2008/09 2" Quarter
CORPORATE PERFORMANCE REVIEW TEAM MEETING

2.00 pm Wednesday 26 November — Roger Muckle’'s Office

In attendance: Coungcillor S Charles
Roger Muckie
Nadine Muschamp
Richard Tulej

The second round of Performance Review Team (PRT) meetings for 2008/09 took place
between 27 October and 7 November.

Each meeting monitored progress against the action sheets drawn up for the previous
round of meetings.

Attached are:

PRT meeting/attendance timetable
Updated Action from 2008/09 Q1 meeting
Escendency report showing red indicators
Q2 Service Action Plans

To follow are:

. Updated Finance Action 2008/09 Q1 meeting
. Q2 Corporate Financial Monitoring Report

JEB/25 November 2008
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Corporate Financial Monitoring
September 2008 | Quarter 2

Report of the Head of Financial Services
Corporate PRT meeting | 26 November 2008

repared by Financial Services 1




CORPGORATE FINANCIAL MONITORING

Septeinber 2008 | Quarter 2
1. INTRODUCTION -~

This monitoring report of expenditure and income for 2008/09 sets out an indicative corporate
picture of the Council’s financial performance relating to the period ending September 2008.

The report summarises the variances reported through Services guarteriy PRT meetings, and also
identifies any omissions, updates and/or actions required. In addition there are specific sections for
salary monitoring, capital expenditure and financing, Housing Revenue Account, revenue coltection
performance and Insurance and Risk Management.

it should be noted that the projected outturn figures provided in this report are indicative, and that a
full review of the current budget and future years budgets is currently underway as part of the
2009/10 budget process; this will be reported to Members in due course. This monitoring report
has been completed after the recent MTFS review, however. In that review the indicative
overspending in the current year was £336K." The position has worsened in this report but this is
due primarily to a change in the assumptions regarding Concessionary travel pooling — this matter
is still not resolved but it is expected to be concluded soon.

2. GENERAL FUND REVENUE MONITORING

21  General Fund Sﬁm?nary Pog_.itioﬁ"

The current overall general fund summary position shows that at the end of September there is a
net underspending of £322K against the original budget. This is expected to deteriorate
significantly by the end of the year, however; currently an overspending of £579K is expected.

Current Projected
VARIANCES £000 £000
Major Variances (see section 2.3) +48 +1,132
Salaries (see section 2.4) _(371) (553)
Total {322) +579

One of the key financial indicators is to keep any under or overspends within 2% of the overall net
controllable revenue budget, and the following table shows that at the end of quarter 2 this has
been achieved.

£000
Net Controliable Budget 23,934
2% Target , +/{) 478
Provisional Controllable Net Overspend (434)
Percentage of Net Controllable Budget 1.8%

2.2  Actions Arising from Previous Quarter

The separate action sheet from Qtr1 PRT sets out progress on the issues raised. In a recent
external review (undertaken by KPMG]) of the Council's financial planning arrangements, it was
noted that arrangsments could be strengthened to ensure consistency of approach against any
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services that experience budget difficulties, to ensure that remedial actions are taken. This will be
taken forward from this quarter onwards.

2.3 Major Budget Variances

Appendix A details the major true variances that have been included within individual Services’
PRT repaits. The variances reported are either +/- £5K in value and cover premises, transpott,
supplies and services and general income.

Current  Projected

SUMMARY BY SERVICE £000 £000
REPCRTED VARIANCES :
Legal & Human Resources +9 +43
Information & Customer Services (15) ?
Financial Services {102) +81
CC(D)S (20) (38)
Property Services +48 +700
Econ Development & Tourism +12 +14
Cultural Services (11) +22
Health & Strategic Heusing +24 +53
Planning Services o +36 +138
- (19) +1,013
'VARIANCES NOT REPORTED:
Property Services o +68 _+119
TOTAL NET OVERSPEND +49 +1,132

There is one area where a variance has not been reported, and this relates to a downturn in income
at St.Leonard’'s House {(£119K). Discussions have taken place between Financial Services and the
Head of Property Services to ensure future variances are not omitted.

The variances listed in Appendix A are significant. and whilst there are some favourable ones
within CC(D)S the majority relate to shorifalls in income or additional costs. These are mainly due
to the cuirent economic climate and the downturn in the housing and developer markets. In
addition, the impact of Concessionary Travel has hit the Council badly, currently estimated
additional costs of £398K have been assumed. Furthermore the reassessment of Lancaster Market
rent payable to the new landlord has been finalised resulting in an additional cost of £267K this
year, and an ongoing increase of £50K per annum,

2.4 General Fund gélary Monitoring

Salary monitoring has been reported separately as there are a number of small variances that fall
below the threshold for major items, however their aggregate effect is fairly significant.

