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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 2009/10 – 2011/12 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 CIPFA Prudential Code for Capital Finance in Local Authorities (Appendix B);
· 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 (Appendix B);
· Setting the Treasury Management Strategy in accordance with the CIPFA Code of Practice on Treasury Management (Appendix C);

· Setting the Investment Strategy (in accordance with the Department for Communities and Local Government (DCLG) investment guidance) (Appendix C). 

The main issues for Members to note are:
· In light of the current economic situation/issues with the banking sector, it has been appropriate for the Council to undertake a detailed review of its Treasury function in order to enhance the internal control process, detailed measures implemented as a result of the current situation are detailed at Appendix D, but overriding principles adopted include;

1. an additional level of control/risk mitigation in order to deal with investment issues in these uncertain times, including a review of all investments to assess their associated exposure/risk;

2. additional controls and processes have been put in place to reduce exposure to further defaults;

3. rather than implementing a very restrictive investment criteria in the Treasury Management Strategy, Members are asked to consider providing sufficient flexibility for officers to react to market conditions in light of the future possible changes in these extraordinary circumstances. This would allow officers to take advantage of any opportunities as they become available, within the further restricted counter party criteria outlined in Appendix C.
· The strategy responds to the implications of the economic downturn and banking crisis with regard to:
a) A fundamental review of counterparty list – only highly rated Banks & Building Societies are included;

b) The strategy is focussed on three priority areas:
· Security;

· Liquidity;

· Yield;

c) Investments will be reviewed in relation to global exposure.

· An investment panel is in place to consider daily operational investment decisions chaired by the Corporate Director Resources.


· A robust review of the treasury portfolio:

a) Quarterly review;
b) Details of Investments are published on the Website
c) Proactive monitoring / rating watch notifications (including downgradings) and review of investment options and exposure for appropriate exit strategies (as circumstances dictate).
· Strategy specifically focussed at setting appropriate Governance Standards and performance measures including the flexibility to react to these uncertain times.


· Regular reporting to Members re: investment exposure & performance.


· Making appropriate investment decisions based on market intelligence in addition to credit rating agency information.


· Review of guarantees and their underlying strengths.


· Ongoing review and a detailed risk assessment and review of operating procedures.

· The Debt Strategy is to maintain external borrowing in line with the Capital Finance Requirement. This is a continuation of the current strategy.

· The maximum investments deposited for periods in excess of 364 days is proposed to be decreased to £4m for 2009/10 (£9m in 2008/09). This limit has reduced by £5m and reduces each year thereafter to reflect the use of balances and ensures that there are sufficient cash flow resources available to meet the Council’s expenditure plans without the need for temporary borrowing. This takes into account the situation and excludes investments ‘at risk’ in Icelandic banking institutions.
· Full Council are required to approve in advance of each year a Minimum Revenue Provision (MRP) Statement. Members are asked to re-approve the policy shown in Appendix B (originally approved this time last year) based on current Regulations. 

· Investment Strategy - Lowest Common Denominator (LCD) – In 2008/09 the Council adopted a Lowest Common Denominator approach to the counterparty selection / limit application process. The basis for this approach is twofold:
1. Moody’s Credit Rating Agency adopted a Joint Default Analysis approach to assigning counterparty ratings in 2007. The result was to raise the long term rating of a substantial number of financial institutions. These changes meant that the correlation between ratings from the three major rating agencies became more varied. 
2. Financial turmoil occurring in the second half of 2008 has reinforced the need for the Council to ensure it has adopted a security-biased approach to its investment strategy. This approach tallies with the fundamentals of local authority investing - Security first, Liquidity second and Yield, although important, third. The LCD methodology will ensure that counterparties will have to be well rated by all three rating agencies (where rated), rather than just by one or two.

Implications of the Report

Due to the exceptional turn of events both nationally and internationally in the financial markets, it is currently very difficult to predict the effect on the performance or delivery of the Council’s Treasury function, though through the production of these prudential indicators (summarised at Appendix A) it will be a managed risk. The Council will also engage the support of the Council’s Treasury Management advisers, to assist in the management of its debt and investments over the year. In light of the above, the additional risk is assessed as high, with residual risk (after taking into account the mitigating actions contained within this report) assessed as medium to low.

Recommendations

That Council approve the:

1. Prudential Indicators and Limits for 2009/10 to 2011/12 contained within Appendix B (and summarised in Appendix A) of the report; 
2. Minimum Revenue Provision (MRP) Statement contained within Appendix B which sets out the Councils policy on MRP;
3. Treasury Management Strategy 2009/10, and the Treasury Prudential Indicators contained within Appendix C;
4. Authorised Limit Prudential Indicator;
5. Investment Strategy 2009/10 contained in the Treasury Management Strategy (Appendix C), and the detailed criteria included in Annex C1;  
	Background Papers:-
	Local Government Act 2003

	
	CIPFA Code of Practice on Treasury Management in Public Services

	
	Annual Treasury Report 2007/08

	
	Budget & Medium Term Financial Strategy 2009/10

	
	CLG Housing Determinations and Local Government Finance Settlement 2009/10


A Glossary of terms utilised within the report can be found at Appendix E.
Appendix A
Summary of Main Prudential Indicators.
	Table Ref & Page No’
	Indicator
	2008/09
	2009/10
	2010/11
	2011/12

	
	
	Revised
	Estimated
	Estimated
	Estimated

	Table 1 Page 6
	Total Capital Expenditure (fund detail incl’ financing can be seen in table 9)
	£5.91m
	£5.97m
	£5.27m
	£4.82m

	Table 2 Page 7
	Closing capital financing requirement
	£23.10m
	£23.56m
	£24.01m
	£24.47m

	Table 5 Page 9
	Authorised limit for external debt
	£31.60m
	£31.60m
	£31.70m
	£32.10m

