Agenda Item 
COUNCIL

23rd February 2010

Report of the Cabinet
TREASURY MANAGEMENT STRATEGY AND PRUDENTIAL INDICATORS.

Purpose

To comply with the requirement of the Council’s Treasury Management Policy in reporting to Council the proposed strategy for the forthcoming year and the Local Government Act 2003 with the reporting of the Prudential Indicators.

Executive Summary

The Local Government Act 2003 (LGA 2003) requires the Council to produce prudential indicators in line with the Prudential Code.  

This report outlines the Council’s prudential indicators for 2010/11 – 2012/13 and sets out the expected Treasury operations for this period. This report and associated tables fulfil the statutory requirement of the LGA 2003 by:

· Reporting the prudential indicators as required by the Chartered Institute of Public Finance and Accountancy (CIPFA) Prudential Code for Capital Finance in Local Authorities;

· Setting the Council’s Minimum Revenue Provision (MRP) Policy, which sets out how the Council will pay for capital assets through revenue each year (as required by Regulation under the Local Government and Public Involvement in Health Act 2007;

· Setting the Treasury Management Strategy in accordance with the CIPFA Code of Practice on Treasury Management;
· Setting the Investment Strategy (in accordance with the Department for Communities and Local Government (DCLG) investment guidance);
· Formally adopting the revised CIPFA Treasury Management in Public Services Code of Practice 2009 (the Code) and four clauses;
· Affirming the effective management and responsibility for the control of risk and clearly identify our appetite for risk.
The main issues for Members to note are:
1. In the light of the Icelandic situation in 2008, CIPFA has amended the Code of Practice and associated Guidance Notes (including a revision to the Treasury Management Policy Statement) – the main changes are detailed in section 1.1 of the report but include:

· Credit ratings should only be used as a starting point when considering risk.  Use should also be made of market data and information, the quality financial press, information on government support for banks and the credit ratings of that government support;
· There needs to be, at a minimum, a mid year review of Treasury Management Strategy and Performance. This is intended to highlight any areas of concern that have arisen since the original strategy was approved;

· Each Council must delegate the role of scrutiny of Treasury Management Strategy and policies to a specific named body – Audit and Governance Committee are proposed for this role;
· Members should be provided with access to relevant training – Relevant Members are also personally responsible for ensuring they have the necessary skills and training.
The aim is for all Members to have ownership and understanding when making decisions on Treasury Management matters.
2. With regard to Counterparty selection for investment, a move from a Lowest Common Denominator (LCD) methodology to a broader counterparty evaluation criteria recently introduced by Sector (the Council’s new Treasury Management consultants) which has been progressively enhanced over the last year and now uses a sophisticated modelling approach with credit ratings from all three rating agencies forming the core element – but in line with best practice/guidance also includes the following as overlays: - 
· credit watches and credit outlooks from credit rating agencies

· Credit Default Swap (CDS) spreads to give early warning of likely changes in credit ratings

· sovereign ratings to select counterparties from only the most creditworthy countries
3. It is proposed that the Council (following consultation with our advisors) will not use the approach suggested by CIPFA of using the lowest rating from all three rating agencies to determine creditworthy counterparties as Moodys are currently very much more aggressive in giving low ratings than the other two agencies. The use of the Lowest Common Denominator rating would give the Authority a very restrictive/unworkable counterparty list which would result in a disproportional (high) level of investment in a few institutions which would as a consequence increase investment risk and defeat the objective of sharing/spreading risk. This would therefore be unworkable and leave the Council with few banks on its approved lending list. The Sector creditworthiness service does though, use ratings from all three agencies, but by using a scoring system, does not give undue importance to just one agency’s ratings.
The new approach allows officers charged with the Treasury responsibilities to have the most appropriate/market assessment to aid the investment decision making process.
4. The need for Council to approve changes to the clauses within the Constitution and Scheme of Delegation in order to implement the requirements of the revised Code.

Recommendations

That Council:

1. Formally adopt the revised CIPFA Treasury Management in the Public Services Code of Practice 2009 shown at Appendix I;
2. Adopt the revised Treasury Management Policy Statement shown at Appendix H;
3. Approve the Treasury Management Strategy Statement, Minimum Revenue Provision Strategy and Annual Investment Strategy 2010/11; 

4. Approve the Prudential and Treasury Indicators and Limits for 2010/11 to 2012/13 contained within Appendix C; 

5. Adopt the Treasury Management Practices contained within Appendix L;
6. Approve the detailed criteria of the Investment Strategy 2010/11 contained in the Treasury Management Strategy included at Appendix E and F;  
7. Approve the inclusion of  the Treasury Management Reporting Arrangements in the Councils Constitution as shown at Appendix J;
8. Approve the inclusion of the Treasury Management role of the section 151 officer in the Councils Scheme of Delegation as shown at Appendix K.

	Background Papers:-
	Local Government Act 2003

	
	CIPFA Code of Practice on Treasury Management in Public Services 2009

	
	Annual Treasury Report 2008/09

	
	Budget & Medium Term Financial Strategy 2010/11

	
	DCLG Housing Determinations and Local Government Finance Settlement 2010/11


A Glossary of terms utilised within the report can be found at Appendix M.

Treasury Management Strategy Statement, Minimum Revenue Provision Strategy and Annual Investment Strategy 2010/11

1.  Introduction

1.1 The Revised CIPFA Treasury Management Code of Practice 2009

In the light of the Icelandic situation in 2008, CIPFA has amended the CIPFA Treasury Management in the Public Services Code of Practice (the Code), Cross-Sectoral Guidance Notes and Guidance Notes for Local Authorities and the template for the revised Treasury Management Policy Statement. It is also a requirement of the Code that this Council should formally adopt the Code. As the Code has been revised, Council is asked to adopt the revised Code and the revised Treasury Management Policy Statement shown at Appendix I and H respectively. 

The revised Code has emphasised a number of key areas including the following: -

a) All Councils must formally adopt the revised Code and four clauses.

b) The strategy report will affirm that the effective management and control of risk are prime objectives of the Council’s Treasury Management activities.

c) The Council’s appetite for risk must be clearly identified within the strategy report and will affirm that priority is given to security of capital and liquidity when investing funds and explain how that will be carried out.

d) Responsibility for risk management and control lies within the organisation and cannot be delegated to any outside organisation.

e) Credit ratings should only be used as a starting point when considering risk.  Use should also be made of market data and information, the quality financial press, information on government support for banks and the credit ratings of that government support. 

f) Councils need a sound diversification policy with high credit quality counterparties and should consider setting country, sector and group limits. 

g) Borrowing in advance of need is only to be permissible when there is a clear business case for doing so and only for the current capital programme or to finance future debt maturities.

h) The main Annual Treasury Management reports must be approved by Full Council.

i) There needs to be, a minimum, a mid year review of Treasury Management Strategy and Performance. This is intended to highlight any areas of concern that have arisen since the original strategy was approved.

j) Each Council must delegate the role of scrutiny of Treasury Management Strategy and Policies to a specific named body.

k) Treasury Management performance and policy setting should be subjected to prior scrutiny.

l) Members should be provided with access to relevant training.

m) Those charged with governance are also personally responsible for ensuring they have the necessary skills and training.

n) Responsibility for these activities must be clearly defined within the organisation.

o) Officers involved in Treasury Management must be explicitly required to follow Treasury Management Policies and Procedures when making investment and borrowing decisions on behalf of the Council (this forms part of the updated Treasury Management Practices a summary of which is contained at Appendix L).

This strategy statement has been prepared in accordance with the revised Code.  Accordingly, the Council’s Treasury Management Strategy will be approved annually by the Council and there will also be a mid year report. In addition there will be monitoring reports and regular review by Councillors in both Executive and Scrutiny Functions. The aim of these reporting arrangements is to ensure that those with ultimate responsibility for the Treasury Management Function appreciate fully the implications of Treasury Management Policies and activities, and that those implementing policies and executing transactions have properly fulfilled their responsibilities with regard to delegation and reporting.

This Council will adopt the following reporting arrangements in accordance with the requirements of the revised Code: -

	Area of Responsibility
	Council/ Committee/ Officer
	Frequency

	Treasury Management Policy Statement (revised)
	Full Council
	Initial adoption in 2010

	Treasury Management Strategy / Annual Investment Strategy / MRP Policy
	Full Council
	Annually before the start of the year

	Treasury Management Strategy / Annual Investment Strategy / MRP Policy – mid year report
	Full Council
	Mid year

	Treasury Management Strategy / Annual Investment Strategy / MRP Policy  – updates or revisions at other times 
	Full Council
	As Required

	Annual Treasury Outturn Report
	Full Council
	Annually by 30 September after the end of the year

	Treasury Management Monitoring Reports
	Cabinet/Audit and Governance Committee
	Quarterly/Half Yearly

	Approving the selection of external service providers and agreeing terms of appointment.
	Cabinet
	Three year contract (next review due August 2012)

	Treasury Management Practices
	Full Council
	Annually before the start of the year

	Scrutiny of Treasury Management Strategy
	Audit and Governance Committee
	Annually before the start of the year (after Council approval)

	Scrutiny of Treasury Management Performance
	Audit and Governance Committee
	Quarterly/Half Yearly


1.2 Revised CIPFA Prudential Code

CIPFA has also issued a revised Prudential Code which primarily covers borrowing and the Prudential Indicators.  Three of these indicators have now been moved from being Prudential Indicators to being Treasury Indicators: -  
· authorised limit for external debt;
· operational boundary for external debt;
· actual external debt.

However, all indicators are to be presented together as one suite. In addition, where there is a significant difference between the net and the gross borrowing position, the risks and benefits associated with this strategy should be clearly stated in the annual strategy.

1.3  Revised Investment Guidance

It should also be noted that the Department of Communities and Local Government is currently undertaking a consultation exercise on draft revised investment guidance which will result in the issue of amended investment guidance for English local authorities to come into effect from 1 April 2010. A separate report will be made to members to inform them when this guidance has been finalised.  It is not currently expected that there will be any major changes required over and above the changes already required by the revised Code.

1.4 Treasury Management Strategy for 2010/11

The Local Government Act 2003 (the Act) and supporting regulations requires the Council to ‘have regard to’ the CIPFA Prudential Code and the CIPFA Treasury Management Code of Practice to set Prudential and Treasury Indicators for the next three years to ensure that the Council’s capital investment plans are affordable, prudent and sustainable.  

The Act therefore requires the Council to set out its Treasury Strategy for borrowing and to prepare an Annual Investment Strategy (as required by Investment Guidance issued subsequent to the Act) (included as paragraph 9 of this report); this sets out the Council’s policies for managing its investments and for giving priority to the security and liquidity of those investments. 

The suggested strategy for 2010/11 in respect of the following aspects of the Treasury Management function is based upon the Treasury Officers’ views on interest rates, supplemented with leading market forecasts provided by the Council’s Treasury adviser, Sector Treasury Services.  

The strategy covers:

· Treasury limits in force which will limit the Treasury risk and activities of the Council;
· Prudential and Treasury Indicators;
· the current Treasury position;
· the borrowing requirement;
· prospects for interest rates;
· the borrowing strategy;
· policy on borrowing in advance of need;
· debt rescheduling;
· the investment strategy;
· creditworthiness policy;
· policy on use of external service providers;
· the MRP Strategy.
1.5 Balanced Budget Requirement

It is a statutory requirement under Section 33 of the Local Government Finance Act 1992, for the Council to produce a balanced budget. In particular, Section 32 requires a local authority to calculate its budget requirement for each financial year to include the revenue costs that flow from capital financing decisions. This, therefore, means that increases in capital expenditure must be limited to a level whereby increases in charges to revenue from: -

1. increases in interest charges caused by increased borrowing to finance additional capital expenditure, and 

2. Any increases in running costs from new capital projects are limited to a level which is affordable within the projected income of the Council for the foreseeable future.
2.   Treasury Limits for 2010/11 to 2012/13

It is a statutory duty under Section 3 of the Act and supporting regulations, for the Council to determine and keep under review how much it can afford to borrow.  The amount so determined is termed the “Affordable Borrowing Limit”. In England and Wales the Authorised Limit represents the legislative limit specified in the Act.

The Council must have regard to the Prudential Code when setting the Authorised Limit, which essentially requires it to ensure that total capital investment remains within sustainable limits and, in particular, that the impact upon its future Council Tax and Council Rent levels is ‘acceptable’.  

Whilst termed an “Affordable Borrowing Limit”, the capital plans to be considered for inclusion incorporate financing by both external borrowing and other forms of liability, such as credit arrangements. The Authorised Limit is to be set, on a rolling basis, for the forthcoming financial year and two successive financial years, details of the Authorised Limit can be found in Appendix C of this report.

3.   Current Portfolio Position
The Council’s Treasury Portfolio position at 31/12/09 comprised:
	 
	 
	Principal
	 
	Average Rate

	Fixed Rate Funding
	 
	£m
	
	%

	 
	PWLB
	22.4
	
	 

	 
	Market
	0.0
	22.4
	6.9

	 
	 
	
	
	 

	Variable Rate Funding
	 
	
	
	 

	 
	PWLB
	0.0
	
	 

	 
	Market
	0.0
	0.0
	0

	 
	 
	
	
	 

	Other Long Term Liabilities
	 
	0.0
	0.0
	0

	 
	 
	
	
	 

	TOTAL DEBT
	 
	
	22.4
	6.9

	 
	 
	
	
	 

	TOTAL INVESTMENTS*
	 
	 
	19.1
	1.2

	* Excluding investments identified as 'At Risk' in Icelandic Banking institutions
	 
	 
	 
	 


4.   Borrowing Requirement

The Council’s borrowing requirement is as follows:

	 
	2008/09
	2009/10
	2010/11
	2011/12
	2012/13

	 
	£000's
	£000's
	£000's
	£000's
	£000's

	 
	Actual
	Projected
	Estimate
	Estimate
	Estimate

	New Borrowing
	700
	0
	400
	450
	500

	Alternative Financing Arrangements
	0
	0
	0
	0
	0

	Replacement Borrowing
	0
	0
	2,000
	0
	0

	Total
	700
	0
	2,400
	450
	500


5.  Prudential and Treasury Indicators for 2010/11 – 2012/13

Prudential and Treasury Indicators (as set out in tables at Appendix C to this report) are relevant for the purposes of setting an Integrated Treasury Management strategy.  

The Council is also required to indicate if it has adopted the CIPFA Code of Practice on Treasury Management. This original 2001 Code was adopted on 5th March 2002 by the full Council and the revised Code will be adopted on 23rd February 2010.

6.
Prospects for Interest Rates
The Council has appointed Sector Treasury Services as treasury advisor to the Council and part of their service is to assist the Council to formulate a view on interest rates.  Appendix B draws together a number of current City forecasts for short term (Bank Rate) and longer fixed interest rates.  The following table gives the Sector central view.

Sector Bank Rate forecast for financial year ends (March)
· 2010  0.50%
· 2011  1.50%
· 2012  3.50%
· 2013  4.50%

There is downside risk to these forecasts if recovery from the recession proves to be weaker and slower than currently expected. A detailed view of the current economic background is contained within Appendix D to this report.

7.
Borrowing Strategy

7.1 Borrowing rates

The Sector forecast for the PWLB new borrowing rate is as follows: -
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A more detailed Sector forecast is included in Appendix B.

In view of the above forecast the Council’s borrowing strategy will be based upon the following information.

· Rates are expected to gradually increase during the year so it should therefore be advantageous to time new long term borrowing for the start of the year when 25 year PWLB rates fall back to or below the central forecast rate of about 4.65%, a suitable trigger point for considering new fixed rate long term borrowing; 
· Variable rate borrowing is expected to be cheaper than long term borrowing and will therefore be attractive throughout the financial year compared to taking long term fixed rate borrowing;
· PWLB rates on loans of less than ten years duration are expected to be substantially lower than longer term PWLB rates offering a range of options for new borrowing which will spread debt maturities away from a concentration in long dated debt;  

· There is expected to be little difference between 25 year and 50 year rates so therefore  loans in the 25-30 year periods could be seen as being more attractive than 50 year borrowing as the spread between the PWLB new borrowing and early repayment rates is considerably less.  This would maximise the potential for debt rescheduling and allow the Council to rebalance its debt maturity profile;
· Consideration will also be given to borrowing fixed rate market loans at 25 – 50 basis points below the PWLB target rate and to maintaining an appropriate balance between PWLB and market debt in the debt portfolio;
· Sensitivity of the forecast – In normal circumstances the main sensitivities of the forecast are likely to be the two scenarios noted below. The Councils officers, in conjunction with the Treasury advisors, will continually monitor both the prevailing interest rates and the market forecast, adopting the following responses to a change in sentiment:

· if it were felt that there was a significant risk of a sharp FALL in long and short term rates, e.g. due to a marked increase of risks around relapse into recession or of risks of deflation, then long term borrowings will be postponed, and potential rescheduling from fixed rate funding into short term borrowing will be considered;
· if it were felt that there was a significant risk of a much sharper RISE in long and short term rates than that currently forecast, perhaps arising from a greater than expected increase in world economic activity or a sudden increase in inflation risks, then the portfolio position will be re-appraised with the likely action that fixed rate funding will be drawn whilst interest rates were still relatively cheap.

7.2 External v. Internal borrowing

	Comparison of gross and net debt positions at the year end
	2008/09
	2009/10
	2010/11
	2011/12
	2012/13

	 
	Actual
	Projected out-turn
	Estimate
	Estimate
	Estimate

	 
	£'000
	£'000
	£'000
	£'000
	£'000

	Actual external debt (gross)
	23,543
	22,392
	22,792
	23,242
	23,742

	Cash balances (Investments)
	19,632
	14,773
	11,495
	9,142
	7,560

	Net Debt
	3,911
	7,619
	11,297
	14,100
	16,182


· The Council currently is projecting a difference between gross debt and net debt (after deducting cash balances), of £14.8m at year end.  

· The general aim of this Treasury Management Strategy is to reduce the difference between the two debt levels over the next three years in order to reduce the credit risk incurred by holding investments. However, measures taken in the last year have already reduced substantially the level of credit risk (see paragraph 9) so another factor which will be carefully considered is the difference between borrowing rates and investment rates to ensure the Council obtains value for money once an appropriate level of risk management has been attained to ensure the security of its investments;
· The next financial year is expected to be one of historically abnormally low Bank Rate. This provides a continuation of the current window of opportunity for local authorities to fundamentally review their strategy of undertaking new external borrowing;
· Over the next three years, investment rates are therefore expected to be below long term borrowing rates and so value for money considerations would indicate that value could best be obtained by avoiding new external borrowing and by using internal cash balances to finance new capital expenditure or to replace maturing external debt (this is referred to as internal borrowing). This would maximise short term savings;
· However, short term savings by avoiding new long term external borrowing in 2010/11 will also be weighed against the potential for incurring additional long term extra costs by delaying unavoidable new external borrowing until later years when PWLB long term rates are forecast to be significantly higher;
· The Council has examined the potential for undertaking early repayment of some external debt to the PWLB in order to reduce the difference between its gross and net debt positions. However, the introduction by the PWLB of significantly lower repayment rates than new borrowing rates in November 2007 has meant that large premiums would be incurred by such action and would also do so in the near term; such levels of premiums cannot be justified on value for money grounds. This situation will be monitored in case the differential is narrowed by the PWLB or when repayment rates rise substantially;
· Added to this is the recent approval by the DCLG of the capitalisation of up to £4million relating to the impairment of potential Icelandic investment losses. The Council will need to take a flexible approach in order to maintain value for money balanced against the need to ensure sufficient funds to maintain its cash flow requirements.

Against this background, caution will be adopted with the 2010/11 Treasury operations.  

It is planned to renew maturing debt & take out new debt in line with supported capital investment but to delay the borrowing associated with the capitalisation of the potential Icelandic investment losses. The option of postponing all borrowing and reducing investment balances further will be monitored closely during the year.

The Corporate Director Resources will monitor the interest rate market and adopt a pragmatic approach to changing circumstances, reporting any decisions to the appropriate decision making body at the next available opportunity.

7.3 Policy on borrowing in advance of need 

The Council will not borrow more than or in advance of its needs purely in order to profit from the investment of the extra sums borrowed. Any decision to borrow in advance will be considered carefully to ensure value for money can be demonstrated and that the Council can ensure the security of such funds. 

In determining whether borrowing will be undertaken in advance of need the Council will;
· ensure that there is a clear link between the capital programme and maturity profile of the existing debt portfolio which supports the need to take funding in advance of need;
· ensure the ongoing revenue liabilities created, and the implications for the future plans and budgets have been considered;
· evaluate the economic and market factors that might influence the manner and timing of any decision to borrow; 

· consider the merits and demerits of alternative forms of funding;
· consider the alternative interest rate bases available, the most appropriate periods to fund and repayment profiles to use.
8.
Debt Rescheduling
The introduction of the new PWLB rates structure on 1 November 2007 that introduced a spread between the rates applied to new borrowing and repayment of debt, has meant that PWLB to PWLB debt restructuring is now much less attractive than before that date.  However, significant interest savings may still be achievable through using LOBOs (Lenders Option Borrowers Option) loans and other market loans in rescheduling exercises.

As short term borrowing rates will be considerably cheaper than longer term rates, there are likely to be significant opportunities to generate savings by switching from long term debt to short term debt. However, these savings will need to be considered in the light of their short term nature and the likely cost of refinancing those short term loans, once they mature, compared to the current rates of longer term debt in the existing debt portfolio. Any such rescheduling and repayment of debt is likely to cause a flattening of the Council’s maturity profile as in recent years there has been a skew towards longer dated PWLB.

Consideration will also be given to the potential for making savings by running down investment balances to repay debt prematurely as short term rates on investments are likely to be lower than rates paid on current debt.  

The reasons for any rescheduling to take place will include:

· the generation of cash savings and / or discounted cash flow savings,

· helping to fulfil the strategy outlined in paragraph 7 above, and

· enhance the balance of the portfolio (amend the maturity profile and/or the balance of volatility).

There has been much discussion as to whether the size of spread between long term PWLB repayment and new borrowing rates should be revised (downwards) in order to help local authorities currently dissuaded from using investment cash balances to repay long term borrowing and thereby reduce counterparty and interest rate risk exposure.  The Debt Management Office (DMO) / PWLB have issued a consultation document with suggested options to revise the methodology used to calculate the early repayment rate. The consultation period ended in January 2010 and this authority will monitor developments in this area and may amend its strategy if significant changes are introduced.

All rescheduling will be reported to the Cabinet / Audit and Governance Committee at the earliest meeting following its action.

9.  Annual Investment Strategy


9.1 Investment Policy

The Council will have regard to the DCLG’s Guidance on Local Government Investments (“the Guidance”) issued in March 2004, any revisions to that guidance, the Audit Commission’s report on Icelandic investments and the 2009 revised CIPFA Treasury Management in Public Services Code of Practice and Cross Sectoral Guidance Notes (“the CIPFA TM Code”). The Council’s investment priorities are: - 

(a)   the security of capital and 

(b)   the liquidity of its investments. 

The Council will also aim to achieve the optimum return on its investments commensurate with proper levels of security and liquidity.
The risk appetite of this Council is low at this present point in periods of high risk and uncertainty, in order to give priority to security of its investments, 
The borrowing of monies purely to invest or on‑lend and make a return is unlawful and this Council will not engage in such activity.

Investment instruments identified for use in the financial year are listed in Appendix E under the ‘Specified’ and ‘Non-Specified’ Investments categories. Counterparty limits will be as set through the Council’s Treasury Management Practices – Schedules. 
9.2 Creditworthiness policy 

Following a competitive Tendering Exercise for our Treasury Management Consultancy Services in August of 2009, Sector Treasury Services were appointed. Our previous Consultants provided a Lowest Common Denominator (LCD) methodology to the counterparty selection / limit application process, which the Council adopted in 2008/09. Following transfer to our new consultants we have continued to operate within the Lowest Common Denominator approach, however, Sector have recently introduced a broader counterparty evaluation criteria which has been progressively enhanced over the last year and now uses a sophisticated modelling approach with credit ratings from all three rating agencies - Fitch, Moodys and Standard and Poors, forming the core element. However, it does not rely solely on the current credit ratings of counterparties but also uses the following as overlays: - 
· credit watches and credit outlooks from credit rating agencies;
· Credit Default Swap (CDS) spreads to give early warning of likely changes in credit ratings;
· sovereign ratings to select counterparties from only the most creditworthy countries.
This modelling approach combines credit ratings, credit watches, credit outlooks and CDS spreads in a weighted scoring system for which the end product is a series of colour code bands which indicate the relative creditworthiness of counterparties.  These colour codes are also used by the Council to determine the duration for investments and are therefore referred to as durational bands.
The Council is satisfied that this service now gives a much improved level of security for its investments. It is also a service which the Council would not be able to replicate using in house resources.  

The selection of counterparties with a high level of creditworthiness will be achieved by selection of institutions down to a minimum durational band within Sector’s weekly credit list of worldwide potential counterparties. The Council will therefore use counterparties within the following durational bands: -

· Purple 
2 years

· Blue 
1 year (only applies to nationalised or semi nationalised UK Banks)

· Orange
1 year

· Red 
6 months

· Green 
3 months 

· No Colour 
not to be used 

It is proposed that the Council will not use the approach suggested by CIPFA of using the lowest rating from all three rating agencies to determine creditworthy counterparties as Moodys are currently very much more aggressive in giving low ratings than the other two agencies. This would therefore be unworkable and leave the Council with few banks on its approved lending list. The Sector creditworthiness service does though, use ratings from all three agencies, but by using a scoring system, does not give undue preponderance to just one agency’s ratings.

All credit ratings will be monitored on a daily basis/as and when changes are notified. The Council is alerted to changes to ratings of all three agencies through its use of 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;
· In addition to the use of Credit Ratings the Council will be advised of information in movements in Credit Default Swap against the iTraxx benchmark and other market data on a weekly basis. Extreme market movements may result in downgrade of an institution or removal from the Councils lending list;
· Sole reliance will not be placed on the use of this external service. In addition this Council will also use market data and market information, information on government support for banks and the credit ratings of that government support.

9.3 Country/Continent limits

The Council has determined that it will only use approved counterparties from Countries with a minimum sovereign credit rating of AAA* from Fitch Ratings (or equivalent from other agencies if Fitch does not provide) and a monetary limit of £2m. The list of countries that qualify using this credit criteria as at the date of this report are shown in Appendix F. This list will be added to or deducted from by officers should ratings change in accordance with this policy. The Council has also determined that it will limit the use of approved counterparties from within the same Continent to a monetary limit of £4m the countries of which also have the minimum sovereign credit rating of AAA*.
* At its meeting of the 15th September 2009, full Council approved a recommendation that;
‘authorises the use of institutions currently supported by the UK Government should its Sovereign rating be downgraded below the current requirement for a ‘AAA’ rating by all three rating agencies’
 and this continues to form part of the strategy in 2010/11.

9.4 Investment Strategy

In-house funds: As at the 31st December 2009 the Council had £19.3m on deposit in the money markets (excluding ‘Sums at risk’ in the Icelandic Banking situation) of which approximately £5.4m relates to core balances held in relation to earmarked reserves etc, £7.8m held in balances with the balance of £6.1m being cash-flow derived. Investments will accordingly be made with reference to the core balance and cash-flow requirements and the outlook for short-term interest rates (i.e. rates for investments up to 12 months).

Interest rate outlook: Bank Rate has been unchanged at 0.50% since March 2009. Bank Rate is forecast to commence rising in quarter 3 of 2010 and then to rise steadily from thereon. Bank Rate forecasts for financial year ends (March) are as follows: -

· 2010  0.50%
· 2011  1.50%
· 2012  3.50%
· 2013  4.50%

There is downside risk to these forecasts if recovery from the recession proves to be weaker and slower than currently expected.
The Council will avoid locking into longer term deals while investment rates are down at historically low levels unless exceptionally attractive rates are available which make longer term deals worthwhile. 

For 2010/11 it is suggested that the Council should budget for an investment return of £258k on investments placed during the financial year. 

For its cash flow generated balances, the Council will seek to utilise its business reserve accounts and short-dated deposits (overnight to three months) in order to benefit from the compounding of interest.  

9.5 End of year investment report

At the end of the financial year, the Council will report on its investment activity as part of its Annual Treasury Report. 

9.6 External Fund Managers 

The Council does not currently use External Fund Managers, however if circumstances were deemed advantageous to do so, the Council would ensure that they would comply with our Annual Investment Strategy. The agreement(s) between the Council and the fund manager(s) additionally would stipulate guidelines and duration and other limits in order to contain and control risk. 

9.7 Policy on the use of external service providers

The Council uses Sector Treasury Services as its External Treasury Management advisers.

The Council recognises that responsibility for treasury management decisions remains with the organisation at all times and will ensure that undue reliance is not placed upon our external service providers. 

It also recognises that there is value in employing external providers of Treasury Management services in order to acquire access to specialist skills and resources. The Council will ensure that the terms of their appointment and the methods by which their value will be assessed are properly agreed and documented, and subjected to regular review. 
9.8 Constitution 
In order to implement the Treasury Management Reporting Arrangements in accordance with the requirements of the revised Code, it is recommended that the Council include within the Constitution the clauses as set out at Appendix J.
9.9 Scheme of delegation - Role of the Section 151 Officer

In order to implement the delegation arrangements in accordance with the requirements of the revised Treasury Management Code, it is recommended that the Council include within the Scheme of Delegation the clauses as set out at Appendix K.
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APPENDIX A - Minimum Revenue Provision – An introduction and Policy Statement
1.
What is a Minimum Revenue Provision?

Capital expenditure is generally expenditure on assets which have a life expectancy of more than one year e.g. buildings, vehicles, machinery etc. It would be impractical to charge the entirety of such expenditure to revenue in the year in which it was incurred therefore such expenditure is spread over several years in order to try to match the years over which such assets benefit the local community through their useful life. The manner of spreading these costs is through an annual Minimum Revenue Provision, which was previously determined under Regulation, and will in future be determined under Guidance.  

2.  Statutory duty

Statutory Instrument 2008 no. 414 s4 lays down that: 

“A local authority shall determine for the current financial year an amount of minimum revenue provision that it considers to be prudent.”

The above is a substitution for the previous requirement to comply with regulation 28 in S.I. 2003 no. 3146 (as amended).

There is no requirement to charge MRP where the Capital Financing Requirement is nil or negative at the end of the preceding financial year.

The share of Housing Revenue Account CFR is not subject to an MRP charge. 

