Agenda Item 14

TO:
Policy and Finance Committee

FROM:
Director of Resources 

DATE:
06 November 2008

TREASURY MANAGEMENT UPDATE

1.
Purpose

1.1
To provide the Policy and Finance Committee with an update on the current position concerning the Authority's loans and investments.

2.
Recommendations

2.1 The Committee is asked to note the current position on loans and investments.

3.
Risk Assessment

3.1
Economic – The current economic climate has resulted in an increased exposure to financial loss associated with bank deposits.

4.
Background

4.1
The Authority's Treasury Policy requires that an annual report is provided as part of the annual accounts.  However, owing to recent events with regard to financial institutions an updated statement is attached at Appendix 1.

4.2
As part of the Authority's annual budget setting process, a Treasury Management Strategy statement is prepared to identify borrowing requirements and investment protocols.

5. Update on Security of Deposits

5.1
The service operates within the Treasury Policy as agreed by the Authority.  The policy is concentrated on short-term deposits (less than one year), with UK registered institutions attracting a safe credit rating.
5.2
This policy is applied in conjunction with advice from our Treasury Management consultants, Sector Treasury, prior to any monies being invested with a financial institution.

5.3
The service did have a deposit of £2million with Heritable Bank, which was part of the Landsbanki group.  Having sought advice in July 2008, this money was withdrawn from Heritable and invested with the Bank of Ireland.
5.4
A breakdown of current investments is contained within Appendix 1.  All deposits continue to be in line with the policy statement.

6.
Treasury Policy

6.1
In light of recent events, the service has taken a pro-active approach and sought a full review of its policy by internal audit.  Attached at Appendix 2 is a schedule detailing the terms of reference of the review that will be completed during week commencing 27 October 2008.  An oral update of any issues raised will be provided at the meeting.
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APPENDIX 1

1.
TREASURY MANAGEMENT REPORT 2008/09 - OCTOBER

1.1
The Authority adopted the CIPFA Code of Practice for Treasury Management in the Public Sector and operates its treasury management service in compliance with this code.  This report provides an update of treasury management operations.

1.2
The table below summarises the expenditure and income for capital financing and complies with the reporting requirements in CIPFA’s Code of Practice for Treasury Management:

	
	Budget

£000
	Actual Budget to date

£000
	Actual to Date

£000
	Variance

£000

	Interest Payments
	223
	112
	53
	-59

	Interest Receipts
	280
	130
	132
	-2

	Long Term Finance Lease
	190
	0
	0
	0

	Repayments
	
	
	
	

	
	693
	242
	185
	-61


1.3
The change in the Authority’s loan debt over the year is as follows:

	
	24 October 2008

£000

	Long-term debt
	4,306

	Temporary debt
	0

	
	4,306

	Less Investment
	-6,089

	Net Investments
	-1,783


1.4
Long-term debt consists of loans for periods exceeding one year at a fixed rate of interest.  The average interest paid on the long-term debt was 4.39% over the year. 

1.5
Interest receipts are earned on temporary cash surplus investments in deposit accounts in accordance with the Treasury Management Policy.

1.6
Each year the Authority must determine a series of prudential indicators that identify maximum limits for its borrowing and the proportion of interest payable which is at a variable rate.  The current position for 2008/09 is as follows: 

	
	Budget 2008/09
	Actual 2008/09

	 
	£m
	£m

	 
	
	 

	Affordable Borrowing Limit
	
	 

	Total Budget excluding capital financing
	27,413
	 

	Total Budget including capital financing
	27,960
	 

	 
	
	 

	Difference
	547
	 

	 
	2.00%
	 

	Band D Impact
	£2.04
	 

	 
	
	 

	Band D Council Tax
	£54.45
	 

	 
	
	 

	Increase in Council Tax (band D, per annum)
	£2.07
	 

	 
	
	 

	 
	
	 

	 
	£m
	£m

	 
	
	 

	Capital Financing Requirement
	7.883
	4.306

	 
	
	 

	Operational Boundary
	8.423
	4.306

	 
	
	 

	Authorised Limit
	12.000
	4.306

	 
	
	 

	Upper limit for fixed interest rate exposure
	
	 

	Net principal fixed rate borrowing / investments
	100%
	100%

	 
	
	 

	Upper limit for variable interest rate exposure
	100%
	0%

	Net principal variable rate borrowing / investments
	
	 

	 
	
	 

	Upper limit for total principal sums invested for over 364 days
	0%
	0%


1.7
The Authority sought advice from Sector Treasury Consultants prior to entering into the loan agreement and it was recommended that, owing to low interest rates and market forecasts, a long-term fixed rate loan would be most beneficial to the Authority.

APPENDIX 2

	Review:
	Treasury and Banking

	Approved:
	Annual Plan for 2008/09

	Objective of the Review:
	The purpose of the review is to assess the adequacy and effectiveness of the controls surrounding 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.

	Scope:
	The precise scope of the review will be discussed and agreed with the Head of Finance prior to commencement of the audit.

N.B. It may not be possible within the existing budget to review all of the controls to manage the risks shown below.

	Type of Review:
	System

	Risks to be reviewed:
	· Liquidity Risk (Inadequate cash resources);

· Market or Interest Rate Risk (Fluctuations in interest rate levels and thereby in the value of investments);

· Inflation Risks (Exposure to inflation);

· Credit and Counterparty Risk (Security of Investments);

· Refinancing Risks (Impact of debt maturing in future years);

· Legal & Regulatory Risk (i.e. non-compliance with statutory and regulatory requirements, risk of fraud).

	Reporting:
	A draft report will be issued within ten working days of the date of the exit meeting.

	Start Date:
	Provisionally 27/10/08 (to be confirmed)

	Audit staff:
	Stephen Lake

	Audit Director:
	Andrew Fife

	Copies of the following documentation required to be available at the commencement of the audit:


	Treasury management strategy

Copies of appropriate policies and procedures

Cash forecasts

Inflation forecasts, including underlying assumptions

Details of counter-parties

Breakdown of current loans (analysed by institution)

Credit ratings of the above

Details/profile of short, medium and long-term maturing debt 


1

