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DATE                                  29 June 2015
SUBJECT


ANNUAL REPORT ON TREASURY MANAGEMENT 2014/15
REPORT OF THE HEAD OF FINANCE

1 ISSUE
1.1 
Under the Council’s constitution Audit Committee receives the mid-term and annual reports on Treasury Management with the option to recommend that the reports be sent to Cabinet if Audit Committee feels that it is necessary.  This report is in respect of the financial year ended the 31 March 2015.
2
NEED FOR A DECISION
2.1
The report is for information and for Members to monitor the performance of the Treasury Management function.
3
RECOMMENDATION
3.1
No further action is required unless Members wish to comment on the performance of the Treasury Management function.

4
BACKGROUND INFORMATION
4.1
The Authority operates under the Chartered Institute of Public Finance and Accountancy (CIPFA) Code for Treasury Management in Local Authorities which was adopted by the Council at its meeting held on the 3 April 2002.

4.2
The CIPFA code is revised on a regular basis with the last revision taking place following the turmoil in the Banking Sector in 2008 and the subsequent collapse of the Icelandic banking system in which a number of Local Authorities had funds invested.
4.3
One of the requirements of the new code is that the Head of Finance presents an Annual report on Treasury management to the relevant panel. This report is in respect of the financial year 2014/15.
5
TREASURY MANAGEMENT ACTIVITIES
5.1
The Council defines its Treasury Management activities as “The Management of its cash flows, its banking, money market transactions, the effective control of the risks associated with those activities and the pursuit of optimum performance consistent with those risks.”
5.2 
Specifically, the activities covered by the term Treasury Management and therefore dealt with in the report include:-

· Management of the day to day cash balances.

· Short, medium and long term borrowing and investment arrangements.

· Equipment leasing arrangements.

6
TREASURY MANAGEMENT POLICIES AND STRATEGY

6.1
The policies in place for 2014/15 are contained within the Treasury Management Policy statement as approved in the Annual Strategy Report to Cabinet on the 27 January 2014.  These are the Council’s overarching guidelines for Treasury activities providing a framework within which the Council’s Treasury function must operate.  The Treasury Management strategy on the other hand is the planned approach of operation consistent with those policies.
7
MANAGEMENT OF DAY TO DAY CASH/BANK BALANCES
7.1
On every banking day throughout the year an estimate of the balance on the Authority’s bank accounts was made.  Action was then taken to borrow, invest or do nothing in order to keep the aggregate balance on the accounts as close to nil as possible.  This is done because investing can be carried out on the money markets at a higher rate of interest than is allowed by the Authority’s bankers for credit balances on the accounts.  Similarly, money can be borrowed at a more beneficial rate than our bank charges for the accounts going into overdraft.
8
BORROWING 

Short Term
8.1
Although the Council would ideally want to use its own cash resources where possible to manage its daily cash flows it is not always entirely possible given that there is an element of unpredictability in all forecasts. This has inevitably meant a small amount of short term borrowing resulting in an interest cost of £3,428 for the year.  If we had taken a less proactive policy and paid minimum bank interest rates (1% above the base rate) it would have cost £16,673, a benefit to the Council of £13,245.  This is a measure of the benefits of the short term Treasury Management activities, (this interest benefit is already built into the Authority’s budget).

Long Term
8.2
The Borrowing Limits and Prudential Indicators report to Cabinet on 27 January 2014 indicated that the estimate for capital expenditure for 2014/15 would be £47.3 million, and since Central Government has abolished supported borrowing, this capital expenditure can now only be financed from grants, contributions/capital receipts or prudential borrowing.
8.3
The Council’s general approach is that any long term loans for prudential borrowing schemes are borrowed from the Public Works Loan Board (PWLB is part of the Government’s Debt Management Office and offers very favourable rates to Local Authorities) which for all of the financial year offered money for all periods from 1 to 50 years (in increments of 6 months) usually at competitive rates below those offered on the short term money markets (up to 1 year). 

8.4
The total amount of long term debt outstanding as at the 31 March 2015 was £94,734,547 and in this financial year we have repaid £4,515,771 which included maturing debt (£2 million) and the early repayment of debt (£2,515,771). The amount paid in interest in this period was £5,582,322.
8.5
In this financial year we again have had the unusual situation of short term money market rates being extremely low (between 0.25% overnight to 1% for 1 year) when compared to the borrowing rates offered by the PWLB. 

