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CANNOCK CHASE COUNCIL 

AUDIT AND GOVERNANCE COMMITTEE 

11 NOVEMBER 2010 

REPORT OF HEAD OF FINANCIAL MANAGEMENT 

QUARTERLY TREASURY REPORT  QUARTER 2 OF 2010-11 

KEY DECISION - NO 

1. Purpose of Report 

1.1 To advise Members of the Council’s Treasury activities during the second quarter of 2010-11. 

 

2. Recommendations 

2.1 That the contents of this report be noted. 

 

3. Summary 

3.1 The Chartered Institute of Public Finance and Accountancy’s Code of Practice on Treasury 
Management in the Public Services  2009 was adopted by this Council on 24 February 2010 
and this Council fully complies with its requirements.  The primary requirements of the Code 
are the:- 

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

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

c. Receipt by the Council of an annual  treasury management strategy report 
(including the annual investment strategy report) for the year ahead, a mid year 
review report (as a minimum) and an annual review report of the previous year. 

d. 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. 

e. Delegation by the Council of the role of scrutiny of treasury management 
strategy and policies to a specific named body which in this Council is the Audit 
and Governance Committee. 
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3.3 Treasury management in this context 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”. 

3.4 This quarterly treasury report covers:- 

• the Council’s treasury position as at 30 September 2010; 

• performance measurement; 

• the strategy for 2010-11; 

• an economic update for the first six months of  2010-11; 

• borrowing and investment rates in 2010-11; 

• compliance with treasury limits and Prudential Indicators; 

• debt rescheduling; 

• other issues. 
 

4. Key Issues and Implications 

4.1 The Chartered Institute of Public Finance and Accountancy’s Code of Practice on Treasury 
Management in the Public Services  2009 was adopted by this Council on 24 February 2010 
and this Council fully complies with its requirements.  The primary requirements of the Code 
are the:- 

 (a) creation and maintenance of a Treasury Management Policy Statement which sets out 
the policies and objectives of the Council’s treasury management activities; 

(b) creation and maintenance of Treasury Management Practices which set out the 
manner in which the Council will seek to achieve those policies and objectives; 

(c) receipt by the Council of an annual treasury management strategy report (including the 
annual investment strategy report) for the year ahead, a mid year review report (as a 
minimum) and an annual review report of the previous year; 

(d) 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. 

(e) delegation by the Council of the role of scrutiny of treasury management strategy and 
policies to a specific named body which in this Council is the Audit and Governance 
Committee. 

 
4.2 During  the second quarter of 2010-11 the Council did not increase its Long Term Borrowing 

Portfolio . 

4.4 Although the investment return again exceeded the accepted benchmark of the uncompounded 
LIBID 7 day rate, investments were of necessity kept in small amounts and on the whole, short 
term (i.e. 3 months or less).  This inevitably decreases the return available, but based upon 
market conditions in the year actually increases the amount of interest earned by the Council. 
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4.5 None of the prudential indicators set at the beginning of the year were exceeded and all 
investments were carried out with institutions listed in the Council’s approved lending list. 

4.6 The detail of the Council’s Treasury Management activities for the second quarter of 2010-11 is 
shown in Annex 1 

5. Conclusions and Reasons for the Recommendations 

5.1 The CIPFA Code of Practice on Treasury Management in the Public Services  2009, requires 
that reports be submitted as follows:- 

(a) Annual Strategy and Plan in advance of the year. 

(b) Annual Report after the year end close. 

(c) Mid-year review report (as a minimum) 

3.2 This report therefore ensures this Council is embracing Best Practice in accordance with 
CIPFA’s recommendations 

6. Other Options Considered 

6.1 There are no other options to be considered. 

7. Report Author Details 

7.1 Bob Kean,  Head of Financial Management,  Ext 4334 
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Section 1 

Contribution to Council Priorities (i.e. CHASE, Corporate Priorities) 

Treasury Management is an important  function of the authority and provides part of the setting of an 
approved budget for 2011-12 and future years.  The approved budget represent the agreed priorities of 
the council as determined by the Delivering Change process and hence have directly contributed to 
CHASE as part of a medium term financial strategy. 

Section 2 

Contribution to Promoting Community Engagement 

There is no contribution to Promoting Community Engagement. 

Section 3 

Financial Implications 

There are no direct financial implications arising from this report. 

Section 4 

Legal Implications 

The legal implications are set out throughout the report. 

Section 5 

Human Resource Implications 

There are no Human Resource Implications arising from this report. 

Section 6 

Section 17 (Crime Prevention) Implications 

There are no Section 17 implications arising from this report. 

