
BRECKLAND COUNCIL 
 
Report of Capital and Treasury Accountant to the  
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Update on Treasury Management, Strategy, Policy and Prudential Indicators. 
 

1. Purpose of Report 

1.1 This report requests Council to approve amendments to the Council’s Treasury 
Management Strategy and Policy.  

2. Recommendations 
2.1    It is recommended that the Committee recommends the following changes to 

the Treasury Management Strategy and Policy to Full Council: 
 
2.1.1 Amend TMP4 [4] Approved Organisations for cash    
         deposits to read 

a) Money Market Funds – AAA rated and those operated on a Constant      
          Net Asset Value basis. 

 
2.1.2 Amend TMP2 [1] Performance Measurement to read: 

 
The performance of investment earnings will be measured (and the results      
verified by Butler’s) against the following benchmarks: 

 
a) Maintain liquidity of £5m for less than 1 month maturity; 
b) The 3 month LIBID (London Interbank Bid Rate); 
c) The Yield/liquidity security indicator be trialled and monitored in 2009/10 and 

used to inform the parameters for setting a firm security indicator for 2010/11. 
 
2.1.3 Amend TMP4 [4] and TMP4 [7], current investment criteria, to take account of 

the changing market circumstances by: 
 
a) Increasing the maximum dealing size to £5m to enable the Council to 

potentially access better credit quality counterparties; 
b) That the ratings are updated to standardise the equivalent ratings between 

the three rating agencies being used; 
c) Including Eligible Institutions on the HM Treasury Credit Guarantee Scheme 

with a minimum short term rating of F1, a long term rating of A and a support 
rating of 1; 

d) Providing the option for funds to be placed with an external cash and gilt fund 
manager to allow officers to consider this option in more detail and if 
appropriate refer to committee for approval; 

e) Undertaking direct dealing where appropriate. 
f) Allowing investment in foreign banks that meet the criteria subject to a 

maximum limit of £5,000,000 with any one counterparty. 
g) The policy for long term investments are changed to: 
 
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 / Aa2 A-1+ / AA £5m 3 years 

Middle Limit F1/AA- P-1/Aa3 A1/AA- £3m 2 years 

Eligible Institutions F1/A  P-1/A2 A-1/A £5m 1 year 

Council’s Banker - - - Minimise Minimise 
 



 
Note:  In preparing this report, due regard has been had to equality of 
opportunity, human rights, prevention of crime and disorder, environmental and 
risk management considerations as appropriate.  Relevant officers have been 
consulted in relation to any legal, financial or human resources implications and 
comments received are reflected in the report. 
 

3. Information, Issues and Options 

3.1 Background 

3.1.1 The Council has previously approved a report detailing the prudential   
             indicators for 2009/10 to 2011/12 and the expected treasury operations for  
             this period.  Financial uncertainty occurring in the second half of 2008  
             reinforced the need for the Council to adopt a security-biased approach to it’s  
             investment strategy and changes to our Investment Policy and Strategy were  
             implemented.   
 
3.1.2     The banking system has still not returned to “normal” market conditions and  
             a number of challenges remain with regard to managing the relationship 
             between security, liquidity and yield. DCLG guidance allows the strategy to  
             be varied at any time during the year with the approval of Full Council.  In  
             addition TMP [7] in the Treasury Management Policy stipulates that the  
             Council must demonstrate compliance with TMP 1 risk management, TMP 2  
             best value and performance measurement and TMP 4 approved instruments,  
             methods and techniques.   
 
3.1.3    Therefore, with the markets still unsettled, it was felt essential to meet with  
            our Treasury Management Advisors, Butlers, to discuss the issues and  
            challenges we face in managing treasury operations.  As a result of these  
            discussions options available to address these challenges are incorporated in  
            the amendments to our existing Policy and Strategy.  Appendix A sets out  
            the existing policy (in italics) and details the issues and options that  
            lead to the recommendations set out in section 2 of this report. 
            Key issues surrounding the recent downgrading of the Council’s banking  
            services provider are also addressed within the appendix.   Prudential 
            indicators do not need to be reviewed at this time.   
 
