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SHEFFIELD TEACHING HOSPITALS NHS FOUNDATION TRUST 
 

EXECUTIVE SUMMARY 
REPORT TO THE BOARD OF DIRECTORS MEETING 

HELD ON 18th DECEMBER 2013      
 
Subject Treasury Management Policy 
Lead Neil Priestley 
Author Julie Wright, Deputy Director of Finance (Financial Accounting) 
Status1 A 
 
PURPOSE OF THE REPORT 

To update the Trust’s Treasury Management Policy, in line with governance requirements and to 
reflect the required policy changes which arise from revised operational environments during 2013/14.  
 
KEY POINTS 

Policy changes are required to adequately address; 
a) the new national methodology for calculating the PDC dividend payment (further details are 

provided in Appendix 2), and 
b) the Trust’s decision to implement a systematic, supplier early payment programme, in 

exchange for a prompt payment discount. 
 
IMPLICATIONS 

AIMS OF MAKING A DIFFERENCE : Corporate Strategy 2012-17 Assurances Received 
(Tick as appropriate) 

1 Deliver the best clinical outcomes  
2 Provide patient centred services  
3 Employ caring and cared for staff  
4 Spend public money wisely x 
5 Deliver excellent research, education and innovation  
 
RECOMMENDATIONS 

The Board of Directors are asked to note the contents of the report and approve the updated Treasury 
Management Policy 
 
APPROVAL PROCESS 

Meeting Presented Approved Date 
Finance, Performance and Workforce 
Committee 

9/12/13 Y 9/12/13 

Board of Directors 18/12/2013   
 

 

1 
Status: A = Approval 

 A* = Approval & Requiring Board Approval 
 D = Debate 
 N = Note 

 

M 
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SHEFFIELD TEACHING HOSPITALS NHS FOUNDATION TRUST 

TREASURY MANAGEMENT POLICY 

NOVEMBER 2013 

 

1.  TREASURY MANAGEMENT 

1.1  Introduction  

1.1.1 In order to reflect corporate governance issues, it is both appropriate and necessary to formally 
set out current treasury activities and establish a treasury risk management environment in 
which all objectives, policies and operating parameters are clearly defined.    

1.1.2 This revised Treasury Management policy supersedes that approved by the Trust Board of 
Directors in January 2009. It reflects guidance issued by Monitor in June and December 2005 
on best practice in treasury management for NHS Foundation Trusts and also guidance issued 
by both Monitor in the April 2013 FT Bulletin and the Department of Health in August 2013 in 
relation to a revised calculation of the PDC Dividend payment. 

1.2  Treasury objectives  

1.2.1 The objectives of a treasury function are to support the Trust’s operations by:  

•  Ensuring the best financial return, commensurate with prudent investment risk, is obtained on 
surplus cash balances;  

•  Ensuring the availability of adequate working capital and flexible competitively priced funding at 
all times (including in relation to early payment of suppliers for discount return);  

•  Identifying and managing the financial risks, including interest rate and foreign currency risks, 
arising from operational activities; and  

•  Ensuring compliance with all banking mandates and covenants.  

1.2.2 These objectives are targeted towards ensuring that the Trust is continually able to undertake 
and develop its activities without inappropriate financing constraints. 

1.3  Treasury activities 

1.3.1 In line with the above treasury objectives, the Trust’s treasury activities will be undertaken in a 
manner to achieve the following key outcomes:  

•  Surplus cash: To obtain the most competitive deposit rates, commensurate with prudent 
investment risk, using a group of relationship banks and in line with deposit guidelines ratified 
by the Trust Board of Directors.  

•  Funding: Ensure the availability of flexible and competitively priced funding from alternative 
sources to meet the Trust’s current and future requirements.  

•  Interest rate management: Maintain an interest rate structure on borrowing which significantly 
reduces the impact of (rapidly) increasing interest rates on the income and expenditure 
account.  

•  Foreign currency management: Minimize any exchange rate movement risk by covering known 
foreign exchange exposures. 
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•  Bank relationships: Develop and maintain strong, long term relationships with the Trust’s 
bankers. 
 

1.4  Treasury controls  

1.4.1 The treasury controls outlined in this policy are designed to ensure the Trust’s treasury 
activities are undertaken in a controlled and properly reported manner.  

