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YORKSHIRE DALES NATIONAL PARK AUTHORITY
AUTHORITY
31 MARCH 2009
TREASURY MANAGEMENT AND THE 
PRUDENTIAL CODE FOR CAPITAL FINANCE
Report of the Treasurer
	1.0
PURPOSE

1.1
To approve an updated Annual Treasury Management Strategy and Annual Investment Strategy for 2009/10, and Prudential Indicators for the financial year 2009/10 – 2011/12.



2.0
BACKGROUND
2.1
Members will be aware that each March the Authority considers reports on Treasury Management and the Prudential Code Indicators for borrowing.  The function of Treasury Management is undertaken for the Authority by North Yorkshire County Council via a service level agreement.  The Treasurer’s representative, Geoff Wall, will be at the meeting to present this paper and answer any detailed questions that Members may have.

2.2
The County Council pools the monies it invests on behalf of the Authority with it’s own funds and those of other organisations for which it undertakes a treasury management service.  The approach adopted, consistent with the policy statement of this Authority, covered later in this report, is to optimise the level of return subject to managing the risks associated with these activities. The way of managing that risk is set out in the requirements of the various codes described in the report.  The current approved lending list of banks and organisations that the Treasurer can invest in is included at the end of this report.

2.3
At the present time the Authority does not have any loans in place and has not needed to borrow funds to complete projects.  Despite not having taken out loans, the possibility of borrowing is an option that the Authority has ensured is available to it when making decisions on the optimum way to finance capital purchases. The indicators proposed in this report continue that practice of identifying the probable costs of capital expenditure over the coming years and therefore establishing the necessary parameters to allow a decision to be taken to borrow funds if that proves to be the optimum solution.  Nothing in the report commits the Authority to any decision to borrow funds.

2.4
The Authority is required to 
(a)
approve an Annual Treasury Management Strategy (ATMS) for 2009/10;

(b)
adopt an Annual Investment Strategy for 2009/10; 
(c)
approve a Minimum Revenue Provision Policy for 2009/10; and
(d)
approve an updated set of Prudential Indicators for the period 2009/10 to 2011/12.

2.5
In doing so, it must have regard to the following guidance, both of which have been adopted previously by the Authority: 
· CIPFA Code of Practice on Treasury Management in the Public Services which was adopted by the Authority on 25 March 2003.
· CIPFA Prudential Code for Capital Finance in Local Authorities which was adopted by the Authority on 14 March 2005.
2.6
As noted above, the Treasury Management arrangements of the Authority are currently provided under contract by North Yorkshire County Council.  The County Council is required (under this contract) to comply with the terms of this Authority's approved Treasury Management Policy Statement and Annual Treasury Management Strategy.
3.0
CIPFA CODE OF PRACTICE ON TREASURY MANAGEMENT IN THE PUBLIC SERVICES
3.1
The adoption of this Code of Practice involved agreeing four standard clauses which have been incorporated into the Authority's Financial Regulation 13 (regarding Treasury Management).  These four clauses are currently as follows:-

(i)
the Authority adopts the key recommendation of CIPFA's Treasury Management in the Public Services: Code of Practice (the Code) 2001 as described in Section 4 of that Code.
(ii)
accordingly, the Authority will create and maintain, as the cornerstones for effective treasury management:-
(a)
a Treasury Management Policy Statement (TMPS) stating the policies and objectives of its treasury management activities

(b)
suitable Treasury Management Practices (TMPs) setting out the manner in which the Authority will seek to achieve those policies and objectives, and prescribing how it will manage and control those activities.

(iii)
The Authority will be responsible for the implementation and monitoring of its treasury management policies, but delegates the execution and administration of treasury management decisions to the Chief Executive Officer (CEO) who will, under arrangements approved by the Treasurer, act in accordance with the authority’s TMPS, associated TMPs as well as CIPFA’s Standard of Professional Practice on Treasury Management. The CEO does not have the sole responsibility or authority in formulating a strategy for the control of the Authority's borrowing, capital expenditure or investments; any such strategy should be agreed with the Treasurer, and approved by the full Authority.

(iv)
the Authority will receive reports on the treasury management policies, practices and activities including as a minimum, an Annual Strategy and plan in advance of the year, and an annual report after its close, in the form prescribed in the TMPs.

3.2
In addition three further clauses are contained in Section 13 of the Financial Regulations.  These are:-

(i)
all money in the possession of the Authority shall be under the control of the CEO in accordance with procedures approved by the Treasurer
(ii)
the CEO shall, with the advice of the Treasurer, periodically review the Treasury Management Policy Statement and associated documentation and shall make recommendations accordingly to the Authority
(iii)
notwithstanding the other regulations relating to Treasury Management, the specified named posts shall carry out certain responsibilities.  (These are listed in Financial Regulation 13.7)
3.3
Clause 3.1(ii)(a) requires the creation and maintenance of a Treasury Management Policy Statement.  The current version is set out in paragraph 3.4 below, and no changes are required.

3.4
The Authority defines the policies and objectives of its treasury management activities as follows: 
I. Treasury management is the management of the authority’s cash flows, its banking, money market and capital market transactions, the effective control of the risks associated with those activities, and the pursuit of optimum performance consistent with those risks;

II. The successful identification, monitoring and control of risk will be the prime criteria by which the effectiveness of the treasury management activities will be measured,  accordingly, the analysis and reporting of treasury management activities will focus on their risk implications for the Authority;

III. That effective treasury management will provide support towards the achievement of the business and service objectives of the Authority.  The Authority is therefore committed to the principles of achieving best value in treasury management, and to employing suitable performance measurement techniques, within the context of effective risk management.

3.5
Clause 3.1(ii)(b) requires the creation and maintenance of suitable Treasury Management Practices (TMPs) setting out the manner in which the Authority will seek to achieve those policies and objectives, and prescribing how it will manage those activities.  The Code recommends 12 different TMPs.

3.6
As the Treasury Management activities of the Authority are carried out by North Yorkshire County Council, the approach used in previous years has been for the authority to adopt the TMPs used by North Yorkshire County Council to govern their own Treasury Management activities.  These are available for reference purposes to Members of the Authority, if required, and a copy will be available at the meeting.

4.0
CIPFA PRUDENTIAL CODE FOR CAPITAL FINANCE IN LOCAL AUTHORITIES 
4.1
Under the terms of the Local Authorities (Capital Finance and Accounting) Regulations 2003, the Authority must comply with the CIPFA Prudential Code on Capital Finance in Local Authorities.  This requires the Authority to determine affordable borrowing limits calculated in accordance with the Code.
5.0
LOCAL AUTHORITY INVESTMENTS AND ANNUAL INVESTMENT STRATEGY
5.1
Under Section 15 (1) (a) of the Local Government Act 2003, the Authority is required to have regard to Investment Guidance issued by the Secretary of State in respect of the investment of cash funds.  This Guidance on Local Government Investments requires an Annual Investment Strategy (AIS) to be approved by Members.