	
	Operational boundary for external debt
	£23.14m
	£23.59m
	£24.04m
	£24.49m

	Table 6
	Ratio of financing costs to net revenue stream – General Fund
	-3.0%
	-2.7%
	-2.4%
	-3.1%

	Page 9
	Ratio of financing costs to net revenue stream – HRA
	-5.9%
	-4.7%
	-4.6%
	-4.1%

	Table 7 Page 10
	Incremental impact of capital investment decisions on the Band D Council Tax
	na
	£0.46
	£4.04
	£4.77

	Table 8 Page10
	Incremental impact of capital investment decisions on weekly housing rent
	na
	£0.17
	£0.44
	£0.49


	Table Ref & Page No’
	Indicator
	2009/10
	2010/11
	2011/12

	Table 17 Pages 19/20
	Upper limits on fixed interest rates
	£8.65m
	£10.63m
	£10.60m

	
	(net debt)
	
	
	

	
	Upper limits on variable interest rates (net debt)
	£2.36m
	£2.36m
	£2.43m

	
	Maturity Structure of fixed interest rate borrowing:
	
	

	
	 
	Lower
	Upper
	Lower
	Upper
	Lower
	Upper

	
	 Under 12 months
	0%
	20%
	0%
	20%
	0%
	20%

	
	12 months to 2 years
	0%
	20%
	0%
	20%
	0%
	20%

	
	 2 years to 5 years
	0%
	25%
	0%
	25%
	0%
	25%

	
	 5 years to 10 years
	0%
	75%
	0%
	75%
	0%
	75%

	
	10 years and above
	0%
	100%
	0%
	100%
	0%
	100%

	
	Maximum principal sums invested
	£4m
	£3.5m
	£3m

	
	> 364 days at 31st March.*
	
	
	


* Excludes investments ‘at risk’ in Icelandic banking institutions.

Appendix B

Prudential Indicators

Introduction

The Local Government Act 2003 requires the Council to adopt the CIPFA Prudential Code and produce prudential indicators. This report revises the indicators for 2008/09, 2009/10 and 2010/11, and introduces new indicators for 2011/12. Each indicator either summarises the expected activity or introduces limits upon the activity, and reflects the outcome of the Council’s underlying capital appraisal systems.

Within this overall prudential framework there is a clear impact on the Council’s Treasury Management activity, either through borrowing or investment activity.  As a consequence the Treasury Management Strategy for 2009/10 is included as Appendix C to complement the indicators. This report also includes the prudential indicators relating to the Treasury activity.
The Capital Expenditure Plans

The first of the prudential indicators relates to the Council’s capital expenditure plans summarised below. A certain level of capital expenditure is grant supported by the Government; any decisions by the Council to spend above this level will be considered unsupported capital expenditure. This needs to be affordable, sustainable and prudent.  The revenue consequences of unsupported expenditure will need to be paid for from the Council’s own resources. A more detailed analysis from which the figures in this report are drawn, breaking down the General Fund and HRA split is shown in Annex B1 to this report.

For 2009/10 capital expenditure of £480k will be grant supported by the Government; any expenditure above this level would be unsupported and would have to be paid for from the Council’s own resources. Future years support is uncertain and is therefore estimated to continue at the current level. 
When considering the financing of the capital programme there are two main limiting factors which may impact on the Council’s ability to undertake unsupported capital expenditure:

· Whether the revenue resource is available to support in full the implications of capital expenditure, both borrowing costs and running costs.

· The Government may use a long stop control to limit either the total of all Councils’ plans, or in the event of an assessment by Central Government that local plans are unaffordable at a specific Council, it may implement a local control to limit its capital expenditure plans, although no such controls have yet been required.

The key risks to the plans are that the level of Government support has been estimated and is therefore subject to change.  Similarly some of the estimates for other sources of funding, such as capital receipts, may also be subject to change over this timescale.

The Council is asked to approve the summary capital expenditure projections below, details at fund level are at Annex B1. This forms the first prudential indicator:

TABLE 1:

	Indicator
	 
	 
	2009/10
	 
	 

	 
	 
	2008/09
	Estimated
	 
	 

	 
	2007/08
	Revised
	(incl’ 
	2010/11
	2011/12

	 
	Actual
	(current estimated outturn)
	re-profile est’ from 2008/09)
	Estimated
	Estimated

	 
	£'000
	£'000
	£'000
	£'000
	£'000

	Capital Expenditure 

	Total expenditure
	4,933
	5,913
	5,966
	5,269
	4,817

	Financed by:

	  Capital receipts
	910
	1,471
	1,911
	1,113
	501

	  Capital grants
	163
	783
	238
	426
	727

	  Major Repairs Reserve
	2,639
	2,742
	2,750
	2,814
	2,879

	  Revenue
	741
	437
	587
	437
	230

	Net financing need for the year (borrowing).
	480
	480
	480
	480
	480

	Government Support for borrowing need
	480
	480
	480
	480
	480

	Un-supported Borrowing (Prudential Borrowing)
	0
	0
	0
	0
	0


The Council’s Borrowing Need (the Capital Financing Requirement)

Part of the capital expenditure programme will be financed directly (through Government Grants, capital receipts etc.), leaving a residue which will increase the Council’s external borrowing requirement (it’s Capital Financing Requirement – CFR). The General Fund CFR is reduced each year by a statutory revenue charge (4%) for the repayment of debt (there is no requirement for an HRA charge).

The second prudential indicator is the Council’s Capital Financing Requirement (CFR).  The CFR is simply the total outstanding capital expenditure which has not yet been paid for from either revenue or capital resources.  It is essentially a measure of the Council’s underlying need for borrowing.  The capital expenditure above which has not immediately been paid for will increase the CFR.
The Council is required to pay off an element of the accumulated General Fund capital spend each year through a revenue charge (the Minimum Revenue Provision), although it is also allowed to undertake additional voluntary payments.

