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Report of the Portfolio Holder for Corporate Governance

ANNUAL REPORT ON THE TREASURY MANAGEMENT SERVICE AND ACTUAL PRUDENTIAL INDICATORS 2008/09
Purpose

The Annual Treasury report is a requirement of the Council’s reporting procedures. It covers the Treasury activity for 2008/09, and the actual Prudential Indicators for 2008/09.

The report meets the requirements of both the CIPFA Code of Practice on Treasury Management and the CIPFA Prudential Code for Capital Finance in Local Authorities.  The Council is required to comply with both Codes in accordance with Regulations issued under the Local Government Act 2003.
Executive Summary

This report covers Treasury operations for the year ended 31st March 2009 and summarises: 

· the capital activity for the year;

· how this activity was financed;

· the impact on the Council’s indebtedness for capital purposes;

· the Council’s overall Treasury position;

· the reporting of the required prudential indicators;

· a summary of interest rate movements in the year;

· debt activity; and
· investment activity.
Appendix A provides a summary of the statutory indicators which must be reported to Members in accordance with the Prudential Code with Appendix B providing the detail to the indicators and Treasury operations for 2008/09. Appendix C contains the Councils current Treasury Management Policy (originally approved by Council on the 5th March 2002) [Members are being asked to note its content and re-approve its adoption for continued use] Appendix D contains the Authority’s Treasury Management Practices.
The Treasury Function has achieved the following favourable results:

· The Authority has complied with the professional codes, statutes and guidance;

· There are no major issues to report regarding non-compliance with the approved prudential indicators;

· Excluding the Icelandic investments (currently identified ‘at risk’) the Council maintained an average investment balance of £17m and achieved an average return of 5.39% (budgeted at £21.42m at 5.38%). If the Icelandic investments are included then the average balance invested is £21.9m, but the average annual return is reduced to 4.17% as a result of unlikely payment of associated interest due.

· These results compare favourably with the average LIBID 7-day rate for 2008/09 of 3.69% the CIPFA Treasury Benchmarking Club average rate of 5.23% in light of the current financial climate, lower levels of deposits/funds and shorter investment timelines when compared to other Authorities;

· The closing internal rate on borrowing has reduced from 7.16% to 7.11%;
· The Treasury Management Function has achieved an outturn investment income of £709k compared to a budget of £1.1m, the shortfall being due to the exceptional circumstances that have evolved over the year, the £460k reduction being due to interest not received from Icelandic investments.
During 2008/09 the Council complied with its legislative and regulatory requirements.
The Corporate Director Resources confirms that borrowing was only undertaken for a capital purpose and the Statutory borrowing limit, the Authorised Limit, was not breached.
At 31 March 2009, the Council’s external debt was £23.14m (£22.44m at 31 March 2008) and its investments totalled £19.63m (£18.35m at 31 March 2008) which includes £4.5m Icelandic Banking sector loans that were due to be repaid in 2008/09 and £3m that were due to mature in the future.
Members attention is drawn to the following points;
1. Sovereign rating of the United Kingdom (UK) 
In view of the current ‘Negative Rating Outlook’ placed on the Sovereign rating of the UK by Standard & Poor’s rating agency, a downgrade could impact on the Council’s Counterparty listing. Our current criteria states that we can deposit funds with ”a body which has been provided with a government issued guarantee for wholesale deposits within specific timeframes. Where these guarantees are in place and the government has an AAA sovereign long term rating these institutions will be included within the Council’s criteria temporarily until such time as the ratings improve or the guarantees are withdrawn. Monies will only be deposited within the timeframe of the guarantee” Members are being asked therefore to give dispensation to this criteria solely in the case of the UK Government and subject to regular reviews.
2. Use of Eligible Institutions
It should be noted that the Council is using ‘eligible institutions’ for investment purposes in line with the approved Treasury Management Strategy for 2009/10 – up to £1m each (£4m in total). However, following a recent downgrade the limit for the Council’s banker (the Co-operative Bank Plc) has reduced to £0.5m which is now considered impractical and it is recommended that this be increased to £1m, in line with the other eligible institutions.
Implications of the Report

There are no financial implications or staffing implications arising from the report.

The Council is aware of the risks of passive management of the Treasury Portfolio and with the support of Butlers, the Council’s Treasury Management advisers, has proactively managed its debt and investments over this very difficult year.
The contract with Butlers is now drawing to an end and a tendering exercise is being undertaken to invite tenders from those with experience of local government treasury consultancy to provide such services under a new contract. It is recommended that delegated authority be given to the Corporate Director Resources (or their Deputy) in liaison with the Portfolio Holder for Corporate Governance to enter into a new 3-year contract (with an optional 2 year extension) with effect from August 2009. 

As part of the Councils approach to Value for Money / Efficiencies, we have taken part in the CIPFA Treasury Management Benchmarking Club as detailed within the report. 
The Treasury Strategy has been the subject of an Equalities Impact Assessment.
Recommendations

1. That Cabinet request Council to,  
a) Approve the actual 2008/09 Prudential Indicators within the report;
b) Accept the Treasury Management stewardship report for 2008/09;
c) Re-approve the Councils existing Treasury Management Policy;
d) Approve the Treasury Management Practices;
e) Confirm the use of ‘eligible institutions’ in line with the approved Treasury Management Strategy for 2009/10 and approve that the limit for the Council’s banker (the Co-operative Bank Plc) be increased to £1m;
f) Authorises the use of institutions currently supported by the UK Government should its Sovereign rating be downgraded below the current requirement for an ‘AAA’ rating by all three rating Agencies.
2. That Cabinet approve that the Corporate Director Resources (or their Deputy) is given delegated authority in liaison with the Portfolio Holder for Corporate Governance to enter into a new 3-year contract (with an optional 2 year extension) for Treasury Management Consultancy Services with effect from August 2009.
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Appendix A
	Figures are for the financial year unless stated otherwise within the indicator title
	Actual 2008/09
	Revised Indicator 2008/09 (Council Feb 2009)
	Original Indicator 2008/09
	Actual 2007/08

	Capital Expenditure
	£5.38m
	£5.91m
	£5.77m
	£4.93m

	Capital Financing Requirement (CFR) at 31 March 2008
	 
	
	 
	 
	 
	 

	Non Housing
	£0.67m
	£0.67m
	£0.44m
	£0.70m

	Housing
	£22.43m
	£22.43m
	£21.95m
	£21.95m

	Total
	£23.10m
	£23.10m
	£22.39m
	£22.65m

	Treasury Position at 31 March 2008
	 
	
	 
	 
	 
	 

	Borrowing
	£23.14m
	£23.14m
	£22.44m
	£22.44m

	Other Long Term Liabilities
	£0.00m
	£0.00m
	£0.00m
	£0.00m

	Total Debt
	£23.14m
	£23.14m
	£22.44m
	£22.44m

	Investments
	£19.63m
	£17.89m
	£13.75m
	£18.34m

	Net Borrowing
	£3.51m
	£5.26m
	£8.69m
	£4.10m

	Authorised Limit (against maximum borrowing position in year)
	Maximum Borrowing in year £23.61m
	£31.60m
	£31.70m
	 

	Operational Boundary (against expected borrowing position in year)
	
	£23.14m
	£22.94m
	 

	Ratio of financing costs to net revenue stream
	 
	 
	 
	 
	 
	 

	General Fund
	(4.13)%
	(3.00)%
	(9.10)%
	(10.64)%

	Housing Revenue Account
	(6.58)%
	(5.90)%
	(5.60)%
	(7.01)%

	(the negative ( ) values indicate a surplus of income on investments/HRA subsidy over debt financing costs)
	
	
	 
	 
	 
	 

	Upper limits on average net principal exposed to fixed interest rates
	£2.40m
	not revised
	£10.44m
	£(0.23)m

	Upper limits on average net principal exposed to variable interest rates
	£(1.79)m
	not revised
	£2.24m
	£(0.73)m

	Maturity structure of fixed rate borrowing
	Closing
	Max
	 
	
	Closing
	Max

	Under 12 months
	3.3%
	3.3%
	not revised
	20%
	0.0%
	8.9%

	1 year to 2 years
	8.9%
	8.9%
	
	20%
	3.3%
	3.3%

	2 years to 5 years
	0%
	0%
	
	25%
	8.9%
	8.9%

	5 years to 10 years
	21.3%
	21.3%
	
	75%
	22.3%
	22.3%

	10 years and above
	68.7%
	68.7%
	
	100%
	65.5%
	65.5%

	Principal funds invested > 364 days at year end (excluding £7.5m in Icelandic Banks for 2008/09)
	£2.00m
	not revised
	£9.00m
	£6.00m


In addition to the above table the Council is required as a Prudential Indicator to:

· Adopt the CIPFA Code of Practice.