3.  Government Guidance

Along with the above duty, the Government issued guidance which came into force on 31st March 2008 which requires that a Statement on the Council’s policy for its annual MRP should be submitted to the full Council for approval before the start of the financial year to which the provision will relate.  

The Council is legally obliged to “have regard” to the guidance, which is intended to enable a more flexible approach to assessing the amount of annual provision than was required under the previous statutory requirements. The guidance offers four main options under which MRP could be made, with an overriding recommendation that the Council should make prudent provision to redeem its debt liability over a period which is reasonably commensurate with that over which the capital expenditure is estimated to provide benefits. The requirement to ‘have regard’ to the guidance therefore means that: -

1. Although four main options are recommended in the guidance, there is no intention to be prescriptive by making these the only methods of charge under which a local authority may consider its MRP to be prudent.    

2. It is the responsibility of each authority to decide upon the most appropriate method of making a prudent provision, after having had regard to the guidance.

Option 1: Regulatory Method

Under the previous MRP regulations, MRP was set at a uniform rate of 4% of the adjusted CFR (i.e. adjusted for “Adjustment A”) on a reducing balance method (which in effect meant that MRP charges would stretch into infinity). This historic approach must continue for all capital expenditure incurred in years before the start of this new approach. It may also be used for new capital expenditure up to the amount which is deemed to be supported through the Supported Capital Expenditure (SCE) annual allocation.

Option 2: Capital Financing Requirement Method

This is a variation on option 1 which is based upon a charge of 4% of the aggregate CFR without any adjustment for Adjustment A, or certain other factors which were brought into account under the previous statutory MRP calculation. The CFR is the measure of an authority’s outstanding debt liability as depicted by their balance sheet.  

Option 3: Asset Life Method

This method may be applied to most new capital expenditure, including where desired that which may alternatively continue to be treated under options 1 or 2.  

Under this option, it is intended that MRP should be spread over the estimated useful life of either an asset created, or other purpose of the expenditure.  There are two useful advantages of this option: -

· Longer life assets e.g. freehold land can be charged over a longer period than would arise under options 1 and 2.  

· No MRP charges need to be made until the financial year after that in which an item of capital expenditure is fully incurred and, in the case of a new asset,  comes into service use (this is often referred to as being an ‘MRP holiday’).  This is not available under options 1 and 2.

There are two methods of calculating charges under option 3: 

a. equal instalment method – equal annual instalments,

b. annuity method – annual payments gradually increase during the life of the asset.

Option 4: Depreciation Method

Under this option, MRP charges are to be linked to the useful life of each type of asset using the standard accounting rules for depreciation (but with some exceptions) i.e. this is a more complex approach than option 3. 

The same conditions apply regarding the date of completion of the new expenditure as apply under option 3.

4.  Date of implementation

The previous statutory MRP requirements ceased to have effect after the 2006/07 financial year.  Transitional arrangements included within the guidance no longer apply for the MRP charge for 2009/10 onwards. Therefore, options 1 and 2 should only be used for Supported Capital Expenditure (SCE). Authorities are however reminded that the DCLG document remains as guidance and authorities may consider alternative individual MRP approaches, as long as they are consistent with the statutory duty to make a prudent revenue provision.

Minimum Revenue Provision Policy Statement 2010/11 

(England and Wales)

The Council implemented the new Minimum Revenue Provision (MRP) guidance in 2008/09 and will assess their MRP for 2010/11 in accordance with the main recommendations contained within the guidance issued by the Secretary of State under section 21(1A) of the Local Government Act 2003. 
The major proportion of the MRP for 2010/11 will relate to the more historic debt liability that will continue to be charged at the rate of 4%, in accordance with option 1 of the guidance. Certain expenditure reflected within the debt liability at 31st March 2010 will under delegated powers be subject to MRP under option 3, which will be charged over a period which is reasonably commensurate with the estimated useful life applicable to the nature of expenditure, using the equal annual instalment method. For example, capital expenditure on a new building, or on the refurbishment or enhancement of a building, will be related to the estimated life of that building.

Estimated life periods will be determined under delegated powers. To the extent that expenditure is not on the creation of an asset and is of a type that is subject to estimated life periods that are referred to in the guidance, these periods will generally be adopted by the Council. However, the Council reserves the right to determine useful life periods and prudent MRP in exceptional circumstances where the recommendations of the guidance would not be appropriate. 

As some types of capital expenditure incurred by the Council are not capable of being related to an individual asset, asset lives will be assessed on a basis which most reasonably reflects the anticipated period of benefit that arises from the expenditure.  Also, whatever type of expenditure is involved, it will be grouped together in a manner which reflects the nature of the main component of expenditure and will only be divided up in cases where there are two or more major components with substantially different useful economic lives.
APPENDIX B - Interest Rate Forecasts   
The data below shows a variety of forecasts published by a number of institutions. The first three are individual forecasts including those of UBS and Capital Economics (an independent forecasting consultancy). The final one represents summarised figures drawn from the population of all major City banks and academic institutions.  

The forecast within this strategy statement has been drawn from these diverse sources and officers’ own views.

1. INDIVIDUAL FORECASTS

Sector interest rate forecast – 23.11.09
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Capital Economics interest rate forecast – 18.1.10
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UBS interest rate forecast (for quarter ends) – 30.10.09
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2. SURVEY OF ECONOMIC FORECASTS

HM Treasury December 2009 – summary of forecasts of 23 City and 12 academic analysts for Q4 2009 and 2010. Forecasts for 2010 – 2013 are based on 21 forecasts in the last quarterly forecast – November 2009.
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APPENDIX C - Prudential and Treasury Indicators
	PRUDENTIAL INDICATOR
	2008/09
	2009/10
	2010/11
	2011/12
	2012/13

	(1).  EXTRACT FROM BUDGET AND RENT SETTING REPORT
	£'000
	£'000
	£'000
	£'000
	£'000

	 
	actual
	projected outturn
	estimate
	estimate
	estimate

	Capital Expenditure
	 
	
	 
	
	 

	    Non - HRA
	£1,781
	£5,600
	£2,037
	£1,154
	£362

	    HRA
	£3,577
	£4,458
	£4,475
	£4,792
	£4,986

	    TOTAL
	£5,358
	£10,058
	£6,512
	£5,946
	£5,348

	 
	 
	
	 
	
	 

	Ratio of financing costs to net revenue stream
	 
	
	 
	
	 

	    Non - HRA
	-4.19%
	-1.77%
	-0.02%
	-2.08%
	-3.11%

	    HRA
	-5.54%
	-6.06%
	-4.43%
	-4.80%
	-5.03%

	 
	 
	
	 
	
	 

	Net borrowing requirement
	 
	
	 
	
	 

	    brought forward 1 April
	£4,100
	£3,911
	£7,619
	£11,297
	£14,100

	    carried forward 31 March
	£3,911
	£7,619
	£11,297
	£14,100
	£16,182

	    in year borrowing requirement
	-£189
	£3,708
	£3,678
	£2,803
	£2,082

	 
	 
	
	 
	
	 

	Capital Financing Requirement as at 31 March
	 
	
	 
	
	 

	    Non – HRA
	£669
	£4,642
	£4,417
	£4,192
	£3,968

	    HRA
	£22,435
	£22,915
	£23,395
	£23,875
	£24,355

	    TOTAL
	£23,104
	£27,557
	£27,811
	£28,067
	£28,323

	 
	 
	
	 
	
	 

	Annual change in Cap. Financing Requirement 
	 
	
	 
	
	 

	    Non – HRA
	-£28
	£3,973
	-£226
	-£225
	-£224

	    HRA
	£480
	£480
	£480
	£480
	£480

	    TOTAL
	£452
	£4,453
	£254
	£255
	£256

	 
	 
	
	 
	
	 

	Incremental impact of capital investment decisions 
	£   p
	£   p
	£   p
	£   p
	£   p

	    Increase in Council Tax (band D) per annum
	£4.27
	£0.46
	3.52
	6.52
	5.83

	    Increase in average housing rent per week
	£0.29
	£0.17
	0.05
	0.41
	0.67

	 
	 
	 
	 
	 
	 


	(2).  TREASURY MANAGEMENT PRUDENTIAL INDICATORS
	2008/09
	2009/10
	2010/11
	2011/12
	2012/13

	 
	£'000
	£'000
	£'000
	£'000
	£'000

	 
	actual
	projected outturn
	estimate
	estimate
	estimate

	Authorised Limit for external debt - 
	 
	 
	 
	 
	 

	    borrowing
	£29,600
	£27,900
	£28,400
	£28,800
	£29,300

	    other long term liabilities
	£2,000
	£2,000
	£2,000
	£2,000
	£2,000

	     TOTAL
	£31,600
	£29,900
	£30,400
	£30,800
	£31,300

	 
	 
	 
	 
	 
	 

	Operational Boundary for external debt - 
	 
	 
	 
	 
	 

	     borrowing
	23,142
	22,392
	22,792
	23,242
	23,742

	     other long term liabilities
	0
	0
	0
	0
	0

	     TOTAL
	23,142
	22,392
	22,792
	23,242
	23,742

	 
	 
	 
	 
	 
	 

	Upper limit for fixed interest rate exposure
	 
	 
	 
	 
	 

	     Net principal re fixed rate borrowing / investments
	£5,873
	£7,081
	£9,185
	£11,063
	£13,445

	 
	 
	 
	 
	 
	 

	Upper limit for variable rate exposure
	 
	 
	 
	 
	 

	     Net principal re variable rate borrowing / investments
	£2,288
	£2,243
	£2,242
	£2,302
	£2,349

	 
	 
	 
	 
	 
	 

	Upper limit for total principal sums invested for over 364 days
	£9,000
	£4,000
	£3,500
	£3,000
	£2,500

	     (per maturity date)
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Local Performance Indicators

The Code of Practice on Treasury Management requires the Council to set performance indicators to assess the adequacy of the treasury function over the year.  These are distinct historic indicators, as opposed to the prudential indicators, which are predominantly forward looking. 

The Council has undertaken therefore, to also report on the following local performance indicators, with the results being reported in the Treasury Annual Report for 2010/11:

· Debt – Average rate movement year on year;

· Investments – Internal returns above the 7 day LIBID & 3 month LIBID rates;

· Bank Balances – The average daily un-invested bank balances to be less than £5k.

· Benchmarking (CIPFA) – These will be compared with other Councils through participation in the CIPFA Benchmarking Club for Treasury management

APPENDIX D - Economic Background

1.1. Introduction

· The credit crunch storm of August 2007 eventually fed through to the near collapse of the world banking system in September 2008. This then pushed most of the major economies of the world into a very sharp recession in 2009 accompanied by a dearth of lending from banks anxious to rebuild their weakened balance sheets. Many governments were forced to recapitalise and rescue their major banks and central banks precipitately cut their central bank rates to 0.10 – 1.00% in order to counter the recession; 

· The long awaited start of growth eventually came in quarter 3 2009 in the US and the EU. However, there was disappointment that the UK failed to emerge from recession in quarter 3;
· Inflation has plunged in most major economies and is currently not seen as being a problem for at least the next two years due to the large output gaps and high unemployment putting a lid on wage growth. In many countries there have been widespread pay freezes in 2009 and these are likely to be persistent for some time;
· Deflation could become a threat in some economies if they were to go into a significant double dip recession;
· Asian countries, especially China, are buoying world demand through their own stimulus measures;  

· There still needs to be a radical world rebalancing of excess savings rates by cash rich Asian and oil based economies and excess consumption rates in Western economies if the world financial system is not to avoid a potential rerun of this major financial crisis in years to come;
· Most major economies have resorted to a huge expansion of fiscal stimulus packages in order to encourage a fast exit from recession. This, together with expenditure on direct support provided to ailing banks, has led to a drastic expansion in government debt levels which will take many years to eliminate and to restore the previous health of national finances.
1.2 
Two growth scenarios

· The current big issue is ‘how quickly will the major world economies recover?’ There is a sharp division of opinion on this question as set out below. The knock on effects on forecasts for interest rates can be seen in Appendix B – UBS strong recovery, Capital Economics – weak recovery.

1.2.1 Strong recovery

· This is a normal cyclical recovery which will be strong in the major world economies. The US still has potential to add further fiscal stimulus in 2010 to ensure that strong recovery continues after the current round of stimulus measures end. Growth in the EU is likely to be strong in 2010 and not require such help.  
The UK:

· GDP growth will almost get back to the long term average of about 2.5% in 2011 but is likely to peak in the first half of the year as inventory rebuilding and stimulus measures fade and fiscal contraction kicks in later in the year;
· The economy will rebalance with strong growth in exports and import substitution helped by strong recovery in the EU and the rest of the world; 

· Sterling has depreciated by 25% since the peak in 2007 and is likely to stay weak;
· Consumer spending – only a mediocre recovery is expected due to a steady increase in the savings ratio from +5.6% in 2009 to about 8% in 2011 as consumers pay down debt or build cash balances. Consumer incomes will be held down by wage freezes and increases in taxation;
· House price recovery is expected to persist helped by a low Bank Rate for a prolonged period; the peak to trough fall in house prices is now expected to be no more than 20%. House prices to rise by about 6% in 2010, and 3% in 2011; mortgage approvals will rise back to the level of 75 - 80,000 per month needed to ensure a continuation of a trend of rising house prices;
· CPI inflation to peak @ 2.5% in early 2010 after the rise in VAT in January but then to fall to a trough near 1.5% in early 2011 and to stay below 2% for the rest of 2011;
· The current MPC attitude is one of hang on as long as possible before increasing Bank Rate. The aim of this would be to try to ensure that growth gets going at a decent rate and that Bank Rate gets back to 4 – 5% before the next recession and that all assets purchased through QE have been sold off by then. The first Bank Rate increase is expected in Q3 2009;
· If there is a change of Government in 2010 with a more aggressive fiscal approach then this could delay the timing of Bank Rate starting to go up;
· The fiscal deficit is 6.4% of GDP, about £90bn, which is expected to fall at £11bn p.a. over eight years at currently planned rates. This is similar to the peak deficit of 7% in 1990s which was remedied to a surplus of 1.6% in the space of 6 years helped by strong, steady economic growth of 3% p.a. supported by loose monetary policy that compensated for the fiscal squeeze;
· Gilt yields, especially longer term ones, are currently artificially low due to the Bank of England’s Quantitative Easing operations. £200bn of gilts, commercial bonds and paper are being purchased under this scheme which has inflated prices and depressed yields. Once this campaign ends, yields will inevitably rise but will also rise due to the huge level of issuance of new gilts to finance the fiscal deficit. Long gilt yields are therefore forecast to reach 6% during 2011;
· Gilt yields could rise higher if there was a hung Parliament in 2010 or if the fiscal situation deteriorates further;
· The major risk to this scenario would be a lack of supply of bank credit. However, it is felt that the Bank of England is on alert to ensure that this does not happen and would continue various measures to assist the expansion of credit.
1.2.2 Weak recovery

· The current economic cycle is not a normal business cycle but a balance sheet driven cycle. Over borrowed banks, corporates and consumers are focused on shrinking their levels of borrowing to more viable and affordable levels and this balance sheet adjustment will take several years to be effected.  Repayment of debt will therefore act as a major head wind to the required increase in demand in the economy. Consequently there will only be weak economic recovery over the next few years after the initial sharp inventory rebuilding rebound fades. GDP growth is forecast to reach only +1.5% in 2011;
· Fiscal contraction will further dampen economic recovery driven by a strong political agenda to accelerate cuts in expenditure and increases in taxation after the general election in 2010;
· The consumer savings ratio will rise so as to eliminate over borrowing and to insure against people losing their jobs during this downturn. This will depress consumer expenditure, the main driver of the UK economy;
· Growth will also be hampered by a reduced supply of credit from weakened banks compounded by weak demand for credit;
· The eventual reversal of Quantitative Easing will take cash out of the economy and reduce demand in the economy;
· Unemployment is likely to rise to near to 3m in 2010 and take years to subside due to weak growth. High unemployment will reduce tax income and increase expenditure on benefits and the costs of local authority services;
· Inflation will not be a threat for several years as the current 6% output gap will take until 2014 to be eliminated;
· However, deflation is a major danger for some years: the major falls in manufacturing prices over the last 12 -18 months have still to feed through to the economy and then to impact wage deflation;
· CPI inflation will blip up over 2% in early 2010 but will then be on a strong downward trend to about -1% in 2011;
· There is no need for the MPC to change Bank Rate from 0.5% in 2010 or 2011 and possibly for 5 years as they will need to counter the fiscal contraction which will dampen demand in the economy;
· Long PWLB rates will FALL from current levels to near 4% in 2010 due to weak economic recovery and minimal inflation so that the real rate of return (net of inflation) on long gilts is healthy at these low levels. 

1.2.3 Sector view

· Sector recognises that at the current time it is difficult to have confidence as to exactly how strong the UK economic recovery will prove to be.  Both the above scenarios are founded on major assumptions and research which could or could not turn out to be correct;
· Sector has adopted a more moderate view between these two scenarios outlined above i.e. a moderate return to growth;
· We do, however, feel that the risks that long term gilt yields and PWLB rates will rise markedly are high;
· There are huge uncertainties in all forecasts due to the major difficulties of forecasting the following areas: -

· degree of speed and severity of fiscal contraction after the general election

· timing and amounts of the reversal of Quantitative Easing, 

· speed of recovery of banks’ profitability and balance sheet imbalances

· changes in the consumer savings ratio

· rebalancing of the UK economy towards exporting and substituting imports; 
· The overall balance of risks is weighted to the downside i.e. the pace of economic growth disappoints and Bank Rate increases are delayed and  / or lower;
· There is an identifiable risk of a double dip recession and deleveraging creating a downward spiral of falling demand, falling jobs and falling prices and wages leading to deflation but this is considered to be a small risk and an extreme view at the current time on the basis of current evidence.
APPENDIX E - Specified and Non-Specified Investments

SPECIFIED INVESTMENTS: 

These investments are sterling investments of not more than one-year maturity, or those which could be for a longer period but where the Council has the right to be repaid within 12 months if it wishes. These are low risk assets where the possibility of loss of principal or investment income is small. These would include investments with:

1. The UK Government (such as the Debt Management Office, UK Treasury Bills or a Gilt with less than one year to maturity).

2. Supranational bonds of less than one year’s duration.

3. A Local Authority, Parish Council or Community Council.

4. Pooled investment vehicles (such as Money Market Funds (MMF’s)) that have been awarded a high credit rating by a credit rating agency.

5. A body that has been awarded a high credit rating by a credit rating agency (such as a bank or building society). 
6. A body which has been provided with a government issued guarantee for wholesale deposits within specific timeframes and/or is part or wholly nationalised by that Government. Where these guarantees are in place and the government has an AAA sovereign long term rating these institutions will be included within the Council’s criteria temporarily until such time as the ratings improve or the guarantees are withdrawn. Monies will only be deposited within the timeframe of the guarantee.

For category 4 this covers pooled investment vehicles (such as MMF’s) rated AAA by Standard and Poor’s, Moody’s or Fitch rating agencies.

For category 5 and 6 this covers bodies with a minimum Short Term rating of F1, Individual Rating of C and Support rating of 3 (or the equivalent) as rated by Standard and Poor’s, Moody’s or Fitch rating agencies. Within these bodies, and in accordance with the Code, the Council has set additional criteria to limit the time for a category 5 and 6 deposit to 364 days and a monetary limit of £4m per body.
NON-SPECIFIED INVESTMENTS: 
Non-specified investments are any other type of investment (i.e. not defined as Specified above). The identification and rationale supporting the selection of these other investments and the maximum limits to be applied are set out below. Non specified investments would include any sterling investments with:
	All Non Specified Investment Categories
	Comment

	1
	Supranational Bonds greater than 1 year to maturity

· Multilateral development bank bonds – These are bonds defined as an international financial institution having as one of its objects economic development, either generally or in any region of the world (e.g. European Investment Bank etc.).  

· A financial institution that is guaranteed by the United Kingdom Government (e.g. The Guaranteed Export Finance Company {GEFCO})

The security of interest and principal on maturity is on a par with the Government and so very secure, and these bonds usually provide returns above equivalent gilt edged securities. However the value of the bond may rise or fall before maturity and losses may accrue if the bond is sold before maturity.  
	Would not use due to size of investment portfolio limiting benefit to authority.

	2
	Gilt edged securities with a maturity of greater than one year. These are Government bonds and so provide the highest security of interest and the repayment of principal on maturity. Similar to category (1) above, the value of the bond may rise or fall before maturity and losses may accrue if the bond is sold before maturity.
	

	3
	A body which has been nationalised/part nationalised by high credit rated (sovereign rating AAA) countries and provided with a Government issued guarantee for wholesale deposits within specific timeframes. Where these guarantees are in place and the government has an AAA sovereign long term rating these institutions will be included within the Council’s criteria temporarily until such time as the ratings improve or the guarantees are withdrawn. Monies will only be deposited within the timeframe of the guarantee.
	

	4
	A body which is an Eligible Institution for the HM Treasury Credit Guarantee Scheme initially announced on 13th October 2008(1). The Credit Guarantee Scheme forms part of the Governments measures to ensure the stability of the financial system and protect ordinary savers, depositors, businesses and borrowers, by; a) providing sufficient liquidity in the short term, b) make available new capital to UK banks and Building Societies to strengthen their resources c) ensure the banking system has the funds necessary to maintain lending in the medium term.
	

	5
	Government guarantee on ALL deposits by high credit rated (AAA sovereign rating) countries.
	

	6
	The Council’s Own Banker if it fails to meet the basic credit criteria. In this instance balances will be minimised as far as possible. 
	

	7
	Any Bank or Building society that has a minimum long term credit rating of A- or above, or equivalent, for deposits with a maturity of greater than one year (including forward deals in excess of one year from inception to repayment).
	

	8
	Share capital or loan capital in a body corporate – The use of these instruments will be deemed to be capital expenditure, and as such will be an application (spending) of capital resources.  Revenue resources will not be invested in corporate bodies.
	Unlikely to use due to size of portfolio and high risk associated.  Also requires additional approval as deemed as capital expenditure.


Within categories 3, 4, 5 and 6, and in accordance with the Code, the Council has developed additional criteria to set the overall amount of monies which will be invested in these bodies. All investments will be made in sterling to eliminate exchange rate risk. 

This criteria is detailed in the table below.
	 
	Limits

	A) Bank or Building Society with a Long Term Credit Rating of AAA, an Individual Rating of B/C and a Support rating of 3 (or equivalent)
	5 yrs
	£4m

	B) Bank or Building Society with a minimum Long Term Credit Rating of AA-, an Individual Rating of B/C and a Support rating of 3 (or equivalent)
	4 yrs
	£4m

	C) Bank with a minimum Long Term Credit Rating of A-, an Individual Rating of B/C and a Support rating of 3 (or equivalent)
	3 yrs
	£4m

	D) Banks Nationalised/Part nationalised by high credit rated (sovereign rating AAA) countries (a)
	Specified in Guarantee
	£4m

	E) An Eligible Institution eligible under the HM Treasury Credit Guarantee Scheme (C)
	Specified in Guarantee
	£4m

	F) Government guarantee on ALL deposits by high credit rated (AAA sovereign rating) countries (b).
	Specified in Guarantee
	£4m

	G) The Councils own Banker - if it fails to meet basic criteria
	Overnight
	£2m

	H) Building Society with a minimum Long Term Credit Rating of A- an Individual Rating of B/C and a Support rating of 3 (or equivalent /if applicable) AND assets > £4bn
	3 yrs
	£4m

	I) Building Society with a Long Term Credit Rating of A- an Individual Rating of B/C and a Support rating of 3 (or equivalent/if applicable) AND assets < £4bn but > £1bn
	2 yrs
	£4m

	J) Group Limits - Maximum investments in Institutions within the same financial group 
	As above for individual investment
	£6m

	K) Territory Limits - Maximum investments in Institutions within the same Country (Approx 15% of investment programme) Non- UK
	As above for individual investment
	£2m

	L)  Territory Limits - Maximum investments in Institutions within the same Continent (Approx 30% of investment programme) Non UK 
	As above for individual investment
	£4m


(a) Nationalised/Part Nationalised Banks in the UK have credit ratings which do not conform to the credit criteria usually used by local authorities to identify banks which are of high creditworthiness. In particular, as they no longer are separate institutions in their own right, it is impossible for Fitch to assign them an individual rating for their stand alone financial strength. Accordingly, Fitch have assigned an F rating which means that at a historical point of time, this bank failed and is now owned by the Government.  However, these institutions are now recipients of an F1+ short term rating as they effectively take on the creditworthiness of the Government itself i.e. deposits made with them are effectively being made to the Government. They also have a support rating of 1; in other words, on both counts, they have the highest ratings possible.

(b) Blanket (explicit) guarantees on all deposits. Some countries have supported their banking system by giving a blanket guarantee on ALL deposits e.g. Ireland and Singapore. Authorities may view that the sovereign rating of that country then takes precedence over the individual credit ratings for the banks covered by that guarantee.  
(c) UK banking system support package (implicit guarantee). Please note that the UK Government has NOT given a blanket guarantee on all deposits but has underlined its determination to ensure the security of the UK banking system by supporting eight named banks with a £500bn support package. The Council will need to decide if we wish to authorise lending to those named banks on the basis of that implicit guarantee on local authority deposits placed with these eight banks or to rely on the credit ratings of the individual banks.  
Banks eligible for support under the UK bail-out package: - 

· Abbey




· Barclays

· HBOS

· Lloyds TSB


· HSBC


· Nationwide Building Society

· RBS

· Standard Chartered
(d) Other countries. The US, countries within the EU and Switzerland (and other countries) are currently providing major support packages to their banking systems.
APPENDIX F - Approved Countries for Investments

AAA

· Canada

· Denmark

· Finland

· France

· Germany

· Luxembourg

· Netherlands

· Norway

· Singapore

· Spain

· Sweden

· Switzerland

· U.K.*

· U.S.A.

* At its meeting of the 15th September 2009, full Council approved a recommendation that;

‘authorises the use of institutions currently supported by the UK Government should its Sovereign rating be downgraded below the current requirement for a ‘AAA’ rating by all three rating agencies’

 and this continues to form part of the strategy in 2010/11.

APPENDIX G - Central Bank Meeting Dates and Rates

Key treasury management dates during the year are:

· MPC quarterly Inflation Report meetings in February, May, August and November

· Pre-Budget Report which outlines the key fiscal plans – usually in early December

· Budget – usually in March / April which gives the detailed fiscal plans for the immediate future 
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APPENDIX H - Treasury Management Policy Statement

1. This Council defines its treasury management activities as:

 “The management of the 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”.
2. This organisation regards the successful identification, monitoring and control of risk to be the prime criteria by which the effectiveness of its treasury management activities will be measured. Accordingly, the analysis and reporting of treasury management activities will focus on their risk implications for the organisation. 

3. This organisation acknowledges that effective treasury management will provide support towards the achievement of its business and service objectives. It is therefore committed to the principles of achieving value for money in treasury management, and to employing suitable comprehensive performance measurement techniques, within the context of effective risk management.”

APPENDIX I - Adoption of the revised CIPFA Treasury Management Code of Practice 2009

INTRODUCTION

The CIPFA Code of Practice on Treasury Management in Local Authorities was last updated in 2001 and has been revised in 2009 in the light of the default by Icelandic banks in 2008. The revised Code requires that a report be submitted to full Council, setting out four amended clauses which should be formally passed in order to approve adoption of the new version of the Code of Practice and Cross-Sectoral Guidance Notes.  

The revised Code also includes an amended version of the treasury management policy statement (TMPS) incorporating just three clauses and a revised definition of treasury management activities. The Code does not require this statement to be approved by the Council, board or other appropriate body.

The revised Code has also set out various requirements which have been summarised in paragraph 1 of the latest Treasury Management Strategy Statement.

RESOLUTIONS

CIPFA recommends that all public service organisations adopt, as part of their standing orders, financial regulations, or other formal policy documents appropriate to their circumstances, the following four clauses.

1. This organisation will create and maintain, as the cornerstones for effective treasury management:

· a treasury management policy statement, stating the policies, objectives and approach to risk management of its treasury management activities

· suitable treasury management practices (TMPs), setting out the manner in which the organisation will seek to achieve those policies and objectives, and prescribing how it will manage and control those activities.

The content of the policy statement and TMPs will follow the recommendations contained in Sections 6 and 7 of the Code, subject only to amendment where necessary to reflect the particular circumstances of this organisation. Such amendments will not result in the organisation materially deviating from the Code’s key principles.

2. This organisation (i.e. full Council) will receive reports on its treasury management policies, practices and activities, including, as a minimum, an annual strategy and plan in advance of the year, a mid-year review and an annual report after its close, in the form prescribed in its TMPs.

3. This organisation delegates responsibility for the implementation and regular monitoring of its treasury management policies and practices to full Council and for the execution and administration of treasury management decisions to the Corporate Director Resources, who will act in accordance with the organisation’s policy statement and TMPs and, if he/she is a CIPFA member, CIPFA’s Standard of Professional Practice on Treasury Management.

4. This organisation nominates Audit and Governance Committee to be responsible for ensuring effective scrutiny of the treasury management strategy and policies.

APPENDIX J Constitution - Treasury Management Reporting Arrangements in accordance with the requirements of the revised Code.
(i) Full Council

· receiving and reviewing reports on treasury management policies, practices and activities

· approval of annual strategy.
· approval of/amendments to the organisation’s adopted clauses, treasury management policy statement and treasury management practices

· budget consideration and approval

· approval of the division of responsibilities

· receiving and reviewing half yearly monitoring reports and acting on recommendations

(ii) Cabinet
· receiving and reviewing treasury management policy statement and treasury management practices and making recommendations to the full Council.

· receiving and reviewing regular monitoring reports and making recommendations to the full Council.

· approving the selection of external service providers and agreeing terms of appointment.

(iii) Audit and Governance Committee

· reviewing the treasury management policy and procedures and making recommendations to the Cabinet.

· receiving and reviewing regular monitoring (quarterly/half yearly) and making recommendations to the Cabinet.

APPENDIX K The Scheme of Delegation -Treasury Management role of the Section 151 Officer

The Section 151(responsible) Officer

· recommending clauses, treasury management policy/practices for approval, reviewing the same regularly, and monitoring compliance.

· submitting regular treasury management policy reports.

· submitting budgets and budget variations.

· receiving and reviewing management information reports.

· reviewing the performance of the treasury management function.

· ensuring the adequacy of treasury management resources and skills, and the effective division of responsibilities within the treasury management function.

· ensuring the adequacy of internal audit, and liaising with external audit.

· recommending the appointment of external service providers. 

