicators are set out
below.

Prudential Indicators 2025/26 Original Revised
£m Prudential
Indicator
£m
Capital Expenditure 71 76
Capital Financing Requirement 394 396
Operational Boundary for External Debt 394 396
Authorised Limit for External Debt 402 404
Gross Debt 321 289
Ratio of Financing Costs to Net Revenue Stream 4.9% 7.4%

The increase in the revised ratio of financing costs to net revenue stream
reflected the impact of IFRS 16 Leases accounting on this indicator and does
not indicate an increase in expenditure on leases.

The increase of £2m in the Authorised Limit reflected the increase in the
estimated CFR as at 31 March 2026 as a result of increases in the actual
2024/25 and estimated 2025/26 capital position, from that estimated within the
original approved 2025/26 Strategy.

Borrowing

During 2025/26, the authority maintained an under-borrowed position. This
meant that the capital borrowing need (the Capital Financing Requirement) was
not fully funded with loan debt as the authority’s significant internal reserve
balances provided the opportunity for new external borrowing to be deferred on
a temporary basis. This is referred to as ‘internal borrowing’.

This strategy was prudent as near-term investment rates have generally been
lower than medium to long-term borrowing costs. The latter are expected to fall
a little through 2026 and 2027 in the light of economic growth concerns and the
eventual dampening of inflation. The authority has sought to minimise taking
new long-term borrowing at elevated levels (>5%) and has focused on a policy
of internal and temporary borrowing, supplemented by short-dated borrowing
(<5 years) as appropriate. The table at paragraph 5.5.1 shows the extent to
which the council has utilised internal funds in lieu of borrowing.

Against this background and the risks within the economic forecast, caution was
adopted within treasury operations. Interest rates in financial markets were
closely monitored, and a pragmatic strategy was adopted to manage interest
rate risks.

Interest rate forecasts initially suggested gradual reductions in short-, medium-
and longer-term fixed borrowing rates during 2025/26. Bank Rate did reduce to
3.75% as anticipated, but the initial expectation of significant rate reductions
across the whole curve did not transpire, primarily because inflation concerns
were very elevated in March 2026. At the start of April 2026, the market



5.1.8

expected Bank Rate to increase over the coming months to 4% or 4.25%, from
3.75%, whilst all parts of the curve have also risen substantially through March.
A significant fall in inflation will be required to underpin any material movement
lower in the longer part of the curve.

The table below shows the forecast for the Bank Rate and long-term PWLB
Rates provided at 10 February 2025 (the last forecast prior to the 2025/26
Treasury Management Strategy Statement [TMSS]) and these are compared to
the forecasts as at 25 March 2026:

Interest Rate Forecast Jun-26 | Sep-26 | Dec-26 | Mar-27
Bank Rate — February 2025 3.75% |3.75% |3.50% | 3.50%
Bank Rate - March 2026 3.75% |3.75% |3.75% |3.75%
PWLB Rates:

5 years — February 2025 450% |4.40% |4.40% |4.30%
5 Years — March 2026 5.00% |5.00% |4.90% |4.80%
10 Years — February 2025 4.80% |4.70% |4.70% | 4.60%
10 Years — March 2026 5.50% |5.50% |5.40% |5.30%
25 Years — February 2025 5.30% |5.20% |5.10% |5.00%
25 Years — March 2026 6.00% |6.00% |5.90% |5.80%
50 Years — February 2025 5.00% [4.90% |4.80% |4.70%
50 Years — March 2026 5.80% |5.80% |5.70% |5.50%

PWLB rates are based on gilt (UK Government bonds) yields through HM
Treasury determining a specified margin to add to gilt yields. Local authorities
are able to access the PWLB Certainty rates, which equate to the appropriate
gilt rate plus 80 basis points (0.80%). The main influences on gilt yields are Bank
Rate, inflation expectations and movements in US treasury yields. Inflation
targeting by the major central banks has been successful over the last 30 years
in lowering inflation and the real equilibrium rate for central rates has fallen
considerably due to the high level of borrowing by consumers: this means that
central banks do not need to raise rates as much now to have a major impact on
consumer spending, inflation, etc. This has pulled down the overall level of
interest rates and bond yields in financial markets over the last 30 years.

