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Introduction

1. The Local Government Act 2003 requires Councils to ‘have regard to’ the Prudential Code and to set Prudential Indicators for the next three years to ensure that the Council’s capital investment plans are affordable, prudent and sustainable. The Act therefore requires the Council to set out its treasury strategy for borrowing and to prepare an Annual Investment Strategy (as required by Investment Guidance issued subsequent to the Act); the latter sets out the Council’s policies for managing its investments and for giving priority to the security and liquidity of those investments.

2. The suggested strategy for 2007/08 in respect of the following aspects of the treasury management function is based upon the Treasury officers’ views on interest rates, supplemented with leading market forecasts provided by the Council’s treasury advisor, Sector Treasury Services Limited.

3. The strategy covers:

· Treasury limits in force which will limit the treasury risk and activities of the Council;

· Prudential Indicators;

· the current treasury position;

· the borrowing requirement;

· prospects for interest rates;

· the borrowing strategy;

· debt rescheduling;  

· the investment strategy;

Treasury Limits for 2007/08 to 2009/10

4. It is a statutory duty under Section 3 of the Local Government Act 2003 and supporting regulations, for the Council to determine and keep under review how much it can afford to borrow.  In England and Wales the ‘Authorised Borrowing Limit’ represents the legislative limit.

5. The Council must have regard to the Prudential Code when setting the Authorised Borrowing Limit. Essentially, this requires it to ensure that total capital investment remains within sustainable limits and, in particular, that the impact upon its future council tax is ‘acceptable’. The Authorised Borrowing Limit is to be set, on a rolling basis, for the forthcoming year and two successive financial years.

Prudential Indicators 2007/08 to 2009/10

6. The Prudential Code requires the Council to set Prudential Indicators for the next three years to ensure that the Council’s capital investment plans are affordable, prudent and sustainable. The indicators that are relevant in setting an integrated treasury management strategy are shown in Annex 1.

7. Local authorities are required to set upper limits on fixed and variable interest rate exposures. The Prudential Code recognises that for authorities with substantial cash balances the calculation of exposure limits can be a negative figure.  This can result in fixed interest rate exposure for net borrowing being above 100%.  An example is given below:

E.g.
if
fixed rate debt = £300m and fixed investment = £100m



variable rate debt = £50m and variable investments = £55m

Fixed interest exposure for net borrowing =
£300m - £100m  = 102.56%




£350m - £155m

Variable interest exposure for net borrowing =
£50m - £55m      =  -2.56%





£350m - £155m

8. In order to allow the authority to invest a higher proportion of its cash balances in variable rate instruments, without being forced to increase the proportion of variable rate borrowing, the maximum fixed interest rate exposure limit has been set at 150%.

9. The Treasury Management Strategy Statement is required to state whether or not the authority has adopted the CIPFA Code of Practice for Treasury Management.  The Council formally adopted the code on 1 April 2003.

The Current Portfolio Position

10. The Council’s Treasury portfolio position at 3 November 2006 comprised:


Principal (£million)
Average Rate (%)

Fixed Rate Funding



     PWLB
313.383
4.94

     Money Market Loans
50.000
3.76

     Other Long-term liabilities
6.424


TOTAL DEBT
369.807




Weighted average return to date (%)

INVESTMENTS 

Average Monthly Cash Balance at 2/11/06
150.824


Externally-managed as at 31/10/06
20.386


TOTAL
171.21
4.70

(Investments include approximately £9.48m of pension fund cash).

The Borrowing Requirement

11. In order to finance the Capital Programme, the Council’s long-term debt is projected to increase from £372million in April 2007 to £394 million by 31 March 2008; a net increase of £22million or 6%. In addition to new borrowing, the Council has £5 million of debt maturing in 2007/08 that will need to be replaced.


