
 
 
 

CABINET – 23RD  JULY 2012 
 

RECOMMENDED CHANGE TO ACCEPTABLE INVESTMENT 
INSTRUMENTS FOR LENDING SURPLUS CASH 

 
REPORT OF THE DIRECTOR OF CORPORATE RESOURCES 

 
 

PART A 
 
Purpose of report 
 
1. To recommend that the list of acceptable investment instruments, as 

agreed by the Council at its meeting of 22 February 2012, be extended 
to include Treasury Bills issued by the UK Government. 

  
Recommendations 
 
2. The Cabinet is recommended to approve that UK Government Treasury 

Bills be added to list of acceptable investment instruments, for up to 
100% of the loan portfolio. 

 
Reasons for recommendations 
 
3. UK Government Treasury Bills are a more flexible and higher yielding 

investment than an investment in the Government’s Debt Management 
Office, but the underlying credit risk is identical.  

 
Timetable for Decisions (including Scrutiny) 
 
4. If approved, the Cabinet’s decision will be reported to the Corporate 

Governance Committee on 24 September 2012. 
 
Policy framework and previous decisions 
 
5. Treasury Management Policy is agreed annually by the Council, with the 

Cabinet being responsible for any changes to policy during the course of 
the year.  The Corporate Governance Committee scrutinises Treasury 
Management performance and changes to policy, and its views will 
always be sought, either before or after recommending changes are 
brought to the Cabinet. 
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Resource Implications 
 
6. The addition of UK Government Treasury Bills as an acceptable 

investment instrument will be additive to interest on revenue balances 
relative to an investment in the Debt Management Office.  It is not 
expected that significant sums of money will be invested in Treasury Bills 
unless there is either an increase in the amounts of cash held by the 
Council or unless further credit rating downgrades restrict the availability 
of other counterparties; it is, however, sensible to have the flexibility to 
manage the loan portfolio in an optimal manner in the event that either 
(or both) of these things happen. 

  
Circulation under the local issues alert procedure 
 
 None 
 
Officer to contact 
 
Brian Roberts, director of Corporate Resources 
Tel:  0116 305 7830 
E-mail: brian.roberts@leics.gov.uk 
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PART B 

 
 
Existing Acceptable Investment Instruments 
 
7. As part of its Treasury Management Strategy Statement and Annual 

Investment Strategy the Council agrees a list of acceptable investment 
instruments in the February immediately prior to each financial year.  An 
extract of the relevant part of the strategy is given below: 

 
The investment instruments identified for use in the financial year are listed 
below, split between ‘Specified’ and ‘Non-Specified’, and counterparties and 
their limits will be set in line with the criteria shown in annex 3. A ‘Specified’ 
investment can be generally categorised as one which is liquid (i.e. less 
than 1 year in maturity) and is lent to a counterparty with a high credit rating. 
A ‘Non-Specified’ investment does not satisfy at least one of these criteria, 
but in this Council’s case the relaxation relates to the loan period and not 
the credit rating – counterparty risk will not be compromised. It is worth 
noting that although the policy allows for investments of over 1 year, there is 
only one counterparty (HSBC) which currently has a sufficiently strong credit 
rating to allow lending for over 1 year to take place. 

 

Investment Repayment 
within 12 
months 

Level of 
Security 

Maximum 
Period 

Maximum % 
of Portfolio 
or cash sum 

(1) 

Term deposits with the Debt 
Management Office 

Yes Government- 
Backed 

1 year 100 

Term deposits with credit-
rated institutions with 
maturities up to 1 year 

Yes Varied acceptable 
credit ratings, but 
high security 

1 year 100 

Money Market Funds Yes At least as high as 
acceptable credit 
– rated banks 

Dependent on 
cash flow 

requirements 

£125m 

Term Deposits with UK Local 
Authorities up to 1 year 

Yes LA’s do not have 
credit ratings, but 
high security 

1 year 50 

* Term Deposits with credit-
rated institutions where 
borrower has option of 
extending repayment date 
beyond 1 year (commonly 
referred to as ‘callables’) 

No Varied acceptable 
credit ratings, but 
high security 

3 years
ǿ
 25† 

* Term Deposits with credit – 
rated institutions with fixed 
maturity period of between 1 
and 2 years.  

No Varied acceptable 
credit ratings, but 
high security 

2 years
ǿ
 20† 

 
 
 
 

* Term Deposits with credit –
rated institutions with fixed 
maturity period of between 2 
and 3 years. 

No Varied acceptable 
credit ratings, but 
high security 

3 years
ǿ
 10† 
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 (1)  As the value of the investment portfolio is variable, limit applies at time of 
agreeing investment. Subsequent changes in the level of the portfolio will not 
be classed as a breach of any limits. 

 
*  Non-specified investments  
†  Total maximum of investments greater than 1 year will be limited to 40% of the 

portfolio. 
ǿ  

For the sake of clarity, if a forward deal (one where the start of the investment    
 is at some future date) is agreed, the maximum period commences on the first  
   date of investment. 

 
8. Credit rating downgrades that have occurred in recent months have 

reduced the availability of counterparties to whom loans can be made, to 
the extent that the use of the Government’s Debt Management Office 
(DMO) now looks more likely – it was always considered that this option 
was unlikely to be utilised unless there were particularly large doubts 
about the security of the banking system.  In terms of the yields available 
from placing deposits with the DMO, their rate has been 0.25% for any 
period up to 6 months for a long period of time and they are not 
interested in taking deposits for longer than this period.  

 
9. The UK Government issues Treasury Bills (which are classified as a 

‘Specified Investment’) on a weekly basis via an auction and the rates 
available are much better than those paid by the DMO, despite the 
underlying counterparty (the UK Government) being identical.  As an 
example of the rates available the rates paid in a recent Treasury Bill 
auction were: 

 
1 month      Lowest accepted rate 0.30%, highest accepted rate 0.344% 
3 months    Lowest accepted rate 0.329%, highest accepted rate 0.372% 
6 months    Lowest accepted rate 0.36%, highest accepted rate 0.40% 

 
10. Whilst the rates likely to be achieved via the use of Treasury Bills are not 

overly attractive, there is the added attraction of them being tradeable 
and they do not have to be held to maturity (unlike a DMO deposit).  It 
remains likely that Treasury Bills will be considered only in the event that 
we have no other counterparties available or if the risks involved in the 
banking system reach unacceptably high levels, but neither of these can 
be ruled out.  The inclusion of Treasury Bills as an acceptable 
investment instrument undoubtedly brings greater flexibility to the loan 
portfolio, although it is possible that they will never be used.  

 
 
Equal Opportunities Implications 
 
11. None specific. 
 
Background papers 
 
Report of the Cabinet to the full County Council, 22 February 2012. 
 
 