CLG Regulations require full Council to approve an MRP Statement, in advance of each year. A variety of options are provided to Councils for adoption but the overriding criteria is that the provision is prudent. Members are asked to approve the following policy, based on the Regulations.

The Council is recommended to re-approve the following MRP Statement:
1. For capital expenditure incurred before 1 April 2008 or which in the future will be Supported Capital Expenditure, the MRP policy will be:

· Existing practice - MRP will follow the existing practice based on the CFR. 
2. From 1 April 2008 for all unsupported borrowing the MRP policy will be:

· Asset Life Method – MRP will be based on the estimated life of the assets, in accordance with the regulations (this option must be applied for any expenditure capitalised under a Capitalisation Directive);

The Council is asked to approve the CFR projections below:

TABLE 2:
	Indicator
	2007/08
	2008/09
	2009/10
	2010/11
	2011/12

	
	Actual
	Revised
	Estimated
	Estimated
	Estimated

	 
	£’000
	£’000
	£’000
	£’000
	£’000

	Capital Financing Requirement

	CFR – General Fund
	697
	669
	642
	617
	592

	CFR - Housing
	21,955
	22,435
	22,915
	23,395
	23,875

	Total CFR
	22,652
	23,104
	23,557
	24,011
	24,467

	Movement in CFR
	451
	452
	453
	454
	455

	 

	Movement in CFR represented by

	Net financing need for the year (Table 1)
	480
	480
	480
	480
	480

	GF MRP and other financing movements
	-29
	-28
	-27
	-26
	-25


The Use of the Council’s Resources and the Investment Position;
The application of resources (capital receipts, reserves etc.) to either finance capital expenditure or support the revenue budget will have an ongoing impact on investments unless resources are supplemented each year from new sources (asset sales etc.).  Detailed Below are estimates of the year end balances for each resource and anticipated day to day cash flow balances. This table emphasises that investments will drop over the medium term as fund balances and reserves are being utilised to support revenue activities.
TABLE 3:
	Year end Resources 
	2008/09
	2009/10
	2010/11
	2011/12

	
	Revised
	Estimated
	Estimated
	Estimated

	£m
	£’000
	£’000
	£’000
	£’000

	Fund balances
	7,182
	5,728
	4,891
	4,447

	Capital receipts
	3,284
	1,488
	492
	111

	Earmarked reserves
	6,437
	6,095
	5,962
	5,561

	Total Core Funds
	16,903
	13,311
	11,345
	10,119

	Working Capital *
	984
	956
	839
	966

	Expected Investments **
	17,887
	14,267
	12,184
	11,085


* Working Capital balances shown are estimated year end; these may be higher mid-year.
**Includes investments of £7.5 million identified as ‘at risk’ in Icelandic Banking institutions.

Limits to Borrowing Activity

Within the prudential indicators there are a number of key indicators to ensure the Council operates its activities within well defined limits

For the first of these the Council needs to ensure that its total borrowing net of any investments, does not (except in the short term) exceed the total of the CFR in the preceding year plus the estimates of any additional CFR for 2009/10 and the next two financial years.  This allows some flexibility for limited early borrowing for future years. 

TABLE 4:

	Closing balances 
	2008/09
	2009/10
	2010/11
	2011/12

	
	Revised
	Estimated
	Estimated
	Estimated

	 
	£’000
	£’000
	£’000
	£’000

	Gross Borrowing
	23,142
	23,592
	24,042
	24,492

	Investments
	17,887
	14,267
	12,184
	11,085

	Net Borrowing
	5,255
	9,325
	11,858
	13,407

	CFR
	23,104
	23,557
	24,011
	24,467


The Corporate Director Resources reports that the Council complied with this prudential indicator in the current year and does not envisage difficulties for the future, taking into account current commitments, existing plans, and the proposals in the budget report. 
A further two prudential indicators control or anticipate the overall level of borrowing.  These are:

The Authorised Limit for External Debt – This key prudential indicator represents a control on the overall level of borrowing. It represents a limit beyond which external debt is prohibited, and this limit needs to be set or revised by full Council. It reflects the level of external debt which, while not desired, could be afforded in the short term, but is not sustainable in the longer term. This is the statutory limit determined under section 3 (1) of the Local Government Act 2003. The Government retains an option to control either the total of all councils’ plans, or those of a specific council, although no control has yet been exercised.
The Operational Boundary for External Debt –This indicator is based on the probable external debt during the course of the year; it is not a limit.  Actual external debt could vary around this boundary for short times during the year. It should act as a monitoring indicator to ensure the authorised limit is not breached.

The Council is asked to approve the following authorised limit and operational boundary:

TABLE 5:
	Indicator
	2008/09
	2009/10
	2010/11
	2011/12

	
	Revised
	Estimated
	Estimated
	Estimated

	 
	£’000
	£’000
	£’000
	£’000

	Authorised Limit for External Debt
	 
	 
	 
	 

	Borrowing
	29,600
	29,600
	29,700
	30,100

	Other long term liabilities
	2,000
	2,000
	2,000
	2,000

	Total
	31,600
	31,600
	31,700
	32,100

	Operational Boundary for External Debt
	 
	 

	Borrowing
	23,142
	23,592
	24,042
	24,492

	Other long term liabilities
	0
	0
	0
	0

	Total
	23,142
	23,592
	24,042
	24,492


Affordability Prudential Indicators

The previous sections cover the overall capital and control of borrowing prudential indicators, but within this framework prudential indicators are required to assess the affordability of the capital investment plans. These provide an indication of the impact of the capital investment plans on the overall Council’s finances.

The Council is asked to approve the following indicators:

· Actual and Estimates of the ratio of financing costs to net revenue stream – This indicator identifies the trend in the cost of capital (borrowing and other long term obligation costs net of investment income) against the net revenue stream.