3.1.4 The first question the authority should ask itself when considering it’s 

approach to Treasury Management is whether it has an appetite to continue 
to place funds with financial institutions, or whether return should be 
completely sacrificed at the expense of security, by only investing  

            in UK Debt Management Office (DMO). The interest rate earned in the DMO  
            account is significantly lower compared with the average return of other  
            money market accounts.  During August the variance was approx 0.75%  
            between the DMO and top paying Money Market Fund.  For each million  
            invested with the DMO, interest of up to £7,500 per annum is therefore lost.   
            The criteria set out in the Treasury Management Policy will help the authority  
            manage the risks of investing in the markets. 
 
3.1.5   As market sentiment to counterparty status remains fragile, it is  
            recommended that the Council continues to conduct its investment activity on  
            a prudent and cautious approach, applying safety as a key determinant. 
 
3.1.5 Agreed changes will be incorporated into the Medium Term Financial  
            Strategy which is currently being consulted on.   
 
3.2       Icelandic Update 
3.2.1    Committee had last been updated on the Icelandic banking situation when   
            considering the draft statements of accounts back in June. The Council had           
            adopted an approach agreed between the Audit Commission, the Chartered  
            Institute of Public Finance and Accountancy and the Local Government  



             Association to recognise impairments, and had accordingly assumed  
             recovery rates of 50% for Kaupthing Singer and Friedlander, 95% for  
             Landsbanki, and 100% for Glitnir. Most recent information published by the  
             LGA suggests that the recovery rate for Landsbanki has subsequently  
             dropped to around 83%. However expected recovery rates for the other two  
             banks have not changed. To date we have received over £830k in relation to  
             KSF, which is double the amount predicted in the statement to creditors that  
             was issued earlier in the year. It is possible that a further distribution will be  
             declared in September/October. The other two banks are being dealt with  
             under Icelandic law, and no distributions are expected until the end of the  
             financial year.   
 

3.3 Options 

3.3.1 Approve the recommendations detailed in paragraph 2 above. 

3.3.2 Not approve the recommendations as presented in paragraph 2 above and 
make amendments. 

3.4 Reasons for Recommendation(s) 

3.4.1 To comply with the Local Government Act 2003 and to safeguard the 
Council’s financial assets. 

4. Risk and Financial Implications 

4.1 Risk  

4.1.1 I have completed the Risk Management questionnaire and can confirm that 
risk has been given careful consideration.  Risk is addressed in TMP1 
within the Treasury Management Policy Statement 2009/10. 

4.2 Financial  

4.2.1 None. 

5. Legal Implications 

5.1 To comply with the Local Government Act 2003. 

6. Other Implications    

a) Equalities: No 

b) Section 17, Crime & Disorder Act 1998: No 

c) Section 40, Natural Environment & Rural Communities Act 2006: No 

d) Human Resources: No 

e) Human Rights:  No 

f) Other:  [e.g. Children’s Act 2004] No 

7. Alignment to Council Priorities 

7.1 This report is of a regulatory nature and therefore does not fall into the 
Council priorities. 

8. Ward/Community Affected 

8.1 N/A 



 
Background Papers 
None   
  
Lead Contact Officer: 
Name/Post: Mark Finch – Head of Finance 
Telephone: extension 845 
Email: Mark.finch@breckland.gov.uk 
 
Key Decision Status (Executive Decisions only): 
This is a key decision. 
 
Appendices attached to this report:  
Appendix A – Issues and options paper  
Appendix B – Treasury Management Strategy (revised DRAFT) 
Appendix C – Current Investment Portfolio 
Appendix D – Counterparty list 
Appendix E – List of Eligible Institutions 

 

 
      



         Appendix A 
 

Issues and options 
The issues and where they fit within the existing policy are detailed below.  These 
are followed by options for addressing the issue and finally a recommendation for 
amending the existing Policy or Strategy. 

 

1. TMP1 Risk management 

 
Issue 1 
 
Extract from current policy 
TMP 1 [8] 
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. 
 
MMFs are open ended investment funds that represent vast pools of liquidity 
invested by a manager in a very wide range of money market instruments. The 
type and maturity distribution of these instruments is controlled and monitored by 
the official rating agencies and are key criteria upon which the funds are assigned 
their rating. The size of the liquidity pool, which in many cases amount to many 
hundreds of millions of pounds, places the manager in a position where it can 
offer to the user the flexibility of overnight and call money but the stability and, in 
most cases, the more attractive returns of longer-dated deposits. 
 
