_____________________________________________________________________________________________


PF 1326 Annex 2
Code of Practice 1
Treasury Management
1. The Authority adopts the key recommendations of CIPFA’s Treasury Management in the public services: Code of Practice (the Code).

2. Accordingly the Authority will create and maintain, as the basis for effective treasury management:

· a treasury management policy statement, stating the policies and objectives of its treasury management activities

· suitable treasury management practices (TMPs), setting out the manner in which the organisation will seek to achieve those policies and objectives, and prescribing how it will manage and control those activities.

3. The contents of the policy statement and TMPs will follow the recommendations contained in the Code, subject to amendments where necessary to reflect the circumstances of the Authority.  Such amendments will not result in the Authority materially deviating from the Code’s recommendations.

4. The Board delegates responsibility for the implementation and monitoring of its treasury management policies and practices to the Audit Committee, and for the execution and administration of treasury management decisions to the Head of Finance supported by the Cash Management Meeting1, who will act in accordance with the Authority’s policy statement and TMP’s and, CIPFA’s Standard of professional practice on Treasury Management.

5. The Audit Committee will receive reports on the Authority’s treasury management policies, practices and activities.  It will approve the Authority’s treasury management code of practice on an annual basis, and report this to Board
6. All staff whose duties include treasury management functions must be familiar with the terms of this Code of Practice and carry out those duties accordingly.

7. Failure to comply with this Code of Practice will be investigated and may lead to disciplinary action in respect of the individual concerned.

Note 1:  The Cash Management meeting consists of the Chief Executive, Head of Finance, Investment Director, Investment Manager, Investment Specialist, Finance Manager and Assistant Finance Manager.

INTRODUCTION

1.
Treasury management activities are defined as:


‘The management of the Authority’s cash flows, banking, money market and capital market transactions; the effective control of the risk associated with those activities; and the pursuit of optimum performance consistent with those risk.’
2.
The LPFA’s treasury activities comprise the management of:

· Pension fund cash balances (divided between the Pensioner and Active sub-funds), consisting of:

· The cash element, excluding that managed as part of the externally invested portfolios

· Working balances (for payment of benefits etc.)

· LPFA levy balances

3.
It is recognised that the successful identification, monitoring and control of risk is the prime criteria by which the effectiveness of the treasury management activities will be measured.  Accordingly, the analysis and reporting of treasury management activities will focus on the risk implications for the Authority.

4.
The Authority acknowledges that effective treasury management will provide support towards the achievement of the corporate objectives.  It is therefore committed to the principles of achieving best value in treasury management, and to employing suitable performance measurement techniques, within the context of effective risk management.

OBJECTIVES

5.
The treasury management objectives of the Authority are;

· to provide adequate operating funds for the LPFA at all times and at least cost to the Authority without recourse to borrowing, 

· To invest surplus funds to maintain principal,  

· To maintain the good financial reputation of the LPFA, and then, having satisfied the above objectives,

· To maximise returns
6.
A prime objective of cash management shall be the avoidance of external borrowing.  Any borrowing requirement that unavoidably occurs will be the shortest term possible.  Borrowing is not permitted for the purposes of investing the Pension Fund.

7.
If a short term cash deficit does arise on any aspect of the Authority’s activities, the measures to be adopted in order of application are:

· Use of other internal cash

· Bank overdraft

8.
Pension fund monies shall be used for internal lending only on an exceptional basis and must be reported, together with the appropriate detail, to the Chairman and included in the next report to the Audit Committee.

9.
In the event of use of internal cash balances to eliminate or reduce a temporary borrowing requirement an interest adjustment will be made in the Authority’s accounts.  The lending account will be credited at a rate which would have been obtained externally.

10. The lending objectives are, in specific order of priority:

· Security – to contain at a very low level, the risk of loss to the LFPA.

· Liquidity – to be able, without borrowing, to meet all payments due by the Authority and on the due date

· Yield – within the above two constraints, maximise the interest receivable by the Authority on money not required in the short term to meet liabilities.

11.

Each decision shall have due regards at all times to the need of suitability and an adequate diversification of risk.