5.2
In terms of an Annual Investment Strategy for the National Park, the current contractual arrangements with North Yorkshire County Council for the investment of surplus cash balances mean that the Authority can use the AIS adopted by the County Council on 3 February 2009.  As a result there is no need to adopt a separate document as part of the Annual Treasury Management report.  

5.3
A copy of the County Council’s current AIS is available to members on request, and a copy will be available at the meeting.
6.0
ANNUAL TREASURY MANAGEMENT STRATEGY 2009/10
6.1
One of the requirements of the 2001 CIPFA Code of Practice is that an annual Treasury Management Strategy is considered and approved for each financial year.

The Strategy attached as Appendix A includes

· the Treasury Limits in force which will limit the treasury risk and activities of the Authority 

· Prudential Indicators 
· The current treasury position
· the Borrowing Requirement and Borrowing Limits 

· Borrowing Policy 

· prospects for interest rates 

· the Borrowing Strategy

· Minimum Revenue Provision Policy 

· Annual Investment Strategy 

· other treasury management issues 

The Treasurer will report to the Authority, if and when necessary during the year, on any changes to this Annual Strategy arising from the use of operational leasing or any other innovative methods of funding.

7.0
APPROVED LENDING LIST
7.1
The approved List of Organisations (counterparties) to which the Authority may make investments, together with the maximum sum at any time that can be placed with each, is outlined in the County Council's Treasury Management Practices and Treasury Management Strategy Statement, as covered by the contractual arrangements with the County Council.
7.2
Any changes to this list are made by the Treasurer under delegated powers and reported to the County Council's Executive.
7.3
The Lending List of the County Council for the 2009/10 Treasury Management and Investment Strategy is detailed in Schedule A to Appendix A Treasury Management Strategy 2009/10.
7.4
The recent turmoil in the financial markets has led to significant changes in this Lending List in the current year, and a need to address issues for 2009/10.  Detailed new criteria have been set.  A number of institutions have been removed from the list because their credit rating no longer meets the minimum criteria, or following advice from the Treasury Advisers.  One implication of this has been the need to increase the maximum investment limit during 2008/09, for certain institutions remaining on the list.  This list will be kept under review.
	8.0
RECOMMENDATIONS

8.1
That Members


(i)
Approve the Annual Treasury Management Strategy for 2009/10 as detailed in Appendix A, including the Prudential Indicators set out in Section 3, and the Minimum Revenue Provision policy set out in Section 9 of that Strategy.

(ii)
Adopt the Annual Investment Strategy agreed by the County Council for 2009/10.

(iii)
Approve the affordable borrowing limit of £445k for 2009/10, under section 3(i) of the Local Government Act 2003 as set out in Paragraph 3(iv) of Appendix A.



	(iv)
confirm the delegation to the Treasurer, as agreed in previous years, for the    following matters:-

(a)
Any need to effect changes between the separate agreed limits for borrowing and other long term liabilities (such as finance leases) in accordance with option appraisal, value for money or other relevant factors.  This applies to the Prudential Indicators in paragraph 3(iv) and 3(v) of Appendix A

(b)
Decisions to borrow from the PWLB and money markets at the most advantageous rate, as set out in Paragraph 5.6 of Appendix A.




JOHN MOORE

Treasurer

Finance and Central Services

County Hall

Northallerton

11 March 2009

APPENDIX A
	YORKSHIRE DALES NATIONAL PARK AUTHORITY




	TREASURY MANAGEMENT STRATEGY STATEMENT 2009/10



1.0
INTRODUCTION

1.1
This Treasury Management Strategy statement details the expected activities of the Treasury function in the financial year 2009/10.  Its production and submission to Members is a requirement of the Local Government Act 2003, the CIPFA Treasury Management Code of Practice in the Public Sector and the CIPFA Prudential Code.  

1.2
The suggested strategy for 2009/10 in respect of the following aspects of the treasury management function is based upon officer's views on interest rates, supplemented with market forecasts.


The strategy covers:-

· the Treasury Limits in force which will limit the treasury risk and activities of the Authority (paragraph 2)

· Prudential Indicators (paragraph 3)
· the current treasury position (paragraph 4)

· the Borrowing Requirement and Borrowing Limits (paragraph 5)

· Borrowing Policy (paragraph 6)

· prospects for interest rates (paragraph 7)

· the Borrowing Strategy (paragraph 8)

· Minimum Revenue Provision Policy (paragraph 9)

· Annual Investment Strategy (paragraph 10)

· other treasury management issues (paragraph 11)

2.0
TREASURY LIMITS FOR 2009/10 TO 2011/12
2.1
It is a statutory duty under Section 3 of the Local Government Act 2003 and supporting regulations for the Authority to determine and keep under review how much it can afford to borrow.  The amount so determined is termed the Affordable Borrowing Limit.

2.2
The Authority must have regard to the Prudential Code when setting the Affordable Borrowing Limit, which essentially requires it to ensure that total capital investment remains within sustainable limits.  In practice, it is equivalent to the Authorised Limit as defined for the Prudential Indicators (therefore see paragraph 3 below).

2.3
Whilst termed an Affordable Borrowing Limit, the spending plans to be considered for inclusion incorporate financing by both external borrowing and other forms of liability such as credit arrangements.  The Affordable Borrowing Limit has to be set on a rolling basis for the forthcoming financial year and two successive financial years.  

3.0
UPDATED PRUDENTIAL INDICATORS PROPOSED FOR 2009/10 TO 2011/12

3.1
The proposed Prudential Indicators for the Authority for the 2009/10 financial year are as follows.
(i)
Estimated Ratio of Capital Financing Costs to the Net Revenue Budget (Affordability)

This indicator identifies the trend in the cost of borrowing (principal and interest) net of interest earned on temporary balances against net revenue expenditure met from National Park Grant
The estimated ratios for the current and future years and the actual figures for 2007/08 are set out in the table below.  Because the interest on balances exceeds the cost of borrowing set out in the later indicators, the effective percentage is NIL in all cases 

	Year
	Basis
	%

	2007/08
	Actual
	0%

	2008/09
	probable
	0%

	2009/10
	estimate
	0%

	2010/11
	estimate
	0%

	2011/12
	estimate
	0%


(ii)
Capital Expenditure Plans (Actual and Estimated)

The actual capital expenditure that was incurred by the Authority in 2007/08 and the estimates of capital expenditure to be incurred for 2008/09 and future years are outlined in the table below.

It is important to note that this table reflects the total capital spending plans for the Authority funded by both borrowing, National Park Grant and other external funding sources.  All the prudential indicators that follow are based upon the possible borrowing element of these spending plans only, but do not commit the authority to using this source of finance. 