To date savings of £4839K have been achieved against the profiled turnover target of £118K,
resulting in net savings of £371K.  Analysis of current vacant posts shows a monthly saving of
£50K, and if this were o continue to the year end then the savings total would increase to £789K or
£553K above the target. At present Officers are in the process of revising all salary estimates, and
a more detailed estimate of the salary savings will be reported to Cabinet in due course.

The following graph shows the savings on a Service by Service basis.
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3 GENERAL FUND CAPITAL PROGRAMME " -

3.1 Capital 'Eﬂxpenditur_g & Financing

Capital Expenditure (General Fund)

The current Capital Programme for 2008/09 is £35.045M which is an increase of £3.912M on the
original programme of £31.133M. The following changes have been approved as at 30 September :

Winter Gardens, Morecambe £300K Cabinet 03 June
Luneside East Regeneration £200K Cabinet 03 June
Cycling England ( re Additional Grant) £43K Officer Deiegation
2007/08 Slippage £3,937K Cabinet 31 July
Disabled Facilities Grant : RHB Altocation -£102K Cabinet 08 July
Poulton Renewal : RHB Allocation -£325K Cabinet 08 July
West End Masterplan : RHB Allocation -£144K Cabinet 08 July
Cemetery Path Overspend £3K Officer Delegation
Port of Heysham ERDF Grant Added £8K Officer Delegation
Middleton Wood Overspend £4K Officer Delegation
Heritage Lighting £18K Officer Delegation

At present, the total spend for the year is £4.602M leaving a balance of £30.443M against the
approved programme to 30 September. The largest area of delayed spend relates to the Lancaster
Science Park - £10.9M.

Capital Receipts (General Fund)

Estimated receipts required to fund the 2008/09 programme are £2.674M. Only £54K has actuaily
been received as at 30 September. A fuller update on the capital position was reported to Cabinet
in October and Council in November. This authorised an interim increase in underlying borrowing
of £1.4M, to help overcome the difficulties experienced in progressing asset sales.

The financing of the capital programme will continue to be reviewed and reported to Cabinet /
Council through unti March.
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4 HOUSING REVENUE ACCOUNT (HRA) MONITORING

4.1 HRA Revenue Position

At the end of September the position for the Housing Revenue Account shows an overspend of
£44K against the original budget, which is currently projected to reduce to £26K by the end of the
year.

Variances Projectto Comments
to Date Yr End
£000 £000
Premises Insurance -7 -7 Lower recharge to reflect reduction in stock.
Ripley Court : Gas +4 +8 Problems with supplier invoicing.
Estate Support Services -31 ?7? Electricity, transport & clothing budgets currently underspent.
May be a saving af year end. .
Admin fees +i7 +25 Reduced number of Right to Buy sales resulting in less fees.
Insurance Repairs +61 -- Major incidents recoverable by claims
Total +44 +28

4.2  Council House Rg;}t_(?ollection

This section analyses the Council Housing rent income due, and shows that the income collected
for the year is in line with the estimate. However, the figures for 2008/09 are only up to week 25,
which is one week less than the full 6 months. Offices are still working on the backlog of reconciiing
the Anite housing rent system to the values transferred to the accounting system (Civica).

2007/08 2008/09
£ £
Estimate 5,281,800 5,538,000
Actual . 5,341,271 5,539,710
Difference (58,471) {710)

4.3  Council Housing Capital Prorgramme

This section analyses actual spend and commitments against the Council Housing Capital
Programme to the period ended September 2008. Overall, there has been spend and
commitments placed of £2.695M against the approved programme of £3.760M.

Current Approved Spend/ Budget
Programme Commitments to Remaining
£000 Date £000
£000
Adaptations 250 137 113
Bathroom / Kitchen Refurbishment 884 886 -2
External Refurbishment 920 836 84
Rewiring 317 y; 317
Renewal of Heaters ' 309 v 309
Environmental / Crime Prevention 4486 334 112
Re-roofing / Window Renewals 149 148 1
Energy Efficiency Works 475 351 124
Ryelands Development 5 1 4
Housing Office Alterations 5 _ 2 3
TOTAL 3,760 2.695 1,065
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5. REVENUE COLLECTION PERFORMANCE

5.1 Council Tax & Business Rates

This section analyses the Council Tax and Business Rate collection statistics. Performance
against the in-year collection targets is on track, being up 0.3% for Council Tax and up 0.11% for
Business Rates. However, both Council Tax and Business Rate collection could be affected by
current economic difficuliies.