·  Ensure that over the medium term, borrowing will only be for a capital purpose (i.e. net external borrowing is less than the CFR).

The compliance for these indicators is highlighted in the body of the report.

Appendix B

Introduction and Background
This report summarises: 

· the capital activity for the year;

· how this activity was financed;

· the impact on the Council’s indebtedness for capital purposes;

· the Council’s overall Treasury position;

· the reporting of the required prudential indicators;

· a summary of interest rate movements in the year;

· debt activity; and

· investment activity.

The Council’s Capital Expenditure and Financing 2008/09
The Council undertakes capital expenditure on long term assets.  These activities may either be:

· Financed immediately through capital receipts, capital grants etc.; or

· If insufficient financing is available, or a decision is taken not to apply capital resources, the expenditure will give rise to a borrowing need.  

Part of the Council’s Treasury Activities is to address this borrowing need, either through borrowing from external bodies, or utilising temporary cash resources within the Council.  The wider Treasury Activities also include managing the Council’s cash flows, its previous borrowing activities and the investment of surplus funds.  These activities are structured to manage risk foremost, and then optimise performance. Wider information on the regulatory requirements is shown at page 15.

The actual capital expenditure forms one of the required prudential indicators. The table below also shows how Capital expenditure was financed.
	 
	2007/08
	2008/09
	2008/09

	 Activity
	Actual
	Estimate*
	Actual

	 
	£m
	£m
	£m

	Non-HRA Capital Expenditure
	1.218
	2.117
	1.781

	HRA Capital Expenditure
	3.715
	3.796
	3.577

	Total Capital Expenditure
	4.933
	5.913
	5.358

	Financed by:
	 
	
	

	Capital Receipts
	0.910
	1.471
	1.117

	Capital Grants
	0.163
	0.783
	0.288

	Capital Reserves/Revenue
	3.380
	3.179
	3.473

	Unfinanced Capital Expenditure - additional need to borrow subsidised by Government (Supported Capital Expenditure)
	0.480
	0.480
	0.480

	Totals
	4.933
	5.913
	5.358


* Revised Prudential Indicator reported to Council February 2009.
The Council’s Overall Borrowing Need

The Council’s underlying need to borrow is called the Capital Financing Requirement (CFR). This figure is a gauge for the Council’s debt position. It represents 2008/09 and prior years net capital expenditure which has not yet been paid for by revenue or other resources.  
The Non-HRA element of the CFR is reduced each year by a statutory revenue charge (called the Minimum Revenue Provision – MRP currently 4%). The total CFR can also be reduced by:

· the application of additional capital resources (such as unapplied capital receipts); or 
· charging more than the statutory revenue charge (MRP) each year through a Voluntary Revenue Provision (VRP).
With effect from 1 April 2008 the CLG introduced new MRP Guidance which requires an MRP Policy to be approved by Members. This new policy was re-approved by Council on 24th February 2009. 
The Council’s CFR for the year is shown below, and represents a key prudential indicator.
	Capital Financing Requirement

 

 
	31st March 2008
	31st March 2009 
	31st March 2009

	
	Actual
	Original Indicator
	Actual

	
	£m
	£m
	£m

	Opening Balance
	22.201
	22.652
	22.652

	Add - Unfinanced Capital Expenditure (borrowing requirement)
	0.480
	0.480
	0.480

	Less – MRP (on Non-HRA element)
	(0.029)
	(0.028)
	(0.028)

	Closing Balance
	22.652
	23.104
	23.104


Treasury Position at 31 March 2009
Whilst the Council’s gauge of its underlying need to borrow is the CFR, the Corporate Director Resources and the Treasury Function can manage the Council’s actual borrowing position by either: 
· borrowing to the CFR; or

· choosing to utilise some temporary internal cash flow funds instead of borrowing (under-borrowing); or 
· borrowing for future increases in the CFR (borrowing in advance of need). 
It should be noted that the accounting practice required to be followed by the Council (the SoRP), changed in the 2007/8 accounts, and required financial instruments in the accounts (debt and investments etc.) to be measured in a method compliant with national Financial Reporting Standards. The figures in this report are based on the amounts borrowed and invested and so may differ form those in the final accounts by items such as accrued interest.
It can be reported that during 2008/09 the Corporate Director Resources managed the net debt position within the CFR and the Treasury position for 2008/09 and 2007/08 is detailed in the table below:
	 

 Net Debt Position
	 
	Closing Position @ 31st March 09
	Closing Position @ 31st March 08

	
	 
	Principal
	Rate
	Principal
	Rate

	Debt
	
	 
	 
	 
	 

	Fixed Interest Rate
	
	£23.14m
	7.08%
	£22.44m
	7.16%

	Variable Interest Rate
	
	£0.00m
	0.00%
	£0.00m
	0.00%

	Total Debt
	
	£23.14m
	7.08%
	£22.44m
	7.16%

	 
	
	
	
	 
	 

	Investments
	
	
	
	 
	 

	Fixed Interest:
	
	
	
	 
	 

	Short Term
	
	£9.4m
	6.06%
	£11.75m
	5.83%

	Long Term
	
	£2.0m
	5.81%
	£6.00m
	6.03%

	Total Fixed Interest
	
	£11.4m
	5.01%
	£17.75m
	5.90%

	Variable Interest (Co-op Reserve)
	
	£0.73m
	0.00%
	£0.59m
	2.45%

	Sums at Risk (Icelandic Banks*)
	
	£7.5m
	0.00%
	na
	na

	Total Investments
	
	£19.63
	
	£18.34m
	5.80%

	Net Borrowing Position
	
	£3.51m
	
	£4.10m
	 


* Value of investments ‘At Risk’ at 31st March 2009

Prudential Indicators and Compliance Issues
Some of the prudential indicators provide either an overview or specific limits on Treasury activity.  These are shown below:

Net Borrowing and the CFR - In order to ensure that borrowing levels are prudent over the medium term the Council’s external borrowing, net of investments, must only be for a capital purpose.  Net borrowing should not therefore, except in the short term, have exceeded the CFR for 2008/09 plus the expected changes to the CFR over 2009/10 and 2010/11. The table below highlights the Council’s net borrowing position against the CFR. The Council has complied with this prudential indicator.
	Net Borrowing and the CFR
	31st March 2008 Actual
	31st March 2009 Original Indicator
	31st March 2009 Actual

	Net Borrowing Position
	£4.10m
	£8.82m
	£3.51m

	CFR
	£22.65m
	£23.10m
	£23.10m


The Authorised Limit - The Authorised Limit is the “Affordable Borrowing Limit” required by s3 of the Local Government Act 2003.  The Council does not have the power to borrow above this level. The table below demonstrates that during 2008/09 the Council has maintained gross borrowing within its Authorised Limit. 

The Operational Boundary – The Operational Boundary is the expected borrowing position of the Council during the year.  Periods where the actual position is either below or over the Boundary is acceptable subject to the Authorised Limit not being breached. 
Actual financing costs as a proportion of net revenue stream - This indicator identifies the trend in the cost of capital (borrowing and other long term obligation costs net of investment income) against the net revenue stream.
	 Indicator
	2008/09

	Original Indicator - Authorised Limit
	£31.7m

	Maximum gross borrowing position
	£23.14m

	Original Indicator - Operational Boundary
	£22.94m

	Average gross borrowing position
	£22.89m

	Financing costs as a proportion of net revenue stream
	

	General Fund
	(4.1)%

	HRA
	(6.6)%


 Economic Background for 2008/09
The 2008/09 financial year has featured one of the most testing and difficult economic and investment environments since the 1930s. It has featured a number of very significant changes in the performance of the UK as well as global economy. Beneath all of this has been the undercurrent of uncertainty and mistrust in the financial markets. This was not an easy backdrop in which to manage an investment portfolio.

The year opened on an uncertain note. The ongoing effects of the “credit crunch” which had started in 2007 prompted a bout of monetary policy easing in early April when the Bank of England cut its Bank Rate by 0.25% to 5%.

But inflation was rising sharply, courtesy of the strength of global commodity and food prices and the very steep rise in oil prices. The Consumer Price Index (CPI) inflation measure breached the 3% upper limit of the Governments’ target range in April. The Bank was concerned that these external cost pressures could eventually transform into a domestic wage/price spiral and kick start a bout of damaging inflation.

