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Title:
TREASURY MANAGEMENT 2008/09 AND 2009/10
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Director of Corporate Services

Report reference:
CORP61/08

Summary:

This report provides the regular quarterly report on Treasury Transactions together with an interim report on Treasury Management as required under the Financial Procedure Rules.

The report also discusses the City Council’s Treasury Management forecasts for 2009/10 with projections to 2013/14.  Also included is information regarding the requirements of the Prudential Code on local authority capital finance.

Recommendations:

That this report be received and that the projections for 2009/10 to 2013/14 be incorporated into the budget reports elsewhere on the agenda.

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: The Prudential Code on Local Authority Capital Finance including related guidance notes; Various interest rate forecasts from Sector Treasury Services and others.

Executive Summary

This report consists mainly of four Appendices.  

Appendix A sets out the interim report on treasury management activities in this financial year.  The most notable feature of the first half year has been the continuing impact of the credit crunch.  This has had an effect on money market rates that have generally remained well above bank base rate.  In mid September, events took a more dramatic turn with the collapse of Lehman Bros in the USA and as the financial fall out crossed the Atlantic, the proposed merger between HBOS and Lloyds TSB.  The financial crisis continued to deepen and after several governments had been forced to guarantee deposits made in their country’s banks, the UK government announced a massive support package to the country’s banking system.  This move, which has been followed elsewhere, was underpinned by a co-ordinated interest rate cut by the Bank of England and other central banks.  At the same time, it became clear that the Icelandic financial system was a major casualty of the crisis and that many local authorities had an exposure to the Icelandic banks. 

Appendix B is the usual quarterly report on treasury transactions in the period.  Paragraph 5 highlights the improved treasury management performance in the year as compared to the original estimate.  At the mid point in the year, this is estimated at £473,000.

Appendix C1 discusses the Prudential Code and the options the Council may have to undertake prudential borrowing.  The Prudential Code allows local authorities to borrow for capital purposes without specific government approval so long as they have followed the disciplines set out in the Code.  In the light of other capital resources that are available, it is not recommended that the Council undertakes any prudential borrowing in either 2008/09 or 2009/10.  Appendix C2 sets out the performance to date regarding the prudential indicators for 2008/09 and compares them to the actual ones for 2007/08.

Appendix D sets out the original and revised treasury management estimates for 2008/09, the draft estimate for 2009/10 and also contains projections to 2013/14.  At this stage, an improvement of over £900,000 is forecast for 2008/09 revised as compared to the original estimate for this financial year.  This improvement is due partly to a combination of improved cash flow and higher than forecast short term interest rates.  The other substantial factor is the reduction in the Council’s MRP liability.  This was previously reported as £388,000 based upon the forecast position in early April and prior to the closure of the 2007/08 accounts.  The saving in 2008/08 is now expected to be £582,000.
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TREASURY MANAGEMENT 2008/09 AND 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) Appendix A sets out the interim report on Treasury Management activities in 2008/09. 
(ii) Appendix B sets out the schedule of Treasury Transactions for the period 1 July 2008 – 30 September 2008:

· Appendix B1 – Treasury Transactions July to September 2008 

· Appendix B2 – Investment Transactions July to September 2008
· Appendix B3 – Outstanding Investments at 30th September 2008
(iii) Appendix C discusses the Prudential Code and Prudential Indicators for 2008/09: 
· Appendix C1 – Prudential Code background

· Appendix C2 – Prudential Indicators

(iv) Appendix D sets out the base Treasury Management estimates for 2009/10 with projections to 2013/14.

2. CONSULTATION

2.1 Consultation to Date.

None.

2.2 Consultation proposed.

The Corporate Resources Overview and Scrutiny Committee will consider this report as part of the budget process.

3. RECOMMENDATIONS

3.1
That this report be received and that the projections for 2008/09 to 2013/14 be incorporated into the budget reports elsewhere on the agenda.