Percentage Collected  2007/08 2008/09 2008/08 2008/09 Status
Y % Target Actual
% %
All Years in Year
Council Tax 53.81 54.17 97.10 57.82 On Targel
Business Rates 61.32 60.48 99.20 62.52 On Target

5.2  Sundry Debts

This section sets out the latest position on the level of outstanding sundry debts (excluding Council
Housing). At the end of September the total debt outstanding was £1.5M, which is over £0.5M less
than the same period last year. The analysis shows that the overall level of debt has reduced by
£330K from the previous quarter, however the long term debt has increased slightly by £5K,

A review of the current status of debt being recovered by Services will be included as part of the
Qtr3 PRT report. :

Analysis of Debt Outstanding

Jun-08 June 08 Sept 08
& Sep-08 £000 £0C0

-~ - 0-28 days 442 173
- — 29-58 days 129 112
59-90 days 94 78
91-182 days 373 142
183-363 days 142 342
364+ days 608 613
: 1,788 1,458
0-28days 2958 5000 91182 183363 364+ A e > a7

days days days days days
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6 ' INSURANCE & RISK MANAGEMENT

:5:1,,. _Insurance Monitoring

The current balance on the insurance provision is £187K, after making payments of £225K in
settiement of claims made, and receiving £38K as credits from the insurers in respect of claims
above the excess. In addition, there is an insurance reserve of £100K set aside to cover any years
where the Council experiences higher than expected insurance claims. Therefore, in total there is
£287K available to cover expected liabilities.

At present, our insurers estimate that the value of claims outstanding is £452K, which relate to a
total of 214 claims made over a 13 year period. This estimate assumes that all these claims will be
settled at the maximum reserve limit; however, recent statistics show that, on average, only 56% of
the total reserve will be paid. The estimated cost of claims outstanding could therefore reasonably
be valued at around £253K, which is within the available funding as mentioned above.

It is highly unlikely that ali these ouistanding claims will falf due for payment in the same financial
year. The uncertain nature of insurance claims payments, however, means that accurate
predictions are difficult and, as such, the balance will continue to be closely monitored.

Analysis of claims made, paid and cutstanding by year.
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62 Other Risk Management

At the Risk Management Steering Group on 4 September 2008, it was agreed that the Council's
current risk management processes should be reviewed and improved where necessary. The
background and objectives for this review are as follows;

BACKGROUND

The Council’s first Risk Management Policy and Strategy were adopted on 18 December 2003.
Whilst there have been various relatively minor updates over the years, the actual arrangements
relating to the management of risk itself have remained largely unaltered for 5 years. There is now a
need to review the effectiveness of these procedures and infroduce improvements, calling on
lessons learnt in the last 5 years.

Also, in producing their 2007/08 Manager Assurance Statements, Service Heads all confirmed that
they and their staff had:

« Complied with the Council's Risk Management Pclicy in so far as it impacts on the
Service's areas of responsibility.

« Maintained and reviewed appropriate risk registers, and have monitored that appropriate
action has been taken to manage key risks.
Actively sought to identify and manage risks.
Actively sought to bring to the attention of senior management any new risks and/ or areas
of concern.

As part of the review, Service Heads will be asked how confident they were in making these
statements and what areas (if any) were they not so confident and why. They need to be able to
demonstrate that their arrangements are efficient, robust and reliable, and that they would be able
to provide assurance and respond to chalienge if necessary. Once this consultation is complete,
Service Heads' views will help to inform how risk management procedures can be made more
efficient.

Many of the amendments that have previously been made to the strategy were made in order to
reflect the changing reguirements of the Comprehensive Performance Assessment’'s (CPA’'s) Use
of Resources over the years. With the introduction of the Comprehensive Area Assessment (CAA)
in 2009, as a replacement o the existing CPA, the requirements of the new Use of Resources
assessment need to be reflected within the risk management review. It is understood that the Key
Lines of Enquiry (KLOE's) within Use of Resources will be less prescriptive than before but with a
focus on ‘innovation’. As part of the review, therefore, the Council's new external auditors, KPMG,
will be approached and their views sought on how risk managernent procedures can be improved
bearing in mind the criteria of these KLOE's.