	Year
	Basis
	£k

	2007/08
	actual
	117.0

	2008/09
	probable
	190.0

	2009/10
	estimate
	215.0

	2010/11
	estimate
	570.0

	2011/12
	estimate
	140.0


(iii)
Capital Financing Requirement and Forecast

The capital financing requirement relates to the underlying need of the Authority to borrow to finance capital purposes.  Estimates of the capital financing requirement at the future financial year end dates are as follows:-

	Date
	Basis
	£k

	31 March 2008
	actual
	0.0

	31 March 2009
	probable
	0.0

	31 March 2010
	estimate
	195

	31 March 2011
	estimate
	757

	31 March 2012
	estimate
	859.4


The above figures provide the option to allow the Authority to consider funding capital purchases by borrowing. These being £195k in 2009/10, £570k in 2010/11 and £140k in 2011/12.  However the level of debt outstanding needs to be adjusted for the Minimum Revenue Provision (MRP). Details of the way in which this provision is made is covered in Section 9 below.  This MRP provision applies to debt outstanding at the end of each financial year and therefore the MRP charge will be applicable from 2009/10 onwards and the capital financing requirement will be reduced accordingly.  

(iv)
Authorised Limit for External Debt

This indicator represents the limit beyond which borrowing by the Authority is prohibited, and is based upon the best estimate of increases in debt arising from the capital financing requirement plus a margin to allow some flexibility for unforeseen cash movements.  This has been included at £250,000.
The limit is analysed between borrowing and other long term liabilities (such as finance leases) to show the actual debt owed by the Authority and any other financing instruments that have been used.

The Treasurer has delegated authority to effect any changes between the separately agreed limits for borrowing and other long term liabilities, in accordance with option appraisal, value for money and any other relevant factors.

The recommended Authorised limits for external debt are as follows:

	Year
	Borrowing
Limit

£k
	Other Long Term Liabilities

£k
	Total

£k

	
2008/09
	250.0
	0.0
	250.0

	
2009/10
	445.0
	0.0
	445.0

	
2010/11
	1007.2
	0.0
	1007.2

	
2011/12
	1109.4
	0.0
	1109.4


The Treasurer can confirm that the Authorised Limit is consistent with the Authority’s current commitments and budget process.

Under Section 3(1) of the Local Government Act 2003 the Authority must determine a Statutory Limit in terms of how much money it can afford to borrow.  This affordable borrowing limit must be set for the following year.  The Authorised limit of £445k will act as this limit for 2009/10.

(v)
Operational Boundary for External Debt

This indicator is based on the probable external debt position during the course of the year.  It is not a limit and actual borrowing could vary around this boundary during the year.  The difference between this indicator and the Authorised Limit is the £250,000 which provides headroom for unusual cash movements. 

In line with the Authorised limit, the operational boundary is analysed between borrowing and other long term liabilities separately.  The Treasurer has delegated authority to make in year changes to the operational boundary and its sub categories.
	Year
	Borrowing Limit

£k
	Other Long Term Liabilities

£k
	Total

£k

	2008/09
	0.0
	0
	0.0

	2009/10
	195.0
	0
	195.0

	2010/11
	757.2
	0
	757.2

	2011/12
	859.4
	0
	859.4


(vi)
Actual External Debt

This Authority had no external debt at 31 March 2008 and it is expected that this will be the position as at 31 March 2009. 
(vii)
CIPFA Code Compliance.

The Authority agreed to adopt the CIPFA Code of Practice for Treasury Management 2001 at it’s meeting on 25 March 2003.
(viii)
Interest Rate Exposures
If the Authority were to borrow in 2009/10, it would follow the Borrowing Strategy set out in Section 8 of this document.  Borrowing could be taken from the Public Works Loan Board (PWLB), the Government’s lending agency to Local Authorities, from the money market, or from internal surplus cash balances.

A decision required by officers would be whether to take the borrowing in the form of a fixed interest rate or a variable interest rate loan.  This decision would be made based on the prevailing interest rate environment at the time.  A fixed rate loan is usually considered less risky than a variable loan as it gives certainty for budget purposes and it is difficult to predict future interest rate changes.  However if interest rates were predicted to decrease in the short term gains could be accrued through variable rate borrowing.

To allow flexibility this indicator sets an upper limit on fixed interest rate exposures for 2009/10, 2010/11 and 2011/12 of 100% of the authority’s net outstanding principal sums.  In essence all borrowings could be taken at fixed rates if required.

This indicator sets an upper limit on variable interest rate exposure for the same period at 30% of net outstanding principal sums.  This is based on advice from the County Council and reflects the riskier nature of these types of loan.
The advice of the County Council’s Treasury Management Advisers, reflected in the indicator at (x) below, is that a maximum of 20% of cash balances is invested for periods of longer than 364 days.  Since investments of under 364 days are classed as variable rates, this fixes the limit of 20% on fixed interest rate exposure for investments
If the Authority does decide to borrow the Treasurer will manage fixed interest rate exposures within the range 100% and variable interest rate exposures within the range -100%. This is a continuation of the Authority’s current treasury management practice.  The variable interest rate limit can be negative as investments under 364 days are classed as variable and are credit balances.  Therefore due to the Authority currently not holding debt, the Authority could be exposed to 100% of its investment portfolio in investments under 364 days. 
	Borrowing
	%age of outstanding principal sums

	Limits on fixed interest rate exposures
	70 to 100

	Limits on variable interest rate exposures
	0 to 30

	Investing
	

	Limits on fixed interest rate exposures
	0 to 20

	Limits on variable interest rate exposures
	80 to 100

	Combined net borrowing/investment position
	

	Limits on fixed interest rate exposures
	100%

	Limits on variable interest rate exposures
	-100%


(ix)
Maturity Structure of Borrowing

Upper and lower limits for the maturity structure of borrowings are set to allow maximum flexibility -

	Period
	Lower Limit


	Upper Limit

	Under 12 months
	0%
	100%

	12 months and within 24 months
	0%
	100%

	24 months and within 5 years
	0%
	100%

	5 years and within 10 years
	0%
	100%

	10 years and above
	0%
	100%


(x)
Total Principal Sums Invested for Periods longer than 364 days

In line with the County Council’s policy and advice in this area, a prudential indicator of 20% of the Authority’s core cash balances is recommended for investments longer than 364 days. 

	A maximum of 20% of funds available for investment will be held in aggregate in “Non-Specified investments” over 364 days.  


4.0
THE CURRENT TREASURY POSITION
4.1
As at 31st December 2008, the Authority’s Treasury position was as shown below

	Item
	Principal as at 31 December 2008

£m
	Rate as at 31 December 2008

%

	Debt Outstanding
	
	

	None
	
	

	Investments
	
	

	Managed by NYCC
	2200.2
	4.55


5.0
THE BORROWING REQUIREMENT AND BORROWING LIMITS

5.1
The Operational Boundary reflects an estimate of the most likely, prudent but not worst case scenario of external debt during the course of the financial year.  The Authorised Limit is based on the same estimate as the Operational Boundary but allows sufficient headroom over this figure to allow for unusual cash movements.