Rates were left on hold through the summer months and there seemed to be some signs of a gradual return to slightly more normal conditions in the money markets. But this was not to last. Mid-September saw a “sea change” in financial markets and economic policies. The collapse of US investment bank, Lehman Brothers, dealt a devastating blow to the markets. Liquidity dried up almost completely making it extremely difficult for banks to function normally. These developments culminated in the failure of the entire Icelandic banking system in early October.

The failure of the Icelandic banking system had a major impact on local authority investments. A number of local authorities had deposits with Icelandic institutions and these investments are still at risk.
The Council has a total of £7.5m invested with three Icelandic Banks. In relation to Heritable Bank and Kaupthing, Singer and Friedlander which are under administration under UK law, the administrators have indicated recoveries of 80% and 50% respectively, whilst Glitner Bank (which is in administration under Icelandic law) is currently being assumed to be 100% recovery due to wholesale depositors being treated as priority creditors.

In preparing the final accounts these provisional recovery rates have been applied and by adopting the changes arising from the SORP, new regulations (& guidance) governing the impairment of financial assets, the resulting losses have been included in the deficit on the Income and Expenditure Account. However, the regulations allow the deferral of the impact of the impairment on the General Fund until 2010/11 so a reversal is shown as a reconciling item in Statement of Movement on General Fund Balance. All accrued interest up until bank failure date has been written off to the income and expenditure account.

The crisis in the financial markets deepened and threatened a complete ‘melt-down’ of the world financial system. This, together with evidence that economies had entered recession prompted a number of significant policy changes. In the UK these featured the following:

· a major rescue package totalling as much as £400bn to recapitalise the banking system

· a series of interest rate cuts down to 2% in early December

· a fiscal expansion package, including a 2.5% cut in VAT.

The New Year failed to herald a change in the fortunes of the banking sector. Central banks continued to ease monetary policies in an attempt to reduce borrowing rates and hence alleviate some of the cost pressures being experienced by financial institutions and, more to the point, the corporate and household sectors.

With official interest rates in the US already at close to zero at end-2008, the Bank of England was at the forefront of policy easing. Bank Rate was cut in successive monthly moves from 2% at the outset of the year to the historically low level of 0.5% in March. Thereafter, the Bank resorted to the quantitative easing of monetary policy via a mechanism of buying securities from investment institutions in exchange for cash. This commenced in early March and is expected ultimately to amount to £150bn.

Aside from Bank of England assistance, the central government launched the second phase of its support operations for the banking industry during the second half of January. This failed to allay fears that even more aid might have to be extended to the banking industry before the crisis is over. During the course of the quarter, two major banks, RBS and Lloyds Group, needed substantial cash injections; action that led the public sector to assume near-full ownership. In addition to this, the Dunfermline Building Society was rescued from bankruptcy.

The problems of the financial markets since late 2007 had clearly spread to other parts of the economy. Economic data confirmed that the UK was in deep recession and the latest Bank of England Inflation Report (published in mid-February) registered a marked change in official forecasts for 2009 and 2010. Economic activity was expected to decline sharply (GDP was forecast to contract by more than 4% in 2009) and inflation was projected to fall into negative territory

The generally uncertain backdrop to the UK and the financial markets prevented a marked easing in overall money market liquidity. While the situation did show some signs of improving as the financial year drew to a close, the margin between official interest rates and those quoted in the inter-bank market for periods longer that 1-month remained very wide. 

Interest Rates
	End Qtr
	Bank

Rate %
	LIBOR %
	PWLB Rates %

	
	6 
	3mth
	6mth
	1yr
	5yr
	20yr
	50yr

	2008 March
	5.25
	6.00
	6.00
	5.8
	4.14
	4.70
	4.43

	Jun
	5.00
	5.95
	6.16
	6.44
	5.24
	5.08
	4.54

	Sep
	5.00
	6.25
	6.34
	6.42
	4.36
	4.76
	4.63

	Dec
	2.00
	2.77
	2.96
	3.07
	3.00
	4.10
	3.94

	2009 March
	0.50
	1.65
	1.87
	2.07
	2.77
	4.24
	4.68
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The Strategy Agreed for 2008/09
General

The strategy for 2008/09 was affected by the ongoing uncertainty over interest rate levels, as a result the Council took a cautious approach to its Treasury Strategy.

Investments

The Investment Strategy for 2008/09 – 2010/11 (approved by Council in February of 2008) was based on the expectation that shorter-term interest rates, on which investment decisions were based, showed a likelihood of the Bank Rate of 5.75% being the peak with the next fall from the then 5.50% expected in early 2008. The Council’s investment decisions were based on comparisons between the rises priced into market rates, against the Council’s and advisers own forecasts. It was thought that investment decisions would be based on fixed longer periods  with fixed investments rates which would enable us to lock in good value and security of return when opportunities arose, though still subject to over riding credit counterparty security.
As a result of the banking crisis revised procedures were put in place in order to enhance the internal control process, the overriding principles adopted and reported to Council in February 2009 included;
1. an additional level of control/risk mitigation in order to deal with investment issues, including a review of all investments to assess their associated exposure/risk;
2. additional controls and processes put in place to reduce exposure to further defaults; 
3. ongoing review and a detailed risk assessment and review of operating procedures.
4. Members approved sufficient flexibility for officers to react to market conditions in light of the future possible changes in the extraordinary circumstances. This allows officers to take advantage of any opportunities as they become available, within the further restricted counter party criteria 
5. a fundamental review of counterparty list – only highly rated Banks & Building Societies are included and eligible institutions ‘guaranteed’ by the UK Government;
6. the focus on the three priority areas: Security, Liquidity, Yield;
7. investments reviewed in relation to global exposure.
8. investment panel in place to consider daily operational investment decisions chaired by the Corporate Director Resources.
9. making appropriate investment decisions based on market intelligence in addition to credit rating agency information.
10. strategy specifically focussed at setting appropriate Governance Standards and performance measures including the flexibility to react to these uncertain times.
11. review of guarantees and their underlying strengths.
12. regular reporting to Members re: investment exposure & performance.
13. robust review of the Treasury Portfolio including;
a) quarterly review;
b) details of Investments published on the Website;
c) proactive monitoring / rating watch notifications (including down-grading) and review of investment options and exposure for appropriate exit strategies (as circumstances dictate).
The Corporate Director Resources, under delegated powers undertook the most appropriate form of investments based on the prevailing interest rates and market data at the time, taking into account the risks shown in the forecast above.
It should be noted that the Council is using ‘eligible institutions’ for investment purposes in line with the approved Treasury Management Strategy for 2009/10 – up to £1m for each institution / bank (£4m in total for all eligible institutions) as detailed below:

Bank of Scotland Plc

Lloyds TSB Bank

Royal Bank of Scotland

Nationwide Building Society

However, following a recent downgrade the limit for the Council’s banker (the Co-operative Bank Plc) has reduced to £0.5m which is now considered impractical and it is recommended that this be increased to £1m, in line with the other eligible institutions.
Borrowing

Maintaining debt levels as near to the CFR as possible was seen as being the optimum, the actual level of a debt at 31st March 2009 was £23.142m compared to a CFR of £23.103m or 0.17% above optimum.
The actual debt management activity during 2008/09 for loans drawn to finance net capital spend and naturally maturing debt were:
	Lender
	Principal
	Type
	Interest Rate
	Maturity
	Average for 2008/09

	PWLB
	£0.7m
	Fixed interest rate
	4.39%
	50 years
	4.45%


This compares with a budget assumption of borrowing at an interest rate of 4.5%.

Rescheduling – The Council did not undertake any rescheduling of loans during 2008/09.  
Repayment – There were no loan maturities in 2008/09
Summary of Debt Transactions – The overall position of the debt activity resulted in a fall in the average interest rate by 0.05%. 
Investment Position

Investment Policy – The Council’s investment policy is governed by DCLG Guidance, which was implemented in the annual investment strategy approved by Council on 24th February 2009. The investment activity during the year conformed to the approved strategy, and the Council had no liquidity difficulties.
Resources – The Council’s longer term cash balances comprise primarily revenue and capital resources, although these will be influenced by cash flow considerations. The Council’s core cash resources comprised as follows, and meet the expectations of the budget:
	Balance Sheet Resources 
	31st March 2008
£000’s
	31st March 2009
£000’s

	Balances
	7,038
	8,935

	Earmarked Reserves
	7,762
	6,622

	Usable Capital Receipts
	3,601
	3,553

	Total
	18,401
	19,110


Investments Held by the Council 
The Council does not have the expertise or resources to actively use a wide range of investment products and therefore performance tends to be more stable but lower over the longer term than for professionally managed funds (whose performance may fluctuate more). After taking account of the impairment of Icelandic investments the Council maintained an average balance of £21.9m and received an average return of 4.17%. The comparable performance indicator is the average 7-day LIBID rate, which was 4.71%. This compares with a budget assumption of £21.42m investment of balances at an interest rate of 5.38%.

