
EMERGENCY DELEGATED NON EXECUTIVE DECISION  

To the Chief Executive to take such action on behalf of the Council as appears to him/her necessary 
in circumstances that prevent obtaining the necessary authority from an appropriate committee 
following consultation with the Leader of the Council or the Chairman of the committee concerned. 
Where the Chief Executive is acting in an emergency and it involves spending outside any budgetary 
provision, then any expenditure must be reported to Full Council at the first available opportunity. (In 
accordance with Part 3 of the Councils Constitution 3. (B 1) (1.1) Scheme of Delegation to Officers 
specific delegation to the Chief Executive.) 

South Lakeland District Council 

Emergency Non-Executive Decision 

Treasury Management Strategy – Investment 
Counterparties Update 

Date: 31st March 2020 Reference: 003 

 

Reason for emergency 

The Council has no planned Council or other Non-Executive meetings due to Government advice 
and COVID 19 it is therefore considered necessary to make this decision in these circumstances 
and following consultation with the Leader of the Council or the Chairman of the committee 
concerned.  

The decision is required to be taken due to higher than predictable levels of Government grant due 
to Covid 19 related business rate grants. The Government is due to pay £74.5m of grant on 1 April 
2020.  This is too high for current treasury management counterparties both available for use and 
approved in February 2020 for the 2020/21 financial year. 

 

TYPE OF DECISION  

Council Decision   

   

Where the Chief Executive is acting in an emergency and it involves spending outside any 
budgetary provision, then any expenditure must be reported to Full Council at the first available 
opportunity. Committee Services will be keeping a record of these decisions. 

                                       

 

Portfolio:   Finance and Resources Portfolio Holder 

Decision Maker: Chief Executive 

Report Author: Helen Smith – Finance Lead Specialist (Section 151 Officer) 

Wards:  All Wards  

 

1.0 Expected Outcome and Reasons for Proposed Decision 

1.1 Approval of the proposals will ensure the Council has compliant arrangements for 
investing cash balances which are as robust as is practical. 



2.0 Proposed Decision 

2.1 It is recommended that the Chief Executive:- 

 (1) Approves the revised treasury management procedures and Investment 
Strategy which is outside the approved budget and policy framework to invest 
cash balances which are higher than normal due to Government funding of 
Covid 19 as set out in Appendix 1 

 

Review Date: 30/9/2020 

 

3.0 Background and Proposals 

3.1 Council approved the Treasury Management Strategy for 2020/21 – 2024/25 and the 
Capital Strategy for 2020/21 -2033/34 on 25 February 2020. These strategies 
reflected the 2020/21 budget and capital programme being considered as part of this 
agenda and included the Investment Strategy which set out the Council’s criteria for 
choosing investment counterparties and limiting exposure to the risk of loss. 

3.2 On 1 April 2020 the Government will pay the Council a grant of £74.5m to fund the 
costs of grants to be award to businesses in accordance with the Small Business 
Grant Scheme and the Retail, Hospitality, Leisure Grant scheme approved as part of 
Emergency Delegated Executive Decision reference 001 on 30 March 2020.  It is 
expected that significant amounts of this funding will be paid as grants in the near 
future.  Nearly £1m is due to be paid on 1 April with 1800 applications received by 31 
March 2020 indicating that between £18m and £45m will be payable before Easter if 
all claims are valid. 

3.3 Investment control focusses on counterparty security, liquidity and then yield, in that 
order, in line with the CIPFA Treasury Management Code.  The controls include 
counterparty selection criteria, limits on investments and types of investments officers 
can use.  The additional grant will bring the Council’s cash balances to 
unprecedented levels and will exceed the counterparty limits for counterparties 
available and practical to use. 

3.4 The changes proposed are: 

a) to disregard grant funding from government to be redistributed in relation to 
COVID 19 when applying the counterparty limit with the Councils own bankers 
(Nat West).  This will permit officers to leave higher than normal balances with 
Nat West to ensure monies are available at short notice for the payment of 
grants.  It is expected that up to 3 payment runs will be made each week for 
payment of the grants. 

b) to increase the counterparty limit for Money Market Funds from £5m to £10m.  
This will give greater flexibility to use these instruments rather than alternatives 
which may not be available in the short term such as other local authorities.  
Telephone and online dealing is available for two of the MMF used by the 
Council: the third MMF used by the Council requires a signature and is only 
currently being used for limited purposes.  

