
           
      

CABINET -  23 JULY 2012 
 

ANNUAL TREASURY MANAGEMENT REPORT 2011/2012 
 

REPORT OF THE DIRECTOR OF CORPORATE RESOURCES 
 

PART A 

 
Purpose of Report 
 
1. To report on the action taken and the performance achieved in respect of the 

treasury management activities of the Council in 2011/12. 
 
Recommendation 
 
2. The Cabinet is asked to note this report. 
 
Reason for Recommendation 
 
3. The Authority’s full adoption of the CIPFA Code of Practice for treasury 

management requires an annual performance report for 2011/12 to be considered 
by both the Cabinet and the Corporate Governance Committee before the end of 
September 2012. This report was considered and noted by the Corporate 
Governance Committee on 29 June 2012. 

 
Timetable for Decisions (including Scrutiny) 
 
4. Under the CIPFA Code of Practice it is necessary to report on treasury 

management activities undertaken in 2011/2012 by the end of September 2012 but 
earlier consideration is accepted to be best practice. 

 
5. The Corporate Governance Committee considered the matter on 29 June 2012 and 

noted the report. 
 
Policy Framework and Previous Decisions 
 
6. The Authority adopted the revised CIPFA Code of Practice for treasury 

management in February 2010. Treasury management issues are now reported to 
either the Corporate Governance Committee or Cabinet.  Approval of the annual 
Treasury Management Strategy remains the responsibility of the County Council. 

 
Resource Implications 
 
7. Treasury management is an integral part of the County Council’s finances. Interest 

on revenue balances generated over £2.4m in 2011/12 and the interest paid on 
external debt was about £17.2m.  
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Circulation under the Local Issues Alert Procedure 

 
8. None. 
 
Officers to Contact 

 
Chris Tambini, Deputy Head of Strategic Finance, Corporate Resources Department,  
Tel: (0116) 3056199  
Email: chris.tambini@leics.gov.uk 
  
Colin Pratt  
Investment Manager, Corporate Resources Dept. 
Telephone 0116 305 7656, email colin.pratt@leics.gov.uk 
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PART B 
 
Background 
 
9. The term treasury management is defined as:- 
 
 “The management of the organisation’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”. 

 
10. The Director of Corporate Resources is responsible for carrying out treasury 

management on behalf of the County Council, under guidelines agreed annually by 
the County Council. 

 
Treasury Management 2011/2012 
 
11. There were no departures from the Treasury Management Policy Statement which 

was agreed by the full Council on 23 February 2011 in relation to the sources and 
methods of borrowing and approved organisations for lending temporarily surplus 
funds. 

 
12. The list of available counterparties to whom surplus funds can be lent is based on 

credit ratings assigned to each institution by independent agencies.  During the year 
there were downward changes in the ratings assigned to many banks and other 
financial institutions by the credit rating agencies.  As the ratings required to 
become an acceptable counterparty for the authority are very high, most of these 
changes merely took banks from not acceptable to further away from being 
acceptable.  

 
13. In October 2011 Moody’s downgraded the credit ratings of 12 UK financial 

institutions, which removed Nationwide Building Society, Lloyds Banking Group and 
Royal Bank of Scotland from the list of acceptable counterparties.  Due to the 
nature of the latter two of these banks – and in particular their significant state 
ownership – an urgent report was taken to the meeting of the Cabinet held on 11 
October 2011 at which the Cabinet approved lowering the required credit ratings for 
the part-nationalised banks that allowed them back onto the list of acceptable 
counterparties.  The Corporate Governance Committee were asked to comment on 
this decision at its meeting held on 30 November 2011.  The Committee supported 
the action taken by the Cabinet, but suggested that the maximum loan period for 
these banks should be reduced to 1 year.  This suggestion was accepted by 
Cabinet at its meeting held on 20 December 2011. 

 
14. In mid-December a downgrading of Barclays by Fitch – the other credit rating 

agency which is used to decide eligibility for the counterparty list – removed them 
from the list of acceptable counterparties.  At that point the authority had £25m in 
term deposits (in three different loans) with Barclays and an enquiry was made as 
to whether they would be willing to repay the loans early.  They declined to take this 
opportunity – something that is entirely within their rights – and the Cabinet and 
Corporate Governance Committee were informed that there was no option but to 
allow these loans to mature, after which no further funds would be placed with 
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Barclays.  The risks of capital loss are considered to be very low, given the national 
and international importance of Barclays. 

  
15. The action taken in respect of lending during 2011/12 was relatively subdued and 

broadly consisted of taking advantage of some attractive rates payable on fixed 
term deposits with institutions that were on the list of acceptable counterparties. 
These rates were well above what could have been earned elsewhere by keeping 
lending short-term, and also well above any rates that could be considered 
justifiable by even a wildly optimistic view about how quickly base rates can rise.  