Strict rules and criteria are set down by the rating agencies. This will cover 
important issues such as the type of investment counterparty used, the maturity 
distribution of funds and investment concentrations. In the majority of cases, 
these guidelines ensure a AAA rating for a fund which, together with the 
requirement that they are denominated in sterling and are regulated by officially 
recognised EU body, form the three fundamental criteria that will make them 
eligible for local authority use. The fact that the funds are not registered in the UK 
is not considered relevant by the legislators. 
  
Money Market Funds (MMFs) can operate on either a Constant or Variable Net 
Asset value.  A Constant Net Asset Value means that the principal sum will 
remain equal to that invested.  A Variable Net Asset Value means that the 
principal sum could be affected, with potentially a small loss of principal, though it 
is very unlikely.  Currently the Council only uses MMFs with a Constant Net Asset 
Value but this is not specifically stated in the Treasury Management Policy.   
 
Options 

• Only invest in Money Market Funds with a Constant Net Asset Value; 

• Invest in Money Market funds with either a Constant Net Asset value or a 
Variable Net Asset Value. 

 
Recommendation 
Amend TMP4 [4] Approved Organisations for cash deposits to read: 

  

• Money Market Funds – AAA rated and those operated on a Constant 
Net Asset Value basis. 



 

2. TMP2 Best Value and Performance Measurement 

 

Issue 2 
 
Extract from current policy 
TMP 2 [1] 
Performance Measurement 
The performance of investment earnings will be measured (and the results 
verified by Butlers) against the following benchmarks: 

a) The 3 month LIBID (London Interbank Bid Rate) 
 

CIPFA’s treasury management bulletin dated March 2009 stated that 
“Benchmarking has a role in treasury management but benchmarks should not 
only refer to yield but also reflect the risk inherent in treasury management 
activities.  As a minimum they should include information on security, liquidity and 
yield.” 
 
In conjunction with Butlers we are looking at possible ways of improving 
benchmarking for security and liquidity, yield benchmarking is relatively well 
established, and current benchmarks are:.  
 

• Cash flow requirement – liquidity – £5m on less than 1 month 

• Yield – budget interest v actual 
 
In addition the security and additional liquidity benchmarks are being developed 
and will be introduced as they are finalised.  
 
Options 

• Adopt the security indicator once finalised 

• Not adopt the security indicator once finalised 
  
 
Recommendation 
Amend TMP2 [1] Performance Measurement to read: 

 
The performance of investment earnings will be measured (and the results 
verified by Butler’s) against the following benchmarks: 

 
a) Maintain liquidity of £5m for less than 1 month maturity; 
b) The 3 month LIBID (London Interbank Bid Rate); 
c) The Yield/liquidity security indicator be trialled and monitored in 

2009/10 and used to inform the parameters for setting a firm security 
indicator for 2010/11. 



 

3. TMP4 Approved Instruments, Methods and Techniques 

 
Issue 3 
 
Extract from current policy 
TMP4[4] Approved organisations for cash Deposits 
 
The Treasury Supervisor 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. 

 

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

- Short Term – F1 

- Long Term – AA- 

- Individual / Financial Strength – C+ (Fitch / Moody’s only) Support – 1 
(Fitch only) 

• 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 Debt Management Office - 
DMO) 

• Local Authorities, 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 / Aa1 A-1+ / A+ £2m 2 years &  
3 months 

Middle Limit  F1 P-1 A-1 £4m 1 year 

Other Institution Limits - - - £4m n/a 

 

1. The Upper and Middle Limit categories will include both banks and building 
societies.  

2. The Other Institution Limit will be for other local authorities, the Debt 
Management Account Deposit Facility and Money Market Funds. These are 
all considered high quality names – although not always rated – and therefore 
will likely have the same limit 

 
These limits will cover both Specified and Non-Specified Investments 

 
The Counterparty list at appendix D shows the available counterparties we can deal 
with as at 10th August 2009.  In reality we cannot always deal with these institutions 
because the dealing size required may be higher than we are able to deal, or the 
organisations are not in the market for money. 
 



