REPORT TO EXECUTIVE



PORTFOLIO AREA:      POLICY, PERFORMANCE MANAGEMENT, 

                                      FINANCE AND RESOURCES

Date of Meeting:
9 June  2003

Public


Key Decision:
No
Recorded in Forward Plan:
No

Inside Policy Framework

Title:
TREASURY MANAGEMENT OUTTURN 2002/03

Report of:
The Head of Finance



Report reference:
FS9/03

Summary:

This report primarily provides the annual report on Treasury Management (Appendix A), as required under both the Financial Procedure rules and the CIPFA Code of Practice on Treasury Management.  Also included are the quarterly report on Treasury Transactions (Appendix B), the annual report on the City of Carlisle Investment Fund (Appendix C), and some recommended revisions to the City Council’s Treasury Management Practice Statement and annual External Borrowing Determinations (Appendix D).  These revisions will require approval by full Council.

Recommendations:

i) That this report be received;

ii) That the revisions to the Treasury Management Practice Statements and the External Borrowing Determinations for 2003/04 as set out in Appendix D be recommended to full Council for approval.

Contact Officer:
David Steele
Ext:
7288

Note: in compliance with section 100d of the Local Government (Access to Information) Act 1985 the report has been prepared in part from the following papers: CIPFA Code of Practice on Treasury Management (2001); Sundry reports on the performance of the City of Carlisle Investment Fund by Dresdner Global Investors, Morley Fund Management and Sector Treasury Services; FM 2002/03 No 62; CIPFA Outturn Statistics on Capital Expenditure and Treasury Management (2001/02).

CITY OF CARLISLE

To:
The Executive







FS9/03 


9 June 2003   







 

TREASURY MANAGEMENT OUTTURN 2002/03

1. INTRODUCTION

1.1 The purpose of this report is to inform Members on various Treasury Management issues. .  Appendix A to this report sets out a final report on Treasury Management issues in 2002/03 as required by the CIPFA Code of Practice on Treasury Management.  Within Appendix A, Appendix A2 highlights some performance measures.  Appendix B details the schedule of Treasury Transactions for the period 1 January 2003 – 31 March 2003.  Appendix C sets out a summary of the City of Carlisle Investment Fund’s performance in 2002/03, and finally Appendix D recommends some minor changes to the Treasury Management Practice Statements and Annual Determinations on Treasury Management.

2.
CONSULTATION

2.1 Consultation to Date.


None.

2.2 Consultation proposed.


None.

3.
STAFFING/RESOURCES COMMENTS


Not Applicable

4. FINANCIAL SERVICES COMMENTS

Included within the report

5.
LEGAL COMMENTS


Not Applicable

6.
CORPORATE COMMENTS

6.1
The report was considered at CMT on 19 May 2003. 

7. RISK MANAGEMENT ASSESSMENT

7.1
Risk management of all kinds is a key component in the performance of the treasury management function.

8. EQUALITY ISSUES


Not Applicable

9. ENVIRONMENTAL IMPLICATIONS


Not Applicable

10. CRIME AND DISORDER IMPLICATIONS


Not Applicable

11.
RECOMMENDATIONS

It is recommended that: 

11.1
this report be received;

11.2 the revisions to the Treasury Management Practice Statements and the External Borrowing Determinations for 2003/04 as set out in Appendix D be recommended to full Council for approval.

12.
REASONS FOR RECOMMENDATIONS


As per the report.

A BROWN

Head of Finance

Contact:  David  Steele 

Ext: 7288
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APPENDIX A

TREASURY MANAGEMENT 2002/03

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
Quarterly reports on treasury transactions are presented to the Executive while an interim report on treasury management in 2002/03 was presented in October 2002 (FM 2002/03 No 62).  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 2002/03 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 2003 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 2003 are shown in Appendix B2 as part of the Treasury Transactions report for the period January – March 2003.