5.2
The Authorised Limit therefore represents the maximum amount of external debt which the Authority agrees can be incurred at any time during the financial year and includes both capital and revenue requirements.  It is not, however, expected that the Authority will have to borrow up to the limit agreed.

5.3
The agreed Operational Boundary and Authorised Limit for external debt up to 2011/12 are as follows:

	Item
	2008/09

estimate

£k
	2009/10

estimate

£k
	2010/11

estimate

£k
	2011/12

estimate

£k

	
Debt Outstanding at the start of the Year
	0.0
	0.0
	195.0
	757.2

	+  
Internal or External borrowing requirements
	
0.0
	
195.0
	
570.0
	
140.0

	 -  
MRP charged to revenue
	0.0
	0.0
	- 7.8
	- 37.8

	=
Operational Boundary for year 
	0.0
	195.0
	757.2
	859.4

	
	
	
	
	

	+
Provision to cover unusual cash movements
	250.0
	250.0
	250.0
	250.0

	
	
	
	
	

	=
Authorised Limit for year
	250.0
	445.0
	1007.2
	1109.4

	
	
	
	
	


6.0
BORROWING POLICY

6.1
The policy of the Authority is that if external borrowing is required to finance capital expenditure, then loans will be sought from the Public Works Loan Board (PWLB) or the money markets, over periods up to 70 years which reflect the best possible value to the Authority and/or the life of the Authority's assets.  Individual loans are also chosen depending on the perceived value of interest rates at the time of borrowing.  Consideration will be given to internal borrowing from internal cash balances.  This is dealt with in more detail in Section 8 on Borrowing Strategy.
6.2
The Treasurer, on the advice of the County Council’s Treasury Management Adviser, advises that if borrowing was undertaken from the money markets then loans should be limited to 30% of the total debt portfolio.
6.3
The Authority will look to borrow from the PWLB and money markets at the most advantageous rate.  The Treasurer will monitor this situation closely throughout the year to determine the most appropriate and advantageous borrowing. 

7.0
PROSPECTS FOR INTEREST RATES 

7.1
Whilst recognising the continuing volatility and turbulence in the financial markets at the time of preparing this Strategy (March 2009) the following paragraphs represent a “best effort” measured assessment of key economic factors as they are likely to impact on interest rates over the next three years.

7.2
City forecasts for interest rates can vary considerably but a current consensus view is as follows:

	
	Bank

Rate

%
	5 year

PWLB
%
	10 year

PWLB

%
	25 year

PWLB

%
	50 year

PWLB

%

	Current
	0.50
	2.38
	3.26
	4.20
	4.38

	Q2 2009
	0.50
	2.45
	3.35
	4.05
	3.95

	Q3 2009
	0.50
	2.30
	3.20
	4.00
	3.90

	Q4 2009
	0.50
	2.30
	3.20
	4.00
	3.90

	Q1 2010
	0.50
	2.30
	3.25
	4.10
	3.95

	Q2 2010
	0.75
	2.50
	3.35
	4.15
	4.00

	Q3 2010
	1.00
	2.85
	3.60
	4.35
	4.05

	Q4 2010
	1.25
	3.15
	3.95
	4.45
	4.25

	Q1 2011
	1.75
	3.65
	4.30
	4.60
	4.45

	Q2 2011
	2.50
	3.95
	4.45
	4.85
	4.70

	Q3 2011
	3.25
	4.20
	4.80
	4.95
	4.85

	Q4 2011
	3.75
	4.45
	4.85
	5.05
	4.95

	Q1 2012
	4.00
	4.60
	4.90
	5.10
	5.05


7.3
The above interest rates table reflects the anticipated impact of certain key economic forecasts.  These can be summarised as follows.

(a)
Background
The sub prime crisis early in 2008 was followed by the banking crisis of autumn 2008.  The world banking system came near to collapse and governments around the world were forced to recapitalise and rescue their major banks.  The resulting dearth of lending from banks anxious to preserve capital led to economic forecasts being sharply reduced and recession priced into market forecasts.  This in turn led to sharp falls in oil and other commodity prices with the result that inflation, which in the UK was running at over 5%, became yesterday's story and recession fears drove interest rate forecasts and policy.  A co-ordinated global interest rate cut of 0.5% took place on 8 October 2008.  Forecasts in the UK were for further sharp cuts in interest rates as recession approached.
(b)
UK scenario

· GDP growth was already slowing in 2008 from 2007 before the full impact of the credit crunch was felt.  Earlier in 2008 GDP was 2.3% whereas in the autumn the figure fell to -0.3% and then fell by 1.5% in Q4 to give a year on year figure of -1.8%.  GDP forecasts for 2009 are now in the -2.5% to -3.5% range.
· wage inflation remained relatively subdued as the Government kept a firm lid on public sector pay.  Private sector wage growth was kept in check by the slowing economy.
· growth slowed across the economy and the increase in unemployment accelerated towards the end of the year to very nearly break through the 2 million barrier in January 2009.  Unemployment is expected to continue to increase towards 3 million in 2009.
· bank lending came to a virtual standstill in the autumn of 2008 as the credit crunch tightened its grip and various banks internationally had to be rescued, or supported, by their governments

· the Government and Bank of England supplied massive amounts of liquidity to the banking market in an attempt to reignite longer interbanking lending

· The Government announced in October a £500bn package of measures to support the banking system and the economy.  This included £37bn to recapitalise some of the major clearing banks and a requirement for the others to strengthen their capital ratios by their own capital raising efforts.  The aim of this was to try to ensure that these banks would be seen to have sufficient reserves to last through the coming recession with its inevitable increase in bad loans etc.  However, a second bank support package proved necessary in January 2009.
· the housing market also came to a virtual standstill as lenders demanded larger deposits and higher fees.  House sales and prices both dropped, sharply and are not expected to recover to any significant degree in 2009 

· Government finances deteriorated as income from taxation dropped as the economy slowed, and the cost of the bailout of the banks was added to the deficit

