Appendix D\

Investment policies and strategies
ANNUAL INVESTMENT STRATEGY

The CIPFA Code and MHCLG Guidance require the Council to invest its funds
prudently, and to have regard to the security and liquidity of its investments before
seeking the highest rate of return, or yield. The Council’s investment priorities will be
security first, liquidity second, then return.

The council may invest its surplus funds in accordance with its time and monetary
limits for institutions on the Council’s counterparty list, as shown below

Fitch Long
term Moody's Standard Money Time
. & Poors
Rating
Limit Limit
Banks 1 higher quality F1+/AAA P-1Aaa 1+l/4/;A- £5m 365 days
Banks 1 medium quality F1+/AA- P-1Aa3 1+'/4A;A- £3m 365 days
Building Societies £2m 6 Months
Debt Management Office
Account (DMADF) - - - £20m | 3 Months
guara[\tee_d - - - £2m 3 Months
rganisations

other local authorities* £5m 732 days
Other Institution Limits (
Money Marke_t Funds, Gilts i ) ) £5m 365 days
and Supranational
investments)

Note: * this has increased to 732 days as we will be able to increase the return on
investment without a rise in risk.

Creditworthiness policy

The primary principle governing the Council’s investment criteria is the security of its
investments, although the yield or return on the investment is also a key
consideration. After this main principle, the Council will ensure that:

+ It maintains a policy covering both the categories of investment types it will
invest in, criteria for choosing investment counterparties with adequate
security, and monitoring their security. This is set out in the specified and
non-specified investment sections ; and

+ It has sufficient liquidity in its investments. For this purpose it will set out
procedures for determining the maximum periods for which funds may
prudently be committed. These procedures also apply to the Council’s
prudential indicators covering the maximum principal sums invested.
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The Director of Corporate Services 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.

Credit Rating criteria:

Credit rating information is supplied by Link Asset Services, our treasury advisors, on
all active counterparties that comply with the criteria below. Any counterparty failing
to meet the criteria would be omitted from the counterparty (dealing) list.

* Banks a minimum, the following Fitch, Moody’s and Standard and Poors
credit ratings (where rated):
= |. Short term — F1+ (Fitch), P-1 (Moody’s), A-1+ (Standard and
Poor’s)
= ii.Long term — AA (Fitch), Aa2 (Moody’s) , AA (Standard and
Poor’s)
» Building societies. Subject to a minimum asset size of £5bn and meeting a
minimum credit rating of A-.
+ UK Government: including Money market funds — the Council and its Fund
Managers will use AAA rated funds.

Bank criteria
The Council will only use good credit quality banks which:

» are UK banks; and/or
= are non-UK and domiciled in a country which has a minimum sovereign long
term rating of AAA (in house team only)

» Group Limits — For each banking group the following limits will apply, dependent on
the rating of the Parent Bank

=  AAA: £7m with a maximum average duration of 1 year
= AA- :£5m with a maximum average duration of 6 months

Other institutions
Gilts and the Debt Management Account Deposit Facility (DMADF)
* Local authorities, parish councils etc.

» Supranational institutions — multilateral investment organisations such as the World
Bank or European Investment Bank (sometimes used by the Fund Managers)

Note: investment decisions are never made solely based on credit ratings, and all
other relevant factors including external advice will be taken into account.
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TREASURY MANAGEMENT PRACTICE (TMP1) — CREDIT AND
COUNTERPARTY RISK MANAGEMENT

The CLG issued Investment Guidance in 2010, and this forms the structure of the
Council’s policy below. These guidelines do not apply to either trust funds or
pension funds which operate under a different regulatory regime.

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 applies its principles to
all investment activity. In accordance with the Code, the Director of Corporate
Services 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
the 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.

+ 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 above in this
Appendix and in the body of the treasury strategy statement found in Appendix A
section 7.
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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 low risk assets where the possibility of loss of principal
or investment income is very low. These would include sterling investments with:

e The UK Government (such as the Debt Management Office, UK Treasury Bills or
a gilt with less than one year to maturity).

e Supranational bonds with less than one year to maturity.

¢ Alocal authority, parish council or community council.

e Pooled investment vehicles (such as money market funds) that have been
awarded a high credit rating by a credit rating agency. This covers a money
market fund rated AAA by Standard and Poor’s, Moody’s or Fitch rating agencies

e A body that has been awarded a high credit rating by a credit rating agency (such
as a bank or building society) this covers bodies with a minimum short term rating
of F1+ (or equivalent) as rated by Standard and Poor’s, Moody’s or Fitch rating
agencies.