2006/07

£’000

Probable
2007/08

£’000

Estimate
2008/09

£’000

Estimate
2009/10

£’000

Estimate

New Borrowing
27,460
21,747
21,484
19,934

Replacement Borrowing
5,000
5,000
11,000
12,000



TOTAL


32,460
26,747
32,484
31,934

Prospects for Interest Rates

12. The Council engages Sector Treasury Services Limited to provide investment advice to the Authority, and part of their service is to assist the Council to formulate a view on interest rates.  Annex 2 draws together a number of current City forecasts for short and long-term interest rates.  The following table and bullet points give the Sector central view as at September 2006.


Q/E4

2006
Q/E1

2007
Q/E2

2007
Q/E3

2007
Q/E4

2007
Q/E1

2008
Q/E2

2008
Q/E3

2008
Q/E4

2008

Bank Rate
5.00
5.00
5.00
5.00
5.00
4.75
4.75
4.75
4.50

5yr PWLB rate
5.00
5.00
5.00
4.75
4.75
4.50
4.50
4.50
4.50

10yr PWLB rate
4.75
4.75
4.75
4.75
4.75
4.50
4.50
4.50
4.50

25yr PWLB rate
4.25
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50

13. Sector’s current interest rate view is that Bank Rate will peak at 5.0% in November 2006 and fall to 4.75% in Q1 2008 and then to 4.5% in Q4 2008 before rising back to 4.75% in Q3 2009. The risk in this forecast is to the upside in early 2007 in that a number of analysts take the view that there could be an additional increase to the Bank Rate early next year. LIBOR rates also indicate that the market is expecting a further increase during the early part of 2007. The three-month LIBOR rate on 27 December 2006 was 5.32% and the twelve-month rate on that date was 5.57%. However, the Bank of England’s Inflation Report in November 2006 indicated that inflation would return to its target of 2.00% faster than expected.  A clearer picture should emerge once the outcome of wage rounds begin to be known in the early part of 2007.

Economic Background

14. Sector have highlighted the following issues in relation to the current economic situation in the UK and internationally.

UK

· GDP: the UK is on the upswing of the economic cycle from a low point reached in June 2005.  Robust growth is expected to continue for a little longer but a modest cooling is expected in 2007 (2006: 2.5%, 2007: 2.0%) and to continue at below the trend rate of 2.5% thereafter.

· A recovery in consumer spending and retail sales has underpinned this upswing in GDP.

· The housing market has proved more robust than expected; house price inflation over 8% pa.

· Higher than expected immigration from Eastern Europe has strengthened growth and dampened wage inflation.

· MPC decision to raise Bank Rate in November 2006 to bring CPI inflation down to the 2% target level two years ahead.  The MPC has been concerned that short term price increases (CPI has been significantly above target since June 2006) could feed through into wage settlements in the next pay round.

· Household income growth is set to recover in 2007 as inflation falls and pay rises.  However, the extra income is likely to go into a recovery of the savings rate, pensions saving and servicing debt costs (as rates rise) rather than consumer expenditure.

· The public sector real increase in expenditure per annum is set to weaken to 2.5% over the next few years from an average of 3% over 2000-2005.

· Increases in Bank Rate in August and November likely to dampen the housing market and also increases in unsecured borrowing.

· World slowdown in growth in 2007 will dampen UK exports.

· OUTLOOK: When inflation is back under control, then Bank Rate will switch eventually to a falling trend in 2008 to counter above negative effects on the economy and growth.

International

· The US, UK and EU economies have all been on the upswing of the economic cycle in 2005 and 2006 and so have been raising interest rates in order to cool their economies and to counter inflationary pressures stimulated by high oil, gas and electricity prices which could feed through into increases in wage inflation and producer prices.  

· The US is ahead of the UK and EU in the business cycle and it looks as if the Federal funds rate has probably already peaked at 5.25% whereas there is an expectation in the financial markets of further increases in the EU and UK.