TABLE 6:
	Fund
	2007/08
	2008/09
	2009/10
	2010/11
	2011/12

	
	Actual *
	Revised **
	Estimated **
	Estimated **
	Estimated **

	General Fund
	-10.6%
	-3.0%
	-2.7%
	-2.4%
	-3.1%

	HRA
	-7.0%
	-5.9%
	-4.7%
	-4.6%
	-4.1%


*   Includes accrued interest
** Excludes interest identified ‘at risk’ in Icelandic banking institutions
The negative percentages indicate a surplus of investment income / HRA subsidy after allowing for the cost of borrowing. The ongoing reduction of the surplus within the General Fund indicator is due to investment income reducing each year as balances are utilised to finance revenue. Table 3 details the predicted closing investment levels for each of these years.

With regard to the current proposals on interest sums ‘at risk’ as a result of the Icelandic banking situation, the current draft regulations only account for the principal amount; any loss of interest (already suffered or in the future) will be taken as a cost when full impairment is calculated for 2008/09. The table above has therefore been adjusted to take this into account.
· Estimates of the incremental impact of capital investment decisions on the Council Tax – This indicator identifies the trend in the cost of proposed changes in the three year capital programme recommended in this report compared to the Council’s existing approved commitments and current plans. The assumptions are based on the budget, but will invariably include some estimates, such as the level of government support, which is not published over a three year period. The increase in Council tax shown below is not the actual increase of Council tax but merely an indicator as to the cost to the taxpayer to provide the capital programme. These increases, with other inflationary and essential cost increases, are reduced by savings and efficiencies when determining the Council tax increase to be applied.
Incremental impact of capital investment decisions on the Band D Council Tax

TABLE 7:
	 
	Proposed Budget
	Forward Projection
	Forward Projection

	
	2009/10
	2010/11
	2011/12

	Council Tax – Band D:
	£
	£
	£

	Incremental impact of proposed 3yr capital programme
	0.46
	4.04
	4.77

	Therefore change in council tax compared to 2008/09 level.
	0.46
	4.50
	9.27


This is calculated from any direct revenue costs/income generated by the proposed capital projects plus any treasury costs (e.g. loss of investment income due to the financing of the capital expenditure, unsupported borrowing costs.)

· Estimates of the incremental impact of capital investment decisions on Housing Rent levels – Similar to the Council tax calculation this indicator identifies the trend in the cost of proposed changes in the housing capital programme recommended in this budget report compared to the Council’s existing commitments and current plans, expressed as a discrete impact on weekly rent levels.  

Incremental impact of capital investment decisions Housing Rent levels

TABLE 8:
	 
	Proposed Budget
	Forward Projection
	Forward Projection

	
	2009/10
	2010/11
	2011/12

	Average Weekly Housing Rents:
	£
	£
	£

	Incremental impact of proposed 3yr capital programme
	0.17
	0.44
	0.49

	Therefore change in average weekly rent compared to 2008/09 level.
	0.17
	0.61
	1.11


This indicator shows the revenue impact on any newly approved schemes although any discrete impact will be constrained by rent controls.

Annex B1

TABLE 9:

	 
	2007/08
	2008/09
	2009/10
	2010/11
	2011/12

	
	Actual
	Revised
	Estimated
	Estimated
	Estimated

	 
	£'000
	£'000
	£'000
	£'000
	£'000

	CAPITAL EXPENDITURE AND THE SOURCES OF FINANCE

	 
	 
	 
	 
	 
	 

	Capital Expenditure – General Fund

	Total spend
	1,157
	2,118
	1,472
	1,510
	1,227

	Financed by:

	Capital receipts
	690
	1,335
	1,234
	1,085
	501

	Capital grants
	467
	783
	238
	426
	727

	Revenue
	0
	0
	0
	0
	0

	Total financing
	1,157
	2,118
	1,472
	1,510
	1,227

	Net financing need (total borrowing)
	0
	0
	0
	0
	0

	Unsupported Borrowing
	0
	0
	0
	0
	0

	(Prudential Borrowing)
	
	
	
	
	

	 
	 
	 
	 
	 
	 

	Capital Expenditure – Housing Revenue Account

	Total spend
	3,775
	3,796
	4,494
	3,759
	3,589

	 

	Capital receipts
	220
	136
	677
	29
	0

	Capital grants
	0
	0
	0
	0
	0

	Major Repairs Reserve
	2,639
	2,742
	2,750
	2,814
	2,879

	Revenue
	437
	437
	587
	437
	230

	Total financing
	3,295
	3,316
	4,014
	3,279
	3,109

	Net financing need (total borrowing)
	480
	480
	480
	480
	480

	Unsupported Borrowing
	0
	0
	0
	0
	0

	(Prudential Borrowing)
	
	
	
	
	

	 
	 
	 
	 
	 
	 

	Capital Expenditure – Total

	Total spend
	4,933
	5,913
	5,966
	5,269
	4,817

	Financed by:

	Capital receipts
	910
	1,471
	1,911
	1,113
	501

	Capital grants
	467
	783
	238
	426
	727

	Major Repairs Reserve
	2,639
	2,742
	2,750
	2,814
	2,879

	Revenue
	437
	437
	587
	437
	230

	Total financing
	4,453
	5,433
	5,486
	4,789
	4,337

	Net financing need (total borrowing)
	480
	480
	480
	480
	480

	Unsupported Borrowing
	0
	0
	0
	0
	0

	(Prudential Borrowing)
	
	
	
	
	


TABLE 10:

	 
	2007/08
	2008/09
	2009/10
	2010/11
	2011/12

	
	Actual
	Revised
	Estimated
	Estimated
	Estimated

	 
	£'000
	£'000
	£'000
	£'000
	£'000

	THE CAPITAL FINANCING REQUIREMENT

	The Capital Financing Requirement - General Fund

	Opening Balance
	726
	697
	669
	642
	616

	Net financing need
	0
	0
	0
	0
	0

	MRP
	-29
	-28
	-27
	-26
	-25

	 
	 