CIPFA Benchmarking Club
The Council is a member of the CIPFA Treasury Management Benchmarking Club and is a means to assess our performance for the year against other members. Our average return for the year (as mentioned above) was 4.17% compared to the group average of 5.16% (information from CIPFA Benchmarking Report). If we excluded the impaired investments our rate would have been higher at 5.39% compared to the group of 5.26%. This variance is due to the higher level of exposure to the Icelandic banks than our counterparts.
This can be analysed further into the following categories:
	Excluding Impaired Investments
	Average Balance Invested                £ m
	Average Rates Received %

	Category
	Tamworth Borough Council
	CIPFA Benchmarking Club
	Tamworth Borough Council
	CIPFA Benchmarking Club

	Investments < 365 days Managed in-house
	10.4
	70.6
	5.47
	5.45

	Investments > 365 days Managed in-house
	5.2
	16.2
	5.67
	5.87

	Call Accounts       (7 day notice for Tamworth)
	1.4
	10.5
	3.85
	4.10

	All Investments Managed in-house
	17.0
	108.4
	5.39
	5.23


The data above displays that despite the Council being a small investor in the markets, performance is on par when compared with other members of the benchmarking club. 
The graphs reproduced below highlights Tamworth’s investment performance compared to
other members of the benchmarking club.
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Performance Indicators set for 2008/09
This service has set the following local performance indicators: 
· To Maximise investment returns by ensuring that the average balance held in the Councils current amounts (non-interest earning) is maintained below £5,000;
· The actual average balance held in the current accounts for 2008/09 was  £(3,336)
( £(1,250) in 2007/08);
· The net loss of interest for 2008/09 (loss of investment interest on un-invested balances less any overdraft interest incurred) was £18 (5p per day) compared to £260 for 2007/08 (71p per day);
· Average external interest receivable in excess of 3 month LIBID rate;

· Whilst the assumed benchmark for local authorities is the 7 day LIBID rate, a higher target is set for internal performance. The actual return was 4.17% compared to the 3 month LIBID of 4.49% (0.32% below target).
Regulatory Framework, Risk and Performance

The Council’s Treasury Management activities are regulated by a variety of professional codes and statutes and guidance:

· The Local Government Act 2003 (the Act), which provides the powers to borrow and invest as well as providing controls and limits on this activity;

· The Act permits the Secretary of State to set limits either on the Council or nationally on all local authorities restricting the amount of borrowing which may be undertaken (although no restrictions were made in 2007/08);

· Statutory Instrument (SI) 3146 2003, as amended, develops the controls and powers within the Act;

· The SI requires the Council to undertake any borrowing activity with regard to the CIPFA Prudential Code for Capital Finance in Local Authorities;

· The SI also requires the Council to operate the overall treasury function with regard to the CIPFA Code of Practice for Treasury Management in the Public Services;
· Under the Act the ODPM (now DCLG) has issued Investment Guidance to structure and regulate the Council’s investment activities.

· Under section 238(2) of the Local Government and Public Involvement in Health Act 2007 the Secretary of State has taken powers to issue guidance on accounting practices. Guidance on Minimum Revenue Provision was issued under this section on 8th November 2007.

The Council has complied with all of the above relevant statutory and regulatory requirements which limit the levels of risk associated with its treasury management activities.  In particular its adoption and implementation of both the Prudential Code and the Code of Practice for Treasury Management means both that its capital expenditure is prudent, affordable and sustainable, and its treasury practices demonstrate a low risk approach.

The Council is aware of the risks of passive management of the treasury portfolio and, with the support of Butlers, the Council’s advisers, has proactively managed its treasury position. 
The Council has continued to utilise historically low borrowing costs and has complied with its internal and external procedural requirements.
There is little risk of volatility of costs in the current debt portfolio as the interest rates are predominantly fixed, utilising long-term loans.  
Shorter-term rates and likely future movements in these rates predominantly determine the Council’s investment return. These returns can therefore be volatile and, whilst the risk of loss of principal is minimised through the annual investment strategy, accurately forecasting future returns can be difficult.

Treasury Management Advisors
The Council has used Treasury Consultants for a number of years for advice on its major Treasury transactions:

· Weekly economic forecasts

· Daily investment / Borrowing rates & advice

· Treasury strategy advice (including quarterly meetings)

· Debt rescheduling

· Credit worthiness updates

· Training / technical seminars

· Ad hoc Treasury advice

There are four companies with experience of local government treasury consultancy:

Butlers 

Sector Treasury Services

Sterling

Arlingclose

Butlers have been the advisor since 1998, following a competitive tender. This choice was made because they offered a more pro-active service at a lower cost than Sector Treasury Services, the previous consultant.

Following the waiving of financial guidance & contract standing orders, Members agreed an extension to the contract with Butlers and a new contract was put in place to run until August 2009.

This contract is now drawing to an end and a tendering exercise is being undertaken, using the Intend system, to invite tenders from those with experience of local government treasury consultancy to provide such services under a new contract. It is recommended that delegated authority be given to the Corporate Director Resources (or their Deputy) in liaison with the Portfolio Holder for Corporate Governance to enter into a new 3-year contract (with an optional 2 year extension) with effect from August 2009. 

Should Members require further information on this report please contact 
Phil Thomas – Financial Accountant on Extension 239
APPENDIX C
TREASURY MANAGEMENT POLICY STATEMENT

Policies and Objectives

As recommended within the CIPFA Code of Practice for Treasury Management, the Council’s policies and objectives of its treasury management activities are defined as follows:

This organisation defines its treasury management activities as:

1. “The management of the organisation’s cash flows, its banking, money market and capital market transactions; the effective control of the risks associated with those activities; and the pursuit of optimum performance consistent with those risks.”

2. This organisation regards the successful identification, monitoring and control of risk to be the prime criteria by which the effectiveness of its treasury management activities will be measured. Accordingly, the analysis and reporting of treasury management activities will focus on their risk implications for the organisation.

3. This organisation acknowledges that effective treasury management will provide support towards the achievement of its business and service objectives. It is therefore committed to the principles of achieving best value in treasury management and to employing suitable performance measurement techniques, within the context of effective risk management.
APPENDIX D

TREASURY

MANAGEMENT

PRACTICES

(2009-10)
TREASURY MANAGEMENT PRACTICES

TMP1 : RISK MANAGEMENT
General Statement

The Section 151 Officer will design, implement and monitor all arrangements for the identification, management and control of Treasury Management risk; will report at least annually on the adequacy / suitability of the arrangements and will report, as a matter of urgency, the circumstances of any actual or likely difficulty in achieving the Council’s objectives.  The reports will be in accordance with the procedures contained in TMP6.

Liquidity Risk Management

The Council will ensure that it has adequate though not excessive cash, resources, borrowing arrangements, overdraft or standby facilities to enable it to have, at all times, sufficient funds for the achievement of its service objectives.

Interest Rate Management

The Council will manage its exposure to fluctuations in interest rates with a view to containing its interest costs, or securing its interest revenues, in accordance with the amounts provided in its budgets as specified in TMP6.

Exchange Rate Risk Management

Council will manage its exposure to fluctuations in exchange rates so as to minimise any detrimental impact on its budgeted income / expenditure levels.

Inflation Risk Management

The effects of inflation on Treasury Management will be controlled as an integral part of the Council’s overall inflation strategy.

The Council will achieve its aims relating to interest rates, exchange rates and inflation by the prudent use of its approved financing and investment instruments, methods and techniques, primarily to create stability and certainty of costs and revenues, but at the same time retaining a sufficient degree of flexibility to take advantage of unexpected, potentially advantageous changes in the level or structure of interest rates, exchange rates or inflation.  These may require approval of a change in policy or budget.

Credit and Counterparty Risk Management

The Council regards a prime objective of its Treasury Management activities to be the security of the principal sums it invests.  It will, therefore, ensure that its counterparty lists and limits reflect a prudent attitude towards organisations with whom funds are deposited, and will limit its investment activities to the instruments, methods and techniques referred to in TMP4.
Refinancing Risk Management

The Council will ensure that its borrowing, private financing and partnership arrangements are negotiated, structured and documented, and the maturity profile of the monies so raised are managed, with a view to obtaining offer terms for renewal or refinancing, if required, which are competitive and as favourable as can reasonably be achieved in the light of market conditions prevailing at the time.