4. REASONS FOR RECOMMENDATIONS

4.1
As per the report.

5. 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.

                                                              ANGELA BROWN

Director of Corporate Services

Contact Officer:
David Steele


Ext:
7288
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APPENDIX A

TREASURY MANAGEMENT 2008/09

1.
INTRODUCTION
1.1
The purpose of this report is to provide an interim report on Treasury Management in 2008/09 as recommended by the CIPFA Code of Practice on Treasury Management.  This requirement is also enshrined within the Council’s constitution.  A final and more detailed report will be submitted after the end of the financial year.

2 MONEY MARKET CONDITIONS

2.1 The financial year began with bank base rate fixed at 5.25%, having fallen from its peak of 5.75% in the latter part of 2007. At the start of the year, the Monetary Policy Committee (MPC) was still faced with the dilemma of whether or not to reduce rates, which it was hoped would stimulate economic activity, while being careful not to cut them too much and thereby generate an increase in inflation.   In the event, the MPC decided to trim the rate by a further 0.25% in April although the striking thing was that this cut, unusually, had very little effect on rates in the money market.  Instead, these rates remained well above their normal level in the context of a bank rate that was expected to continue to fall.

2.2 It had long been clear that the ‘credit crunch’ was likely to last much longer than some economic forecasters had been anticipating.  At the time of the April reduction, many commentators thought that base rate would continue to fall, albeit slowly.  Instead, the rate remained at 5% until early October when the MPC decided upon a cut of 0.50%.  This reduction was somewhat unexpected but also unusual in that it was timed to co-ordinate with similar reductions by the other leading central barks including the Federal Reserve and the European Central Bank. 

2.3 By now, the financial markets had been subject to a level of turmoil that had not been seen since the Great Crash of 1929.  Once again, it was problems in the US that were the catalyst for the financial crisis that was to spread worldwide.  Early in September, the two major US mortgage finance agencies Fannie Mae and Freddie Mac were rescued by the US government.  Soon afterwards, however, the major US investment bank Lehman Brothers, which many investors believed to be severely undercapitalised and over exposed to the problems in the US housing market, was allowed to collapse into bankruptcy.    

2.4 The turmoil in the banking sector now spread across the Atlantic and HBOS, whose share price had been falling like the proverbial stone, announced it would be merging with Lloyds/TSB.  Soon afterwards, Bradford and Bingley, who like HBOS had tried to raise capital via a rights issue, was nationalised.  Elsewhere in Western Europe, governments were forced to rescue certain of their banks while in Congress, a $700bn plan was agreed to rescue the US financial sector.  Finally, on 8 October the UK government announced a huge package of support to the main clearing banks which meant that institutions such as HBOS, Lloyds/TSB and the Royal Bank of Scotland were taken into part public ownership.  The Chancellor had previously said that the government would do ‘whatever it takes’ to support the UK’s banking system.  It should be noted that this package of support has been made available to all the major clearing banks, the Nationwide Building Society and, by extension, it is generally agreed, any other UK financial institution.

2.5 By now, it had become clear that the UK ‘s long uninterrupted period of growth was coming to an end.  As inflation continued to rise, however, the MPC maintained base rate throughout the summer at 5% as to cut the rate would, it was generally thought, result in inflation exceeding the 2% medium term target. The control of interest rates to meet this target is, it must be remembered, the primary operational responsibility of the MPC. 

2.6 The signs are, however, that inflation is likely to fall as the price rises that have pushed the inflation index up in the past year begin to drop out of the calculation while house prices have also now been falling for over a year. Instead, the focus of the MPC is likely to turn to the need to encourage growth in the economy by reductions in interest rates.  At its meeting earlier this month, a 1.50% reduction in base rate was approved though this still leaves the 3% rate in the UK well above the 1% equivalent level in the US. 

