
 Briefing Note

To:   Audit and Procurement Committee                                                 11th November 2019

Subject:    City Council Treasury Management Investment Activity

1 Background and Purpose of the Note

This note provides an update on the Council’s Treasury Management activity.

2 Treasury Management Activity

2.1 Appendix 1 in this report shows the Council’s Lending List – a list of those banking and 
government institutions that the Council’s Investment Strategy allows The Council to invest 
cash balances with. Appendix 2 shows the most recent list of investments that the Council 
holds.

2.2 The current lending list is maintained in line with advice provided by the Council’s Treasury 
Management advisors (Arlingclose) which bases its judgement on information from credit 
rating agencies and reviews of financial statements.

2.3 In 2018/19 counterparty limits were set at £6m for unsecured investments with banks, housing 
associations & corporate bonds and £12m for secured investments with these institutions, 
pooled funds & money market funds. In 2018/19 total investment balances remained higher 
than anticipated & these limits proved to be restrictive making it difficult to find places to invest 
The Council’s cash.

As a result the counterparty limits have been increased for 2019/20 to £10m for unsecured 
investments & £20m for secured investments, pooled funds & money market funds.

Three European banks have been removed from the lending list in the past 12 months. 
Following analysis by The Council’s Treasury Management advisors on European banks in the 
run up to EU Exit, they advised that Danske Bank, Credit Suisse & ING Bank should be 
removed from lending lists. Credit Suisse and ING Bank were only removed as they are no 
longer in the Local Authority market. However, Danske Bank was removed due to their share 
price dropping by nearly a half following a money laundering investigation leaving the Bank 
vulnerable to any potential shocks that an EU exit could cause. The Council has not held any 
investments with these institutions.

This review of European banks also led to a reduction in the term limit with Rabobank. 
Rabobank is among the strongest banks in mainland Europe but due to uncertainty 
surrounding EU Exit, Arlingclose felt that it was not wise to hold any deposits in Europe for the 
long term. As such the limit we could hold an investment for was reduced from 13 months to 6 
months.
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Also, all Building Societies who do not hold a credit rating have been removed from The 
Council’s counterparty list. This decision was taken following a review of the sector by 
Arlingclose and it was felt that these institutions hold a very high exposure to the UK property 
market. Arlingclose felt that this lack of diversification could have a negative impact on these 
institutions in the uncertainty that could follow EU Exit. The Council has held investments with 
some of these institutions in the past, however, they were only small in size and as such this 
hasn’t had a major impact on the Council’s treasury management activities.

Arlingclose carried out another review on The Council’s lending list when the latest financial 
statements of the institutions were released. This led to a reduction in the term limits of 5 
institutions. Coventry Building Society & Close Brothers were reduced from 6 months to 100 
days and the Singaporean Banks were downgraded from 13 months to 6 months. 

Full details can be seen in the lending list in Appendix 1.

2.4 The total level of investment balances held by the Council stood at £75.5m as at 11th October 
2019 compared with £100.1m as at 12th October 2018. The breakdown of these balances is 
shown below.

12/10/2018
£m

11/10/2019
£m

Bank Deposits 7.0 5.0

Local Authority Deposits 6.0 0.0

Money Market Funds 37.2 21.5

Collective Investment Funds 38.9 30.0

Corporate Bonds 5.0 9.0

Housing Associations 6.0 10.0

Total 100.1 75.5

2.5 In September 2018 The Council changed strategy with regard to the Collective Investment 
Funds it held. Previously the funds were low risk and low return. This strategy changed to 
embrace more volatility in returns whilst maintaining a low risk of default to achieve higher 
potential returns.  

2.6 For the financial year 2019/20 up to 30/09/2019, the Council’s investments earned an 
average interest rate of 2.13%. This can be split down between Collective Investment Funds 
& all other types of investments. The Collective Investment Funds have earned 4.74% & all 
other investments have earned 1.16%. This is a relatively high return when compared to the 
Bank of England Base Rate of 0.75%. This has been achieved by embracing a slightly higher 
risk profile as outline above & making investments for a slightly longer period due to an 
improvement in cashflow forecasting.

2.7 Since the last report, £9.2m of PWLB borrowing has matured and as such been repaid. No 
new long term borrowing has been taken out. On 09/10/2019 The Treasury has increased the 
interest rate of PWLB borrowing by 1% in response to the record lows that the PWLB interest 
rates had fallen to. However, The Council has no plans to take any new long term borrowing 
in the near future with advice continuing to be to keep any borrowing to a short-term duration.
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2.8 As a result of the significant payments required to repay the above borrowing and the large 
capital program that is currently underway, some short-term borrowing has been undertaken 
in this financial year. This has totalled £49.5m, with the amount outstanding as at 11/10/2019 
being £29m. The average rate of borrowing for the 1st two quarters of this financial year has 
been 0.72%, meaning the interest earned on investment balances as outlined above has more 
than compensated for any interest paid on short term borrowing. 
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Appendix 1
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Appendix 2


