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1
PURPOSE

1.1
To review the Council’s Treasury Management Procedures in light of the current global financial crisis.
2
BACKGROUND

2.1
Treasury Management is an important but often overlooked activity of the Council.  Recent events have raised the profile of this important function and highlighted the potential risks involved.

3
INFORMATION


3.1
The Council borrows any money it requires to fund its capital spending plans from the Public Works Loan Board.  They make funds available for long loan periods at interest rates just below market rates and lend to Government and Public bodies.  The Council rarely borrows to fund its revenue activities and is much more likely at any point in time to have surplus funds to invest.
3.2
On a daily basis we assess our cash flow position.  To do this we estimate the funds we expect to receive e.g. council tax payments, grants, fees and charges, and deduct any known payments we expect to make e.g. precepts, creditors and salaries.

On most days the Council is in a position where it has surplus funds available to invest.

3.3
How we invest these surplus finds is governed by the Council’s Treasury Management policies and procedures agreed and reported to this Committee.


The main points being:


(i)
The Council maintains a list of organisations it will lend its surplus funds to 
that is regularly reviewed.  The current list is attached at Annex 1.


(ii)
The Council has maximum limits for each institution of £1.5m.

(iii)
The safety of our investments are paramount and not the requirement to 
maximise returns.


(iv)
Our policy has been to only lend to major British Banks and Building Societies 
relying on the assumption that the Government would be unlikely to allow a 
major bank/building society to fail.

4
RECENT EVENTS

4.1
Recent weeks have seen considerable turmoil in the financial markets.  The Council had investments with both HBOS and Bradford and Bingley at the beginning of October when their problems surfaced but have never lent to any of the Icelandic banks that have taken investments from public authorities and subsequently defaulted.  

You may recall we have always worked on the belief that if a major British bank or building society got into financial trouble the Government of the day would rescue them because to not do so would have considerable ramifications across financial markets.
4.2
However, to ensure our exposure was limited as far as possible, we introduced the following measures:


(i)
Daily early morning meetings to discuss the latest position
· Lending arrangements
· A review of the Markets
· A review of our current investments and whether we consider they are still safe
· Institution Ratings

(ii)
Authorisation prior to investments with either Financial Services Manager or 

myself


(iii)
Keep Leader/Chief Executive informed


(iv)
Look to arrange new secure options for investments


A list our current investments is attached for information.
4.3
I also reported to the Budget Working Group in October what action we were taking, have spoken to the Council’s new external auditors advising them of our position and asked our Internal Audit section to review our procedures. 

5
REVIEW OF ARRANGEMENTS

5.1
List of Approved Organisations


We have reviewed our list of Approved Organisations for investment and would recommend:


(i)
Re-listing Northern Rock who were previously removed from our list as any 
with investment them is underwritten by the Government.

(ii)
Opening a Debt Management Account Deposit Facility with the United 
Kingdom Debt Management Office.



Any investments with them are guaranteed by HM Government and they pay 
market rates for fixed term deposits.


(iii)
Removing Citibank International Bank plc from the list as we have never 
invested with them and have no plans to do so.  

5.2
Our approved list will also change as some of the banks/building societies are in the process of merging.  In the past we have lent to the top 12 building societies and as societies merge new ones are drawn into the top 12.


I would recommend at the moment we add no new societies to our list other than those created by merging existing ones on the list.

5.3
Lending Limits


Currently we have the following limits:


(i)
A limit of £1.5m at any one time per institution.


The rationale behind this limit being to spread the risk.  In recent times this has given us problems as the institutions we consider the most secure have reached the £1.5m limit and this ahs meant lending to others on our list.  You may wish to consider increasing the limit to £2.5m to allow us more flexibility.

(ii)
We also have a limit of £500K on call at any one time.  



This is money we can get back at short notice rather than have invested to a fixed date.  Providing we manage our cash flow properly this limit is not required.