· UK equity prices declined sharply in the third and fourth quarters of 2008 as the impending recession was priced into the markets.  Prices hit five year lows and volatility was extremely high
· the story of 2008 has been the credit crunch, the banking crisis and the change in economic outlook from slow growth to outright recession.  After the initial concerns about the impact of the credit crunch in the earlier part of 2008 it appeared as though the storm had been weathered.  The Monetary Policy Committee (MPC) had been very concerned about inflation, which had been rising sharply on the back of higher commodity and food prices.  Bank Rate had reached a peak of 5.75% in July 2007 after which cuts of 0.25% occurred in December 2007 and February and April 2008 before the major cuts in the autumn.  The economic data had been indicating a slowing economy for some while but it was not sufficiently weak to force the MPC into another cut.  It was the strength of the banking crisis, pre-empted by the collapse of Lehmans in New York that eventually prompted the MPC to cut interest rates by 0.5% on 8 October along with the US, the ECB and other central banks.  It was then appreciated that the economic downturn would be much more severe than previously thought and interest rates were subsequently slashed by 1.5% in November, 1% in December and 0.5% in January, February and March to reach 0.5% at the time of writing this report.
· the LIBOR spread over Bank Rate has also been a feature, and a concern of 2008/09.  Because of the credit fears, and the reluctance of lenders to place cash for long periods, the 3 month LIBOR (this is the London Inter Bank Offer Rate - the rate at which banks will lend to one another) has been substantially higher than Bank Rate.  This has meant that the MPC's power over monetary policy has been eroded by the widening of this spread between LIBOR and Bank Rate and it has therefore had a limited ability to bring relief to hard pressed borrowers through lower interest rates.  However, the power of the Government over the (by now) semi nationalised clearing banks had considerable impact in enforcing pro rata reductions to the 1.5% Bank Rate cut in November on some borrowing rates

· the Government has abandoned its 'golden rule' on borrowing as the financial crisis forces a massive increase in borrowing.  The pre Budget report of 14 November 2008 revealed the Government's plans for a very significant increase in Government borrowing over coming years as a result of falling tax revenues, tax cuts and increases in Government expenditure in the short term designed to help stimulate economic growth to counter the recession

(c)
International scenario

· early in 2008 the US economy was being badly affected by the housing market slump.  Interest rates were at 2% and inflation was being dragged higher by the relentless rise in commodity prices.  The European Clearing Bank (ECB) was very concerned about rising inflation and less about the state of the economy

· the second quarter of 2008 was torn between inflation worries on the one hand, with oil rising towards $150 per barrel, and the deteriorating economic outlook on the other

· in the second and third quarters of 2008 the financial crisis erupted and escalated as the world became aware of the extent of the sub-prime crisis and the impact it was having on financial institutions that had invested in these instruments

· in September 2008 two mortgage banks and AIG, the insurance giant, had to be bailed out by the US Government

· then in mid September 2008, Lehman Bros, the investment bank, was allowed to fail.  This triggered a domino effect with other banks and financial institutions having to be rescued or supported by governments around the world

· after the collapse into receivership of the Icelandic banks in early October 2008, other countries then started to feel the strain and a number had to approach the IMF for support

· eventually even the Asian economies were affected, including India and China, and it became clear that the crisis had become a global one and no country was insulated from it

· the financial crisis had by now precipitated an economic crisis and there was a co-ordinated global interest rate cut with the US, ECB and MPC all cutting rates by 0.5% on 8 October.  The US subsequently cut rates again by 0.5% to 1% on 29 October and again on 16 December to a band of 0.0% to 0.25% in an attempt to stave off the oncoming recession.  Inflation was yesterday's problem

· on 4 November 2008 the USA elected Barack Obama as President with little immediate financial impact

· the ECB reduced rates again on 6 November by 0.5% and by its biggest ever cut of 0.75% on 4 December to reach 2.5% with a further cut of 0.5 % down to 2% on 15 January 2009 and another 0.5% in March to reach 1.5%.
· As the pace of world recession quickened, so the price of oil plunged to around $40 per barrel by the end of 2008 and fears changed from being focused on inflation to the potential dangers of deflation.
· On 11 February 2009, Congress passed a $789nb support package for the US economy and banking system.  Financial markets were disappointed by the lack of detail as to how this programme was going to work.

7.4
Based on the economic situation referred to above the significant interest rate predictions are:

Bank Base Rate

· is expected to remain at 0.5% until starting to rise gently up from Q2 2010 until it reaches 4.0% in Q1 2012

· there is a downside risk to these forecasts if the recession proves to be deeper and more prolonged than currently expected

PWLB rates

· the 50 year PWLB rate is expected to be around 3.90% - 3.95% for most of 2009/10 and then to rise gradually to reach 4.45% in Q1 2011.  The rate then edges up gradually to reach 5.05% in Q1 2012.
· the 25 year PWLB rate is expected to be between 4.00% and 4.10% during 2009/10 and then to start gradually rising in 2010/11 to reach 4.60% in Q1 2011.  In 2011/12 the rise is expected to continue to reach 5.10% in Q1 2012.

· the 10 year PWLB rate is expected to drop to a floor of 3.2% in Q3 2009 but then to start rising again in Q1 2010 to reach 4.30% in Q1 2011 and then to continue rising to reach 4.9% in Q1 2012.
· the 5 year PWLB rate is expected to fall to a floor of 2.3% during Q3 2009.  The rate then starts rising in Q2 2010 to reach 3.65% in Q1 2011 and then to continue rising to reach 4.6% in Q1 2012.
8.0
THE BORROWING STRATEGY  
8.1
Based on the interest rate forecast outlined above, there is as usual a range of options available for the borrowing strategy for 2009/10.  Variable rate borrowing is expected to be cheaper than long term borrowing and will, therefore, be attractive throughout the financial year compared to simply taking long term fixed rate borrowing.  Under 10 years PWLB rates are expected to be substantially lower than longer term PWLB rates so this will open up a range of choices for new borrowing to achieve a spread of debt maturities away from a concentration in long dated debt.  

8.2
The main Strategy for undertaking new borrowing will be to generally take advantage of the lowest borrowing rates available with forecast PWLB borrowing rates (see paragraphs 7.2 and 7.4) for under 10 years expected to be significantly cheaper than longer term borrowing.  Under 5 years rates are expected to be significantly lower than 5-10 year rates.  The downside of such shorter term borrowing is the loss of long term stability in interest payments that longer term fixed interest rate borrowing provides.  Rates are expected to be slightly lower at the middle to end of the year than earlier on so it may be advantageous to borrow later in the year.

External -v- internal borrowing
8.3
2009/10 is expected to see a time of historically abnormally low Bank Rate which provides an opportunity for a variation in the usual borrowing strategy of external loans from the PWLB or money markets.

8.4
The Authority has surplus cash balances.  In 2008/09 there is a current daily average of £2.15m.  This surplus cash consists of cash flow generated (creditors and debtors etc); reserves, balances and provisions etc.
8.5
The existing borrowing policy does provide for such shorter term borrowing from the Authority's revenue cash balances depending on the relationship between short term variable interest rates and the fixed term PWLB or money market rates for longer periods. Consideration will, therefore, be given to the potential merits of internal borrowing.

8.6
As long term borrowing rates are expected to be higher than rates on the loss of investment income and look likely to be so for the next couple of years or so, consideration will be given to avoiding/delaying some or all new external borrowing in 2009/10 in order to maximise savings in the short term.

8.7
The running down of investments also has the benefit of reducing exposure to interest rate and credit risk.

8.8
In considering this option, the implication of day to day cash flow constraints and the loss of longer term interest rate stability will be taken into account, particularly the possibility of having to replace the internal borrowing with external borrowing in a subsequent year at higher interest rates.