3.5 This decision is intended as a pragmatic solution for the need of the Council to 
balance security with flexibility, particularly at a time when the full treasury 
management team are working from home and may be unavailable for work at short 
notice.  It will ensure the Council will have the funds available to continue to pay 
grants to business as expected by the Government. 



4.0 Consultation 

4.1 The Council’s external treasury management advisors recommended the use of 
Money Market Funds on 28 March 2020:  “With respect to fund investments, we 
continue to suggest that the use of Money Market Funds (both Government and 
Liquidity variants) is appropriate for liquidity options. These funds are only able to 
invest with highly rated counterparties: they offer levels of diversification that 
individual investors alone are unlikely to be able to achieve, and are there to provide 
liquidity to investors over and above any yield consideration - a by-product of the 
security and liquidity aspect of the funds. While rating downgrades may have the 
potential to limit the number of suitable counterparties for Liquidity fund variants, 
remember that these funds will be able to access a far wider range of potential 
counterparties than a local authority could. In addition, they can also invest in 
government securities, such as Treasury Bills, Repo and Short-Term gilts as 
required.” 

4.2 The Finance and Resources Portfolio Holder and the Leader have been consulted 
and both have supported the proposals. 

5.0 Alternative Options 

5.1 Do nothing: the Section 151 Officer and treasury management staff will breach the 
current treasury management limits: this is poor practice and would be reported to 
the Finance and Resources Portfolio Holder and included in subsequent treasury 
management updates within the Corporate Finance Updates to Overview and 
Scrutiny, Cabinet and Council.   

5.2 Increase investments with other local authorities: there is unlikely to be demand from 
other local authorities for the scale and timing required as the Government is due to 
pay £13bn of grant on 1 April 2020 to local authorities. 

5.3 Use the Debt Management Account Deposit Facility (DMADF): as the Council has 
not needed to use this counterparty in the past it would be necessary to update 
signatories: this would require contact with officers currently working from home and 
is not practical.  This would also be more administratively onerous. 

6.0 Links to Council Priorities 

6.1 To ensure funds are available to enable Council priorities to be achieved and to 
respond to the impact of COVID19. 

7.0 Implications 

Financial, Resources and Procurement 

7.1 Interest will not be paid on balances at the Council’s bank 

7.2  This decision amends the Treasury Management Strategy approved by Council on 
25/02/2020 and is therefore outside the Budget and Policy Framework that has been 
approved at Council on the 25/02/2020 

Human Resources 

7.2 This report has no direct impact on the staffing of the Council. 

Legal 

7.3 This report provides a framework for treasury management in accordance with 
legislation.This decision would ordinarily be a Council decision under the constitution 
the Chief Executive is authorised under  Part 3 of the Councils Constitution 3. (B 1) 
(1.1) Scheme of Delegation to Officers specific delegation to the Chief Executive to  
take such action on behalf of the Council as appears to him/her necessary in 
circumstances that prevent obtaining the necessary authority from an appropriate 



committee following consultation with the Leader of the Council or the Chairman of 
the committee concerned. The Council has no planned meetings of the Council and  

therefore the Chief Executive is exercising the emergency powers.. 

Health, Social, Economic and Environmental 

7.4 Have you completed an Health, Social, Economic and Environmental Impact 
Assessment? No      

7.5 If you have not completed an Impact Assessment, please explain your reasons: This 
has not been carried out as this policy does not directly impact individuals  

Equality and Diversity 

7.7 Have you completed an Equality Impact Analysis?  

7.8 If you have not completed an Impact Assessment, please explain your reasons: This 
has not been carried out as this policy does not directly impact individuals. 

Risk 

Risk Consequence Controls required 

Investment and borrowing 
activity is outside of the 
approved TM framework. 

The Council is exposed to 
an unauthorised level of 
Treasury related risk. 

Robust governance 
arrangements to control 
day to day operations, 
based on the approved 
strategy, with regular 
reporting of compliance. 

Investment of principal sums 
with insecure counterparties.  

Loss of principal due to 
default by borrower.  

Stringent and cautious 
lending criteria are built 
into the Council’s 
Investment Strategy.  

Investment returns are volatile 
and may fall short of 
expectations.  

Underperformance and 
underachievement of 
budgeted income levels.  