 
16. On the debt portfolio, no new loans were taken and one loan of £12m matured.  It 

continues to be considerably more advantageous to finance some of the historic 
capital expenditure by using internal cash resources – at a cost of the loss of 
interest that would be earned (c. 0.6%) – than it is to ‘externalise’ this debt by taking 
further borrowing. 

 
Position at 31 March 2012  
 
17. The Council’s external debt position at the beginning and end of the year was as 

follows:- 
 

 31
st

 March 2012 31
st

 March 2011 
 Principal Average 

Rate 
Average 

Life 
Principal Average 

Rate 
Average 

Life 

Fixed Rate Funding       
- PWLB £203.8m 5.81% 28 yrs £215.8m 5.61% 29 yrs 
-Market £    2.0m 8.12%   5 yrs £    2.0m 8.12%   6 yrs 
       
Variable Rate Funding:       
- Market (1) £103.5 m 4.41%  1 yr £103.5 m 4.41%  1 yr 

Total Debt £309.3m 5.35% 18 yrs £321.3m 5.22% 17 yrs 

 
   (1)    The lenders all have an option to increase the rates payable on these loans on certain pre-set dates, and if they 

exercise this option we can either repay or accept the higher rate. The average life is based on the next option 
date. 

 

18.  The position in respect of investments varies throughout the year, as it depends on 
large inflows and outflows of cash.  Over the course of the year the loan portfolio 
(which includes cash managed on behalf of a large number of schools with 
devolved banking arrangements and ESPO) varied between £113m and £193m, 
and averaged £156m.  

 
19.  The size of the loan portfolio was higher in 2011/12 than it had been in the previous 

year, but materially lower than the balance in the years prior to 2008/09.  This is 
primarily due to premature repayments of external debt that were carried out in 
2008/09 and 2009/10, and the fact that a large amount of this debt has not yet been 
replaced.  

 
Debt transactions in 2011/2012  
 
20.  The Council began the year with approximately £58m of internal debt – in other 

words, money that would otherwise have been available to lend on the money 
markets was being used to fund the historic capital programme.  During the year a 
loan of £12m matured and was not replaced and the net capital programme 
financing requirement of £3m was not borrowed.  The total of maturing debt plus the 
new borrowing requirement (£15m) was almost identical to the charge that is 
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required to be made to the revenue account in respect of Minimum Revenue 
Provision (MRP).  This MRP charge is intended to ensure that capital financing is 
paid off over the longer term and in 2011/12 the MRP was ‘used’ to repay the 
maturing debt and to avoid the need to borrow the £3m capital financing 
requirement.  As a result, internal debt remained at about £58m at the end of the 
year. 

  
21.  Internal debt remained a very attractive option, as it is funded at the loss of interest 

that would otherwise be earned on lending the extra cash if it had been available – 
this ‘cost’ averaged around 0.60% in 2011/12.  Most of the internal debt comes as a 
result of previous premature repayments of loans, where the average rate of debt 
being paid was 4.44%.   

 
22.  Holding internal debt will become less attractive as the interest rates available for 

lending cash in the money markets rise.  The current medium-term outlook for the 
bank base rates, in comparison to the interest rates payable on raising new loans, 
does not make external borrowing an attractive option at present, although a pro-
active stance in managing this position will continue.  If it is considered attractive to 
borrow externally – either from a cost or a risk management perspective – then the 
internal debt position will be reduced. 

 
23.  The savings made by the proactive management of the debt portfolio in recent 

years have been substantial, but will only be able to be fully quantified when the 
internal debt position has been fully closed out.  It is entirely possible that this will 
not happen for a number of years, as opportunities will be taken to raise external 
debt only if it is felt to be appropriate.  Bank base rates (and hence the interest lost 
by not having the cash available to lend) will not remain at ultra-low levels for ever, 
although it currently looks as if they will be low for a further extended period, and 
the debt portfolio will be managed on a medium/long term view and not with the aim 
of maximising short-term savings. 

 
24.  Since 28 January 2009 a total net repayment of external loans of £38.2m has taken 

place and on top of this £20m that would have been required to fully fund the 
2008/09 and 2009/10 Capital Programmes has not been borrowed – this is where 
the current internal debt of £58m comes from.  The savings made from the net 
£38.2m repayments can be accurately calculated and amount to over £7.5m since 
28 January 2009.  Further savings have been made by not funding the Capital 
Programme, but calculating this would require assumptions to be taken about when, 
for what periods and at what rates the loans would have been taken and, as a 
result, no attempt has been made to quantify these savings. 

