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TREASURY TRANSACTIONS 2009/10

1. INTRODUCTION

1.1 The purpose of this report is to inform Members on various Treasury Management issues.  The report is set out as follows:

(i) Appendices A1-A3 set out the schedule of Treasury Transactions for the period  1 April 2009 - 30 June 2009:

· Appendix A1 – Treasury Transactions April to June 2009;

· Appendix A2 – Investment Transactions April to June 2009;

· Appendix A3 – Outstanding Investments at 30 June 2009.

(ii) Appendices B1-B2 discuss the Prudential Code and Prudential Indicators for 2009/10:

· Appendix B1 – Prudential Code background;

· Appendix B2 – Prudential Indicators.

2 
INVESTMENT COUNTERPARTIES AND TREASURY POLICY

2.1
Members of the Committee will be aware that among the conclusions of the various reports produced in the aftermath of the Icelandic banking crisis was a recommendation that local authorities should designate one committee of the authority as the specialist committee dealing with treasury management.  The Audit Committee of the authority was suggested as appropriate and members received some training on treasury management in June.  

2.2
The purpose of this report is, therefore, partly to inform members of the committee of the treasury transactions that took place in the period April to June 2009.  For many years the authority, through the Executive, has received regular reports each quarter on treasury transactions with fuller reports being presented at the end of the half year and after each financial year has ended.  This process, which as been endorsed by CIPFA and others, will continue but with the Audit Committee being included in the reporting framework.
2.3
In this case the process also affords the opportunity to refer to any other issues which have arisen since the end of the last quarter.  Investments and other transactions have continued to be made in line with Council policy with the exception of one such investment which was placed with a UK building society whose short term credit ratings (F2 and P2) were both below the currently approved minimum.
2.4
The Council makes its investment decisions with reference to three main criteria i.e. Fitch and Moodys credit ratings and Sector’s advice, Sector being the Council’s treasury advisers.  Unfortunately, the credit rating information upon which the council relies and which is received from Sector was incorrect with respect to Fitch.  Their information, supplied to clients each week, allocated a F1 rating from Fitch to one counterparty although it had dropped to F2 in May.  

2.5
I would stress that there is, in my view, no reason at all to doubt the security of this investment.  The Council has dealt with the society in question for many years and already has other monies placed with it when its rating was one notch higher (F1).  It remains one of the strongest institutions in a sector (UK building societies) that has long been a by word for security.
2.6
Sector have been made aware of their mistake and will no doubt revise their own internal procedures.  In addition, they are also reviewing their investment creditworthiness criteria and these will shortly be made available to clients.  By the same token, our own internal procedures, which are monitored on a weekly basis, are being reviewed.  This issue will be considered more fully in the half yearly report on treasury transactions to be presented in the autumn to both this Committee and to the Executive.
3.
CONSULTATION

3.1      Consultation to Date.


None.

3.2      Consultation proposed.


None.

4.
RECOMMENDATIONS

4.1
That this report be received and the Prudential Indicators noted as at 30 June 2009.

4.2
That the situation regarding a recent investment be noted.
5.
REASONS FOR RECOMMENDATIONS

5.1
As per the report.

6  IMPLICATIONS

· Staffing/Resources – Not applicable.

· Financial – Included within the report.

· Legal – Not applicable.

· Corporate – Not applicable.

· Risk Management – Risk Management lies at the heart of effective treasury management.

· Equality Issues – Not applicable.

· Environmental – Not applicable.

· Crime and Disorder – Not applicable.

· Impact on Customers – None.

A BROWN

Director of Corporate Services

Contact:  David Steele 






Tel.: 817288

APPENDIX A1

TREASURY TRANSACTIONS

1 APRIL 2009 TO 30 JUNE 2009

1. LOANS (DEBT)

1.1 Transactions 1 April 2009 to 30 June 2009

      Raised
    %

       Repaid

    %

 


         £
   


£

P.W.L.B

        Nil


          Nil     

 
Local Bonds

        Nil


          1,600

5.75-6.75

Short Term Loans     3,650,000
 0.55- 0.60        3,650,000
         0.55 – 0.60 






  ________


    ________




 3,650,000


    3,651,600     


       

This provides a summary of loans that have been raised or repaid, analysed by type, since the previous report.