OBJECTIVES OF REVIEW

The review will consider if any improvements can be made to the way that risk is managed in seven
key areas, namely; strategic planning, business planning, performance management, project
management, decision making, partnerships and business continuity. The main objectives in
looking at each of these key areas will be;

« To provide assurance as to the effectiveness of Services’ current risk management
arrangements, particularly focussing on risks associated wnth business objectives (i.e. via
the Strategic and Service Business Plans).

» To assist with the development of current risk management arrangements, particularly
focussing on integration with the Performance Management Framework (PMF), and
addressing any duplication or gaps.

« Where possible, to help the Council improve on its Use of Resources assessment.

Full details of the review, together with the revised Risk Management Strategy, will be reported
back to the next meeting of Audit Committee and approval to implement any changes/
improvements will be sought.
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SUMMARY OF

MAJOR VARIANCES (Qir 2 2008/09)

{Not included eisewhere in the report)

APPENDIX A

Variance to Projectad
Service Service Area Reason for Variance & Aclion being taken o Variance to
ate
Year End
£ i
+ = Adverse
{ } = Favourable
VARIANCES REPORTED THRCUGH PRT PROCESS {SERVICE HEAD COMMENTS)
Downturn in property market and increased popularity of personai searches and LL.C1s
Search Fees as opposed to fufl searches. +36.200 +70,000
Land Charges : Fees paid Fees payable to Lancs CC down due to above {4,800) {7,000)
Legal & HR [ T e
iL,-:zgnms:g s Amusement Maching Higher nuinber of new appications than originally anticipaled {17.600) (15.,800)
Licensing : Sex Shop income Fee for one licence. It was not originally anticipated that the licence would be renewad (5,100) {5,100)
Information & - . - . .
- b
Customar |Péinting / copying eauipmant Pnn'ImQ siructure changed - furthar investigation neaded and full corporate review fo be (15.,000) 7
. carried oul
Services
Call-in (& subsequent reversal) of decision to appoint Community Cohesion Officer.
Area Based Grant {unallocated)  [Projection assumes that monies will be allocated in Nov 0B & spent before year end {26,000) +0
(Cabinet minute 19 refers)
E o : . si
Pension Cosis xpected that infiationary increases may be covered through reducing pensioner +0 {16,000)
numbers.
Financial Audit Fees Late invoice from Audit Commission relating to 2008/07 CPA review. +Q +18,600
i
Services Gurrenlly ahead of profile however foss of interest following collapse of lcelandic banking
institulions results in a significant reduction for the year. Te latter means a joss of £135K
Investment Inlerost invesimant interest relating to the period from receivership fo the end of the current (65,000) +80,100
financial year. There are stit! uncertaintiss surrcunding the status of tha investments
. [themselves and interest up to the point of receivership.
Further work lo be done in relation to renewing the bank contract, and re-negobialing
Bank Charges merchant sefvices elc. (11100} 0
Transport Costs : Fuel Authority wide variance due {o impact of higher than budgeted inflation +51,000 +100,000
Transporl Costs : Other Underspend on repair and maintenance. Nol anticipated to be a variance at year end. (43.800) +0
White Lund Depot : NNDR RV of depot increased due to open ereas now being included in vatuation, +8,500 +8,500
White L.und Depot : Water High levels of solids in waste waler resulting in unexpecled high charges +8,300 +10,000
White Lund Depot ; Materials Sale of lighting stock to LCES - accounted for in 200708 +11,600 +11,600
ce(D)s White Luad Depot : Cleaning Increased requirement foilowing transfer of Technical Services lo depot +2,200 +5,000
Street Cleansing : Plastic Sacks [Improved cieansing regime resulting in higher usage +3,000 +6,000
Strest Cieansing : Fees & charges Year on yeas income down by £2,000 +7,000 +9,00C
Wasie Collection : Disposal No langer charged for foading and transporting recycled paper (69,000) | (77,000)
VWaste Colfection : Recaipls from |y .\ a1ty estimated at £7,300 - actusi claim £19,000 +0 (12,000)
other bodies
Highways Current performance in line with 2007/08 outtum, and previous years +0 (99,000)
Off-street car parks : electricity Increased energy cosis and further snalysis being undertaken +4,200 +10,800
Off-street car parks : Rates Increased NNDR cost +5,200 +5,700
(ajrt;ing: car parks : equipment Increazed felamely costs and base budgat adjusiment under censideration for 200810 +3,800 +4,400
ao.:!::ng; car parks : equipment Reduced contnbution from renewals reserve (4,900) {5,000)
Off-strest car parks : cash New base budget under estimated following TUPE transfer in 2007/08 and review of
; ) ) +6,500 +7,00¢
collection expenses collecton arrangements being undertaken
3:;'?5::1 car parks : Evening Increased income but could reduce in Q3 & Q4 due to economic cimate (4,200) (5,600)
Property
Senvices [Off-street car parks : Fees increased income bt could reduce in Q3 & Q4 due to economic clirmate (33,700) (30.000)
Off-slreel car parks  Permils Fublic permit safes down 15%, and staff and Member safes down 5% +37,109 +16,200
_ Increased cosis due to lead thefts and CityLab defects - claims currenlly betng pursued .
R&M Buildings o recoup costs. +49,700 ?7
Electricity Consumplion currently on target but costs increased in line with market forces {38,000) +12,000
Gas Estimated consumption budgeted too high {30,100} {18,900)
Postages Increased usage and costs - may be recouped during remainder of year +18,500 77
Commercial Properties : @3l (4 oot Isiling did not materiafise 6900 | +i8,900