However, since early 2022, yields have risen dramatically in all the major
developed countries, first as economies opened post-Covid; then because of the
inflationary impact of the war in Ukraine in respect of the supply side of many
good. In particular, rising cost pressures emanating from shortages of energy
and some food categories have been central to inflation rising rapidly. More
recently, the Middle East conflict is likely to see inflation spike higher from last
spring 2026 through to early 2027.



5.1.10 Gilt yields have been volatile through 2025/26. The low point for long-term rates
of 25 and 50 years’ duration was reached early in April 2025 whilst the low
points for short and medium dated rates were reached in early 2026, prior to the
outbreak of the Middle East conflict.

5.1.11 As at the close of 31 March 2026, the 1-year PWLB Certainty rate was 5.04%,
whilst the 5-, 10-, 25-, and 50-year rates were 5.28%, 5.72%, 6.29% and 6.08%
respectively.

Investments

5.1.12 In accordance with the Code, the council’'s approved Annual Investment
Strategy set out the council’s investment priorities as being:

e Security of capital
e Liquidity
e Yield

5.1.13 The authority aimed to achieve the optimum return (yield) on its investments,
commensurate with proper levels of security and liquidity, and within the
authority’s risk appetite. The risk appetite of the council would be low, prioritising
security and liquidity. In the current economic climate, it was considered
appropriate to keep investments short term to cover cash flow needs, but also to
seek out value available in longer periods with high credit quality financial
institutions, using the MUFG-suggested creditworthiness approach, including a
minimum sovereign credit rating and Credit Default Swap (CDS) overlay
information.

5.1.14 Investment returns remained robust throughout 2025/26 despite Bank Rate
reducing steadily through the course of the financial year. Bank Rate reductions
of 0.25% occurred in May, August and December bringing the headline rate
down from 4.5% to 3.75% as at 31 March 2025. The authority was able to
achieve returns in excess of 4.4% through to the summer of 2025 but by March
2026 deposit rates were up to 0.75% lower.

The Economy and Interest Rates

5.1.15 Further commentary on the economy and interest rates, provided by the
council’s treasury advisers, MUFG, is provided for information in Appendix 1.

5.2 Borrowing and Investment Activity
Borrowing Activity

5.2.1 During April 2025, new PWLB short-term borrowing totalling £20m was
undertaken to provide an element of certainty in respect of funding the
unfinanced net capital expenditure. Further borrowing was taken in February
2026 (£20m). Long term borrowing rates were relatively high and forecast to
steadily fall over the next few years. As such, new borrowing has been taken on
a relatively short-term basis.

5.2.2 The new loans taken out during the year were as follows:
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Lender Principal | Type Interest | Maturity
Rate

PWLB £20.000m | Fixed 4.69% 07/04/2028

PWLB £10.000m | Fixed —EIP |4.51% 17/08/2031

Unity Trust Bank PLC | £10.000m | Fixed 4.30% 09/02/2027

The weighted average rate for the new borrowing is 4.55%. The average 1-year
rate for 2025/26 was 4.52% and the average 5-year rate was 4.82%. The
authority achieved good value on new borrowing while also adding certainty to
the funding for capital.

Since the start of the Iran conflict, borrowing rates have risen dramatically and
the additional cash provided by the latter 2 loans, both taken before the conflict,
has provided a short-term buffer against the higher borrowing rates. This is a
good example of the benefits of strategic management of the debt portfolio,
balancing target rates, maturity, age of the portfolio and liquidity in order to
optimise funding of the underlying borrowing requirement and to reduce the
impact of economic shocks.