2.
MONEY MARKET CONDITIONS
2.1
The following table sets out the levels of bank base rate in 2002/03.







  %


1 April 2002



4.00

Average = 3.96%


7 February 2003


3.75

(2001/02 = 4.66%)


31 March 2003


3.75

2.2
Average Base Rate in 2002/03 was again lower than that pertaining in the previous twelve months.  Although the absolute difference was only 0.70%, this translates into a 15% fall in percentage terms.  This gives an indication of the inherent volatility in treasury management matters as regards investment income projections and achievement.

2.3 Base Rate stood at 4% on 1 April 2002 having fallen in six stages from 5.75% in the preceding twelve months.  In contrast the Monetary Policy Committee kept its rate unaltered for almost the whole of 2002/03.  The only change came in February 2003 when the rate was cut to 33/4%, a move that surprised much of the financial community.  Since then the rate has remained unaltered and is now at its lowest level since 1955.


2.4
The pattern of long term rates in 2002/03 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.  Loans can be drawn at both lower and higher quota rates and rates now normally alter each day, a change that was implemented earlier this year replacing the previous pattern of weekly changes.  Rates are now also expressed in decimals rather than fractions!:






     Lower Quota

     Higher Quota






         Maturity

         Maturity






10 Yr

25 Yr

10 Yr

25 Yr






   %

   %

   %

   %

1 April 2002


5.625

5.375

   5.75

  5.625

1 June 2002

 
5.50 

5.50

  5.75

  5.625

1 August 2002

5.00

5.125

   5.25

  5.25

1 October 2002

4.375  
4.625

  4.75

  4.75

1 December 2002

4.75

5.00

  5

  5.125

1 February 2003

4.25
  
4.650

  4.625
  4.625

31 March 2003

4.30

4.75
  
  4.65

  4.85

Highest Rate in 2002/03
5.625

5.50
  
  5.75

  5.75

Lowest Rate in 2002/03
4.20

4.45

  4.30

  4.55

Span of Rates

1.425

1.05

  1.45

  1.20

2.5 PWLB rates were relatively steady in the last financial year although the level of volatility was slightly greater than for short term rates.  In general the most attractive borrowing rates in 2002/03 were to be found at the end of the financial year in March 2003.  Conversely the highest rates were to be found at the very start of the financial year.

3.
LONG TERM FUNDING
3.1
The City Council began 2002/03 with the following requirement for long-term borrowing:












£m


Borrowing approvals 2002/03



1.3

Add Maturing Debt 2002/03



4.4










5.7

Deduct Principal Repayments


          (0.6)

NET REQUIREMENT



         £5.1m

3.2 The original intention, as expressed in previous reports to members, was that no new external borrowing would be taken up at least until LSVT had taken place and its effect on the loans portfolio of the authority could be assessed.  In the event, the total amount of PWLB debt repaid as part of the LSVT exercise was just under £18m.  Due to the City Council’s ‘overhanging debt’ status, i.e. its housing debt was greater than the value of the stock that was sold, this amount was repaid by direct government grant to the PWLB.

3.3 Nevertheless the City Council did have a PWLB borrowing quota of some £5.7m in 2002/03 due to a combination of other maturing PWLB loans (£4.4m) and credit approvals (£1.1m).  In order to retain an equivalent amount of quota in 2003/04 which could afford the opportunity for debt rescheduling, the following loans were taken up in the last weeks of the financial year.

Borrowing Date
       £


   %

Maturity Date

18 March 2003
2,500,000

3.35

18 March 2004

27 March 2003
3,100,000

3.75 (Var)
27 March 2004





5,600,000

3.4 The £2.5m loan was taken at virtually the lowest rate on offer in the whole year.  The £3.1m loan was taken on a one month variable rate basis and so both drawdowns were taken at minimal interest rate risk to the authority.  They will however afford additional scope for any strategic debt rescheduling that may be available in 2003/04.

