Arlingclose’s Economic and Interest Rate Forecast

ANNEX 3

Dec-10  Mar-11  Jun-11  Sep-11 Dec-11 Mar12 Jun-12 Sep-12 Dec-12 Mar-13  Jun-i3
Official Bank Rate
Upside risk - 0.25 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Central case 0.50 0.50 0.50 0.75 1.00 1.25 1.50 2.00 250 2.75 275
Downside risk - - - 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50
1-yr LIBID
Upside risk 025 025 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Central case 1.50 1.756 2,00 225 250 275 3.00 325 3.50 .50 3.50
Downside risk - 025 0.25 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50
S-yr gilt
Upside risk 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Central case 2.00 2,25 275 3.25 3.50 375 4.00 4.00 4,00 4.00 4.00
Downside risk - 025 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
10-yr gilt
Upside risk 0.25 0.25 0.25 025 0.25 025 0.50 0.50 0.50 0.50 0.50
Central case 3.50 3.75 3.75 4.00 4.25 4.50 4,75 475 478 475 4.75
Downside risk - 025 0.25 0.25 025 0.25 0.25 0.25 0.25 0.25 0.25 0.25
20-yr gilt
Upside risk 0.25 0.25 0.25 025 0.25 025 0.25 0.50 0.50 0.50 0.50
Central case 425 4.50 4.75 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00
Downside risk - 025 0.25 0.25 0.25 0.25 0.25 025 0.25 025 0.25 0.25
50-yr gilt
Upside risk 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Central case 4.25 4.25 4.50 4.75 4,75 4.75 4.78 4.50 4.50 4.50 4.50
Downside risk - 025 0.25 0.25 0.25 0.25 0.25 025 0.256 0.25 0.25 0.25

Aringclose's comments and assumptions
The recovery in growth is likely to be slow, uneven and more

“Square root” than “V” shaped.
The initial reaction to the Comprehensive Spending Review is
positive but implementation risks remain.
The path of base rates reflects the fragility of the recovery and the
significantly greater fiscal tightening of the emergency budget. With
growth and underlying inflation likely to remain subdued, the Bank

will stick to its lower for longer stance on policy rates.

Gilts will remain volatile as the growth versus headline inflation

debate escalates.




ANNEX 4

Specified and Non Specified Investments

Specified Investments identified for use by the Council

Specified Investments are those that meet the criteria in the CLG Guidance,
i.e. the investment

is sterling denominated.
has a maximum maturity of 1 year.
meets the “high credit quality” definition as determined by the Council or
is made with the UK government or is made with a locatl authority in
England, Wales, Scotland or Northern Ireland or a parish or community
council.

o the making of which is not defined as capital expenditure under section
25(1)(d} in S1 2003 No 3146 (i.e. the investment is not loan capital or
share capital in a body corporate).

“Specified” Investments identified for the Council's use are:

. Deposits in the DMO’s Debt Management Account Deposit Facility
. Deposits with UK local authorities

. Deposits with banks and building societies

e  AAA-rated Money Market Funds with a Constant Net Asset Value
. Treasury-Bills {T-Bills)

. *Certificates of deposit with banks and building societies

. *Gilts: (bonds issued by the UK government)

. *Bonds issued by multilateral development banks

* Investments in these instruments would only be undertaken on advice from
the Council’s treasury management adviser.

For credit rated counterparties, the minimum criteria will be the lowest
equivalent short-term and long-term ratings assigned by Fitch, Moody’s and
Standard & Poor’s (where assigned).

Long-term minimum: A+ (Fitch); A1 (Moody’s); A+ (S&P)
Short-term minimum: F1 (Fitch); P-1 (Moody’s); A-1 (S&P)

The Council will also take into account the range of information on investment
counterparties detailed in section 4.4.



Specified investments will be made within the limits detailed in the following
table. The limits stated will apply across the total portfolio operated by the
Council and so incorporate both Council and Pension Fund specific

investments.
Instrument Country/ Counterparty Maximum Maximum
Domicile Counterparty | period of
Limits £m investment*
Term Deposits | UK Debt Management Account | No limit 6 months
Deposit Facility (DMADF),
Debt Management Office
{DMO)
Gilts UK Debt Management Office No limit 364 days
(DMO)
T-Bills UK Debt Management Office No limit 6 months
(DMO)
Term Deposits/ | UK Other UK Local Authorities | £30m per local | 364 days
Call Accounts authority
Term Deposits/ | UK Counterparties rated at least | £20m per 364 days
Call Accounts/ A+ Long Term and F1 Short | bank or
Certificates of Term (or equivalent) banking group
Deposit
Term Deposits/ | Non-UK Counterparties rated at least | £15m per 6 months
Call Accounts/ A+ Long Term and F1 Short | bank or
Certificates of Term (or equivalent) in banking group
Deposit European countries** with a
Sovereign Rating of at least
AAA from all three credit
rating agencies.
Bonds issued Non-UK Counterparties rated AAA in | £15m per 364 days
by multilateral which the UK is a counterparty
development shareholder
banks
AAA-rated UK/Ireland/ | Constant Net Asset Value £20m per Instant
Money Market | Luxembourg | Money Market Funds MMF*** Access
Funds domiciled (MMFS) Group limit
£100m