income




SUMMARY OF MAJOR VARIANCES (Gtr 2 2008/09)

{Not included elsewhere in the repori}

APPENDIX A

Variance to Projected
Sarvice Service Area Reason for Variance & Action being taken Da'le Yarance to
Year End
£ £
+ = Adverse
() = Favourable
VARIANCES REPORTED THROUGH PRT PROCESS (SERVICE HEAD COMMENTS)
Lancaster Bus Station : Rales Revaluation resulting in refund (12.000) (12,000)
Lancasler Bus Slation : Rental Additicnal rental inceme not budgeted for {8,600) (17.,900)
Income
Lancaster Markel ; Rent Reassessmant of rent by new landlord +0 +267,000
Property Lancaster Market : Rales More emply stalis than anticipailed resulling in additicnal costs +21,100 +231,100
Services
Lancaster Market : Rental income |Increased number of empty statis resulling in & reduction in income +20,1C0 +40,200
Lancaster Market : Service A5 above +6,900 +14.000
charges
Charter Markel : income Subslantial increase in trader atlendance, resulting in higher inceme. {12,709) (25,000)
Cencessicnary Travel Additional costs fofiowing resulis of Pooling exercise by Lancashire Caounty Councl +0 +398,000
, Due to rent review there has been &n increase in cost for the Platiorm, backdated to
Morecambe TIC : Rent December 2007, +12,300 +14,100
Economic Wini . - - -
Development |Storey Institde _Si'iortfaJ in income following rejection of carry forward request, plus additional building 10 +9,500
N insurance cosls
& Tourism
Projected scheme expenditure less than anticipated rasilting in fess City Council funding
Business Development being required. Itis praposed that this saving be used 1o offset the shortfal in income at +0 (2.200)
- |the Storey Institule (above)
Promenade Managemant : Rent  |Additional rent from the Clock tower and Wes! End Gardens {6,700) {7.800}
Cultural
Services Salt Ayre Sporls Cenlse : fncome currantly up on profile, but anticipated to fall short of original estimate by year
’ (4,000) +28,700
Reflexions end
Management & Adrain : Income  |Income from LFSA less incomecliy budgeted for in Managenient & Admin acceunt +6,300 +12,500
Management & Admin : Admin " o ] "
Health & |Charges Income cummently more than profiled i ine with capital spend (9,700} +3
Strategic
Housing gf;':;ess”ess -Govemnment e eted grant from DCLG fo be B46K, being E20K less than budgsted +4.100 | 420,000
St?:rtg?a:nhm ! Insest Gontrol Adverse weather condiions over summer have led 1o severe decrease in insecls +23,200 +20.800
Townscape Hentage Initialive Cansullancy costs to exceed additional funding of £20K provided by NWDA +10,800 +7,000
Planning [Pevelopment Control : Fees il;i:;{aj;rilj(‘:jﬂme currently down cue 1o economic downturn #ad reduction in development +25.100 +100,000
Services
i i . Sege asbove. Projecled shortfall in income for year is £96.8K which has been reduced by
Building Control : Salaries / Fees projected salary savings £35K and the balance on the Building contro! reserve £12K 0 +3,500
VARIANCES NOT REPORTED THROUGH PRT PROCESS
Preperty . . o L o
Services St.Leonard’s House : Income teltings for office spate is significantly down on projecticns -*67,800 1 - +118,000.

i TOTAL VARIANGCES

| +48,500 | +1,132,400 |




2.1

2008/09 Treasury Management Progress Report to
30 September 2008

Report of Head of Financial Services

Introduction

it is a requirement of the CIPFA Code of Practice on Treasury Management that regular
monitoring reports are presented to Members on treasury activities. These reports will
normally be presented soon after the end of June, September, December and March.