Monitoring performance of 
in-house investments  

 

Contact Officers 

Helen Smith, Finance Lead Specialist (Section 151 Officer), 01539 793147, 
h.smith@southlakeland.gov.uk 

Appendices Attached to this Report 

(delete if no appendices attached) 

Appendix No. Name of Appendix 

1 Investment Strategy (updated 31 March 2020)  

Background Documents Available 

Name of Background document Where it is available 

Treasury Management and Capital 
Strategies 

https://democracy.southlakeland.gov.uk/ieListDocume
nts.aspx?CId=120&MId=4675&Ver=4 

Tracking Information 

Signed off by Date sent Date Signed off 

Section 151 Officer 31/3/20 31/3/20 



Signed off by Date sent Date Signed off 

Monitoring Officer 31/3/20 31/03/2020 

CMT Directors 31/3/20 31/03/2020 

 

Approved by: Signature and Date  

Chief Executive  31 March 2020 

In consultation with  
 

The Leader of the Council  31 March 2020 

The Chairman of the Council  31 March 2020 

The following interests were 
declared – disclosable pecuniary 
interest or other or none 

None  

 

 

 

 

  



Appendix 1 

9. Investment Strategy (updated 31 March 2020) 

9.1. As a holder of public funds, the Council recognises its responsibility to the prudent 

management of public funds, and follows relevant Government and CIPFA guidance.  

9.2. The Council’s overiding policy objective is to prudently manage council funds; 

ensuring risks are minimised whilst maximising returns. The Councils investment 

priorities, in order, are:  

 Security of the invested capital 

 Liquidity of the invested capital 

 Yield (return on investment), which is in line with security and liquidity 

9.3. In order to minimise the risk to investments, the Council applies minimum acceptable 

credit criteria in order to generate a list of highly creditworthy counterparties which 

also enables diversification and thus avoidance of concentration risk.  

9.4. The Finance Lead Specialist and Section 151 Officer, 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. These criteria provide an overall pool of 

counterparties considered high quality which the Council may use.   

9.5. This Council will apply the creditworthiness service provided by Link Asset Services.  

This service employs a sophisticated modelling approach utilising credit ratings from 

the three main credit rating agencies - Fitch, Moody’s and Standard and Poor’s.  The 

credit ratings of counterparties are supplemented with the following overlays:  

 credit watches and credit outlooks from credit rating agencies; 

 Credit Default Swaps (CDS) spreads to give early warning of likely changes in 

credit ratings; 

 Sovereign ratings to select counterparties from only the most creditworthy 

countries. 

9.6. This modelling approach combines credit ratings, credit watches and credit outlooks 

in a weighted scoring system which is then combined with an overlay of CDS spreads 

for which the end product is a series of bands which indicate the relative 

creditworthiness of counterparties and provide a suggested duration for investments. 

9.7. The Council will apply a duration overlay to banks selected under the credit 

worthiness service, such that the investment duration will be the lessor of  1 year for 

UK banks, or 190 days for non Uk banks, and Links’s suggested duration with the 

exception of part nationlised banks. 

9.8. With the exception of the UK, the minimum soverign rating is AAA by 2 out 3 of the 

main rating agencies. The minimum counterparty credit rating criteria is a Short Term 

rating (Fitch or equivalents) of F1 and a Long Term rating of A-. 

9.9. In addition the the council will also invest in;  

 Building Societies  



 Multilateral Development Banks and Supranational Organisations  

 Money Market Funds 

 Other collective investment schemes 

provided they meet the criteria laid out in Table 5 Counterparty limits. 

9.10. Sole reliance will not be placed on the use of Link’s external service. In additon the 

Council will also use market information, economic data and information on any 

external support for banks to help support its decision making process. 

9.11. The time and monetary limits for institutions on the Council’s counterparty list are as 

follows: 

9.12. Table 8: Counterparty limits 

 Criteria Money 

Limit 

Time 

Limit 

UK Banks Yellow, Purple, Blue 
or Orange 

£3m 1 year 

UK Banks Red £3m 6 Months 

UK Banks Green £3m  100 Days 

Non UK Banks  Yellow, Purple, Blue 
or Orange 

£3m 190 Days 

Non UK Banks Red £3m 6 Months 

Non UK Banks Green £3m  100 Days 

Banks  No colour £0m n/a 

Building Societies  Top 5 by Asset size 
and assets> £2 
billion 

£3m 6 months 

Building Societies  Top 6-10 by Asset 
size and assets> £2 
billion 

£2m 6 months 

Debt Management Account Deposit 
Facility - DMADF 

n/a Unlimited 6 months 

UK Gilts, Treasury Bills  n/a Unlimited 5 years 

Local Authorities n/a £5m 2 years 

Money Market Funds 
- LVNAV 
- CNAV Government Funds 

AAA £5m 
£10m 

Liquid 

Multilateral Development Banks and 
Supranational Organisations 

AAA £3m 2 years 

Other Collective Investment 
Schemes  
e.g. Enhanced Money Market Funds 
&  Bond Funds 

AAA S1/V1 £2m 1 year 

 



Grant funding from government to be redistributed in relation to COVID 19 will be 

disregarded when applying the counterparty limit with the Councils own bankers (Nat 

West). 

