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REPORT TO CABINET


3 November 2009
TITLE OF REPORT:
Treasury Management – Performance to 30 September 2009  
REPORT OF:

Derek Coates, Strategic Director, Finance & ICT

  
Purpose of the Report 
1. The report summarises the performance of the Treasury Management Service for the six months to 30 September 2009 and recommends that future performance reports in this area could be considered by the Audit Committee.  
Background 
2. The Audit Commission published their national report, ‘Risk and Return’, in April 2009 which detailed a number of procedures and actions that Authorities could put in place to further enhance the Treasury Management service, one of which was to review the frequency of reporting to members and in particular the role of the Audit Committee.

Proposals

3. Cabinet is asked to note the attached Treasury Management Performance report at Appendix 1, to ensure that the Council fully complies with the requirements of treasury management best practice and agree that future performance reports should be considered by the Audit Committee subject to Council agreeing to a change in the terms of reference of the Committee.

Recommendation

4. Cabinet is asked to:

(i) Note the Treasury Management Performance to 30 September 2009.

(ii) Agree that future performance reports be considered by the Audit Committee subject to a change in the Committee’s terms of reference being agreed by the Council as part of a review of the constitution.

For the following reason:

· To ensure that the Council complies with the requirements of good practice as recommended by the Audit Commission ‘Risk and Return’ report and Chartered Institute of Public Finance and Accountancy (CIPFA) Treasury Management Panel Bulletin.

CONTACT:   Derek Coates, extension 3582



PLAN REF: 281


Policy Context

1. The proposals in this report are consistent with the Council’s vision and medium term priorities as set out in Vision 2030 and the Corporate Plan and in particular they ensure that effective use is made of the Council’s resources to ensure a sustainable financial position.
Background

2. In March of each year Cabinet considers a report on the Treasury Strategy for the next twelve months.  In September Cabinet receive a report on performance in the year ended in March of that year.  in the past this has fulfilled the required reporting requirements.

3. The Audit Commission published their national report, ‘Risk and Return’, in April 2009 which detailed a number of procedures and actions that Authorities could put in place to further enhance the Treasury Management service, one of which was to review the frequency of reporting to members and in particular the role of the Audit Committee.

Investment Performance

4. The 2009/10 estimate of investment income for the Council was forecast at £5.76m.  The current projection is £1.46m, based on interest earned to date and expected interest to March 2010.  The £4.3m reduction can be attributed to, market rates matching the fall in the Bank of England base rate, a drop in average investments due to the repayment of long-term debt and a reduction in the number of counter parties available to place deposits with some banks and building societies no longer meeting the Councils stricter lending criteria.  

5. The Council pays interest to the Housing Revenue Account (HRA) and various third parties as a result of funds being placed on deposit on their behalf.  The gross interest of £1.46m is reduced by the estimated amount payable to the HRA and third parties, which is currently £0.37m, giving a projected net interest of £1.09m to the General Fund compared to the budget of £5.11m.

6. No further changes to interest rates are expected before March 2010, with very little change beyond that time.  Currently our Treasury advisors, Sector, are predicting a 0.50% increase in base rate in Quarter 3 2010 (July – Sept).

Rate of Return 

7. The average rate of return is monitored for each investment type that the Council enters into and these are used to calculate an average rate of return for the Council for the month.  The average rate of return for September was 1.37%; this has gradually reduced within the six-month period from 3.92% at the end of 2008/09.  This is to be expected as a result of falling interest rates available from counter parties and the restrictions of the lending list.  The current overall rate of return is 2%, this takes into account the rates achieved on deposits placed in previous periods as well as deposits placed in the current month.

8. As a means of benchmarking the average rate of return for the month and year to date is compared to the equivalent 7 day London Inter Bank Bid Rate (LIBID), this is the rate that banks are willing to borrow money from each other.  For September the monthly return of 0.13% comfortably exceeds the LIBID 7 day rate equivalent of 0.03%.  When adjusted to reflect a year to date average a return of 2.03% is estimated for the Council, which is well in excess of the equivalent LIBID 7 day rate of 0.45% for the same period.

Heritable Bank

9. The Council had £2.8m deposited with Heritable bank when it entered administration in October 2008.  Members have been updated with progress throughout the year and details were also provided in the 2008/09 Statement of Accounts which is available to view on the Council’s website.  The administrator is still positive about progress and issued a dividend of £0.45m in August, reducing the amount outstanding to £2.35m.  A further dividend is expected in December 2009, the amount of which is yet to be confirmed.

Borrowing 

10. To date the Council has entered into new borrowing of £45m, £25m of which has been drawn down with the remaining £20m to be drawn down by the end of the current financial year.  Of the £45m, £38.5m relates to supported borrowing to deliver Decent Homes.  The amount over and above this relates to various schemes supported by prudential borrowing such as Building an Active Future.  To date £6.5m of prudential borrowing has been taken and a further £52.56m is estimated to be required before the end of March 2010.

11. Opportunities for debt restructuring have also been taken in an attempt to reduce the cost of borrowing and therefore offset the reduced investment income.  During 2009/10 debt worth £27.77m has been refinanced providing in year savings of £1.03m.  Market conditions are monitored on a daily basis to ensure that all restructuring opportunities are considered to maximise any available savings.

12. The current forecast for interest payable is £25m at an average rate of 5.22%, this is a saving of £3.43m on the original estimate.  £2.10m of this relates to the General Fund, with the remaining £1.33m relating to the HRA.

13. The projected net impact on the Council’s General Fund of treasury management activity in 2009/10 is an overspend of £2.2m.  This is made up of a reduction in interest on deposits of £4.3m offset by a saving of £2.10m on interest payable.

Consultation

14.
No external consultation has taken place on this report.

Alternative Options

15.
There are no alternative options, as the report is required by best practice guidance 

Implications of recommended options
16.
Financial Implications  - The Strategic Director, Finance & ICT confirms that the financial implications are set out in this report. 

17.
Risk Management Implications – The Treasury Policy and Strategy which informs activity in this area was prepared with the underlying aim of minimising risk to ensure that the Council’s principal sums are safeguarded. Maximising income is considered secondary to this main aim.

18.
Human Resources Implications 

There are no human resources implications arising from this report.
19.
Equality and Diversity Implications

There are no equal opportunities implications arising from this report.
20.
Crime and Disorder Implications
There are no crime and disorder implications arising from this report.

21.
Sustainability Implications

There are no sustainability implications arising from this report.
22.
Health Implications


There are no health implications arising from this report.

23.
Human Rights Implications

There are no human right implications arising from this report.
24.
Are and Ward Implications

There are no area and ward implications arising from this report.
Background Information:

25.
The Sector Quarter 1 and Quarter 2 Treasury Management reports have been used when preparing this report:
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