2.7 The question that it is hardest to answer, however, is how far interest rates in the money market will follow the downward trend of official interest rates.  Until banks begin to be more confident in lending to each other, the margin between official and actual rates is likely to continue.   To this end, the authority has recently been attempting to lock into these higher rates when liquidity and other considerations have allowed.  As a result, the authority’s average investment return has gradually risen from around 5.85% at the start of the financial year to almost 6%.  This level will, however, gradually fall in the aftermath of the interest rate cuts discussed above.

2.8 Looking ahead into 2009 and beyond, official interest rates are expected, in the view of our treasury advisers (Sector) to be cut to 1.75% by this time next year.  Some other forecasters see rates falling to as low as 1%, a level never before reached in this country’s financial history although as the 3% level has now been attained, it is hard not to see further falls in interest rates in the months ahead. 

2.9 The situation above makes it much harder than usual to assess the level of short term interest rates in the coming year.  At this point in time, interest rates and consequently yields look likely to be much lower than in 2008 but this judgment may have to be refined in the coming weeks in the light of the very unusual conditions in the financial markets.  The inevitable degree of uncertainty associated with any such projections will be much greater than usual in 2009/10.  The outlook for interest rates is constantly monitored as part of the Council’s treasury function and these estimates can be revised further on in the budget cycle if economic conditions so warrant.

3.
LONG TERM FUNDING

3.1 The City Council has not undertaken any long term external borrowing for several years as, for a number of reasons, it was judged more advantageous to fund any borrowing from internal resources.  That advice still holds good while this year the City Council has again received a capital grant in place of its former borrowing allocation to fund capital expenditure. As ever the position will be kept under review but the likelihood is that the same policy will be followed in 2009/10. 

4.         INVESTMENT TRANSACTIONS

4.1 The City Council continues to be a lender in the short term money market, with a total of outstanding investments of over £31m at the end of September.  The building society sector remains the favoured depository for period deposits though banks and local authorities are also used on occasions.  It has always been council policy to invest in UK based institutions and this authority, in common, it might be added, with all the other Cumbrian authorities, had no funds invested in the failed Icelandic banks.  The problem that a large number of other authorities, as well as the Audit Commission, have placed investments in the Icelandic banks remains unresolved but it is already clear that this episode is likely to have considerable repercussions for all local authorities in their investment policies.   This authority has already reviewed its own investment activities in the light of these events and made certain amendments to its policies and practices.  This issue will be discussed more fully when the draft Investment Strategy for 2009/10 is produced next month.

4.2 The investment interest estimates for 2008/09 were framed on the assumption that short term interest rates would average approximately 5.25% and that the City Council would achieve a similar return from its short term investments.  In the event, the City Council’s yield in 2008/09 to date from its short term portfolio has so far averaged just under 6.0%.  Normally it would be possible to assess the likely end of year average at this point in the financial year.  Money market conditions this year have been, however, quite exceptional which make the forecasting process much more difficult than usual.

5. DEBT RESCHEDULING  

5.1 In July 2004, the City Council’s PWLB debt was all repaid and the authority’s long term loans portfolio now consists almost entirely of the £15m stock issue placed in 1995 and not due to mature until 2020.  There is the possibility that these funds could be repaid prior to that date but this is unlikely to be in the near future, a position that was recently confirmed by our treasury advisers who monitor the position on a regular basis.

6. PRUDENTIAL CODE

6.1 The Prudential Code came into full operation on 1 April 2004.  The most important effect of the Code was to abolish most detailed central government control of local authority borrowing, a principle that has been a cornerstone of local government finance for over a century.  Instead, local authorities must follow the principles laid down in the Code and they will be expected to comply with its requirements.  These cover not just borrowing but any decision that determines whether the capital investment plans of local authorities are affordable, prudent and sustainable.  Appendices C1 and C2 set out more detail on the Code including the prudential indicators.

