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Report of the Treasurer

1.
Purpose of the Report

1.1
The Chartered Institute of Public Finance and Accountancy’s (CIPFA) Code of Practice on Treasury Management 2001 (the Code) requires the Police Authority to receive a Treasury Management Annual Report on borrowing and investment activity by 30 September following the end of each financial year.  This report meets the requirement and informs Members of the performance of the Authority’s Treasury Management activity in 2004/05.

2.
Background

2.1
The Authority has received the following reports on Treasury Management activity in the current year:-

· 2005/06 Prudential Indicators (as part of Revenue and Capital Budgets 2005/06 report), 16 February 2005.  The indicators set out a range of ratios which support and record local decision making in relation to borrowing for the purposes of capital investment.

· Treasury Policy Statement and Treasury Strategy for 2005/06 to 2007/08, 21 March 2005.  This report sets out the Authority’s policy for borrowing for capital financing purposes and investing surplus funds under Part 1 of the Local Government Act 2003.

2.2
The Authority’s Treasury Management activity is supported by a formal agreement and performance reporting framework, in line with Audit Commission recommendations.  

3.
Treasury Management Service Provision

3.1
Under powers delegated by the Authority, Treasury Management Services are provided by Gateshead Council under the direction of the Treasurer.  The details of the Treasury Management Services agreement were agreed by the Authority at its meeting of 16 June 2004.

3.2
Under the agreement, the Authority’s borrowing and investment are pooled with those of Gateshead Council, via a shared bank account.  When undertaking borrowing and investment on behalf of the Police Authority, Gateshead Council operates an integrated Treasury Management Strategy, and has fully adopted the CIPFA Code of Practice for Treasury Management in the Public Services.  The Treasury Strategy covers:-

· prospects for interest rates;

· Treasury limits in force including Prudential Indicators;

· the borrowing strategy;

· the investment strategy;

· the extent of debt rescheduling opportunities.

3.3
Gateshead Council’s Treasury Management performance has been assessed as ‘Excellent’ by the Audit Commission, and the most recent internal audit report concluded that treasury management systems and procedures are fit for purpose and in accordance with the Police Authority, Treasury Management Services Agreement.  

4.
Investment Performance

4.1
The Treasurer regards the successful identification, monitoring and control of risk to be the prime criteria by which the effectiveness of Treasury Management activities should be measured.  The secondary criteria is the maximisation of income.  Treasury Management policy, strategy and activity reflect this prioritisation.

4.2
All investments were made safely and securely in 2004/05 in accordance with agreed guidelines.  In line with the Treasury Management Services Agreement, the Police Authority receives investment interest on pooled cash balances at the Local Authority Average 7 day (LAA7) rate of interest.  This rate of return is guaranteed to the Police Authority under the agreement, regardless of whether it can actually be achieved on investments.  The LAA7 represents a competitive rate of return on investments and is an industry benchmark.

4.3
During 2004/05, the LAA7 rate varied between 3.94% and 4.63% which yielded interest of £4.634m, an increase of £0.823m on the interest of £3.811m in 2003/04.  The average rate of interest earned in 2004/05 was 4.36%, compared to the actual rate of interest of 4.66% achieved in 2004/05 by pooling the Police Authority and Gateshead investment income.  The difference in rates of 0.3% represents a notional amount of £311k.  This amount does not represent interest foregone by the Police Authority, as the pooled rate of return could not be achieved by the Police Authority investments alone.  Lower amounts of investment income would attract lower rates and necessitate deals for shorter periods, which would impact further on lowering rates.

4.4
Treasury Management expenses totalled £871,000 in 2004/05.  The joint arrangement in place meant that these costs could be shared between the Police Authority and Gateshead Council.  In 2004/05 the costs were apportioned £290,000 to the Police Authority and £581,000 to Gateshead Council.

5.
Borrowing Performance

5.1 
The interest costs associated with borrowing are pooled with those of 
Gateshead Council and apportioned to the Police Authority based on the 
average rate of interest on borrowing (the “pool rate”) applied to the 
Authority’s capital financing requirement.

5.2
The pool rate in 2004/05 was 8.42%, and interest payable amounted to £2.797m (£2.898m in 2003/04).  In addition to this sum, the Authority also paid £90,500 interest on a portfolio of separate loans which were transferred across to the Police Authority upon abolition of Tyne and Wear County Council.  The average rate of interest on these loans was 7.36%.

5.3
The value of principal sums repaid in 2004/05 was £2.128m (£2.264m in 2003/04), whilst additional borrowing of £2.030m was undertaken.

5.4 All borrowing throughout the year was managed within limits that were agreed by the Authority at its meeting of 18 February 2004.  The overall level of borrowing outstanding as at 31 March 2005 is £34.1m, lower than the opening figure of £34.3m as at 1 April 2004.  The overall level of borrowing outstanding was well within the authorised limit for external debt of £53.9m, and the operational boundary for external debt of £43.6m, approved as Prudential Indicators by the Authority.

6.
Financial Implications

6.1
The Treasurer confirms that the financial implications are as set out in the report.

7.
Human Rights Implications

7.1
Nil

8.
Equal Opportunities Implications

8.1
Nil

9.
Recommendations

9.1
The Authority is requested to note the information set out in this report.
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