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1. Purpose of Report

To inform Members of the treasury activity undertaken in the first half year of 2013/14, and advise of any changes required to the treasury strategy.

2. Recommendations
Members are recommended to:
· Note the Treasury Management Mid-year Report for 2013/14;
· Note the latest Treasury Management Indicators.
3. Background


The Council operates a balanced budget, which broadly means cash raised during the year will meet its cash expenditure. Part of the treasury management operations ensure this cash flow is adequately planned, with surplus monies being invested in low risk counterparties, providing adequate liquidity initially before considering optimising investment return.



The second main function of the treasury management service is the funding of the Council’s capital plans.  These capital plans provide a guide to the borrowing need of the Council, essentially the longer term cash flow planning to ensure the Council can meet its capital spending operations.  This management of longer term cash may involve arranging long or short term loans, or using longer term cash flow surpluses, and on occasion any debt previously drawn may be restructured to meet Council risk or cost objectives. 



Accordingly treasury management is defined as:


“The management of the local authority’s investments and 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.”
4.
Introduction
The Chartered Institute of Public Finance and Accountancy’s (CIPFA) Code of Practice on Treasury Management (revised 2011) was adopted by this Council on 27th March 2012.

The primary requirements of the Code are as follows: 

1. Creation and maintenance of a Treasury Management Policy Statement which sets out the policies and objectives of the Council’s treasury management activities.

2. Creation and maintenance of Treasury Management Practices which set out the manner in which the Council will seek to achieve those policies and objectives.

3. Receipt by the full council of an annual Treasury Management Strategy Statement - including the Annual Investment Strategy and Minimum Revenue Provision Policy - for the year ahead, a Mid-year Review Report and an Annual Report (stewardship report) covering activities during the previous year.

4. Delegation by the Council of responsibilities for implementing and monitoring treasury management policies and practices and for the execution and administration of treasury management decisions.

5. Delegation by the Council of the role of scrutiny of treasury management strategy and policies to a specific named body.  For this Council the delegated body is the Policy Committee.

This mid-year report has been prepared in compliance with CIPFA’s Code of Practice on Treasury Management, and covers the following:

· An economic update for the 2013/14 financial year to 30 September 2013;

· A review of the Treasury Management Strategy Statement and Annual Investment Strategy;

· The Council’s capital expenditure (prudential indicators);

· A review of the Council’s investment portfolio for 2013/14;

· A review of the Council’s borrowing strategy for 2013/14;

· A review of any debt rescheduling undertaken during 2013/14;

· A review of compliance with Treasury and Prudential Limits for 2013/14.

5.
Economic Review


During 2013/14 economic indicators suggested that the economy is recovering, albeit from a low level. There have been signs of renewed vigour in household spending in the summer, with a further pick-up in retail sales, mortgages, house prices and new car registrations. This strengthening in economic growth appears to have supported the labour market, with employment rising at a modest pace and strong enough to reduce the level of unemployment further.


The Bank of England extended its Funding for Lending Scheme (FLS) into 2015 and sharpened the incentives for banks to extend more business funding, particularly to small and medium size enterprises. To date, the mortgage market still appears to have been the biggest beneficiary from the scheme, with mortgage interest rates falling further to new lows. Together with the Government’s Help to Buy scheme, which provides equity loans to credit-constrained borrowers, this is helping to boost demand in the housing market. Mortgage approvals by high street banks have risen as have house prices, although they are still well down from the boom years pre 2008.



Turning to the fiscal situation, the public borrowing figures continued to be distorted by a number of one-off factors. On an underlying basis, borrowing in Q2 started to come down, but only slowly, as Government expenditure cuts took effect and economic growth started to show through in a small increase in tax receipts. The 2013 Spending Review, covering only 2015/16, made no changes to the headline Government spending plan, and monetary policy was unchanged in advance of the new Bank of England Governor, Mark Carney, arriving.  Bank Rate remained at 0.5% and quantitative easing also stayed at £375bn. CPI inflation (MPC target of 2.0%), fell marginally from a peak of 2.9% in June to 2.7% in August. The Bank of England expects inflation to fall back to 2.0% in 2015.

6.
Outlook for Interest Rates

In August, the MPC provided forward guidance that Bank Rate is unlikely to change until unemployment first falls to 7%, which was not expected until mid 2016. However, 7% is only a point at which the MPC will review Bank Rate, not necessarily take action to change it.  The three month to July average rate was 7.7%.


The following table shows the Capita Assets Services forecasts for PWLB certainty rates and are in accordance with the view of the MPC (Financial Markets hold the opinion that bank rate will rise as early as Jan-Mar 2014):
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7.
Investment Portfolio
In accordance with the Code, it is the Council’s priority to ensure security of capital and liquidity, and to obtain an appropriate level of return which is consistent with the Council’s risk appetite.  As set out in Sections 5 & 6 above, it is a very difficult investment market in terms of earning the level of interest rates commonly seen in previous decades as rates are very low and in line with the 0.5% Bank Rate.
The Council held £9.370m of investments as at 30 September 2013 (£4.443m at 31 March 2013) and the investment portfolio yield for the first six months of the year is 0.61% against a forecast of 1.00%.
8.
Borrowing

No additional borrowing was undertaken in the first half-year, and debt remains at £6.238m.


