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COUNCIL
21 OCTOBER 2014
 REVIEW OF BANKING ARRANGEMENTS
1.0 INTRODUCTION
1.1
At its meeting of 15 July 2014, the Finance and Policy Committee requested that a review of investment options available to the City Council was undertaken.

1.2
The City Council has banked with The Royal Bank of Scotland since 01 April 1998.  In light of the length of time the Council has banked with The Royal Bank of Scotland and the repeal of s150(5) of the Local Government Act 1972, it was felt, therefore, appropriate to review in full the Council’s banking arrangements.  Following the repeal of s150(5) of the Local Government Act 1972 local councils in England may take advantage of modern payment methods while protecting the public assets in their care. 
1.3
In reviewing the Council’s banking arrangements the Committee should take into account the local councils framework to safeguarding public money, as detailed in the ‘Governance and Accountability for Local Councils – A Practitioners’ Guide (England) Appendix 11’.
1.4
The framework lists the following points to safeguard public money:
· Local councils must have in place a safe and efficient arrangements to safeguard public money
· Where doubt exists over what constitutes money, councils must presume that it falls within the scope of the guidance

· Councils must review regularly the effectiveness of their arrangements to protect money

· Every local council must arrange for the proper administration of its affairs and that one of its officers has responsibility for those affairs

· Councils must identify and protect income and expenditure and the money represented by each.  They must ensure controls over money are embedded in Standing Orders and Financial Regulations

· Councils must not relinquish the ‘two member signatures’ control over cheques and other orders for payment until they have put in place safe and efficient arrangements in accordance with the guidance

· The Council must approve the setting up of and any changes to accounts with banks or other financial institutions

· The Council must approve entry into a ‘pooling’ or ‘sweep’ arrangement whereby the bank periodically aggregates the council’s various balances via automatic transfers
· If held, corporate credit card accounts must be set up to operate within defined limits and cleared monthly by direct debit from the main bank account
· The Council must approve every bank mandate, the list of authorised signatures for each account, the limits of authority for each account signature and any amendments to mandates
· Risk assessment and internal controls must focus on the safety of the Council’s assets, particularly money

· Those with direct responsibility for money must undertake appropriate training from time to time.

2.0 BACKGROUND
2.1
The Finance Officer wrote to the local branches of the following banks and building socities requesting information on the accounts and services available to a town council;


· Barclays plc


· Halifax plc

· HSBC Bank plc

· Lloyds Bank plc

· Nationwide Building Society
· Natwest Bank plc

· The Royal Bank of Scotland plc
· Santander UK plc

In addition the Unity Trust Bank plc was also contacted.

2.2
The following banks replied with all but two arranging meetings with the Finance Officer to discuss the Council’s requirements.

· HSBC Bank plc

· Lloyds Bank plc


· The Royal Bank of Scotland plc
· Santander Corporate and Commercial Banking

· Unity Trust Bank plc

2.3
The Council currently banks with The Royal Bank of Scotland.  The Council holds three accounts with the bank;

· Business Current Account

· Special Interest Bearing Account
· Business Direct Reserve Account, converted to Business Reserve Account with effect from 30 September 2014.
2.4
The Special Interest Bearing account earns interest at 0.3% and the Business Direct Reserve account currently earnt interest at 0.5%.  The current account does not earn interest.  However, the Business Direct Reserve account has now been discontinued and from 30 September 2014 was converted to a Business Reserve account, which earns interest at 0.15% for balances between £250,000 and £999,000.

2.5
In addition, the Council has accesss to internet banking services via Bankline at a cost of £57.50 per month (£690 per annum).  Bankline can be used to view,control your accounts and make payments.  Payments are not currently made online and are made by cheque, direct debit, petty cash or procurement card.
2.6
The Town Clerk and Mayor’s Offficer both hold a Government Procurement Card, which do not incur an annual charge.  The balance on the cards are cleared each month by direct debit from the Business Current account.

2.7
The Finance and Policy Committee, at its meeting of 23 September 2014, reviewed the services and information provided by the banks listed in paragraph 2.2.

