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PURPOSE

To consider issues paper on the requirement for and location of prudential
indicators for treasury management for consideration for revisions to the draft
Prudential Code.

REPORT
1 Theissue

The current draft Prudentid Code includes prudentia indicators for treasury
management. M atters arising:

@ A significant number of responses to the exposure draft comment either
that there are too many prudentia indicators within the current draft in
relation to treasury management, or that reliance on the CIPFA Code of
Practice for Treasury Management in the Public Services (the TM Code)
is sufficient in itself without the need for further indicators.

(b) Severd  respondents comment that the requirement for treasury
management indicators should be pat of the TM Code rather than the
Prudentia Code.

(© This report deas with whether there is a requirement for treasury
management indicators other than compliance with the TM Code and, if
so, their location. Paper PCSG 4 02/03 deals with the detailed format and
number of indicators proposed in the current draft.
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2 Ideas for consideration

€) The treasury management indicators in the current draft would require
each authority to set its own limits for treasury management activities in
reation to key treasury management risks. Specificaly, limits are
required to be set for:

— variablerateinterest exposures
— fixed rate interest exposures
— maturity of borrowings

— investment of principa sums.

The precise format and number of indicators is considered in PCSG 4
02/03. The PCSG is here asked to consider whether there is a need for
such indicators within the new sy stem.

(b) In discussions with practitioners, and particularly a the first set of
workshops for road testers, the view is often expressed that thereis no
need for these indicators because this is aready done by locd authority
practitioners in any event. The issue of principle seemsto betheleve at
which these limits are decided and/or reported.

(© Theseindicators address key areas of risk for public money.

(d) The PCSG is asked to consider where, under the prudentid framework,
decisions on the strategy (limits) for such areas should be decided:

— not required a Al

— delegated to the treasury management practitioner
— delegated to the CFO

— by the Authority.

(e The current draft of the Prudential Code would require that (paragraph
45):

“Prudentiad indicators for treasury management should be
considered together with thelocal authority’s treasury management
strategy and the annua report on treasury management activities.”

) With respect to the comment that treasury management indicators should
be included in the TM Code, this was reported to the meeting of the
CIPFA Treasury M anagement Pand held in May. It was agreed that this
is amatter for the Treasury M anagement Pand to consider and that it will
do so a its October meeting, following further discussion at the PCSG.

(9 The PCSG is asked to consider further whether to recommend that any
prudentia indicators for treasury management other than compliance with
the TM Code should be within the TM Code or within the Prudentia
Code. Relevant factors include:
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— the TM Code dedls with treasury management issues

— the TM Code is cross sectord whereas the Prudentid Code will
apply to locd authorities

— the current statutory framework in Engand and Waes (Part 1V of
the LGHA 1989) requires authorities to set certain limitsin relaion
to treasury management; the Prudential Code will only comeinto
force when the old sy stem ends whereas the TM Codeis current.

RECOM M ENDATION

The PCSG isaskedto consider thisissues paper on the requirement for andlocation
of prudential indicatorsfor treasury management.
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