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TREASURY MANAGEMENT OUTTURN 2003/04

1. INTRODUCTION

1.1 The purpose of this report is to inform Members on various Treasury Management issues.

1.2 Appendix A to this report sets out a final report on Treasury Management issues in 2003/04 as required by the CIPFA Code of Practice on Treasury Management.  Within Appendix A, Appendix A2 highlights some performance measures.  

1.3 Appendix B details the schedule of Treasury Transactions for the period 1 October 2003 – 31 March 2004.  

1.4 Appendix C sets out a summary of the City of Carlisle Investment Fund’s performance in 2003/04.

2.
CONSULTATION

2.1 Consultation to Date.


None.

2.2 Consultation proposed.


None.

3.
RECOMMENDATIONS

3.1
It is recommended that this report be received

4.
REASONS FOR RECOMMENDATIONS

4.1
As per the report.

5. IMPLICATIONS

· Staffing/Resources – Not applicable.

· Financial – Included in the report.

· Legal – Not applicable.

· Corporate – Not applicable.

· Risk Management – Risk Management of all kinds is a key component in the performance of the treasury management function.

· Equality Issues – Not applicable.

· Environmental – Not applicable.

· Crime and Disorder – Not applicable.

· Impact on Customers – None.

A BROWN

Head of Finance

Contact:  David  Steele 

Ext: 7288
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APPENDIX A

TREASURY MANAGEMENT 2003/04

1.
INTRODUCTION
1.1
The CIPFA Code of Practice on Treasury Management requires that the Chief Financial Officer should present an annual report on treasury management activities in the preceding financial year to the relevant Committee of the Council.  This requirement has now been incorporated in the Constitution of the City Council as part of its adoption of the Code of Practice.

1.2
Regular reports on treasury transactions are presented to the Executive while an interim report on treasury management in 2003/04 was presented in October 2003 (FS39/03).  The purpose of this paper is to complete the process of reporting for the preceding financial year.  The principal funding and other financing transactions will be detailed and placed in the context of money market conditions in 2003/04 while the City Council’s short term money market transactions (i.e. temporary investments) will also be discussed.  Finally, Appendices A1 and A2 set out a summary of the City Council’s outstanding loans at 31 March 2004 including statistics on performance management.  These provide a ‘snapshot’ of the City Council’s activities and performance in both areas.  Outstanding investments at 31 March 2004 are shown in Appendix B2 as part of the Treasury Transactions report for the period October 2003 – March 2004.

2.
MONEY MARKET CONDITIONS
2.1 The following table sets out the levels of bank base rate in 2003/04.

  %

1 April 2003


3.75

Average = 3.71%

10 July 2003


3.50

6 November 2003

3.75

(2002/03 = 3.96%)

5 February 2004

4.00

31 March 2004

4.00

2.2 At 3.71%, average base rate for 2003/04 was not just lower than the previous year but also the lowest annual rate since the 1950s.

2.3 Despite this very low average rate, the financial climate in 2003/04 was not always dominated by forecasts of further falls in interest rates.  The cut to 3.50% in July was a surprise to many and soon afterwards One Year money reached a nadir of 3.28%.

2.4 Yet very shortly afterwards, market sentiment changed and rates have been on an upward curve almost ever since.  Recently One Year money has been traded, for example, at around 5.30%, a margin of 2% over the level less than 12 months ago and in percentage terms a rise of over 60%.  As for Base Rate, although it reached only 4% by the end of 2003/04, two further hikes have since been sanctioned by the Monetary Policy Committee and most commentators foresee base rate at around 5% by the end of the year.  Twelve months ago some of the same forecasters were anticipating rates as low as 3% by the end of 2003!

2.5
The pattern of long term rates in 2003/04 can be gauged by the following sample of Public Works Loans Board (PWLB) quota rates during the year.  These are the rates cited in the regular Treasury Transactions reports and relate to the type of loan most usually taken up by the City Council. 