2.8
The Finance and Policy Committee’s recommendations to Council are detail below. 
3.0
RECOMMENDATIONS
3.1
In the short-term The Royal Bank of Scotland’s Business Reserve Account is closed and the balance transferred to the Special Interest Bearing Account. 
3.2
The Council’s accounts are transferred to Lloyds Bank plc.
3.3
The remaining accounts with The Royal Bank of Scotland are closed.
4.0
SUMMARY OF FINDINGS
4.1
Credit Ratings
4.1.1
Credit ratings are opinions about credit risk and ability and willingness of an institution to meet its financial obligations in full and on time.  Each agency applies its own methodology in measuring credit worthiness and uses a specific rating scale to publish its rating opinions.  Typically, ratings are expressed as letter grades that range, for example, from ’AAA’ to ’D’ to communicate the agency’s opinion of relative level of credit risk. Appendix 1 details the Audit Commission’s definition of the long and short-term credit ratings.
4.1.2
Members’ have expressed in the past that they would prefer the Council’s bankers to be a higher rated institution.  The ratings of the banks that responsed to the banking review request are detailed below.
	
	Standard & Poor’s
	Moody’s Investors Services
	Fitch Ratings

	
	Long term rating
	Outlook
	Long term rating
	Outlook
	Long term rating
	Outlook

	HSBC Bank plc
	AA-
	Negative
	Aa3
	Negative
	AA-
	Stable

	Lloyds Bank plc
	A
	Negative
	A1
	Negative
	A
	Negative

	The Royal Bank of Scotland
	A-
	Negative
	Baa1
	Negative
	A
	Negative

	Santander UK plc
	A
	Negative
	A2
	Negative
	A
	Stable

	Source: Santander UK plc  - Correct as at 04.08.14


4.2
The Unity Trust Bank plc
4.2.1
The Unity Trust Bank plc was established more than 30 years ago.    The bank specialises in providing tailored services to charities, social enterprises, co-operatives, voluntary and community orgainsations, trade unions, councils, housing associations and more.  
4.2.2
Unity has a strong liquidity position, and does not need to borrow from the inter-bank markets or from any other organisations to fund its day to day activities.  It is not impacted by the difficulties that some banks have been facing from the lack of liquidity in the market.  It is also the reason the bank has not had to purchase a credit rating from a third party rating agency.  Such ratings are required to facilitate inter-banking borrowing, and as Unity does not borrow money from other banks, it does not require a credit rating.
4.2.3
Unity funds its banking business entirely from shareholder capital and customers’ deposits.  The shareholders, Trade Unions and the Co-operative Bank are long term investors, having owned the bank since its formation.  However, it should be noted that The Board of Unity have agreed a sale of the Co-operative Bank’s shares and are currently working to complete the sale before the year end. 
4.2.4
Unity has a full banking licence, is regulated by both the Financial Conduct Authority and the Prudential Regulation Authority and is a member of the British Bankers Association.  The bank’s business is conducted according to regulatory codes and subject to due supervision.  Eligible depositors are covered by the Financial Services Compensation Scheme.  In excess of 250 local councils currently bank with the Unity Trust Bank plc.
4.3
Services Available
4.3.1
All the banks who respsonsed where keen to provide banking services to the City Council.  The banks are able to offer internet banking with multiple authorisation, however, Santanders system does not currently allow for triple authorisation . 
4.3.2
The option of internet banking will generate additional charges with some banks, however, savings would be made from reduced postage costs.  The cost of sending a cheque by post is currently £0.50.
4.3.3
 The products available for local authorities to invest surplus funds are restricted  and due to new banking regulations the interest rates on these products have reduced further.
4.3.4
HSBC Bank plc

The information provided by the HSBC Bank plc is attached as Appendix 2.  The bank would provide the Council with 3 months free money transmission after which charging is an item based tariff where each individual item or instruction processed is charged individually in line with a tariff.


HSBC would be able to provide a Business Deposit Account, which would pay a credit interest rate of 0.25%.  The rate would be reviewable after 12 months.  


The bank did not arrange a meeting and forward the attached proposal in the post. 

4.3.5
Lloyds Bank plc

The proposal from Lloyds Bank plc is attached as Appendix 3.  The bank would be able to offer a current account with free transactional banking, access to online banking and a local branch for paying in credits.  In addition, the bank is offering online banking service with the facility of triple authorisation for online payments.  The service would also be free of charge.