APPENDIX L - Treasury Management Practices 2010/11
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TREASURY MANAGEMENT PRACTICES

TMP1 : RISK MANAGEMENT

General Statement

The Section 151 Officer will design, implement and monitor all arrangements for the identification, management and control of Treasury Management risk; will report at least annually on the adequacy / suitability of the arrangements and will report, as a matter of urgency, the circumstances of any actual or likely difficulty in achieving the Council’s objectives. The reports will be in accordance with the procedures contained in TMP6.

1.1 Credit and Counterparty Risk Management

Credit and counter-party risk is the risk of failure by a counterparty to meet its contractual obligations to the organisation under an investment, borrowing, capital project or partnership financing, particularly as a result of the counterparty’s diminished creditworthiness, and the resulting detrimental effect on the organisation’s capital or current (revenue) resources.

This organisation regards a key objective of its Treasury Management activities to be the security of the principal sums it invests. Accordingly, it will ensure that its counterparty lists and limits reflect a prudent attitude towards organisations with which funds may be deposited, and will limit its investment activities to the instruments, methods and techniques referred to in TMP4 Approved Instruments Methods and Techniques and listed in the schedule to this document. It also recognises the need to have, and will therefore maintain, a formal counterparty policy in respect of those organisations from which it may borrow, or with whom it may enter into other financing arrangements.

1.1.1  Policy on the use of credit risk analysis techniques  

1. The Council will use credit criteria in order to select creditworthy counterparties for placing investments with.

2. Credit ratings will be used as supplied from all three rating agencies - Fitch, Moodys and Standard & Poors


3. Treasury Management Consultants will provide regular updates of changes to all ratings relevant to the Council.

4. The responsible officer will formulate suitable criteria for assessing and monitoring the credit risk of investment counterparties and shall construct a lending list comprising maturity periods, type, group, sector, country and counterparty limits.

This organisation will use the Sector creditworthiness service based on using colours  determined by minimum combinations of ratings to derive maturity limits as follows: -

· Purple 
2 years

· Blue 
1 year (only applies to nationalised or semi nationalised UK Banks)

· Orange
1 year

· Red 
6 months

· Green 
3 months 

· No Colour 
not to be used 

In addition a credit default swap overlay is used as a further safeguard to give early warning of potential creditworthiness problems which may only belatedly lead to actual changes in credit ratings.

As this methodology is complex, readers are referred to the document produced by Sector “Guide to Establishing Credit Policies April 2009” for a full explanation.

5. Credit ratings for individual counterparties can change at any time. The Corporate Director Resources is responsible for applying approved credit rating criteria for selecting approved counterparties. Treasury Management staff will add or delete counterparties to/from the approved counterparty list in line with the policy on criteria for selection of counterparties. 

6. This organisation will not rely solely on credit ratings in order to select and monitor the creditworthiness of counterparties.  In addition to credit ratings it will therefore use other sources of information including: -

· The quality financial press

· Market data

· Information on government support for banks an

· The credit ratings of that government support

7. maximum maturity periods and amounts to be placed in different types of investment instrument are as follows: -

	 
	Limits

	A) Bank or Building Society with a Long Term Credit Rating of AAA, an Individual Rating of B/C and a Support rating of 3 (or equivalent)
	5 yrs
	£4m

	B) Bank or Building Society with a minimum Long Term Credit Rating of AA-, an Individual Rating of B/C and a Support rating of 3 (or equivalent)
	4 yrs
	£4m

	C) Bank with a minimum Long Term Credit Rating of A-, an Individual Rating of B/C and a Support rating of 3 (or equivalent)
	3 yrs
	£4m

	D) Banks nationalised/part nationalised by high credit rated (sovereign rating AAA) countries (a)
	Specified in Guarantee
	£4m

	E) An Eligible Institution eligible under the HM Treasury Credit Guarantee Scheme (c)
	Specified in Guarantee
	£4m

	F) Government guarantee on ALL deposits by high credit rated (AAA sovereign rating) countries (b).
	Specified in Guarantee
	£4m

	G) The Councils own Banker - if it fails to meet basic criteria
	Overnight
	£2m

	H) Building Society with a minimum Long Term Credit Rating of A- an Individual Rating of B/C and a Support rating of 3 (or equivalent /if applicable) AND assets > £4bn
	3 yrs
	£4m

	I) Building Society with a Long Term Credit Rating of A- an Individual Rating of B/C and a Support rating of 3 (or equivalent/if applicable) AND assets < £4bn but > £1bn
	2 yrs
	£4m

	J) Group Limits - Maximum investments in Institutions within the same financial group 
	As above for individual investment
	£6m

	K) Territory Limits - Maximum investments in Institutions within the same Country (Approx 15% of investment programme) Non- UK
	As above for individual investment
	£2m

	L)  Territory Limits - Maximum investments in Institutions within the same Continent (Approx 30% of investment programme) Non UK 
	As above for individual investment
	£4m


(a) Nationalised/Part Nationalised Banks in the UK have credit ratings which do not conform to the credit criteria usually used by local authorities to identify banks which are of high creditworthiness.  In particular, as they no longer are separate institutions in their own right, it is impossible for Fitch to assign them an individual rating for their stand alone financial strength.  Accordingly, Fitch has assigned an F rating which means that at a historical point of time, this bank failed and is now owned by the Government.  However, these institutions are now recipients of an F1+ short term rating as they effectively take on the creditworthiness of the Government itself i.e. deposits made with them are effectively being made to the Government. They also have a support rating of 1; in other words, on both counts, they have the highest ratings possible.

(b) Blanket (explicit) guarantees on all deposits. Some countries have supported their banking system by giving a blanket guarantee on ALL deposits e.g. Ireland and Singapore. Authorities may view that the sovereign rating of that country then takes precedence over the individual credit ratings for the banks covered by that guarantee.  

(c) UK banking system support package (implicit guarantee). Please note that the UK Government has NOT given a blanket guarantee on all deposits but has underlined its determination to ensure the security of the UK banking system by supporting eight named banks with a £500bn support package. The Council will need to decide if we wish to authorise lending to those named banks on the basis of that implicit guarantee on local authority deposits placed with these eight banks or to rely on the credit ratings of the individual banks.  

Banks eligible for support under the UK bail-out package: - 

· Abbey




· Barclays

· HBOS

· Lloyds TSB


· HSBC


· Nationwide Building Society

· RBS (including National Westminster Bank Plc)
· Standard Chartered
(d) Other countries. The US, countries within the EU and Switzerland (and other countries) are currently providing major support packages to their banking systems.

Diversification: this organisation will avoid concentrations of lending and borrowing by adopting a policy of diversification. It will therefore use the following: -

· Maximum amount  to be placed with any one institution - £5m

· Group limits where a number of institutions are under one ownership – maximum of £6m

· Country limits – a minimum sovereign rating of AAA is required for an institution to be placed on our approved lending list. The list of countries which currently meet this criteria is: -

· Canada

· Denmark

· Finland

· France

· Germany

· Luxembourg

· Netherlands

· Norway

· Singapore

· Spain

· Sweden

· Switzerland

· U.K.*

· U.S.A.

* At its meeting of the 15th September 2009, full Council approved a recommendation that;

‘authorises the use of institutions currently supported by the UK Government should its Sovereign rating be downgraded below the current requirement for a ‘AAA’ rating by all three rating agencies’

 and this continues to form part of the strategy in 2010/11.

8. Investments will not be made with counterparties that do not have a credit rating in their own right 

9.  The definition of ‘high credit quality’ in order to determine what are specified investments as opposed to non specified investments which do not have high credit ratings is set out at the end of TMP1 in schedule 1. This schedule also sets out the categories of investment instruments which fall into the specified investments category as they entail minimum procedural formalities in terms of the placing of those investments by the Treasury Management team. Minimal procedural formalities means that the team is well experienced and knowledgeable in using these types of instruments and they pose minimal risk in their use.

10. If appointed the Council’s external fund manager(s) would adhere to the counterparty credit criteria and maximum individual limits set by the Council; however it is understood that the fund manager(s) may use a subset of the counterparty list so derived.

11. The proposed Full Individual Listings of Counterparties and Counterparty Limits in line with the 2010/11 Treasury Management Strategy as at 08.02.2010, is attached below;
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1.2 Liquidity Risk Management

This is the risk that cash will not be available when it is needed, that ineffective management of liquidity creates additional unbudgeted costs, and that the organisation’s business/service objectives will be thereby compromised.

This organisation will ensure it has adequate though not excessive cash resources, borrowing arrangements, overdraft or standby facilities to enable it at all times to have the level of funds available to it which are necessary for the achievement of its business/service objectives. This organisation will only borrow in advance of need where there is a clear business case for doing so and will only do so for the current capital programme or to finance future debt maturities.

1.2.1. 
Amounts of approved minimum cash balances and short-term investments


The Treasury Management section shall seek to minimise the balance held in the Council’s main bank accounts at the close of each working day. Borrowing or lending shall be arranged in order to achieve this aim.

1.2.2. 
Details of:

a. Standby facilities

At the end of each financial day any unexpected surplus funds are transferred to the Reserve account which is available from the Council’s main bank. The balance on this account is instantly accessible if the group bank account becomes overdrawn.

b. Bank overdraft arrangements


A authorised overdraft at 2% over the prevailing Bank Base rate on sums overdrawn up to £50k and at 5% over the prevailing Bank Base Rate on sums unauthorised in excess of £50k has been agreed as part of the banking services contract. The overdraft is assessed on a group basis for the Council’s accounts.

c. Short-term borrowing facilities


The Council accesses temporary loans through approved brokers on the London money market. There is no approved borrowing limit for short term debt.

d. Insurance/guarantee facilities


There are no specific insurance or guarantee facilities as the above arrangements are regarded as being adequate to cover all unforeseen occurrences.

e. Special payments

Notice to be given to the Treasury Team for all special payments above £50k.

1.3 Interest Rate Risk Management

The risk that fluctuations in the levels of interest rates create an unexpected or unbudgeted burden on the organisation’s finances, against which the organisation has failed to protect itself adequately.

This organisation will manage its exposure to fluctuations in interest rates with a view to containing its interest costs, or securing its interest revenues, in accordance with the amounts provided in its budgetary arrangements as amended in accordance with TMP6 Reporting requirements and management information arrangements.

It will achieve this by the prudent use of its approved financing and investment instruments, methods and techniques, primarily to create stability and certainty of costs and revenues, but at the same time retaining a sufficient degree of flexibility to take advantage of unexpected, potentially advantageous changes in the level or structure of interest rates. This should be the subject to the consideration and, if required, approval of any policy or budgetary implications.

1.3.1 Details of approved interest rate exposure limits   

1.3.2 Trigger points and other guidelines for managing changes to interest rate levels

1.3.3 Upper limit for fixed interest rate exposure and 

1.3.4 Upper limit for variable interest rate exposure

· Please refer to the annual Treasury Management Strategy Statement a link to the document is attached at page 24
1.3.5 Policies concerning the use of instruments for interest rate management.

a. forward dealing  


Consideration will be given to dealing from forward periods dependant upon market conditions. When forward dealing is more than 1 month forward then the approval of the Corporate Director Resources is required.

b. callable deposits


The Council will use callable deposits as part as of its Annual Investment Strategy (AIS). The credit criteria and maximum periods are set out in the Schedule of Specified and Non Specified Investments appended to the AIS. 

c. LOBOS (borrowing under lender’s option/borrower’s option)


Use of LOBOs are considered as part of the annual borrowing strategy. All borrowing for periods in excess of 364 days must be approved by Corporate Director Resources.

1.4 Exchange Rate Risk Management

The risk that fluctuations in foreign exchange rates create an unexpected or unbudgeted burden on the organisation’s finances, against which the organisation has failed to protect itself adequately.

It will manage its exposure to fluctuations in exchange rates so as to minimise any detrimental impact on its budgeted income/expenditure levels.

1.4.1 Approved criteria for managing changes in exchange rate levels

The Council will endeavour not undertake expenditure/income transactions in a currency other than sterling. If unavoidable in rare circumstances, the value of the transaction will be nominal and should therefore have nominal impact due to exchange rate level fluctuations. 

1.5 Refinancing Risk Management

The risk that maturing borrowings, capital, project or partnership financings cannot be refinanced on terms that reflect the provisions made by the organisation for those refinancing, both capital and current (revenue), and/or that the terms are inconsistent with prevailing market conditions at the time.

This organisation will ensure that its borrowing, private financing and partnership arrangements are negotiated, structured and documented, and the maturity profile of the monies so raised are managed, with a view to obtaining offer terms for renewal or refinancing, if required, which are competitive and as favourable to the organisation as can reasonably be achieved in the light of market conditions prevailing at the time.

It will actively manage its relationships with its counterparties in these transactions in such a manner as to secure this objective, and will avoid over reliance on any one source of funding if this might jeopardise achievement of the above.

1.5.1. Debt/Other Capital Financing, Maturity Profiling, Policies and Practices

The Council will establish through its Prudential and Treasury Indicators the amount of debt maturing in any year/period.  

Any debt rescheduling will be considered when the difference between the refinancing rate and the redemption rate is most advantageous and the situation will be continually monitored in order to take advantage of any perceived anomalies in the yield curve.  The reasons for any rescheduling to take place will include:

a) the generation of cash savings at minimum risk;

b) to reduce the average interest rate;

c) to amend the maturity profile and /or the balance of volatility of the debt portfolio.

Rescheduling will be reported to the Audit and Governance Committee at the meeting immediately following its action.

1.5.2. Projected Capital Investment Requirements

The responsible officer will prepare a three year plan for capital expenditure for the Council. The capital plan will be used to prepare a three year revenue budget for all forms of financing charges.  

Under the new capital financing system, the definition of capital expenditure and long term liabilities used in the Code will follow recommended accounting practice.

1.5.3. Policy Concerning Limits on Affordability and Revenue Consequences of Capital Financing

In considering the affordability of its capital plans, the Council will consider all the resources currently available/estimated for the future together with the totality of its capital plans, revenue income and revenue expenditure forecasts for the forthcoming year and the two following years and the impact these will have on Council Tax and (in the case of authorities with an HRA), housing rent levels.  It will also take into account affordability in the longer term beyond this three year period. (Note: paragraph 30 of the Prudential Code gives examples of matters relevant to the consideration of affordability, although this is not an exhaustive list)

The Council will use the definitions provided in the Prudential Code for borrowing (64), capital expenditure (65), capital financing requirement (67), debt (67), financing costs (68), investments (69), net borrowing (70), net revenue stream (71), other long term liabilities (72).  

1.5.4 Capital Receipts Generated by the HRA

75% of capital receipts generated by RTB and other dwelling sales will be pooled together with 50% of capital receipts from the sale of land without buildings (net of capital allowances), i.e. paid to the Secretary of State, with the exception of ‘qualifying disposals’ (e.g. large and small scale voluntary transfers of housing to social registered landlords).

1.6 Legal and Regulatory Risk Management

The risk that the organisation itself, or an organisation with which it is dealing in its Treasury Management activities, fails to act in accordance with its legal powers or regulatory requirements, and that the organisation suffers losses accordingly.

This organisation will ensure that all of its Treasury Management activities comply with its statutory powers and regulatory requirements. It will demonstrate such compliance, if required to do so, to all parties with whom it deals in such activities. In framing its credit and counterparty policy under TMP1[1] credit and counterparty risk management, it will ensure that there is evidence of counterparties’ powers, authority and compliance in respect of the transactions they may effect with the organisation, particularly with regard to duty of care and fees charged.

This organisation recognises that future legislative or regulatory changes may impact on its Treasury Management activities and, so far as it is reasonably able to do so, will seek to minimise the risk of these impacting adversely on the organisation.

1.6.1. References to Relevant Statutes and Regulations

The Treasury Management activities of the Council shall comply fully with legal statute, guidance, Codes of Practice and the regulations of the Council.  These are:

· Local Government Act 2003  

· S.I. 2003 No.2938 Local Government Act 2003 (Commencement No.1 and Transitional Provisions and Savings) Order 2003  13.11.03

· S.I. 2003 No.3146 Local Authorities (Capital Finance and Accounting) (England) Regulations 2003 and associated commentary    10.12.03

· S.I. 2004 No.533 Local Authorities (Capital Finance) (Consequential, Transitional and Savings Provisions) Order 2004    8.3.04 

· S.I. 2004 No.534 Local Authorities (Capital Finance and Accounting) (Amendment) (England) Regulations 2004    8.3.04

· Guidance on Investments ODPM 12.3.2004

· Local Authorities (Capital Finance and Accounting) (Amendment) (England) Regulations 2006  Statutory Instrument No. 521

· S.I. 2007 no. 573 Local Authorities (Capital Finance and Accounting) (Amendment) (England) Regulations 2007 

· Local Government and Public Involvement in Health Act 2007 s238(2) – power to issue guidance; to be used re: MRP

· S.I. 2008 no. 414 f(Capital Finance and Accounting) (Amendment) (England) Regulations 2008

· S.I. 2009 no. 321 (Capital Finance and Accounting) (Amendment) (England) Regulations 2009

· S.I. 2009 no. 2272 The Local Authorities (Capital Finance And Accounting) (England) (Amendment) (No.2) Regulations 2009

· S.I. 2009 no. 3093 The Local Government Pension Fund Scheme (Management and Investment of Funds) Regulations 2009

· Guidance on Housing Capital Receipts Pooling ODPM 23.3.2004

· Requirement to set a balanced budget - Local Government Finance Act 1992 section 32 for billing authorities and section 43 for major precepting authorities.

· Local Government Finance Act 1988 section 114 – duty on the responsible officer to issue a report if the Council is likely to get into a financially unviable position.

· Allocation of financing costs to the HRA (housing authorities) – annual determination by Secretary of State 

· Definition of HRA capital expenditure -  Local Government and Housing Act 1989 section 74 (1)

· CIPFA’s Treasury Management Codes of Practice and Guidance Notes 2009, 

· CIPFA Prudential Code for Capital Finance in Local Authorities revised 2009

· CIPFA Guide for Chief Financial Officers on Treasury Management in Local Authorities 1996

· CIPFA Standard of Professional Practice on Treasury Management 2002

· CIPFA Standard of Professional Practice on Continuous professional Development 2005

· CIPFA Standard of Professional Practice on Ethics 2006

· The Good Governance Standard for Public Services 2004

· LAAP Bulletins 

· SORP – Code of Practice on Local Authority Accounting in the United Kingdom: A Statement of recommended Practice

· PWLB circulars on Lending Policy

· The Non Investment Products Code (NIPS) - (formerly known as The London Code of Conduct) for principals and broking firms in the wholesale markets.

· Financial Services Authority’s Code of Market Conduct

· The Council’s Standing Orders relating to Contracts

· The Council’s Financial Regulations

· The Council’s Scheme of Delegated Functions 

PLEASE NOTE

At the time of writing (January 2010) revised regulations and / or guidance on investments had not been issued. This will need to be added onto the list above when it is issued.
1.6.2 Procedures for Evidencing the Council’s Powers/Authorities to Counterparties

The Council’s powers to borrow and invest are contained in legislation.  

England and Wales

Investing:  Local Government Act 2003, section 12  

Borrowing: Local Government Act 2003, section 1  

In addition, it will make available on request the following: -

a. the scheme of delegation of Treasury Management activities which is contained in The Councils Scheme of Delegation - May 2008 which states which officers carry out these duties

b.  the document which sets which officers are the authorised signatories.

Required Information on Counterparties 
Lending shall only be made to counterparties on the Approved Lending list. This list has been compiled using advice from the Council’s Treasury advisers based upon credit ratings supplied by Fitch, Moodys and Standard & Poors.
1.6.3 Statement on the Council’s Political Risks and Management of Same

The responsible officer shall take appropriate action with the Council, the Chief Executive and the Leader of the Council to respond to and manage appropriately political risks such as change of majority group, leadership in the Council, change of Government etc.

1.6.4 Monitoring Officer

The monitoring officer is the Solicitor to the Council; the duty of this officer is to ensure that the Treasury Management activities of the Council are lawful.

1.6.5. Chief Financial Officer

The Chief Financial Officer is the Corporate Director Resources; the duty of this officer is to ensure that the financial affairs of the Council are conducted in a prudent manner and to make a report to the Council if he has concerns as to the financial prudence of its actions or its expected financial position.

1.7 Fraud, Error and Corruption, and Contingency Management
The risk that an organisation fails to identify the circumstances in which it may be exposed to the risk of loss through fraud, error, corruption or other eventualities in its Treasury Management dealings, and fails to employ suitable systems and procedures and maintain effective contingency management arrangements to these ends. It includes the area of risk commonly referred to as operational risk.

This organisation will ensure that it has identified the circumstances which may expose it to the risk of loss through fraud, error, corruption or other eventualities in its Treasury Management dealings. Accordingly, it will employ suitable systems and procedures, and will maintain effective contingency management arrangements, to these ends.

The Council will therefore:-

a) Seek to ensure an adequate division of responsibilities and maintenance at all times of an adequate level of internal check which minimises such risks.  

b) Fully document all its Treasury Management activities so that there can be no possible confusion as to what proper procedures are.  

c) Staff will not be allowed to take up Treasury Management activities until they have had proper training in procedures and are then subject to an adequate and appropriate level of supervision.  

d) Records will be maintained of all Treasury Management transactions so that there is a full audit trail and evidence of the appropriate checks being carried out.

1.7.1. Details of Systems and Procedures to be Followed, Including Internet Services

Authority

· The Scheme of Delegation to Officers sets out the delegation of duties to officers. 

· All loans and investments are negotiated by the responsible officer or authorised persons. 

· Loan procedures are defined in the Council’s Financial Regulations.


Procedures

· Daily operational procedures/In the event of FD Failure
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Investment and borrowing transactions

· A detailed register of all loans and investments is maintained in the Treasury Management In-house excel database system. 

· A written acknowledgement of each deal is sent promptly to the lending or borrowing institution where transactions are done directly with the organisation. 

· Written confirmation is received and checked against the dealer’s records for the transaction.

· Any discrepancies are immediately reported to the Financial Accountant for resolution.

· All transactions placed through brokers are confirmed by a broker note showing details of the loan arranged. Written confirmation is received and checked against the dealer’s records for the transaction. Any discrepancies are immediately reported to the Financial Accountant for resolution.

· Contract notes for transactions carried out by the external fund manager(s) if used, will be received as executed and maintained. 

Regularity and security

· Lending is only made to institutions on the Approved List of Counterparties. 

· The diary and Treasury Management In-house excel database system prompts the Treasury Staff that money borrowed or lent is due to be repaid.

· All loans raised and repayments made go directly to and from the bank account of approved counterparties.

· Counterparty limits are set for every institution (see 1.5.1.6.) that the Council invests with.

· Brokers have a list of named officials authorised to agree deals.

· There is a separation of duties in the section between dealers and the checking and authorization of all deals.

· The Council’s bank holds a list of Council officials who are authorised signatories for Treasury Management transactions.

· No member of the Treasury Management team is an authorised signatory.

· Payments can only be authorised in a formal letter by an authorised signatory, the list of signatories having previously been agreed with the current provider of our banking services.
· The Treasury Management In-house excel database system can only be accessed by approved Treasury Management staff.

· There is adequate insurance cover for employees involved in loans management and accounting.

·  If used Capital and interest withdrawals and capital injections in respect of monies managed by external fund managers could only be carried out in writing by the authorised signatories to the fund management agreement and notified to the fund manager(s). 

Checks

· The bank reconciliation is carried out monthly from the bank statement to the financial ledger.

· The Treasury system balances are proved to the balance sheet ledger codes at the end of each month and at the financial year end. 

· A debt charge/investment income listing is produced every month when a review is undertaken against the budget for interest earnings and debt costs.  

· If using external fund managers, the valuations and investment income statements that would be received monthly from the Council’s fund managers will be checked and retained for audit inspection. The authority will ensure that the external funds we invest in, are accounted for in accordance with proper accounting practices

· We will comply with the requirements of SORP (pre 1st April 2010 FRS 26) and IFRS Code (post 1st April 2010 IAS 39) and will account for the fund as Fair Value through Profit or Loss. As a result, all gains and losses and interest (accrued and received) will be taken to the Income and Expenditure Account 

Calculations

· The calculation of repayment of principal and interest notified by the lender or borrower is checked for accuracy against the amount calculated by the Treasury Management In-house excel database system.

· The Treasury Management In-house excel database system automatically calculates periodic interest payments of PWLB and other long term loans. This is used to check the amount paid to lenders.

· Average weighted capital loans fund interest rates and debt management expenses are calculated monthly using information from the financial ledger and the Treasury Management In-house excel database system. 

· These interest and expense rates are then used to calculate the principal, interest and debt management expense charges to the Loans Fund and the Housing Revenue Account recharge.
1.7.1   Emergency and Contingency Planning Arrangements


Disaster Recovery Plan.

The link below guides you to the authority’s disaster recovery plan in the event that the offices which the Treasury Management team works in are rendered unusable or if the Treasury computer systems are inaccessible;

S:\All Staff\Business Contunuity\Marmion House Service Continuity Plan - public version.doc
All members of the Treasury Management team are familiar with this plan and new members will be briefed on it.  

All computer files are backed up on the server to enable files to be accessed from remote sites.
1.7.2. Insurance Cover Details

Fidelity Insurance

The Council has ‘Fidelity’ insurance cover with Zurich Municipal. This covers the loss of cash by fraud or dishonesty of employees. This cover is limited to £5m for named officers and £1m for other officers for any one event with no excess.

Officials Indemnity Insurance

The Council also has a ‘Officials Indemnity’ insurance policy with Zurich Municipal which covers loss to the Council from the actions and advice of its officers which are negligent and without due care. This cover is limited to £1m for any one event with an excess of £1,000 for any one event.

Business Interruption

The Council also has a ‘Business Interruption’ cover as part of its property insurance with Zurich Municipal.
1.8 Market Risk Management

The risk that, through adverse market fluctuations in the value of the principal sums an organisation borrows and invests, its stated Treasury Management policies and objectives are compromised, against which effects it has failed to protect itself adequately.

This organisation will seek to ensure that its stated Treasury Management policies and objectives will not be compromised by adverse market fluctuations in the value of the principal sums it invests, and will accordingly seek to protect its self from the effects of such fluctuations.

1.8.1. Details of Approved Procedures and Limits for Controlling Exposure to Investments  Whose Capital Value May Fluctuate (Gilts, CDs, Etc.)

Currently not used, however, if considered appropriate they would be controlled through setting limits on investment instruments where the principal value can fluctuate. The limits would be determined and set through the Annual Investment Strategy (and would form part of the Annual Treasury Management Strategy Statement). 
TMP 1 SCHEDULE 1 – SPECIFIED AND NON SPECIFIED INVESTMENTS 

SPECIFIED INVESTMENTS: 

These investments are sterling investments of not more than one-year maturity, or those which could be for a longer period but where the Council has the right to be repaid within 12 months if it wishes. These are low risk assets where the possibility of loss of principal or investment income is small. These would include investments with:

1. The UK Government (such as the Debt Management Office, UK Treasury Bills or a Gilt with less than one year to maturity).

2. Supranational bonds of less than one year’s duration.

3. A Local Authority, Parish Council or Community Council.

4. Pooled investment vehicles (such as Money Market Funds (MMF’s)) that have been awarded a high credit rating by a credit rating agency.

5. A body that has been awarded a high credit rating by a credit rating agency (such as a bank or building society). 
6. A body which has been provided with a government issued guarantee for wholesale deposits within specific timeframes and/or is part or wholly nationalised by that Government. Where these guarantees are in place and the government has an AAA sovereign long term rating these institutions will be included within the Council’s criteria temporarily until such time as the ratings improve or the guarantees are withdrawn. Monies will only be deposited within the timeframe of the guarantee.

For category 4 this covers pooled investment vehicles (such as MMF’s) rated AAA by Standard and Poor’s, Moody’s or Fitch rating agencies.

For category 5 this covers bodies with a minimum Short Term rating of F1, Individual Rating of C and Support rating of 3 (or the equivalent) as rated by Standard and Poor’s, Moody’s or Fitch rating agencies. Within these bodies, and in accordance with the Code, the Council has set additional criteria to limit the time for a category 5 deposit to 364 days and a monetary limit of £4m per body.
NON-SPECIFIED INVESTMENTS: 

Non-specified investments are any other type of investment (i.e. not defined as Specified above). The identification and rationale supporting the selection of these other investments and the maximum limits to be applied are set out below. Non specified investments would include any sterling investments with:

	All Non Specified Investment Categories
	Comment

	1
	Supranational Bonds greater than 1 year to maturity

· Multilateral development bank bonds – These are bonds defined as an international financial institution having as one of its objects economic development, either generally or in any region of the world (e.g. European Investment Bank etc.).  

· A financial institution that is guaranteed by the United Kingdom Government (e.g. The Guaranteed Export Finance Company {GEFCO})

The security of interest and principal on maturity is on a par with the Government and so very secure, and these bonds usually provide returns above equivalent gilt edged securities. However the value of the bond may rise or fall before maturity and losses may accrue if the bond is sold before maturity.  
	Would not use due to size of investment portfolio limiting benefit to authority.

	2
	Gilt edged securities with a maturity of greater than one year. These are Government bonds and so provide the highest security of interest and the repayment of principal on maturity. Similar to category (1) above, the value of the bond may rise or fall before maturity and losses may accrue if the bond is sold before maturity.
	

	3
	A body which has been nationalised/part nationalised by high credit rated (sovereign rating AAA) countries and provided with a Government issued guarantee for wholesale deposits within specific timeframes. Where these guarantees are in place and the government has an AAA sovereign long term rating these institutions will be included within the Council’s criteria temporarily until such time as the ratings improve or the guarantees are withdrawn. Monies will only be deposited within the timeframe of the guarantee.
	

	4
	A body which is an Eligible Institution for the HM Treasury Credit Guarantee Scheme initially announced on 13th October 2008(1). The Credit Guarantee Scheme forms part of the Governments measures to ensure the stability of the financial system and protect ordinary savers, depositors, businesses and borrowers, by; a) providing sufficient liquidity in the short term, b) make available new capital to UK banks and Building Societies to strengthen their resources c) ensure the banking system has the funds necessary to maintain lending in the medium term.
	

	5
	Government guarantee on ALL deposits by high credit rated (AAA sovereign rating) countries (2).
	

	6
	The Council’s Own Banker if it fails to meet the basic credit criteria. In this instance balances will be minimised as far as possible. 
	

	7
	Any Bank or Building society that has a minimum long term credit rating of A- or above, or equivalent, for deposits with a maturity of greater than one year (including forward deals in excess of one year from inception to repayment).
	