     Lower Quota

     Higher Quota






         Maturity

         Maturity






10 Yr

25 Yr

10 Yr

25 Yr






   %

   %

   %

   %

1 April 2003


4.45

4.70

   4.55

  4.80

2 June 2003

 
4.25 

4.50

  4.35

  4.60

1 August 2003

4.70

4.95

   4.80

  5.00

1 October 2003

4.70  
 
4.80

  4.80

  4.90

1 December 2003

5.20

5.10

  5.30

  5.20

1 February 2004

5.05
  
4.95

  5.10
  
  5.05

29 March 2004

4.90

4.85
  
  4.90

  4.85

Highest Rate in 2003/04
5.25

5.15
  
  5.35

  5.25

Lowest Rate in 2003/04
4.05

4.40

  4.15

  4.45

Span of Rates

1.20

0.75

  1.20

  0.80

2.6 PWLB rates were very steady in the last financial year.  In general the most attractive borrowing rates in 2003/04 were to be found in the middle of June 2003.  Conversely the highest rates were to be found at the end of November 2003 but the span of rates was distinctly narrower than in the previous financial year.

3.
LONG TERM FUNDING
3.1
The City Council began 2003/04 with the following requirement for long-term borrowing:












£m


Borrowing approvals 2003/04



1.2

Add Maturing Debt 2003/04



5.6










6.8

Deduct Principal Repayments


           Nil

NET REQUIREMENT



         £6.8m

3.2 Most of the above requirement derived from the fact that in March 2004, £5.6m of PWLB loans reached their maturity date.  In previous years, these sums would almost certainly have been replaced with new loans sometime during the year.  Partly this was to ensure that the City Council’s capital debt remained fully funded by external loans in line with normal policy.  Maturing debt also generated an entitlement to draw down a new PWLB loan under the quota rules.

3.3 In the event no new long term borrowing was undertaken in 2003/04.  With the advent of the Prudential Code on 1 April 2004, most formal control of local authority borrowing has now ended and hence PWLB quotas have also been abolished.

3.4 Furthermore a change in the rules enabled authorities such as Carlisle to repay debt and charge any premium cost against the authority’s set aside capital receipts (the provision for credit liabilities).  This transaction is discussed in paragraph 4 below on debt rescheduling.  The upshot of these transactions was that at the end of 2003/04 the City Council’s loan debt had fallen by almost £6m with the prospect of further loans being repaid in the near future to reduce the authority’s overall treasury risk.

4. DEBT RESCHEDULING

4.1 In previous years, the use of debt rescheduling as a treasury management tool has been associated with a high level of volatility in interest rates.  The narrow range in which long term rates moved during 2003/04 did not therefore make normal debt rescheduling a very feasible option.

4.2 In 2003/04 the rules on debt repayment altered to allow housing authorities, which includes Carlisle, to repay debt and charge the premia cost for early repayment to the provision for credit liabilities (i.e. the set aside capital receipts) rather than to the revenue account.  In July 2003, as was reported in the interim treasury management report for 2003/04 (FS39/03), £12.2m of fixed rate PWLB debt was converted to 1 Yr or 3 Yr variable debt.  The £4.3m premia cost was met by the provision for credit liabilities and not the revenue account.  The full year saving, which has already been built into this year’s estimates, is forecast at £370,000.

5. SHORT TERM INVESTMENTS

5.1 As is apparent from the regular ‘Treasury Transactions’ reports, the City Council continues to be a frequent investor in the short-term money market.  Investments are placed only with the institutions contained in the Treasury Management Practice Statement approved by the City Council at the commencement of each year.  A full schedule of investments at 31 March 2004 is set out in Appendix B2.  It will be noted that the building society movement was (as it still is) the principal, though not the only, repository for our short-term deposits.

5.2 The City of Carlisle Investment Fund was managed throughout 2003/04 by Morley Fund Management.  Appendix C sets out a full report on the Investment Fund in 2003/04 which also sets out the reasons why it has been decided to close the Fund later this month and use the bulk of it to repay debt.  The remainder of our investments are managed in house, principally via term deposits which could be any period up to 364 days, dependent upon future requirements and conditions in the money market.  Whilst a certain amount of liquidity is always necessary for efficient cash management, most short term investments are placed so that they mature on days when the City Council can expect to require money e.g. for major precept or grant payments.

5.3 Investment income outturn in 2003/04 at £1,601,000 proved to be almost exactly the figure projected at revised estimate time and actually slightly higher than the original estimate.  This was despite the indifferent performance of the City of Carlisle Investment Fund and the challenges posed by some of the lowest short term interest rates for 50 years.

6.
PERFORMANCE MANAGEMENT
6.1 Treasury management is no more immune from the performance management culture than any other area of the public sector.  The latest CIPFA Code places an increased emphasis on performance monitoring in an attempt to measure the efficiency of the treasury function.  With treasury management, the difficulty in assessing performance arises from the very different circumstances of each authority and the fact that for example a long term borrowing decision can affect an authority’s measured performance for many years to come.  Equally, borrowing decisions invariably impact on investment decisions since, in cash flow terms, one can be the mirror image of the other. 