· The major feature of the US economy is a still-steepening downturn in the housing market which is likely to drag consumer spending (and so the wider economy) down with it (e.g. house building and employment).  Falling house prices will also undermine household wealth and so lead to an increase in savings (which fell while house prices were rising healthily) and so conversely will lead to a fall in consumer expenditure.

· The Federal Reserve Board may be reluctant and tardy to respond to the aforementioned downturn in the economy if inflationary pressures remain stubbornly high.  This could exacerbate the downturn both in the US and the world economies.

· EU growth picked up strongly in the first half of 2006 and is expected to remain healthy in the second half.  Growth is likely to slow moderately in 2007 due to weaker US and global demand.

· Despite sharply increased energy prices, disinflationary pressures from falls in prices of manufactured goods from China and India have helped to keep headline inflation in the advanced economies to an average of around 3% and will fall as the energy effects go into reverse.

Borrowing Strategy

15. The Sector forecast for PWLB rates is as follows: -

· The 50 year PWLB rate is expected to remain flat at 4.25%.  As the Sector forecast is in 0.25% segments there is obviously scope for the rate to move around the central forecast by +/- 0.25% without affecting this overall forecast.  

· The 25-30 year PWLB rate is expected to stay at 4.25% in Q4 2006 before rising to 4.5% in Q1 2007 and then remaining at that rate for the foreseeable future.   

· The 10 year PWLB rate is forecast to remain at 4.75% until Q1 2008 when it will fall to 4.50% and remain at that rate for the foreseeable future. 

· 5 year PWLB rate will remain at 5.0% until Q3 2007 when it will fall to 4.75%.  It will then fall again to 4.5% in Q1 2008 and remain at that rate for the foreseeable future.

16. The Head of Finance & Procurement will continue to monitor the interest rate market and adopt a pragmatic approach to changing circumstances, reporting any decisions to the cabinet at the next available opportunity. As in previous years, if it is cost effective to borrow in advance for 2008/09 during 2007/08 (for example if interest rates are forecast strongly to increase in 2008/09), then up to a maximum of £10m will be borrowed in advance.  

LOBOs (Lender's option/Borrower's option)

17. The Council has a limit of borrowing not more than 20% of the portfolio in the form of LOBOs. It is recommended that this remain as the limit for 2007/08. Currently (November, 2006) LOBOs represent 13% of total debt.

18. The main sensitivities of the forecast are likely to be the two scenarios below. The Council officers, in conjunction with the treasury advisers, will continually monitor both the prevailing interest rates and the market forecasts, adopting the following responses to a change of sentiment:

· If it were felt that there was a significant risk of a sharp rise in long and short term rates, perhaps arising from a greater than expected increase in world economic activity or in increases in inflation, then the portfolio position will be re-appraised with the likely action that fixed rate funding, including forward borrowing for future years’ capital expenditure, will be drawn whilst interest rates were still relatively cheap.

· If it were felt that there was a significant risk of a sharp fall in long and short term rates, due to e.g. growth rates weakening, then long term borrowings will be postponed, and any rescheduling from fixed rate funding into variable or short rate funding will be exercised.

Debt Rescheduling

19. As the first fall in Bank Rate is expected in Q1 2008, it is expected that there will be a sharp difference between higher shorter-term rates and cheaper long-term rates in quarters 2 to 4 of 2007.  Later on in 2007/08, this advantage will diminish once Bank Rate, and short-term rates generally, start falling.  If there is a significant difference between short and long term rates, there may therefore be an opportunity during to restructure shorter-term debt into slightly longer-term in order to optimise the potential savings achievable in the financial year 2007/08. Any positions taken via rescheduling will be in accordance with the strategy position outlined in the Borrowing Strategy set out above. 

20. In addition, the Council will actively give consideration during the year to taking advantage of small movements in PWLB rates to reduce the cost of existing debt in the portfolio by reborrowing at lower rates without making significant changes to the type of debt (fixed / variable) or maturity periods.   