1.2 Bond Transactions


Period:  April 2009 to June 2009

Bonds Repaid:  £1,600 
Balance remaining:  £57,900

This section details repayments of market bonds held by the City Council.

Repayments now refer only to the periodic repayments on bonds inherited from the former Border RDC. 

1.3 Loans (Debt) Outstanding at 30 June 2009

        £

City of Carlisle Stock Issue
15,000,000

Local Bonds and Short Term Loans
       83,900


15,083,900

1.4 Loans Due for Repayment






PWLB

Local Bonds

Total







   £

        £


   £


August 2009 



  Nil
   
      Nil


  Nil  

September 2009

  
  Nil

      Nil


  Nil


October 2009

             Nil
   
      Nil
      

  Nil                November 2009
           
  Nil

   1,600      
           1,600

December 2009-July 2010              Nil

   1,600
           1,600







  Nil

   3,200

3,200


Short Term Debt at 30 June 2009



     
         26,000











       £29,200

Shown here is a calendar of future loan repayments which can be a useful aid to cash flow management.  Following the repayment of the City Council’s remaining PWLB debt in July 2004, no major long term debt repayments can be anticipated for some time. 

1.5 Interest Rates

Date



                 PWLB Maturity Rates





1 Year

10 Years

25 Years

07 April 2009


  1.13

   3.59


   4.48
14 April 2009
 

  1.00

  3.46


   4.43
21 April 2009  

  1.04

  3.38


   4.43

28 April 2009
 

  0.90

  3.65


   4.47

05 May 2009 

  0.84
  
  3.70


   4.53

12 May 2009


  0.90

  3.79


   4.56

19 May 2009 

  0.82

  3.61


   4.48

26 May 2009
 
 
  0.85

  3.84


   4.71
02 June 2009 
 
  0.95

  3.90


   4.71

09 June 2009 

  1.20

  3.91


   4.61


16 June 2009

  1.08

  3.89


   4.72
23 June 2009

  1.01

  3.75


   4.61

30 June 2009

  1.05

  3.68


   4.47


Rates remained relatively constant in the period with the one year rate reflecting the continuation of very low short term interest rates.  There is now a positive yield curve across the spectrum of PWLB rates up until 25 – 30 years.  Thereafter, rates are fairly stable at this level up to the 50 year maximum. 

2. INVESTMENTS

Made



Repaid

£

%

£

%

Short Term Investments
    31,180,000   0.25 – 2.48      26,030,000  0.25 – 6.75

A full schedule of investment transactions is set out in Appendix A2.  Appendix A3 shows outstanding investments at 30 June 2009.

3. REVENUES COLLECTED


To:  30 June




Collected

% of Amount











Collectable








     £


        %


2009/10 Council Tax


13,835,012

      29.8

      
      



   NNDR



11,849,692

      33.5

      
      






25,684,704

      31.4
TOTAL






     
      

2008/09 Council Tax


13,403,360

      29.7


     
   NNDR



11,764,305

      33.7

TOTAL




25,167,665

      31.4
2007/08 Council Tax


12,762,549

      29.6


      
   NNDR



10,928,893

      33.4

TOTAL




23,691,442

      31.3

Overall collection levels to date are very similar to those of the two preceding years.

4. BANK BALANCE

At 30 June 2009    £11,148 overdrawn

This simply records the Council’s bank balance at the end of the last day covered by the report. 

5. PERFORMANCE ON TREASURY MANAGEMENT IN 2009/10

April – June 2009









Estimate

Actual


Variance





£000s


£000s


£000s

Interest Receivable

   (218)

   (307)

  (89)

Interest Payable

    332

 
    332


      -


Less Rechargeable

       (7)

      (7)


      -




    325 

    325 

    (-)

Principal Repaid

      40


      19


  (21) 

Debt Management

      10

                 10

               -

Net Balance


     157

      47

           (110)

The estimate column is shown as one quarter of the full year’s treasury estimates.