6.2 Appendix A2 sets out some performance indicators in respect of both loans and investments outturn for 2003/04 and 2002/03.  Because nationally available statistics (via CIPFA) are not yet available for 2003/04, only those for 2002/03 can be included at present.

7.
TREASURY CONSULTANCY SERVICE (TCS)

7.1 The City Council continues to employ Sector Treasury Services as its treasury management consultants and 2003/04 was the final year of their five-year mandate.  Sector provide twice weekly bulletins on both borrowing and investment issues and the Council’s borrowing decisions in recent years have normally been taken in the light of their advice.  The Investment Advisory element  of the TCS also provides support in monitoring the performance of the City of Carlisle Investment Fund including managing the selection process for fund managers if appropriate.

7.2
By its nature, treasury management is a field with its own dynamics and one that is subject to frequent change.  At the present time, Carlisle City Council still has some £27m of long term loans and a greater if more fluctuating level of investments.  The TCS, through the support it affords in helping to manage these considerable sums, makes a valuable contribution to the performance of the treasury management function within the authority.  A new contract has very recently been agreed with Sector at a considerably lower figure compared to the previous agreement.  This reduction is partly a reflection of the City Council’s changing treasury management requirements, in particular the effect of the LSVT on both borrowing and investment issues.

8. CONCLUSIONS

8.1 The City Council’s long term loans portfolio has seen a sea change in the past two years.  At the start of 2002/03, the Council had £50m of long term debt including well in excess of £35m PWLB loans.  The LSVT process entailed the repayment of almost £18m of PWLB debt and a further £5.6m was redeemed in March 2004 at its normal maturity date.  The City Council is now anticipating to repay its remaining £12.2m of PWLB debt later this month, meeting the cost from the City of Carlisle Investment Fund.  This will leave the £15m stock issue as almost the only long term debt still managed by the authority.

8.2 Investment conditions were difficult in 2003/04.  Interest rates were at a 50 Year low and movements in the bond market posed unusual problems for external fund managers, whose returns were generally very disappointing.  The estimate for 2003/04 was originally predicated on a 4% average base rate and though investment returns did not match this figure, other factors such as continuing positive cash flow enabled the investment target as set out in the budget to be attained.

8.3 The current financial year sees the treasury management function operating in a new framework of legislation and regulation.  The widely trailed Prudential Code on local authority borrowing came into operation on 1 April 2004, ending much of the detailed control on local authority borrowing that has existed in various forms since the seventeenth century.  A new investment regime for local authorities also began on that date, widening the opportunities for local authorities to undertake prudent investment in line with a Council approved Investment Strategy.

8.4 Indeed the new borrowing and investment regimes are in many respects two sides of the same coin in terms of their underlying principles, particularly that of prudence but guided by self-regulation rather than prescription.  Taken together they do afford an opportunity for local government to improve its capital procurement process free from much of the detailed government controls that have sometimes been an impediment to efficient management of community assets.  Though it is a little early to assess the effect of the new regimes on local government, the principles of good treasury management as set out in the CIPFA Code remain at the heart of both the Prudential Code and the Investment Strategy.

9. RECOMMENDATION

9.1 That the report be received and noted as the Annual Report on Treasury Management.  This is required under the CIPFA Code of Practice which is incorporated within the City Council’s Constitution.
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APPENDIX A1

CITY OF CARLISLE LOANS OUTSTANDING

AS AT 31 MARCH 2004








    
   £


        £

Public Works Loans Board



12,814,835

Secured Loan Stock



15,000,000

Other Long Term Loans


   
       73,380

Short Term Loans




       40,600
Total Loans Outstanding






27,928,815
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APPENDIX A2

CITY OF CARLISLE

PERFORMANCE MEASUREMENT STATISTICS

1.
LOANS MANAGEMENT




2003/04
2002/03









    
     %

     %   


Average External Debt Rate - Carlisle


   6.61

    8.09


Average External Debt Rate - English Non Met Districts  N/A

    7.03


Comment

Average loan debt statistics tend to reflect borrowing decisions taken over a period of many years.  The reduction in the City Council’s average debt cost in 2003/04 can be attributed to the decision to convert £12.2m of PWLB debt from fixed to a variable basis.