PWLB loan principal of £0.840m has been repaid in the 6-month period to 30
September 2025, with a further £0.840m repaid in the 6-month period to 31
March 2026. These repayments of principal, totalling £1.680m in the year,
relate to a 12.5-year PWLB loan (original principal £21m), which was taken on
a fixed Equal Instalments of Principal (EIP) basis. All other PWLB loans will be
repayable on maturity.

During November, and following advice from the Council’s treasury advisors, the
authority arranged for the early repayment of £10m PWLB borrowing, due to
mature in July 2053. Due to the advantageous differential in the premature
repayment rate (5.13%) from the rate being paid on the loan (4.80%), a discount
of £0.485m was achieved. In accordance with proper accounting practice, this
discount will be amortised over future years, with an annual benefit to the
General Fund of £0.048m in 2025-26.

The Council has one outstanding market, or LOBO, loan for £5.255m, with an
interest rate of 4.75%, maturing 2048, with call dates every 6 months. This loan
was not recalled at the 22 December 2025 call date. The next potential for this
loan to be recalled is 22 June 2026, in the 2026-27 financial year. Following
communication from the counter party, and given the current economic situation,
all indicators are that this loan is likely to be called in June 2026 and cashflow
projections are being managed accordingly.

The weighted average interest rate across all borrowing was 4.47%, a small
reduction on the prior year (4.48%), representing a small net General Fund
saving per annum.

Investment Activity
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The council’s investment policy is governed by Scottish Governance investment
guidance, which has been implemented in the annual investment strategy
approved by the Council on 27 February 2025. This policy sets out the approach
for choosing investment counterparties and is based on credit ratings provided by
the three main credit agencies, supplemented by additional market data (such as
rating outlooks, credit default swaps, bank share prices etc.).

The council’s Section 95 Officer confirms that the investment activity during the
year conformed to the approved strategy, and the council had no liquidity
difficulties.

The authority maintained an average balance of £62m of investments, and the
average rate of return on these investments was 4.18%, with an average
investment duration of 12 days. This compares favourably to the benchmark
overnight SONIA rate average of 4.01% over the year. The Bank Rate started the
year at 4.50% before being lowered by 0.25% in May, August and December,
ending the year at 3.75%.

5.2.10 Facilitated by the council’s treasury advisors, the council is part of an investment

5.3

5.3.1

5.3.2

benchmarking group and receives regular benchmarking investment return
reports with benchmarking against the other group participants and three quarters
of all Scottish authorities. The council has consistently maintained a higher return,
accompanied by a lower weighted average credit risk. This can be credited to
diligent management of the investment portfolio and improved cashflow
forecasting which helps the council to stretch the weighted average days held for
the investment portfolio. It should be noted that, at all times when making
investment decisions, security, liquidity and yield were the priorities and in that
order.

2025/26 Capital Expenditure and the Capital Financing Requirement (CFR)
Prudential Indicator for Capital Expenditure

During the year, the gross capital expenditure and financing was monitored on
an ongoing basis and regularly reported to the Policy and Resources
Committee. The 2025/26 strategy estimated gross capital expenditure of
£71.006m for the year. As part of the mid-year review, the 2025/26 estimated
gross capital expenditure was revised to £76.308m, as outlined at paragraph
5.1.1. The increase reflected updated assumptions contained within the
council’s capital plan and mainly related to additional expenditure approvals and
the reprofiling of expenditure from 2024/25 into 2025/26 and from 2025/26 into
future years.

Gross capital expenditure, after accounting adjustments, of £563.240m was
incurred during 2025/26 relative to the capital plan. The decrease in the actual
outturn from the revised estimate mainly relates to slippage from 2025/26 into
future years. Lease additions of £1.549m add to the council’s total capital
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expenditure for the purposes of the capital financing requirement, bringing the
total to £54.789m. Lease additions are funded by a liability in the balance sheet
and are excluded from the table at 5.3.3 for that reason, but they do form part of
the Capital Financing Requirement.