8.6
By borrowing long term from the PWLB at the average rate of 3.92% (24.5 to 25 years) there would have been a direct negative impact on the Treasury Management budget in 2014/15 as the long term rates are clearly above the interest rates which are offered on the short term money markets and above the interest rates which are being achieved on our investments.

8.7
As a result of the above, no long term borrowing has been carried out again in the financial year and a management decision has been taken to continue with this approach for the immediate future.  There has been no resulting effect on the operational boundary (expected borrowing levels) or authorised limit (maximum allowable borrowings) which the Authority continues to keep comfortably within.

8.8
In this financial year we have undertaken a debt restructure, repaying three loans that had high interest rates attached to them.  This will result in savings in 2015/16 and beyond and these will be taken into account in the Medium Term Financial Strategy.

8.9
As mentioned in 8.7 above, as we did not borrow long term in 2014/15 and repaid debt early so the maturity debt profile has changed but not significantly. The Authority’s current debt maturity profile is attached as Appendix 3.  
8.10
The added effect of the above strategy is that the levels of the Council’s investments are effectively lowered, which in turn reduces the overall risk from potential default by counterparties.  However, it should be borne in mind that the Council’s cash investments have been accrued to pay for future commitments and liabilities.  As these are paid out over the medium to longer term the cash lost may need to be replaced with borrowings to fund capital expenditure at some point.

8.11
The current strategy of basically funding the capital programme with liquid resources has resulted in savings of approximately £460,000 in 2014/15 after taking account of the cost of short term borrowings and the loss of investment income. These savings have contributed to the underspendings reported to Cabinet on the treasury management budgets during the year.  
9.
INVESTMENTS 
9.1
The Authority has a number of long term as well as temporary balances at any one point in time.  The cash relating to these is invested with external organisations to earn interest for the Authority until such time as the money is needed.  As at the last financial year end (31 March 2014) the Council had £61.4 million of external investments.  These have increased to £75.7 million as at the 31 March 2015.  A full list of investments which are outstanding as at the 31 March 2015 can be found in Appendix 1.  The main reason for this increase in investment balance is due to grants received early for Education capital works. 
9.2
In the financial year ended 31 March 2015 the Council’s investments earned £416,458 in interest.  If we had taken a less proactive policy and received the maximum bank interest rates (2% below the base rate) they would have earned the Council nothing as the base rate is only 0.5%, a benefit to the Council of £416,458.  (The benefit of investment interest is already built into the Authority’s budget).
9.3
Investments were limited to approved organisations as agreed in the Treasury policy statement.  Basically these were:-

a. Banks or Building Societies authorised under the Banking Act 1987 and meeting the criteria set out in the Treasury policy statement.

b. Other Local Authorities.
c. Nationalised Industries and statutory corporations.

d. Central Government via the Debt Management Office

9.4
We are also keeping as up to date as possible through both our ratings agencies (Fitch and Moody’s), our money brokers and the financial press to limit the chance of the Council dealing with institutions that do not meet our high standards, although there is no guarantee that the Council will not suffer from default in the future.  We can report though that the Council has had no defaults on any of our investments and due to the measures so far taken, we do not see the need to set up any impairments (bad debts) for any of our outstanding investments.
9.5
We are constantly adapting our basic strategy to market conditions which by their very nature are changing on a daily basis which means that we are currently only dealing with the very highest rated institutions so the risk to our investments is greatly reduced but the top rated institution’s interest rates reflect their high status and they offer rates which are below current market levels.  The current rates and the risks can be found in Appendix 2.
10.
LEASING
10.1
Where it is beneficial, appropriate arrangements can be made for equipment to be provided to the Council by means of operating leases, but because of the benefits of prudential borrowing no leasing deals were entered into in the financial year 2014/15.
11.
FINANCIAL IMPLICATIONS
11.1
Part of the Treasury Management function is to monitor the debt charges budgets. In 2014/15 the final underspend being reported is £46,440 on a net budget of £13,836,971.  This is mainly due to the decision to continue financing prudential borrowing schemes with short term borrowings.
12
OTHER ISSUES
12.1
There are no corporate, equality or risk implications arising directly from this report.
13
CONSULTATION
13.1
Given the type of work undertaken no consultation was considered necessary.
14
FURTHER ACTIONS AND TIMESCALES
14.1
No further action is required unless members wish to comment on the performance of the Treasury Management function.
15
OPTIONS APPRAISAL
15.1
No options appraisal was considered necessary.
16
CONCLUSIONS