7. CONCLUSIONS

7.1 This financial year to date has been a very exceptional period for the money markets.  The recent reductions in base rate from 5% in early October down to 3% earlier this month are only one indication of the financial turmoil that the markets have experienced, particularly in the last few weeks.  The prospect of recession and the continuation of the credit crunch has prompted interest rate cuts in many countries and only time will tell how successful these measures have been. 
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APPENDIX B1

TREASURY TRANSACTIONS

1 JULY 2008 TO 30 SEPTEMBER 2008

1. LOANS (DEBT) 

1.1
Transactions 1 July 2008 to 30 September 2008:

      Raised
        %
        Repaid

    %

 

         £
   


£

P.W.L.B

        Nil
    
 
          Nil       

 

Local Bonds

        Nil

                     Nil



Short Term Loans      2,606,000
  5.0 – 5.02
     3,300,000     5.0 – 5.25 





  _________


    _________




  2,606,000


     3,300,000        


       

This provides a summary of loans that have been raised or repaid, analysed by type, since the previous report.  The repayment of £12,191,000 in July 2004 extinguished all the City Council’s outstanding PWLB debt.

1.2
Bond Transactions


Period:  July 2008 to September 2008

Bonds Repaid:  Nil
Balance remaining:  £61,100

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

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

1.3
Loans (Debt) Outstanding at 30 September 2008

        £

City of Carlisle Stock Issue




15,000,000

Local Bonds and Short Term Loans


     141,600     










15,141,600

1.4 Loans Due for Repayment







PWLB

Local Bonds

 Total







   £

        £


    £


December 2008 


   Nil
   
      Nil

             Nil

January 2009 


   Nil

      Nil


  Nil


February 2009

              Nil
  
      Nil


  Nil


March 2009 
    

   
   Nil
      
      Nil


  Nil


Apr – Nov 2009 
      
              Nil      
   3,000     
           3,000​






              Nil

   3,000
           3,000




Short Term Debt at 30 September 2008

         80,500











         83,500

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 PWLB debt in July 2004, no major debt repayments can be anticipated for some time.

1.5 Interest Rates

Date



PWLB Maturity (Higher Quota Rates)





1 Year

10 Years
25 Years

01 July 2008


5.26

5.34

5.02

           08 July 2008


5.01

5.18

4.90

15 July 2008


5.06

5.10

4.89

22 July 2008


5.24

5.25

5.01

29 July 2008
      

5.07

5.14

4.95

05 August 2008

5.02

5.00

4.88

12 August 2008

5.03

4.90

4.77

19 August 2008

4.84

4.79

4.73

26 August 2008

4.90

4.80

4.75

02 September 2008

4.71

4.67

4.66

09 September 2008

4.71

4.69

4.67

16 September 2008

4.51

4.68

4.64

23 September 2008

4.38

4.80

4.77

30 September 2008  
3.98

4.60

4.71

All rates have eased during this period but the reductions have been particularly marked in the one year rate.

2 INVESTMENTS




    Made



  Repaid





        £

        %

       £

         %

Short Term Investments     26,070,000
    4.00 – 6.70
25,570,000          4.00 – 6.49

Other



        Nil
 

     
       Nil





_________



_________





26,070,000



25,570,000

A full schedule of investment transactions is set out in Appendix B2.  Appendix B3 shows outstanding investments at 30 September 2008.

3 REVENUES COLLECTED


To:
30 September


Collected

% of Amount











Collectable








     £


        %


2008/09 Council Tax


26,071,994

       57.6



   NNDR



21,326,883
                  61.0

           TOTAL



           47,398,877         
       59.1


2007/08 Council Tax

           24,686,854
                  57.0



   NNDR                                         20,186,321                     61.7

TOTAL                                                      44,873,175                    59.0

2006/07 Council Tax


23,253,858

      57.0





   NNDR



19,131,291

      61,7



TOTAL




42,385,150

      59.0

Collection levels to date are fairly similar overall as those of the previous two years. 

4 BANK BALANCE

At 30 September 2008  £96,116 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.

