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INVESTMENT STRATEGY 2004/05

1. ANNUAL INVESTMENT STRATEGY

1.1 In December 2003 the ODPM issued draft guidance on Local Government Investments for local authorities in England.  Central to this guidance is an Annual Investment Strategy that every local authority will need to prepare before the start of the financial year. The Strategy sets out the general policy objective for investments, the procedures for determining which investments will fall in the ‘Specified’ or ‘Non Specified’ categories that the authority will use in the forthcoming financial year and the maximum periods for which funds may be committed in each asset class.  Based upon this draft guidance, Council in March 2004 approved a draft investment strategy for 2004/05

1.2 The ODPM has now (March 2004) issued its final version of the investment guidance and the proposed Investment Strategy has now been refined to take account of amendments that have been included in this new guidance.  The main changes in the guidance that are relevant to the City Council are:

(a) English local authorities may lend to all other authorities in the United Kingdom and not just English ones.

(b) Investment in Money Market Funds will not count as capital expenditure.

(c) External fund managers should be contractually required to comply with the annual investment strategy.

(d) Whilst investments made with unrated counterparties will be classed as non-specified investments, the ODPM states that ‘there is no intention of discouraging authorities from using non specified investments.  The aim is simply to ensure that proper procedures are in place for undertaking risk assessments of investments made for longer periods or with bodies which are not highly credit rated.  

It is not implied that credit ratings are the only means of assessing credit worthiness; but where an alternative or additional method is considered appropriate, it should be summarised and explained in the strategy’. 

1.3 Appendix A sets out the Investment Strategy for 2004/05 based upon the final investment guidance and incorporating the changes discussed in para 1.2.  

Appendices B-D set out the schedule of specified (Appendix B) and non specified investments (Appendix C) and the proposed limits for each class of counterparty including a specific schedule of current building societies (Appendix D). 

2. CONSULTATION

2.1 The Council has appointed Sector Treasury Services as Treasury Advisers and they have been consulted on the Strategy and proposals contained within this report.

3. RECOMMENDATIONS

3.1 
The Strategy was recommended by the Executive on 26 April for approval by full Council.  Therefore Council is asked to approve:

(a) The Investment Strategy for 2004/05 as set out in Appendix A and schedule of approved counter-party classes as set out in Appendices B-D. 

4. IMPLICATIONS

· Staffing/Resources – Not applicable.

· Financial – Included within the report.

· Legal – Not applicable except that the City Council must have regard to legal constraints in compiling both its schedule of counterparties and its assessment of asset classes.

· Corporate – Not applicable.

· Risk Management – Management of risk is one of the guiding principles of both the Code of Practice on Treasury Management and the Prudential Code.  The  Investment Strategy and the guidance upon which it is based also embrace the principles of risk management.

· Equality Issues – Not applicable.

· Environmental – Not applicable.

· Crime and Disorder – Not applicable.

· Impact on Customers – Not applicable.

ANGELA BROWN

Head of Finance

Contact Officer:
David Steele

 



Ext:
7288

Financial Services

Carlisle City Council

16 April 2004  
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 APPENDIX A
CARLISLE CITY COUNCIL

ANNUAL INVESTMENT STRATEGY : 2004-05
1. INTRODUCTION
1.1 This Council has regard to the ODPM’s Guidance on Local Government Investments (issued in March 2004) and CIPFA’s Treasury Management in Public Services: Code of Practice and Cross Sectoral Guidance Notes (“CIPFA TM Code”) (adopted by the Council in March 2002). 
1.2 
This Annual Investment Strategy states which investments the Council may use for the prudent management of its treasury balances during the financial year under the heads of Specified Investments and Non Specified Investments. These are listed in Appendices B and C. Essentially specified investments are those with a maturity of up to one year which have a suitable credit rating or are otherwise guaranteed e.g. by HM Government.  All other investments are non specified.

1.3 Specified and Non Specified Investments are both new terms in the field of treasury management and the schedules in Appendices B and C include several instruments that the City Council has not hitherto used, either directly or via Investment Fund managers.  Most of the City Council’s in house investments are with major banks or (more commonly) building societies and only for periods up to 364 days.  Where such institutions have a suitable credit rating and the period does not exceed one year they would now be classed as specified investments. 