2.
INVESTMENT MANAGEMENT



2003/04
2002/03









               %

     %


*Average Return in Year - Carlisle (Excl. Inv. Fund)
   3.70

    4.21    


*City of Carlisle Inv. Fund - Quarterly


   3.39

    3.93 





                    - Compounded

   3.43

    3.99


*Average Return in Year - English Non Met Districts
   N/A

    4.60


Average Bank Base Rate in Year



   3.71
  
    3.96


* Returns shown gross


Comment

Returns in 2003/04 were lower due to the reduced level of short-term interest rates.  Under the approved investment regime, which ended on 31 March 2004, local authorities were generally not allowed to make investments for periods in excess of 364 days duration.  However this short duration does make investment statistics more meaningful in terms of annual performance than those relating to loan debt where historic borrowing decisions tend to have a long term effect on the statistics.

3.
BANK BALANCE

Days

2003/04
   Days
2002/03

Credit Balance

140  

£30,043 (Av)
   98

£35,316 (Av)

Debit Balance

226

£11,846 (Av)
   267

£34,244 (Av)

Average Overall Balance


£  4,188 


£15,688







In hand


overdrawn

Days where closing
 
301 (82%)


   250 (68%)

Balance less than 

£20,000 (debit or credit)

Comment
Continuing use of an overnight investment facility allows greater flexibility to be achieved in day to day cash management and thus to fine tune investments in relation to the forecast bank balance.

APPENDIX B

TREASURY TRANSACTIONS

1 OCTOBER 2003 TO 31 MARCH 2004

1. LOANS

      Raised
    %

       Repaid

    %

 


         £
   


£

P.W.L.B

        Nil


         Nil     

 
Local Bonds

        Nil


       27,000



Short Term Loans            Nil
      

         Nil






  ________


    ________




        Nil


       27,000     


       

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

2. INVESTMENTS




Made




Repaid





     £

        %

     £

         %

Short Term Investments
93,705,000
29/16 – 4.70
     
106,570,000
   29/16 – 4.15
     
Other



        -
 



      -





_________



__________





93,705,000



106,570,000

3. BOND TRANSACTIONS


Period:  October 2003 to March 2004

Bonds Repaid:  £27,000 
Balance remaining:  £73,000

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.  The smaller of these two bonds moreover was repaid on 31 March 2004.

4. LOANS DUE FOR REPAYMENT






PWLB

Local Bonds

Total







   £

        £


   £


August 2004 



   Nil
   
      Nil


  Nil  

September 2004


   Nil

      Nil


  Nil


October 2004

              Nil
   
      Nil
      
             Nil


November-July 2005 
              Nil

   1,000     
           1,000​






              Nil

   1,000
           1,000


Short Term Debt at 31 March 2004


     
         40,600











       £41,600
Shown here is a calendar of future loan repayments which can be a useful aid to cash flow management.  Following the anticipated PWLB repayment later this month, the City Council’s only substantial tranche of long term debt will be the City of Carlisle Stock Issue which is not due to mature until 2020.

5. REVENUES COLLECTED


To:
31 March



Collected

% of Amount











Collectable








     £


        %


2003/04 Council Tax


33,262,509

      96.7





   NNDR



26,800,698

      99.2




TOTAL




60,063,207

      97.8

2002/03 Council Tax


29,071,069

      96.0




     
   NNDR



26,170,346

      98.6

TOTAL




55,241,415

      97.3

2001/02 Council Tax


26,436,384

      95.7


      
   NNDR



25,688,421

      97.8

TOTAL




52,124,805

      96.8

Collection rates in 2003/04 continued to improve on the performance of the two previous years’ figures.

6. INTEREST RATES

Date



PWLB Maturity (Higher Quota Rates)





1 Year

10 Years

25 Years

07 October 2003

  4.25

   5.00


   5.00
21 October 2003
 
  4.35

  5.15


   5.10
4 November 2003
  
  4.50

  5.35


   5.25

18 November 2003
 
  4.30

  5.20


   5.10

2 December 2003
 
  4.50
  
  5.30


   5.20

16 December 2003

  4.35

  5.10


   5.00

30 December 2003 

  4.25

  5.05


   4.95

13 January 2004
 
  4.25

  4.90


   4.90
27 January 2004

  4.45

  5.05


   5.00
10 February 2004

  4.35

  5.05


   5.00
24 February 2004

  4.40

  5.10


   5.10
9 March 2004

  4.35

  4.90


   4.90

23 March 2004

  4.50

  4.90


   4.85

31 March 2004

  4.50

  4.90


   4.85

The regular changes in PWLB rates are shown here.  The One Year rate ended the period rather firmer in line with the increases in short term interest rates.  Conversely longer term loans were slightly softer by the end of the financial year although there was a peak in these rates in late November/early December.