POLICIES 

12. The policies are documented in the Treasury Management Practices (TMP).  

· TMP 1
Risk management 

· TMP 2
Best values and performance measurement

· TMP 3
Decision making and analysis

· TMP 4
Approved instruments, methods and techniques

· TMP 5
Organisation clarity and segregation of duties, and dealing arrangements

· TMP 6
Reporting requirements and management information arrangements

· TMP 7
Budgeting, accounting and audit arrangements

· TMP 8
Cash and cashflow management

· TMP 9
Money laundering

· TMP 10
Staff training and qualification

· TMP 11
Use of external service providers

· TMP 12
Corporate governance

13. The investment of surplus monies and the management of cashflows must be conducted in accordance with the TMPs.

THE PRUDENTIAL CODE

14. CIPFA’s Prudential Code came into effect from 1st April 2004.  The main provisions of the code is to establish a framework for the self regulation of a local authority’s borrowing and capital investment plans, and the financing and other revenue costs flowing from them.  

15. Within this framework local authorities are required to impose limits and monitor and report for;

· Total external debt

· Net borrowing

· Interest rate exposure

· Borrowing maturities

· Longer term investments.

16. These limits are to be set within the context of borrowing and capital investment programme.  Although the LPFA’s capital programme is small, and funded by the pension fund and not via borrowing, reference has been made within the TMP 1 for liquidity risk and interest rate exposure.

17. The requirements of the Prudential Code to monitor and report are addressed within TMP 6 ‘Reporting requirements and management information arrangements’.

TMP 1 ~  RISK MANAGEMENT
The responsible officer will design, implement and monitor all arrangements for the identification, management and control of treasury management risk.  The treasury function will report at least annually on the adequacy thereof, and will report, as a matter of urgency, the circumstances of any actual or likely difficulty in achieving the organisations objectives in this respect, all in accordance with TMP 6.
	
	Arrangements to ensure compliance

	Liquidity Risk Management

The Authority will ensure it has adequate though not excessive cash resources, borrowing arrangements or overdraft facility to enable it at all times to have the level of funds available to it which are necessary for the achievement of its performance objectives.
	· The minimum daily cash balance in the main bank current account must be £1.5m.

· Surplus cash is invested in Money Market Funds (MMF), which provide instant access, and banks which provide access up to seven days notice.
· In addition cash may be placed on deposit up to three months on specific authorisation of the cash management meeting, when longer term surplus cash has been identified and advantageous rates can be obtained. 
· The cashflows of the pension sub funds and the levy accounts are monitored on monthly basis, by the cash management meeting, to ensure funds are available to meet future liabilities. 

	Interest Rate Risk

Management

The authority will manage its exposure to fluctuations in interest costs, or securing its interest revenues.
	· Exposure to fluctuations in interest rates will be focused on investments only (LPFA does not borrow).

· The return earned on the cash balances is monitored on a monthly basis, and reported to the cash management meeting.

· Where new investment opportunities are identified at the cash management meeting, these will be reported to Audit Committee through normal cash monitoring reports.

· Funds will be placed with providers offering highest interest rates, subject to constraints outlined in counterparty risk management.

	Credit and Counterparty

Risk Management

The authority regards a prime objective of its treasury management activities to be the security of the principal sums it invests.  Accordingly the Authority will limit its investment activities to institutions, instruments, methods and techniques in TMP 4.
	Pension Fund

· The deposit of surplus pension fund monies is made with approved providers only.  
· The total funds will be split between MMFs and banks to a guideline to be agreed by the cash management meeting, but not to exceed 50/50 to 70/30.
· The total funds on deposit with MMFs/banks must be spread equitably across the providers (therefore no maximum limit applicable) with a guideline of no one provider holding more than 25% of the funds invested.
· Monies invested on the money market must only be with approved institutions and within the approved limit
· Any change in provider must be authorised by the cash management meeting, and advise Audit Committee through normal cash management reporting.
· The credit rating of counter parties must be monitored on a monthly basis. Where credit ratings fall the cash management meeting must be notified of this, and if these fall below AAA for MMFs and A- for banks the money withdrawn.



TMP 1 ~ RISK MANAGEMENT (cont)
	
	Arrangements to seek compliance

	Legal and regulatory risk management

The Authority will ensure all of its treasury management activities comply with its statutory powers and regulatory requirements.  Any future legislative or regulatory changes that may impact on the treasury management activities will be managed to seek to minimise the risk of these impacting adversely on the Authority.
	Pension Fund Monies

The investment of pension fund monies is governed by The Local Government Pension Scheme (Management and Investment of Funds) Regulations 1998 (see annex 2)
Non Pension Fund Monies

The investment of non-pension fund monies is governed by the Local Authorities (Capital Finance)(Approved Investments) Regulations 1990 and the Local Authorities (Capital Finance and Approved Investments) (Amendment) Regulations 2002 and now as governed by the new Local Government Act 2003.