4. DEBT RESCHEDULING

4.1 In contrast to 2001/02 when a major rescheduling exercise (£4.25m) was undertaken, no such transactions took place in 2002/03.  However the City Council’s loans portfolio is kept under review in conjunction with the authority’s treasury advisers.  The £5.6m drawdown of funds discussed in para 3 will result in an equivalent amount of quota being available in 2003/04 should rescheduling or other advantageous borrowing opportunities arise.

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 2003 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 by Dresdner (RCM) Global Investors until 1 February 2003 when management transferred to Morley Fund Management.  Appendix C sets out a full report on the Investment Fund in 2002/03.  The remainder of our investments are managed in house, principally via term deposits which can 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, many of our 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 2002/03 did exceed the revised estimate by approx £250,000.  However £200,000 of this variation was attributable to the receipt of windfall income arising from the successful NNDR rating appeal which dated back several 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.  However work continues to develop benchmarking and other measures of performance that may feature as part of the Comprehensive Performance Assessment as well as the Prudential Code.

6.2 Appendix A2 sets out some performance indicators in respect of both loans and investments outturn for 2002/03 and 2001/02.  Because nationally available statistics (via CIPFA) are not yet available for 2002/03, only those for 2001/02 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 last year was the fourth year of their current 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 has some £33m of long term loans and an even 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.

8. CONCLUSIONS

8.1 The most significant aspect of treasury management in 2002/03 resulted from the impact of the LSVT when almost £18m of PWLB debt was repaid.  This could be described as a ‘forced debt rescheduling’ but it did substantially alter the proportion of the City Council’s long term debt that is held by the PWLB.

8.2 The other significant aspect in 2002/03 was the continually low and stable level of short term interest rates.  Low rates in themselves make it harder to achieve investment targets and this trend was exacerbated by a gradual change in sentiment which (correctly as it turned out) saw the next move in rates as down rather than up.  This meant that the ‘interest yield curve’ was generally pointing downward in the second half of the year and thus investment rates as a result were generally below base rate.  Investment returns therefore suffered as a result.  The disappointing performance of the City of Carlisle Investment Fund (see Appendix C) in 2002/03 compounded this issue.

8.3 Meanwhile the Prudential Code is still expected to come into operation in England on 1 April 2004, subject to the Local Government Bill receiving the Royal Assent before the summer.  If this is not the case, implementation of the Code could be delayed until 2005.  Many of the detailed issues surrounding the introduction of the code are still to be determined and at this stage it is hard to comment with any certainty as to the impact it will have on this authority.  When these issues have been clarified, appropriate reports will be presented to members.

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 2003








    
   £


        £

Public Works Loans Board



18,414,836

Secured Loan Stock



15,000,000

Other Long Term Loans


   
     101,093

Short Term Loans




       41,100
Total Loans Outstanding






33,557,029
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APPENDIX A2

CITY OF CARLISLE

PERFORMANCE MEASUREMENT STATISTICS

1.
LOANS MANAGEMENT




2002/03
2001/02









    
     %

     %   


Average External Debt Rate - Carlisle


   8.09

    8.04


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

    7.42


Comment

Average loan debt statistics tend to reflect borrowing decisions taken over a period of many years.  Much of Carlisle’s loans portfolio was taken on a long term basis when rates were comparatively much higher than is now the case.

2.
INVESTMENT MANAGEMENT



2002/03
2001/02









               %

     %


*Average Return in Year - Carlisle (Excl. Inv. Fund)
  4.21 

    4.91    


*City of Carlisle Inv. Fund - Quarterly


   3.93

    4.92 





                    - Compounded

   3.99

    5.02


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

    4.86


Average Bank Base Rate in Year



   3.96
  
    4.66


* Returns shown gross


Comment

Returns in 2002/03 were lower due to the reduced level of short-term interest rates.  Local authorities are generally not allowed to make investments for periods in excess of 364 days duration.  However this short duration does make annual statistics of investment performance more meaningful than those relating to loan debt where historic borrowing decisions tend to have a long term effect on the statistics.