This means as investments mature, on occasion there are no appropriate institutions 
with which to invest.  Coupled with this, were we to find an available institution, our 
maximum investment with one counterparty is £4m, which limits us further as 
institutions are looking for a minimum dealing size of £5m or more.  As a 
consequence of this we have been using Money Market Funds (MMF).  Direct 
dealing is an option that should be exploited as this opens up opportunities to deal in 
smaller denominations.   
 
Sometimes counterparty ratings change after an investment/deposit is placed.  In this 
instance the institution is taken off the approved counterparty list and no further 
deposits are placed.  Wherever there is a change in the rating of a counterparty, we 
will report the impact of that change through the benchmarking model. 
 
Options 
There are a number of options which could expand the list of available 
counterparties, whilst not compromising risk: 
a) Increase the maximum amounts for an individual counterparty to £5m, which 

as it is a marketable size, should allow the Council to access more institutions 
with greater or equal credit quality; 

b) Standardise the credit ratings to equivalent ratings (currently the relative 
ratings applied in the strategy are not aligned); 

c) Consider the use of external fund managers, as they deal in large market 
sizes they have access to higher credit quality; 

d) Include institutions which are included on the HM Treasury Credit Guarantee 
Scheme.  Whilst this does not provide direct guarantees for the Council’s 
deposits, it does provide comfort that the institutions have undergone stress 
testing to be Eligible, and should the institution have liquidity difficulties they 
should be able to raise monies.  The key reason that some institutions (such 
as Lloyds and RBS – now partially Government owned), have fallen off the 
lending list is due to the Individual strength rating.  As additional external 
support is available, their inclusion, within certain parameters, should be 
acceptable.  

 
The use of direct dealing may also allow access to better quality names for smaller 
deposit sizes. 
 
In addition, and as an operational requirement, the parameters under which the 
Council can use its own bank should be clarified.  The Council’s bank, the Co-
operative Bank, has recently seen its ratings downgraded below those generally 
used.  Following this downgrading, which was primarily caused by the Co-operative 
taking on the Britannia Building Society, officers (in conjunction with Butlers) have 
assessed the risks of continuing to use the Co-operative for the council’s daily 
banking needs. The Co-operative is an Eligible Institution (see above), which should 
provide some comfort; the government is unlikely to allow a bank of this size to fail; 
the Co-operative has a Fitch A- long term rating, individual rating of B/C and "3" 
support rating, which whilst not meeting our main criteria, does not indicate 
immediate problems. However, risk should be reduced by minimising the amount of 
funds held overnight and undertaking no term deposits with the bank. To this end 
officers have removed funds from the Co-operative Reserve Account (used to hold 
Commercial Rent Deposits) and placed them in the DMO account as a precaution, in 
order to minimise our exposure. Daily banking procedures and cash-flow forecasting 
ensures that balances kept in the bank account remain minimal, as funds are made 
to work harder elsewhere. The Council should continue to monitor the risks and take 
advice from the treasury management advisors, but the current position suggests 
there is no need to change our daily banking arrangements.  
 
Once the investment criteria have been approved the Council is essentially left with a 
risk/reward choice.  The safest options for investment are with the Government (the 
Debt Management Account Deposit Facility), although this safety comes at a price – 
a very low return.  After this MMFs provide good credit quality and better returns, 
term deposits with guaranteed institutions (depending on the guarantee) provide 
better, Eligible Institutions are similar returns with acceptable risk parameters before 



term deposits with those meeting the Council’s main criteria (although returns can 
vary and minimum deposits may be high).  Other available, but rarely used, 
instruments such as corporate bonds and supranational bonds are likely to be 
unsuitable in the current market conditions, but may be an option in the future. 
 
The credit rating agencies also publish sovereign ratings to give an indication on the 
economic strength of countries. These are used in the Treasury Management Policy 
to allow the authority to use banks whose ratings fall below the set criteria, provided 
the bank is covered by a guarantee from a government with an “AAA” rating and the 
investment made by the council falls within the terms of that guarantee. While the UK 
sovereign rating remains at this level, the economic climate is such that there has 
been much speculation that this rating might be subject to downgrade at some point. 
Although the policy does not exclude investment in foreign banks which meet the 
credit rating criteria, more recently investment decisions have been made assuming 
that UK institutions and banks represent the safer option, and all new deposits have 
been made with banks and institutions based in the UK.  A further option to expand 
the list of available counterparties is to diversify the investment portfolio and where 
foreign counterparties meet the criteria, invest with them subject to a limit of 
£5,000,000 with any one counterparty. In any instance, any investment decision will 
only be taken after we have ensured that the portfolio of investments remains within 
our benchmarks for security, liquidity and yield 
 