Financing of the Capital Plan

The 2025/26 strategy mid-year review estimated gross capital expenditure of
£76.308m for the year, with £45.199m to be financed from new borrowing. The
following table shows the actual capital expenditure and how this was financed
in comparison to the mid-year estimate. The borrowing element increases the
council’s underlying indebtedness (Capital Financing Requirement) although this
will be reduced in part by charges to revenue for the repayment of debt
(principal repayment).

Capital Expenditure 2025/26 2025/26
Revised Actual
(excludes lease expenditure) Esgz)r(r)lgte OE(t)touJ n
Gross Capital Expenditure 76,308 53,240
Financed by:
General Asset Sales 1,000 1,522
General Capital Grant * 11,178 12,159
Project Specific Income 12,263 8,781
Revenue 6,668 2,238
Total Financing 31,109 24,700
Borrowing Requirement 45,199 28,540

*It should be noted that the General Capital Grant estimates and outturn shown
in the table are the settlement amount (13.079m) less an amount that was
utilised to fund revenue expenditure in accordance with statute (revenue
expenditure financed by capital under statute [REFCUS]). This was approved in

the 2025/26 budget in relation to the Private Sector Housing Grant.

The reduction in the capital expenditure incurred during the year from the
revised estimate impacts project specific income and required borrowing.
Further, it has also been possible within the debt charges revenue budget
capacity to borrow for expenditure, previously assumed to be met from reserves,
providing flexibility in the financing of future capital investment plans. As a result
of these changes, the actual net borrowing requirement was £28.540m, a
reduction of £16.659m when compared to the revised (mid-year) estimate.
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The Authority’s Borrowing Need (the Capital Financing Requirement)

The council’s underlying need to borrow for capital expenditure is termed the
Capital Financing Requirement (CFR). The CFR is simply the total historic
outstanding capital expenditure, which has not yet been paid for from either
revenue or capital resources. It is a gauge of the authority’s underlying
borrowing need or indebtedness. Any capital expenditure, which has not yet
been paid for through a revenue or capital resource, will increase the CFR.

The council’s underlying borrowing need (CFR) is not allowed to rise indefinitely.
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, the statutory repayment of loans fund advances, to reduce the
CRF. This is effectively a repayment of the borrowing need. The total CFR can
also be reduced by:

e The application of additional capital financing resources (such as unapplied
capital receipts); or
¢ Charging more than the statutory revenue charge.

Part of the authority’s treasury activities is to address the funding requirements
for this borrowing need. The treasury service organises the authority’s cash
position to ensure that sufficient cash is available to meet the capital plans and
cash flow requirements. This may be sourced through borrowing from external
bodies, (such as the Government, through the Public Works Loan Board
[PWLB], or the money markets), or utilising temporary cash resources within the
authority, as outlined at paragraphs 5.1.3 and 5.1.4. External debt can be
borrowed or repaid at any time, but this does not change the CFR.

The Council’'s 2025/26 prudent repayment policy (as required by Scottish
Government) was approved as part of the Treasury Management Strategy
Report for 2025/26. This authority has chosen to make statutory debt
repayments through scheduled debt amortisation (principal repayment of loans
fund advances). There is also an ongoing annual benefit from the reprofiling of
Service Concessions debt over 60 years. Further, consideration has been given
to the special repayment of debt, afforded by the use of earmarked reserves to
manage the impact of additional debt charges on the revenue account.

The CFR represents a key prudential indicator. It includes PPP and lease
arrangements reflected on the balance sheet. Whilst these increase the CFR, no
borrowing is required against these schemes as a borrowing facility is included
in the contract.