9.13. The Council is alerted to changes to ratings of all three agencies through its use of 

the Link’s credit worthiness service. In addition a full review will be carried out at least 

monthly. 

9.14. In the event of a downgrade resulting in a counterparty or investment scheme no 

longer meeting the Council's minimum criteria, its further use for new investments will 

be withdrawn immediately. 

9.15. Any changes in counterparty ratings or other criteria that put the counterparty below 

the minimum criteria, whilst holding a deposit for the Council, will be brought to the 

attention of the Finance Lead Specialist and Section 151 Officer and the Portfolio 

Holder with responsibility for Finance. Further action will be decided on a case-by-

case basis. 

9.16. Specified investments are investments less than 1 year in duration meeting the 

criteria for high quality above. 

9.17. Non specified investments are all investments with a duration of 1 year or greater 

and/or not meeting the definition of high credit quality. A maximum of 75% of 

investments can be non-specified. 

9.18. A copy of the Council’s counterparty list under the above criteria is attached as 

Appendix 2 (to the Treasury Management Strategy approved 25/2/20) 

9.19. In addition to the credit criteria, due care will be taken to consider the country, group 

and sector exposure of the Council’s investments.  

9.20. In part the country selection will be chosen by the credit rating of the sovereign state 

in Banks 1 above. In addition no more than £3 million will be placed with 

counterparties from any one non-UK country at any one time up to a maximum of £9 

million being held in non UK countries at any one time (excluding Money Market 

Funds, Multilateral Development Banks and Supranational Institutions and Collective 

Investment Schemes).  

9.21. Limits in place above will apply to a group of companies 

9.22. Sector limits will be monitored regularly for appropriateness, to help mitigate against 

concentration risk. This is the risk of having a significant proportion of your 

investments in one sector of the market and that sector failing  

9.23. To ensure sufficient liquidity, detailed cash flow forecasts will be kept by the financial 

services team to give as accurate a picture as possible of the movement and timing 

of income & expenditure and the resulting daily cash balances.  

9.24. When placing investments, officers will refer to the cash flow forecast to determine 

the best duration for the investment. 

9.25. Funds invested for greater than 365 days are set with regard to the Council’s security 

and liquidity requirements. They are based on the lowest expected availability of 

funds after each year-end (ie the core balances) within the five year plan. To allow 



longer term investment of the core balances, subject to satisfying security and 

liquidity, the Council is asked to approve the treasury indicator and limit:- 

Table 9 Maximum principal sums invested for more than 365days 

£m 2017/18 2018/19 2019/20 2020/21 2021/22 

Principal sums invested > 
365 days 

£12m £12m £12m £12m £12m 

 

9.26. When placing investments the Council will seek to optimise returns commensurate 

with the management of the associated risks, limiting its investment activities to the 

approved financial instruments. The financial instruments authorised for use by 

officers are;  

a. Fixed Deposits; deposits at a fixed interest rate for a fixed duration. 

b. Certificate of Deposits; similar to fixed deposits but tradeable in a secondary 
market 

c. Government Treasury Bills & Gilts; UK Government debt instruments 

d. Call accounts; instant access accounts with banks at a variable interest rate, 

e. Notice accounts; Savings accounts where by we have to give the 
bank/building society notice to withdraw our money. 

f. Money Market Funds; collective investment accounts with a Low Volatility Net 
Asset Value) LVNAV or constant net asset value, generally these allow 
investors instant access and have a variable interest rate. 

g. Other Collective Investment Schemes; similar to money market funds these 
are funds with a variable net asset value, which can invest in a wider range of 
instruments. These are generally instruments whereby the Council would 
invest for longer periods and receive a greater return over time, though the 
value of the fund can modestly fluctuate. 

9.27. Under the Markets in Financial Derivatives 2 (MIFID II) directive the Council is 

classified as a retail investor with the option to opt-up to professional status, provide 

certain conditions are met. The Council meets these conditions and has decided to 

Opt-up to Professional Status to maintain the level of access to the money markets it 

has always had. 

 