1.4.2 The key components of the overall treasury operating environment include the following:  

•  Clearly defined roles and responsibilities in treasury activities for the Trust Board of Directors, 
the Finance, Performance and Workforce Committee, the Director of Finance, and the Trust’s 
Financial Accounting Section.  These are set out in Section 3;  

•  Regular reporting of treasury activities;  

•  Controls on who can operate bank accounts and authorisation limits; 

•  Segregation of duties between those who make investments, those who initiate payment and 
those who account for treasury activities; and  

•  Strict limitations on the types of investments and the circumstances in which they may be used 
by the Trust.  

1.5  Summary  

1.5.1 Treasury Management reflects the efficient management of liquidity and financial risks in the 
organisation and the actions to manage these risks will vary as their nature changes over time.  

1.5.2 This Policy provides a clearly defined risk management framework and a reference point for 
those responsible for treasury operations.  In order to fully realise the benefits, it is essential 
that this policy is kept up to date to reflect any future changes or developments. The policy will 
therefore be subject to at least an annual review. 

 
2.  ATTITUDE TO RISK IN TREASURY MANAGEMENT ACTIVITIES  
 
2.1 Risk Principles 
 
2.1.1 The Trust will generally adopt a prudent and risk-adverse approach in carrying out its treasury 

activities.  

2.1.2 Under no circumstances will the Trust enter into trading positions or undertake trading for 
purely speculative reasons. 

2.2  Attitude to risk in key treasury activities  

2.2.1 Funding  

The Trust will maintain a risk-averse approach to funding, where required to cover existing 
cash-flows or capital programme expenditure.  

The key funding objective is to ensure the availability of flexible and competitively priced 
funding as necessary to meet the Trust’s current and future requirements.  

It is not appropriate to arrange long-term debt without an approved specific need.  
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2.2.2.  Investments  

All cash balances should remain in a liquid form and should be instantly accessible.  

Cash deposits are only placed with relationship banks and are in line with deposit limits agreed 
by the Finance, Performance & Workforce Committee of the Trust Board.  The limit is £15 
million with any one bank. Appendix 1 lists the institutions from which relationship banks will be 
drawn, and control measures will be in place to ensure they meet the Trust’s credit worthiness 
parameters.   

Cash deposits are to be placed in the account of a relationship bank or retained within a 
Government Banking Service account, depending on which produces the best net financial 
gain for the Trust, taking into account interest earned and/or costs reduced (e.g. PDC Dividend 
payments reductions for balances held in Government Banking Service accounts) 

The security of the cash deposited will be safeguarded by reviews of the financial standing of 
the commercial banks in question, using nationally accepted financial rating agencies’ 
websites. In addition, the internet will be consulted for news articles relevant to the financial 
standing of the banks in which the trust has deposits. These measures will be carried out at a 
frequency appropriate to the level of investment being held with commercial banks. 

2.2.3 Foreign exchange management  

The Trust is not exposed to any exchange rate movements, as virtually all of its business is de-
nominated in sterling. In the few circumstances where any purchases are made for a small 
range of goods and services from overseas suppliers, the Trust purchases foreign currency at 
spot rate to settle these liabilities. 

2.2.4 Interest rate management  

Should the Trust enter into long-term borrowings, it will maintain an interest rate structure 
which reduces the impact of rapidly increasing interest rates on its income and expenditure 
account. 

 
2.2.5 Bank relationships  

The Trust’s approach is to develop long-term relationships with a core group of quality banks.  
The benefit of this approach is to establish a high degree of confidence and commitment 
between the parties, which will ultimately enable the Trust to place reliance on the support of 
its bankers. 

2.2.6 Banking covenant compliance  

In situations where funding arrangements are attached to financial covenants, a regular review 
of the Trust’s performance against these covenants should be included in the monthly treasury 
report so that potential problems can be identified at an early stage.  

2.2.7 Systematic Supplier Discounts 

Supplier Adoption Agreements for suppliers wishing to enter into the Trust’s early payment 
scheme will be assessed on a regular basis, once the primary agreement term has expired, to 
ensure the continued rate of return achieved on early payment exceeds that available from 
investment of available cash funds (as outlined in para 2.2.2). 
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2.3  Summary 

2.3.1 The Trust adopts a risk-averse strategy to all of its treasury management operations, and will 
enter into financing transactions purely on an approved ‘need’ basis, and not for speculative 
purposes. 

