CABINET
13 JULY 2004

ITEMNO. .19

TREASURY MANAGEMENT ANNUAL REPORT 200304

Responsible Cabinet Member (s) - Councillor Don Bristow,
Resour ce Management Portfolio

Responsible Director (s) - Paul Wildsmith, Diredor of Corporate Services

Purpose of Report

1. Toinform Members of the Treasury Management activities of the Courcil andto consider
its performance throughou 200304.

Summary

2.  The Treasury Management function d the Courcil covers bath the short and long term
transadions in respect of borrowing and investments. Measured against the Revenue MTFP
budget for financing costs savings of £1.670m have been made, £1m relates to the early
repayment of LGR debt, £0.450m due to increased investment income and £0.220m to
reduced debt repayments. Debt that was previously managed by Durham Courty Courcil of
£12410m on kehalf of Darlington Borough Courrcil was transferred to the Authority by
mutual consent during 200304. In total the Authority’s long term borrowing increased by
£2.214m with the average rate of interest on all loans falling from 4.91% to 4.75%.
Investment interest rates compare well with general market interest rates.

Background

3. TheAuthority has adopted the CIPFA Code of Practice for Treasury Management in the
Public Sector and operates its treasury management service in compliance with this Code.
The prime objective of the treasury management activity is the df ective management of
risk. The Code requires as aminimum the regular reporting of treasury management
activitiesto :-

(8) Forecast thelikely activity for the forthcoming year (in the Annual Treasury Strategy
Report).

(b) Review actual activity for the proceeding year (thisreport).

4. Thisreport coversthe last year of the treasury operations before the introduction d the
Prudential Code and the new investment guidance which bah started on1 April 2004 In
future years this report will al'so provide comparisons against the relevant prudential
indicators.
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5. Thisreport setsott :-

@
(b)
(©
(d)
(€
(f)

(9)
(h)

A summary of the strategy agreed for 200304 (paragraph 4

Service Plan Targets st for 200304 (paragraph 5

The Courril’ streasury position at the year end (paragraph 6

Debt decisions taken duing 200304 and their revenue dfeds (paragraph 7)
Investment decisions taken during 200304 and their revenue df ects (paragraph 8

A summary of the econamic factors aff ecting the strategy over 200304 (paragraphs 9-
13

Compliance with the Courcil’ s Procedures and External Requirements (paragraph 14
The associated risks of any of these decisions (paragraphs 15 - 16)

Information and Analysis

The Strategy Agreed for 200304

6. The agread 200304 Treasury Management Strategy was developed in conjunction with the
Courcil’s Treasury Management advisers, Butlers andis summarised below :-

@

(b)

(©

(d)

(€

(f)

(9)

(h)

The Officerswill continue the pdlicy of long term borrowing from the Public Works
Loan Board (PWLB) or the money market and short term borrowing through the
Money Market. The performance of the Money Market brokers will continue to be
monitored;

There will be regular discussons with the Courcil’ s appanted Treasury Management
advisers on kbt rescheduling. Based ontheir advice, PWLB loans may be repaid to
reduce the Courcil’s debt servicing costs. That advice may aso recommend that longer
term money shoud be borrowed onthe Money Market;

Surplus funds will continue to be invested with approved financial institutions and
within the limits st down in the schedul es associated to the Treasury Management
Pradices, this may include some forward dealing whereit is prudent to doso;

A half yealy report will be submitted to Members, and Officers will continue to
regularly monitor the borrowing and investment procedures and returns within the
Courxil’s Treasury Management function;

Levels of debt will continue to be managed having regard to the Courcil’ s overal
credit ceilings;

Surplus capital receipts may aso be used to prematurely repay debt whereit isthought
beneficial to doso;

To write-off the Courcil’s Provision for Credit Liabili ties memorandum acoourt on an
annual basis.

As a onsequence of Locd Government Reorganisation Durham Courty Courcil
currently manages around £14n of debt on behalf of this Courcil. The transfer of this
debt to the aontrol of this Council may be passible by mutual agreement of both parties.
Officers will continue to monitor the cost of repayment of this debt and review the
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situation as part of the overall strategy.