5 PERFORMANCE ON TREASURY MANAGEMENT  TO SEPTEMBER 2008

April – September 2008







Estimate
Actual

Variance







 £000s
£000s

  £000s

Interest Receivable



 (778)
            (961)               (183)

Interest Payable



   663               663                  (0)

Less Rechargeable



   (14)               (14)         
     (0)   






   649               649                (183)

Principal Repaid



   290                 0      
   (290)

Debt Management                                        20                 20                  (0)_               

Net Balance




   181  
 (292)               (473)   

The estimate column is shown as one half of the full year’s treasury estimates.
Interest receivable is running ahead of projections. This is principally due to the effects of the credit crunch that have kept money market interest rates well above the budgeted rate for the year.   Cash flow in the year has also been more positive than forecast but the recent falls in interest rates will inevitably have an impact on these projections.

The estimate for principal repaid (the Minimum Revenue Provision) will not be required in this financial year, generating a full year saving of £582,000 as reported elsewhere on the agenda.  
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APPENDIX B2

INVESTMENT TRANSACTIONS 1 JULY 2008 TO 30 SEPTEMBER  2008

INVESTMENTS MADE 
                 £          INVESTMENTS REPAID                      £

Stroud and Swindon B. Soc      
1,000,000
Coventry B.Soc
2,140,000

Britannia B.Soc
1,000,000
Coventry B.Soc
   100,000

Coventry B.Soc
2,240,000
Coventry B.Soc
   500,000

West Bromwich B.Soc
1,000,000
Coventry B.Soc
   620,000

Bank of Scotland
1,000,000
Coventry B.Soc
   540,000

Coventry B.Soc
   500,000
West Bromwich B.Soc
1,000,000

Coventry B.Soc
   560,000
Nationwide B.Soc
1,000,000

Coventry B.Soc
   600,000
Britannia B.Soc
1,000,000

Coventry B.Soc
   640,000
Coventry B.Soc
   480,000

Coventry B.Soc
   240,000
Coventry B.Soc
   400,000

Bank of Scotland
1,000,000
Cumberland B.Soc
   500,000

Britannia B.Soc
1,000,000
Coventry B.Soc
   790,000

Principality B.Soc
1,000,000
Coventry B.Soc
   170,000

Coventry B.Soc
   960,000
Yorkshire B.Soc
1,000,000

Cumberland B.Soc
   500,000
Coventry B.Soc
   180,000

Coventry B.Soc
   200,000
Chelsea B.Soc
1,000,000

Coventry B.Soc
   180,000
Cheshire B.Soc
1,000,000

Dunfermline B.Soc
1,000,000
Coventry B.Soc
   150,000

Coventry B.Soc
   300,000
Coventry B.Soc
   180,000

Norwich and Peterboro B.Soc
1,000,000
Skipton B.Soc
1,000,000

Principality B.Soc
1,000,000
Chelsea B.Soc
1,000,000

Coventry B.Soc
   300,000
Principality B.Soc
1,000,000

Coventry B.Soc
   350,000
Cumberland B.Soc
   500,000

Coventry B.Soc
   180,000
Northern Rock
1,000,000

Principality B.Soc
1,000,000
Coventry B.Soc
   960,000

Britannia B.Soc
1,000,000
Coventry B.Soc
   790,000

Kent Reliance B.Soc
1,000,000
Coventry B.Soc
   800,000

Coventry B.Soc
1,340,000
Britannia B.Soc
1,000,000

Coventry B.Soc
   260,000
Coventry B.Soc
   500,000

Coventry B.Soc
   150,000
Coventry B.Soc
   500,000

Cater Allen
1,000,000
Coventry B.Soc
   220,000

Coventry B.Soc
   120,000
Britannia B.Soc
1,000,000

Coventry B.Soc
   170,000
Britannia B.Soc
1,000,000

Britannia B.Soc
1,000,000
National Counties B.Soc
1,000,000

INVESTMENT TRANSACTIONS 1 JULY 2008 TO 30 SEPTEMBER  2008

(Continued)