Members should note that £1.25m of debt will be repaid in October which will be replaced by new loans totalling £1m.
9.

Summary of Transactions

The following table summarises the treasury management transactions undertaken during the first half of 2013/14:
	
	Principal Amount

£000
	Average Interest Rate 

%

	Fixed term investments - at 31st March 2013
	1,000
	1.00

	                                       - arranged in year to date
	11,500
	0.54

	                                       - matured in year to date
	5,500
	0.61

	Money Market Funds at 30th September 2013 *
	2,370
	0.33

	Total holdings at 30th September 2013
	9,370
	

	Debt - at 31st March 2013
	6,238
	4.84

	         - arranged during year to date
	0
	

	         - repaid during year to date
	0
	

	Total debt at 30th September 2013
	6,238
	4.84

	Net Debt at 31st March 2013
	5,238
	

	Net Invested at 30th September 2013
	3,132
	


* Holdings in MMFs fluctuate according to cashflow requirements

The net investment held at 30th September 2013 is likely to become a net debt of £2,138k by 31st March 2014 as cash outflows in February and March are not matched by cash inflows.
11.
Review of Investment Strategy
Given the continuing pressures hindering economic recovery both here and abroad, and the need to protect the Council from risk associated with financial investment, it is proposed that no change is made to the investment strategy for the remainder of 2013/14.
12.
Review of Debt Management Strategy
The Council has continued to comply with the criteria to qualify for the PWLB certainty rate.

There is no foreseen requirement to increase external long-term debt in 2013/14 as the capital programme remains confined to the level of useable reserves and capital receipts.
13.
Treasury Management Indicators
The Council measures its exposure to treasury management risks using a number of indicators.  Council is asked to note the following indicators as at 30th September 2013:
13.1
Security: Average credit rating

Fixed-term investments were held across a range of counterparties and the average rating achieved, compared to an ideal target, was:
	
	Median
	Actual

	Portfolio average credit rating
	BB+
	A


13.2
Liquidity: cash available within three months

The use of instant access accounts ensures cash is available on demand.

The average holding for the half-year was:
	
	Target
£000
	Actual £000

	NatWest SIBA
	500
	534

	Money Market Funds
	5,000
	4,497

	
	5,500
	5,031


13.3
Borrowing Limits

These limits are set at the beginning of the financial year to ensure that the Council’s borrowing is limited to the needs of its capital financing and short-term cash flow requirements. The boundaries can be revised by Member approval during the year should any exceptional need arise. The original limits do not need revising and remain:
	
	Indicator

£m
	Actual
£m

	Authorised Limit
	8.238
	6.238

	Operational Boundary
	6.238
	6.238


13.4
Maturity Structure of Borrowing

This indicator is set to control the Council’s exposure to refinancing risk. The maturity structure of fixed rate borrowing at the mid-year point is:
	Maturity Date of Borrowing
	Target

Spread
	Actual 

Spread

	Under 12 months
	0%
	20%

	12 months  and within 24 months
	10%
	0%

	24 months and within five years
	10%
	0%

	Five years and within 10 years
	10%
	0%

	10 years and within 25 years
	10%
	11%

	Over 25 years
	60%
	69%


(Note: The maturity date of borrowing is the earliest date on which the lender can demand repayment.)
The target spread is designed to ensure that not all the Council’s borrowings become repayable at the same time.
An actual percentage greater than target is not necessarily detrimental, but would need to be taken into consideration should further borrowing be contemplated.

The debt which becomes due for repayment in under 12 months is the Eurohypo market loan of £1.25m which will be replaced by loans maturing in five and within 10 years.

14.
Implications
14.1
Financial and Value for Money Implications

Providing no further borrowing is undertaken in the year, the Council is forecast to have net debt of £2.138m at 31st March 2014.
There are no value for money implications arising directly from this report.
14.2
Legal Implications

The Local Government Act 2003 places a duty on local authorities to determine and review their own borrowing limits in accordance with the CIPFA Prudential Code and a duty not to exceed their prudential borrowing limits.
15.
Contribution to Corporate Priorities

The Treasury Management function does not contribute directly to the Council’s Corporate Priorities albeit the delivery of the Treasury Management Strategy supports the Council’s budget strategy which in turn is a fundamental element of the Council’s service and financial planning approach to achievement of the Council Plan.
16.
Risk Management
There are no direct risk management implications arising from this report. Regular review provides assurance that treasury management activities are being managed in line with the Treasury Management Strategy.
17.
Equalities Impact Assessment

Since this report is not seeking to set or amend policy, the Council’s Equality Impact Assessment procedure has not been followed.
18.
Consultations with Others

None

19.

Access to Information : Background Documents

Working papers held in Financial Services.
20.
Author of the Report

 Mary Kennedy – Finance Officer                         

01756 706282    mkennedy@cravendc.gov.uk
Note: Members are invited to contact the author in advance of the meeting with any detailed queries or questions.
21.
Appendices - None
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