21. The reasons for any rescheduling to take place will include:

· the generation of cash savings at minimum risk;

· to help fulfil the Borrowing Strategy outlined above; and

· to enhance the balance of the portfolio (amend the maturity profile and/or the balance of volatility).

22. CIPFA issued a draft accounting standards document (SORP2007) on 18 October 2006 which includes major potential changes in the accounting treatment of the valuation of debt and investments, the calculation of interest and the treatment of premia and discounts arising from debt rescheduling.  There will be a three-month consultation period before proposals are finalised.  It is not expected that the proposals will require any fundamental change in the Council’s strategy.

23. In July 2006, Cabinet accepted recommendations from the Head of Finance and Procurement that debt rescheduling may be undertaken where a premium is payable upon repaying the original loan early. It also approved the use of different loan types (for example, Lender Option/Borrower option loans) and changes to maturity periods upon rescheduling. It is proposed that this continues during 2007/08. These recommendations were approved by Council and form part of the Treasury Management Strategy for 2006/07. No change to this aspect of the Strategy is proposed.

Annual Investment Strategy

Investment Policy

24. The Council will have regard to the ODPM’s Guidance on Local Government Investments (“the Guidance”) issued in March 2004 and CIPFA’s Treasury Management in Public Services Code of Practice and Cross Sectoral Guidance Notes (“the CIPFA TM Code”).  The Council’s investment priorities are the security of capital and the liquidity of its investments. 

25. The Council will also aim to achieve the optimum return on its investments commensurate with proper levels of security and liquidity. 

26. The borrowing of monies purely to invest or on‑lend and make a return is unlawful and this Council will not engage in such activity.

27. Investment instruments identified for use in the financial year are listed in Annex 3 under the ‘Specified’ and ‘Non-Specified’ Investments categories. Counterparty limits will be as set agreed by Council. 

28. The Council uses Fitch* ratings to derive its counterparty limits. The limits are based on a credit matrix previously agreed by the Council. If a downgrade results in the counterparty no longer meeting the Council’s minimum criteria, its further use as a new investment will be withdrawn immediately. The lending list will be regularly updated to include counterparties with new ratings meeting the Council’s credit rating criteria, and vary lending and maturity limits when necessary as a result of changes to credit ratings.

Investment Comparisons

29. In 2005/06, the Council achieved average returns of 4.682% on cash managed in-house compared to the average for 26 Shire Counties of 4.738%.  Individual authorities are constrained by both cash flow considerations and by their attitude to risk. Those Councils who followed higher risk strategies and deposited higher levels of cash in longer-term or structured products achieved the highest investment returns. 

Investment Strategy

30. Investment will be made with reference to the Council’s core balance and cash flow requirements and the outlook for short- and medium-term interest rates.

31. Interest rate outlook: Sector is forecasting Bank Rate to remain at 5.0% from November 2006 falling to 4.75% in Q1 2008 and then again to 4.5% in Q4 2008.  Bank Rate is then expected to increase to 4.75% in Q3 2009.  In the Medium Term Financial Plan for 2007/08 to 2011/12 we have budgeted for a cautious investment return of 5.00% in 2007/08 and 4.75% for the four years thereafter.

32. The Authority will continue to lend in-house cash for periods of up to 3 years, in order to provide increased returns.

33. It is recommended that the Council approve an increase in the limit of in-house lending in excess of 1 year from £20m in 2006/07 to £50m in 2007/08.  

34. For its short-term temporary cash surpluses, the Council will continue to utilise its instant access, notice accounts, money market funds and short-dated deposits (overnight to 364 days).   

Structured Products: Callable Deposits and Range Accruals

35. These investment instruments are being used increasingly by local authorities. They involve varying degrees of additional risk than fixed rate deposits. In the case of callable deposits there is additional risk because the borrower can repay the deposit at specified dates structured into the contract. With range accruals, additional risk is introduced because the coupon rate payable is linked to an underlying reference rate (normally 3-month LIBOR) (see Glossary at Annex 4). 