It will actively manage its relationships with its counterparties in these transactions in such a manner as to secure this objective, and avoid over-reliance on any one source of funding if this might jeopardise achievement of the above.

Legal and Regulatory Risk Management

The Council will ensure that all its Treasury Management activities comply with its statutory powers and regulatory requirements.  It will demonstrate such compliance, if required, to all parties with whom it deals.  In framing its counterparty policy, it will ensure that there is evidence of counterparties’ powers, authority and compliance in respect of the transactions they may effect with the Council, particularly with regard to duty of care and fees charged.

The Council recognises that future legislative or regulatory changes may impact on its Treasury Management activities and, so far as it is reasonably able to do so, will seek to minimise the risk of these impacting adversely on the Council.

Fraud, Error and Corruption, and Contingency Management
The Council will ensure that it has identified the circumstances which may expose it to the risk of loss through fraud, error, corruption or other eventualities in its Treasury Management dealings.  Accordingly, it will employ suitable systems and procedures, and will maintain effective contingency management arrangements, to these ends.

Market Risk Management

The Council will seek to ensure that its stated Treasury Management policies and objectives will not be compromised by adverse market fluctuations in the value of the principal sums it invests and will accordingly seek to protect itself from the effects of such fluctuations.
TMP2 : BEST VALUE AND PERFORMANCE MEASUREMENT
The Borough Council is committed to the pursuit of best value in its Treasury Management activities, and to the use of performance methodology in support of that aim, within the framework set out in the Treasury Management Policy Statement.
The Treasury Management function will be the subject of ongoing analysis of the value it adds in support of the Council’s stated service objectives.  It will be the subject of regular examination of alternative methods of service delivery, of the availability of fiscal, grant or subsidy incentives, and the scope for other potential improvements.

TMP3 : DECISION-MAKING AND ANALYSIS

The Council will maintain full records of its Treasury Management decisions, and of the processes and practices applied in reaching those decisions, both for the purposes of learning from the past, and for demonstrating that reasonable steps were taken to ensure that all issues relevant to those decisions were taken into account at the time.

TMP4 : APPROVED INSTRUMENTS, METHODS AND TECHNIQUES

The Council will undertake its Treasury Management activities by employing only those instruments, methods and techniques detailed in the schedule to this document, and within the limits and parameters defined in TMP1.

TMP5 : ORGANISATION, CLARITY AND SEGREGATION OF RESPONSIBILITIES, AND DEALING ARRANGEMENTS

The Council considers it essential, for the purposes of the effective control and monitoring of its Treasury Management activities, for the reduction of risk of fraud or error, and for the pursuit of optimum performance, that these activities are structured and managed in a fully integrated manner, and that there is at all times a clarity of Treasury Management responsibilities.
The principle, on which this will be based is the clear distinction between those charged with setting Treasury Management policies and those charged with implementing and controlling these policies, particularly with regard to the execution and transmission of funds, the recording and administering of Treasury Management decisions and the audit and review of the Treasury Management function.
Any proposed departure from these principles will be reported by the Section 151 Officer in accordance with TMP6.
The Section 151 Officer will ensure that there are clear written statements of the responsibilities for each post engaged in Treasury Management, and the arrangements for absence cover
The Section 151 Officer will ensure that there is proper documentation for all deals and transactions, and that procedures exist for the effective transmission of funds.

TMP6 : REPORTING REQUIREMENTS AND MANAGEMENT INFORMATION ARRANGEMENTS

The Council will ensure that regular reports are prepared and considered on the implementation of its Treasury Management policies; on the implications of changes, particularly budgetary, resulting from regulatory, economic, market or other factors affecting its Treasury Management activities; and on the performance of the Treasury Management function.

As a minimum Cabinet and Council will receive:

· An annual report on the planned strategy to be pursued in the coming year and the reporting of Prudential Indicators.
· An annual report on the performance of the Treasury Management function including the performance against the Prudential Indicators, the effects of the decisions taken and the transactions executed in the past year and on any circumstances of non-compliance with the Council’s Treasury Management policy statement and TMP’s.
TMP7 : BUDGETING, ACCOUNTING AND AUDIT ARRANGEMENTS

The Section 151 Officer will prepare and Council will approve an annual budget for Treasury Management, which will bring together all of the costs involved in running the Treasury Management function together with associated income.  The matters to be included will at minimum be those required by statute or regulation, together, with such information as will demonstrate compliance with TMP1, TMP2 and TMP4.
The Section 151 Officer will exercise effective controls over this budget and report in accordance with TMP6.

The Council will account for its Treasury Management activities, for decisions made and transactions executed in accordance with appropriate accounting practices and standards, and with statutory and regulatory requirements in force for the time being.
The Council will ensure that its auditors, and those charged with regulatory review, have access to all information and papers supporting the activities of the Treasury Management functions necessary for the proper fulfilment of their roles.

TMP8 : CASH AND CASH FLOW MANAGEMENT

Unless statutory or regulatory requirements demand otherwise, all monies in the hands of the Council will be under the control of the Section 151 Officer and will be aggregated for cash flow and investment management purposes.  Cash flow projections will be prepared on a regular and timely basis and the Section 151 Officer will ensure that these are adequate for the purpose of monitoring compliance with TMP1.

TMP9 : MONEY LAUNDERING

The Council is alert to the possibility that it may become the subject of an attempt to involve it in a transaction involving the laundering of money.  The Council will, therefore, maintain procedures for verifying and recording the identity of counterparties and reporting suspicions, and will ensure that all staff involved are properly trained.
TMP10 : STAFF TRAINING AND QUALIFICATIONS

The Council recognises the importance of ensuring that all staff involved in the Treasury Management function are fully equipped to undertake the duties and responsibilities allocated to them.  It will seek to appoint individuals, who are both capable and experienced and will provide training for staff to enable them to acquire and maintain an appropriate level of expertise, knowledge and skills.  The Section 151 Officer will recommend and implement the necessary arrangements.

TMP11 : USE OF EXTERNAL SERVICE PROVIDERS

The Council recognises the potential value of employing external providers of Treasury Management services, in order to acquire access to specialist skills and resources.  When it employs such service providers, it will ensure it does so for reasons, which will have been submitted to a full evaluation of the costs and benefits.  Terms of appointment will be properly agreed, documented and subject to regular review.  The monitoring of arrangements rests with the Section 151 Officer.

TMP12 : CORPORATE GOVERNANCE

The Council is committed to the pursuit of proper corporate governance throughout its services, and to establishing the principles and practices by which this can be achieved.  Accordingly the Treasury Management function and its activities will be undertaken with openness, transparency, honesty, integrity and accountability.
The Council has adopted and implemented the key recommendations of the Code.  This, together with the other arrangements detailed in the schedule to this document are considered vital to the achievement of proper governance in Treasury Management, and the Section 151 Officer will monitor and, if and when necessary, report upon the effectiveness of these arrangements. 


SCHEDULES
TO
TREASURY MANAGEMENT
PRACTICES

TMP 1 RISK MANAGEMENT


· Liquidity Risk Management.


The aim of the Council’s Treasury Management is to ensure that the Council have sufficient funds to operate in a day to day manner.

Concerning cash balances, the aim is for the Council’s bank account to be maintained in credit, with a balance as close to zero as possible.  This is to be achieved by monitoring of the daily predicted bank balance via the electronic banking system (Financial Director) and taking whatever action is required, either to borrow short-term, to repay short-term loans or to invest a temporary surplus, to bring the balance to the required level. 

In respect of short-term investments, the aim is to ensure that there are sufficient sums invested on a short-term basis to enable funds to be available to meet any known, significant, spending commitments 

The Council has an overdraft facility with its bankers, the Co-operative Bank Plc of £1,000,000. 

Short-term borrowing facilities are available to the Council via the London Money Market, utilising the services of brokers and dealing directly with selected building societies and banks.
· Credit and Counterparty  Policies

Criteria to be used for Creating/Managing Approved Counterparty lists:

The Council will maintain a list of the categories of counterparty with whom it will place its funds for investment.

The counterparty categories and limits were developed after consultation with and advice from our current Treasury Consultancy providers Butlers.  

Changes to these categories or limits must be approved by Cabinet and Council, following recommendation by the Section 151 Officer.  Advice will be taken, where necessary, from Our Treasury Consultancy providers about any changes proposed. 