  
Investment Undertaken in 2011/12 
 
25. Bank base rates began the year at 0.50% and stayed at this level throughout the 

year.  Economic figures in both the UK and globally were mixed and the problems in 
the Eurozone completely eclipsed the stubbornly high UK inflation rate as the factor 
that was most influential for the path of future base rates.  In the absence of any 
evidence that the global economy is likely to show any signs of significant growth in 
the near future, markets were probably entirely justified in drawing the conclusion 
that UK base rates are unlikely to rise for at least another 12 – 18 months and 
possibly longer.  
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26. With no apparent chance that base rates will rise in the near term, it would be 
expected that the rates available for lending for 1 – 2 years would be subdued.  The 
part-nationalised banks, however, had a particular appetite for securing funds for 1 
– 2 years and, despite being amongst the safest counterparties in the market, there 
was a clear gap between the rates that they were willing to pay and the rest of the 
market.  Advantage was taken of this anomaly and, as a result, the portfolio 
maintained a position that saw it invested up to the maximum limit with Lloyds and 
Royal Bank of Scotland for almost the whole of the year.  

 
27. The loan portfolio produced an average return of 1.49% in 2011/12, compared to an 

average base rate of 0.50% and the average local authority 7 day deposit index 
(representative of what could be achieved if only short-term loans within the money 
market were made) of 0.52%.  This level of out performance is partly the result of 
longer term loans that were placed at very attractive interest rates at the height of 
the credit crunch and the positive influence that was carried forward to 2011/12, 
despite maturing in June 2011.  The major influence on the rate achieved, however, 
was the ‘added value’ of loans to Lloyds Banking Group (via its wholly owned 
subsidiary Bank of Scotland) and Royal Bank of Scotland, where the portfolio took 
advantage of their appetite for loans that gave them a certainty of funding for a 
reasonable period of time.  

 
Longer Term Performance of Portfolios 
 
28.  The loan portfolio has achieved out performance of both the average base rate and 

the local authority 7 day deposit rate in every one of the last 17 years, which is 
when the figures started to be produced.  The level of the out performance is 
flattered somewhat by the significant out performance achieved both during and in 
the immediate aftermath of the credit crunch, but even without this the record is 
impressive.  The average rate of interest earned in the last 17 years is 5.12%, 
which compares to an average base rate of 4.37% and an average local authority 7 
day deposit index return of 4.33%.  

 
29. The last four financial years (2008/09 to 2011/12) has seen the excess performance 

of the loan portfolio generate an extra £12.2m in interest than would have been 
generated if the average local authority 7 day deposit rate had been achieved.  The 
variability of balances makes it more difficult to calculate the excess interest that the 
out performance has achieved over the whole 17 year period, but it is estimated to 
be at least £22m.  

 
30. The action taken on the debt portfolio, or rather the lack of it, increased the average 

rate of external debt over the course of the year, as the maturing loan was at a 
lower rate (2.11%) than the portfolio average.  In reality the maturity of this loan was 
actually positive to the authority as instead of paying 2.11% in external debt, it was 
effectively refinanced at 0.60% (the cost of not having the cash available for 
lending).  

 
Summary 
 
31. Treasury Management is an integral part of the Council’s overall finances and the 

performance of this area is very important.  Whilst individual years obviously matter, 
performance is best viewed on a medium/long term basis.  The action taken in 
respect of the debt portfolio in recent years has been beneficial and has resulted in 
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significant savings, but there are risks associated with having large amounts of 
internal debt and these need to be rigorously assessed and action taken if deemed 
appropriate.  Short term gains might, on occasions, have to be sacrificed for longer 
term certainty and stability.  

 
32. The loan portfolio has produced an exceptional level of out performance in recent 

years, and part of this is due to good decisions and part of it is somewhat fortuitous 
– there have been occasions when decisions have turned out to be much more 
advantageous than could have been envisaged, due to reductions in interest rates 
that could not conceivably have been expected.  Seventeen consecutive years of 
out performance of the relevant benchmarks cannot, however, be considered 
fortunate but it is inevitable that the willingness to take views on the likely path of 
interest rates will eventually lead to a wrong ‘call’ and a period of 
underperformance.  

 
Equal Opportunities Implications 
 
 None. 
 
Background Papers 
 
Report to County Council on 23rd February 2011 – ‘Medium Term Financial Plan’:  
Appendix M ‘Treasury Management Strategy Statement and Annual Investment Strategy 
2011/12’. 
 
Urgent Report to the Cabinet 11 October 2011 – Changes to Treasury Management Policy 
in Respect of Acceptable Credit Ratings for Loan Counterparties  
 
Report to the Corporate Governance Committee 30 November 2011 – Quarterly Treasury 
Management Report 
 
Report to the Cabinet 20 December 2011 – Recommended Change to the Treasury 
Management Policy in Respect of Acceptable Credit Ratings for Loan Counterparties 
 
Report to the Corporate Governance Committee 29 June 2012 - Annual Treasury 
Management Report 2011/2012 

 
 

 
 
 
  
 


