Appendix 3
Treasury Management Strategy Statement 2018-19
Revision to appendix 5.3

The proposed changes to appendix 5.3 of the TMSS for 2018-19 are highlighted
in yellow below:

5.3 CREDIT AND COUNTERPARTY RISK MANAGEMENT

The CLG issued Investment Guidance in 2010, and this forms the structure of the
Council’s policy below.

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 23 March 2003 and will apply
its principles to all investment activity. In accordance with the Code, the Director of Finance
has produced its treasury management practices (TMPs). This part, TMP 1(1), covering
investment counterparty policy requires approval each year.

Annual investment strategy - 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 choosing and placing investments, particularly non-
specified investments.

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

o Specified investments that 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 considered low risk assets
where the possibility of loss of principal or investment income is small. These would include
sterling investments that would not be defined as capital expenditure with:

1. The UK Government (such as the Debt Management Account deposit facility, UK
treasury bills or a gilt with less than one year to maturity).

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

3. Alocal authority, parish council or community council.
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4. Pooled investment vehicles (such as money market funds) that have been awarded a
high credit rating by a credit rating agency. For category 4 this covers pooled
investment vehicles, such as money market funds, rated AAA by Standard and Poor’s,
Moody’s and / or Fitch rating agencies.

5. A body that is considered of a high credit quality (such as a bank or building society),
which is defined as having a minimum Short Term rating of F2 (or the equivalent) as
rated by Standard and Poor’s, Moody’s and / or Fitch rating agencies .

Within these bodies, and in accordance with the Code, the Council has set additional criteria
to set the time and amount of monies which will be invested in these bodies. These criteria
are a maximum of 365 days (to be classified as specified) and counterparty limit of £25 m.

Further details on the counterparties and limits for specified investments are shown below.

Countrv/ Maximum
Instrument u ) ry Counterparty Counterparty
Domicile .
Limits £m
Term Deposits UK DMADF, DMO No limit
Term Deposits/Call UK Other UK Local £25 million
Accounts Authorities
Term Deposits/Call - Counterparties rated at -
Accounts UK least A- Long Term) £25 million
Counterparties rated at
. least A- Long Term in
Term Deposits/Call Non-UK* select countries with a £25 million
Accounts - .
Sovereign Rating of at
least AA-
with banks and building
CDs and other societies which meet the
negotiable specified investment £25 million
instruments criteria (on advice from
TM Adyviser)
. Registered Providers
Deposits UK (Former RSLs) £5m per RP
Gilts UK DMO No limit
T-Bills UK DMO No limit
(For example, European
Bonds issued by Investment Bank/Council
multilateral of Europe, Inter
development banks American Development
Bank)
UK/Ireland/ CNAV MMF’s
VNAV MMF’s (where
AAA-rated Money Luxembourg there is greater than 12 £25 million
Market Funds domiciled month history of a
consistent £1 Net Asset
Value)
Collective Investment
Schemes (pooled funds)
UK/Ireland/ |which meet the
Other MME’s and Fieﬁnltlon of collectweI o
cis investment schemes in £25 million.
S12004 No 534 or SI
Luxembourg |2007 No 573 and
domiciled subsequent
amendments
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For Non-UK banks, a maximum exposure of £40 million per country (including any non-
specified exposures) will apply to limit the risk of over-exposure to any one country.

Non-specified investments —are any other type of investment (i.e. not defined as specified
above) although the counterparties can also have investments that meet the definition of
specified. The identification of these other investments and the maximum limits to be
applied are set out below.

The Council will have a maximum of £100 million invested in non-specified investments.

Loans to Local Organisations

The Council will allow loans (as a form of investment) to be made to organisations operating
in the borough that bring community benefits. The Council will undertake due diligence
checks to confirm the borrower’s creditworthiness before any sums are advanced and will
obtain appropriate level of security or third party guarantees for loans advanced. The
Council would expect a return commensurate with the type, risk and duration of the loan. A
limit of £25 million per counterparty (and £50 million in aggregate) for this type of
investment is proposed with a duration commensurate with the life of the asset and
Council’s cash flow requirements. All loans would need to be in line with the Council’s
Scheme of Delegation and Key Decision thresholds levels.

The table below details the instruments, maximum maturity and monetary limits for non-
specified investments.

Instrument Maximum |Max £M of portfolio Capital Example
maturity and Credit limit expenditure? P

Term deposits with
banks, building
societies which 10 years £10m per counterparty [No
meet the specified
investment criteria
Term deposits with .
local authorities 10 years £25m per authority No
CDs and other
negotiable
instruments with
banks and building |10 years £10m per counterparty [No
societies which
meet the specified
investment criteria

£20 million

. Credit limit not

Gilts 10 years applicable gilts issued No

by UK Government
Bonds issued by £20 million EIB Bonds,

; Council of
multilateral 10 years No
- S Europe Bonds
development banks Minimum credit rating
etc.
AA+
. £20 million
Sterling . o
; Minimum credit rating
denominated bonds AA
+

by non-UK 5 years No
sovereign
governments
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Other Non-Specified investments are permitted subject to the undertaking of a credit
assessment by the Council’s treasury advisor (or in the case of loans to local organisations,
by a suitably qualified external advisor appointed by the Council) on a case-by-case basis.

These are detailed below:

Instrument Maximum |Max £M of portfolio Capital Example
maturity and Credit limit expenditure?
Investec
Target Return
N/A — these Fund; Ellite
Collective funds do not gr:r:ieurrlj
Investment have a £25 million No
Schemes defined Income Fund;
maturity date LAMIT; M&G
Global
Dividend
Growth Fund
Deposits with £5m per registered Barnet Homes
registered 5 years provider/£20 million No Open Door not
providers overall within TMS
Corporate and debt
instruments issued
by corporate
bodies purchased Syears 120% No
from 01/04/12
onwards
Collective
Investment
Schemes (pooled
funds) which do not
meet the definition N/A - these Way Charteris
of collective funds do not - Gold Portfolio
. have a £10 million Yes ,
investment defined Fund; Aviva
schemes in S12004 maturity date Lime Fund
No 534 or S12007
No 573 and
subsequent
amendments
Bank or
Bank or building building
societies not £10 million per societies not
i 3 months No i
meeting the counterparty meeting
specified criteria specified
criteria
Loans to Loans to
organisations sporting clubs
delivering Over the life |£25 million per based in the
community benefits |of the asset |counterparty No borough.

In the tables above, the minimum credit rating will be the lowest equivalent long-term rating
assigned by Fitch, Moody’s and Standard and Poor’s. Where the credit ratings is the
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minimum acceptable, the Council will consider rating sentiment and market sentiment e.g.
the pricing of credit default swaps.

The monitoring of investment counterparties - The credit rating of counterparties
will be monitored regularly. The Council receives credit rating information (changes,
rating watches and rating outlooks) from Link Asset Services as and when ratings
change, and counterparties are checked promptly. On occasion ratings may be
downgraded when an investment has already been made. The criteria used are such
that a minor downgrading should not affect the full receipt of the principal and interest.
Any counterparty failing to meet the criteria will be removed from the list immediately
by the Chief Financial Officer and if required new counterparties which meet the criteria
will be added to the list. The Council will not always follow the maximum maturity
guidance issued by Link. However, any deposit made with a longer maturity than the
Link guidance will be approved with the Chief Financial Officer.