16.1
The current low interest rates which we are receiving on our investments is presenting us with budgetary implications so we are trying to manage by adapting our basic strategy to market conditions whilst staying within the overall policy framework agreed by members.  We have not taken any long term borrowing decisions taking advantage of the very low short term borrowing interest rates.

17
APPENDICES
1. Current list of investments outstanding as at 31 March 2015
2. Risks versus rates on our current investments.
3. Maturity profile of long term investments
Nigel Broadbent
Head of Finance
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Clydesdale Bank 1,400,000 28-Nov-14 07-Apr-15

Barclays 1,800,000 01-Dec-14 07-Apr-15

Nationwide Building Society 1,000,000 01-Dec-14 07-Apr-15

Bank of Scotland (Lloyds) 1,000,000 02-Jan-15 07-Apr-15

DMO 1,100,000 30-Mar-15 10-Apr-15

DMO 800,000 30-Mar-15 13-Apr-15

Kingston upon Hull City Cnc 1,200,000 28-Nov-14 22-Apr-15

Kingston upon Hull City Cnc 1,100,000 01-Dec-14 22-Apr-15

Santander UK 1,800,000 22-Dec-14 22-Apr-15

Bank of Scotland (Lloyds) 1,000,000 28-Nov-14 23-Apr-15

Nottingham Building Society 1,000,000 01-Dec-14 23-Apr-15

Coventry Building Society 1,000,000 03-Dec-14 23-Apr-15

Barclays 1,700,000 15-Dec-14 23-Apr-15

Coventry Building Society 1,000,000 29-Dec-14 23-Apr-15

Nationwide Building Society 1,000,000 29-Dec-14 23-Apr-15

Coventry Building Society 800,000 06-Jan-15 23-Apr-15

Kingston upon Hull City Cnc 1,000,000 03-Dec-14 27-Apr-15

Leeds Building Society 1,000,000 29-Dec-14 01-May-15

Bank of Scotland (Lloyds) 1,000,000 29-Dec-14 01-May-15

Bank of Scotland (Lloyds) 1,000,000 06-Jan-15 01-May-15

Nationwide Building Society 1,000,000 06-Jan-15 01-May-15

Nationwide Building Society 1,000,000 06-Jan-15 07-May-15

Santander UK 1,300,000 08-Jan-15 11-May-15

Leeds Building Society 1,000,000 15-Jan-15 11-May-15

Svenska Handelsbanken 1,000,000 12-Jan-15 19-May-15

Clydesdale Bank 1,000,000 15-Jan-15 19-May-15

Bank of Scotland (Lloyds) 1,700,000 22-Jan-15 19-May-15

Nottingham Building Society 1,000,000 26-Jan-15 22-May-15

Leeds Building Society 1,000,000 26-Jan-15 22-May-15

Barclays 1,600,000 26-Jan-15 22-May-15

Bank of Scotland (Lloyds) 2,500,000 28-Jan-15 22-May-15

Clydesdale Bank 800,000 02-Feb-15 22-May-15

Yorkshire Building Society 1,000,000 20-Feb-15 22-May-15

Bank of Scotland (Lloyds) 1,000,000 02-Feb-15 01-Jun-15

Yorkshire Building Society 1,000,000 04-Feb-15 01-Jun-15

Coventry Building Society 1,200,000 04-Feb-15 01-Jun-15

Santander UK 1,100,000 05-Feb-15 01-Jun-15

Yorkshire Building Society 1,000,000 05-Feb-15 05-Jun-15

Barclays 1,000,000 05-Feb-15 22-Jun-15

Clydesdale Bank 1,000,000 05-Feb-15 22-Jun-15

Santander UK 1,700,000 16-Feb-15 22-Jun-15

Barclays 1,400,000 19-Feb-15 22-Jun-15

Barclays 1,600,000 04-Feb-15 23-Jun-15

Clydesdale Bank 1,000,000 05-Feb-15 23-Jun-15

Svenska Handelsbanken 1,300,000 05-Feb-15 23-Jun-15

Clydesdale Bank 800,000 19-Feb-15 23-Jun-15

Santander UK 2,000,000 19-Feb-15 23-Jun-15

Nationwide Building Society 1,000,000 19-Feb-15 07-Jul-15

Svenska Handelsbanken 1,000,000 26-Feb-15 13-Jul-15

Bank of Scotland (Lloyds) 1,800,000 26-Feb-15 20-Jul-15

Barclays 1,200,000 06-Mar-15 20-Jul-15

Bank of Scotland (Lloyds) 1,200,000 04-Mar-15 23-Jul-15

Svenska Handelsbanken 1,700,000 04-Mar-15 23-Jul-15