Section 7 

Human Rights Act Implications 

There are no identified implications in respect of the Human Rights Act 1998 arising from this report. 

Section 8 

Data Protection Act Implications 

There are no implications arising from this report. 

Section 9 



  ENCLOSURE 5.6 

   

Risk Management Implications 

Treasury Management is a high risk area due to the large amounts of money dealt with on a daily 
basis.  However, the Council has a Treasury Policy and Strategy in place which is approved each year 
for the following 12 months.  The Council also has advice on investment and lending from the leading 
company in the field and has instituted a strict control and delegation of duties regime which reduces all 
risks to a minimum. 

There are no implications arising from this report. 

Section 10 

Equality and Diversity Implications 

There are no identified implications arising from this report.  

Section 11 

List of Background Papers 

Statement by the Leader of the Council 2010-11 

Section 12 

Report History 
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Annex 1 

Treasury Management update – Quarter 2 – 2010-11 
 
CIPFA (the Chartered Institute of Public Finance and Accountancy) issued the revised Code of Practice 
for Treasury Management in November 2009; it recommends that members should be updated on 
treasury management activities at least twice a year, but preferably quarterly.  This report therefore 
ensures this Council is implementing best practice in accordance with the Code. 
 
Economic Background 
 

The quarter ended 30th September 2010 saw the following: 

• Activity indicators suggest that the recovery has faded sharply since the first quarter; 

• The pace of recovery in retail spending is slowing, but the recovery in spending off the high 
street gather pace; 

• Further doubt cast on the sustainability of the recovery in the labour market; 

• The recovery in the housing market falter; 

• Disappointment that the public finances are not on a clearly improving trend; 

• The UK’s trade deficit widen further, despite the continued weakness of sterling; 

• CPI inflation fall at a slower pace than in the second quarter; 

• The doves on the Monetary Policy Committee gain the upper hand; 

• Equity and bond markets respond in different ways to the news that the recovery is faltering; 

• The recoveries in the US and euro-zone lose further pace. 

Activity indicators have suggested that the recovery has lost considerable pace since real GDP (Gross 
Domestic Product) expanded by 1.2% q/q in the second quarter of 2010.  The weighted average of the 
output balances of the CIPS/Markit surveys fell from an average of 55.5 in Q1 to 52.6 in Q2.  As the 
surveys tend to lead the official GDP data, the surveys are consistent with quarterly growth in GDP 
slowing to around 0.2% by the end of the year (well below the long term average of about 0.5%). 

The recovery off the high street may have picked up at a faster pace in Q2 but the recovery in retail 
spending through shops seems to have deteriorated over the quarter as retail sales volumes fell by 
0.5% in the previous month in August.  An average fall of -18 in Q1 to -20 in Q2 in consumer 
confidence (reported by GfK) may also have played a role in the fall in retail spending. 

Further doubt has been cast on the sustainability of the recovery in the labour market.  The ILO 
measure of unemployment was around 8,000 lower in the 3 months to July although employment 
actually rose by 286,000 over the same period. 

The recovery in the housing market has also begun to falter.  Only 47,400 mortgages for new house 
purchase were approved in August on the Bank of England’s official measure; this is nearly 20% lower 
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than at the end of 2010.  Furthermore, the Nationwide house price index fell by 0.5% and 0.8% in July 
and August respectively before rising by 0.1% in September. 

August’s public finances figures severely dented hopes that the fiscal position is on a clearly improving 
trend.  The public borrowing figure (on the PSNB ex.measure) of 15.9bn in August was nearly £2bn 
larger than at the same time a year ago.  However, this figure still left a cumulative borrowing total in 
the first five months of the fiscal year of £58.1bn, around £4bn below last year’s equivalent figure of 
£61.9bn.  The UK’s trade deficit widened further in the second quarter, despite the continued weakness 
of sterling.  The trade in goods deficit rose from £7.5bn to £8.7bn in July which was the largest deficit 
on record. 

CPI (consumer price inflation) fell from 3.2% to 3.1% in July, and remained unchanged in August.  
Inflation therefore fell in this quarter but at a slower pace than in the previous quarter.  While oil price 
inflation has begun to ease, an easing in clothes deflation and a pick-up in food and drink inflation were 
responsible for preventing CPI inflation from falling further in August.  The Bank of England’s quarterly 
inflation report in August once again projected inflation to fall to below the 2% target and remain there 
at the two year policy horizon.   The MPC (Monetary Policy Committee) voted to maintain the 
outstanding stock of asset purchases under quantitative easing (QE) at £200bn at each meeting in the 
quarter. The minutes to September’s MPC meeting revealed that for most members “the probability that 
further action would become necessary to stimulate the economy and keep inflation on track to hit the 
target in the medium term had increased.”  Also, the majority of members on the MPC voted in each 
meeting to keep official interest rates on hold, apart from Andrew Sentence who voted for a 25bp rise. 