INVESTMENTS MADE 
                 £          INVESTMENTS REPAID                      £

Coventry B.Soc
   650,000
Coventry B.Soc
   550,000

Coventry B.Soc
   200,000


Coventry B.Soc
   260,000

Coventry B.Soc
   170,000

                                                 _________                                                        _________

                                                 26,070,000
                                                   25,570,000
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APPENDIX B3

OUTSTANDING INVESTMENTS AS AT 30TH SEPTEMBER 2008

DATE

     AMOUNT

TERMS
RATE %

05/02/2007

17/04/2007

27/04/2007

03/08/2007

16/10/2007

19/10/2007

17/03/2008

01/04/2008

02/04/2008

04/04/2008

10/04/2008

15/04/2008

29/04/2008

01/05/2008

09/05/2008

15/05/2008

02/06/2008

05/06/2008

16/06/2008

30/06/2008

01/07/2008

02/07/2008

09/07/2008

01/08/2008

01/08/2008

05/08/2008

08/08/2008

15/08/2008

15/08/2008

01/09/2008

01/09/2008

05/09/2008

29/09/2008
Norwich and Peterborough B.Soc

Derbyshire B.Soc

Northern Rock

Chelsea B.Soc

Leeds B.Soc

Norwich and Peterborough B.Soc

Stroud and Swindon B.Soc

Derbyshire B.Soc

Derbyshire B.Soc

Cumberland B.Soc

Cumberland B.Soc

Skipton B.Soc

Nottingham B.Soc

Nottingham B.Soc

Newcastle B.Soc

Progressive B.Soc

Newcastle B.Soc

National Counties B.Soc

West Bromwich B.Soc

Bank of Scotland

Stroud and Swindon B.Soc

West Bromwich B.Soc

Bank of Scotland

Bank of Scotland

Principality B.Soc

Cumberland B.Soc

Dunfermline B.Soc

Norwich and Peterborough B.Soc

Principality B.Soc

Principality B.Soc

Kent Reliance B.Soc

Cater Allen

Yorkshire B.Soc
£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£500,000

£500,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£500,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000

£1,000,000



To 05 Feb 2009

To 17 Apr 2009

To 27 Apr 2009

To 03 Aug 2009

To 14 Oct 2008

To 17 Oct 2008

To 16 Mar 2009

To 22 Dec 2008

To 27 Mar 2009

To 27 Oct 2008

To 20 Oct 2008

To 14 Apr 2009

To 27 Jan 2009

To 05 Nov 2008

To 14 Nov 2008

To 14 May 2009

To 02 Jun 2010

To 22 Dec 2008

To 22 Dec 2008

To 30 Jun 2009

To 27 Oct 2008

To 13 Feb 2009

To 09 Jul 2009

To 03 Aug 2009

To 27 Nov 2008

To 27 Nov 2008

To 07 Aug 2009

To 21 May 2009

To 27 Nov 2008

To 27 Feb 2009

To 27 Mar 2009

To 04 Sep 2009

To 28 Sep 2009
5.8500

5.8900

5.9000

6.2600

6.1500

6.1400

5.8600

6.0000

5.9600

6.0500

5.9600

5.8700

5.9000

5.8800

5.8300

6.0000

6.4000

6.0000

6.2200

6.7500

6.0000

6.2100

6.7000

6.5400

5.8300

5.8900

6.2500

6.0300

5.7800

5.9500

6.0300

6.3500

6.3500

  



_________





TOTAL
£31,500,000















Weighted Average
6.0898

APPENDIX C1

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 C2 sets out the latest performance indicators for the current year with comparative figures for 2007/08.  Future year projections will be reported further on during the budget process once the Revenue and Capital budgets have been determined as part of the Budget setting process. 

3.
Supported and Unsupported (or Prudential) Borrowing

3.1 Local authorities have always funded a substantial element of their capital programme via borrowing.  This will continue to be the case but until this year any local authority borrowing was essentially based upon a government ‘permission to borrow’.  Differing types of government control operated over the years but since 1990 these had been termed credit approvals.  The level of an authority’s credit approvals is also included in the revenue support grant (RSG) allocation so that ultimately any borrowing is ‘supported’ via RSG.