3.
BANK BALANCE

Days

2002/03
   Days
2001/02

Credit Balance

  98

£35,316 (Av)
   128

£23,767 (Av)

Debit Balance

267

£34,244 (Av)
   237

£20,100 (Av)

Average Overall Balance


£15,688 


£  4,716







overdrawn


overdrawn

Days where closing
 
250 (68%)


   276 (76%)

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 JANUARY TO 31 MARCH 2003

1. LOANS

      Raised
    %

        Repaid

    %

 


         £
   


£

P.W.L.B

  5,600,000
3.35 – 3.75 (Var)    Nil     

 
Local Bonds

        Nil


         Nil



Short Term Loans            Nil
      

         Nil






  ________


    ________




  5,600,000


         Nil     


       

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
61,522,000
     215/16 – 41/2
62,390,000
     215/16  - 413/16

Other



        -
 



      -





_________



_________





61,522,000



62,390,000

3. BOND TRANSACTIONS


Period:  January 2003 to March 2003

Bonds Repaid:  Nil 

Balance remaining:  £101,100

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. 

4. CAPITAL BORROWING STATEMENT










        £


Loans Fund overdrawn 1 April 2002  


(  2,083,000)


Deduct:

New Borrowing Approvals 2002/03


(  1,140,000)

Repaid Debt to 31 March 2003



(22,387,000)








(25,610,000)

Add:

Repayments by borrowing accounts


 18,545,000

2002/03

New Loans taken up to 31 March 2003


   5,605,900

Loans Fund overdrawn 31 March 2003

          (£1,459,100)

The Capital Borrowing Statement gives an indication of the extent to which the City Council is under or over borrowed in relation to its capital debt.  It is Council policy for all capital debt to be funded by external long-term loans.  At 31 March 2003 the City Council was under-funded by just under £1.5m. 

5. LOANS DUE FOR REPAYMENT







PWLB

Local Bonds

Total







   £

        £


   £


May 2003 



   Nil
   
   1,000

  1,000  

June 2003
 


   Nil

      Nil


  Nil


July 2003 


              Nil
   
      Nil
      
             Nil


August 2003 



   Nil
      
      Nil


   Nil


September–April 2004 
      5,600,000
   1,000     
      5,601,000​






      5,600,000
   2,000
      5,602,000




Short Term Debt at 31 March 2003
     
           41,100











    £5,643,100
Shown here is a calendar of future loan repayments which can be a useful aid to cash flow management.  The next PWLB repayments are scheduled for March 2004.

6. REVENUES COLLECTED


To:
31 March



Collected

% of Amount











Collectable








     £


        %


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

2000/01 Council Tax


24,876,684

      95.5


      
   NNDR



22,519,355

      96.3

TOTAL




47,396,039

      95.9

Collection rates in 2002/03 were higher compared to the previous two years’ performance.

7. INTEREST RATES

Date



PWLB Maturity (Higher Quota Rates)





1 Year

10 Years

25 Years

07 January 2003

  4

   47/8


   5
14 January 2003
 
  4

  47/8


   47/8

21 January 2003
  
  37/8

  43/4


   47/8
28 January 2003
 
  37/8

  45/8


   45/8
04 February 2003
 
  37/8
  
  45/8


   43/4
11 February 2003

  31/2

  45/8


   43/4
18 February 2003 

  35/8

  45/8


   43/4
25 February 2003
 
  31/2

  41/2


   43/4

04 March 2003

  3.40

  4.35


   4.60
11 March 2003

  3.30

  4.30


   4.55
18 March 2003

  3.60

  4.65


   4.85
25 March 2003

  3.70

  4.75


   4.90

31 March 2003

  3.60

  4.65


   4.85

The regular changes in PWLB rates are shown here.  Rates for all periods have shown a degree of volatility within the last quarter particularly in late February/early March while the end of March position was generally lower than at the beginning of January.