	8
	Share capital or loan capital in a body corporate – The use of these instruments will be deemed to be capital expenditure, and as such will be an application (spending) of capital resources.  Revenue resources will not be invested in corporate bodies.
	Unlikely to use due to size of portfolio and high risk associated.  Also requires additional approval as deemed as capital expenditure.


Within categories 3, 4, 5 and 6, and in accordance with the Code, the Council has developed additional criteria to set the overall amount of monies which will be invested in these bodies. All investments will be made in sterling to eliminate exchange rate risk. 

TMP2 : BEST VALUE AND PERFORMANCE MEASUREMENT
The Borough Council is committed to the pursuit of best value in its Treasury Management activities, and to the use of performance methodology in support of that aim, within the framework set out in the Treasury Management Policy Statement.
The Treasury Management function will be the subject of ongoing analysis of the value it adds in support of the Council’s stated service objectives.  It will be the subject of regular examination of alternative methods of service delivery, of the availability of fiscal, grant or subsidy incentives, and the scope for other potential improvements.  The performance of the treasury management function will be measured using the criteria set out in the schedule to this document.
2.1 Evaluation and Review of Treasury Management Decisions

The Council has a number of approaches to evaluating Treasury Management decisions: 
a. monthly / quarterly reviews carried out by the Treasury Management team; 

b. reviews with our Treasury Management consultants;
c. annual review after the end of the year as reported to full Council;
d. half yearly / quarterly / other monitoring reports to committee / full Council;
e. comparative reviews;
f. strategic, scrutiny and efficiency  value for money reviews.
2.1.1 
Periodic reviews during the financial year

The Assistant Director Corporate Finance holds a Treasury Management review meeting with the Treasury Management team every month to review actual activity against the Treasury Management Strategy Statement and cash flow forecasts.

This will include :
a) Total debt (both on-and off balance sheet) including average rate and maturity profile;
b) Total investments including average rate and maturity profile and changes to the above from the previous review and against the TMSS. 

2.1.2 Reviews with our Treasury Management consultants

The Treasury Management team holds reviews with our consultants at least every 6 months to review the performance of the investment and debt portfolios.  

2.1.3 Annual Review after the end of the financial year

An Annual Treasury Report is submitted to the Council each year after the close of the financial year which reviews the performance of the debt / investment portfolios. This report contains the following: -

a. total debt and investments at the beginning and close of the financial year and average interest rates;
b. borrowing strategy for the year compared to actual strategy;
c. investment strategy for the year compared to actual strategy;

d. explanations for variance between original strategies and actual;
e. debt rescheduling done in the year;
f. actual borrowing and investment rates available through the year;
g. comparison of return on investments to the investment benchmark;
h. compliance with Prudential and Treasury Indicators;
i. other.
2.1.4 Comparative reviews

When data becomes available, comparative reviews are undertaken to see how the performance of the authority on debt and investments compares to other authorities with similar size portfolios (but allowing for the fact that Prudential and Treasury Indicators are locally set). Data used will be sourced from: -

· CIPFA Treasury Management statistics published each year for the last complete financial year; 

· CIPFA Benchmarking Club;
· Other.
2.2 Benchmarks and Calculation Methodology:

2.2.1 Debt Management
· Average rate on all external debt;
· Average rate on external debt borrowed in previous financial year;
· Average rate on internal borrowing;
· Average period to maturity of external debt;
· Average period to maturity of new loans in previous year.
2.2.2 Investment.



The performance of investment earnings will be measured against the following benchmarks: -

a. in house investments 

 7 day LIBID 



3 month LIBID 

b.   
cash fund manager(s) if used


7 day LIBID 



3 month LIBID



composite benchmark  (e.g. cash/gilt composite)



Performance will also be measured against other local authority funds with similar benchmark and parameters managed by other fund managers.
2.2.3. Cash Management

Maintaining a closing balance on the Council’s non-interest earning bank accounts of less the £5k.
2.3 Policy Concerning Methods for Testing Value for money in Treasury Management

2.3.1 Frequency and processes for tendering

Tenders are normally awarded on a 3 year basis with the option to extend for 2 years, if approved by the Cabinet. The process for advertising and awarding contracts will be in line with the Council’s Contract Standing Orders.

2.3.2 Banking services

The Council’s banking arrangements are to be subject to competitive tender every 5 years or carry out a benchmarking and waive financial regulations if appropriate unless it is considered that there will be changes in the volume of transactions in the foreseeable future which renders a shorter period appropriate.


If tendering is not considered appropriate a specialist banking company must be appointed to ensure that the terms offered represent value for money.

2.3.3 Money-broking services

The Council will use money broking services in order to make deposits or to borrow, and will establish charges for all services prior to using them.  


An approved list of brokers will be established which takes account of both prices and quality of services.

2.3.4 Consultants’/advisers’ services

This Council’s policy is to appoint full-time professional Treasury Management consultants and separate leasing advisory consultants on an ad hoc basis.

2.3.5 Policy on External Managers

The Council’s does not currently employ full-time professional cash/external investment fund managers to manage a proportion or all of its cash, though should Fund Managers become an option, the Council will ensure that any company appointed would comply with the Local Authorities (Contracting Out of Investment Functions) Order 1996 [SI 1996 No 1883}.

The delegation of investment management to external managers would entail the following:

· Formal contractual documentation;

· Agreement on terms for early termination of the contract;

· Setting of investment instruments, constraints/parameters/conditions 

· Setting of investment counterparty limits;

· Setting a performance measurement benchmark and a performance target;

· Frequency of performance reporting; 

· Frequency of meetings with investment managers;

The Code of Practice places an obligation on the Council to monitor the performance of the fund managers. This Council has appointed Sector Treasury Services Limited to assist in this respect.

TMP3 : DECISION-MAKING AND ANALYSIS

The Council will maintain full records of its Treasury Management decisions, and of the processes and practices applied in reaching those decisions, both for the purposes of learning from the past, and for demonstrating that reasonable steps were taken to ensure that all issues relevant to those decisions were taken into account at the time. The issues to be addressed and processes and practices to be pursued in reaching decisions are detailed in the schedule to this document.

3.1 Funding, Borrowing, Lending, and New Instruments/Techniques:

3.1.1 Records to be kept

The Treasury section has an Excel Database system in which all investment and loan transactions are recorded. The following records will be retained: -

· Daily cash balance forecasts;
· Money market rates obtained by telephone from brokers;
· Dealing slips/fax conformations for all money market transactions;
· Brokers’ confirmations for investment and temporary borrowing transactions;
· Confirmations from borrowing /lending institutions where deals are done directly;
· PWLB loan confirmations;
· PWLB debt portfolio schedules; 

· Certificates for market loans, local bonds and other loans;
· Contract notes received from fund manager(s);
· Fund manager(s) valuation statements.
3.1.2 Processes to be pursued

· Cash flow analysis;
· Debt and investment maturity analysis;
· Ledger reconciliation;
· Review of opportunities for debt restructuring;
· Review of borrowing requirement to finance capital expenditure (and other forms of financing where those offer value for money);
· Performance information (e.g. monitoring of actuals against budget for debt charges, interest earned, debt management; also monitoring of average pool rate, investment returns, etc).

3.1.3 Issues to be addressed.

3.1.3.1. In respect of every Treasury Management decision made the Council will:

a) Above all be clear about the nature and extent of the risks to which the Council may become exposed;
b) Be certain about the legality of the decision reached and the nature of the transaction, and that all authorities to proceed have been obtained;
c) Be content that the documentation is adequate both to deliver the Council’s objectives and protect the Council’s interests, and to deliver good housekeeping;
d) Ensure that third parties are judged satisfactory in the context of the Council’s creditworthiness policies, and that limits have not been exceeded;
e) Be content that the terms of any transactions have been fully checked against the market, and have been found to be competitive.
3.1.3.2 In respect of borrowing and other funding decisions, the Council will:

a) consider the ongoing revenue liabilities created, and the implications for the organisation’s future plans and budgets;
b) evaluate the economic and market factors that might influence the manner and timing of any decision to fund;
c) consider the merits and demerits of alternative forms of funding, including funding from revenue, leasing and private partnerships;
d) consider the alternative interest rate bases available, the most appropriate periods to fund and repayment profiles to use and, if relevant, the opportunities for foreign currency funding.

3.1.3.3 In respect of investment decisions, the Council will:

a) Consider the optimum period, in the light of cash flow availability and prevailing market conditions;
b) Consider the alternative investment products and techniques available, especially the implications of using any which may expose the Council to changes in the value of its capital.
TMP4 : APPROVED INSTRUMENTS, METHODS AND TECHNIQUES

The Council will undertake its Treasury Management activities by employing only those instruments, methods and techniques detailed in the schedule to this document, and within the limits and parameters defined in TMP1.

4.1 Approved Activities of the Treasury Management Operation

· borrowing;

· lending (including Money Market funds);

· debt repayment and rescheduling;

· consideration, approval and use of new financial instruments and Treasury management techniques;

· managing the underlying risk associated with the Council’s capital financing and surplus funds activities;

· managing cash flow;

· banking activities;

· the use of external fund managers (other than Pension Fund)

· leasing.

4.2 Approved Instruments for Investments 

Contained within the Annual Investment Strategy. The latest version of the AIS/TMSS can be accessed below
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4.3 Approved Techniques

· Forward dealing; 

· LOBOs – lenders option, borrower’s option borrowing instrument;
· The use of structured products such as callable deposits.
4.4 Approved Methods and Sources of Raising Capital Finance

Finance will only be raised in accordance with the Local Government Act 2003 (English and Welsh authorities) and within this limit the Council has a number of approved methods and sources of raising capital finance.  These are:

On Balance Sheet
Fixed
Variable

PWLB
SYMBOL 183 \f "Symbol" \s 18 \h
SYMBOL 183 \f "Symbol" \s 18 \h
EIB
SYMBOL 183 \f "Symbol" \s 18 \h
SYMBOL 183 \f "Symbol" \s 18 \h
Market (long-term)
SYMBOL 183 \f "Symbol" \s 18 \h
SYMBOL 183 \f "Symbol" \s 18 \h
Market (temporary)
SYMBOL 183 \f "Symbol" \s 18 \h
SYMBOL 183 \f "Symbol" \s 18 \h
Market (LOBOs)
SYMBOL 183 \f "Symbol" \s 18 \h
SYMBOL 183 \f "Symbol" \s 18 \h
Stock issues
SYMBOL 183 \f "Symbol" \s 18 \h
SYMBOL 183 \f "Symbol" \s 18 \h
Local temporary
SYMBOL 183 \f "Symbol" \s 18 \h
SYMBOL 183 \f "Symbol" \s 18 \h
Local Bonds
SYMBOL 183 \f "Symbol" \s 18 \h
Overdraft

SYMBOL 183 \f "Symbol" \s 18 \h
Negotiable Bonds
SYMBOL 183 \f "Symbol" \s 18 \h
SYMBOL 183 \f "Symbol" \s 18 \h
Internal (capital receipts & revenue balances)
SYMBOL 183 \f "Symbol" \s 18 \h
SYMBOL 183 \f "Symbol" \s 18 \h
Commercial Paper
SYMBOL 183 \f "Symbol" \s 18 \h
Medium Term Notes
SYMBOL 183 \f "Symbol" \s 18 \h


Leasing (not operating leases)
SYMBOL 183 \f "Symbol" \s 18 \h
SYMBOL 183 \f "Symbol" \s 18 \h
Deferred Purchase
SYMBOL 183 \f "Symbol" \s 18 \h
SYMBOL 183 \f "Symbol" \s 18 \h
Other Methods of Financing


Government and EC Capital Grants


Lottery monies


PFI/PPP




Operating leases

Borrowing will only be done in Sterling. All forms of funding will be considered dependent on the prevailing economic climate, regulations and local considerations. The responsible officer has delegated powers in accordance with Financial Regulations, Standing Orders, the Scheme of Delegation to Officers Policy and the Treasury Management Strategy to take the most appropriate form of borrowing from the approved sources.

4.5 Investment Limits

The Annual Investment Strategy sets out the limits and the guidelines for use of each type of investment instrument.  

4.6 Borrowing Limits

See the Treasury Management Strategy Statement and Prudential and Treasury Indicators. 

TMP5 : ORGANISATION, CLARITY AND SEGREGATION OF RESPONSIBILITIES, AND DEALING ARRANGEMENTS

The Council considers it essential, for the purposes of the effective control and monitoring of its Treasury Management activities, for the reduction of risk of fraud or error, and for the pursuit of optimum performance, that these activities are structured and managed in a fully integrated manner, and that there is at all times clarity of Treasury Management responsibilities.
The principle, on which this will be based is the clear distinction between those charged with setting Treasury Management policies and those charged with implementing and controlling these policies, particularly with regard to the execution and transmission of funds, the recording and administering of Treasury Management decisions and the audit and review of the Treasury Management function.

If and when this organisation intends, as a result of lack of resources or other circumstances, to depart from these principals, the Section 151 Officer will ensure that the reasons are properly reported in accordance with TPM6 and the implications properly considered and evaluated.
The Section 151 Officer will ensure that there are clear written statements of the responsibilities for each post engaged in Treasury Management, and the arrangements for absence cover.  He will also ensure that at all times those engaged in Treasury Management will follow the policies and procedures set out.  The present arrangements are detailed in the schedule to this document.

The Section 151 Officer will ensure that there is proper documentation for all deals and transactions, and that procedures exist for the effective transmission of funds.  The present arrangements are detailed in the schedule to this document.

The delegations to the Section 151 Officer in respect of Treasury Management are set out in the schedule to this document.  He will fulfill all such responsibilities in accordance with the Council’s policy statement and TMPs and, if a CIPFA member, the Standard of Professional Practice on Treasury Management.

5.1 Allocation of responsibilities

(i) Full Council

· receiving and reviewing reports on Treasury Management policies, practices and activities;

· approval of annual strategy;
· approval of amendments to the organisation’s adopted clauses, Treasury Management policy statement and Treasury Management practices;

· budget consideration and approval;

· approval of the division of responsibilities;

· receiving and reviewing regular monitoring reports and acting on recommendations;

(ii) Cabinet

· receiving and reviewing treasury management policy statement and treasury management practices and making recommendations to the full Council.

· receiving and reviewing regular monitoring reports and making recommendations to the full Council.

· approving the selection of external service providers and agreeing terms of appointment.

(iii) Audit and Governance Committee

· reviewing the Treasury Management policy and procedures and making recommendations to the responsible body.
·  receiving and reviewing regular monitoring (quarterly/half yearly) and making recommendations to the Cabinet.

5.2 Principles and Practices Concerning Segregation of Duties

5.2.1 The following duties must be undertaken by separate officers: 

	Dealing 


	Negotiation and approval of deal.

Receipt and checking of broker’s confirmation note against loans diary.

Reconciliation of cash control account.

Bank reconciliation

	Accounting Entry
	Production of transfer note.

Processing of accounting entry

	Authorisation/Payment of Deal
	Entry onto system.

Approval and payment.
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5.4 Statement of the Treasury Management duties/responsibilities of each Treasury post

5.4.1. The Responsible Officer - Section 151 Officer
The responsible officer is the person charged with professional responsibility for the Treasury Management function and in this Council is the Corporate Director Resources. This person will carry out the following duties: -

a) recommending clauses, Treasury Management policy/practices for approval, reviewing the same regularly, and monitoring compliance;

b) submitting regular Treasury Management policy reports;

c) submitting budgets and budget variations;

d) receiving and reviewing management information reports;
e) reviewing the performance of the Treasury Management function and promote best value reviews;
f) ensuring the adequacy of Treasury Management resources and skills, and the effective division of responsibilities within the Treasury Management function;

g) ensuring the adequacy of internal audit, and liaising with external audit;

h) recommending the appointment of external service providers;

i) the responsible officer has delegated powers through this policy to take the most appropriate form of borrowing from the approved sources, and to make the most appropriate form of investments in approved instruments;

j) the responsible officer may delegate his power to borrow and invest to members of his staff. The Assistant Director Corporate Finance, , Financial Accountant, and Financial Accountancy Assistant must conduct all dealing transactions, or staff authorised by the responsible officer (i.e. Assistant Director Operations, Operations Accountant) to act as temporary cover for leave/sickness. All transactions must be authorised by at least two of the named officers above;

k) the responsible officer will ensure that Treasury Management Policy is adhered to, and if not will bring the matter to the attention of elected members as soon as possible;

l) prior to entering into any capital financing, lending or investment transaction, it is the responsibility of the responsible officer to be satisfied, by reference to the Council’s legal department and external advisors as appropriate, that the proposed transaction does not breach any statute, external regulation or the Council’s Financial Regulations;

m) it is also the responsibility of the responsible officer to ensure that the Council complies with the requirements of The Non Investment Products Code (formerly known as The London Code of Conduct) for principals and broking firms in the wholesale markets.

5.4.2. Assistant Director Corporate Finance

The responsibilities of this post will be: -
a) monitor compliance with the Treasury Procedures Document

b) ensure appropriate division of duties

c) produce periodic activity reports and reviews

d) monitor day to day compliance with the Treasury Management statement

e) supervision of overall treasury function

f) authorisation of loan transactions
5.4.3
. Financial Accountant

a) execution of transactions;
b) adherence to agreed policies and practices on a day-to-day basis;
c) maintaining relationships with counterparties and external service providers;
d) supervising Treasury Management staff;
e) monitoring performance on a day-to-day basis;
f) submitting management information reports to the responsible officer;
g) identifying and recommending;
h) opportunities for improved practices.

5.4.4. Financial Accountancy Assistant
a) carry out activities in accordance with the Treasury Procedures Document

b) ensure compliance with policies, limitations and directions

c) carry out daily operational cash flow management and dealings in the market

d) ensure that all treasury transactions have been entered onto the general ledger correctly via a monthly reconciliation.

5.4.5. The Head of the Paid Service – the Chief Executive

The responsibilities of this post will be: -

a) ensuring that the system is specified and implemented;
b) ensuring that the responsible officer reports regularly to the Full Council / Cabinet / Audit and Governance Committee on Treasury policy, activity and performance.

5.4.6. The Monitoring Officer – Solicitor to the Council

The responsibilities of this post will be: -

a) ensuring compliance by the responsible officer with the Treasury Management policy statement and Treasury Management practices and that they comply with the law.

b) being satisfied that any proposal to vary Treasury policy or practice complies with law or any code of practice.

c) giving advice to the responsible officer when advice is sought.

5.4.7. Internal Audit

The responsibilities of Internal Audit will be: -

a) reviewing compliance with approved policy and Treasury Management practices.

b) reviewing division of duties and operational practice.

c) assessing value for money from Treasury activities.

d) undertaking probity audit of Treasury function.

5.5 Absence Cover Arrangements

Adequate cover arrangements are in place to maintain the function, with 6 designated officers covering potential requirements.

5.6 Dealing Limits

There are no dealing limits for individual posts, due to the Investment Panel/three stage approval approach involving three nominated officers.

5.7 List of Approved Brokers

A list of approved brokers is maintained within the Treasury Team and a record of all transactions recorded against them.  See TMP 11.1.2.
5.8
Policy on Brokers’ Services

It is this Council’s policy to rotate business between brokers.

5.9 Policy on Taping of Conversations

It is not this Council’s policy to tape broker’s conversations

5.10 Direct Dealing Practices

The Council will consider dealing direct with counterparties if it is appropriate and the Council believes that better terms will be available.  At present, most deals are arranged through brokers.  There are certain types of accounts and facilities, however, where direct dealing is required, as follows;

· Business Reserve Accounts:

· Call Accounts:

· Money Market Funds.

5.11 Settlement Transmission Procedures

A formal letter signed by an agreed cheque signatory setting out each transaction must be sent to the local authority’s bankers where preliminary instructions have been given by telephone. For payments a transfer will be made through the CHAPS system to be completed by 3.00 pm on the same day.

5.12 Documentation Requirements
For each deal undertaken a record should be prepared giving details of dealer, amount, period, counterparty, interest rate, dealing date, payment date(s), broker.  

TMP6 : REPORTING REQUIREMENTS AND MANAGEMENT INFORMATION ARRANGEMENTS

The Council will ensure that regular reports are prepared and considered on the implementation of its Treasury Management policies; on the effects of decisions taken and transactions executed in pursuit of those policies; implications of changes, particularly budgetary, resulting from regulatory, economic, market or other factors affecting its Treasury Management activities; and on the performance of the Treasury Management function.

As a minimum Cabinet and Council will receive:

· An annual report on the planned strategy to be pursued in the coming year and the reporting of Prudential Indicators.

· A mid-year review

· An annual report on the performance of the Treasury Management function including the performance against the Prudential Indicators, the effects of the decisions taken and the transactions executed in the past year and on any circumstances of non-compliance with the Council’s Treasury Management policy statement and TMP’s.

Cabinet will receive regular monitoring reports on Treasury Management activities and risks.

The Audit and Governance Committee will have responsibility for the scrutiny of Treasury Management policies and practices.

The Treasury Management indicators will be considered together with the Treasury Management indicators in the Prudential Code as part of the budget approval process.

The present arrangements and the form of these reports are detailed in the schedule below.

6.1 Annual programme of reporting

a) Annual reporting requirements before the start of the year: -

a. review of the organisation’s approved clauses, Treasury Management policy statement and practices

b. strategy report on proposed Treasury Management activities for the year comprising of the Treasury Management strategy statement, Annual Investment Strategy and Minimum Revenue Provision Policy Statement 
b) Mid-year review 
c) Annual review report after the end of the year

6.2 Annual Treasury Management Strategy Statement

1. The Treasury Management Strategy Statement sets out the specific expected Treasury activities for the forthcoming financial year. This strategy will be submitted to the Cabinet and then to the full Council for approval before the commencement of each financial year. 

2. The formulation of the annual Treasury Management Strategy Statement involves determining the appropriate borrowing and investment decisions in the light of the anticipated movement in both fixed and shorter -term variable interest rates.
For instance, this Council may decide to postpone borrowing if fixed interest rates are expected to fall, or borrow early if fixed interest rates are expected to rise. 

3. The Treasury Management Strategy Statement is concerned with the following elements:

a) Prudential and Treasury Indicators 

b) current Treasury portfolio position

c) borrowing requirement 

d) prospects for interest rates

e) borrowing strategy

f) policy on borrowing in advance of need

g) debt rescheduling

h) investment strategy

i) creditworthiness policy

j) policy on the use of external service providers

k) any extraordinary Treasury issue

l)  the MRP strategy

4. The Treasury Management Strategy Statement will establish the expected move in interest rates against alternatives (using all available information such as published interest rate forecasts where applicable), and highlight sensitivities to different scenarios

6.3 The Annual Investment Strategy Statement 

At the same time as the Council receives the Treasury Management Strategy Statement it will also receive a report on the Annual Investment Strategy which will set out the following: 

a) The Council’s risk appetite in respect of security, liquidity and optimum performance

b) The definition of high credit quality to determine what are specified investments as distinct from non specified investments

c) Which specified and non specified instruments the Council will use

d) Whether they will be used by the in house team, external managers or both 

e) The Council’s policy on the use of credit ratings and other credit risk analysis techniques to determine creditworthy counterparties for its approved lending list

f) Which credit rating agencies the Council will use

g) How the Council will deal with changes in ratings, rating watches and rating outlooks

h) Limits for individual counterparties and group limits

i) Country limits 

j) Levels of cash balances

k) Interest rate outlook

l) Budget for investment earnings

m) Use of a cash fund manager (if applicable)

n) Policy on the use of external service providers
6.4 The Annual Minimum Revenue Provision Statement 
This statement will set out how the Council will make revenue provision for repayment of its borrowing using the four options for so doing and will be submitted at the same time as the Annual Treasury Management Strategy Statement.

6.5 Policy on Prudential and Treasury Indicators 

1. The Council approves before the beginning of each financial year a number of Treasury limits which are set through Prudential and Treasury Indicators.

2. The responsible officer is responsible for incorporating these limits into the Annual Treasury Management Strategy Statement, and for ensuring compliance with the limits. Should it prove necessary to amend these limits, the responsible officer shall submit the changes for approval to the full Council

6.6 Mid year review
The Council will review its Treasury Management activities and strategy on a half yearly basis. This review will consider the following: -

a) activities undertaken

b) variations (if any) from agreed policies/practices

c) interim performance report

d) regular monitoring

e) monitoring of Treasury Management indicators for local authorities.

6.7 Annual Review Report on Treasury Management Activity

An annual report will be presented to the Cabinet and then to the full Council at the earliest practicable meeting after the end of the financial year, but in any case by the end of September. This report will include the following: - 

a) transactions executed and their revenue (current) effects

b) report on risk implications of decisions taken and transactions executed

c) compliance report on agreed policies and practices, and on statutory/regulatory requirements

d) performance report

e) report on compliance with CIPFA Code recommendations

f) monitoring of Treasury Management indicators 

6.8 Management Information Reports

Management information reports will be prepared every month by the Financial Accountant and will be presented to the Corporate Management Team*

* Reports are not usually formally prepared in April and May.

These reports will contain the following information: -

a) a summary of transactions executed and their revenue current effects;

b) measurements of performance including effect on loan charges/investment income; 

c) degree of compliance with original strategy and explanation of variances.

d) any non compliance with Prudential limits or other Treasury Management limits.

TMP7 : BUDGETING, ACCOUNTING AND AUDIT ARRANGEMENTS

The Section 151 Officer will prepare and Council will approve and, if necessary, from time to time will amend, an annual budget for Treasury Management, which will bring together all of the costs involved in running the Treasury Management function together with associated income.  The matters to be included will at minimum be those required by statute or regulation, together, with such information as will demonstrate compliance with TMP1, TMP2 and TMP4.

The Section 151 Officer will exercise effective controls over this budget and report upon and recommend any changes required in accordance with TMP6.

The Council will account for its Treasury Management activities, for decisions made and transactions executed in accordance with appropriate accounting practices and standards, and with statutory and regulatory requirements in force for the time being.

7.1 Statutory/Regulatory Requirements

The accounts are drawn up in accordance with the Code of Practice on Local Authority Accounting in Great Britain that is recognised by statute as representing proper accounting practices. The Council has also adopted in full the principles set out in CIPFA’s ‘Treasury Management in the Public Services - Code of Practice’ (the ‘CIPFA Code’), together with those of its specific recommendations that are relevant to this Council’s Treasury Management activities.

7.2 Accounting Practices and Standards

Due regard is given to the Statements of Recommended Practice and Accounting Standards as they apply to Local Authorities in Great Britain. 

7.3 Sample Budgets / Accounts / Prudential and Treasury Indicators

The Corporate Director Resources will prepare a three year medium term financial plan with Prudential and Treasury Indicators for Treasury Management which will incorporate the budget for the forthcoming year and provisional estimates for the following two years. This will bring together all the costs involved in running the function, together with associated income. The Corporate Director Resources will exercise effective controls over this budget and monitoring of performance against Prudential and Treasury Indicators, and will report upon and recommend any changes required in accordance with TMP6. 

7.4 List of Information Requirements of External Auditors.

· Reconciliation of loans outstanding in the financial ledger to Treasury Management records

· Maturity analysis of loans outstanding

· Certificates for new long term loans taken out in the year

· Reconciliation of loan interest, discounts received and premiums paid to financial ledger by loan type

· Calculation of loans fund interest and debt management expenses

· Details of interest rates applied to internal investments

· Calculation of interest on working balances

· Interest accrual calculation 

· Principal and interest charges reports from the <<system >>

· Analysis of any deferred charges

· Calculation of loans fund creditors and debtors

· Annual Treasury Report

· Treasury Management Strategy Statement and Prudential and Treasury Indicators

· Review of observance of  limits set by Prudential and Treasury Indicators

· Calculation of the Minimum Revenue Provision

· External fund manager(s) valuations (where used) including investment income schedules and movement in capital values.

7.5 Monthly Budget Monitoring Report

Monthly Budget Monitoring reports are produced for the Corporate Management Team, whilst a quarterly budget monitoring report goes to Cabinet. The report is intended to highlight any variances between budgets and spend in order that the Council can assess its financial position. Details of Treasury Management activities are included within this report. 

TMP8 : CASH AND CASH FLOW MANAGEMENT

Unless statutory or regulatory requirements demand otherwise, all monies in the hands of the Council will be under the control of the Section 151 Officer and will be aggregated for cash flow and investment management purposes. Cash flow projections will be prepared on a regular and timely basis and the Section 151 Officer will ensure that these are adequate for the purpose of monitoring compliance with TMP1. The present arrangements for preparing cash flow projections, and their form, are set out in the schedule below.

8.1 Arrangements for Preparing/Submitting Cash Flow Statements

Cash flow projections are prepared annually, monthly and daily. The annual and monthly cash flow projections are prepared from the previous years’ cash flow records, adjusted for known changes in levels of income and expenditure and also changes in payments and receipts dates. These details are supplemented on an ongoing basis by information received of new or revised amounts to be paid or received as and when they are known.

8.2 Bank Statements Procedures

The Council receives daily bank statements and a weekly download of data from its bank.  All amounts on the statement are checked to source data from Payroll, Creditors etc.  

A formal bank reconciliation is undertaken on a monthly basis by the Financial Operations Team.

8.3 Payment Scheduling and Agreed Terms of Trade With Creditors

Our policy is to pay creditors within 28 days of the invoice date and this effectively schedules the payments. Certificated payments to sub-contractors must be paid within 28 days. During the recession this has been reduced to 10 days as an interim measure, to assist creditors cash flow circumstances.
8.4 Arrangements for Monitoring Debtors / Creditors Levels

The Head of Revenues is responsible for monitoring the levels of debtors and the Financial Operations Accountant is responsible for monitoring the levels of creditors. Details are passed to the Treasury team on a weekly basis to assist in updating the cash flow models. 

8.5 Procedures for Banking of Funds

All money received by an officer on behalf of the Council will without unreasonable delay be passed to the cashiers/cash payment kiosks to deposit in the Council’s banking accounts. The cashiers will notify the Treasury team by email before each morning, of cash and cheques banked the previous day so that the figures can be taken into account in the daily cash flow.

8.6 Practices Concerning Prepayments to Obtain Benefits

The Council has no formal arrangement in place. Where such opportunities arise, the prepayment would be sought and authorised by the responsible officer.