7. INTEREST RECEIPTS

To 31 March 2004







Revised







Estimate
Actual

Variance







£000s

£000s

£000s

Interest Receivable



 1,675

 1,676

  (1)

Less Rechargeable to non General

Fund Accounts



    (75)

    (75)

    -_  

Net Balance




 1,600

 1,601

  (1)

8. BANK BALANCE

At 31 March 2004  £29,229 overdrawn.

This simply records the Council’s bank balance at the end of the last day covered by the report. One aim of cash management is to keep the daily bank balance as close to zero as possible though there are days when this is not always very practical.  Interest on any overdraft is charged at Base Rate plus 1%.  At present no allowance is given when the account is in credit.
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APPENDIX B1

INVESTMENT TRANSACTIONS 1 OCTOBER 2003 TO 31 MARCH 2004

INVESTMENTS MADE 
 
      £

INVESTMENTS REPAID
 
      £

Dudley B.Soc


1,000,000
Cheshire B.Soc


1,000,000

West Bromwich B.Soc

1,000,000
Lambeth B.Soc


1,000,000

Skipton B.Soc


1,000,000
Loughborough B.Soc

   500,000

Universal B.Soc


1,000,000
Universal B.Soc


   500,000

Loughborough B.Soc

   500,000
Darlington B.Soc


   500,000

Northern Rock 


1,000,000
Ipswich B.Soc


1,000,000

Coventry B.Soc


   460,000
Leek United



1,000,000

Coventry B.Soc


   695,000
Tipton and Coseley B.Soc

   500,000

Britannia B.Soc


1,025,000
Northern Rock 


1,000,000

Coventry B.Soc


1,000,000
Universal B.Soc


1,000,000

Britannia B.Soc


1,685,000
Furness B.Soc


1,000,000

Britannia B.Soc


1,000,000
National Counties B.Soc

   750,000

Britannia B.Soc


1,215,000
Northern Rock


1,000,000

Britannia B.Soc


1,265,000
National Counties B.Soc

1,250,000

Hinckley and Rugby B.Soc

1,000,000
Coventry B.Soc


1,745,000

Skipton B.Soc


1,080,000
Skipton B.Soc


1,000,000

Britannia B.Soc


2,000,000
Universal B.Soc


1,000,000

Coventry B.Soc


1,000,000
Northern Rock


1,000,000

Scarborough B.Soc


1,000,000
Coventry B.Soc


   460,000

Ipswich B.Soc


1,000,000
Coventry B.Soc


   695,000

Britannia B.Soc


1,000,000
Britannia B.Soc


1,025,000

Britannia B.Soc


1,785,000
Coventry B.Soc


1,000,000

Britannia B.Soc


   630,000
Britannia B.Soc


1,685,000

Coventry B.Soc


   500,000
Britannia B.Soc


1,000,000

Britannia B.Soc


1,000,000
Britannia B.Soc


1,215,000

Britannia B.Soc


1,150,000
Britannia B.Soc


1,265,000

Britannia B.Soc


1,730,000
Hinckley and Rugby B.Soc

1,000,000

Coventry B.Soc


2,000,000
Skipton B.Soc


1,080,000

Skipton B.Soc


1,080,000
Britannia B.Soc


2,000,000

Cheshire B.Soc


1,000,000
Coventry B.Soc


1,000,000

Britannia B.Soc


1,000,000
Britannia B.Soc


1,000,000

Leek United



1,000,000
Britannia B.Soc


1,785,000

Coventry B.Soc


1,780,000
Britannia B.Soc


   630,000

Britannia B.Soc


1,250,000
Coventry B.Soc


   500,000

Coventry B.Soc


1,780,000
Britannia B.Soc


1,000,000

Tipton and Coseley B.Soc

   500,000
Britannia B. Soc


1,150,000

National Counties B.Soc

1,000,000
Britannia B.Soc


1,730,000

INVESTMENT TRANSACTIONS 1 OCTOBER 2003 TO 31 MARCH 2004 (Cont)