8. INTEREST RECEIPTS

To 31 March 2003







Estimate
Actual

Variance







£000s

£000s

£000s

Interest Receivable



 1,932

 2,193

  261

Less Rechargeable to non General

Fund Accounts



  (136)

  (150)

  (14)

Net Balance




 1,796

 2,043

 247

Provisional indications are that gross interest receipts will be approx £250,000 in excess of those reported at revised estimate stage.  However the bulk of this improvement (£203,000) relates to interest received as part of the substantial NNDR refund received on various Council properties at the end of the 2002/03 financial year.  Further details will be provided as part of the General Fund outturn report which will also provide information on debt costs falling on the General Fund.

9. BANK BALANCE

At 31 March 2003  £94,474 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 JANUARY 2003 TO 31 MARCH 2003

INVESTMENTS MADE 
       £

INVESTMENTS REPAID
       £

Coventry B.Soc

2,470,000
Lambeth B.Soc


1,000,000

Skipton B.Soc

1,000,000
Cheshire B.Soc


   500,000

Loughborough B. Soc
   500,000
Cheshire B.Soc


1,000,000

Skipton B.Soc

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

Britannia B.Soc

   915,000
Kent Reliance B.Soc

1,000,000

Coventry B.Soc

1,000,000
Leek Utd B.Soc


1,000,000

Britannia B.Soc

1,000,000
Progressive B.Soc


   500,000

Skipton B.Soc

1,000,000
Loughborough B.Soc

   500,000

Britannia B.Soc

1,000,000
Tipton & Coseley B.Soc

   500,000

Ulster Bank


1,000,000
West Bromwich B.Soc

1,000,000

Skipton B.Soc

1,000,000
Market Harborough B.Soc

1,000,000

Britannia B.Soc

   915,000
Leeds & Holbeck B.Soc

1,250,000

H.B.O.S.


3,000,000
Lambeth B.Soc


1,000,000

Chelsea B.Soc

3,000,000
Manchester B.Soc


1,000,000

Adam & Co


1,000,000
Nationwide B.Soc


1,000,000

Barclays Bank

3,000,000
Britannia B.Soc


1,000,000

Britannia B.Soc

1,000,000
Britannia B.Soc


1,000,000

Nationwide B.Soc

2,000,000
Skipton B.Soc


1,000,000

Coventry B.Soc

1,500,000
Dudley B.Soc


   500,000

West Bromwich B.Soc
1,000,000
Kent Reliance B.Soc

1,000,000

Britannia B.Soc

1,500,000
Coventry B.Soc


   335,000

Lambeth B.Soc

1,000,000
Britannia B.Soc


   915,000

Tipton & Coseley B.Soc
   500,000
Skipton B.Soc


1,000,000

Britannia B.Soc

   750,000
Coventry B.Soc


2,470,000

Britannia B.Soc

   500,000
Skipton B.Soc


1,000,000

Manchester B.Soc

1,000,000
Britannia B.Soc


   915,000

Coventry B.Soc

1,000,000
Coventry B.Soc


1,000,000

Coventry B.Soc

1,000,000
Britannia B.Soc


1,000,000

Newcastle B.Soc

1,000,000
Skipton B.Soc


1,000,000

Skipton B.Soc

1,000,000
Britannia B.Soc


1,000,000

Coventry B.Soc

1,000,000
Ulster Bank



1,000,000

Skipton B.Soc

1,000,000
Skipton B.Soc


1,000,000

Coventry B.Soc

1,000,000
Britannia B.Soc


   915,000

Britannia B.Soc

1,000,000
H.B.O.S.