ServicePlan Targetsfor 200304

7. This srvice hasthe following service plan targets.

(& The consolidated rate of interest on barowings

(b) The atual rate of interest returned oninvestments against the average performance

indicator

(c) Theresults of these ae contained in paragraphs 7 and 8respectively.

The Council’s Treasury Position at the Year End

8. Thetreasury position at the 31 March 2004compared with the previous year was:

31 March 2004 31 March 2003
Principal | Average Principal | Average
Rate Rate
PWLB and Money Market Debt £62443m | 4.755% £60229n | 4.908%
Total Debt £62443m £60229m
Surplus Cash Investments £9.670m 3.63% £8370m| 3.81%
Capital Investments £1990m 3.74% £1850m 4.21%
Total Investments £2957m £2687m

Debt Decisions Taken During 200304
9. Details of the debt transadions undertaken by the Authority are detail ed below.
(@ Transfer of debt managed by Durham County Council

When the new unitary Courcil was established in April 1997, part of Durham Courty
Courxil’ s debt became the resporsibility of Darlington Borough Courxil, this debt
related to assets of the transferred servicesi.e. Educdion, Social Services etc. The debt
was managed by Durham Cournty Courcil andthis authority paid interest and grincipal
direct to DCC. Asdetailed in the Treasury Management Strategy officers have sought
to transfer this debt to Darlington Borough Courcil to enable the debt to be more

eff ectively managed. The transfer of this debt (E12410m) to the cntrol of this Courcil
was agread by mutual consent of both parties onthe 12th March 2004 This alowsthe
Authority to manage the debt that was previously administered by Durham Courty
Courxil and also al ows the Authority to reschedule/repay this debt as future
oppatunities arise.

(b) Repayment of Local Government Re-organisation Debt

To enable Courcilsto prepare to establish new Locd Authoritiesin 1997 the
Government allowed revenue expenditure incurred to be apitalised, so that the full
cost did na fall in the preparation period. The repayment of this debt had to be repaid
over ashorter period than namal debt; therefore it has a significant impact onthe
revenue budget. Capital outstanding onthat debt was £6.144m. It was agreed in the
Revenue MTFP that this debt shoud be repaid early utilising Capital Receiptsto gain
revenue savings for future years. On 25h March 2004the Courcil repaid £7.022m at
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an average rate of 5.98% with early repayment costs of £0.275m relating to the general
fund, which will be repaid over a 25 year period. This brought forward annual savings

of over £1m.

(c) Rescheduling

On 15h October 2003the Courcil repaid £4299m at an average rate of 8.20% with
early repayment costs of £0.714m relating to the General Fund, which again will be
repaid over 25years. Part of the repaid loans were replaced with ore variable loan
amourting to £1.125m currently at arate of 4.12%%. Asaresult of this transaction
revenue savings of £0.141m were achieved duing 200304.

(d) Capital Expenditure

During 200304 Capital expenditure of £8.217m was incurred which required to be
financed by loans. However, as aresult of dippage andincreased reserved capital
receipts during 200203, the Authority’ s borrowing was in-excess of what was required
a thetime. Asaresult noadditional borrowing was required to be undertaken during
200304 for capital expenditure. This has resulted in a balance between debt
outstanding at the end d 200304 and the Courcil’s borrowing need.

(e) Summary of Debt Transactions

The table below summaries the debt transactions throughou 200304

Balance New Debt | Repayment | Balance
01/04/03 31/03/04
£m £m £m £m

Public Works Loan Board 50.629 1.125 7551 44.203
DCC Managed Debt (PWLB) 12422 3.782 8.640
Tota PWLB 50.629 13547 11.333| 52843
Money Market 9.600 9.600
Tota Debt 60.229 62443
Consolidated Rate of Interest 4.908% 4.75%%

10. Theoveral position d the debt activity resulted in net revenue savings of £1.360m. The
Revenue MTFP has arealy been adjusted by £1.000m to reflect the early repayment of
LGR Debt. The consolidated rate of interest paid ondebt is one of the lowest of all

authoritiesin the wurtry.