Barclays 2,100,000 16-Mar-15 23-Jul-15

Bank of Scotland (Lloyds) 1,800,000 16-Mar-15 23-Jul-15

Barclays 1,000,000 20-Mar-15 23-Jul-15

Barclays 1,500,000 30-Mar-15 27-Jul-15

Bank of Scotland (Lloyds) 1,000,000 20-Mar-15 31-Jul-15

Santander UK 1,700,000 23-Mar-15 31-Jul-15

Nat West 3,000,000 31-Mar-15 n/a*

75,700,000

* These investments are call deals which means the Council can access the

funds by requesting return of the money at anytime. 


FOR FURTHER INFORMATION ON THIS REPORT CONTACT:
David Hitchen
Telephone:

01422 393587

e-mail address:
dave.hitchen@calderdale.gov.uk
DOCUMENTS USED IN THE PREPARATION OF THIS REPORT
Treasury Management Strategy report 2014/15.

Half yearly report on Treasury Management to 30 September 2014.
Annual outturn report on Treasury Management 2013/14
DOCUMENTS AVAILABLE FOR INSPECTION AT:
Finance Services, Westgate House, Halifax, HX1 1PS.
APPENDIX 1             
Investments Outstanding as at 31st March 2015
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APPENDIX 2

Interest Rates vs Risk and Investment Category
[image: image2.emf]TOTAL INVESTED AVERAGE

CATEGORY AT 31 MARCH INTEREST RATE %

£m

1. Government Departments No limit 

a) Deby Management Office (DMO) 1.9

b) Other Local Authorities 3.3

5.2 0.27

2. Maximum £20m per institution

1 Financial institution complied with our policy at 31 March

a) HSBC 0

0 0.00

3. Maximum £15m per institution

2 Financial institutions comply with our policy at 31 March

b) Lloyds Bank 15

d) Barclays 14.9

29.9 0.56

4. Maximum £10m per institution

2 Financial institutions complied with our policy at 31 March

a) Nationwide Building Society 5

b) Santander UK 9.6

c) Svenska Handelsbanken 5

19.6 0.54

5. Maximum £6m per institution

2 Financial institutions complied with our policy

a) Clydesdale Bank 6

b) Nat West/Ulster Bank 0

6 0.44

6. Maximum £4m per institution

4 Financial institutions comply with our policy

a) Coventry BS  4

b) Leeds BS  3

c) Close Brothers 0

d) Yorkshire Building Society 3

10 0.47

7. Maximum £2m per institution

1 Financial institution complied with our policy

a) Nottingham BS  2

2 0.56

72.7*


The lower the risk presented by a financial institution governs the maximum investments allowed with them at any particular moment. The maximum limit of £20m is given to the highest rated and largest banks reducing to £2m with

smaller, lower rated institutions. It should be pointed out though that even in our highest risk category the counterparties are still highly rated (little chance of default).
What the above shows is that the categories with one of the highest and the lowest perceived risk (No 3. Maximum £15m per institution & No 7 maximum £2m per institution) give us the best return on our investments. This is due in part to the rates that we are achieving from Lloyds bank which at present are offering rates a little above the average and the general level of liquidity being provided by the Bank of England which is having a distorting effect on the market.  The lowest risk category of all is Government and other councils which follow the normal pattern returning only half the rate of the other institutions. 
*This excludes the call account with Nat West for £3 million which attracted an interest rate of 0.25%
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