	 
	 
	 
	 

	CFR Closing balance
	697
	669
	642
	616
	591

	Net movement in CFR
	-29
	-28
	-27
	-26
	-25

	 
	 
	 
	 
	 
	 

	The Capital Financing Requirement - HRA

	Opening Balance
	21,475
	21,955
	22,435
	22,915
	23,395

	Net financing need
	480
	480
	480
	480
	480

	 
	 
	 
	 
	 
	 

	CFR Closing balance
	21,955
	22,435
	22,915
	23,395
	23,875

	Net movement in CFR
	480
	480
	480
	480
	480

	 
	 
	 
	 
	 
	 

	The Capital Financing Requirement - Total

	Opening Balance
	22,201
	22,652
	23,104
	23,557
	24,011

	Net financing need
	480
	480
	480
	480
	480

	MRP
	-29
	-28
	-27
	-26
	-25

	 
	 
	 
	 
	 
	 

	CFR Closing balance
	22,652
	23,104
	23,557
	24,011
	24,466

	Net movement in CFR
	451
	452
	453
	454
	455


Appendix C

Treasury Management Strategy 2009/10 – 2011/12
The Treasury Management service is a key part of the overall financial management of the Council’s affairs. The prudential indicators in Appendix A consider the affordability and impact of capital expenditure decisions, and set out the Council’s overall capital framework. The Treasury Service considers the effective funding of these decisions.  Together they form part of the process which ensures the Council meets the balanced budget requirement under the Local Government Finance Act 1992.  There are specific treasury prudential indicators included in this strategy which need approval.

The Council’s Treasury activities are strictly regulated by statutory requirements and a professional code of practice (the CIPFA Code of Practice on Treasury Management).  This Council adopted the Code of Practice on Treasury Management on 5th March 2002, and as a result adopted a Treasury Management Policy Statement.  This adoption meets the requirements of the first of the treasury prudential indicators.

The policy requires an annual strategy to be reported to Cabinet and Council outlining the expected treasury activity for the forthcoming 3 years.  A key requirement of this report is to explain both the risks, and the management of the risks, associated with the treasury service. A further report is produced after the year-end to report on actual activity for the year.

This strategy covers:
· The Council’s debt and investment projections

· The expected movement in interest rates

· The Council’s borrowing and investment strategies
· Treasury performance indicators
· Specific limits on treasury activity

· Local performance indicators

· Local treasury issues

Debt and Investment Projections 2009/10 – 2011/12
The borrowing requirement comprises the expected movement in the CFR and any maturing debt which will need to be re-financed. The table below shows this effect on the treasury position over the next three years. It also highlights the expected change in investment balances.
TABLE 11:

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

	
	Revised
	Estimated
	Estimated
	Estimated

	 
	£’000
	£’000
	£’000
	£’000

	External Debt

	External Debt at
	23,142
	23,592
	24,042
	24,492

	31-Mar
	
	
	
	

	Annual change in debt
	700
	450
	450
	450

	Investments

	Total Resources
	16,903
	13,311
	11,345
	10,119

	Working Capital
	984
	956
	839
	966

	Total Investments at  31 March
	17,887
	14,267
	12,184
	11,085

	Investment change
	-343
	-3,620
	-2,083
	-1,099


The related impact of the movements in resources and predicted interest rates on the revenue budget are:

TABLE 12:
	 
	2007/08
	2008/09
	2009/10
	2010/11
	2011/12

	
	Actual
	Revised
	Estimated
	Estimated
	Estimated

	 
	£’000
	£’000
	£’000
	£’000
	£’000

	Revenue Budgets:

	Interest on Borrowing
	1,558
	1,627
	1,588
	1,576
	1,463

	Less Related HRA Proportion
	-1,548
	-1,492
	-1,419
	-1,452
	-1,361

	Net General Fund Borrowing Cost
	10
	135
	169
	124
	102

	Investment Income
	1,222
	619
	495
	530
	592

	Less Related HRA Proportion
	-169
	-155
	-120
	-128
	-140

	Net General Fund Investment Income
	1,053
	464
	375
	402
	452

	Net Income to the General Fund
	1,043
	329
	206
	278
	350


It should be noted that interest charges to the HRA are recoverable through housing subsidy.

Expected Movement in Interest Rates
TABLE 13:
	Annual Average %
	Bank Rate
	Money Rates
	PWLB Rates*

	 
	 
	3 month
	1 year
	5 year
	20 year
	50 year

	2008/09
	3.9
	5.0
	5.3
	4.2
	4.8
	4.5

	2009/10
	1.0
	1.6
	1.8
	2.4
	3.9
	3.8

	2010/11
	1.7
	2.1
	2.8
	3.2
	4.1
	4.0

	2011/12
	2.4
	2.8
	3.6
	4.0
	4.3
	4.1


Butlers’ interest rates forecast to 1 decimal place (January 2009)

*Borrowing Rates

The UK economy has entered a profound recession, worsened by a dangerous combination of negative growth and dislocation in the domestic and world financial markets. The situation in the economy is considered critical by the policy setters who are concerned that the testing financial environment, the sharp decline in house prices and persistently tight credit conditions could trigger a collapse in consumer confidence. At best this could deliver a short, sharp downturn, at worst a prolonged Japanese-style recession.

The sharp downturn in world commodity, food and oil prices, the lack of domestic wage pressures and weak retail demand promises a very steep decline in inflation in the year ahead. In the recent pre-Budget Report, the Treasury suggested RPI inflation could fall to minus 2.25% by September 2009.
Inflation considerations will not be a constraint upon Bank of England policy action. Indeed, the threat of deflation strengthens the case for more aggressive policy ease.