Interest receivable is currently running above the estimate.  This is entirely due, however, to the effect of investments placed last year at advantageous rates of interest that will mature during this financial year.  Current money market rates are below the level anticipated at the time of the budget though this factor is partly being offset through cash  balances generally being higher than forecast.  Overall, therefore, final investment interest for the year should be near to budget but the position is being closely monitored on a regular basis.

Investments are placed in accordance with the criteria and parameters set out in the Annual Investment Strategy as approved by Council.  Security of principal remains paramount in determining counterparties but liquidity and yield are also important considerations.

Most other budget heads are performing very much in line with the original estimate.  There will, however, be a saving on the principal repaid figure (the minimum revenue provision) due to the capital programme in 2008/09 being underspent.  This meant that fewer capital resources were committed last year although there will be a corresponding increase in the 2009/10 programme which will impact on the minimum revenue provision for 2010/11.

INVESTMENT TRANSACTIONS 1 APRIL 2009 TO 30 JUNE 2009

         APPENDIX A2

INVESTMENTS MADE 
 
      £

INVESTMENTS REPAID
 
      £

Britannia B.Soc


  2,000,000
Coventry B.Soc


     600,000

Chelsea B.Soc


  1,000,000
Coventry B.Soc


  1,000,000

Nationwide B.Soc


  1,000,000
Coventry B.Soc


     100,000

Yorkshire B.Soc


  1,000,000
Skipton B.Soc


  1,000,000

Coventry B.Soc


  1,150,000
Coventry B.Soc


     380,000

Coventry B.Soc


     330,000
Nationwide B.Soc


  1,000,000

Britannia B.Soc


  1,000,000
HSBC




     330,000

Skipton B.Soc


  1,000,000
HSBC




     240,000

Nationwide B.Soc


  1,000,000
HSBC




  1,000,000

HSBC




  1,600,000
Northern Rock


  1,000,000

HSBC




     700,000
HSBC




  1,440,000

Nationwide B.Soc


  1,000,000
HSBC




  2,000,000

Barclays Bank


  1,000,000
HSBC




  1,000,000

HSBC




     310,000
Progressive B.Soc


  1,000,000

HSBC




     400,000
Norwich & Peterborough B.Soc
  1,000,000

HSBC




  3,000,000
HSBC




     380,000

Barclays Bank


  1,000,000
HSBC




     250,000

Barclays Bank


  1,000,000
HSBC




     270,000

Leeds B.Soc



  1,000,000
HSBC




     850,000

HSBC




  1,750,000
Leeds B.Soc



  1,000,000

HSBC




  2,630,000
HSBC




     350,000

HSBC




     440,000
HSBC




  1,220,000

Leeds B.Soc



  1,000,000
HSBC




     800,000

HSBC




     450,000
HSBC




  1,370,000

HSBC




     150,000
HSBC




     850,000

HSBC




  1,400,000
Britannia B.Soc


  2,000,000

HSBC




     350,000
Chelsea B.Soc


  1,000,000

HSBC




     150,000
HSBC




     550,000

HSBC




     120,000
HSBC




  1,050,000

HSBC




     250,000
HBOS




  1,000,000