· deposits made with an authorised institution or the Bank of England

· deposits made with a building society

· any bill of exchange which has been accepted by an   authorised institution;

· Treasury bills;

· gilt-edged securities;

· securities admitted to the Official List of The Stock   Exchange and issued by a body mentioned in Part I of the Schedule to the Regulations;

· securities which are admitted to the Official List of The Stock Exchange and in respect of which all repayments of principal and payments of interest are guaranteed by Her Majesty's Government; and

· any advance made to, or a loan instrument issued by or to, a person or body mentioned in Part II of the Schedule to these Regulations

· the debt management account deposit facility operated by DMO

· commercial money market funds of the highest credit ceiling



	Fraud, error and corruption, and contingency arrangements

The Authority will ensure it has identified the circumstances, which may expose it to risk of loss through fraud, error, corruption or other eventualities in its treasury management activities.
	Treasury management activities must operate within a tight control environment.
1.  MMF/Bank Control Procedures

The subscription and redemption of MMF/Bank deposits will only be actioned by the provider on receipt of an authorised redemption form.  The form must be signed by a Finance Officer and countersigned by a Principal Officer.  A condition of the arrangements is that redeemed funds are only returned to the LPFA main bank account.
Access to the RBS online system must be restricted to members of the Finance Team and Principal Officers.  Payments made via this system are subject to segregation of duty controls, and authorisation for releasing payments can only be actioned by a Principal Officer.
The Authority has Fidelity Guarantee insurance, which is reviewed for reasonableness and renewed on an annual basis.

	Market risk management

The Authority will seek to ensure its treasury management policies and objectives will not be compromised by adverse market fluctuations.
	The Authority invests in stable net asset value money market funds.
Monitoring arrangements on performance and investing strategies also cover this risk area.
The cash management meeting with consider market conditions and receive rating information from Fitch..


TMP  2  ~  BEST VALUE AND PERFORMANCE MEASUREMENT
The Authority is committed to the pursuit of best value in its treasury management activities.  
The treasury management function will be subject to ongoing analysis of the value it adds to the support of the organisation’s business objectives.  
The MMFs and banks are reviewed by the cash management meeting.
The cash management meeting monitors the cash position on a monthly basis which includes level of cash holding and the returns being obtained.
Cash management and investments are included in the reviews completed annually by internal audit.

TMP 3  ~  DECISION MAKING AND ANALYSIS
The Authority will maintain full records of its treasury management decisions, and of the processes and practices applied in reaching those decisions.
The investment of surplus monies and the management of cash flows between the Authority’s funds, must be conducted in accordance with the approved strategy.  The Investment Committee and Board review forward strategy as an intrinsic part of the pension fund asset allocation to cash.  Between times, any variation or amendment will be agreed at the cash management meeting.
The Finance manager and delegated officers shall have discretion to decide upon the MMF/bank provider when subscribing and redeeming funds, within the lending limits constraint and subject to review by the cash management meeting.
Treasury management decisions will be made by the cash management meeting and the results of those decisions will be reflected in routine monitoring reports to Audit Committee. 

TMP 4  ~  APPROVED INSTRUMENTS, METHODS AND TECHNIQUES
The organisation will undertake its activities by employing only those instruments, methods and techniques detailed in these practice notes and within the limits and parameters defined in TMP1.
Lending shall be by way of money market funds and bank deposits.  No other loan instrument shall be used without the recommendation of the cash management meeting, and approval of the Board.

TMP 5  ~  ORGANISATION CLARITY AND SEGREGATION OF DUTIES, AND DEALING ARRANGEMENTS
The Authority considers it essential for the purposes of effective control and monitoring of its treasury management activities for the reduction of the risk of fraud or error, and the pursuit of optimum performance, that these activities are structured and managed in a fully integrated manner.
The principle on which this will be based is a clear distinction between those charged with setting policies and those charged with implementing and controlling those policies, particularly with regard to the execution and transmission of the funds, the recording and administering of treasury management decisions and the audit and review of the function.
The responsible officer will ensure there are clear written statements of the responsibilities for each post engaged in the treasury management and that there is proper documentation for all deals and transactions, and that procedures exist for the effective transmission of funds.
The Treasury Control Notes (Annex 3) detail the Authority’s arrangements and specify delegation, responsibility and procedures to be followed.  The Finance Manager reviews the control notes on an annual basis and the Head of Finance approves any amendments.
TMP 6  ~  REPORTING REQUIREMENTS AND MANAGEMENT INFORMATION ARRANGEMENTS
The Authority will ensure that regular reports are prepared and considered on the implementation of treasury management policies, the effect of decisions taken and transactions executed in pursuit of these policies, the implication of changes resulting from economic, market or other factors and on the performance of the function.