Recommendations 
 
It is recommended that the current investment criteria are revised to take account of 
the changing market circumstances by: 
 

a) Increasing the maximum dealing size to £5m to enable the Council to 
potentially access better credit quality counterparties; 

b) That the ratings are updated to standardise the equivalent ratings between 
the three rating agencies being used; 

c) Including Eligible Institutions on the HM Treasury Credit Guarantee Scheme 
with a minimum short term rating of F1, a long term rating of A and a support 
rating of 1 – List attached at Appendix E  

d) Providing the option for funds to be placed with an external cash and gilt fund 
manager to allow officers to consider this option in more detail and if 
appropriate refer to committee for approval; 

e) Undertaking direct dealing where appropriate. 
f) Allowing investment in foreign banks that meet the criteria subject to a 

maximum limit of £5,000,000 with any one counterparty. 
 
These recommendations are included in the revised strategy. 
 
Note:  Counterparty lists are normally produced by setting out a range of minimum 
criteria which the Council considers minimises risk.  This is set using credit ratings 
from the three main credit rating agencies (Fitch, Standard & Poors and Moody’s), 
and including other criteria not covered by credit ratings (this may be building society 
asset size, or Eligible Institutions).  These criteria then provide a pool of 
counterparties meeting the criteria, and filters out those not considered appropriate.  
This pool, the lending list, is refined further for dealing by taking into account market 
conditions and other market information to choose an appropriate counterparty from 
the list.  The approach is dynamic in that any institution which is downgraded below 
the approved criteria is taken off the lending list immediately (rating changes are 
notified as they occur by Butlers, setting out the change effected to the list. 



TMP4 Approved Instruments, Methods and Techniques 
 

Issue 4 
 
Extract from policy 
TMP 4 [7] 
Group, Maturity and Sector Limits 
These limits are reviewed periodically and based upon advice received from 
Butlers.  

 
Group, maturity and Butlers Services limits as follows:- 

(i)        Group Limits 
o A working limit of £4 million at any one time with any individual 

counterparty 
o A maximum of £2 million of the longer term cash deposits at any one 

time being with any individual counterparty subject to the overall rule 
that no more than 20% of the long term cash deposits are with any 
individual counterparty. 

o A limit of £4 million of the total cash deposit at any one time being with 
any group i.e. to include parent and subsidiaries. 

 
(ii) Up to £10million of the Council’s cash deposits can be placed for greater than 

364 days up to a maximum of two years provided the following criteria are 
met: 

                
All approved counterparties may be lent to for 364 days.  However, with regard to 
loans of greater than 1 year duration, the following limits will apply to the approved 
counterparty list:  
 

Banks a long-term Fitch credit rating of AA- or better (or it’s 
equivalent Moody’s or S&P rating); 

Building Societies a long-term Fitch credit rating of AA- or better (or it’s 
equivalent Moody’s or S&P rating); 

Local Authorities no restriction 
 
(iii) An interest-free loan of £50,000 to the Mid-Norfolk Railway Preservation Trust 

for a period of twenty five years with no payment for the first five years (1998 
– 2002), followed by £2,500 each year after. 

(iv) A loan to ARP Trading Company has been approved in principal with the 
length & terms to be confirmed. 

All limits to be operated on a pragmatic basis relating to the particular circumstances. 
 
We now have very limited long term investments, and number 1 bullet point 2 under 
TMP4 [7] requires revision based on the wider proposed changes to the Investment 
Strategy. 
 
In order to make the strategy workable in the future an approach whereby the size of 
deposits and time these are invested for are tiered in relation to the relative long term 
rating of the counterparty. 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
Recommendation 
It is recommended that, in addition to the previous recommendation that the 
counterparty limit is changed to £5m maximum, the policy for long term investments 
are changed to: 
 
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 / Aa2 A-1+ / AA £5m 3 years 

Middle Limit F1/AA- P-1/Aa3 A1/AA- £3m 2 years 

Eligible Institutions F1/A  P-1/A2 A-1/A £5m 1 year 

Council’s Banker - - - Minimise Minimise 

 