36. It is recommended that additional use be made of Callable Deposits and Range accruals in 2007/08 to enhance the return on investments, whilst having regard to the overriding requirement to preserve the security and liquidity of the Council’s assets.

External Cash Fund Management

37. During the year Scottish Widows Investment Partnership (SWIP) and Investec were appointed as external fund managers. Each fund manager has been given responsibility for managing an initial amount of £10million. The aim is to outperform the Council’s return on its in-house investments over a three-year period.

38. The benchmark for SWIP is the 7-day LIBID rate compounded weekly. LIBID is the London Interbank Bid Rate and is the rate bid by banks on eurocurrency deposits. It represents the rate at which a bank is willing to borrow from other banks. The benchmark for Investec is a composite index of 70%: 3 month LIBID and 30%: Merrill Lynch 0-5 year gilt index. 

39. In March 2006 the Council approved modifications to the approved Treasury Management Strategy as follows:

(a) that the maximum average duration of the fund invested with SWIP should be 5 years instead of 3 years;

(b) that Bond Funds and Short Term Funds be added to the list of approved investment instruments;

(c) that SWIP and Investec be given separate lending limits in addition to the in-house limits. These are incorporated into Annex 3;
(d) that 100% of the externally invested fund can be placed in Money Market funds, AAA rated Bond Funds and AAA rated Short Term Funds.

40. It is recommended that, subject to performance, up to another £10million be transferred to each of the two fund managers during 2007/08.

Overall Summary

41. The proposed Treasury Management Strategy for 2007/08 may be summarised overall as follows:

(a) to increase external debt by £22million to finance the capital programme;

(b) to borrow from PWLB or the money market at the most advantageous rates for the Authority;

(c) to actively take advantage of small movements in PWLB rates in order to restructure debt (including where premiums are payable) and to note that this may involve small extensions to the length of the loan;

(d) to take advantage of higher market rates by investing for longer periods;

(e) to continue to use the services of SWIP and Investec within the framework of the modifications to the Treasury Management Strategy approved in March 2006. 

RECOMMENDATIONS

42. The Cabinet is RECOMMENDED to endorse:

(a) the Prudential Indicators in Annex 1 to the report;

(b) the continued use of Lender Option/Borrower Option loans restricted to 20% of the in-house investment portfolio;

(c) the use of forward borrowing limited to £10m in 2007/08;

(d) an increase in in-house lending for periods in excess of 1-year from £20m to £50 million;

(e)
the continued use of the services of SWIP and Investec and, subject to performance, the investment of up to a further £10million each with these fund managers.

and RECOMMEND the Council to approve the Treasury Management Strategy Statement and Annual Investment Strategy accordingly.

SUE SCANE

Head of Finance & Procurement

Background Papers:
Nil

Contact Officer:

Linda Arch  Tel: 01865 815684

December 2006

ANNEX 1

Prudential Indicators for 2007/08 to 2008/09

The following prudential indicators are relevant for the purposes of setting an integrated treasury management strategy.

Treasury Management Prudential Indicators

External Debt

It is recommended that the Council approve the following authorised limits for its total external debt gross of investments for the next 3 financial years.

Authorised limit for external debt


Authorised limit for external debt


2006/07

£m

Probable
2007/08

£m

Estimate
2008/09

£m

Estimate
2009/10 £m Estimate



Authorised limit for borrowing
418.225
433.000
454.000
474.000

Authorised limit for other long-term liabilities
6.424
6.424
6.424
6.424

Authorised limit for external debt
424.649
439.424
460.424
480.424

Operational limit for external debt

The proposed operational boundary for external debt is based on the same estimates as the authorised limit.  It reflects the most likely, prudent but not worst-case scenario.