3.2 This element of supported borrowing is still an integral part of the RSG system and the City Council has resolved for the time being that its capital borrowing will be limited to its level of supported borrowing.  In 2009/10 this is estimated to be Nil as in 2008/09 the City Council received a capital grant in lieu of a borrowing allocation and it is anticipated that this policy will continue in the next financial year.

3.3 Authorities have now been permitted to borrow in excess of their supported borrowing allocation.  This is referred to as prudential or unsupported borrowing.  This can be undertaken so long as the Council can demonstrate that the revenue consequences of such borrowing (i.e. the cost of the debt) are sustainable, affordable and prudent in the medium to long term.

4. Costs of Prudential Borrowing
4.1 Because it is not supported by RSG, it is important to be aware of the additional costs incurred through prudential borrowing.  Equally it is important to recognise that other means of capital financing incur a real ongoing cost to the authority e.g. the use of capital receipts or revenue balances results in lower cash balances and hence an opportunity cost through the loss of investment interest.  

4.2 The table below sets out the financing costs for Years 1-4 of funding a scheme either by capital receipts (i.e. internal resources) or external unsupported borrowing.  Whilst it is clear that unsupported borrowing is the more expensive option, perhaps even more important is the need to acknowledge the real costs of also using internal resources through the hidden cost of loss of interest.

4.3 Use of Prudential Borrowing
Example:

· Assume that the City Council has £1m of capital receipts and wishes to fund £1m scheme.

· Assume the £1m scheme is all spent in Year 1.

· Assume that we can borrow or invest at 4.5%.






Year 1

Year 2

Year 3

Year 4






    £

    £

    £

    £

Scenario 1:
Scheme funded by

capital receipts

Loss of Investment Interest
22,500
45,000
45,000
45,000

Total Revenue Cost

22,500
45,000
45,000
45,000

Scenario 2:

Scheme funded by

prudential borrowing

Interest paid on loan

22,500
43,200
41,472
39,813

*MRP @ 4%



NIL

40,000
38,400
36,864

Loss of Investment Interest
NIL

NIL

NIL

NIL

Total Revenue Cost

22,500
83,200
79,872
76,677

*MRP = Minimum Revenue Provision (for debt repayment).  The City Council, under its current policy charges 4% of its outstanding capital financing requirement (which broadly measures an authority’s level of indebtedness) to its revenue account as a repayment of principal.  The charge starts in the year after money has been borrowed.  Thus £1m borrowing in Year 1 incurs a charge of £40,000 (4%) in Year 2 and £38,400 (4% of £960,000) in Year 3 etc.
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APPENDIX C2

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 2008/09 to date and actuals for 2007/08. Indicators for 2009/10 will be set in the forthcoming budget cycle.

(a) Affordability

2007/08
2008/09








Actual

Revised (Nov 2008)









£000’s

£000’s

(i)
Capital Expenditure



  8,519
 6,920
(ii) Financing Costs

Interest Payable re Borrowing


  1,294
  1,294

Minimum Revenue Provision


     606
       0

Investment Income




 (1,859)
 (1,906)








  _____
  _____

Total Financing Costs 



       41
    (612)

(iii)
Net Revenue Stream: Funding from

Govt Grants/Local Taxpayers


16,111
 16,573

(iv)
Ratio of Financing Costs to Net Revenue 

Stream





   0.2%            (3.7%)

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

(v)
Incremental Impact on Council Tax

             N/A
           £3.07 (est)

This indicator allows the effect of the totality of the Council’s capital investment decisions to be considered at budget setting time, and is built into the budget process once initial decisions have been taken.