The Government’s November pre-Budget Report did feature some fiscal relaxation but it also highlighted the very poor health of public sector finances. The size of the package is considered insufficient to kick-start the economy. The onus for economic stimulation will fall upon monetary policy and the Bank of England. 

The Bank will continue to ease policy and the need to drive commercial interest rates, currently underpinned by the illiquidity of the money market, to much lower levels suggests the approach will be more aggressive than might otherwise have been the case. On 5th February the MPC reduced the bank base rate to 1%  and short-term LIBOR rates of below 2% may result. Only when the markets return to some semblance of normality will official rates be edged higher.

Long-term interest rates will be the victim of conflicting forces. The threat of deep global recession should drive bond yields to yet lower levels and this will be a favourable influence upon the sterling bond markets. But the prospect of exceptionally heavy gilt-edged issuance in the next three years (totalling in excess of £100bn per annum), as the Government seeks to finance its enormous deficit, could severely limit the downside potential for yields.
Borrowing and Debt Strategy 2009/10 to 2011/12
The uncertainty over future interest rates increases the risks associated with treasury activity.  As a result the Council will take a cautious approach to its treasury strategy.

Long-term fixed interest rates are at risk of being higher over the medium term. The Corporate Director Resources, under delegated powers, will take the most appropriate form of borrowing depending on the prevailing interest rates at the time, taking into account the risks shown in the forecast above. It is likely that shorter term fixed rates may provide better opportunities.

 With the likelihood of a steepening of the yield curve debt restructuring is likely focus on switching from longer term fixed rates to cheaper shorter term debt, although the Corporate Director Resources and treasury consultants will monitor prevailing rates for any opportunities during the year.    
The option of postponing borrowing and running down investment balances will also be considered.  This would reduce counterparty risk and hedge against the expected fall in investments returns.

TABLE 14:

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

	
	Revised
	Estimated
	Estimated
	Estimated

	 
	£’000
	£’000
	£’000
	£’000

	Opening Debt
	22,442
	23,142
	23,592
	24,042

	Maturing Debt
	0
	-750
	-2,000
	0

	New Debt
	700
	1,200
	2,450
	450

	Closing Debt
	23,142
	23,592
	24,042
	24,492

	Closing CFR
	23,104
	23,557
	24,011
	24,467


Investment Counterparty and Liquidity Framework
The primary principle governing the Council’s investment criteria is the security of its investments, although the yield or return on the investment is also a key consideration.  After this main principle the Council will ensure:

· It maintains a policy covering both the categories of investment types it will invest in, criteria for choosing investment counterparties with adequate security, and monitoring their security. This is set out in the Specified and Non-Specified investment sections below.

· It has sufficient liquidity in its investments. For this purpose it will set out procedures for determining the maximum periods for which funds may prudently be committed. These procedures also apply to the Council’s prudential indicators covering the maximum principal sums invested. 
The Corporate Director Resources will maintain a counterparty list in compliance with the The Corporate Director Resources will maintain a counterparty list in compliance with the following criteria and will revise the criteria and submit them to Council for approval as necessary. This criteria is separate to that which chooses Specified and Non-Specified investments as it selects which counterparties the Council will choose rather than defining what its investments are. The rating criteria use the Lowest Common Denominator method of selecting counterparties and applying limits. This means that the application of the Council’s minimum criteria will apply to the lowest available rating for any institution. For instance, if an institution is rated by two agencies, one meets the Council’s criteria, the other does not, the institution will fall outside the lending criteria.
· Banks / Building Societies – the Council will use banks which have at least the following Fitch or equivalent ratings 
	Short Term
	Long Term
	Individual / Financial Strength
	Support

	F1
	A +/-
	C
	3


· In addition, the Council will use banks whose ratings fall below the criteria specified above if all of the following conditions are met;

(a) wholesale deposits in the bank are covered by a government guarantee; 

(b)  the government providing the guarantee is rated “AAA” by all three major rating agencies (Fitch, Moody’s and Standard & Poor’s); 

(c) the Council’s investments with the bank are limited to amounts and maturities within the terms of the stipulated guarantee.
· In addition consideration will also be given to;

(a) Organisations that are an Eligible Institution for the HM Treasury Credit Guarantee Scheme initially announced on 13th October 2008;

(b) the Council’s own banker if this falls below the above criteria.

· Bank Subsidiary and Treasury Operations – the Council will use these where the parent bank has the necessary ratings outlined above. 
· Group limits – The Council will apply limits on investments with institutions within the same financial group, to limit exposure to that group of institutions.
· Sovereign ratings – With regard to investments outside the UK (Not regulated by the FSA) the Council will consider these and only lend to foreign (non-UK) banks based in a country with a high rating of AAA.
· Combined Investments in a Continent – Limits/exposure to continental investments e.g. America, Europe etc.
· Money Market Funds – AAA Rated.
· UK Government (including gilts and the Debt Management Office Debt Management Account Deposit Facility (DMADF))
· Local Authorities, Parish Councils etc
· Supranational institutions (as defined in Annex C1)
Due to the uncertainty in the financial markets it is recommended that the Investment Strategy is approved on a similar approach to previous years which will provide officers with the flexibility to deal with any unexpected occurrences. Officers will restrict the pool of available counterparties from this criteria to safer instruments and institutions. Currently this involves the use of the DMADF, AAA rated Money Market Funds and institutions with higher credit ratings than those outlined in the investment strategy or which are provided support from the Government. Investments are being maintained short term to also improve the security of investments.
With regard to global exposure, where proposed limits are currently exceeded then these will be brought in line with the framework as the investments mature.