5.3.10 The actual CFR for the year is shown in the table below.



Capital Financing Requirement | 2025/26 2025/26 Actual Outturn
Revised | Total of Non
Estimate which, | Leases
Leases
£000 £000 £000 £000
Opening CFR 360 360 157 203
Capital financing need for the year 45 30 1 29
Less Loans Fund statutory (9) (10) (3) (7)
repayments and lease payments
Movement in CFR 36 20 (2) 22
Closing CFR 396 380 155 225

The council held a long-term funding requirement within its CFR in respect of
leases totalling £155.665m as at 31 March 2026. This figure differs from the
liability in the balance sheet as at 31 March 2026 (£104.798m). The difference is
the result of the benefit of the accounting entries for the service concession
referred to at 5.3.8.

5.3.11As part of the Treasury Management Mid-Year Review report, Council noted an

actual opening CFR of £360m as at 31 March 2025, as reported in the 2024/25
audited annual accounts, and a revised estimated closing CFR of £396m as at
31 March 2025 (£36m movement in CFR). The actual closing CFR as at 31
March 2026 is £380m, representing a movement of £16m in the CFR during the
year.

5.3.12 The decreased movement of £16m in the CFR during the year reflects:
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a decrease in borrowing to finance capital (-£17m), as outlined in the table at
paragraph 5.3.3,

lease additions (2m)

lease principal payments (loans fund repayments) (- £1m)

Treasury Position as at 31 March 2026
Debt

The authority’s treasury management debt and investment portfolio is managed
by the treasury management function, in order to ensure adequate liquidity for
revenue and capital activities, security of investments and management of risk
within all treasury management activities. Procedures and controls to achieve
these objectives are well established.



5.4.2 As at 31 March 2026, the council’s debt (excluding PPP and finance lease
liabilities) totalled £158.181m, while net debt, after allowing for treasury
investments of £23.329m, totalled £134.852m, as summarised in the table

below.
Debt Portfolio Amount Average Average
£000 Interest | Life (years)
Rate
Public Works Loans Board 142,517 4.47% 19
Market Loans (LOBOs) 5,255 4.75% 22
Other* 10,409 4.26% <1yr
Total Debt 158,181 4.47% 18
Total Investments 23,329
Net Debt 134,852
*Note: This represents short-term borrowing from various institutions (£10.391m) and local bonds
(£18K).

5.4.3 The maturity structure of the total debt portfolio was as follows:

Debt Portfolio Amount

(£000)
Under 12 months 25,890
12 months and within 24 months 13,513
24 months and within 5 years 30,498
5 years and within 10 years 9,309
10 years and within 20 years 11,717
20 years and within 30 years 14,907
30 years and within 40 years 20,347
40 years and within 50 years 32,000
Total Debt 158,181

This debt maturity profile is within the specified limits for each band, as set out
within the approved treasury indicators contained within the 2025/26 Treasury
Management Strategy.

Investments

5.4.4 All treasury investments are managed in-house and are invested for up to 1
year. An analysis of the investment portfolio held, totalling £23,329m as at 31
March 2026, is provided in the table below.




Investment Portfolio Type Amount | Share of

£000 Portfolio
Clydesdale Bank Instant Access 329 1%
Money Market Funds (Various) Call Accounts 18,000 77%
Fixed Term Deposits Fixed Term 5,000 22%
Total Investments 23,329

5.4.5 In addition to the above, non-treasury investments totalled £3.203m as at 31
March 2026, comprising loans to various Housing Associations (£2.711m) and
HubCo/DBFM (£0.492m). These loans were provided to meet service objectives
rather than for treasury management purposes. However, it should be noted that
these loans are not provided at preferential interest rates.

5.5 Compliance with Prudential Limits and Treasury Indicators

5.5.1 Prudential and Treasury Indicators are designed to ensure capital investment
plans are affordable, prudent and sustainable. Borrowing activity is constrained
by prudential indicators for borrowing and the CFR, and by the authorised limit.
In order to ensure that borrowing levels are prudent over the medium term and
only for a capital purpose, the authority requires to ensure that its external
borrowing does not, except in the short term, exceed the total of the CFR in the
preceding year plus the estimates of any additional capital financing requirement
for the current and next two financial years. This essentially means that the
authority is not borrowing to support revenue expenditure. The table below
highlights the authority’s borrowing position against the CFR and demonstrates
that it has complied with this prudential indicator.