INVESTMENTS MADE 
  
     £

INVESTMENTS REPAID
 
      £

Britannia B.Soc


1,135,000
Coventry B.Soc


2,000,000

Coventry B.Soc


1,200,000
Skipton B.Soc


1,080,000

Coventry B.Soc


1,850,000
Britannia B.Soc


1,000,000

Coventry B.Soc


1,000,000
Coventry B.Soc


1,780,000

Staffordshire B.Soc


1,000,000
Britannia B.Soc


1,340,000

Coventry B.Soc


1,260,000
Coventry B.Soc


1,780,000

Coventry B.Soc


1,030,000
Britannia B.Soc


1,135,000

Loughborough B.Soc

   500,000
Coventry B.Soc


1,200,000

HSBC




3,500,000
Coventry B.Soc


1,850,000

Skipton B.Soc


1,000,000
Coventry B.Soc


1,260,000

Skipton B.Soc


1,000,000
Coventry B.Soc


1,030,000

Britannia B.Soc


1,045,000
Derbyshire B.Soc


1,000,000

West Bromwich B.Soc

1,000,000
Derbyshire B.Soc


1,000,000

Furness B.Soc


1,000,000
Kent Reliance B.Soc

1,000,000

Chelsea B.Soc


1,000,000
Cheshire B.Soc


1,000,000

Britannia B.Soc


1,920,000
Derbyshire B.Soc


1,000,000

Britannia B.Soc


2,180,000
Loughborough B.Soc

   500,000

Skipton B.Soc


1,000,000
Furness B.Soc


1,000,000

Britannia B.Soc


   520,000
Manchester B.Soc


1,000,000

Derbyshire B.Soc


1,000,000
Tipton and Coseley B.Soc
 
  500,000

Tipton and Coseley B.Soc

   500,000
Newbury B.Soc


1,000,000

Britannia B.Soc


   675,000
Leeds and Holbeck B.Soc

1,000,000

Britannia B.Soc


1,000,000
Newbury B.Soc


1,000,000

Britannia B.Soc


   500,000
Dudley B.Soc


1,000,000

Scarborough B.Soc


1,000,000
West Bromwich B.Soc

1,000,000

Britannia B.Soc


   275,000
Scarborough B.Soc


1,000,000

Skipton B.Soc


   925,000
National Counties B.Soc

1,000,000

Skipton B.Soc


   870,000
Staffordshire B.Soc


1,000,000

Coventry B.Soc


1,745,000
Coventry B.Soc


1,030,000

Skipton B.Soc


1,000,000
HSBC




3,500,000

Newbury B.Soc


1,000,000
Skipton B.Soc


1,000,000

Coventry B.Soc


1,165,000
Skipton B.Soc


1,000,000

Skipton B.Soc


1,480,000
Britannia B.Soc


1,405,000

Newbury B.Soc


1,000,000
West Bromwich B.Soc

1,000,000

Skipton B.Soc


   720,000
Chelsea B.Soc


1,000,000

Skipton B.Soc


   635,000
Britannia B.Soc


1,920,000

Britannia B.Soc


   460,000
Britannia B.Soc


2,180,000

National Counties B.Soc

1,000,000
Skipton B.Soc


1,000,000

Britannia B.Soc


2,780,000
Britannia B.Soc


   520,000

INVESTMENT TRANSACTIONS 1 OCTOBER 2003 TO 31 MARCH 2004 (Cont)

INVESTMENTS MADE 
  
     £

INVESTMENTS REPAID
 
      £

Derbyshire B.Soc


1,000,000
Tipton and Coseley B.Soc

   500,000

Britannia B.Soc


1,685,000
Britannia B.Soc


   675,000

Cheshire B.Soc


1,000,000
Britannia B.Soc


1,000,000

Leeds and Holbeck B.Soc

1,000,000
Britannia B.Soc


   500,000

Britannia B.Soc


   530,000
Scarborough B.Soc


1,000,000

Tipton and Coseley B.Soc

   500,000
Britannia B.Soc


   275,000

Britannia B.Soc


   650,000
Skipton B.Soc


   925,000

Cheshire B.Soc


1,000,000
Skipton B.Soc


   870,000





         _________
Coventry B.Soc


1,745,000





         93,705,000
Skipton B.Soc


1,000,000





        =========
Newbury B.Soc


1,000,000








Coventry B.Soc


1,165,000








Skipton B.Soc


1,480,000








Newbury B.Soc


1,000,000








Skipton B.Soc


   720,000








Skipton B.Soc


   635,000








Britannia B.Soc


   460,000








Britannia B.Soc


1,000,000








Derbyshire B.Soc


2,780,000








Britannia B.Soc


1,685,000








Britannia B.Soc


   530,000








Britannia B.Soc


   650,000












       __________












       106,570,000












       ==========
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  OUTSTANDING INVESTMENTS AS AT 31ST MARCH 2004                                                 APPENDIX B2