The bank can also offer a number of deposit accounts:


· Instant Access – pays up to base  - 0.1% (currently 0.4%), linked to movement in base rate.
· 32 Day Notice Account – current rate is 0.07% over base (0.57%) and is linked to the base rate.  A minimum deposit and withdrawal of £10,000 required.
· Term Deposits – Fixed term deposit products

· 3 months – 0.57%
· 6 months – 0.70%
· 9 months – 0.80%

· 12 months – 0.95%
The benefit of the above term deposits is the ability to be able to layer investments to take advantage of the longer rates but keep access shorter and below 12 months, as per the Council’s Investment Strategy. 
4.3.6
The Royal Bank of Scotland


The information provide by The Royal Bank of Scotland, the Council’s current bank, is attached as Appendix 4.  In addition the current charges and rates are detailed in paragraphs 2.3 – 2.6.


Currently the Council does not incur any transaction charges for cheque or other payments.  However, a charge would be incurred for online payments (£0.33 - £0.43).  


If, however, the Council reduced the number of accounts it held from 3 to 2, this would decrease the Bankline charge.  


The Governemnt Procurement Cards would remain free, however, a charge of £32.00 per annum per card would be incurred if the Council banked elsewhere.


The Council’s surplus funds are currently held in a Business Reserve account, which was converted from a Business Reserve account on 30 September 2014 and earns interest at a rate of 0.15%.  The bank are able to offer a 95 Day Notice account, with a minimum balance of £500,000, which would pay a credit interest rate of 0.6%.


If the Council remains with The Royal Bank of Scotland, the accounts will in the near future be transferred to Williams and Glyn under the deal signed by RBS.                                   
4.3.7     Santander UK plc

Some of the information provide by Santander is attached as Appendix 5.  
The bank is able to offer the choice of two current accounts.  A Corporate Current account or a Corporate Current Account Plus.  The first has no monthly fee and charges are incurred for actual transactions whilst the other account has a monthly fee of £15.00  but as a result as a lower transaction charge and a higher credit interest rate.
The bank can offer online banking facilities at a fee of £25.00 per month.  However, triple authorisation is currently not available.

In addition, local branch facilities are not available and credits would have to be paid in at a branch of the Post Office.

The bank would be able to offer a number of deposit accounts with rates from 0.20% instant access to 0.90% for 12 month time deposit.

4.3.8
Unity Trust Bank plc
. 

The information provide by the Unity Trust Bank plc is attached as Appendix 6.

The bank would be able to provide free banking, including online with triple authorisation.

In addition, local branch facilities are not available and credits would have to be paid in at a branch of the Post Office.


The bank offers a Tailored Deposit Account for balances of £250,000 and above, which would generate interest at 0.25%.  Interest would also be paid on the current account.

4.3.9
CCLA

CCLA was established by the Local Governement Association and has a 50 year heritage of managing funds for local authorities.  CCLA does not over banking services but money market funds suitable for local councils to invest surplus funds.  Generally, however, the investmenst are long-term i.e over 12 months.
CCLA is owned by its clients and have no external financial shareholders.  All clients are not-for-profit organisations.
CCLA manage the Public Sector Deposit Fund, which was launched in May 2011, a pooled UK FCA regulated AAA Qualified Money Market Fund.  The fund was created by the public sector for the public sector.  The fund is fully transaparent and overseen by an expert advisory board ensuring its investment strategy remains aligned with the principles and values of the public sector.

The Council’s Investment Strategy does not allow for investments over 12 months.  The Council would, therefore, be able to place an instant access deposit in the above fund, which generated a yield of 0.3851% on 23 July 2014.
CCLA also manges the Local Authorities’ Property Fund, which does generate higher interest returns (gross yield June 2014 4.45%.  However, the fund should be seen  as a long term invest i.e 5 years plus.  If an investment of £100,000 was made and then withdrawn in a few months the principal returned would be approximately £93,000, with the Council receiving less than originally invested.
If an investment is made over 12 months this is considered to be capital expenditure and the principal would return as a capital receipt.  The Property Fund, however, does not count as capital expenditure for English Authorities and is an unique accounting advantage.  
The Property Fund is designed to achieve to achieve long term capital growth and a rising income from investments in the commercial property sector.  However, the risk is the value of the fund units and income from them can fall as well as rise and again the Council may get back less than originally invested.

The minimum investment in the fund is £250,000 with interested paid quarterly.  There is an annual management fee of 0.65%.

5.0 
CONCLUSION
The services offered by Lloyds Bank plc meet the needs of the Council with free transactional and online banking services.  The fixed term deposit products offer the opportunity to achieve optimium return on the Council’s investments commensurate with proper levels of security and liquidity. 
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