2025/26 2025/26

Revised Actual

Estimate Outturn
£m £m
Borrowing 187 158
Other Long-Term Liabilities™ 102 105
Total Debt 289 263
CFR* (year-end position) 396 380
Under / (Over) Borrowing 107 117

*Note: Includes on-balance sheet PPP arrangements and other leases

5.5.2 The level of ‘under borrowing’ outlined in the table above reflects the level of
internal borrowing, as described in paragraph 5.1.3. As stated at 5.3.10, In cash
terms, £50.867m of the CFR has been settled through the payments made




under the PPP scheme, but the statutory repayment of debt charged to revenue
has not yet been incurred. This has a bearing on the interpretation of the
council’s internal borrowing position, with an internal borrowing, or under
borrowed, position of £65.866m when leases are excluded.

5.5.3 The expected debt position over the year is termed the Operational Boundary,
while the Authorised Limit is the expected maximum borrowing need with
some headroom for unexpected cashflow movements. This is the statutory
limit determined under section 3 (1) of the Local Government Act 2003, which
needs to be set and revised by Members. Borrowing above this limit is
prohibited. The following table demonstrates that during 2025/26, the authority
has maintained gross borrowing within its authorised limit.

2025/26

£m
Borrowing 282
Other Long-Term Liabilities* 114
Operational Boundary 396
Borrowing 287
Other Long-Term Liabilities* 117
Authorised Limit 404
Maximum Gross Borrowing position during the year
Borrowing 158
Other Long-Term Liabilities* 111
Total Debt 269

*Note: on-balance sheet PPP arrangements and other leases

5.5.4 In addition to the above, the ‘Actual financing costs as a proportion of net
revenue stream’ indicator identifies the trend in the cost of capital, (borrowing
and other long term obligation costs net of investment income), against the net
revenue stream. This is calculated at 7.25% for the year, while the original
estimate was 4.9%, revised to 7.4% in the mid-year report.

5.5.5 During the year to 31 March 2026, the authority has operated within the treasury
and prudential indicators set out in the approved Treasury Management
Strategy for 2025/26, as revised by Council on 29 January 2026. The Section 95
Officer also confirms that no difficulties are envisaged in complying with these
indicators across future years. All treasury management activities have also
been conducted in full compliance with the authority's Treasury Management
Practices.
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CONCLUSION

During 2025/26, the authority maintained an under-borrowed position. The
significant level of internal reserve balances has provided an opportunity to defer
new external borrowing, whilst also minimising exposure to investment risk. The
level of internal borrowing as at 31 March 2026 stood at £117m. However, new
borrowing totalling £40m was undertaken during the year, to provide an element
of certainty in respect of funding the underlying borrowing requirement.

PWLB loan principal of £1.680m has been repaid during the year in respect of a
12.5-year PWLB loan (original principal £21m), which was taken on a fixed
Equal Instalments of Principal (EIP) basis.

During November, the council arranged for the early repayment of £10m PWLB
borrowing, achieving a discount of £0.485m which will be amortised over future
years with an annual benefit to the General Fund of £0.048m in 2025-26. All
other PWLB loans will be repayable on maturity.

The principles of the investment strategy have been adhered to during the year,
and no liquidity difficulties were experienced. Throughout the year, investments
have only been made in line with the approved limits for specific investment
instruments, and in accordance with the creditworthiness approach.

The limit of investments has reflected the level of available council reserve
balances, together with provision for managing the council’s day to day cash
flow requirements. The average rate of return on these investments was
4.1838%, compared to the benchmark overnight SONIA rate average of
4.0107% over the year.