1.4 Investments with institutions that do not have a credit rating e.g. many smaller building societies or investments for periods over one year would be classed as non specified investments.  However it is important to stress that both the specified and non specified investments in Appendices B and C are perfectly legal instruments in which the City Council may invest.  The issue of building society investments in discussed more fully later in the report (see also Appendix D).

1.5
This Strategy also sets out :

· The procedures for determining the use of each asset class (advantages and associated risk), particularly if the investment falls under the category of “non‑specified investments”; 

· The maximum periods for which funds may be prudently committed in each asset class;

· The limit to be invested in each asset class or counterparty;

· Whether the investment instrument is to be used by the Council’s in‑house officers and/or by the Council’s appointed external fund managers;  and, if non-specified investments are to be used in-house, whether prior professional advice is to be sought from the Council’s treasury advisors;

· The minimum amount to be held in short-term investments (i.e. one which the Council may require to be repaid or redeemed within 12 months of making the Investment).
2.
INVESTMENT OBJECTIVES
2.1 All investments will be in sterling. The general policy objective for this Council is the      prudent investment of its treasury balances.  This includes monies borrowed for the purpose of expenditure in the reasonably near future (i.e. borrowed 12-18 months in advance of need).

2.2
 The Council’s investment priorities are:


(a) the security of capital and 

(b) liquidity of its investments. 

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

2.2 
The Guidance maintains that the borrowing of monies purely to invest or to on-lend and make a return is unlawful and this Council will not engage in such activity. 

3.
SECURITY OF CAPITAL: THE USE OF CREDIT RATINGS
3.1 
This Council relies primarily on credit ratings published by Fitch or Moodys to establish the credit quality of counterparties (issuers and issues) and investment schemes. The Council has also determined the minimum long-term, short-term and other credit ratings it deems to be “high” for each category of investment. 

3.2 All credit ratings will be monitored monthly.  The Council has access to Fitch credit ratings and is alerted to changes through its use of the Sector website.  If a counterparty’s rating is downgraded with the result that it no longer meets the Council’s minimum criteria, the further use of  that counterparty/investment scheme as a new investment will be withdrawn immediately.  The Council will also immediately inform its external fund manager of the withdrawal of the same.  If a counterparty is upgraded so that it fulfils the Council’s criteria, its inclusion will be approved by the Head of Finance and subsequently reported to the Executive. 

4.
INVESTMENT BALANCES / LIQUIDITY OF INVESTMENTS
4.1 
The minimum percentage of its overall investments that the Council will hold in specified investments is 75%.

4.2 In the short term that percentage may be below 75% due to the effect of investment decisions made in 2003/04 prior to the guidance on investments being issued by ODPM.  However the intention is to move to a 75% minimum level as soon as is practical.

5.
INVESTMENTS DEFINED AS CAPITAL EXPENDITURE
5.1 The acquisition of share capital or loan capital in any body corporate is defined as capital expenditure under Regulation 25(1)(d) of the Local Authorities (Capital Finance and Accounting) (England) Regulations 2003.  Such investments will have to be funded out of capital or revenue resources and will be classified as ‘non-specified investments’.

5.2 Investments in “money market funds” which are collective investment schemes and bonds issued by “multilateral development banks”, both of which are defined in SI 2004 No 534, will not be treated as capital expenditure.

5.3 A loan or grant or financial assistance by this Council to another body for capital expenditure by that body will be treated as capital expenditure.

5.4 This Council will not use or allow its external fund managers to make any investment which will be deemed capital expenditure.

6.
PROVISIONS FOR CREDIT-RELATED LOSSES  

6.1
If any of the Council’s investments appeared at risk of loss due to default (i.e. a credit-related loss, and not one resulting from a fall in price due to movements in interest rates) the Council will make revenue provision of an appropriate amount. 

7.
INVESTMENT STRATEGY TO BE FOLLOWED IN-HOUSE

7.1 The money market curve is currently anticipating further rises in base rate later in 2004, following on from the ¼% increases in November 2003 and February 2004.  The Council’s Treasury advisers forecast rises of ¼% in May 2004 and August 2004.  This would result in base rate reaching 4.5% and they expect it to remain at that level at least until spring 2005.