(vi)
Authorised Borrowing Limit



  22,500
22,500


Maximum Level of Borrowing and Other


Long Term Liabilities                    


  
  15,779
16,140

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



  17,500
17,500


Maximum Level of Borrowing and Other


Long Term Liabilities




  15,779
16,140


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)


14,554
  Nil


(as at 1 April)

The CFR is a measure of the underlying borrowing requirement of the authority for capital purposes.  The CFR was reduced to Nil as at 1 April 2008 following the transfer of the balance of unapplied capital receipts as part of the 2007/08 closure of accounts process.

(b) Prudence and Sustainability


2008/09










£000’s

(i)
New Borrowing to date





  NIL


No long term borrowing has yet been undertaken in 2008/09.

(ii) Percentage of Fixed Rate Long Term Borrowing

at 30 September 2008





100%

(iii) Percentage of Variable Rate Long Term Borrowing

at 30 September 2008





    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 September 2008
   76%


As part of the Investment Strategy, 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 but for the City Council non specified investments will presently refer mainly to either investments of over one year in duration or investments placed with building societies that do not possess an appropriate credit rating.  These tend to be the smaller building societies.
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TREASURY AND DEBT MANAGEMENT BASE ESTIMATES



APPENDIX D

                    Set out below are the base treasury management estimates for 2008/09 and 2009/10 with projections to 2013/14.



2008/09
2008/09
2009/10
2010/11
2011/12
2012/13
2013/14

Notes

Original
Revised
Base
Projected
Projected
Projected
Projected



£
£
£
£
£
£
£

(a)
MRP (Core)
582,200
0
161,300
311,800
327,100
349,800
344,600

(b)
Commutation Adjustment
-167,000
-167,000
0
0
0
0
0

(c)
MRP (Voluntary)
167,000
167,000
0
0
0
0
0

(d)
Interest Payable
1,325,100
1,326,700
1,326,500
1,326,200
1,326,000
1,325,700
1,325,500

(e)
Debt Management
40,000
40,000
41,500
43,000
44,500
46,000
47,500


Gross Costs
1,947,300
1,366,700
1,529,300
1,681,000
1,697,600
1,721,500
1,717,600

(f)
Less Recharges
(30,000)
(33,000)
(31,000)
(29,000)
(27,000)
(25,000)
(23,000)












Total Expenditure
1,917,300
1,333,700
1,498,300
1,652,000
1,670,600
1,696,500
1,694,600











(g)
Total Income
(1,561,000)
(1,906,000)
(949,000)
(880,000)
(862,000)
(863,000)
(835,000)












Net Expenditure
£356,300
(£572,300)
£549,300
£772,000
£808,600
£833,500
£859,600












(Shortfall) per MTFP

928,600
(442,100)
(712,300)
(777,400)
(821,700)
(872,400)





















Notes

(a) MRP – Minimum Revenue Provision (for debt repayment).   As part of the closure of accounts on 2007/08, the Council determined to apply its balance of unapplied capital receipts in order to reduce its MRP liability in future years.

(b) This relates to an accounting adjustment allowed to offset the Council’s MRP liability.  It dates back to the forced repayment of £9m of urban renewal debt in 1992.  It is now almost extinguished

(c) In recent years, the Council has been making a voluntary MRP payment to offset the effects of the commutation adjustment  This will also not be required in future years. 

(d) No provision has been made for the costs of any supported or unsupported borrowing undertaken in 2008/09 onwards.  Depending upon the availability of other capital resources, the authority has the option of using these in preference to borrowing.  This would have the benefit of reducing the City Council’s MRP requirement in the medium term although as other resources were exhausted the borrowing resource may be required in the longer term.  

(e) Debt Management includes the estimated costs of Financial Services recharges

(f) Transferred debt recharged to Cumbria County Council.

(g) Investment income has been projected assuming an average yield of 5.87% in 2008/09, 4.00% in 2009/10 (which allows for investments made in this year that will carry over into next year) and 3.5% in future years.  These forecasts must be regarded as very provisional at this stage in the budget process.
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