Investment Dedsionstaken during 200304

11 Investments held by the Courcil consists of temporary surplus cash balances and capital
receipts and aher funds as detail ed below.

(8 Temporary Surplus Cash Balances

The table below shows actual activity against budget for 200304
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Budget Actual
Average Monthly Investment £7.000m £11.900m
Average Rate of Investment 4.00% 3.63%
Interest Earned £0.280m £0.436

(b) Capital Receptsand Funds

The table below shows actual adivity against budget for 200304

Budget Actual
Average Monthly Investment £14362m £23100m
Average Rate of Investment 4.00% 3.76%
Interest Earned £0.574m £0.870m

Capital investments held by the Courcil a 31st March 2003amourted to £199m. These
investments have increased from £185m in April 2003to £199m in March 2004 de to
increased capital receipts and reductions due to repayment of LGR debt.

(c) Summary of averageinvestment rates achieved.

A representative set of indicators has been used in the table below to measure investment
performance. As can be seen from the table, the actual investment rate achievements for
200304 exceeds the average of comparative rates for both long term and short term
investments. It is considered that the service plan target relating to rate of return on
investments has been achieved.

Short Term LongTerm
Investments Investment
% %
Actual 3.64 3.76
Compar ative Rates
Locda Authority 2 day rate 3.46
Loca Authority 7 day rate 3.46
Loca Authority 6 month rate 3.70
Loca Authority 12 month rate 3.80
Londoninter Bank Bid Rate — 7 Day 3.58 3.58
Average of compar ative Rates 3.50 3.69

Economic Trendsfor 200304

12. Theyear started ona cmparatively quiet note and held nohint of the significant shifts that
were to be seen later. The main driving force at the outset was the mourting concern that the
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13.

14.

15.

16.

year was likely to be dominated by deepening recesson across awide selection d
econamies. The US showed few, if any, signs of staging arecvery from its extended
growth pause, Euroland appeared to be onthe brink of recesson. Even in the UK there were
tentative signs that adivity was weakening.

Shorter term and PWLB interest rates remained under downward pressure throughou the
April —June quarter. The widely held view that this situation would persist for avery long
time was refleaed in the market prices.

Sentiment changed dramatically in the ealy summer. Initialy, thiswastriggered by aless
aggressive than expected monetary palicy signal from the US Federal Reserve, including an
indicationthat it did na intend to resort to more extreme forms of monetary relaxation.
Bondmarkets fell very sharply as aresult and PWLB rates returned to a strongly rising
trend. This return to amore pessmistic view onrates was suppated by evidence of amore
buoyant UK econamic performance and a savage bource in US econamic ectivity (which
rose to an annualised rate in excess of 8% in the July/September quarter).

In the UK, money market and the base rate diverged during the summer and early autumn.
While period rates, natably beyondthe six-month areg firmed in response to deteriorating
expectations, the very short end d the maturity range was held back by the MPC’ s decision
to maintain an unchanged pdicy stancefrom that adopted in July, when base rates had been
cut to 35%.

The July base rate ait (viewed with hindsight asa*“cut toofar”) was eventually reversed in
November in amove (back to 3.75%) that was widely regarded as a decisive signd that the
UK interest rate o/cle had finally passed its turning point. The MPC adhered to its pdlicy of
gradually tightening domestic aredit condtions (base rates were hiked by afurther quarter-
point to 4% in February) PWLB rates dipped lower. By the dose of the yea, rates had
returned to levels that reflected a more balanced view of future prospeds.