Interest Rate Forecast 

The Council’s treasury adviser, Sector, provides the flowing forecast: 

 

• The forecast is based on recent events which have caused a major fall in bond yields which, in 
turn, have dragged down PWLB rates. 

• Recent UK and US statistics indicate that recovery is likely to be anaemic.  The Bank of 
England inflation report in August downgraded the forecast for GDP growth for 2011 from 3.4% 
to 2.8% but even 2.8% is widely viewed as being optimistic. 

• The increase in the risk of further quantitative easing in the UK and US (i.e. a further loosening 
of monetary policy) implied that the forecasts for the first increase in Bank Rate needed to be 
put back for Q1 2011 to Q3. 

• Long term PWLB rates are expected to remain at historically low levels during 2011 but then to 
be on a rising trend to reach 5.00% in December 2012 due to the high volume of gilt issuance 
in the UK, and the high volume of debt issuance in other major western countries.  Gilt yields 

Sector's Interest Rate View

NOW Dec-10 M ar-11 Jun-11 Sep-11 Dec-11 M ar-12 Jun-12 Sep-12 Dec-12 M ar-13 Jun-13 Sep-13

Sector's Bank Rate View 0.50% 0.50% 0.50% 0.50% 0.75% 1.00% 1.25% 1.50% 2.00% 2.50% 3.00% 3.25% 3.25%

5yr PW LB Rate 1.88% 2.20% 2.20% 2.40% 2.60% 2.80% 3.00% 3.30% 3.60% 3.80% 4.10% 4.40% 4.40%

10yr PW LB View 3.14% 3.30% 3.30% 3.40% 3.70% 3.90% 4.00% 4.30% 4.40% 4.60% 4.60% 4.90% 4.90%

25yr PW LB View 4.04% 4.20% 4.30% 4.30% 4.40% 4.50% 4.70% 4.70% 4.80% 5.00% 5.00% 5.00% 5.00%

50yr PW LB Rate 4.10% 4.20% 4.30% 4.30% 4.40% 4.50% 4.70% 4.70% 4.80% 5.00% 5.00% 5.00% 5.00%



  ENCLOSURE 5.9 

   

and PWLB rates – especially in the medium to long maturity periods, have fallen considerably 
due to the sovereign debt crisis in the EU which peaked in May.  This, together with the 
coalition government’s emergency budget to accelerate the speed of reduction in the public 
sector deficit, has meant that UK gilts have taken on safe haven status for international 
investors. 

• It is currently difficult to have confidence as to exactly how strong the UK economic recovery is 
likely to be, and there are a range of views in the market.  Sector has adopted a moderate 
view.  There are huge uncertainties in all forecasts due to the major difficulties of forecasting 
the following areas: 

� The speed of economic recovery in the US and EU 

� The degree to which government austerity programmes will dampen economic growth 

� The speed of rebalancing of the UK economy towards exporting and substituting 
imports 

� Changes in the consumer savings ratio 

� The potential for more quantitative easing, and the timing of this is both the UK and US 

� The speed of recovery of banks’ profitability and balance sheet imbalances 

� The potential for a major EU sovereign debt crisis which could have a significant 
impact on financial markets and the global and UK economy. 

• The overall balance of risks is weighted to the downside and there is some risk of a double dip 
recession and deleveraging, creating a downward spiral of falling demand, falling jobs and 
falling prices, although this is currently viewed as being a small risk. 

Annual Investment Strategy  

The Treasury Management Strategy Statement (TMSS) for 2010-11, which includes the Anuual 
Investment Strategy, was approved by the Council on 24 February 2010.  It sets out the  Council’s 
investment priorities as being: 

• Security of capital 

• Liquidity 

The Council will also aim to achieve the optimum return (yield) on investments commensurate with the 
proper levels of security and liquidity.  In the current economic climate it is considered appropriate to 
keep investments short term to cover short term cash flow needs but also to seek out value available in 
significantly higher rates in periods up to 12 months with highly credit rated financial institutions, using 
Sector’s suggested creditworthiness approach, including sovereign credit rating and credit default 
swaps (CDS) overlay information provided by Sector: this applies in particular to nationalised and semi 
nationalised UK banks.  