TMP9 : MONEY LAUNDERING

The Council is alert to the possibility that it may become the subject of an attempt to involve it in a transaction involving the laundering of money. The Council will, therefore, maintain procedures for verifying and recording the identity of counterparties and reporting suspicions, and will ensure that all staff involved are properly trained. The present arrangements, including the name of the officer to whom reports should be made, are detailed below.
9.1  Proceeds of Crime Act 2002

Money laundering has the objective of concealing the origin of money generated through criminal activity. Legislation has given a higher profile to the need to report suspicions of money laundering. The Proceeds of Crime Act (POCA) 2002 established the main offences relating to money laundering. In summary, these are:
· concealing, disguising, converting, transferring or removing criminal property from England and Wales, from Scotland or from Northern Ireland

· being concerned in an arrangement which a person knows or suspects facilitates the acquisition, retention, use or control of criminal property

· acquiring, using or possessing criminal property.

These apply to all persons in the UK in a personal and professional capacity. Any person involved in any known or suspected money-laundering activity in the UK risks a criminal conviction. Other offences under the POCA include:
· failure to disclose money-laundering offences

· tipping off a suspect, either directly or indirectly

· doing something that might prejudice an investigation – for example, falsifying a document.

9.2   The Terrorism Act 2000

This act made it an offence of money laundering to become concerned in an arrangement relating to the retention or control of property likely to be used for the purposes of terrorism, or resulting from acts of terrorism. All individuals and businesses in the UK have an obligation to report knowledge, reasonable grounds for belief or suspicion about the proceeds from, or finance likely to be used for, terrorism or its laundering, where it relates to information that comes to them in the course of their business or employment 

9.3  The Money Laundering Regulations 2007

Organisations pursuing relevant business (especially those in the financial services industry regulated by the FSA) are required to appoint a nominated officer and implement internal reporting procedures; train relevant staff in the subject; establish internal procedures with respect to money laundering; obtain, verify and maintain evidence and records of the identity of new clients and transactions undertaken and report their suspicions.  In December 2007 the UK Government published the Money Laundering Regulations 2007, which replaced the Money Laundering Regulations 2003.

9.4  Local Authorities

Public service organisations and their staff are subject to the full provisions of the Terrorism Act 2000 and may commit most of the principal offences under the POCA, but are not legally obliged to apply the provisions of the Money Laundering Regulations 2007. However, as responsible public bodies, they should employ policies and procedures which reflect the essence of the UK’s anti-terrorist financing, and anti-money laundering, regimes.  Accordingly this Council will do the following: -

a) evaluate the prospect of laundered monies being handled by them

b) determine the appropriate safeguards to be put in place

c) require every person engaged in Treasury Management to make themselves aware of their personal and legal responsibilities for money laundering awareness

d) make all its staff aware of their responsibilities under POCA

e) appoint a member of staff to whom they can report any suspicions. This person is   Solicitor and Monitoring Officer.
f) in order to ensure compliance is appropriately managed, this Council will require senior management to give appropriate oversight, analysis and assessment of the risks of clients and work/product types, systems for monitoring compliance with procedures and methods of communicating procedures and other information to personnel.

g) The officer responsible for the creation and monitoring the implementation of a corporate anti money laundering policy and procedures is the Solicitor and Monitoring Officer and it shall be a requirement that all services and departments implement this corporate policy and procedures.

9.5  Procedures for Establishing Identity / Authenticity Of Lenders

It is not a requirement under POCA for local authorities to require identification from every person or organisation it deals with.  However, in respect of Treasury Management transactions, there is a need for due diligence and this will be effected by following the procedures below.

The Council does not accept loans from individuals.

All loans are obtained from the PWLB, other local authorities or from authorised institutions under the Financial Services and Markets Act 2000. This register can be accessed through the FSA website on www.fsa.gov.uk.

When repaying loans, the procedures in 9.6 will be followed to check the bank details of the recipient.

9.6  Methodologies for Identifying Deposit Takers

In the course of its Treasury activities, the Council will only lend money to or invest with those counterparties that are on its approved lending list. These will be local authorities, the PWLB, Bank of England and authorised deposit takers under the Financial Services and Markets Act 2000. The FSA register can be accessed through their website on www.fsa.gov.uk).

All transactions will be carried out by CHAPS for making deposits or by CHAPS (or Direct Debit in the case of the PWLB) for repaying loans.

TMP10 : TRAINING AND QUALIFICATIONS

The Council recognises the importance of ensuring that all staff involved in the Treasury Management function are fully equipped to undertake the duties and responsibilities allocated to them.  It will seek to appoint individuals, who are both capable and experienced and will provide training for staff to enable them to acquire and maintain an appropriate level of expertise, knowledge and skills.  The Section 151 Officer will recommend and implement the necessary arrangements.
The section 151 Officer will ensure that Council members tasked with treasury management responsibilities, including those responsible for scrutiny, have access to training relevant to their needs and those responsibilities.

Those charged with governance recognise their individual responsibility to ensure that they have the necessary skills to complete their role effectively.

10.1 Details of Approved Training Courses

Treasury Management staff and members will go on courses provided by our Treasury Management consultants, CIPFA, money brokers etc.

10.2 Records of Training Received by Treasury Staff

The Corporate Director Resources will maintain records on all staff and the training they receive.  

10.3 Record of Secondment of Senior Management

Records will be kept of senior management who are seconded into the Treasury Management section in order to gain first hand experience of Treasury Management operations.

10.4 Statement of Professional Practice (SOPP)

1. Where the Chief Financial Officer is a member of CIPFA, there is a professional need for the CFO to be seen to be committed to professional responsibilities through both personal compliance and by ensuring that relevant staff are appropriately trained. 

2. Other staff involved in Treasury Management activities who are members of CIPFA must also comply with the SOPP.

10.6  Member training records

Records will be kept of all training in Treasury Management provided to members. 

10.7  Members charged with governance

Members charged with diligence also have a personal responsibility to ensure that they have the appropriate skills and training for their role.

TMP11 : USE OF EXTERNAL SERVICE PROVIDERS

The Council recognises that responsibility for the Treasury Management decisions remains with the Council at all times. It recognises that there may be potential value in employing external providers of Treasury Management services, in order to acquire access to specialist skills and resources. When it employs such service providers, it will ensure it does so for reasons, which will have been submitted to a full evaluation of the costs and benefits. Terms of appointment will be properly agreed, documented and subject to regular review. It will ensure, where feasible and necessary, that a spread of service providers is used, to avoid over reliance on one or a small number of companies. Where services are subject to formal tender or re-tender arrangements, legislative requirements will always be observed.The monitoring of such arrangements rests with the Section 151 Officer, and details of the current arrangements are set out in the schedule below.  

11.1 Details of Contracts with Service Providers, Including Bankers, Brokers, Consultants, Advisers

This Council will employ the services of other organisations to assist it in the field of Treasury Management. In particular, it will use external consultants to provide specialist advice in this ever more complex area.  However, it will ensure that it fully understands what services are being provided and that they meet the needs of this organisation, especially in terms of being objective and free from conflicts of interest.

It will also ensure that the skills of the in house Treasury Management team are maintained to a high enough level whereby they can provide appropriate challenge to external advice and can avoid undue reliance on such advice.

Treasury Management staff and their senior management will therefore be required to allocate appropriate levels of time to using the following sources of information so that they are able to develop suitable levels of understanding to carry out their duties, especially in challenge and avoiding undue reliance. 

· The quality financial press

· Market data

· Information on government support for banks an

· The credit ratings of that government support

11.1.1 Banking Services

a) Name of supplier of service is the Co operative Bank.

b)  Regulatory status – banking institution authorised to undertake banking activities by the FSA 

c) The branch address is:

8 Colehill Tamworth, Staffordshire, B79 7HE


Tel :-   01827 316695

d) Contract commenced March 2005 and is due to expire at the end of March 2010.  

e) Cost of service is variable depending on schedule of tariffs and volumes

f) Payments due quarterly

g) Early Termination can be executed with immediate effect in writing  

if either party is in breach of the agreement as specified in section 6 of the agreement dated April 2005 and signed 17 the July 2007.
11.1.2  Money-Broking Services


The Council will use money brokers for temporary borrowing and investment and long term borrowing. It will seek to give an even spread of business amongst the approved brokers. The performance of brokers is reviewed by the Financial Accountant regularly to see if any should be taken off the approved list and replaced by another choice and will make appropriate recommendations to change the approved brokers list to the Assistant Director Corporate Services,

 
Name of broker                           
address and tel. no.


ICAP Europe Ltd
 

No2 Broadgate, London, EC2M7UR 






02075323550

Regulatory status:


authorised to undertake activities by the FSA

Tradition (UK) Ltd


Beaufort House, 15St. Botolph Street,






London, EC3A 7QX








02074223566


Regulatory status:


authorised to undertake activities by the FSA

Tullett Prebon (Europe) Ltd

155 Bishopsgate, London, EC2N 3DA









02072007393


Regulatory status:


authorised to undertake activities by the FSA

11.1.3 Consultants’/Advisers’ Services

Treasury Consultancy Services

The Council will seek to take expert advice on interest rate forecasts, annual Treasury Management strategy, timing for borrowing and lending, debt rescheduling, use of various borrowing and investment instruments, how to select credit worthy counterparties to put on its approved lending list etc.

The performance of consultants will be reviewed by the Assistant Director Corporate Services every 6 months or via the half yearly strategy meetings to check whether performance has met expectations.  

a) Name of supplier of service is Sector Treasury Services Limited.

17 Rochester Row, London SW1P 1QT         Tel:  0871 664 6800

b) Regulatory status: investment adviser authorised by the FSA

c) Contract commenced 18th August 2009 and runs for 3 years, with an option to extend for a further 2 years

d) Cost of service is £28,500 for the 3 year contract.

e) Payments due quarterly in arrears.



Leasing Consultancy Services

No contract in place 

11.1.4   Credit Rating Agency

The Council receives a credit rating service through its Treasury Management consultants, the costs of which is included in the consultant’s annual fee.

11.2 Procedures and Frequency for Tendering Services  

 
See TMP2

TMP12 : CORPORATE GOVERNANCE

The Council is committed to the pursuit of proper corporate governance throughout its services, and to establishing the principles and practices by which this can be achieved.  Accordingly the Treasury Management function and its activities will be undertaken with openness, transparency, honesty, integrity and accountability.

The Council has adopted and implemented the key recommendations of the Code. This, together with the other arrangements detailed in the schedule to this document are considered vital to the achievement of proper governance in Treasury Management, and the Section 151 Officer will monitor and, if and when necessary, report upon the effectiveness of these arrangements. 

12.1 List of Documents to be made available for Public Inspection

a. The Council is committed to the principle of openness and transparency in its Treasury Management function and in all of its functions.

b. It has adopted the CIPFA Code of Practice on Treasury Management and implemented key recommendations on developing Treasury Management Practices, formulating a Treasury Management Policy Statement and implementing the other principles of the Code.

c. The following documents are available for public inspection: -

Treasury Management Policy Statement

Treasury Management Strategy Statement 

Annual Investment Strategy

Minimum Revenue provision policy statement 

Annual Treasury Review Report

Treasury Management monitoring reports (e.g. half yearly, quarterly)

Annual accounts and financial instruments disclosure notes

Annual budget

Medium Term Capital Plan         

Minutes of Council / Cabinet / committee meetings

APPENDIX M - Treasury Management Glossary of Terms

	Bank Rate 
	The Official Bank rate paid on commercial bank reserves i.e. reserves placed by commercial banks with the Bank of England as part of the Bank’s operations to reduce volatility in short term interest rates in the money markets. 

	Base Rate 
	Minimum lending rate of a bank or financial institution in the UK. 

	Capital Financing Requirement
	The Council’s underlying need for borrowing for a capital purpose

	Counterparty 
	The organisations responsible for repaying the Council’s investment upon maturity and for making interest payments. 

	Credit Default Swap (CDS)
	A specific kind of counterparty agreement which allows the transfer of third party credit risk from one party to the other. One party in the swap is a lender and faces credit risk from a third party, and the counterparty in the credit default swap agrees to insure this risk in exchange of regular periodic payments (essentially an insurance premium). If the third party defaults, the party providing insurance will have to purchase from the insured party the defaulted asset. In turn, the insurer pays the insured the remaining interest on the debt, as well as the principal.

	Credit Rating 
	This is a scoring system that lenders issue people with to determine how credit worthy they are. 

	Gilts 
	These are issued by the UK Government in order to finance public expenditure. Gilts are generally issued for a set period and pay a fixed rate of interest for the period. 

	iTraxx
	This is an index published by Markit who are a leading company in CDS pricing and valuation. The index is based on an equal weighting of the CDS spread of 25 European financial companies. 

Clients can use the iTraxx to see where an institutions CDS spread is relative to that of the market and judge its creditworthiness in that manner, as well as looking at the credit ratings.

	Liquidity
	An asset is perfectly liquid if one can trade immediately, at a price not worse than the uninformed expected value, the quantity one desires.

	Long term 
	A period of one year or more. 

	Maturity 
	The date when an investment is repaid or the period covered by a fixed term investment. 

	Minimum Revenue Provision
	Capital expenditure is generally expenditure on assets which have a life expectancy of more than one year e.g. buildings, vehicles, machinery etc. It would be impractical to charge the entirety of such expenditure to revenue in the year in which it was incurred therefore such expenditure is spread over several years in order to try to match the years over which such assets benefit the local community through their useful life. The manner of spreading these costs is through an annual Minimum Revenue Provision

	Monetary Policy Committee (MPC) 
	This is a body set up by the Government in 1997 to set the repo rate (commonly referred to as being base rate). Their primary target (as set by the Government) is to keep inflation at or around a 2%.

	Security
	An investment instrument, issued by a corporation, government, or other organization which offers evidence of debt or equity.

	Short Term
	A period of 364 days or less

	Treasury Management
	To plan, organise and control cash and borrowings so as to optimise interest and currency flows, and minimise the cost of funds. 

	Working Capital
	Cash and other liquid assets needed to finance the everyday running of a business such as the payment of salaries and purchases.

	Yield
	The annual rate of return on an investment, expressed as a percentage.
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Proposed criteria

		

				Counterparies with a Long Term Rating of AAA, AA-, A-, an Individula Rating of B/C and a Support Rataing of 3 or above (or equivalent)

								Credit Ratings

								Fitch Rating								Moody's Ratings						S&P Ratings

						Country		L Term (IDR)		S Term		Indiv		Support		L Term		S Term		FSR		L Term		S Term		Sector's Credit Rating Colour		Suggested Duration(Watch/Outlook Adjusted)		CDS Colour - 08.02.10		Duration Limits		Amount

				Bank Nederlandse Gemeenten		NETH		AAA		F1+		A		1		Aaa		P-1		A		AAA		A-1+						No Data Available		4 years		£4m

				Cooperatieve Centrale Raiffeisen Boerenleenbank BA		NETH		AA-		F1+		B		1		Aa3		P-1		C		AA-		A-1+								4 years		£4m

				Bank of Montreal		CAN		AA-		F1+		B		1		Aa2		P-1		B-		A+		A-1						No Data Available		4 years		£4m

				Bank of Nova Scotia		CAN		AA-		F1+		B		1		Aa1		P-1		B		AA-		A-1+						No Data Available		4 years		£4m

				Canadian Imperial Bank of Commerce		CAN		AA-		F1+		B		1		Aa2		P-1		B-		A+		A-1						No Data Available		4 years		£4m

				Toronto Dominion Bank		CAN		AA-		F1+		B		1		Aaa		P-1		B+		AA-		A-1+						No Data Available		4 years		£4m

				Royal Bank of Canada		CAN		AA		F1+		A/B		1		Aaa		P-1		B+		AA-		A-1+						No Data Available		4 years		£4m

				Nordea Bank Finland plc		FIN		AA-		F1+		B		1		Aa2		P-1		B-		AA-		A-1+						No Data Available		4 years		£4m

				Credit Industriel et Commercial		FRA		AA-		F1+		B/C		1		Aa3		P-1		C-		A+		A-1						No Data Available		4 years		£4m

				Credit Agricole SA		FRA		AA-		F1+				1		Aa1		P-1		B-		AA-		A-1+								4 years		£4m

				BNP Paribas		FRA		AA		F1+		B		1		Aa2		P-1		B-		AA		A-1+								4 years		£4m

				Deutsche Bank AG		GER		AA-		F1+		B/C		1		Aa1		P-1		B		A+		A-1								4 years		£4m

				Clearstream Banking		LUX		AA		F1+				1								AA		A-1+						No Data Available		4 years		£4m

				DBS Bank Ltd		SING		AA-		F1+		B		1		Aa1		P-1		B		AA-		A-1+								4 years		£4m

				Oversea Chinese Banking Corporation Ltd		SING		AA-		F1+		B		1		Aa1		P-1		B		A+		A-1								4 years		£4m

				United Overseas Bank Ltd		SING		AA-		F1+		B		1		Aa1		P-1		B		A+		A-1								4 years		£4m

				Nordea Bank AB		SWE		AA-		F1+		B		1		Aa2		P-1		C+		AA-		A-1+						No Data Available		4 years		£4m

				Svenska Handelsbanken AB		SWE		AA-		F1+		B		1		Aa2		P-1		C+		AA-		A-1+								4 years		£4m

				Abbey National Treasury Services plc		UK		AA-		F1+						Aa3		P-1												No Data Available		4 years		£4m

				Alliance and Leicester plc		UK		AA-		F1+		B		1		Aa3		P-1		E+		AA		A-1+								4 years		£4m

				Bank of New York Mellon (International) Ltd		UK		AA-		F1+				1																No Data Available		4 years		£4m

				Barclays Bank plc		UK		AA-		F1+		B		1		Aa3		P-1		C		AA-		A-1+								4 years		£4m

				Credit Suisse International		UK		AA-		F1+				1		Aa1		P-1				A+		A-1						No Data Available		4 years		£4m

				HFC Bank Ltd		UK		AA-		F1+				1		A3		P-1												No Data Available		4 years		£4m

				Santander UK plc		UK		AA-		F1+		B		1		Aa3		P-1		C-		AA		A-1+								4 years		£4m

				HSBC Bank plc		UK		AA		F1+		B		1		Aa2		P-1		C+		AA		A-1+								4 years		£4m

				Bank of New York Mellon, The		USA		AA-		F1+		A/B		2		Aaa		P-1		B+		AA		A-1+						No Data Available		4 years		£4m

				Deutsche Bank Trust Company Americas		USA		AA-		F1+				1		Aa3		P-1		C		A		A-1						No Data Available		4 years		£4m

				JP Morgan Chase Bank NA		USA		AA-		F1+		B		1		Aa1		P-1		B		AA-		A-1+								4 years		£4m

				Northern Trust Company		USA		AA-		F1+		B		3		Aa3		P-1		B		AA		A-1+						No Data Available		4 years		£4m

				Wells Fargo Bank NA		USA		AA-		F1+		B		1		Aa2		P-1		C												4 years		£4m

				Wachovia Bank National Association		USA		AA-		F1+		B		1		Aa2		P-1		C		AA		A-1+						No Data Available		4 years		£4m

				HSBC Bank USA, National Association		USA		AA		F1+		B/C		1		Aa3		P-1		C		AA		A-1+						No Data Available		4 years		£4m

				Bank with a minimum Long Term Credit Rating of A-, an Individual Rating of B/C and a Support rating of 3 (or equivalent)

								Credit Ratings

								Fitch Rating								Moody's Ratings						S&P Ratings

						Country		L Term (IDR)		S Term		Indiv		Support		L Term		S Term		FSR		L Term		S Term		Sector's Credit Rating Colour		Suggested Duration(Watch/Outlook Adjusted)		CDS Colour - 08.02.10		Duration Limits		Amount

				DnB NOR Bank		NOR		A+		F1		B		1		Aa3		P-1		C		A+		A-1						No Data Available		3 years		£4m

				National Bank of Canada		CAN		A+		F1		B		2		Aa2		P-1		B-		A		A-1						No Data Available		3 years		£4m

				Danske Bank As		DAN		A+		F1		B/C		1		Aa3		P-1		C		A		A-1								3 years		£4m

				Societe Generale		FRA		A+		F1+		B/C		1		Aa2		P-1		C+		A+		A-1								3 years		£4m

				DZ Bank AG (Deutsche Zentral-Genossenschaftsbank)		GER		A+		F1+		B/C		1		Aa3		P-1		C-		A+		A-1						No Data Available		3 years		£4m

				Landesbank Hessen-Thueringen Girozentrale (Helaba)		GER		A+		F1+				1		Aa2		P-1		C-		A		A-1						No Data Available		3 years		£4m

				Citibank International Plc		UK		A+		F1+				1		A2		P-1		C-		A+		A-1						No Data Available		3 years		£4m

				Standard Chartered Bank		UK		A+		F1		B		1		A2		P-1		C+		A+		A-1								3 years		£4m

				UBS Ltd		UK		A+		F1+				1		Aa3		P-1				A+		A-1						No Data Available		3 years		£4m

				State Street Bank and Trust Company		USA		A+		F1+		B/C		1		Aa2		P-1		B		AA-		A-1+						No Data Available		3 years		£4m

				Crown Agents Bank Ltd		UK		A		F1		B/C		2																No Data Available		3 years		£4m

				Banque et Caisse d'Epargne de l'Etat		LUX										Aaa		P-1		C+		AA+		A-1+						No Data Available		3 years		£4m

				Cater Allen		UK																								No Data Available		3 years		£4m

				An Eligible Institution eligible under the HM Treasury Credit Guarantee Scheme

								Credit Ratings

								Fitch Rating								Moody's Ratings						S&P Ratings

		A)				Country		L Term (IDR)		S Term		Indiv		Support		L Term		S Term		FSR		L Term		S Term		Sector's Credit Rating Colour		Suggested Duration(Watch/Outlook Adjusted)		CDS Colour - 08.02.10

				Santander UK plc		UK		AA-		F1+		B		1		Aa3		P-1		C		AA		A_1+

				Barclays Bank plc		UK		AA-		F1+		B		1		Aa3		P-1		C		AA-		A-1+

				Bank of Scotland Plc		UK		AA-		F1+		C		1		Aa3		P-1		D+		A+		A-1

				Lloyds TSB Bank Plc		UK		AA-		F1+		C		1		Aa3		P-1		C-		A+		A-1

				HSBC Bank plc		UK		AA		F1+		B		1		Aa2		P-1		C+		AA		A-1+

				The Royal Bank of Scotland Plc		UK		A-		F1+		D/E		1		Aa3		P-1		C-		A+		A-1

				National Westminster Bank Plc		UK		A-		F1+				1		Aa3		P-1		C-		A+		A-1

				Standard Chartered Bank		UK		A+		F1+		B		1		A2		P-1		C+		A+		A-1

				Nationwide BS		UK		AA-		F1+		B		1		Aa3		P-1		C-		A+		A-1






_1327479256.xls
INSTRUCTIONS

		TREASURY PROCEDURES IN THE EVENT OF FD FAILURE

		1		Telephone FD Helpline 08457 616616 (only to see if FD problem is at their end!)

				Otherwise call major relations on 08547 654654 for them to e-mail and/or fax details to us.

				We have contingency arrangements in place for information to be

				emailed to Treasury@tamworth.gov.uk

				Ask for a current day report.

		2		Once email received print out attached report.

		3		Enter figures onto the usual Daily Sheet.

				Figures 1-10 (excluding 6) are from the Co-op report.

				Figure 6 is from the previous daily sheet.

				Enter money market tranactions as usual.

		4		Book transfers need to be entered onto the attached template then

				faxed to 0161 877 7784 for the Co-op to action.

		5		CHAPS Debits need to be entered onto the attached template then

				faxed before 2.30pm to 0161 872 6496 for the Co-op to action.

				Telephone the Major Relationships Team on 08457 654 654

				to ensure transfers have been carried out.



&LS\Corporate Services\Accountancy\Treasury2004-05\DAILY TREASURY\&F\&A



DAILY

		19 January 2005																												Password to unprotect sheet = "DAILY"										3

		Wednesday

		Base Rate:				4.75%

		General A/c								PD Report						-833,887				Prev Day Clos Bal		-187				Actual Closing Cleared Balance		Extra cash received

																				Day 1 uncleared		23,235		PD Report

		Payments A/c								PD Report						914,181				Day 2 uncleared		23,904		PD Report

																-						-

																80,294		*				46,952		*		33,154		33,341

		Total Credits								CD Report						14,400

		BACS Debits								CD Report						-1,470,214

		Misc Debits								CD Report

		Cheques in today								CD Report						-155,141

																------------------

																-1,530,661

		Money Market Transactions:

		Lend Out/ Repay/ Collect		Detail		Ref		Broker		To		% Rate		=

		Collect		Scarborough BS		0/1483		Direct						0		1,008,548

														0						Int. Ledger Bal.		-890,661		CD Report

														0						- Coop Reserve		-640,000		CD Report

														0						Money Market		1,008,548

														0

														0

														0

														0

														0

																-						-

		Balance														-522,113		**				-522,113		**		- 0

																				Int. Cleared Bal.		-914,565		CD Report

		Less uncleared Credits (approx)								PD Report						-23,904				- Coop Reserve		-640,000		CD Report

																				Money Market		1,008,548

																-						-

																-546,017		***				-546,017		***		- 0

		Add Cash to be Banked today						Cashiers		E-mail						14,229

								East AO		E-mail

								Belgrave AO		E-mail

								Estimated further deposits (previous trend)								10,000

																-------------------

																-521,788

		Action Taken

		Transfer from Co-op Reserve Account Interest Received																		0

																(521,787.91)

		Reserve Acc Movement

		Transfer from Co-op Reserve Acc Ref:								1620						522,000				Revised Co-op Reserve Bal:		118,000

																=

																212		CR

																=

		Interest Rates for the day

						Tradition				Intercapital				Prebon

						(Stuart / Alex)				(Tony / Gail Sutherland)				(John)				Other Rates

				Overnight		4 11/16		4.688%				0.000%		4 67/100		4.670%

				7 Days				0.000%				0.000%		4 7/10		4.700%

				14 Days				0.000%				0.000%		4 7/10		4.700%

				21 Days				0.000%				0.000%		4 7/10		4.700%

				1 Month		4 19/25		4.760%				0.000%		4 3/4		4.750%

				2 Months				0.000%				0.000%		4 39/50		4.780%

				3 Months		4 81/100		4.810%				0.000%		4 4/5		4.800%

				4 Months				0.000%				0.000%				0.000%

				5 Months				0.000%				0.000%				0.000%

				6 Months		4 21/25		4.840%				0.000%		4 83/100		4.830%

				9 Months				0.000%				0.000%		4 17/20		4.850%

				1 Year		4 43/50		4.860%				0.000%		4 87/100		4.870%		4.900%		Out of March

				2 Year				0.000%				0.000%				0.000%

				3 Year				0.000%				0.000%				0.000%

				4 Year				0.000%				0.000%				0.000%

				5 Year				0.000%				0.000%				0.000%

				Other

				Treasury Codes				Principal				Interest										Daily Overdraft Interest		- 0

				Co-op Reserve				LM0150 X0060				LL2150 L2001										Daily Co-op Reserve Interest Earnt		- 0

				External Investments				LM0121 X0060				LL2121 L2001										Daily Reserve A/c Interest lost for extra cash received		- 0

				PWLB				LM1023 X0100				LL2023 L2001

				A Bonds				LM1030 X0100				LL2030 L2001

				Temp Loans				LM1020 X0080				LL2020 L2001





Daily Sheet(balances only)

		DAILY CASH SHEET IN EVENT OF FD FAILURE

		1/19/05

		BALANCES:

		Contact Major Relations @ 08457 654654 (May require info such as names of signaturies)

		Account				£

		General Account (Forecast Cleared)		089246 - 61038529		(344,882)		A

		General Account (Forecast Ledger)		089246 - 61038529		(344,427)

		Payments Account (Forecast Cleared)		089246 - 61038532		77,000		B

		Reserve Account (Forecast Cleared)		089246 - 61041710		438,000		C (Note should equal reserve a/c spreadsheet)

		Note: Uncleared chqs clearing tomorrow:				455

		Money Market Transactions:

		Detail				£

		BASE PLUS				390,373

		Total				390,373		D

		Cashiers:

		Cash Banked:						E

		Summary

		Total Gen/ Payts Acc Cleared Balance				(267,882)		A+B

		Money Market Transactions				390,373		D

		Add Cashiers				0		E

		Closing Gen/Payments Account				122,490

		Transfer (to) / From Reserve - ref ___________				(122,000)		calc

		Predicted Gen/ Payts Closing Balance				490		calc

		Closing Reserve Account				560,000		calc

		Interest Rates for the day

				C.D.B.				Intercapital				Prebon

				(Stuart / Alex)				(Tony / Simon)				(John)

		Overnight				0.000%		5 1/33		5.030%				0.000%

		7 Days				0.000%		5 2/25		5.080%				0.000%

		1 Month				0.000%		5 23/50		5.460%				0.000%

		2 Months				0.000%		5 7/10		5.700%				0.000%

		3 Months				0.000%		5 9/10		5.900%				0.000%

		6 Months				0.000%		6		6.000%				0.000%

		9 Months				0.000%		6 1/20		6.050%				0.000%

		Year				0.000%		6 1/4		6.250%				0.000%





CHAPS Template (TAX CHQ)

		CHAPS PAYMENT REQUEST FROM - TAMWORTH BOROUGH COUNCIL

		FAX TO CO-OP BANK - 0161 872 6496 (CHAPS ONLY)

		Could you please arrange for the following CHAPS DEBITS to be processed today:

				2/12/10

		ACCOUNT TO BE DEBITED

				ACCOUNT NAME:				TAMWORTH BOROUGH COUNCIL GENERAL ACCOUNT

				SORT CODE :				08 92 46

				ACCOUNT NO :				61038529

		BENEFICIARY DETAILS

				ACCOUNT NAME:				AO CUMBERNAULD

				SORT CODE :				10 51 67

				BANK :				BANK OF ENGLAND

				BRANCH :				CUMBERNAULD

				ACCOUNT NO :				23444401

		TRANSACTION DETAILS

				AMOUNT :				£216,162.85

				IN WORDS:				Two hundred and sixteen thousand, one hundred & sixty two pounds & eighty five pence.