7.2 Many of the City Council’s investments are cash flow driven with the need to make provision for major known outgoings each month e.g. precepts, salaries, RSG and other grants etc.  However whilst allowing for these constraints, some opportunity does exist to place funds for periods of up to one year and the City Council has made such investments in the past when it was considered appropriate.  The City Council will continue this policy where there is judged to be the opportunity to lock into added value in investments of one year or longer.  Advice is regularly received from the authority’s treasury consultants on investment matters and regard will be had to such advice, particularly when making any longer term investments.

8.
BUILDING SOCIETIES
8.1 Mention was made in paragraph 1 of the fact that the majority of the City Council’s in house investments are placed with building societies.  Current investment limits with building societies are based essentially on size as opposed to any credit rating and may be summarised as:

Size of Building Society


Limit


Period


Assets over £1bn



£3m


364 Days


Assets over £300m - £1bn


£2m


364 Days


Assets over £100m - £300m

£1m


6 months


Assets under £100m


NIL


NIL

8.2 
Many, though not all, of the building societies in the largest category do have a credit rating.  Generally speaking there are two principal reasons for a society to seek a credit rating:

(a) Non domestic investors require credit ratings and only large societies attempt to  raise funds from this market;

(b) Larger societies are the major users of the wholesale markets and the cost of credit ratings is only justified by an extensive wholesale funding operation.

8.3 
Smaller societies have not used credit ratings for the following reasons:

(a) Credit ratings are an expense that is not needed if a society can currently raise its wholesale funds without the need for a rating;

(b) The gaining of a rating is perceived to be time consuming and once a society has been rated, it has to be maintained.  This involves unjustifiable and non beneficial management time.

8.4      This does not make these smaller societies inherently risky investments.  All building societies, along with other credit institutions, are regulated by the Financial Services Authority.  In addition all societies are required to raise at least 50% of their funds from the retail sector i.e. from its members as opposed to wholesale funding sources.  In practice, this percentage is always much higher.  However wholesale funds are classed as deposits and depositors are classed as priority creditors so that if a society was to be wound up or dissolved, such investors would be paid out first.  The effect therefore is that only if ALL Members of a society had lost ALL their investments would a depositor lose any of their investment.  Therefore even if a society had reached its maximum 50% funding from depositors, it would have to have written off 50% of its asset base before the situation of depositors losing any money would be reached.    

8.5   There are other safeguards for investors with building societies.  A society must have at least 75% of its ‘business assets’ as loans fully secured on residential property as opposed to what may be perceived as riskier forms of lending.  Again most societies have a level well above the 75% minimum.

8.6 The building society movement has a long history of providing a safe haven for investors.  No investor has lost money in a building society since at least 1945 and almost certainly long before that.  Even the difficulties faced by the housing market in the early 1990s did not result in any investor losing their money.  Of course that does not guarantee the security of any future investment though neither it must be said does a high credit rating.  

8.7 To enable the City Council to continue to invest as now in the building society sector, it is suggested that the present criteria for lending to building societies be broadly retained in respect of those societies with a credit rating from Moodys or Fitch.  However as the cash limits for size of society have not been revised for some years, I would suggest that they be increased as follows:

Size of Building Society

Investment Limit

Period


Assets over £1.5bn



£3m


1 Year


Assets over £400m - £1.5bn

£2m


1 Year 


Assets over £150m - £400m

£1m


6 Months


Assets under £150m


NIL


NIL

8.8 Investments with other societies down to £150m assets would also be permitted subject to the Head of Finance being satisfied as to their credit worthiness eg by inspection of their latest set of audited accounts and this decision subsequently reported to the Executive.  By so doing, it will be possible to form a view on such issues as the proportion of non retail funding or the amount of unsecured lending that a society has in its balance sheet.

9.
EXTERNAL CASH FUND MANAGEMENT 

9.1       The Council’s appointed fund manager, Morley Fund Management, manages the    

           funds on a discretionary basis. The fund management agreement between the 

Council and the manager formally documents the instruments that may be used    within pre-agreed limits.  The fund manager will be contractually required to comply with this Strategy and the Council will discuss with the manager the instruments it considers may prudently be used to meet the Council’s investment objectives.  

9.2 
Their performance is kept under review and an annual report on the Fund is  

           presented at the end of the financial year.

