CREDIT AND COUNTERPARTY CRITERIA POLICY

The Council recognises the need for security of principal to be of paramount
importance. In recognition of the need to minimise risks associated with its treasury
management activities, credit rating criteria, as outlined below will be used to select
counterparties with whom the Council will place funds. Treasury management staff
will analyse all counterparties prior to investing funds.

Specified Investments

APPENDIX 2

Volatillity NVA (“LVNAV”) MMFs

Type of Organisation Minimum Credit Rating Criteria Max A_«mt_)unt of Max Period
Principal
Fitch Moody
UK Local Authorities (Including the - 15 years (with
North East Combined Authority) N/A N/A Unlimited annual calls)
DMO N/A N/A Unlimited 6 mths
UK Government Gilts, Bonds and N/A N/A Unlimited 12 mths
Treasury Bills
£35m per bank
Semi-nationalised banks N/A N/A £70m per 12 mths
banking group
Money Market Funds:
Public Debt Constant Net Asset £25m per fund
Value (“CNAV") MMFs and Low AAA Aaa (£150m in total) | MStANtAccess

Deposits and Certificates of Deposit with approved el

igible financial institutions which meet the following criteria

Very High Grade ST F1+ £25m

U.K. Clearing Banks / Building LT: AA- ST: P-1(2) £50m per 12 mths
Societies ' banking group

High Upper Medium Grade ) ) £15m

U.K. Clearing Banks/ Building ﬂ. T ﬂ. i; £30m per 12 mths
Societies ' ' banking group

High Grade ) b £10m

Foreign Banks — minimum ﬂ ;1 ?_'_Il'_ Z; Country limit 6 mths
sovereign rating of AA ' ' £30m




Non-specified Investments

No more than 25% of the total investment portfolio will be placed in non-specified

investments.
N - . . o Max Amount of .
Type of Organisation Minimum Credit Rating Criteria — Max Period
Principal
Fitch Moody

UK Local Authorities

(Including the North East N/A N/A Unlimited 15 Years
Combined Authority)

UK Government Gilts, Bonds and N/A N/A Unlimited 15 Years
Treasury Bills

Enhanced Cash Funds AAA Asa £15m per fund 30 (1) days
(Variable net asset value) (£60m in total) notice
Deple e Bt | st | s oo

o LT: A- LT: A3 per institution

criteria.

Deposits or Corporate Bonds with

oS . . ST: F2 ST: P-2 £5m

mghtghons which meet the rating LT A LT A3 oer insitution 12 mths
criteria.

Good, Medium grade, moderate ST: F2 ST: P-2 £10m per 6 mths
credit risk LT: BBB LT: Baa1l banking group

Building Societies which have £12m per

assets in excess of £10 billion N/A N/A Building Society 12 mihs
Building Societies which have £10m per

assets in excess of £5 billion N/A N/A Building Society 6 mihs
Buﬂdmg Societies whlchlhlave N/A N/A £5m per Building 3 mihs
assets in excess of £1 billion Society

Ratings determine limits except for nationalised, semi-nationalised and local authorities.

Unrated subsidiaries can be used providing there is an unconditional guarantee from a rated parent.

Rating Symbols

Gradations of creditworthiness are indicated by rating symbols, with each symbol
representing a group in which the credit characteristics are broadly the same.

Moody - The Moody’s rating scale runs from a high of Aaa to a low of C, and
comprises of 21 notches. It is divided into two sections; investment grade and
speculative grade. The lowest investment grade rating is Baa3. The highest
speculative grade rating is Bal.

Fitch - The Fitch rating scale runs from a high of AAA to a low of D, and comprises of
21 notches. It is divided into two sections; investment grade and speculative grade.
The lowest investment grade rating is BBB. The highest speculative grade rating is
BB. Thus, the use of credit ratings defines their function: "investment grade" ratings
(international long-term 'AAA" - 'BBB' categories; short-term 'F1+' - 'F3’) indicate a
relatively low probability of default, while those in the "speculative” or "non-investment
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grade" categories (international long-term 'BB' - 'D'; short-term 'B' - 'D') may signal a
higher probability of default or that a default has already occurred.

Fitch Rating

Moody Rating

Risk

Long term ratings (maturities of one year or greater)

Investment Grade
AAA Aaa Highest ratin.g,.representing lowest
level of credit risk
AA+, AA, AA Aa1, Aa2, Aa3 Very High grade, very low credit risk
. High (Fitch) Upper medium
At A A AT, A2, A3 grade(Moody’s), low credit risk
BBB Baal, Baa2, Baa3 Good, Medium grade, moderate

credit risk

Speculative Grade

BB+, BB, BB-

Ba1, Ba2, Ba3

Speculative elements, vulnerable to
default

B+, B, B-

B1, B2, B3

Subject to high credit risk

CCC, CC+, CC,CC-

Caa1, Caa2, Caa3

Poor standing very high credit risk

DDD Ca Highly speculative, or near default
Lowest rating, typically in default,
D+,D C litle prospect for recovery of principal

or interest

Short term ratings (maturities of |

ess than one year)

F1+ Prime-1 (P-1) Superior ability to repay ST debt
F2 Prime-2 (P-2) Strong ability to repay ST debt

F3 Prime-3 (P-3) Acceptable ability to repay ST debt
B-D Not Prime Poor, risk of default