Cabinet approved the Treasury Strategy for 2008/09 on 19 February 2008 and the
Investment Strategy was approved by Council at its meeting on 27 February 2008. This

. report outlines activities undertaken in pursuance of those strategies during the financial

vear o 30 September.

Please note that colour copies of the graphs contained in this report are available on
request.

It is emphasised that this report goes only up to 30 September, though clearly events
after that date have a marked effect on the Council’s treasury operations, particularly
investments. These have been reported on separately to other Member meetings as far
as possible, reference is also made within this report.

Progress to 30 September 2008
Long Term Debt Portfolio

The amount that the Council can borrow from the Public Works l.oan Board (PWLB) in
2008/09 is dependent upon the Prudential Indicators set by the authority.

The maximum amount of additional borrowing that could be entered into during 2008/09
was fixed at £3.444M, made up as follows. Of this amount, £270K was scheduled
specifically for financing the 2008/09 Capital Programme.

£'000
increase in underlying need for borrowing in 2006/07 1,182
increase in underlying need for borrowing in 2007/08 1,762
Allocation of Leeway Borrowing in respect of Storey Institute 200
project, as approved by Cabhinet in July 2007 {now scheduled for
2008/09 financing)
Installation of Pooclside Seating, Salt Ayre Sports Centre (self- 70
financing over 10 years)
Balance of approved Leeway Borrowing {though not allocated) 300
Total 3,514




Because of a positive cashflow position, no actual additional borrowing was entered into
during either 2006/07 or 2007/08, therefore a total of £2.944M has been rolled forward
into 2008/09.

The level of PWLB debi currently outstanding (£44.8M as at 30 September 2008) is
comfortably within both the Operational Boundary (£49.1M) and the Authorised Limit
(£56.3M) for external borrowing (see Appendix A for definitions of the above). This
would have remained the case even if the full balance of approved additional borrowing
shown above had been taken up.

No rescheduling of debt has been undertaken during the first quarter of the year. The
likelihood that opportunities will arise has been significantly reduced by changes
introduced by the Public Works Loan Board (PWLB) in November 2007, when it
restructured its borrowing rates and, at the same time, introduced differential rates for
use in calculating the premia or discount on the early repayment of a loan. In broad
terms, this has had two coinseguences, it has:
« increased the potential relative attractiveness of borrowing from other lenders,
and : :
¢ significantly reduced the scope for worthwhile opportunities for debt
rescheduling.

Rescheduling opportunities may, however, still arise. The Head of Financial Services, in
conjunction with the Council's treasury management consuitants, will continue t{o
monitor prevailing rates to identify any potential opportunities during the year.

it was expected that the recent, continuing uncertainty within the financial markets and
in respect of economic prospects would lead fo volatility in interest rates. As the graph
below illustrates, this has, so far, proven to be the case. Only the very iong-term maturity
rates continue to be relatively stable.

PWLEB Interest Rates 2008-09
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2.2

2.3

Short Term (Temporary) Borrowing

- Although the Council’'s cash flow position has remained strong, short term factors can

always create a requirement for temporary borrowing. No such requirement has yet
arisen during 2008-09.

In future, however, short term borrowing needs are more likely, given the uncertainty
over the recovery of Icelandic Investments.

Investing Activities

A list of the investments placed during the year is enclosed at Appendix B. All these

investments have been placed in accordance with the approved Investment Strategy —
although it can be seen that the number of investments is very small.

Setting petformance targets for investment interest is difficult as short term money
market rates fluctuate daily. Previously, the rates achieved on new investments have
been compared with the Base Rate and with the 3 month LIBID (a benchmark adopted
by some Council's as it reflects the balance between short term cashflow-dictated
deposits and longer term ‘core’ deposits). These comparisons are shown below.

Analysis of Interest Rates 2008-69
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In summary, the Council has been successful in achieving a return on its investments
just over 0.7% higher than Base Rate and a little less than 0.03% below 3 month LIBID.
As yet this does not make any allowance for any iosses associated with Icelandic
Investments, however, and nor does the foliowing information. More information
is needed hefore any adjustments can reasonably be made.