8.9
Against this background, the Treasurer will monitor the interest rate market and adopt a pragmatic approach to changing circumstances - any key strategic decisions that deviate from the above will be reported to the Authority as soon as possible.


Sensitivity of the forecast
8.10
The main sensitivities of the forecast are likely to be the two scenarios below.  The Treasurer will, in conjunction with the County Council’s Treasury Management Adviser, continually monitor both the prevailing interest rates and the market forecasts, adopting the following responses to a significant change of market view:

(i)
if it is felt that there was a significant risk of a sharp rise in both long and short term rates, perhaps arising from a greater than expected increase in world economic activity or further increases in inflation, then the portfolio position will be re-appraised with the likely action that fixed rate funding will be drawn whilst interest rates were still relatively cheaper

(ii)
if it is felt that there was a significant risk of a sharp fall in both long and short term rates, for example due to growth rates weakening, then long term borrowings will be postponed, and potential rescheduling from fixed rate funding into short rate funding will be considered.

9.0
MINIMUM REVENUE PROVISION POLICY   
9.1
The statutory requirement for local authorities to charge revenue each year a specific sum for debt repayment was replaced in February 2008 with more flexible statutory guidance.

9.2
The new simple statutory duty is that a local authority shall determine for the current financial year an amount of minimum revenue provision (MRP) that it considers to be prudent.  This replaces the previous prescriptive requirement that the minimum sum should be 4 % of the Authority’s Capital Financing Requirement (CFR).  The CFR consists of external debt plus capital expenditure financed by borrowing from internal sources (surplus cash balances).

9.3
Along with the above duty the Government also issued new guidance in February 2008 which requires that a Statement on the Authority’s policy for its annual MRP should be submitted to the Authority for approval before the start of the financial year to which the provision will relate.  The Authority are therefore legally  obliged to have regard to this MRP guidance in the same way as applies to other statutory guidance such as a CIPFA Prudential Code, the CIPFA Treasury Management Code and the CLG guidance in Investments.

9.4
The guidance is intended to enable a more flexible approach to assessing the amount of annual provision than was required under previous statutory requirements. The guidance offers four options under which MRP might be made, with an overriding recommendation that the Authority should make prudent provision to redeem its debt liability over a period which is reasonably commensurate with that over which the capital expenditure is estimated to provide benefits (ie estimated useful life of the asset being financed).  The previous system of 4% MRP did not necessarily provide that link.  Although four options are described in the guidance, there is no intention to be prescriptive to make these the only options which a local authority may consider as being prudent.

9.5
The guidance also requires an annual review of MRP policy being undertaken and it is appropriate that this is done as part of this annual Treasury Management report.

9.6
At the time the 2008/09 Treasury Management report was considered, the proposed policy for 2008/09 was based on draft guidance issued in November 2007.  A new MRP Policy Statement with effect from 1 April 2008, to satisfy the ‘prudent provision’ requirement and based on the options provided, was submitted to and approved by the Authority on 25 March 2008 as part of that report. 
9.7
The finalised statutory guidance issued in February 2008 was substantially unchanged from the earlier draft guidance on which the Authority’s initial MRP policy from 1 April 2008, as approved last year, was based.
9.8
Having assessed the options again, the policy recommended for adoption from 1 April 2009 can be simplified, and takes into account the fact that the Authority has no outstanding debt at this time.  The proposed policy is as follows:

For locally agreed Prudential Borrowing on capital expenditure incurred after 1 April 2008, MRP will be calculated based on equal annual instalments over the estimated useful life of the asset for which the borrowing is undertaken.   

9.9
The estimated life of relevant assets will be assessed each year based on types of capital expenditure incurred but in general will be 25 years for buildings, 50 years for land, 5 to 7 years for vehicles, plant and equipment, and 3 years for IT equipment.  To the extent that expenditure is not on the creation of an asset (eg capital grants and loans), and is of a type that is subject to estimated life periods that are referred to in the guidance, these periods will generally be adopted by the Authority.

9.10
This method of calculating the MRP is a simpler alternative to depreciation accounting.  The option also allows the Authority to defer the introduction of an MRP charge for new capital projects/land purchases until the year after the new asset becomes operational rather than in the year borrowing is required to finance the capital spending.  This approach is beneficial for projects that take more than one year to complete and is therefore included as part of the MRP policy.

9.11
This policy has been used, in respect of the requirement for capital expenditure, to calculate the provisions made in the Prudential Indicators set out in section 3 of this statement.  
9.12 
Future annual reviews of the Authority’s MRP Policy will be undertaken and reported to Members as part of this Annual Treasury Management report.

10.0
ANNUAL INVESTMENT STRATEGY (AIS) 
10.1
The Treasury Management Contract with North Yorkshire County Council covers the day to day investment requirements of the Authority.  The net return/cost achieved by the County Council officers will be closely monitored by the Treasurer.  Bearing in mind the recent volatility in rates, this will allow the position relative to budget assumptions to be reviewed on a regular basis.
10.2
Within the terms of the contract the County Council continues to make all investments in accordance with the Local Government Act 2003 which requires an Annual Investment Strategy to be approved.  The Authority has, therefore, adopted the Annual Investment Strategy approved by the County Council.  A copy of the document is available for members on request.  The information below outlines the strategy for investments.

10.3
The Authority’s investment priorities are:
(i)
the authority will ensure that its money is properly managed with the County Council in a way that balances risk with return, but with the overriding consideration being given to the security of the authority’s capital sum.

(ii)
the authority will aim to achieve the optimum return on its investments commensurate with proper levels of security and liquidity

(iii)
the borrowing of monies purely to invest or on-lend and make a return is unlawful and the County Council will not engage in such activity

(iv)
investment instruments for use in the financial year are listed under Specified and Non Specified investment categories (see paragraphs 10.8 and 10.9)

(v)
Counterparty Limits (which are set to secure the surplus funds the authority lends to counterparties) will be as set through the County Council’s Treasury Management Practices Schedules

10.4
The County Council manages its cash balances internally, including those of the Authority.
10.5
Ongoing discussions will be held with the County Council's Treasury Management Adviser on whether to consider the appointment of fund manager(s) or continue investing in-house or any other appropriate investment opportunities.
10.6
The authority’s surplus funds are invested with the County Councils funds and therefore the investment interest earned by the Authority will be from a combination of different short and long term investments.

10.7
Significant changes have been made to the Lending List of the County Council for the 2009/10 Treasury Management and Investment Strategy and the Lending List is kept under regular review.  This revised lending list, at the time of compiling this report, is detailed in Schedule A.

10.8
The Investment Counterparty Limits 2009/10 lending list, is divided between Specified and Non-Specified Investments.  The guidance under the 2003 Act identifies investments, for the purpose of security, as either being specified or non-specified.  