HSBC




     250,000

HBOS




  1,000,000

HSBC




     750,000






_________





_________






31,180,000





26,030,000

OUTSTANDING INVESTMENTS AS AT 30th JUNE 2009                                                      APPENDIX A3

DATE
  BORROWER



 AMOUNT
   TERMS
        
         RATE %

03/08/2007
CHELSEA B.SOC
  £1,000,000
TO 03 AUG 2009
6.2600

02/06/2008
NEWCASTLE B.SOC
  £1,000,000
TO 02 JUN 2010
6.4000

09/07/2008
BANK OF SCOTLAND
  £1,000,000
TO 09 JUL 2009
6.7000

01/08/2008
BANK OF SCOTLAND
  £1,000,000
TO 03 AUG 2009
6.5400

08/08/2008
DUNFERMLINE B.SOC
  £1,000,000
TO 07 AUG 2009
6.2500

05/09/2008
CATER ALLEN
  £1,000,000
TO 04 SEP 2009
6.3500

29/09/2008
YORKSHIRE B.SOC
  £1,000,000
TO 28 SEP 2009
6.3500

01/10/2008
CATER ALLEN
  £1,000,000
TO 30 SEP 2009
6.5000

15/10/2008
NATIONAL COUNTIES B.SOC
  £1,000,000
TO 27 JUL 2009
6.5500

03/11/2008
SKIPTON B.SOC
  £1,000,000
TO 27 OCT 2009
6.1400

05/11/2008
YORKSHIRE B.SOC
  £1,000,000
TO 04 NOV 2009
5.9000

05/01/2009
NORWICH & PETERBOROUGH B.SOC
  £1,000,000
TO 27 OCT 2009
3.1700

05/01/2009
CATER ALLEN
  £1,000,000
TO 27 JUL 2009
2.6400

06/01/2009
CLYDESDALE BANK
  £1,000,000
TO 27 OCT 2009
2.6300

06/02/2009
NORWICH & PETERBOROUGH B.SOC
  £1,000,000
TO 27 FEB 2010
2.5000

16/02/2009
CLYDESDALE BANK
  £1,000,000
TO 27 NOV 2009
2.0800

26/02/2009
CLYDESDALE BANK
  £1,000,000
TO 26 FEB 2010
2.2000

27/02/2009
SKIPTON B.SOC
  £1,000,000
TO 27 AUG 2009
2.2900

01/04/2009
CHELSEA B.SOC
  £1,000,000
TO 27 AUG 2009
1.9500

01/04/2009
NATIONWIDE B.SOC
  £1,000,000
TO 27 JUL 2009
1.6600

01/04/2009
YORKSHIRE B.SOC
  £1,000,000
TO 27 AUG 2009
1.6800

03/04/2009
BRITANNIA B.SOC
  £1,000,000
TO 20 JUL 2009
1.6200

14/04/2009
SKIPTON B.SOC
  £1,000,000
TO 22 DEC 2009
2.1000

15/04/2009
NATIONWIDE B.SOC
  £1,000,000
TO 14 AUG 2009
1.5900

17/04/2009
NATIONWIDE B.SOC
  £1,000,000
TO 21 SEP 2009
1.6200

17/04/2009
BARCLAYS BANK
  £1,000,000
TO 21 JAN 2010
1.8000

01/05/2009
BARCLAYS BANK
  £1,000,000
TO 01 FEB 2010
1.8000

14/05/2009
BARCLAYS BANK
  £1,000,000
TO 13 MAY 2011
2.4800

15/05/2009
LEEDS B.SOC
  £1,000,000
TO 19 NOV 2009
1.5500

09/06/2009
LEEDS B.SOC
  £1,000,000
TO 13 NOV 2009
1.3500

30/06/2009
HBOS
  £1,000,000
TO 26 MAR 2010
1.4600

30/06/2009
HSBC
     £750,000
TO 01 JUL 2009
0.2500



__________


TOTAL
£31,750,000

 


WEIGHTED AVERAGE 
3.4739


APPENDIX B1

THE PRUDENTIAL CODE AND PRUDENTIAL BORROWING

1. Introduction
1.1 The Local Government Act 2003 brought about a new borrowing system for local authorities known as the Prudential Code (the Code).  This gives to Councils much greater freedom and flexibility to borrow without government consent so long as they can afford to repay the amount borrowed.

1.2 The aim of the Code is to support local authorities when making capital investment decisions.  These decisions should also be in line with the objectives and priorities as set out in the Council’s Corporate Plan.