Currently investments are limited to:
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Limits


To reduce the risk of significant loss of principal to the Authority there is an additional criteria set to limit the amount invested with an institution at any particular time:
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· Approved Methodology for Changing Limits
Credit ratings for individual counterparties can change at any time.  The Section 151 Officer is responsible for applying the approved credit rating criteria for selecting counterparties, and will add or delete counterparties as appropriate to / from the approved counterparty list when there is a change in the credit ratings of individual counterparties or in banking structures e.g. on mergers or takeovers.  

The Section 151 Officer will also adjust lending limits and periods when there is a change in the credit ratings of individual counterparties or in banking structures e.g. on mergers or takeovers in accordance with the criteria laid down.

Updates on credit ratings are received by e-mail as the changed occur from the Council’s Treasury Management consultants (Butlers), including details as to how the rating change has affected our counterparty list.  As part of our arrangement with Our Treasury Consultancy providers the Council also receives a monthly e-mail detailing a comprehensive counterparty list from their database.

· Legal and Regulatory

The Council’s powers to borrow are contained in Part I of the Local Government Act 2003.

The Council’s powers to invest are contained in the Local Authorities (Capital Finance) (Approved Investments) Regulations 1990 as amended.

Under the Financial Services Act 2001 dealings in cash deposits will be covered by the London Code of conduct for Non-Investment Products (NIPS code).

· Fraud, Error and Corruption, and Contingency Management

The Council has in place a system of delegation of duties for all treasury functions.  All payments made via the treasury computer system (Financial Director) are controlled by delegation of duties and the use of password controls.  The treasury function is vigorously tested on an annual basis by the Council’s internal audit service.  All treasury transactions must be recorded and checked in accordance with the findings and recommendations of these internal audits.

The Council has an emergency system in place for occasions where the Financial Director computer system is unavailable.  Staff have access to an emergency help-line with our bankers and arrangements have been made for treasury information to be supplied in a preset “pro-forma” format.  If CHAPS payments need to be processed, emergency procedures are also in place with our bankers.  In these circumstances, treasury staff should inform our bankers via a fax (signed by an authorised signatory) details of all required CHAPS payments.  Our bankers will then ring back to confirm the details given after satisfactory responses to security questions have been provided.  

The Council holds a Fidelity Guarantee Insurance for all treasury staff.  The limit on this policy is £5 Million.  The Policy number is QLA-02H086-0193.  The expiry date is September 29th 2009.

· Refinancing Risk Management

The maturity profile of long term investments is to be determined so as not to prejudice the ability of the Council to repay any or all of its long term debt, if it so desires, at any time when this may be achieved without undue penalty in the form of premium. 

TMP 2 BEST VALUE AND PERFORMANCE MEASUREMENTS

The Council is committed to the pursuit of best value in its Treasury Management activities, and to the use of performance methodology in support to that aim, within the framework set out in its Treasury Management Policy Statement.

In demonstrating that it complies with Best Value the Council will measure its treasury performance against other Local Authorities by the use of relevant Performance Indicators within its Annual Treasury Report.
All services that are associated with Treasury Management activity comply with Best Value via the use of periodic market testing.
The Treasury Staff will, at all times, seek to obtain the optimum rate of interest on all transactions.  In doing so they take into consideration current market conditions, counterparty risk, anticipated changes to interest rates and the need to maintain a balanced portfolio.

In making these decisions staff will seek advice from appropriate sources at all times.  They will use the services of three London broking companies to ensure that comparisons can be made between rates on offer.  They will also seek to establish, where-ever possible direct dealing procedures with the approved counterparties

Treasury management performance is measured by the use of relevant Performance Indicators benchmarks.  These are reported annually to Members within the Annual Treasury Report.
a) Debt management 

Average rate on all external debt

Average rate on external debt borrowed in previous financial year

b) Investment

Three month LIBID

Seven day LIBID

Investment returns of other Local Authorities within the CIPFA Benchmarking Group


c) Cash Management
Maintaining a closing balance on the Council’s non-interest earning bank accounts of less the £5k.
TMP3 DECISION MAKING AND ANALYSIS

A record of all treasury transactions will be kept.  These will include written details of amount, interest rate, period of the loan and the counterparty’s name, address, sort code and account number.  A record will also be kept of all counterparty confirmations and, where applicable brokers confirmations.

These records will be maintained by the Financial Accountancy Assistant.  The written documentation should be done at the time of the transaction and should be checked (and signed) by another member of the treasury staff.

In respect of every decision made the Council will:

a) above all be clear about the nature and extent of the risks to which the Council may become exposed

b) Be certain about the legality of the decision reached and the nature of the transaction, and that all authorities to proceed have been obtained

c) Be content that the documentation is adequate both to deliver the Council’s objectives and protect the Council’s interests, and to deliver good housekeeping.

d) Ensure that third parties are judged satisfactory in the context of the Council’s creditworthiness policies, and that limits have not been exceeded

e) Be content that the terms of any transactions have been fully checked against the market, and have been found to be competitive.

In respect of borrowing and other funding decisions, the Council will:

a) Evaluate the economic and market factors that might influence the manner and timing of any decision to fund.

b) Consider the alternative interest rate bases available, the most appropriate periods to fund and repayment profiles to use.

c) Consider the ongoing revenue liabilities created, and the implications for the Council’s future plans and budgets.

In respect of investment decisions, the Council will:

a) Consider the optimum period, in the light of cash flow availability and prevailing market conditions

b) Consider the approved investment strategy, budget requirements and the Council’s view to risk management.

TMP4 APPROVED INSTRUMENTS, METHODS AND TECHNIQUES

· Approved Activities of the Treasury Management Operation

· borrowing;

· lending;

· debt repayment and rescheduling;

· consideration, approval and use of new financial instruments and Treasury Management techniques;

· managing the underlying risk associated with the Council’s capital financing and surplus funds activities;

· managing cash flow;

· banking activities.
· Approved Instruments for Investments

In accordance with The Local Authorities (Capital Finance) (Approved Investments) Regulations 1990 and subsequent amendments, the instruments approved for the Council’s investments are:
· Specified Investments  

These investments are sterling investments of not more than one-year maturity, or those which could be for a longer period but where the Council has the right to be repaid within 12 months if it wishes.  These are low risk assets where the possibility of loss of principal or investment income is small.  These would include investments with:
1. The UK Government (such as the Debt Management Office, UK Treasury Bills or a Gilt with less than one year to maturity).

2. Supranational bonds of less than one year’s duration.

3. A Local Authority, Parish Council or Community Council.

4. Pooled investment vehicles (such as Money Market Funds) that have been awarded a high credit rating by a credit rating agency.

5. A body that has been awarded a high credit rating by a credit rating agency (such as a bank or building society). 
6. A body which has been provided with a government issued guarantee for wholesale deposits within specific timeframes. Where these guarantees are in place and the government has an AAA sovereign long term rating these institutions will be included within the Council’s criteria temporarily until such time as the ratings improve or the guarantees are withdrawn. Monies will only be deposited within the timeframe of the guarantee.

· Non-Specified Investments
Non-specified investments are any other type of investment (i.e. not defined as Specified above).  The identification supporting the selection of these other investments is set out below.  Non specified investments would include any sterling investments with:

1. Supranational Bonds greater than 1 year to maturity.

2. Gilt edged securities with a maturity of greater than 1 year.

3. A body which has been provided with a Government issued guarantee for wholesale deposits within specific timeframes.

4. A body which is an Eligible Institution for the HM Treasury Credit Guarantee Scheme initially announced on 13th October 2008.

5. The Council’s Own Banker if it fails to meet the basic credit criteria. 
6. A Bank or Building Society with a minimum long term credit rating of A+/- or equivalent, for deposits greater than 364 days.

7. Share capital or loan capital.

· Approved Techniques
· Fixed Term Deposits (Variable and Fixed Rate)

· Escalators and De-escalators

· Callable Deposits

· Forward dealing

· Approved Methods and Sources of Raising Capital Finance

Finance will only be raised in accordance with the Local Government Act,  2003 which requires compliance with the Prudential Code.  Within this limit the Council has a number of approved methods and sources of raising capital finance.  The Council’s approved sources are:

Public Works Loans Board (PWLB) – fixed or variable rate loans


Market - long-term loans



Market - temporary loans (less than one year)


Market (LOBOs)


Bank overdraft

Internal balances

Stock issues


Local temporary bonds


Local Bonds

Finance leasing

All forms of funding will be considered dependent on the prevailing economic climate, regulations and local considerations.  The Section 151 Officer has delegated powers through the approved Treasury Management Strategy to take the most appropriate form of borrowing from the approved sources.