2006/07

£m

Probable
2007/08

£m

Estimate
2008/09

£m

Estimate
2009/10

£m

Estimate

Operational limit for borrowing
408.225
423.000
444.000
464.000

Operational limit for other long-term liabilities
6.424
6.424
6.424
6.424

Operational limit for external debt
414.649
429.424
450.424
470.424

Upper Limit for Fixed Interest Rate Exposure

The limit on principal sums borrowed at fixed rates less principal sums invested at fixed rates as a percentage of net borrowing.

Fixed Interest Net Borrowing Upper Rate
150%

Variable Interest Net Borrowing Upper Rate
25%

Total Principal Sums Invested for longer than 364 days

Upper limit of funds invested for longer than 364 days is £100million for 2007/08, 2008/09 and 2009/10.

Maturity structure of fixed rate borrowing during 2007/08

Maturing Period:-
Lower Limit %
Upper Limit %

Under 12 months
0
20

12 months and within 24 months
0
25

24 months and within 5 years
0
35

5 years and within 10 years
10
40

10 years and above 
50
95

ANNEX 2

Interest Rate Forecasts

The data below shows a variety of forecasts published by a number of institutions.  The first three are individual forecasts including those of UBS and Capital Economics (an independent forecasting consultancy).  The final one represents summarised figures drawn from the population of all major City banks and academic institutions.  

The forecast within this strategy statement has been drawn from these diverse sources and officers’ own views. The individual forecasts were not revised in December 2006, with the exception of UBS who have revised their Bank Rate forecast from Q2 2007 onwards from 5.00% to 4.75%.

1. Individual Forecasts 

Sector interest rate forecast as at 22 November 2006


Q/E4

2006
Q/E1

2007
Q/E2

2007
Q/E3

2007
Q/E4

2007
Q/E1

2008
Q/E2

2008
Q/E3

2008
Q/E4

2008

Bank Rate
5.00
5.00
5.00
5.00
5.00
4.75
4.75
4.75
4.50

5yr PWLB rate
5.00
5.00
5.00
4.75
4.75
4.50
4.50
4.50
4.50

10yr PWLB rate
4.75
4.75
4.75
4.75
4.75
4.50
4.50
4.50
4.50

25yr PWLB rate
4.25
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50

Capital Economics interest rate forecast as at 2 November 2006


Q/E4

2006
Q/E1

2007
Q/E2

2007
Q/E3

2007
Q/E4

2007
Q/E1

2008
Q/E2

2008
Q/E3

2008
Q/E4

2008

Bank Rate
5.00
5.25
5.25
5.25
5.00
4.75
4.50
4.50
4.50

5yr PWLB rate
4.90
5.00
4.60
4.40
4.40
4.30
4.40
4.50
4.60

10yr PWLB rate
4.75
4.85
4.65
4.45
4.45
4.55
4.65
4.65
4.65

25yr PWLB rate
4.45
4.35
4.25
4.25
4.25
4.25
4.35
4.35
4.35

30yr PWLB
4.25
4.15
4.05
3.95
4.05
4.05
4.15
4.15
4.15

UBS interest rate forecast (for quarter ends) as at December 2006.


Q/E4

2006
Q/E1

2007
Q/E2

2007
Q/E3

2007
Q/E4

2007
Q/E1

2008

Bank Rate
5.00
5.00
4.75
4.75
4.75
4.75

10yr PWLB rate
4.85
4.85
4.80
4.80
4.80
4.80

25yr PWLB rate
4.29
4.25
4.25
4.25
4.30
4.35

2. Survey of Economic Forecasts 

HM Treasury – October 2006 summary of forecasts of 26 City and 14 academic analysts for Q4 2006 and 2007.   (2008 – 2010 are as at August 2006 but are based on 18 forecasts)


Bank Rate Actual (%)
Quarter ended


Quarter ended
Annual Average

Bank Rate (%)



Q4 2006
Q4 2007
Average 2008
Average 2009
Average 2010

Independent forecasters
5.00
4.94
4.85
4.86
4.88
4.85

Highest
5.00
5.00
5.50
5.90
5.60
6.10

Lowest
5.00
4.50
4.00
3.75
4.00
4.00

ANNEX 3

Specified Investments

All such investments will be sterling denominated, with maturities up to a maximum of 1 year, meeting the ‘high’ rating criteria where applicable.

