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1.
PURPOSE OF REPORT
The purpose of this report is to seek members’ approval for the Treasury Management Strategy for the financial year 2010/11.

2. BACKGROUND
2.1. The Council has a number of strategies and policies that when considered together comprise the Overall Investment Strategy (see diagram below).   This report considers only the strategic Treasury Management elements of the Overall Investment Strategy;




















2.2. The Treasury Management Policy Statement is a high level document, which defines the Council’s policies and objectives of its Treasury Management activities.  See Appendix A.

2.3. Members will recall that in October 2009 the Treasury Management Strategy was reported back to the Executive. It was considered best practice to review our existing Treasury Management Strategy against the key findings contained in the Audit Commission’s report titled “Risk and Return”. This report was issued as a result of the international banking crisis and especially the failure of Icelandic banks and the impact this had on a number of local authorities. 
2.4. The Audit Commission’s national study identified a number of recommendations. A key finding was that the Chartered Institute of Public Finance and Accountancy (CIPFA) should revise and tighten the code of treasury management practices. As a result CIPFA issued some interim guidance. In light of the recommendations made by both the Audit Commission and CIPFA, the following amendments were made to the Treasury Management Strategy that was reported to and approved by the October Executive;

· the authority’s risk-reward appetite (the balance the Authority wants to achieve between security, liquidity and the yield).

· the maximum period for which funds can be invested;

· the criteria for choosing investment counterparties with adequate security; 

2.5. Further guidance has since been issued by CIPFA and the Treasury Management Strategy detailed at Appendix B contains details of these changes, in summary, the Strategy has been amended to incorporate the following sections;

· The borrowing requirement
· Policy on borrowing in advance of need
· Investment Policy
· Creditworthiness Policy
· Investment Strategy
· Policy on use of external service providers

· Scheme of delegation

· Role of Section 151 Officer

· Minimum Revenue Provision Policy Statement

2.6. The Revised CIPFA Treasury Management Code of Practice requires the Executive Committee to approve the Annual Treasury Management Strategy in advance of the financial year this then requires approval by Full Council. 
2.7. To comply with recommended best practice, the Council is required to set a number of Prudential Borrowing Indicators at the same time as it sets its annual budget. These were report and approved as part of the budget report to Full Council on 25th February 2010. 

2.8. For completeness the indicators form part of the proposed Treasury Management Strategy for 2010/11 as detailed at Appendix B.
2.9. The indicators are a technical accounting requirement and are based upon a range of different external borrowing scenarios that may happen during the medium term. These are reviewed and updated annually by the Council. The Council’s budget model makes provision for the cost of estimated debt charges (associated with borrowing), the indicators themselves provide a statutory framework for officers to work with during the year.

2.10. The last 18 months in Treasury Management terms has been extraordinary.  The collapse of the Icelandic Banks and the support given to UK banks was both unprecedented and unexpected.
The Council did not have money with Icelandic Banks and has no investments, which are either lost or at risk.  The whole episode has caused the Council to carefully consider its Treasury Management Strategy for 2010/11.



2.11. The Council like all local authorities uses ratings to determine, which institutions it can invest with.  The Council monitors credit ratings daily and is alerted to changes through the Sector creditworthiness service.  If a downgrade results in the counterparty/investment scheme no longer meeting the Council’s minimum criteria, its further use as a new investment will be withdrawn immediately.
2.12. The problems across the banking sector have caused the Council to think extremely carefully about its investment policies.  The changes above will help manage risk, however relying on rates alone is extremely risky.  Both Icelandic and supported UK banks have had “high” credit ratings, in some cases right up to their collapse.  The Council has never relied on ratings alone when investing its monies.  Treasury officers read the national press daily and discuss investments with our Treasury specialists and brokers before any investments are made.  The Council only uses a small number of banks to invest in and these continue to be monitored through the press and our advisors daily.


2.13. The Treasury Management Strategy requires a Minimum Revenue Provision (MRP) strategy; this is included at Appendix B Section 15.  MRP is a technical adjustment but is a real cost to the council tax payer.  The Council in conjunction with its treasury advisors have reviewed the MRP Policy as a result of legislative changes.  This has resulted in the Council changing the basis for calculating MRP whereby the cost is spread over the estimated useful life of either an asset created, or other purpose of the expenditure.
2.14. During the preparation of the proposed strategy for 2010/11 officers have liaised with, Sector Treasury Services Ltd, the Council’s appointed treasury advisors.  A standardised template devised by Sector has been used as the basis to develop the proposed strategy.  See Appendix B.
2.15. An information sheet is detailed at Appendix C to provide additional information on the Prudential and Treasury Indicators, together with reasons why changes have been made to the Indicators.
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3.	RECOMMENDATION





The Treasury Management Policy Statement as detailed in Appendix A be approved;	


The Annual Treasury and Investment Strategy as detailed in Appendix B be approved;	�











