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TREASURY MANAGEMENT POLICY
 
 
 
 

This paper contains the Treasury Management Policy that it is proposed 
will be implemented on becoming a Foundation Trust. 
 
 
1. Executive summary 
 
1.1 Introduction 
 
West Hertfordshire Hospitals NHS Foundation Trust is a public benefit 
corporation with the principal role of providing healthcare services. The Trust 
Board needs to ensure that surplus operating cash is invested in accordance with 
their duty to safeguard and properly account for the use of public money.  
 
The Board’s aim is to ensure prudent investments and borrowings which 
underpin the effective, efficient and economic delivery of services and protect the 
good name of the organisation. 
 
To ensure strong corporate governance this document formally sets out a 
treasury risk management environment in which all objectives, policies and 
operating parameters are clearly defined. 
 
This policy has been written in conjunction with the guidance contained within 
‘Managing Operating Cash in NHS Foundation Trusts’ published in December 
2005 by Monitor, the Independent Regulator of NHS Foundation Trusts, and has 
been produced by the Director of Finance in compliance with Standing Financial 
instructions.  The Trust’s external auditors have reviewed this policy; their 
comments have been taken into account in completing it. 
 
This policy relates to exchequer funds only and excludes monies held on behalf 
of Service Users and Charitable Funds which are governed by separate 
procedures 
 
Monitor strongly recommends that newly formed NHS Foundation Trusts should 
be prudent in their treasury management activities. This policy reflects this 
recommendation. 
 
1.2 Treasury objectives 
 
The overall treasury objectives are to support the Trust’s strategic and business 
objectives by: 
 

• ensuring a competitive return on surplus cash balances; 
 
• ensuring the availability of flexible competitively priced borrowing at all 
times; 
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• identifying and managing the financial risks, including interest rate and 
foreign currency risks, arising from operational activities; and 
 
• ensuring compliance with all banking covenants. 
 

These objectives are targeted towards ensuring that the Trust is continually able 
to undertake and develop its activities without financing constraints. 
 
Under no circumstances will the treasury function be authorised to undertake 
trading for purely speculative reasons. 
 
The Trust’s treasury activities will be undertaken in a manner to achieve the 
following key objectives: 
 
Surplus cash: To obtain competitive deposit rates using a core group of 
relationship banks, in line with deposit guidelines ratified by the Finance and 
Investment Committee. 
 
Borrowing: To ensure the availability of flexible and competitively priced 
borrowing from alternative sources to meet the Trust’s current and future 
requirements. 
 
Interest rate management: Maintain an interest rate structure which manages 
exposure to fluctuations in interest rates thus significantly reducing the financial 
risk to the Trust. 
 
Bank relationships: Develop and maintain strong, long-term relationships with a 
core group of relationship banks, which can provide current and future borrowing 
requirements. 
 
 
1.3 Treasury controls 
 
The treasury controls proposed in this policy are designed to ensure the 
Foundation Trust’s treasury activities are undertaken in a prudent, controlled and 
properly reported manner. 
 
The key components of the overall treasury operating environment include the 
following: 
 

• clearly defined roles and responsibilities in treasury activities for the 
Board of Directors, the Finance Committee, the Director of Finance, the 
Financial Controller and Financial Services staff. These are set out in 
Section 3; 

 

• regular reporting of treasury activities; 
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• segregation of duties between those who deal, those who initiate 
payment and those who account for treasury activities; and 

 

• strict limitations on the types of derivatives 
 

1.4 Conclusion 
 
This policy is designed to provide a clearly defined risk management framework 
for those responsible for treasury operations, to ensure that liquidity and financial 
risks are appropriately managed. These policies and procedures will be kept up 
to date to reflect a changing environment. 
 
 
2. Attitude to risk and summary of key objectives 
 
2.1 Borrowing 

 
The key borrowing objective is to ensure the availability of sufficient flexible and 
competitively priced borrowing to meet the Trust’s current and future 
requirements. The Trust will maintain a risk adverse attitude to borrowing, 
recognising the ongoing requirement to have sufficient committed funds to cover 
operational cash flows, and provide reasonable flexibility for seasonal cash flow 
fluctuations and capital expenditure. 

 
The approach to borrowing is that, whilst access to a committed facility should be 
maintained, it does not aim to access it, unless for a specific, short term purpose 
and there are clear plans as to how the Trust will repay the borrowing. 
 
Access to borrowing under the Trust’s agreed Prudential Borrowing Limit will only 
be for capital investment that the Finance Committee recommends to the Trust 
Board be approved, with clear plans as to how the Trust will repay the borrowing. 

 
2.2 Investments 
 
The principle roles of the treasury management function is to maintain liquidity, 
ensuring an acceptable risk profile for a risk adverse organisation and achieving 
a competitive return on surplus funds, in that order, for example, all surplus funds 
will be invested in recognised “safe harbour” investments 
 
The Trust will not invest outside of safe harbours, defined by Monitor as follows: 
  
Securities that are considered sufficiently safe and liquid to be in the safe 
harbour meet all of the following criteria: 

 

• Meet permitted rating requirements issued by a recognised rating 
agency; (see below) 

• Are held at a permitted institution; 

• Have a defined maximum maturity date; 
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• Are denominated in sterling with any payments or repayments for the 
investment repayable in sterling; 

• Pay interest at a fixed, floating or discount rate; and 

• Are within the preferred concentration limit.(see below) 
 

These investments include money market deposits, money market funds, 
Government and Local Authority bonds and debt obligations, certificates of 
deposit, and sterling commercial paper. 

 
Recognised rating agencies are defined by Monitor as Standard & Poors, 
Moody’s Investors Service Ltd and FitchRatings. The Trust will use Moody’s 
ratings to define permitted ratings. Further elaboration of Monitor’s criteria, which 
this Trust also adopts, is provided at Appendix 1. 

 
Deposits will only be placed with relationship banks and these will be in line with 
deposit limits agreed by the Finance Committee and based on Moody’s ratings. 
 
The Finance Committee has decided that investments will only be made in the 
following list of clearing banks and in any other Bank rated AAA with the 
exception of the Office of Paymaster General (OPG) which has no limit on 
investment. 
 
Clearing banks: 
Bank of England  Lloyds Banking Group 
Bank of Scotland (HBOS) Nationwide 
Barclays    
HSBC 

 
 
All cash balances will remain in a comparatively liquid form and all investments 
resulting from them will be realisable and have a maturity not exceeding three 
months. With respect to the preferred concentration limit, no surplus cash 
balance above £10 million will be invested in any one permitted institution, other 
than OPG, in order to spread risk. 

 
The immediate implications for the Trust are to ensure that it builds relationships 
with a number of clearing banks and that it ensures that if it has surplus cash 
balances over £10 million then this is deposited between a range of these banks 
in sterling accounts that have a maximum maturity date of three months. 
 
It should be noted that UK banking and credit systems are undergoing a period of 
transition, rationalisation, and change of ownership which could result, but not 
necessarily, in a downgrading of the allocated credit rating.  The Director of 
Finance is keeping the situation under review and will report to the Finance 
Committee with any proposed changes to this policy as appropriate. 
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2.3 Foreign exchange management 

 
The Trust’s current operations do not expose it to foreign exchange transaction 
risk, and no plan exists that will increase exposure to these risks. If the position 
changes this policy will be reviewed and updated. 

 
2.4 Interest rate management 
 
Should the Trust enter into a situation of long-term borrowings, the Trust 
Treasury will maintain an interest rate structure which minimises the impact of 
rapidly changing interest rates on financing costs. 

 
2.5 Bank Relationships 
 
The Trust’s approach is to develop long-term business relationships with a core 
group of relationship banks. A transactional approach, without the development 
of relationships, may prove to be less cost effective and may result in the Trust 
being unable to rely on the support of banks in the event of a major acquisition, 
deterioration in financial strength or liquidity of the Trust, or in times of a crisis in 
the banking market.  

 
The benefit of this approach is to establish a high degree of confidence and 
commitment between the parties so that banks are prepared to meet funding 
requirements at crucial times and at short notice. 

 
 

3. Summary of key responsibilities 
 
3.1 The key responsibilities are as follows: 
 
Board of Directors 
 

• To approve external borrowing arrangements 
 

• To approve overall treasury policy 
 

• Delegate responsibility for the approval of the Trust’s treasury 
procedures, controls and detailed policies to the Finance and Investment 
Committee 

 
Finance Committee 
 

• To approve the Trust’s treasury procedures, controls and detailed 
policies 

 

• To ensure the Trust’s investment and borrowing strategy retains an 
appropriate risk   profile. 
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• Ensure proper safeguards are in place for security of the Trust’s funds 
by agreeing a list of permitted institutions, setting investment limits for 
each institution and agreeing permitted investment types 

 

• Approve and monitor relevant benchmarks for performance. 
 

The Finance Committee delegates responsibility for treasury operations to the 
Director of Finance.  
 
Director of Finance 
 

• To approve cash management systems. 
 

• Ensuring approved bank mandates are in place for all accounts and that 
they are updated regularly for any changes in signatories and authority 
levels. 

 

• Define the Trust’s Treasury approach for approval by the Finance and 
Investment Committee 

 

• Report on the treasury activities on an accurate and timely basis 
 

• Advise the Finance Committee concerning liabilities in respect of capital 
repayments of Public Dividend Capital (PDC) and any proposed 
advances of PDC. 

 

• To review the Treasury Management Policy on an annual basis 
 
 
 Financial Controller 

 

• Ensure treasury activities are reported on a timely and accurate basis. 
  

• Manage key banking relationships on a day to day basis.  
 

• Manage treasury activities within the agreed Policies and Procedures. 
 

• Produce rolling cash flow forecasts 
 

Financial Services General Accounts Team 
 

• Accurately and timely recording in the accounting records of all treasury 
transactions, undertake bank reconciliations and match bank 
confirmation to internal documentation. 

 
 
The Trust’s treasury procedures will be subject to periodic review by both internal 
and external auditors as part of their audit programmes and any significant 



 

6 

deviations from agreed policies and procedures will be reported, where 
appropriate, to the Audit Committee.  
 
 
4. Bank relationships & cash management 
 
The development and maintenance of strong banking relationships is an 
important factor in the cash management policy. The provision of efficient cash 
management systems throughout the Trust ensures that banking requirements 
are serviced at the optimal cost. This section details the Trust’s objectives in 
these areas of treasury management. 
 
 
4.1 Objectives 
 

• To ensure the cost paid for banking services is competitive. Contracts for 
banking services shall be for a period of up to 5 years subject to market 
testing. 

 

• To minimise the cost of borrowings and maximise the return on cash 
surpluses within acceptable risk parameters by maintaining efficient cash 
management systems throughout the Trust. 

 

• To develop and maintain strong relationships with a number of key 
banks. 

 

• To monitor and ensure compliance with banking covenants. 
 
 

4.2 Banking relationships 
 
The Financial Controller will be responsible for managing all banking 
relationships on a day to day basis, ensuring consistency in relationships across 
different banking services (e.g. borrowing, risk and cash management) to 
achieve the optimum benefit to the Trust. Meetings will be held with relationship 
banks in conjunction with the Director of Finance or Deputy Director of Finance, 
to discuss any new or improved products of potential interest to the Trust. 
 
Relationship banks should be reviewed on a regular basis by the Director of 
Finance and Deputy Director of Finance to ensure the Trust is receiving 
competitive interest in comparison with the rest of the market. 
 
5. Treasury reporting 
 
The regular reporting of treasury activities is crucial in allowing all relevant parties 
to be aware of transactions undertaken, appreciate the Trust’s financial position 
and assess the on-going appropriateness of treasury objectives. The following 
reports will be produced to meet these criteria. In addition, reports will be made 
to the Finance Committee. 
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5.1 Daily Movements Report 
 
A daily report giving details of payments to / receipts from the relationship banks 
including opening balances and forecast closing balance. This is used to ensure 
that the Trust does not have excess or too few funds deposited in the main 
account to meet commitments. 
 
Circulation: Deputy Director of Finance 

 
5.2 Weekly treasury report 
 
A concise report giving details of: 
 

• facilities available and amounts drawn against those facilities; 
 

• cash deposits and investments held; and 
 

• net cash/borrowings position. 
 
Circulation: Director of Finance / Deputy Director of Finance 
 
5.3 Monthly report 
 
Every month a detailed report is prepared for the Director of Finance 
containing the following information: 
 

• analysis of cash deposits and investments held, as well as any 
borrowings from facilities available, and any other source of finance; 

 

• analysis of liquidity and security of funding; 
 

• rolling 12 month cash flow forecast; 
 

• update on bank relationships 
 

• summary performance report 
 

Circulation: Director of Finance, Deputy Director of Finance 
 
 
6. Treasury Controls 
 
6.1 Summary 
 
The overall objective of the controls set out below is to ensure treasury activities 
are undertaken in a controlled manner, thereby ensuring that the Trust is not 
exposed to undue operational risks. In particular: 
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• Segregation of Duties is specified between those who deal, those who 
initiate payments, and those who account for transactions; 

 

• All transactions are recorded and supported by an instruction or 
confirmation; 

 

• All payment instructions and confirmations will require two authorised 
signatories in accordance with approved bank mandates; and 

 

• Mandates will be reviewed regularly and sent to all counterparties. 
 
 

6.2    Operational Procedures 
 

• Undertaking transactions 
 
 Those authorised to approve investments are the Director of Finance and 
Deputy Director of  Finance. 
 
 All transfers are signed by two authorised signatories as per the bank 
mandates. 
 

• Confirmations 
 
 Transaction Confirmations will be agreed to bank statements and the 
general ledger by  Financial Services department. 
 
 Mandates are maintained by the Deputy Director of Finance for the Director 
of Finance. 
 
 
7. Conclusions 
 
The Trust will manage operating cash in safe harbour investments in order to 
gain a competitive rate of return whilst maintaining a risk adverse profile.  
 
The Finance Committee will receive appropriate reports to ensure it fulfils its role. 
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Appendix 1 
 
Monitor advice regarding safe harbours is as follows 
 
Term Advice 
 
Recognised Rating 
Agency 

 
Only the following are recognised rating agencies: 
Standard  & Poor’s 
Moody’s Investors Service Ltd 
FitchRatings 
 

Permitted Rating 
Requirement 

The short-term rating should be at least: 
A-1 Standard & Poor’s rating 
A-1 Moody’s rating; or 
F1 FitchRatings 
  

Permitted Institutions Permitted Institutions include: 
Institutions that have been granted permission, or any 
European institution that has been granted a 
passport, by the Financial Services Authority to do 
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business with UK institutions provided it has an 
investment grade 2 credit rating of A1/A+ issued by a 
recognised rating agency; and 
the UK Government, or an executive agency of the 
UK Government, that is legally and constitutionally 
part of any department of the UK Government, 
including the UK debt Management Agency Deposit 
Facility. 

Maximum Maturity Date The maximum maturity date for all investments 
should be 3 months. 
The maturity date for any investment should be 
before or on the date when the invested funds will be 
needed. 

Preferred Concentration 
Limit 

Surpluses below £500k may be invested with one 
institution. 
Surpluses above £500k should be invested across a 
number of permitted institutions to spread the 
investment risk. 
Investment limits should be set for permitted 
institutions based on their credit rating and net worth. 
These limits should be reviewed annually and reset if 
there is a change in either the credit rating or the net 
worth of the financial institution. If an institution is 
either downgraded or put on credit watch by a 
recognised rating agency, the decision to invest with 
them should be reviewed. 
Investments with permitted institutions should not 
exceed the set limit at any one time. 
 

 
 
Appendix 2  
 
Definition of terms 
 
Banking covenants Terms of business agreed with Bank 

e.g. requiring  borrower to maintain a 
ratio of current assets to current 
liabilities. 

Relationship banks Banks with whom a  business 
relationship has been established  

Derivatives Financial instruments which are off 
balance sheet and which may be used 
to manage risk or as speculative 
instruments. e.g. futures, swaps 

Safe harbour investments Low risk and high liquidity investments 
Committed facility Guaranteed overdraft 
Investment ratings  From AAA at the highest end to Junk. 

Ratings below BBB are considered 
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speculative or junk. 
Clearing banks Members of Cheque and Credit 

Clearing Company Limited 
 
 
Finance Directorate 
January 2009 