				REFERENCE				671PB107217

		CHECKED BY:

		AUTHORISED BY :

		SHOULD YOU HAVE ANY QUERIES REGARDING THIS TRANSACTION REQUEST

		PLEASE CONTACT EITHER CRAIG PUGH OR CLAIRE BROWN ON 01827 709237





CHAPS Template (COUNTY PRECEPT)

		CHAPS PAYMENT REQUEST FROM - TAMWORTH BOROUGH COUNCIL

		FAX TO CO-OP BANK - 0161 872 6496 (CHAPS ONLY)

		Could you please arrange for the following CHAPS DEBITS to be processed today:

				2/12/10

		ACCOUNT TO BE DEBITED

				ACCOUNT NAME:				TAMWORTH BOROUGH COUNCIL GENERAL ACCOUNT

				SORT CODE :				08 92 46

				ACCOUNT NO :				61038529

		BENEFICIARY DETAILS

				ACCOUNT NAME:				STAFFORDSHIRE COUNTY COUNCIL

				SORT CODE :				08 90 08

				BANK :				CO-OP BANK

				BRANCH :				STAFFORD

				ACCOUNT NO :				61190014

		TRANSACTION DETAILS

				AMOUNT :				£1,828,344.40

				IN WORDS:				One million, eight hundred and twenty eight thousand, three hundred & forty four pounds & forty four pence

		CHECKED BY:

		AUTHORISED BY :

		SHOULD YOU HAVE ANY QUERIES REGARDING THIS TRANSACTION REQUEST

		PLEASE CONTACT EITHER CRAIG PUGH OR CLAIRE BROWN ON 01827 709237





CHAPS Template (POLICE PRECEPT)

		CHAPS PAYMENT REQUEST FROM - TAMWORTH BOROUGH COUNCIL

		FAX TO CO-OP BANK - 0161 872 6496 (CHAPS ONLY)

		Could you please arrange for the following CHAPS DEBITS to be processed today:

				2/12/10

		ACCOUNT TO BE DEBITED

				ACCOUNT NAME:				TAMWORTH BOROUGH COUNCIL GENERAL ACCOUNT

				SORT CODE :				08 92 46

				ACCOUNT NO :				61038529

		BENEFICIARY DETAILS

				ACCOUNT NAME:				STAFFORDSHIRE POLICE AUTHORITY

				SORT CODE :				08 90 08

				BANK :				CO-OP BANK

				BRANCH :				STAFFORD

				ACCOUNT NO :				61012189

		TRANSACTION DETAILS

				AMOUNT :				£368,385.50

				IN WORDS:				Three hundred & sixty eight thousand, three hundred & eighty five pounds & fifty pence.

		CHECKED BY:

		AUTHORISED BY :

		SHOULD YOU HAVE ANY QUERIES REGARDING THIS TRANSACTION REQUEST

		PLEASE CONTACT EITHER CRAIG PUGH OR CLAIRE BROWN ON 01827 709237





CHAPS Template (DARLINGTON)

		

		CHAPS PAYMENT REQUEST FROM - TAMWORTH BOROUGH COUNCIL

		FAX TO CO-OP BANK - 0161 872 6496 (CHAPS ONLY)

		Could you please arrange for the following CHAPS DEBITS to be processed today:

				2/12/10

		ACCOUNT TO BE DEBITED

				ACCOUNT NAME:				TAMWORTH BOROUGH COUNCIL GENERAL ACCOUNT

				SORT CODE :				08 92 46

				ACCOUNT NO :				61038529

		BENEFICIARY DETAILS

				ACCOUNT NAME:				NATIONAL COUNTIES BUILDING SOCIETY

				SORT CODE :				40 53 36

				BANK :

				BRANCH :

				ACCOUNT NO :				DIRECT CHAPS

		TRANSACTION DETAILS

				AMOUNT :				£1,500,000.00

				IN WORDS:				One million and five hundred thousand pounds

		CHECKED BY:

		AUTHORISED BY :

		SHOULD YOU HAVE ANY QUERIES REGARDING THIS TRANSACTION REQUEST

		PLEASE CONTACT EITHER CRAIG PUGH OR BARBARA COX ON 0777 3792 4888





CHAPS Template (WATER)

		CHAPS PAYMENT REQUEST FROM - TAMWORTH BOROUGH COUNCIL

		FAX TO CO-OP BANK - 0161 872 6496 (CHAPS ONLY)

		Could you please arrange for the following CHAPS DEBITS to be processed today:

				2/12/10

		ACCOUNT TO BE DEBITED

				ACCOUNT NAME:				TAMWORTH BOROUGH COUNCIL GENERAL ACCOUNT

				SORT CODE :				08 92 46

				ACCOUNT NO :				61038529

		BENEFICIARY DETAILS

				ACCOUNT NAME:				SOUTH STAFFS WATER PLC

				SORT CODE :				40 11 18

				BANK :				HSBC

				BRANCH :				NEW ST,BIRMINGHAM

				ACCOUNT NO :				40770132

		TRANSACTION DETAILS

				AMOUNT :				£16,847.75

				IN WORDS:				Sixteen thousand, eight hundred, forty seven pounds and seventy five pence.

		CHECKED BY:

		AUTHORISED BY :

		SHOULD YOU HAVE ANY QUERIES REGARDING THIS TRANSACTION REQUEST

		PLEASE CONTACT EITHER CRAIG PUGH OR CLAIRE BROWN ON 01827 709237





BOOK TRANSFER

		

		BOOK TRANSFER REQUEST FROM - TAMWORTH BOROUGH COUNCIL

		FAX TO CO-OP BANK - 0161 877 7784

		Could you please arrange for the following BOOK TRANSFER to be processed today:

				2/12/10

				General Account		089246 - 61038529

				Payments Account		089246 - 61038532

				Reserve Account		089246 - 61041710

		FROM :		General Account		089246 - 61038529

		TO:		Reserve Account		089246 - 61041710

		AMOUNT :		£122,000.00

		WORDS :		One hundred and twenty two thousand pounds

		REFERENCE :		2559

		CHECKED BY:

		AUTHORISED BY :

		SHOULD YOU HAVE ANY QUERIES REGARDING THIS TRANSACTION REQUEST

		PLEASE CONTACT EITHER PHIL THOMAS OR BARBARA COX ON 01827 709239
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Treasury Management Procedure Notes


Daily Forecast


· Running The Daily Forecast (Current Day and Previous Day bank balances)


· Login on the pc specifically designated for Treasury Management using the appropriate password to access Financial Director (FD)


· Double click the icon “FinDir Coop Bank”.  Enter user ID and password. (CAPS LOCK must be on).


· Click on “Scheduler” icon


· Click on “Run Now icon


· The FD system will call the bank via the modem.  Current day report and previous day report will print out automatically. (Appendix 2A)


· If the reports fail to print, even though the Scheduler has run, see separate procedure note. (Appendix A)


Daily Banking Sheet


· Forecasting Closing Bank Balances


· Refer to Treasury Diary that shows all major expected cash flows for the day.


· Print out the XL spreadsheet Investments database located on s/corporate services/accountancy/Treasury 2010-2011/Daily Treasury/Ext Investments Database 10-11. The spreadsheet is password protected. Click on summary and then click on print sheets.  A copy of “Investment Details and Borrowing Limits”, “Cash Flow Diary” , “Counterparty Listing”  and Bank of Scotland Base Plus Transactions will be printed. (Appendix 1)


· Open XL spread sheet Daily Banking sheet located s/corporate services/accountancy/Treasury 2010-11/daily treasury/daily. (Appendix 2)


· Change date to today’s date and delete any figures in the green shaded boxes.


· The brokers will usually ring each morning with investment interest rates on offer. These rates should be entered onto the daily banking sheet. Emails may be received from direct dealing counterparties. Bank of  Scotland notify us each week of the rate applicable to our Base Plus Account


· Enter the figures from the current day and previous day FD reports into the green shaded boxes as indicated.


· Enter any transactions from the Manual Treasury Diary, to be made by CHAPS either in or out, into green shaded boxes under Money Market Transactions as indicated. (note: do not include any transactions made by direct debit)


· The cash office will email details of cash that is to be banked today, enter this into green shaded box as indicated.


· The spreadsheet will highlight any differences between cells indicated by ** and ***, any errors should be corrected.


· You should now be in position to decide on any action to be taken. 


· Any revised large Reserve balances are normally invested subject to cash flow requirements  (See below for Investing Procedures)


· The spreadsheet will calculate the sum to be transferred to or from the Reserve Account. 


· Open xl spreadsheet Co-Op Reserve Account located s/corporate services/accountancy/Treasury 2010-11/Daily Treasury/Co-op Reserve. Enter details of the transaction. Print spreadsheet. (Appendix 3)


· Enter details of the transaction into the Treasury Diary. If it is a transfer to the Reserve Account also enter onto the current Bankers Paysheet kept in the Treasury Diary. (Appendix  4)  If there have been any payments made by direct debit, for example RSG, PWLB interest, Salaries enter these onto the Bankers Paysheet. Details of any such expected payment will be found in the Treasury Diary  and the Cash Flow Diary tab of the Investments database.

· If there are no expected  CHAPS out or  investment opportunities continue on to the following step:-


· Enter the transfer onto the Financial Director. 


      Select-


· Book Transfers


· New


· More accounts


· Highlight appropriate Accounts


· Ok


· Enter Amount and reference number


· Ok


· The calculations and transactions will need to be checked  and signed on the Daily Banking Sheet and Bankers Paysheet  by a second  designated officer  (first authorisation) and authorised  by a third  designated officer  (second authorisation)(Appendix B)


· Call Bank Using Financial Director


Select-


· Call Bank


· Enter Customer Password and user Password


· Ok


· The egg timer will be displayed until the transfer has been released. Repeat the Call Bank process. The egg timer will display until the process is complete. To check click on Bank Transfer and status should be confirmed.


Investing Procedures


· Doing the Deal


· Due to current market conditions, authorisation has to be sought from either, Corporate Director Resources, Assistant Director Corporate Services or Assistant Director Financial Operations before any investment is placed.


· Having given consideration to Treasury Management Overview, market rates forecast, cash flow requirements, the Counterparty listing and the councils view on risk, there maybe an opportunity to invest.


· Consideration should be given to ensure there are sufficient funds to cover creditors.  Bank of Scotland Base Plus Account gives scope to invest for shorter periods (7 days) and can sometimes offer more favourable rates than the brokers. Interest rates are revised every week. Seven days notice of withdrawal is to be sent by fax to Bank of Scotland (Appendix 7).  Deposits are made by direct CHAPS (see below for instructions).

·   Refer to the Counterparty listing to ensure that we are not fully committed before making a deposit.  Details of any investment need to be recorded in the diary as normal and entered onto the Base Plus tab of the Investments database and entered onto the Daily Banking Sheet, (Appendix 2) as part of the normal forecasting procedures, and also the bankers paysheet.(Appendix 4).    A note should be made in the diary to send a fax recalling the investment 7 days before the funds are required. Details should also be entered into the diary on the date due for repayment. Bank of Scotland will ring on the day to confirm if repay is still required.

·  For other investment opportunities telephone the broker offering the best rates and /or the establishments with whom we have direct dealing relationships   (Appendix C) NB check Counterparty listing at Appendix 1 carefully before dealing direct in case we are already fully committed. 


· When negotiating with the broker tell him that the deal is “under reference”. It will also be helpful if you let him know the establishments that we are already fully committed to.  Tell him how much you want to invest and for what period. When offered a deal, before committing, consult the Counterparty listing to ensure that the organisation is on the Councils approved list, that we are not already fully committed and that the limits set for specified and non-specified investments are not breached.


· Once agreement has been reached the broker will confirm the sort code and account number of the Bank or Building Society taking the investment. Repeat these and the terms and sum invested back to the broker.  The broker will supply written confirmation of the deal either by email or post.  Generally confirmation of the deal will also be sent by the Building Society /Bank by post.


· Update Investment Register


· Open xl spreadsheet s/corporate services/accountancy/treasury 2010-11/daily treasury/Ext Investments Database 10-11.


· Select tab “register” and enter details of the investment. This will update summary, cash flow diary and full counter party list and the loan with now have a reference number. Select tab “summary” and refresh and print sheets.


· Open excl spreadsheet s/corporate services/accountancy/treasury 2010-11/daily treasury/investment schedule.


· Select tab “Temp Investments”  ( Appendix 5)


· Update cells highlighted in yellow (select from drop down menu for borrower). Ensure that details are as quoted by broker.


· Print 


· Select tab “letter new”( which will automatically be updated) (Appendix 6)


· Print on headed paper, The letter must be signed by second level authoriser. Take a copy.


· In the Treasury Diary record details of the investment – include reference number, name of organisation, amount, interest rate and date of repayment and brokers name or direct. On the due date for repayment record details of reference number, name of organisation, gross amount to be repaid, the amount of original investment and income code and the amount of interest due and income code.


· Enter details of the transaction onto the current bankers paysheet. (Appendix4)


· Making CHAPS payment by Financial Director


Select-


· Transfers


· New


· Semi Repetitive


· Select tick box on display all templates


· OK


· Enter amount to be paid


· Click on Receivers


· A list of organisations will be displayed, double click the required organisation. Their bank account and sort code will be displayed check this back to the details given by the broker and by reference to the sort code book. Enter “Tamworth Borough Council” in details of payment box and “Tamworth Borough” in reference box unless there is a specific reference to quote. (If the organisation cannot be found it will need to be set up). (Appendix D )


· Click Ok


· Log out of Financial Director


· The calculations and transactions will need to be checked by another officer, with first level authorisation, (to allow for segregation of duties) and then passed to a third officer, with second level authorisation. This officer will authorise the transaction and release the payment from Financial Director using the SPIN to dial the bank. (see Appendix B)


·  The copy letter, Temporary Investment Detail (Appendix 5) and confirmation of the deal from the Broker should be filed on the Temporary Investment File. The original letter should be posted.


Temporary Borrowing Procedures


On occasion, if the daily Banking Sheets shows an overdrawn situation, after consideration to the amount involved and the likely time period, and the overall borrowing limit approved by members, there may be a need to borrow.


· Telephone the brokers (see Appendix C for contact names /numbers) They will have details of interest rates available for Money Market Loans.


· Once agreement has been reached the broker will confirm the lenders details including sort codes and account code. These details should be repeated back to the broker.


· Open excl spreadsheet s/corporate services/accountancy/treasury 2010-11/daily treasury/investment schedule.  Select tab “Temp Borrowing” and enter the details into yellow shaded boxes. ( Appendix 6.)  File reference will be next consecutive number beginning TL. Select tab “ Temp Borrowing Letter “ (which should be automatically updated) and print on headed notepaper.


· Enter details into the Treasury Diary on today’s date, including amount of loan, name of organisation and interest rate and also on the date the borrowing is due to be repaid with the amount of interest to be repaid with appropriate expenditure codes.


· Take a copy of the letter, post out the original (signed by authorised signatory) and file the copy, Temp Borrowing Form and confirmation from Broker, in the Temporary Borrowing File.


Appendix A


Daily
Forecast Emergency Procedures


· Current Day and Previous Day Reports Fail to Print When Scheduler has run


Select-


· Services


· Previous Day Reporting


· Select report required from drop down menu (PD Summary Report)


· Generate


· Print


· Repeat process for Current Day reporting


Complete financial Director Failure


· Open xl spreadsheet s/corporate services/accountancy/treasury 2010-11/daily/DAILY(IF FD FAILURE) and follow procedures. A copy of the instructions is also held in the Co-Op Reserve Account folder.


                                                                                                      Appendix B


Designated Officers and Segregation of Duties


· Each transaction will require input from three different officers-


· Daily operation cash flow management and dealing in the market


Financial Accountancy Assistant


Financial Accountant 


· First and Second  Level Authorisation


Financial Accountant (first level only)


Operations Accountant


Assistant Director Financial Operations 


Assistant Director Corporate Finance 


Section 151 Officer
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		Name

		Company

		Number



		

		

		



		Brokers

		

		



		Tony Lunn

		ICAP

		0207 532 3550



		Nicola Hazelhurst

		Tradition

		0207 422 3566



		John Hurley

		Prebon

		0207 200 7393



		Sector

		

		



		Cecilie Booth

		Sector

		0871 664 6800



		Dragan Karajic

		Butlers

		0871 664 6858 



		Bank

		

		



		Co-op Helpdesk

		

		08457 616616



		Co-op Balances

		

		08457 654654



		Co-op Major Relationships

		

		08457 654654



		Direct Dealing  




		

		



		Susan Spittal

		Bank of Scotland Base Plus

		0121 255 2554



		Darren Davies

		Principality Building Society

		029 2077 3447



		Stuart Clarke

		Chelsea Building Society

		01242 283 523



		Kath Jones

		Nottingham Building Society

		0115 924 0064



		Janet Harrison

		Nottingham Building Society

		0115 956 4251



		Paul Arkell



		Anglo Irish Bank



		020 7710 7102



		Emma Wilkinson

		Scarborough Building Society

		01723 504 283



		Professional & Corporate Business

		Bristol & West 

		0117 373 3023






                                                                                                  Appendix D 


Setting up a new receiver on Financial Director


· This should only be necessary if we have made an investment with an organisation we have not used before.


· Log on to Financial Director and click on -


· Setup


· Service options


· Transfers


· Receivers


· New


· Enter the following information in the boxes –


Code = first 8 digits of receivers name


Account number = receivers bank account number (0 if direct)


Name = receivers name


Address = receivers address


Currency = GBP


Beneficiary Bank = select relevant bank from drop down list.


Setting up new bank details on Financial Director


· This should only be necessary if a new receivers bank is not already on Financial Director


· Log on to Financial Director and click on –


 Setup


· Service options


· Transfers


· Banks


· New


· Enter the following information in the boxes –


Bank code = Bank’s sort code


Bank name = name and address of Bank


Address = address of Bank


Branch = sort code of Bank
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CABINET


11th February 2010

COUNCIL


23rd February 2010


Report of the Portfolio Holder for Corporate Governance

TREASURY MANAGEMENT STRATEGY AND PRUDENTIAL INDICATORS.


Purpose


To comply with the requirement of the Council’s Treasury Management Policy in reporting to Council the proposed strategy for the forthcoming year and the Local Government Act 2003 with the reporting of the Prudential Indicators.


Executive Summary


The Local Government Act 2003 (LGA 2003) requires the Council to produce prudential indicators in line with the Prudential Code.  


This report outlines the Council’s prudential indicators for 2010/11 – 2012/13 and sets out the expected Treasury operations for this period. This report and associated tables fulfil the statutory requirement of the LGA 2003 by:


· Reporting the prudential indicators as required by the Chartered Institute of Public Finance and Accountancy (CIPFA) Prudential Code for Capital Finance in Local Authorities;


· Setting the Council’s Minimum Revenue Provision (MRP) Policy, which sets out how the Council will pay for capital assets through revenue each year (as required by Regulation under the Local Government and Public Involvement in Health Act 2007;


· Setting the Treasury Management Strategy in accordance with the CIPFA Code of Practice on Treasury Management;

· Setting the Investment Strategy (in accordance with the Department for Communities and Local Government (DCLG) investment guidance);

· Formally adopting the revised CIPFA Treasury Management in Public Services Code of Practice 2009 (the Code) and four clauses;

· Affirming the effective management and responsibility for the control of risk and clearly identify our appetite for risk.

The main issues for Members to note are:

1. In the light of the Icelandic situation in 2008, CIPFA has amended the Code of Practice and associated Guidance Notes (including a revision to the Treasury Management Policy Statement) – the main changes are detailed in section 1.1 of the report but include:


· Credit ratings should only be used as a starting point when considering risk.  Use should also be made of market data and information, the quality financial press, information on government support for banks and the credit ratings of that government support;

· There needs to be, at a minimum, a mid year review of Treasury Management Strategy and Performance. This is intended to highlight any areas of concern that have arisen since the original strategy was approved;


· Each Council must delegate the role of scrutiny of Treasury Management Strategy and policies to a specific named body – Audit and Governance Committee are proposed for this role;

· Members should be provided with access to relevant training – Relevant Members are also personally responsible for ensuring they have the necessary skills and training.

The aim is for all Members to have ownership and understanding when making decisions on Treasury Management matters.

2. With regard to Counterparty selection for investment, a move from a Lowest Common Denominator (LCD) methodology to a broader counterparty evaluation criteria recently introduced by Sector (the Council’s new Treasury Management consultants) which has been progressively enhanced over the last year and now uses a sophisticated modelling approach with credit ratings from all three rating agencies forming the core element – but in line with best pactice/guidance also includes the following as overlays: - 

· credit watches and credit outlooks from credit rating agencies


· Credit Default Swap (CDS) spreads to give early warning of likely changes in credit ratings


· sovereign ratings to select counterparties from only the most creditworthy countries

3. It is proposed that the Council (following consultation with our advisors) will not use the approach suggested by CIPFA of using the lowest rating from all three rating agencies to determine creditworthy counterparties as Moodys are currently very much more aggressive in giving low ratings than the other two agencies. The use of the Lowest Common Denominator rating would give the Authority a very restrictive/unworkable counterparty list which would result in a disproportional (high) level of investment in a few institutions which would as a consequence increase investment risk and defeat the objective of sharing/spreading risk. This would therefore be unworkable and leave the Council with few banks on its approved lending list. The Sector creditworthiness service does though, use ratings from all three agencies, but by using a scoring system, does not give undue importance to just one agency’s ratings.

The new approach allows officers charged with the Treasury responsibilities to have the most appropriate/market assessment to aid the investment decision making process.

4. The need for Council to approve changes to the clauses within the Constitution and Scheme of Delegation in order to implement the requirements of the revised Code.


Recommendations


That Cabinet request Council to:


1. Formally adopt the revised CIPFA Treasury Management in the Public Services Code of Practice 2009 shown at Appendix I;

2. Adopt the revised Treasury Management Policy Statement shown at Appendix H;

3. Approve the Treasury Management Strategy Statement, Minimum Revenue Provision Strategy and Annual Investment Strategy 2010/11; 


4. Approve the Prudential and Treasury Indicators and Limits for 2010/11 to 2012/13 contained within Appendix C; 


5. Adopt the Treasury Management Practices contained within Appendix L;

6. Approve the detailed criteria of the Investment Strategy 2010/11 contained in the Treasury Management Strategy included at Appendix E and F;  

7. Approve the inclusion of  the Treasury Management Reporting Arrangements in the Councils Constitution as shown at Appendix J;

8. Approve the inclusion of the Treasury Management role of the section 151 officer in the Councils Scheme of Delegation as shown at Appendix K.


		Background Papers:-

		Local Government Act 2003



		

		CIPFA Code of Practice on Treasury Management in Public Services 2009



		

		Annual Treasury Report 2008/09



		

		Budget & Medium Term Financial Strategy 2010/11



		

		DCLG Housing Determinations and Local Government Finance Settlement 2010/11





A Glossary of terms utilised within the report can be found at Appendix M.


Treasury Management Strategy Statement, Minimum Revenue Provision Strategy and Annual Investment Strategy 2010/11


1.  Introduction


1.1 The Revised CIPFA Treasury Management Code of Practice 2009


In the light of the Icelandic situation in 2008, CIPFA has amended the CIPFA Treasury Management in the Public Services Code of Practice (the Code), Cross-Sectoral Guidance Notes and Guidance Notes for Local Authorities and the template for the revised Treasury Management Policy Statement. It is also a requirement of the Code that this Council should formally adopt the Code. As the Code has been revised, Council is asked to adopt the revised Code and the revised Treasury Management Policy Statement shown at Appendix I and H respectively. 


The revised Code has emphasised a number of key areas including the following: -


a) All Councils must formally adopt the revised Code and four clauses.


b) The strategy report will affirm that the effective management and control of risk are prime objectives of the Council’s Treasury Management activities.


c) The Council’s appetite for risk must be clearly identified within the strategy report and will affirm that priority is given to security of capital and liquidity when investing funds and explain how that will be carried out.


d) Responsibility for risk management and control lies within the organisation and cannot be delegated to any outside organisation.


e) Credit ratings should only be used as a starting point when considering risk.  Use should also be made of market data and information, the quality financial press, information on government support for banks and the credit ratings of that government support. 


f) Councils need a sound diversification policy with high credit quality counterparties and should consider setting country, sector and group limits. 


g) Borrowing in advance of need is only to be permissible when there is a clear business case for doing so and only for the current capital programme or to finance future debt maturities.


h) The main Annual Treasury Management reports must be approved by Full Council.


i) There needs to be, a minimum, a mid year review of Treasury Management Strategy and Performance. This is intended to highlight any areas of concern that have arisen since the original strategy was approved.


j) Each Council must delegate the role of scrutiny of Treasury Management Strategy and Policies to a specific named body.


k) Treasury Management performance and policy setting should be subjected to prior scrutiny.


l) Members should be provided with access to relevant training.


m) Those charged with governance are also personally responsible for ensuring they have the necessary skills and training.


n) Responsibility for these activities must be clearly defined within the organisation.


o) Officers involved in Treasury Management must be explicitly required to follow Treasury Management Policies and Procedures when making investment and borrowing decisions on behalf of the Council (this forms part of the updated Treasury Management Practices a summary of which is contained at Appendix L).


This strategy statement has been prepared in accordance with the revised Code.  Accordingly, the Council’s Treasury Management Strategy will be approved annually by the Council and there will also be a mid year report. In addition there will be monitoring reports and regular review by Councillors in both Executive and Scrutiny Functions. The aim of these reporting arrangements is to ensure that those with ultimate responsibility for the Treasury Management Function appreciate fully the implications of Treasury Management Policies and activities, and that those implementing policies and executing transactions have properly fulfilled their responsibilities with regard to delegation and reporting.


This Council will adopt the following reporting arrangements in accordance with the requirements of the revised Code: -


		Area of Responsibility

		Council/ Committee/ Officer

		Frequency



		Treasury Management Policy Statement (revised)

		Full Council

		Initial adoption in 2010



		Treasury Management Strategy / Annual Investment Strategy / MRP Policy

		Full Council

		Annually before the start of the year



		Treasury Management Strategy / Annual Investment Strategy / MRP Policy – mid year report

		Full Council

		Mid year



		Treasury Management Strategy / Annual Investment Strategy / MRP Policy  – updates or revisions at other times 

		Full Council

		As Required



		Annual Treasury Outturn Report

		Full Council

		Annually by 30 September after the end of the year



		Treasury Management Monitoring Reports

		Cabinet/Audit and Governance Committee

		Quarterly/Half Yearly



		Approving the selection of external service providers and agreeing terms of appointment.

		Cabinet

		Three year contract (next review due August 2012)



		Treasury Management Practices

		Full Council

		Annually before the start of the year



		Scrutiny of Treasury Management Strategy

		Audit and Governance Committee

		Annually before the start of the year (after Council approval)



		Scrutiny of Treasury Management Performance

		Audit and Governance Committee

		Quarterly/Half Yearly





1.2 Revised CIPFA Prudential Code


CIPFA has also issued a revised Prudential Code which primarily covers borrowing and the Prudential Indicators.  Three of these indicators have now been moved from being Prudential Indicators to being Treasury Indicators: -  

· authorised limit for external debt;

· operational boundary for external debt;

· actual external debt.


However, all indicators are to be presented together as one suite. In addition, where there is a significant difference between the net and the gross borrowing position, the risks and benefits associated with this strategy should be clearly stated in the annual strategy.


1.3  Revised Investment Guidance


It should also be noted that the Department of Communities and Local Government is currently undertaking a consultation exercise on draft revised investment guidance which will result in the issue of amended investment guidance for English local authorities to come into effect from 1 April 2010. A separate report will be made to members to inform them when this guidance has been finalised.  It is not currently expected that there will be any major changes required over and above the changes already required by the revised Code.


1.4 Treasury Management Strategy for 2010/11


The Local Government Act 2003 (the Act) and supporting regulations requires the Council to ‘have regard to’ the CIPFA Prudential Code and the CIPFA Treasury Management Code of Practice to set Prudential and Treasury Indicators for the next three years to ensure that the Council’s capital investment plans are affordable, prudent and sustainable.  


The Act therefore requires the Council to set out its Treasury Strategy for borrowing and to prepare an Annual Investment Strategy (as required by Investment Guidance issued subsequent to the Act) (included as paragraph 9 of this report); this sets out the Council’s policies for managing its investments and for giving priority to the security and liquidity of those investments. 


The suggested strategy for 2010/11 in respect of the following aspects of the Treasury Management function is based upon the Treasury Officers’ views on interest rates, supplemented with leading market forecasts provided by the Council’s Treasury adviser, Sector Treasury Services.  


The strategy covers:


· Treasury limits in force which will limit the Treasury risk and activities of the Council;

· Prudential and Treasury Indicators;

· the current Treasury position;

· the borrowing requirement;

· prospects for interest rates;

· the borrowing strategy;

· policy on borrowing in advance of need;

· debt rescheduling;

· the investment strategy;

· creditworthiness policy;

· policy on use of external service providers;

· the MRP Strategy.

1.5 Balanced Budget Requirement


It is a statutory requirement under Section 33 of the Local Government Finance Act 1992, for the Council to produce a balanced budget. In particular, Section 32 requires a local authority to calculate its budget requirement for each financial year to include the revenue costs that flow from capital financing decisions. This, therefore, means that increases in capital expenditure must be limited to a level whereby increases in charges to revenue from: -


1. increases in interest charges caused by increased borrowing to finance additional capital expenditure, and 


2. Any increases in running costs from new capital projects are limited to a level which is affordable within the projected income of the Council for the foreseeable future.  


2.   Treasury Limits for 2010/11 to 2012/13


It is a statutory duty under Section 3 of the Act and supporting regulations, for the Council to determine and keep under review how much it can afford to borrow.  The amount so determined is termed the “Affordable Borrowing Limit”. In England and Wales the Authorised Limit represents the legislative limit specified in the Act.


The Council must have regard to the Prudential Code when setting the Authorised Limit, which essentially requires it to ensure that total capital investment remains within sustainable limits and, in particular, that the impact upon its future Council Tax and Council Rent levels is ‘acceptable’.  


Whilst termed an “Affordable Borrowing Limit”, the capital plans to be considered for inclusion incorporate financing by both external borrowing and other forms of liability, such as credit arrangements. The Authorised Limit is to be set, on a rolling basis, for the forthcoming financial year and two successive financial years, details of the Authorised Limit can be found in Appendix C of this report.


3.   Current Portfolio Position

The Council’s Treasury Portfolio position at 31/12/09 comprised:


		 

		 

		Principal

		 

		Average Interest Rate



		Fixed Rate Funding

		 

		£m

		

		%



		 

		PWLB

		22.4

		

		 



		 

		Market

		0.0

		22.4

		6.9



		 

		 

		

		

		 



		Variable Rate Funding

		 

		

		

		 



		 

		PWLB

		0.0

		

		 



		 

		Market

		0.0

		0.0

		0



		 

		 

		

		

		 



		Other Long Term Liabilities

		 

		0.0

		0.0

		0



		 

		 

		

		

		 



		TOTAL DEBT

		 

		

		22.4

		6.9



		 

		 

		

		

		 



		TOTAL INVESTMENTS*

		 

		

		20.4

		1.2



		 

		 

		 

		 

		 





* Excluding investments identified at risk in Icelandic Banking institutions.