End Base LIBOR PWLB (Lower Tier)
period
Rate | 3mth | 6mth | 12mth | 5-yr 10-15yr | 20-25yr
2003 | Mar 3.75 3.7 3.6 3.6 4.15 4.65 4.70
Jun 3.75 3.7 3.6 3.6 4.05 4.65 4.75
Sep 3.50 3.8 3.8 4.0 4.55 4.85 4.85
Dec 3.75 4.1 4.2 4.4 4.80 5.00 4.95
2004 | Mar 4.00 4.4 4.6 4.7 4.80 4.95 4.85

Compliancewith the Council’s Procedures and External Requirements

17.

The Courxil has complied with itsinternal procedures and the requirements of the CIPFA
Code of Practice on Treasury Management. For 200304 the Courcil was bound ly the
requirements of the Local Government and Housing Act 1989 These require the following
limits to be set and adhered to. The table identifies the Courcil limits which were set and
the activity against these limits. The Council complied with al limits for the eurse of the
year.
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LGHA Requirement Council | Maximum Position
1989 Limit 200304 31/3/04

A5(@) | An owral borrowing limit, | £850m £6947m £62443m

which is the maximum to
Courcil may borrow

A5(b) | A short term borrowing limit, | £150m £0.287m £0

which is the maximum the
Courcil may have outstanding
by way of short term borrowing

HA5(c) | A limit on the total amourt of 40% 17% 17%

interest payable that is at interest
rates which are variable.

Risk and Performance

18.

109.

The Courxil i saware of the risks of passve management of the treasury portfolio and, with
the suppat of Butlers, the Courcil’ s advisers, has proactively managed the debt over the
year. The Courcil has continued to utilise historicdly low borrowing costs and hes
complied with itsinternal and externa procedural requirements. Thereislittlerisk of
volatility of costsin the aurrent debt portfolio as the interest rates are predominantly at
fixed, long-term attradive levels.

Shorter-term variable rates and likely future movements in these rates predominantly
determine the Courcil’ sinvestment return. These returns can therefore be volatile and,
whil st the risk of lossof principal is minimised through the lending list, accurately forecast
returns can be difficult.

Conclusion

20. Savings of £1.670m have been made on the Financing Costs 200304 budyet of the Revenue

MTFP, £1m relates to the ealy repayment of LGR debt, £0.450m due to increased
investment income and £0.220m to reduced debt repayments.

21. Debt of £12410m that was previously managed onbehalf by Durham Courty Courcil was

transferred to the Authority by mutual consent, however due to rescheduling/repayments of
existing debt in total the outstanding debt level hasincreased by £2.214m. The consolidated
rate of interest paid onsuch barowing hasfallen from 4.908% to 4.755%, thisrate is one of
the lowest of all authoritiesin the @urtry.

(@ Investment interest performance compares well with general market interest rates.

(b) The Authority has complied with the Courrcil’ s procedures and external requirements.

Lega Implications

22. Thisreport has been considered by the Borough Solicitor for legal implicationsin

accordance with the Courcil’s approved procedures. There are noissues which the Borough
Soli citor considers need to be brought to the specific attention d Members.
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Sedion 17 d the Crime and Disorder Act 1998

23. The ontents of thisreport have been considered in the mntext of the requirements placed
on the Courril by Section 170of the Crime and Disorder Act 1998 namely, the duty on the
Courxil to exerciseits functions with due regard to the likely effed of the exercise of thase
functions on, and the need to doall that it reasonably can to prevent, crime and dsorder in
itsarea. Itisnaot considered that the contents of thisreport have any such eff ect.

Consultation

24. Noformal consultation hes been undertaken regarding this report.

Council Policy Framewor k

25. Theissues contained within this report do nd represent change to Courcil padlicy or the
Courxil’ s pdlicy framework

Dedsion Deadline

26. For the purpose of the ‘cdl-in" procedure this does nat represent an urgent matter
Remmmendation

27. It isrecommended that Cabinet note the mntents of the report.

Reasons

28. The recommendations are suppated to comply with the Treasury Policy Statement adopted
by this Courcil .

Paul Wildsmith
Director of Corporate Services

Background Papers
200304 Fina Accourts

Brian Boggon: Extension 2305
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