10.
END OF YEAR INVESTMENT REPORT
10.1
In line with current practice, the Council will prepare a report on its investment activity as part of its Annual Treasury Report at the end of the financial year. 

Appendix B

LOCAL GOVERNMENT INVESTMENTS (England)

SPECIFIED INVESTMENTS 
All investments listed below must be sterling-denominated. 

Investment
Share/ Loan Capital?     
Repayable/

Redeemable within 12 months?
Security / 

Minimum Credit Rating 
Capital Expenditure?
Circumstance of use
Max period
Limit

Debt Management Agency Deposit Facility*  (DMADF)

* this facility is at present available for investments up to 6 months


No
Yes
Govt-backed
NO
In-house
1 year 
£3m

Term deposits with the UK government or with UK local authorities (i.e. local authorities as defined under Section 23 of the 2003 Act) with maturities up to 1 year


No
Yes
High security although local authorities are  not credit rated. 
NO
In-house and by external fund managers 
1 year
£3m per counter-party

Term deposits with credit-rated deposit takers (banks and building societies), including callable deposits, with maturities up to 1 year
No
Yes
Yes

Short-term P1, Support 1,2,3 or equivalent
NO
In-house and by external fund managers 
1 year
£3m per counter-party

Certificates of Deposit issued by credit-rated deposit takers (banks and building societies) : up to 1 year.

Custodial arrangement required prior to purchase


No
Yes
Yes

Short-term P1, Support 1,2,3 or equivalent
NO
External fund managers.  In house after advice/consultation from Sector  
1 year
As per Inv Fund Agree-ment

Gilts : Maturities up to 1 year

Custodial arrangement required prior to purchase
No
Yes
Govt-backed
NO
(1) Buy and hold to maturity : to be used in-house after consultation/ advice from Sector 

(2) for trading : by external cash fund manager(s) only subject to the guidelines and parameters agreed with them
1 year
As per Inv Fund Agree-ment

Reverse Gilt Repos : maturities up to 1 year

[A transaction where gilts are bought with a commitment (as part of the same transaction) to sell equivalent gilts on a specified date, or at call, at a specified price.   

Custodial arrangement required prior to purchase
No
Yes
Govt-backed
NO
To be used by external fund managers only subject to the guidelines and parameters agreed with them
1 year
As per Inv Fund Agree-ment

Money Market Funds

(ie a collective investment scheme as defined in SI 2004 No 534)

These funds do not have any maturity date

No
Yes
Yes-AAA rated
NO
In-house and by external fund managers subject to the guidelines and parameters agreed with them
The period of investment may not be determined at the outset but would be subject to cash flow and liquidity requirements
£3m per Fund

Commercial paper**

[short-term obligations (generally with a maximum life of 9 months) which are issued by banks, corporations and other issuers]

Custodial arrangement required prior to purchase
No
Yes
Yes

Short-term P1 or equivalent
NO
To be used by external fund managers only subject to the guidelines and parameters agreed with them
9 months
As per Inv Fund Agree-ment

Forward deals with credit rated banks and building societies up to 1 Year (negotiated deal period plus deposit period)
No
Yes
Yes

Short-term P1


No
In house and fund managers
1 Year in aggregate
£3m per counter-party

Gilt Funds and other Bond  Funds - open end***.

These are open-end mutual funds investing predominantly UK govt gilts and corporate bonds.  These funds do not have any maturity date. The fund would hold highly liquid instruments and the Council’s investments in these funds can be sold at any time
No
Yes
Yes

Minimum rating for bond fund : Fitch: AA- or

Moody’s:Aa3
NO (If not a body corporate by virtue of its set up structure)
To be used by external fund managers only subject to the guidelines and parameters agreed with them,  The manager must ensure that the fund is not a body corporate

As per Inv Fund Agree-ment

Treasury Bills 

[Government debt security with a maturity less than one year and issued through a competitive bidding process at a discount to par value]

Custodial arrangement required prior to purchase
No
Yes
Govt-backed 
NO


In house and external fund managers only subject to the guidelines and parameters agreed with them
1 year
As per Inv Fund Agree-ment

Bonds issued by a financial institution that is guaranteed by the United Kingdom Government (as defined in SI 2004 No 534) with maturities under 12 months