  DATE
  BORROWER



     AMOUNT
         TERMS
        RATE %

  ONGOING
MORLEY FUND MANAGEMENT
£15,533,244*
NO FIXED TERM
4.0000

  ONGOING
NAT. SAVINGS INCOME BOND
     £200,000
NO FIXED TERM
3.5000

  01/05/2003
KENT RELIANCE B.SOC
  £1,000,000
TO 29 APR 2004
4.1950

  04/08/2003
LAMBETH B.SOC
  £1,000,000
TO 02 AUG 2004
3.7300

  18/08/2003
NORWICH & PETERBOROUGH B.SOC
  £1,000,000
TO 16 AUG 2004
3.7600

  29/08/2003
STROUD & SWINDON B.SOC
  £1,000,000
TO 27 AUG 2004
3.8800

  15/09/2003
MARKET HARBOROUGH B.SOC
  £1,000,000
TO 13 SEP 2004
4.39625

  03/10/2003
LOUGHBOROUGH B.SOC
     £500,000
TO 02 APR 2004
3.7600

  07/11/2003
IPSWICH B.SOC
  £1,000,000
TO 07 MAY 2004
4.1250

  03/12/2003
CHESHIRE B.SOC
  £1,000,000
TO 01 DEC 2004
4.5500

  05/12/2003
LEEK UNITED B.SOC
  £1,000,000
TO 03 DEC 2004
4.5400

  12/12/2003
TIPTON & COSELEY B.SOC
     £500,000
TO 11 JUN 2004
4.1600

  05/01/2004
LOUGHBOROUGH B.SOC
     £500,000
TO 05 JUL 2004
4.2000

  07/01/2004
FURNESS B.SOC
  £1,000,000
TO 14 MAY 2004
4.0500

  19/01/2004
DERBYSHIRE B.SOC
  £1,000,000
TO 19 APR 2004
3.9500

  12/03/2004
NATIONAL COUNTIES B.SOC
  £1,000,000
TO 27 APR 2004
4.1000

  19/03/2004
CHESHIRE B.SOC
  £1,000,000
TO 18 MARCH 2005
4.6000

  24/03/2004
LEEDS & HOLBECK B.SOC
  £1,000,000
TO 23 MAR 2005
4.6300

  26/03/2004
TIPTON & COSELEY B.SOC
     £500,000
TO 27 JUL 2004
4.3700

  31/03/2004
CHESHIRE B.SOC
  £1,000,000
TO 30 MAR 2005
4.7000



__________


TOTAL
£31,733,244





WEIGHTED AVERAGE 
4.1056




WEIGHTED AVERAGE
4.2069




(less Morley Fund Management)

* Market Value at 31 March 2004

  Book Cost at 31 March 2004 was £15,538,176

APPENDIX C

CITY OF CARLISLE INVESTMENT FUND 2003/04

1.
INTRODUCTION

1.1 The City of Carlisle Investment Fund (the Fund) was first established in 1986.  It provides for the external investment and management of certain accumulated balances, particularly those of a capital nature.  As Members will be all too well aware, local authorities have long been restricted in the extent to which these accumulated balances can be released to fund new capital spending, notwithstanding the implementation of the Capital Receipts Initiative.  Whilst this increased local authority capital spending, it did so via the Supplementary Credit Approval mechanism rather than through release of the receipts themselves.

1.2 Since 1990, the greater proportion of the City Council’s capital receipts has been reserved and may only be used for a limited range of purposes, the principal one being the repayment of outstanding debt.  Even though new General Fund receipts are now generally 100% usable, any HRA receipts in 2003/04 were still subject to the set aside rules that have been in operation for over a decade.  As from 1 April 2004 incidentally, most HRA capital receipts are now pooled nationally although preserved right to buy receipts are exempt from this arrangement.

1.3 The object of the Fund is to help secure the best possible return on this ‘cash mountain’ of reserved receipts commensurate with security of capital until such time as it is deemed prudent to repay outstanding debt or alternatively local authorities are permitted to spend these receipts directly.  It is thought that upwards of 150 of such Funds are now in existence.