10.9
Specified Investments are defined (in the guidance) as being:

(a)
denominated in sterling

(b)
not longer than 364 days

(c)
not defined as capital expenditure

(d)
investments made with a body which has been awarded a high credit rating or is made with any of the following:

(i)
the UK Government

(ii)
a local authority in England, Wales, Scotland or Northern Ireland

(iii)
a parish  or community council

Non-Specified Investments are defined (in the guidance) as being “those investments not meeting the definition of Specified Investments above”.  

11.0
OTHER TREASURY MANAGEMENT ISSUES


Leasing
11.1
This Authority has historically used contract hire to procure vehicles.  The main advantage of this method of financing being that the cost of purchase could be spread over several financial years.  
11.2
Expenditure that may previously have been financed by operational leasing can now be financed by borrowing under the Local Government Act 2003 if this method is deemed to be more advantageous (financially or otherwise).
11.3
A detailed option appraisal on whether to undertake operational leasing or to fund these purchases from borrowing will therefore need to be undertaken each time plant and vehicle or equipment replacement is required.  
Other issues
11.4
The Treasurer continues to monitor and assess other potential innovative methods of funding.  Depending on the way these initiatives progress, it may be necessary to review the overall financing/borrowing figures included in this Strategy.  The Treasurer will monitor the position as it develops throughout the year and report as necessary to the Authority.

JOHN MOORE

Treasurer

Finance and Central Services

County Hall

Northallerton
11 March 2009

SCHEDULE A

[image: image1.emf]Country

Time Limit Time Limit

Highest quality UK Clearing Banks, UK & EU based 

banks approved by the Bank of England

Abbey GBR AAA AA- F1+

Alliance and Leicester GBR AAA AA- F1+

Barclays Bank/Woolwich GBR AAA AA F1+ 30.0 364 days 5.0 5 years

Clydesdale Bank (Trading as Yorkshire Bank) GBR AAA AA- F1+ 30.0 364 days 5.0 2 years

HBOS (Halifax, Bank of Scotland) GBR AAA AA- F1+ - -

Lloyds/TSB Group GBR AAA AA- F1+ 5.0 2 years

HSBC GBR AAA AA F1+ 30.0 364 days 5.0 5 years

Royal Bank of Scotland GBR AAA AA- F1+

Nat West Bank  GBR AAA AA- F1+

Ulster Bank  GBR AAA A+ F1+

High quality foreign banks 

National Australia Bank AUS AA+ AA F1+ 5.0 5 years

Dexia Bank  BEL AA+ AA- F1+ 20.0 364 days - -

KBC Bank BEL AA+ A+ F1

KBC Ireland  IRL AAA A F1

Canadian Imperial Bank of Commerce CAN AAA AA- F1+ 20.0 364 days 5.0 2 years

Nordea Bank Finland FIN AAA AA- F1+

Nordea Bank AB SWE AAA AA- F1+

CALYON FRA AAA AA- F1+ 20.0 364 days - -

Credit Industriel et Commercial FRA AAA AA- F1+ 20.0 364 days 5.0 2 years

Credit Agricole FRA AAA AA- F1+ 20.0 364 days 5.0 2 years

Societe Generale  FRA AAA AA- F1+ 20.0 364 days 5.0 2 years

SCHEDULE C

APPROVED LENDING LIST FOR 2009/10

Maximum sum invested at any time (The overall total exposure figure covers both specified and non-specified investments)

Sovereign 

Rating

Long Term 

Rating

Short 

Term 

Rating

Specified Investments

(up to 1 year)

Non-Specified 

Investments

(over 1 year)

Total 

Exposure £m

Total 

Exposure £m

30.0 364 days 5.0 2 years

30.0 364 days

-

See Clydesdale Bank above

10.0 3 months -

30.0

(Ulster Bank 

limited to max.

of 10.0 only)

3 months - -

2 years 20.0 364 days 5.0



[image: image2.emf]Country

Time Limit Time Limit

High quality foreign banks (cont)

Deutsche Bank DEU AAA AA- F1+ 20.0 364 days 5.0 2 years

Landesbank Baden-Wurttemberg DEU AAA A+ F1+ 10.0 3 months - -

Norddeutsche Landesbank Girozentrale DEU AAA A F1 10.0 3 months - -

DBS Bank (Hong Kong) HKG AA AA- F1+ 20.0 364 days 5.0 2 years

Intesa Sanpaolo Spa ITA AA- AA- F1+ 20.0 364 days 5.0 2 years

Banco Espirito Santo SA PRT AA A+ F1 10.0 3 months - -

Svenska Handelsbanken SWE AAA AA- F1+ 20.0 364 days 5.0 2 years

Building Societies

Coventry GBR AAA A F1 10.0 3 months - -

Leeds  GBR AAA A F1 10.0 3 months - -

Nationwide  GBR AAA AA- F1+ 30.0 364 days 5.0 2 years

Local Authorities

County Councils 20.0 364 days 5.0 5 years

English Unitary Councils 20.0 364 days 5.0 5 years

Metropolitan District Councils 20.0 364 days 5.0 5 years

District Councils 20.0 364 days 5.0 5 years

Police Authorities 20.0 364 days 5.0 5 years

Fire Authorities 20.0 364 days 5.0 5 years

National Park Authorities 20.0 364 days 5.0 5 years

Other Deposit Takers

20.0 364 days 5.0 5 years

100.0 364 days 5.0 5 years

* Fitch ratings as at 23rd January 2009

Money Market Funds with highest possible rating (AAA) for that fund type, by at least one of 

the three major credit rating agencies (Fitch, Moody's, Standard and Poor)

UK Government Debt Management Account Deposit Facility ('AAA' rated)

Sovereign 

Rating

Long Term 

Rating

Short 

Term 

Rating

Specified Investments

(up to 1 year)

Non-Specified 

Investments

(over 1 year)

Total 

Exposure £m

Total 

Exposure £m
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		APPROVED LENDING LIST FOR 2009/10

		Maximum sum invested at any time (The overall total exposure figure covers both specified and non-specified investments)

				Country		Sovereign Rating		Long Term Rating		Short Term Rating		Specified Investments
(up to 1 year)				Non-Specified Investments
(over 1 year)

												Total Exposure £m		Time Limit		Total Exposure £m		Time Limit

		Highest quality UK Clearing Banks, UK & EU based banks approved by the Bank of England

		Abbey		GBR		AAA		AA-		F1+		30.0		364 days		5.0		2 years

		Alliance and Leicester		GBR		AAA		AA-		F1+

		Barclays Bank/Woolwich		GBR		AAA		AA		F1+		30.0		364 days		5.0		5 years

		Clydesdale Bank (Trading as Yorkshire Bank)		GBR		AAA		AA-		F1+		30.0		364 days		5.0		2 years