Custodial arrangement required prior to purchase 
No
Yes
Govt-backed 
NO
(1) Buy and hold to

maturity: to be used in-house after consultation/advice from Sector

(2) For trading: by external
cash fund manager(s) only subject to the guidelines and parameters agreed with them.
 1 year
£3m per counter-party

As per Inv Fund Agree-ment

Bonds issued by multilateral development banks (as defined in SI 2004 No 534) wityh maturities under 12 months

Custodial arrangement required prior to purchase
No
Yes
AAA
No
(1) Buy and hold to

maturity: to be used in-house after consultation/advice from Sector

(2) For trading: by external
cash fund manager(s) only subject to the guidelines and parameters agreed with them.
1 year
As per Inv Fund Agree-ment

£3m per counter party

***Open ended funds continually create new units (or shares) to accommodate new monies as they flow into the funds and trade at net asset value. (NAV). 

APPENDIX C

LOCAL GOVERNMENT INVESTMENT (England)

NON-SPECIFIED INVESTMENTS

All investments listed below must be sterling-denominated.  The total of all non specified investments managed either in house or by an external fund manager shall not exceed 25%.

Investment
(A) Why use it? 

(B) Associated risks?
Share/ Loan Capital?     
Repayable/

Redeemable within 12 months?
Security / 

Minimum credit rating **
Capital Expen-diture?
Circumstance of use
Max % of overall investments 
Maximum maturity of investment

Term deposits with credit rated deposit takers (banks and building societies) with maturities greater than 1 year
(A) (i) Certainty of rate of return over period invested. (ii) No movement in capital value of deposit despite changes in interest rate environment. 

(B) (i) Illiquid  : as a general rule, cannot be traded or repaid prior to maturity.

(ii) Return will be lower if interest rates rise after making the investment. 

(iii) Credit risk : potential for greater deterioration in credit quality over longer period
No
No
YES

Long-term A3 (Moodys)
NO
In-house and fund managers
25
5 years

Certificates of Deposit with credit rated deposit takers (banks and building societies) with maturities greater than 1 year

Custodial arrangement required prior to purchase


(A) (i) Although in theory tradable, are relatively illiquid.

(B) (i) ‘Market or interest rate risk’ : Yield subject to movement during life of CD which could negatively impact on price of the CD. 
No
Yes
YES

Long-term AA-
NO
To be used by external cash fund manager.  To be used in house after consultation/advice from Sector.
25
5 years

Callable deposits with credit rated deposit takers (banks and building societies) with maturities greater than 1 year
(A) (i) Enhanced income ~ Potentially higher return than using a term deposit with similar maturity. 

(B) (i) Illiquid – only borrower has the right to pay back deposit; the lender does not have a similar call. (ii) period over which investment will actually be held is not known at the outset. (iii) Interest rate risk : borrower will not pay back deposit if interest rates rise after deposit is made. 
No
No
YES

Long-term A3 (Moodys)
NO
To be used by external fund managers.

To be used in-house after consultation/ advice from Sector.
25
5 years in aggregate

UK government gilts with maturities in excess of 1 year

Custodial arrangement required prior to purchase


(A) (i) Excellent credit quality. (ii)Very Liquid.

(iii) If held to maturity, known yield (rate of return) per annum ~ aids forward planning.  (iv) If traded, potential for capital gain through appreciation in value (i.e. sold before maturity) (v) No currency risk

(B) (i) ‘Market or interest rate risk’ : Yield subject to movement during life of sovereign bond which could negatively impact on price of the bond i.e. potential for capital loss. 
No
Yes
Govt backed
NO
(1) Buy and hold to maturity : to be used in-house after consultation/ advice from Sector 

(2) for trading : by external cash fund manager(s) only subject to the guidelines and parameters agreed with them
25
10 years but also including the 10 year benchmark gilt

Sovereign issues ex UK govt gilts : any maturity

Custodial arrangement required prior to purchase


(A) (i) Excellent credit quality. (ii) Liquid.

(iii) If held to maturity, known yield (rate of return) per annum ~ aids forward planning.  (iv) If traded, potential for capital gain through appreciation in value (i.e. sold before maturity) (v) No currency risk

(B) (i) ‘Market or interest rate risk’ : Yield subject to movement during life of sovereign bond which could negatively impact on price of the bond i.e. potential for capital loss. 