The average interest rates for the first two quarters were as follows:
Base Rate 5.00%

3 Month LIBID 5.74%
Lancaster CC Investments 571%




2.4

2.5

Looking at the six months in isolation, the relationship between the levels of 3 month
LIBID and Base Rate appears fairly stable. However, this disguises the fact that the gap
between the two is actually unusually wide. This has been the case for several months
now and is another reflection of the ongoing uncertainties in the financial markets. How
soon, and to what extent, this gap may narrow is very difficult to predict.

From a budgetary point of view, it was assumed that base rates would have fallen to at
least 5.25%, and perhaps to 5%, by the beginning of April, with a further fall to 4.50% by
the end of the calendar year. Clearly the very recent reduction in base rates (from 4.5%
to 3%) and economic prospects will lead to a substantial reduction in interest rate
expectations for the short term.

The original forecast was for an average return on investments for the year of 5.08%.
This has heen comfortably exceeded in the first half of the year, but again, this will be
affected by the Icelandic banking position and the recent rate cuts,

Prudential Indicators

The Prudential Code for Capital Investment introduced a number of Prudential
Indicators, some of which replace the borrowing/variable interest limits previously set
each year by councils. Reference has already been made to certain indicators and
other relevant moenitoring information is also set out at Appendix A. ‘
Summary of Budget Position at 30 September 2008

The position is summarised below.

Profiled

Original Actual fo

Budget B:;gi gzt :0 30 Sept Variance

2008-09 2008 2008

£000 £'000 £000 £'000

Investment Interest Income (1,108) (553) {112) 441
ltem 8 Credit to HRA 254 0 0 0
Irterest Payable 2,478 0 0 0
item 8 Charge 1o HRA (846) 0 0 0
Minimum Revenue Provision 1,127 0 0 0
Additichal Voluntary Provision 383 0 0 0

Impact on General Fund 2,288 {563) (112) 441

The profiled budget for Investment Income shown above is simply one half of the
estimate for the year, while the actual income represents the cash received rather than
the full amount earned, so the table can present only a limited picture, and even more so
with the current uncertainties.

Interest on the Council's fong-term borrowings is payable in half-yearly instalments, in
October and March.

The remaining lines are annual items, with the transactions occurring in March of each
year.




2.6

Approved Investment Counterparties

The criteria for inclusion in the Council’s list of approved investment counterparties
underpin the Investment Strategy. The criteria seek to minimise the risk involved in
placing investments, by setting time and volume limits to an institution through an
analysis of its credit ratings. Changes to the list have been more frequent than usual
over recent months, as more and more financial instifutions have encountered trading
difficulties.

There have been instances where counterparties have been downgraded, or even
removed from the list, during the lifetime of an individual investment. Where applicable
to current investments, these are highlighted on Appendix B. Current ratings'
information will be fed into the meeting.

In view of recent events, the security of investments and use of credit ratings has
become much more high profile. Various inquiries and studies are underway and the
outcome of these will be reported on in due course; undoubtedly there will be actions fo
take accordingly. These will also shape the content of future monitoring reports.

Since 30 September, interim arrangements are in place to restrict any new investments
still further to only major UK institutions, aithough in reality the scope for placing new
investments will reduce, as the Council’'s cashflow reduces in the latter half of the year.

Treasury Management Consultancy Service

Officers have continued to consult with the authority's Treasury Management advisors
curing 2008/09.

Conclusion

To 30 September, there has been no activity in respect of long-term borrowings. No
rescheduling opportunities have arisen and the cash flow position has meant that no
new borrowings have been required. Going forward, as yet the position is very
uncertain, because of the Economy generally as well as the iceland investments’
situation.




PRUDENTIAL INDICATORS - LANCASTER CiTY COUNCIL

APPENDIX A

Guarter 1 Update on Treasury Management activities, Performance Review Team,

30 September 2008

2008109
£'900
AFFORDABILITY
“PH:  Estimatas of ratio of financing costs to net revenue stream MNon - HRA 134%
HRA 9.4%
Cverall 12.1%
PI13:  Origina! estimate of impact of Capital Investment decisions on the Council Tex £0.28
This includes the impac! of 211 elmenis of unging, including any intrease in the nead o bormow, 048%
required to fnance new schemes addad 1o the Capital Programme .
Pl4; Estmates of mpact of Capital Investment on Housing Renls Nit l
PRUDENCE
Pt6:  Original estiniates of capital expendiure Noa - HRA 34,133 |
HRA 3.280
Total 34,413 |
P 3: Ornginal estmates of Capital Fnancing Requirement Non - HRA 30,642
HRA 15,303
Tolsl 45,945
Pl 10: Authorised Limit
Authansed Limit for Barawing 56,220
Aothorised Limit for Othar Long verm Liakiliies 310
b Authorised Limit for External Debt 56,600
| ®111:_Exernal Debt: Opemtionai Boundary 49,100