3,000,000

Skipton B.Soc

1,000,000
Chelsea B.Soc


3,000,000

Britannia B.Soc

   230,000
Adam & Co



1,000,000

Coventry B.Soc

   900,000
Barclays Bank


3,000,000

INVESTMENT TRANSACTIONS 1 JANUARY 2003 TO 31 MARCH 2003 (Cont)

INVESTMENTS MADE 
       £

INVESTMENTS REPAID
       £

Britannia B.Soc

   820,000
Nationwide B.Soc


2,000,000

Leek United B.Soc

1,000,000
Britannia B.Soc


1,000,000

Coventry B.Soc

1,000,000
Coventry B.Soc


1,500,000

Britannia B.Soc

   900,000
Britannia B.Soc


1,500,000

Skipton B.Soc

1,000,000
Britannia B.Soc


   750,000

Progressive B.Soc

1,000,000
Britannia B.Soc


   500,000

Coventry B.Soc

   430,000
Coventry B.Soc


1,000,000

Britannia B.Soc

1,560,000
Coventry B.Soc


1,000,000

Derbyshire B.Soc

1,000,000
Coventry B.Soc


1,000,000

Derbyshire B.Soc

1,000,000
Skipton B.Soc


1,000,000

Dudley B.Soc

   500,000
Coventry B.Soc


1,000,000

Skipton B.Soc

1,000,000
Britannia B.Soc


1,000,000

Kent Reliance B.Soc
1,000,000
Skipton B.Soc


1,000,000

Cheshire B.Soc

1,000,000
Britannia B.Soc


   230,000

Universal B.Soc

   500,000
Coventry B.Soc


  900,000

Coventry B.Soc

2,800,000
Britannia B.Soc


   820,000

Britannia B.Soc

1,332,000
Coventry B.Soc


1,000,000







Britannia B.Soc


  900,000







Coventry B.Soc


  430,000







Britannia B.Soc


1,560,000




  


Skipton B.Soc


1,000,000





_________





________


 

          61,522,000




         62,390,000
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  OUTSTANDING INVESTMENTS AS AT 31ST MARCH 2003                                       APPENDIX B2