NON-SPECIFIED INVESTMENTS:

Non-specified investments are any other type of investment (i.e. not defined as
specified above). The identification and rationale supporting the selection of these
other investments and the maximum limits to be applied are set out below. Non
specified investments would include any sterling investments with:

a. Supranational Bonds greater than 1 year to maturity
(a) Multilateral development bank bonds - These are bonds defined as an
international financial institution having as one of its objects economic
development, either generally or in any region of the world (e.g. European
Investment Bank etc.).

(b) A financial institution that is guaranteed by the United Kingdom Government
(e.g. The Guaranteed Export Finance Company {GEFCOQO})

The security of interest and principal on maturity is on a par with the Government
and so very secure, and these bonds usually provide returns above equivalent
gilt edged securities. However the value of the bond may rise or fall before
maturity and losses may accrue if the bond is sold before maturity.

b. Gilt edged securities with a maturity of greater than one year. These are
Government bonds and so provide the highest security of interest and the
repayment of principal on maturity. Similar to category (a) above, the value of
the bond may rise or fall before maturity and losses may accrue if the bond is
sold before maturity.

C. Building societies which are subject to a minimum asset size of £5billion and
meeting a minimum credit rating of A-. These investments will be restricted to a
maximum period of 6 months and £2m per institution.

Page | 4

114 .




Appendix D\

Investment policies and strategies

NatWest Bank for the provision of Banking Services. The Council is limited to
daylight exposure only (i.e. the flow of funds in and out during the day), with a
maximum limit of 1 working day.

A body which has been provided with a government issued guarantee for
wholesale deposits within specific timeframes. Where these guarantees are in
place and the government has a AAA sovereign long term rating these
institutions will be included within the Council’s criteria, temporarily until such
time as the ratings improve or the guarantees are withdrawn. Monies will only
be deposited within the timeframe of the guarantee. In addition to this, a
maximum limit of £2m with a maximum duration of 3 months is also set.

Eligible Institutions for the HM Treasury Credit Guarantee Scheme initially
announced on 13 October 2008, with the necessary ratings required. These
institutions have been subject to suitability checks before inclusion and have

access to HM Treasury liquidity if needed.

A variety of investment instruments will be used, subject to the credit quality of the
institution, and depending on the type of investment made it will fall into one of the above

are:

categories.

The criteria, time limits and monetary limits applying to institutions or investment vehicles
M_|n|r.num Skl Money | Max. maturity
criteria / colour - -

Limit period
band
DMADF — UK Government glgnc;verelgn £20M 3 months
UK Government gilts UK. Sovereign £5m 1 year
rating

UK Government Treasury bills g?ns;veragn £5m 1 year
Money market funds AAA £5m Liquid
Local authorities N/A £5m 2 year
Te.rrr? depOS.ItS.WIth banks and AA £5m Liquid
building societies

CDs or corporate bonds with -
banks and building societies AA £5m Liquid
Corporate bond funds AA £5m 3 Years
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Currently not in our strategy are the following investment categories:

Share capital in a body corporate — The use of these instruments will be
a. deemed to be capital expenditure, and as such will be an application
(spending) of capital resources. Revenue resources will not be invested
in corporate bodies.

Loan capital in a body corporate.

Property funds — The use of these instruments can be deemed to be
C. capital expenditure, and as such will be an application (spending) of capital
resources. This Authority will seek guidance on the status of any fund it
may consider using.

Accounting treatment of investments

The accounting treatment may differ from the underlying cash transactions arising
from investment decisions made by this Council. To ensure that the Council is
protected from any adverse revenue impact which may arise from these differences,
we will review the accounting implications of new transactions before they are
undertaken

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 after 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 Director of Corporate
Services, and if required new counterparties which meet the criteria will be added to
the list.

Use of external fund managers

It is the Council’s policy to use external fund managers for part of its investment
portfolio. The fund managers will use both specified and non-specified investment
categories and are contractually committed to keep to the Council’s investment
strategy, which will be defined in an updated Treasury Management Strategy post
fund manager’s appointment. The performance of each manager is reviewed at least
quarterly by the Director of Corporate Services.
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