The time limits for institutions on the Council’s Counterparty List are as follows (these will cover both Specified and Non-Specified Investments):

TABLE 15:
	 
	Fitch
	Moody’s
	Standard & Poor’s
	Building Society Assets
	Time Limit
	Max’ Deposit with body

	
	Short Term
	Long Term
	Short Term
	Long Term
	Short Term
	Long Term
	
	
	

	Specified Investments

	Bank/ Building Society
	F1
	-
	P-1
	-
	A-1
	-
	-
	1 year
	£4m

	Money Market Fund
	AAA
	AAA
	AAA
	-
	n/a
	£4m

	Other Local Authority
	-
	-
	-
	-
	1 year
	£3m

	Non Specified Investments

	Long Term Bank/ Building Society
	F1
	A-
	P-1
	A3
	A-1
	A
	<£4bn
	2 years
	£4m

	
	F1
	A-
	P-1
	A3
	A-1
	A
	>£4bn
	3 years
	£4m

	
	F1
	AA-
	P-1
	Aa3
	A-1
	AA-
	-
	4 years
	£4m

	
	F1
	AAA
	P-1
	Aaa
	A-1
	AAA
	-
	5 years
	£4m

	Bank Treasury Department
	-
	-
	-
	-
	-
	As per parent 


The criteria for Specified and Non-Specified investments are also shown in Annex C1 for approval. 

In the normal course of the Council’s cash flow operations it is expected that both Specified and Non-specified investments will be utilised for the control of liquidity as both categories allow for short term investments.  

The use of longer term instruments (greater than one year from inception to repayment) will fall in the Non-specified investment category. These instruments will only be used where the Council’s liquidity requirements are safeguarded. This will also be limited by the investment prudential indicator shown below in Table 17.

Investment Strategy 2009/10 – 2011/12
Expectations on shorter-term interest rates, on which investment decisions are based, show a likelihood of the Bank Rate holding throughout 2009 and rising slowly during 2010. The Council’s investment decisions are based on comparisons between the rises priced into market rates against the Council’s and advisers own forecasts.   

There is a clear operational difficulty arising from the current banking crisis. Ideally investments would be invested longer to secure better returns, however uncertainty over counterparty creditworthiness suggests shorter dated investments would provide better security.

The criteria for choosing counterparties set out above provide a sound approach to investment in “normal” market circumstances.  Whilst Members are asked to approve this base criteria above, under the exceptional current market conditions the Corporate Director Resources will temporarily restrict further investment activity to those counterparties considered of higher credit quality than the minimum criteria set out for approval.
These restrictions will remain in place until the banking system returns to “normal” conditions.  Similarly the time periods for investments will be restricted.
Examples of these restrictions would be the greater use of the Debt Management Deposit Account Facility (DMADF – a Government body which accepts local authority deposits), Money Market Funds, guaranteed deposit facilities and strongly rated institutions offered support by the UK Government.  The credit criteria includes these facilities.
Sensitivity to Interest Rate Movements 

Future Council accounts will be required to disclose the impact of risks on the Council’s Treasury Management activity.  Whilst most of the risks facing the Treasury Management service are addressed elsewhere in this report (credit risk, liquidity risk, market risk, maturity profile risk), the impact of interest rate risk is discussed but not quantified. The table below highlights the estimated impact of a 1% increase/decrease in all interest rates to Treasury Management costs/income for next year.  That element of the debt and investment portfolios which are of a longer term, fixed interest rate nature will not be affected by interest rate changes.

Table 16:
	£000's
	2009/10 Estimated +1%
	2009/10 Estimated   -1%

	Revenue Budgets
	 
	 

	Interest on Borrowing
	11
	-11

	Related HRA Charge
	-34
	34

	Net General Fund Borrowing Cost
	-23
	23

	Investment Income
	-93
	93


Treasury Management Prudential Indicators and Limits on Activity

There are four further treasury prudential indicators. The purpose of these prudential indicators is to contain the activity of the treasury function within certain limits, thereby managing risk and reducing the impact of an adverse movement in interest rates.  However if these are set to be too restrictive they will impair the opportunities to reduce costs.  The indicators are:

· Upper limits on variable interest rate exposure – This indicator identifies a maximum limit for variable interest rates based upon the debt position net of investments. 

(Additional local indicators are also shown purely for either debt or investments.  Due to the complexity of the calculation of this indicator, further information/ guidance on the values can be obtained from Corporate Finance.)

· Upper limits on fixed interest rate exposure – Similar to the previous indicator this covers a maximum limit on fixed interest rates.

(Additional local indicators are also shown purely for either debt or investments.  Due to the complexity of the calculation of this indicator, further information/ guidance on the values can be obtained from Corporate Finance.)

· Maturity structures of borrowing – These gross limits are set to reduce the Council’s exposure to large fixed rate sums falling due for refinancing, and are required for upper and lower limits.

· Total principal funds invested for greater than 364 days – These limits are set to reduce the need for early sale of an investment, and are based on the availability of funds after each year-end.

The Council is asked to approve the following prudential indicators:
TABLE 17:
	 
	2009/10
	2010/11
	2011/12

	Interest Rate Exposures

	 
	Upper
	Upper
	Upper

	Limits on fixed interest rates based on net debt
	£8.65m
	£10.63m
	£10.60m

	Limits on fixed interest rates:
	 
	 
	 
	 
	 
	 

	          Debt
	100%
	100%
	100%

	          Investments
	100%
	100%
	100%

	Limits on variable interest rates based on net debt
	£2.36m
	£2.36m
	£2.43m

	Limits on variable interest rates:
	 
	 
	 
	 
	 
	 

	     Debt
	10%
	10%
	10%

	     Investments
	40%
	40%
	40%


	 
	2009/10
	2010/11
	2011/12

	Maturity Structure of fixed interest rate borrowing

	 
	Lower
	Upper
	Lower
	Upper
	Lower
	Upper

	Under 12 months * (see below)
	0%
	20%
	0%
	20%
	0%
	20%

	12 months to 2 years
	0%
	20%
	0%
	20%
	0%
	20%

	2 years to 5 years
	0%
	25%
	0%
	25%
	0%
	25%

	5 years to 10 years
	0%
	75%
	0%
	75%
	0%
	75%

	10 years and above
	0%
	100%
	0%
	100%
	0%
	100%

	Maximum principal sums invested > 364 days at end of financial year

	Max’ principal invested > 364 days*
	£4m
	£3.5m
	£3m


* Excludes investments ‘at risk’ in Icelandic banking institutions.
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 will therefore also report on these local performance indicators:

· 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

The results of these indicators will be reported in the Treasury Annual Report for 2008/09.
Annex C1

Treasury Management Practice (TMP) 1 (5) – Credit and Counterparty Risk Management

The Office of the Deputy Prime Minister (now DCLG) issued Investment Guidance on 12th March 2004, and this forms the structure of the Council’s policy below. These guidelines do not apply to either trust funds or pension funds which are under a different regulatory regime.