  DATE
  BORROWER



     AMOUNT
         TERMS
        RATE %

  ONGOING
MORLEY FUND MANAGEMENT
£15,072,000
NO FIXED TERM
3.7500

  ONGOING
NAT. SAVINGS INCOME BOND
     £200,000
NO FIXED TERM
3.8500

  ONGOING
CUMBRIA COUNTY COUNCIL
     £194,000
NO FIXED TERM 
3.7500

  01/05/02
NORWICH & PETERBOROUGH B.SOC
  £1,000,000
TO 30 APR 2003
4.6000

  11/06/02
NORWICH & PETERBOROUGH B.SOC
  £1,000,000
TO 10 JUN 2003
4.7500

  04/10/02
LOUGHBOROUGH B.SOC
     £500,000
TO 04 APR 2003
3.8800

  23/10/02
LEEK UNITED B.SOC
  £1,000,000
TO 21 MAY 2003
4.0000

  07/11/02
IPSWICH B.SOC
  £1,000,000
TO 07 MAY 2003
3.9375

  09/12/02
CHESHIRE B.SOC
  £1,000,000
TO 08 DEC 2003
4.1500

  13/12/02
TIPTON & COSELEY B.SOC
     £500,000
TO 13 JUN 2003
3.9375

  20/12/02
CUMBERLAND B.SOC
  £1,000,000
TO 22 APR 2003
3.9500

  03/01/03
LOUGHBOROUGH B.SOC
     £500,000
TO 03 JUL 2003
3.96875

  20/01/03
WEST BROMWICH B.SOC
  £1,000,000
TO 22 APR 2003
3.8900

  24/01/03
LAMBETH B.SOC
  £1,000,000
TO 23 DEC 2003
3.99234

  24/01/03
TIPTON & COSELEY B.SOC
     £500,000
TO 21 MAY 2003
3.9300

  31/01/03
MANCHESTER B.SOC
  £1,000,000
TO 31 JUL 2003
3.9000

  06/02/03
NEWCASTLE B.SOC
  £1,000,000
TO 06 MAY 2003
3.8600

  07/02/03
SKIPTON B.SOC
  £1,000,000
TO 07 APR 2003
3.6500

  05/03/03
LEEK UNITED B.SOC
  £1,000,000
TO 05 JUN 2003
3.5900

  14/03/03
SKIPTON B.SOC
  £1,000,000
TO 14 APR 2003
3.6100

  14/03/03
PROGRESSIVE B.SOC
  £1,000,000
TO 15 SEP 2003
3.53125

  18/03/03
DERBYSHIRE B.SOC
  £1,000,000
TO 16 MAR 2004
3.5300

  18/03/03
DERBYSHIRE B.SOC
  £1,000,000
TO 16 MAR 2004
3.5300

  19/03/03
DUDLEY B.SOC
     £500,000
TO 19 SEP 2003
3.5800

  20/03/03
KENT RELIANCE B.SOC
  £1,000,000
TO 18 MAR 2004
3.6200

  21/03/03
CHESHIRE B.SOC
  £1,000,000
TO 19 MAR 2004
3.6300

  21/03/03
UNIVERSAL B.SOC
     £500,000
TO 19 SEP 2003
3.5800

  27/03/03
COVENTRY B.SOC
  £2,800,000
TO 25 APR 2003
3.5800

  31/03/03
BRITANNIA B.SOC
  £1,332,000
OVERNIGHT
4.3750



__________


TOTAL
£40,598,000





WEIGHTED AVERAGE
3.8186





WEIGHTED AVERAGE
3.8591




(less Morley Fund Management)

APPENDIX C

CITY OF CARLISLE INVESTMENT FUND 2002/03

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, HRA receipts are still subject to the set aside rules that have been in operation for over a decade.

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 100 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.

1.5 A full report on the progress and performance of the Fund was last presented in July 2002 (FM 2002/03 No 31) which covered the 2001/02 financial year.  The purpose of this report is to give an update on activity and performance within the Fund in 2002/03.  In March 2002, the Fund stood at £14,495,395 and by March 2003 it had increased in value to £15,072,457.

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 2002/03 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 2002/03.

3.2



Capital
Income
Total

Total

7 Day





Return
Return
(Gross)
(Net)

Cash




    
   %

    %

   %

  %

   %

April-June 2002       0.01

0.97

0.98

0.94

0.95

July-Sept 2002
0.00

0.98

0.98

0.94

0.94

Oct-Dec 2002          0.00

0.98

0.98

0.94

0.93

Jan-Mar 2003          0.02

0.97

0.99

0.95

0.86

Total

           0.03

3.96

3.99 

3.82

3.73

3.3      It should 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 3.82% exceeded the 7 Day Cash benchmark by only 0.09%.

3.4 
However although this return did exceed the 7 Day benchmark, the overall performance of the Fund was distinctly below average in 2002/03.  The median return of local authority cash funds was 4.38% within a range of 5.40% down to 3.80% and the Carlisle Fund was very much in the bottom decile.

3.5 
There were two main reasons for this.  One was that Dresdner misread the market in respect of both interest rate movements and the gilt market.  The FTA 5 Year Gilt return in 2002/03 was a remarkable 8.07%.  Although this presumes a Fund wholly invested in gilts, there was scope to achieve good returns through more proactive gilt management and Dresdner generally eschewed these opportunities.  Secondly it is hard to avoid the conclusion that Dresdner took their ‘eye off the ball’ once the sale to Morley was announced and did not manage the Fund as positively as might have been expected.

4. CONCLUSION
4.1 Dresdner RCM only managed the Fund for 2 years and 9 months.  The performance in 2000/01 and 2001/02, as previously reported to yourselves, was solid if not spectacular but certainly above the industry average.  Last year’s return was therefore disappointing although there were reasons why this was the case.

