
Appendix C –Treasury Management Strategy -
Update 2022/23 

1. Introduction 
This Council is required by regulations issued under the Local Government Act 2003 to 
produce an annual treasury management review of activities to include prudential and 
treasury indicators for 2022/23.  This report meets the requirements of both the CIPFA Code 
of Practice on Treasury Management, (the Code), and the CIPFA Prudential Code for Capital 
Finance in Local Authorities, (the Prudential Code).  
 

The 2022/23 Treasury Management Strategy was approved by the Council in February 2022. 
The Council has subsequently changed its Treasury advisors and this report contains details of 
the changes to the Strategy which will need to be approved by Full Council. The Authority’s 
treasury management advisers are Arlingclose. 
 
 

2. Investment Strategy 
 
The Authority now holds invested funds, representing income received in advance of 
expenditure plus balances and reserves held.  
 
Objectives: The CIPFA Code requires the Authority to invest its treasury funds prudently, and 
to have regard to the security and liquidity of its investments before seeking the highest rate 
of return, or yield. The Authority’s objective when investing money is to strike an appropriate 
balance between risk and return, minimising the risk of incurring losses from defaults and the 
risk of receiving unsuitably low investment income. Where balances are expected to be 
invested for more than one year, the Authority will aim to achieve a total return that is equal 
or higher than the prevailing rate of inflation, in order to maintain the spending power of the 
sum invested. 
 
Strategy: Given the increasing risk and very low returns from short-term unsecured bank 
investments in 2021/22, the Authority decided to diversify into more secure and/or higher 
yielding asset classes during 2022/23.  At the time of writing this report £6m has been made 
available for longer-term investment. The rest of the Authority’s surplus cash is being invested 
in short-term unsecured bank deposit and loans to local authorities.  This diversification 
represents a substantial change in strategy over the coming year. 
 
Business models: Under the new IFRS 9 standard, the accounting for certain investments 
depends on the Authority’s “business model” for managing them. The Authority aims to 
achieve value from its treasury investments by a business model of collecting the contractual 
cash flows and therefore, where other criteria are also met, these investments will continue 
to be accounted for at amortised cost.  
 
Approved counterparties: The Authority may invest its surplus funds with any of the 
counterparty types in table  below, subject to the limits shown 
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Sector Time limit Counterparty limit Sector limit 

The UK Government 50 years Unlimited n/a 

Local authorities & other 
government entities 25 years £13m Unlimited 

Banks (unsecured) * 13 months £5m Unlimited 

Building societies 
(unsecured) * 13 months £5m £10m 

Registered providers 
(unsecured) * 5 years £5m £25m 

Money market funds * n/a £25m Unlimited 

Strategic pooled funds n/a £5m £15m 

Real estate investment 
trusts n/a £5m £15m 

 
* Minimum credit rating: Treasury investments in the sectors marked with an asterisk will 
only be made with entities whose lowest published long-term credit rating is no lower than 
A-. Where available, the credit rating relevant to the specific investment or class of investment 
is used, otherwise the counterparty credit rating is used. However, investment decisions are 
never made solely based on credit ratings, and all other relevant factors including external 
advice will be taken into account. 
 
For entities without published credit ratings, investments may be made where external advice 
indicates the entity to be of similar credit quality. 
 
Government: Loans to, and bonds and bills issued or guaranteed by, national governments, 
regional and local authorities and multilateral development banks. These investments are not 
subject to bail-in, and there is generally a lower risk of insolvency, although they are not zero 
risk. Investments with the UK Government are deemed to be zero credit risk due to its ability 
to create additional currency and therefore may be made in unlimited amounts for up to 50 
years. 
  
Registered providers (unsecured): Loans to, and bonds issued or guaranteed by, registered 
providers of social housing or registered social landlords, formerly known as housing 
associations. These bodies are regulated by the Regulator of Social Housing (in England), the 
Scottish Housing Regulator, the Welsh Government and the Department for Communities (in 
Northern Ireland). As providers of public services, they retain the likelihood of receiving 
government support if needed.   
 