Reports on treasury management shall be submitted quarterly to the Audit Committee, who in turn report to the Board.
Among the matters to be covered in the report shall be:
· breaches of the Treasury Policy Statement

· proposals for amendments to the Treasury Management Policy Statement

· notification of changes to the money market fund providers and list of approved borrowers agreed by the cash management meeting. 

· a summary of the activity on the money market funds and cash managers since the previous report.

· the extent of, and reason for, any borrowings by the LPFA – including any use of internal balances.  In these circumstances the report must also give reference to the impact on the Authority’s compliance with the Prudential Code.

TMP 7  ~  BUDGETING, ACCOUNTING AND AUDIT ARRANGEMENTS
CIPFA Code of Practice recommends that the responsible officer prepare an annual budget for treasury management.
The LPFA does not budget by function.  Furthermore the treasury activities at the Authority are not as extensive as other Local Authorities.  The treasury management activities are part of Finance.  Any budget set for Finance will include all the treasury management activities.
The Authority will account for its treasury management activities in accordance with appropriate accounting practices and standards, and with statutory and regulatory requirements.  The accounting arrangements are detailed in the ‘coding of the bank transaction’s’ procedure notes.
The Authority will ensure that its auditors have access to all information and papers supporting the treasury management function and that such information and papers demonstrate compliance with external and internal policies and practices.  The views of the auditor will be sought prior to any material changes in the Treasury Management arrangements for the Authority.

TMP 8  ~  CASH AND CASHFLOW MANAGEMENT
All monies will be under the control of the responsible officer.  Cash flow projections will be prepared on a regular and timely basis and the responsible officer will ensure that these are adequate for the purpose of monitoring ‘liquidity risk’.
The present arrangements for cashflow projections are to
· monitor the cashflows of the pension sub funds on a monthly basis by the cash management meeting and the levy accounts on a monthly basis within Finance

· forecast the cashflow of the pension sub funds on a quarterly basis 

· monitor the daily cash position in Finance to ensure there are adequate cash resources and interest is maximised

TMP 9  ~  MONEY LAUNDERING
The Authority is alert to the possibility that it may become the subject of an attempt to involve it in a transaction involving the laundering of money.  Accordingly it will maintain procedures for verifying and recording the identity of counterparties and reporting suspicions.
The present arrangements include the appointment of approved money market fund and cash managers, and all electronic payments are subject to RBS’s money laundering procedures.

TMP 10  ~  STAFF TRAINING AND QUALIFICATION
The Authority recognises the importance of ensuring staff involved in the treasury function are fully equipped to undertake the duties and responsibilities allocated to them.  It will therefore seek to appoint individuals who are both capable and experienced and will provide training for staff to enable them to acquire and maintain an appropriate level of expertise, knowledge and skills.  
The Head of Finance shall be responsible to the Board for the implementation of all aspects of the LPFA’s treasury management policy.  Subject to retaining overall control and supervision of the arrangements, the treasury management function may be delegated to members of the Finance Team.
The current arrangements are detailed in the treasury control notes.  Furthermore the Authority’s performance management framework identifies training and development needs for individual staff.

TMP 11  ~  USE OF EXTERNAL SERVICE PROVIDERS
The Authority recognises the potential value of employing external providers of treasury management.  When it employs such service providers it will ensure it does so for reasons which will have been submitted to an evaluation of costs and benefits.  It will also ensure the terms of their appointment and the methods by which their value will be assessed are properly agreed and documented and subject to regular review.  Where feasible a spread of service providers will be used, to avoid over reliance on one organisation.  Where services are subject to formal tender or re-tender arrangements legislative requirements will be observed.  The monitoring of such arrangement rests with the responsible officer.
The Authority’s current arrangements for external providers are;
· appointments of external providers can only be made with the approval of the cash management meeting, and reporting, through routine reports, to Audit Committee.  

· a number of suppliers are appointed (three money market funds plus banks) to minimise risk and over reliance.  Also see TMP1

· performance monitoring reports are presented Audit Committee on a quarterly basis

TMP 12  ~  CORPORATE GOVERNANCE
The Authority is committed to the pursuit of proper corporate governance and to establishing the principle and practices by which this can be achieved.  The treasury management activities will be undertaken with openness and transparency and honesty, integrity and accountability.
The organisation has adopted and implemented the key recommendations of the Code.  This together with the arrangements detailed in the TMPs is considered vital to the proper achievement of corporate governance.  As stated in TMP 6 the responsible officer will monitor and report on the effectiveness of these arrangements.
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