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For: Finance and Human Resources Committee on 16th November 2011 


Subject: Treasury Management Review – policy for approval
From: Director of Finance



1. The University’s Financial Regulations require that the Finance and Resources Committee consider and approve a treasury management policy at least annually   The policy to include criteria against which surplus funds are to be invested, the respective amounts and limits and any conditions to be attached to the terms of such investments.

2. Following a review carried out by Finalysis UK Ltd. a specialist banking and cash management company, a paper was submitted to the committee in July this year with recommendations for amending the majority of criteria for investment of cash.  Minimum changes are therefore now being proposed.
3. This paper covers those criteria together with our working capital requirement for the next 12 months.
2010-11 Investment return

4. Average daily cash balances in 2010-11 were £46.8m (2009-10 £36.4m). Interest earned on the balances from money market dealings was £596k (2009-10 £582k) giving an average return of 1.3% (2009-10 1.6%).  

5. This compares favourably with the average Bank of England base rate for the period of 0.5%

Working capital requirements

6. Estimated cash flows were prepared as part of the 2011-12 budgeting exercise.  These have been updated to reflect actual cash flows to 30 September 2011 and are included in the monthly management information provided to the Committee. They assume that the savings required by the budget approved by the Board will be achieved in 2011-12. 
7. The cashflows include repayment of £10.0m to HEFCE for prior years grant clawback.
8. The forecast shows an actual cash balance of £58.1m as at 30 September 2011, reducing to £37.2m at 30 September 2012. On this basis, we have sufficient cashflow to meet our working capital requirements for the next 12 months.
9.  The University does not expect to require any additional commercial loan   

 finance during 2011-12. 

10. Daily cash management procedures allied to account pooling arrangements combine to ensure that bank accounts do not become overdrawn. The University currently has sufficient cash balances to render an overdraft facility unnecessary.    

Treasury management policy

11.  Cash flow forecasts showing anticipated daily cash requirements over a rolling four-  month period are used to identify surplus cash for placement in accounts other than the University’s main instant access fixed interest bearing current account with Barclays Bank Plc. A minimum balance of £1m is held on instant access.
12.  Funds held in the fixed interest bearing current account earn daily interest at 0.25%  

 plus a 0.5% bonus payable after 12 months on average balances held.

13. Sterling funds held within the Barclays current accounts are swept to interest bearing accounts nightly and currently earn interest at Bank of England base rate less 0.2%, the rate of interest on these funds currently being 0.3%. 
Term deposits

14. All surplus balances in excess of £1.0m sterling are placed on either short-term deposit or in instant access accounts. The University ensures competitive rates for fixed term deposits are obtained by comparing quotes from our brokers, R.P.Martin  or Tullett Prebon (Europe) Ltd, and by comparison with published market rates from other counterparties. 

15. Direct dealing arrangements for term deposits have also been set up with Santander Corporate Banking and Lloyds TSB Bank Plc.
16. All deposits are placed by persons approved by the Director of Finance and counterparties are notified of persons authorised to act on the University’s behalf. 

17. Counterparty ratings are monitored closely and brokers provide market information on a daily basis.

18. All deposits are recorded and a statement of each deposit is provided to the Deputy Chief Executive on the day of the deposit. 
Current criteria
19. Placements of deposits are made with organisations that must meet agreed minimum ratings criteria. These are for all deposits regardless of term as agreed by the Finance and Resources Committee on 6 July 2011 and we propose to continue operating with these criteria which are as follows:
Organisations who meet at least 2 out of the following long term credit ratings:

· FITCH IBCA


A   High credit quality

· Moody’s



A2  Low credit risk

· Standard & Poor’s 

A   Strong commitment 

The coverage to include counterparties who do not have their own rating but who are wholly owned and 100% guaranteed by their parent providing the parent meets the ratings listed above.

These criteria will be kept under review and if any operational problems arise that require a change in policy, we will bring this back to the Committee.
Counterparty limits
20. At its meeting on 6th July the Committee also agreed to a restriction on the maximum value of term deposits to 20% of the forecast minimum cash balance over the following 12 months. This currently equates to £7m and it is proposed to continue with this restriction for the next 12 months.
It is also proposed that this limit should be extended to any investments in sterling money market funds.
21. For operational reasons a separate clearing limit  of £15m (to include all instant access accounts) was agreed for our bankers Barclays to operate alongside the  above limit and it is proposed that this should also continue for the next 12 months.
22. A list of counterparties with whom the University has deposits at the time of writing is attached at Appendix A. The list shows how their ratings meet the currently agreed criteria.
Country risk

23. Our current policy is to (a) restrict exposure to any non UK country to £5m and (b) not to place any deposits with Irish institutions. 
It is proposed that the value limit should continue to apply for the next 12 months but that the specific reference to Irish institutions is deleted from the policy on the basis that our counterparty ratings criteria takes priority.  These criteria currently exclude us from  dealings with any Irish institutions.
Foreign currency management
24. The University has net inflows of both Euros and US dollars and has accounts with Barclays denominated in those currencies, through which all Euro and US dollar transactions are channelled.  Funds in excess of those required for working capital are converted to sterling at spot rates when sufficient balances have accumulated and exchange rates are favourable.  No forward exchange contracts were entered into during the year.
25. Competitive rates for foreign currency conversion to sterling are obtained via quotes from Barclays, Travelex and City Forex. All other foreign currency payments and receipts are transacted through Barclays bank.
Investment of endowment funds

26. As at 31 July 2011, the University endowment funds totalled £1.2m compared with £1.1m at 31 July 2010.  This was invested as follows:

	Investment
	2011
	2010
	Inc/(Dec)

	
	£’000
	£’000
	        %

	Equities
	27
	24
	12.5

	Fixed Interest Stocks
	18
	118
	    (84.7)

	Cash at bank
	299
	132
	       126.5

	Shares in New Star Managed Growth Fund
	898
	829
	8.3

	Total
	1242
	1103
	12.6


27. The New Star Managed Growth Fund, which accounts for 72% of total investments, has performed well during the year, increasing by 15.5% compared with a rise of 11.4% in the FTSE All Share Index over the same period.
Cash at bank has increased due to the maturity of fixed interest stocks during the year. Surplus cash has been invested in the Barclays fixed interest bearing current account earning interest at 0.75% (inc. bonus) until a new investment strategy has been agreed (see below). 

Review of investment strategy

28. The investment strategy has remained unchanged during the year and there have been no sales of existing or purchases of new investments.  The existing strategy is geared toward capital growth but it is recognised that the current objective of capital growth taking precedence over income requires review particularly as (a) more requests are made by students for support from the hardship fund and (b) the Womens Library (whose investments account for more than 50% of the total) has particular revenue funding requirements. There is also the need to ensure that our investments comply with an ethical investment policy.

29. To assist with meeting all of these objectives and following a competitive tender exercise Investec Wealth & Investment Ltd (formerly known as Rensburg Sheppards) were appointed in July to provide advice and management for the University’s endowment funds.  With their assistance a full review of investment policy and strategy is due to take place over the next few months.
Recommendations

30. The Committee is asked to approve the following amendments to our current treasury  management policy as follows:
· Investment in individual sterling money market funds to be restricted to 20% of the forecast minimum cash balance over the following 12 months. This currently equates to £7m. 
· The current restriction on placing deposits with Irish institutions is removed from our country risk criteria on the basis that the counterparty rating criteria takes priority.



































































































































































































































































