4.   Borrowing Requirement


The Council’s borrowing requirement is as follows:


		 

		2008/09

		2009/10

		2010/11

		2011/12

		2012/13



		 

		£000's

		£000's

		£000's

		£000's

		£000's



		 

		Actual

		Projected

		Estimate

		Estimate

		Estimate



		New Borrowing

		700

		0

		400

		450

		500



		Alternative Financing Arrangements

		0

		0

		0

		0

		0



		Replacement Borrowing

		0

		0

		2,000

		0

		0



		Total

		700

		0

		2,400

		450

		500





5.  Prudential and Treasury Indicators for 2010/11 – 2012/13


Prudential and Treasury Indicators (as set out in tables at Appendix C to this report) are relevant for the purposes of setting an Integrated Treasury Management strategy.  


The Council is also required to indicate if it has adopted the CIPFA Code of Practice on Treasury Management. This original 2001 Code was adopted on 5th March 2002 by the full Council and the revised Code will be adopted on 23rd February 2010.


6.
Prospects for Interest Rates


The Council has appointed Sector Treasury Services as treasury advisor to the Council and part of their service is to assist the Council to formulate a view on interest rates.  Appendix B draws together a number of current City forecasts for short term (Bank Rate) and longer fixed interest rates.  The following table gives the Sector central view.


Sector Bank Rate forecast for financial year ends (March)

· 2010  0.50%

· 2011  1.50%

· 2012  3.50%

· 2013  4.50%


There is downside risk to these forecasts if recovery from the recession proves to be weaker and slower than currently expected. A detailed view of the current economic background is contained within Appendix D to this report.


7.
Borrowing Strategy


7.1 Borrowing rates


The Sector forecast for the PWLB new borrowing rate is as follows: -
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A more detailed Sector forecast is included in Appendix B.


In view of the above forecast the Council’s borrowing strategy will be based upon the following information.


· Rates are expected to gradually increase during the year so it should therefore be advantageous to time new long term borrowing for the start of the year when 25 year PWLB rates fall back to or below the central forecast rate of about 4.65%, a suitable trigger point for considering new fixed rate long term borrowing; 

· Variable rate borrowing is expected to be cheaper than long term borrowing and will therefore be attractive throughout the financial year compared to taking long term fixed rate borrowing;

· PWLB rates on loans of less than ten years duration are expected to be substantially lower than longer term PWLB rates offering a range of options for new borrowing which will spread debt maturities away from a concentration in long dated debt;  


· There is expected to be little difference between 25 year and 50 year rates so therefore  loans in the 25-30 year periods could be seen as being more attractive than 50 year borrowing as the spread between the PWLB new borrowing and early repayment rates is considerably less.  This would maximise the potential for debt rescheduling and allow the Council to rebalance its debt maturity profile;

· Consideration will also be given to borrowing fixed rate market loans at 25 – 50 basis points below the PWLB target rate and to maintaining an appropriate balance between PWLB and market debt in the debt portfolio;

· Sensitivity of the forecast – In normal circumstances the main sensitivities of the forecast are likely to be the two scenarios noted below. The Councils officers, in conjunction with the Treasury advisors, will continually monitor both the prevailing interest rates and the market forecast, adopting the following responses to a change in sentiment:

· if it were felt that there was a significant risk of a sharp FALL in long and short term rates, e.g. due to a marked increase of risks around relapse into recession or of risks of deflation, then long term borrowings will be postponed, and potential rescheduling from fixed rate funding into short term borrowing will be considered;

· if it were felt that there was a significant risk of a much sharper RISE in long and short term rates than that currently forecast, perhaps arising from a greater than expected increase in world economic activity or a sudden increase in inflation risks, then the portfolio position will be re-appraised with the likely action that fixed rate funding will be drawn whilst interest rates were still relatively cheap.


7.2 External v. Internal borrowing


		Comparison of gross and net debt positions at the year end

		2008/09

		2009/10

		2010/11

		2011/12

		2012/13



		 

		Actual

		Projected out-turn

		Estimate

		Estimate

		Estimate



		 

		£'000

		£'000

		£'000

		£'000

		£'000



		Actual external debt (gross)

		23,543

		22,392

		22,792

		23,242

		23,742



		Cash balances (Investments)

		19,632

		14,773

		11,495

		9,142

		7,560



		Net Debt

		3,911

		7,619

		11,297

		14,100

		16,182





· The Council currently is projecting a difference between gross debt and net debt (after deducting cash balances), of £14.8m at year end.  


· The general aim of this Treasury Management Strategy is to reduce the difference between the two debt levels over the next three years in order to reduce the credit risk incurred by holding investments. However, measures taken in the last year have already reduced substantially the level of credit risk (see paragraph 9) so another factor which will be carefully considered is the difference between borrowing rates and investment rates to ensure the Council obtains value for money once an appropriate level of risk management has been attained to ensure the security of its investments;

· The next financial year is expected to be one of historically abnormally low Bank Rate. This provides a continuation of the current window of opportunity for local authorities to fundamentally review their strategy of undertaking new external borrowing;

· Over the next three years, investment rates are therefore expected to be below long term borrowing rates and so value for money considerations would indicate that value could best be obtained by avoiding new external borrowing and by using internal cash balances to finance new capital expenditure or to replace maturing external debt (this is referred to as internal borrowing). This would maximise short term savings;

· However, short term savings by avoiding new long term external borrowing in 2010/11 will also be weighed against the potential for incurring additional long term extra costs by delaying unavoidable new external borrowing until later years when PWLB long term rates are forecast to be significantly higher;

· The Council has examined the potential for undertaking early repayment of some external debt to the PWLB in order to reduce the difference between its gross and net debt positions. However, the introduction by the PWLB of significantly lower repayment rates than new borrowing rates in November 2007 has meant that large premiums would be incurred by such action and would also do so in the near term; such levels of premiums cannot be justified on value for money grounds. This situation will be monitored in case the differential is narrowed by the PWLB or when repayment rates rise substantially;

· Added to this is the recent approval by the DCLG of the capitalisation of up to £4million relating to the impairment of potential Icelandic investment losses. The Council will need to take a flexible approach in order to maintain value for money balanced against the need to ensure sufficient funds to maintain its cash flow requirements.


Against this background, caution will be adopted with the 2010/11 Treasury operations.  


It is planned to renew maturing debt & take out new debt in line with supported capital investment but to delay the borrowing associated with the capitalisation of the potential Icelandic investment losses. The option of postponing all borrowing and reducing investment balances further will be monitored closely during the year.


The Corporate Director Resources will monitor the interest rate market and adopt a pragmatic approach to changing circumstances, reporting any decisions to the appropriate decision making body at the next available opportunity.


7.3 Policy on borrowing in advance of need 


The Council will not borrow more than or in advance of its needs purely in order to profit from the investment of the extra sums borrowed. Any decision to borrow in advance will be considered carefully to ensure value for money can be demonstrated and that the Council can ensure the security of such funds. 


In determining whether borrowing will be undertaken in advance of need the Council will;

· ensure that there is a clear link between the capital programme and maturity profile of the existing debt portfolio which supports the need to take funding in advance of need;

· ensure the ongoing revenue liabilities created, and the implications for the future plans and budgets have been considered;

· evaluate the economic and market factors that might influence the manner and timing of any decision to borrow; 


· consider the merits and demerits of alternative forms of funding;

· consider the alternative interest rate bases available, the most appropriate periods to fund and repayment profiles to use.


8.
Debt Rescheduling


The introduction of the new PWLB rates structure on 1 November 2007 that introduced a spread between the rates applied to new borrowing and repayment of debt, has meant that PWLB to PWLB debt restructuring is now much less attractive than before that date.  However, significant interest savings may still be achievable through using LOBOs (Lenders Option Borrowers Option) loans and other market loans in rescheduling exercises.


As short term borrowing rates will be considerably cheaper than longer term rates, there are likely to be significant opportunities to generate savings by switching from long term debt to short term debt. However, these savings will need to be considered in the light of their short term nature and the likely cost of refinancing those short term loans, once they mature, compared to the current rates of longer term debt in the existing debt portfolio. Any such rescheduling and repayment of debt is likely to cause a flattening of the Council’s maturity profile as in recent years there has been a skew towards longer dated PWLB.


Consideration will also be given to the potential for making savings by running down investment balances to repay debt prematurely as short term rates on investments are likely to be lower than rates paid on current debt.  


The reasons for any rescheduling to take place will include:


· the generation of cash savings and / or discounted cash flow savings,


· helping to fulfil the strategy outlined in paragraph 7 above, and


· enhance the balance of the portfolio (amend the maturity profile and/or the balance of volatility).


There has been much discussion as to whether the size of spread between long term PWLB repayment and new borrowing rates should be revised (downwards) in order to help local authorities currently dissuaded from using investment cash balances to repay long term borrowing and thereby reduce counterparty and interest rate risk exposure.  The Debt Management Office (DMO) / PWLB have issued a consultation document with suggested options to revise the methodology used to calculate the early repayment rate. The consultation period ended in January 2010 and this authority will monitor developments in this area and may amend its strategy if significant changes are introduced.


All rescheduling will be reported to the Cabinet / Audit and Governance Committee at the earliest meeting following its action.


9.  Annual Investment Strategy



9.1 Investment Policy


The Council will have regard to the DCLG’s Guidance on Local Government Investments (“the Guidance”) issued in March 2004, any revisions to that guidance, the Audit Commission’s report on Icelandic investments and the 2009 revised CIPFA Treasury Management in Public Services Code of Practice and Cross Sectoral Guidance Notes (“the CIPFA TM Code”). The Council’s investment priorities are: - 


(a)   the security of capital and 


(b)   the liquidity of its investments. 


The Council will also aim to achieve the optimum return on its investments commensurate with proper levels of security and liquidity.

The risk appetite of this Council is low at this present point in periods of high risk and uncertainty, in order to give priority to security of its investments, 

The borrowing of monies purely to invest or on‑lend and make a return is unlawful and this Council will not engage in such activity.


Investment instruments identified for use in the financial year are listed in Appendix E under the ‘Specified’ and ‘Non-Specified’ Investments categories. Counterparty limits will be as set through the Council’s Treasury Management Practices – Schedules. 

9.2 Creditworthiness policy 


Following a competitive Tendering Exercise for our Treasury Management Consultancy Services in August of 2009, Sector Treasury Services were appointed. Our previous Consultants provided a Lowest Common Denominator (LCD) methodology to the counterparty selection / limit application process, which the Council adopted in 2008/09. Following transfer to our new consultants we have continued to operate within the Lowest Common Denominator approach, however, Sector have recently introduced a broader counterparty evaluation criteria which has been progressively enhanced over the last year and now uses a sophisticated modelling approach with credit ratings from all three rating agencies - Fitch, Moodys and Standard and Poors, forming the core element. However, it does not rely solely on the current credit ratings of counterparties but also uses the following as overlays: - 

· credit watches and credit outlooks from credit rating agencies;

· Credit Default Swap (CDS) spreads to give early warning of likely changes in credit ratings;

· sovereign ratings to select counterparties from only the most creditworthy countries.

This modelling approach combines credit ratings, credit watches, credit outlooks and CDS spreads in a weighted scoring system for which the end product is a series of colour code bands which indicate the relative creditworthiness of counterparties.  These colour codes are also used by the Council to determine the duration for investments and are therefore referred to as durational bands.

The Council is satisfied that this service now gives a much improved level of security for its investments. It is also a service which the Council would not be able to replicate using in house resources.  


The selection of counterparties with a high level of creditworthiness will be achieved by selection of institutions down to a minimum durational band within Sector’s weekly credit list of worldwide potential counterparties. The Council will therefore use counterparties within the following durational bands: -


· Purple 
2 years


· Blue 
1 year (only applies to nationalised or semi nationalised UK Banks)


· Orange
1 year


· Red 
6 months


· Green 
3 months 


· No Colour 
not to be used 


It is proposed that the Council will not use the approach suggested by CIPFA of using the lowest rating from all three rating agencies to determine creditworthy counterparties as Moodys are currently very much more aggressive in giving low ratings than the other two agencies. This would therefore be unworkable and leave the Council with few banks on its approved lending list. The Sector creditworthiness service does though, use ratings from all three agencies, but by using a scoring system, does not give undue preponderance to just one agency’s ratings.


All credit ratings will be monitored on a daily basis/as and when changes are notified. The Council is alerted to changes to ratings of all three agencies through its use of 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;

· In addition to the use of Credit Ratings the Council will be advised of information in movements in Credit Default Swap against the iTraxx benchmark and other market data on a weekly basis. Extreme market movements may result in downgrade of an institution or removal from the Councils lending list;

· Sole reliance will not be placed on the use of this external service. In addition this Council will also use market data and market information, information on government support for banks and the credit ratings of that government support.


9.3 Country/Continent limits


The Council has determined that it will only use approved counterparties from Countries with a minimum sovereign credit rating of AAA* from Fitch Ratings (or equivalent from other agencies if Fitch does not provide) and a monetary limit of £2m. The list of countries that qualify using this credit criteria as at the date of this report are shown in Appendix F. This list will be added to or deducted from by officers should ratings change in accordance with this policy. The Council has also determined that it will limit the use of approved counterparties from within the same Continent to a monetary limit of £4m the countries of which also have the minimum sovereign credit rating of AAA*.

* At its meeting of the 15th September 2009, full Council approved a recommendation that;

‘authorises the use of institutions currently supported by the UK Government should its Sovereign rating be downgraded below the current requirement for a ‘AAA’ rating by all three rating agencies’

 and this continues to form part of the strategy in 2010/11.


9.4 Investment Strategy


In-house funds: As at the 31st December 2009 the Council had £19.3m on deposit in the money markets (excluding ‘Sums at risk’ in the Icelandic Banking situation) of which approximately £5.4m relates to core balances held in relation to earmarked reserves etc, £7.8m held in balances with the balance of £6.1m being cash-flow derived. Investments will accordingly be made with reference to the core balance and cash-flow requirements and the outlook for short-term interest rates (i.e. rates for investments up to 12 months).


Interest rate outlook: Bank Rate has been unchanged at 0.50% since March 2009. Bank Rate is forecast to commence rising in quarter 3 of 2010 and then to rise steadily from thereon. Bank Rate forecasts for financial year ends (March) are as follows: -


· 2010  0.50%

· 2011  1.50%

· 2012  3.50%

· 2013  4.50%


There is downside risk to these forecasts if recovery from the recession proves to be weaker and slower than currently expected.

The Council will avoid locking into longer term deals while investment rates are down at historically low levels unless exceptionally attractive rates are available which make longer term deals worthwhile. 


For 2010/11 it is suggested that the Council should budget for an investment return of £258k on investments placed during the financial year. 


For its cash flow generated balances, the Council will seek to utilise its business reserve accounts and short-dated deposits (overnight to three months) in order to benefit from the compounding of interest.  


9.5 End of year investment report


At the end of the financial year, the Council will report on its investment activity as part of its Annual Treasury Report. 


9.6 External Fund Managers 


The Council does not currently use External Fund Managers, however if circumstances were deemed advantageous to do so, the Council would ensure that they would comply with our Annual Investment Strategy. The agreement(s) between the Council and the fund manager(s) additionally would stipulate guidelines and duration and other limits in order to contain and control risk. 


9.7 Policy on the use of external service providers


The Council uses Sector Treasury Services as its External Treasury Management advisers.


The Council recognises that responsibility for treasury management decisions remains with the organisation at all times and will ensure that undue reliance is not placed upon our external service providers. 


It also recognises that there is value in employing external providers of Treasury Management services in order to acquire access to specialist skills and resources. The Council will ensure that the terms of their appointment and the methods by which their value will be assessed are properly agreed and documented, and subjected to regular review. 

9.8 Constitution 

In order to implement the Treasury Management Reporting Arrangements in accordance with the requirements of the revised Code, it is recommended that the Council include within the Constitution the clauses as set out at Appendix J.

9.9 Scheme of delegation - Role of the Section 151 Officer


In order to implement the delegation arrangements in accordance with the requirements of the revised Treasury Management Code, it is recommended that the Council include within the Scheme of Delegation the clauses as set out at Appendix K.
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APPENDIX A - Minimum Revenue Provision – An introduction and Policy Statement

1.
What is a Minimum Revenue Provision?


Capital expenditure is generally expenditure on assets which have a life expectancy of more than one year e.g. buildings, vehicles, machinery etc. It would be impractical to charge the entirety of such expenditure to revenue in the year in which it was incurred therefore such expenditure is spread over several years in order to try to match the years over which such assets benefit the local community through their useful life. The manner of spreading these costs is through an annual Minimum Revenue Provision, which was previously determined under Regulation, and will in future be determined under Guidance.  


2.  Statutory duty


Statutory Instrument 2008 no. 414 s4 lays down that: 


“A local authority shall determine for the current financial year an amount of minimum revenue provision that it considers to be prudent.”


The above is a substitution for the previous requirement to comply with regulation 28 in S.I. 2003 no. 3146 (as amended).


There is no requirement to charge MRP where the Capital Financing Requirement is nil or negative at the end of the preceding financial year.


The share of Housing Revenue Account CFR is not subject to an MRP charge. 


3.  Government Guidance


Along with the above duty, the Government issued guidance which came into force on 31st March 2008 which requires that a Statement on the Council’s policy for its annual MRP should be submitted to the full Council for approval before the start of the financial year to which the provision will relate.  


The Council is legally obliged to “have regard” to the guidance, which is intended to enable a more flexible approach to assessing the amount of annual provision than was required under the previous statutory requirements. The guidance offers four main options under which MRP could be made, with an overriding recommendation that the Council should make prudent provision to redeem its debt liability over a period which is reasonably commensurate with that over which the capital expenditure is estimated to provide benefits. The requirement to ‘have regard’ to the guidance therefore means that: -


1. Although four main options are recommended in the guidance, there is no intention to be prescriptive by making these the only methods of charge under which a local authority may consider its MRP to be prudent.    


2. It is the responsibility of each authority to decide upon the most appropriate method of making a prudent provision, after having had regard to the guidance.


Option 1: Regulatory Method


Under the previous MRP regulations, MRP was set at a uniform rate of 4% of the adjusted CFR (i.e. adjusted for “Adjustment A”) on a reducing balance method (which in effect meant that MRP charges would stretch into infinity). This historic approach must continue for all capital expenditure incurred in years before the start of this new approach. It may also be used for new capital expenditure up to the amount which is deemed to be supported through the Supported Capital Expenditure (SCE) annual allocation.


Option 2: Capital Financing Requirement Method


This is a variation on option 1 which is based upon a charge of 4% of the aggregate CFR without any adjustment for Adjustment A, or certain other factors which were brought into account under the previous statutory MRP calculation. The CFR is the measure of an authority’s outstanding debt liability as depicted by their balance sheet.  


Option 3: Asset Life Method


This method may be applied to most new capital expenditure, including where desired that which may alternatively continue to be treated under options 1 or 2.  


Under this option, it is intended that MRP should be spread over the estimated useful life of either an asset created, or other purpose of the expenditure.  There are two useful advantages of this option: -


· Longer life assets e.g. freehold land can be charged over a longer period than would arise under options 1 and 2.  


· No MRP charges need to be made until the financial year after that in which an item of capital expenditure is fully incurred and, in the case of a new asset,  comes into service use (this is often referred to as being an ‘MRP holiday’).  This is not available under options 1 and 2.


There are two methods of calculating charges under option 3: 


a. equal instalment method – equal annual instalments,


b. annuity method – annual payments gradually increase during the life of the asset.


Option 4: Depreciation Method


Under this option, MRP charges are to be linked to the useful life of each type of asset using the standard accounting rules for depreciation (but with some exceptions) i.e. this is a more complex approach than option 3. 


The same conditions apply regarding the date of completion of the new expenditure as apply under option 3.


4.  Date of implementation


The previous statutory MRP requirements ceased to have effect after the 2006/07 financial year.  Transitional arrangements included within the guidance no longer apply for the MRP charge for 2009/10 onwards. Therefore, options 1 and 2 should only be used for Supported Capital Expenditure (SCE). Authorities are however reminded that the DCLG document remains as guidance and authorities may consider alternative individual MRP approaches, as long as they are consistent with the statutory duty to make a prudent revenue provision.


Minimum Revenue Provision Policy Statement 2010/11 


(England and Wales)


The Council implemented the new Minimum Revenue Provision (MRP) guidance in 2008/09 and will assess their MRP for 2010/11 in accordance with the main recommendations contained within the guidance issued by the Secretary of State under section 21(1A) of the Local Government Act 2003. 

The major proportion of the MRP for 2010/11 will relate to the more historic debt liability that will continue to be charged at the rate of 4%, in accordance with option 1 of the guidance. Certain expenditure reflected within the debt liability at 31st March 2010 will under delegated powers be subject to MRP under option 3, which will be charged over a period which is reasonably commensurate with the estimated useful life applicable to the nature of expenditure, using the equal annual instalment method. For example, capital expenditure on a new building, or on the refurbishment or enhancement of a building, will be related to the estimated life of that building.


Estimated life periods will be determined under delegated powers. To the extent that expenditure is not on the creation of an asset and is of a type that is subject to estimated life periods that are referred to in the guidance, these periods will generally be adopted by the Council. However, the Council reserves the right to determine useful life periods and prudent MRP in exceptional circumstances where the recommendations of the guidance would not be appropriate. 


As some types of capital expenditure incurred by the Council are not capable of being related to an individual asset, asset lives will be assessed on a basis which most reasonably reflects the anticipated period of benefit that arises from the expenditure.  Also, whatever type of expenditure is involved, it will be grouped together in a manner which reflects the nature of the main component of expenditure and will only be divided up in cases where there are two or more major components with substantially different useful economic lives.

APPENDIX B - Interest Rate Forecasts   

The data below shows a variety of forecasts published by a number of institutions. The first three are individual forecasts including those of UBS and Capital Economics (an independent forecasting consultancy). The final one represents summarised figures drawn from the population of all major City banks and academic institutions.  


The forecast within this strategy statement has been drawn from these diverse sources and officers’ own views.


1. INDIVIDUAL FORECASTS


Sector interest rate forecast – 23.11.09
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Capital Economics interest rate forecast – 18.1.10
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UBS interest rate forecast (for quarter ends) – 30.10.09
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2. SURVEY OF ECONOMIC FORECASTS


HM Treasury December 2009 – summary of forecasts of 23 City and 12 academic analysts for Q4 2009 and 2010. Forecasts for 2010 – 2013 are based on 21 forecasts in the last quarterly forecast – November 2009.
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APPENDIX C - Prudential and Treasury Indicators

		PRUDENTIAL INDICATOR

		2008/09

		2009/10

		2010/11

		2011/12

		2012/13



		(1).  EXTRACT FROM BUDGET AND RENT SETTING REPORT

		£'000

		£'000

		£'000

		£'000

		£'000



		 

		actual

		projected outturn

		estimate

		estimate

		estimate



		Capital Expenditure

		 

		

		 

		

		 



		    Non - HRA

		£1,781

		£5,600

		£2,037

		£1,154

		£362



		    HRA

		£3,577

		£4,458

		£4,475

		£4,792

		£4,986



		    TOTAL

		£5,358

		£10,058

		£6,512

		£5,946

		£5,348



		 

		 

		

		 

		

		 



		Ratio of financing costs to net revenue stream

		 

		

		 

		

		 



		    Non - HRA

		-4.19%

		-1.77%

		-0.02%

		-2.08%

		-3.11%



		    HRA

		-5.54%

		-6.06%

		-4.43%

		-4.80%

		-5.03%



		 

		 

		

		 

		

		 



		Net borrowing requirement

		 

		

		 

		

		 



		    brought forward 1 April

		£4,100

		£3,911

		£7,619

		£11,297

		£14,100



		    carried forward 31 March

		£3,911

		£7,619

		£11,297

		£14,100

		£16,182



		    in year borrowing requirement

		-£189

		£3,708

		£3,678

		£2,803

		£2,082



		 

		 

		

		 

		

		 



		Capital Financing Requirement as at 31 March

		 

		

		 

		

		 



		    Non – HRA

		£669

		£4,642

		£4,417

		£4,192

		£3,968



		    HRA

		£22,435

		£22,915

		£23,395

		£23,875

		£24,355



		    TOTAL

		£23,104

		£27,557

		£27,811

		£28,067

		£28,323



		 

		 

		

		 

		

		 



		Annual change in Cap. Financing Requirement 

		 

		

		 

		

		 



		    Non – HRA

		-£28

		£3,973

		-£226

		-£225

		-£224



		    HRA

		£480

		£480

		£480

		£480

		£480



		    TOTAL

		£452

		£4,453

		£254

		£255

		£256



		 

		 

		

		 

		

		 



		Incremental impact of capital investment decisions 

		£   p

		£   p

		£   p

		£   p

		£   p



		    Increase in Council Tax (band D) per annum

		£4.27

		£0.46

		3.52

		6.52

		5.83



		    Increase in average housing rent per week

		£0.29

		£0.17

		0.05

		0.41

		0.67



		 

		 

		 

		 

		 

		 





		(2).  TREASURY MANAGEMENT PRUDENTIAL INDICATORS

		2008/09

		2009/10

		2010/11

		2011/12

		2012/13



		 

		£'000

		£'000

		£'000

		£'000

		£'000



		 

		actual

		projected outturn

		estimate

		estimate

		estimate



		Authorised Limit for external debt - 

		 

		 

		 

		 

		 



		    borrowing

		£29,600

		£27,900

		£28,400

		£28,800

		£29,300



		    other long term liabilities

		£2,000

		£2,000

		£2,000

		£2,000

		£2,000



		     TOTAL

		£31,600

		£29,900

		£30,400

		£30,800

		£31,300



		 

		 

		 

		 

		 

		 



		Operational Boundary for external debt - 

		 

		 

		 

		 

		 



		     borrowing

		23,142

		22,392

		22,792

		23,242

		23,742



		     other long term liabilities

		0

		0

		0

		0

		0



		     TOTAL

		23,142

		22,392

		22,792

		23,242

		23,742



		 

		 

		 

		 

		 

		 



		Upper limit for fixed interest rate exposure

		 

		 

		 

		 

		 



		     Net principal re fixed rate borrowing / investments

		£5,873

		£7,081

		£9,185

		£11,063

		£13,445



		 

		 

		 

		 

		 

		 



		Upper limit for variable rate exposure

		 

		 

		 

		 

		 



		     Net principal re variable rate borrowing / investments

		£2,288

		£2,243

		£2,242

		£2,302

		£2,349



		 

		 

		 

		 

		 

		 



		Upper limit for total principal sums invested for over 364 days

		£9,000

		£4,000

		£3,500

		£3,000

		£2,500



		     (per maturity date)
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Local Performance Indicators


The Code of Practice on Treasury Management requires the Council to set performance indicators to assess the adequacy of the treasury function over the year.  These are distinct historic indicators, as opposed to the prudential indicators, which are predominantly forward looking. 


The Council has undertaken therefore, to also report on the following local performance indicators, with the results being reported in the Treasury Annual Report for 2010/11:


· Debt – Average rate movement year on year;


· Investments – Internal returns above the 7 day LIBID & 3 month LIBID rates;


· Bank Balances – The average daily un-invested bank balances to be less than £5k.


· Benchmarking (CIPFA) – These will be compared with other Councils through participation in the CIPFA Benchmarking Club for Treasury management


APPENDIX D - Economic Background


1.1. Introduction


· The credit crunch storm of August 2007 eventually fed through to the near collapse of the world banking system in September 2008. This then pushed most of the major economies of the world into a very sharp recession in 2009 accompanied by a dearth of lending from banks anxious to rebuild their weakened balance sheets. Many governments were forced to recapitalise and rescue their major banks and central banks precipitately cut their central bank rates to 0.10 – 1.00% in order to counter the recession; 


· The long awaited start of growth eventually came in quarter 3 2009 in the US and the EU. However, there was disappointment that the UK failed to emerge from recession in quarter 3;

· Inflation has plunged in most major economies and is currently not seen as being a problem for at least the next two years due to the large output gaps and high unemployment putting a lid on wage growth. In many countries there have been widespread pay freezes in 2009 and these are likely to be persistent for some time;

· Deflation could become a threat in some economies if they were to go into a significant double dip recession;

· Asian countries, especially China, are buoying world demand through their own stimulus measures;  


· There still needs to be a radical world rebalancing of excess savings rates by cash rich Asian and oil based economies and excess consumption rates in Western economies if the world financial system is not to avoid a potential rerun of this major financial crisis in years to come;

· Most major economies have resorted to a huge expansion of fiscal stimulus packages in order to encourage a fast exit from recession. This, together with expenditure on direct support provided to ailing banks, has led to a drastic expansion in government debt levels which will take many years to eliminate and to restore the previous health of national finances.

1.2 
Two growth scenarios


· The current big issue is ‘how quickly will the major world economies recover?’ There is a sharp division of opinion on this question as set out below. The knock on effects on forecasts for interest rates can be seen in Appendix B – UBS strong recovery, Capital Economics – weak recovery.


1.2.1 Strong recovery


· This is a normal cyclical recovery which will be strong in the major world economies. The US still has potential to add further fiscal stimulus in 2010 to ensure that strong recovery continues after the current round of stimulus measures end. Growth in the EU is likely to be strong in 2010 and not require such help.  