The key intention of the Guidance is to maintain the current requirement for Councils to invest prudently, and that priority is given to security and liquidity before yield. In order to facilitate this objective the guidance requires this Council to have regard to the CIPFA publication Treasury Management in the Public Services: Code of Practice and Cross-Sectoral Guidance Notes.  This Council adopted the Code on 5th March 2002 and will apply its principles to all investment activity.  In accordance with the Code, the Corporate Director Resources has produced its Treasury Management Practices. This part, TMP 1(5), covering investment counterparty policy requires approval each year.

Annual Investment Strategy - This strategy is to be approved by full Council.

The key requirements of both the Code and the investment guidance are to set an annual investment strategy, as part of its annual treasury strategy for the following year, covering the identification and approval of following:

· The strategy guidelines for decision making on investments, particularly non-specified investments.

· The principles to be used to determine the maximum periods for which funds can be committed.

· Specified investments the Council will use.  These are high security (i.e. high credit rating, although this is defined by the Council, and no guidelines are given), and high liquidity investments in sterling and with a maturity of no more than a year.

· Non-specified investments, clarifying the greater risk implications, identifying the general types of investment that may be used and a limit to the overall amount of various categories that can be held at any time.

The investment policy proposed for the Council is:

Strategy Guidelines – The main strategy guidelines are contained in the body of the Treasury Strategy Statement.

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) 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 rating of F1 (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 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. 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
	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. 
	

	6
	Any bank or building society that has a minimum long term credit rating of A+/-, or equivalent, for deposits with a maturity of greater than one year (including forward deals in excess of one year from inception to repayment).
	

	7
	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.

 TABLE 18:
	 
	Limits

	A) Bank or Building Society with a Long Term Credit Rating of AAA+/- or equivalent
	5 yrs
	£4m

	B) Bank or Building Society with a Long Term Credit Rating of AA+/- or equivalent
	4 yrs
	£4m

	C) Bank with a Long Term Credit Rating of A+/- or equivalent
	3 yrs
	£4m

	D) A body provided with a Government issued guarantee
	Specified in Guarantee
	£4m

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

	F) The Councils own Banker - if it fails to meet basic criteria
	overnight
	£0.5m

	G) Building Society with a Long Term Credit Rating of A+/- or equivalent AND assets > £4bn
	3 yrs
	£4m

	H) Building Society with a Long Term Credit Rating of A+/- or equivalent AND assets < £4bn
	2 yrs
	£4m

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

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

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


The Monitoring of Investment Counterparties - The credit rating of counterparties will be monitored regularly. The Council receives credit rating advice from its advisers, on a daily basis as and when ratings change, and counterparties are checked promptly.

Over the past few months the Council has received numerous ‘Downgrading’ notices and ‘Negative Rating Watch's’ on financial institutions that we currently have investments with and/or are included on our county party listing. Though in the majority of cases the reductions are not sufficient to remove them from our approved listing altogether, these institutions will be monitored critically to assess their suitability, using as many risk indicators as possible.
Any counterparty failing to meet the criteria will be removed from the list immediately by the Corporate Director Resources, and if required new counterparties which meet the criteria will be added to the list.
Use of External Fund Managers / Money Market Funds (MMF) – At present the Council does not use Money Market Funds or Fund Managers but the Corporate Director Resources will, if decided to be appropriate and with the assistance of the Council’s Treasury Management advisers, review their potential use for part of its investment portfolio. Fund managers use both specified and non-specified investment categories, and are contractually committed to keep to the Council’s annual investment strategy. Should Fund Managers / Money Market Funds be utilised, the performance of each would be reviewed at least quarterly by the Corporate Director Resources and reported to the Cabinet as part of the Quarterly Heathcheck reports. 

Appendix D
The key lessons learned from the banking crisis and enhancements to the internal control process are listed below:

· All investment decisions be subject to investment panel review;

· Ongoing risk assessment review of investment portfolio (subject to credit rating updates) and review of potential options to mitigate risk exposure;

· The counterparty criteria controls have been enhanced to reflect the uncertainty in the banking market – currently, investments are placed with highly rated banks and building societies within the UK  / including where guarantee arrangements are in place / the status of the guarantor;

· Reducing the risk exposure to foreign institutions & associated limits;

· Review of any interlinking / subsidiary arrangements, where possible;

· Complementing the rating assessment received from Credit Agencies with daily market intelligence (through the treasury advisors, cross county working, market intelligence);

· Where there is insufficient suitable quality investment opportunities then funds would be placed in highly secure funds (with lower interest rates e.g. overnight accounts) until more appropriate investment opportunities become available;

· Investing with the Bank offering the highest rate is not always appropriate. The perception of risk is built into the interest rate offered – the Council will be cautious where higher than market returns are offered.

· Medium to Long term actions for consideration for the revised treasury management policy / investment strategy:

· As opportunities arise, review PWLB repayment opportunities – reducing exposure to risk but would have to be balanced against impact on investment income;
· Review / reduction of maximum limits per investment / institution.
Appendix E

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. 

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

	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. 

	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. 

	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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