Money market funds: Pooled funds that offer same-day or short notice liquidity and very low 
or no price volatility by investing in short-term money markets. They have the advantage over 
bank accounts of providing wide diversification of investment risks, coupled with the services 
of a professional fund manager in return for a small fee. Although no sector limit applies to 
money market funds, the Authority will take care to diversify its liquid investments over a 
variety of providers to ensure access to cash at all times.  
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Strategic pooled funds: Bond, equity and property funds that offer enhanced returns over the 
longer term but are more volatile in the short term.  These allow the Authority to diversify 
into asset classes other than cash without the need to own and manage the underlying 
investments. Because these funds have no defined maturity date, but are available for 
withdrawal after a notice period, their performance and continued suitability in meeting the 
Authority’s investment objectives will be monitored regularly. 
 
Real estate investment trusts: Shares in companies that invest mainly in real estate and pay 
the majority of their rental income to investors in a similar manner to pooled property funds. 
As with property funds, REITs offer enhanced returns over the longer term, but are more 
volatile especially as the share price reflects changing demand for the shares as well as 
changes in the value of the underlying properties. 
 
Operational bank accounts: The Authority may incur operational exposures, for example 
though current accounts, collection accounts and merchant acquiring services, to any UK bank 
with credit ratings no lower than BBB- and with assets greater than £25 billion. These are not 
classed as investments but are still subject to the risk of a bank bail-in. The Bank of England 
has stated that in the event of failure, banks with assets greater than £25 billion are more 
likely to be bailed-in than made insolvent, increasing the chance of the Authority maintaining 
operational continuity. We do not have a limit on the amount in its operational bank account. 
 
Risk assessment and credit ratings: Credit ratings are obtained and monitored by the 
Authority’s treasury advisers, who will notify changes in ratings as they occur. The credit rating 
agencies in current use are listed in the Treasury Management Practices document. Where an 
entity has its credit rating downgraded so that it fails to meet the approved investment criteria 
then: 

• no new investments will be made, 
• any existing investments that can be recalled or sold at no cost will be, and 
• full consideration will be given to the recall or sale of all other existing investments 

with the affected counterparty. 
 
Where a credit rating agency announces that a credit rating is on review for possible 
downgrade (also known as “negative watch”) so that it may fall below the approved rating 
criteria, then only investments that can be withdrawn will be made with that organisation 
until the outcome of the review is announced.  This policy will not apply to negative outlooks, 
which indicate a long-term direction of travel rather than an imminent change of rating. 
 
Other information on the security of investments: The Authority understands that credit 
ratings are good, but not perfect, predictors of investment default.  Full regard will therefore 
be given to other available information on the credit quality of the organisations in which it 
invests, including credit default swap prices, financial statements, information on potential 
government support, reports in the quality financial press and analysis and advice from the 
Authority’s treasury management adviser.  No investments will be made with an organisation 
if there are substantive doubts about its credit quality, even though it may otherwise meet 
the above criteria. 
 
When deteriorating financial market conditions affect the creditworthiness of all 
organisations, as happened in 2008 and 2020, this is not generally reflected in credit ratings, 
but can be seen in other market measures. In these circumstances, the Authority will restrict 
its investments to those organisations of higher credit quality and reduce the maximum 
duration of its investments to maintain the required level of security. The extent of these 
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restrictions will be in line with prevailing financial market conditions. If these restrictions 
mean that insufficient commercial organisations of high credit quality are available to invest 
the Authority’s cash balances, then the surplus will be deposited with the UK Government, or 
with other local authorities.  This will cause investment returns to fall but will protect the 
principal sum invested. 
 
Credit risk exposures arising from non-treasury investments, financial derivatives and 
balances in operational bank accounts count against the relevant investment limits. 
 
Liquidity management: The Authority uses in-house cash flow forecasting software to 
determine the maximum period for which funds may prudently be committed.  The forecast 
is compiled on a prudent basis to minimise the risk of the Authority being forced to borrow 
on unfavourable terms to meet its financial commitments. Limits on long-term investments 
are set by reference to the Authority’s medium-term financial plan and cash flow forecast. 
 
The Authority will spread its liquid cash over a number of providers (e.g. bank accounts and 
money market funds) to ensure that access to cash is maintained in the event of operational 
difficulties at any one provider. 
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