*

The limits for the period of investment are the maximum for the categories

of counterparties. Lower operational limits will apply if recommended
following a review of creditworthiness,

E

Investments in any one country's banks will be limited to a maximum of

10% of the total investments at the time of investment, excluding the UK,

*** Limit per MMF to be no more than 0.5% of the Money Market Fund'’s total

assets.




Non-Specified Investments proposed for use by the Council

Non-specified investments are those which do not meet the criteria for
specified investments. The non-specified invesiments which it is proposed
the Council will consider are investments for longer than one year with the
same counterparties as specified investments. None of these will constitute
capital expenditure. Non-specified investments will form a maximum of 50%

of the total portfolio at any time.

In-house use | Maximum Capital
maturity | expenditure?

«Term Deposits with UK banks
and building societies

»Certificates of Deposit with UK v 5 years No
banks and building societies

“Gilts ) . v (on advice

sBonds issued by multilateral from treasury 5 years No
development banks adviser)

In determining the period to maturity of an investment, the investment should
be regarded as commencing on the date of the commitment of the investment
rather than the date on which funds are paid over to the counterparty.



Lending List of counterparties for investments
This is the proposed list of counterparties which the Council can lend to. The

list will be kept under constant review and counterparties removed if the
process described in 4.4 and 4.5 raises any concemns about their credit

ANNEX 5

worthiness.
Instrument Country/ Counterparty Maximum
Domicile Counterparty

Limit £m

Gilts, Treasury UK Debt Management Office (Term No limit

Bills, Term deposits with Debt Management

Deposits Account Deposit Facility DMADF)

Term Deposits UK Other Local Authorities £30m per local
authority

Term Deposits/ | UK Santander UK Plc (Banco Santander 20

Call Accounts/ Group)

Certificates of

Deposit

Term Deposits/ | UK Bank of Scotland (LIoyds Banking 20

Call Accounts/ Group)

Certificates of

Deposit

Term Deposits/ | UK Lloyds TSB 20

Call Accounts/ (Lloyds Banking Group)

Certificates of

Deposit

Term Deposits/ | UK Barclays Bank Plc 20

Call Accounts/

Certificates of

Deposit

Term Deposits/ | UK Clydesdale Bank 20

Call Accounts/ (National Australia Bank Group)

Certificates of

Deposit

Term Deposits/ | UK HSBC Bank Plc 20

Call Accounts/

Certificates of

Deposit

Term Deposits/ | UK Nationwide Building Society 20

Call Accounts/

Certificates of

Deposit

Term Deposits/ | UK NatWest (RBS Group) 20

Call Accounts/
Certificates of
Deposit




Instrument

Country/
Domicile

Counterparty

Maximum
Counterparty
Limit £m

Term Deposits/
Call Accounts/
Certificates of
Deposit

UK

Royal Bank of Scotland (RBS Group)

20

Term Deposits/
Call Accounts/
Certificates of
Deposit

UK

Standard Chartered Bank

20

Term Deposits/
Call Accounts/
Certificates of
Deposit

Finland

Nordea Bank

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

France

BNP Paribas

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

France

Credit Agricole CIB (Credit Agricole
Group)

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

France

Credit Agricole SA (Credit Agricole
Group)

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

France

Societé Générale

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

Germany

Deutsche Bank AG

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

Netherlands

ING Bank NV

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

Netherlands

Rabobank

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

Sweden

Svenska Handelsbanken

15




Instrument Country/ Counterparty Maximum

Domicile Counterparty
Limit £m

Term Deposits/ | Switzerland | Credit Suisse 16

Call Accounts/

Certificates of

Deposit

Money Market Ireland BlackRock Institutional Sterling Liquidity 20

Funds Fund

Money Market Ireland BlackRock Institutional Sterling 12

Funds Government Liquidity Fund

Money Market Ireland Goldman Sachs Liquid Reserves Fund 20

Funds

Money Market Ireland Henderson Global Investors Liguid 15

Funds Assets Sterling Fund

Money Market Ireland Invesco Short Term Investments 5

Funds Company Sterling Liquidity Portfolio

Money Market Luxembourg [ J.P. Morgan Asset Management Sterling 20

Funds Liquidity Fund

Money Market Ireland RBS Global Treasury Fund - Sterling 20

Funds

Bonds European European Investment Bank 16
Union

Bonds European European Bank for Reconstruction and 15
Union Development

Bonds Worldwide International Bank for Reconstruction 15

and Development (the World Bank)