TREASURY MANAGEMENT

Pl 13: Treasuviy Management: adoption of CHPFA code of Practice

Tre Cauncit adopted the CIPFA code of Pracice for Treasury
Mansgement at is meeting on the $3th March 2002,

Pi14: Fiied Interest Rate Exposure

periods of 354 days or less.

The abave limit dees not include surmns for forward deals placed up to six months in advance for

The Authority will imit ts exposure to fixed inlerest rale costs lo the amounts payable on the 100%
folowing proportion of its cutstanding debt.
At 31 Maich 2005 the Councll was exposed lo fived interesl rate costs on 100% of #s cu!standing debt
PI13: Varable Rale Interest Rate Exposure
The Authority will imit its exposure to variable inleresl rate costs io the amounts payable on the 30%
following proportion of s outstarniding debt,
AL31 March 2008 the Council was exposed to vasiable interest rate costs on 0% of s ouistanding debt
Pl t6: Maturity Structuro of Bortowing
Upger and Lower Limils Under 12 months 0% to 35%
12 mioniths and within 24 months 0% to 5%
24 months and within 5 years 0% o 0%
5 years and within 10 years 0% to 20%
10 y=ars ard above 60% to 100%
Maturity Profite of Current Quistanding Debt at 31 March 2008 Under {2 months 0%
12 months and within 24 months 0%
24 months and within 5 years 0%
5 years and within {0 years o4
1B years snd above 100%
PE17: Investments for periods longer than 364 days
Maimum principal sum te be lvested 6,000

At31 June 2008, the total amount of Investments placed by the Councll during the year, for pediods of greater than 364 days, was £3m (sew Appendic B).

enter in the specified period.

AUTHORISED LIMIT - The maximum amount of external debt, including both bomowing and other fong-termi lizkilities, into which the Councll may

OPERATIONAL BOUNDARY - The working boundary of tota! external debt, including both borrowing and other long-term lisbilities, which will
pravide the day-to-day focus for Treasury Managemetnt activities. Uniike the Authorised Limil, it is not an absclute limit. it provides a maechanism
to highlight whether or not external debt is being managed within the expected levels. The Operational Boundary can e exceeded if developing
cirsumstances requira, but if this happens then it will be the trigger for gither comrective action er & revision «f the relevant indicators.




APPENDIX B

INVESTMENT INTEREST EARNED TO 30 SEPTEMBER 2008

- iterent

2007/08
Northern Rock (1 Yr Fwd Deal)
Landsbanki fslands
EBSB.S.

2008-9
Bradford & Bingle
EBS B.S.

Kaupthing, Singer & Friedlander.

Anglo Irish Bank Corparation
Irish Permanant Plc
Scarborough BS

Kent Reliance

Sub-Total

Call Accounts
Abbey National

Allied Irish
TOTAL

004
G05
006
007

17-Jun-08
02-Jul-08
02-Sep-08
02-Sep-08

3 | 18-Apr-08 _
1 45-May-09 1

03-Apr-08

| ame0s |

S 04-gu-08
08-Oct-08 |
15-May-09 |

17-Jun-08
02-Apr-09
02-Mar-08
02-Mar-09

4.9800

5.9000

57550/

1B.0560 1

6.0200

. 6,00001

8.5600
8.3100
5.9800
6.0200

- 6.2500]

2,000,000.00

£:1,000,000.00| -

2,000,000.00

{/31000,000.00]

“{2:2,000,000,00f
| . 3,000,000.00
| 2:000,000:00]" "

3,000,000.00
3,000,000.00
2,000,000.00
2,000,000.00

£

.. 463890
©70,034.25

... D46.58
- 136,227.95

1130.167:12
91,536.99
19,674,253
196,800.00
142,104.66
59,308.49
59,705.21

910,841.38

For investments highiighted, the counterparties have since been downgraded and removed from the counterparty list {see report).
Re Bradford & Bingley, the investment has now matured & monies returned to the Council.
Re lcelandic banks, these are subject to relevant Administration / Receivership arrangements.
As at 25 November, no monigs are held in the Aliied Irish Call Account.
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