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WILTSHIRE COUNCIL — ANNUAL INVESTMENT STRATEGY 2009-10

The Main Strateqy

1.

10.

The general investment policy of the Council is the prudent investment of any
surplus cash balances, the priorities of which are:

a) the security of capital and
b) the liquidity of investments.

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

The Council will not borrow purely to invest or lend-on specifically to make a
return.

All Council investments will be in sterling. This will avoid foreign exchange
rate risk.

Investment of the Council’s normal cash flow requirements will be in specified
investments, as prescribed in the Department for Communities and Local
Government’s (DCLG) Guidance on Local Government Investments (“The
Guidance”). The categories of organisations with whom investments will be
placed and the minimum high credit ratings required for each category are
those set out in the minimum requirements for high credit rating below.

Investments in money market funds may be made if the fund has a high credit
rating, as prescribed in the minimum requirements for high credit rating below.

In addition, using Sector’s professional judgement, non specified investments
may be made in UK Government Bonds (Gilts) and in multilateral development
banks (as defined in Statutory Instrument 2004 No. 534) with a high credit
rating, as prescribed in the minimum requirements for high credit rating below.

Such investments are the only non-specified investments authorised for use
and will only be:

a) in sterling

b) in the case of UK Gilts, for a maximum of 50 years; and

c) for investments maturing in excess of 12 months, limited to £30 million.
For specified investments made under Sector recommendations, the approved
policy must be followed and is bound by the minimum requirements for high

credit rating below.

Credit ratings are maintained and monitored monthly against ratings issued by
Fitch Ratings Ltd. Following receipt of these ratings from Sector:

a) any financial institutions meeting the criteria are updated on the list of
authorised lenders and investments may then be placed with “qualifying”
institutions immediately;



11.

b) if funds are held by an institution that subsequently falls outside the
revised credit rating criteria, all funds will be withdrawn from that institution
at the earliest opportunity. This will normally be on the maturity of that
deposit. If the fall is significant and there are more than three months
before the maturity date, negotiations for premature repayment will be
pursued;

c) whenever there is a change in the list of authorised lenders, a revised list
will be provided to those authorised to deal in investments on behalf of the
Council, including its authorised brokers.

Fully nationalised banks in the UK have credit ratings which do not conform

to the credit criteria usually used by local authorities to identify banks of high
credit worthiness. In particular, as they are no longer separate institutions in
their own right, it is impossible for Fitch to assign them an individual rating for
their stand alone financial strength. Accordingly, Fitch have assigned an F
rating which means that at a historical point of time, this bank failed and is now
owned by the Government. However, these institutions are now recipients of
an F1+ short term rating as they effectively take on the creditworthiness of the
Government itself i.e. deposits made with them are effectively being made to
the Government. They also have a support rating of 1; in other words, on both
counts, they have the highest ratings possible.

The other situation that could arise is where the Bank hasn’t been fully
nationalised but receives substantial support (greater than 50%

ownership) from the UK Government, in which case the individual rating is E
i.e. the Fitch definition is “A bank which requires external support.” Both
such situations will be recognised so that the banks in question will be
deemed suitable for investment under the Annual Investment Strategy.

The Minimum requirements for “high credit rating”

12.

13.

14.

In accordance with the DCLG Guidance on Local Government Investments in
respect of selection of counterparties with whom investments are placed,
Wiltshire County Council will comply with the minimum requirements below.

Credit ratings will be those issued by Fitch Ratings Ltd in respect of individual
financial institutions (as shown below, where F1+ is the highest short term
rating and AAA the highest long term rating). An exception is made in respect
of money market funds, as shown below, where a different overall AAA rating
is the highest.

The minimum requirements for high credit rating, by type of institution, are as
follows:

e Banks incorporated inside the United Kingdom with a short term
credit rating of at least F1;

e Banks incorporated outside the United Kingdom with a short term
credit rating of at least F1+ and a long term rating of A+;

¢ United Kingdom and Irish (Eire) building societies with a short term
credit rating of at least F1 or Government backed;



e All local authorities and public bodies (as defined in S23 of the Local
Authorities Act 2003) (ratings are not issued for these bodies);

e Multilateral development banks (as defined in Statutory Instrument
2004 No. 534) with a short term credit rating of at least F1 and long
term credit rating of AAA;

e All banks & building societies must have an individual rating of at
least C;

¢ In addition, all banks and building societies to which the Authority
may lend funds must have a support rating of no more than 3;

¢ Money market funds, which have been awarded the highest possible
rating (AAA) from at least one of the following credit rating agencies,

Standard and Poor’s, Moody’s Investor Services Ltd or Fitch Ratings
Ltd.; and

¢ Deposits must only be placed in money market funds subject to
individual sighed management agreements.

In addition to the above criteria, the following limits will be applied to the total
cumulative investments placed with an individual institution (or group of
institutions where there is common ownership):

a) Up to £15 million:

e UK incorporated banks with a long term credit rating of at least
AA-;

e Overseas banks that have a long term credit rating of at least AA;
¢ Multilateral development banks;
¢ Local authorities and other public bodies; and

¢ Money market funds.
b) Up to £8 million:

e Other UK incorporated banks (that have a long term credit rating
of less than AA- but satisfy the credit rating conditions in this
appendix);

e Other overseas banks (that have a long term credit rating of less
than AA but satisfy the credit rating conditions in this appendix);
and

¢ Building societies with long term credit rating of at least A.

e Government backed UK and overseas banks and building
societies
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The following investment duration matrix shows the maximum duration for
which an investment can be placed, depending on the combination of the
individual institution’s long term, short term, individual and support ratings (e.g.
up to five years where an institution is classified as F1+ (short term rating),
AAA (long term rating), A (individual rating) and 1 (support rating) or up to one
year where an institution is classified as F1, A+, A, 2).

Investment Duration Matrix

Ratings
Short Term |Long Term |Individual Support
1 2 3
F1+ AAA A 1-5yrs 1-5yrs 1yr
A/B 1-5yrs 1-5yrs 3 mths
B 1-5yrs 1-5yrs 3 mths
B/C 1-5yrs 1-5yrs 3 mths
C 1yr 1yr 3 mths
AA+ A 1-5yrs 1-5yrs 1yr
A/B 1-5yrs 1-5yrs 3 mths
B 1-5yrs 1-5yrs 3 mths
B/C 1-5yrs 1-5yrs 3 mths
C 1yr 1yr 3 mths
AA A 1-5yrs 1-5yrs 1yr
A/B 1-5yrs 1-5yrs 3 mths
B 1-5yrs 1-5yrs 3 mths
B/C 1-5yrs 1-5yrs 3 mths
C 1yr 1yr 3 mths
AA- A 1-2yrs 1-2yrs 1yr
A/B 1-2yrs 1-2yrs 3 mths
B 1-2yrs 1-2yrs 3 mths
B/C 1-2yrs 1-2yrs 3 mths
C 1yr 1yr 3 mths
F1 A+ A 1yr 1yr 3 mths
A/B 1yr 1yr 3 mths
B 1yr 1yr 3 mths
B/C 3 mths 3 mths n/a
C 3 mths 3 mths n/a
A A 1yr 1yr 3 mths
A/B 1yr 1yr 3 mths
B 1yr 1yr 3 mths
B/C 3 mths 3 mths n/a
C 3 mths 3 mths n/a