· Limits
INVESTMENTS

Although authorised to invest in other investment instruments the Council’s current investment policy is to investment only in sterling cash deposits with banks, building societies or local authorities.  Any deviation from this policy will require Members’ approval.  

BORROWING

The Council’s current borrowing is from the PWLB. Any new borrowing will need to be done in accordance with the Council’s approved Authorised Limit, Prudential Indicators   and Treasury Management  Strategy.

TMP 5 ORGANISATION CLARITY AND SEGREGATION OF RESPONSIBILITIES AND DEALING ARRANGEMENTS

Principles and Practices Concerning Segregation of Duties

Chief Executive

· Ensure that the system is laid down and resourced

· Ensure that the Section 151 Officer reports regularly to Members on Treasury Policy, activity and performance. 

Section 151 Officer
· Recommend clauses, Treasury Management policy / practices for approval, reviewing the same, and monitoring compliance

· Submit regular Treasury Management policy reports

· Receive and review management information reports

· Review the performance of the Treasury Management function and promote best value reviews

· Ensure the adequacy of Treasury Management resources and skills, and the effective division of responsibilities within the Treasury Management function

· Ensure the adequacy of internal audit, and liaise with external audit

· Assess and appoint brokers

· Decide upon the most appropriate form of borrowing from approved sources and take the most appropriate form of investments in approved instruments
· Delegate his power to borrow and invest to members of his staff

· Ensure that the Treasury Systems  Schedules are regularly reviewed

· Ensure that policy is adhered to  and advise members and monitoring officer in the case of non-compliance

· Ensure that the organisation complies with the Non Investment Products Code (formerly known as the London Code of Conduct)
Assistant Director Corporate Finance 
· Monitor compliance with the Treasury Procedures Document

· Ensure appropriate division of duties

· Produce periodic activity reports and reviews

· Monitor day to day compliance with the Treasury Management statement

· Supervision of overall treasury function

· Authorisation of loan transactions

Financial Accountant
· Implement the Treasury Procedures Document
· Manage day to day activities in accordance with the Treasury Systems Document
· Ensure compliance with policies, limitations and directions
· Monitor performance of brokers employed
· Produce Treasury Management reports
· Supervise the Financial Accountancy Assistant
· Provide absence cover for the Financial Accountancy Assistant
Financial Accountancy Assistant

· Carry out activities in accordance with the Treasury Procedures Document

· Ensure compliance with policies, limitations and directions

· Carry out daily operational cash flow management and dealings in the market

· Ensure that all treasury transactions have been entered onto the general ledger correctly via a monthly reconciliation.

Monitoring Officer 

· Ensure that the Treasury Policy Statement complies with the law 
· Ensure that the Section 151 Officer complies with the Treasury Policy Statement 
Internal Audit

· Review compliance with approved policy and procedures

· Review division of duties and operational practice

· Assess value for money from treasury activities

· Undertake probity audit of treasury function
· Segregation of Duties

The following officers are responsible for authorising Market Transactions via Financial Director on-line system, which requires two authorisations to complete the transaction
· Section 151 Officer

· Assistant Director Corporate Finance





· Assistant Director Operations



· Operations Accountant

· Financial Accountant (first authorisation only)




Daily operational cash flow management and dealing in the market

· Financial Accountancy Assistant
· Financial Accountant
· Absence Cover

Unlike some operations, where absences may be covered in an informal way, the nature of many treasury matters requires predetermined cover.  Each transaction would require input from three different officers:-

1. Execution of deal

2. First Authorisation

3. Second Authorisation

· Deletion of Leavers
When an officer leaves the employment of the Council access rights to the Financial Director will be removed and all contacts informed, including brokers & direct dealing contacts.

TMP6 REPORTING REQUIREMENTS AND MANAGEMENT INFORMATION

· Annual Treasury Management Strategy & Prudential Indicators.
The Treasury Management Strategy sets out the specific expected treasury activities for the forthcoming financial year.  This Strategy will be submitted to cabinet and then to Council for approval before the commencement of each financial year.   

The formulation of the annual Treasury Management Strategy involves determining the appropriate level and timing of borrowing and investments in light of capital investments decisions and the anticipated movement in both fixed and shorter -term variable interest rates.  This organisation may decide to postpone borrowing if fixed interest rates are expected to fall, or borrow early if fixed interest rates are expected to rise.
The Treasury Management Report is concerned with the following elements:

· The current treasury position

· The expected move in interest rates

· The Council’s borrowing and debt strategy

· The Council’s investment strategy

· Treasury Performance Indicators & Prudential Indicators
· Specific limits on treasury activities

· Local treasury issues

The Treasury Management Report will establish the expected move in interest rates against alternatives (using all available information such as published interest rate forecasts where applicable), and highlight sensitivities to different scenarios. 

· Policy On Interest Rate Exposure

The Local Government Act 2003 requires the Council to make a formal determination of its overall borrowing limits.
Council has resolved that the limits for financial year 2009/10 will be: 

· An authorised limit (maximum allowable external borrowing) of £31.6million.
· An operational boundary (expected level of external borrowing) of £23.59million
· The maximum proportion of interest payable on debt at variable rates is 10%.
· The maximum proportion of interest receivable on investments at variable rates is 40%
The Section 151 Officer is responsible for ensuring compliance with these limits.  Should it prove necessary to amend these limits, the changes shall be submitted to the Cabinet before submission to full Council for approval.

· Annual Report On Treasury Management Activity


An annual report will be presented to the Cabinet and then to Council at the earliest practicable meeting after the end of the financial year, but in any case by the end of September.  This report will include the following: - 

· Performance against the approved Prudential Indictors

· Transactions executed and their revenue effects

· Report on risk implications of decisions taken and transactions executed

· Monitoring of compliance with approved policy, practices and statutory / regulatory requirements

· Degree of compliance with the original strategy and explanation of deviations

· Explanation of future impact of decisions taken on the organisation

· Measurements of performance

· Report on compliance with CIPFA Code recommendations

TMP7 BUDGETING, ACCOUNTING AND AUDIT ARRANGEMENTS

The Section 151 Officer will prepare and Council will approve an annual budget for Treasury Management, which will bring together all of the costs involved in running the Treasury Management function together with associated income.  The matters to be included will at minimum be those required by statute or regulation, together, with such information as will demonstrate compliance with TMP1,TMP2 and TMP4. 
The Section 151 Officer will exercise effective controls over this budget and report in accordance with TMP6.  The performance against the approved budget will also be monitored and reported to CMT on a monthly basis with quarterly updates being reported to Cabinet.
This authority will account for its Treasury Management activities, for decisions made and transactions executed in accordance with appropriate accounting practices and standards, and with statutory and regulatory requirements in force for the time being.
The authority will also ensure that its auditors, and those charged with regulatory review, have access to all information and papers supporting the activities of the Treasury Management functions necessary for the proper fulfilment of their roles.

TMP 8 CASH AND CASH FLOW MANAGEMENT

Details of known significant future receipts and payments (e.g. NNDR / Council Tax Receipts, Loan repayments, Collection of temporary investments, Salary/ Wage payments, etc) are entered onto a computerised desk diary by the Financial Accountancy Assistant to ensure any large payments due can be/ have been  covered by repayment of fixed term investments.  This information is also backed up with entries being entered into a desk diary.  These are used in conjunction with the predicted daily bank balances to determine the likely cash position of the Council.

The cashflow forecast is completed with known payment and receipt dates for the current financial year and with estimated dates and amounts for RSG and Precept payments for the next financial year.  This is due to actual dates for RSG and Precepts not being known until close to the start of the new year.
TMP9 MONEY LAUNDERING

The Council is alert to the possibility that it may become the subject of an attempt to involve it in a transaction involving the laundering of money.  Accordingly, it will maintain procedures for verifying and recording the identity of counterparties and reporting suspicions.  It will ensure that all staff involved in this area are properly trained.  The present arrangements, including the name of the officer to whom reports should be made, are detailed below.

Background Legislation

There are several Acts of Parliament and the FSA has also made provisions relating to money laundering, with the main legislation being contained in the Criminal Act 1993 (which contains the provisions to implement the EU Money Laundering Directive).  Detailed money laundering regulations came into effect on 1st March 2004 under SI 2003 No. 3075 (references to each regulation from the SI are shown in the body of the TMP), The Terrorism Act 2000, the Anti-Terrorism, Crime & Security Act 2001 and the Proceeds of Crime Act 2002 cover the main compliance requirements.

The key requirements of this legislation cover an area wider than the fairly narrow Treasury Management function, including possessing, or in any way dealing with, or concealing, the proceeds of any crime. 