6
RECOMMENDED THAT COMMITTEE
6.1
(i)
Agree to retain the measures we have introduced on investing surplus funds 
for the 
foreseeable future.


(ii)
Agree to add Northern Rock and the Debt Management Office to our list of 
approved organisations for investments and remove Citibank.


(iii)
Agree to amend the approved list as and when any mergers take place.


(iv)
Consider increasing the limit per institution to £2.5m.


(v)
Review Treasury Management Arrangements again in January 2009.

DIRECTOR OF RESOURCES
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11 November 2008
Annex 1

Approved Organisations for Investment

	Banks
	

	Abbey National Bank plc *
	Alliance and Leicester Commercial Banks *

	Bank of Scotland*
	Barclays Bank *

	Bradford& Bingley Bank plc *
	Cheltenham & Gloucester Bank plc *

	Co-operative Bank *
	Citibank International Bank plc*

	Lloyds TSB Bank plc *
	HSBC Bank plc *

	National Westminster Bank *
	Royal Bank of Scotland (The)*

	Building Societies
	

	Britannia Building Society *
	Chelsea Building Society *

	Coventry Building Society *
	Cheshire Building Society *

	Derbyshire Building Society *
	Leeds Building Society *

	Newcastle Building Society*
	Nationwide Building Society *

	Principality Building Society *
	Skipton Building Society *

	Yorkshire Building Society *
	West Bromwich Building Society *

	Other 
	

	Other local authorities in the UK **
	Police, Fire Services and Transport Authorities **


*
Maturity limit for each counterparty
365 days

**
Maturity limit for each counterparty
3 months


Maximum limit per institution
£1.5m


Maximum limit per sector

none

The organisations listed may be used for the investment of the Council’s surplus funds, subject to the maximum sum being invested at any one time with any one organisation not being exceeded.  The decision to vary these limits being delegated to the Director of Resources and, through him, to his staff in exceptional circumstances.

Summary of Temporary Investments
	No’s
	Borrower
	Broker
	Notice
	Rate
	£'000
	£'000

	
	
	
	
	
	
	

	
	Banks
	 
	 
	 
	 
	 

	48
	Bank of Scotland
	Direct
	Fixed 28/11
	5.65000%
	600
	

	90
	Bank of Scotland
	Direct
	Fixed 14/11
	5.95000%
	400
	

	86
	Barclays Bank PLc
	Martins
	Fixed 28/11
	5.90000%
	1,200
	

	93
	Abbey
	Direct
	Fixed 28/11
	5.75000%
	500
	

	97
	Abbey
	Direct
	Fixed 08/01
	5.72000%
	1,000
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	3,700

	
	Building Society
	
	
	
	
	

	78
	Skipton Bs
	Direct
	Fixed 28/11
	5.55000%
	350
	

	96
	Skipton Bs
	Direct
	Fixed 08/01
	5.75000%
	950
	

	99
	Skipton Bs
	Direct
	Fixed 14/11
	2.75000%
	150
	

	75
	Leeds Bs
	Direct
	Fixed 19/11
	5.90000%
	350
	

	89
	Leeds Bs
	Direct
	Fixed 08/12
	3.10000%
	150
	

	91
	Leeds Bs
	Direct
	Fixed 19/11
	5.90000%
	170
	

	92
	Leeds Bs
	Direct
	Fixed 05/12
	3.55000%
	150
	

	94
	Britannia Bs
	Direct
	Fixed 21/11
	5.55000%
	180
	

	95
	Britannia Bs
	Direct
	Fixed 24/11
	5.60000%
	320
	

	98
	Britannia Bs
	Direct
	Fixed 03/12
	5.40000%
	200
	

	 
	 
	 
	 
	 
	 
	2,970

	
	
	
	
	
	
	

	
	Local Authorities
	
	
	
	
	

	
	
	
	
	
	0
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Investments as at 11 Nov 2008 
	
	
	
	6,670


DECISION
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