 
 
3.  KEY RESPONSIBILITIES IN TREASURY MANAGEMENT OPERATIONS 
 
3.1 Key Responsibilities 

3.1.1 The key responsibilities are as follows:  

Trust Board of Directors - Approve overall treasury management policy. 

- Approve any external funding arrangements. 

- Delegate responsibility for devising and implementing the Trust’s 
detailed treasury management policy to the Director of Finance.  

Finance, Performance &  - Review, critically appraise, evaluate, and recommend for  
Workforce Committee  approval to the Trust Board of Directors, the treasury management 

policy and, where appropriate, the Trust’s interest rate, foreign 
currency, funding and investment approaches, including permitted 
instruments, counterparties and authority levels. 

- Review, critically appraise, evaluate, and recommend for approval 
to the Trust Board of Directors any external funding arrangements 
within delegated authority. 

Trust Director of Finance  - Devise the Trust’s treasury management policy and implement this 
once approved.   

- Maintain effective systems of financial control and detailed 
procedures for all aspects of treasury management. 

 - Monitor arrangements and promptly bring any matters of 
importance to the attention of the Trust Board of Directors via the 
Finance, Performance & Workforce Committee.  

Financial Accounting Section - Manage key banking relationships.  

- Manage treasury activities within the agreed policy.  

 - Maintain accurate and timely recording in the accounting records of 
all treasury transactions, including safekeeping of all counterparty 
documentation regarding investments, etc. 

- Report the Trust’s treasury management position and performance 
in line with the reporting requirements outlined in Section 5. 

3.2  Review of operations 

3.2.1 The Trust’s treasury management policy and associated procedures will be subject to periodic 
review by internal audit as part of their audit undertakings. Any significant deviations from 
agreed policy and procedures will be reported where appropriate to the Audit Committee.  
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4.  BANK RELATIONSHIPS  

4.1  Objectives  

4.1.1 The development and maintenance of strong banking relationships is a crucial factor in 
enabling the Trust to place reliance on the support of its bankers. 

4.1.2 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 this area of treasury activities: 

•  To ensure the cost paid for banking services is competitive.  

•  To minimise the cost of borrowings and maximise the return on cash surpluses within 
acceptably low risk parameters, by maintaining efficient cash management systems in the 
Trust.  

•  To manage the interest rate exposure of the Trust in accordance with defined policy.  

•  To manage any potential foreign exchange exposures of the Trust.  

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

•  To monitor and ensure compliance with banking covenants.  

4.2  Overview  

4.2.1 In order to achieve the above objectives, the Trust reviews, on a triennial basis, its banking 
arrangements and undertakes a tendering process for the provision of commercial banking 
services to ensure value for money and quality of service. 

4.3  Banking relationships  

4.3.1 The Financial Accounting Section of the Finance Department will be responsible for managing 
all banking relationships to achieve ultimately the optimum benefit from these to the Trust.  

4.3.2 The Deputy Director of Finance (Financial Accounting), or nominated representative, will meet 
the Trust’s commercial bankers on a regular basis to discuss services provided and any new or 
improved products of potential interest to the Trust. 

4.3.3 Relationships will also be fostered with certain of the banks from the authorised list at 
Appendix 1 for the purposes of potential investment. 

4.4  Summary 
 
4.4.1 The efficient management of all aspects of Treasury activity will engender confidence between 

the Trust and its bankers and thereby will enable the procurement and maintenance of 
competitively priced banking services. 

 
 
5.  TREASURY REPORTING  

5.1 Reporting Principles 

5.1.1 The regular monitoring and 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.  

5.1.2 The following reports are produced to meet these criteria:  
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5.2  Monthly report  

5.2.1 Every month a detailed Working Capital and Statement of Financial Position report is prepared 
for the Trust Director of Finance for submission to the Trust Executive Group and to the Trust 
Board of Directors.   