The actual 2025/26 gross capital expenditure was £53m, with £29m to be
financed from new borrowing, compared to an estimated borrowing requirement
of £45m.

The element of capital expenditure to be financed from borrowing impacts the
Capital Financing Requirement (CFR), the underlying need to borrow for capital
purposes. The actual closing CFR as at 31 March 2026 is £380m, representing
a movement of £20m in the CFR during the year, compared to an estimated
movement in the mid-year report of £36m.

As at 31 March 2026, the council’s debt (excluding PPP and finance lease
liabilities) totalled £158.181m, while net debt, after allowing for treasury
investments of £23.329m, totalled £134.852m. The average interest rate
payable on this gross debt was 4.47%, repayable over an average life of 18
years.
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All borrowing and investment activity during the year has been undertaken in
accordance with the approved 2025/26 Treasury Management Strategy and
Annual Investment Strategy and the authority has operated within the treasury
and prudential indicators set out therein, as revised by Council on 29 January
2026. The authority's Treasury Management Practices have also been complied
with, notwithstanding a temporary technical breach in respect of the limit on
bank deposits.

IMPLICATIONS
Policy — Complied with treasury management policies and practices.

Financial — Provides an annual report on 2025/26 treasury management activity
and compliance with approved treasury and prudential indicators.

Legal - None

HR - None

Customer Service - None

Risk — Provides an overview of treasury management and investment risk
Climate Change - None

Fairer Scotland Duty - None

Equalities - protected characteristics - None

Consumer Duty - None

Island Communities — None

Children’s Rights and Wellbeing - None

Kirsty Flanagan
Executive Director/Section 95 Officer
24 June 2026

Councillor Ross Moreland, Policy Lead for Finance and Commercial Services

For further information contact:
Anne Blue Head of Financial Services
Anne.Blue@argyll-bute.gov.uk
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Appendix 1
The Economy and Interest Rates

UK Economy

As with 2024/25, UK inflation has proved somewhat stubborn throughout 2025/26.
Having started the financial year at 3.5% y/y (April), the CPI measure of inflation
peaked at 3.8% from July to September, before dipping to 3% in January and
February. Core inflation picked up to 3.2% in February, from 3.1%, and the recent
upward pressure on energy costs could see CPI inflation breach 4.5% later this year.

Against this backdrop, the continued lack of progress in ending the Russian invasion
of Ukraine, and the potentially negative implications for global growth as a
consequence of the implementation of US tariff policies, Bank Rate reductions look
limited for the remainder of 2026 (as they do in the euro-zone). Bank Rate currently
stands at 3.75%.

Moreover, borrowing has becoming more expensive in 2025/26. Gilt yields have risen
materially in March 2026, more than reversing the falls earlier in the financial year.
Additionally, the public finances have remained under pressure. The higher-than-
expected public net sector borrowing of £14.3bn in February was £2.2bn above last
February’s outturn. But that borrowing overshoot was mainly due to timing effects
relating to the £13.0bn government debt interest payment. That came in as the highest
payment since June 2025, causing a 12.3% y/y jump in spending. On the flip side,
sitting at £8.1bn, tax revenues were also higher than last February, largely on the back
of solid growth in self-employment incomes in 2024/25, boosting self-assessment
income tax receipts and stronger capital gains tax receipts.

However, the combination of some energy price support and pressures from higher
inflation amid the ongoing energy price shock, higher interest rates and a weaker
economy will ultimately put borrowing on an upward trend. With the rise in energy
prices possibly pushing the Retail Prices Index inflation up to a peak of 5.7%, debt
interest repayments will increase by about £10bn. A weaker growth profile, higher
inflation, higher interest rates and gilt yields could erode about £11bn of the
Chancellor’'s £23.6bn headroom.

The loosening in the labour market continues to bear down on wage growth. The 3myy
growth rate of average earnings including bonuses slowed from 4.2% in December to
3.9% in January. Meanwhile, excluding bonuses, private earnings growth continued
to fall from 3.4% to 3.3%.