Investment Instrument
Minimum Credit Criteria
Use

Debt Management Agency Deposit Facility


N/A
In-house

Term deposits – UK Government


N/A
In-house

Term Deposits – other Local Authorities


N/A
In-house

Term Deposits – Banks and Building Societies
Fitch short-term F1, Long-term A, individual rating C, with support rating 2 or individual rating B, with support rating 3
In-house and Fund Managers

Structured Products (eg. Callable Deposits and Range Accruals)
Fitch short-term F1, long-term A, individual rating C, with support rating 2 or individual rating B, with support rating 3.
In-house and Fund Managers

Certificates of Deposit issued by Banks and Building Societies


A1 or P1
In-house on a buy and hold basis.

Fund Managers

Money Market Funds


AAA
In-house and Fund Managers

Short-term Funds
AAA
In-house and Fund Managers

Bond Funds
AAA
In-house and Fund Managers

UK Government Gilts


AAA
In-house on a buy and hold basis

Fund Managers

Treasury Bills


N/A
Fund Managers

Non-Specified Investments

A maximum of 50% of the portfolio will be held in non-specified investments.

Investment Instrument
Minimum Credit Criteria
Use
Max % of total investments
Maximum Maturity Period

Term deposits – UK Government with maturities in excess of 1 year
N/A
In-house
50%
3 years

Term deposits – other Local Authorities with maturities in excess of 1 year
N/A
In-house
50%
3 years

Term deposits – Banks and Building Societies with maturities in excess of 1 year 
Short-term rating F1+, long-term rating AA-, individual rating B, support 2
In-house and Fund Managers
50%

100% of External Fund
3 years

Structured Products (eg. Callable Deposits and Range Accruals)
Short-term rating F1+, long-term rating AA-, individual rating B, support 2
In-house and Fund Managers
50%

100% of External Fund
3 years

Certificates of Deposit issued by Banks and Building Societies
A1 or P1
In-house on a buy and hold basis

Fund Managers
50%

100% of External Fund
3 years in-house; 10 years fund managers

UK Government Gilts with maturities in excess of 1 year
N/A
In-house on a buy and hold basis

Fund Managers
50%

100% of External Fund
3 years in-house; 10 years fund managers

Bonds issued by multilateral development banks
AAA
In-house on a buy and hold basis.

Fund Managers
50%

(100% of External Fund)
3 years in-house; 10 years fund managers

Bonds issued by a financial institution which is guaranteed by the UK Government
N/A
In-house on a buy and hold basis.

Fund Managers
50%

(100% of External Fund)
3 years in-house; 10 years fund managers

Supranationals
N/A
Fund Managers
100% of External fund
30 years

Bond Funds
AAA
In-house

Fund Managers
100% of External Fund
30 years

Sovereign bond issues
AAA
In-house on a buy and hold basis

Fund Managers
50%

100% of External Fund
30 years

The External Fund will have a maximum average duration of 3 years in the case of Investec and 5 years in the case of SWIP.

ANNEX 4

Glossary

LIBOR

BBA Libor is a widely used benchmark or reference rate for short-term interest rates. It is calculated daily by the British Bankers’ Association.

LIBID

LIBID is the London Interbank Bid Rate and is the rate bid by banks on Eurocurrency deposits. It is the rate at which banks are willing to borrow from other banks.

Structured Products

Structured products are bespoke investment vehicles. The term refers to a group of financial instruments with varying terms, payout and risk profiles on a range of underlying assets. The two structured products currently being used by the authority are ‘Callable Deposits’ and ‘Range Accruals’.

* Credit Rating Agency
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