4.2 Morley Fund Management, although relatively new to the local authority cash fund market, do have a very strong presence in the fixed income money market and early indications are that they have a more active management style.  An average Morley Fund in 2002/03 earned a return of 4.20% which though below the industry average would have generated an extra £57,000 compared to Dresdner’s performance on Carlisle’s £15m Fund.  It is to be hoped that putting the Fund ‘under new management’ will achieve an improved performance in 2003/04.
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APPENDIX D

TREASURY MANAGEMENT PRACTICE STATEMENTS AND 

EXTERNAL BORROWING DETERMINATIONS 2003/04

1. Introduction
1.1 The above Statements and Determinations for 2003/04 were approved by the Executive on 6 February 2003 and subsequently by the City Council on 7 March 2003 (FS13/02 refers).  Some minor revisions to these policies are proposed as set out below.

2. Money Market Funds
2.1 Since 1 April 2002 local authorities have been permitted to invest in money market funds (MMFs).  These funds, also known as liquidity funds, have been in use as an investment vehicle for about 30 years.  Essentially MMFs are a diversified pool of high grade, short dated money market assets.  The assets are actively managed, within strict and transparent guidelines, to provide three main benefits:

i) Security or preservation of capital;

ii) Daily liquidity or same day access;

iii) Within these constraints a competitive return.

2.2 Local authorities can only invest in MMFs with a Triple A credit rating.  This is the highest credit rating available in the market and indicates that the Fund will be managed to a set of criteria determined by the rating agencies.  The main parameters are that the MMF in question may only acquire debt instruments rated AIPI or better.  Individual issues must not represent more than 10% of the portfolio and the weighted average maturity of the MMF must not exceed 60 days.

2.3 Essentially therefore MMFs are an alternative to the use of bank deposits and in the case of the City Council would probably be used as an alternative to Overnight or short fixed investments (up to 7 days).  The rate on such investments can be quite volatile and while there are occasions when Overnight money pays the best rate in the market, on other days it pays the lowest rate.  Use of a MMF on these latter occasions in particular would therefore be beneficial to the City Council.

2.4 From a slow start, there is evidence that use of MMFs has become more widespread among local authorities.  Sector Treasury Services, who act as treasury management consultants to the City Council, also recommend their use as an additional weapon in the treasury armoury.  Triple A rated MMFs are operated by most of the major clearing banks as well as other financial institutions such as pension funds and insurance companies.  Rather than name specific MMFs as approved investment vehicles, I would recommend that any Triple A rated MMF be approved for the investment of surplus City Council funds but that a limit of £3m be placed on the amount placed in any one Fund.  The £3m maximum limit with any one counterparty already applies to all other investments.  Any use that is made of the MMF sector will be reported as part of the regular Treasury Transaction reports.

3. Variable Rate Limit
3.1 One of the Determinations that the Council makes on an annual basis is the level of debt that will be held on a variable rate basis.  The City Council’s present limit is 30% which equates to approx £10m of the current loans portfolio of approx £33m.

3.2 Sector Treasury Services have advised clients whose investments exceed their debt, e.g. Carlisle, that having a low percentage limit on variable borrowing has the potential to expose the portfolio to unnecessary risk.  This is due to the fact that if rates fall, the authority is exposed to interest rate risk on all its investments (which cannot be placed for a period exceeding 364 days) but only 30% of its debt.  On current levels of investment and debt, this equates to £45m of investments but only £10m of debt held by the City Council.  I would recommend therefore that the limit on variable rate debt be increased from 30% to 100% in respect of 2003/04.  This limit would naturally be reviewed again early in 2004 when the Determinations for 2004/05 will be prepared.  Should interest rates be forecast to rise by that date, the limit on variable debt would be reduced and a strategy of locking into cheap fixed rate debt would be pursued.

4. Recommendations
4.1 It is recommended to Council that:

i) the City Council be permitted to invest in Triple A rated MMFs subject to a limit of £3m being placed in an investment with any one MMF;

ii) for the remainder of 2003/04 the proportion of variable rate debt held by the City Council be raised from 30% to 100%.
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