1.4 This authority’s Fund was managed from its inception until May 2000 by Phillips and Drew.  It then transferred to Dresdner RCM Global Investors but in the summer of 2002 they announced the sale of their local authority cash portfolio to Morley Fund Management.  Morley took over management of the Carlisle Fund in February 2003 and hence 2003/04 was the first full year of their stewardship.

1.5 A full report on the progress and performance of the Fund was last presented in June 2003 (FS9/03) which covered the 2002/03 financial year.  The purpose of this report is to give an update on activity and performance within the Fund in 2003/04.  In March 2003, the Fund stood at £15,072,457 and by March 2004 it had increased in value to £15,533,244.

2.
MANAGEMENT OF THE FUND

2.1 A report is received at the end of each month from the Fund Manager detailing transactions, interest received etc. during that period, together with a general resume of economic conditions, viewed particularly from the viewpoint of investment strategy.  The report also calculates the return on the Fund during the period, comparing this with the return on Local Authority Seven Day Deposits in the same period, this rate being the benchmark for the Fund's performance. 

2.2  The reporting mechanism is supplemented by regular meetings with the Fund Manager.  These meetings offer the opportunity to discuss the past performance and future prospects of the Fund.  In particular they enable the authority to raise any areas of concern and to discuss the economic background against which the Fund is managed and investment strategies are determined.

2.3 The investment philosophy of the Fund irrespective of whichever firm has acted as manager has always been based on generally conservative principles.  Deposits are confined to gilt edged stocks, cash and short term investments in banks and other financial institutions with very high credit ratings.  Within these confines, exposure to the gilt market has generally been fairly limited and 2003/04 was no exception with only occasional forays into government stocks.

3.
PERFORMANCE OF THE FUND

3.1 The table below sets out the return achieved by the Fund for each quarter of 2003/04.

3.2



Capital
Income
Total

Total

7 Day





Return
Return
(Gross)
(Net)

Cash




    
   %

    %

   %

  %

   %

April-June 2003       (0.07)

0.90

0.83

0.80

0.89

July-Sept 2003
(0.14)

0.86

0.72

0.69

0.87

Oct-Dec 2003          (0.09)

0.99

0.90

0.86

0.91

Jan-Mar 2004          (0.01)

0.95

0.94

0.91

0.97

Total

           (0.31)

3.77

3.43 

3.30

3.69

3.3
It will be observed that due to the effect of compounding, the annual totals above slightly exceed the total for each quarter.  Nevertheless it will be noted that the net return of 3.30% was 39 basis points below the 7 Day Cash return of 3.69%.

3.4 There is no doubt that 2003/04 was a difficult year for fund managers and Morley’s performance was actually far from the poorest.  Outperformance of the 7 Day Cash benchmark depends largely upon making successful forays into the gilt market.  Unfortunately the gilt market proved very difficult to predict in 2003/04 as is evidenced, in the case of Morley, by the fact that they posted a capital loss in all four quarters.

3.5 Yet despite this fact, Morley’s net performance of 3.30% was not unreasonable in the context of fund management conditions in 2003/04.  It compared with the median performance of only 2.77% within a range for such funds from 3.77% down to just 2.14%.  Compared to 2002/03, when Morley's performance was in the 98th  percentile, last year its relative position had risen to the 30th percentile.

4. CONCLUSION
4.1 The City of Carlisle Fund was set up in the expectation that external fund management would generate a higher rate of return than in house management while still preserving security of capital.  Unfortunately this has not always been the case and though 2003/04 outturn was unusually below the 7 Day benchmark, the fact remains that in the past three years the Fund has failed to add real value compared to in house management.

4.2 It will also be recalled that the Fund was established as an alternative to the repayment of debt.  The conversion of the City Council’s PWLB debt to a variable basis means that its cost will now be broadly similar to the yield obtainable from short term investments.  Good treasury management embraces the management and minimalisation of risk and using investments to repay such debt is a means of minimising the overall treasury risk to the authority.

4.3 Morley have only managed the Fund for one full financial year and for less than eighteen months in total.  Normally a fund manager would expect to have three years minimum to demonstrate the capacity to add value to a fund.  In this case however, the combination of indifferent returns together with the intention to reduce overall treasury risk has resulted in the decision, taken in consultation and with the agreement of our treasury consultants, to terminate Morley’s management and to use the Fund to repay the City Council’s £12.2m of PWLB debt.  The remaining £3.5m held in the Fund will be managed pro tem in house.  The repayment of the debt and consequent repatriation of the Fund will take place later this month.
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