No
Yes
AAA
NO
(1) Buy and hold to maturity : to be used in-house after consultation/ advice from Sector 

(2) for trading : by external cash fund manager(s) only subject to the guidelines and parameters agreed with them
25
10 years

Bonds issued by multilateral development banks (as defined in S1 2004 No 534) with maturities in excess of 1 Year

Custodial arrangement required prior to purchase


(A) (i) Excellent credit quality. (ii) relatively liquid. (although not as liquid as gilts)

(iii) If held to maturity, known yield (rate of return) per annum, which would be higher than that on comparable gilt ~ aids forward planning, enhanced return compared to gilts. 

(iv) If traded, potential for capital gain through appreciation in value (i.e. sold before maturity)

(B) (i) ‘Market or interest rate risk’ : Yield subject to movement during life of bond which could negatively impact on price of the bond i.e. potential for capital loss. 

(ii) Spread versus gilts could widen


Yes
Yes
AAA or government guaranteed 
NO
(1) Buy and hold to maturity : to be used in-house after consultation/ advice from Sector 

(2) for trading : by external cash fund manager(s) only, subject to the guidelines and parameters agreed with them 
25
10 years

Floating Rate Notes (FRNs)

[Bonds (i.e. debt instruments) with a coupon whose rate varies in line with a market rate of interest and is generally re-set every 3 months ]

Custodial arrangement required prior to purchase


(A) (i) Additional yield relative to term deposits (e.g. around 0.20% for a 2-year senior debt issue, around 0.30% for a 5-year senior debt issue. Subordinated debt issues will yield higher) 

(ii) Low volatility : As the coupon is re-set every 3 months, FRNs are less volatile and interest rate risk is minimal. 

(B) (i) Credit risk : would be aligned to the credit quality of the issuer.  Subordinated debt issues may have a lower rating than that of senior debt issues by the same issuer of the FRN.

(ii) Exact rate of return not known for the whole of the investment period at the outset of the investment, although it can be estimated.


Yes
Yes
YES-varied
YES
For trading : by external cash fund manager(s) only subject to the guidelines and parameters agreed with them
25
5  years

Corporate bonds

[Bonds other than sovereign bonds]
(A) (i) Liquid, unlike longer-term deposits which are illiquid. 

(ii) Additional yield (ie. spread) over comparable gilt which is the premium to compensate for credit risk taken.

(iii) Diversification into asset class other than gilts. 
(B) (i) ‘Market or interest rate risk’ : Yield subject to movement during life of bond which could negatively impact on price of the bond.  (ii) ‘Spread’ may widen post purchase resulting in higher yield (i.e. fall in price).  (iii) Credit rating migration to a lower category would also result in the bond’s yield rising and impacting on its price.  
Yes
Yes
YES
AA- : for bonds with maturities up to 2 years

AA : for bonds with maturities up to 10 years


YES
For trading : by external cash fund manager(s) only subject to the guidelines and parameters agreed with them
25
10 years

Forward deposits with credit rated banks and building societies for periods > 1 year (i.e. negotiated deal period plus period of deposit)
(A) (i) Known rate of return over period the monies are invested ~ aids forward planning. 

(B) (i) Credit risk is over the whole period, not just when monies are actually invested. 

(ii) Cannot renege on making the investment if credit rating falls or interest rates rise in the interim period. 
No
No
YES

Long-term AA-
NO
To be used by fund managers.

To be used in-house after consultation/ advice from Sector.
25
5 years

Deposits with unrated deposit takers (banks and building societies) but with unconditional financial guarantee from HMG or credit-rated parent institution : any maturity
(A) Credit standing of parent will determine ultimate extent of credit risk


No
Yes but only if maturity is one year or less
Not rated in their own right, but parent must be rated.

Example : rating for parent : long-term AA-
NO
In-house
25
1 year

Unrated building societies which do not have an unconditional guarantee : any maturity
(A)(i)certainty of return over period invested. 

(ii) No movement in capital value of         deposit despite changes in interest   rate environment.

(iii) Security of building society structures and means of regulation

(B)(i) Illiquid : as a general rule, cannot be traded or repaid prior to maturity. 