The UK:


· GDP growth will almost get back to the long term average of about 2.5% in 2011 but is likely to peak in the first half of the year as inventory rebuilding and stimulus measures fade and fiscal contraction kicks in later in the year;

· The economy will rebalance with strong growth in exports and import substitution helped by strong recovery in the EU and the rest of the world; 


· Sterling has depreciated by 25% since the peak in 2007 and is likely to stay weak;

· Consumer spending – only a mediocre recovery is expected due to a steady increase in the savings ratio from +5.6% in 2009 to about 8% in 2011 as consumers pay down debt or build cash balances. Consumer incomes will be held down by wage freezes and increases in taxation;

· House price recovery is expected to persist helped by a low Bank Rate for a prolonged period; the peak to trough fall in house prices is now expected to be no more than 20%. House prices to rise by about 6% in 2010, and 3% in 2011; mortgage approvals will rise back to the level of 75 - 80,000 per month needed to ensure a continuation of a trend of rising house prices;

· CPI inflation to peak @ 2.5% in early 2010 after the rise in VAT in January but then to fall to a trough near 1.5% in early 2011 and to stay below 2% for the rest of 2011;

· The current MPC attitude is one of hang on as long as possible before increasing Bank Rate. The aim of this would be to try to ensure that growth gets going at a decent rate and that Bank Rate gets back to 4 – 5% before the next recession and that all assets purchased through QE have been sold off by then. The first Bank Rate increase is expected in Q3 2009;

· If there is a change of Government in 2010 with a more aggressive fiscal approach then this could delay the timing of Bank Rate starting to go up;

· The fiscal deficit is 6.4% of GDP, about £90bn, which is expected to fall at £11bn p.a. over eight years at currently planned rates. This is similar to the peak deficit of 7% in 1990s which was remedied to a surplus of 1.6% in the space of 6 years helped by strong, steady economic growth of 3% p.a. supported by loose monetary policy that compensated for the fiscal squeeze;

· Gilt yields, especially longer term ones, are currently artificially low due to the Bank of England’s Quantitative Easing operations. £200bn of gilts, commercial bonds and paper are being purchased under this scheme which has inflated prices and depressed yields. Once this campaign ends, yields will inevitably rise but will also rise due to the huge level of issuance of new gilts to finance the fiscal deficit. Long gilt yields are therefore forecast to reach 6% during 2011;

· Gilt yields could rise higher if there was a hung Parliament in 2010 or if the fiscal situation deteriorates further;

· The major risk to this scenario would be a lack of supply of bank credit. However, it is felt that the Bank of England is on alert to ensure that this does not happen and would continue various measures to assist the expansion of credit.

1.2.2 Weak recovery


· The current economic cycle is not a normal business cycle but a balance sheet driven cycle. Over borrowed banks, corporates and consumers are focused on shrinking their levels of borrowing to more viable and affordable levels and this balance sheet adjustment will take several years to be effected.  Repayment of debt will therefore act as a major head wind to the required increase in demand in the economy. Consequently there will only be weak economic recovery over the next few years after the initial sharp inventory rebuilding rebound fades. GDP growth is forecast to reach only +1.5% in 2011;

· Fiscal contraction will further dampen economic recovery driven by a strong political agenda to accelerate cuts in expenditure and increases in taxation after the general election in 2010;

· The consumer savings ratio will rise so as to eliminate over borrowing and to insure against people losing their jobs during this downturn. This will depress consumer expenditure, the main driver of the UK economy;

· Growth will also be hampered by a reduced supply of credit from weakened banks compounded by weak demand for credit;

· The eventual reversal of Quantitative Easing will take cash out of the economy and reduce demand in the economy;

· Unemployment is likely to rise to near to 3m in 2010 and take years to subside due to weak growth. High unemployment will reduce tax income and increase expenditure on benefits and the costs of local authority services;

· Inflation will not be a threat for several years as the current 6% output gap will take until 2014 to be eliminated;

· However, deflation is a major danger for some years: the major falls in manufacturing prices over the last 12 -18 months have still to feed through to the economy and then to impact wage deflation;

· CPI inflation will blip up over 2% in early 2010 but will then be on a strong downward trend to about -1% in 2011;

· There is no need for the MPC to change Bank Rate from 0.5% in 2010 or 2011 and possibly for 5 years as they will need to counter the fiscal contraction which will dampen demand in the economy;

· Long PWLB rates will FALL from current levels to near 4% in 2010 due to weak economic recovery and minimal inflation so that the real rate of return (net of inflation) on long gilts is healthy at these low levels. 


1.2.3 Sector view


· Sector recognises that at the current time it is difficult to have confidence as to exactly how strong the UK economic recovery will prove to be.  Both the above scenarios are founded on major assumptions and research which could or could not turn out to be correct;

· Sector has adopted a more moderate view between these two scenarios outlined above i.e. a moderate return to growth;

· We do, however, feel that the risks that long term gilt yields and PWLB rates will rise markedly are high;

· There are huge uncertainties in all forecasts due to the major difficulties of forecasting the following areas: -


· degree of speed and severity of fiscal contraction after the general election


· timing and amounts of the reversal of Quantitative Easing, 


· speed of recovery of banks’ profitability and balance sheet imbalances


· changes in the consumer savings ratio


· rebalancing of the UK economy towards exporting and substituting imports; 


· The overall balance of risks is weighted to the downside i.e. the pace of economic growth disappoints and Bank Rate increases are delayed and  / or lower;

· There is an identifiable risk of a double dip recession and deleveraging creating a downward spiral of falling demand, falling jobs and falling prices and wages leading to deflation but this is considered to be a small risk and an extreme view at the current time on the basis of current evidence.

APPENDIX E - Specified and Non-Specified Investments


SPECIFIED INVESTMENTS: 


These investments are sterling investments of not more than one-year maturity, or those which could be for a longer period but where the Council has the right to be repaid within 12 months if it wishes. These are low risk assets where the possibility of loss of principal or investment income is small. These would include investments with:


1. The UK Government (such as the Debt Management Office, UK Treasury Bills or a Gilt with less than one year to maturity).


2. Supranational bonds of less than one year’s duration.


3. A Local Authority, Parish Council or Community Council.


4. Pooled investment vehicles (such as Money Market Funds (MMF’s)) that have been awarded a high credit rating by a credit rating agency.


5. A body that has been awarded a high credit rating by a credit rating agency (such as a bank or building society). 

6. A body which has been provided with a government issued guarantee for wholesale deposits within specific timeframes. Where these guarantees are in place and the government has an AAA sovereign long term rating these institutions will be included within the Council’s criteria temporarily until such time as the ratings improve or the guarantees are withdrawn. Monies will only be deposited within the timeframe of the guarantee.


For category 4 this covers pooled investment vehicles (such as MMF’s) rated AAA by Standard and Poor’s, Moody’s or Fitch rating agencies.


For category 5 this covers bodies with a minimum Short Term rating of F1, Individual Rating of C and Support rating of 3 (or the equivalent) as rated by Standard and Poor’s, Moody’s or Fitch rating agencies. Within these bodies, and in accordance with the Code, the Council has set additional criteria to limit the time for a category 5 deposit to 364 days and a monetary limit of £4m per body.

NON-SPECIFIED INVESTMENTS: 

Non-specified investments are any other type of investment (i.e. not defined as Specified above). The identification and rationale supporting the selection of these other investments and the maximum limits to be applied are set out below. Non specified investments would include any sterling investments with:

		All Non Specified Investment Categories

		Comment



		1

		Supranational Bonds greater than 1 year to maturity


· Multilateral development bank bonds – These are bonds defined as an international financial institution having as one of its objects economic development, either generally or in any region of the world (e.g. European Investment Bank etc.).  


· A financial institution that is guaranteed by the United Kingdom Government (e.g. The Guaranteed Export Finance Company {GEFCO})


The security of interest and principal on maturity is on a par with the Government and so very secure, and these bonds usually provide returns above equivalent gilt edged securities. However the value of the bond may rise or fall before maturity and losses may accrue if the bond is sold before maturity.  

		Would not use due to size of investment portfolio limiting benefit to authority.



		2

		Gilt edged securities with a maturity of greater than one year. These are Government bonds and so provide the highest security of interest and the repayment of principal on maturity. Similar to category (1) above, the value of the bond may rise or fall before maturity and losses may accrue if the bond is sold before maturity.

		



		3

		A body which has been nationalised/part nationalised by high credit rated (sovereign rating AAA) countries and provided with a Government issued guarantee for wholesale deposits within specific timeframes. Where these guarantees are in place and the government has an AAA sovereign long term rating these institutions will be included within the Council’s criteria temporarily until such time as the ratings improve or the guarantees are withdrawn. Monies will only be deposited within the timeframe of the guarantee.

		



		4

		A body which is an Eligible Institution for the HM Treasury Credit Guarantee Scheme initially announced on 13th October 2008(1). The Credit Guarantee Scheme forms part of the Governments measures to ensure the stability of the financial system and protect ordinary savers, depositors, businesses and borrowers, by; a) providing sufficient liquidity in the short term, b) make available new capital to UK banks and Building Societies to strengthen their resources c) ensure the banking system has the funds necessary to maintain lending in the medium term.

		



		5

		Government guarantee on ALL deposits by high credit rated (AAA sovereign rating) countries (2).

		



		6

		The Council’s Own Banker if it fails to meet the basic credit criteria. In this instance balances will be minimised as far as possible. 

		



		7

		Any Bank or Building society that has a minimum long term credit rating of A- or above, or equivalent, for deposits with a maturity of greater than one year (including forward deals in excess of one year from inception to repayment).

		



		8

		Share capital or loan capital in a body corporate – The use of these instruments will be deemed to be capital expenditure, and as such will be an application (spending) of capital resources.  Revenue resources will not be invested in corporate bodies.

		Unlikely to use due to size of portfolio and high risk associated.  Also requires additional approval as deemed as capital expenditure.





Within categories 3, 4, 5 and 6, and in accordance with the Code, the Council has developed additional criteria to set the overall amount of monies which will be invested in these bodies. All investments will be made in sterling to eliminate exchange rate risk. 


This criteria is detailed in the table below.

		 

		Limits



		A) Bank or Building Society with a Long Term Credit Rating of AAA, an Individual Rating of B/C and a Support rating of 3 (or equivalent)

		5 yrs

		£4m



		B) Bank or Building Society with a minimum Long Term Credit Rating of AA-, an Individual Rating of B/C and a Support rating of 3 (or equivalent)

		4 yrs

		£4m



		C) Bank with a minimum Long Term Credit Rating of A-, an Individual Rating of B/C and a Support rating of 3 (or equivalent)

		3 yrs

		£4m



		D) Banks Nationalised or Part nationalised by high credit rated (sovereign rating AAA) countries (a)

		Specified in Guarantee

		£4m



		E) An Eligible Institution eligible under the HM Treasury Credit Guarantee Scheme (C)

		Specified in Guarantee

		£4m



		F) Government guarantee on ALL deposits by high credit rated (AAA sovereign rating) countries (b).

		Specified in Guarantee

		£4m



		G) The Councils own Banker - if it fails to meet basic criteria

		Overnight

		£2m



		H) Building Society with a minimum Long Term Credit Rating of A- an Individual Rating of B/C and a Support rating of 3 (or equivalent /if applicable) AND assets > £4bn

		3 yrs

		£4m



		I) Building Society with a Long Term Credit Rating of A- an Individual Rating of B/C and a Support rating of 3 (or equivalent/if applicable) AND assets < £4bn but > £1bn

		2 yrs

		£4m



		J) Group Limits - Maximum investments in Institutions within the same financial group 

		As above for individual investment

		£6m



		K) Territory Limits - Maximum investments in Institutions within the same Country (Approx 15% of investment programme) Non- UK

		As above for individual investment

		£2m



		L)  Territory Limits - Maximum investments in Institutions within the same Continent (Approx 30% of investment programme) Non UK 

		As above for individual investment

		£4m





(a) Nationalised/Part Nationalised Banks in the UK have credit ratings which do not conform to the credit criteria usually used by local authorities to identify banks which are of high creditworthiness. In particular, as they no longer are separate institutions in their own right, it is impossible for Fitch to assign them an individual rating for their stand alone financial strength. Accordingly, Fitch have assigned an F rating which means that at a historical point of time, this bank failed and is now owned by the Government.  However, these institutions are now recipients of an F1+ short term rating as they effectively take on the creditworthiness of the Government itself i.e. deposits made with them are effectively being made to the Government. They also have a support rating of 1; in other words, on both counts, they have the highest ratings possible.


(b) Blanket (explicit) guarantees on all deposits. Some countries have supported their banking system by giving a blanket guarantee on ALL deposits e.g. Ireland and Singapore. Authorities may view that the sovereign rating of that country then takes precedence over the individual credit ratings for the banks covered by that guarantee.  

(c) UK banking system support package (implicit guarantee). Please note that the UK Government has NOT given a blanket guarantee on all deposits but has underlined its determination to ensure the security of the UK banking system by supporting eight named banks with a £500bn support package. The Council will need to decide if we wish to authorise lending to those named banks on the basis of that implicit guarantee on local authority deposits placed with these eight banks or to rely on the credit ratings of the individual banks.  

Banks eligible for support under the UK bail-out package: - 


· Abbey





· Barclays


· HBOS


· Lloyds TSB



· HSBC



· Nationwide Building Society


· RBS


· Standard Chartered

(d) Other countries. The US, countries within the EU and Switzerland (and other countries) are currently providing major support packages to their banking systems.

APPENDIX F - Approved Countries for Investments


AAA


· Canada


· Denmark


· Finland


· France


· Germany


· Luxembourg


· Netherlands


· Norway


· Singapore


· Spain


· Sweden


· Switzerland


· U.K.*


· U.S.A.


* At its meeting of the 15th September 2009, full Council approved a recommendation that;


‘authorises the use of institutions currently supported by the UK Government should its Sovereign rating be downgraded below the current requirement for a ‘AAA’ rating by all three rating agencies’


 and this continues to form part of the strategy in 2010/11.


APPENDIX G - Central Bank Meeting Dates and Rates


Key treasury management dates during the year are:


· MPC quarterly Inflation Report meetings in February, May, August and November


· Pre-Budget Report which outlines the key fiscal plans – usually in early December


· Budget – usually in March / April which gives the detailed fiscal plans for the immediate future 
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APPENDIX H - Treasury Management Policy Statement


1. This Council defines its treasury management activities as:


 “The management of the 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”.

2. This organisation regards the successful identification, monitoring and control of risk to be the prime criteria by which the effectiveness of its treasury management activities will be measured. Accordingly, the analysis and reporting of treasury management activities will focus on their risk implications for the organisation. 


3. This organisation acknowledges that effective treasury management will provide support towards the achievement of its business and service objectives. It is therefore committed to the principles of achieving value for money in treasury management, and to employing suitable comprehensive performance measurement techniques, within the context of effective risk management.”


APPENDIX I - Adoption of the revised CIPFA Treasury Management Code of Practice 2009


INTRODUCTION


The CIPFA Code of Practice on Treasury Management in Local Authorities was last updated in 2001 and has been revised in 2009 in the light of the default by Icelandic banks in 2008. The revised Code requires that a report be submitted to full Council, setting out four amended clauses which should be formally passed in order to approve adoption of the new version of the Code of Practice and Cross-Sectoral Guidance Notes.  


The revised Code also includes an amended version of the treasury management policy statement (TMPS) incorporating just three clauses and a revised definition of treasury management activities. The Code does not require this statement to be approved by the Council, board or other appropriate body.


The revised Code has also set out various requirements which have been summarised in paragraph 1 of the latest Treasury Management Strategy Statement.


RESOLUTIONS


CIPFA recommends that all public service organisations adopt, as part of their standing orders, financial regulations, or other formal policy documents appropriate to their circumstances, the following four clauses.


1. This organisation will create and maintain, as the cornerstones for effective treasury management:


· a treasury management policy statement, stating the policies, objectives and approach to risk management of its treasury management activities


· suitable treasury management practices (TMPs), setting out the manner in which the organisation will seek to achieve those policies and objectives, and prescribing how it will manage and control those activities.


The content of the policy statement and TMPs will follow the recommendations contained in Sections 6 and 7 of the Code, subject only to amendment where necessary to reflect the particular circumstances of this organisation. Such amendments will not result in the organisation materially deviating from the Code’s key principles.


2. This organisation (i.e. full Council) will receive reports on its treasury management policies, practices and activities, including, as a minimum, an annual strategy and plan in advance of the year, a mid-year review and an annual report after its close, in the form prescribed in its TMPs.


3. This organisation delegates responsibility for the implementation and regular monitoring of its treasury management policies and practices to full Council and for the execution and administration of treasury management decisions to the Corporate Director Resources, who will act in accordance with the organisation’s policy statement and TMPs and, if he/she is a CIPFA member, CIPFA’s Standard of Professional Practice on Treasury Management.


4. This organisation nominates Audit and Governance Committee to be responsible for ensuring effective scrutiny of the treasury management strategy and policies.


APPENDIX J Constitution - Treasury Management Reporting Arrangements in accordance with the requirements of the revised Code.

(i) Full Council


· receiving and reviewing reports on treasury management policies, practices and activities


· approval of annual strategy.


(ii) Full Council


· approval of/amendments to the organisation’s adopted clauses, treasury management policy statement and treasury management practices


· budget consideration and approval


· approval of the division of responsibilities


· receiving and reviewing half yearly monitoring reports and acting on recommendations


(iii) Cabinet

· receiving and reviewing treasury management policy statement and treasury management practices and making recommendations to the full Council.


· receiving and reviewing regular monitoring reports and making recommendations to the full Council.


· approving the selection of external service providers and agreeing terms of appointment.


(iv) Audit and Governance Committee


· reviewing the treasury management policy and procedures and making recommendations to the Cabinet.


· receiving and reviewing regular monitoring (quarterly/half yearly) and making recommendations to the Cabinet.


APPENDIX K The Scheme of Delegation -Treasury Management role of the Section 151 Officer


The Section 151(responsible) Officer


· recommending clauses, treasury management policy/practices for approval, reviewing the same regularly, and monitoring compliance.


· submitting regular treasury management policy reports.


· submitting budgets and budget variations.


· receiving and reviewing management information reports.


· reviewing the performance of the treasury management function.


· ensuring the adequacy of treasury management resources and skills, and the effective division of responsibilities within the treasury management function.


· ensuring the adequacy of internal audit, and liaising with external audit.


· recommending the appointment of external service providers. 


APPENDIX L - Summary of the Treasury Management Practices 2010/11

TMP1 : RISK MANAGEMENT

General Statement


The Section 151 Officer will design, implement and monitor all arrangements for the identification, management and control of Treasury Management risk; will report at least annually on the adequacy / suitability of the arrangements and will report, as a matter of urgency, the circumstances of any actual or likely difficulty in achieving the Council’s objectives.  The reports will be in accordance with the procedures contained in TMP6.


Liquidity Risk Management


The Council will ensure that it has adequate though not excessive cash, resources, borrowing arrangements, overdraft or standby facilities to enable it to have, at all times, sufficient funds for the achievement of its service objectives.  It will only borrow in advance of need where there is a clear business case for doing so and will only do so for the current capital programme or to finance future debt maturities.

Interest Rate Management


The Council will manage its exposure to fluctuations in interest rates with a view to containing its interest costs, or securing its interest revenues, in accordance with the amounts provided in its budgets as specified in TMP6.  It will achieve this by the prudent use of its approved financing and investment instruments, methods and techniques, primarily to create stability and certainty of costs and revenues, but at the same time retaining a sufficient degree of flexibility to take advantage of unexpected, potentially advantageous changes in the level or structure of interest rates.  This should be the subject to the consideration and, if required, approval of any policy or budgetary implications.

Exchange Rate Risk Management


Council will manage its exposure to fluctuations in exchange rates so as to minimise any detrimental impact on its budgeted income / expenditure levels.


Credit and Counterparty Risk Management


The Council regards a prime objective of its Treasury Management activities to be the security of the principal sums it invests.  It will, therefore, ensure that its counterparty lists and limits reflect a prudent attitude towards organisations with which funds are deposited, and will limit its investment activities to the instruments, methods and techniques referred to in TMP4. It also recognises the need to have, and will therefore maintain, a formal counterparty policy in respect of those organisations from which it may borrow, or with whom it may enter into other financing arrangements.

Refinancing Risk Management


The Council will ensure that its borrowing, private financing and partnership arrangements are negotiated, structured and documented, and the maturity profile of the monies so raised are managed, with a view to obtaining offer terms for renewal or refinancing, if required, which are competitive and as favourable as can reasonably be achieved in the light of market conditions prevailing at the time.


It will actively manage its relationships with its counterparties in these transactions in such a manner as to secure this objective, and avoid over-reliance on any one source of funding if this might jeopardise achievement of the above.


Legal and Regulatory Risk Management


The Council will ensure that all its Treasury Management activities comply with its statutory powers and regulatory requirements. It will demonstrate such compliance, if required, to all parties with whom it deals. In framing its counterparty policy, it will ensure that there is evidence of counterparties’ powers, authority and compliance in respect of the transactions they may effect with the Council, particularly with regard to duty of care and fees charged.


The Council recognises that future legislative or regulatory changes may impact on its Treasury Management activities and, so far as it is reasonably able to do so, will seek to minimise the risk of these impacting adversely on the Council.


Fraud, Error and Corruption, and Contingency Management

The Council will ensure that it has identified the circumstances which may expose it to the risk of loss through fraud, error, corruption or other eventualities in its Treasury Management dealings. Accordingly, it will employ suitable systems and procedures, and will maintain effective contingency management arrangements, to these ends.


Market Risk Management


The Council will seek to ensure that its stated Treasury Management policies and objectives will not be compromised by adverse market fluctuations in the value of the principal sums it invests and will accordingly seek to protect itself from the effects of such fluctuations.

TMP2 : BEST VALUE AND PERFORMANCE MEASUREMENT

The Borough Council is committed to the pursuit of best value in its Treasury Management activities, and to the use of performance methodology in support of that aim, within the framework set out in the Treasury Management Policy Statement.

The Treasury Management function will be the subject of ongoing analysis of the value it adds in support of the Council’s stated service objectives. It will be the subject of regular examination of alternative methods of service delivery, of the availability of fiscal, grant or subsidy incentives, and the scope for other potential improvements. The performance of the treasury management function will be measured using the criteria set out in the schedule to this document.

TMP3 : DECISION-MAKING AND ANALYSIS


The Council will maintain full records of its Treasury Management decisions, and of the processes and practices applied in reaching those decisions, both for the purposes of learning from the past, and for demonstrating that reasonable steps were taken to ensure that all issues relevant to those decisions were taken into account at the time.  The issues to be addressed and processes and practices to be pursued in reaching decisions are detailed in the schedule to this document.

TMP4 : APPROVED INSTRUMENTS, METHODS AND TECHNIQUES


The Council will undertake its Treasury Management activities by employing only those instruments, methods and techniques detailed in the schedule to this document, and within the limits and parameters defined in TMP1.


TMP5 : ORGANISATION, CLARITY AND SEGREGATION OF RESPONSIBILITIES, AND DEALING ARRANGEMENTS


The Council considers it essential, for the purposes of the effective control and monitoring of its Treasury Management activities, for the reduction of risk of fraud or error, and for the pursuit of optimum performance, that these activities are structured and managed in a fully integrated manner, and that there is at all times a clarity of Treasury Management responsibilities.

The principle, on which this will be based is the clear distinction between those charged with setting Treasury Management policies and those charged with implementing and controlling these policies, particularly with regard to the execution and transmission of funds, the recording and administering of Treasury Management decisions and the audit and review of the Treasury Management function.

Any proposed departure from these principles will be reported by the Section 151 Officer in accordance with TMP6.

The Section 151 Officer will ensure that there are clear written statements of the responsibilities for each post engaged in Treasury Management, and the arrangements for absence cover.  He will also ensure that at all times those engaged in treasury management will follow the policies and procedures set out. The present arrangements are detailed in the schedule to this document.


The Section 151 Officer will ensure that there is proper documentation for all deals and transactions, and that procedures exist for the effective transmission of funds. The present arrangements are detailed in the schedule to this document.


The delegations to the Section 151 Officer in respect of treasury management are set out in the schedule to this document. He will fulfill all such responsibilities in accordance with the Council’s policy statement and TMPs and, if a CIPFA member, the Standard of Professional Practice on Treasury Management.


TMP6 : REPORTING REQUIREMENTS AND MANAGEMENT INFORMATION ARRANGEMENTS


The Council will ensure that regular reports are prepared and considered on the implementation of its Treasury Management policies; on the implications of changes, particularly budgetary, resulting from regulatory, economic, market or other factors affecting its Treasury Management activities; and on the performance of the Treasury Management function.


As a minimum Cabinet and Council will receive:


· An annual report on the planned strategy to be pursued in the coming year and the reporting of Prudential Indicators.


· A mid-year review

· An annual report on the performance of the Treasury Management function including the performance against the Prudential Indicators, the effects of the decisions taken and the transactions executed in the past year and on any circumstances of non-compliance with the Council’s Treasury Management policy statement and TMP’s.

Cabinet and Council will receive regular monitoring reports on treasury management activities and risks.


The Audit and Governance Committee will have responsibility for the scrutiny of treasury management policies and practices.


The treasury management indicators will be considered together with the treasury management indicators in the Prudential Code as part of the budget approval process.


The present arrangements and the form of these reports are detailed in the schedule to this document.


TMP7 : BUDGETING, ACCOUNTING AND AUDIT ARRANGEMENTS


The Section 151 Officer will prepare and Council will approve and, if necessary, from time to time will amend, an annual budget for Treasury Management, which will bring together all of the costs involved in running the Treasury Management function together with associated income.  The matters to be included will at minimum be those required by statute or regulation, together, with such information as will demonstrate compliance with TMP1, TMP2 and TMP4.

The Section 151 Officer will exercise effective controls over this budget and report upon and recommend any changes required in accordance with TMP6.


The Council will account for its Treasury Management activities, for decisions made and transactions executed in accordance with appropriate accounting practices and standards, and with statutory and regulatory requirements in force for the time being.

TMP8 : CASH AND CASH FLOW MANAGEMENT


Unless statutory or regulatory requirements demand otherwise, all monies in the hands of the Council will be under the control of the Section 151 Officer and will be aggregated for cash flow and investment management purposes. Cash flow projections will be prepared on a regular and timely basis and the Section 151 Officer will ensure that these are adequate for the purpose of monitoring compliance with TMP1.  The present arrangements for preparing cash flow projections, and their form, are set out in the schedule to this document.

TMP9 : MONEY LAUNDERING


The Council is alert to the possibility that it may become the subject of an attempt to involve it in a transaction involving the laundering of money. The Council will, therefore, maintain procedures for verifying and recording the identity of counterparties and reporting suspicions, and will ensure that all staff involved are properly trained. The present arrangements, including the name of the officer to whom reports should be made, are detailed in the schedule to this document.

TMP10 : STAFF TRAINING AND QUALIFICATIONS


The Council recognises the importance of ensuring that all staff involved in the Treasury Management function are fully equipped to undertake the duties and responsibilities allocated to them. It will seek to appoint individuals, who are both capable and experienced and will provide training for staff to enable them to acquire and maintain an appropriate level of expertise, knowledge and skills. The Section 151 Officer will recommend and implement the necessary arrangements.

The section 151 Officer will ensure that Council members tasked with treasury management responsibilities, including those responsible for scrutiny, have access to training relevant to their needs and those responsibilities


Those charged with governance recognise their individual responsibility to ensure that they have the necessary skills to complete their role effectively.


The present arrangements are detailed in the schedule to this document.

TMP11 : USE OF EXTERNAL SERVICE PROVIDERS


The Council recognises that responsibility for the treasury management decisions remains with the Council at all times. It recognises that there may be potential value in employing external providers of Treasury Management services, in order to acquire access to specialist skills and resources. When it employs such service providers, it will ensure it does so for reasons, which will have been submitted to a full evaluation of the costs and benefits. Terms of appointment will be properly agreed, documented and subject to regular review. And it will ensure, where feasible and necessary, that a spread of service providers is used, to avoid over reliance on one or a small number of companies.  Where services are subject to formal tender or re-tender arrangements, legislative requirements will always be observed.  The monitoring of such arrangements rests with the Section 151 Officer, and details of the current arrangements are set out in the schedule to this document.  

TMP12 : CORPORATE GOVERNANCE


The Council is committed to the pursuit of proper corporate governance throughout its services, and to establishing the principles and practices by which this can be achieved. Accordingly the Treasury Management function and its activities will be undertaken with openness, transparency, honesty, integrity and accountability.

The Council has adopted and implemented the key recommendations of the Code.  This, together with the other arrangements detailed in the schedule to this document are considered vital to the achievement of proper governance in Treasury Management, and the Section 151 Officer will monitor and, if and when necessary, report upon the effectiveness of these arrangements. 


APPENDIX M - Treasury Management Glossary of Terms


		Bank Rate 

		The Official Bank rate paid on commercial bank reserves i.e. reserves placed by commercial banks with the Bank of England as part of the Bank’s operations to reduce volatility in short term interest rates in the money markets. 



		Base Rate 

		Minimum lending rate of a bank or financial institution in the UK. 



		Capital Financing Requirement

		The Council’s underlying need for borrowing for a capital purpose



		Counterparty 

		The organisations responsible for repaying the Council’s investment upon maturity and for making interest payments. 



		Credit Default Swap (CDS)

		A specific kind of counterparty agreement which allows the transfer of third party credit risk from one party to the other. One party in the swap is a lender and faces credit risk from a third party, and the counterparty in the credit default swap agrees to insure this risk in exchange of regular periodic payments (essentially an insurance premium). If the third party defaults, the party providing insurance will have to purchase from the insured party the defaulted asset. In turn, the insurer pays the insured the remaining interest on the debt, as well as the principal.



		Credit Rating 

		This is a scoring system that lenders issue people with to determine how credit worthy they are. 



		Gilts 

		These are issued by the UK Government in order to finance public expenditure. Gilts are generally issued for a set period and pay a fixed rate of interest for the period. 



		iTraxx

		This is an index published by Markit who are a leading company in CDS pricing and valuation. The index is based on an equal weighting of the CDS spread of 25 European financial companies. 


Clients can use the iTraxx to see where an institutions CDS spread is relative to that of the market and judge its creditworthiness in that manner, as well as looking at the credit ratings.



		Liquidity

		An asset is perfectly liquid if one can trade immediately, at a price not worse than the uninformed expected value, the quantity one desires.



		Long term 

		A period of one year or more. 



		Maturity 

		The date when an investment is repaid or the period covered by a fixed term investment. 



		Minimum Revenue Provision

		Capital expenditure is generally expenditure on assets which have a life expectancy of more than one year e.g. buildings, vehicles, machinery etc. It would be impractical to charge the entirety of such expenditure to revenue in the year in which it was incurred therefore such expenditure is spread over several years in order to try to match the years over which such assets benefit the local community through their useful life. The manner of spreading these costs is through an annual Minimum Revenue Provision



		Monetary Policy Committee (MPC) 

		This is a body set up by the Government in 1997 to set the repo rate (commonly referred to as being base rate). Their primary target (as set by the Government) is to keep inflation at or around a 2%.



		Security

		An investment instrument, issued by a corporation, government, or other organization which offers evidence of debt or equity.



		Short Term

		A period of 364 days or less



		Treasury Management

		To plan, organise and control cash and borrowings so as to optimise interest and currency flows, and minimise the cost of funds. 



		Working Capital

		Cash and other liquid assets needed to finance the everyday running of a business such as the payment of salaries and purchases.



		Yield

		The annual rate of return on an investment, expressed as a percentage.
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