A full list of investments  held as at 30 September 2010, compared to Sector’s counterparty list, and 
changes to Fitch, Moodys and S&P’s credit ratings during quarter ended 30.9.10 are shown in appendix 
2 of this report. 
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Investment rates available in the market have continued at historically low levels.  The average level of 
funds available for investment purposes during the quarter was £10m.  These funds were available on 
a temporary basis, and the level of funds available was mainly dependent on the timing of precept 
payments, receipt of grants and progress on the Capital Programme.  The authority holds no core cash 
balances for investment purposes (i.e. funds available for more than one year). 

Investment performance for half year ended 30.9.2010 

Benchmark Benchmark 
Return 

Council 
Performance 

7 day 0.42% 0.72% 

1 Month 0.44% 0.72% 

3 Months 0.61% 0.72% 

6 Months 0.90% N/A 

12 Months 1.34% N/A 

 

As illustrated, the authority outperformed the benchmark by 30 bps. The Council’s budgeted investment 
return for 2010-11 is £66,550 and performance for the year to date is in line with the budget. 

New Borrowing 

Sector’s 25 year target for new borrowing for the quarter started at 4.65% and ended at 4.20%.  Due to 
the overall financial position and the underlying need to borrow for capital purposes (the Capital 
Financing Requirement – CFR), new external borrowing of £0.80m was undertaken in April 2010 from 
the PWLB at a rate of 2.91%. 

As shown below, most interest rates have generally been on a declining trend during the quarter across 
all bands, with the low points occurring in late August.  The high points were in late July. 

It is anticipated that no further borrowing will be undertaken during this financial year. 

The graph and table overleaf show the movement in PWLB rates for the first six months of the year and 
provide benchmarking data showing high and low points etc: 

PWLB rates quarter ended 30.9.2010 

1 Year 5 Year 10 Year 25 Year 50 Year

Low 0.61% 1.84% 3.06% 3.92% 3.93%

Date 24/08/2010 31/08/2010 31/08/2010 31/08/2010 31/08/2010

High 0.85% 2.47% 3.71% 4.51% 4.50%

Date 27/07/2010 28/07/2010 28/07/2010 29/07/2010 29/07/2010
Average 0.70% 2.12% 3.38% 4.21% 4.21%  
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Debt Rescheduling 

No debt rescheduling was undertaken during the first six months of 2010-11. 

Compliance with Treasury and Prudential Limits 

It is a statutory duty for the Council to determine and keep under review the “Affordable Borrowing 
Limits”.  Council’s approved Treasury and Prudential Indicators (affordability limits) are outlined in the 
approved TMSS. 

During the financial year to date the Council has operated within the treasury limits and Prudential 
Indicators set out in the Council’s Treasury Management Strategy Statement and in compliance with 
the Council’s Treasury Management Practices.  The Prudential and Treasury Indicators are shown in 
Appendix 1. 
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Appendix 1 

Prudential Indicators – As at 30th September 2010 

 

Prudential Indicator 2010-11 
Indicator 

£’000 

Quarter 2 – 
Actual 

£’000 

Capital Financing Requirement (CFR) 34.572 34.572 

Gross borrowing  21.287 21.287 

Investments 2,700 11.885 

Net borrowing 18.787 9.602 

Authorised limit for external debt 34.573 34.573 

Operational boundary for external debt 28.700 28.700 

Limit of fixed interest rates based on net debt 90% 90% 

Limit of variable interest rates based on net debt 10% 10% 

Principal sums invested > 364 days 100% 100% 

Maturity structure of borrowing limits   

Under 12 months 2% 14% 

12 months to 2 years 20% 14% 

2 years to 5 years 3% 2% 

5 years to 10 years 17% 16% 

10 years and above 59% 54% 
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Appendix 2 

 

Investments held as at 30th  September 2010 compared to Sector’s Creditworthiness matrices: 

 

 Borrower Principal 
(£) 

Interest 
Rate 

Start Date Maturity 
Date 

 Clydesdale Bank 1,500,000 0.85%  Call 

 Nat West Bank 3,958,000 0.80%  Call 

 Santander UK 2,000,000 0.80%  Call 

 Standard Life Investments 3,160,000 0.59%  MMF 

 Bank of Scotland 1,267,000 0.50%  Call 

 Total Investments 11,885,000 0.72%   

 

 Maximum Duration % of 
portfolio 

 Up to 1 month 29.4 

 Up to 3 months 0.0 

 Up to 1 year (part-nationalised UK) 44.0 

 Up to 1 year 26.6 

  100.0 

 

 

 

 

 

 