No
Yes if maturity is 1 Year or less
Asset base £1.5bn+             

1 Year limit.  £3m per society

Asset base £400m-£1.5bn.  1 Year limit. £2m per society

Asset base £150-£400m. 6 mth limit.

£1m per society

Under £150m No investment.  
No
In-house
25% 
Up to 364 Days



Bonds issued by a financial institution that is guaranteed by the United Kingdom Government (as defined in SI 2004 No 534) with maturities in excess of 1 year.

Custodial arrangements required prior to purchase
(A) (I) Excellent credit quality.

(ii) Relatively liquid (although not as liquid as gilts)

(iii) if held to maturity, known yield (rate of return) per annum, which would be higher than that on comparable gilt – aids forward planning, enhanced return compared to gilts.

(iv) If traded, potential for capital gain through appreciation in value (i.e. sold before maturity)

(B) (I) ‘Market or interest rate risk’: Yield subject to movement during life of bond which could negatively impact on price of the bond i.e. potential for capital loss.

(ii) Spread versus gilts could widen
Yes
Yes
AAA/government guaranteed
NO
(1) Buy and hold to maturity: to be used in-house after consultation/advice from Sector

(2)for trading: by external cash fund manager(s) only, subject to the guidelines and parameters agreed with them
25
10 years



APPENDIX D

UNITED KINGDOM BUILDING SOCIETIES 

PROPOSED LENDING CRITERIA

RANK

NAME OF SOCIETY


TOTAL

CREDIT









ASSETS

RATING









£m





LIMIT £3M FOR 364 DAYS*

1

Nationwide




83,283

     /

2

Britannia




20,864

     /

3

Yorkshire




14,382

     /

4

Portman




14,099

     /

5

Coventry




  8,937

     /  

6

Chelsea




  7,828

     /  

7

Skipton




  7,133

     / 

8

Leeds and Holbeck



  5,362

     / 

9

West Bromwich



  4,282

  

10

Cheshire




  4,023

     / 

11

Derbyshire




  3,914

     /  

12

Principality




  3,574
  
     /  

13 

Newcastle


 

  3,077

     /  

14

Norwich & Peterborough


  2,839

     / 

15

Stroud and Swindon


  2,076

  

16

Nottingham




  1,911

  

17

Dunfermline




  1,869

     /  

LIMIT £2M FOR 364 DAYS*

18

Scarborough




  1,287

  



19

Progressive




  1,014

     

20

Cumberland




     935

     

21

Lambeth




     901

     

22

Kent Reliance



     838

     

23

National Counties



     758

     

24

Furness




     668

     

25

Cambridge




     660

     

26

Leek United




     590

     

27

Hinckley and Rugby



     555

     

28

Darlington




     544

     

29

Universal




     503

     

30

Saffron Walden Herts and Essex

     468

     

31

Newbury




     429

     

32

Manchester




     407

     

LIMIT £1M FOR 6 MONTHS*

33

Monmouthshire



     364

     

34

Market Harborough



     336

     

35

Melton Mowbray



     334

     

36

Ipswich




     325

     

37

Marsden




     319

     

38

Barnsley




     313

     

39

Hanley Economic



     266

     

40

Tipton & Coseley



     232

     

41

Mercantile




     229

     

42

Teachers




     212

     

43

Scottish




     196

     

44

Loughborough



     189

     

45

Chesham




     182

     

46

Vernon




     181

     

47

Mansfield




     173

     

48

Dudley




     152

     


NO INVESTMENT

49

Bath Investment



     134

     
       

50

Holmesdale




     127

     

51

Chorley and District



     125

     

52

Buckinghamshire



     116

     

53

Harpenden




    102


       

54

Stafford Railway



      96


       

55

Earl Shilton




      84


       

56

Beverley




      82


       

57

Swansea




      72

       
       

58

Penrith




      70


       



59

Shepshed




      65


       

60

Ecology




      50  

       

61 

Catholic




      36         

       

62

City of Derry


    

      23 

       

63

Century




      18


       

* Limits apply to all Societies with P-I Credit Rating (Moodys).  Limits on other Societies subject to Head of Finance being satisfied as to their credit-worthiness.

Financial Services, Carlisle

16 April 2004
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