		HBOS (Halifax, Bank of Scotland)		GBR		AAA		AA-		F1+		30.0		364 days		-		-

		Lloyds/TSB Group		GBR		AAA		AA-		F1+						5.0		2 years

		HSBC		GBR		AAA		AA		F1+		30.0		364 days		5.0		5 years

		Royal Bank of Scotland		GBR		AAA		AA-		F1+		30.0
(Ulster Bank limited to max.
of 10.0 only)		3 months		-		-

		Nat West Bank		GBR		AAA		AA-		F1+

		Ulster Bank		GBR		AAA		A+		F1+

		High quality foreign banks

		National Australia Bank		AUS		AA+		AA		F1+		See Clydesdale Bank above				5.0		5 years

		Dexia Bank		BEL		AA+		AA-		F1+		20.0		364 days		-		-

		KBC Bank		BEL		AA+		A+		F1		10.0		3 months		-		-

		KBC Ireland		IRL		AAA		A		F1										SCHEDULE C

		Canadian Imperial Bank of Commerce		CAN		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Nordea Bank Finland		FIN		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Nordea Bank AB		SWE		AAA		AA-		F1+

		CALYON		FRA		AAA		AA-		F1+		20.0		364 days		-		-

		Credit Industriel et Commercial		FRA		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Credit Agricole		FRA		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Societe Generale		FRA		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Deutsche Bank		DEU		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Landesbank Baden-Wurttemberg		DEU		AAA		A+		F1+		10.0		3 months		-		-

		Norddeutsche Landesbank Girozentrale		DEU		AAA		A		F1		10.0		3 months		-		-

		DBS Bank (Hong Kong)		HKG		AA		AA-		F1+		20.0		364 days		5.0		2 years

		High quality foreign banks

		Intesa Sanpaolo Spa		ITA		AA-		AA-		F1+		20.0		364 days		5.0		2 years

		Banco Espirito Santo SA		PRT		AA		A+		F1		10.0		3 months		-		-

		Svenska Handelsbanken		SWE		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Building Societies

		Coventry		GBR		AAA		A		F1		10.0		3 months		-		-

		Leeds		GBR		AAA		A		F1		10.0		3 months		-		-

		Nationwide		GBR		AAA		AA-		F1+		30.0		364 days		5.0		2 years

		Local Authorities

		County Councils										20.0		364 days		5.0		5 years

		English Unitary Councils										20.0		364 days		5.0		5 years

		Metropolitan District Councils										20.0		364 days		5.0		5 years

		District Councils										20.0		364 days		5.0		5 years

		Police Authorities										20.0		364 days		5.0		5 years

		Fire Authorities										20.0		364 days		5.0		5 years

		National Park Authorities										20.0		364 days		5.0		5 years

		Other Deposit Takers

		Money Market Funds with highest possible rating (AAA) for that fund type, by at least one of the three major credit rating agencies (Fitch, Moody's, Standard and Poor)										20.0		364 days		5.0		5 years

		UK Government Debt Management Account Deposit Facility ('AAA' rated)										100.0		364 days		5.0		5 years

		* Fitch ratings as at 19th January 2009
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		INVESTMENTS COUNTERPARTY LIMITS FOR 2009/10

		Maximum sum invested at any time (The overall total exposure figure covers both specified and non-specified investments)

				Country		Sovereign Rating		Long Term Rating		Short Term Rating		Specified Investments
(up to 1 year)				Non-Specified Investments
(over 1 year)

												Total Exposure £m		Time Limit		Total Exposure £m		Time Limit

		Highest quality UK Clearing Banks, UK & EU based banks approved by the Bank of England

		Abbey		GBR		AAA		AA-		F1+		30.0		364 days		5.0		2 years

		Alliance and Leicester		GBR		AAA		AA-		F1+

		Barclays Bank/Woolwich		GBR		AAA		AA		F1+		30.0		364 days		5.0		5 years

		Clydesdale Bank (Trading as Yorkshire Bank)		GBR		AAA		AA-		F1+		30.0		364 days		5.0		2 years

		HBOS (Halifax, Bank of Scotland)		GBR		AAA		AA-		F1+		30.0		364 days

		Lloyds/TSB Group		GBR		AAA		AA-		F1+						5.0		2 years

		HSBC		GBR		AAA		AA		F1+		30.0		364 days		5.0		5 years

		Royal Bank of Scotland		GBR		AAA		AA-		F1+		30.0		364 days		5.0		2 years

		Nat West Bank		GBR		AAA		AA-		F1+

		Ulster Bank		GBR		AAA		A+		F1+				3 months		-		-

		High quality foreign banks

		National Australia Bank		AUS		AA+		AA		F1+		See Clydesdale Bank above				5.0		5 years

		Dexia Bank		BEL		AA+		AA-		F1+		20.0		364 days		-		-

		KBC Bank		BEL		AA+		A+		F1		10.0		3 months		-		-

		KBC Ireland		IRL		AAA		A		F1

		Canadian Imperial Bank of Commerce		CAN		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Nordea Bank Finland		FIN		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Nordea Bank AB		SWE		AAA		AA-		F1+

		CALYON		FRA		AAA		AA-		F1+		20.0		364 days		-		-

		Credit Industriel et Commercial		FRA		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Credit Agricole		FRA		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Societe Generale		FRA		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		High quality foreign banks (cont)

		Deutsche Bank		DEU		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Landesbank Baden-Wurttemberg		DEU		AAA		A+		F1+		10.0		3 months		-		-

		Norddeutsche Landesbank Girozentrale		DEU		AAA		A		F1		10.0		3 months		-		-

		DBS Bank (Hong Kong)		HKG		AA		AA-		F1+		20.0		364 days		5.0		2 years

		Intesa Sanpaolo Spa		ITA		AA-		AA-		F1+		20.0		364 days		5.0		2 years

		Banco Espirito Santo SA		PRT		AA		A+		F1		10.0		3 months		-		-

		Svenska Handelsbanken		SWE		AAA		AA-		F1+		20.0		364 days		5.0		2 years

		Building Societies

		Coventry		GBR		AAA		A		F1		10.0		3 months		-		-

		Leeds		GBR		AAA		A		F1		10.0		3 months		-		-

		Nationwide		GBR		AAA		AA-		F1+		30.0		364 days		5.0		2 years

		Local Authorities

		County Councils										20.0		364 days		5.0		5 years

		English Unitary Councils										20.0		364 days		5.0		5 years

		Metropolitan District Councils										20.0		364 days		5.0		5 years

		District Councils										20.0		364 days		5.0		5 years

		Police Authorities										20.0		364 days		5.0		5 years

		Fire Authorities										20.0		364 days		5.0		5 years

		National Park Authorities										20.0		364 days		5.0		5 years

		Other Deposit Takers

		Money Market Funds with highest possible rating (AAA) for that fund type, by at least one of the three major credit rating agencies (Fitch, Moody's, Standard and Poor)										20.0		364 days		5.0		5 years

		UK Government Debt Management Account Deposit Facility ('AAA' rated)										100.0		364 days		5.0		5 years

		* Fitch ratings as at 23rd January 2009
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