5.2.2 This report will contain the following information:  

• Analysis of monthly cash flow (actual to actual)  

• Liquidity ratio analysis 

• Asset management ratios 

• Continuity of Services Risk Rating/Debt Cover Ratios (i.e. financial covenant compliance) 

• Public Sector Payment Policy compliance 

• Analysis of key movements in working capital 

• Review of investment performance 

5.3  Cash Flow Forecasting 

5.3.1 A monthly cash flow forecast is undertaken. This details treasury payments and receipts in 
month, together with opening cash balances and forecast closing net position.  

5.3.2 This information is used to forecast daily cash flow on a rolling two month basis, to identity 
opportunities for investment, and to identify where short-term cash shortfalls are expected to 
occur in the operating cycle.  

5.3.3 An annual cash flow forecast is also produced, alongside a 3-yearly plan as part of the Monitor 
Plan submission. 

5.4  Review of Actual Cash Flow against Forecast 
 
5.4.1 A periodic comparison of actual cash flow against forecast is undertaken to identify/develop 

more accurate forecasting techniques. 
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APPENDIX 1 

TREASURY MANAGEMENT POLICY 

 
APPROVED INVESTMENT AND BORROWING INSTITUTIONS 

 
 
1. Approved Investments 
 

In order to achieve its objective of maximising returns on surplus cash by investing in secure, 
low risk investments the Trust is authorised to deal directly in the Wholesale Money Markets 
via an approved Bank or Building Society.  The approved institutions must have an A+ (or 
equivalent) score within the International Banking Credit Agency (IBCA) rating system.  The 
following organisations are therefore counterparties with whom the Trust is authorized to deal 
and are based on well known, secure and low risk financial bodies: 

 
a) Banks 

 
Parent Organisation/Owner  Trading names include 
 
The Royal Bank of Scotland  National Westminster Plc 
 
Barclays Bank Plc   Woolwich Building Society 

 
HSBC 
 
Lloyds Bank Plc Halifax Bank of Scotland, Halifax Plc, Cheltenham 

& Gloucester Building Society 
 
TSB Bank Plc 
 
Santander UK Alliance & Leicester Bank, Abbey National Plc, 

Bradford & Bingley (retail deposits and branch 
network acquisition in progress) 

   
Clydesdale Bank Plc    Yorkshire Bank 

 
b) Building Societies 

 
Nationwide Building Society 
 

 
 (NB The above list excludes Government Banking Service accounts with whom the 

Trust operates its routine treasury activities) 
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APPENDIX 2 

TREASURY MANAGEMENT POLICY 

 
NOTE ON CHANGES TO PDC DIVIDEND CALCULATIONS 

 
On April 22nd 2013 Monitor published the April issue of the FT Bulletin, which drew Trusts’ attention to 
changes in the way Public Dividend Capital Dividend is to be calculated from 2013/14 onwards. 
 
The Trust pays the Department Of Health a dividend equal to 3.5% of its Average Net Relevant Assets 
(NRA) for that year. This is paid in two instalments, one in mid-September and one in mid-March.  
 
Previously, the average NRA was calculated using the opening and closing balances of the Trust’s 
assets and deducting the value of cash balances held in Government Banking Service (GBS) 
accounts on 1 April and 31 March for that year before calculating the average. 
 
This system allowed trusts to move money from commercial interest-bearing accounts to their 
Government Banking Service account for a few days spanning the year-end dates, reducing dividend 
payable with negligible loss of interest receivable from their commercial bank accounts, which 
generally attract higher interest rates than their GBS accounts offer. 
 
Under the new methodology, the Trust’s assets at the start and end of the year will be calculated, then 
the average daily balance of funds held in Government Banking Service (GBS) accounts deducted. 
Thus a Trust can invest funds with commercial banks to gain maximum interest or keep funds with the 
GBS to reduce its dividend costs, but not both, as was the case previously. 
 
The effect of this change is that any funds held in GBS accounts, which currently earn 0.25% interest, 
would also reduce dividends payable by a further 3.5%, producing a (current) financial advantage of 
3.75% on the funds held with GBS accounts. Under these circumstances, the Trust would be better off 
keeping its cash with the GBS unless a suitably secure commercial account paying over 3.75% could 
be found. Current best alternative rates are 1.25% maximum, 0.8% typical. 
  
 