The table below provides a snapshot of the conundrum facing central banks: inflation
pressures remain, labour markets are still relatively tight by historical comparisons,
and central banks are also having to react to a fundamental re-ordering of economic
and defence policies driven largely by the US administration.

UK Eurozone us




Bank Rate 3.75% 2.0% 3.5%-3.75%
GDP 0.1%q/q Q4 +0.2%q/q Q4 0.7% Q4
(1.0%yly) (1.2%yly) Annualised
Inflation 3.0%yly (Feb) 1.9%yly (Feb) 2.4%yly (Feb)

Unemployment

5.2% (Jan)

6.2% (Jan)

4.4% (Feb)

Rate

The Bank of England sprung no surprises in their March meeting, leaving Bank Rate
unchanged at 3.75% by a vote of 9-0, but suggesting rates may need to rise if inflation
picks up markedly. The vote could best be described as moderately hawkish. The
MPC stated it “stands ready to act as necessary” and “is alert to the increased risk of
domestic inflationary pressures through second-round effects in wage and price-
setting”. Even so, we suspect the committee is likely to put equal weight on higher
inflation and weaker growth, particularly the poor macroeconomic backdrop prior to
the energy shock, keeping interest rates at 3.75% this year.

10-year Gilt yields have been exceptionally volatile in the final weeks of 2025/26,
troughing at around 4.23% in late February before shooting up to 5.00% (and well
through that on an intraday basis). That spike was driven by the outbreak of war in the
Middle East, which prompted a dramatic reassessment of investors’ Bank of England
policy rate expectations. Having been pricing in rate cuts in late-February, as many as
four rate hikes were discounted by late-March. The 10-year yield ended the quarter at
4.92% with around 65bp of rate hikes priced in over the coming year. In addition to
more hawkish monetary policy expectations, part of this increase in yields probably
reflected an increase in term premia amid concerns that the government may react by
loosening the fiscal purse strings.

As for equity markets, the FTSE 100 experienced another volatile quarter, surging to
an all-time high of around 10,900 in late February, leaving it up 10% from the start of
2026, before giving back most of those gains in March after the outbreak of the Middle
East conflict. That pullback leaves the index at around 10,176 at the end of the quarter.
For context it was at 8,582 at the start of April. The £ has stayed relatively resilient
also at $1.33, strengthening from $1.29 back in April.

US Economy

Despite a weak finish to 2025, the US economy has generally been the strongest
among the developed economies, but with uncertainties growing surrounding
President Trump’s central economic tenet of being able to apply tariffs on an ad-hoc
basis, and bend the FOMC Fed Funds rate decision-making to his will, there is
something of a stalemate in place at present over when, and if, rates will be cut further
in 2026.



Inflation is currently stuck at around 2.5%, unemployment is only a little above 4%,
and tax refunds are in the process of being facilitated for many households. But will
those refunds be — at least partially — offset by higher gasoline prices?

The S&P500 started April 2025 at 5,633 and finished March 2026 at 6,528 having
peaked at just over 7,000. The 10-year Treasury yield finished March at 4.30% having
been 4.17% back at the start of April, and during the year has been both above 4.50%
and below 4.00%.

EZ Economy

The Eurozone economy has run pretty much in parallel with that of the UK. A slightly
stronger finish to 2025 (GDP of 0.2% q/q) than that of the UK cannot hide the fact that
the economy has been negatively impacted by German economic stagnation until late
in 2025. France has also struggled against a difficult political backdrop but managed
to post GDP growth of 0.3% q/q for October to December.

With Eurozone headline inflation close to 2%, the ECB has been able to reduce its
Deposit Rate to 2%. Whether it rises from that low point will very much be driven by
how energy prices trend over the coming months. The Euro has appreciated against
the dollar from 1.08 at the start of April 2025 to 1.16 at the end of March.