Whilst the Council is not directly required to implement the requirements of the Money Laundering Regulations 2003 (except through this TMP), the implications of the Terrorism Act 2000, the Anti-Terrorism, Crime & Security Act 2001 and The Proceeds of Crime Act 2002 place an onus of responsibility on individuals associated with treasury process to consider its implications.
Outline of the Requirements of the Regulations and Statutes 

Every officer should in the course of Council business implement:

1. Identification procedures (SI 2003/3075 Money Laundering Regulations, 4 & 5)– This regulation applies if

a. You are forming a business relationship; or

b. Considering undertaking a one-off transaction, and

i. Suspect a transaction involves money laundering; or

ii. A payment is to be made for €15,000 or more (approximately £10,000)

c. In respect of two or more one-off transactions that the transactions are linked and involve €15,000 or more

2. In these instances you should:

a. Set up and maintain identification procedures to ensure the counterparty produces satisfactory evidence of his identity;

b. Follow the procedures to ensure the counterparty provides satisfactory evidence.

3. These procedures should reflect:

a. The greater potential for money laundering if the counterparty is not physically present when being identified;

b. If satisfactory evidence is not obtained the relationship or transaction does not proceed.

c. If the counterparty acts, or appears to act, for another person, reasonable measures must be taken for the purpose of identifying that person.

4. The primary exception to this requirement is if the counterparty carries on FSA regulated business in the UK (or comparable or by overseas regulatory authority) it is not required that you obtain evidence.  In this case most treasury transactions will be undertaken with or via relevant businesses, although there may be isolated exceptions such as the Post Office.

5. Record keeping procedures (Money Laundering Regulation 6) – The Council should maintain procedures covering the retention of records.  To ensure compliance, records are required to be kept for 5 years after the end of the transaction or relationship.

6. Internal reporting procedures (Money Laundering Regulation 7) – The Council should maintain internal reporting procedures which document:

a. The “nominated officer” who will be the Money Laundering Reporting Officer (MLRO) who will receive nominations under this regulation;

b. Any other person in the organisation to whom information may arise which may result in them knowing or suspecting reasonable grounds for knowing or suspecting money laundering, fraud or use of the proceeds of crime;

c. If the MLRO receives a disclosure they should consider, in the light of all information, whether it gives rise to such knowledge or suspicion; and 

d. If the MLRO determines that the information or matter should be disclosed they should do so to the National Criminal Intelligence Service (see 8. below).

7. Other procedures (Money Laundering Regulation 3(b)) – The Council should establish other procedures of internal control and communication as may be appropriate for the purpose of forestalling and preventing money laundering.

8. Training (Money Laundering Regulation 3(c)) – The Council should take appropriate measures to ensure that relevant employees are:

a. Made aware of the provisions of these regulations, Part 7 of the Proceeds of Crime Act 2002 and sections 18 and 21A or the Terrorism Act 2000 (these deal with the offences and are available from www.legislation.hmso.gov.uk).

b. Given training in how to recognise and deal with transactions which may be related to money laundering.

National Criminal Intelligence Service - In the event of an offence or a possible offence you should contact: NCIS Law enforcement personnel: Contact NCIS initially through 020 7238 8000

Schedules Addressing this Council’s Compliance

In order to address these requirements the Council has set up the following procedures:

For Treasury Management Purposes

1. Training – Through this document and specific training, staff will be kept aware of developments in money laundering regulations and the appropriate staff are encouraged to keep abreast of money laundering issues through publications and the internet.  The MLRO will be required to attend specific professional courses on money laundering developments to ensure local knowledge is kept up to date.

2. Material and regular deposits or borrowing - For all investment or borrowing counterparties, the Council will ensure that the counterparty has been suitably identified.  This will take the form of:

a. Investment Counterparties – All investment counterparties which are maintained on the Council’s lending list should be a deposit taker authorised by a regulatory body (e.g. the FSA {check via www.fsa.gov.uk/register}).  As such the identification procedures usually required above do not apply since the institution carries out relevant business in the UK.  Those counterparties not authorised as a deposit taker through the FSA are institutions, such as the Bank of England or Post Office, are not required to be the subject of stringent identification procedures, but the Council will review these on a case by case basis.

b. Borrowing Counterparties – All borrowing counterparties are dealt with through either of the following routes:

i. Via Money brokers – In this instance Money Laundering Regulations 5(2) applies in as much as the combination of the use of brokers and reasonable grounds that the counterparty carries on authorised business in the UK.  However even when dealing via a broker it is the council’s responsibility to verify the counterparty, not the broker’s; or

ii. Direct dealing – In this instance the Council uses only recognised names, ones with credit ratings and to which the Council has reasonable grounds to expect that the counterparty carries on regulated business in the UK.  For a few notable exceptions (such as Bank of England or Post Office), the nature of their business does not require stringent identification procedures, but the council will undertake procedures to “know the counterparty”.

3. If any treasury investment counterparties are not known to the Council the treasury officer will ensure identification of the counterparty by checking the credit rating of the organisation via the Council’s treasury advisers.  This would normally be undertaken during the compilation of the counterparty list.  If the counterparty is neither credit rated, nor known to be carrying on regulated business (e.g. FSA), the Council will not deal with that organisation.

4. Small or irregular treasury deposits – The Council may from time to time accept deposits from local institutions or individuals.  In these circumstances the Council will require and copy identification of the institution’s contact officer or individual and the Council will take such steps that are reasonable (as defined by the Council) to ensure the activities and operations of the counterparty are appropriate.  The identification process and documentation will be held with the information relating to the transaction.  In the event that identification is inadequate or not forthcoming the Council will not deal with that institution or individual.

5. Reporting - Appoint a “nominated officer”, the MLRO, who is nominated to receive disclosures under this regulation.  The MLRO for this council is the Solicitor.  Any concern of a transaction possibly being linked to either money laundering or the proceeds of crime must be referred to the MLRO for consideration and if the concerns are validated the NCIS must be notified.
TMP 10 STAFF TRAINING AND QUALIFICATIONS

Officers engaged in Treasury Management activities will receive appropriate training and will attend any suitable courses provided by Our Treasury Consultancy providers, or other suitable providers, where it is considered that this will increase their expertise in relation to the function.

TMP11 USE OF EXTERNAL PROVIDERS

Treasury Management Consultants

· The Council’s Treasury Management consultants are currently Butlers.  The contract for the supply of this service commenced in August 1998 for 3 years and members agreed an extension in 2001. In 2004 a new 3-year contract was put in place to run until August 2007 and extended for a further 2 years to expire on 18th August 2009.  Before expiry officers will assess the desirability of retaining consultants and if there is deemed to be a need, submit consultancy to tender or obtain quotations from suitable providers and a report will be made to Cabinet with the appropriate recommendation.
Fund Managers
· The level of investments held by the council has traditionally been too small to make the use of external fund managers worthwhile.
Money Market Funds
· The Corporate Director Resources will, if decided to be appropriate and with the assistance of our Treasury Management advisors, review their potential use for part of the investment portfolio.

Banking

· The Council’s banking contract is with the Co-operative Bank Plc.  The contract was originally awarded for five years, extended for a further two years, then re-awarded for a further three years and is due to expire at the end of March 2010.  Within no less than six months of its expiry officers will assess the desirability of either re-appointing this bank or submission to tender.  A report will be made to Cabinet with the appropriate recommendation.

TMP 12 CORPORATE GOVERNANCE

Code of Corporate Governance – Statement of Assurance

Tamworth Borough Council is responsible for ensuring that its business is conducted in accordance with the law and proper standards, and that public money is safeguarded and properly accounted for, and used economically, efficiently and effectively.  In discharging this accountability, members and senior officers are responsible for putting in place proper arrangements for the governance of the authority’s affairs and the stewardship of the resources at its disposal.  To this end, the authority has approved and adopted a code of corporate governance, which is consistent with the principles and reflects the requirements of the CIPFA/SOLACE Framework on Corporate Governance in Local Government: a Keystone for Community Governance.
The Authority operates appropriate management and reporting arrangements to enable it to satisfy itself that its approach to corporate governance is both adequate and effective in practice.  The authority's Corporate Management Team is responsible for:

· overseeing the implementation and monitoring of the code’s operation

· reviewing the operation of the code in practice

· reporting annually to the Cabinet  on compliance with the code and any changes that may be necessary to maintain it and ensure its effectiveness in practice.

On the basis of the various sources of assurance on the adequacy of the arrangements for corporate governance, we are satisfied that they are adequate and are operating effectively.
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