
 

           Appendix A 
 

Treasury Management Strategy Statement 2009/10 
 

Introduction 
 
The treasury management service is an important part of the overall financial management of the 
Council’s affairs.  The prudential indicators in Appendix B consider the affordability and impact of 
capital expenditure decisions and set out the overall capital framework.  The treasury management 
service considers the effective funding of these decisions.  Together they form part of the process 
which ensures the Council meets balanced budget requirements under the Local Government 
Finance Act 1992.  There are specific treasury prudential indicators in this strategy which require 
approval. 

 
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 activities 

•  Any local treasury issues 

•  The current portfolio position 
 
Debt and Investment Projections 2008/09 – 2010/11 
 
The table below shows the effect on the treasury position 

 2008/09 
Probable £m 

2009/10 
Estimate £m 

2010/11 
Estimate £m 

2011/12 
Estimate £m 

External Debt 0 0 0 0 

Investments     

Total Investments at 31/03 31 21 20 19 

Investment Change  (10) (1) (1) 

 
The related impact of the above movements on the revenue budgets are: 

 2008/09 
Probable £m 

2009/10 
Estimate £m 

2010/11 
Estimate £m 

2011/12 
Estimate £m 

Revenue Budgets     

Interest on Borrowing 0 0 0 0 

Investment Income 1.19 0.52 0.51 0.68 

 
Expected Movement in Interest Rates 
Butlers’ view on average medium term interest rates at the time this report was produced is as 
follows: 

 

(%) 2008/09 2009/10 2010/11 2011/12  
Base Rate 3.9 2.0 2.5 3.5  

 
Borrowing Strategy 
The Council has no current need to borrow.  However if this need were to change, borrowing would 
only be undertaken after the necessary approvals have been sought. 
 
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 Head of Finance 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. 
 

• Banks 1 – the Council will use banks which have at least the following Fitch or 
equivalent ratings: 

- Short Term – F1 

- Long Term – A- 

- Individual / Financial Strength – C (Fitch / Moody’s only) Support – 3 (Fitch only) 

• Banks 2 – the Council may 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 & Poors); and (c) the Council’s investments with the bank are limited to 
amounts and maturities within the terms of the stipulated guarantee  

• Building Societies - the Council will use all societies which meet the ratings for 
banks outlined above 

• Bank Subsidiary and Treasury Operations – the Council will use these where the 
parent bank has the necessary ratings outlined above.  

• Money Market Funds – AAA rated 

• UK Government (including gilts and the DMO) 

• Local Authorities, Town and Parish Councils etc 

• Supranational institutions 

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

  Fitch Moody’s Standard & 
Poors 

Money 
Limit 

Time Limit 

Upper Limit Category F1+ / AA- P-1 / Aa3 A-1+ / AA- £8m 5 years 

Middle Limit  F1 / A- P-1 / A3 A-1 / A- £6m 2 years 

Lower Limit Category - - - £3m 364 days 

Other Institution Limits - - - £8m n/a 

 

1. The Upper and Middle Limit categories will include both banks and building societies.  
2. The Lower Limit category will be for unrated bank subsidiaries (according to criteria outlined 

above). 
3. The Other Institution Limit will be for other local authorities, the DMADF and Money Market 

Funds. These are all considered high quality names – although not always rated – and 
therefore will likely have the same limit as the Upper Category. 



 

 
These limits will cover both Specified and Non-Specified Investments.  

 
Investments will be made in accordance with the institutions identified in the Council’s investment 
list provided by Butlers.  This list is updated as and when changes occur.  A high credit rating is 
defined as F1 (or equivalent short term rating) within the Butler’s list.  
 
Non specified investments are those exceeding one year or investments with unrated institutions 
and limits for these investments are determined in accordance with Butler’s and these limits are 
detailed in TMP 4 of the Treasury Management Policy.   All relevant information regarding risk and 
cashflow will continue to be taken into account at the time of placing a deposit. 
 
Current Portfolio Position 
The current position of the Council’s Portfolio as at 31st January 2008 is shown at Appendix C. 
 
Investment Strategy 2009/10 – 2011/12 
Expectations on shorter term interest rates, on which investment decisions are based, show a 
likelihood of the current (3%) Bank Rate reducing throughout 2009 and into 2010.  The Council’s 
investment decisions are based on comparisons between the rises priced into the 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 investments in 
“normal” market circumstances.  Whilst Members are asked to approve this base criteria above, 
under the exceptional current market conditions the Head of Finance 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. 
 
Sensitivity to Interest Rate Movements 
Future Council accounts will be required to disclose the impact of risk 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 
 

 2009/10 
£m 

2009/10 
£m 

Revenue Budgets +1% -1% 

Interest on Borrowing 0 0 

Investment Income 0.78 0.26 

 
 
Treasury Management Prudential Indicators and Limits on Activity 
There is a further treasury prudential indicator the Council is asked to approve: 

£m 2008/09 £m 2009/10 £m 2010/11 £m 

Maximum principal sums invested > 364 days    

Principal sums invested > 364 days 13.5 12 11.5 

 
Performance Indicators 
The Code of Practice on Treasury Management requires the Council to set performance indicators 
to asses the adequacy of the treasury function over the year.  These are: 

o Debt – Borrowing – Average rate of borrowing for the year compared to average available 
o Debt – Average rate movement year on year 
o Investments – Internal returns above the 7 day LIBID rate 
o Investments – External fund managers – returns 110% above 7 days compounded LIBID 

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



 

In 08/09 we have been measuring against two targets,  these are the 7 day LIBID (London Inter-
bank Bid Rate) which is the main indicator used by Cash/Gilt Managers and local authorities and is 
achievable and the more challenging target of 3 month LIBID.   In 2008/09 we will be measuring 
against the 7 day LIBID only as Butlers (our advisors) suggest that this is the most appropriate 
measure for our type of investments. 
 
Treasury Management and the Medium Term Financial Policy 
Treasury management operations are carried out within the framework of the medium term 
financial policy. 
 
Extraordinary Treasury Issues 
The Council continues to act as the accountable body for a number of grant funded projects.  A 
rolling figure of £5m will be required to accommodate partner cash flow requirements and 
Breckland’s cash flow requirements. 

 
Advisory Services 
The Council will continue to employ a professional Treasury Management advisory service to 
assist the in house team and will include the following: 
 

i) Advice on investment counterparty credit-worthiness, including provision of prudent  
parameters established in the light of information from the worlds leading Credit 
Rating  Agencies, various other analysts (Internal and External to Butler’s) and 
associations. 

ii) Reports and analyses to be provided monthly or when required. 
iii) Provision of economic and interest rate forecasts 
iv) Advice in establishing a sound investment policy and the drafting of best practice 

Policy,  Strategy and Out-turn reports 
v) Provision of general treasury management advice 
vi) Provision of one in-house treasury management workshop 
vii) Provision of seminars for attendance free of charge 
viii) Provision of weekly and periodic publications/directives 
ix) Provide access to a helpline to provide advice on any Treasury Management 

issues. 
   