1.3 The key objectives of the Code are to ensure, within a clear framework, that the capital investment plans of the Council are affordable, prudent and sustainable, or if appropriate to demonstrate that they may not be.  A further key objective is to ensure that treasury management decisions are taken in accordance with good professional practice and in a manner that supports prudence, affordability and sustainability.  These objectives are consistent with and support local strategic planning, local asset management planning and proper option appraisal.  They also encourage sound treasury management decisions.

2.
Prudential Indicators

2.1 To demonstrate that the Council has fulfilled these objectives, the Code sets out indicators that must be used.  It is for the council to set any indicative limits or ratios.  It is also important to note that these indicators are not designed to be comparative performance figures indicators but to support and record the Council’s decision making process.

2.2 Appendix B2 sets out the latest performance indicators for the current year.

APPENDIX B2

PRUDENTIAL INDICATORS

Central to the operation of the Prudential Code is the compilation and monitoring of prudential indicators covering affordability, prudence, capital expenditure, and treasury management.  Set out below are the indicators for 2009/10 as detailed in the Treasury Management Strategy Statement for 2009/10 updated where appropriate to 30 June 2009.

(a) Affordability


2009/10









          Estimate 











£000’s

(i)
Capital Expenditure





13,442 

The capital budget for 2009/10 has now been revised to take account of carry forwards from 2008/09 and other variations approved by Council.

(ii) Financing Costs

Interest Payable re Borrowing


  

  1,300

Minimum Revenue Provision


     

     161

Investment Income




 

   (870)








  

  _____

Total Financing Costs 



     

     591

(iii)
Net Revenue Stream: Funding from

Govt Grants/Local Taxpayers




16,836

(iv)
Ratio of Financing Costs to Net Revenue 

Stream





  

   3.5%

The figures monitor financing costs as a proportion of the total revenue stream from government grants and local taxpayers. 


2009/10










Estimate 

v)
Incremental Impact on Council Tax

 

 £6.38

This indicator allows the effect of the totality of the Council’s capital investment decisions to be considered at budget setting time.











£000’s

(vi)
Authorised Borrowing Limit




22,600


Maximum Level of Borrowing and Other


Long Term Liabilities





17,083

The authorised borrowing limit is determined by Council prior to the start of the financial year.  The limit must not be altered without agreement by Council and should not be exceeded under any foreseeable circumstances.  

(vii)
Operational Borrowing Limit




17,600


Maximum Level of Borrowing and Other


Long Term Liabilities 





17,083

The operational borrowing limit is also determined by Council prior to the start of the financial year.  Unlike the authorised limit, it may be breached temporarily due to cashflow variations but it should not be exceeded on a regular basis. 

(viii)
Capital Financing Requirement (CFR)



 1,904


(as at 1 April)

The CFR is a measure of the underlying borrowing requirement of the authority for capital purposes.  It can be compared with the current total of external loans (£15.1m).  The CFR of the authority was reduced as a part of the closure of accounts process for 2007/08 from its previous level of £15.160m.  This reduction was effected through an accounting transfer which will produce revenue savings for the authority.

(b) Prudence and Sustainability


2009/10










£000’s

(i)
New Borrowing to date





   NIL


No long term borrowing has been undertaken in 2009/10.

(ii) Percentage of Fixed Rate Long Term Borrowing

at 30 June 2009






  100%

(iii) Percentage of Variable Rate Long Term Borrowing

at 30 June 2009






     0%

Prudent limits for both fixed and variable rate exposure have been set at 100%.

This is due to the limited flexibility available to the authority in the context of its overall outstanding borrowing requirement.

(iv)
Minimum Level of Investments Classified as Specified
    50%


Level of Specified Investments as at 30 June 2009
 
    94%


As part of the Investment Strategy for 2009/10, the Council set a minimum level of 50% for its specified as opposed to non specified investments.  The two categories of investment were defined as part of the Strategy.  For the City Council non specified investments will presently refer mainly to either investments with more than one year to maturity or investments placed with building societies that do not possess an appropriate credit rating.  These tend to be the smaller building societies i.e. those outside the ‘top ten’ in terms of size.
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